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6. 1 ~ept o£_Profi t!£ili ty - In 'l'heory and iiL.Practice 

ce. 

Profit is an important index of financial performan

Profi t to a person is the rewar4 for taJd.ng risk into a 

business and for parting with the money, he owns. In fact, 

it is the essence of any business. · out of the profits of the 

business, the investors are rewarded. PrOfit is an absolute 

term and it does not have any meaning as ·lcng as it is not 

related to a meaningful paraneter such as sales, capital 

employed etc. In business, it is an important index of finan

cial performance. 'l'he term 1 profit 1 is not sGine-thing 

untouchable or to be ashmed of. 1 PrOfit is required for 

growth and diversification of a business, for research and 

develoi,:ment, for fulfilling the social, human and national 

objectives, last but not the least for the survival of the 

business itself. In public-sector al~o, the profit is e~ally 

desirable to contribute to natiooal exchequer for the growth 

and survival of the econany and also to pay interest on 

borrQwed funds to national and international financial 
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institutions. FUrther, when Government chose to invest its 

ftmds in .PEs, it forewent its earnings by not employing these 

ftmds more profitability elsewhere. 2 Moreover, Goverrrnent 

itself pays interest for funding public enterprises. Thus, a: 

minimum rate of return is also desirable fran every ~blic 

sector enterprise. 

In practice, the huge investment in public enterprises 

is often under-est :imated and overlooked and as such the 

o(Xlcept of profitability for this or that reasons is not given 

due importacx::e. The reasons being (i) .l?E often has a low 

yielding or no yield venture, (ii) the .PE managers are more 

prcne to adherence of rules and regulations rather than eaxn.

ing profit; (iii) the PEs performapce in terms of employment, 

price, employee welfare, quality et·c. are more counted rather 

than their rate of earning profit etc. But we cannot ignore 

the fact that a massive investment has gene into public sector 

undertakings and it has become necessary to get the maximum 

out of them in view of resource-crunch-econcmy as well as for 

the expansion and diversification of eXisting PEs. 

"If the management of .PEs do not realise in time to earn 

some surplus to keep the capital, atleast intact, it would 

perhaps appear that the very ~pose of their existence in 

business is vitiated. Similarly, if the .PEs no not generate 

adequate return on capital invested and recycle it through 

the State eXchequer, hCM the econanic developnent could be 
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achieved by the state and heM long the Government could 

continue to finance their cash losses is anybody•s guess 11 •
3 

6.2 Calculation of ..Profit in a l?§_and its Use as a Cri~£!! 

for .Performance EValuation s 

--------------------
A J;Ublic enterprise carries oo productioo of sane kind, 

using inputs to create output. Inputs are purchased at 

prevailing prices, in amounts which the firm chooses so· as to 

meet its own objectives. The inputs are processed using 

technology chosen by the enterprises. Then the outputs are 

sold at prices that generates total revenue for the enterprise. 

If total revenue exceeds total cost, there is profit, as shOtln 

in the equation belCM, where P is output price, Q is quantity; 

i is an output and j is an input. 

Profit = Total Revenue - Total Cost. 

n 

.Profit = L 
i=l 

m 

(Pi • ~) - [ 

jal 

In case of public enterprise when costs exceed revenue, 

. the financial ~osses are generally made good by a subsidy or 

grant from the government. · The firm • s profit, positive or 

negative is a rate of return on its capital, as expressed in 

the follcwing equation, where k is an item of capital.. 
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n m 

L'pi • Qi) - L (pj .qj) 

i=1 j-1 

Rate of Return = --
0 

L {Pk . ~) 
k=l 

The rate of return is naturally of special. concern in a 

public enterprise boo ause it is widely used to canpare the 

profitability and cost of capital. Ultimately, the public 

enterprises• rate of return needs to bear some relationship 

4 to the true cost of capital. 

In public enterprise, the cost of both the input and 

outPJ,t are affected, sc:rnetime3 favourably and sanet:irnes 

adversely. For example, the managanent of a p.J.blic enter

prise sanetirnes exerts monopsony powers on its inputs 

suppliers and at the sametime, it is ;l:orced by the Government 

to pay more in fo:on of higher wages and salaries. Thls, both 

the variables inputs and output cost are affected by social 

factors. These elements may be filled into the enterprise's 

action either by the firm's voluntary choices or Q.1 force 

fran outside. 

The criteria of profitability for judging the perfomance 

of public enterprises is continued to be debated and widely 

criticised, still it is widely used. Sane financial analysts 
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are of the view that •profit on capital invested' is a better 

indicator of financial performance while others argue that 

the index of overall financial performance is •return on 

capital employed •. - It has also been argued by Nakra5 , among 

others, that in evallla-t::ing the performance of public sector 

undertakings, • gross-margin • - the difference between 

sales income and costs of raw materials and manufacturing 

would be a better indicator rather than profit. T.~.sankar 

and -others6 in their book • Performance Evaluation of SL!'Es 

in India' suggested 12 per cent, 10 per cent, 9 per cent, 

8 per cent and 5 per cent rates of return a1 capital employed 

for manu£ acturing, trading and marketing, finap.cial, prcxnotion 

and welfare enterprises respectively. But 'quite often the 

basic raison d'etre behind the establishment of the public 

enterprise is sanething other than earning of profits •, and 

as s~ch measuring the performance in terms of profitability 

is more difficult than in private sector. Maximisation of 

profits, of course within the constraints of GoVernment • s 

directives should be considered. It is therefore, arg..1ed 

that ''the justification for putting the profitability in the 

second place of priorities lies in the primacy of non-officfal 

objectives in the establishment of I;Ublic undertakings. ,.a 
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Enterprises s 
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Under the changed econanic scen~rio it is required that 

all the inherent handicaps of a .PE and irritating constraints 

be removed and a fair deal of autc:nany and dynamism necessary 

for a business enterprise be enslired to ·all PEs in order to 

get the desired result in terms of profitability. The 1991 

industrial policy provide an opportunity to PEs to justify 

themselves by demonstrating their ability for growth, diver

sification, entrepreneurship, quality control and expert 

capability in competition with overseas producers• Under the 

structural adjustment programmes, attention is shifting to 

financial parameters, principally profitability. The Gove.m

ment had directed under the performance contract systEm (MOU's) 

that a weightage of 0.25 be given to financial profitability 

in assessing performance. In 1993-94, it was raised to o.s. 
In the current years, it has been upgraded to 0.6. The impli

catioos are obvious s an increasing reliance on financial 

performance. Whether or not it is wholly rational in the 

context of the anticipated role for the sector, it argues well 

for the restructuring of the sector. Governments both at 

Centre and in the States have initiated action in a large 

number of directions especially financial ones, derncnstrating 

their keenness to restructure the entire public enterprise 

portfolio. 
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6. 4. A Surv~of Views on the .Profitability of State Enterpri

~s in west aensal : 

If we look into the overall financial resul. ts of 

state-level-public-enterprises (SLPEs) in West Bengal, we get 

a dismal picture. It is often argued that profit is not the 

only objective of a public enterprise. In this context, 

identification of their objectives is all the more important. 

This may include broad social and econanic changes that the 

State Government wishes to bring about, through the agency of 

public sector undertakings. While the social oojectives of 

the business must receive priority, this can hardly justify 

the unviable current operations of most of the undertakings. 

In fact SLPEs in v..test ~ngal seem to be· ashemed of profit for 

obvious reasons but an overall viability including econc:mic 

viability is a must in the lcng run far the sake of their 

own survival and for other objectives as well. 

6.4.1 ~~sessment By ~blic EnterErise Cei!~~~ 

~LBengal a 

Now let us throw a light on overall state of affairs in 

all the SL.PEs under the adninistrative control of respective 

departments of the state Government. This is a reproducticn 

of infoz:mation as contained in an official ·publication of PE 

Cell, Govt. of West Bengal for the years 1984-85 to 1987-88 
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with a bit modification. This will help to analyse the pro

fitability of sample SLPEs in later part of the chapter. 

6.4.1.1 ~anufacturing SLP~der the ,Department o~ 

f\J.blic un~takinst! : The operating results of all 

the five units which are engaged 'in commercial operations 

along with overall state of affairs have been very disnal. 

The canbined sale value of production in 1989-90 for these 

units was Rs. 2309.05 lakhs, depicting a dismal sale value of 

production per employee of only Rs· 34185. This is an 

indicator of a very lCM productivity of labour force. 'lbe 

picture of net loss is very bleak - Rs. 2792.58 lakhs in 

1987-88, ccmpared to the annual combined sale value of produc

tion of only Rs. 1723.84 lakhs. cash losses were substantiql 

during the period - Rs. 2654.67 lak.hs. Such losses are heavily 

su}:)sidised by the Government. Though reimbursement of such 

losses take place in the shape of loans, the same alcng with 

interest due thereon were never repaid. Of the total loan 

due by these canpanies j,.ncluding unpaid interest stands at 

~. 18,285.94 lakhs in 1987-88. Similarly, the cumulative 

figures for deficit stood at a herculean figure of Rs.18,980.42 

lakhs. A ranarkable improvement has been shown by Electro 

-medical and Allied Industries Ltd. who have broken through 

the hoodoo of cash losses·in 1988-89. Though the enterpcise 

has not been able to earn an overall net profit, of late it 

earned~. 13.52 lakhs in 1989-90, but it again incurred a net 
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loss of Rs· 9. 57 lakhs (after interest and depreciation) in 

1990-91. The company's creation .of a Silver EXtraction .Plant 

is expected to give a substantial boost to the profitability 

of the company. 

6.4.1.2 Manufacturing S~~der th2 Indu~ial Reconstruc-

..Sicn ~rtment (lR) J 'l'he lR Department is in overall 

charge of 26 SLFEs, taken over by the State:;,GOvernment at 

different points of time. These undertakings receive fUll 

fledged suwort of the Government in their strive t9 a,chieve 

sustained viability. The operating results of all canpanies 

under the administrative centro! of m. :Dapartment along with 

overall state of affairs have been dismal. These units have 

received substantial assistance fran the Government of West 

Bengal over the years, both under plan and Nc:n-pl,.an ~q.ds. 

However, despite the government support, the State of affairs 

have generally remained rather bad. 'l'ill recently, symptoms 

of further deterioration were more apparent. However, a few 

of these unit have started showing glimpses of recove;y. 'l'he 

canbined sale value of production of all these 20 under

taldngs in the year 1982-88 is Rs. 5644.24 lakhs, with another 

Rs. 59 lakhs being grossed up as other incomes and receipts. 

These units have employed a total of .11,429 persons thereby 

depicting a sale value of production of around Rs. SO, 000 per 

employee. While this figure is dismal by any standard, it is 
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still nearly twice of that achieved ~ undertakings wholly 

owned by the Government. The average employee cost works out 

to Bs. 19093 per annum canpared to around to Bs· 19,653 per _ 

annum for employees in wholly 01/ned Government canpanies 

under the P. u. ll3ptt. 'I'he performance parameters stated 

above depicted a very 1011 productivity of labour force -
.. 

a direct result of idle labour farce, high absenteeism, l0\-1 

output and generally inadequate managerial capabilities. ~e 

picture of combined losses of Bs. 2015.55 lakhs adequate 

concern. These enterprises are stra,nded with an overall 

negative net worth of Rs. 5, 766.89 lak~, in fact, only two 

companies have a positive net worth. 

