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CHAPTER - |
AN INTRODUCTION TO THISSTUDY

[.1 Definitions of the Scope of Financial Management

In corporate management, the most vital and critical area involves the management of
corporate capital. As money is only a medium of exchange and is a surrogate for the real resources of an
cconomy, it is obvious that the basic concern of financial management or money management ought to
be with getting the best out of the resources deployed within the corporate firm. These resources are
men, money, machines, materials and methods. All these are inputs from which the outputs (goods and
services) of enterprise are derived, and are commanded through a single resource, namely, money.
Therefore, one of the most crucial managerial tasks within a corporation is financial management.
Effective financial management results in securing the greatest possible return from every unit of capital
deployed within the firm.

Athigher levels of corporate nmndgement. almost every decision becomes a financial de-
cision. “Decisions taken on production, marketing, personnel and industrial relations have financial
implications, which in turn affect the profitability of the enterprise™. Financial Management may thus
be delined as “the managerial activity which is concerned with the planning and controlling of ihe firm’s
Ninancial resources ™. Howard & Upton define financial management as “that administrative function in
an organisation which has 1o do with the management of flow of cash so that the organisation will have
the mcans to carry out its objectives as satisfactorily as possible and at the same time meet its obligations
as they become due™.

Financial Management involves the resolution of the three major decisions, namely an
investment (or assel-mix) decision; a financing (or capital-mix) decision and a dividend (or profit-alloca-
tion) decision, Capital investment, which is a major aspect of this coordinated decision, is the allocation
of capital to investment proposals whose benefits are to be realized in the future. In making the second
major managerial decision i.e. the financing decision, the financial manager is concerned with the
determining the financing mix or capital structure of the corporate firm. The dividend decision decides
the proportion of earnings to be paid to stockholders as cash dividends, the stability of absolute divi-
dends about a trend, stock dividends and splits, and repurchase of stock.

To quote Ezra Solomon, “....the function of financial management is to review and control
decisions to commit or recommit funds to new or ongoing uses. Thus, in addition to raising funds,
financial management is directly concerned with production, marketing and other functions within an
enterprise whenever decisions are made about the acquisition or distribution of assets™. Standard ap-
proaches to the scope and (unctions of financial management may be grouped into two broad variants:

i) the “Traditional” approach, and
i} the *Modern” approach
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The traditional approach to financial management functions makes reference to subject-
maticr classed under it in the academic literature at the initial stages of its evolution as a separate branch
of academic study. The approach thus confines the scope of financial management and the role of the
financial manager to the raising of corporate funds.

The modern approach alternatively views financial management in its broader sense
and provides a conceptual and analytical framework to financial decision-making. According (o this, the
(inance function covers both acquisition of funds and their allecation. “In this broader view, the central
issue of linancial policy is the wise use of funds, and the ceatral process involved is a rational matching
ol advanlages of potential uses against the cost of aliernative potential sources so as to achieve the broad
financial goals which an enterprise sets for itsel*. Financial management is seen Lo be considered here
as a vital and integral component of overall corporate management.

In summary, it might be remarked that effective financial management is a sine qua non
for any organisation, irrespective of size, nature ol ownership and control and of whether it is a manu-
lacturing or service organisation. For the achievement of  success in the complex business environ-
ments of the present day, a sound knowledge and understanding of financial management principles has
become essential to managerial executives. When and if the matters relating to the important areas
within financial management are neglected, overall corporate resuits are adversely affected.

Ports are in no way an exception Lo the above observation. They are giant enterprises,
usually organised along trust-lines, rather than corporate lines, but except for this exception, are engaged
in providing saleable services to sea and riverine transport, for which vast prior infrastructural invest-
ment has been necessary, and for the continuance of which a continuous expenditure of men, materials
and methods is essential. Effective financial management thus becomes a must in casc of ports too, in
order to provide them the sound financial base which would cnable the port administration to maintain
all port facilitics at high technical and operating levels, and to render efficient and economically-viable
services o port-users. Thus the uitimate consequence of sound financial management in ports is in-
creased volume of trade, increase in the export of goods, and opening up of future development oppor-
tunities by the goods in question becoming more competitive and attractive to international markets.

1.2 The Maritime Geography of India

An assessment of the maritime geographicat position of India would be relevant 1o any
detailed study in context of the ports in India, Since early ages, the barricrs of high mountains and large
oceans stemmed external aggression and formed natural boundarics for a country. Nevertheless, the
existence of an ocean barrier also brought the peoples of the world together through commercial and
cultural contacts, and through the wars inevitable to history. The development of commerce in any
nation has depended on foreign trade. This, in turn, has been primarily dependent on the development
of sea transportation, because of its economy compared to any other mode of transportation. India’s
geographical position alTords natural advaniages lor attaining maritime dominance. India, as a maritime
country, is a peninsula surrounded by a vast expanse of seas, and considers the sea as vital to its
landmass.

The strategic geographical position of the Indian subcontinent on the world’s maritime
map is obvious. From its vantage point in peninsular South Asia, India overlooks the expanse of the
Arabian Sea, the Indian Ocean and the Bay of Bengal, which is crisscrossed by numerous shipping routes
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between the Middle East and Africa in the west, and South East Asia and Australasia in the east. The
geographical configuration of the Indian Ocean itself lends it prominence in the southern hemisphere. It
washes the major part of the African East Coast to one side, and the Indonesian archipelagoes and
Australia to the other, lapping the shores of 30 littoral nations and stretching far south to the Antarctic,
while forming a confluence with the Arabian Sea and the Bay of Bengal to the north. 'The Arabian Sea
touches the coastlines of western peninsular india, Pakistan, Iran, and the countries of the Arab Middle
Last, and is traversed by oceanic routes which arc ncarly 3006 years old. The Bay of Bengal which lies
between castern coastal India, Bangladesh, Burma, Malaysia and Singapore, and the Straits of Malacca
leading to the archipelagoces, has played an important part in the penetration by colonial power into the
ast and Far East. The fact of the Indian Ocean being the only ocean in the world that is named afier a
counlry, is a historical indicator of Indian mercantile predominance over this ocean.

Geography thus places India in a favourable situation. Of all oceans in the world, the
indian Ocean is the most ‘land-focked’. The [ocation of [ndia in this occanic expanse lavours interna-
tional commerce as well as foreign relations. India thus has great potential o develop through maritime
trade and transportation. The gateways to this i.c. the ports of India, form a focus for the present study.

1.3 Major, Intermediate & Minor Ports

The operational classification of ports in India is based on their degree of importance from
the national point of view. Presently, 11 ports arc classified as major ports in India, 23 as intermediate
ports and 141 as minor ports®,

Article 364(2)(a) of the Constitution of the Republic of India defines a major port as “a
port declared to be a major port by or under any law made by Parliament or any existing law and
includes all areas for the time being included within the limits of such port”™. A port may be declared as
a major porl under provisions of Section 3(8) of the Indian Ports Act (1908). No specific criteria which
would entitle a port to be regarded as a major port are laid down by the said Article, except that a port
so declared comes under the directly responsibility of the Union Government for its development.
According Lo the Ports (Technical) Committee of India (1948) however, facilities at a major port shouid
include an all-weather sheltered harbour, modern berths which can take alongside stcamers of at least
9.14 mctre drafl, as also direct road and rail linkages with the port-hinterland’.

A quantitative sub-classification of ports, under the category of minor poris, has been
suggesied by Nanjundiab(1951)F. Under this, ports handling an annual cargo-volume of | lakh (=100,000)
lonnes or more, or ports that are otherwise important, could be classed as intermediate ports. Other
ports with annual cargo-volumes below this figure but not below 1500 tonnes, or those which were
important for other reasons such as passenger amenities, customs or naval requirements, etc., could be
classed as minor ports. The remaining ports would be classed as *sub-ports’ or ‘petty-poris’. Cargo
tonnages of 5 lakh tonnes per annum should be the minimum requisite volume that would entitle an
intermediate porl for consideration of development into a major port.

1.4 The Major Ports of India & their Historical Background

Major Poris in India have developed over a Jong sequence of time. Some of them started
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as riverine wharfages or natural harbours that later grew into importance with the growth of trade. Some
of them were established by intent as a part of Govermmnent’s maritime and cconomic policy. The
chronological development of these ports is briefly examined below.

‘The ports of Bombay, Caleutta and Madras came into existence during the rule of the Last
India Company”. These ports were governed by individual Acts, i.c. the Bombay Pott Trust Act(1879),
the Calcutta Port Trust Act (1890) and Madras Port Trust Act (1905). In 1921, they were deciared
Major Ports. Visakhapatnam and Cochin ports joined them as Major Ports vide similar declarations in
1925 and 19306, respectively.

Al the time of indian Independence, major ports in the country were in a poor and dilapi-
dated state because of intensive overuse, lack of proper maintenance and inadequacy of port-assets
during the wartime period when they were of considerable importance to the eastern theatre of World
War 11. The port of Karachi which had 10 a Jarge extent served the needs of the hinterland areas now
covered by the states of Punjab, Haryana, Jammu & Kashmir, Rajasthan, Uttar Pradesh, Madhya
Pradesh and Gujarat, had now become a part of Pakistan. The major ports remaining in India i.e. those
at Calcutta, Bombay, Madras, Cochin and Visakhapatnam were not in a position to cope with the
existing traffic volume. To correct this imbalance, port development received continuous attention in
determination of intersectoral investment allocations by the Government of India, with the object of
meeting an evergrowing demand for port facilities.

At the commencement of the First Five-Year Plan in 1951, there were only five major
ports sited at Calcutta, Bombay, Madras, Visakhapatnam and Cochin. Over the pianning period since,
new major ports have been developed at Kandla, Mormugao, Paradip, Mangalore, Tuticorin and Nhava-
Sheva, '

Betore dectaration as amajor port, Kandla was a small port in the erstwhile state of Kutch,
built largely for bandling the export of (sea) salt to Caleutta. With the loss of Karachi to Pakistan in 1947
the need was keenly felt for a major port in this area to serve the growing requirements of northern
India. Construction at Kandla Port commenced in 1952 and, with the construction of four deepwater
berths together with ancillary struclures, was completed in 1957, By 1959 the Port was fully equipped
with requisite facilities and uplinked by metre-gauge railway to enable transportation of cargo to the
North Indian States. The rail-link was upgraded to broad-gauge in 1969. Mormugao was declared a
major port in 1963, alter liberation of Goa from Portuguese control. This port which is a natural
harbour permitting access to the navigable waters of Mandovi and Zuari rivers, had been historically
important to the institution and development of Portuguese trade with India.

There was no port of any consequence along the long eastern siretch of coastline between
Calcutta and Visakhapatnam of 840 kilometres titl the construction of Paradip Port in 1962. Construc-
tion at Paradip was initially started by the state government of Orissa. Subsequently, the Government of
India declared Paradip a major port in 1965 and took over. The Port was commissioned in 1966. New
Mangalore and Tuticorin, with newly-constructed harbours and modern facilities, were declared as
major ports it 1974, and opened to traffic in 1975.

Because of the upriver character of Calcutta Port, a search had been on in the 50s, for a
suitable location lor a port down the estuary of the Hooghly river which would not have problems of
navigability and would provide adequate draft for large vessels, Haldia, situated nearer the seaand 104
kilometres downriver from Calcutta, did not suffer these constraints and was commissioned in 1977,
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after the construction of harbour facilities, as an integral part of Calcutta Port. The Nhava-Sheva Port
Trust was constituted by the Government of India in 1982, which sanctioned construction of the new
port. This port, which became the eleventh major port of India, was inaugurated in 1989 and is now
known as Jawaharlal Nehru Port.

1.5 Major Ports over the Planning Period

Economic development in independent India started through the plan process. An inte-
graled framework {or allround development of the country through the Five-Year Plans. Within the
transport sector, the plan related the development of ports and shipping to growth patterns in imports
and exports. Basic infrastructure at the ports was to be planned in keeping with the requirements of
overseas (raftic. Thus, for an appreciation of the present position of ports in India, this growth and
witerrelation should be studied since the inception of the First Five-Year Plan.

The main emphasis over the first two plans {1951-56 & 1956-61) was on rehabilitation and
modernisation of existing facilities al the major ports and augmentation of their berthing capacities''.
Despite such efforts, the ports remained substandard in many respects. Draft limitations, for example,
precluded handling of modern bulk carriers and tankers, the size of which had grown beyond the drafts
available at ports. Loading and unloading operations were still manual in nature, as the ports were not
equipped with mechanical facilities. All this caused unnecessary delays to shipping, and mounted con-
gestion at the ports.

To improve port conditions and bring reliefto portusers, concerted effort was made in the
Third Plan (1961-66) to create new capacity and modernise existing facilities'2. The cffort included
modernisation and expansion of Bombay Port, construction of a deep-draft port at Haldia to serve as a
satellite to the port at Calcutta, and the development of Mangatore and Tuticorin inlo major ports.
Lmphasis on improvement of port facilities continued to be a priority in the formulation of the three
subsequent Annual Plans (between 1966-69) which, accordingly, incorporated development of a number
ol port projects, including the Madras OQuter Harbour Project for handling large-sized oif tankers and ore -
carriers, Visakbapatnan: Quier Harbour Project tor handling iron ore, and dredging of the main harbour
channel at Bombay Port.

The programme for port development in the Fourth Plan (1969-74) focused mainly on
completion ol ongoing projects, particularly the Flaldia Dock, expansion of cargo-handling capacitics at
Tuticorin, Mangalore, and the outer harbours of Visakhapatnam and Madras, and improvement of ore
handling lacilitics al Paradip and Mormugao'’. Two new items added to the port development pro-
gramme were Lhe establishment of a Central Dredging Organisation to build dredging capabilities, and
river training works within (he Bhagirathi-Hooghly river system, with a view to optimising benefits from
the Farakka Barrage. The main emphasis in the formulation of the Fifth Plan (1974-79) was again on
compietion of ongoing schemes. The few new schemes undertaken during this period, which included
the replacement of oil pipelines at Bombay, an offshore terminal project at Salaya to meet the require-
ments of transporting crude from the Bombay High offshore oilfield to the Mathura and Koyali refiner-
ies, development of facilities at New Mangalore Port for the Kudremukh Iron Ore Project that had been
established in a tie-up with Iran.

‘Two port projects reached completion over the Fifth Plan period™. The outer harbours at
Madras and Visakhapatnam were commissioned, although the high-speed mechanical iron ore handling
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plant had not yet become fully operational. Secondly, the Haldia Dock System was launched into opera-
tion in March 1977, for handling coal and iron ore traffic, Work was still in progress on installation of
mechanical fertilizer-handling facilities at the fertilizer berth, development of a jetty for handling salt and
sulphur, and of a berth for container traffic. At Cochin, the first phase of a programme for providing
handling facilities for container trafﬁ? was completed and container ships started calling at the port.

In the Sixth Plan (1980-85), the main emphasis was to be on completion of facilities like
warehouses and wharfages to allow for optimal capacity utilization's. Priority was given (o development
of container-handling facilities to meet the growing needs of container traffic. At Haldia, a full-fledged
container berth was already in existence. Construction of @ new container berth was proposed at
Visakhapatnam Port. Provision was also made for acquisition of container-handling equipment for Bombay,
Madras, Cochin, Visakhapatnam, Kandla, Paradip, Mangalore and Tuticorin ports. Ship-to-shore gan-
tries were to be provided at Bombay and Cochin ports on the West Coast, and Haldia and Madras ports
on the East Coast. At ather ports, a limited number of containers would be handled by shore cranes/

forklifts and chassis.

" Important schemes completed over the Seventh Plan (1985-90) included a general cargo
berth at Kandla, augmentation of container-handling equipment at Cochin, multi-purpose berthing at
Mormugao, construction of the outer arm and an oil jetty at Madras and provision of dredging equip-
ment, and additional handling equipment at Bombay. A general cargo berth and a fertilizer berth was
added at Paradip, and two general cargo berths were provided at New Mangalore, In Visakhapatnam,
handling and dredging equipment was augmented, along with the construction of a general-cum-bulk
cargo berth, an oil berth, and the crude oil discharge system at its outer harbour.' The current Eighth
Plan (1992-97) expects to see completion of schemes sanctioned in the Seventh Plan, which including
augmented container-handling facilities at Caleutta, Madras and Cachin, new cargo berthing at Kandla,
jettics at Haldia and Mormugao and a warchouse at Haji Bunder in Bombay."”

In reviewing the planned development al major ports, evidence is found that government
. had realised the seriousness of their predicament. Government allocations to port development over the
plan period have shown a rising trend, as’is borne out uptil the Sixth Plan by the data below:

Period ‘ Plan Funding

[st Plan (1950-55) Rs.26.32 crores

2nd Plan (1956-61) Rs.45.50 crores -
3rd Plan (1961-66) Rs.92.95 crores

Interregmunt (1966-69) Annual Plans

4th Plan (1969-74) Rs.280.00 crores

51h Plan (1974-79) Rs.308.00 crores

6th Plan (1980-85) Rs.000.00 crores

(! crore = 100,00,000)

1.6 Administration & Management in Port Undertakings

The administration of a port is responsible for efficient port operalions, proper mainte-
nance and upkeep of port praoperty, optimum phasing of port improvement, and task allotments to port
labour®®. There is wide variation over the world in regard to the practice of ownership and management
ol ports in the world. Ports in West Asian countries like Syria, Kuwail and Iran arc owned and operated
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by their respective governments. Ports in the United States are owned and operated by category by the
Federal and State Governments, and by local port authorities, municipalitics, rail and road corporations
and private corporations. In the United Kingdom, ports are owned by public authorities, municipalities
or private companies. The mode of private corporate ownership does not exist in-India, where major
ports ave adwministered uader Acts of Parliament.

Under these, port administration in.a major port is carried out by a Trust headed by a
Chairman (aud a Deputy Chairman, if necessary), consisting of trustees representing various intetests
appointed by Government, not more than 19 other trustees in case of Calcutta, Bombay and Madras
Ports, and not more than 17 for the remainder." The trustees are holders of either official or non-official
positions. Official trusiees represent departmental interests, for example, of the Customs and Railways.
Non-official rustees gencrally represent trade, shipowners and labour. A representative of the Union
Ministry of Shipping & Transport has also been appointed since 1980.

Almost all major interests are represented on the port trusts, in recognition that their coor-
dinated effort is essential to fulfil national objectives. In accordance with the statutes governing major
ports, all questions relating to the port trust are decided by majority vote of the trustees present. Finan-
cial matters under the Port Trust Acts require concurrent approval of the Union Government. Planning
of operations and development in major ports is conducted by the Union Ministry of Shipping & Trans-
port on the basis of plans drawn up by port trusts and in consultation with organisations like the Planning
Commission, National Development Council, and the Union Ministries of Comunerce and Finance, etc.
Each Port Trust Board is required to be reconstituted every three years.

i ?Adnumslr.ltwc Frame

1.7.1 The Board of Trustees

Major ports in India are administered by port trusts which are autonomous bodies. While
the Major Port Trust Act (1963) empowers the Unioun Government to constitute a Board of Trustees for
cach major port, inlermediate and minor ports come under the administrative responsibility of the re-
speclive ‘L_r,ovcmmcnts of the state or Union territory.

The Board of Trustees of Calcutta Port has 19 members. The Chairman who is executive-
head of the Port is appointed by the Government of India. The Chairman heads the Board with two
Deputy Chairmen, one of whom is posted at Calcutta and the other at Haldla. Besides the executive
trustees, other ¢x officio members of the Board represent the Government of West Bengal (the Trans-
port Secrelary), the Union Ministry of Surface Transport (the Joint Secretary - Ports), the (Naval)
Defence Services (the Naval Officer-in-charge at Calcutta), the Customs Department (the Collector of
Customs), the South Eastern Railway (the Chief Operating Superintendent). Public corporations repre-
setted on the Board are the Indianoil Corporation (by the General Manager), Shipping Corporation of
India (by the Regional General Manager), and the Central Inland Water Transport Corporation Indian
Road Construction Corporation (by their Chairmen-cum-Managing Directors). These ]2 members of
the Board are called *OfTicial representatives’.

The other 7 members additional to thesc are *non-Official representatives’. Three repre-
senlatives are drawn from the three Chambers of Commerce, one representative each Irom the All lndia
Shippers Council and the Association of Shipping Inlerests. Two rematning members represent the
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labour ynions - one from the National Union of Waterfront Workers of India (NUWWI), which is
alTiiated to the Indian National Trade Union Congress (INTUC), and the other from Calcutta Port
Shore Mazdoor Union (CPSMU) affiliated to the Centre of Indian Trade Unions (CITU).

'The tenure of the Board of Trustees is three years and vacancies occurring mid-term are
Niled only for the duration of the unexpired term of the Board. The Board is responsibic for alt work to
be done for smooth suaning of the port. [ts principal responsibilitics are maintenance of the navigability
of shipping channels, and conservancy and lighting of the harbour, The Board s also responsible for
cfficient functioning of the railway system owned and operated by Port authorities (o provide rail facili-
tics for cargo movements within the port area.

As a public body, the Port Trust generally follows the Government rules relevani to service
conditions. Administrative matters are usually decided by majority vote of the Trustees present at the
Board meeting convened for the purpose. In its financial aspect, the Board is empowered 1o receive
grants from government, 1o raise loans in the open market and to fix charge rates and fees for various
port services rendered by the Port. The Major Port Trusts Act does not provide any guidelines relating
to the rates charged, costs incurred or returns on capital. The Port Trust is however stalutorily required
to receive prior Government approval for its annual budget and also to submit its annual report to
Government. Annuval accounts of the Port of Calculta are subject to audit by the Comptroiler and
Auditor General of India (CAG).

1.7.2 Oreanisation

Day-to-day administration of the port is carried out through various departments, as shown
in the administrative flowchart below. The Port of Calcutta has 14 departments. Fourteen Heads of
Depactments are in charge at corporate Ievel at the Caleutta Port Trust headquarters, but are concerned
primarily with the Calcutta Dock Sysiem. Below the resident Deputy Chairman at the Haldia Dock
Complex, there are (wo General Managers - one for Operations and the other for Management &
Gieneral Services. There are 8 divisions under them.

The Adminisiration Departiment, headed by the Secretary, coordinates the work of all
other departments, convenes meetings of the Board of Truslees, records proceedings of these meetings
and conveys all Board decisions to the departments concerned. It also looks after policy matters, and
personnel, security etc. The Finance Department which deals with financial planning, financial manage-
ment, compilation and presentation of accounts, internal audit, costing and management accounting is
under the Financial Adviser & Chief Accounts Officer (FACAQ). The Marine Department, headed by
the Direclor{ DMD), is respoasibic for pilotage, dredging, port conservancy and fire services. The Traf-
(ic Department, under the Traflic Manager (TM), handles all matters relating to the receipt, storage, and
loading and unloading of cargo, port railway operations, and also commercial matters. There are two
engineering departments under civil and mechanical disciplines. The Civil Engineering Department headed
by the Chief Engineer (CE) is responsible for all civil works at the port. The Mechanical Engineering
Department under the Chief Mechanical Engineer (CME) is responsible for the upkeep of cargo-han-
dling equipment, electrical lock-gates and railway locomotives, and for the maintenance of more than
100 port-vessels. .

Advice regarding the navigability of river channels, and on the need for dredging and river
training eimanates [rom the Hydraulic Engineering Department under the Chief Hydraulic Engineer
(CHE). The Medical Department headed by the Chief Medical Officer (CMO) looks afier health and
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medical services. The Materials Management Department has the Chief Materials Manager (CMM) as
its head and oversees stocks at the port. The tunctions of the Research and Planning Department
headed by its Director are to provide management-related services comprising the management infor-
mation system, port statistics, project formulation, evaluation monitoring, forecasting and trallic analy-
ses, trade promotion activities and electronic data processing. Other port departments are headed by the
Land Manager (LM), Legal Adviser (LA), Labour Adviser & Industrial Relations Officer (LAIRG) and
Chiel Vigilance Officer (CVO).

1.8 A Review of the Literature

This review of literature spans three broad areas reievant to the proposed study. The first is literature
pertaining to financial management, particularly in the public sector, which is the broad area of focus for
the present study. The second is literature specific to ports and harbours, where the principles of finan-
cial management are applied. The third is literature relating to the role of ports in the economic develop-
ment of the country. These are dealt with below.

I.8.1 Literature on Financial Management

Financial management is an area of considerable research interest in [ndia, because of the
dominance of the public sector within large-scale enterprise in the Indian mixed economy. An indicative
survey ol the broad areas encompassed by this research reveals that it has focused on the aspects of
corporate linancial behaviour, capital structure planning, capital budgeting, management of working

- capital, (inancial management of public sector undertakings (PSUs) and financial management in gen-

cral.
1.8. 1) Corporate Financial Behaviour:

Annual surveys ol finances within Indian join{-stock companies are regularly published
by the Reserve Bank of India. The Department of Company A ffairs of the Government of ladia pub-
lishes bi-monthly studics on linancial performance of large public and private limited companies.
Claudhary(1962} is an analysss of such statements, undertaken as doctoral research, the analysis being
directed to judge their performance. A number of studies, such as Jain(1969), Kaura &
Subrahmanyam(1979), and Chakraborty & Reddy(1973), focus specifically on financial performance.
Jain(1969) is an analytical study of financial performance of the cement companies in Indian environ-
ment, and was also undertaken as doctoral research. Financial performance of selected cement compa-
nies in India has also been analysed in the Kaura & Subrahmanyam study, which also encompasses a
‘inter-firm comparison’ based on the ‘cause and effect’ approach. Comparison at inter-firm levei is also
made in the study by Chakraborty & Reddy, using standard financial ratios as diagnostic tools . For the
private sector, a {inancial study at corporate level is found in Saxena(1968), which is on the Delhi Cloth
& General Mills Ltd. Studies on the appropriateness of methodologies for financial analysis constitute
another sub-group; examples are Chakraborty( 1966), and Rajagopalan(1968), which are evaluations of
(inancial statements. Both analyse the limilations of financial statcments through the usc of financial
ratios and other tools. Sharma & Rao(1976) is of the opinion that general assessment of financial
soundness is inaccurate, if based on individual financial ratios in isolation; a multivariate approach is
used instead Lo test corporale failure,
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Although the studics reviewed above assess linancial performance of dillerent Indian com-
panies with the help of Tinancial ratios and other financial tools, nonc apply these ratios o the case of
major porls in India. The present stedy thus involves the ratio analysis in judging financial performance
and prefitability ofselected Indian major ports.

1811}y Caprited Structure Planning:

Capitalisation of enlerprises is the next arca of focus, in view of the bearing this has on
scale of operations, as well as on performance and financial soundness, Capital structure plarning in-
cludes valuation of shares on offer, as well as dividend policies governing distribution of profits. An
example of studies on these aspecis is Sharma & Hanumantharao(1969), where the applicability of the
Modigliani & Miller Hypothesis has been tested over 30 engineering companies and an analysis also
made of the influence of debt on the value of the firm. Another example is Singh(1981) where analysis
is made of debt-equity ratios in the Indian corporate sector and the dependence of the fadian corporate
sector on debt-capital is brought out, Venkataraman ef af(1981) also deals with valuation in relation to
debt-equity ratios in the Indian corporate sector. Finance of companies and company debt is studied in
Garg(1981). Mishra{1969) is a study of the financing of new companies, undertaken as doctoral re-
search. Agarwal(1969) discusses the requirements of finance for expansion of a company and the sources
of such finance. Sharma & Murthy(1981) considers the role of specialised financial institutions as being
pevtinent. Kohli( 1969) considers as a paradigm, the optimisation of capital structure within corporate
enlerprise, Batra(1980) is a study of the above financial features, contextual to the tyre-industry.

The above studies are found to have mainly discussed capital structure planning and the
sources of finance, and especially the debt-equity ratios, which are deemed less important in the context
of the present study. The present study thus mainly focuses on moncy management and is, in this
respecet, quite different to any of the above studics.

L.8.1(ii1) Capital Budgeting:

Considering capital in term of its conslituents, a number of research studies consider
allocational aspects of the same, within the framework of capital budgeting and invesiment analysis.
Kennedy( 1965} lays down the broad paramieters of project evaluation and an anafytical description of
the steps involved in the capital-budgeting process. Musa(1966) discusses lechniques ol ascertaining
profitability of investment proposals which are in common usc, and introduces the concept of net
terminal value as an aid to optimum decision-making. Ananthan(1983) considers problems of invest-
ment appraisal when an inflationary situation is prevalent, postulating that some modification of ordinary
capital budgeling procedures is necessary in such a case. Swami(1983) also explores aspects of capital
budgeting techniques in the special context of inflation, where some modifications in standard appraisal
of capital-budgeting proposals are suggested. Roy & Chaudhari(1982) is concerned with modelling the
capilal-budgeting procedure. The use of quantitative methods in decision making in capital budgeting
and investment plans has been discussed in Barot{ 1966).

Capital budgeting processes and investment analysis are seen 1o have been the gencral
focal arca of the above studics This is accorded less importance by the present study, in which the areas
of capital-budgeting and investment are discussed very pointedly.

L8 A(iv) Management of Working Capitel:

In addition (o physical assets and capital resources, there are operational aspects of per-
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formance within corporate enterprise which entail optimality in the management of working capital.
Agarwal(1967) is a doctoral study of industrial finance in India over an extended time-frame, with
particular emphasis on working capital needs. Working capital management is also the subject of
Agarwal( 1981} and Chari(1982). Chari considers ways of managing working capital more efficiently,
Problems encountered in working-capital management in service units and loss-making units are the
subject of Bhattacharyya(1982) and Bhattacharyya(1983), where integrated approaches to working -
“capital management are suggested. Chakraborty(1973) considers the concept of operating cycles as
useful to improving the management of working capital. A case-study of the problem, in the context of
the Rajasthan State Trading Corporation, is made in Mathur & Mishra(i979), using techniques of
linancial and statistical analysis (o measurc efficicncy of working-capital management. Cash manage-
mentin a developing cconomy has been discussed in the study of Singh & Kaupisch(1970).

Management of working capital is the only subject ol discussion in the above studies. The
present study excludes the context, since inefficient management of working capital is not the reason
behind the poor performance of Caleutta-Hatdia Port.

1.8 1{v) Financial Management in Public Undertakings:

Studices specilic 1o public seclor undertakings also exist. Ramanadhan(1963) studics finan-
cial problems within PSUSs, relating their financial organisation (o pricing and profit criteria, and to their
profitability. Chattopadhyay(1982) studies these aspects vis-u-vis corporate capitalisation. Grewal{ 1972)
analyses the relevance ol financial management techniques to PSUs. Murty & Prasad{1981) reviews
structural changes in sources and vses of funds in PSUs over an extended time-lrame, suggesting ways
of improving ‘internal fund-generation and proper utilisation of cxternal funds for the future.
Bhattacharyya( 1968) suggests guidelines for linancial appraisal of PSUs, while Nigam(1967) applies
appraisal-technigues Lo assess linancial performance. [nvestment decisions within PSUs are the subject
ol Rag(1977), Rao & Sarma(1982), and Sanyal(1982), which lay down desiderata for investment plan-
ning and analyse PSU-investment in the light of these. Rao & Sarma further discusses special features

ol capital linancing in public enterpriscs.

A number of case-studies, ¢.g. Rao(1979) and Naidu(1980) exist, which apply financial
analysis to specific PSUs. Rao undertakes a sample-study of Tamilnadu State Enterpriscs with regard to
their finances. Naidu analyses the social obligations and finances of the Andhra Pradesh State Electricity

Board.

Emphases on lfinancial management in the PSUs is contextually quite inappropriate {ora
study of indian major ports. The motive of the PSU is to carn a protit, while the principal motive of a
major port is lo render services 1o port-users, {or cconomic development of the hinterland as well as the
country. The above studies have all siressed improvement of financial management of PSUs with the
object of making them profit-oriented. The main object of the present study is, on the other hand, to
analysc weaknesses in the financial management of Indian major ports and to suggest remedies which
would cnsure that these probiems are overcome and these ports earn the minimum rate of return recom-
mended by the Major Ports Commission (1970).

L8 1(vi) Financiad Management in General

As hnancial management remains the main arca of focus for the present study, a number
ol studics on genceral procedures of financial management have been explored. Some of these are
Kuchhal(1977), Raj(1978), Kulkarni(1981), and Khan & Jain(1981) which are source-works for the
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entire spectrum ol financial management procedures, particularly as applicable to PSUs in India, and
cover the refevant financial tools and strategics for managerial decisions. The study by Kuchhal is aimed
at evolving a coordinated approach 1o financial management. Raj makes a lucid presentation of the basic
concepts and techniques of modern corporate financial management in an Indian context. Kulkarni
formulates a conceplual approach (o financial management. Khan & Jain covers the theme of financial
management in the three interrelated financial areas of investment, financing and dividend policy, and
also tools important to (inancial planning and management, such as funds-flow, cash-flow and ratio
analysis. Contributions o the litcrature on financial management in general ‘arc also made by
Ramachandran(1972), Murty(1978), Ramamuriy(1978) and Pandey(1979). Ramachandran discusses
the financial planning and control system. Murly mainly studies the management of finances. Working-
capital management is the main focus of study in Ramamurty, while Pandey analyses financial problems
and interprets the data that make lor good financial decisions. The study last-named contains a compre-
hensive treatment of capital budgeting, capital structure and dividend decisions, along with working-
capital managemeat. Other studies such as Van Horne(1985), Gupta & Radhaswamy(1987),
Chandra( 1993), and Banerjee( 1994) formulate general principles of financial management with the help
of ratio-analysis and other numerical tools.

The present study also uses ratio-analyses in evaluating the financial management of se-

lected major poris in India.

[.8.2 Literature on PPorts & Harbours

I is surprising Lo observe, however, that there have not been any studies exclusively onthe
financial management of Caleutta Port, which is the research context for the present study. Studies on
the Post and on other major ports have a prolonged history. Some of the commitiees appointed by
Government to address wage-revision in ports, e.g. the Chowdhury Comiittee (1957), the Central
Wage Board for Port & Dock Workers (1969), and the Lokur Committee (1977), did discuss port
(mances in their Reports, but were neither exhaustive nor purposelul in their comment. The Major Ports
Commission (1970) made a comprehensive study for the first time in India, of all aspects of integrated
working and development of major ports. But this study insofar as it pertains lo financial management
15 only partial, with some of the important aspeets which can influcnce the very quality of financial
management being dealt with only in summary. The Reports thus do not reach useful conclusions.

The literature on ports and harbours reviewed as preliminary (o the present study may be
divided into two sub-parts: namely, literature on Calcutta-Haldia Port, and literature on ports other than
Calcutta-1 laldia Port.

1.8.2(1) Literature on Calcutta-Haldia Port;

[t may be noted that the existing literature on this Port is not adequate to a study of the
rescarch preblem. The first impression that one gets {rom a review of port literature is that port studies
have been a relatively neglected branch in Indian economic literature. In fact, adequate material on
Caleutta Port, particularly in book-form, was not available till the mid-60s. The first-known history of
the Port in Mukherjee( 1912) was foliowed by Mukherjee(1968) on the same lines, extending the review
ol historical growth of the Port. Banerjee(1975) presents an economic history of the Port over the
period from 1833 1o 1900. These books apart, there are important rescarch reports presented by ofTicial
commitiees, such as the Report ol the Haldia Study ‘Yeam (1965) and the Repost of the Study Groups
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on the Utilization of Port Facilities (1965), which had surveyed difTerent aspects of traffic development
and traffic-potential of major ports, including Calcutta-Haldia. Functional aspects of the optimum utili-
zation of the Calcutta-Haldia port complex have been discussed in a study by the Calcutta Port Trust
commissioned in 1976.

Dasgupta & Bicrson{ 1987), and Ray(1993) are surveys of the maritime history of Indian
ports, and consider within them, the historical aspects of the development of Caleutta Port. Haldia has
been separately studied in Ghosal(1979). The historical account of the development of the bulk com-
modity-handling terminal at Haldia has also been studied in the paper. Although the institution of this
port is relatively recent, the port overcomes drawbacks arising from the tortuous upriver passage (o
Calculta Port, by offering bulk-handling (acilities to the same hinterland.

A number of studies, both by expert bodies and individual scholars, have focused on
operational features ol the two ports. The §Haldia Study Team Report (1965) and the Calcutla Port Trust
report (1976) ave among the former, which aim at a prescription of means (o achieve optimum utilisation
of port facilitics. Proceedings ol a seminar organised by the Indian Chamber of Commerce at Calcutla
in 1980, address the same problem analytically. Background papers, namely I[CC(1980) and Bose (1980)
explore the technological, physical, institutional and managerial limitations that feature in the declinc of
port traffic. Demand factors - which include economic conditions of the hinteriand of the Port and of the
world - as well as policy-variables like the transport policy of the Government of India find main
emphasis in the paper by Bose. However, Majumdar(1980) and Sau(1980) are of the view that the
decline of the port is not explainable entirely by technological factors, and economic reasons predomi-
nate. This point of view is further echoed in Sau(1984) where analytical discussion is made about the
problems confronting Calcutta Port. Sau(1989) addresses problems of dredging and maintaining the
shipping channcl down-river to Haldia. Au analysis of economic factors limiting the volume of cargo
handled by the Port has also been made in the study. Sau(1990) investigates factors leading to the
decline in the importance of this Port relative to othier major ports in India and to underutilisation of its
capacity. Putatunda( 1980) considers the need to improve managerial efficiency in ports. Ghosh(1992) is
a simulation-study of port turn-around time as applied to Calcutta Port, relating improved profitability to
the need for increasing etficiency of loading operations. Turn-around time of a ship, which is the dura-
tion of detention time from a ship’s arrival at port to its sailing again, is discussed in further detail later in
the present study.

Keeping in mind that the ports of Calcutta and Haldia are contiguous, ofTer mutually com-
plementary services, and are components of a single port administration, the eflort in the present study
will be to study the two ports within a unilied study-Irame, rather than individually, as mos( previous
studies have accomplished.

1.8.2(11) Literature on Ports other thun Calcutta-Haldia Port:

Besides the studies above which specifically address the context of Caleutta-1aldia Port,
an extensive literature spans port planning and management, both in theoretical and empirical aspect,
c.g. Bown(1967), Paston & Rees(1972), Nagorski(1972), Goss(1977), Nair(1977), Bennathan &
Walters(1979), Atkins(1983) and Bandclaire(1986). The studies of Bown and Goss analyse the cco-
nomics of port operations. Port expenditures arc analysed and the demand for port facilities is discussed
in Paston & Rees. The principles of port planning and organisation and also problems faced by ports in
developing countrics are the main arca of focus in the study of Nagorski. Nair emphasises appropriate
accounting and costing procedures for sca ports and suggested guidelines in his study. Procedures which
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determine port prices in developed countries are explored by Bennathan & Wallers. Matlers relating (o
modern maritime terminal operations and their management are studied by Atkins in the case of the port
of Qakland. Bandelaise covers port administration and management in Tokyo Portin his study. ln the
Indian context, Rao(1987) investigates the financial management factor in case of Visakhapatnam Port.
Other ports in India are covered by descriptive studies such as Batra(1970) and Batra(1974),
Kurani{ [984a), Kurani(1984b), and Sahai( 1986), which are reviewed below.

1.8.3 Literature on the Economic Role of Ports

Apart lrom studics on financial management and general discussion on ports and harbours,
a specialised literature is also to be found some literatures which emphasises the role played by ports in
the economic development of port-hinterlands and of the country. Some of the associated studies are

reviewed below,

Sahai{ 1986) describes the historical backgeound of the ports of [ndia, examining their eco-
nomic role. The contribution 10 economic development made by the port of Bombay, and by other
major and other potts in india, is studied by Batra(1967), Batra(1970) and Batra(1974). Kurani(1984a)
and Kurani( 1984b) also cxamine services rendered by ports situated on the east coast and west coast of
tadia, respectively, and analyse statistical data on their performance. Mukherjee( 1968), catlier-men-
tioned, also explores the importance of Calcutta Port to the econotnic development of the Eastern India.
Patra( 1988) reflects on the bearing that ports situated in the State of Orissa have had on the economic
development of that state. The history of Mormugao Port along with its functions and its contribution
Lo cconomic development in Goa has been studied in Pereira(1978). The studies by Sau cartier-men-
tioned make the same reflections in context of Caleutta Porl. Paston & Rees(1972), carlicr-mentioned,
states that a lowering of port costs accompanicd by expansion of port facilitics atllracts port-users, and
leads to the development of trade and commerce of the port-region. Oram & Baker(1971) shows that
hinterland-development follows the developsent of the port provided the port can be effigiently oper-
ated. Condit(1981) provides an overview of the port of New York and indicates the part played by this
port on the cconomic development of its service-region. Schwimmer & Amundsen(1973) relate devel-
opment of a sea port and its hinterland to proper port-management.

Reviewing the above studies, it becomes apparent that while some studies hold physical,
institutional, technological and manageria{ problems as mainly responsible for the poor port-perform-
ance at Caleutta, others assign this responsibility mainly to cconomic and policy considerations. No
existing study explores financial management problems in Caleutta Port as a factor to poor performance.
The study to be made hese thus covers this unrescarched problem, in an endeavour to show that sound
financial management is more primary fo any other factor that has found mention in the literature
reviewed above, if' (he pesformance of Caleutta-Haldia Port is to be improved.

1.9 The Present Study

Cffective financial management results in securing the preatest possible return from every
unitol capital deployed within the firm. Financial Management deais with the planning and controlling of
financial resowrees through resolution of three major decisions: namely the investment (or asscl-mix)
decision; tie Mmancing (or capital-mix) decision and the dividend (or profit-altocation) decision. Finan-
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cial management is also directly concerned with production, marketing and other functions whenever
decisions are made about the acquisition or distribution of assets. The Lraditional approach the scope of
this 1o the raising ol corporate funds. The modern approach fakes a more broad-based view of financial
management, thus covering both acquisition ol funds and their altocation. Overatl corporate results are
adversely affected, without sound undcrsiand'ing of linancial management principles.

Ports are in no way an exception, since they provide saleable services for which vast prior
infrastructural investinent has been necessary. Effective financial management (hus becomes a must to
casuring that they can maintain all port tacilities at high technical and operating levels at all imes. India,
as amaritime country, is a peninsula sarrounded by a vast expansc of scas, and considers the sea as vital
toits landmass. The location of India in this oceanic expanse favours international commerce as well as
lorcign relations, India thus has great potential to devetop through maritime trade and transportation.
The ports of India form a focus for the present study. OF these, 1 ports are presently classificd as
major ports in India, 23 as intermediale ports and 141 as minor ports.

Article 364(2)(a) of the Constitution of the Republic of India defines a major port as “a
port declared to be a major port by or under any law made by Parliament or any existing law and
includes all areas for the time being included within the limits of such port”. The ports of Bombay,
Calcutta and Madras which came into existence during the rule of the East India were declared Major
Ports in 1921. Visakhapatnam and Cochin ports joined them as Major Ports in 1925 and 1936. At the
commencement of the First Five-Year Plan in 1951, these were the only major ports in India. Over the
planning period since, new major ports have been developed at Kandla, Mormugao, Paradip, Mangalore,
Tuticorin and Nhava-Sheva. Nhava-Sheva Port is now known as Jawaharlal Nehru Port. The Haldia
Dock Complex which was commissioned in 1977 is an integral part of Calcuita Port. Administration in
a major port is carried out by a Port Trust composed of trustees appointed by the Governient repre-
senting various interests, The Port of Calculta has 14 departments, based primarily with CDS. The
HDC has 8 divisions. '

Initial emphasis in port devclopment in india was on rchabilitation and modernisation of
existing facilities at the major ports and augmentation ol their berthing capacities. Therealler, elforts
were made 1o create new capacity and modernisc existing lacilitics, followed by an emphasis on im-
provement in auxtliary facilitics and technology to allow for optimal capacity utifization.

Financial management, particularty in the public scctor, is ihe broad area of focus for the
presentstudy. Because of the dominance ol the public sector within large-scale enterprise in the Indian
mixed cconomy, the literature has focused on the aspeets ol corporale linanciat behaviour, capital struc-
ture planning, capita budgeting, management of working capital, financial management of public sector
undertakings (PSUs) and financial management in gencral. There have not been any studics exclusive to
financial management of Caleutia Port, which is the research context for the present study, and although
some Committee Reports do discuss port finances, these are neither exhaustive nor purposeful in their
Conmmnent.

‘The scecond area concerns the application of principles of {inancial management to the
[unciioning of ports and harbours. Existing literature on CHP is not adequalc to a study of the research
problem, although a number of studies, both by expert bodies and individual scholars, have focused on
sperationad features, Besides studies which specilically address the context of Calcutta-laldia Port, a
Bird asea in the litersture spass both theoreticad and empirical aspects ol port planning and management,
nd the role ptayed by ports in the cconomric development of port-hinterlands and of the country.

' 120851 Morth Bengal University
&% 1 10a8 Library
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Reviewing the above studies, it becomes apparenl that while some cite physical, institu-
tional, technological sid managerial problems as being mainly responsible fos poor post-perfonmance at
Calcuita, others assign this responsibility io ecconomic and policy considerations. No study exists, which
explores Ginancial management problems as a factor to poor performance at CHP. The study made here
covers this unrescarched problem, and endeavours 1o show that sound financial management is more
primary to any other factor finding mention in the literature, to improved performance of CHP.

The ports of Caleutta and Haldia are contiguous, olfer mutually complementary services,
and are components of a single port administration. Therefore the present study wiil consider the two
ports within a unificd study-frame, rather than individually, as was done in most previous studies. The
study is executed over eight chapters, of which the first is introductory. Chapter 2 discusses definitions
of the Finance Function and applications of this in the context of financial management at CHP, The
third chapter considers historically, the development of CDS and HDC, which now together comprise
the Caleuta-§ laldia Port. Chapter 4 analyscs information available from the Port and other sccondary
SOUTCES LN acyRisition and allocation of funds, on capital assets, investment, and capital-structure plan-
ning at CHP. Chapter 5 considers features refating {o cost and revenue structures and categories at CHP,
mcluding the distinction between operating and non-operating costs and revenues. The analysis expands
into the relationship between port costs and post revenues, which is the focus in Chapter 6. An informed
assessiment of the operational performance and profitability at CHP, including physical performance
variables, can tien be made in Chapter 7, basing itsell on the preceding chaptess. Chapler 8 integrates
the smmmary and conclusions obtained by the present study.

With the understanding of the problem-context, namely the major ports of India of which
the Caleutta-11aldia Port is a prime example, the study now passes oa the problem itself by studying
Financial Management, its methods and implications.
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CHAPTLER - 2

THE FINANCE FUNCTION

2.1 Definition of the Finance Function

Analysis in the present chapter is sequenced over three parts, covering at first, the nature
ol the finance function | i.c. its definition, classifications and coverage, and a description of the
objectives of financial enterprise. The analysis then considers the (inance function for the Calculta Port
Trust as a unit and its breakup between the CDS and [IDC sub-systems. Nolice is then taken of
accounting and budgeting procedures which may be applied at major posts, with the concepts of port
budgets, budgetary control, revenue and capital budgets and the alternatives regarding management
accounting procedures beng described in some detail.

Belore entering the details, we may first consider the definition of the finance Tunction.
The Ginance function may be approached from theee alternative angles. In accordance with the diction-
ary- meaning of the word *linance’, a first approach concerns itself almost exclusively with the pro-
curement of funds. The linance lunction is (hen defined as simply (he task of providing funds nceded by
an enterprise on teris that are most favourable in the light of its objectives. So the finance function
becomes a discussion on the instruments, institutions and practices through which {unds arc obtained.
I such a definition it is assumed that expenditure decisions giving rise to the demand for capital, arc
made elsewhere within thie enterprise and the main task of the financial authority is to delermine how
these Tunds can best be raised. The delinition is oo nasrow o be of any use Lo this analysis.

The second alternative delinition is based mainly on interpretation of the {inance {unction
as broaderthan just procurement of funds. Here finance is identified with cash, and since nearly every
business transaction involves transfer of cash directly or indirectly, the term finance concerns every-
thing in the conduct of enterprise. Obviously, such a definition is toobroad to be meaningful.

The third and last definition is most acceptable for this analysis. The definition entails a
decision-making process, lollowing comparalive analysis of alternative uses and sources of funds, or in
other words, envisages the {inance function as the procurement of funds and their effective utilisation
wilhin the enterpeise. The (inancial authority has a major role to play in planning an entesprise’s nced
for funds i.e. in raising necessary funds and putting them to effective use. In terms of this definition,
the finance function covers financial planning, forecasting of cash receipts and disbursements,
realisation of funds, uses and allocations of funds, and financial contzol .

Elfective linancial management is imperative for any eaterprise irrespective o size,
nature of ownership and control, and of whether it is a manufacturing or service organisation.
For success(ul operations in complex operating environments, knowledye of the principles of sound
liancial management is esseatial. [Fimportant arcas relating o financial management are neglected,
the overall results of eaterprise will be adversely affected,
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Port managements are not exempt from the principles of sound financial management. An
efTicient port must have dependable linances, which alone enable port administration to keep all port
facilitics at high technical and operating levels and to render efficient and economically viable services
to users. The port has 10 maintain reserve funds for port development, reptacement of outmoded port
facilities and for unforeseen contingencics. The major objective of the port authority is to achieve
aminimum. retun, adequate for payment of interest charges and for the replacement needs of the
port. For such purposes, the excrcise ol rigorous control over expenditure becomes necessary, as i
afl other organisations, so that uneconomical arcas and services can be identilicd and dealt with
appropriately. Such analysis is attempted subscquently in chapters 5 and 6 of (his study.

Alihough the basic functions of a port are to provide transhipment lacilitics for cargo
and passengers from one mode of ransport fo another via sca, the manner and efficiency with which
this is done and the magnitude of costs and charges involved which influcnce the economy of the
entire region, Por instance, an ineflicient, high-cost port may render it impossible for the hinterland
served Lo caplure or maintain markets abroad for exportable items ol cargo, and may also make the
cargo imports reguired by the hinterland an extsemely costly and uncconosmic proposition. Both cases
adversely atteei the overall economy in the region of the port. Conversely, a financially-sound port,
ihrougly its relatively cheaper service, could increase the flow o exports and open up ncw markets by
making goods from outside markets more competitive and more attractive,

2.2 Classilication of the Finance Fanetion

The finance function is taditionally cfassilicd uwnder two groups. These are, respectively,
the exccutive finance function and the incidental finance function. As (he names would indicate, the
first requires administrative skitls in planning and execution; the second is so-named because it covers,
for the most paet, routine work (chiclly clerical) necessary to bring financial decisions at the executive

level into efteet..
2.2.1 Exccutive Finance Function

The basic executive finance functions are ¢stablishing asscl-management policics, esti-
mating and controlling cash flows and requirements, determining allocation of net profits, determining
the needs and sources of new outside financing and conducting negotiations for the same, monitoring
Tnancil performance, and so on.

22100 Establishment of Asset-Management Policios

All finance Tunctions are concerned with the controt ol cash Nows. In order (o estimalte
and provide for the cash requirements of an enterprise, (nancial managers must know, among other
things, how much cash willbe “ticd-up’ in various forms of non-cash asscts. Determination of assct-
management policics meludes decisions regarding the nature and coverage of insusanee that an enter-
prise will carry. The formation of sound and consistent assel-management policies is an indispensable
prerequisite o suceessiul inancial management. However the sole of inancial managers in lormulating
assel-managenient policies is not exclusive in itsetf. Marketing executives participate in decisions in-
volving carryng ol inventorses of {inished goods, customer credit policy, etc. Production managers,
likewise, participate in decisions concerned wilh carrying of inventorics of raw malerials and factory
supplics, purchases or rentals of building, machinery and equipment, cic.
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Determination of asset-management poiicies includes decisions regarding forms and
coverage ol insurance borne by an enterprise . In estimating and providing for cash requirements, the
linancial managers must asses tie volume of cash that will be ‘tied up’ in the various non-cash asscts.
Consistent assct-management policies are prerequisite to successful financial management.