Most of the units are bu.rdned with ·antiquated technology 

and the condition of the productive assets are very bad. As 

a result, the utilisation of productive capacities have been 

very low - definitely belO'I the level for viable operations. 

In certain cases, the end products have gradually suffered 

fron obsolenscence. A new stream of modernisation p.J;oposa!s 

are in implement at ion phase and results are expected to 

flow-in in coming years, which will no doubt imprwe profita

bility of these enterprises. It is also true that sane of 

these units have already sta,rted sha<~ing the sign of recovery 

and progress. For example, Brittania Engineering Products 

and Services Ltd., Shalimar works Ltd., Eastern Distilleries 

and Chemical Ltd., are progressing fast and have eit·her 

crossed over or about to do so. 
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6.4.1.3 Manuf!CtU£ing~PEs - Other Oe_eartments 1 Out of 8 

companies in this group, 7 have incurrea overall net loss. 

The only profitable concern in this group is Silpabarta 

l?rinting J?ress which is a small unit of west Bengal &nal.l 

Industries Corporation. Barring Silpabrata Printing .Press, 

all other 6 units could not earn profits even before charging 

interest and depreciation. '!he positioo is indeed dismal. 

These units have received substantial assistance from Govern

ment of west Bengal over the years, both under Plan and 

Non-plan heads. However, despite Government support, the 

state of affairs have generally remained bad. The largest 

undertaking in the manufacturing sector, other than west 

Bengal state Electricity Board,. (which is not considered 

herein) is D.l.rgapur .Projects Ltd. , engaged in the generaticn 

of power has incurred a net loss of as. 804.33 lakhs which 

ace ounts for around 65" of the net loss incurred by this 

group. This company ho..Jever, has enough potential to run 

viably. A turn around in performance will definitely save 

the Government substantial funds which has to be given annually 

to this conpany. The overall posit ion of developnent corpora

tions is very dismal indeed, where the overall fixed costs are 

significantly higher than cumulative sale value of producticn 

generated by all these units. 
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6. 4 .1. 4 Service::.Q£!,~~SLPEs - All Department~ .; 14 SLl?Es 

have been primarily-identified as service-oriented ~its. 

The nature of services of these units being diverse by nature, 

the ace OliDti.ng portrayal of working results does not have a 

synonymous pattern and hence is a barrier towards detailed 

consolidation. All the 14 enterprises have turned out. an 
·• 

overall net deficit of ~. 5233.88 lakhs. In fact, the 4 SLPEs 

in the transport sector have accounted fo~ ·an overall net · 

deficit of Rs. 6131 lakhs. Barring the transport sector, out 

of the ranaining 10 units, 5 have reflected net surplus and 

the balance of 5 an overall net deficit. The highest surplus 

given by a SLPE in this sector is rec'orded by . west Bengal_ 

Essential Commodities SUpply Corporation Ltd. (WBECSCL) at 

Rs. 764.64 lakhs. The major portion of profit of this SL.PE 

canes from trading sector in which it is blessed With a 

generally monopolistic position. Both the service oriented 

units have recorded overall net surplus. west Bengal Financial 

Corporation (WBFC) has sham a net profit of Rs. 194.02. lakhs,_, 

whereas West Bengal Industrial Development Corporation 

(WBI.I:CL) has recorded a net loss of Rs. 158.56 lakhs. It may 

be pertinent to mention here that WI;3II:CL had switched over 

to the cash basis of accounting whereas vl:SFC continues with 

·the accrual system. It may not be out of place to mention 

here that the bulk of the loss in the transport sector is not 

owing to total lack of carunercial viability, but partially 

·owing to the social benefits offered by these undertakings. 
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6.4.1.5 Develogment Oriented SLPEs - All Departments a 

13 development oriented SLPEs have been identified whose 

administrative control is spread over 7 departments. As in 

the case of service oriented SLPEs, accounting portrayal of 

work-results does not have a synonymous pattern, and hence 

is a barrier towards detailed consolidation. All the 13 SLPEs 

taken together have recorded an annual gross incane of 

Rs. 4, 628.68 lakhs, but has suffered an overall marginal 

deficit of R.s. 63.51 lakhs. Six of the 13 enterprises have 

recorded net surpluses, of which the contribution of west 

Bengal Handloan & l?owerloan Development Corporation Ltd. is 

the highest. 'l'he worst record in this regard is of vlest Bengal 

Ceramic !:)3velopment Corporation Ltd. which has turned out a 

net deficit of Rs. 86.59 lakhs. This Corporation has been 

virtually defunct. It has hardly worked for the past few 

years and is thus saddled with a substantial burden of fixed 

costs which cannot be recovered against revenue. It is 

primarily because of the heavy loss of this Corporation that 

this group recorded an overall loss of Rs. 63.51 lakhs. 

6.4.2. Po Inde£:ndent Author's Assessment10 
l 

"0-J.t of 45 State enterprises, only 12 have earned Rs.7 .05 

crore as profit during 1985-86. 20 incurred loss to the tune 

of Rs. 83.85 crores during the same year. Maximum loss in 
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1985-86 was sustained by Calcutta State Transport Corporation 

~. 27.50 crore) followed by Calcutta Tranways Canpany Ltd. 

<Rs. 12.16 crore) Il.lrgapur l?roj ect Ltd. (Rs. 9. 32 crore) and 

so oo. In the same year, maximum profit was pocketed by west 

Bengal Industrial. Developnept Corporation <Rs. 1. 06 crore), 

follONed by W.B.Housing Board ~. ,57 lakh), W.B.EssentiaJ. 

Canmodities Supply Corporation Ltd. CRs. 40 lakh) and so on. 

The reascns for losses incurred by S~Es in west B3ngal as 

cited by the author reads as follows : 

First, there is a lack of managerial talents. In most 

of the cases managers have been~appointed on other consldera

tioos other than their skill in running _of the enterprise. 

Non-technical man or a person from Bengal Civil Service (WECS) 

is given the responsibility Of looking after a .ccrnmerciaJ. 

organisation where specific talent or skill is necessary fCC 

the administration of the enterprise. 

secondly, over-staff is another important factor for 

high cost of producticn and also for mismanagement. For 

instance; .D-lrgapur l?roj ect Ltd. {DPL) having an asset of 

Rs. 150 crores has 7,300 employees. In early 70s west Bengal 

State Electricity Board recruited 17 thousand unskilled per

sons only to provide employment to the cadres of a particular 

political party. S'lC has 14,241 employees where half of the 

employees are surplus. 

Thirdly, the product produced by State £nterprises are 
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obsolete. T.he machineries are out of date, frequent break 

·-downs of machineries are reported, and there is no moderni

sation plan. !hat is why ~~ey cannot satisfy the consumers 

and CQnpete with others. 

Fourthly, there are financial constraints. The state 

G:>vernrnent cannot provide mcney for modernisation and expan

sion, for it is b.lrdened with huge subsidy paid, every year, 

to the State enterprises. 'l'he Stat Govt. canplains that the 

central financial institutions are not caning forward to 

rescue the enterprises. 'Ihe financial institutions are reluc

tant to invest in the sick and mismanaged State enterprises. 

Fifthly, indiscipline both among the workers and offi

cials, thefts, corruption are to a large extent responsible 

for the poor perfcrmance of the State enterprises. The 

managers have practically no control CNer the anployees • 

.fU.nishnent for theft, indiscipline is practically absent 

Intra-union rivalry is also responsible for indiscipline. In 

WBSEB there are 17 unions. 'Ihey clash all the time. Employees 

do not bother for the progress af their enterprise, for they 

know that thei.Pj ob is 100 per cent secured and the State Govern

ment is there to provide subsidy to keep the factory or office 

running. Eight hour work is seld<:;m dcne by the workers and 

the employees. In such a situation, loss is inevitable. 

Sixthly, lack of far sighted approach, outdated set-up, 

absence of appropriate know-how, lack of planning etc. are 
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other factors for which most of the industries are crippled 

with loss. 11 

11 
6. 4.3 ~ews-paeer • s AssessnenB_ : 

There was a report in 1 The Statesman• dated July 3rd 1994 

on the profitability and current state of affairs of state 

-level-public enterprises which reads as follows a 

11 The cumulative loss of the State run units is a whopping 

~. 610 crores. In fact, the accumulated loss of ~. 540 crores 

sustained by 29 companies has far exceeded their paid-up 

capital of ~. 143.14 crores. Out of 63 state run units, 

including the subsidiaries, only 8 are running at a profit. 

The cumulative profit of these 8 units stands at a little more 

than Rs. 101 crores, according to the latest official estimate. 

Fmr Of these 63 units have ceased to function, three of than 

for a loog time. They are WEBEL l?recision Industries Ltd., 

set-up in 1981 and Pulver Ash ;rejects Ltd., formed-in 1984-85, 

both of which have not yet started commercial operation and 

Limelight Industries, set-up in 1983 which is 11not operating 

its business '1 
- and the w;st Bengal l?lywood and Allied 

Products Ltd., which came into being in 1989 eXists more on 

paper. 

The aggregate paid-up capital of these 63 companies (as 

on Harch 31, 1993) was Rs. 825.59 crores of which more than 
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Rs. 790 crores were invested by the State Government, Rs. 3.86 

crores by the Central Government, a little over Rs. 24 crores 

by the holding canpanies and the rest Rs· 7.13 crores by 

others. 'lhe loans including loans advanced by the State 
·' 

Government and deferred payment credits in respect of 51 

canpanies including nine subsidiaries, stood at more than 

Rs. 1700 crores. In equal bad shape are the two State. J:Un 

canpanies covered under section 619 (B) of the Canpanies let, 

1956. While the WEBFI.L Ltd. is running at loss, it is not 

feasible to assess the position of the Webel Carbon and Metal 

Film Resistors Ltd, because the company did not prepare !ts 

accounts since October, 1984 when it started commercial 

operations. 

-~ 

There are 25 undertakings in which the west Bengal 

Government has invested more than Rs· 10 lakhs but the Govern-

ment holding was less than 51 per cent. 'lhe control of these 

companies does not lie with the State Government and they are 

not subject to Government audit as well. The total investment 

in these 26 undertakings till the end of the last financial 

year was Rs. 139.15 crores. None of these companies are said 

to have finalised their latest accounts as yet. In fact, one 

undertaking namely "A Stock and Ccmpa.ny Ltd. 11 , where the State 

GOvernment invested Rs· 18 lakhs, had gone into liquidation in 

August, 1992. 

Of the seven statutory corporations under the west Bengal 

Government, except for the State Warehousing Corporation Ltd., 
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the remaining six are in red. Their losses ranges fran Rs. 25 

lakhs to as. 92 crores, the top spot gained b:t the West .Bengal 

State Electricity Board, according to the latest official 

estimate. 

The perfonnances of the state managed units and the sta

tutory corporations c.ame in for strong criticism frcm the 

Ccxnptroller and .Auditor General of Ind:La as well. 'rhe CAG 

also took strong exception to the fact that majority of the 

State units and the Corporations have not bothered to keep 

their accounts UP-tO-date.•• 

6.4.4 Jln Official Canmittee•s Assessment12 : ------- . --
.An Off iciaJ. ccxnmittee, canprising some veteran CI'lU 

(a pro-ccmmunist 'Jrade Union) leaders and a State Cabinet 

Ministers has in a report sul:.mi tted to the Chief Minister, 

pointed out that ~lest Bengal Government is not doing enough 

for the revival of the languishing, State-owned public sector 

undertakings. 'l'he Ccmrrd.ttee, in what is being regarded as a 

balanced report, has further observed that the role of the 

trade unions has not been co1.1ductive to the improvement of 

the public sector Wlits perfonnance and has argued the govern

ment not to give into the demands for both privatization and 

the 11joint sector approach 11 • 
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The Canmittee has .taken into consideration 24 production 

units out of 63 enterprises functioning under different 

departments of the State Government. 'l'hree units - the 

D.trgapur Chemical. s Limited, westinghouse 5axby Farmer I..irni ted 

and the National :tron & steel Ccxnpany - were chosen fran among 

these 24 for a further indepth s"Fudy. The Canrnittee found 

that 20 of these 24 units had incurred cash losses and 6 of 

them had failed to make up even the variable cost. Though 4 

units could generate cash surplus, only two of them could m~ke · 

a net profit. "In almost all units, the percentage of employee 

cost in terms of total sue value is abnoJ::mally high'' the 

report says. 

The canmi ttee further held that 1 

{1) Periodic production targets are set only for the 

sake of it, (ii) fi.tm commitment to reach these targets is 

singularly missing; (iii) marshalling men and material tQ 

achieve targets are not plan ned properly; (iv) product! en 

capabilities are not properly assessed and (v) lame excuses 

are put forward for non-performance or poor performance of 

the units. 'I'he canmittee also observed that the managerial 

personnel, "like their workmen counterparts, do not suffer 

£rem any sense of insecurity of employment''• The conunittee 

was of the opinion that ''barring a few exceptions, a majority 

of them had booame time servers with more of a marcenary 

attitude". The committee cites instances .. when workers are 
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found to be demanding unreasonable overtime payment, produc

tion bonus, even in a •no-production situation' despite the 

fact that the company is incurring heavy cash losses••. 

The canmi ttee regretted that trade unions in many of the 

state units, though concerned about the rights and privileges 

of employees, did not shaN sirnila~ concern for the well-being 

of the enterprise itself. The committee suggested some 

remedial measures also. 

6. 4. 5 t!anagement • s Assessmeui : 

Based en the Board of Directors' Reports as published in 

Annual Accounts • of sample SLJ?Es for the period under study, 

it can be said that, to scme extent, managements are handi

capped or rather helpless to help the state-enterprises to 

improve their profitability or at least to minimise their 

losses to maximum possible level. 

Out Of 14 sample SLF.Es, 8 have reported of having v.ery 

old and wornout machineries, adversely affecting the profita

bility. This had led to poolS" capacity unilisation :Ln almost 

all SUPEs. The machineries in Saraswati Press Limited are 

mostly between 20 to 40 years old. 'l'he average life of 

machineries are not more than 10 to 15 years. Similar, is 

the position in KSM.L, N.P'ICL and in SWL. Moreover, the main

tenance of these worn out machineries are very poor due to 
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la.Ck of fund. en an average, a meagre sum of 1.5 per cent of 

eQst of sales is spent on the maintenance of machineries. As 

a result, the installed capacity of plants has naturally 

reduced to a very lON level. For example, NP'lCL' s rated ann

ual capacity of the plant was 3600 MT which was derated to 

1500 MT owing to natural efficiency droppage of very old plant 

and machineries and paucity of fund for much needed overhaul

ing and repairs. This is one of the vital reasons, N.PlCL has 

earned a bad reputation of not executing the orders in time. 

The management• s next allegation is about the shortage 

of working capital. 8 sample units out of 14 have reported 

, of having acute shortage of fund for the smooth conduct of 

their operatioos. The managanent ofKSML has reported that 

there is complete erosion aE working capital of the ccmpany 

011ing to its huge operating losses. The management of WSli'L 

cries for bank's cash credit arrangement for working capital 

needs which has been stopped a few years back due to default 

in repayment and poor performance. The continuous depletion 

of working fund in N.P'ICL has resulted into frequent and sef.ious 

delay in execution of orders. The chronic shortage of working 

capital in SWL and WBSIDCL has been held single important 

factor responsible for stunned activity level of the canpany. 

The SPL's man~gement alleges that suppliers of paper ~e 

charging 30% to 40% above the mill rate due to inordinate 

delay in payment of their bills. Similarly, WBSI.I:CL • s manage

ment is finding it difficult to get the sugar-cane fran nearby 
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cultivators who prefer to channel their produce to private 

gu.r-crushers who in addition to offering higher prices, also 

pay in time. 

Ncn-availabili ty and EXcess consumption of raw materials 

and power and. fuel due to out dated technology and wornout 

machineries, leading to higher co~t production is the next 

area of short-fall in SLPEs as assuned by the managernent. 4 

out of 14 sample SLl?Es have the problem of excess consumpticn 

of raw materials whereas another 3 have reported serious 

bottlenecks in procurenent of raw materials~ In N'l'R::~ the 

material consumption alone account for 70 per cent of cost of 

production. Similarly, in WBSIO:L, materials consumption cost 

is quite higher than the sale price of s~gar and mollasses. 

In KSML, t~ hike in price of cot ten by 38.6 per cent in 

1991-92 adversely affected the profitability of the enter

prise. The non-availability of adequate quantity of cooking 

coal in case of ~L hampered the existing level of producticn 

in the year 1992-93. The problem got aggravated due to steep 

rise in the price of cooking coal, adversely affecting the 

profitability. 

'lbe management of sample SI.J?Es ·are also of the view that 

there has been a steep rise in wages and salaries of employees 

mostly due to 'Tripartite Agreement'. This has led to a fur

ther rise in the cost of production which either enhanced the 

negative profitability or shorten the volume of whatever profit, 
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SLPEs were earning. on the other hand, they are also of the 

view that the strength of permanent employees is getting 

weaker due to huge retirement and non-recruitment of fresh 

perSOnnels. ficWeVer, the employeeS I COSt alone has exceeded 

the sale value of products in SWL and WSFL. Tre engineering 

sector public enterprises in the state has also to bear the 

burnt of the 'Engineering wage Settlement• award and conse

quently faced substantial increase in labour cost. 

6. 5 Evaluation of Profitability of SLl?Es in west Ben<Jal s 

After knOiling the views of Press, Enquiry Canmittee, 

Government's Evaluating Agency, Independent Author and last 

but not the least the views of management itself, let us now 

post-mortem the various facts and figures as published in 

annual accounts of SLPEs together with the. other information 

about their functioning in order to establish our views on 

the profitability of SLPEs and to verify the aforesaid facts 

as well. 

First of all, we have examined the data on profit/loss 

of all SLPEs for a short spell of 4 years from 1964-65 to 

1987-88 about which dat~are available in a publication of 
'-

fublic Enterprise Cell, Govt. of W3st Bengal. 'l'he table 6.1 

shows the size of profit/loss 11before depreciation and 

interest" and 11 after depreciation and interestaa. 
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Table. 6.1 contd ••• 

N.l?'ICL B (70. 54) (53. 93) (47. 84) (63 .17) 

A (113.52) (99. 62) (106. 00) (134.05) 

SWL B {85 .10) (83.09) (99.98) (110. 97) 

A (114.28) (117.58) (144. 03) (163.37) 

NISCL B (193.38) (2 77.24) (232. 20) (230. 58) .. 

A (239.34) (317 .82) (292 .13) (320 .28) 

WBATCL B· (2. 78) 41.26 42.95 (1.86) 

A (4.64) 39.17 {6.12) {2.11) 

BJMI.. B (141. 84) (252. 40) (265.14) (286.13) 

A (185 .67) (324.32) (364.17) (424.61) 

CBCL B (69. 96) (56. 72) (66. 20) (63. 40) 

A (93.54) (BO. 91) •(98.87) (97 .56) 

SPL B (18. 39) (16.18) (4. 46) 1.00 

A (32. 37) (33. 94) (25.72) (25. 86) 

IPP B (64.82) (71. 90). (65.00) (169.50) 

A (148. 06) (182. 90) {218. 45) (349. 32) 

KS & GL B (69. 52) (69. 43) (90. 73) {112. 67) 

A {123 .53) (128. 96) (158.74) (190. 23) 

IB & CML B (. 939) (9. 43) (12. 71) (22.55) 

A (13.94) (14. 86) (19.13) (29.83) 

AV & PL B (2. 08) (O. 55) (23.36) (15. 55) 

A 0.17 0.12 (16. 76) (15. 64) 

MBL B 46.04 39.47 43.93 55.18 

A 15.93 2. 95 2.50 1Q.OB 

---
contd ••• 
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,!2ble 6. 1 con td ••• 

WBTOCL B, .{2~.27) (41. 32) (51. 2 9) N.A. 

A (34. 69) (48. 60) (52.00) 

WBSIJ:CL B (52.83) (69.38) (68.10) (90.15) 

A (94. 82) {110.65) (114. 28) (144. 91) 

WIMD & T CL B .(19. 64) (17.69) (37. 82) (64. 80) 

A {35. 97) (38.13 > (59. 23) (88. 42) 

WOCSML B (4. 10) 10.89 (17. 88) (20. 02) 

A (57.50) (39.16) (70.06) (72.13) 

DPL B (553.47) (560. 63) (166.14) 863.95 

A (624.16) (932.12) (651.87) (804. 33) 

OCL B (5. 7) (34. 4) (49.2) (65. 8) 

A (4. 4) (33. 7) (5. 2) (67. 2) 

WBSW:L B 28.67 44.92 64.35 92.81 

A 19.57 34.86 50.88 77.92 

WBEX:SCL B 379.79 361.74 767.49 996.68 

A 302.70 326.15 730.64 964.64 

WBFC B 

A 88.77 151.62 166.44 194.02 

~iBEIOCL B 0.97 14.23 12.72 20.05 

A (33.16) (23. 76) {36. 99) (17 .10) 

WBIIO:ll s 14.59 9.21 13.98 15.06 

A 7. 96 1.94 6.43 7. 98 

WBSLIO:: B (12. 62) ' 19.06) (15.03) N.A. 

A (20. 64) (26. 30) {21.50) 

-----~----------

contd ••• 



Table 6.1 cantd ••• -----
WBCO:lJ B (34.53) 

A (52 .2 9) 

WBFO:L B 7.63 

A 9.06 

WBSFJ:C B 

A 4.54 

(42.03) 

(63. 71) 

41.41 

40.82 

(12.00) 

(50.41) 

(76. 77) 

43.87 

44.72 

N.A 
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(54. 88) 

(86.59) 

(67. 97) 

-·------ Source~ A l»~bl t.6aEi~ ~'irC!.o.\t, ~o~r. or 'N·~C!""&~l.;\.~~o. 
Note a (1) Figure in brackets shows loss figure. 

(2) B = Before Depreciation ·and· Interest. 
A = After Depreciation and Interest. 

The table 6.1 shows that only 17 per cent of total number 

of SLPEs i.e., 11 out of 63 SLPEs have earned a profit in the 

year 1986-87. As a whole, the total pro;fit earned is far less 

than the total loss incurred by other SLl?Es in the same year. 