2200y Estimation and Control of Cashi-flows and Requiremenis

Another arca of importance in the executive finance function is the ensurance of an ad-
cyuale supply of cash for smooth flow of operations.Cash originates in sales, hence, cash requirements
are closely related to the volume of sales. Provision of cash in proper amounts at proper Limes requires
forecasting excrcises. This financial exercise creates an expanding dilemma. The general principle of
operation of enterprise is 1o mateh inflows of cash to outllows of cash so that, alter providing lor enough
cash to current obligations, (here would be no idle cash-balances carning nothing lor the enterprise. But
a practical problem is that cash inllows are nol precisely prediclable and scldom offset one another. So,
10 overcame (his problem, (he financial manager must retain a cash-batance on hand to pay bills on
hand. At this point, the dilemma sets in. The more be protects his enlerprise against risks associated with
the inabifity to pay bills on time, the more the loss of returns that might have alternatively been gained
(romy investment of idle cash, This is, in essence, the dilemma of liquidity versus profitability.

Another important executive finance lunction is the adequate supply of cash at ail times
lor smooth operations of the enterprise. Since flows of cash originate in sales and cash requirements
are closcly related to the volume of sales, ihe fullilment of the responsibility of providing cash in
proper amounts al the proper time requires forecasting. The general principle of operation of (he
enterprise is to match inflow of cash 10 outflow of cash so that, afier providing enough cash to meet
current obligations, therewould be no idle cash balance earning nothing for the enterprise. But the
practical problem is that cash inflows are not precisely predictable and seldom offsct onc another. So
loovercome this problem the financial manager must keep a cash balance on hand to pay bills on hand.

2.2,V (i) Determination of the Allocation of Net Profits

There are generally three choices in respect of allocation of net profits after payment of
taxes. These are, respectively, the payment of dividends Lo sharcholders as return against their invest-
ments @ transter of a portion of net prolits Lo reserves for expansion ol operations; and payments o
cruployees in profit-sharing plans. As the last is made largely on contractual basis, the enterprisc’s
continuing {ree choice i the matler of use of net profits cllectively involves only the first two
alternatives, i.e., payment ol dividends and retention of carnings to acquire additional assets.

2.2 Hiv) Determination of Needs and Sowrces of New Outside Financing

On the basis of lorecasts of inflows and outflows of cash in the ordinary course of opera-
tions, the financial authority should be able to ascertain rather closely the times when additional
(unds from outside sources would be needed, the length of the periods for which they will be needed,
how best they can be raised, and from what sources they will be repaid. Quiside Tinancing refers o
all kinds of borrowings, including borrowing rom commercial banks and  financial institutions, and
the issue of debentures on the one hand, and (he other principal method of outside financing i.c.
through sale of additional cquity shares,

2.2.1(v) Negotiation of New Quside Financing

Outside financing may be of both short-term and long-term nature. Whatever its nature,
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caontinuing negotiations have o be conducted in order (0 obtain if, because of the time-lap betore its
sanction. So the {inance function does not stop with the decision o undertake outside financing |

it extends onwards through the negotiations that arrange for this.
2.2, Wvi) Mauitoring Financial Performance

Monitoring financial performance requires retrospective analysis of the operating pesiod
lor the purpose of evaluating the wisdom and ciliciency ol the Iinanciat planning exercise. Analysis of
what has alrcady oceurred is of great value in improving the standards, technigues and procedures ol
financial controd involved in carrying out the finance function, Thus this process of periodic review
acquires importance within the finance function.

2.2.2 Incidental Finanee Function

The basic incidental finance functions, on the other hand, are (i) supervision of cash in-
flows and outllows (receipts & payments) and safeguarding of cash balances ; (ii) safe-custody of
valuable papers such as securitics, policies and so on; (iti) maintenance of records and periodic reporting
5 and (iv) supervision of the mechanical details of financing. The nature of these incidental finance

functions s sclf-explanatory,

2.2.3 Area ol the Finance Function
The total arca covered by the finance function may be presented by the following
schematic chart
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2.3 Financial Objectives

in the Indian major ports no clear enunciation existed for a long time of financiaf objec-
~tives, and as such they concerned themselves with the sole financial target of matching income Lo costs.
I context, it would be of interest (o note the observation made in 1970 by the Commission of Major
Ports, that a port should so operate “as to mecet all the iimancial obligations such as working expenses,
depreciation, interest, ete.” The carlier Port Trust Acts had not, however, spelt out this obligation
clearly. The Bombay Port Trust Act [1879], for instance, cast an obligation on the Port to make ample
annual provision for the due tullitment of all fiabilitics either by readjustment of expenditure or by
increase of rates, The Port was cajoined that in the event ol any deficiency in port income, it should
[orthwith take such measures to prevent the recurrence of such deficicncies. However, no obligations to
carni a standard rate of return on port investment have been prescribed in the various Port Acts. This
is probably the reason why many of the ports have aticmpted only a sort of balancing of budgets,
equating revenues with expendituee and taking an ad froe view in respect of future liabilitics®.

The Viscount Rochdale Committee [ 1962] enquiring into the mijor posts of Great Britain
had ebserved that “there had been a tendency, notonly i this country, to treat various branches of
transport as some form of public service (o which, lor one reason or another, sound fnancial
principles need not be applied. The operation of transport services as state or municipal undertakings
has aceentuated this tendency™. The Indian major ports were no exception to this and the same trend
was observed in case of them for a long time. In conjunction (o this, the lunctions which ports perform
have a public utility aspectin the sense that they offer the community a certain basic economic {loor
upon which many other cconomic activitics can be built. Similarly, most ports resemble public utilities
in - the sense that profits are extremely slim, i not marginal (in some cases, the ports incur cash

delicits).”

But major ports cannat be efficiently ron without creating surplus balances which are
essenlial Jor unloreseen contingencies and for the development of the port and replacement of its
assets. There is thus strong support in Favour of the creation of surplus by major ports. A lew clements

of this argument are:

i) The view that ports should function as viable commercial organisations and should
also generate surpluses that take carce of at least a part of development needs found

favour in Indian major ports.

i1) The recommendation of the Major Ports Reforms Commitlee Report [ 1986] also
stressed in support of such a view, that “Ports must function on commercial lines,
generate surpluses for their development and provide service at acceptable levels of
ctliciency and productivity. Depreciation should be provided for on replacement cost
basis, instead of historical costs as al present™.

iti) An observation of United Nations Conference on Trade And Development relating to
port management has mentioned “in 0% of the cases examined the financial objective
was 1o cover current operating and maintenance expenses, depreciation and interest
charges on loans. In the remainder, 1..90% of the cases, there were additional objectives:
cither to make provisions for port improvement, or {0 carn a return on the capital

Yy

caiployed, or both™.
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iv) The Rochdale Commission recommended that ports should be regarded as commercial
undertakings, and staled that ports should aim at providing, out of revenues, (or
(a) working expenses; (b) intereston loans; (c) depreciation ol'assets on replacement-
cost basis; (d) taxation; and (¢) some margin for reserves to meet unforeseen
contingencies (i.e.premature obsolescence) and to help finance minor improvements.

In support of the above recommendations, the following reasons that argue for surplus
creation at [adian major port may be pointed out.

Firstly, huge investments has been made from the public exchequer on the development of
major ports, particularly since the commencement of planning. The ports are thus required 10
raise infernal resources o meel their development and replacement needs.

Sceondly, there has been rapid escalation in construction costs. In addition to this, non-
availability or delays in supply of certain important inputs often lead to lengthening of
construction periods, thus incrcasing the burden of capitalised interesl.

Thirdly, massive outlays have (o be made on dredging, breakwaters, cle., to adapt the porls to
latest trends in shipping technology which demand for construction ol deep-dralied har-

bours.

Fourthly, the replacement cost of port assets particularly in context of inflation s greatly in
excess of their original costs and consceyuently the funds set apart for replacement needs are
ollen not adequate to meet aclual costs the time of replacement.

Filthly, with the techaclogical revolution, the risks associated with premature obsolescence
and the resultant need to replace obsolete equipment carly have assumed grealer impor-

tance.

The Major Ports Commission [1970] recommended a rate of return of 12 percent on
capital enployed as a financial objective for major ports, with the following break-up: 6% lowards
mterest charges; 3% towards replacement, rehabilitation and moderaisation of capital assets; and 3%
towards reserves for development, repayment of loans and contingencies. The recommendation
had been aceepled by Government, and major ports had adopled the principle while fixing charges.
Subsequently, interest rates on Governinent joans were revised from time (o time, and in 1981-82, were
9%. llence major ports were expected to carn 15% on capital cmployed by them. This return of 15%
could be considerced reasonable in view of the fact that Government also insisted upon a 12% post-
fax return on net worth lor the priority industries in public scctor, and that ports do not have any
obligation to pay taxes to the national exchequer., Although this objective of earing 15% return on
capital cmployed on every port operation is desirable, achieving this rate of return on an overall basis
may not seem to be practicable. The UNCTAD study stated, “port charges represeat only a small
percentage of the value of products carried, particularly of high-value goods™!.

Pursuance ol Ginancial vbjectives as recommended by the Major Ports Commission [1970]
would enable ports o maintain financial independence to a considerable extent. They would also be
able o make investments in port assets which confer benefits to shipowners in the form of faster tuin-
round tme of ships.
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2.4.1 The Finance Function in Calcutta Port

The ltnance function has been shown to be one of the inajor functional areas of any
enterprise, the others being production, personnel management and marketing. The head of the finance
department of an enterprise is usually the Financial Officer, though this designation would differ from
firm 10 lirm. In some organisations he may be designated the Financial Adviser or Chicf Accounts
Olficer, while in others he may be designated as the Vice-President ( Finance). The importance
attached to his function can be gauged from the fact that the financial officer is located on the same
scatar level as the managers of production and distribution, and reports directly to the chief executive
officer’™, This importance s further emphasised by the fact that in most organisations the financial
olficer is a member of the Board of Directors. Furthermore, wherever he is not a member of the Board,
he usually atiends board meetings in ordes to be consulted and advise on the financial matters of the
enterprise. Thus he serves as an important member of the ‘top management team’",

Since financial decisions are of vital importance for the survival and growth ol an cater-
prise itis cssential to establish the finance function on sound and efficient lines. The cxact naturc of
organisation (or financial management will vary (rom firm to firm depending upon factors such as firm-
stze, hature ol operations, nature of linancial operations, capability of the firm’s financial ol¥icers and,
most importantly, oa the financial philosophy of (he enterprise . [n the light of this wide diversity of
organisational psactices, it is not surprising to find that in most organisations, the financial officer carries
only routine responsibilitics connected with the finance function ¢.g. receipt, disbursement and custody
ol lunds and securitics; supervision of debenture and share registrations and transfers; administration
of'all wx aftairs; preparation of conflidential payrolls; and so on.

At Caleutta Port, the finance function is given status cqual with other departments like
Traltic, Administration, Engineering, etc. The financial lcam is headed by the Financial Adviser &
Chiel Accounts Offices (FACAQ). F inancial management of Calcutta Port is under his immediate chasge
and he works under the immediate supervision of the Chairman, and under overall control of the Board
ol Trustees. All the powers of the port lic in the Board of Trusiees and, subject to (he provisions of the
Major Port Trusts Act [1963] and directives issued by the Central Government, the Board enjoys
swtonomy. The Ministry of Shipping and Transport, through penodic direclives, lays down the gencral
patiern of timancial control 1o be exercised by the Board of Trustees and the limits on their powers
in certain malters like capital expenditure and appointiments to op posts.

The delegation and exercise of financial and administrative powers ol the Board of

Mitnagement of major ports in arcas and extent are indicated below :

Provision of the Act Limits te Power of the Board of Management
i) Section 34( 1) @) Rs. 100 lakhs fos Bombay & Calculla, and
Power o enter indo contracts Rs.75 lakhs for Madras, Cochin &

Visakhapalnam, Rs.50 lakhs lor other ports.

b) Board of Management will excreise powers
(o the above extent in respecet of projects/
schemes included therein sanctioned under Scc.
92 and 93 of the Major Port Trusts Act [ 1963},
subject to evaluation/scrutiny of ienders by the
tender committee,



it} Scction 36

Power Lo execule deposil works

13) Section 85

Power to {ake overdralls or temporary
loans

iv) Section 92(1)

Power to charge expenditures to capital

v) Seclion 93(1})
IPower Lo sanction new works of
appliances

vi) Seclion Y4
PPower to order execuiton of works

vii) Section 95

Power to compound or comprontise
claimsg

viti} Seclion 96

Power (o write ofT losses

ix) Section 101(1)

Power to sanction expenditure
without adherence Lo approved
estimales exeeplin emergencies,

x) Section 26

Power (0 appoint consulting engincers
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Full Powers

Rs. 10 Takhs in all porls

Rs. 109 lakhs for Bombay & Calcutia,

Rs.75 lakhs for Madras, Cochin &
Visakbapatnam, Rs.50 fakhs for other porls

Rs. 100 Jakhs for Bombay & Calcutta.
Rs.75 lakhs for Madras, Cochin &
Visakhapatnam. Rs. 50 {akhs lor other ports

Rs.50 takhs tor Bombay & Calcutla.
Rs. 25 lakhs for other ports

Rs.3 fakis (or all ports

{t5.30 thousand in each case and Rs.10 lakhs in
agpregale inone year.

Rs. 5 lakhs for Boinbay & Calcutla.
Rs.3 lakhs for other ports

The Board of Management may appoint a
pcrson as consulting engineer subject to prior
sanction of the Union Government

The FACAQ is the principal stalf officer with regard 10 financiai matters at the Port. He is re-
quired to attend all meetings of the Port Trust, including meetings of the different subcommitiees of
trustees. 1is concurrence is necessary to any proposal having financial implications, before it can be
put up to a board  meeting. In case the FACAO has not concurred, a copy of his views are 10 be
appended 1o the proposal. As the designation implics, his (inancial dutics falf broadly under two catego-
ries: [mancial advice, and maintenance of accounts, including budgets. The FACAQ is responsible for

the lollowing functions

i) compilation of accounts, submission of periodical accounting reports and supply of
other imporiant financial statements (o management ;

11) preparation of budget estimates ol income and expendilure;

i} custodianship for the Port’s cash balance and for maintenance of its bank accounts;
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1v) assessment of port charges on equipment;

v} conduct of internal audit of various departments and verification of initial records
maintained by the departinent;

vi) prechecks of bills and claims for all payments, before effecting the payiments;
vii) scrutiny of proposals invelving linancial implications, in accordance with rules and
regulations,
The organisational chain for the linance function at Calcutta Port is presented in the scheduie
below.

For the Calcutta Poyrt Trust.

FACAO
Additionlal FACAO
Deputy FACAO
{ I
Senior Accounts Officer Accounis OfTicer
(Sectional Heads}
‘or the Haldi; >

Deputy Manager{Financc)
Assistant Manager (one post)
Junior Assistant Manager (fwo posts)
Accounts Officers (four posts)
Inspector of Accounts (six posts)

Treasurers

2.4.2 The Finance Division of the Calcutta Port Trust

Al financial aspects of the Port’s operations are covered by the FACAQ’s department.
The department is further subdivided into different sections, each having specific functions, to ease the
work load. The functions of the finance division concern booking , cash & pay, collection, post-
operation & railway audit, engineering -accounts, outdoor audit, stores audit, provident fund, labour
accounts, workshop accounts, and bills receivable, as briefly outlined below.

2.4.2(1) Accounting Responsibilities & Realisation of Charges

The Booking Section serves as the main component of the accounting system , although a
system of centrat accounting as such does not exist under the Calcutia Port Trust. Every transaction
made by the Calcutta Port Trust is recorded through the section . Functioning and accounting reports
from all Jepartments are procured and a balance sheet prepared, for audit by the Auditor-General
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(A.G.), West Bengal. All purchase-proposals for departments other than Stores and Establishment are
routed through the section. A 9-digit coding system is incorporated into the accounting system to keep
account of various heads of expenditure. These nine digits identify the department concerned, the head
of expenditure against which spending has been incurred and the designated officer responsible for
disbursal and control of the expenditure. A cost-ledger is maintained, in which all relevant financial
information is recorded. Every payment to port employees is made through the Cush & pay Section,
although salary bills for the Port Trust are presently prepared by an outside compuler-agency.

Bills payable by various partics using port facilitics and services are realised through (he
Billy Recoverable Section.

The Collection Section is charged with the realisation of the revenue-dues of the Cal-
cutla Port Trust, through its subsections which cover jetty coliection, marine collections, coal & petro-
leum levies, and shed charges. Caicutta Port has five jelly collection centres located at Kidderpore,
Netaji Subhas Dock, Katapukur, and at the Kidderpore and Netaji Subhas Dock Boat-toll collection
centres. These collection offices levy jelty charges according to the ‘scale of rates’ or ‘schedule of rates’
prescribed. Pilotage charges, berth-hire charges, tug charges, etc. from steamer-agents are realised by
the Marine Collections subsection, and charges for the import and export of coal by theCoal and
Petroleun Levies subsection which also charges due for both oil jetties at Haldia and Budge-Budge.
Storage charges due to the port are realised by the Shed Charges subsection. Sheds at the Port can be
used free of cost by both importers and exporters for specified periods of time, which differ according
(o nature of cargo. The total volume of charges realised under this last-named head is appreciably mote

compared to the others.
2.4.2 (i) Mode of Collection of Port charges

Modes of collection of charges arc of two types, i.c. acceplance of cash payiments, appli-
cable mainly to occasional portusers, and acceptance of charges against deposit accounts of regular
userss. In case of the latter, charges are collected and debited (o the parties’ accounts. Towever, the
minimoum deposit in such accounts musl not be less than Rs. 10,000. Separate counters realise import
and export charges, since these difler in nature. For lixing and realisation of charges leviabic, the docu-
ments required include jetty challans, bills of lading, invoices, bills ofentry and packing lists for import-
cargo, and shipping bills, dock challans and invoices for export cargo.

2.4.20i0) Engineering Accounts

Bills and proposals raised by theChiel Engincer (CE) and Chiel Mechanical Engineer
(CME) are processed, checked and audited by the Engineering Accounts Section and then passed on
to the appropriate authority. For work-projects that originating from the CE, administrative approval
first has to be obtained and detailed estimates of the project are submitted, against which sanction is
obtained. Tenders are then opened, the executing agency selected, and a work order issued. After the
work has been executed, work bills are reimbursed. Every stage of the operation cycle must have a ‘no-
objection certificate’ from the FACAQ. Estimates contained in proposals received from theCME are
vetted by the Workshop Accounts Section, which also scrutinises and arranges payment of bills drawn
for non-budgeted staft of the CMLE's department . The section also prepares monthly statements of
payments to non-gazetted staff for the purpose of recording accounts of these.
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2.4.2(iv} The Audit Sections

Post-operation audit and refunds of charges in case ol overcharge, or reclamation of charges
in casc of undercharge are made by the Post-Operation & Railway Audit Section, in accordance with
documents sent by the Traffic depariment. The functions of the section are, thus, the coliection of extra
charges after audit (by the rules concerned, the CPT can claim such charges within a period of two
years), the passing of weighment-charges bills after verification, and consideration of all claims for
refund of overcharges. In case of overcharge, the party concerned has to claim the extra amount paid,
with authenticated decuments, within a period of six months.

The Outdoor Audit Section principally audits various documents of traffic, e.g. stock
registers, etc. and preserves such documents. The section also audits the stock-register of stores; super-
vises encashment of leave by Class [V staff of the Port; and verifies provident fund accounts before
settlement. Outdoor audit staff section are empowered to visit different sheds, docks, etc. for verifica-
tion and audit of relevant documents. All proposals for purchases of stores are however processed and
audited by a separate Stores Audit Section, which also approves all suppliers’ bills. Proposals of
purchase are checked {or conformity against the financial powers of the Controlier of Stores. Periodic
reports are prepared by the section on the stores operation of the Port.

2.4.2(v) Labour-Related Accounts

The Labour Account Section prepares regular statements of pay bills and arranges for
payment of the bills for A’ category porters. It also prepares the retirement benefit bills of port labour.
The Provident Fund Section maintains personal provident fund accounts for all personnel of the Port
Trust, and prepares and processes final provident fund biils of all employees before their superannua-

tion,

2.4.3 The Finance Division of the Haldia Dock Complex

The finance division of HDC keeps track of the financial position and movement of funds
at the Haldia Dock Complex, and prepares and maintains records of all details of income and expenditure
at the port, along with the vsual ‘budgetary functions’. The work of the division spreads over seven
sections.

2.4.3 (i) Charges Leviable

Miscellaneous sources of revenues accruing to the HDC include marine & cargo dues,
rental dues, railway and demurrage charges, and electricity charges. Marine dues are charges realised
[rom steamer agents against the facilities provided to them by the port, include pilotage charges, ships-
handiig charges, tug-hire charges (for both tugs in-stream, and tugs in-docks), berth-hire charges, and
port dues (to cover a part of dredging cosis). Parties availing the HDC's services are required to
advance an ad hoc deposit against cargo-handling charges. Charges levied depend on the mechanical
lacility provided, manpower recruited for handling the pasticular consignment, nature of the cargo,
weight of the cargo, etc.

All land property in the dock and the Haldia township is owned by the HDC. This land has
however been leased oul Lo parties whose functions are port-oriented or port-boosting in nature, i.e.
which help in nourishment of the port by providing it with more seaborne traffic. The HDC earns estate
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rents Irom such tenants, The HDC colleets haulage & demurrage charges on railway operations. The

accounting part of this charge is the responsibility of the finance division but the billing part is done by
the traftic department. The HDC acquires electricity from the West Bengal State Electricity Board and
distributes it in the Haldia township through a captive substation. Against this, clectricity charges are
collected (ron vsers of this service.

2.4.3(i1) Sectional Responsibilitios

All incomes of the HDC are dealt with by the Revenue Section, which keeps records of
these and prepares financial/ revenue statements for the complex. The Engineering Account s Section
keeps record of all expenditures relating to engineering equipment. The section is further subdivided into
two wings, one of which looks after engineering bills, while the other is in charge of engineering booking,
or the general account. Accounts and bills of suppliers of various materials to port stores are dealt with
mainly by the Stores Accounts Section. A 10-digit coding system is followed, in which the first three-
digits identify the cost-centre, the next three define the type of expenditure, and the subsequent three
digits indicate cost units. The last digit is a *dummy’ meant for accommodating future evenlualities.

The Cash Section (or Pay Bill Section) deals with salaries and wages of HDC employees
and the other fringe benefits and retirement benefits due to them, with the exception of provident funds
accounts which are handled at Caicutta. All bills for the HDC, excluding the salary bill, are prepared by
the Electronic Data Processing Section. The Pre-Audit Secion handles the pre-audit of accounts be-
fore any payment is made against them.Accounting for the HDC as a whole is finalised through the
General Accownt Section. Ledgers are maintained, and the preparation of the port's budget is doac in

accordance wilh these.

2.5 Accounting and Budgeting Procedures

_ ln accordance with the provisions of the Major Port Trusts Act [1963], all major ports
maintain accounts on systematic and scientific basis. Within the system of accounting followed, port
income and expenditure are accounted for on a functional basis, i.c. income and expenditure against any
a particular activity are shown as such in the accounts. There are four principal activities which are
common {o both imcome and expendilure, namely, cargo handling and storage, port and dock (acilities
lor shipping. including pilotage, working of port railways and rental of port lands and buildings. There is
atso a fifth activity i.e. management and general adininistration found on the expenditure side alone,
and expenditure on it has to be apportioned amongst the preceding four activities by source of expendi-
ture. Besides these, there are separate accounting heads that show [linance, and miscellaneous in-
comes and expenditures, Income accounts appear only in the general ledger wherce all transaclions arc
recorded against cach main activity, while expenditure accounts appear not only in the general kedger
but also o the cost ledger, where costs are recorded under each main activily.

Portaccounts arc classilied inlo income accounts and expenditure accounts. ixpenditure
accounts are further presented departmeitatly, by budget-centre and are then broken down by cost
centres (areas of responsibilitics). These cost centres comprisc an expenditure breakup over various
categorics. A budgcet-centre, on the other hand, is a scction ofthe organisation of an undertaking
delined for the purpose of budgetary control,
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2.5.1 The Budgetary Function

Financial control is possible only afier preparation of budgets. As preliminary to analyses
ol budgeting procedures, general concepts about budgets and budgetary control arc lirst considered.

Control can be of two types, i.c. physical and financial. Physical control is in term of
units of output or any other such physical measure, while financial control is generally expressed in
monetary terims, in relation (o time or quantity. Both forms are ¢ssential (o financial management.
Financial control plays aneven more important sole compared to physical control, il we consider the

overall importance ol finance to the enterprise,
2.5.1.01) The Budget

A budgel may be defined as the guantitative expression of a business plan for a specified
future period, usually the financial year, and thus is simply a financial forecast for a future period.
According to the definition provided by the institute of Cost and Management Accountants of the
1.K., abudget is “a financial and/or quantitative statement, prepared and approved prior to a defined
period of time, of the policy to be pussued during that period for the purpose of attaining a given
objective. It may include income, expenditure and the employment of capital”. In short, it may be

considered as a guide to enterprise,
2.5.0.00) Buedgetary Controf

Every plan must be followed up by action or operation. Management has to control
operations contiwousty in line with the plans, so that planned results may be achieved. This ‘plan-
action-control’ may therefore be considesed to be a triangie and without any only one aspect the triangle
remains incomplete. Budgetary control can then be defined as the control exercised by management in
comparing performance with plans, and in initialing corrective action to sccure planned results.

Budgeting has (herefore assumed a great deal of importance in both public and privale
enterprises. Budgets are one of (he recogaised tools of management, both while formulating policics,
and while keeping check on their exceution. it is thus very desirable that major ports should develop a
proper system ol budgetary control. “A properly designed and organised budgelary control system,
when understood and supported by the stalT, should contribute positively and constructively to the
clficient working of the port™'.

2.5.2 Classification of the Budget

Budgets may comprise two types viz.the revenue budget and capital budget.

2.5.2(1) Revenire Budyet

The revenue budget pertains to operating and other expenditure chargeable to the period of
account viz. one year.. The revenue budget is prepared on the basis of traffic forecasts made on realistic
projections by the Rescarch and Planning Department. The expenditure budget, on the other hand. is
prepared on the basis of past actuals of expenditures and probable changes that may take placc w the
cnsuing year.

The process of preparation of a revenue budget is as follows. First, the finance department
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sends a general letter addressed to all the heads of the departments requesting thes to furnish information
relating to the budget estimates for the ensuing year. After compilation and consolidation of the information
provided. the finance department sends the budget estimates to the Port Sceretary’s department. This
cnables the Secretary’s department to make the budget estimates available to the Trustees, in advance
of the special Board mecting. As per section 98 of the Major Port Trusts Act [1963], the Board has to
meet on or before 3 st January in each year to consider budget estimates, and may provisionally approve
them with or without modification, The provisionaily-approved cstimates have to be sent to the Union
Government of India or before 10th February cach year.

2.5.2(11) Cupital Budget

"The capital budgeting process involves planning the availability, and controlling allocation
and expenditure of long-term investment funds. Three essential questions that have to be answered in
the capital budgeting process, relate to how much money would be needed for forseeable capital ex-
penditure in the coming planning period, how much money is likely to be available for such proposed
investments, and how the funds available would be assigned to projects under construction.

Control over capital expenditure would be difficult without capital budgeting. Capital
budgeting lielps management in forecasting future requirements for funds and thereby enables advance
planning (o secure additional funds when these are needed. Keller & Ferrara define capilal expenditure
decisions “as those which involve expenditures made in anticipation of maintaining currentrevenyes and

increasing future revenue prospects™.

In capital expeaditure decisions, management has several alternatives and the question it
confronts relates to which alternative shiould be chosen to invest its limnited resources . Naturally,
management would like to choose the investment alicrnative which yields the greatest net benefit. The
benelit or return obtained from investment of such funds must at least be equal to the cost of capital

procured [or investment.

In case of major ports, the capital budget covers both development works of the port as
well as works connected with renewals and replacements. The budget is prepared on the same lines as
the Revenue Budget, within the framework of the port’s programmes under the Five-Year Plan, which
had in turn been framed following the necessary cost-benefit analysis. The capital budget for a port may
be broken down over several groups of items, such as

i)capital expenditures on port-properties, including land; buildings, sheds and other structures;
capital costs of dredging; and capital expenses on construction of wharves, roads and

hunders;

1) capital expenditures on port-equipment, including floating crafi; railway and rolling stock;
navigational aids; and cranes and vehicles;
iii) capital expenditures on pori-plunt & installations, including plant and machinery; and
installations for water, clectricity, telecommunications and fire-fighting.
The individual items above are again divided into sub-items and there is a separate and
detailed accounts classification in the general ledger to collect and compare actual capital expenditure

under cach item ot sub-item, as also for cach individual work. -

According to section 98 of the Major Port Trusts Act [1963], major porls have to submit
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budgel cstimates to the Union Government every year for its sanction. It may be mentioned here that
PSUs are not required to submit their revenue budgets to Government, but that the policy of submitting
capital budgets to Government for approval is natural and cannot be found fault with, since for both
initial capital outlay and major capital expansion, the sums have largely to be drawn from the central

exchequer.

2.5.3 Management Accounting

One of the most widely acceptable definitions of management accounting defines this as
the presentation ol accounting information in such a way as to assist management in the creation of
policy and in the day-lo-day operations of an undertaking'®. Management accounting thus refers to
presentation of accounting information to management in order to assist the managerial functions of
decision making, planning and control. Management accounting can be said to include all accounting
techniques including financial and cost accounting, and also the use, in appropriate situations, of math-
emaltical and statistical techniques, From this standpoint, the following methods and techniques are

usually applied:

_i) Analysis of Cash & Fund Flows
ii} Analysis & Interpretation of Financial Statements,
using Accounting Ratios & Statistical Measures
ii) Financial Planning
iv) Trend Analysis & Business Forecasting
v) Capital Budgeting
vi)} Marginal Costing
vii) Budgetary Control & Standard Costing
viil} Operations Research
1x) Performance & Efficiency Audit
x) Reporting

These methods and techniques are now explored in further detail.

2.5.3(1) Analysis of Cush & Fund Flows

Cash-llow stalements are stalements of changes in the financial positions prepared on the
basis of funds defined as cash or cash-cquivalent. In simplc words, a cash-flow statement shows the
sources of cash receipts and the purposes for which payments are made, thus explaining the changes in
the cash balances of the enterprise. Funds-flow statements will be widely defined in chapter 4. In
summary, it may be said the funds-flow statement is a useful tool in the financial manager’s analytical
kit. The basic purpose of the funds-flow statement is to indicate on a historical basis where cash came
from and where it was used. It is often regarded as a counterpart to the cash budget. The cash budget is
a projection into the future whereas the funds-flow statement is historical. The funds-flow statement is
a report on the financial operations of an enterprise.

A cash-flow statement is not very diflerent from a funds-flow statement. While in the
preparation of funds-flow statements, the sources and uses of all funds are taken into account, only the
sources and uses of cash alone are taken into consideration in the preparation of cash-flow statement.
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2.5.3(i1) Analysis & Interpretation of Finuncial Statements

The purposes of the conventional revenue statement and balance sheet are to show, firstly,
the resulis of operations for the period under review, and secondly, the assets and liabilities of the firm
at the end of the reference period. It is however difficult to make inferences from the mass of figures
included in the usual annual financial statements. So in order to gauge the financial health of the firm
accurately it generally becomes necessary to regroup and analyse the figures disclosed by the conven-
tional statements. The use of accounting ratios enables conclusions to be drawn from the redrafted
figures as Lo the earning capacity and financial condition of an enterprise.

Analysis of financial statements comprises the breaking- down of a complex set of factors
of figures into simple elements. Analyses are generally of two types, viz. (a) analysis of financial state-
ments over a number of years, in which case the ‘trend’ is important; and (b) analysis of the financial
position of the enterprise at a particular date, as disclosed in a set of financial statements. To evaluate
the {financial conditions and performance of a firm, the financial analyst needs certain yardsticks, Ac-
counting ratios and statistical measures are frequently used for the purpose.

2.5.3¢01) Financial Planning

Financial planning is defined in the guidelines to be followed in important decisions relating

o financial matters, such as

(a) the determination of capital structure requirements and their finance;

(b) the determination of working capital requirements and their finance.

(¢) the scheduling of long-term investments e.g. capital expenditure planning.

{d) determination of credit policies, profit-retention policies, and dividend policies, etc.

These are some of the essentials of the financial spectrum usually included under financial
management. Some require management accounting in a restrictive view which includes various ac-
counting methods, systems and techniques, e.g. Financial Accounting, Cost Accounting, Budgetary
Contro! and Standard Costing, Marginal Costing, etc. 1t is imperative for any management accounting
system to consider the full implications of all aspects that relate to finance i.e. the raising of the financial
resources, their effective deployment by the enterprise, generation of internal financial resources and
their allocation.

2.5.3(iv) Trend Anolysis & Business Forecasting

FFor analysis of the trends of data shown in financial statements, it is nccessary to obtain
statements tor a number of years. The method involves calculation of percentage relationship that each
statement-tem beass (o the value of the samie item in the ‘base year’. Trend percentages disclose
changes in financial and operating data over specific periods and make it possible for the analyst to form
an opinion as to whether the tendencies reflected by the data are favourable or unfavourable.

Trend ratios are calculated only for some important items which can be logically connected
with cach other. Unless the connection exists, the ratios are not meaningful. For example, trend ratios
tor sales, although showing a clear increasing tendency, are meaninglul in the real sense when com-
pared to (a) operating assets which might have increased at a higher rate; (b) the cost of goods sold
which might have increased at a lower rate; or (¢) witl operating expenses.
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While auditing trend percentages, the following weak linkages need to be kept in mind:

a) Trend percentages or ratios become uncomparable if the accounting practices reflected
in accounts have not been consistently followed every year.

b} A change in price level would make comparisons out of tune. Financial figures for
every year need to be adjusted in the light of charge the prices before trend percentages
are calculated.

c) Trend percentages must not be read without referencing also considering the absolute
data on which they are based. In the absence of absolute data, conclusions could be

wisleading,
2.5.3¢v) Cupital Budgeting

The concept of capital budgeting has been discussed earlier. In summary, it may be said
that the capital budgeting bears reference to decisions to invest current funds most efficiently in long-
term activities in anticipation of an expected flow of future benefits over a series of years. These long-
tesm activities are those which affect operations beyond the period of one year. Generally, capital
budgeting decisions will include addition, disposal, modification and replacement of long-term or fixed
assets.

2.5.3(vi) Marginal Costing

To understand marginal costing, the meaning of Marginal Cost first needs to be defined.
Marginal Cost is the amount, at any given volume of output, by which aggregate costs are changed if the
volume of output is increased or decreased by one unit. This is subject to the condition that fixed costs
do not change with the increase in volume. Marginal Costing comprise ascertainment of these costs and
of the effect on profits of changes in volume or type of output, by differentiating between fixed costs
and variable costs. Although not a distinct method of cost-ascertainment such as job or process costing,
it applies existing methods in a manner that brings out the relationship between profit and volume of
output. Marginal costing may be so designed as to apply to all types of costing: i.e. job and process, as
well as historical and standard.

2.5.3¢vii) Budgetary Controf & Standard Costing

Standard cost has been defined as a predetermined cost which is compuied in advance of
production on the basis of specifications of all the factors affecting costs and used in standard costing.
When standard costs are used, the technique is known as Standard Costing. Standard Costing is thus
defined as the ascertainment and use of standard costs and the measurement and analysis of variances,
and thus, sequentially involves the ascertainment and use of standard costs; (the measurement of actual
costs; comparison of standard costs 1o actual costs to obtain variances, and the analysis of variances
leading to appropriate corrective-action, where necessary.

Budgetary Control had been discussed earlier in this chapter. While Budgetary Control and
Standard Costing are interrelated, they are not absolutely interdependent’®. Budgetary controls can
operate in industries where it would be difficylt, or at least not desirable, to apply standard costing.
Generally, however, it is found that the value of budgetary control is enhanced if used in conjunction
with standard costing. Similatly, standard costing becomes more effective and fruitful if supported by a
system of budgelary control. If no formal system of budgetary control is in operation, standard costing
can be carried out only by defining these conditions as part of the standard costing procedure. This is
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tantamount to the esiablishment of budgets even in the absence of formal budgetary control. Standard
Costing and Budgetary Control are therefore complementary to each other and, for optimum benefits
both should be in operation simuitaneously.

2.5.3¢viil) Uperations Research

A simple definition of Operations Research describes it as “ a scientific methodology which
is applicd to the study of the operations of large complex organisations or activities with a view to
assessing the overall implications of vartous allernative courses of action, thus providing an improved
basis for management decisions”. The science is of recent origin. [t was first applied in the last World
War, when scientists where asked to work in close calibration with senior officers of the Royal Air Force
in Britain, to find out the reasons for the ineflectiveness of certain radars supplied to the RAF.

Operations researchers have now turned their aitention to the complex problems of indus-
try and busincss and apply scientific metheds of observation and analysis Lo resolve these. However
there still appears to be some air of mystery about these because like any other applied science, it is
diflicult to define operations research so as 1o fully cover all aspects of its use. In a nutshell, operations
research may be said to be the application of modern science to complex managerial probiems so as to
help management in scientific determination of policies and actions. Thus operations research is prima-
rily a tool for planning rather than for control. Engincers, technicians, mathematicians, stalisticians and,
to some extent, accountants combine o form an operations research team which makes an overall
scientific analysis of problems through mathematical or statistical models. These models, which incor-
porate measurement of factors of chance and risk, constitute the framework of analysis. They assist in
predicting and comparing the results of feasible actions in order to assist the choice of the best alterna-

live.
2.5.3(1x) Performance & Efficiency Audit

Cificiency or performance audit comprises the appraisal of operational performance to
deternmine whether business plans have been executed efficiently. It is not enough merely to see that
expenditure incurred has been according to plan, but the results obtained should also be as they where
planned. Broadly speaking, efficiency audit starts with the examination of the plan (which may, for
instance, be in the .form of financial or other functional budgets), and extends to the comparison of the
actual performance against the plan and the investigation into the reasons for variances. Such compari-
sons may also be made with reference 10 performances during other periods or may be extended to
inter-firm comparison between units of the same or of different industries.

Elficiency audit is of particular significance in industrial concerns and ensures thal real
ceconomy has, in general, been effected in all spheres of business i.e. that cvery rupee invested in capital
or other licids yields optimum returns and investment in diffcrent spheres of business is adequate,
balanced, and optimum. Efficiency audit also checks whether job evaluation and merit rating have been
introduccd on correct lines and are being rigorously adhered to.

2.5.3(x) Reporting

Management can exercise control only when information is made available to it. Such
information may relate to physical or financial performance, or to variations of actual costs from stand-
ards, where standard costing is in force. Information is usually conveyed to appropriate management
levels in the form of written reports enabling them to take appropriate action. Reports for internal use
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are called internal reports. Management is also obliged to supply financial and other information (o
sharchelders, tax authorities, stock exchanges and Government agencies like the Company Law Admin-
istration, Controller of Capital Issues, etc. Reports to external groups are called external reports. Most
reports are periodic in nature and are made at regular intervals, as per the requirements.

Periodic reports are also relerred to as General Purpose Reports. As against general re-
ports, there are also special reports intended for special purposes. While special reports are submitted
usually Lo the Board of Directors or top management, general purpose reposts are submitted to various
levels oF management from foreman to managing director. These various levels according to keller and
Ferrara are a line of defence against waste ......some levels could actually be more important in cost
control than other levels™,

A primary function of accounting reports is to communicate information pertaining to the
area of responsibility of any specific individual. The report highlights unfavourable trends, if any, so as
to enable the individual to institute corrective action before the situation goes out of control. In large
enterprises, it is not possible for middie and top management to personally observe and organize all
operations covering production, finance, marketing costs and other operational activity. To enable the
management to exercise effective control the accounting department has to compute, summarize and
interpret the information. Reports prepared by the accounting department are of great help in reducing
costs and increasing the effectiveness of different operations.

2.6 Financial Management for Major Ports

The finance function may be defined from three aliernative dimensions i.c. as being
almost exclusively concerned with the procurement of funds; as being identified with cash; orasa
decision-making process, lollowing from analytical comparison of alternative uses and sources ol
tunds - the third definition is most suitable to the present analysis. Effective financial management is
imperative for any enterprise irrespective of size, nature of ownership and controi, whether it
belongs to the manufacturing or service sector. Thus a financially-sound port, through relatively
cheaper services, can increase both export and import flows by making trade with outside markets more
competitive and atlractive.

The two groups under which the finance function is traditionalfy classified are, respec-
tively, executive and incidental finance functions. Of these, the first applies administrative skills in
planning and execution, while the second covers the work of bringing financial decisions at the execu-
tive level into effect. The executive finance functions concern formulation of asset-management poli-
cies, estimation and control of cash requirements and flows, allocation of net profits, assessment of the
need and sources for external finance, and, importantly, the monitoring of financial performance. Inci-
dental finance functions concern, on the other hand, supervision over of cash receipts and payments,
custody and security over cash balances, securities, etc. and the maintenance of records and periodic
reporting.

Port commissions had previously recommended that ports should operate in a manner that
nicets all financiat obligations such as working expenses, depreciation, interest, elc. But a strong argu-
ment in favour of the creation of surplus at ports bases itself on the fact that major ports cannot be
ciliciently run without creating surplus balances which are essential both in unforeseen contingencies,
and for meeting the costs of port development and asset-replacement. The Major Ports Commission
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[1970] thus recommended a 12 perceat return on capital employed for all major ports. The principle is
now followed while fixing port-charges, while with escalation in interest charges, the recommended rate
of return has been scaled up to 15 percent. Pursuance of such recommended financial objectives would
cnable ports to exercise considerable financial independence, and also to invest in incremental port

assets which benefit portusers.

Executive management can exercise financial control only when information is made avail-
able 10 it relating to physical or financial performance, or to variations of actual costs from standard
costs. Such information is usually {orthcoming in the form of written reports from the financial manage-
ment conveyed to appropriale executive levels. Such reports can be internal or external, depending on
whom they are circulaied among. Most accounting and audit reports arc periodic in nature and are made

at regular intervals.

Financial management at Calcutta-lHaldia Port is under immediate charge of the Financial
Adviser & Chicl Accounts Officer (FACAO), under overall control of the Port Trust. Financial aspects
of operations at CDS and HDCare subdivided under different sections. A comprehensive picture of the
financial health of a port is available from various financial documents prepared under its finance func-
tion. All major ports maintain systematic accounts. Port incomes and expenditure are accounted for on
a functional basis, with four principal port activities being common to both income and expenditure,
namely, cargo handling and storage, port and dock facilities for shipping, including pilotage, working of
port railways and rental of port lands and buildings. A fifth activity i.e. management and general
administration is found on the expenditure side alone. Besides these, separate accounting heads show

finance and miscellancous incomes and expenditures for a port.

The budget is a financial device which pre-states business plans for the forthcoming finan-
cial year. Budgetary control is then applied by comparing performance with plans, and initiating correc-
live action wherever necessary. A properly-designed budgetary control system thus contributes posi-
tively to the efficient working of a major port. Port budgets comprise many interrelated components.
‘The revenue budget pertains to operating and other expenditure chargeable to the accounting year, and
is prepared on the basis of traffic forecasts made on realistic basis by the Research and Planning Depart-
ment. The expenditure budget on the other hand is prepared on the basis of past actuals of expenditures
and probable changes that may take place in the ensuing year. Capital-budgeting involves planning the
availability and allocation of long-term investment funds. The capital budget at major ports covers both
development works and maintenance works, and is prepared on the same lines as the revenue budget,
within the framework of port programmes under the Five-Year Plan. Major ports annually submit their
budget estimates to the Union Government for sanction.

Cash-flow statements are stalements of changes in the financial positions prepared on the
basis of funds defined as cash or cash-equivaient, Of these, the funds-flow statement which indicates
fund sources and commitments on a historical basts is most useful in financial analysis. However, in
order to ascertain the financial position of any organisation accurately it generally becomes necessary to
regroup and analyse the figures in these conventional statements. Such computed accounting ratios
cnable sharper conclusions to be drawn as 10 the financial health and profitabiiity of the enterprise, thus
serving as financial yardsticks. Efficient exercise of financial planning oversees the mobilisation of all
financial resources and their effective deployment, as also the generation of internal financial resources
and their allocation. Trend percentages which disclose changes in financial and operating data over
specific periods make it possible for the financial analyst to form opinions as to whether the tendencies
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reflected are favourable or unfavourable.

Of the other methods of financial assessment, cost-accounting is also oflen applicd as a
supplement. This method is based on evaluation of marginal costs and/or standard cost. The technique,
when the latter concept is applied, is known as Standard Costing, which is interrelated with budgetary
control. Operations Research can also be applied in studying large complex organisations to assess the
implications of alternative courses of action. Efficiency or performance audits appraise operational per-
formance in terms of efficiency of operation.

After discussing definitions of the finance function and applications of this in the context of
(inancial management at CHP, the third chapter will consider historically, the development of CDS and

HDC.

Reflerences:

I.Kuchhal. $.C.: Financial Management; Chaitanya; Allahabad 1993; pp.2

2. Rao, Y.G: Finuncial Management in Public Undertakings, Deep & Deep Publications; New Delhi
1987; pp.11

3. Kuchhal, 5.C: op. cit.; pp4

4, Op.cit.;, pp.63

5. UK. Ministry of Vransport: Report of the Commitice of Inquiry into the Major Ports of Great

Britain, HMG Stationery Oftice; London 1962; pp.60

6. U.S. Department of Commerce & Marine Administration: Public Port Financing in the United
States; Washington 1974; pp.v

7. Report of the Commission on Major Ports; op. cit.; pp.63

$8.0p. cit; 2.2.1

9. UNCTAD: Port Pricing; New York; 1975; pp.17

10.0p. cit.;, pp.66

1. Op. cit.; pp.29

12.The cbservation made by I, Weston in 1954 is cited in E. Walker: Essentials of Financial
Management, Prentice Hall of 1ndia Ltd.; New Delhi; 1974; pp.7

13. Hunt, P., Williams, C. M. & Donaldson, G.: Busic Business Finance: Text & Casex; Richard
D.lIrwin Inc. Homewood, lllinois:; 1961; pp.6

14.Pandey, LM.: Financial Munagement; Vikas Publishing Flouse Pvt. Lid.; New Delhi; 1979; pp. 16
15.Kuchhai, S.C.: op. cit; pp.2

16.UNCTAD: Financial Management of Ports; Geneva; 1979, pp.57

17.Keller & Ferrara: Financial Accounting for Profit Control

18.Bancrjee, B.: Financial Policy & Munagement Accounting, World Press, Calcutta; 1984; pp.1

19.1.C.M.A: Ai Introduction (o Budgetary Control, Stundard Costing, Material Control, &
Production Control; 1968; pp.7

20.Keller & Ferrara: Management Accounting for Profit Conitrol


file:///id.Op

CHAPTER - 3
THE MAJOR PORT SYSTEM OF CALCUTTA & HALDIA

The present chapter considers the locational, technical and special characteristics
of the two systems that together constitute the Calcutta Port Trust. These are namely, the Calcutta
Dock System upriver on the Hooghly and the newer complex at Haldia located further
downstream. The two systems are interlinked, making it sensible to speak of the Calcutta-Haldia
Port as constituting a singie major port. However, the chapter approaches the two port-systems
chronologically.

3.1 The Calcutta Dock System

3.1.1 Location

Out of the eleven major ports in India, five are located along the east coast and the
six remaining are on the west coast. Calcutta Port, on the east coast in the state of West Bengal
lies 1o the north of the Bay of Bengal, and is one of the four largest operational major ports in
india.! The uniqueness of Calcutta Port arises from the fact that it is the only riverine major port
in India.” Calcutta is situated on the left bank of the river Hooghly at latitude 22°33’N and
longitude 88°19°E (refer map).” Ships bound for this port have to travel 203 kms. upriver,
negotiating several difficult bars and bends, to reach Calcutta Dock System (CDS) from the
Sandheads. The ships also have to wait for a rise in tide to commence the onward journey to the
port, and it thus takes about 30 hours for a ship to reach the CDS, including waiting time for the
tide. The outward journey after loading/unloading takes about 40 hours. Minimum draft at the
entrance channel of Calcutta Port is 6.7m. and the minimum width is 467m.". The Port itself
extends from its mouth near Budge Budge to Serampore, with jetties and warehouses to both
sides of the river. Because of the riverine character, Calcutta is an expensive port. Its mouth is
frequently silted-up, necessitating large dredging operations. The maximum size of vessels able
to enter the river Hooghly is restricted by the existence of several bars and bends and by the
available depth, which fluctuates daily. Only ships that are under 152.4m. in length and less than
21.3m. in beam are aliowed under lock-entrance restrictions of CDS, and should be loading to
a maximum draft about 7.9m. The CDS has two turning circles, with diameters of 549 m.*

Calcuita Port commands a vast hinterland of about 80,000 sq.km. comprising the
states of West Bengal, Sikkim, Assam, Bihar, Orissa and parts of Uttar Pradesh and Madhya
Pradesh in India, as also the neighbouring countries of Nepal and Bhutan. The region is inhabited
by about 200 million people (1981 Census) and is rich in agricultural, mineral and industrial
resources. It is also extensively served by a network of transport and communication.



.,
'}_ \'2. e - -‘"
() SRINLC AR HJ
I @ c-
{ ¢
N " b . * ‘.?
_ ./- \"V".., 3
i A 3TPr Y 5
)} X ..jf\\_
J/CH ANDIGAnyL S
£ v e
ri 5 '
/‘/ >
~ S ‘.\. \ff,i.OELHI S
4 e L N
. Jaceun 3
N & & m

NAVASHE \'A‘i

ﬂulmgm

Rra.
HOAMYSAD B 1
ARABIAN SEA ?
Korwg. }
BANGALORE \
HEW MANGALCAE " N,
Mangaiore a ) —
o
f‘ ' &uapras
Cancuts} { "—';!crcherry
* . Deypare Suddalore
.~ .
O
*

NIzzsallingm

n:\r wIAUN !
. Hepgr2chqra T IC RN,
[=arlong

NDVAM OCEAN \-/

O Thege
LLIC KNOW ..

,-

—
- n?u ) =
(r V7~

'-iSAI(M:.pg,;"‘n

Makmagg
Maciazinom

BAY OF BENGAL

LEGEND

. MAJGR PORTS
= INTERMEDIATE PORTS
Q9 STATE-CAPITAL

——--INTERNATIQON AL, BOUNCARY

——.3TATE BOUNOARY

FIG.NO. 1

'l '

!

,.-

t nauacmg"/

ruorri ‘Lf'-—-'-*’_d’ 1_

3@*#

—_— -

.