The proportion of aggregate prof.\,t I before interest and 

depreciation• (which financial experts thinks better indicator 

in case of public sector) is cnly 30. per cent of aggregate 

loss • before depreciation and interest 1 • A large chunk of this 

aggregate profit owes to a monopoly trading enterprise nanely, 

WBOCSCL and aJ. so to a cmple of financial enterprises. 'l'he 

manufacturing sector ente~P;t"ises are the mostly loss making 

units, proving continuous drainage of State resources. On the 

other hand, a low investment develot;mental and promotional 

enterprises are in a lead to earn prof!t, followed by financial 

and service (excluding transport an~ electricity) sectors. 
I 

To name the profit earning SLPEs ranlo,JJl.Se in the year 1986-87 



were ws:sx::s::x, (Rs. 42 9. 72 lakhs), WBFC CRs. 166.44 lakhs), 

WBSvi:L (Rs. 64.3 5 lakhs) , MBL CRs. 43. 93 lakhs), WBMCL 

(Rs. 42.95 lakhs) and WBEIDII:CL (Rs. 13.98 lakhs). 
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The most remarkable fact in Table 6.1 is that there lies 

a huge gap in the figure of profit/loss 'before' and 1 after• 

interest and depreciatioo. A further examination of accoo.nts 

sh<:Ms that inter~st payable on loan capital is quite al:noJ:mal 

in most of SW?Es due to excessive loan capital implying 

defective capital structure. Had the capital structure of 

these SLPEs restructured based an sound 90mrnercial principles, 

there might not have been so much losses. Although, this 

sort of restructuring ~is a merely an accounting adjustment, 

i-n fact the saving arises out of these changes does not prove 

any efficiency of the .enterprise. 

Similarly, charging of depreciation on age-old plant and 

machineries whose life has been completely exhausted does not 

sound logical and rational. Thus, stopping charging of 

depreciation on worn and torn machineries will also minimise 

the.losses of these enterprises. 

It has been found that chang.j.ng of accounting basis in 

one of the financial sector enterprises from • acqrual 1 to 

• cash-basis • had tur.ned the profit of ~/BI.I:l:L into loss. 

Similar result is expected if it is applied in case of WBFC. 

Whatever may be the result, the accounting practice must 

ensure that a 'true and fair' view of financial positioo is 

exhibited. 
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The main loss making SLl?Es (before interest and deprecia

tion) in the year 1986-87 ·are :CCL (Rs. 496.55 lakhs), WSFL 

(Fs. 360 lakhs), WSFL (Rs. 360 lakhs), KSMI, (Rs. 368.45 lakhs), 

NISCI, CRs. 232.20 lakhs), SJ'ML (Rs. 265.14 lakhs), DPL CRs. 166.14 

lakhs), SWU (Rs., 99.98 lakhs), KS<L CRs. 90.73 lakhs), WBSI~L 

(Fs. 68.10 lakhs) etc. The overall situation gets more compli

cated when we consider the accumulated losses of all 63 S.LPEs 

which is a whopping ~. 610 crores compared to their aggregate 

paid up capital of Rs. 825 .s 9 crores. In fact, the accwnulated 

loss of ~- 540 crores sustained 'by 29 canpanies has far 

exceeded their paid-up capital of Rs. 143.14 crores. 2he 

curnulativ~ profit of profit making SI,PEs stands at a little 

more than 101 crores, according to the latest official esti-

mate •. 

Of the seven statutory corporations under the west .Eengal. 

Government, except for the state ware-1-bu.s;Lng Corporatii.on, .the 

ranaining siX are in the red. The losses of these statutory 

corporations ranges from Rs• 25 lakhs to ~. 92 crores, the top 

spot gained by W3st Bengal State Ele.ctricity Board. 

A break-up of investment in these SL.PEs in the year 

1986-87 shows that manufacturing sector which also tops the 

loss-table has gained highest investment totalling Rs. 37,654 

lakhs, followed by financial sector .. SLPEs Rs· 18750 lakhs, 

promotional SLPEs Rs. 15488 lakhs and trading SLPEs Rs. 480 _ 

lakhs. 'l'he sectorwise accwnulated losses by the end of 
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1986-87 reveals that manufacturing sector accounts for 95.6 

per cent of total accumulated losses (excluding electricity 

and uansp=t Sr.PEs). 

A good part of 1 oss incurred by these SLPSs are also co 

account of high employees • cost, excess coosumption of 

materials, wastage of power and. fuel, Wlremunuative prices, 

sub-standard maintenance of plant and machineries, under 

-utilisatioo of man and machines, last but not the least 

large social outlays and obligations. 

The table 6.2 shows that most of the Sl.i'Es especially 

in manufaCturing sector a,re quit~ in red over "the years under 

study. Only a few SLPEs, sharing one fourth of the s~ple 

-size and representiD.g service, trading and fin~ciaJ. sector 

are in a pa3ition to earn sane profit at a rate much below 

the l:>ank' s rate of interest. The ooly excepticn is WB~SCL . 

which enjoy State's patronage and mooopoly in the trading 

sector and earns C:o an average, ROl of SO per cent or more 

but that does not prove its efficiency for obvious reasons •. 

The overall rate of return for all SLPEs taken together also 

sha.rs a negative retum, proving their .. dissaving to the 

naticnal exchequer and a permanent drainage of limited 

financial resources of the State Government. The only posi

tive feature in the above table is that the rate of losses 

is caning down in a quite number of cases, number.i.ng 7 out 

of 10 loss making SLPEs and in two other cases it remained 
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Table 6.2 

Rate of • Return on Invea'bnent • {R-0-I) in Sanple SLJ?ES 

------·--------------------------------·---------------Years 

Enter
prises 

1984- 1985- 1986- 1987- 1988- 1989- 1990-
85 86 87 88 89 90 91 

------------------------------------------------------
WSi'I. 

KSML 

EMAIL 

<L 

NP'll:L 

SWL 

SPL 

WBSitcL 

DPIJ 

wssw=x, 

WBECSCL 

WBFC .. 

· wsiocx, 

(11.3) (10.6) {12.6) (13.ci) (12~2). (12.0) (11~1) 

(12.9) (13.6) 112.3) ~(13,.EJ) 111.9) (12.3) {11.0) 

(19.6) (13.7) (12.6) (12.i) . (8.0} - (4.7) .. (5.7) 

(10.2) (9.8) •• (6.6) • (7.3) .,1.7) r2.2'" t1.S) 

(11.8) (9.9) (13.6) (5.4) ~3.9) (6.6) (6.0) 

N.A (19.1) (17.1) (17.5) (17.0) (15.9) (17.1) 

(28.2) (22.6) (22.2) (20.9) .. (4.4) (14.9) .. N.A 

(9.2) (9.4) (7.6) (6.5) l2.2) . (2.4) 4.0 

(11.3) Ul.l) (9.9) _(io.6) (11.0) (13.0) NA 

(3.1) (3.1) (2.0) . (2.7) (5.8) (9.8) (4.7) 

4.5 7.4 N.A a.o 6.4 

46.1 39.0 75.09 92.6 87.3 33.2 34.5 

1.3 1.8 1.6 1.9 N.A N.A N.A 

0.21 1.3 (1.4) (1.4) (3.6) (4.4) (3.5) 

Note s Fig.~re in brackets. sh~s negative profitability. 

more or less atatic ncmely I:CL and DPL. It is a good sign and 

p.ranises better fUtllre provided sane. structural changes and 

modernisaticn take place at different levels. 'lbe restructu~i~ 

of capital alooe can save a lot of losses on account of inte-

rest paid on borrowed fund. • 
Sanetimes, we canpare the ROJ: 4."D 



206 

public and private sector bUt we must not. forget that the 

private sector enterprises have manyfold equity base than 

public sector, for which they need not to pay any interest 

or dividend in case of losses. CD the other hand in public 

sector, a large chunk of losses accounts for inter~t payable 

on loan ca.pital.. 'rhe State GOvernment has its own limitaticns 

so far financing Of SLPEs ·are concerned. It has to pay a 

interest en the fund, invested in SLJ?Es. Moreover, the 

opportunity cost of mooey invested in ·ai.PEs is always higher, 

the loss of which in lcng term does not' heJ.p the mas$es at 

large. 

~us, few questicns crop in (1) should the Q)Vernment 

not insist oo a minimwn return which costs Government to 

acquire funds fran a o.1tside agencies, (11) ·should the expec

ted rate of return vary from enteriX"ise.·to' enterprise in order 

to help the weaker enterprises1 and {iii) if the expected 

returns are not all forthcaning, what would be the steps of 

the Government. B.lt before we expect and hold SLJ>Es respon

sible for these issues, we must ensure that SI.PES ··~ve suffi

cient working and fixed capital to fulfil the· upirations of 

the people. Most of S~Es are in urgeQt. need of renovatioo 

and modernisaticn to boost their production and thereby the 

profit. A few SI,PEs like SWL and WBSI:O::L are in a state of 

vicious circle o:f negative c6ntribu:tion," ·implying more 

producticn leading to more losses. SUch a situaticn is 

dangerous. 'nlis indicates variable cost alene exceeding the 



207 

sale price. To overcane such situaticn, there is a great 

need of all roWld efficiency, econany and waste control with 

a positive anCl ccnstructive mood of trade unions, management 

and the Government. Along with tM personal. contributicn of 

the parties concerned,· there is also a need to upt()Ciate the 

technology ensuring higher return of manpower, agQresive 

marketing, diversific: aticn of products and services and so 

oo and so forth. so far ~~fficiency of public sector is 

ccacerned, it is reflected in table below in terms Of higher 

cost of sales (Sales-profit/Sales + l0$s). ~he loss also 

includes interest payable a1 disproportiOnate borro.ted fund 

and thereby enhancing the cost of sales. 

Table 6.3 

Ratio of •cost of sales • to • sa1ea • for the sanple SLJ?Es 

------------------------------·--------·------------------..... -Years 

Enter
prises 

1964 
-85 

1965 
-86 

1966 
-87 

1987 
-88 

1988 
-89 

1989 1990 
-90 -91 

-----------------------------------------------,--------------...---0:~ 

WSFL 
KSML 

iMAIL 

~' 

NJ?'l.CL 

SWL 
SPL 

WSS:tiCL 

DPu 
WBSW:L 

WBiX:SCL 

2.16 
2.24 

2.56 
4.97 

1.16 

2.14 
2.64 
1.14 

10.3 

1.15 
0.89 

o. 98 

2.31 
3.11 

2.69 
2.93 
1.12 
1.79 
2.19 
1.15 
8.62 
1.16 

0.85 

0.98 

2.70 
3.28 

2.88 

1.55 
1.18 

1.74 
2.96 
1.09 
2.38 

1.08 
0.80 

0.96 

3.28. -3.26.- ·3.97 .. ·1.37 

3.83 
2.16 
1.so 
1.06 
1.83 
1.92 
1.09 
2.64 
1.06 
0.74 

0.96 

2.83 
1.54 
0.94 

1.07 

1.74 

1.37 
1.15 

2.87 
1.11 

NA 
0.96 

2.89 

1.30 

o.89 

1.oa 
1.87 
1.30 
1.03 

3.54 
1.18 
o.so 
0.94 

2.62 

1.34 
0.91 
1.o8 

4.13 
NA 

1.02 
NA 

1.09 
0.82 
0.94 

-------------------·------------------------------------,-------
SoU'f\(!e ! Publi.she~ A"rn·wal Ac.c.ou'l'lt~. 
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1be table 6.3 reveals exorbitaot •cost of sales' to 

'sales • in most of the sample SLPEs during the years· under 

study. In particular WBSIIX:L, i:ct., WSFL, KSML, EMAIL, SW:U 

have disproportionate ratio. of coSt of . sales to • saies.; 

implying higher doze of inefficiency at all leveis ri~t fran 

purchuin(J, production and market.in~ to the management of 

inventory, working finance and capital structure. A larger 

portion of cost of sales owes to interest oo loan capital.. 