WBefd G lay

R

3

=TT

NOOLNOJ Auw3a

SONIHOOW 30vNvigs3

fllllllll\l.l.ll.lul\

SONIHOOW
WoYWHINIYS

o
z
[\
]
g
o
2]
£
£

o
4
i
g
3
4
=
@
EJ

FIRYHLNA 2307
IYOJYI0AN

t

NOISN3IX3 SN

EL)

\
€ ONHiN3g )
¥ ONH1u3g e
NICT LI 06 —~ Yl 5

IINVYINT ND0T %
SYHBNS IrvLIN

- Oz
~, BHLHIS
v Hiy3g




LA

-

FONYHINT %201




[

Au:u;q“d

ey HyndOl W

Caleullq
Carden Reach

N

Moyapur
Reyapur

SAGAR '\
fISLAND Namkhaw \} \ \l/

Y
A W (s |

c—-ﬂ‘_‘

— ]




40

In 1992-93, about 8 percent of total value of Indian exports and 14 percent of total
value of imports pass through this port. The main items of export at the Port are tea, jute &
gunnies, shellac, linseed, ores, hides, mica, sugar, iron scrap, finished steel, engineering goods
and structurals. Principal items of import are salt, fertilisers, machinery, hardware, petroleum,
cement, phosphates, edible oil and sundry other commodities. In 1992-93, the volume of imports
stood at 3.68MT, against an export volume of 1.48MT. Of the import commodities, the principal
item was petroleum oil & lubricants (POL), constituting about 46 percent of total imports. The
nearest seaport to the port of Calcutta is Paradip, situated at a distance of 380kms. from Calcutta

city along the east coast .

3.1.2 A Brief History of Calcutta Port

The history of the port dates back to the 14th century when the province of Bengal
had many flourishing ports, most notable of which was Tamralipta, or modern-day Tamluk. The
port of Saptagram or Satgaon (literally seven villages) began to flourish in this century. Much
before the arrival of the British, Calcutta was a favourite anchorage for European traders. In the
16th century, the Portuguese felt the upriver journey to Satgaon to be unsafe for their ships and
anchored them near the site of Calcutta, from where the cargoes were taken up the Hooghly by
country-boat, Satgaon thus came to be superseded by the port of Hooghly and when the Nawab
of Bengal captured the Portuguese fortress there in 1632, it became the Mughal headquarters.

Merchants had founded the village of Gobindapur and established a market at Sutanuti
because silting of the Hooghly had made it difficuit for larger vessels to sail upriver. On 24
August 1690, the English under Job Charnock anchored at this new site, but the decision to
locate British trading headquarters there was not sudden. Charnock had lived at Cossimbazar,
Hooghly, Patna, Balasore, Uluberia and Hijli too, but finally settled on the site that was later to
become Calcuita for establishment of trading headquarters in 1690. Calcutta was preferred for
various reasons. The river at the point where the Howrah Bridge (Rabindra Setu) now stands
is at its narrowest, and was therefore most easily crossed. Of all upriver locations to which
oceangoing vessels could proceed, Calcutta offered by far the best anchorage.

The first dry-dock was constructed at Bankshall Ghat in 1790. The Calcutta Port
Commissioners came into existence on 12 August 1870, and the Calcutta Port Trust constituted
in 1975.

3.1.3 Berthing Facilities at Calcutta Port

The CDS is constituted by two dock-systems and an oil-jetty. Kidderpore Dock has
19 cargo berths, including one berth with mechanical foodgrain-handling facilities that is linked
to the grain silo of the Food Corporation of India (FCI). Of 9 other berths at Netaji Subhas
Dock, two are exclusive to containers, one for liquid cargo, one with a 200T capacity crane for
heavy-lift cargo and five others for general cargo. The Budge Budge petroleum wharves have
five jetties, all for liquid cargo, with extensive tankage facilities.

Lowest berth occupancy over the composite Calcutta-Haldia Port was at the Budge
Budge peiroleum wharf (35 percent) and the highest (92 percent) at Berth 8 under HDC, which
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handles coking coal and general cargo shipments at Haldia. Average berth occupancy at
Kidderpore Dock was 59 percent, 69 percent at Netaji Subhas Dock, and 70 percent at HDC in

1990-91.°

3.1.4 Port Estates at Calcutta Port

The port at Calcutta has one of the largest estates among major ports in India. Land
estates of CDS in Calcutta, Howrah and Budge Budge comprise 1347.03 hectares, out of which
1071.91 hectares lie in Kidderpore/Garden Reach area, 51.31 hectares alongside the Calcutia
riverfront (including the Cossipore area), 83.71 hectares at Budge Budge and 140.09 hectares
at Howrah. 97.56 hectares of the port estates are occupied by structures, including offices,
staff-quarters, etc.(30.33 hectares), and sheds, godowns, warchouses, etc. (67,23 hectares).
Approximately 626.28 hectares of port estates have been leased out for various industrial and
commercial purposes, and 720.75 hectares are in the Port’s direct use. Thus 46.9 percent of the
CPT’s metropolitan estates are under outside lease.’

The breakdown of the area under direct use of CDS is:

Docks, Canals & Submerged lands
Roads

Railways & Marshaliing Yard

Open Land {Docks & Storeyards)

242.32 ha. {33.6%)

80.02 ha. (11.1%}
162.00 ha. (22.5%)
177,16 ha. (24.6%)

661.50 hectares

Total
Structures 59.25 ha. (8.2%)
Total 720.75 hectares (100%)
The breakdown of area leased out by CDS is
Land Area Structures
i) Dock Area 466.26 ha. 31.19ha.
. i} Howrah Area 61.16 ha, 5.18 ha.
i) Calcutta Area 8.23 ha. -
iv) Budge Budge Area 52.32ha. 1.94 ha.
Total 587.97 ha. 38.31 ha,

TotalLands Leased-out 626.28 hectares

Out of 626.28 hectares of estates leased-out, 250.58 hectares are covered by short-
term lease and 279.88 hectares by long-term lease.

Considering the extent of its landholdings in metropolitan Calcutta, the Calcutta
Port Trust is the single largest landowner in the city. In 1990 there were nearly a thousand
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litigations relating to the Port’s estates in the courts from lowest to highest level, that 2. Protection
of land estates against encroachment and increase of rental incomes in a city where land-prices
soar everyday requires constant vigilance and supervision. In consideration of this, the Calcutta
Port Trust appointed two consultants in 1983, whose reports were submitted the same year.
The consultancy report of H.K.Sen & Associates observes “permissible floor area ratio in
Calcutta Port Trust properties is generally much higher than the present use. There is uneconomic
utilisation of the valuable land. It is imperative, therefore, that the land owned by Calcutta Port
Trust be put in phases to proper economic and social use over the next fifteen to twenty years”.’
The second report of A K.De & Associates observes “ Port Trust lands have a bi-modal and
tri-modal market. For example, Hide Road lands can be used for residential as well as office
purposes. Thus there will always remain the obvious difficulty of defining and measuring what

is the most valuable use of the Port Trust land™."

Financial particulars relating to CDS income from and expenditure on estates are
summed up in the table below.

Table 3.1

Financial ParticularsonCDS Landed Estates

ltems 198687 198798 1988-89 1989-90 1990-91 1991-92
Income from operations 92,30 91.07 11564 125.52 133.24 125.85
Expenditure on operns. 88.93 91.50 101.14 106.76 113.88 114.15
Surplus on operations 337 043 14.50 18.76 19.36 11.70
Net Surplus -342 -22.51 1.27 2.56 219 1.85
Income from Estates 712 7.42 8.61 10.88 12.46 15.07
Expn. on Estates 1.53 1.61 1.65 1.83 224 281
Surplus from Estates 5.59 5.81 6.96 9.05 10.22 12.46
Incoms from Demurrage NA Na, 32.61 36.12 42 83 3447

Source : Calcutta Port Trust Adminisirative Reports and Annual Accounts for the above years

The credit for net surpluses since 1988-89 at CDS, which was in deficit before that
year, has been the rising surplus from port operations and particularly from estates, as shown in
the above table. Net surpluses at CDS in the table would have vanished in deficits, had it not
been for continuously rising estate incomes and surpluses, which have helped CDS to maintain
its net surplus position. Furthermore, the progressively improving financial performance of the
port over the period indicated in the table is founded on the continuously rising trend of estate
incomes and surpluses.
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3.1.5 Dock Facilities under CDS

The port of Calcutta extends a comprehensive range of facilities such as modern
computerised container terminals, mechanised dry, liquid and grain bulk-handling, and heavy-
lift and break-bulk general cargo handling facilities with large storage infrastructure in its two
dock systems at Calcutta and Haldia. The port of Calcutta handled 16MT of cargo in the year
1991-92, in which the contribution of CDS was 4.16MT and that of HDC was 11.84MT."

CDS comprises the two impounded dock systems of Kidderpore Dock and Netaji
Subhas Dock, and a separate oil wharf at Budge Budge, 20 kms. downstream of Calcutta, and
possesses usual equipment like shore cranes, mobile cranes, fork-lift trucks, tractor-trailer
combinations and extensive warehousing facilities.

3.1.5(1) Kidderpore Dock (KPD)

Kidderpore Dock is divided into two sections: KPD-1 and KPD-11, mainly due for
operational and administrative reasons. KPD-I has 10 operational berths with single-storeyed
transit sheds, and 38 shore cranes with capacities of 3T/5T for handling general cargo. There
are 36790 sq.m. of covered storage area and 12310 sq.m. of open area for short-period as well
as long-period storage. Of the 10 berths, one berth handles passenger ships to and from the
Andaman Islands. KPD-I also has buoys to facilitate overside landing and shipment.

KPD-II consists of 8 berths for handling general import/export cargo. Of the § berths,
one is a multipurpose berth equipped with bulk foodgrain handling directly into a grain silo
which has storage capacity of 29000T. KPD-II aiso provides 4 buoys for overside handling,
with another 4 lay-up berths for ship repairs, etc. Out of § berths, 5 berths have double-storeyed
sheds without shore-crane facilities. The 3 other berths have 6 shore cranes of 2T capacity and
7 yard cranes with various capacities ranging from 5T to 30T for handling heavy lifts. There is
total covered storage area of 51478 sq.m. and open area of 20549 sq.m. at KPD-H. This dock
section also has a railway service facility for goods loading to and from the docks.

3.1.5(i1) Netaji Subhas Dock (NSD)

Netaji Subhas Dock comprises 9 operational berths, of which 6 berths are presently
carmarked for handling general cargo, 2 berths for container shipments and 1 berth for POL
products. Out of 6 general cargo berths, one is a specialised heavy lift berth served by a 2007
cantilever crane which is the highest capacity shore-based crane installed in India. This is
supported by 3 self-propelled floating cranes of various capacities ranging from 30T to 60T.
Only one of the berths has lower-rated facilities of 5 shore cranes of 3T capacity, supported by
3 yard cranes of 3T capacity. 3 berths at NSD are three-storeyed and two are double-storeyed
with total covered area of 60599 sq.m. and open area of 14838 sq.m. available for general
cargo storage."

3.1.6 Dry-docking Facilities at Calcutta Port

The Port provides adequate facilities for repairs of merchant vessels. At present,
there are 5 dry-docks (2 at NSD and 3 at KPD), and 3 lay-up berths (2 at KPD and 1 at NSD).
These dry-docks are capable of executing all major surveys and under-repairs. At the NSD dry-
docks, a 25T travelling clectric crane is available to the south side. The dry-docks are also
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served to north and south by one 3T and 6T diesel electric crane apiece, and to the north by one
3T electric crane. A 5T Wieman Electric crane is also available at the KPD dry-docks. For
propeller or other heavy-lift work, various floating cranes can be provided by the Port Trust on

demand.”?

3.1.7 Other Port Facilities

During the fair season {October to March) deep drafted vessels, primarily with bulk
cargo, are handled at the Sagar anchorage in the estuary, around 145 kms. downstream of Calcutta.
Cargoes, after discharge, are then brought to Calcutta by barge.

For maintenance of the long navigational channel in a river as capricious as the
Hooghly, Calcutta Port owns a varied fleet of 72 vessels and river-craft, in addition to the
normal craft requirements of a port. The average age of this vessel fleet is 22 years, and over
the next fifteen years at least 37 vessels and craft would have to be replaced.*

The Calcuita Port Trust provides terminal railway facilitics at Calcutta and Haldia
to cater to the needs of both import and export cargo. Facilities include railway track, locomotives,
staff and so on. In addition to carriage of seaborne cargo, the CPT Railway also serves a
number of industrial and commercial sidings including the oil refinery and fertiliser plant at
Haldia, and the FCI godowns and stock-yards of the Steel Authority of India (SAIL) at Calcutta.

3.1.8 Transportation Linkages

Calcutta is linked to the network of National Highways running through its vast
hinterlands and connecting the states of West Bengal, Bihar, Orissa, Assam, Uttar Pradesh,
Madhya Pradesh and the neighbouring countries of Nepal and Bhutan. The city of Calcutta
directly connects to NH 2, 6, 34, 35 and 41.

The port has its own railway system with track-length of 350 kms. and route length
of 36 kms.'* Rolling-stock at the CPT railway comprises 49 locomotives with varying haulage
capacities ranging from 750T to 1800T, and over 400 open, covered and tank wagons. A loco
crane of 60T capacity and a fully- equipped tool van keep the railway in good trim. The port
railway functions as terminal agent to Eastern Railways (ER) and South-Eastern Railways
(SER), under Indian Railways, affording direct receipt and despatch facilities to cargoes
originating or bound for any part of the country. Calcutta Port is also accessible from insular
points in the hinterland through inland water transport.

Calcuitta is the largest terminal port in South Asia, and thus commands a large and
resource-rich hinterland, well-connected to the Port by railways, roads, waterways and airways.
ER and SER connect to the North-Eastern Railways section, and the city is also connected to
the Grand Trunk Road and the old Jessore Road, Major inland waterways along the Ganga and
the Hooghly, and the Damodar Canal system also link the hinterland with the Port.
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3.2 The Haldia Dock Complex

3.2.1 Location

The Haldia Dock Complex occupies the right bank of the river Haldi, half-way
between Calcutta and the Sandheads i.e. 104 km. downriver from Calcutta, and is located at
latitude 22°12"N and longitude 80°6"E. Ships journeying to the port have to wait for a rise in
tide and take about 11 hours to reach HDC from open sea. The outward journey takes about 19
hours. HDC can accept vessels upto a length of 201.2m. compared to 152.4m. at CDS. The
maximum loaded draft for HHDC is limited to 13.7m. against 7.9m. for CDS. Maximum depth of
the entrance channel of HDC is 6.7m. and the minimum width is 467m.

Ore-loading capacity at HDC can go up te 6000T per hour, and 40 thousand tonnes
of loading take just 8 hours to complete, compared to the earlier 4-6 days at Calcutta Port.
Roughly, the loading time for 3 thousand tonnes is one hour at Haldia, against one day at CDS.
HDC has one of the largest lock entrances in the world with an overall length of about 325 m.
and width of 42m. The initial draft of nearly 10m. has now been improved to 13m. and the port
can safelv accommeodate ships of 80000DWT and more.

The 5 bars between Haldia and the sea are Jellingham, Rangafala, Auckland,
Middleton and Gasper. Auckland bar is the governing bar for HDC most of the time, and is kept
under maximum dredging around the year.

Calcutta-Haldia Port is an import-based port. In 1992-93 the volume of imports
was 9.24MT against export volume of 3.94MT. The principal imports from the port are POL
which comprise about 68 percent of all imports from this port, Coking coal (23 percent) is
another principal import. Principal items of exports are thermal coal (75 percent), and various
quantities of iron and steel, tea, jute products, etc.

3.2.2 History of HDC

The question of setting up another port substdiary to Calcutta Port had arisen from
time to time over the past century, because the port at Calcutta had been constantly plagued with
the problem of bars, bends and bores. Five possible sites were considered, namely Geonkhali,
Haldia, Kankhali, Dariapur and Jenson Road. Of them, Geonkhali, 60km. south from Calcutta,
was a serious contender. It had year-round draft 7.9m. and could allow entrance to large-sized
vessels, longer than the maximum of 161.54m. allowed at CDS. It however suffered the serious
constraint of being situated north of Balari, which would prove a serious handicap for the
passage of large ships. Finally Haldia, 104km. from Calcutta and nearer the sea, which did not
suffer from these constraints was selected. It lay on the western bank of the river, and thus
would provide easy railway and road connections without intervention of the river. Besides,
major portions of the port hinterland were major mining centres for coal and ore, including iron
and manganese, for which there were lucrative export markets. A modern port was thus justified,
as an outlet providing facilities to large ore carriers.

The Haldia Project. Report was prepared by the Port consultant, Rendell Palmer
Tritton (RPT) of the U.K. in 1959." Haldia offered a minimum draft of 9.14m. on all days,
9.75m. over 238 days and 10.67m. for 39 days in a year. The navigational channel from the
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Sandheads to Haldia was straight and hence, unlike Calcutta, Haldia could take vessels of any
length and beam. The outline for the Haldia project was cleared by international experts; these
included Posthuma DG of Rotterdam Port; the Dutch hydraulic expert Jansen, and experts from
the London Port. The project team felt that “new port facilities at Haldia should be considered
as an integral part of the Calcutta Port along with its older facilities, such as the Calcutta Jetties,
Kidderpore Docks, King George’s Docks (later renamed Netaji Subhas Dock), and the Budge
Budge oil jettics for the purpose of financial assessment of the port as a whole”. It was anticipated
that industries, a fishing harbour, a free trade zone, etc. would develop at Haldia making it an
urban centre strong enough to act as a countermagnet to Calcutta, which would attract the migrant
rural population in eastern India coming in search of employment."”

Work on the Haldia project started during the 3rd Five-Year Plan. Construction of
the main dock commenced in 1968. [n the meantime, the oil jetty had already been constructed
and was commissioned in August 1968. By 1976, civil works on the berths were complete and
the dock was commissioned in February 1977, utilising mostly indigenous knowhow with very
little foreign assistance. This was, as such, a pioneering effort as most of the equipment had
been manufactured for the first time in the country. Haldia might therefore be considered a
landmark in the history of port development in India.

On account of perennial navigational problems faced by Calcutta Port, the HDC has
steadily grown in importance. Over the past few years traffic at CDS has been sluggish while
that at Haldia has been picking up. In 1980-81, Calcutta Port handled a shipment-volume of
4.06MT white Haldia handled 5.45MT. In 1990-91 i.e. after one decade, Calcutta Port handled
4.13MT traffic, barely higher than traffic handled in 1980-81. Haldia in the same year handled
traftic of 5.66MT more than in 1980-81, with total handling in 1990-91 being 11.11MT.
Considering these trends, it would appear that over time to come Haldia would supplant Calcuita
as a port, and there is therefore greater emphasis on the provision of infrastructure and other

facilities at Haldia.

3.2.3 Berthing Facilities at HDC

There are two oil jetties on the river at HDC, the second of which was commissioned
as late as July, 1991, Two mechanised berths handle coal meant for exports, and one of these
also handles POL products to the account of Indianoil Corporation. Another mechanised berth
built to handle fertiliser imports and its raw materials now also handles coking coal. General
cargo is catered to by a finger-jetty with two berthing faces and two general cargo berths.
While one general cargo berth mostly handles coking coal, the other has modern container-
handling facilities. An additional general cargo berth has been sanctioned on which construction
is nearly complete, and it will be ready for operations shortly. The HDC as such handles very
little general cargo. Out of 11.84MT handled in 1991-92, general cargo constituted only 27000T
or 0.23 percent. Highest berth occupancy at HDC was at one of the berths handling coking coal
and general cargo (92 percent), and average berth occupancy was 70 percent in 1990-91.
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3.2.4 Port Estates of HDC

Like the CDS in Calcutta, the Haldia Dock Complex is the single-largest landowning
authority at Haldia. In 1960 the Calcutta Port Trust had acquired 3049.25 hectares of land
spread over 37.5 sq.kms. at Haldia in order to set up the HDC. In order to facilitate techno-
economic growth ot 'the port-city of Haldia and overall infrastructural development of the area,
and in order to attract port-based industries and business enterprise, the CPT transferred 359.64
hectares of land to the State Government and to government agencies. 2689.2 hectares of land
are therefore at present with the HDC, the breakdown of which is given below:

Area retained for HDC use 887.36 ha. (33.00%)
Leased land area 804.29 ha, (29.91%)
Area Licenced 24.70ha. (0.92%)

Vacan! area reserved for future use of CPT 600.21ha. (22.32%)
Alfotable land presently vacant 372.64ha. {13.85%)
Total 2689.20 hectares (100.0%)

The percentage analysis indicates that a large part of HDC’s land estates (over
22%) are reserved for the future use of the Calcutta Port Trust, and that in addition, over 13
percent of allotable land is presently vacant.'

The CPT has been constrained to move bulk cargo handling activities downstream
to the Haldia Dock Complex because of restrictions imposed on ship size by limited draft, and
bends and bars on the river Hooghly. As these bulk cargoes are basically industrial raw materials,
land in the vicinity of the HDC has been used for promoting port-based industries. Overwhelming
pressure of the kind that a metropolitan city like Calcutta places on port land also does not exist
at Haldia. As a result, demand for HDC land is not very great. Such factors have led the CPT to
adopt a different approach towards commercial exploitation of its landed estates at Haldia.
Unlike in Calcutta, instead of encouraging various non-port users also to lease port land, the
HDC has been allotting land on liberal terms to port-based industries to generate traffic for the
dock complex and to boost operational revenues for the Calcutta-Haldia Port as a whole.
Therefore, while the bulk of CDS leased-lands are on short-term leases of CDS lands, a major
part of HDC land has been allotted on long-term leases to port-based indusiries. The major
lessees at Haldia include Indianoil Corporation, Hindustan Fertiliser Corporation, Shaw Wallace,
Hindustan Lever, ete. representing both public and private sectors. Certain State Government
agencies, in addition, namely West Bengal Industrial Development Corporation and WBIIDC
have also taken up land at Haldia for establishing industries.

Of the total income of HDC, the share of income from estates is modest, unlike at
CDS. This is understandable in view of the need for HDC to charge lower lease-rentals as a
means of attracting port-based users to Haldia, which is situated in a relatively obscure area.
Hence the estates of HDC can in no way be looked upon as a primary source of revenue generation
as has been the case for CDS,
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The financial position of HDC during recent years is given below.

Table 3%
Financial Resuits of the Haldia Dock Complex
(Rs.crores)
1986-87 1987-88 1986-89 196990 199091 199192
Income 6517 £9.34 99.92 11064 123.70 148.42
Expenditure 50.35 59.88 51.51 64.74 76.38 105.49
Net Surplus 14.82 9.46 /4 45.80 47.32 42.93
Income on Estates 1.56 1.59 232 262 347 4.40
Expenditure on Estates 275 2.82 2.92 3.57 3.98 518
Surplus/Deficit -1.19 -1.23 -0.60 -0.95 0.51 -0.78
from Estates

Source:- Calcutia Port Trust Administrative Reports and Annual Accounts for the above years.

Table 3.9 shows a different picture from Table 3.1 for CDS. Of the total income of
HDC, the contribution from estate rentals is modest, unlike CDS. The analysis for CDS indicated
the high contributions of CDS estate-rentals towards its surplus balance. In case of HDC, estate
rental incomes consistently fall behind expenditures on port estates, resulting invariably in a
deficit on estates. It is to be remembered that HDC has to charge lower rentals as a means of
attracting port-based users to HDC, which is situated in a non-metropolitan and relatively
obscure area. Hence, estates at HDC cannot be looked upon as a primary source for generating
revenues, unlike in the CDS. '

3.2.5 Port Facilities at HDC

The Haldia Dock Complex comprises 9 berths, of which 2 are riverine oil jetties/
berths and 7 are located in the impounded dock. The two riverine berths handle petroleum
crude and POL products. Three others, presently, are coal handling berths with fully mechanised
handling facilities for loading thermal coal and unloading coking coal. Another two are in fact
finger jetties with no shore-based equipment and handle both dry and liquid bulk cargo. One
more berth handies coal by semi-mechanised means, and the last is a multipurpose berth with a
container crane to handle containers and has no other shore crane. However it also handles
break bulk cargo, using ship gear. Construction of Berth 10 is nearly complete and the berth
will be ready for operation shortly. HDC handles a very small quantity of general cargo. Out of
11.84MT handled in 1991-92, general cargo constituted only 27000T. The main general cargoes
in break bulk form are scrap, bag-fertiliser, cases/pallets, tea, bag-mica, cases of machinery
etc. The general cargo berti has total covered storage capacity of 9300 sq.m. and an open area

of 13000 sq.m."
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3.3CDS & HDC: Common Features

~ Viewing CDS and HDC in a unified perspective, now, an examination is made of
how they constitute part of that same riverine port system, governed by the common administration
of the Calcutta Port Trust. The reason for this is, of course, that the Port of Haldia has come into
being to supplement the operations of the CDS which are limited by its upriver character. HDC
is thus not a competitor to CDS, but is more of an adjunct.

3.3.1 Port Hinterfand

The 80000 sq.km, hinterland of the Port has vast agricultural, mineral and industrial
resources.”® The region served by the port has the richest coal, ore and mineral deposits in India
and a dominant part of India’s tea and jute industry. Four steel plants belonging to both private
and public sectors and various other large industrial units are also situated there.?!

This hinterland has undergone vast transformation since Calcutta Port was founded.
The hinterland of the pre-industrial port supplied commodities like saltpetre and handicrafts
like cotton piecegoods and silk manufactures, which saw large-scale shipment from Calcutta.
After the coming of the mechanical age in Europe, manufactured goods from Europe were
commercially distributed over North India from Calcutta. Calcutta’s hinterland during this phase
was reduced to a raw-material hinterland, supplying the industrial countries of the world with
commedities like indigo. In course of time the growing cultivation of cash crops like opium,
jute - well-known as the ‘golden fibre’, and tea added new importance to Caicutta’s hinterland.
Gradual industrialisation of the region and the introduction of steam navigation and railways in
the 19th century changed the face of the hinterland region. The jute textile industry - India’s
second most important industry, coming next only to cotton - was located in this area. Discovery
of coal in Bengal and subsequent development of the coal industry added another new dimension
to Calcutta and its hinterland. Other minerals like manganese and iron ore were also exported
through this port. The establishment of the Tata Steel Plant in 1909 at Sakchi, Jamshedpur,
243kms. west of Calcutta, added a new chapter to India’s industrialisation. Jamshedpur has
been described as the hub of a great wheel, with one of its spokes pointing to the great port and
market of Calcutta.”? Establishment of the Indian Iron and Steel Company near Barakar in
Bengal in 1918 was another landmark in the history of the iron and steel industry in India.

Partition of India in 1947 resulted in the loss of a significant part of Calcutta’s
hinterland, comprising mostly the jute-growing districts of East Bengal that now form Bangladesh.
Even so, Calcutta was still left the vast hinterland which covers the Indian states of West Bengal,
Assam, Bihar, Orissa, Uttar Pradesh, Madhya Pradesh, Sikkim and the independent countries of
Nepal and Bhutan. _

3.3.2 Navigational Problems at Calcutta-Haldia Port

The port of Calcutta has been perennially plagued with problems of navigation.
Bars and bends in the Hooghly river, subject to sudden fluctuations in depth and alignment of
channels, call for constant dredging. Although the channel is well demarcated with various
navigational aids, oceangoing ships encounter difficulty in negotiating these. The CPT surveys
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and charts the river continuously, and broadcasts depths over the bars to shipping companies.
Pilotage of ships on the river is compulsory. Drafts are allotted to shipping on the basis of
depths availablc over different bars and the tidal rise, which varies from season to season and
between days over the same season. Anchorages available on the Hooghly are used by shipsin .
passage to and from the port. |

Bars occur because of silt deposits in certain sections of the river. The curves of the
river, bathymetric conditions and attendant factors decide the location, nature and extent of the
bars. There are 17 bars in the Hooghly between Calcutta and the Sandheads. ‘The upper reach of
the river from Caicutta to Diamond Harbour has 12 of these, while there are 5 others between
Haldia and the sea. These are listed below, along with distances from the Calcutta Docks.*

B the Hooghly | Cal I Haldi
Outram Esplanade and Hastings (0.5)
Panchpara (8)

Sankrail (10.5)
Munikhali (14.5)
Pirserang (17)
Poojali (27)
Mayapur (35)
Rayapur (41)
Ninan Nurpur (58)
Eastern Ghat (63)
Kukrahati (72)
Balari (88)

Bars on the Hooghly between Haldia and the Sandheads
Jellingham (108)
Rangafaia (115)
Auckland (130)
Middleton (158)
Gasper (172)
(*kms. ex-Calcutta)

For any river-port, the bar with shallowest depth of water which poses the greatest
constraint to port-access is called the governing bar. For the port of Haldia, the Auckland bar is
the governing bar most of the time, and has therefore to be kept under maximum dredging around
the year. The governing bar for Calcutta, between Haldia and Calcutta Port, was for the Balari
bar. This has now totally silted up, and shipping thus passes through the alternate Rangafala
channel. The governing bar for Calcutta has thus shifted and now alternates with high frequency
between the three bars of Mayapur, Rayapur and Ninan Nurpur, for which reason these three
bars too are now kept under intensive dredging.
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It can be seen from the table that dredging volume hovers around the 11 cum. mark in
most years, and is exceeded in flood-years. The low figure for 1987-88 originates from the
widespread drought conditions that afflicted most of India that year. Another point indicated by
the table is that dependence on the DCI for dredging work has gradually increased, and the
CPT’s own dredging capacity and dredging fleet has remained static. Total cost of dredging at
Calcutta Port in 1984-85 was Rs.10 crores which had increased to Rs.43 crores by 1991-92,
With the same reference period, unit cost per cum. of dredging was initially Rs.6 for CPT and
Rs.9 for DCI, but by 1991-92 this had increased to a uniform Rs.25 for both CPT and DCI.¥

The Union Governiment subsidises 90 percent of dredging costs incurred by the
Port.*® The contention exists that the Union Government should bear the entire dredging cost on
a national waterway which is used not only by the Port but by others as well. It may not seem
entirely fair to ask Calcutia Port to bear the cost of regular dredging over a 200 km. stretch of
the river. The Port’s present financial situation also does not really warrant that such expenditure

be met from internal funds.

3.3.4 Upriver Pilotage Requirements

In pilotage terms, Calcutta Port presents unique features, since it has the longest
pilotage distance for any major port.® All vessels bound for the port report at the Sandheads in
Bay of Bengal where the navigation channel to the port commences. These vessels have to
negotiate the bars on the Hooghly and move zigzag to the anchorages, river jetties and docks of
the port located at different points along the river. Sagar anchorage, the first of these, is 87km.
north of the Sandheads. Ships here can be worked simultaneously, but each one has to have a
pilot on board at all times for safety and emergency navigation of the ship. It takes 4 hours fora
ship to reach Sagar from the Sandheads. From Sagar, the Haldia facilities are 45km. upriver.
This distance is traversed in 6 hours from the Sandheads. If Balari bar is not closed to operations,
ships move alongside of Haldia and proceed to Budge Budge or Garden Reach (Calcutta). The
distance from Haldia to Budge Budge is 80 km. and to Calcutta (Garden Reach) 104km. 1f
Balari is closed, as has been the case over the last five years, a ship to Calcutta from Sagar
travels via the Rangafala channel, bypassing Haldia and Balari. The distance to be covered
from the Sandheads to Calcutta is therefore 221km., and 236km. if the traverse is via Balari.
Ships can cross the bars only when river level rises with the rise of tide. The governing bar can
only be crossed at high-water time,

For a journey from the Sandheads to Haldia a ship has to negotiate three bars, namely
Jellingham, Auckland and Middleton. Generally, Auckland is the governing bar for Haldia. The
ships cross this bar on high water and timings are adjusted accordingly so that, over every 24
hours, ships can reach or leave Haldia on the two high tide periods.

The governing bar for Calcutta or Budge Budge is usually Balari which has to be
crossed with rise of tide. When Balari is closed, Rangafala becomes the governing bar. A ship
takes 10 to 12 hours to reach Garden Reach from the Sandheads. At Garden Reach, just near the
Netaji Subhas Dock, the river pilot hands the ship over to the harbour pilot who brings her to the
lock from where the berthing master takes over. For journeys upriver from the Sandheads to
Calcutta, a ship can take advantage of one high tide and thus does not have to halt anywhere in
the river for lack of draft.
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But the downriver journey is a different story. Depending on draft, speed, etc., ships
going from Calcutta to the Sandheads are placed in the two categories of tide-time ships and
“Uluberia’ ships. Tide-time ships cross the upper reaches of the Hooghly from Garden Reach to
Poojali/Mayapur on the ebb tide and then meet the rise of tide on flood to cross the bars at the
Hooghly point area. If drafts permit, they cross Balari/Rangafala on the same high tide and
proceed straight to the Sandheads. Ships of deeper draft wait at the anchorages at Diamond
Harbour/Kulpi/Mud Point and then cross Balari/Rangafala on the next high tide at night. A
deep-drafied ship has therefore to halt a number of times between Calcutta and the Sandheads.
Such vessels take between 40 to 50 hours to reach the Sandheads from the berths at CDS. Thus
pilotage up and down the river becomes a difficult and time-consuming process. Tides play the
most crucial role in pilotage 1o the port, the rise of tide in the Hooghly river varying from 4.2m.
at neap tide to 6.5m. during spring tide.

Calculta Port has two large oceangoing pilot vessels, one of which by turn cruises in

the area of the Sandheads. Pilots disembarking from outgoing vessels make overnight halts on
the pilot vessels if necessary, till they can embark on incoming ships and provide pilotage to the

port.
Several lighthouses, light vessels, lighted and unfighted buoys, track marks and

onshore towers guide the pilots. 64 lighted buoys mark navigational tracks between the Sandheads
and Diamond Harbour, and 18 others between Uluberia and Calcutta. In between, there are 60

unlighted buoys.

Drafts at Calcutta and Haldia Ports have improved,as would be evident from the
figures in the table below.

Table 3.4
Drafts at Calcutta-Haldia Port

(days per year}

Year Port im.+ 8m.+ 8.5m.+ om.+
1986-87 cDS 50 NIL ML NIL
i HOC 366 100 3 NIL
1988-8% CcDs 193 5 NIL ML
HDC 65 242 136 36
1989-90 cDs 235 4 NiL ML
HDC 365 320 178 37
1990-91 cDs 195 33 NIL NIL
HDC 365 350 236 112
199192 Ccbs 262 43 NL NIL
HDC 365 353 271 120

Source;

1. Ray. Animesh; Maritime India: Ports and Shipping; Pearl Publishers,
Calculta; 1993, p. 186

2. Hooghly River Tide Tables; Survey of india and Marine Deptt. CPT, for different
years upto 1992
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Thus CDS can berth vessels with draft of 7m. through 70 percent of the year. The
same position applies to vessels of upto with 8.5m. draft at Haldia. Shipping companies are
however yet to take full advantage of these increasing drafts, particularly at CDS, although with
intensive dredging and comprehensive river training works, the draft is likely to improve further

within the next few years.

3.4 Traffic Trends at Calcutta-Haldia Port

In 1870-71, which was the first operational year after Calcutta Port came into
existence, port traffic was 3.27MT comprising imports of 1.47MT and exports of 1.80MT.
Calcutta was and continued to be the biggest port of the country for decades after. The 10
million tonne mark was crossed in 1912-13 with cargo volume of 10.10MT, and the 11 million
tonne mark in 1928-29 with 11.01MT of cargo. Lowest traffic was during the Second World
War, when in 1942-43, cargo traffic came down to 3.68MT.

- In 1947-48, the year India achieved Independence, Calcutta handled a cargo volume
of 7.06MT (38 percent) as against 18.35MT for the country as a whole. Bombay Port was next
with cargo volume of 5.35MT (29 percent). This premier position was retained by Calcutta
Port till 1954-55, when out of total 21.78MT, for the country, Calcutta handled 7.94MT (36
percent} and Bombay 7.71 MT (35 percent) of total cargo traffic. In the very next year however
Lc. 1955-56, Calcutta’s traffic was 8.16 MT against Bombay’s 10.45 MT.

The volume of total traffic handied at the port since 1951-52 is given in Table 3.5.
The table also shows percentage changes in the total tonnage handled, over the previous year.
[t is seen that traffic volumes have fluctuated, with alternate increases and decreases. Over the
First Five-Year Plan period, commencing from the second year of the Plan, total volume of
traffic decrcased from 9.44 MT in 1951-52 1o 10 8.01 MT in 1955-56 thus regisicring a fall of
15.15 percent. Over the Second Plan Period (1956-61) there was an increase of 7.56 percent in
total volume of traffic from 8.73 MT in 1956-57 to 9.39 MT in 1960-61, but traffic was still
down 0.53 percent over the high figure of 1951-52. Comparing the total volume of traffic over
three decades, i.e. between 1951-52 and 1980-81, it is seen that there was almost no improvement
in total cargo volume handled over this period. Traffic was 9.44 MT and 9.51 MT in 1951-52
and 1980-81, respectively. After this however, total volume of cargo handled began to increase,
and over the twelve years from 1980-81 to 1992-93, Calcutta Post achieved a doubling in
traffic. Total volume of traffic in 1980-81 was 9.51 MT but shot up to 18.34 MT by 1992-93.
This was primarily because of the development of Haldia Port activities, and because of increase
in imports of POL and coking coal and in exports of thermal coal to the state of Tamilnadu
through Haldia Port.

Table 3.6 gives a breakup between CDS and HDC of total cargo handled since the
commissioning of HDC. This reveals that out of total cargo volume handled, the major share
derives from HDC. Out of total traffic 0f9.51 MT in 1980-81, the share of HDC was 5.45 MT,
or 34 percent higher than the traffic of 4.06MT at CDS. This percentage figure rose to 155
percent in 1992-93 when total traffic at CDS was 5.16 MT and was 13.18 MT at HDC. It is also
scen that afier the commissioning of HDC, the volume of traffic at CDS has in general either
declined, or uimproved only marginally in subsequent years. [n 1979-80, CDS traffic stood at
3.84 MT and was 5.16 MT in 1992-93. The major share of traffic was being handled at HDC.



Table 3.5

Traffic Handled at ‘Calcutta-Haldia Port’ during 1951-52 to 1992-93,

{million tonnes).

Year Imports Exports Totakinc, % change in total

transhipment  over the previous '
Cargo) year
1951-52 4.15 5.29 9.44 00.00
1952-53 337 £6.19 9.56 1.27
1953-54 2377 523 8.00 -16.32
1954-55 3.29 4,48 777 -2.87
1955-56 3.46 4.55 8.0 3.09
1956-57 4.42 4.3 873 8§99
1957-58 560 4.53 10.13 16.04
1958-59 515 4.07 9,22 -8.99
1950960 503 464 9.67 4.88
1960-61 549 380 9,39 -2.90
196162 488 4,31 9.19 213
196263 548 4.61 10.08 979
1963-54 6.03 477 10.80 7.04
1964-65 6.08 485 10.93 1.20
196566 5.28 444 972 -11.07
1966.67 5.79 4.18 9.97 257
1967-68 488 4.00 8.88 -10.93
1968-69 4.00 3.86 7.86 -11.23
1968-70 340 3.42 6.82 -13.23
1970-71 325 272 597 -12.46
1971-72 475 2.54 7.29 21
1972-73 4.15 247 6.62 -9.19
1573-74 3.89 240 6.29 -4.98
1974-75 5.08 242 7.50 19.24
1975-76 448 318 7.66 213
1976-77 486 3.14 8.00 444
1977-78 397 358 7.55 -5.62
1978-79 527 271 7.98 570
1979-80 6.12 267 8.79 10.15
1980-81 7.10 241, 9.51 819
1981-82 6.82 n 9.93 4.42
198283 7.08 381 10.69 765
1953-84 6.94 3.53 10.47 -2.068
1984-85 707 345 10.52 0.48
1985-86 8.52 361 1213 15.30
198687 8.19 388 12.07 0.49
188788 6.84 4.23 13.07 8.28
198889 970 4.53 14.23 8.87
1985-90 9.76 493 14.69 323
1390-91 10.61 4.63 15.24 374
1991-92 11.25 4.75 16.00 4.99
1892-93 12.92 542 18.34 14.62
Sources: 1. Administration Reports and Annual Accounts of Calcutta-Haldia Port of

2

varous years

Basic Port Stalistics of india of various years

55
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Table 3.8
Traffic Handled by Calcutta and Haldia Ports during 1979-80 to 1992-93

(million tonnes).
Calcutta Port Haldia Port
Year imports Exports Total Yechange imports Exports Totaf %change
overprev. Yr. overprey. yr.
1979-80 223 1.61 384 3.89 1.06 495
198081 2.65 1.41 4.06 573 4.45 ' 1.00 545 10.10
1981-82 288 1.57 4.45 961 3.94 1.54 548 0.55
1982-83 314 1.43 457 270 3.94 218 6.12 ' 1168
1983-64 2.95 1.14 4.09 -16.50 3.89 2.39 6.38 4.25
1984-85 2.82 1.47 3.99 -2.44 4.25 229 6.54 2.51
1985-86 3.16 1.00 4.16 426 5.36 260 796 211
1986-87 298 107 4.05 264 521 281 8.02 0.75
1987-88 351 0.88 4.39 839 5.32 3.36 8.68 8.23
1988-89 3.40 0.94 434 114 629 359 9.68 13.82
198990 3.39 0.95 434 0.00 6.37 3.98 10.35 476
1990-91 3.16 0.96 4.12 -5.07 7.44 367 1.1 7.34
1991-92 293 1.22 4.15 0.73 8.32 3.652 11.84 6.57
1992-93 368 148 516 24.34 9.24 3.94 13.18 11.32
Sources :

1. Adminisiration Report and Annual Accounts of Calculta-Haldia Port of various years.
2. Basic Port Slalistics, 1992-93
3. Major Ports of india and Statistical Profile.
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While the share of imports in total cargo handled was considerably low upto 1955-
56, it started assuming greater proportion from 1956-57 onwards and imports exceeded exports
from that year. This rather large increase in share of imports was mainly due to rising imports of
POL, foodgrains, ete. The domination of imports over exports has since continued and has risen
in relative importance to total traffic. Imports in 1956-57 were 4.42 MT against exports of 4.31
MT, i.c. almost equivalent, but by 1992-93 imports at 12.92 MT registered a percentage-ratio
of 139 percent over exporis ol 5.42 MT. For CDS, the breakup ligure similarly shows that in
1980-81 the volumes of imports and exports were 2.65 MT against 1.41 MT respectively. In
1992-93 imports had risen by 39 percent to 3.68 MT while the volume of exports rose by only
5 percent to 1.48 MT. For HDC on the other hand, while imports increased by 108 percent in
1992-93 over 1980-81, exports increased by 294 percent from 1 MT in 1980-81 t0 3.94 MT in
1992-93. While the increase in imports though HDC is attributable to increase in POL and
coking coal imports, the increase in expotts is mainly on account of exports of thermal coal to
the Tamilnadu State Electricity Board (TNEB). These exports, which passed previously through
Paradip Port are now routed through Haldia Port.

Table 3.7
Trends of Traffic at Calcutta-Haidia Port and its % share among

Major Ports of India, 1928-29 to 1988-89,

Volume of Cargo (Million tonnes)

Year Cal. Port All Major Ports % share of traffic of Cal. Pori.
1928-29 109 20 485
194748 7.4 164 432
195152 97 23.1 421
1960-61 9.0 395 227
196465 110 450 244
1970-71 6.0 55.6 107
1977-78 76 66.2 ) ' 115
1983-84 105 100.6 104
1986-87 12.1 1424 85
1988-89 14.2 146.4 07
1989.90 147 147.6 100
1990-91 152 1517 10.0
199192 16.0 156.6 102
199293 183 163.2 112

Notes :  a} Figures refer to traffic of all ports of india.
b) The HOC was commissioned in 1877.

Source : The Commissioners for the Port of Calcutta, CPT.

Trends in traftic at Calcutta-Haldia Port and the percentage share of these relative
to other major ports of India over the period 1928-29 10 1992-93 are presented in Table 3.7.
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The table shows that in 1928-29 the volume of cargo of 10.9 MT at Calcutta Port constituted
nearly 50 percent of the total cargo volume of 22 MT of all major ports. After this the cargo
share of CPT declined until 1989-90 but has shown slight improvement after that year. The
share was 10 percent in 1989-90, 10.02 percent in 1990-91, 10.2 percent in 1991-92 and 11.2
percent in 1992-93. The volume of cargo at Calcutta Port increased from 10.9 MT in 1928-29
to 18.3 MT in 1992-93, thus rising by only 7.4 MT (68%) over the long period of 64 years. As
against this, cargo volumes handied by major ports other than Calcutta rose by 141.2 MT (641.8%)
over the same period, indicating their burgeoning operations and importance,

Trends in cargo traffic handled by Indian ports and share in these of minor/
intermediate ports over the period from 1960-61 to 1991-92 are shown in Table 3.8. The table
also indicates the total cargo handled by Indian ports and the share of minor ports in these. It is
clear from the table that the share of minor ports in total cargo handled has been declining,
falling from 10.04 percent in 1960-61 to 6.56 percent in 1991-92, with the exception of a few
intermediate years when it rose slightly. Thus the major part of cargoes handled has been through
major ports, which increased their cargo volume from 39.52 MT in 1960-61 to 156.64 MT in
1991-92. The share for major ports in this last year was 93.44 percent. Cargo volumes handled
at minor ports over the three decades increased by 149.43 percent against an increase of 296.36
percent in cargo volumes handled at major ports, also indicating the tendency of traffic to
congregate at major ports.

Table - 3.8
Trends in Cargo Handled by indian Ports and Share of Minor/intermediate Ports

Year Cargo Camo TotalCarge  Shareof
Handbed Handied Handled by Minor
by Minor by Major Indian Forts

Ports Ports - . Porls (%)

1960-51 4.41 39.50 43.93 10.04

196566 77 50.22 57.93 13.34

1970-71 6.69 . 5558 62.27 10.74

1975-76 6.50 64.92 ) 71.42 9.10

1980-81 873 80.27 87.00 7.74

198182 7. 87.92 94,99 7.38

158283 6.63 93.70 106.33 6.61

1983-84 8.45 96.38 104,83 8.06

1984-85 .62 106.76 116.38 827

1985-86 9.06 11962 128.68 7.04

1986-87 837 124,37 13274 6.31

1987-88 - 5.89 134.60 140.49 4.19

1565-89 907 146.71 155.78 582

1989-90 10.06 145.93 156.70 6.93

1990-91 11.00 150.02 169.02 6.83

1991-52 11.00 154.14 165.14 6.56

Source : 1. Basic Port Statistics of india
2. Minor/intermediale Ports of India : A Stilistical Profile, { 1960-
61t 71990-91)



Table - 3.9
Trends in Corgo Trafic Handled at Varicus Major Parts
during 1951-52 to 1991-92

(million tonnes)
Year Kandla Bombay ™  J.L Nehrw  Momugaoe N. Bangalore Cochin Tuticorin Madras Vizag. Paradip CHP Total
1951-.52 - 7.50 - . - - 1.61 - 2,05 1.14 ) - 9.45 21.75
1955-56 0.15 9.68 - - - 1.64 - 234 1.29 - a.01 23.11
1960-61 1.57 14.35 . - - 20 - 3.04 2,78 - 9.39 3312
1865-66 2.51 17.91 - 7.87 - 2.87 - 487 4.48 - 9.73 50.22
1970-71 1.61 14.87 - 11.01 - 481 - 6.92 - 873 2.16 597 55.58
1975-76 320 16.65 - 1277 0.34 426 1.36 7.88 8.5% 333 7.66 66.00
1980-81 8.76 16.98 - 13.77 098 523 2.56 10.38 10.12 224 8927 80.27
1981.82 9.69 19.40 - 14,98 1.64 550 287 1.4 10.98 223 9.47 87.98
1982-83 12.36 23.21 - 12.81 227 56.71 323 12.07 10.22 1.57 10.25 93.70
1983-84 14.18 2389 - 12.84 2.84 500 3.55 12.84 9.88 1.37 10.01 96.38
1984-85 15.74 26.94 - 14.30 3.38 4.07 3.77 14.13 11.08 214 10.27 106.82
1985-86 16.45 24.34 - 16.12 3.69 528 4.22 18.15 15,41 333 12,13 119,63
1986-87 16.19 25.08 - 14.92 5.43 6.88 413 18.78 15.04 4.85 12.07 12437
1987-88 18.06 29.57 : - © 1333 6.11 6.80 4.26 22.82 15.37 519 13.07 134.60
1988-89 17.83 2934 - 15.39 7.09 7.82 5.13 23.86 20.37 6.03 14.22 147.06
1989-90 18.592 27.75 0.70 14.17 7.66 7.12 532 23.94 2112 6.18 14.69 14757
1990-91 19.69 28.90 202 1499 8.02 7.28 508 24.52 - 19.42 6.88 1485 151.67
1991-92 21,00 26.26 279 16.10 8.27 7.48 587 25.05 21.52 7.30 16.00 156.64

Source : Basic Ports Statistics of India, 1992-93, IPM

6§



Traffic Handied at Major Ports for Selected Commodities

Table - 3.10

{1992-93)

(‘000 tonnes)

Port POL ron Ora Ferliliser FRM  Food Graing Coal Containerised Cargo QOthers Total
‘000 tonnes ‘00a TEUs

Kandla 17951 2 448 334 600 35 358 28 3181 22609
Bormbay 20108 - 24 943 252 - 3869 N4 3875 23081
J.L. Nebru - - 588 108 577 1712 145 24 3o07
Mormugao 1798 13602 244 - 4 108 5 . 1 567 16328
New Mangalore 630 5082 241 - - - 13 2 1122 7088
Cochin 6180 - 134 415 66 55 309 56 B804 7963
Tuticorin 510 - 378 283 189 3161 277 a5 1417 6215
Madras 9813 4797 586 276 236 5593 1282 © o127 2777 25330
Visakhapatnam 7593 4960 484 946 186 5947 85 g . 2565 22766
Paradip 195 1346 142 152 3 4414 - - 1355 7807
Calcutta/Haldia 8920 - 313 346 117 5059 1104 81 2458 18317
All Ports 73698 29789 3582 3501 2240 24372 8984 798 20145 166611

Sourée ;| Basic Ports Statistics of India, 199223, hPM
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Trends in Cargo Traffic Handled (Commodity-wise)
at Calcutta-Haldia Ports (1950-51 to 1994-92}

Table - 3,11

{'000 tonnes)
Year POL Fertilisar FRM Food Grains Iron Ore Coal Cthers Total
1950-51 781 - 119 6830 277 2137 3588 7532
1951.52 926 19 48 1688 440 3167 3160 9448
1852.53 o85 30 11 1084 960 3434 3056 9560
1953.54 893 18 14 562 1083 2436 2997 8003
1954.55 987 3 24 442 565 2302 3420 7771
1955-56 1154 34 30 209 832 1867 3835 8011
1956-57 1249 36 10 733 786 2024 3897 8735
195758 1296 29 60 1129 1003 2078 4539 10132
1958-59 1215 39 51 1313 786 1820 3994 9218
1959-60 1464 54 64 1329 1116 1705 3943 9675
1960-61 1409 51 74 1800 73 1385 3941 9391
1961-62 1887 42 82 993 £32 1704 4059 9189
1962-63 1921 72 111 1083 550 2118 4236 10091
1963-54 18498 54 180 1553 790 1932 4383 10800
1964-65 1836 77 118 1696 911 1761 4529 10928
1965-66 1431 62 232 1523 1024 1370 4087 9729
1966-67 1326 50 387 2422 911 21 3757 8974
1967-68 1207 a2 480 1614 683 904 3871 8878
1968-59 1231 58 465 1085 457 =h ) 3658 7863
1869-70 1492 27 209 788 380 a70 2953 6819
1870-71 1405 3 111 852 430 660 2504 5965
1971.72 1862 1 55 1084 236 786 3140 7294
1972-73 2039 76 02 157 242 795 30086 BB17
1973-74 1971 43 348 520 182 725 34586 7285
1974-75 2277 78 412 1120 107 897 2611 7202
1975-56 2888 49 351 10594 118 918 2245 7663
1976-77 3066 80 353 1026 - 808 2662 7995
1977-78 3410 109 289 109 133 1036 2460 7548
1978-79 3917 122 564 5 96 338 2385 7979
1979-80 4582 116 324 - 88 733 2678 8521
1980-81 5154 559 116 68 13 885 2477 9272
1981-82 4505 349 141 172 13 1421 2823 9474
1982-83 4595 346 - 423 t0 2129 2741 10244
1983-84 4754 207 194 938 20 1947 1954 10014
1984-85 5092 8560 238 204 -] 1708 2460 10268
1985-86 6059 471 300 - - 2319 2979 12128
1986-87 5722 art 232 75 - 2481 319 12072
1987-88 £§912 209 298 104 - 3124 3424 13071
19858-89 6469 166 201 447 - 3605 2892 13870
1989-90 6436 384 388 193 - 4178 3o 14589
1990-91 7257 23 457 9z - 4134 2782 14953
199192 7650 275 479 60 - 4603 2893 16000

19
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Table 3.9 shows trends in cargo traffic handled at various major ports over the
period {rom 1951-52 to 1991-92. The table indicates that where cargo volume grew by 350
percent from 7.50 MT in 1951-52 t0 26.26 MT in 1991-92 at Bombay Port, it shot up by 1_122
percent from 2.05 MT to 25.05 MT over the same period at Madras Port and 1788 percent from
1.14 MT 10 21.52 MT at Visakhapatnam Port. Cargo volumes at Calcutta Port increased extremely
sluggishly on (he other hand, by only 69 percent from 9.45 MT to 16.00 MT over the period of
study. It is therefore observed that while traffic development at other major ports has been
rapid, Calcutta Port has displayed only sporadically increasing trends. As ealier stated, the
volume of cargo at Calcutta Port was 9.47 MT in 1981-82, almost equal to cargo in 1951-52.
Cargo volume then started to rise at a faster pace and reached 16 MT in 1991-92. In 1951-52
Calcutta Port handled about 43 percent of total cargo handled at major ports, but only 10 percent
of this in 1991-92. Thus in 1991-92 Calcutta Port handled only 16 MT out of total volume

156.64MT of cargo handled by all major ports.

Traffic in selected commoditics handled by major ports in the year 1992-93 is
presented in Table 3.10. The table indicates traffic in main commodities like POL, iron ore,
fertilisers, fertiliser raw matertals, foodgrains, coal, containerised cargo and so on. It becomes
clear that POL and coal are the main cargoes of the 11 major ports, comprising 44.07 percent
and 14.58 percent, respectively, of total cargo traffic handled by all major ports. The major
share of POL handling is at Bombay Port (20 MT or 27.28%), followed by Kandta Port (17.9
MT or 24.36%), Madras Port (9.8 MT or 13.32%), and Calcutta Port (8.9 MT or 12.10%). In
case of coal handling, Visakhapatnam Port (5.9 MT or 24.40%) occupies first position, followed
by Madras Port (5.6 MT or 22.95%) and Calcutta Port (5.1 MT or 20.76%) respectively.

The principal items of commodities that pass through Calcutta-Haldia Port are
POL, coking coal, fertiliser, fertiliser raw materials, and foodgrains. Commodity-wise trends
in cargo traflic handled at Calcutta Port during the period from 1950-51 1o 1991-92 are indicated
in Tabie 3.11. POL has constituted a significant proportion of cargo handled from the outset. [n
1950-51 POL traffic was 0.78 MT, but rose to 7.69 MT in 1991-92, thus registering a ten-fold
increase over this period. By 1992-93 it had risen further to 8.92 MT . Coal (of both coking and
thermal qualities) occupied the second position, its traffic volume doubling from 2.14 MT in
1950-51 t0 4.60 MT in 1991-92. Handling of fertilisers and fertiliser raw materials also increased
continuously but cargo traffic in iron ore became nil from 1985-86 on, till the conclusion of the
study, although rising in a few years prior to that, such as 1953-54, 1959-60 and 1965-66.

Atpresent, principal imports through Calcutta-Haldia Port are of POL, coking coal,
fertiliser, fertiliser raw materials, etc., while principal exports from this port are coking coal,
POL, gunnies and jute products, tea, iron & steel etc. Coal is exported through Haldia Port to
Tamilnadu for thermal power generation. Table 3.12 shows that POL registered 62 percent of
total imports and 16 percent of total exports at CHP in 1992-93. The share of POL handling at
Calcutta Port covers 49 percent of total traffic. By way of comparison, POL imports and exports
at Bombay Port comprised 60 percent and 80 percent respectively, of its total imports and
exports, while POL accounted for 69 percent of the total traffic handied by the Port. Madras and
Visakhapatnam Ports registered respective shares of 39 percent and 33 percent for POL in total
traffic handled by them.
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Table 3.12
import and Export of POL by the Major Ports of India in 1992-93

Ports % share of % share of % share on

Import on Exporton totaf traffic

{otal import total export

Calcutta Port i 62 16 49
Madras 44 20 39
Cochin a1 60 78
Bombay B0 80 89
Kandla 83 39 78
Visakhapatnam 45 12 3
Mormmugao 63 NIL 1

Source : Compiled and calculated from  Administration Répm‘s and
Annua! Accounis of Major Ports of india for the year 1992-93

3.5 The Financial Position of Calcutta-Haldia Port

Calcutta Pott has displayed a mixture of good, bad and indifferent financial results
over the century. Huge establishment costs, large recurring expenditures on dredging and
maintenance of the navigational channel of 235 km., replacement and maintenance expenses on
the large fleet of CPT vessels, costs of modernisation of facilities, and debt charges have always
been serious handicaps in balancing the port budget. To relieve the consequent financial burden,
the Port has been levying stiff tariffs for its services. Calcutta has thus been a high-cest port
from the very beginning.

Revenue results have in financial terms not shown any consistency. In 1899-1900
Caleutta Port earned an income of Rs.66.5] lakhs against incurred expenditure of Rs.66.53
lakhs, and thus suffered a small foss of Rs.2000. This was followed by profits or losses of a
few lakhs of rupees annually, for a number of years.® From 1929-30 to 1936-37, during the
Depression and post-Depression period, the Port incurred losses every year. Over the next
twelve years i.e. until 1949-50, the Port carned profits every year.” Following a few subsequent
years of indifferent performance, the port of Calcutta showed a favourable financial position
again for a decade from 1955. This was followed however by years of al ternating profits and
tosses. Till 1988, the largest financial deficit was Rs.12 crores in 1973-74 and the highest
profit was Rs.17 crores in 1984-85. The financial position is stabilising now, with increasing
quantum of profit during the last five years from 1988-89, the average profit being Rs.44.42
crores a year. It is expected that with reductions in manpower and increasing income from
traffic and cstates, the financial position of the Port in the years to come will be increasingly
satisfactory. Financial figures on the revenue account for Calcutta-Haldia Port for the forty-
(wo years from 1951-52 uptil 1992-93 are presented in Table 3.13.

The table also presents a growth analysis for revenues and expenditure for Calcutta
Port. Over the period of the table, growth rates for revenue and expenditure have averaged
10.29 percent and 9.40 percent, respectively. Average decadal annualised growth rates for the
port’s revenues show acceleration over the time-frame, starting at an average 6.90 percent over



Table 3.43
Revenue Account of Calcutta-Haldia Port

during 1951-52 to 1992-83.

(Rs. crores)
Year Revepue  Growth Expenditure  Growth SurplwGeficit  Growth
1551-52 7.87 . 8.14 . 0.27 -
1552-53 8.68 10.29 8.31 2.09 037 2314
1953-54 8.18 576 9.00 330 082 32162
1954-55 8.83 7.95 a2 233 038 53.66
195556 9.97 12.91 934 1.41 063 26579
1956-57 10.87 9.03 9.60 2.78 127 10159
1957-58 12.76 17.39 120 1667 1.56 22.83
1958-59 12.96 1.57 12.48 1143 0.48 £9.23
1959-60 12.98 0.15 2 184 0.27 -43.75
1960-61 14.12 8.78 13.62 7.16 0.50 85.19
1961-62 15.06 6.66 14.23 448 083 66.00
196263 16.97 12568 16.45 16.23 0.52 ~37.35
1963-64 17.72 442 17.19 393 0.53 1.82
1964-65 18.39 3.78 1834 6.69 0.05 -90.57
1965-66 18.56 0.92 20.30 10.69 -1.74 -3580
1966-67 20.45 10.18 23.57 16.11 -3.12 79.31
1967-68 NA . NA - NA -
1968-69 24.20 - 27497 - 377 -
1969-70 28.24 16.69 3283 17.38 459 -21.75
197074 2366 -16.22 32.64 0,55 -898° 9554
197172 30.42 2857 45.44 39.17 -15.02 £7.26
157273 3217 575 39.62 -12.81 745 50.40
1973-74 3095 -3.79 42.98 8.48 -12.03 51.47
1974-75 4214 36.16 48.26 12.28 £6.12 49.13
1975-76 55.68 3213 54.02 11.94 166 281242
1976-77 59.15 6.23 55.64 3.00 351 0 11145
197778 59.33 030 65.06 16.93 573 26325
1578-79 71.46 20.44 74.66 14.76 -3.20 44.15
1979-80 96.20 34.62 $6.39 15.71 9.81 406.56
1980-81 10165 567 98.38 13.88 327 5667
1981-82 11448 12.62 108.31 10.09 6.17 88.69
198283 13174 15.08 119.85 1065 11.89 92.71
198384 1841 -10.12 121.58 1.44 317 12666
1984-85 154.61 3057 137.74 13.27 1690  633.12
198586 146.53 523 148 44 7.79 491 1130
1986-87 167.96 14.62 156.58 5.48 1138 69581
1987.88 167.59 022 180.64 15.37 1305 -21467
1988-89 22799 36.04 188.29 423 3770 38889
1969-90 247.37 850 198.92 565 48.45 28.51
1990-91 270.92 9.52 221.42 11.31 49.50 217
159192 302.14 11.52 257.36 16.23 ' 4478 954
199293 33546 11.03 290.78 12.99 4468 022

Sources: 1. Administration Report and Annual Accounts of various years.
2. Basic Port Statistics, 1992-93
3. Major Ports of India and Statistical Profile.
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the 50s, through 7.63 percent for the 60s, a sharp 15.01 percent over the 70s, and decelerating
stightly to 11.03 percent thereafter. The compatable averaged growth rates for expenditure on
the other hand were 5.85 percent in the 50s, sharply rising to 13.71 percent over the 60s, and
then decelerating to a more stable 9.43 percent, and 9.49 percent for the two decades thereafier.
From the position reflected in the table, it might be stated that the port experienced sharply
increasing costs in the 60s and early 70s during which significant deficits emerged, to which the
port management reacted by concentrating on revenue maximisation over the subsequent decades.
As carlier stated, this expansion in revenucs indicates sharply increasing tariffs at the port, as
well as being reflective of the better operational performance of recent years, bearing out the
status of CHP as a high-cost port.

The breakup of the financial position of CHP reflected in the previous table between
CDS and HDC in Table 3.14 shows that Calcutta Port, particularly, had faced deficits in most
yeats till 1987-88, with the highest deficit of Rs.22.5 crores occurring in that year. Although
from 1988-89 onwards, the CHP started to show a profit-turnaround, the surpluses have generally
been marginal, constituting a relatively small part of the total surplus of the CPT. In 1992-93,
for instance, the quantum of surplus at CDS was only Rs.5.44 crores (12.17%) out of the total
surplus of Rs.44.68 crores accruing to the Calcutta Port Trust. On the other hand, there has been
remarkable improvement in the quantum of surpluses earned by HDC, which increased five-
fold from Rs.7.93 crores in 1980-81 to Rs.39.24 crotes in 1992-93. Thus out of the total
surplus of CPT, the share of HDC has consistently been maximal. In 1991-92, for example,
HDC contributed as much as 96 percent of the CPT's surplus of Rs.44.78 crores shown by CPT,
and in the next year, despite improved performance of CDS, the HDC contribution remained as
high as 88 percent. Such consistent financial features of the CPT also lead to a belief that over
time to come Haldia will gradually supplant Calcutta as a port.

Table 3.14
Financial Position of Calcutta-Haldia
Port during 1980-81 to 1992-93

{Rs. crares)

Year Sumplus/Deficit Surplus/Deficit Surplus/Deficit
cDSs HDC Nat

1950-81 -4.66 793 27
198182 1.82 4.35 6.17
198283 §.53 338 11.89
1983-84 -5.18 2.01 =317
1984-85 10.24 B6.6% 16.90
1985-86 -12.88 10.96 -1.92
1986-87 -3.44 14.82 11.38
198788 -22.50 9.46 -13.04
1958-89 1.28 3841 39.69
198990 2.55 45.90 48.45
1990-91 219 4731 49.50
1991-92 1.85 4293 4478
1992-93 544 39.24 44 68

Sources « 1. Administration Report and Annual Accounts of ‘Calcutta-Haidia
Port’ for the above years

2. Statisticat Hand Book; 1989, 'Calcutta-Haidia Port’
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The financial position of the Calcutia Port Trust can be appreciated more fully frme
the overall accounting position found in the Annual Accounts for a particular year. Opefatmg
incomes and expenditure for 1990-91, headwise for the Calcutta Port Trust (i.e. inclusive of

CD$ and HDC together), are shown in Table 3.15 below.

Table 3.15

Income and Expenditure Break-up of the Calcutta Port Trust, 1990-
91.

(Rs.crores)
Head income  Expenditure ﬁesufts
Cargo and Storage 146 42 +104
Finance and Miscellaneous 2% 4 -15
Port and Docks 70 6 +4
Port Railways 12 15 -3
Estates 16 & +10
General Administration —_ 50 50
Total 270 220 +50

Source | Administrative Reports and Annual Accounts of Calcutta Poit
Trust, 1990-91

From the table it is evident that the bulk of the surplus derived from cargo handling
and storage, which contribute 54.07 percent to the port’s income. Under this head, demurrage or
storage alone generated a surplus of Rs.45 crores, or nearly 50 percent; this income mostly
accrued trom operations at CDS. The ‘finance and miscellancous’ head showed an adverse
position mostly becausc ol heavy burden of interest on borrowed funding for capital works and
also on account of pension payments 1o retired employees, which is reflected in the deficit
position under this head. Port estates are seen to have been a good source of revenue for CHP,

Of total CHP expenditure of Rs.220 crores in 1990-91, Rs.93 crores were spent on
wages and salaries and Rs. 15 crores on fringe benefits like medical facilities, leave encashment
and leave travel concession. Thus half of total expenditure was on establishment purposes.

The table also yields the observation that the financial position of the CPT can be
improved by increasing incomes from storage charges and estates, and by economy measures in
establishment, reduction of the interest burden and better management of port railways.

Comparative features of financial results at major ports in India from 1950-51 to
1989-90 are shown in Table 3.16, The table reveals that where Bombay, Madras, Visakhapatnam
and Kandla Ports have shown continuous surpluses in most years, Calcutta Port has not shown
any consistent performance, with surplus results in some years and deficit results in others.
Although the Port once held premier position, its relative position after 1950-51 has been behind
Bombay, Madras, Visakhapatnam, and in some years even behind Kandla. Among major ports
in India, it is Bombay and Madras Ports which show consistently good financial resuits.
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3.6 Manpower at Calcutta-Haldia Port

Manpower at Calcutta Port has traditionally been high, although at the highly-
mechanised Haldia Docks, it was ensured that manpower needs were kept to the minimum. In
1960, the CPT had 40084 employees comprising 295 of Class I rank (0.73%), 374 of Class 11
rank (0.93%), 11185 of Class III rank (27.90%), and 25186 under Class IV (62.83%). There
were also 3044 casual employees. Overall manpower remained above 40000 tili 1973.
Manpower strength rom 1980 to 1992 at CHP, with the breakup for CDS and HDC and growth
rates thereof, are given in Table 3.17 below. Declining growth rates reflect the overali decrease

in manpower.

Table3.17

Manpower at Calcutta-Haldia Port between 198C & 1982

Year Manpower Manpower Tolal
ason atCps atHDC Manpower
1-4-1980 31931 2397 34328
t-1-1981 31907 2571 34478
1-1-1982 30849 2785 33634
1-1-1933 29825 350 32975
1-1-1984 29251 3204 32545
1-1-1985 27879 3352 3231
1-1-1986 26105 42 29547
1-1-1967 24837 3432 28269
1-1-1968 23258 3427 26685
1-1-1989 22271 3490 25761
1-1-1990 21789 37t 25500
1-1-1991 20595 4020 24615
1-1-1992 20175 4260 24435

Source | Adminisiration Reports and Annual Accounts of Calculta
Port Trust for the above years

The table shows that total manpower has been declining over more recent years. In
the 12 years from 1980 to 1992 employment was reduced by around 10000. The table also
indicates that manpower reductions have taken place in CDS only, while manpower has actually
increased at HDC. The decrease in number of employees at CDS consistently by about 1000 a
year is the result of natural attrition caused by superannuation. In 1992, successful implementation
of the Voluntary Retirement Scheme (VRS) also led to retirement of 1200 employees. About
Rs.30 crores were disbursed as one-time payments to retiring employees. On the other hand,
there is also a long list of 1800 candidates which has accumulated over the past 30 years,
comprising ‘death-in-harness’ cases i.e. dependents of CPT employees who died while in service,
who have been agitating for employment under the Port. Growth analysis in the table shows the
opposition in trends regarding manpower between CDS and HDC. Sharpest reductions in
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manpower at CDS took place during the mid-years of the study, with the annualised rate of
decline being as high as 6.36 percent in 1986 and 1988. At HDC, growth rates in manpower
were lowest during the mid-years of the study, declining from the high value of 13.11 percent in
1983 to negative rates over 1987 and 1988, and then picking up again towards the end of the

study.

The category-wise manpower position at Calcutta and Haldia as in 1992 is shown
in Table 3.18 below.

Table 3.18

Manpower by Class-Category under the Calcutta Port Trust (1992)

Caloulta Haldia Total

Class | m 184 955

Class 1l 164 132 296

Class I 9130 1761 10891

“Class IV 8732 2183 10915
ShareLabour 1378 o 1378

Totat 20175 4260 24435

* At Haldia Cargo work on shore is done by about 600 casual workers who bave been
podled togelher in a cooperative,

Source : Admunisiration Reports and Annual Accounts of Calcutta Port Trust, 1992

The table also presents a percentage analysis of the distribution by workforce category
between CDS and HDC. Percentage distribution of the total CPT workforce in 1992 was 3.91
percent Class 1, 1.21 percent Class [, 44.57 perceat Class L1L, and 44.67 percent Class [V.
However, as much as 82.57 percent of the CPT workforce was attached to CDS. Also to be
noted in the table is the relatively high clustering of Class I-category employees at CDS, which
in percentage-terms, bears a ratio of 3.16% : 0.75% in the table. Payrolled shore-labour is of
course entirely absent at HDC, for the reason footnoted under the table.

Apart from the disproportionately huge expenditure on wages and salaries of Rs.100
crores a year and on fringe benefits of Rs.25 crores a year, the Port’s liability for payment of
pension to retired employees has been increasing steadily. The present annual payment of Rs. 15
crores will increase to Rs.30 crores within the next five years.

At Haldia, manpower has been kept within the reasonable limit of 5,000. But with
new berths and increasing traffic, work in three shifts with full manpower strength would become
necessary and will require induction of 1000 more workers. The table shows that manpower at
HDC has been increasing every year because of expansion of the port. Haldia is the only dock
system in India where the entire stevedoring work in cargo hatches is done by port labour.
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3.7 Problems & Prospects for the Port at Calcutta

Caleutta Port is onc of the four largest operational major ports in India. lts uniquencss
ariscs [rom its being the only riverine major port in India, located 203 kms. upriver, necessitating
a difficult journey past scveral bars and bends. The Port however commands a vast hinterland,
serving Lastern India, as also ncighbouring countries. The region is highly populated, is rich in
resources, and is well served by communications.

Its beginnings as a port commence with Chamock's-upriver voyage in 1690. The
Caleutta Port Commissioners came into existence on 1870, and the CP'T" was constituted in
1975. CPT comprises the twin dock-systems of CDS and HDC. Under CDS, there are two
docks (Kidderpore & NSD, of which NSD is larger) and an oil-jetty. The port also has extensive
land estates. In Caleutta, the CI*T is in fact the single largest landowner in the city. Thus rising
net surpluses at CDS originate in port operations and estatc rentals.

The port of Calcutta extends a comprehensive range of facilities including container-
handling, mechanised dry, liquid and grain bulk-handling, and heavy-lift and break-bulk general
cargo handling facilities with a large storage infrastructure. It also provides adequate dry-
docking facilities for repairs of merchant vessels. Maintenance of the long navigational channel
upriver is carried out by the Port's maintenance fleet of 72 vessels and river-craft. Terminal
railway facilities are provided at both Calcutla and Haldia to cater to imports and exports,and
the port-railway also provides links to industrial and commercial sidings including the Haldia
oil retinery and fertiliser plant, the FCI godowns, and the SAIL stock-yards of the Steel Authority
of India. '

Calcutta Port is linked to its hinterland via the National Highway network. It is the
fargest terminal port in South Asia and is well-connceled by railways, roads, waterways and
airways. Major inland waterways also link the hinterland 1o the Port.

Because of navigationat problems, the channel (o the Port calls for constant dredging,
and for constant surveys and charting of the river-course. Pilotage is necessary for ships
journeying along the river. The Port possesses 3 suction dredgers, and one bucket dredger, and
arranges emergency dredging through the DCLL at 90 percent subsidy to dredging costs. However,
itis contended that the Union Government should bear the entire dredging cost as the waterway
is used by others as well.

The [laldia Dock Complex, which occupies the right bank of the river Haldi, 104
km. downriver from Calcutta, can accept ships of larger size and deeper draft. HDC handles
more of the trallic in coking coal. The HDC, (oo, is the single-largest landowning authority at
Haldia, but its sharc in rental income is more modest, since lower lease-rentals are charged
inorder to attract port-based users.

CHP is an import-based port. Following the development of the HDC, Calcutta Port
has seen a doubling in traffic. Out of total cargo handled at CHP, the major share is from HDC.
After the HDC's commissioning, traffic-volume at CDS has generally either declined, or
stagnated.

' Principal commodities passing through CHP are POL, coking coal, fertiliser, fertiliser
raw materials, and foodgrains. At present, principal imports through CHP comprise POL,
coking coal, fertiliser, fertiliser raw materials, ctc., while principal exports are coking coal,
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POL. gunnies and jute products, tea, iron & steel etc. The share of POL handling at Calcutta Port
covers 49 pereent of total tralTic.

CHIP displays mixed linancial resulls, because of its huge establishment costs, large
recurring expenditure on dredging and maintenance, and on the port-owned [leet of CPT vessels,
costs of modernisation of facilities, and debt charges. To relicve this (inancial pressure, the
Port has levied stlf tarifls for its services, and has thus traditionally been a high-cost port. The
port experieneed sharply increasing costs in the 60s and carly 70s during which significant
deficits emerged, to which the port management reacted by concentrating on revenue maximisation
over {he subsequent decades.

The share of [IDC in total surplus of CPT has consistently been maximal, leading (o
a beliel that Laldia will gradually supplant Calcutta as a port. The financial position of the CPT
can be improved by increasing incomes from slorage charges and cstates, and by cconomy
measures in establishment, reduction of the interest burden and better management of port
railways.

While manpower at CDS has traditionally been high, the highly-mechanised HDC
ensures that manpower needs are kept to the minimum. Total manpower has in fact declined
over more reeent years. However, manpower reductions have taken place in CDS only, while
manpower has actually increased at HDC, because of expansion of the port.

In view ol the importance that expansion in facilitics and opcrations have to the
health of a port, the next chapter will explore the growth of both CDS and HDC more rigorously,
going into the acquisition and allocation of funds on capital asscts, investments and capital-
structure planning at CHIP, ‘
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CHAPTER - 4

ANALYSIS OF SOURCES & APPLICATIONS OF PORT FUNDS

4.1 The Mcaning of ‘Funds’

in analysing the sources and application of funds at Calcutta-Haldia Port, the first
necessily would be to comprehend the technical nature of the word funds. Accountants have varied in
their opinions with regard (o the meaning, and various interpretations are given (o the financial term .

Thus, finds are alicrnatively:

literal cash, including both undeposited cash and demand deposits in (he banking system!
cash and marketable securities®

working capital, defined in (urn as the excess of current assets over current liabilities®
nel monetary assets’

all cumutated financial resources arising from items of working capital, and also from
{mancial and investment activitics of an enterprise involving non-current items.

The foregoing establishes that the definition of funds most common is that of working
capital ot net current assets. In the words of Foulke®, funds in this particular sense are what might be
termed working-capital funds, as distinct from actual cash funds.

4.2 The Funds

Flow Statement

- Traditionally, the basic financial statements of business enterprise are the balance sheetand
the income statement (or profit & loss account). While these furnish useful financial data regarding the
operations of an enterprise, a serious limitation is that they do not provide information on changes in the
enlerprise’s {inancial position over any particular duration of time. Thus their utility for analytical
and phnmn;, purposes is limited, since, in the operational sense, they fail to answer important questions, e.g.

What are the factors responsible for differences in owner’s equity, and in assets and
habilitics of the enterprise between conseeutive balance sheets?

What are the premier financing and investent activitics of the firm over the said period?
Have long-term sources of investible funds proved adequate to finance purchase of
lixed assels?

Does the enterprise possess adequate working capital?

What funds have been generated from the enterprise’s operations?

Has the enterprise’s liquidity position improved?

The lunds flow statement overcomes these limitations of the basic balance sheet and income

statement, The

funds flow statement is a report on the [(inancial operations of the enterprise.

Although it cannot replace the profit & loss account, it provides an equally significant analysis of
financial transactions.
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A funds flow statement is also known variously as the Funds Statement, the Where Got-
Where Gone Statement, or the Statement of Sources & Applications of Funds. The statement is not a
supporting schedule for the conventional financial statements, although it is technically based upon the
same accounting data. §t is needs no reiteration that the statement is a technical device designed to
highlight changes in tinancial conditions within an enterprise between two conseculive balance sheets. It
thus acts as a complementary statement which presents information not easily obtainable, or not
obtainable at all, from the other financial stalements. It reveals changes that have taken place in
asset, liability and sharcholder equity levels over the period selected . These changes are of two types,
namely in sources of funds and in applications of funds. Sources of funds are generally those that
derive from sales of assets and are indicated by decreases in assets and increases in $iabilities or shareholder
equity. Applications or uses of funds arc associated on the other hand with increases in assets and
decreases in liabilities or in shareholder equity. In the specific context of ports, these definitions come to
be somewhat qualificd, as will be shown.

4.3 The Funds Flow Statemtent for Calcutta Port

The funds flow statement ofCalcutta Port over the period 1981-82 to 1992-93 is presented
in Table 4.1(A & B). It'is apparent that in the case of the Port, and Indian ports in general, one of the
most important fund-sources is port borrowings. These loans are of three types, i.e. loans from Government
{both State and Union governments), intercorporate loans, and commercial borrowings. For Calcutta
Port, intcrcorporate loans and commercial borrowings are found to have been present only in 1992-93,
where they amount to Rs.5 crores and Rs.14.24 crores, respectively, and in 1990-91 when Rs.18.33
crores had been accepted as intercorporate loan.

Loans from Government were a major source share at the beginning of the study. In 1981-
82, they were ol the order of Rs.13.15 crores, registering as 22.38 percent of total fund-sources. i
1982-83, they constituted the maximum proportion of tolal sources at Rs.18.99 crores, or 32.45
percent. Thercalter, the loan amounts started to decline, and in the last year of study i.c. 1992-93, loans
from Government had falien to Rs.12.82 crores, registering as only 7.69 percent of total sources.

Government grants were made Lo port schemes such as comprehensive corrective works,
bridge replacements, and the fish-harbour project. Of the above works or projects, the grant of Rs.0.10
crores from the Government of West Bengal towards replacement of a viaduct bridge was made only in
1992-93. Government contributions amounting to Rs.0.21 crores, Rs.0.40 crores and Rs.0.05 crores,
towards the fishing harbour at Roychowk were made for three years between 1982-83 and 1987-88,
respectively. The major grants sanctioned by Government were towards corrective works, and ranged
from a minimum Rs.1.30 crores (1.33 percent) in 1986-87 to a maximum Rs.5.45 crores (3.04 percent)
in 1990-9),

Other capital receipts show a mixed picture over the period of study, with sometimes
increasing and somelimes decreasing trends. Commencing at Rs.7.06 crores in 1981-82, these
reached a maximum of Rs.52.94 crores in 1989-90. However, the maximum proportion of total
sotrees recorded by these receipts was in 1988-89, when they contributed 42.10 percent. Thereafter
these receipts have been falling and were only of the order of Rs.32.99 crores (19.79%) in 1992-93.,

A surplus position in net revenues has been shown in all years except 1983-84, 1985-86
and 1987-38. The maximum and minimum net balances have been in 1986-87, at Rs.12.01 crores



Table - 4.1(a)
Funds Flow Statement of Calcutta -Haldia Port during 1981-82 to 1292.93.

(Rs. Crores)

A. Source, 1981-82  1982-83  1983.84 1884-85 1985-86 1986-87 1987-88 1988-80 198990 1990-91 1991-82 1992-93

1. (a) Loan from Government 13.15 18.99 19.80 23.02 17.94 21.44 13.78 1545 28.78 23.77 26.68 12.82

22.38 32.26 3045 27.34 17.44 21.86 14.61 14.44 17.56 13.24 15.31 7.69

(&) Inter Corporate Loan 18.33 5.00

10.21 3.00

{c) Commercial Borrowings(NIB) 14.24
8.55

2. Contribution from Govt. 3.04 2.11 3.25 363 2.00 1.30 3.05 00.C0 5.20 545 5.00 4.19

517 358 5.00 4,31 1.94 1.33 322 3.17 3.04 2.87 2.51

3. Other Capital Receipts 7.06 10.85 891 22.55 23.91% 11.96 19.64 45.05 £2.94 49.60 49.31 32.99

12.01 18.42 13.70 26.78 23.25 12.20 20.8% 4210 32.30 27.62 28.29 18.79

4. Net Revenue Position 5.42 417 00.00 3.45 0C.00 12.01 00.00 1.04 2.29 1.22 1.62 5.31

(Surplus) 8.22 7.09 4.10 12.25 0.94 1.40 o868 293 3.19

5. Sinking Fund 1.14 0.81 0.71 1,438 0.89 0.82 0.70 079 072 0.99 0.87 0.78

1.94 1.38 1.09 1.76 0.87 0.84 0.74 0.74 0.44 0.55 0.56 0.47

6. Net Eamings of Reserve Fund 013 0.73 1.38 0.18 Q.94 1.72 2.71 0.01 324 2588 2.54 4.52

0.22 1.24 3.05 o2t 0.91 1.75 2.87 0.01 1.98 1.60 1.46 2.71

7. Repayment, Replacement & 3.80 3.88 4.06 4.19 4.26 452 4.21 428 437 4.55 5.32 5.65

Maintenance Fund 6.47 6.59 6.24 4.98 4.14 4.61 4.46 4.00 2.66 253 305 3.3¢%

8. Withdrawals from Reserves 0.49 00.00 0.73 00.00 3.03 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.83 1.12 295

S. Opening Balance of Cash & Funds 24.53 17.32 21.84 25.70 49.88 44.29 50.27 40,41 66.38 72.79 82.84 81.17

{Cash+Invesiment) 41.76 29.43 3358 30.52 48.50 45.16 53.28 37.77 40.49 40.53 47.53 48.70

10. Change in Working Capital 00.00 00.00 375 00.06 00.0¢ 00.00 00.00 00.00 00.00 00.00 00.00 00.00
877 .

Total 58.76 5£8.86 £5.03 84.20 $02.85 98.06 94.36 107.00 163.92 179.58 174.28 166.67

100.00 100.00 100.00 100.00 100.00  100.00 100.00 100.00 100.00  100.00 100.0¢ 100.00

Note : Nalic figures indicale percentages.
Source : Compiled and calculated from the Administration Reports and Annual Accounts of Calcutta Port for the above years.

Y4



Funds Flow Staternent of Cal. Port Table -4.1(b}

{Rs. Crores)
B. Application 1981-82 1982-83 1963-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 1991.921992.93
1. Net Re\_.tenue Position {(deficit) 555 13.06 22.56
8.52 12.70 2391
2. Repayment of Loans 6.48 2.04 584 i3 9.51 5.78 460 566 7.41 7.42 570 7.82
11.03 3.47 8.98 393 825 5.89 4.88 529 4.34 413 327 4.68
3. Capital nvestments 19.47 25.67 27.23 28.02 24.33 23.31 24 .46 24.98 60.58 85.77 8214 6854
33.03 43,61 41.87 33.28 2366 29.89 2592 23.35 36.96 31.06 47.13 4112
4,  Sinking Fund (Invested_& net Invested} 1.14 0.8 o.M 1.48 0.89 0.82 070 0.78 0.72 0.99 0.97 0.78
1.94 1.38 1.09 1.76 0.86 0.84 0.74 0.74 0.45 0.55 0.56 0.47
5. Changes in Working Capital 14.41 8.50 0.00 1.51 10.78 11.88 1.63 9.18 2272 32.56 430 10.22
24.52 14.44 1.79 10.46 12.12 1.73 8.58 13.85 18.13 2.47 6.13
6. Closing Balance of Cash and Funds 17.32 21.84 25.70 49.88 44.30 - 50.27 40.41 66.39 72.79 82.84 8117 7931
{Cash & invest) 2548 37.10 39.52 52.24 43.07 571.26 42.82 52.04 44.40 46.13 46.57 47.59
Total §3.76 £8.86 65.03 84.20 102.85 93.06 94.36 107.00 163.92 179.58 174.28 1686.67
100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Note : Malic figures indicate percentages.

Source : Compiled and calculated from Administration Reports and Annual Accounts of Caicutta Port for the above Years.

94
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(12.25 percent), and 1988-89,at Rs.1.01 crores (0.94 percent), respectively. Insignificant shares in
total fund-sources were however exhibited by sinking funds, net camings of the reserve {und; repayment,
replacement & maintenance funds, and withdrawals from rescrves, the latter being seen only in the
years 1981-82, 1983-84 and 1985-86.

Itis of interest also o note the changes in working capital. Working capital has been defined
as the difference between current assets and current liabilities, and in this sense, an increase in working
capital is taken as an application and a decrease as a source of funds. The table shows that changes
in working capital had appeared as a source of funds only in 1983-84, amounting to Rs.3.75 crores or
5.77 percent of total sources for that year. In every other year, current assets exceed current liabilities,
representing an application rather than a fund-source, as see in Table 4.1(B).

In Table 4.1{A) concerning sources, it is consistently seen that the major source of funds
were opening balances of cash and investment. The contribution of these was inore than 40 percent
in peak years. Their maximum proportion in relation to total sources was 53.28 percent (Rs.50.27
crores) in 1987-88: the trend in percentages is, however, mixed. Starting at the level of Rs.24.53 crores
at the commencement of the study, opening balances (tuctuate as they eventually reach Rs.81.17 crores
in 1992-93, However, outof the cash and investment that constitute opening balances, the contribution
[rom the latter was very insignificant. For example, in 1992-93, out of an opening balance of Rs.81.17
crores, the share of investment was only Rs.0.52 crores. It may thus be remarked that opening balances
for the port, although large, are not of the nature of a surplus that may be directed towards investment,
but are used up as normal working capital.

Most of the funds otherwise obtained were used primarily to finance capital investment,
siice, apart from closing balances of cash and funds, the maximum share went to capilal investments
which in this case referred (o Plan investment for Caleutta and Haldia, debt charges incusred on the
Haldia dock project, debt charges on channel dredging, corrective works, recessional dredging, and
investment on other non-plan works for Caicutta and Haldia, and on the fishing harbour. Capital
ivestment in 1981-82 was Rs.19.41 crores, {33.02 percent) which rose to Rs.68.54 crores (41.13
percent) in 1992-93. The maximum leve! of capital investment of Rs.82.14 crores in 1991-92 registered
as47.13 percent of the total application of funds, and the general trend is for capital investments to rise
in absolute terms, particularfy since 1989-90,

Significant funds were generally commitied to changes in working capital, indicating
increase in current assets. Shares of these were high at the commencement of the study-period, e.g. in
1981-82 and 1982-83, when they were of the order of Rs.14.41 crores (24.52 percent) and Rs.8.50
crores (14.44 percent), respectively. The proportion committed each year is however seen to be unstable,
and the commitment in 1992-93 the becomes Rs.10.22 crores (6.13 percent).

Fund deficits in the ycars 1983-84, 1985-86 and 1987-88 swallowed a portion of availabie
funds. In 1987-88, the deficit was Rs.22.56 crores, or about 24 percent of total sources. Funds are also
committed for repayment of loans and to invested and non-invested sinking funds. Though the shares of
the latter were insignificant over all years, the repayment of loans varied between a minimum of Rs.2.04
crores (3.47 percent) in {982-83, and Rs.9.51 crores (9.25 percent) in 1985-86. Closing balances of
cash and funds have generally accounted for nearty hatf of the total fund applications, except in the
mitial period of study.
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The most important trends to be noted in the table are those of capital investments and of
closiug balances. The two have risen considerably over time in both absolute and percentage teyms, and
marked acceleration is noted towards the end of the study period. Since Government loans had tapered
down by the time, much of the capital invested has been raised from other sources, particularly the Port’s
internal sources, as will be shown later,

Although the foregoing discussion reveals changes in the sources and applications of funds
at Calcutta Port over the years, a broader picture can be obtained by considering movements in the
flow of funds consolidated over the entire period of study, as shown in Table 4.2.

It is clear that out of total loans of Rs.273.19 crores including loans from Government,
intercorporate loans and commercial borrowings, repayments of Rs. 71.27 crores only have been made.
Funds sourced from Government grants and other capital receipts were Rs.372.99 crores, but capital
investment to the tune of Rs.470.44 crores has been made. The difference on this account of R5.97.45
crores, or around 20 percent of total capital investment has been met largely from loan sources. A
cumulated net deficit remains unresoived after taking surpluses into account, and is of the order of
Rs.4.67 crores. '

Current liabilities have generally been much higher than current assets created. Assets, which
exceeded liabilities only in 1983-84, implied a total fund source on this account of Rs 3.75 crores, while
cimulated applications against this item were Rs.127.67 crores over the twelve-year study period. Again,
considering consolidated balances of cash and lunds, closing balances were gencrally higher than
opening balances. Cumulated closing balances amounted to Rs.632.22 crores over the study period,
against the cumulated opening balances of Rs.577.42 crores. Balances in hand have thus tended to
increase [rom year (o year.

Brielly considering Lhe percentage distribution in the table, it is inferesting 1o note that the
major share, excluding opening and closing balances, goes (o other capital reccipts and loans on the
sources side, and capital investments on (he applications side. Percentage shares of cumulated capital
receipts and loans were about 25 percent and 20 percent, respectively, while cumulated applications to
capital investment were 34.75 percent.

4.4 Port Capital at Calcutta Port

The financial future of a company or enterprise may be predicted by examining its funds
flow statements over the years, since “few things determine the future of the company as directly as the
way it spends its money.’ Separate study is therefore necessary of the items on which Calcutta Port
spends most of its i.¢. capital investments, denoting capital assets and other investments.

4.4.1 Capital Assets

The nature of assets owned by Calcutta Port includes landed properties; docks, quays,
jelties, landing stages, etc.; buildings, sheds and other structures; bridges, roads, sewers and water supply;
railways and rolling stock: cranes; heavy and light plant and machinery; heavy and light floating craft;
buoys and other marine cquipment; and dredging capital including river-training works.

Of'the above, capital investments made in order of importance in 1990-91 were nearly 26
peccent on capital dredging including river-training works; nearly 17 percent on docks, quays, etc.; and



Table - 4.2
Sources and Application of Funds in Calcutta-Haldia Port during 1981-82 to 1992-93.

. {Rs. in crore)
Si Na. Sources Amount.{Rs.} SiNo. Applications Amount. (Rs.)
1. &) Loan from Government 23562 N} Repayment of Loans 7127
17.41 527
b} Inter Corporate Loan 23.33 2 Capital Investments 470.44
i 1.72 3475
¢}  Commercial Borrowings 14.24 3 Net Revenue Position (Deficit) 4117
1.05 3.04
2. Contribution from Government 38.22 4. Sinking Fund (Invested and not invested) 10.80
2.82 0.80
3. Other Capital Receipts 334.77 5. Change in Working Capital . 127.67
24.73 9.43
4. Net Revenue Position (Surplus) 36.50 3 Ciosing Balance of Cash & Funds 632.22
270 {Cash + Investment ) 48.71
5. Sinking Fund 10.80
0.80
6. Net Earnings of Reserve Fund 21.58
1.59
7. Repayment, replacement & Maintenance Fund 53.09
392
8. Withdrawals from Reserves 4,25
0.32
9 Change in Working Capital 3.75
028
10. Opening Balance of Cash & Funds 577.42
{Cash + Investment) : 42.66
1353.87 1353.57
100.00 100.00
Note : Halic figures indicate percentages.

Source : Compifed and calculated from Administration Reports and Annual Accounts of Calcutta Port for the above Years.
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nearly 13 percent on heavy floating craft. There were, moreover, some capital works not yet com plete
but in progress - termed capital works-in-progress - which also comprised a large part of capital investment.

One another point may be noted here. The actual time taken for completion of projects is
usually longer than planned. As a result, actual expenditure on projects is far in excess of original
estimates, because of cost overruns. Time-budgeting is very important within capital budgeting for the
development of an eaterprise, but it is generally noted that there is lack of care and attention in this
respeet in PSUs, and especially in Indian Major Ports. The Draft Fifth Five-Year Plan’ s comment
indicates Government’s awareness that “many of the important port programmes were not worked out
in sufficient detail and a large number of projects were consequently dragged for beyond their scheduled
dates of completion, resulting not only in cost escalation but also in some bottienecks regarding smooth
operation in couniry’s vverseas trade”.

4.4.2 Capital Investments

Another reason for farge magniludes in capital investment is because port operations teday arc
lar more capilal-intensive than previously. Going through records of fund applications at Calcutta and
Haldia Port over the period from 198-82 to 1992-93, it can be seen that the maximal share in these
comprises capital investiments made against port development projects. Occasional investments were however
sometimes made in non-port operations. Although surpluses achieved by major ports are often invested
outside the port for generation of income, it must be kept in mind that the ports are sustained through huge
Government loans which might otherwise have served the development of other backward economic sectors.
Instead of outside investments by each port, it would therefore be wiser if a common port development fund
were constituted from excess funds and surpluses generated at major ports, which could then be committed
todevelopment of such major ports as require these. Investing ports would earn minimum retums expectable
irom outside investments, which would derive from interestcharges paid by borrowing ports.

4.5 Capital Structure

Whileexamining the capital structure of'a major port such as Calcutta, it is important contextually
to know the sources of finance to a PSU. The largest component of corporate capital derives from the issue
of'equity shares in the open market, Butsince major ports constitute a kind ol PSU, such issue of equity
is not possible. The bulk of capital at a major port has traditionally derived from loans from Government,
although the proportionate share of (hese has decreased in recent years. Though the granis that Government
also provides to major ports against specific projects are not repayable, all loans are to be repaid, along with
interest realisable. '

Another portion of port capital that has become increasingly important is covered by internal
sources foreach major port. Subject to the prior approval of the Union Government, the port can also issue
debentures in the open miarket to raise debenture loans, A portion of capital at a major port is also made upof
loans from the Intemational Bank for Reconstruction and Development (IBRD, or World Bank}, or from
other international financial institutions; such soutces are termed as externa} loans vide section 86 of the
Major Port Trust Act, 1963. Section 29(i}(c) of the Act also provides that expenditure incurred by
Government before formation of the Port Trust is to be treated as capital expenditure and is to be repaid
along with interest to Government, afler a specified period. Thus the capital structure of| major posts in India



Table - 4.3.

Capitai Structure of Calcutta-Haldia Port during 1980-81 to 1990-91

{ Rs. Crores )
Year. Interal source Loans from Accumulated External Loans. Debenture Loans Inter Corporate Tataf
Govemnment Debt servicing Loans
Rs. % Ingex. Rs. %. iIndex Rs, % Index Rs. % Index. Rs. % Index. Rs. % Index. Rs. %  Index.

1 2 3 4 5 ] 7 8 ) 10 11 12 13 14 15 16 17 18 19 20 21 22
1980-81 121.3 26,38 100 22553 49.02 100 7791 16.93 100 6.75 1.47 100 2855 620 100 0.00 0.00 000 460.12 106 100
1981-82 131.59 27.5% 108 22583 47.34 100 89.86 1884 115 535 112 79 2437 511 85 0.00 0.00 000 477.00 100 104
1982-33 14812 2916 123 23182 4533 103 101.81 19.91 131 427 0383 63 - 2437 ATV 85 0.00 .00 000 511.39 100 111
1683-84 165.49 30.86 136 23782 4385 105 11375 .21 00 146 318 059 47 2176 401 76 0.00 0.00 000 541.70 100 18
1984-85 19713 33.22 162 24813 4181 110 12569 21.18 161 236 0.40 35 2014 3.39 71 0.00 0.00 0.00 53345 106 129
1985-86 226.67 3587 187  247.81 3 . 110 13784 2178 177 057 009 08 1924 305 §7 0.00° 000 000 631.93 100 137
19686-87 256.18 38.05 214 25465 3739 113 14858 2196 182 0060 000 000 1769 280 &z 0.00 0.00 000 681.10 100 148
1687-88 284.78 39.78 235 25312 3536 112 - 18153 2258 207 000 000 000 1645 230 58 0.00 ¢.00 0.00 T15.88 100 156
1988-85 332.00 42,80 274 25326 3273 142 17347 2242 223 0.00 D00 000 1515 1.95 53 0.00 0.00 000 773.88 100 168
1989-90 390.82 4556 322 28647 31.068 118 18542 2161 238 000 Q00 000 1515 177 53 0.00 0.00 Q.00 85786 100_ 186
198G-91 454,35 47.51 374 27173 2841 120 197.36 2064 253 000 000 000 1455 1.52 51 1833 1.82 100 956.23 100 208

* Charges on Govt. Loans + Capitalised Int.

Source : Compiled and Calculated from Administration Reports and Annual Accounts of Caicutta-Haldia Ports for the above years.
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comprises (a) intemal sources; (b) Goverament loans, (c) external loans; (d) debenture loans; (c) intercorporate

loans; and {1y Government grants.

The aggrepate capital position of Caleutta Port over the period from 1980-81 to 1990-91 is
examitied in ‘Table 4.3. The table shows that tolal capilalisation of Calcutta Port had increased from a level
of Rs.460. 12 crores in 1980-81, to Rs.956.32 crores in 1990-91, the index of increase being 108 points over
cleven years, The maximal increase took place between 1989-90 and 1990-91, amounting to nearly Rs.100
erores or 22 index points. The overall capital structurc of Calculta Port also presented in the table reveals the
sourees of port capital, their percentages to total capitalisation, and indices compared to the base year 1980-
81 as calculated and shown.

In 1980-81, loans from Goverment amounted to 49.02 percent of the total capital base, followed
in importance by internal sources at 26.38 percent. Accrued debt charges liable to be repaid against previous
foans constituted 16.93 percent, and debenture loans and external foans were minimaily present at 6.20
percent and | .47 percent, respectively. At the end of the period of study, percentages of internal sources and
debt-servicing charges had risen, while those of loans from Government and debenture loans had declined.
Although ioans through public debentures had been secured by Calcutta Port throughout the period of study,
their relative share gradually decreased from the maximal 6.20 percent to 1.52 percent. This would indicate
partial repayment of debenture loans through every year, with the exception of 1982-83 and 1989-90 when no
decrcase in percentage (ook place. External loans had vanished, to be replaced in the last year i.e. 1990-91 by
a small guantum of intercorporate loans at 1.92 percent. Intercorporate loans taken from other major ports
had been a recommendation to reduce the heavy burden of Government loans, After 1985-86 till the last
year of study there were no drawals of external capital or loans from foreign sources for Caleutta Port. The
position indicated is that the IBRD loans were repaid and that no fresh loans had been taken, except for the
small quantum of Rs.18.33 crores from intercorporate sources.

Though foans from Government were the dominant capital source in the first hall of the study-
period, their relative share gradually declined and from 1986-87 they feli to second position after internal
sowrces. At the end of the study period, in 1990-91, their share was 28.41 percent only. Intemal sources, on
the other hand, became the dominaat source from 1986-87 onwards, their contribution to the total capital
base rising (rom Rs.121.38 crores (26.38 percent) in [980-81 10 Rs.454.35 crores (47.51 percent) in 1990-
a1,

Accumulated debt-servicing charges on Government loans capitalised but not repaid, which
were utilised on Haldia Dock and on channel dredging, have been shown as a source of capital finance. The
share of these to total capital base had gradually increased tili 1987-88 and then started to decrease. The
percentage shares of such charges in 1980-81, 1987-88 and 1990-91 were 16.93 percent, 22,56 percent and
20.64 percent, respectively, over the period. '

Surveying the time-trends in capital finance, it may be remarked that the overall evolution of
capital structure reflects the declining reliance placed on external borrowings and greater reliance on seif-
generated funding, This is borne out by comparing indices. Internal sources over the eleven years have risen
by 274 index points, against the overall index increase of 108 points, indicating rapid acceleration in the above
process. Government ioan funding has, in comparison, increased at a trickle by only 20 pomnts, whilc the
quantum ol debenture loans has been halved. Another manifestation of the financial crisis imposcd by
the inability ol Calcutta Post to mect debt-servicing obligations is shown by the trend in accumulated debt
charges; because of the farge amount of previous borrowings, these have increased by 153 index points
over eleven years. The increasing pressure on the Port (o meet capital requirements from ils own sources
15 therelore understandable.
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4.6 Sources of Port Capital

4 6.1 laternal Sources

“Carlier studies have indicated many sources for PSU capital. However, the accepted
financial principle is that capital funds should mainly be internally sourced for any enterprise, whether it
is private or public in organisation. The rcason that underlies this principle is that capital funds secured
through borrowings have to be repaid , while those deriving from internal sources impose no such
obligation. Internal sources are created by ploughing back the profits or surpluses of the enterprise.
Ports are not an exception to this principle, and it has been indicated above, from the example of Calcutta
Port, thal internal funds now occupy a major share in the total capital structure.

The composition of these internal sources for Calcutta Port is shown in Table 4.4 which
also provides the relative allocational breakup of these funds between the Calcutta Dock System (CDS)
and the Haldia Dock Complex (HDC). The table thus reveals the relative position of internal sources
for both port-complexes.