In a few cases, the sale prices of the products and services 

are not even enough to cover the variable cost of producticn 

as coofiDDed by our study. 'l'his shows gross inefficiency ~d 

lower productivity at all .leVels. 

Now let us exami~e the denaninator ·of the ratio i.e., 

sale price. The public sector enterp:-ises in general have 

many lacunas in the fixaticn of tbeir prices. The •sc;x:ialis

tic pattern of society • as conceive4 by India ill her constitu

tion as well being a weJ.fare-state, the Government especially 

in case of public utilities concerns rather comp:tls the 

enterprises to keep their prices far below the cost. In sane 

other cases, it is the failure of the manag$nent to assess 

the real cost of production or to get the proper contractu~~ 

price from the buyer or user of the services. Tll!r• are a 

lot of bstances whe.u:e p:ivate sector enterprises are flour

shing by virtue of lc:wer or subsidised price of products and 

services of public sector enterprises which they use as 

input. The setting of excess production capacity initially 
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and thereby enhancing of project cost also bears a high cost 

of sales. H>wever, the above table also shows a positive 

si.9l of deciining ratio in almost all the sanple enterprises 

(except ICL and WSFL). This pi:anises ~ prospect of r~overy 
' 

and revi vai of SLPEs ~ if . and cnly if s QJle measures are taken 

and restructuring is dale in a number of areas • .. 
we find in the preceeding discuss.t.cn that a negative 

return: on investment prevails in tnree-fourth nwnber of tb& 

sample enterprises mainly due to higher cost of s a.].es which 

is sanetimes twice or thrice times of sales-value. 'l'his is 

most alarming situaticn, leading to slow etaci certeio ·death 

of the enterprises. 'l'he ODly hope lies .:Ln the fact that both 

the rate of negative return cn investment (ROI) and ratio of 

•cost of sales• to 'sale.s• have a tendency'to'c:iecline in most 

of the SLPEs over the years under study. 

'l'here are two main canpcnents i.D the •cost of sales' -

• Operating expenses • and •cost of c:apital' ~ It is, therefore, 

l)ecessacy to evaluate the· various compCilents Qf •cost of "'a.:J.es • 

separately to trace out the abnormalities tber~in. 'l'hf:l table 

6.4 shows the share of operati,ng expenses in the totai cost 

of sales of each sample SLFEs. 
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Table 6.4 

Ratio of •operatin9 EKpenses' to the •cost of Goods SOld' in 
Sspl~ SI.PE 

Years 

EDter
prisea 

1984 
-85 

1985 
-86 

1986 
-87 

1987 
-88 

1988 1989 
-89 -90 

1990 
-91 

---------------------------------------------------

swu 
SFL· 

WBSIIX:L 

~ 

wssw:r.. 
wBliX:SCL 

0.55 

0.47 

o.59 

0.54 

o.49 o.51 

0.59 Q.52 . 6~58 6.53 1.12. 

0.54 0.47 0.56 o.so 

o.53 0.42 o.66 

o.29 o.66 o.52 o.6o o.26 o.21 o.2s 

o.62 o.s2 o.53 o.52 o.43 o.45 o.44 

0.41 o.41 0·39 0.38 0.36 Oe33 0.89 

o.69 o.65 o.67 o.56 1.91 o.54 ~A 

o.71 o.72 o.65 o.68 o.78 o.71 0~64 

o.51 o.29 o.44 o.J9 o.4o o.34 NA 

o.46 o.s6 o.s7 o.37 o.25 o.21 o~31 

1.00 0.96 1.00 1.00 NA 0.97. 0.96 

o.06 o.o5 o.os o.a6: o~og o.o9 o.11 

~--------------------------------------------------------
Average o.29 Oe 26 Oe28 0.26 0.30 

- Sov-rc.~ •, fvhHsh&ct An""v-at Aa.e.ou""bi•, -
~e ratios as CQl\puted in Table 6.4 indic~te the propor-

ticn of operating expenses. for each rupee of sale which ranges 
' 

fran 40 to 60 paise in most af the SI..FEs. For all the sanple 

SJ#Es taken together such ratio is lowered dow to 25 paise 

per rupee of sale mainly due to the huge sale and canparable 

negligible operating expenditure of a trading enterprise, 
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nanely ws~scr... In fact, the proportion of operating expen

diture vai:y fran. industry to industry, in 01r case tb.is r~tio 

CQn8S tO 0 o56 in chaniCal o~cr..) 1 o.so ill phaonaceut.t.caJ. (Cl,) 1 

0·70 in printing aod press (SPI,) ~0.40 in SUgar (WBSIIX!r..), and. 
Oe40 1A power i.nclustey (OPt.) • 'l'he operating. expen~itura of 

70 paise per rupee of sale. in case of printing and press 

industry perhaps seems to be very··high. 'lbe trend of this 

ratio indicate a falling rate i.n 7 out of 10 SI.tPEs. 'rhis 

proves management's ca1cern for higher operatiilg expenditure 

and their attEmpts to minimise this compcnent of cost. 

Now let us exanine the proporticn of cost of· capital to 

•cost of goods sold'. The table 6.5 shows such ratio in sanple 

sr...PEs for the years under study. 

Table 6.5 

Ratio of •cost of capital.'· to 'Cost of Goods Sold' in sample . 
SLFEs 

---------------------------------------------------------Years 1984 · 1985 

Enter;.; 
prises 

-85 -86 
1986 .. 1987 1988 ·1989 ·1990 
-s7 -sa -s9 ~9o -91 

---------------------------------------------------------I:Cr.. 

WSFI, 

KSML 

!MAII, 

a. 
NJ?'D:L 

SWX, 

SJ?L 

WBSIIX:I, 

Dl'L 

0.19 

o.2s 
0.22 

0.29 

o.os 
0.10 

0.13 

o.oa 
0.34 

0.04 

0.18 

o.a9 
0.28 

0.30 

0.07 

o.1s 
0.14 

o.o9 
0.17 

0.04 

o.l9 
0.33 

0.29 
0.19 

0.06 

o.la 
0.18 

0.07 
0.24 

o.os 

o.26 
o.J6 
0.26 

0.22 

o.o4 
0.20 
0.15 

o.o7 
0.25 

Oo11 

0.;32 

0.34 

NA 

o.oa 
o.lo 
0.22 

0.29 

o.oa 
0.20 

0.02 

0.42 

0.35 
0.06 
o.oa 
0.10 

0.25 
o.oa 
o.oa 
o.29 
0.02 

1.13 

NA 

o.os 
o.oa 
o.o7 
0.39 
NA 

o.oa 
NA 

0.03 
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This ratio also indicate overall effective cost of 

capital. Assuming a probable rate of interest of 14 per cent 

on loan capital, the effective rate is quite high in at least 

6 SLPRs out of 11 sample SLPEs in this case. Thus, the 

effective rate varies fran 15 to 35 paise per rupee of cost 

of saJ.es in these highly effective capital cost S.t..PEs. This 

ratio gives us two information - cao that the loan capital. 

is very much in excess and other that cost of production is 

abnoDnaJ.ly high. Both the facts have aJ.ready been corifioued 

in this study. 'l'his ratio also reveal the fact that a good 

· propartioo of cost of sales is on account of cost of capital. 

'rhe ~nost highly capital-cost en1;erprises are WBSIOOr.. (17 to 

34 per cent), WSF.U (25 to 36 per cent), ·r.x=r.. (16 ·-to "42 per 

cent), KSMI. (5 to 29 per cent and EMAIL (a to 30 per cent). 

'rms we· filld that alcng with higher oP8rating expenditure~ 

the high proportion of cost of capital is also one of reascas 

for negative or poor profitabUity of SLPEs in west Bengal. 

'l'he high cost of sales and negative profitability of 

most of the S16PEs require further exan.ination of other canpo.. 

nents of cost of productic:n viz. conswnption of raw materials, 

power & fuel, employees • cost, and rep~r & maintenance cost 

of plant and machineries. 'l'he total operating expenditure as 

well as cost of capital both are on a very high side as proved 

by the preceeding discussion. NCJW, let us examine the various 

compooents of cost of production to ~tablish the fact of 

excessive cost of production, compared to sales. 'l'he employees • 
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cost in public sector is said to be CQnparable higher than 

private sector. 'Ihe table below will highlight the fact and 

establish the degree of relation between annual employees' 

cost and sales. 

Table 6.6 

Fe.rcentage of .&nployees • Cost' to Sales in sanple SLPEs 

---------------~---------------~------------------------
Years 1984- 1985-

86 
1986- 1987- 1988- 1989-

90 
1990-
91 Enter

prises 

85 87 88 89 

-----------------------------------------------------
OCL 51.5 60.0 70.7 75~8 86.8 340.5 158~5 

WSFL 83.7 133.2 145.2 147.1 133.3 121.9 106.1 

WBSIOCL 

DPI.. 

WBS~L 

WBECSCL 

WBFC 

WBII:CL 

96.6 117.9 .119.8 69.9 46.3 49.2 

241.2 149.7 182.8 ~64~4 15.2 14.4 13.5 

32.1 30.5 33.7 27.6 26.3 26.8 26.1 

60.3 50.7 45.7 50.9 43.8 45.0 142.3 

148.0 112.4 155.6 83.1 120.4 27.4 NA 

56.9 66.5 55.a 56.4 74.5 54.9 47.2 

393.8 171.2 68.3 74.1 78.1 82.3 NA 

23.8 25.2 21.3 19.3 20.7 24.7 25.8 

41.2 39.1 38.2 36.0 NA 43.3 43.8 

o.9o o.95 o.95 o.a5 1.21 2.05 2.83 

7.3 6.a 6.8 6.2 NA s.a 5.5 

5.3 4. 7 12.2 8.0 8.2 10.2 NA 
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The table 6.6 reveals quite alxlormal employees • cost as 

a proportioo to sales. '1'he employees • cost alene has exceeded 

the annual sales particularly .in WSF.£,~ EMAil., SWI., and in a 

few other s~s. This canponent of cost of· producticn alooe 

is enough to make the profit to run in negative and cost of 

sales to turn twice to thrice times of sales. The excessive 

employees • cost as a proportion to sales provides two infor

mations --- ana that there is a surplus workers and staff 

canpared to production in most of the SL..PEa and ot;her that the 

productivity of workers & staff is too lc:W to justify their 

cost to the enterprise. A survey ccnducted t)'lrough a written 

questionnaire confirms both the informaticn. Although this 

particUlar eXpenditure has tended to decline in 8 out of the 

14 sample SLPEs, it is still higher than what seems to be 

reasooable. In particular, engineering, textile, press & 

printing, sugar and chemical producing enterprises have a very 

high proportion of employees 1 cost in S.UP.&s in west Bengal. 