From the table with reference to Calcutta Port it is clear that internal sources comprise
reserve & surplus, on one hand, and depreciation on the other. Internal sources composed of reserves &
surpluses have shown an increasing trend in both absolute and proportionate terms over the years,
corresponding to the slow absolute rise and decreasing trend in the depreciation provision. Between
1980-81 and 1990-91, reserves & surpluses grew nearly six-fold by Rs.309.5 crores, rising from 51.09
percent in the base-year to 81.77 percent in the final year. The provision for deprectation increased by
Rs.23.47 crores between tlie same years, while its share in total internal sources gradually declined from
48.91 percent to 18.23 percent.

The patterns observed would indicate that asset-utilisation has been better in the later years
ol the study, especially alter the Port came under pressure to linance capital investments [rom internally-
generated resources, although the rate of assct-acquisition and replacement is likely 10 have slowed
down, accounting for the slow increase in the depreciation component. Although the buoyant position in
reserves and surpluses is partly the result of vastly improved cargo handling at the Port, particularly at
HDC, alarger part is contributed by non-operational activities, as shown later below.

Dividing the total internai sources of Calcutta Port between the CDS and HDC, it can be
observed that the sharp increase in internal sources has primarily been from increased handling operations
at the HDC, particularly after 1987-88. Between 1981-82 and 1990-91, internal sources from HDC rose
by Rs.240.22 crores compared to Rs.82.54 crores for CDS. This follows the completion of Plan projects
at Hatdia, and thus a gradual shift in operations to it, which would account for the declining trend of totai
internal sources generated from CDS, from 82.33 percent in 1981-82 to 42.01 percent in 1990-91. The
HDC share rose from only 17.67 percent to 57.99 percent over thc tdentical period.

It may be said in conclusion that self-reliance at a major port e.g. Calcutta, would mean that
capltal structure at the port should reveal an increasing component of internal sources. Ports in India
should in any case assume more responsibility in maintaining their viability and profi itability by reinvesting
a part of their earnings in port development. This would free Government resources, which could then
finance other aspects of national development.

it would be pertinent at this stage to study the composition of port reserves and surpluses.
The reserve & surplus component of internal sources may be classified into capital revenue, revenue
reserve, reserve provision for liabilitics, and the residual, i.e. surplus. Capital reserves are created from



Note

Source

Table - 4.4.

Internal sources of Calcutta-Haldia Port during 1980-81 to 1990-91 and the share of CDS & HDC.

{Rs. crores)
Yaar. Caleutta-Haldia Port. Share of CDS Share of HDC
Ressrve & Depreciation Total internai % internai %
surplus. ' Source Source
1980-81 §2.01 5937 121.38 NA NA
51.08 48.01 100
1981-82 69.83 61,768 131.59 108.34 82.33 23.25 17.67
" 83.07 46.93 160
1982-83 86.00 63,12 149.12 118.63 79.55 30.49 20.45
57.67 42.33 100
1983-84 89.26 66.23 165.49 127.75 77.19 37.74 22.81
59.98 40.02 100 A
1984-85 127.51 69.62 197.13 145.09 73.60 52.04 26.40
64.68 3532 100
1985-86 153.34 73.33 226.67 152.24 67.21 74.33 32.79
. 67.65 32.35 100
1686-87 182.26 76.92 .259.18 159.97 61.72 99.21 38.28
70.32 29.68 100
1987-88 207.51 77.27 284.78 166.07 58.32 118.71 41.68
72.87 27.13 100
1988-89 251.73 80.27 332.00 170.62 51.39 161.38 48.61
75.82 24.18 100
1989-90 311.18 79.64 390.82 179.35 45 89 211.47 54,11
78.62 20.38 100 :
1580-41 371.51 82.84 454 .35 190.88 42.01 263.47 57.99
81.77 18.23 100

NA denotes not available

ftelic figures indicate percentages

Compited and Calcidsted from Adminisiration Reports and Annual Accounts of Calcutta-Haldia Port for the above years
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Reserves in Calcutta-Haldia Port during 1980-81 to 1580-81.

Table - 4.5

Source

{Rs. Crores)

Year. {.‘apita! Reserve. Revenue Reserve. Capital + Rev. Reserve

Rs. % index. Rs. % index Rs. % Index
1. 2 3 4 5 ) T 8 ] 10
1980-81 " NA NA, -
1981-82 NA NA -
1982-83 52.10 63.41 100 3007 36.59 100 82.17 160 100
1983-84 58.45 61.82 112 36.10 38.18 12¢ 94,55 100 115
1984-85 78.17 65,89 150 40.47 3411 135 118.64 10C 144
1985-86 298.24 68.26 18% 4587 374 152 143.91 100 175
1986-87 119.82 69.80 230 51.88 30.20 173 171.80 100 209
1987-88 138.25 70,16 265 58.80 29.84 196 197.05 100 240
1988-89 1768.19 73.85 342 63.08 26.15 210 24128 100 294
1989-90 229.10 76.44 440 70.62 23.56 235 299.72 100 365
1990-21 281.99 78.32 541 78.05 21.68 280 360.04 100 438

Compiled and Calculated from Administration Reports and Annual Accourits of Calcutta-Haldia Fort for the above years

£8
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(he non-operational activities of an enterprise and arc therefore an unexpected reserve, while revenue
reserves are crealed from the operational-surplus balances and are therefore an anticipated reserve.
Since the major part of the reserve & surplus of an enterprise is constituted by capital and revenue
reserves, a comparative study between the two is made for Calcutta Port in Table 4.5.

The table points to the slowly increasing share and the sharply accelerating magnitude of
the capital reserve component in revenues and surpluses of the Port. While the share of this rose {fom
63.41 percent in 1982-83 to 78.32 percent in 1990-91, the absolute increase was by Rs.229.89 crores.
On the other hand, the share of revenue reserve had increased from 36.59 percent to 21.68 percent
during the same period, with a smaller absolute increase of Rs.47.98 crores. It would therefore appear
that the escalation in reserves & surpluées al Calcutta Port was sourced primarily from non-operational
activities, since the growth in revenue reserves was more moderate and showed up a decline inrelative
terms. This decline in proportion of revenue reserves would imply that capital finances at the Port are
becoming increasingly dependent on non-operational activities, rather than on port activities, and/or that
the Port is otherwise unable to plough back a part of its surplus balances into future port development.

4.6.2 Loans from Government

Loans from Government have traditionally been the major source of capital finance in the
Indian major ports due to lack in their own resources. The terms of such loans involve repayment of the
principal along with interest charges over the long run. Table 4.6 below shows the amount of loans
received by Calcutta Port from Government for development of the CDS and HDC.
Table - 4.6

Governmental Loans to Caicutta-Haldia Port &
CDS & HDC Share, 1930-81 to 1990-91

{Rs. crores)
Year. ' Loans from Gevernment.
for CDS for HDC Total

1980-81 NA NA

198182 NA NA
1982-83 74.55 157.27 234,82
3216 67.84 100
1983-84 76.50 : 161.02 237.52
_ 3221 67.79 100
198485 84.29 163.84 24813
3397 66.03 100
1985-86 85.68 ' 162.13 247 81
34.57 65.43 100
.1986-87 93.42 161.23 25465
36,69 6331 100
1987-68 92.89 160,23 253.12
36.70 63.30 100
198889 94.09 15947 253.26
. 3715 62.85 100
1989-90 94.08 172.39 266,47
35.31 64.69 100
1990-91 96.29 175.44 2773
35.44 64.56 100

Note : ffalics indicate percentages

Source : Compiled & calculated from Adminisiration Reports &Annual Accounts of Calcutia-Haldia
Part for the above years
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A major pait of Government loans availed over the study-period by Calcutta Port were for
the development of the Haldia Port Complex, throughout the period of study. Percentage allocations to
HDC ranged between 67.84 percent to 62.85 percent, although there was a very small increase in
percentage allocation for CDS over the period. In absolute terms however, the Govemment loan component
at CDS has grown by Rs.21.74 crores, compared to Rs.18.17 crores for HDC, Haldia having a better
operational performance and therefore greater generation of intemal funds. The share of CDS has varied
between 32.16 percent and 37.15 percent over the period. Ongoing constructions at the HDC during the
carly 1980s for which sufficicnt internal sources arc not available have led to the higher requirement of
Government loans,

-

4.7 The Ownership of Port Capital

The foregoing analysis has investigated the capital structure of Calcutta Port and its
components. The study now goes on to caiegorise capital from another standpoint, i.e. the ownership of
capital. By standard financial classifications, owners "capital or owned capitad includes internally-sourced
reserves; surplus and depreciation. Quisiders’ capital or loaned capital includes externally-sourced
finances. In the case of Calcutta Port, the first category covers the Port’s internal sources, while loans
from Governinent, from other external institutions and against debentures comprise the second, which
also includes accumulated capitalised but unpaid debt-servicing charges on Government loans utilized
for the HDC and on channel dredging. The ratio between the two capital sources is traditionally called
the debt-equity ratio and measures the relation between debt and equity in the capital structure of an
enterprise. However, since major ports cannot issue equity on the open market, the ratio is renamed here
as the ratio of loaned capital to owned capital. The ratic in-any case indicates the proportion between
external and internal drawings of capital. '

Atthe Indian major ports, under favourabic conditions when traffic volumes arc increasing,
a high ratio may be adopled to take advantage of cheaper debt capital. On the other hand, in situations
where traffic volumes and revenues are decreasing, a lower ratio is more desirable. Financial institutions
like the Industrial Development Bank of India (IDBI) and lndustrial Finance Corporation of {ndia (IFCI)
prescribe the norm of 2:1 as the appropriate ratio for the private sector, while PSUs are expected to
maintain a desirable ratio of 1:1.'®

Table 4.7 shows the composition of capital by ownership, and the ratio of loaned capital to
owned capital for Calcutta Port over the period from 1980-81 to 1990-91. The dominance of loaned
capital over owned capital is brought out, although the magnitude of this dominance has decreased over
the study-period. Total capital at the Port has grown enormously by Rs.496.20 crores over the eleven
years, but the greater part of this increase i.e. Rs.332.97 crores or 67.1 percent, has been raised by the
Port from internal sources. The remainder, i.e. Rs.163.23 crores, has been externally-sourced. This
serves 1o highlight the effort made by the Port authority to raise internal finances, particularly over the
later period, after the offiake from Government loans slowed down. Percentage composition of of foaned
capital declined lrom 73.62 10 52.49 percent over the period, at the end of which owned capital covered
nearly half the total capital sources at the Port.

A study of the ratio of'loancd capital 1o owned capital indicates its sharp decline from 2.8 in
1980-81 to the level of 1.1 by 1990-91, which has brought it very close to the prescribed 1DBI1 and IFCI
norat for PSUs, and is therefore an indicator of good performance on this count at Calcutta Port. The
quanium of owned capital in the capital structure of the Port has mainly increased through increased non-
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operational fund generation and the ploughing back of operational surpluses, particularly over the last
years of the study when pressure developed on the Port to raise its own capital resources.

Table - 4.7 -
Ratio of Loaned Capital to Owned Capitat at
Calcutta-Haldia Port, 1980-81 to 1990-91

{Rs. crores)

Year LoanedCapital  Owned Capital  Tofal Capital Ratio

1980-81 33874 12138 460,12 281
7362 26.38 100

198182 34541 131.59 477.00 261
7241 27.59 100

1982-83 362.25 143.14 51139 Z24:1
70.84 2916 100

1983-84 376.22 165.48 541.70 231
69.45 3055 100

1984-85 396.33 197.42 593 .45 21
66.78 3322 100

1965-86 405.26 226.67 631,93 BRE: %
) 64.13 3587 100

198687 42192 259.18 681.10 1.6:1
6195 38.05 100

198788 431.09 284.79 715.88 151
60.22 39.78 10

198889 441.88 332.00 773.88 1.3
57.10 42.90 100

198990 457.04 390.82 857.96 t.21
54.44 45.56 100

1990-91 561.97 454,35 958.32 - 1.4
5249 47.51 100

Nate  : Maficsindicate percentages

Source : Compiled § calculated from Administration Reports & Annual Accounts of Calculta-
Haldia Port for the above years

Comparison between ratios of loaned capital to owned capital at CDS and HDC, reveals
which port complex has a stronger capital structure. The breakup of capital into the two ownership-
categories and resulting ratios are shown in Table 4.8. It is clear from the table that the ratio of loaned
capital to owned capital at CDS was 1.1 or below, over the entire period of study, i.e. even lower than
prescribed iDBI/IFCI norms. The slack on this account was made. up at HDC, where loaned capital
considerably exceeded owned capital over the identical period, At the commencement, in 1980-81,
loaned capital was nearly ten times more than owned capital at Haldia. However, the ratio at HDC had
been failing rapidly and was nearly in line with the norm by the end of the period under examination,

Considering absolute trends, the growth in owned capital at CDS over the eleven years has
been by Rs.82.54 crores, against Rs.51.77 crores of loaned capital. ALHDC, the corresponding growth
ligures are Rs.240.22 crores of owned capital, against Rs.104.79 crores from loaned capital. This would
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be explained by a number of factors, The carly development of Haldia Dock Complex (HDC) was fully
dependent on external sources of capital. CDS was not dependent on external sources to the same extent
as HDC which was a developing port, and which moreover with time took over a number of categories
of port operations from CDS. The net result has been that improved operational performance and surpluses
at HDC rapidly incteased owned capital and permitted the complex to considerably lower its degree of
dependence on external funds. In the case of CDS, it would appear that port development financed by
external means was relatively stagnant, and also that the scope for the complex to increase owned capital
was somewhat circumscribed by the development of the HDC, which diverted a large part of development

capital away from CDS.

Tabie - 4.8
Ratio of Loaned Capital to Owned Capital
of CDS & HDC , 1980-81 to 1990-91

{ Rs. Crores)

Year Calcutta Dock Systern{CDS) Haldia Dock Complex (HDC)
" loaed  Owned  Ralio Loaned  Owred  Ratio

Capital  Capitat Capital  Capital
1 2 3 4 5 6 7
1980-81 NA NA NA ™
1981.82 1401 10834 111 240 2325 991
198283 12037 11863 11 24188 048 791
198384 12106 12175 091 2516 a4 esd
198485 12683 14509 091 6756 5204 5.1
198586 12096 15234  0.8:1 7530 7433 37
1986-87 13800 15997 091 28392 9921 291
1987-88 13867 16607 081 29242 11871 251
1968-89 14099 17062 081 30089 16138 191
1985-90 14342 17935 081 32362 21147 151
1990-91 16578 19088 0.9:1 33619 26347 131

Source : Compiled and caicuiated from Administration Reports and Annual Accounts of Calcutta-
Haldia Port for the above years

4.8 The Analysis of Port Funds

Funds are technically defined as working capital or net current assets, and in this sensc are
working-capitat (unds, as distinct from actual cash. The traditional financial statements arc balance
sheets and income statements, But for studying changes over time in the financial position, the funds
flow statement is more appropriate, since it is acomplementary report on financial operations, revealing
changes in asset, liability and shareholder equity levels and sources and appl‘ications of funds over
selected period.

[n [ndian ports in general, port borrowings constitute the most important source for capital-
funds, comprising loans from Government, intercorporate loans, and commercial borrowings, Govemment
isa major source of both grants and loans for CHP, especially because of ongoing work on the development
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of Haldia. Other capital receipts such as sinking funds, net earnings of the reserve fund; repayment,
replacement & maintenance funds, etc. contribute negligible amounts. in the case of working capital
balances, current liabilities have exceeded current assets, and they thus represent fund-application rather

than a fund-source.

Opening balances for CHP, are not a surplus that may be directed towards investment, but
are applied as normal working capital. Most funds obtained externally are used to finance capital
investment, including Plan investment, miscellaneous debt charges on loan-financed dredging, corrective
works, etc. and other non-Plan investment. For CHP, capital investments and closing balances have
risen considerably in both absolute and percentage terms, with marked acceleration marked towards the
end of the study. Since Government loans have tapered over this time, much of the capital involved is
now drawn from internal and other sources, Thus the major fund-sources other than opening and
closing balances, are other capital receipts and loans., while the major fund-applications are capital
investments on major capital-works such as dredging, dockyard structures and vessels. In the case of
construction projects particularly, overruns in execution times add heavily to costs. Time-budgeting -
although an integral component of financial management of capital applications - is generaily seen to be
lacking in Indian PSUs, and major ports. '

Much of capital investment is on post development projects, although occasional investments
are ol non-port operations. Government grants lowards specific port project investments are also declining
proportionally, to be replaced by a larger quantum of loan-capital. Since (hese are to be repaid with
interest, debt charges have risen across the board.

"The capital structure of Indian major ports thus comprises internal sources, Government
loans, external loans, debenture loans, intercorporate loans, and Government grants. It is interesting to
note that internally-sourced capital has slowly become dominant among these, although not atl of this is
port surplus, Accumulated debt-servicing charges due on Government loans but not yet repaid, are also
seen in the capital structure as an internal capital source, Surveying time-trends, the overall evolution of
CHPs capital structure reflects declining reliance on external borrowings and greater reliance on self-
- generated funding, in keeping with the accepted financial principlethat capital funds for any enterprise
should be mainly internally sourced.

CHP's internal sources comprise reserve & surplus, as well as depreciation; Of these the
former show an increase while the latter reveals a proportionately decreasing trend. This would indicate
that asset-utilisation has been better in the later years of the study. The sharp increase in internal sources
has primarily been from increased handling operations at the HDC, but for the CDS, this escalation is
rooted in non-operational activities. Ports in India do need in any case to assume more responsibility in
matintaining viability and profitability by reinvesting part of their earnings in port development, thus
freeing Government resources for nationa! development.

In lieu of the traditional debt-equity ratios of financial analysis, reference has to be made to
the ratio between external and internal capital sources in the case of major ports, which cannot issue
corporate equity. Under conditions where traffic volumes are buoyant, a high ratio would take advantage
of cheaper debt capital. This is seen to have initially been the case at HDC, where loaned capital has
generally dominated owned capital. At CDS, this ratio has been much lower than even [DBIIFCI
norms. CDS is not as dependent on external sources as HDC, which is a developing port, and which has

been taking over several port operations from CDS. Impsoved operational performance and surpluses
over time at HDC rapidly increased owned capital and permitted lowered dependence on external funds.
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In the case of CDS, the scope for this was circumscribed by port development at HDC, which diverted
alarge part of development capital away from CDS.

Building on the preceding analyses of funds flow statements, capital assets, port investments
and capital-structure planning, the study now progresses to a consideration of various features relating
to cost and revenue structures at CHP. This permits closer scrutiny of the distinction between operating
and non-operating costs and revenues. It has been noted in the foregoing, that CDS performance
improvements are more the effect of rising trends in the latter, rather than the former.
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CHAPTER - 5
ANALYSIS OF COST & REVENUE TRENDS AT CALCUTTA-HALDIA PORT

5.1 Introduction

Cost consciousness has become a byword in management literature. In discussions on
financial management, the focal factors to growth, profitability and continued survival of any enterprise
are cost and revenue. Profits - which may be described as Lhe excess of revenue over cos! - may be
increased either by increasing revenues or by decreasing costs. [f management strategy were to lead to
simultancous increase in costs and revenues, the latter would have to rise at a rate higher than costs in
order 1o make rising profits possible. Since in many enterprises there are lismitations on increase of
tavifts, greater cimphasis has come to be faid on cost reduction. Raj remarks that a prerequisite for
eltective financial management is a“clear understanding of costs and their behaviour”.!

la context of the financial management of ports, structures and behaviour of costs retain
this importance. The revenucs of ports may be stepped up in two ways i.c. by cscalating tariffs and
docking charges, and/or by attracting more traffic and rising port turnovers. Increase of tariffs may not
be possible in cases where a number of ports fic in geographical contiguity and are in competjtion. The
resudt of increased tacills in one port would then reduce the volume of traffic it handles, cventually
resulting in decline in revenue. The problem may be examined citing Calcutla-Haldia Port as an example.
In respect o Caleulta-Hatdia Port, the nearest port of Paradip is situated fairly close, at 380 kilometres
from Calcutta and 280 kilometres from Haldia. The best way for the CHP to increase revenues would
be through reducing, rather than raising tariffs, with the hope of capturing extra traffic from neighbouring
ports. Other things being equal, a port with lower tariffs might expect to attract more traffic. This
method could conceivably be feasible for commodities that handle more cheaply, so that the tariff-
reduction benefit could be passed on to port-users. But the real danger would arise in case of commodities
whose handling-costs might be so high that a reduction in charges would make their handling uneconomical,

From the above discussion, il is clear that of the two elements controlled internally by the
port management to augment port surplus, i.c. tariffs and costs, the former coutd be increased only
* within limits. Cost reduction would thus appear as the best possible way to achieve financial objectives.
The need tor cconomies in costs becomes even more pronounced in context of the pressure of mobilising
internal resources (o the maximum extent possible for meeting port development expenditure, But it
should also be noted that indiscriminate cost reduction may result in more harm than good. To examine
this context, a study of cost structures and cost behaviour at Caleutta-Haldia porl is being conducted
here, over the pesiod from 1980-81 1o 1992-93,
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5.2 The Structure of Costs

Port costs are broadly classified into operaling costs and non-operating costs, in accordance
with the Major Port Trust Act, 1963, Operating costs include costs of pilotage, dredging, berthing, cargo
handling and storage, while non-operating costs cover interest charges on capital and property taxcs not
associated with port operations. Non-operating costs al the major ports are known as “finance &

miscellancous cost’,

Cost structuse at Caleutta Port over the period from 1980-81 to 1992-93 is prescated in
Table 5.1. A cursory glance at the table indicales the continuous increase in total port costs over the
period, registering an index-increase of 196 points. Although operating costs increased in absolute terms
from Rs.83. 19 crores o Rs.237.17 crores, their percentage 1o total costs declined [rom 84.6 pereent in
1980-81 to 81.6 percent in 1992-93, with the lowest percentage being recorded in 1991-92, at 78.5
percent. Although volumes were considerably lower, non-operating cosls showed a sharper index-increase
of 253 points over the period. from Rs.15.18 crores in 1980-81 to Rs.53.61 croves in 1992-93. The
pereentage share of these in total cost varicd between 15.4 percent Lo 21.5 percent, but generally increased.

Table 5.1
Cost Structure of Caleutta-Haldia Port (1980-81 to 1992-93)

Year Operating Cost Non-operaling Cost Total Cost
Rs.crores % index Rscrores % Index Rs.crores % Index

1980-81 83.19 846 100 15.18 154 100 98.37 100 100
1981-82 50.44 83.5 109 17.87 16.5 118 108.31 100 110
1982-83 95.60 79.8 115 24.25 20.2 160 119.65 100 122
1963-84 100.76 829 121 20.82 17.1 137 121.58 100 124
1584-85 109.27 793 131 28.44 20.7 187 1371 100 140
1985-86 123.73 833 149 24.72 16.7 183 148 45 1015 | 151
1986-87 130.14 831 156 26.42 16.9 174 156.56 100 159
1987-88 142.90 79.1 172 773 209 249 180.63 100 184
1988-89 152.42 80.9 183 35.87 19.1 236 188.29 100 191
1989-90 165.32 83.1 199 33.59 16.9 221 198.91 100 202
1990-9 17945 810 216 4197 18.0 276 22142 100 25
1991-92 202.00 78.5 243 55.36. 215 365 257.36 100 262
199293 23717 816 285 53.61 184 353 1290.78 100 296

Source: Compiled and Calculated from Administration Reports and Annual Accounts of Calcutla-Haldia Port for the
above years

Examination of time-trends in the table shows that port costs at Calcutta Port have tended
to increase sharply in recent years, and that one reason for this has been the sharp escalation in non-
operating costs. Increases in these, in turn, have been particularly concentrated in two years, namely
1987-88 and 1991-92. This reflects the position observed in the previous chapter, regarding rising debt-
servicing charges on borrowings for capital investment which account for the g growth in non-operaling
costs at the Port. Operating costs too, which had grown at a more modetate rate in the easlier years,
show an acceleration in the last five years of the study.



Cost Structure of Selected Major Ports {1980-81 to 1992-93).

Table 5.2

Year Bombay Madras Visakhapatnam

op. Non-op. % of op. % of Non- . op. Non-op. % of op % of Non- op. Non-op. % ofop. % of Non-

cost cost cost op. cost cost  cost cost op. cost cost cost cost op. cost
1980-81 57.88 14.58 79.88 2012 26.01 12.93 66.80 33.20 29.16 13.42 68.48 31.52
1581-82 67.98 14.067 82.85 17.15 30.21 13.92 69.69 30.31 31.66 12.58 71.56 28.44
1982-83 78.35 9.14 89.55 10.45 35.46 7.30 82.93 17.07 34.06 12.89 72.55 27.45
1983-84 81.55 17.37 82.44 17.56 38.97 7.86 83.22 16.78 36.34 13.45 73.43 26,57
1984.85 97.27 37.43 72.21 27.79 46.35 9.45 83.06 16.94 40.57 14.13 74.17 2583
1585-86 106.43 27.93 79.21 20.79 50.71 11.24 81.86 18.14 45,04 17.05 72.98 27.02
1986-87 116.80 24.38 82.73 17.27 55.34 13.62 80.25 18.95 54.38 20,11 73.00 27.00
1987-88 135.74 31.87 80.99 18.01 60.01 16.21 78.73 21.27 62.23 2.7 73.26 26.74
1988-89 149.18 39.91 78.89 21.11% 66.21 16.48 80.07 19.93 72.82 2475 74.63 25.37
1989-90 161.32 50.18 - 76.27 23.73 73.21 15.614 §2.34 17.66 69.50 20.74 77.09 2291
1990-91 170.91 33.99 8341 16.59 79.35 17.78 81.59 18.41 80.60 24.87 72.42 23.58
1991-92 193.84 70.10 73.44 26.26 90.56 21.57 80.66 19.34 98.00 20.61 82.62 17.38
1992.93 219.68 §5.58 71.79 28.21 NA, NA, 73.04 26.96 NA NA, 76.29 2371

Source . Compiled and calculated from Adminisiration Reports and Annual Accounts of Bombay, Madras and Visakhapatnam Ports for the above years

ré
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A comparison of cost structures between major ports is provided by comparing figuresand
ratios for operating and non-operating costs for each selected port in Table 5.2. Comparison of ratios
reveals that non-operating costs at Calcutta Port have been generally lower than at other ports under
study, although tending to increase over time. The ratio of operating to non-operating costs at Calculta
Port in 1992-93 stood at 4.42:1, considerably higher than that for Bombay, Madras and Visakhapatnam
Ports, and indicative of this refatively lower incidence of non-operating costs. The table also shows up
the similarity between Bombay, Madras and Visakhapatnam Ports vis-a-vis their cost structures. Ratios
ol operating to non-operating costs at Bombay decreased from 3.97:1 in 1980-81 102.55:1 in 1992-93
because of sharp escalation in the latter due Lo payment of large sums as interest on loans. Over the
same period however, the ratios for Madras Port changed in the opposite direction [rom 2.01:1 to
2.71:1. The picture at Visakhapatnam was similar, with the ratios increasing even more substantialiy

from2.17:1 w0 3.22:1.

Considering time trends in these ratios, what arc most observable are similarities between
Calcutta and Bombay Ports which are both general ports, on the one hand, and between Madras and
Visakhapatnam on the other. While ratios of operating to non-operating costs have declined at both
Calcutla and Bombay, wider fluctuation is in evidence in the latter port. The principal reasons for
fuctuations in operating and non-operating costs are the variability in contributions from current revenues
1o reserves for replacement, rehabilitation and moderisation of capital assets, the reserve for development,
and repayment of inlerest/principal amounts against loans and other contingencies. For Madras and
Visakhapatnam, the ratios of operating to non-operating costs have been increasing, but the increase in
Visakhapatnam is steadier. Noting that non-operating costs at ports are in a large part composed of taxes
and interest charges on capital investments, it would appear that these have escalated to a sharper degree
al Calcutta and Bombay than at the ports at Madras and Visakhapatnam, and that improvement of
operational performance at both later-named ports has been sharper.

Summing up, the differential patterns observed in the structure of capital would be explained
by differences in indebtedness of ports. Bombay, Madras and Visakhapatnam Ports had higher debt
obligations against capital projects and this entailed a relatively higher proportionate component of non-
operating costs in their capital structure, on account of the obligatory interest payments. Caleutta Port,
m comparison, had a capital structure less weighted by the burden of loans.

5.2.1 Operating Cosis

Operating costs are further categorised into five subgroups based on functional classification.
Fhese functional subgroups separately cover costs atlached 1o (a) port and dock facilitics; (b) cargo
handling and storage; (c) railway working; (d) rentable land and buildings; and (¢) management and
general administration.

The activity-wise breakup of operating costs at Calcuita Port over the study-period is shown
in Table 5.3. At the commencement of the study in 1980-81, aggregate operating costs at the Port were
of the order of Rs.83.19 crores. Of these, in order of magnitude, costs on port and dock facilities
amounted to Rs.33.13 crores (39.82%); cargo handling and storage costs to Rs.21.47 crores (25.81%);
costs on management and general administration to Rs.18.46 crores (22.19%); the costs associated with
the working of port raitways amounted to Rs.8.16 crores(9.81%); while maintenance and other costs on
the Port’s rentable land and buildings stood at Rs.1.97 crores (2.37%).



Table 5.3

Activity-wise Operating Cost of Calcutta-Haldia Port
(1980-81 to 1992-93)

{Rs. crores)

Year Port and Dock Cargo Handling and Railway Workings Rentable Land and Management and Total Operating Cost

Facilities storage buildings general Admn.

Rs. % index Rs. %  Index " Rs. %  Index Rs. % index Rs. % index Rs. % lndex
1980-81 3.3.13 39.82 100 21.47 2587 100 816 9.81 100 1.7 237 100 15.46 22.19 100 83.19 100 100
1981-82 3542 39.16 107 22.54 2492 105 9.40 10.3¢ 115 1.95 2.16 99 2113 23.37 114 80.44 100 109
1862-83 3521 3683 106 23.96 25.06 112 11.85 12.50 146 2.19 2.29 111 22.30 2332 121 95.60 100 115
1983-84 3568 3938 120 25.85 2565 120 9.5% 952 118 3.03 30 154 22.61 22.44 122 100.76 100 121
1984-85 42.13 38.56 127 26.47 2422 123 11.00 10.07 135 3.05 279 155 26.82 24 36 144 108.27 100 131
1985-86 49.13  39.71 148 28.42 2297 132 11.11 898 136 281 2.27 143 3226 26.07 175 123.73 100 149
1986-87 $1.70 3973 156 29.06 2233 135 11.62 893 142 4.28 3.29 217 3348 25,72 181 13014 100 156
1987-88 55.80 39.05 168 31.49 2204 147 14.22 9986 174 4.44 311 225 36.95 25.85 200 142,90 100 172
1988-89 §7.41 37.66 173 35.32 2317 164 13.81 206 169 4.57 3.00 232 41.31 27.11 224 152.42 100 182
19589-90 63.85 3862 193 36.83 2228 172 14.92 9.02 183 5.40 3.z7 274 44.32 26.81 240 165.32 100 196
1980-91 §6.04 36.80 158 42.30 2357 197 14.45 8.08 177 622 347 316 S0.44 28.1 273 179.45 100 216
1991-92 83.53 4135 252 42.55 21.06 198 14.70 7.28 180 7.79 3.86 385 53.43 26.45 289 20200 100 243
1992-93 10583 4486 2320 47.24 18.92 22d 17.03 7.18 209 8.45 3.5 429 58.52 24 68 7 237.17 100 285

Source: Compiled and Calculated from Administration Reports and Annual Accounts of Calcutta-Haldia Port for the above years
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Tatal operating costs at CHP increased uninterruptedly (o Rs.237.17 crores in 1992-93, an
overall increase of Rs.153.98 crores over the thirteen years of the study, with much of the escalation
concentrated in the later period. The index-increase in just the fast four years of the study by 86 index-
points highlights this factor.

The sharpest increase in both absolule and proportionate terms has been in costs of port
and dock facilities, the cumulative escalation over the study-period being Rs.72.80 crores, or 220 index-
points, against index-increase in overali operating costs by 185 index-points. The share of these costs in
total operating costs has also increased from an initial 39.82 percent in 1980-81 to 44.66 percent in
1992-93. Although cargo handling and storage costs have increased continuousty by Rs.25.77 crores
over a similar period, their index-increase is more moderate at 120 index-points, which has brought
down their proportion in overall operating costs to 19.92 percent in 1992-93, from the initial 25.81
percent. This is because the rate of escalation in other operating costs outweighed increases in cargo

handling and storage costs.

The share of costs on port railways in overall operating costs declined from 9.81 percent in
1980-81 to 7.18 percent in 1992-93 although they rose in absolute terms by Rs.8.87 crores, since the
pace of their increase was slower than that of overall operating costs. The index-increase on this count
was slower too, at 109 poiats. Costs os rentable land and buildings increased more than four-fold over
the period from Rs.1.97 crores to Rs.8.45 crores, with index-increase of 329 points. However such
costs have a modest share in overall operating costs at CHP aad as such their share in total operating
costs increased Lo 3.56 percent in 1992-93 from 2.37 percent in 1980-81. The time-trends in {hese two
clements of operating costs viz. port railways and rentable properties, were also more variable thaa in
those preceding.

A constantly occurring element ol operating costs at ports arises from the costs of running
and administering the port. Management and generat administration costs at Calcutta Port escalated
sharply to Rs.58.52 crores in 1992-93 from the initial Rs.18.46 crores in 1980-81, the cumulative
ncrease in absofule terms being Rs.40.06 crores, and the index-increase standing at 217 points. However
this escalation and the absolute magnitudes attached to it served to moderate the increase in the proportion
of management and general administration costs to overall operating costs from 22,19 percent to 24.68
percent over the study-period. Management and general administration do not constitute a separate
activity; rather, the costs under these are cumulative for all other port activities mentioned. Better
comprehension of this characteristic pattern of management and general administration costs would
obtain if they were apportioned in proportion with the activities from which they accrue, and this exercise
is undertaken in the next chapter.

itis interesting to note on the whole that there has been broad stability in the operating cost
structure of CHP over the major part of the study-period. This can be inferred from the fact that no
significantly changed trends in the proportions within the operating cost structure exist. Costs of port
and dock facilities for example oscillated around just over a third of total operating costs, increasing
beyond this only in the last two years; cargo handling and storage costs were more variable around a
fitth of total operating costs; railway working costs hovered around one tenth; costs on rentable land and
buildings varied between 2 and 4 percent; and costs on management and general administration between
22 and 28 pereent.

lFor purposes ol comparative analysis, operating cost structures at other selected major
posts arc presented in Table 5.4. At Bombay Port the proportion of costs on port and dock facilitics in
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the total operating cost structure was more or less stable over the period under study; on the other hand,
proportions of cargo handling and storage costs and of railway working showed marginal decline over
time. Against (his, the proportionate costs of rentable tand and buildings, and management and general
administration costs rose inarginally.

Table 5.4
Operating Cost Structure in Selected Major Ports
{1960-81 to 1992-93)

PortfYear Port and Dock Cargo Handiing Railway Workings Renlable Land Management &

Facilities(%) & Storage (%) (%) & Building (%) Gen. Admn.(%)
Bombay
1980-81 21.85 47.10 854 6.10 ) 16.31
1983-84 21.08 4321 7.05 : 667 15.99
1986-87 22.20 49.04 6.53 589 16.34
1986-90 2060 471 637 8.05 17.87
1991-92 2174 44 34 6.1t 8.80 5.0
Madras :
1980-81 18.68 48,91 6.35 1.26 24.80
198384 17.86 5047 6.08 1.39 24.20
1986-87 18.85 43.82 8.19 . 1.19 27.95
1889-80 18.26 . 41.87 7.20 1.26 HH
199192 17.59 41.08 7.94 108 Kl
Visakhapatnam
1980-81 212 .17 10.83 3.60 17.19
1983-84 26.75 39.16 10.90 432 18.87
1986-87 2365 4103 1313 404 18.15
1989-90 2592 32.66 16.32 4.77 2033
1991-92 25.38 32.9% 17.90 6.25 18.51

Source: Compiled and Calculaled from Adminisiration Reports and Annual Accounts of Respective Ports for the above years

AtMadras Port, proportionate costs on port and dock facilities, railway working and rentable
land and buildings did not deviate much over the period. However, cargo handling and storage costs
dwindled from 48.91 percent in 1980-81 to 41.08 percent in 1991-92, and costs of management and
general administration rose in proportion from 24.80 percent to 32.3( percent. Visakhapatnam Port
showed an almost similar pattern, with relati vely stable proportions for costs on port and dock facilities,
and rentable land and buildings. Management and general administration costs also maintained stability
n proportions. Cargo handling and storage costs however gradually declined in relative terms from
41.17 percent in 1980-81 to 32.96 percent in 1991-92. On the other hand, railway working costs gradually
imcreased from 10.83 percent of total operating costs to {7.90 percent over the same period.

The analysis here shows there is some uniformity in operating cost structure at the major
ports selected for this study, which include Caleutta-Haldia Port . As is the case at CHP, costs of port
and dock facilities, cargo handling and storage, and management and general administration are the
major components in the operating cost structure of the other selected major ports. However, costs on
port and dock facilities which alone contribute nearly 40 percent 1o opesating costs at CHP, account for
much lower proportionate shares at the other three major ports. A similar coalescing of Bombay, Madras
and Visakhapatnam on the one hand, and variation at CHP on the other, is also found for cargo handling
and storage costs. In terms of proportionate management and general administration costs, CHP resembles
Madras more closely, while Bombay is placed similarly to Visakhapatnam.
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5.2.1(i) Tyalfic and Operating Costs

Operating surplus is the excess of operating income over operating cost. If increases in cost
are equi-proportionate to increase in traffic, this may have no adverse effect on operating surplus.
Conversely, when cost increases are more than would be warranted by increased traffic, the operating
surplus may decline. A study only of operating costs in isolation would therefore be partial. It.has
already been observed that operating costs had shown increasing trends over the study. These have fiow
to be refated fo the volumes of traffic handled, in order to evaluate port operations in terms of their cost-
efliciency. This phase of the present study might commence from the comparison of changes in operating
cost to changes in traffic volume, shown in Table 5.5.

Table 5.5
Traffic and Operating Cost in Calcutta-Hatdia Port
{1980-81 to 1992-93)
Year ' Trafiic Op. Cost
{in mitlion tons) {Rs.crores}
1980-81 : 9.51 83.19
100 100
1981-82 9.93 9044
104 109
1582-83 10.69 95.60
112 115
1983-84 ' 10.47 100.76
116 121
1984-85 10.52 109.27
111 131
1985-86 12.13 123.73
128 149
' 1966-87 12.07 130.14
127 156
1987-88 13.07 142,90
137 172
1988-89 14.23 152.42
150 183
1989-90 14.69 165.32
154 199
1990-91 15.24 179.45
1680 216
199192 16.00 202.00
168 243
199293 18.34 23747
193 285

Noie : ltalic figures indicale indices

Source : Compiled and Calculated from Administration Reports and
Annual Accounts of Calculta-Haldia Port for the above years
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Over the study-period, operating costs escalated from Rs.83.19 crores in 1980-81 to
Rs.237.17 crores in 1992-93, registering close lo three-fold growth against iwo-fold increase in traffic.
It is interesting also, to note that even when traffic stayed almost equal between consecutive years,
operating costs appreciated considerably. [t can be seen from the table that the traffic volume at CHP
has risen more substantially towards the end of the study-peiihd, having remained relatively stable in the
initial years. Against this, the trend for operating costs sho w§ the earlier-remarked propensity for these
to rise even when tralTic was stable, and sharp escalation when traffic volumes began to increase.

It would however be erroneous to conclude from the preceding analysis, that mounting port
costs are a phenomenon peculiar to Indian major ports alone. Costs of port operations have escalated
everywhere and an observation made in this regard by the US Maritime Administration reflects in the
case of American ports, too, that “costs of all elements of port planning, development, operation and
maintenance have increased drastically in recent years™.

A fairly good comparative reflection of the above relationship can be obtained from
considering the operating costs at CHP and the other major ports in tonnage-ierms. Table 5.6 shows
average operating costs per tonne of traffic handled at selected major ports over the period {rom 1980-
81 10 1992-93. A1 Calcutta Port, average operating cost per tonne rose from Rs.87.48 at the start of the
period to Rs. 129.32 per tonne in 1992-93. The respective increase in average operating costs was from
Rs.34.09 10 Rs.75.52 at Bombay, lrom Rs.25.06 (o Rs.39.51 at Madras and from Rs.28.81 to Rs.46.60
at Visakhapatnam, over the equivalent period. The analysis identifics CHP as a high-cost port. Bombay,
Madras and Visakhapatnam are much better-placed, with Madras Port showing the lowest averages in
costs of traffic handled. Madras has furthcrmore maintained more stability in average costs over the
period. Visakhapatnam and Bombay on the other hand show an increasing trend which is more substantial
al Bombay. Cost increases at Bombay have tended to congregate in the later years of the study, while
these are muore evenly dispersed for CHP.

5.2.14ii) Operating Cost by Type

Previous analysis of growth trends in port costs in relation to changes in traffic has revealed
the rapidity with which operating costs have increased. The next task for a port administration, logically,
would be to redress this. it therefore becomes imperative for the present study to identify areas in port
operations where cost control could be cffectively exercised. With this purpose in mind, analysis is
undertaken of operating costs by type i.e. wages and salaries, stores, fringe benefits to port employees,
and general expenses.

A breakup of operating costs by type for Calcutta-Haldia Port between 1980-81 and 1992-

93 is presented in Table 5.7. Salaries and wages are seen to have constituted the major component in

operating costs, their share generally varying between 45 percent and 55 percent over the period of

study, with lowered share after 1989-90. They are followed in proportionate magnitude by general

expenses, and expenditure on stores, which fluctuated between 25 percent and 44 percent, and between

5 percent and 15 percent, respectively. It is interesting also to note the steady proportionate decline in
expenditure on stores from 14.76 percent in 1980-81 to 5.89 percent in 1992-93,

Salarics and wages have carlier been identified as the principal component of port operating
costs. At CHP, these were at the absolute level of Rs.44.85 crores in 1980-81, and rose by 139 percent
o Rs.107.16 crores by the end of the study. Over the inilial years, this escalation was relatively moderate,



101

Table 5.6
Cost Per Tonne of Traffic Handled in selected Major Ports (1980-81 to 1992-93

Year Calcutta Port Bombay Post Madras Port Visakhapatnam Port.
Rs. Rs. Rs. Rs.
1980-81 B7.48 34.00 2506 28.81
1961-82 91.08 35.04 2647 28.51
1962-83 89.43 33.76 29.38 33.33
1983-84 96.24 3414 31.35 36.78
1984-85 103.87 1 32,80 36.62
1985-86 102.00 43.78 27.94 2894
1986-87 107.82 46.57 27.98 36.16
1987-88 100.33 4590 26.30 40.49
1988-89 1071 50.85 2775 3575
1489-90 - 112.54 53.13 30.58 33.06
1990-91 1775 59.14 32.13 41.50
199192 126.25 73.82 35.90 4554
199293 129.32 7552 39.51 45,60

Source: Compiled and Cafcufated from Administration Reports and Annual Accounts of respective ports for the
above years

followed alternately by faster acceleration and then a slowdown in the mid-years, and then more rapid
increase toward the end of the study. Much of such ncrease and particularly of the jumps therein was
the effect of wage revisions and the payment of arrears on account. It need also be noted that in most
years under review, expenditure on salarics and wages constituted more than half of the total operating
costs. For CHP at least, this supports established opinion that Indian ports are labour-intensive.

Proportionate expenditure on thie provision relating Lo the fringe benefits provided to port
employees is observed to have remained almost static over the study, notwithstanding the moderate
absolute increase of Rs.8.59 crores. This works out to the fast relative increase of [91 index-points
which is higher than m the wages and salarics component. Considering that the two categories are related
in terms of their common reference to the post workforce, this would serve to indicate that CHP has
high and escalating labour-costs ol operation, possibly in variance with other porsts. ‘This assumes greater
signilicance in view of the finding fin Ch. 3] that payrolled staff at CHP have in fact declined over the
study-period.

An exceptional trend is however shown in expenditure on port stores, where costs show a
marked decline in percentage terms over the study-period. In absolute terms, these costs initially escalated
but then fell o lower levels. It is however the behaviour of general expenses which is of major interest,
since these pertain 1o non-workforce related components of operating costs. General expenses at CHP
have increased phenomenally by Rs.81.38 crores or 377 percent, from the beginring of the study-
period. Thus their proportionate share in the port’s operating costs has also increased from around a
quarter ol tofal operating cosls, (o nearly half. It can also be observed in the table, that the increase has
been concentrated in the latter part of the study-period, particularly since 1989-90. Considering the



Table 5.7

Operating Cost by Type of Calcutta-Haldia Port {(1980-81 io 1992-93

(Rs. crores)
Year. Salaries & Wages Siores Fringe Benefits General Expenses Total Op. Cost
Rs. %  index Rs. % Index Rs. % index Rs. %  Index Rs. % Index

1980-81 44.85 53.91 100 12.28 14.76 100 4‘4_9 5.40 100 21.57 25.93 100 - 83.19 100 100
1?81-82 46.70 51.63 104 15.28 16.89 124 4,35 4.82 g7 2411 26.66 112 80.44 100 109
1962-83 49.47 51.74 110 14.01 14.66 114 470 4.91 105 27.42 28.69 127 95.60 100 115
1983-84 50.43 §0.04 112 17.06 16.94 1389 433 4,30 26 28.94 28.72 134 10076 100 121
1984-85 58.10 53.17 130 13.82 12.65 113 4.62 4.23 103 3273 2995 152 109.27 100 13
1985-86 63.05 50.96 141 15.31 12.37 125 7.22 584 161 38.15 30.83 177 123.73 100 149
1986-87 65.82 50.58 147 13.40 13.30 109 7.44 571 166 43.48 334 202 130.14 100 158
1987-68 74.62 52.22 166 11.84 8.2% 96 .7A39 517 165 49.05 34.32 227 142.30 100 172
1988-89 §1.68 53.59 182 14.83 9.73 121 9.70 6.36 216 46 21 30.32 214 152.42 100 183
1989-90 80.32 5463 201 12.61 7.63 103 8.73 528 194 53.66 32.46 249 165.32 100 189
1980-91 93.25 51,96 208 11.91 6.64 a7 13.92 7.76 310 60.37 32.64 280 179.45 100 216
1991-92 97.34 45.1¢ 217 12.73 6.30 104 10.60 5.25 236 81.33 40.26 377 202.00 100 243
1992-83 107.16 45.18 239 13.98 5.89 114 13.08 5.52 291 102.95 43.41 477 237147 100 285

Source : Compijed and Csigu.fated from Administration Reports and Annual Accounts of Caicutta-Maldia Port for the above years

01
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overal} high-cost nature of the post, it can therclore be seen that high operating costs at CHP are related
to both workforce and non-workforce related aspects of its operations. While the rise in the former has
been high, a part of this has been the result of payscale revisions and the associated arrear payments.
Although the port has accompanied this by an effort to trim its labour-force, a similar effort to control
gencral expenses is not apparent. Thus the major operational area where cost-economy needs to be
achieved is the fatter class of expenditure,

5.2.2 Non-operating Cost

Non-operating costs at ports comprise mainly interest payable on loans, retirement gratuities,
ex-gratia payments in licu of bonuses and any book adjustments relating to previous years. Enterest on
foans include interest charges on ali categories of Government loans, rupee Joans, ways and means
foans, and loans from the International Bank for Reconstruction and Development (IBRD), also called
the World Bank. As such, alf costs not directly incumbent 1o port operations [alt within this catcgory.
Comment has ajready been made earlier that non-operating costs at Calcutta Post have assumed a
greater proportion over time, rising at cxorbitantly high rate particuarly since 1987-88. Hem-wisc breakup
of non-operating costs for Caleutta Port is now presented in Table 5.8, 1o identify particular arcas where
this exorbitant imcrease has taken place.

The table shows that retirement gratuitics, ex-gratia payments and so on, which have risen
considerably, have occupied a major share in non-operating costs from the commencement of the
study-pertod. The quantum of such benefits payable to port employees increased continuously from
Rs.8.7t crores in 1980-81 10 Rs.20.23 crores in 1990-91, the rise of Rs. F1.52 crores in absolute terms
corresponding (o the high index increase of 132 points. This has pushed up their relative share in total
non-from around 35 percent to nearly haif of total non-operating costs at the port. Over the equivalent
period, the increase in interest payable on loans was Rs.2.91 crores, an index-increase of 37 points,
while other non-operating costs rose by Rs.3.29 crores, or 43 points. Escalation in retirement and other
benefits to employees is particularly marked towards the end of the study-period of the table, which is
also borne cut by reference Lo the schedules (o the revenue accounts (Annual Accounts) of CPT, which
show sutlicient evidence of this peaking, both in gratuity payments and commuted pensions, particularly
between 1989-90 and 1990-91, where the increase in payments on these two lumpsum heads alonc was
Rs.4.55 crores, or as much as 54 percent of the total increase in non-operating costs observed in the
table.

Analysis of Revenue Receipts and Trends

5.3 Introduction

Major ports derive their revenues from the various services they provide to both cargo and
ships. This income is dependent on two important variables, namely, rate structure of the port concerned,
and quantum and composition of the traffic handied by it. Changes in these vasiables, either in isolation
or combination, influence the flow of revenues.

Port services thus fall into the two categories of ship-related services and cargo-related
services. Ship-related services include maintenance of accessible navigational channels through dredging
operations (particularly at a riverine port like CHP), provision of buoys, pilotage, and the services of



Table 5.8

tem-wise Non-Operating Cost of Calcutta-Haldia Port (1980-81to 1992-93)

{Rs. crores}
Year Interest on Loans Retirement Benefits Others Total Non-op. Cost
Rs. % Index Rs. % Index Rs. % Index Rs. % Index

1980-81 NA NA NA 15.18 100 100
1981-82 NA NA NA 17.87 100 118
19582-83 7.84 3233 100 B7t 3592 100 7.70 3175 100 24.25 100 160
1983-84 809 3886 103 782 3756 90 49 23.58 64 20.82 100 137
1984-85 543 2964 108 11868 4107 134 8.33  20.29 108 28.44 100 187
1985-86 8.70 35.19 111 10.65 43.08 122 5.37 21.73 70 24.72 100 163
1986-87 -9.64 35.49 123 11.41 43.19 13 5.37 20.32 70 26.42 100 174
1987-88 9.85 2611 126 11.34 30,05 130 16.54  43.84 215 37.73 100 249
1988-89 968 26.99 123 14.14  39.42 162 12.05  33.89 156 35.87 100 236
1989-90 . 998  29.71 127 15.47  46.08 178 814 2423 106 33.58 100 221
1990-91 1076  25.61 137 20.23 43.20 232 1096  26.19 143 41.97 100 276
1991-92 NA - - WA - - NA - - 5536 100 365
1992-93 NA, - - NA, - - NA . - 53.61 100 353

Source © Compiled and Calculated from Administration Reports and Annual Accounits of Calcutta-Haldia Port for the above ysars

ro1



105

tugs, launches, etc. Cargo-related services include cargo handling, the provision of port labour, crancs,
forklift trucks and other material-handling equipment, and storage services in the form of sheds and

warehouses, elc.