On the other hand, trading and financial sectors enterprise 

have a comparatively l<:M anployees 1 cost as proportion to 

their sales, but the employees • cost has tended to increase 

from o.9 to 2.83 per cent in trading sector {WBECSCL) and 

fran 5.3 to 10.2 ·per cent to sales in financial sector 

(WBIO:::L) :ln just 7 years • time. 'I'he al::noxmal size of Employ-

ees • cost is mainly due to over staff, low product! vity and 

mismanaganent. For instance, DFL having nat assets of Rsel27 

crores in 1990-91 has 7300 employees. In early 70s west 
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Bengal State Electricity Board recruited 17 thousand unskilled 

persons w Llh a pa,.l.:tc.ul.a"fl> objea·H.ve to ~&ise the t~ve L of 

em~l..oY"'e-n\: ~ 'th.e Stak!cs~ has 14,241 employees where half 

of the employees are surplus. This calls for imfnediate but 

gradually taken actions like enhancing the production to uti

lise the surplus staff and workers, as well to utilise the 

idle productivity of workers t'o the optimum. The trade unicns 

of the enterprise should also consider this fact and should 

try to optimise their productivity in their o.-tn interest as 

well. This particular area cannot be neglected any more 

under the changed eccnanic scenario, forcing the public 

sector enterprises to canpete with oth~r pJ;ivate and multi

national enterprises. 

'l'he next important component of •cost of sales • is 

• Material consumption cost •. A1. though there is no norm to 

testify the· excess ccnsllnpticn of raw materials in various 

SL.i?£s, we have tried to analyse the trend of its gr<:Mth. 

Moreover, the consumptioo of materials varies fran industry 

to industry. The public sector enterprises are generally 

branded as uneconcmical user of materials. The table 6. 7 

shows t te gro..lth of size and conswnption of materials by 

various SLl?Es. 

'l'he table 6.7 shows a wide variation in the material 

consumption cost and its sudden growth in most of the SI..PEs 

irrespective of gradual growth in sales. In particular the 
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Table 6. 7 

Size of 'Material Ccnsl.impticn Cost • and its l'ercentage Growth Over 
Base 'Year 

'Years 

Enter
prises· 

WSFIJ 

!:MAIL 

NP'ICL 

~~in l~L_ 

1964-85 1985-86 1986-87 1967-88 1988-89 1989-90 1990-91 

249.55 184.16 203.25 
uoo.o> L73.8) (81.4) 

237.89 110.23 116.36 
uoo.o> (46.3) (48.9) 

-------------------------------
228.71 202.13 26.50 nil 
{91.6) (81.0) (10.6) 

125.50 146.90 245.04 241.37 
(52.7) (61.8) Uo3.o) Uo1.s) 

270.39 195.48 166.44 419.75 NA 595.42 652.19 
(220.2) (241.2) (100. 0) (72. 3) {68. 9) (155. 2) 

6.38 10.93 44.89 37.06 261.65 307.15 388.51 
(100.0) (130.4) (535.7) (442.2) 

93.51 110.89 115.92 154.32 118.46 169.47 203.53 
uoo.o) (118.5) (123.9) (155.o) (126.7) (181.2) (217.7) 

81.81 107.82 94.18 117.89 133.33 164.14 58.58 
(1oo.o> (131.8) .(115.1) (144.1) (162.9) (2oo.5) (71.6) 

SWL 27.02 40.85 29.66 92.83 225.30 304.53. NA 
(100.0) (151.2) (109.8) (343.6) 

SFL 61.56 54.90 87.92 82.21 8.38 80.33 88.78 
(100.0) (89.2) (142.8) (133.5) . (13.6) (130.5) (144.2) 

WBSIDCL 9.33 27.58 64.58 101.52 123.79 18.16 NA 
(100.0) (295.6) (695.1) (1088.1) (1326 •. 8) (194.6) 

3186.19 2707.18 3248.37 4909.89 5702.79 6077.08 6397.38 
uoo.o> (64.9) Uo1.9) U54.1) (178.9) (190.7) (2oo.a> 

------s;\J'r'C.e. ~ PubLts~JA\1.,.,~al Aec.ov_-n_-l_s-.----

consumption of materials have gone up almost all the scrnple enter-

prises except O:L and WSFL. In O:L the coaswnption of raw materi

als decli.ned in case of I:CL. Similarly both the consumption of 

materials and sales have dropPed ccnsiderably in WSFL in 1985-86 

and then gradually increased and crossed the base year percentage 
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by the end of the period under study. The consumption of raw 

materia.ls have doubled in at least half of the sample units. 

It has declined to its three-fourth size in at least two 

sample units over 4 to 5 years. On .the other haod, a few 

abnoJ:malities have also been recorded in growth of ccnst.nP

tion of raw materials in at least 3 scmple units nanely ~AIL, 

SWL and. W.BSII:CL after the years 1986-87 where the sane has 

increased manyfold. To sane extent these al:normal growths 

are supported by the grc:Mth in sales but the pace of growth 

ill sales is not as much high and aggressive. Whatsoever may 

be the causes of growth in ccnswnptioo of materials, the 

public-sector enterprises have been found misusing·the mate

rials and have a record of excess ccnstmpticn of materials 

and power & fuel. 

The next area of search for the causes of excessive cost 

of production moves to •power & fuel' cost where lies a 

tremendms scope to cut down the 1 poWer & fuel 1 bill to its 

optimum size. The table 6.8 sha..ts the size and percentage 

growth of 1 power and fuel' over the years under study. 

The table 6.8 reveals that in commensurate with the 

~owth in the ccnsumptioo of materials, the 1 pcwer & fuel' 

bill has also gene up with a slower pace in the sampel SLJ?Es. 

It has grown to one and three-fourth of its base size .i.n 5 

SLPEs out of 12 sample SL.PEs and has doubled in 2 sCIIlple 

units and even ·cro5sed 200 per cent in other 2 sample units. 
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Table 6.8 

Size of 'Fewer & Fuel' & Its Fercentage Growth Over Base Year 
01. in la}Shs) 

Years 
1984-65 1965-86 1986-67 1987~88 1968-89 1989-90 1990-91 

Enter-
prises 

IX:L 207.25 228.69 239.00 242.50 192.18 100.11 21.07 
(100. 0) (110.3) (115. 3) (117.0) (92. 7) (48.3) (10. 2) 

WSFL 11.02 11.02 11.02 11.02 14.00 17.75 18.86 
)100.0) (100. 0) (100. 0) (100.0) (127. 0) (161.1) (171.1) 

KSML 56.97 57.38 58.76 68.73 N.A 118.61 121.60 
(100. 0) (100. 7) (103.~) (120 .6) {208.5) (213 .4) 

EMAIL 1.00 1.44 3.19 2.50 1.73 2.08 1.es 
{100. 0) (144. 0) (319.0) (250. 0) (173 .o) (208.0) (165 .o) 

GL 3.56 4.21 4.56 4. 92 3.87 5.62 6.07 
(100.0) (118. 3) (126.1) (138. 2) (108. 7) (157. 9) (170. 5) 

N~L 10.73 11.44 14.52 14.81 16.21 20.02 19.85 
(100. 0) (106. 6) (135 .3) (138. 0) (151.1) (186.6) (184. 9) 

SWL 3.97 5.48 6.10 6.50 10.58 12.33 N.A 
(100. 0) (106. 6) (153 .6) (163. 7) (266.5) (310. 6) 

S.PL 7.08 7.52 8.20 a. 21 2.34 11.03 13.03 
(10o .o) (106. 2) (115.8) (115 .-9) (33.1) (155.6) (184. 0) 

WBSII:CL 1. 92 2.64 2.15 5.06 4.52 4.00 N.A 
(100. 0) (137 .5) (111. 9) (263.5) (235.4) (208. 3) 

575.77 786.28 1373.60 N.A 249.38 205.04 Nil 
Uoo.o> (136. 6) (238. 6) (43.3) (35. 6) 

WSE.C S::: L 17.09 16.91 26.79 31.51 27.72 6.98 7.44 
Uoo.o> (llo. 6) (156.8) (184. 4) (162.2) {52 .5) (43 .s) 

WBS~L 4.63 1.73 2.57. 5.20 N.A 3.71 4.82 
(100.0) (37. 4) (55.5) (112. 3) (80.1) (104.1) 

--
Figures in brackets shows percentage growth over base year. 
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Most notably alike material conswnptioo, the consurnpticn of 

pCMer and fuel has also declined in :O::L where it has been 

reduced by the end of the period to hal.£ of its size at base 

year. Similarly, consumptic:o of • power and fuel' has also 

been reduced in DPL and WB:EX:S:L to half of its size at base 

in last ccuple of years. · Al. though there is no yardstick to 

judge the adequately cons ~:~npti en of • power and fuel ' , 1 t is 

bound to grow with the increase in producticn at a lesser 

rate. There is a vast scope, especially in public sector 

manufacturing units to lower their • power & fuel' bill by 

adopting various measures and bette:r technology. For exanple, 

it has been reported in the Annual Reports of DR, that a 

considerable reducticn in • power bill' has been achieved by 

introducing a • autanatic clock switch· systEm •. 

The analysis of various canponents of cost of prcxiuctioo 

in SCIIlple SLPEs during the period under study reveals that 

costs were hardly covered by prices or r~her costs were 

exorbitant due to inefficiency and poor productivity at diffe

rent levels, assuming the sale price being determined by the 

canpetitive market forces. Conversely, it is not that where 

profits are made, units are necessarily efficient (WBECSCL in 

this case) or where there are losses, they are serving a social 

purpose and prices are kept l~. 'lhere are of course factors 

like lower utilisation, particular product unit, sale and 

price policies affecting the cost-price inter-relationship, 

but these are also to be taken into account while evaluating 
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the profitability. cne d:>vious. reason why profits in public 

sector Wldertakin~s, pa.r:ticul.az:ly those engaged in manufac

turin~ are low oz: negative, despite the advantages they enjoy, 

is that the ·costs have been high and mounting. Now costs 

cOUld be high because of high capit~isaticn andjor installed 

capac! ty not being used fully or optimally and,/ or low produc

tivity and/or high employees • and material coosumption cost. 

Again, costs could be increasing with rise in pt"ices of 

inputs - raw materials, wages, interest etc. but tl'ware is 

scope of reiml:ursement of rising inputs cost· with output 

price hikes. In any event, the correct way to generate 

surpluses would be through bringing about improvement in 

productivity, ohserving proper norms in ccnsumption of raw 

materials and maintaining plants properly and also through 

price hikes wherever possible. 

6.6 capacity utilisat~ , 

Having analysed the various compcnents of costa affecting 

profitability, let us now examine the other side of the coin 

i.e., capacity utilisation, productivity per employee in teons 

of per man's value of producticn, sales - perfonnance etc. The 

first in series canes capacity utilisation, which is the crying 

need of the hour. The concept of capacity itself is.elusive, 
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having been defined in ever so many ways, covering • installed 

capacity•, ·~ated capacity•, licensed capacity•, 'ult~ate 

capacity •, •developed capacity • and so ~. 13 Whatever may -be 

method of defining utilisation, non-utilisation of it pushes 

up the costs. But if the productivity of work~s is 10'1 or 

falling, the gains of better utilisaticn of capacity would not 

materialise. Data en utilisation of capacity are extremely 

meagre, but whatever could be collected fran various soorces 

have been taken to illustrate the point. In fact, S.I..i>Es in 

west Bengal have a record of very 1~ capacity utilisaticu. 