For this underlying reason, port tariffs can also be classified inlo two broad groups, namely,
charges levied on vessels, and charges levied on cargo. income from vessels, is derived from port dues,
pilotage charges, tug-hire and berthing charges and the like. Against cargo operalions, income derives
from the fevy of wharfage charges, handling charges, and hire charges for cranes and other port-gear.
Port dues and pilotage Tees are levied under the Indian Ports Act, 1908, All the other charges on vessel
and cargo are levied under provisions of the Major Port Trusts Acl, 1963.

Most major ports like Calcutia, Bombay, Madras, Visakhapatnam, Paradip and Mormugao
also operate port railways, thus providing railway facilities in the port area at their own cost. Against
this, these ports receive terminal charges provision of terminal facilities and haulage charges for haulage
by rail within the port area.

Port-pricing is one of the most important but so-far neglected problem-areas in the operation
of a port'. Port charges constitute a major source for port income. Erroneous pricing policies will reflect
inevitably upon most port operations. For instance, low storage charges might encourage port-users to
keep their cargoes in storage at port warehouses for longer periods, thus leading to congestion of these
facilities, (o the detriment of the port. Conversely, unreasonably high and therefore uncompetitive storage
charges might lead to a loss in traffic to nearby ports. Much care has therefore to be taken to set port
tariffs at reasonable levels.

5.3.1 Revenue Structure : Operating & Non-Operating Categorics

As is the case with port expenditure, port revenues can likewise be classified into operating
and non-operating categories. Besides deriving income from the various port provided, major ports also
generate revenue from non-traditional sources which bear no relation Lo operations. Thus while reveaue
realised Irom various services rendered 10 vessel and cargo traffic at a port is termed as operating
income, revenue from non-port operations such as the interest-carnings on securities, and investments
is classificd as non-operating, or *finance and miscelaneous’ income.

Analysis of revenue structure at Calcutta Port for the period from 1980-81 to 1992-93 is
made in Table 5.9, which reveals the relative extent to which CHP is dependent on operating and non-
operating sources of revenue. [t is clear seen that operating revenue has contributed the lion’s share in
port income over the period of study, ranging relatively, at between 84.93 and 95.78 percent of total port
receipts. In absolute terms, the rise in operating revenue over the study-period has amounted to Rs.210.53
crores, an index increase of 218 points. However, in relative shares, the share of operating revenues has
been more stable, in fact achieving a relative decline over the period in percentage terms. This marks,
therefore, an increase in the relative contribution made by non-operating revenues to port income, the
percentage contribution being credibly high in 1991-92 for reasons analysed later /in Ch.6]. Considering
growth of operating and non-operating revenues, it is seen that operational performance has considerably
improved in later years, as seen in the burgeoning of operating revenues, and improvement in the
quantum of non-operating income has also taken place because of increasing interest receipts. On the
whole, the revenue position of the port has improved considerably towards the end of the study. The
cumulative improvement over the study-period, in index-terms, is of 230 poiats.
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Table 5.9

Revenue Receipts ; Operating & Non-operating at Calcuita-Haldia Post

{1980-81 to 1992-93)
(Rs. crores)

Yaar Operating Revenue Non-operating Revenue Total Revenue

Rs. % Index Rs. % - Index Rs. % index
1980-81 9668 9512 100 4% 488 100 10164 100 100
1981-82 10912 9532 3 5.36 468 108 11448 100 13
1982:83 12535 9515 130 6.39 485 129 13174 100 130
198384 134 9578 "o 5.00 422 101 11841 100 116
1984-85 144.07 9318 149 10.54 6.82 212 154.61 100 152
1985-86 13667 9327 141 9.86 673 199 14653 100 144
1986-87 15028  B89.46 155 1771 10.54 357 16798 100 165
1987-88 15420 9202 159 13.38 7.98 270 16758 100 165
1988-89 20649 9057 214 2450 943 433 227199 100 224
1989-90 223,57 90.39 231 23.78 9.61 479 24735 100 243
1990-91 24432 9018 253 26.59 9.82 5% 27091 100 267
199182 25662 8493 265 4552 15.07 918 0214 100 299
1992-93 0721 9158 318 2825 842 570 33546 100 330

Source : Compiled and Calculated from Administration Reports andAnnuaMccounts of Calcutta-Haldia Port for the above years

lu comparison to operating revenue, non-operating revenues displayed a tendency to
oscillation between a low of Rs.4.96 crores and a high value of Rs.45.52 croves. in index-lerms, the
overal increase over the time-frame of study has been 470 points, but the tendency towards fluctuation
continues lo prevail, with the highest index increase relative to the base-year at 818 points in the penultimate
year 1991-92, The reason behind such increase, which has already been noted in the preceding paragraph,
15 an increase in inlerest receipts. However the fluctuation inherent in the series on non-operating reveaues
would also indicate instability of the investment flows that yield non-operating revenue. Peaking of
nterest receipts in particular years would imply a significant amount of short-term deposits in the CHP’s
investment portfolio. Another cause in peaking behaviour reflects book adjustments made in respect of
revehue items refating to previous years.

A comparison of revenues at CHP with the pattern at other selected major ports over the
study-period are presented in Table 5.10. Madras and Visakhapatnam resemble Calcutta Port in that
these three ports all draw a relatively minor portion of their income from non-operating sources, despite
the tendency for non-operating revenues to show more buoyancy in recent years, particularly at Madras.
Percentage shares of operating revenue in total revenue at Madras Port varied between 73.70 percént
and 95.25 percent, the declining percentages in fater years occurring because of increased non-operating
income [rom interest on port invesiments. At Visakhapatnam Port, the range of proportionate percentages
was between 79.20 percent and 96.32 percent over the study-period. Compared to these two major
ports, CHP perceiitages for operating revenues appear o have invariably been larger.
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Table 5.10

Revenue Pattern in Selected Major Ports

{1980-81 to 1992-93)

Year ~ Bombay Madras Visakhapatnam

% of op. % of Non- % of op. % of hon- % of op. % of non-

Revenue op. Revenye Revenue op. Revenue Revenue op. Ravenue
1880-81 83.05 16.95 89.82 1018 92.55 1.45
198182 81.00 19.00 9293 7.07 94.53 547
198283 80.61 19.3% 89.41 10.59 90.62 933
1983-84 78.74 21.26 90.13 9.87 93.78 6.22
158485 80.11 19.89 95.25 4.7% 95.26 474
198686 79.01 20.99 92.39 761 .32 368
1986-87 74,15 25,85 93,02 6.98 94.34 566
1987-88 75.95 24.05 90.28 972 87.24 12.76
198889 76.23 23.77 89.97 10.03 79.20 20.80
198590 78.16 21.84 88.33 1167 84.04 5.96
199091 88.19 11.81 84,64 15.38 84.74 15.26
1991.92 8060 19.40 80.54 19.46 8587 14.13
199283 83.37 16.63 7370 26.30 86.47 13.53

Source : Compiled and Calculated from Administration Reports and Annual Accouhts of respeclive ports for ihe above years

However the port of Bombay has a sigaificant proportion of non-operatin # revenues jn total
receipts over most years, the percentage share varying between 11.81 percent and 25.85 percent. Maximal
shates occured during the mid-years of the study, after which the percentage has tended to decline,
unike at other ports. Receipls of interest income from Government securities have been primarily
responsible for the generally higher proportionate shares of non-operating revenues in the financial
analysis for Bombay.

The analysis shows scope for improvement in non-operating income at Cafcutta and
Visakhapatnam ports, following the lead of Bombay and more recently, Madras. It might also be said
that much of port revenue still derives from operations. More non-operating revenues would accrue to
Calcutta Port if'idle funds that may exist atany point of time were invested in securities and other short-
term forms of investment. ' '

5.3.1(i) Operating Revenue

The revenue originating from the operations at a port may be further subdivided into the
four functional categories of
i) port and dock charges;
ity cargo handfing and storage charges;
i) railway earnings; and
iv) estale renials.



Activity-wise Operating Income of Calcutta-Haldia Port

Table 5.11

(1986-81 to 1992-93)

{Rs. crores)
Year Port and Dock charges Cargo Handiing and Railway Earnings Estate Rentals Total Op. Revenue
storage
Rs. % Index Rs. % Index Rs. % Index Rs. % Index Rs. % Index
1580-81 33.87 3503 100 53.79 £55.64 100 3.74 3.87 100 5.28 §.46 100 96.68 100 100
1981-82 3513 3586 16 58.43 53.55 109 463 424 124 6.93 635 131 109.12 100 113
1982.83 37.16  29.65 110 75.22 60.01 140 6.66 §.31 178 6.31 5.03 120 125.35 100 127
1983-84 36.79 3244 108 63.30 55.82 118 7.29 6.42 195 6.03 §32 101 113.41 100 17
1984-85 43.47 3017 128 86.95 = 60.35 162 591 4.0 158 7.74 5.38 147 14407 100 149
1385-86 49.35 36.11 146 71.82 52.40 133 6.54 4.79 175 8.16 8.70 173 136 67 100 141
1968-87 5t.94 3456 153 82.32 54.78 153 7.34 488 196 8.68 578 164 150.28 100 155
1987-88 61.52 38.90 182 73.72 47.81 137 295 6.45 266 9.01 5.84 171 154,20 100 158
- 1938-8§ 61.78 29.92 182 124 24 60.17 231 9.53 4.62 254 10.94 530 207 206.49 100 214
1989-90 63.67 - 28.48 188 136.00 §0.83 253 10.40 4.65 278 13.50 6.04 256 223.57 100 231
1890-91 7007 2868 207 146.26 59.86 vz 12.07 494 a3 15.92 6.52 302 244 32 100 253
1991-92 79.69 31.05 235 14298 5572 266 14.48 564 587 19.47 7.59 369 256 .62 ‘iOO 265
1992-93 105.90 34.47 33 157.76 51.35 293 17.99 586 - 481 25.56 8.32 484 307.21 100 318

Source : Compiled and Calculated from Administration Reports and Annual Accounts of Calcutta-Haldia Port for the above years

L01
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An activity-wise breakup of operating income for Calcutta Port over the study-period is
presented in Table 5.11. Cargo handling and storage charges are seen to have contributed over half of
the total operating revenues accruing (o the Port, except for.onc exception in the ycar 1987-88 when the
percentage had fallen to 47.81, reflecting a decline of Rs.8.60 crores. [n absolute terms, earnings from
this area of port activity has risen almost three-fold by Rs.103.97 crores, with great acceleration particularly
after 1988-89. Prior to this, greater instability had existed in the quantum of revenues realised.

Revenues related o cargo operations are foflowed in importance by port and dock charges
‘which have generally accounted for just under a third or more of total operating revenues for CHP. The
absolute trend has been steadier than that of cargo handling and storage charges, with uniform increase
alter 1983-84. The total magnitude of increase has been Rs.72.03 crores over the study-period, or 213
index-points, which is faster than in the previous category. The sharpest annual increase by Rs.26.21
crores in realisations is noticed in the final year of the study, which however is not reflected as much in
percentage terms because of paraliel increase in other operating revenues.

Estate rentals and railway earnings respectively occupy third and fourth place in order of
importance, although not much separates them. income from estate rentals has increased sharply by
Rs.20.28 crores from Rs.5.28 crores in 1980-8 1 to Rs.25.56 crores in [992-93, with the index-increase
being 384, but their share in total operating revenue has risen only from 5.46 percent to 8.32 percent in
relative terms. The increase in railway earnings over the same period has been by Rs.14.25 crores,
reflected in index-increase of 381, which is thus almost of the same degree. The increase has been
strongest in 1992-93,

Comparing all revenue items for CHP, the increase in revenues derived from port and dock
charges, estate rentals, and railway earnings is seen 10 have outstripped that of cargo handling and
storage related revenues, reselting in a decline in (he relative share of the latter from 55.64 percent to
51.35 percent. [tmay also be noted that sustained absolute increase of earnings from the category is of
nore recent origin vis-a-vis the study-period, having occurred after the year 1987-88. Before that year,
the revenues under Lhis head show marked oscillations.

In sum, cargo handling and storage charges at CHP continue to provide a dominant share of
port income, despite the decline over time in their proportion. Port and dock charges also contribute a
significant part of total operating income - the two functional categories together accounting for more
than 88 percent of the cumulated income from operating revenues over the 13-year period of study. The
remaining |1.51 percent of the port’s operating income is from railway earnings and estate rentals,
where there has been a mild increase over time in the annual proportions.

Coming now to trends in the gross figures for operating income in the table, these are also
seen to have increased, except for slumps in 1983-84 and in 1985-86 when they decreased by Rs.11.94
crores and Rs.7.4 crores respectively, relative to the immediately preceding year. Operating income has
risen more than two-fold over the study-period, with the quantum of increase at Rs.210.53 crores, or
218 index points.

The spasmodic nature of the rise is also to be noted. Between 1980-81 and 1987-88, the
increase was around 59 index-points over seven years, from Rs.96.68 crores to Rs.154.20 crores. But
in the very next year, this shot up by 55 points to Rs.206.49 crores. The increase thereafter has been by
large fcaps and bounds till the tinal year of (he study, because of increased traffic at both CDS and HDC.
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Table 5.12
Composttion of Operating Income in Selected Major Ports
(1980-81 to 1992-93)
Port/Year Port and Dock Cargo Handlling Railway Eamings Estate
Facilifies.(%) and Storage (%) (%) Rentats (%)
Bom|
1960:? 14.29 797 1.95 11.79
1983-84 14.56 63.29 i 126 20.89
198687 16.52 66.33 147 15.98
1969-90 16.66 78.09 1 4.24
199192 16.74 7569 1.00 6.57
Madras
1980-81 15.82 : 737 6.17 064
1983-84 17.84 75.77 571 0.68
1986-87 i6.37 76.05 ' 7.25 0.33
188990 15.09 7477 9.03 1.11
199192 1902 69.54 10.15 1.29
Visakhapatnam :
198081 20.45 71.60 5.35 259
1983-84 17.34 70.06 6.3 6.29
1986-87 18.82 68.02 N 405
1989-90 20.87 65.63 10.64 2.86
1991-92 19.88 62.57 15.00 255

Source : Compiled and Calculated from Administration Reports and Annual Accounts of respective ports for the above yea

Comparison with other selected major ports in terms of the struciure of operating revenue
is presented in Table 5.12. The share of cargo handling and storage revenues is over a third of total
operating revenues for all such ports, which is relatively greater than their share at CHP. A decrease in
percentage trend, which is sharper than that at Calculta, is noticed for Madras and Visakhapatnam ports,
The reiative contribution of cargo handiing and storage charges at Bombay, although fluctuating, shows
more constancy. Receipts from port and dock charges have increased at Bombay and Madras ports,
although their relative contribution is much lower than at CHP. The trend for Madras shows the sharpest
proportionate rise, in marked contrast to Visakhapatnam where the refative share, although high, oscillates
rather than decreasing. Revenues from cargo handling and storage, and from port and dock facilities,
taken jointly, show declining percentage trends at Madras and Visakhapatnam, similar to the trend at
CHP, with sharpest proportionate decline at Madras. At Bombay, the joint share has tended to increase.
As a result, earmings from poct railways and estate rentals have jointly increased in proportionate terms
at alt three ports. The share of railway earnings is highest at Visakhapatnam and has been growing, as at
Madras and CIHP, although Bombay shows a very marginal decline, Estate rentals, which expanded
rapidly in relative terms at C1P, also show marginal proportionate rise at Madras. At Visakhapatnam
and Bombay poris, these have tended to decline, with the decline at Bombay being very marked,
compared to the very high percentage contributions in the initial years.

As far as the structure of operating revenue is concerned therefore, all four major ports
selected for study by and large appear to have shown similar patterns. Cargo handling and storage
charges have been the major constituent of operating income and their share was more than 70 percent
in 1980-8 1 except in case of CHP where it was 55.64 percent for that year, Similarly, income from port
and dock charges occupy second position within operating income at all four major ports. These two
categories of revenue together constituted more than 80 percent of total operating income throughout
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the entire period, reaching 90 percent in peak years. Relative contributions from railway earnings
occupy third postion at al posts except at Bombay, where the contribution ol these to total port revenues
has remaincd marginal. Income from estatc retals, which has traditionaily been considerable at Bombay
and is increasing at CHP, is found o be insignificant for the other two ports.

5.3.1(ii) Traffic and Operating Revenue

The continuous increase over the period of study in operating income at CHP has already
been commented upon. However, better insight into revenue trends at the port would be gained if these
were studied in relation to the traffic handled. Towards this purpose, volumes of traffic handled and
total operating income at Calcutta Port between 1980-81 to 1992-93 are presented in Table 5.13 betow.

Table 5.13
Traffic and Operating Revenue in Caicutta-Hatdia Port
(1980-81 to 1992-93}
Traffic Op. Revenue

Year milfion tonnes indlex million Rs. index

1980-81 9.51 100 . 966.8 100
196182 Y 104 0912 - M3
198283 10.69 112 ' 1253.5 127
1983-84 1047 : 110 1134.9- 17
1984-85 10.52 1 1440.7 149
198586 12.13 128 1366.7 141
1986-87 12.07 127 _ 1502.8 155
198788 13.07 137 1542.0 159
198689 14.23 150 2064.9 214
1989-90 14.69 154 22357 23
1990-91 15.24 160 2443.2 | 253
199192 16.00 168 2566.2 265
1992-93 18.34 193 30721 318

Source ;. Compiled and Calculated from Adminisiration Reports and Annual
Accounts of Calcutta-Haldia Porl for the above years

Generally speaking, operating income is expected to vary directly with changes in the
volume of traffic handled, provided port tariffs remain constant and there is no change in the composition
of traffic in favour of either high-rated or low-rated commodities. Given these favouring conditions,
more traffic at a port will augment operating revenues, and vice-versa. At Calcutta Port however,
although there had been more or less continuous growth in operating income except in 1983-84 and
1985-86 when traffic decreased marginally, the operating income of the port rose by Rs.210.53 crores
or 218 percent over the period of study, against the considerably lower increase in the physical volume
of traffic handled by 8.83MT, or just 93 percent. In the two years when traffic registered a fall, this was
not associated with any consequent reduction in operating revenue. For instance, in 1986-87, when
traffic declined by 0.06MT over the previous year, operating income at CHP rose by Rs.13.61 crores,
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The rapid escalation of operating revenues at the port would therefore appear to be explained by changes
in traffic structure in favour of high-rated cargo, and changes in the tariff structure itself, rather than in
terms of increase in traffic alone. This appears especially to have been the principal reason behind the
phenomenal growth in operating income after 1985-86, and is further explored below. The increase in
tonnages handled has been much steadier, except for the leap of 2.34MT seen in the last year of study.
In index-terms, against the increase of toonages over the 13 years of the study by 93 points, operating
income at CHP has increased by 218 points, of which as much as 177 point growth is concentrated in
the cight-year period between 1985-86 and 1992-93. Over the same cight-year period, the growth in

(onnages is by only 65 index-points.

To facilitate analysis of the above variational trends in terms of per-unit earnings, and to
enable comparison of these between ports, the average operating revenues per tonne of traffic handled
in selected major ports over the study-period are presented below in Table 5.14.

Table 5.14
Revenue Per Tonne of Traffic Handled in
selected Major Ports (1980-81 to 1992-33)

Year Calcutta ' Bombay Madras Visakhapatnam
Rs. Index Rs. Index Rs. Index As. Index
1980-31 101.66 100 52.50 100 38.08 100 36.23 100
1981-82 100.89 108 53.73 102 3777 99 36.3% 100
1982-83 117.26 115 5321 glig} 39.30 103 ‘ 40.07 114
1963-84 108.32 106 51.95 99 41,33 109 44.12 122
1984-85 136.95 135 56.32 107 57.63 151 53.64 149
1985-86 11267 m 67.26 128 50.24 132 4343 120
1986-87 124.51 122 £5.48 125 49.06 129 51.89 143
1987-88 117.98 116 60.93 116 44.54 17 52.67 145
1988-89 145,11 143 75.54 145 51.00 134 5267 145
1988-80 152.19 150 80.50 153 54.72 144 57.98 160
1950-51 160.31 158 81.24 155 58.56 154 60.90 168
199192 160.39 158 - 97.35 185 64.13 168 T 62.70 173
1992-93 167 .51 165 12561 229 74.67 196 7227 199

Source : Compiled and Calculated from Administration Reports and Annual Accounts of respective ports for the above years

The table reveals that of all selected major ports, CHP had the highest operating revenue
yield per tonne of traffic. Average realisation had risen from Rs.101.66 in 1980-81 to Rs.167.51 in
1992-93, registering escalation by 64.77 percent over the 13-year period of study. Bombay Port occupied
second place in terms of the magnitude of operating revenue per tonne of traffic handled but also
recorded the highest percentage rate of increase of 139.26 percent, with average revenue realisation
rising from Rs.52.50 per tonne in 1980-81 to Rs. 125.61 in 1992-93. Greatest escalation in average
tonnage-rates is observed in 1988-89 (Rs.15.01) and 1992-93 (Rs.28.26). CHP also shows a coincident
maximal increase in 1988-89 (Rs.27.13). Madras and Visakhapatnam Poris also showed increasing
trends in average operating revenue realisation per tonne over the study-period, and overall escalation
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0t 96.04 percent (Madras) and 99.48 percent (Visakhapatnam) over the |3-year period from 1980-81
to 1992-93. Compared to CHP and Bombay which handle general cargo, however, the rate of escalation
in average tonnage rates at visakhapatnam and Madras was more moderate.

The reason just stated for high rates of operating revenue per tonne of traffic handled at
CHP and Bombay port is because of considerably higher proportion general cargo in the cargo structure
at these two ports, which fetches them more revenue than bulk cargo. As such they are able to generate
higher operating revenue per tonne of traffic. it is to be noted here that at Falta and Kulpi, free-trade
zones [FTZ] were envisaged which would atiract more industrial units to the port, and would ultimately

lead to growth of traffic at CHP.
Table 5.15
Revenue from Cargo Handling and $torage per tonne of Traffic Handied

at Calcutta-Haldia Port during 1960-81 {0 1992-93

Year Cargo Handling Traffic Revenue per
& Storate (Rs. crores) {miliion tons) tonne (Rs.}

1980-81 53.79 9.51 56.56
100 100 100

1981-82 5643 9.93 58.84
109 104 14

1982-83 75.22 ' 10.69 70.36
140 112 124

1983-84 63.30 10.47 60.46
118 110 107

1984-85 86.95 10.52 82.65
f62 1t 146

1985-86 71862 12.13 59.04
133 128 104

1986-87 8§2.32 12.07 -63.20
153 127 121

1987-88 73.72 13.07 56.40
137 137 100

1988-89 124 24 14.23 871
231 150 154

1989-90 136.00 14.69 92.58
253 154 164

1950-91 146.26 15.24 95.97
272 160 170

199192 142.98 16.00 89.36
266 168 158

1992-93 157.76 18.34 86.02
293 193 152

Source :  Compiled and Calculated from Administration Reports and Annual Accounts of
Cafcutta-Haiida Port for the above years
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Table 5.15 makes a comparison of cargo-handling and storage revenues (in both total and
average leyms) vis-a-vis teaffic handled for CHP. The table amply demonstrates that increasing revenue
trends are much ahead of the increase in traffic, leading to the overall growth in average tonnage-rates
realised. Over ythe 13-year period of study, index-increase in cargo-handling and storage revenues has
been by 193 index points, against a 93 point index increase in traffic handled, leading to a 52 point
increase in terms of average revenues per tonne of traffic. It is also noted that whercas cargo-handling
and storage revenue figures tended to oscittate somewhat in the initial years, they are seen fo be consistently
increasing in the later period. Traffic increase is on the other hand consistent throughout the period.

5.4 The Analysis of Trends

Although post profits could theoretically be increased either by increasing revenues or by
decreasing costs, in practice, there are limitations on increase of tariffs and greater emphasis must be
placed on cost reduction. Revenues of ports could be stepped upby escalating tariffs and docking charges,
and/or by attracting more traffic and rising port turnovers. For CHP to increase revenues, the best way
would be through reducing, rather than raising tariffs, in order to capture extra traffic from neighbouring
ports. Indiscriminate cost reduction can however result in more harm than good.

Port costs at CHP have tended to increase shaeply, with steep escalation in non-operating
costs, even though these have been lower than at other major ports. What are most observable are
similarities between Calcutta and Bombay, as general posts, on the one hand, and between Madras and
Visakhapatnam on the other. Differential patterns observed in the structure of port capital are attribug-
able to differences in indebtedness-fevels. With Bombay, Madras and Visakhapatnam Ports having
higher interest repayments against capital projects, non-operating costs contributed a higher component
to their capital structure, while CHP had a capital structure less weighted by interest outgo.

Operating cost structure of CHP has more or less been stable. Costs of port and dock
facilitics, cargo handling and storage, and management and general administration contribute a major
parl to the operating cost structure of major ports. However mounting port costs are a worldwide
phenomenon . In the years under review, salaries and wages comprised more than half of port operating
costs, showing that CHP operations are labour-intensive. The overall high-cost natuse of the port is
related to both workforce and non-workforce related operations.

Port services comprise ship-related services and cargo-related services. Most major ports
also operate port railways, and receive terminal charges and haulage charges in return. Port charges
contribuie a major component of port income, but port-pricing is stitl a neglected problem-area. With
reference to non-operating income, peaking of interest receipts indicates a significant presence of short-
term deposits in the CHP’s investment portfolio, and partiaily, book adjustments made in respect of
revenue items refating to preceding years. There is scope for improvement in non-operating income at
CHP, following the lead of Bombay. Much of CHP sevenue still derives from operations, but more non-

operating revenues would accrue to the Port if idle funds were invested in securities and other short-
term instruments.

Cargo handling and storage charges and port and dock charges provide a dominant share of
CHP operating income. The remainder is {rom railway earnings and estate sentals. Of ail selected major
ports, CHP had the highest operating revenue yield per tonne of traffic, followed by Bombay, because
of the considerably higher proportion of general cargo handled which yields higher revenue than bulk
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cargo. Traffic increase is consistent throughout the period.

Taking account of the trends observed, it would be meaningful to explore the relationships
that relate port revenues to port costs. As implied by this analysis, much of the linkage is through the
capital structuring of a port, keeping in mind that a port is extremely capital-intensive in operation, and
creation of port assets absorbs large doses of loan-capital, leading to an escalating burden of interest
charges within port expenditure. Thus the cost-rvenue relationship will be explored in the next chapter,
both from the viewpotnt of operating and non-operating components.
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CHAPTER-6
COST-REVENUE RELATIONSHIPS WITHIN PORT ACTIVITIES

6.1 Introduction

The previous chapter made a study of revenue and cost, trends, both in isolation and in
relation to traffic and to activity-wise classification. Such study alone {s however not enough since
effective conclusions cannot be drawn about the surplus/deficit on account of each activity class. Such
wider conclusions would provide better indicator of financial performance of major ports as the contribution
from each port service to the overall surplus/deficit would be revealed. For such purposes the relationship
between revenue and expenditure within each calegory of services provided by the ports forms the
focus for this chapter. '

6.2 Operating Items

Functional classification of operating revenue and expenditure at all major ports groups
these under the four major heads mentioned eaclier, namely, cargo handling and storage; port and dock
facilities; railway workings; and estates. Expenditure on management and general administration is indicated
separately, as it is not attributable to any particular activity. For the purposes of this study, management
and general administration expenditure is apportioned among the four functional heads on the basis of
revenues accruing from them.

Expenditures at selected major ports on each service as a percentage of income from that
service over the period from 1980-81 to 1991-92 as shown in Table 6.1. The tabie indicates that cargo
handling and storage have been the most paying services. At all major ports including Calcutta, revenues
derived from cargo handling and storage charges were far in excess of expenditures incurred on them
over the entire period of study. While expenditure on cargo handling and storage services constituted
between 47 percent and 67 percent of revenues thereof at Calcutta Port, in the case of Bombay, Madras
and Visakhapatnam Ports, the range was between 53 to 66 percent in Bombay, 46 to 67 percent at
Madras, and 40 10 62 percent at Visakhapatnam ports.

At the opposite end, expenditures incurred in providing port and dock services at Calcutta
Port were far in excess of revenue derived from them throughout the study-period, with a low of 110
percent occurring in 1981-82 and a high of 128 percent in 1983-84 (except in 1984-85 and 1985-86).
For Bombay Port too, port and dock facilities had been a losing proposition. Madras Port, on the other
hand, experienced the reverse. Port and dock facilities here, generated surpluses without exception

throughout the period of study. At Visakhapatnam Port, port and dock facilities showed a mix of surpluses
and deficits.



Expenditure of Selected Major Ports on Each Service as Percentage of Income from that Service (1980-81 to 1891-92)

Table 6.1

Port/Service 1980-81 1981-52 1982-83 1983-84 1984-85 1985-86 1586-87 1987-38 1588-89 1989-90 19%0-91  1991-92
Calcutta Port:

Port and Dock Facilities 117 110 113 128 115 123 122 115 113 120 115 126
Cargo Handling and Storage 59 53 50 61 49 63 &8 &7 43 47 50 51
Railways 237 222 197 151 205 193 181 167 165 163 140 122
Estate Rentals 56 47 52 70 58 54 72 73 62 &0 60 61
Bombay Port:

Port and Dock Facilities 110 114 119 106 az a3 107 117 108 102 119 113
Cargo Handling and Storage 53 53 53 62 59 80 64 66 58 66 55 59
Railways 299 351 420 377 553 497 409 459 476 457 497 479
Estate Rentals 44 48 40 31 33 34 a8 42 40 150 135 116
Madras Port: .

Port and Dock Facilities 94 91 g7 91 78 71 82 71 as 85 83 70
Cargo Handling and Storage 58 61 65 67 49 50 49 54 46 49 48 52
Raifways 84 102 121 96 a8 82 80 68 59 62 66 62
Estate Rentals 149 236 150 167 224 133 225 151 156 8t 74 65
Visakhapatnam Port: .

Pord and Dock Facilities 119 135 140 144 104 88 100 122 B8 82 a2 106
Cargo Handling and Storage 59 57 81 62 53 48 65 80 56 40 83 52
Railways 175 147 138 160 141 184 113 103 94 89 97 100
Estate Rentals 124 112 78 73 58 72 82 73 03 107 88 163

Source : Compiled and Calculated from Administration Reports and Annual Accounts of Respective Ports for the above years

LIr



118

Deficits are seen to have been a regular feature in railway workings at Calcutta, Bombay and
Visakhapatnam Ports throughout the period of study. In 1991-92 the expenditure on railways was 122
percent of revenue from that service at Calcutta Port, 479 percent at Bombay Port, and just equivalent
(o revenue at Visakhapatnam Port. Madras Port was in a relatlvely better position as in most years
income from this head surpassed expenditure.

With respect to port estates, Calcutia Port showed a significantly better picture compared
to other major ports, generating surpluses throughout the period of study. At the next position was
Bombay Port which also showed surpluses before 1989-90, the more recent trend being in favour of
deficits. Al Madras, port estates were a losing area till 1988-89, after which they turned around to
become a paying activity till the end of the study-period. The position at Visakhapatnam Port was
generally of surpluses in peak years and deficits in others, with the most recent trend being towards
deficits.

The foregoing analysis indicates activities at ports on which surpluses or deficits have been
* registered. It suffers however from one serious limitation. Since it is in relative terms, it does not indicate
the actual quantum of contribution each activity is making to the overall operating surplus for the year.
Hence an attempt is made in the following section to assess in absolute terms the profitability or otherwise
of the main port activities i.e., cargo handling and storage, port and dock services, port railways and port
estates, as also reasons thereof.

.6.2.1 Cargo Handling and Storage

Cargo handling and storage charges coniribute a major share from charges realised to port
revenues. As expenditure too, they are the major component and are also most paying service rendered
at all major selected ports, as shown earlier. Handling and storage charges on general cargo, storage of
goods in warchouses, cranage, lighterage, POL handling charges, demurrage fees on general cargo, and
other miscellaneous charges are all included in this category.

Table 6.2 presents the economics of cargoe handling and storage activities at Calcutta Port
over the study-period. The table also shows in percentage form, the contribution of surplus from this
service to total operating surplus. It is apparent {rom the table that the activity has been able to meet cost
of operations and leave a substantial surplus in all years of study, This surplus commenced at Rs. 22.04
crores in 1980-81 rising slowly to Rs. 24.57 crores in 1987-88, and then jumped to Rs. 64.06 crores in
the very next year, eventually reaching Rs. 80.47 crores in the last year of study 1992-93. The service
has thus been making an enormous contribution to the overall operating surplus of the port. This is
borne out by the percentage contributions of this surplus to total operating surplus, What is of even more
interest is that these have been more than 100 percent through the entire period under study which
implies that surplus on cargo handling and storage activity has actually exceeded total operating surplus.
In 1985-86, it was in fact more than double of the total operating surplus. The overall implication of
such high percentages is that surpluses earned on this account have been partly swallowed up by losing
activities. However the percentape of surplus on cargo handling and storage is found to decline towards
~ the end of the study, due both to the rising surplus on other port activities, as well as a tapering off in the

rate of growth of the surplus on cargo handling and storage. Maximal growth of the surpius was achieved
in 1988-89.
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Economics of the Activity ‘Cargo I-I:::I:n:':nd Storage’ in Calcutta-Haldia Port
{1980-81 to 1982-93)
| (Rs.crores)
Year Revenue Expenditure Surplus % of Surplus to
total operating
Surplus.
1980-81 53.79 N7 22.04 163
1981-82 58.43 33.85 24.58 132
158283 75.22 3734 37.88 127
158384 63.30 3847 24.83 196
1984-85 86.95 42.54 44 41 128
-1985-86 71.62 4533 I 26.29 203
198687 82.32 4739 3493 173
1987-88 73.?2 49.15 24.57 217
1968-89 124.24 60.18 64.06 118
198980 136.00 63.72 72.28 124
1990-9 146.26 72.50 73.76 114
199182 142.98 7233 _ 70.65 129
199293 _ 157.76 77.29 80.47 115

Source : Compiled and Calctilated from Administration Reports and
Annual Accounts of Calculta-Haldia Port for the above years

_ Support for the above remarks is found in the following table which reveals the dominance
of this activity over total operating surplus.
Table 6.2.1

Surplus on Cargo Handling and Storage Activities
In Relation to Total Operating Surplus

During 1980-81 t0 1992-93
(Rs.crares)
Year ' Total operating Surplus on ‘Cargo
Surpius Handling and Storage’
1980-81 13.49 22.04
158182 18.68 24.58
1982-83 29.75 _ 37.88
196384 12.65 24.83
198485 34.80 44.41
1985-86 12.94 26.29
198687 20.14 34.93
1987-88 1130 24.57
1988-89 54.07 64.06
198990 58.25 72.28
1990-91 64.87 ' 7376
1991-92 . 54,62 70.65
199203 70.04 80.47

Source : Compiled and Caicuiated from Administration Reports and Annual Accounts
of Calcutta-Haldia Port for the above years
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The table indicates that at CHP, the surplus from cargo handling and storage activities was
_ greater than the total operating surpius generated by ail port activities throughout the study- period. "All
activities' here mean cargo handling and storage, port and dock operations, railway operations and estate
rentals. Tn 1980-81, whete the total operating surpluses were of the order of Rs. 3.49 crores, the
amount of surplus from cargo handling and storage activities was Rs.22.04 crores. Similarly, in the last
year of study-period 1992-93, totat operating surpluses stood at Rs.70.04 crores against a surplus of
Rs.80.47 crores from cargo handling and storage. The performance in the years 1984-85 and 1988-89
was particulasly satisfactdry because of the sharp increase in proportionate surplus from this activity
relative o the immediately previous year.

_ Table 6.3
Surplus on the Activity ‘Cargo Handling and
storage’ in selected Major Ports

(1980-81 to 1992-93)
' {Rs.cms}
Year Bombay Port Madras Port Visakhapatnam Port
- Sumplus % of Suplus Surplus - % of Sumplus Surplus % of Surplus
to total op. to total op. to total op.
Sumlus Surplus Surplus
1980-81 | 310 96 _ 288 95 10.66 . 142
1981-82 370 102 12.63 98 o122 148
1982-82 42.33 54 12.50 104 10.82 - - 157
1983-84 3017 ! 13.39 . 95 ’ 11.50 159
1984-85 40.90 15 32.10 92 19317 100
1985-86 44.04 77 3523 a7 24.00 104
1986-87 38.99 82 37.79 91 24.06 102
1987-88 4117 93 33.65 81 21.14 13
1988-83 63.80 87 | 48.07 a7 30.84 89
1985-90 75.92 122 50.10 a7 48.25 92
19909 83.43 . 131 55.74 8 34.61 92
199192 79.64 129 54.14 [ 4077 Ha
1992-93 ©NA - NA - NA, .

Note : NA denotes Not Available

Source : Compiled and Calculated from Administration Reports and Annual Accoun(s of Respective Ports for the
above years

Assessment of the comparalive position vis-a-vis cargo handling and storage activities at
other major ports is made through Tablc 6.3. For Bombay Port, the surplus on this account commenced
at Rs. 30.10 crores in 1980-81, and eventually rose to Rs. 79.64 crores, increasing more than two and
half times over the study -period. However, uniike at Calcutta Port, surpluses from this activity - although
generally higher in magnitude - tended to be lower than totai operating surpluses until 1988-89, and
only exceeded them afler 1989-90.
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Surpluses from cargo handting and storage at Madras Port have been quite substantiaf in
terms of quantum, although lower than (otal operating surplus carned by the Port, except in 1982-83.
Visakhapatnam Port was in a better proportionate position because surpluses from the activity stayed
above total operating surplus except between 1988-89 to 1990-91. However, the magnitude of the
surplus from cargo handling and storage was considerably lower than that at other major ports over the

period.

Ihe analysis just concluded is based on cargo handling and storage operations, and therefore
does not identify individual characteristics of cargo handling operations at each port. Revenue and cost
in respect of cargo handling vary considerably from cargo to cargo. Revenues from the handling of POL
products for example are substantially higher than the costs incurred on handling these. Asa result, a
port handling a large proportion of POL traffic will derive a substantial surplus from this. Conversely,
ports having to handle iron ore traffic need to spend huge sums on ifon‘ore handling costs. For the ports
of Calcutta and Haldia, the principal imports are POL products constituting 46 percent of total imports
at CDS and 68 percent at HDC, or 49 percent of total traffic (imports + exports) for the Port as a whole,
and this obviously rellects in the financia) surpluses of the Port under this head. Conversely, the fact that
POL-handling is much less at Madras (39% of traffic) and Visakhapatnam (33% of traffic) [see Table
3.12]. lends a lot of credence to their performance, since they do not therefore enjoy the intrinsic cosl
advantages (hat specialisation in POL-handling give to Calcutia and Bombay Ports, and at the same time
account for around 16 percent each of the total iron-ore traffic from Indian major ports.

Certain suggestions now offer themselves regarding cargo handling and storage activities at
Caleutta Port. Detays in clearance of cargo from the Port sometimes occur dug to shortage of railway
wagons and paucily of storage space. This can not only affect the efficiency of poct operations but may
also result in loss of Torcign exchange 1o Government in the form of demurrage and detention charges to
ships. To circumvent this, the number ol rail wagons needs to be increased and more warehouses need
to be built. The tendency has also been observed Jor consignees (o keep their shipments al the port for
unduly long periods since storage charges are relatively low. Non-clearance of cargo on such grounds
uses up storage and is therefore detrimental to efficient port operation. It has therefore been suggested
that demusrage charges be raised to punitive levels so as to act as a deterrent to such non-cleasances.
Storage charges themselves could similarly be raised to augment port revenues.

6.2.2 Port and Dock Services

-

Port and dock services occupy next place after cargo handling and stbrage facilities in
terms of their order of importance in port operations. Port services such as pilotage, (owage, berthing,
mooring, water supply to ships and dry dock (acilities are all included in this category.

Table 6.4 presents the economics of port and dock services at Caleulta Port over the period
ol study. The activity is observed to have been a losing proposition for the Port throughout the period,
with deficits sanging between Rs.3.87 crores and Rs.20.43 crores. Both revenues and expenditurc on
stich setvices have increased considerably over time, but the cumulative increase in expenditure by
Rs.86.50 crores between 1980-81 and 1992-93 has far outwei ghcd the increased port revenue of
Rs.72.03 crores. Conseguently deficits have risen over the period, as evinced by the table. It is also
noted that the bulk of expenditure increases on port and dock services have occurred towards the end of
the study-period, indicating high-cost operation which is unmatched by revenue-performance, where
growth is much more moderate.
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Table 6.4
Economics of the Activity ‘Port and Dock Facilities' in
Calcutta-Hatdia Port (1980-81 to 1992-93)

(Rs.crores)
Year Revenue Expenditure ~ Surplus/Deficit
1980-81 17 - 3960 -573
158182 39.13 43.00 : -3.87
1982-83 37.16 _ 41.82 -4.66
1983-84 3679 47N -10.22
1984-85 4347 . 50.16 -6.69
1985-86 49.35 60.78 -11.43
198687 51.94 63.27 -11.33
198788 61.52 70.55 _ . - I9,b3
1985-8% 61.78 69.77 -7.99
1989-90 6367 7644 27
1990-91 -70.07 80.51 -10.44
1991-92 79.69 100.12 -20.43
1992-93 105.90 . 126.10 -20.20

Source : Compiled and Calculated from Adminisiration Reports and Annual Accounts of
Caicutta-Haldia Port for the above yaars |
For comparison, surpluses or deficits recorded against this activity at selected major ports
between 1980-81 to 1992-93 are presented in Table 6.5.

Table 6.5
Surplusi/ODeticit on the Activity ‘Port and Dock Facilities’ in
Selected Major Ports (1980-81 to 1992-93)

. (Rs.crores)
Year Bombay Madras Vizag. Calcutta
1980-81 1.26 0.38 -1.46 -513
1981.82 497 0.62 274 -3.87
1982-83 278 0.2 329 -4.66
1983-84 -1.02 0.83 -3.35 -10.22
1984-85 2.01 2.87 oM -6.69
1985-86 188 4.39 1.82 -11.43
1986-87 195 . 293 -0.03 -41.33
196788 5,36 53 -3.39 ' -9.03
1588-89 297 318 2.7 ©.799

1989-90 -0.82 293 4.51 -12.77
199091 .64 361 1.98 -10.44
159192 -6.51 9.04 -1.66 -2043

199293 N4 NA NA _
Note:  NA denctes Not Available’

Source ;. Compited and Calculaled from Adminisiration Reports and
Annuaf Accounts of respective ports for the above years
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Deficits are observed at Bombay Port in all years except between 1984-86, when there
were marginal surpluses. Madras Port is better placed showing surplus balances on the activity throughout
the period of study, this surplus rising from Rs.0.38 crores in 1980-81 to Rs.9.04 crores in 1991-92.
Visakhapatnam recorded deficits till 1987-88, cxcept for the marginal surplus in 1985-86, but had
continuous surpluses since 1987-88 until a deficit recursed in 1991-92. In terms of quantum, deficits
recorded at Calcutta are considerably higher than ai any other selected major port.

While probing into the reasons for deficits in these services at CHP, it may be noted that
port and dock facilities are permanent in nature and, as such, idle-facility costs would assume a significant
proporti'qn in the event of non-realisation of expected traffic. However, scope exists for revamping
existing facilities, which, besides providing better quality of services, would also reduce operating costs.
Availability of good port and dock facilities would in any case attract more traffic to the Port. Port
authorities should therefore take every step to see that deficiencies in facilities are removed and that they
are maintaincd in good condition at all times. This will go a long way in improving facilities on ofTer at
the Port and in lowering the Port’s operating costs. This assumes special significance in view of the fact
that most major ports in India ave old and as a result, their facilities are antiguated and need improvement.

Another reason underlies the deficit balances occurring against port and dock services. In
advanced countrics, most of such services are provided by private undertakings, except for major port
services such as pilotage, etc. that are provided by the port authority. In most developing countries
however, the picture is entirely opposite. Here ail port and dock services i.e. pilotage, towage, berthing,
cargo handling and storage, weighing, navigational aids and the like are provided by port authorities.
Port expenditure thus becomes overburdened with the costs of these and the result is an overall deficit
on porl and dock services. UNCTAD, in a study of 81 ports in 68 countrics ol North and South
America, Western Lurope, the Middle Last, Alrica, Asia and Australia has observed this trend. 14 might
therelore be advisable lor Indian major ports to leave the provision of minor lacilities to private enterprise
and concentrale more on provision of basic (acilities like adequate draft, deeper channcls, modern
navigational aids and so on, in order to adapt themsclves to the rapid changes that are taking place in
shipping technology, Wherever possible, the ports should allow portusers to provide their own facilities
and thus relieve themselves of part of the fiscal burden.

In elaboration of the preceding statcments, a comparative listing of the responsibilities of
the private sector and the public authority, on account of different port services in developing and
developed countries may be reproduced here which bears out the observation that the responsibilities
for provision of most port services in developed countries lie with the private sector.

Providers of the Main Services in Ports
in Developing and Developed Countries

Ports in Developing Countries. Ports in Developed Countries.

a) Portauthority generally responsible for: a) Port authority generally responsible for:
Navigational aids Pilotage
Pilotage
Towage
Berthing/Unberthing,
Fire-fighting
Cargo-handling on-quay
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Poris in Developing Couniries. Ports in Developed Countries.
Storage
Weighment of goods
Tallying of-goods |
b} Other Public bodies generally responsible for: b) Other Public bodies generally responsible for:
Marine insurance Navigational aids
Marine insurance
Fire-fighting
ic) Private undertakings generally responsible for: ~ ¢) Private undertakings generally responsible for:
Stevedoring Towage
Tallying of goods Berthing/Unberthing
Repair of ships Stevedoring
Suiveillance of cargo Cargo-handling on-quay
Storage
Repair of ships
Surveillance of cargo
Tallying of goods
Weighment of goods

Source: United Nations Conference on Trade and Development, Port Pricing, New York, 1975, pp.14

In concluding this pact of the analysis, it might be said that the most paying activity for ports
is, by and large, carso handling and storage and (hat ports arc obscrved to incur considerable defictts
on the provision of port and dock facilities. If existing port and dock facilities are not adequate to the
needs of shippers, they show little interest in using the port which results in reduction of the revenues
derived [rom cargo handling and storage. Thus in order to attract more traffic to the port and (o increase
its revenucs, adequate facilities on port and dock must be provided either by the port authority or by
private agency.

6.2.3 Port Railways

Port railways play a vital rolc in port development. The growth of a port is greatly influenced
by its access to various forms of transpori by railways, roads and waterways. Although road transport
has become increasingly important in handling port traffic, the railways would continue to handle a
signilicant share of port-bound traffic at Indian major ports became of the substantial proportion of bulk
cargo in such traffic. It isto be noted in context that “adequate and cheap communications with the
hintertand are of vital importance for the smooth flow of traffic to and from the Port™,

I regard to railway operations, the major ports of India may be divided into two classes. In
the first category are the six major ports at Calcutta, Bombay, Madras, Visakhapatiam, Paradip and
Mormugao, at which port railways are owned and operated by the respective Port Trusts. The five
remaining major ports of Kandla, Cochin, Tuticorin, New Mangalore and Nhava-Sheva form a second
category, where port railways are owned and directly operated by the Indian Railways.
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Table 6.6
Financial Results of the working of ‘Port Railways’ at
Calcutta-Haldia Port (1980-81 to 1992-93)

_ {Rs.crores)
Year . Revenue " Expenditure Surplus/Deficit
1980-81 374 887 -5.13
1981-82 463 10.30 ' 567
1962:83 6.66 13.14 648
196384 7.29 .04 375
108485 5.91 1209 .18
198586 6.54 1265 811
19986-87 734 13.26 592
1967-83 9.95 . 1659 .64
198889 953 15.72 £.19
1983.90 1040 16.98 ' £58
1990-91 1207 16.94 487
1991-92 14.48 17.71 -3.23
1992-93 | 17.99 20.46 247

Source : Compiled and Calculated from Adminisiration Reports and Annual Accounts of
Calcutta-Halkdia Port for the above years

Tabie 6.6 indicates the financial results of the working of port railways at Calcutta Port
between 1980-81 to 1992-93. It is seen that - like port and dock services - port railway operations have
been in a losing position throughout the period of study, with deficits ranging between Rs.2.47 crores
and Rs.6.64 crores. Although revenues from railway operations increased from Rs.3.74 crores in 1980-

81 to Rs.17.99 crores in 1992-93, expenditure oit port raitways has outweighed these, increasing from
Rs.8.87 crores to Rs.20.46 crores over the same years. The happier note is that over the last three years
of the study, this deficit has shown a decreasing trends, with the rate of increase it revenue being
sharper than that of expenditure. This is clear in the table.

Comparative financial results of the working of port railways at the selected major ports is
shown in Table 6.7. Like CHP, the Port of Bombay had also shown deficits throughout the period of
study, with the amount of deficit increasing acarly three times over the study-period. Visakhapatnam
Port showed a similar trend except between 1988-91 when there were surpluses on railway operation.
Madras on the other hand, carmed surpluses o railway operations throughout the period except in 1981-
82 and 1982-83 when there were deficits. The quantum of surplus in the later years of study has been
significant and rising,

The remedies Lo overcome problems of this nature which CHP faces with regard Lo railway
operations relate 1o whether its port railways should be transferred to the Indian Railways; whether its
port railways arc overstalied and/or unnceessarily burdened with uncconomical sidings, whether the
lerminal charges levied are adequate, and whether freight rates can be increased. These are now dealt
wilh consecutively.
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Table 6.7
SurplusiDeficit of ‘Port Rallways’ in selected Major Ports
{1980-81 t0 1992-93)
{Rs.crores)

Year Bombay Madras Vigaz Calcutta
1980-81 -3.45 028 -1.46 513
1981-82 407 -0.06 -1.07 5.67
198283 467 055 1 648
1983-84 4.35 0.12 -1,64 : © 35 .
1984-85 -5.66 0.58 -1.54 618
196586 £.00 102 -3.59 6.11
198687 -593 1.39 093 -5.92
1987-88 679 287 025 Y
1988-89 -1.21 453 0.69 £.19
1989-90 830 449 0.13 £.58
1990-91 912 4.46 0.39 4.87
1991-92 .66 6.14 L. =323
199293 NA NA NA -

Note: NA denoles Not Available
Source : Compiied and Caicufated from Administration Reports and Annual Accounts
of respective ports for the above years

Ownership:

An important but contentious issue altaches to whether port railways in the first category of
six ludian major ports mentioned above should be transferred to the Indian Railways, in line with port
railways at the other major ports, or whether ownership of these should be retained by the respective
Port Trusts. Both sides to the issue have their own merits and demerits. The following advantages might
be claimed in support of retention of ownership: |
a) port railways are a part of port infrastructure, and thus heip in the coordination of various activities

involved in timely loading and unloading of cargo;
b) such coordination leads fo quicker turnaround times for shi ps berthing at the port;
¢) port-owned railways are attuned to the fluctuating needs of their parent ports;
d) priorities for movement of goods can be administered more effectivel y it the case of port railways.