For eX~ple in 1985-86 QJ.rgapur Project L.td., was utilising 

33.3 per cent of its installed capacity. Its SPliDPi.Pe 

factory registered production of a meagre 6, 000 tames af 

pipes as against the projected so, 000 teas in 1985-86. Its 

efficiency with regarci to power generaticn wa.s also low. 

Similarly in 1985-86, the capacity utilisation in Lily 

Biscuits and Eastern Distilleries was as low as a.e and 21 

per cent respectively. The west Bengal Ceramic Develot:ment 

Corporation utilised its capacity to the tune of 35%. The 

Kalyani Spinning Mills also suffered fran lo,., spindle 

capacity. The overall_picture of capacity utilisation of our 

manufa:::turing sample units can be sho..m in Table 6. 9. 

The table 6. 9 reveals that out of 10 manufacturing sample 

units only 2 have crossed a fifty per cent capacity utilisa

tion level and other 3 sanple units are even bel~ 25 per cent 

of their capacity. The rest sanple units are within the limit 



222 

Table 6.9 

Enterprises ::ear Average Percentage of 
Capacity Utilisation 

---
ICL 1987-88 21" 

WSFL 1983-84 12" 

I<SML 1987-88 65% 

~AIL 1987-88 84% 

(L 1986-87 52% 

NP'D:L 1984-85 18" 

SWL 1987-88 29" 

Sl?L 1986 30% 

WBSitCL 1987-88 NA 

DPL 1987-88 45% 

--------------~-- ----------------------------------Sov"'''Q e :. 'PubU&hQ"' A"rl""lua\. Aac.ou'Y\\s. 

of 25 to so per cent of their capacity utilisation. (except 

WBSI:O:L, for which data is not available). This proves a gra

ve situation so far capacity util.isaticn is oonce.r:nec:l. ID 

such a situation, where 70 per cent of SLPEs are below 50 

per cent of their capacity utilisaticn, hew can one hopes to 

get positive return fran public sector. The situation is 

further aggravated with excessive cost of productian, parti

cularly employees• cost and cost of capital (since interest 

bearing loan capital daninates the compositic:n of capital of 

St.J?Sa) ana lower productivity per employee (later ccnfirmed). 

The c:nly excuse lamented by the management of most of S:UPEs 

is age old plant and machineries and their falling capacity. 
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Although in a few SLFEs, the installed capacity has been 

derated, still they are laoo~g behind. For example, in 

NP'lCL, the rated annual capacity of the plant was 3600 MT 

which was derated to 1500 MT owing to natural. efficiency 

droppage of very old plant and machineries but despite 

derating Of the capacity level the actual utilisatial has 

been very lew and varies between 18" and 28% of the deratecl 

level during 1984-85 to 1987-88. 'l'he nature of Wlder-utili

satioo of capacity in ICL is quite differeQt and dE!eply 

rooted. For excmple, its phenol plant proved non-starter 

due to outdated technology. 'l'he salt r&et:.N&r;f unit of the 

phenol plant never operated which had a crippling effect on 

the captive Calls tic chlorine plant. Al. though SL.PEs are not 

able to utilise their capacity optimally, it is surprising 

to note that the management of WBSIOCL have awroached the 

Government for the expansion of capacity fran 600 'l'CD to 

1500 'l'CD. At the moment, the enterprise i8 not able to 

procure necessary amount of sugarcane to procees even 600 

'lCD due to shortage of sugar~ane in the canmand area ·of the 

enterprise. 

lt is also true that a few ssnple units have definitely 

succeeded in better utilising their capacity, SEL and SWL are 

exanples in this case. 'Ibe SPr, is having near capacity uti

lisation. Although the utilisation of productive capacities 

have been very low - definitely below the level for viable 
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operatiClls and in certain cases, the end products have gradu

ally suffered frcm obsolescence, most of the units are 

burdened with antiquated technology and the condition of pro

ductive assets are very bad. 

6. 7 EEoductivity of EmploYees in Term_!!,._ of \Slue of P.roductioo s 

.. A good proxy for productivity is the • per employee value 

added'. Apart fra11 the draw back of varying degrees of utili

sation involved in value added as a dencminator is the one of 

price element which gets reflected ~ it, and there is no 

acceptable deflator which would help bring out the real value 

added as distinct fran the naninal value added. The gross 

figure includes it. To the extent that depreciation, which 

is linked with capital costs at)d time point when they are 

incurred, vitiates the results, the net figure is preferable ... 14 

'l'he limitation of •per employee-value-added' is that it is 

unable to say how far value added is due to physical produc

tivity and hO'.i far due to difference in utilisation, product 

mix and price realisaticn. 'lbus, the concept of per employee 

-vaLue-added fails to take into accOWlt the age of capital, 

pr9duct-composition, sale-policies, prices etc. and as such it 

may not be reflecting true labour efficiency. 

The table 6.10 reveals that •per employee value added' 

was very poor ccmpared to •cost of production • in almost all 
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rrable 6.10 
t/l~o 

P.roductivi~ of Employees in Teons of Value of Produc tioo ~ 
.lnnum '!c-~·--· 

- -
Years 1984 1985 19.86 1987 1988 1989 1990 

Et.lte:c- -85' -86 -87 -88 -89 ~90 -91 

prises - - - -- . __.....,..... 

r:cL 45.540 42043 40151 40916\; 34810 8973 nil 

WSFL 21.955 15_256 15439 16030 24098 26798 35400 

KSML 121940 11156 12069 21320 30354 . 38373 4Q.760 
·-

QolAI~ 4970 10719 30854 32548 172045 l99,367 243010 

GI. 37280 43018 45.208 61.331 57.418 8~208 84320 

NJ?l\:L 33.120 41857 47Q31 53345 89894 75452 15.840 
' 

s~ 14828 21087 13228 37.700 9~670 1.08513 NA 

sa. 29.686 30331 36034 4].674 1~657 4~644 67,486 

WBSIIX:L 1132 3129 9144 9768 9777 16252 NA 

Da 77406 82158 U0155 133188 135896 135427 152.116 
' 

So~~!Co'n\pulaltons ar-e bClsed'-;;;-c:la-ta""" 'Publ<shq.c:{ A~o~~ 
the sample SI&PBs in the beginning Of the period under stlldy. 

EXcept DFL & EM~, the value added ranges .in a few thousands 

only. Al. thcilgh such ratio as a tendency to grow gradually 

over the years in almost all the s anple sr.,J?Es (except O::L). 

The growth recorded in 7 years • time is more than 200 Per cent 

in most of SiiPEs, and sanetimes it has tO\.\ch&Q a peak of 1000 

per cent or more. At least in 4 SLP.Es out Of ·1o, it ha., 

crossed a mark of 300 per cent. still it is below toe viable 

ratio. 'rhis fact generates a gap between the sale vaJ.ue of 

production and cost of production, leading to negative profit

ability. 

/ 



226 

Individually, EMAIL had reeorded a tremendous growth in 

'value-added' along with better utilisatioo of its capacity. 

Similarly, KSML and CL which had capacity utilisatioo level 

of above so per cent had succeeded in achieving •value added 

per emplO'.{ee' growth at· 314 per cent and 220 per cent 

respectively over base year. 'lhe miseral)ly performed sample 

enterprises are IX:L which recorded negative growth in value 

added, WBS.IIX:L (having belc:w 10 thousand value added per 

anployee per annum upto 1989-90) and NP'B:L (where grcwth value 

added turns negative since 1989-90). '!be low productivity of 

Employees in value-added terms also owes to sane extent, to 

poor capacity utilisation due to wear and tear of plants and 

machineries, shortage of working capital and inputs, lack of 

sufficient sales, faulty priciog etc. Hence, the employees 

alene can not be held cent per cent liable for poor produc

tivity in value tet:ms. 

The existence of negative profitability, negative net 

working capital, negative net worth and negative capital 

employed in most of sceple SLPEs suggest the testing Of their 

sickness. 11Sickness in an industry is an organic process in 

tho life histOJ:y of an unit. A healtl':q unit may grow sick 

temporarily and may recover or vice-versa. Factors that 

cause sickness cOUld be internal or external. 'lbe external 
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factors usually affects all the industrial units in the scme 

group while the internal factors may affect a particular 

unit only and not the whole industry". 15 According to ICICI 

- 'Sick Industry • is one whose financial inability is threat

ened b'f adverse factors present and continuing. '!be adverse 

factors might relate to management, market, fiscal burden, 

labour relatic:ns ·or any other. A sick unit is defined by 

Reserve Bank of India as 'a unit may be consiaered sick, if 

it has incurred cas}l losses for one year and in the judgement 

of bank, it is likely to incurr cash losses for the current 

year as well as following year and which has an imbalance in 

its financial structure such aa current ratio of less th~t 

lal and worsening debt-equity ratio. At the Government level 

in India, corporate Sickness gets recognised generally only 

when a unit is on the brinnk of closure or closes its doors, 

t~owing a large nwnber of people out of employment. So, let 

us now measure the sickness of sample SL.PEs based on the 

following criterias, showing the variaus steps of sickness 

-process. 

--....-------~ --
real thy Unit Tending towards Incipient Sick • Criteria : sickness criteria a <;)f Sickne 

-ss I 
1 2 _L_ 4 --

1. cash Profit(+) 1. cash Profit/ 
LOSS (-) 

2. Net working 2. Net working 2 or more All 
Capital (+) capital. (+) Negative Negati-

ves 
3. Net worth (+) 3. Net worth (+) 
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Fittiag our dat&relatiQ.9 to profit, oet working 

capitcil ana net worth of sample SI.l'Es to the above foxmula, 

1 t provides the follcwing infori.Datioo. 
Table 6.11 

Testing of Sickness of-sample of SI.PEs, Based on 1\lblished 
· data of 1989-90 

~----~------------------------------------·---------------Enter-· Cash Net Net Heal- 'l'elldi.ng :cncipJ.ent 
prises Frofit(+) work- worth ~by Towards ~f Sick-
. Cash r.oss ing + or Siek- ness 

(-) Capi- ~ ness (2 or 
tal + (cash more - ve) 
or - loss) 

· Sic::k 
(All 
.:ve) 
,. ' 

----------·-----------------·--------------·------------------
D:I. 

WSFI. 

K~ 

EMAil. 

GI, 

NP'lCI, 

swt. 