On the other hand, support for the transfer of ownership of port railways to the Indian
Raitways is based on the following:
a) savings in time, cquipment and manpower associated with railway operations can be effected, since
duplication and formalities would be avoided in respect of many port services;
b)administration by the Indian Railways would cxpectedly bring about greater operalional efficiency
and economy, on account of specialised management,

Having discussed these implications of the transfer of ownership of port railways to the
ladian Railways, the Major Ports Commission recommended the retention of port railways by the
concerned ports, in cases where these were operated by the Port Trusts, and sought review of this issue
after a period of 10 years from the date of its Report 2
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Staffing:

1t has generally been observed that port railways are overslaffed; hence possibilitics for
pruning manpower in arcas where this is feasible have to be explored. In addition to such sirategies, new
recruitment has to be banned untif the staf-strength on port railways is commensurate with workload. 1f
it is cventually decided to transfer ownership to the Indian Railways, problems of another dimension will
arise. Port employees o port railways are belter placed relative to railway employees in terms of pay-
scales, and naturally would not acquiesce to reduction in pay. On the other hand, if such staff were paid -
higher wages as before, this would lead to friction and existing Indian Railways staff wou Id in turn place
ademand for higher wages. To resolve this problem, the possibilities for absorbing the port railway staff
in other posts at the ports would have to be explored.

Uneconomical operations:

It is found also that port railways are sometimes burdened unnecessarily with uneconomical
sidings, which are uneconomical in operation. To overcome this unwarranted situation, port railways
should seck and be provided the carliest-oppostunity to abandos such sidings.

Termingl churges & Freight rates:

Indian Railways liave been revising (he overall freight rates periodically, to maimntain [inancial
soundness in their operations. Viewed in this light, the claims of port-owned raslways for the fevy of
higher terminal charges is genuine. The Major Ports Commission also recommended that “the Ministry
of Railways should view the claim of the Port Raifways more pragmaticaily and that revisions in the
treight rates made by Raitways from time to time should be simultancously followed by a pro-tanto
adjustiment in the terminal charges to be paid to the Port Railways.” A follow-up on this rccommendation
would go a long way in restoring viability and climinating deficits in the operation of port railways.

6.2.4 FEstate Rentals

Another important activity at ports comprises the leasing-out of port-owned estates. A port
earns revenue from its estate rentals, but also incurs some expenditure on the maintenance of its estates.

The economics of estate rental activity at CHP over the period of study are next explored.
~ Table 6.8 indicates that such rentals are profitablc, particularly in case of CDS (as shown in Ch.3), with
surpluses of rental-revenues over expenditures being generated throughout the study-period, and the
amount of surpluses earned also increasing more than five-fold from Rs.2.31 crores in 1980-81 to
Rs.12.24 crores in 1992-93. Rental-activity has expanded particularly after 1988-89, as seen in the
marked ris¢ of cental-revenues following this period, accompanied by a late lcudency for cstate-related
expenditure afso w rise. HHowever, surpluses have been growing almost continuousty.

Comparison between selected major ports regarding surpluses/deficits on estate rentals
over the study-period forms the subject of Table 6.9. The table indicates initially better refative
placement compared to CHP for Bombay Port because of the greater quantum of surpluses generated
in the initial period. However, Bombay has lately been showing a markedly deficit position, unlike CHP
which has generated suspluses (hroughout. Madras on the other hand, reveals deficits in most years of
study, except over the last three years when marginal surpluses are indicated. Visakhapatnam has held a
marginal position throughout in terms of estate rentals, as evinced by more-or-less aliernating deficits



Table 6.8
Economics of the Activity ‘Estate Rentals’ at Calcutta-Haldia Port
(1980-81 to 1992-93)
{Rs.crores)
Year Revenue Expenditure Surplus/Deficit
1980-81 528 297 )|
1981-82 6.93 329 3.64
1968283 631 A 3.00
1983-84 6.03 424 1.79
1984-85 7.74 448 3.26
198586 9.16 497 4.19
1986-87 _ 8.68 6.21 247
1987-88 am 6.60 2a
1988-89 10.93 6.75 4.18
1989-90 13.50 8.07 543
1990-91 1592 9.50 6.42
1991-92 19.47 11.85 7.62
1992-93 2556 13.32 12.24
Source : Compiled and Calculaled from Administration Reports and Annual Accounls
of Calculfa-Haldia Port for the above years
Table 6.9
SurplusiDeficit of ‘Estate Rentals' in Selected Major Ports
{1980.81 1> 1992-93)
{Rs.crores)

Year Bombay Madras ')ig_‘az Calcutia
1980-81 587 012 H22 23
198182 530 029 016 164
1982-83 10.26 -0.18 0.48 3.00
1983-84 1737 £0.24 0.74 1.79
1984-85 17.20 047 1.55 3.26
1985-86 17.16 0.7 0.92 4.19
1986-87 16.31 -0.40 0.56 247
1987-88 15.42 -0.23 1.23 24
1988-89 200 «0.30 0.23 4.18
1969-90 -4.73 0.28 .24 543
1990-91 -379 0.43 0.7 6.42
199192 -2.67 0.72 2147 7.62
199293 NA NA NA -
Note:  NAdenoles Nol Available
Source . Compiled and Calculaled from Adminisiration Reports and .

Annual Accounts of respective perts for the above years
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and surphises of fimited magnitudes. Comparatively, therefore, Caleutta is beter-placed among the lour
sefected major posts, with most of its revenues gencerated from the metropolitan properties of CDS.
Deficit bafances indicated for the other ports in the table could be overcome by increasing rentals, if
possible 1o a considerable level,

6.3 Finance & Miscellaneous Items (Non-Operating Iiems)

As had earlier been stated, costs and revenues fall into the twa categories of operating and
non-operating types. Relationships between operating costs and revenues have already been analysed
and comnmented upon in the preceding chapter. Non-operating income and cxpenditure - also termed

Jinanee and miscellaneous items - although not directly related to port operations, play a significant
role in determining the eventual financial performance of a port. This is because a surplus on this head
cither avgments opesaling surplus or else wipes out the operating deficit, and, conversely, a deficit on the
account cither reduces operating surplus or clse cscalates the operating deficit. Most of non-operating
income at ports derives froms income on investments, while the interest payable against foans conslituies
the bulk of non-operating expenditure.

Table 6.10
SurplusfDeficit on ‘Finance and Misc. Hems' at Calcutta-Haldia Port
(1980-81 1o 1992-93}
. {Rs.crores)

Year Revenueg Expenditure Surplus/ % of Surplus

Deficit Deficit to

op. Surplus
1980-81 4.96 1518 -10.22 76
1981-82 536 787 : -12.51 &7
198283 6.39 2425 -17.86 60
1983-84 800 2082 -15.82 | 125
1584-85 10.54 28.44 790 51
1985-86 9.86 24.71 -14.85 115
1986-87 17.711 2544 i -873 43
198798 . 13.38 3774 -24.36 215
1988-89 21.50 35.87 -14.37 27
198950 2378 33.59 -9.81 17
1996-91 26.59 41.96 -15.37 24
1991-92 4552 56.35 -9.83 18
1992-93 2825 53.61 -25.36 36

Source : Compited and Calgulated from Administration Reporfs and Annualecomﬂs
of Caleutla-Haldia Port for the above years

‘Table 6.10 presents the economics and surpluses /deficits on the finance and miscellaneous
item at Caleutia Port between 1980-81 to 1992-93. Continuous delicits have been a consistent
phenomenon under this head, which have ranged in amount between Rs.8.73 crores and Rs.25.36
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crores. Till 1986-87, there was a large quantum of deficit which generally increased beyond Rs.10.22
crores at the start of the period, before suddenly falling to Rs.8.73 crores in 1986-87. However in the
very next year i.e. 1987-88, the accounting deficit shot up to Rs.24.36 crores, partly on account of
inclusion of capital transfers to reserves for replacement, rehabilitation and modernisation of capital
assets, and reserve for development, repayment of loans, and contingencies, within finance and
miiscellaneous expenditure, in accordance with Government instructions. After another decline, the last
year of study saw the deficit reach a level of Rs.25.36 crores. In the alternatc years 1983-84, 1985-86,
and 1987-88 the amount of such deficits had even exceeded total operating surpluscs, with the deficit in
[987-88 rising to movre than double the operating surplus. Thus whatever operating surplus was gencrated
by post operations was swallowed up by these huge deficits, which still left undesirable net deficits for
the port. '

The major reason for the pattern of deficits observed appears to have been the tendency
for finance and miscellaneous expenditure to rise pronouncedly over the study-period, as a result of
ever-inereasing application of funds towards new Plan projects and Llowards meeting debt charges on
other Port projects which are now funded increasingly from returns on previous fund investments by
the port itself. Revenues on this account have risen, particularly in the later years, but show much more
instability. The peaking of the revenue item to Rs.45.52 crores in 1991-92, appears {o be atiributable to
an inflow of interest realised on short-term investment, also reflected in the sharp upswing in investiment
applications ol port funds in that particular year seen in Table 4.1, previously. This is also borne out by
relerence 1o the schedules to the revenue accounts (Annual Accounts) of CPT, where under finance
and miscellaneous items, actuals for the year 1990-91 show interest receipls on investments of the
form of fixed deposits, cash balances, etc. to have risen sharply relative to the previous year.

Table 6.11
SurplusiDeficit on ‘Finance and Misc, ltems* at Selected Major Ports
{1980-81 to 1992.93)

(Rs.crores)
Year Bombay Madras Visakhapatnam Calcutta
1960-81 361 ' -8.45 1048 -10.22
1981-82 10.38 £.85 -10.28 1251
1982-83 20.56 -1.68 -8.65 17.86
1983-84 16.14 -2.05 | -10.26 -15.82
198435 023 -5.39 1116 -17.90
1985-86 . 15851 373 -14.41 1485 .
1986-87 287 £ -15.43 -8.73
1967-88 25.18 527 -10.87 -24.36
1988-89 29.56 2.9 342 14,37
1989-90 1223 170 -12.98 -9.81
1990-91 255 8.27 -3.59 -15.37
1991-92 856 17.25 159 .9.83
1992-93 NA NA NA .

Note:  NAdenoles Not Availabie

Source : Compiled and Calcwlalad from Administration Reports and Annual Accounts
of raspective ports for the above years
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‘The comparative position of selected major ports regarding surplus/deficit on finance and
miscetlancous items between [980-81 to 1992-93 is presented in Table 6.11.

Bombay Port is scen to be besi-placed among major ports in this regard, carning large
surpluses in all but the last two deficit years. i.c. 1990-91 and 1991-92. The amount of such surplus
ranged from a higly Rs.32.87 crores in 1986-87 10 a deficit Rs.8.56 crores in 1984-85. When the net
effect of non-operating items is considered, the operating surplus for Bombay was thus augmented in
almost all years by the non-operating surplus. Receipts of large sums of interest from huge investments
previously made, and the refatively lower burden of interest payable on loans were the principal reasons
which placed Bombay Port on such good financial [ooting.

Madras and Visakhapatnam ports too, like CHP, however generally had continuous deficits

under the finance and miscellaneous items head. An exception in the last three years of study commencing
© 1989-90 is found in case of Madras Port, where rising surpluses have been generated. Visakhapatnam
Port has only generated surpluses on this head in the two nonconsecutive years 1988-89 and 1991-92.
Heavy interest obligations on Government loans were the primary reason behind the deficits.

6.4 Trends in Port Costs & Revenues |

Analysis of revenue and expenditure within cach category of port services indicates surplus
or deficit activities, but not the actual contribution from each activity to overall operating surplus for the
port. ‘The main port activities i.c. cargo handling and storage, port and dock services, port railways and
port estate rentals need also (o be assessed in terms of absolute profitability.

Cargo handling and storage is the mosl paying port-service at ail major sclected ports. At

CHP, the magnitude of on this was cuizsidcmbly lower than at other major ports. Revenue and costs

associated with cargo handling vary considerably from cargo to cargo. At CHP, defays in clearance of

cargo oceur due (o wagon shortages and paucity ol slorage space. Demurrage charges might be raised to

punitive fevels to act as a deterrent to non-clearances, while raising storage charges would augment port
revenues.

Port and dock services are next in order of importance to port operations. Deficits on these
at CHP are considerably higher than at other major ports. Port and dock facilities are of permanent
nature and idle-facility costs are high when shortfalls in traffic occur. Unlike advanced countries where
most port and dock services are privatiscd, ports in developing countries are observed 1o incur considerable
deficits on the provision of port and dock facilities. Inadequacies in facilities are disincentives to portusers,
resuiting in reduction in cargo handling and storage revenues. To attract more traffic and to increase
revenue, adequate facilities on port and dock must be provided either privately or by the port authority.

Port railways play a vital role in port development, but have generally incurred losses. The
remedy may be to transfer CHP port-railways to the [ndian Railways, to reduce staffing and uneconomical
sidings, and to raise terminal charges and [reight rates. CHP is better placed however in terms of the

leasing-oul of port-owned estates, because of revenues generated from the metropolitan properties of
CDS.

The bulk of non-operating income and expenditure at ports derives from income on
investments, and from interest payments against port loans. Deficits have occurred because finance and
miscellancous expenditure has risen pronouncedly with application of funds to new Plan projects and
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towards mecting debt charges on other Port project-loans. Although non-operating revenues have risen,
they show more instability. Bombay Port is best-placed among major ports in this regard. CHP had
continuous deficits because of heavy interest payable on Government loans.

Following analysis of operaling and non-operating cost-revenue relationships, assessment
needs now to be made of operational performance and profitability, and physical performance variables
at CHIP, in comparison to other major poii.. This is accomplished in the next chapter.

References:

t. Report of the Commission on Major Ports; 1970, p..9l
2. Ibid., pp.93-94

3. Ibid;, pp.')3.



CHAPTER - 7
OPERATIONAL PERFORMANCE & PROFITABILITY AT CALCUTTA-HALDIA PORT

7.1 Port Operations & Returns

As mentioned earlier in chapter 2, the Major Ports Commission (1970) had recommended
a minimum return to be earned on capital deployed at the major ports, although for a long time the
established practice was to match revenue with costs, thus eaming negligible retums. The recommendation
reflected a realisation that ports should function as viable commercial undertakings and should generate
their own revenues to finance at least a part of their growing development and replacement needs. It was
also suggested that the ports earn adequate net surpluses to make timely payment of interest charges on
the large Government loans secured by them, and to be able to repay the loan principal at maturity
without default.

Operational performance and profitability at selected major ports form the focus of the
present chapter, with a view to identifying the financial strengths and weaknesses at major ports and
their underlying reasons, and to offer remedial suggestions.

7.2 Financial Performance

Analysis of financial performance is made as a first step, of data pertaining to the consolidated
(tnancial results of all major ports and the share of Calcutta-Haldia Port in these between 1975-76 to
1992-93, loltowed by analysis of operating and non-operating incomes, expenditures and surplus al
selected major ports between 1980-81 and 1992-93,

Analytical interpretation of the figures is made by recourse to the following standard
financial ratios: .
i) operating ratio;
ii) return on capital employed,
i) net sueplus margin;
iv) capital employed turnover;
v) fixed assets lumoﬁer

The above ratios are delined and explained below lor clarity:

The operating ratio indicates the percentage of operating income consumed by operating
cost. Viewed alternately, it is an indicator of the implicit proportion of the port’s non-operating costs like
interest on loans, property laxes and port development expenses and financial needs. The ratio is
computed by dividing operating cost by operating income to yield operating cost per unit income, A high
operating ratio is undesirable as it would leave (oo meagre an amount of operating income to cover non-
operating cost and would, consequently, render impossible the accumulation of internal resources. A
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fow operating ratio on the other hand, would leave a considerable operating surplus to meet interest
~ obligations, etc. and still provide for residual internal résource accumuiation.

. The return on capital employed makes reference to net surplus earned as a proportion of
capital funds applied at the port. Alternatively, it can be defined as the ratio of net port surplus to
working capital plus assets. Capital funds applied at a port include loan capital from ali sources, internaliy-
sourced capital funds, and accumulated debt-servicing charges which represent funds owed but not
repaid which are therefore chanelled into port operations. As such, the ratio shows the efficiency of
capital-use by a port. A high ratio indicates fruitful application of capital funds to both working capital
and to asset acquisition and use. Conversely, a low ratio indicates infructuous use. :

The net surplus margin establishes a relationship between the port’s net surplus - which is
the excess of pott income over expenditure - and total income, and indicates port efficiency in terms of
port-profitability in relation to total port income. The ratio is computed by dividing net surplus by total
income, and thus measures the ability of the port to turn each rupee of total income into net surplus. If
the net surpius margin is not adequate, the port will notable be to achieve a satisfactory retum on capital
employed.

The turnover on capital employed assesses income of a port on the basis of its investment
of capital, and can be computed by dividing total port income by capitaf employed at the port. The ratio
is a measure of how effectively capital employed has been utilised in generatiag income, and thus
indicates the rate at which the port gencrates income for every rupee of capital employed. The higher
this turnover ratio, the more efficient the utilization of capital funds placed at the disposal of the port
may be deemed to have been.

The turnover on fixed assets is a ratio that measures the degree of efficiency with which
fixed assets are employed at a port. Fixed assets are generally those assets acquired for use over
relatively long periods of time and not ordinarily for resale, for example, land, buildings, plant, machinery,
patents and copyrights. A high turnover ratio on these indicates a high degree of efficiency in asset
utifization. Computation of this ratio is made by dividing operating income by the value of gross fixed
assets at a port. A point to be noted here is that when fixed assets at a port are old and therefore
depreciated, turnover ratios on fixed assets tend to be high because the denominator in the ratio - i.e.
value of fixed assets - is very low.

In the analysis below, ratios for return on capital employed, and tumovers on capital employed
and fixed assets employed are indicated and analysed only for Calcutta-Haldia Port. Data on these ratios
were not available for Bombay, Madras and Visakhapatnam ports. The other ratios i.¢ operating ratios
and net surplus margins, and analyses thereof pertain to all selected major ports, Breakup figures between
Calcutta and Haldia are identified under CDS and HDC.

7.2.1 Financial Resalts

Table 7.1 presents financial results for all setected major posts for the period from {975-76
to 1992-93, along with the computed shares of CHP relative to consolidated financial figures for all
major ports. Consolidated income for all major ports is seen to have risen more sharply than expenditures,
the index increase for the former being 888 points over the 18-year period, relative to index increase by
715 points in the latter. it is seen also that gross surpius of all major ports has increased 2 }-fold over the



Table 7.1

Financial Resuits of all Major Ports and the Share of
Calcutta-Haldia Port from 1975-76 to 1982-93

Source : i} Compiled and Calculated from Administration Reports and Annuel Accounts of Calcutta-Haldie Port for the abave years

i) Major Ports of India : Statistical Profile of different years

(Rs.crores)
Year income Expenditure - Surplus/Deficit
All Major Index Cal. Port index All Major indax Cal. Port index All Mafor Cal. Port
Ports_ Ports Porls

1975-76 179.72 . 100 55.68 100 155.20 100 5402 100 24.52 1.66

30.98 34.81 6.77

1976-77 198.02 110 §2.15 106 173.29 112 55,64 103 2473 3.5

29.87 3211 74.19

1977-78 226.27 126 59.33 107 223.76 144 65.06 120 2.51 -5.73
26.22 29.08

1978-79 263.74 147 71.46 128 24413 157 74.66 138 19.61 (-)3.20
27.09 30.58

1979-60 334.24 186 96.20 173 283.20 182 Be.39 180 51.04 5.81

28.78 30.50 19.22

1980-81 381.22 212 101.65 183 337.05 217 98.38 182 a4 17 3.27

26.66 29.19 7.4

1981-82 433.17 241 114.48 206 370.72 238 108.31 200 £2.45 6.17

26.43 29.22 9.88

1982-83 497 67 277 131.74 237 391.46 252 119.85 222 106.24 11.89

26.47 3062 ' 17.19

1983-84 494.97 275 118.41 213 417.45 270 121.58 225 77.52 =317
23.92 ' 29.12

1984-85 681.98 . 379 154,61 278 512.24 330 137.71 255 169.74 16.90

2267 26.88 9.96

1585-86 702.74 391 146.53 263 561.65 362 148.44 275 141,09 -1.91
20.85 26.43

1986-87 777.72 433 167.96 302 616.63 397 156.58 290 161.09 11.38

: 21.60 : 25.39 7.06

1987-88 821.38 457 167.59 301 694.02 447 180.64 334 127.36 -13.05
20 40 26.03

1988-89 1050.74 585 227.99 409 757.30 488 188.29 349 293.44 39.70

. 21.70 24.86 13.53

1989-90 114163 635 247.37 444 85197 549 198.92 368 289.66 48 45

21.67 23.35 : 16.73

1990-91 1258.19 700 270.92 487 929.88 599 221.42 410 328.33 49 50

21.53 23.81 15.08

1991.92 1447.38 805 302.14 543 1099.56 708 257.38 476 347.82 44.78

20.87 23.41 12.87

1992-93 1775.27 988 335.46 602 1264.42 815 290.78 538 510.85 44 68

18.90 23.00 875

Note . ftalic Figures indicale perceritages

I
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eighteen years, from Rs. 24.52 crores in 1975-76 to Rs. 510.85 crores in 1992-93. Taking 1980-81 as
the base year (as in tables included in the preceding chapters), consolidated port surpluses over the
reduced period of thirteen years aiso shiow a farge increase by 1056 index points. Steady growth and
accelesation in port revenues ahead of the rate at which port expenditure has grown, reflecting good port.
management, is the primary reason behind this and is a good indicator of the progress of the port sector

it India.

Shifting focus now to CHP, it is seen that net surplus balance at the port also increased by
Rs.43.02 crores or 2592 index points between 1975-76 and 1992-93, which is greater than the secorded
increase of net surplus balances at all major ports. Although such large growth in net surplus balances
may appear quite commendable, comparative growth at CHP relative to other major ports in percentage
terms appears less satisfactory, the reason being that port income for CHP has increased more slowly
than at all major ports, refalive to port expenditure. Index figures indicate index increase of 502 points in
port income at CHP against a comparabie figurc of 888 points for all major poits.

Percentage share of surplus at CHP relative to the consolidated surpluses of all major pots,
which stood at 6.77 percent in 1975-76 rose to 8.75 percent in 1992-93. In 1992-93, the share of
income al CHP relative to that of all major ports was 18.9 percent, against 23.0 percent share of
cotisolidated port expenditure. it may also be noted that percentage share of income at CHP has declined
continuously relative to incore of all major ports, from 30.98 percent in 1975-76 to only 18.9 percent
in 1992-93, Since out of the total income of CHP, the maximum contribution originates from Haldia
Port, this would place CDS in an even worse position.

Trends in revenues and costs and cost-revenue relationships for main port activities at
selected major ports had been studied separately in chapters 5 and 6. Assessment of operational
performance and profitability may now commence with a brief review of the overall performance at
selected major ports. To fi ully understand the financial situation of major ports, it proves helpful to
examine data on operating income, port expenditure against this and the resuitant operating surplus or
deficit, as well as non-operating income, port expenditure against this and non-operating surplus or
deficit.

7.2.2 Operational Performance

Operating incomes and expenditures, and résulting operating surpluses and deficits at the
four selected major ports are presented in Table 7.2. The general pattern of port operations as seen in
the table show operating incomes exceeding operating expenditure at all major ports over the study-
period. Growth in operating income was also faster than that of operating expenditure. As a result, all
ports generaled growing surplus balances. In 1980-81, CHP stood third after Bombay and Madras
ports in terms of operating surplus, this relative position being retained in 1992-93 also. However,
although Calcutta-Haldia Port increased operating surpluses from Rs.13.49 crores to Rs.70.04 crores
over the period of study, the magnitude generally remained behind operating surpiuses at Bombay and
Madras ports. '

Operating surpluses wese however subject to frequent fluctuations at all major ports except
at Madras, where such fluctuations existed only in the initial years. The reasons behind the fluctuations
were a sicady increase in operating expenditure on the one hand, and alternating decrease or minisnal
increase in operating income on the other.



Operatin_g Results of Selacted Major Ports (1980-81 to 1992-93)

Table 7.2

{Rs.crores)

Year Operating Income Operating Expenditure Cperating Surplus/Deficit
Caicutta Bombay Madras Vizag. Calcutta Bombay Madras Vizag. Calcutta Bombay Madras Vizag.
Port Port Port Port Port Port Port Port Fort Port Port Port
1980-81 96.68 89.14 39.54 36.66 8319 57.88 26.01 29.18 13,49 31.26 13.53 7.50
100 100 100 100 100 100 100 160 100 100 100 10
1981-82 109.12 104.24 43,10 39.91 90.44 67.98 30.20 31.66 18.68 36.26 12.50 8.25
713 117 109 109 109 117 116 109 138 116 95 110
1982-83 125.35 123.49 47.44 40.95 95.60 - 78.35 3548 34.06 29.75 4514 11.98 B.89
130 139 120 112 115 135 136 117 221 144 89 92
1963-84 113.41% 124.12 53.07 43.59 100.76 §1.55 38.97 36.34 12.65 42 57 1410 7.25
117 139 134 119 121 141 150 125 94 136 104 97
1984-85 144.07 151.72 81.43 50.65 109.27 97.27 4535 40.57 34.80 54 .45 35.08 19.08
149 170 206 163 131 168 178 139 258 174 259 254
1985-86 136.67 163.51 91.18 69.09 123.73 106.43 50.71 45.04 12.94 57.08 40.47 23.05
141 183 231 188 149 184 195 158 96 183 299 367
1986-87 150.28 164,22 97.05 78.04 13014 116.80 55.34 54.38 20.14 47.42 41.71 23.66
155 184 245 213 156 202 213 186 149 152 308 315
1987-88 15420 180.18 101.62 80.96 142.90 135.74 60.01 62.23 11.30 44 44 41.61 18.73
159 202 257 221 172 235 231 213 84 142 308 250
1988-89 206.49 222,81 121,69 107.29 152.42 149,18 66.21 72.82 54.07 73.63 5548  34.47
214 250 308 293 183 258 258 250 400 236 410 460
1589-90 223.57 223.39 131.01 122.45 165.32 161.32 73.21 65.80 58.25 62.07 57.80 52 6%
231 251 337 334 199 279 281 239 432 199 427 702
1990-91 244.32 23479 143.59 118.26 179.45 170.91 78.79 80.59 64.87 63.88 64.80 37.67
253 263 363 323 218 295 303 276 481 204 479 502
1891.92 256.62 25564 160.65 134,93 202.00 193.84 £9.94 93.00 54.62 61.80 70.71 36.93
265 287 406 368 243 335 346 336 405 198 523 482
1992-93 307.21 384 .51 189.15 164.55 23717 21918 100.07 106.11 70.04 145.35 $#s.08 58.44
318 409 478 449 285 379 385 364 519 465 858 779
Note : italic figures indicate indices -
Source . Compiled and Calcutated from Administration Reports and Annual Accounts of Respeclive Ports for the above years e

\.\'
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Bombay Port is observed to have been most consistent in recording large operating surpluses.
Operating income at this port increased by 309 index points from Rs.89.14 crores in 1980-81 to Rs.364.51
crores in 1992-93, against a 279 point index increase in operating cost from Rs.57.38 crores to Rs.219.16
crores over the identical period. As a result, operating surplus rose nearly five-fold from Rs.31 .26 crores
in 1980-81 to Rs.145.35 crores in 1992-93. For comparison, index increase in the CHP’s operating
incotmic was 218 points, against the 185 index point increasc in operating costs over an identical period.

Observing the growth of operating variables in all selected major ports over the study-
period, it is thus found that operating incomes have tended to risc faster gencrally than operating costs,
Jeading to the rising surpluses seen in the table. However, in index terms, although the strongest growth
in operating income has been at Madras (378 points), followed by Visakhapatnam (349 points) and
Bombay (309 points), Madras, Bombay and Visakhapatnam, in that order, have also recorded the
greatest increases in operating costs at 285 points, 279 points and 264 points, respectively. By comparison,
index increase in operating costs at CHP was much lower at 185 points. Increases in operating incomes
at all selected major ports accelerated considerably after 1987-88, while operating cost increases were
more concentrated lowards the last years ol study.

© "The net result of the pattern just commented upon was that CHP showed the most consistent
trend of increasing surpluses, with surpluses at other major ports tending to fluctuate more. In absolute
terms, Madras and Visakhapatnam Ports also showed steady growth of operating income from Rs.39.54
crotes to Rs.189.15 crores, and from Rs.36.66 crores to Rs.164.55 crores, respectively, over the period
of study. As a result, operating surplus increased from Rs.13.53 crores to Rs.89.08 crores at Madras
Port, and from Rs.7.50 crores to Rs.58.44 crores at Visakhapatnam Port over the study-period.

7.2.3 Non-operational Performance

Non-operating incomes and expenditure, and the resultant surplus/deficit for the selected
major ports over the study-period are shown in Table 7.3. Non-operating expenditure generally exceeded
non-operating income at all major ports cxcept Bombay, where non-opesating deficiis were found only
in the concluding years of this study. By contrast, Calcutta, Madras and Visakhapatnam ports showed
deficit balances for the non-operating side throughout almost the entire period of study. Thus only the
performance of Bombay Port might be considered satisfactory because of the surpluses it achieved
untif 1989-90. Maximum non-operating surplus of Rs.32.87 crores was earned by this port in 1986-87.

In relative terms, the sharpest increases in non-operating incomes occurred at Madras,
follwed by Visakhapatnam and then CHP. Bombay showed a relatively smaller index increase of 300
points, compared to CHP’s 470 points. The trend at CHP also presents the most consistent growth in
nou-operating costs. Overall increase in non-operating cxpenditures was sharpest at Bombay (491 points),
lollowed by CHP (253 points), Madras (183 points) and Visakhapatnam (146 points). In consequence,
the patterns of non-operating surpluses which were negative in most years except at Bombay, indicate
that the major ports were generally in deficit on the non-operating head. CHP had a far more adverse
deficit than the three other major ports included in the study.

Madras and Visakhapatnam ports showed deficit balances in non-operating revenues except
for the few years towards the end of study. Madras Port started to show a non-operating surplus only
from 1989-90 onwards. In 1992-93, the surplus for Madras Port was Rs. 30.91 crores, against the non-
operating deficit of Rs.7.43 crores occurring at Visakhapatnam. Visakhapatnam Port generally recorded



Table 7.3
Non-operating Resultsof Selected Major Ports (1980-81 to 1992-93)

(Rs.crores)
Year Non-Operating Income - Non-Operating Expenditure Non-Operating Surplus/Deficit
Calcutia Bombay Madras Vizag. Cafcutta Bombay Madras Vizag. Calcutta  Bombay Madras Vizag.
Port Port Port Port Port Port Port Port Port Port Fort Port
1980-81 4,95 18.19 4.48 2.95 15.18 14.58 12.93 13.42 -10.22 3.69 -845 1048
100 100 100 100 100 100 100 100
1981-82 5.36 24.45 3.28 2.31 17.87 14.07 13.13 12.58 -12.51 10.38 985 -1028
108 134 73 78 118 97 102 94
1982-83 6.39 29.70 5.62 4.24 24.25 9.14 7.30 12.89 -17.86 20.56 -168 -885
129 163 125 144 160 63 56 96
1983-84 5.00 33.51 5.81 289 20.82 17.37 7.86 13.15 -15.82 16.14 205 -10.26
100 154 130 98 137 179 &1 98
1984-85 "10.54 7.66 4.08 2.97 28.44 37.43 9.45 14.13 -17.90 0.23 -39 -11.16
212 207 g1 100 187 257 73 105
1985-86 9.86 43.44 7.51 2.64 24,71 27.93 11.24 17.05 -14.85 15.51 -3.73 1441
199 239 168 90 163 192 87 127
1988-87 17.71 57.25 7.28 468 26.44 24,38 13.62 20.114 -8.73 32.87 6.34 -15.43
357 315 162 159 174 167 104 150
1987-88 13.38 57.05 10.84 11.84 37.74 31.87 16.21 2271 -24.36 25.18 527  -1087
270 314 244 401 249 219 125 169
1988-89 21.50 69.47 13.56 28.17 35.87 39.81 16.48 24.75 -14.37 29,56 -2.92 3.42
429 352 303 955 236 274 127 ‘ 184
1589-90 2378 62.41 17.31 7.76 33.58 50.18 15.61 20.74 -9.81 12.23 1.7¢  -12.98
479 343 386 263 221 344 121 155
1990-91 26.59 31.44 26.05 21.28 41.96 33.99 17.78 24.87 -15.37 -2.55 827 -359
536 173 581 721 276 233 138 185
1991-92 45.52 61.54 38.82 22.20 55,35 71.10 21.57 20.61 -9.83 -8.56 17.25 1.69
918 338 867 753 365 481 167 154 '
1992-93 28.25 72.71 §7.50 25.65 5§3.61 86.11 36.59 33.08 -25.36 -13.40 30.91 -7.43
570 400 1507 869 353 591 283 246
Note : ltalic figuraes indicate indices . :.3
Source : Compiled and Calculated from Administration Reports and Annual Accounts of Respective Ports for the above years b
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non-operating deficits throughout the study-period, except for surplus balances of Rs.3.42 crores and
Rs.1.59 crores respectively, recorded in 1988-89 and 1991-92.

Calcutta-Haldia Port, in this respect, was not satisfactorily placed in terms of non-operating
activity, showing non-operating deficits without exception throughout the study-period. This deficit,
moreover, rose from Rs.10.22 crores in 1980-81 to Rs.25.36 crores in 1992-93. Such large deficits
were attributable (o huge interest payments on Government loans, and payment of retirement benefits,
especially to cmploycees opting for voluntary retirement.

7.2.4 Operating Ratios

Computed operating ratios at the selected major ports between 1980-81 to 1992-93 are
presented in Table 7.4. The ratio declined at ali major ports, except at Visakhapatnam, over the period
under study, decreasing from 86.0 percent o 77.2 percent at CHP, from 64.9 percent to 60.1 percent at
Bombay, and from 65.8§ percent to 52.9 percent ai Madras between 1980-81.and 1992-93. Operating
ratios at Calcutta and Bombay were highest at 92.7 percent and 75.4 percent, respectively, for 1987-88,
compared to other years of the study. In 1988-8% however, the ratios fell to respective levels of 73.3
percent and 66.9 percent. The decline followed revision of port charges, which also affected the operating
ratios of Madras and Visakhapatnam ports, which declined from 59.0 percent to 54.4 percent at Madras
and from 76.9 percent to 67.9 percent at Visakhapatnam,

Table 7.4
- Operating Ratjo at Selected Major Ports (1980-81 to 19582-93)

Year Cal Fort Bom. Port Mad. Port  Vizag. Port

% % % %
1580-81 86.0 64.9 658 795
198182 629 652 70.1 793
108283 76.3 634 747 832
198384 86.8 657 734 834
1984-85 758 64.1 5.9 680
1985-86 905 65.1 556 866
198687 866 744 57.0 697
1987-88 927 754 50.0 769
1988-89 738 669 544 67.9
1969-90 739 722 555 57.0
1990-91 735 728 54.9 68.4
199192 787 74.4 56.0 726
1992-93 772 60.1 529 64.5

Source | Compiled and Calculated from Administration Reports and
Annual Accounts of respective ports for the above years
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Titely enhancements of tariffs, accompanied by efforts towards the diversification of cargo
in favour ol general cargo Lo raise port incomes, and economies in important cost ilems like stores and
wilges Lo lower port costs would help major ports to tide over the present financial crisis and improve
(heir operating ratio.

7.2.5 Return on Capital Employed

Huge sums are spent year after year, particularly since the advent of planning, for development
of major ports. 1 lowever, besides serving as gateways (o increasing foreign trade, ports are also expected
{o eara adcquate returns on capital so as to finance at least a part of their development, replacement and
modernisation needs from internal sources, thus relieving Government of a part of the responsibility of
providing funds for port development. Hence, it would be of great interest of study the profitability of
ports in relation to investments on them.

Table 7.6

*Return on Capital Employed’ in Calcutta-Haldia Port

{1980-81 10 1992-93)
(R's.crores)
Year Net Swrplus Cap.Employed Ratio(%)
1980-81 327 460 0N
1981-62 6.17 477 1.29
1982-83 11.89 5 233
1983-84 {-)3.17 542 {(-¥0.58
1984-85 16.90 593 282
1985-86 {-31.9 632 {)0.30
1966-87 11.38 681 1.67
198788 {-113.05 716 {-)1.82
1988-89 39,70 | 774 513
1989-90 48 .45 858 5.65
1990-91 49.50 956 518
1991-92 44.78 NA, -
1992-93 4468 NA, -

Source : Compiled and Calculated from Administration Reports
and Annual Accounts of Calcutta-Haldia Fort for the
above years

Computed ratios for return on capital employed at CHP between 1980-81 to 1990-91 ase
presented in Table 7.5. Uptil 1987-88 the return on capital employed at CHP was very low, standing for
example, at (-}1.82 percent of capital employed in 1987-88. This then started to increase, reaching
levels of 5.13 percent (1988-89) and 5.65 percent (1989-90). A marginal decline to 5.18 percent then
took place in 1990-91. Increases in the return on capital employed depend on net surplus balances
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carned at a port. Low levels of the ratio are atiributabie on the one hand, to continuous growth in capital
employed, and on (he other, to substantial decline in net surplus.

It had been stated earlier that the Major Ports Commission{1970) had recommended a
minimum rate of return of 12 percent on capital employed, at a time when the rate of interest on
Governmént loans was 6 percent. Subscquently, this interest rate had risen gradually to 9 percent, as a
result of which major ports would have been enjoined to eam a 15 percent return on capital employed
over the period of study. For Calcutta-Haldia Port, not only has the rate of return realised been much
less than the recomimendation, but also the gap between recommended and realised rates of return has
been very wide. Port rates have undergone periodic revision to raise returns on capital employed to
levels prescribed by the Major Ports Commission. Still, despite such revision, the rate of return on
capital employed realised by CHP fell way below recommended levels. Non-realisation of traffic in the
expected volume and delays in revision of port tariffs are to some extent, contributory to this sifuation.
Port traffic capacity utilisation at CHP in 1992-93, for instance, varied between 87% (CDS) and 78%
{HDC). Against these, traffic capacity utilisation at Bombay was 108%, 115% at Madras and 101% at

Visakhapatnam for the sanze year,'

7.2.6 Net Surplus Margin

The net surplus margin reflects the capacity of a port to withstand unfavourable financial
conditions. A port having high net surplus margins would be better able to cope with rising operational
costs or declining traffic without jeopardising financial performance, than a port with low net surpius
margin. Similarly, a port with a high et surplus masgin would capitalise internal profits more effectively
in favourable conditions like falling operating costs o increasing volume of tiaffic.

Table 7.6
Net Surplus Margin at Selected Major Ports
(1980-81 to 1992-93)

Year Cal. Port Bom. Port Mad. Port Vizag. Port

% % % %
198081 322 3249 11.54 (7.50
1981-82 5.39 36.24 6.58 (-14.78
198283 9.03 4289 18.41 (-13.89
1963-84 {-)2.68 37.24 2047 (-) 6.48
198485 10.93 28.87 3473 12.65
1985-86 {-}1.30 35.08 3123 12.05
1986-87 678 36.25 33.90 9.95
1987.88 {-}7.79 2935 32.28 847
198869 7.4 353 38.86 27.97
1989-90 19.5¢ 26.00 40,12 3047
1990-91 18.27 23.04 43,07 2442
1991.92 14.82 16,79 44,10 24.51
195293 13.32 NA 47.11 26.40

Source : Compiled and Calculsted from Administration Reports and Annual Accounts of re-
spectiva ports for the above years
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Net surplus margins at selecied major ports over the study period are presented in Tabie
7.6. The nct surplus margin at CHP was very low over the initial years of study, but started lo reflect an
improved position from 1988-89, with ratios of 17.4] percent and 19.59 percent in 1938-89 and 1989-
90. From 1990-91 onwards however, the ratio decfined once more to 18.27 percent, 14.82 percentand
13.32 percent in 1990-91, 1991-92 and 1992-93 respectively.

Bombay Port generaily displayed much better placement uptil 1986-87 but net surplus
margit tended to decline thereafter, reaching a low of 16.79 percent in 1991-92 compared to the initial
32.49 percent in 1980-81. Highest net surplus macgin observed at Bombay was 42.89 percent in the
year 1982-83.

Madras Port stood in reverse to Bombay Port, presenting low net surplus margins in the
initial years, followed by steady increase. The net surplus margin rose to 47.11 percent in 1992-93,
against only 6.58 percent in 1981-82. Compared to other selected major ports, the placement of Madras
Port was therefore quite satisfactory from this standpoint. Visakhapatnam Port also showed better
placement beginning from 1988-89 when net surplus margin was 27.97 percent. By 1992-93 this had
risen to 26 40 percent, compared to the deficit ratio of (-)7.50 percent in 1980-81. Thg highest net
surptus margin recorded at the port was 30.47 percent in 1989-90.

Analysis of net surplus margins reveals that the placement of CHP was worst amongst the
major ports under siudy. This highlights the urgent need for the Port to adopt measures that would
increase operating income and decrease operating costs in order to improve financial performance.

7.2.7 Turnover on Capital Employed

Table 7.7 shows turnover on capital employed at CHP between 1980-81 10 1992-93. The
turnover ratio increased from 0.221 to 0.283 over the period, with the highest level being 0.295 in
1988-89, a jump front 0.234 in 1987-88. This was atiributable to a large increase in total port income
for CHP. Conversely, in certain other years the (urnover ratio had failen because of substantial growth
in capital employed at the port, against a slowed increase in total port income.

7.2.8 Turnover on Fixed Assets

Turover ratios on fixed assets reflect the efficiency of a port in utilising investments in
lixed assets such as land, buildings, plant and machinery, cargo handling equipment, berths, elc. Ports
acquire such fixed assets in order to extend their services to both cargo and shipping, and in turn,
receive revenues as operating income against various port services delivered. Hence, the efficiency of
lixed assets should be gauged in relation Lo operating income, which is accomplished by means of the
turnover ratio. The turnover ratio on fixed assets is computed by dividing total port income by the port's
total investment on fixed asscts,

The turnover of fixed assets at CHP over the study-period forms the subject of Table 7.8.
The turnover on fixed assets at CHP stood at 0.272 in 1980-81 and showed increasing trends throughout
the period of study, reaching a level 0f0.462 in 1990-91. The maximum value obsesved for the ratio
was 0,467 in 1988-89. Improvement in the lixed asset turnover ratio stems from the rise in operating
income, which in turn depends on tarifT revisions and additional port traffic. For instance, in 1988-89 the
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turnover ratio increased to 0.467 from 0.359 in 1987-88 because of the rise in operating income from
Rs.154.20 crores to Rs.206.49 crores over the two years.

Table 7.7
Capital Employed Tumover in Calcutta-Haldia Port
{1980-81 tp 1992-93)
(Rs.cromes)
Year Totalincome  Cap. Employed Ratio
1980-81 101.65 460 0.221
1981-82 114.48 477 0.240
1962-83 131.74 51 0.258
1883-84 118.41 542 0218
1984-85 154.61 593 0.26%
1985-86 145.53 632 0.232
198687 167.96 681 0247
1987-88 167.59 716 0.234
1988-89 | 227.99 774 0.295
193990 247.37 858 0.288
1990-91 270.92 956 0.283
199192 302.14 NA, -
199293 335.46 NA, -
Source ; Compiled and Calculated from Administration Reports
and Annual Accounts of Calcutta-Haldia Port for the
above years
Table 7.8
Fixed Assets Turnover at Calcutta Port
{1980-81 to 1992-93)
{Rs.crores)
Year Operating Gross Fixed Ratio
Income Assets
1980-81 96.68 56 0.272
1981-82 109.12 350 0.312
1582-83 125.35 362 0.346
1983-84 1134 377 0.301
1984-85 114.07 392 0.367
1985-36 136.67 403 0.339
1986-87 150.28 421 0.357
1957-88 154.20 430 0.359
1988-89 206.49 442 0.467
198990 22357 485 0.461
1990-91 24432 529 0.462
1991-92 256.62 NA -
199283 307.21 NA .

Source : Compied and Calculated from Administration Reports
and Annual Accounts of Calculta-Haldia Port for the

above years
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7.3 Physical Performance

Having discussed the ratic-indicators that refiect the financial performance of selected major
ports, the analysis now tuzns to physical indicators which have a profound iafluence on the profitability
at ports. These are, namely, the number of ships calling on a port, which is an indicator of the commercial
altractiveness of a port; the average duration of pre-berthing detention, ship turn-round, and the ratio of
idle to working time,which are all disincentive-indicators that reduce the commercial atiractiveness of a
port; and the rate of output per ship berth-day, which is a productivity indicator. Analysis is made of
each of these in the discussion to follow.

7.3.1 Number of Vessels Sailing

Table 7.9 shows the number of vessels sailing from selected major ports in 1992-93. Vessels
are classitied into four classes, namely, dry bulk, tankers, break-butk and containers. Bombay Port
occupied first place among the four selected major ports (2124 vessels sailing) in terms of this performance
aspeet, and the second, third and fourth positions were occupied, respectively, by CHP (1434), Madras
(1397} and Visakhapatnam (932). Analysing the breakup for these figures by nature of ship, Haidia is
seen as being specialised towards receiving tankers and dry-bulk vessels; CDS towards break-bulk
vessels and tankers; Bombay Port towards tankers, break-bulk vessels and container ships; while Madras
and Visakhapatnam ports ace specialised towards tankers and dry-bulk vessels. Port specialisations of
such nature have evolved according to the needs of iocal industrial facilities and the port hinterlands.
Considering the relative shares of individual major ports among vessels berthing, CHP accounted for
around |4 percent of the vessels sailing from all major ports. The maximal percentage share was for
tankers, at 17.19 percent of the tankers calling at all major ports.

Port Performance indicators
Table 7.9
- Number of Vessels Sailed at Selected Major Ports

(1952-93)
Types of Vessels HDC CDS  Totat Bombay  Madras Vizag.  AliMajor  %of CHP
Port Port Port  PortsTotal (o all Ports
i) Dry-bulk 228 36 264 147 354 430 2262 1167
ii) Tankers 412 217 620 G668 477 350 3659 17.19
iii) Break Bulk 19 338 358 851 M 103 2208 16.21
iv) Coniainer 48 135 183 658 255 49 1915 9.56
v) All Types 707 727 1434 2124 1397 932 10044 14.28

Source : Basic Port Statisitcs of India, Indian Ports Association, 1992-93

A time-series on ship calls at CDS and HDC is next presented in Table 7.9.1, which brings
out the relative importance of the two port complexes in attending to ships calling at CHP. It is seen from
the table that although CDS still received a larger number of vessels till the end of the study, its share in
the number of ships calling at CHP has declined sieadily, while that at HDC has been rising.
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Table 7.9.%
Number of Ship Calls at Calcutta-Haldia Port

Year cDS HOC Total
1983-84 810 410 1220
1984-85 764 455 1216
1985-86 89 557 1453
1986-87 528 570 1498
1987-88 934 566 1500
1988-89 840 51 1431
1969-50 808 585 1393
1990-91 784 585 1366
1991-92 703 629 1332
1992-93 780 703 1483

Source : Facls and Figures, Calcutta Post Trust, 1994

7.3.2 Average Pre-berthing Detention

Average pre-berthing detention means the time lost on account of a ship being required to
wail at sea before berthing because the post has remained otherwise engaged over the duration. Table
7.10 presents figures on average pre-berthing detention periods at selected major ports in the year 1992-
93. The position of CDS was clearly better than that of the other major ports in this performance aspect
because, on an average over all types of vessels, delainment was less than 24 hours, against detention
periods respectively for HDC, Bombay, Madras and Visakhapatnam posts of 2.0 days, 2.3 days, 2.1
days, and 1.8 days, and the average detention period over all major ports of 1.9 days. Among the
various vessel-types calling at CDS, dry-bulk casriers experienced the maximum pre-berthing detention
of 1.7 days. At HDC, with a fairly low average pre-berthing detention period of 2.0 days, container
vessels encountered detainments for the least time i.c. 0.2 days. The maximal detention period at HDC
was 2.7 days for break-bulk carriers.

Table 7,10

Average Pre-Berthing Detention of Ships at Selected Major Ports (1992-93)

(days)
Types of Vessels HDC Cbs Bombay Madras Vizag. Ali Ports
) Dry Bulk 19 17 87 32 27 30
ii) Tankers 22 056 24 24 09 18
i) Break Buik 27 09 18 24 19 20
iv) Containers 02 05 13 04 03 08
v) AllTypes 20 08 23 21 18 19

Source : Basic Port Stalislics, 1992-83, Intian Ports Association, New Deihi



Commeodity-wise Average Pre-berthing Time at Selected Major Ports

Table7.10.1

Average Pre-Berthing Detention of Ships

at Calcutta-Haldia Port

_ (days)
Year - ¢DS HDC
1983-84 119 2.40
1984-85 0.82 270
198586 188 156
1986-87 0.65 1.19
1987-88 0.61 1.16
198889 0.44 1.60
198990 072 1,59
1990-91 1.1 1.66
199192 0.88 1.53
1992:93 0.94 200
1593-94 102 1.61

Source ; Facts and Figures, Calcutta Port

Trust, 1994

Table 7.11

147

{1992-93}

(days)
Commodity cDS HDC Bombay Madras Vizag. All Ports
POL 0.51 2.35 259 2.3 0.99 2.03
fron Ore - - - 0.62 1.37 0.94
Coking Coal - 1.95 - - 419 295
Thermal Coal - 1.02 - 1.54 0.70 1.04
Fertilisers 2.04 363 26.76 10.12 4.04 6.83
F.Raw Materiais 2.04 4.60 6.80 342 379 526
Other Dry Bulk 1.20 240 11.42 562 243 76
General Cargo 0.77 2.37 1.79 212 1.66 1.87
Containers 0.51 0.24 1.34 0.31 0.27 0.87
Other Liquid Bulk 1.68 0.79 166 .30 054 1.00
Total 0.75 1.99 232 204 1.78 1.92

Source: Indian Porls Assaciation, Basic Port Stalistics of India, 1992-93



148

At Bombay Port by contrast, although the average pre-berthing detention in 1992-93 was
only 2.3 days, dry-bulk carriers were detained {oramaximal 8.7 days prior lo berthing. Delainments al
Madras and Visakhapatnam were generally not too lengthy, except for dry-bulk carriers which lostan

‘average of 3.2 days and 2.7 days, before berthing at the respective ports. [t may be noted however that
detention periods for this category of vessels was also high at ali major ports, at 3 0 days.

‘Time-serics [igures on pre-berthing detention at CHP and its constituents are indicated in
Table 7.10.1. While it is seen that detainment times at CDS have remained low and generally steady,
what emerges clearly is the decline in detention time at HDC. Keeping in mind that the number of
vessels calling at HDC have been increasing while the sumber of vessels calling at CDS has been
decreasing, as shown previously in Table 7.9.1, this is an indicator of creditable progress at HDC.

Commodity-wise pre-berthing detention periods at selected major ports in 1992-93 are
shown in Table 7.1 1. Calcutta and Haldia ports are generally seen to be favourably placed, except in
case of fertiliser raw materials at HDC for which average detention time was 4.6 days. Bombay Poit
showed maximum detention times for fertiliser (26.76 days), dry-bulk (11.42 days), and fertiliser raw
materials (6.8 days). At Madras the maximal detention time was for fertiliser (10.12 days), while at
Visakhapatnam, maximum pre-berthing detention periods were for coking coal (4.19 days) and for
fertiliser (4.04 days).

7.3.3 Average Turn-Round Time

Among the most important indices of a port’s operational efficiency is average turn-round
time. The turn-round time for a ship is the time interval between the ship’s arrival at a port and its sailing
again, excluding any time spent by the ship in dry-docking repairs.2 Lower average turn-round times
indicate greater operational efficiency, and conversely. Other things being equal, lower turn-round times
at a port offer an incentive for ships to berth there and lead therefore to favourable traffic trends and
increasing traffic at the port. Ports with higher turn-round times would, besides losing traffic, also
contribute to losses of foreign exchange in the form of demurrage and detention charges.