(-) 

(-) 

(-) 

+ 

S.PI. + 

(-) 

(-) 

(-) 

+ 

+ 

+ 

{-) 

+ 

(-) 

(-) 

(-) 

(-) 

(-) 

(-) 

(-) 

Ya.s 

-

+ Yes 

- Yea 

Yes 

WBSIIX:L (:-) + C-) Y~s 

DPI. (-) + + Yea 

WI310C:SCL + + + Yea 

WBFC. + + + Yes 

WBIIx:L (-) + + - Yes 
~W;w~..,S~!r(~C:..::L::.-"""±--___:!-: ___ -\-.___'J..;..l.:;,:S;..... ______ _ 

Yes 

Yes 

Yes 

-
Yes 

'.Ihe above table reveals important info~:maticn about the 

siclt"..ness of SLFEs in west Bengal. 0-lt of 14 sample SLPEs, 

cnly 5 SI,l?Es are heal thy cnes (representing 36 per cent) and 
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the rest 9 SI.F.Es are prone to sickness. 0-lt of this 9 sick 

prone SLFEs, 2 units are tending towards sickness, 3 units 

~e incipient of sickness and 4 are ccmpletely sick in the 

year 1989-90. But, on the other hand, the provisioos of 

Sick Industrial ccmpanies (Special Provisions Act, 1985) 

suc;gest that its provisicn.s are not applicable to the SLPEs 

as they are Government companies. Whatsoever, may be the 

.law, the critaria of sickness as sug;Jested by the financial 

expert suggests that most of SLPEs i.n west Bengal are either 

sick or cn the verge of sickness. 

The Chairman of the Industrial Finance Corporaticn of 

India (IFCI) mentioned on 33rd /lnnual ~neral Meeting about 

the importance of an effecting monitoring system 1 • cne is 

well aware of the. sickness in industry. While it is not 

possible to avoid sickness in the industrY entirely, it has 

cane to be clearly recognised that (i) this process can be 

ccnsiderably controlled with effective mc::nitoring and timely 

steps to ensure prevention of sickness and (11) by rehabi

litation o£ sane of the W1its which have beccme sick, but 

which al:'e potentially viable. This can be feasible only 

when sane mO'litoring system is inforcea 

5.9 ~ing_U_g 1 

e:-ofit is an important index of financial performance. 

It i.a the reward to the investors for parting with their 

savings and also for taking risks into the rosiness. In 
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public sector also, profit is desirable for growth and diver

sification of the business, to pay Off the interest on the 

borrowed fund and to contribute to the Iiaticnal exchequer. 

When this profit is related to a meaningful paraneter such as 

sales, capital employed, net worth etc., it is termed as 

profitability. In practice, the .ccncept of profitability is 

not given due importance in case of t>Ublic sector enterprises. 

In a public enterprise, the calculation of profit, based on 

our conventional method is misleading. It needs to be 

adjusted against the various· subsidies/hike involved in price 

of outputs and inputs. This is because the cost of both the 

inputs and outputs are affected, sanetimes favourably and 

sanetimes adversely by the various social factors. 

The EUblic Enterprise Cell, GoVernment of west Bengal 

have exanined all the SL1'Es and is of the view that their 

perfo.cnance, as a whole is dismal. 'I'hey are full of problems 

and deficiencies and unless the management and the labour 

unions unite for a canma1 objective Of revival, it may be 

really difficult to extricate the undertakings fran deep 

waters. It is also of the view that their social ccmmitments 

cannot justify the unviable current operaticns of most Of the 

SLJ?Es. Similarly, an in dependent author, a news paper and an 

official committee expressed their views on the poor prOfit

ability of the SLJ?SS in the state. 'I'hey mainly blaued the 

manage:nent and workers for such pitiaPle situaticn of SLPEs. 
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They highlighted their financial performance in te.ons of 

ahsolute figw:es and suggested the State Government to take 

remedial acticns. en the other hand, management Of the~e 

Sr..PEs are of the view that they have to perform against nwne

rous odds and under various constraints. They counts with 

grief the age old plants and machineries, outdated technology, 

lack of autonany and last but not the least the acute shortage 

of working capital and long term finance. 

our analysis of profitability,based on various facts and 

figures as I=Ublished in annual accounts and reports and other 

publications reveals that four firth number of SLPEs in the 

state are incurring losses since long and the rest one fifth 

of them earn sane profits. The overall result, taking all 

enterprise together shows a negative figure which causes great 

dissaving to the resource crunch state econany. The loss 

making SLPEs beloog to high investment manufacturing sector 

whereas lew investment develolll\ental and pranotionaJ. enter

prises are in a lead to earn sane profits, follc:Med by finan

cial sector. 

The ecntents of interest payable on borrowed fund in the 

gross profit is amormally high, causing huge losses. Had 

the composition of capital of SLFEs rationally and carmercielly 

structured en the bas.is of a standard debt equ.ity ratio of 2. s1, 

the quantum of loss might not be abno.anally high. The ultimate 

effect of accumulated losses has upset the total financial 
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structuring. In fact, the accumulated losses of ~. 540 crores 

sustained by 29 SL.PEs has far exceeded their paid capital of 

as. 143.14 crcxes. en the other hand, the cumulative profit 

stanc:ls a little more than Rs. 101 crores. HCMever, the m~ 

ccntributlcn1 to such profit comes largely fran WBlOC:SCL, a 

monopoly trading unit of State Government which cootributes 

more than so per cent of such profit. The most remarkable 

achievement of SLPEs against all odds ·is that they have 

recently succeeded in minimising their losses and overall 

trend of their losses has a downward slope. 

An analysis of cost of sales indicates a most vital clue 

to the causes of losses of SLl?Es in the State. In fact, cost 

of sales itself have exceeded the sales value in most of the 

SLPEs. In means, sales price which is either determined by 

market forces or as per agreement between the management and 

buyers are not enough, even to cover its c::ost of production. 

There may- :be two reasons for su.c:h aitu.$tic:a - one c::ost of 

production is higher due to inefficiency at various levels of 

productial and the another reascn may be the defective sales. 

price, mutually agreed upoo. SQnetimes, both the factors 

contribute to the losses. 

The proportic:n of operating expenses are as high as 70 

paise per rupee of sales in case of printing and press indus

try, 56 paise in case of chemical industry, so paise in case 
. 

. of pharmaceutical and 40 paise in sugar and pcwer industry. 
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Although the trend Of operating expenses is en the falling 

side in 7 out of 10 manufacturing sample t:mterprises, its 

proportion to sales is still higher. Similarly, the cost of 

capital is quite higher in atleast 6 out of 11 sanple enter

prises, where. it ranges between 15 paise to 35 paise per 

rupee of cost of sales. This has enhanced the negative 

profitability of the SLJ?Es to a larger extent. 

The other variables of cost of production viz. employees• 

cost, material consumption cost, power and fuel, etc. also 

been examined in view Of excessive cost of productioo. 'l'he 

employees' cost itself has exceeded the sales value in a few 

SL.PEs which is quite an abnoJJnal. event. To rneoticn, WSFL, 

EMAIL and SWL are a few State enterprises where employees • 

cost has exceeded the sales value. The higher proportion of 

materials' consurnptioo cost to cost of sales is due to two 

factors - one is gradual hike in the price of materials and 

other is misuse of materials due to mishanding and defective 

and outdated technology. Although the proportion of pc:7otier 

and fuel bill to the total cost of sales is less than other 

cost canpcnents as analysed, there is a trEmendous scope to 

cut down the bill to 1 ts optimum size. In fact, power and 

fuel bill should have positive corelation with the production, 

but the excminaticn of figures shows that power bill has 

increased at a higher rate than the sales value over a period 

of time under study. 
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'I'hus the analysis of various compooents of cost of sales 

clearly indicates that costs are exorbitant due to ineffici

ency at different production levels. '1'0 sane extent, social 

consideraticns like higher wages and salaries, maintaining of 

excess staff and subsidised prices also eff~t the profit 

aQ.versely, but it alene is not eriough to justify the huge 

losses so far. 'rhe other factors are def~tive price fixa

tion, poor utili.satioo of capacity, lower procluctivity of 

workers and staff etc. An analysis Of •capacity-utilisaticn • 

which reveals that four fifth of manufacturing SLPEs are 

having below 50 per cent of their capacity utilisation. 3 out 

of 10 scmple manufacturing enterprises have not even touched 

a 25 per cent level of capacity utilisatiO[l. '1'Q be specific, 

DJ?t, w-hich is also known as 'industry for industries' could not 

exceed 34 per cent of its capacity utilisati~. 'l'he per 

employee . productivity in telJIIS of value of production is as 

low as Rs. 34, 135 p. a. in ca.Se of SLPEs under Department of 

Rlblic Uldertakings and Rs• SO, 000 p. a. ·iJ;l case of SLPEs under 

Industrial Reconstruction Department respectively. In other 

two sanple enterprises~ it was almost insignificant and as low 

as ~. 1000/- p.a. to~. 5000/- p.a. per employee. These 

figures proves how the excessive cost of production accrues 

due to multiple effect of under utilisation of capacity, poor 

productivity and mismanagement of workers and sta££ and 

mishancil.ing of raw mat~rial.s, power fuel, etc. 



235 

we have applied a test of industrial sickness which 

suggest that only one third of sample units are healthy cnes 

and the next one third are sick. The balance enterprises are 

either tending towards sickness or are incipient to sickness. 



236 

REFERENCES 

1. P.Subrananyan, ·~blic Enterprises 1 A case for Return 

on Investment I, y. s.aao (ed), J?ublic Enterprises I A State 

Level Ferspective (DelhiaB.R.fUbli~hing Corporatica, 1986), 

p.129. 

2. Ibid., p.129. 

3. Ibid., p.l33. 

4. Willian G. Shepherd, 1 .Public Enterprises a 1\lrposes and 

Perfo.anaoces 1 in w.rr.stanbury and Fred lhanpson (eds.), 

Managing Fublic Enterprises (New Yorka~aeger, 1982), 

p.ls. 

5. D.S.Nakra, • Pricing and .Profitability in Hindustan Steel 

Ltd. 1 in Institute of fublic Enterprises, ~t~derabad, 

Pricing and Investment in Public Enterprises (New Delhi& 

OXford and I.s.H. J?ublishing canpany, 1973), R>•22i-233. 

6. 'l'.L.Sankar, R.K.Mishra and R.Nandgopal, 'ilerformance 

Evaluaticn of F.Es 1 in ICNOO's study materials (Course No. 

MS-92), Management of PEs - Emerging Issues, p. 44. 

7. G. P.Keshava, Readings in the Operaticnal Problems of 

Public Enterprises Vol. I (New DelhisS.Chand & Canpany, 

1970), p.s. 



237 

e. Ibid., p.s. 
9. Public Enterprise Cell, Developnent and Planning Depart~ 

meat, Government of west Bengal;·· 1990. 

10. Kalipada Basu, west Bengal Ecooany & .Past, Present and 

Future (Calcutta:Fil:llla KLM . .Pvt. Ltd., 1989), pp.47-52. 

11. The Statesman, dated July 3rd 1994 - a English Daily from 

calcutta. 

12. AD Official Ccmmittee under the chairmanship of sri P.P. 

Pathak, state cabinet Minister, west· Bengal and canprises 

sane veteran CI'l'U leaders, submitted its report to the 

Chief Minister. 

13. Sri Ran, v.N.Shatma and K.K.P.Nair, .Performance of .Public 

Sector Undertakings (New Delhi sEeoaanic & Scientific 

Research Foundation, 1976), p.132. 

14. Ibid., p.l36. 

15. Ram Avtar 'iadav, Financial Ratios and the .Predictioo of 

Corporate E6ilure (New Delhi ,concept .Rlblishing canpany, 

1986), p. 7. 