The four major constituents of lurn-round time are times spent by a ship at anchorage, in
‘inward’” movement, at berth, and in ‘outward’ movement. Time spent on shifting vessels from one
berth to another is also sometimes included within average turn-round time,

Average turn-round times at selected major ports over the period between 1989-90 to 1992-
93 are presented in Table 7.12. The table also shows breakup of turn-round time for vessels by type at
all major potts. Average turn-rouad time varies significantly between ports and, even at a single port,
between years. Thus in 1992-93, HDC had the lowest turn-round time of 6.7 days for ail types of ships,
as against 10.4 days at CDS, 8.6 days at Bombay Port, 7.1 days at Madras and 7.3 days at Visakhapatnam.
In 1989-90. lowest tura-round time had been obscrved at Visakhapatnam Port (5.9 days), which was
slightly higher than that at Haldia (6.1 days). Considering the breakup on vessels, Haldia showed highest
turn-round time over all years of 23.5 days in 1990-91 for break-bulk carriers. At CDS, the highest
overall turn-round time of 20.4 days was observed in the year 1992-93 for dry-bulk vessels and lowest
turn-round time of 4.5 days in the same year for liquid-bulk vessels. At Bombay Port, highest and
lowest turn-round times observed were 43.3 days in 1989-90 for dry-bulk vessels, and 4.6 days in
1992-93 for container vessels. At Madras Port, turn-round time was as high as 12.4 days in 1992-93 for
dry-bulk vesscls and as low as 2.1 days in 1989-90 for containers. The highest and lowest turn-round
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times at Visakhapatnam Port of 1.7 days and 1.7 days were observed in 1990-91 for dry-bulk vessels,

and in 1991-92 for container vessels, respectively.
Table 7.12

Average Tum-Round Time of Ships at Selected Major Ports

By Type {1989-90 to 1992-93)

(days)

Types of vessels Year HDC cDs Bombay Madras Vizag.
1) Dry-Bulk : 1989-90 100 189 433 13 8.9
1990-91 19 223 Mz .7 117

199182 98 17.5 203 84 B4

199293 113 204 T 124 106

i) Liquid-Bulk : 1983-90 36 50 5.8 39 25
1990-91 3.9 52 5.5 4.5 27

1991-92 4.2 49 .5,6 44 29

1992-93 43 45 56 3.9 31

iii} Break-Bulk : 1989-90 19.4 14.9 17.9 103 6.5
1990:91 235 154 145 108 6.2

1991-92 59 14.2 10.2 8BS . 6.0

1892-93 128 142 11.5 99 10.5

iv) Containers : 1959-90 4.1 54 8.1 21 18
1990-91 46 5.6 71 27 24

1991-92 32 59 47 26 17

1992-93 27 T4 48 23 18

v)All Types : 1989-90 6.1 11.7 135 6.5 59
1990-9t 6.5 19 10.8 7.2 71

199192 6.0 109 76 6.0 56

199293 6.7 104 86 rA 7.3

Source : Basic Port Statistics of india, 1992-93, Indian Porls Association, New Delthi

The turn-round time of a ship at port primarily depends on factors such as the nature of
cargo and its condition, type of packaging, parcel-size, methods of cargo loading/unloading and general
waiting time of a vessel at anchorage. Government policies relating to major ports and differences in
computation systems, etc. may also influcnce this, How such factors affect the turn-round time has

been analysed below.

With the implementation of various plan programmes and port development activity in
general, some of the major ports have been enabled to handle cargoes at faster rates through introduction
of modernised cargo-handling equipment. This has contributed to a decline in berthing time on account
of higher loading/unloading rates. Since berthing time constitutes nearly 80 percent of average turn-
round time, this decline in turn leads to lowered turn-round time.



150

The cargo-mix also influences average turn-round time of ships at port. For instance,
cargoes like cement, steel structurals, pig-iron, etc. require comparatively longer times for loading or
discharge, compared to bulk cargoes like minerat ores, fertilizers, foodgrains, zinc concentrates efc.
Thus, changes in the cargo-mix handled by a port contribute to either an increase or decrease in average

turn-round time.

Government policies may also sometimes influence average turn-round time. I, for instance,
Government takes a decision to divert cargo from a congested port where such congestion is on account
of labour usirest, bunching of vessels and so on, Lo some other port, this would influence average turn-
round times at both ports from and to which traffic is diverted. Divergence in turn-round times could
also arise due {o differences in the underlying computationat concepts. For example, some ports include
repairing i.c. dry-docking time in calculating average turn-round times, while others exclude it.

Adoption of the following mcasures might reduce turn-round times at CHP:

(i) speedy removal of cargo from wharves;

(it) nurturing of a disciplined and trained labour forcc;

(iif) modernisation of methods of cargo handling; and

(iv) planning of port facilities commensurate with latest trafTic trends.

7.3.4 Rates of Idle-time to Time at Working Berth

Table 7.13
Idfe Time to Time at Working Berth at SelectedMajorPorts (1992-93)

Types of Vessels HDC CcDs Bombay  Madras Vizag. All Ports

% % % % % %
i} DryBuk 421 50.1 3.2 2 209 306
iy Tankers 40.5 50.1 426 04 289 B2
ity Break Buik 44.7 48.2 414 452 220 417
ivy Containers 458 291 KI R 48.8 211 348
v} Adi Types 420 46.2 383 398 223 356

Source : Basic Port Statistics, 1992-93, Indian Ports Asscciation, New Defhi

Percentage rates of idle time to Lotal working time at berth are a performance indicator for
major potts, derived {rom the period for which a ship is at berth. Ide time represents time lost and is
therefore a waste. The rates (or selected major ports are presented in Table 7.13 for the year 1992-93.
Itis observed from the table that ships of all types lost more time at CDS compared to the other selected
major ports in fndia. The table also shows that more than 50 percent of total working time was lost as
idle time at CDS in the case of dry-bulk and tanker vessels, while for break-bulk and container vessels,
the ratio of lost time was 48.2 percent and 29.1 percent, respectively. ldle time for all categories of
vessels averaged 46.2 percent. ldle time rates at HDC were also not satisfactory. The percentage idle
time to lime al working berth was 42.0 percent [or alt categories of vessels. Minimum levels for idic time
for all categories of vessels were recorded at Visakhapatnam (22.3 percent). Bombay and Madras ports
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recorded the average rates at 38.3 percent and 39.8 percent, respectively. The important reasons behind
high rates of idle time at Calcutta and Haldia ports have mainly been labour unrest and, Lo some extent,
the lack of sound management. Labour unrest at these ports, which has been created due to non-
realisation of employee demands, has alternately taken the form of outright strikes, or ‘go-slow’ movements
by port-labour unions, which resulted in loss of working hours at CHP to the tune of 53,679 man-days
in 1992-93, and 48,835 man-days in 1993-94.*

7.3.5 Output per Ship Berth-Day

The ratio for port output per ship berth-day is also a useful performance indicator
which ultimately reflects upon the profitability of a port. Table 7.14 shows figures on port output per
ship berth-day for the selected major ports in the year 1992-93. For all categories of vessels, the maximum
rate of output, i.c. loading/unioading of 5336T per ship berth-day has been achieved by HDC. The
output per ship berth-day at Visakhapatnam, Madras and Bombay was 5247T, 4296T and 2611T,
respectively. Figures for CDS are considerably lower. Output per day for a ship at berth was only 777T
by all categories of vessel in 1992-93. Considering now the breakup for vessel-categories, the highest
ratios of output per ship-berth day were achieved for tanker vessels at all the selected major ports; these
were 13983T at Haldia, 3010T at Calcutta, 13120T at Bombay, 13998T at Madras and 12638T at
Visakhapatnam ports. Tankers showed maximum output ratios too, for all major ports. The next-
highest output ratios were achieved for break-bulk vessels, at 609T at HDC, at 399T at CDS, at 480T
at Bombay, at 607T at Madras, and at 1005T at Visakhapatnam. The corresponding figure for all major
ports was S58T.

Table 7.14
Qutput Per Ship Berth Day {tonnes) at Selected Major Ports (1992-93)

{fonnes)

Types of Vessels HDC CDS Bombay  Madras Vizag.  AllPorts

i) Dry Bulk 3323 497 897 4512 4799 3806
ji) Tankers 13983 3010 13120 13998 12638 12554
fii) Break Bulk 609 399 480 607 1005 558
iv) Containers 1320 1437 1853 2612 1185 1788
v) All Types 5336 m 2614 4294 5247 3647

Squrce : Basic Port Statistics, 1992-93, indian Ports Association, New Delhi

7.4 A Review of the Evidence

The focus of the present chapter has been on operational performance and profitability at
selected major ports, with a view to identifying relative strengths and weaknesses and suggesting remedial
action. Analysis has been carried by applying standard financial ratios to the special context provided by
port data. Of these, the operating ratio relates operating income to operating costs; the return on capital
employed relates net port surplus o working capital plus assets; and the net surplus margin relates net
port surplus Lo total port income, retlecting port-profitability. In addition, use has been made of turnover
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ratios of tolal port income on totaf port capital employed and on total asset investment at the port, which
arc indicators of investment intensity and efficiency.

Gross surpluses of all major ports have risen considerably over the last eighteen years.
Acceleration in port revenues ahead of port expenditure is a reflection of good port management in the
port sector in india. At CHP, this increase in net port surplus is largety drawn from HDC and CDS is in
a more adverse position. In terms of operating variables, operating incomes have risen faster than
operaling costs, with this trend most consisent at CHP. However, the major ports and particularly CHP
run large deficits on the non-operating head, mainly because of the burden of huge interest payments on
loan-capital and outgo on employee-benefits.

The rates of return realised by CHP have been much less than the recommendation of the
Major Ports Commission, despite occasional revision in port rates. Analysis of net surplus margins
reveals that the placement of CHP is worst amongst the major ports. Non-reatisation of targeted traffic,
and procedural delay in revision of tariffs contribute to this situation. A case therefore exists for timely
revision of tariffs, and diversification of cargo operations in favour of high-value general cargo in order
to raise port incomes. Improvement in the fixed asset turnover ratio would also depend on the rising
operating income that is drawn on revised tariffs and additional traffic. This would however have to be
accompanied by cost-economies in port-stores and wages to lower costs overall.

Physical factors 100 have a profound influence on port profitability. CHP accounted for
around 14 percent of the vessels sailing from ali major ports, with the maximal share being for tankers.
CDS share in the number of ships calling has declined steadily, even as that for HDC is increasing. Pre-
berthing detention al CDS is however less than at olher major ports. Creditable progress has been made
in HDC too i this respect, where detention tine has declined even as the number of vessels calling has
risen. Recent commodity-wise pre-berthing detention periods also show refatively better placement for
CHP.

A port’s operational efficiency is also reflected in average turn-round time, which has been
declining at JIDC with the development of its operations, but has however been high at CDS, parily
beeause of the general cargo character of the port . Ships of alf types lost more fime on berth at CDS
compared to (he other indian major ports. Idle time rates at HDC were also not satisfactory. The
important reasons behind this have mainty been labour unrest and, to some extent, the lack of sound
management. The ratio for port cutput per ship berth-day is also a useful performance indicator which
ultimately reflects upon the profitability of a port. For all categorics of vessels, the maximum rate of
output, achieved by HDC.

Itis now time to review the analyses made in different elements of this study and consolidate
these into a set of conclusions and summary recommendations. After a review of all firancial activity at
major ports, this will be addressed in the last chapter
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CHAPTER-8
THE CONCLUSIONS FROM THE STUDY

Sound financial management in ports increases trade and commodity export volumes and
opens up future development opportunities for the hinterland. Major ports in the country have today
moved far beyond the situation they were in at Independence, when intensive overuse, lack of proper
maintenance and inadequacy of port-assets left them in a poor and dilapidated state. Draft limitations
preciuded the handling of modern bulk carriers and tankers, the size of which had grown beyond the
drafts available at ports. Loading and unicading operations were still manual in nature, as the ports
were not equipped with mechanical facilities, causing unnecessary delays to shipping and mounting
congestion at ports. Port development and diversification has received continuous attention in
intersectoral investment allocations under the Plans to correct such imbalances.

In such a context, the exploration made in the study of financial management at Calcutta-
Haldia Port over the previous chapters holds forth new insights on the future directions of port
development and shipping in India. These are summarily presented below.

8.1.1 The Objects of Financial Management

The object of enterprise is to secure the greatest possible returns to capital. The three
major decisions that constitute this involve selection of plant and assets in the investment portfolio,
selection of capital-sources which finance investment, and selection of the purposes to which the
profits of enterprise are to be selectively allocated. Financial Management directly concerns all activities
reflecting decisions on asset acquisition or disposal, and thus governs both acquisitions and allocations
of funds. Financial management principles are applicable to port-undertakings, which provide saleable
services requiring vast prior investment. Effective management of port finances ensures the provision
of quality port services which are operational at all times.

India is a maritime country and considers the sea vital to its economic and strategic interests.
The present study has focused on the ports of India, of which 11 ports currently qualify as major ports,
23 as intermediate ports and 141 as minor ports. A major port is one declared as such under law or Act
of Parliament. The Port of Calcutta was established during the rule of the East India Company and
became a Major Port together with Bombay and Madras in 1921. Visakhapatnam and Cochin were
also declared Major Ports during British rule. Over the planning period after Independence, six other
major ports have been established at Kandla, Mormugao, Paradip, Mangalore, and Tuticorin and at
Nhava-Sheva (now known as Jawahariai Nehru Port). HDC was commissioned in 1977 as an integral
part of Calcutta Port administered under a common Port Trust with the Government-appointed trustees
representing various interests. The Port of Calcutta has 14 departments, based primarily with CDS.
The HDC has 8§ divisions. Port development in India has concentrated on rehabilitation and
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modernisation of existing facilitics at major ports, on augmentation of their berthing capacities, and
on improvement in auxiliary facilities and technology to allow for optimal capacity utilization.

Financial management is the broad area of focus for the present study. Because of the
dominance of the public sector within large-scale enterprise in the Indian mixed economy, financial
management literature has focused on aspects of cosporate financial behaviour, capital structure
planning, capital budgeting, management of working capital, and the financial management of public
sector undertakings (PSUs). No studies exclusively address {inancial management at Calcutta Port,
and the few Committee Reports which discuss major port finances are neither exhaustive nor purposeful
in their comment. Existing literature on CHP is also not adequate to a study of financial management
of the port, although a number of single studies have focused on its operational features. A third area
in the available literature spans aspects of port planning and management, and the role played by ports
in the economic development of port-hinterlands and of the country. Reviewing the studies, it becomes
apparent that poor port-performance at Calcutta is ascribed variously to physical, institutional,
technological and managerial problems, or to economic and policy considerations. No study explores
financial management problems as a factor in this.

This unresearched problem is covered in the present study. The CPT administers the
contiguous, mutually complementary subsystems of CDS and HDC, and these are therefore considered
within a unified study-frame, rather than individually.

8.1.2 Financial Management for Port-Undertakings

Effective financial management is imperative for successful enterprise. Through relatively
cheaper services, a well-managed port can increase export and import flows by making trade with
external markets more competitive.

The finance function is a decision-making process that follows analytic comparison of
the alternative uses and sources of funds. The executive finance function applies administrative skills
to planning and execution, and therefore to formulation of asset-management policies, estimation
and control of cash requirements and flows, allocation of net profits, assessment of the need and
sources for external finance, and the monitoring of financial performance. The incidentat finance
function brings financial decisions at the executive level into effect, therefore involving supervision
over of cash receipts and payments, custody and security over cash balances, securities, etc. and the
maintenance of records and periodic reporting.

Major ports cannot be efficiently run without creating surplus balances to cover costs of
port development and asset-replacement, and unforeseen contingencies. Port commissions therefore
recommended a minimum rate of return on capital employed at all major ports, which would to give
them a financial buffer for asset creation. However, implementation of this recommendation at Indian
major ports leaves something to be desired.

The exercise of financial control by executive management depends on periodic internal
or external accounting and on audit reports from financial management which relate to physical or
financial performance, or to variations between actual and standard costs. Financial management at
CHP is under immediate charge of the Financial Adviser & Chief Accounts Officer (FACAQ),
under the overall contro! of CPT. Financial operations at CDS and HDC are attended to by several
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sectional divisions of the financial authority. Al major posts maintain systematic accounts, in which
four principal port activities, namely, cargo handling and storage, port and dock facilities, port-railway
workings and estate rentals contribute both revenue and expenditure items. A fifth activity, namely,
management and general administration occurs only on the expenditure side. Finance and miscellaneous
incomes and expenditures are carried as separate accounting heads.

Major ports submit annual budget estimates to the Union Government for sanction. Proper
budgetary control which compares current actuals on performance with budget estimates and initiates
corrective action when deemed necessary can contribute positively to the efficiency of major port
operations. Traffic forecasts made by the Research and Planning Department assist the formulation of
a revenue budget referring to operating and non-operating expenditures that recur annually. Past actuals
guide the formulation of an expenditure budget. Planning the acquisition and allocation of long-term
investment funds is called capital-budgeting, which at major ports oversees both development works
and maintenance. The capital budget is framed within port development programmes under the Five-
Year Plan. Funds-flow statements indicate fund sources and commitments on a chronological basis
and are most usefu} in financial analysis. Accounting ratios computed from them serve as sharper
financial yardsticks. Trend percentages which indicate change over time in financial and operating
data also assist the financial analyst. Cost-accounting based on evaluation of marginal costs and/or
standard cost forms a supplement to other financial assessment methods of budgetary control. Operations
Research is used to assess implications of alternative management decisions. Efficiency or performance
audits appraise operational performance in terms of efficiency of operation.

8.1.3 The Calcutta-Haldia Port

CHP is one of the four largest operational major ports in India, but is the only riverine port
among them. Its hinterland of about 80,000 sg.km. is rich in resources and is extensively served by
communications. The port was founded by Job Charnock as British trading headquarters on the Hooghty
river in 1690, as it offered the best upriver anchorage to oceangoing vessels. Under CHP, the CDS
comprises the two dock-systems of Kidderpore (KPD) and NSD, and an oil-jetty. HDC is a much later
development commissioned in 1977 to overcome problems of navigational access and congestion of
facilities ai CDS. Average berth occupancy for CHP is lowest at KPD which is the oldest facility, and
considerably higher at NSD and at HDC. The CPT is one of the largest estate-owning major ports in
India, with its holdings in the city of Calcutta making it the single largest landowner in the metropolis.
These properties offer substantial rental income to the CPT.

Calcuita-Haldia Port has comprehensive facilities such as modemn computerised container
terminals, mechanised dry, liquid and grain buik-handling, and heavy-lift and break-bulk general
cargo handling, and has a large storage infrastructure in its two dock systems at Calcutta and Haldia.
Adequate dry-docking facilities are also provided. Dredging and pilotage requirements for maintenance
of the long navigational channel are met partially by the CPT’s own river-craft. CPT-owned port-
railways at Calcutta and Haldia serve import and export cargo and uplink the industrial and commercial
sidings of the oil refinery and fertiliser plant at Haldia, and the FCI foodgrain storages'and the SAIL
steel stock-yards at Calcutta. CHP is also linked to its vast hinterlands in the states of West Bengal,
Bihar, Orissa, Assam, Uttar Pradesh, Madhya Pradesh and the neighbouring countries of Nepal and
Bhutan, through the chain of National Highways and the Eastern and South-Eastern Railways, as well
as through air links and inland waterways. CHP is thus rated the largest terminal port in South Asia,
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The Port has however been perennially plagued with problems of upriver navigation past
the changing bars and bends in the Hooghly estuary, caused by heavy siitation which subjects the
navigational channel to sudden fluctuations in draft and alignment. Of the 17 river-bars in the Hooghly
between Calcutta and the Sandheads, 12 are on the upper stretch between Calcutta and Diamond
Harbour, and 5 between Haldia and the sea. Constant dredging estimated at 22mcm annually is necessary
involving high capital and recurring costs, which are an additional burden on CHP, unlike at other
Indian major ports. Although the Union Government subsidises 90 perceni of the recurring costs, the
most-repeated contention is that as a national waterway, the river is used not only by the Port but by
others as well, and so all dredging costs ought to be subsidised.

HDC was commissioned to ease the navigational and access probiems of Calcutta Port
and lies 104 km. downriver from the city. Maximum loaded drafts of ships are higher at 13.7m., for
HDC, against 7.9m. for CDS, and vessels upto a length of 201.2m. can berth there, compared to
152.4m. at CDS. Berth occupancy is consequently higher, with highest rates being achieved for coking
coal and general cargo (92 percent). Although HDC is also the single-largest landowning authority in
the Haldia township, the share of income from estates accruing to it is modest, because low rental
values have to be maintained to attract port-based users to Haldia.

~ CHP is an import-based port. POL comprises 68 percent-of all imports from the port,
followed by coking coal at 23 percent. Thermal coal constitutes 75 percent of the post’s exports,
followed by varying quantities of iron and steel, tea, jute products, etc. Traffic at CHP has doubled
from 9.51 MT in 1980-8! to18.34 MT by 1992-93, primarily because of increased activity at HDC,
but also because of increase in POL and coking coal imports and the relocation of exports of thermal
coal to Tamilnadu from Paradip port to Haldia. The major share in CHP cargo volume derives from
operations at HDC, with CDS volume either declining or improving only marginally.

Principal commodities passing through CHP are POL, coking coal, fertiliser, fertiliser
raw materials, and foodgrains. POL registered 62 percent of total imports and 16 percent of total
exports at CHP in 1992-93, and accounted for 49 percent of total commodity traffic. For comparison,
POL traffic at Bombay, Madras and Visakhapatnam registered respectively at 69 percent, 39 percent,
and 33 percent of total traffic handled. '

Over its long history, CHP’s financiai results are a mixture of the good, bad and indifferent,
High costs of establishment, channel dredging and maintenance, replacement and maintenance
expenditure on the large fleet of CPT vessels, modernisation costs, and heavy debt charges impose a
financial burden that is compensated by a steep port-tariff. CHP has thus, from inception, been a high-
cost port. Sharp increases in costs and deficits in the 60s and early 70s led port management to
concentrate on revenue maximisation in subsequent decades. The more favourabie financial results
since are also refiective of sharply increasing port-tariffs, as of better operational performance in
recent years. lmprovements in the financial position have also followed reduction in manpower and
increased income from traffic and estates.

With HDC having consistently contributed the maximal share of totat CPT revenues, the
belief has arisen that, over time to come, Haldia will gradually supplant Calcutta as a port. Manpower
under CPT has traditionally been high, aithough the Haldia dock-operations are highly-mechanised.
Total manpower has nevertheless been declining at CDS because of natural atirition caused by
superannuation, and successful implementation of the Voluntary Retirement Scheme (VRS), although
manpower at HDC has been increasing because of expansion of the port. The financial position of the
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CPT can however be further strengthened by increasing incomes from storage charges and estates,
and by econoiny measures in establishment, reduction of the interest burden and better management

of port railways.

8.1.4 The Analysis of Capital Structures

Funds - as net current assets - are technically working-capital funds distinct from actual
cash. Analysis of changes in the flow of funds over time is conducted on the Funds Flow statement,
which complements financial analyses by revealing changes in assets, liabilities and the sources and
applications of funds that occur over a selected period. Port borrowings - comprising loans from
Government, intercorporate loans, and commercial borrowings - have been the most important fund-
sources for the Indian major ports. Port development work is partially financed from Government
plan-grants. A considerably smaller share is contributed by other capital receipts such as sinking
funds; net earnings of the reserve fund; repayment, replacement & maintenance funds, etc. Working
capital balances are generally negative, and thus represent a fund-application rather than a fund-source.

Most funds obtained externally by the CHP are used to finance capital investment, including
~ Plan investment, miscellaneous debi charges on loan-financed works, and other non-Plan investment.
Besides its opening and closing balances, the major fund-soutrces for CHP are its other capital receipts
and loans, while the major fund-applications are capital investments on major capital-works such as
dredging, dockyard structures and vessels. Capital investment at CHP has risen considerably in both
absolute and percentage terms with marked acceleration towards the end of the study, but since
Government loans and grants have tapered over this period, much of the funds required are now drawn
from internal and other sources. Delays in execution of construction projects add heavily to costs, and
time-budgeting needs to be made an integral component of financial management at the Indian major
ports.

The capital structure of Indian major ports therefore comprises internal sources,
Government loans, external loans, debenture loans, intercorporate loans, and Government plan-grants,
with internal sources acquiring slow dominance among these. Accumulated debt-servicing charges on
Government loans which have not yet been repaid also enter the capital structure as an internal capital
source. Surveying time-trends, the overall evolution of CHP’s capital structure reflects declining reliance
on external borrowings and greater reliance on self-generated funding. Asset-utilisation has been
particularly better in the later years of the study. The sharp increase in internal sources has primarily
been from increased handiing operations at the HDC. At CDS, such escalation is rooted more in non-
operating activities, eg. estate rentals,

External capital has generally dominated internally-owned capital at HDC which has taken
advantage of buoyant traffic volumes and also of cheaper development finance because of the larger
quantum of Government plan-assistance. But at CDS the ratio of external to internal capital is lower
than even IDBI/IFCI norms. Port development at HDC has thus diverted a large part of development
capital away from CDS.



158

8.1.5 Cost Trends

Although port profits could theoretically be increased by either increasingrevenues or by
decreasing costs, there are practical limitations to the increase of tariffs. Revenues of ports may be
stepped up cither by escalating tariffs and docking charges, or by attracting more traffic and raising
port turnover. The stress, in the present situation, has to be placed on cost reduction. For increase fn
revenues, the best way open to CHP would be through reduction rather than escalation of tariffs, in
order to bid away extra traffic from neighbouring ports. Indiscriminate cost reduction can however

also result in more harm than good.

Port costs at CHP have tended to increase sharply, with steep escalation in non-operating
costs, even though these have been lower than at other major ports. Differential patterns observed in
the structure of major post capital are attributable to differences between major ports in indebtedness.
With Bombay, Madras and Visakhapatnam Ports having higher interest repayments against capital
projects, non-opetating costs contribute a higher component to their capital structure. The CHP capital
structure is less weighted by debt charges.

QOperating cost patterns at CHP are more or less stable. Costs of port and dock facilities,
cargo handling and storage, and management and general administration contribute a major part to the
operating cost structure of major ports, and are increasing in magnitude. However such mounting port
costs are also seen all over the world. CHP operations appear as more labour-intensive, with salaries
and wages comprising more than half of operating costs. The overall high-cost nature of the port is
thus related to both workforce and non-workforce related operations.

With reference to non-operating income, peaking of interest receipts reflects a significant
presence of short-term deposits in the CHP’s investment portfolio, and partially, book adjustments
made in respect of revenue items relating to preceding years. There is scope for improvement in non-
operating income at CHP, following the iead of Bombay. Much of CHP revenue stiil derives from
operations, but more non-operating revenues would accrue to the Port if idle funds were invested in
securities and other short-term instruments. '

Cargo handling and storage charges and port and dock charges provide a dominant share

-of CHP operating income. Traffic increase has been consistent. CHP also has the highest operating

revenue yield per tonne of traffic, because of the considerably higher proportion of general cargo
handled which yields higher revenue than bulk cargo.

. 8.1.6 Cost-Revenue Relationships

Although cargo handling and storage are the most paying port-service at atl major potts,
their magnitude at CHP is considerably lower than at other ports. Wagon shortages and paucity of
storage space delay the clearance of cargo. The raising of demurrage charges to punitive levels to act
as a deterrent to non-clearances, while upward revision in storage charges would augment port revenues.

Next in order of importance to port operations are port and dock services. CHP deficits
on these are considerably higher than at other major ports, particularly when traffic shortfalls occur.
Ports in developing countries also incur considerable deficits from having to provide all port and dock
facilities at high capital and operating costs, without any private sector involvement. Port rai lways
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too generally incur losses, which could be remedied by transferring port-railways to Indian Railway
ownership, or by raising terminal charges and freight rates and  reducing staffing and uneconomical
sidings. In terms of the leasing-out of port-owned estates, CHP is better placed however, because of
revenues generated by its metropolitan properties.

Non-operating income and expenditure of ports mainly derives from income on investments
and interest payments against port loans. With application of funds to new Plan projects and towards
meeting debt charges on other Port project-loans, deficits have occurred, since the rise in non-operating
revenues has been slower. CHP particularly shows continuous deficits because of high debt charges
on Government loans taken for port development.

8.1.7 Ratio Analysis

Financial analysis has been supplemented in the present study by applying standard
financial ratios to the special context provided by port data. Gross surpluses of all major ports have
risen considerably over the tast eighteen years, and are a reflection of improvement in port management
in India. However, at CHP, this increase in net port surplus has largely been drawn from HDC to the
detriment of CDS. CHP has been the most consistent among major ports in generating operating
surplus, but runs large non-operating deficits because of heavy debt-charges to loan-capital and towards
meeting employee-benefits.

Despite occasional tariff revisions, the return on investment at CHP has been lower than
recommended by the Major Ports Commission, and net surplus margins are low. The situation prevails
because of non-realisation of targeted traffic, and procedural delays in revision of tariffs. Timely
revision of charges and diversification of carge operations in favour of high-valued general cargo,
accompanied by cost-economies in port-stores and wages would all improve finances and raise port
incomes,

A port’s operational efficiency is also reflected in physical performances. About 14 percent
of shipping operations at Indian major ports and the maximal share of tanker traffic is accounted for
by CHP. The CDS share has however declined steadily, even as that of HDC has been increasing. Pre-
berthing detention at CDS has generally been lower than at other major ports, and creditable progress
has also been made in this regard at HDC too, where detention time has declined even as the number
of vessels calling there has risen. Recent commodity-wise pre-berthing detention figures also show
relatively better piacement for CHP compared to other major ports.

Average turn-round time at HDC has declined as the port has developed but is uncommonly
high at CDS, because of its general cargo operations. Labour unrest has at least partially accounted for
unsatisfactory idle time rates at HDC, which however has realised the highest ratios for port output per
ship berth-day for all categories of traffic, ultimately reflecting on the profitability of its opetrations,
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8.2 Findings from the Study

After Calcutta Port came into existence in 1870-71, port traffic began at 3.27MT. The
JOMT and 1 1MT marks were crossed in 1912-13 and 1928-29, respectively. At Independence, in
1947-48, cargo volume was 7.06MT or 38 percent of total port traffic in the country. For three
decades thereafter there was almost no improvement in total cargo volume handled at 9.44 MT in
1951-52 and 9.51 MT in 1980-81. After this however, total volume of cargo handled began to increase,
and CHP achieved a doubling in traffic to 18.34 MT by 1992-93, primarily because of the commissioning
of HDC. CDS handled 43 percent of CHP traffic in 1980-81, and only 28 percent in 1992-93. The
major share of traffic was being handled at HDC. However, over the fong time-horizon, the volume of
cargo traffic at Calcutta Port increased from 10.9 MT in 1928-29 to 18.3 MT in 1992-93, thus rising
by only 7.4 MT (68%) over the long period of 64 years. Cargo volumes handled at other major ports
rose by 141.2 MT (641.8%) over an identical period, indicating their burgeoning operations and
importance. Traffic growth at Bombay, Madras and Visakhapatnam since Independence have been
350 percent, 1122 percent, and 1788 percent, respectively, and their individual traffic volumes all

exceed CHP’s,

Certain technological, physical, institutional and managerial limitations have been found
to shape the decline in importance of of Calcutta port and underutilisation of its capacity, even as
Haldia has grown in importance. Demand factors in the hinterland as well as policy-variables such as
Government transport policy have their effect as well. However, some observers have held the view
that the decline of the port is not explainable entirely by technological factors, and economic reasons
predominate, along with problems of dredging and maintaining the downriver shipping channel.

The hinterland has undergone vast transformation since Calcutta Port was founded. From
the export of pre-industrial commodities and handicrafis during the port’s early days, the port became
import-based, unloading manufactured goods from Europe for commercial distribution, and exporting
raw material. It was only with the advent of cash crops and plantation crops like jute and tea that the
port turned to commodity exports again. Gradual industrialisation saw the coming into being of exports
in jute textiles, accompanied by coal, manganese and iron ore, and later, finished steel, but the import-
dominance has remained. Hinterland-development follows the development of a port provided the
port can be efficiently operated. But an efficient port must have dependable finances in the form of
reserve funds for port development and maintenance. The return earned by a port must be adequate to
the payment of debt charges and to meeting replacement needs of assets and equipment. As an
inefficient, high-cost port, CHP may render it impossible for its hinterland to capture or maintain
markets abroad for exportable items of cargo, and may also make the cargo imports required by the
hinterland extremely costly and uneconomic.

8.2.1 Capital Needs & Planning

Dependence on debt-capital is a major characteristic of Indian corporates, and this is
particularly true of Indian ports as public undertakings. However the nature of em phases on financial
management in the PSUs is contextually quite inappropriate for a study of Indian major ports. The
motive of the PSU is to earn a profit, while the principal motive of a major port is to render services to
port-users, for economic development of the hinterland as well as the country. Unlike studies which
stress improvement of financial management of PSUs with the object of making them profit-oriented,



161

the present study has sought to analyse weaknesses in the financial management of Indian major ports
and to suggest remedies whereby such problems are overcome and the ports can earn the prescribed
minimum rate of return.

Financial planning involves determination of requirements and finance for capital-structure
and working-capital needs, capital-expenditure planning, and of credit, proft and dividend policy.
Capital charges at a port include expenditures on port-properties, port-equipment and port-installations,
asalso the capital costs of dredging. Although ports were enjoined to operate so as to meet all financial
obligations on fixed capital, working capital and debt charges, the obligation is not clearly spelt out in
the Port Trust Acts, beyond committing the ports to make an annual provision for fulfilment of all
liabilities either by readjustment of expenditure or increase of tariffs. The absence of a proviso
prescribing a standard rate of return to be earned in the governing Acts encourages a balancing of
budgets, without realistic provision for future labilities. As pointed out in the Rochdale report, operation
of other modes of transport services as state or municipal undertakings accentuate this tendency. In
view of the fact that replacement costs of port assets are greatly in excess of their original costs
because of inflation and technological obsolescence, mere depreciation provisions are often inadequate
to meet actual costs at the time of replacement. The Major Ports Commission’s recommendation of a
minimum rate of return to be earned by ports is not wholly complied with because it lacks the force of
law,

8.2.2 Sources of Capital

Loans from Government were a major fund source at the beginning of the study, registering
at 22.38 percent of total fund-sources and rising to 32.45 percent in the mid-period. Thereafter a sharp
decline set in and in the last year of study, they registered at only 7.69 percent of total sources. In
1980-81, loans from Gevernment amounted to 49.02 percent of the total capital base, foliowed in
importance by internal sources at 26.38 percent. Accrued debt charges liable to be repaid against
previous loans constituted 16.93 percent, and debenture loans and external loans were minimally
present at 6.20 percent and 1.47 percent, respectively. At the end of the period, percentages of internal
sources and debt-servicing charges had risen, while those of loans from Government and debenture
loans had declined. |

Government grants made to port schemes were a minor fund-source mainly for river
training works. Other capital receipts which contributed 42.10 percent of fund-sources in the mid-
period, but fell thereafter to only 19.79 percent in 1992-93.

The major source of funds were opening balances of cash and investment with their
contribution being more than 40 percent in peak years. However, their use has been as normal
working capital, with the investment component being negligibie.Fund deficits in particular years
swallowed a portion of available funds, at times as high as 24 percent of total sources. Funds committed
for repayment of loans ranged between a minimum 3.47 percent and a maximum 9.25 percent. C losing
balances of cash and funds generally accounted for nearly half of the total fund applications, except
in the initial period of study.

Itis clear that out of total loans of Rs.273.19 crores including loans from Government,
intercorporate loans and commercial borrowings, repayments of Rs. 71.27 crores only have been
made. Funds sourced from Government grants and other capital receipts were Rs.372.99 crores, but
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capital investment to the tune of Rs.470.44 crores has been made. The difference on this account of
Rs.97.45 crores, or around 20 percent of total capital investment has been met largely from loan
sources. A cumulated net deficit remains unresolved after taking surpluses into account, and is of the

order of Rs.4.67 crores.

Surveying the time-trends in capital finance, it may be remarked that the overall evolution
of capital structure reflects declining reliance placed on external borrowings and greater reliance on
self-generated funding. This is borne out by comparing indices. Internal sources over the eleven years
have risen by 274 index points, against the overall index increase of 108 points, indicating rapid
acceleration in the above process. Government loan finding has, in comparison, increased at a trickle
by only 20 points, while the quantum of debenture loans has been halved. Another manifestation of
the financial crisis imposed by the inability of Calcutta Port to meet debt-servicing obligations is
shown by the trend in accumulated debt charges; because of the large amount of previous borrowings,
these have increased by 153 index points over eleven years. The increasing pressure on the Port to
meet capital requirements from its own sources is therefore understandable.

8.2.3 Capital Assets & Utilisation

The natute of assets owned by Calcutta Port inciudes landed properties; docks, quays,
jetties, landing stages, etc.; buildings, sheds and other structures; bridges, roads, sewers and water
supply; railways and rolling stock; cranes; heavy and light plant and machinery; heavy and light
floating craft; buoys and other marine equipment; and dredging capital including river-training works.
The average age of CPT’s vessel fleet is 22 years, and over the next fifteen years at least 37 vessels
and river-craft would have to be replaced. Of the above, capital investments made in order of importance
in 1990-91 were nearly 26 perceat on capital dredging including river-training works; nearly 17 percent
on docks, quays, etc.; and nearly 13 percent on heavy floating craft. Dependence on the DCI for
dredging work has gradually increased, as the CPT’s own dredging capacity and dredging fleet has
remained static, in the absence of capital structure additions. The effect has been to increase both total
costs and unit cost per cum. of dredging.

The analysis would indicate that asset-utilisation has been better in the later years of the
study, especially after the Port came under pressure to finance capital investments from internally-
generated resources, although the rate of asset-acquisition and replacement is likely to have slowed
down, accounting for the slow increase in the depreciation component. Although the buoyant position
in reserves and surpluses is partly the result of vastly improved cargo handling at the Port, particularly
at HDC, a larger part is contributed by non-operational activities.

[t would be pertinent at this stage to study the composition of port reserves and surpluses.
The reserve & surplus component of internal sources may be classified into capital revenue, revenue
reserve, reserve provision for liabilities, and the residual, i.e. surplus. Capitai reserves are created
from the non-operational activities of an enterprise and are therefore an unexpected reserve, while

revenue reserves are created from the operational-surplus balances and are therefore an anticipated
reserve.

The analysis points to the slowly increasing share and the sharply accelerating magnitude
of the capital reserve component in revenues and surpluses of the Port. While the share of this rose
from 63.41 percent in 1982-83 to 78.32 percent in 1990-91, the absolute increase was by Rs.229.89
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crores. On the other hand, the share of revenue reserve had increased from 36.59 percent to 21.68
percent during the same period, with a smaller absolute increase of Rs.47.98 crores. It would therefore
appear that the escalation in reserves & surpluses at Calcutta Port was sourced primarily from non-
operational activities, since the growth in revenue reserves was more moderate and showed up a

decline in relative terms,

Comparison between ratios of loaned capital to owned capital at CDS and HDC, reveals
which port complex has a stronger capital structure. The ratio of loaned capital to owned capital at
CDS was 1.1 or below, over the entire period. The slack on this account was made up at HDC, where
loaned capital considerably exceeded owned capital over the identical period. At the commencement,
in 1980-81, loaned capital was nearly ten times more than owned capital at Haldia. However, the ratio
at HDC had been falling rapidly and was nearly in line with the norm by the end of the period.

The early development of HDC was fuily dependent on external sources of capital. CDS
was not dependent on external sources to the same extent as HDC which was a developing port, and
which moreover with time took over a number of categories of port operations from CDS. Principal
reasons for fluctuations in operating and non-operating costs are the variability in contributions from
current revenues to reserves for replacement, rehabilitation and modernisation of capital assets, the
reserve for development, and repayment of interest/principal amounts against loans and other
contingencies.

8.2.4 Operating Costs

The sharpest increase in operating costs in both absolute and proporticnate terms has
been in costs of port and dock facilities. Costs on port and dock facilities which alone contribute
nearly 40 percent to operating costs at CHP, account for much lower proportionate shares at the other
major ports. The share of costs on port railways in overall operating costs has declined, since the pace
of their absolute increase was slower than that of overall operating costs. Costs on rentable land and
buildings increased much more, but have a modest share in overall operating costs at CHP. Management
and general administration costs at Calcutta Port have escalated sharply.

i. Traffic and Operating Costs : When cost increases are more than would be warranted by
increased traffic, the operating surplus may decline. Operating costs at CHP have escalated three-fold
against two-fold increase in traffic, Even when traffic stayed almost equal between consecutive years,
operating costs appreciated considerably. Average operating costs per tonne of traffic handled are
much higher for CHP than at other major ports.

ii. Operating Cost by Type: Salaries and wages are seen to have constituted the major
component in operating costs. The share of general expenses in operating costs at CHP has increased
considerably, from around a quarter of total operating costs to neariy haif. Although the port has made
an effort to trim its labour-force, a similar effort to control general expenses is not apparent. This is the
major operational area where cost-economy needs to be achieved.

iii. Non-operating Cost: Major ports revenues depend on rate structure of the port
concerned, and quantuin and composition of the traffic handled by it. Port tariffs can also be classified
irito charges levied on vessels, and charges levied on cargo.
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iv. Operating Revenue: Comparing all revenue items for CHP, the increase in revenues
derived from port and dock charges, estate rentals, and railway earnings is seen 10 have outstripped
that of cargo handling and storage refated revenues, resulting in a decline in the relative share of the

- latter,

v. Traffic and Operating Revenue : At CHP, operating income has risen much more sharply
than physical volume of traffic. In fact, even when traffic registered a fall in certain years, this was not
associated with any consequent reduction in operating revenue. Rapid escalation of operating revenues
at the port would therefore appear to be explained by changes in traffic structure in favour of high-
rated cargo, and changes in the tariff structure itself, rather than in terms of increase in traffic alone.
In index-terms, against tonnage-increase of 93 points, operating income at CHP has increased by 218
points, with as much as 177 point growth is concentrated in an eight-year period, when the corresponding
growth in tonnages is by only 65 points. This is borne out by the CHP’s having the highest operating
revenue yield per tonne of traffic among all major ports. CHP and Bombay port have a considerably
higher proportion genersal cargo in the cargo structure, and are able to generate higher operating revenue
per tonne of traffic.

8.2.5 Financial Performance

Major findings on financial performance from the ratio analysis showed the following:

i. Operating ratios declined at most major ports, but the operating ratio for CHP has
generally been higher than at the other ports. The decline followed revision of port charges. Timely
enhancements of tariffs, accompanied by diversification of cargo in favour of generaf cargo to raise
port incomes, and cost-economies would help major ports to improve their operating ratio.

it. Return on capital employed at CHP was very low, till recently. Since the return on
capitat employed depends on net surplus earned at a port, such low returns are attributable to continuous
growth in capital employed, and/or to substantial decline in net surplus. The gap between recommended
and realised rates of return has been very wide, because of non-realisation of expected traffic volume
and mcuch fower traffic capacity utilisation than at other ports.

iit. A port with a high net swrplus margin would capitalise internal profits more effectively
in favourable conditions like falling operating costs or increasing volume of traffic. The net surplus
margin at CHP has been much lower than at other ports, and despite mid-period improvement, has
begun to fall again. There is thus an urgent need for measures to increase operating income and
decrease operating costs in order to improve financial performance.

iv. Turnover on capital employed at CHP has grown slowly, because of slow increase in
totat port income. The efficiency of fixed asset creation at a port should be assessed in relation to the
resultant operating income. Turnover of fixed assets at CHP shows increasing trends, corresponding
to growth in operating income.
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8.2.6 Physical Performance

i. [n terms of the gumber of vessels sailing, Haldia is specialised towards receiving tankers
and dry-bulk vessels and CDS towards break-bulk vessels and tankers, with port specialisations having
evolved according to the needs of local industry and the port hinterlands. Although CDS still receives
a larger number of vessels, its share in the number of ships calling at CHP has declined steadily, while-
that at HDC has been rising.

ii. CDS however offers lowest pre-berthing detention over all major ports, paiticularly
for dry-bulk carriers. Detention periods at HDC are also low generally, especially for container vessels,
and have declined considerably. Detention at other ports teads to be much higher.

iii. Turn-round Times

Lower average turn-round times indicate greater operational efficiency for a port, offering
an incentive for ships to call there and leading to favourable traffic trends. Ports with higher turn-
round times also contribute to losses in the form of demurrage and detention charges. Turn-round time
depends on the nature of cargo and packaging and parcel-size, methods of cargo handling and general
waiting time of a vesse! at anchorage.Because of navigational difficulties, CDS has invariably had a
higher average turn-round time than other ports. The inward journey from the Sandheads to CDS
takes about 30 hours, including pre-berthing detention while waiting for the tide. The outward jousney
after loading/unloading takes about 40 hours, However, HDC has the lowest turn-round time averaged
for alt types of ships. Highest turn-round time at HDC has been for break-bulk carriers. For CDS, the
highest overall turn-round is for dry-bulk vessels and lowest turn-round for liquid-bulk vessels.

With the implementation of various plan programmes and port development activity in
general, some of the major ports have been enabled to handle cargoes at faster rates through introduction
of Modern mechanised cargo-handling equipment lowers berthing times, and consequently turn-round
time. Cargoes like cement, steel structurals, pig-iron, etc. require comparatively longer times for loading
or discharge, compared to bulk cargoes, like mineral ores, fertilizers, foodgrains, zinc concentrates
etc. Adoption of the following measures might reduce turn-round times at CHP:

a) speedy removal of cargo from wharves;

b) nurturing of a disciplined and trained labour force;

¢} modernisation of methods of cargo handling; and

d) planning of port facilities commensurate with latest traffic trends.

v. Rates of Idle-time to Time at Working Berth

Ships of ali types lost more time at CDS compared to other major ports in India, particularly
for dry-bulk and tanker vessels. For container vessels, much less time is wasted. Idle time rates at
HDC were also not satisfactory. The important reason behind high rates of idle time at CHP has been
labour unrest leading to substantial loss of working hours.

8.3 Financial Management for the Future

Approximately 626.28 hectares (46.9 percent of the CPT’s metropolitan estate#) are leased
out for various industrial and commercial purposes, leaving 720.75 hectares are in the Port Trust’s
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direct use. More than half of lands leased-out are under long-term lease. Land-consultancy reports to
the CPT in 1983 observed that permissible floor area ratio in CPT properties is generally much higher
than is under present use, representing uneconomic utilisation. A 15-20 year time-frame was
recommended for phasing out CPT lands to proper economic and social use. The credit for net surpluses
at CDS has been the continuously rising estate incomes and surpluseés.

It may be said that self-reliance at a major port would mean that capital structure at the
port should reveal an increasing component of internal sources. Ports in India should in any case
assume more responsibility in maintaining their viability and profitability by reinvesting a part of
their earnings in port development. This would free Government resources, which could then finance
other aspects of national development. Instead of outside investments by each port, it would therefore
be wiser if a common port development fund were constituted from excess funds and surpluses
generated at major ports, which could then be committed to development of such major ports as
require these. Investing ports would earn minimum returns expectable from outside investments, which
would derive from interest charges paid by borrowing ports.

8.4 The Privatisation Issue

A wide variety of practices prevail with regard to ownership and management of ports
throughout the world. In countries like Syria, Kuwait and Iran, ports are owned and operated by the
State. Ports in the United States on the other hand may be owned and operated by the Federal and State
Governments, by local port authorities and municipalities, and by rail and road corporations and
private companies. Ports in the United Kingdom are owned by public authorities, municipalities or by
private companies. In India, as indicated chapterl, major ports are administered under the Acts of
Parliament and the Port Trusts are conceived primarily as autonomous bodies.

World Bank studies indicates that privately-owned port operations are not necessarily
more efficient than public-sector ones. The world’s most efficient port in terms of its productivity,
profitability and growth is Singapore, which is under public-ownership. Privatisation of ports should
be encouraged in two possible situations only, i.e. when

i) huge investments are required on updating port facilities and technology, through
sophisticated equipment and infrastructure, such as container terminals, mechanised handling and
deep-dredged berths, basins and approach channels, all of which involve high capital cost, which a
developing port cannot raise on its own, '

i) management is poor and unprofessional under public ownership, and management
expertise exists in the private sector,

Privatisation can take the three forms of private ownership over the entire port, private
ownership of the development of 2 berth in a port on a ‘build, operate & transfer basis’; and private
ownership over the operations of a berth, which has been provided by the port. The first and second
modes of private ownership commits the private entrepreneurs to massive investments with long
gestation periods and uncertain returns, which they may be reluctant to make. The mode most likely
to succeed is therefore the third, and is the mode of privatisation followed at Hongkong, Rotterdam,

and Antwerp are the instances of third type of privatisation where container handling and equipment
are private operations.
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Models of private sector involvement in port operations from West Europe and USA

reveal that port infrastructure has been provided by Government and Jocal bodies at their own cost,

while port operations are managed by private lessees of the ports. Infrastructural mvestments are

made as needed by the economy and society and not for the ports alone. Hence rental returns on the

capital investment involved is not charged on the lessees. Leases are on short-term basis so that
competition is maintained, and the landlord port is assured of the best returns,

In India, privatisation may be encouraged in the development of intermediate and minor
ports. The second possible area for privatisation is onshore and on-ship cargo handling through
stevedores. The third possible area is long-term and short-terin leasing out of berths, container terminals
and ship repair facilities. But the best process is that infrastructure should lie in the hands of port
authority and operations in the hands of private agencies.

Thinking on privatisation at Indian ports is not new. The Major Port Trusts Act, 1963,
provides in Section 42(1) that a major port can privatise cargo handling operations with the approval
of the Central Government. The Major Ports Reforms Committee (1986) also examined the issue of
privatisation in ports. The Seventh Five-Year Plan document comments on the need to define conditions
under which private investment is permissible at Indian ports, in order to incorporate the latest
technology under overall administrative control of the port authority. One of the enunciated thrust
areas in the Eighth Plan (1992-97) has been the encouragement of private sector participation in
selected port activities, and Government has in recent policy statements, welcomed participation of
private capital even in the core sectors of the economy that previously reserved for the public sector.

As a conclusion, the privatisation exercises already made or to be made in Indian port
operations may be listed. Long leases on berths at HDC have been given to SAIL and TISCO. A
newly-constructed berth of the HDC and a KPD berth under CDS have been made over under lease to
private parties, the same also being done for the dry-dock facilities at CDS and Mormugao Port.
Further privatisation efforts on the agenda of major ports include the handing over of dry-dock facilities
at Cochin, Tuticorin, INPT and Bombay; multipurpose cargo berths at Tuticorin, JNPT and Kandla;
container terminals at Visakhapatnam, NPT, Mormugao, New Mangalore and Kandla and the container
transhipment port at Vallarpadam near Cochin; the coal jeities at Paradip, Tuticorin and Ennore
(which is the satellite port to Madras); mechanised handling facilities at Visakhapatnam, JNPT, HDC
and Kandla, and oil and chemical handling at Kandla, New Mangalore and Cochin; and warehousing
and storage facilities at INPT, Bombay, CDS and Kandia.
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