


Management of Surplus Cash by Central Public Sector Enterprises (CPSEs)
(Chapter 7 of Union Government (Commercial) Report No. 2 of 2013)
Objective
The case study intends to familiarize readers with the guidelines of Department of Public Enterprises
(DPE) regarding Cash Management by Public Sector Enterprises that can be useful in the
examination of compliance in this area in the audit of PSEs.

Cash Management - Introduction

Cash Management is central to the Corporate Finance practices and activities in any business or
commercial venture. An effective cash management system would balance the need to have
adequate resources of cash and cash equivalents and also the need to channelize surplus cash into
income vyielding investments to make the most of the opportunities for investment available. To put
it differently effective cash managing involves minimizing liquidity risks as well as opportunity costs.
It goes without saying that cash is the lifeline of any business or commercial activity. Apart from
concentrating on the core business processes that generate cash and cash equivalents, an
organisation needs to make the most of the cash resources available lest it misses out on investment

opportunities that may have an effect on its bottom-line.

The pre-eminence of this concept in the case of Central Public Sector Enterprises (CPSEs) can never
be over-emphasized as the main stakeholder of these enterprises is the Government of India that
represents the public exchequer. The Comptroller & Auditor General of India has come out with a
separate chapter in the recent audit report (Chapter 7 of Union Government (Commercial) Report
No. 2 of 2013) on Management of Surplus Cash by CPSEs with a view to examining whether the
CPSEs have been distributing dividends adequately and whether they have plans to ensure effective
utilization of their cash besides ascertaining whether the CPSEs have an investment policy for surplus
cash and if so whether it appropriately addresses the issues of safety, liquidity and profitability and
also commenting on the cognizance taken by the Board of Directors and the Ministry of huge cash

reserves and actions initiated thereon.



The touchstones that the performance of the CPSEs was evaluated against basically emanated from

the guidelines issued by the Department of Public Enterprises under the Ministry of Heavy Industries

and Public Enterprises. These guidelines would thus form the learning points from this case study

and have been mapped to the findings of the audit Report.

Key Learning Points

Para Theme Audit Finding Learning Points (DPE Guidelines)

No.

7.2.1 | Dividend Payment | DPE guidelines on payment of | All profit making CPSEs declare a
dividend stated that all profit | minimum dividend on equity of 20
making CPSEs should pay a | per cent or a minimum dividend
dividend of 20 percent of Profits | payout of 20 per cent post tax
after Tax (PAT) or equity | profits, whichever is higher. The
whichever is higher. In case of | minimum dividend payout in
Oil and infrastructure | respect of Oil, Petroleum, Chemical
companies the dividend payout | and other infrastructure sectors
requirement was 30 percent of | shall be 30 per cent of post tax
Profits After Tax (PAT) or 20 | profits. Dividend  Payout s
percent of equity, whichever is | expressed as a percentage of
higher. This created an | Dividend paid out of (PAT) (DPE
anomalous situation when PAT | Guidelines issued in October 2004)
is less than 20 or 30 percent of
equity as it happened in the
case of Narmada Hydro-electric
Development Corporation
NHDC Limited in
2010-11

7.2.2 | Issue of Bonus | Though 10 out of 15 CPSEs did | e The CPSEs which are carrying

Shares issue bonus shares, their substantial reserves in

reserves were still in excess of 3
times their paid up capital.
These CPSEs could have issued
bonus shares more frequently
and in larger ratio to comply
with the DPE guidelines.

comparison to their paid-up
capital shall issue bonus shares to
capitalize the reserves

e CPSEs should also consider the

need for increasing their
authorized capital to
accommodate the release of

bonus shares

e Each Administrative Ministry may
direct the enterprises under their
control that CPSEs with reserves
in excess of three times their paid
up capital should immediately
consider the scope of issuing
bonus shares
(DPE Guidelines of November
1995 and November 2011)




Other learning points

The other learning points from this case study where audit found the CPSEs to be largely compliant

with the DPE guidelines or were in the process of compliance are given below:

Buy back of Shares (DPE Guidelines issued in March 2012)

CPSEs are encouraged to buy back their shares to provide sustained investor interest in the company
and protect their market capitalization in the long term interest of the Company's ability to raise

funds from the market

CPSEs are required to amend their Articles of Association (AoA) to provide for buy back of shares if

such provision does not exist in their articles.

Repayment of loans (DPE Guidelines issued in December 1994)

Funds should not be invested by the CPSEs at a particular rate of interest for a particular period of
time while the CPSE is resorting to borrowing at an equal or higher rate of interest for its

requirements for the same period of time.

Investment Policy (DPE guidelines issued in June 1994 and December 1994)

Investment policies should be clear-cut and transparent

e Investments should be made only in instruments with maximum safety

e Surplus availability may be worked out by preparation of best estimates of availability of
funds by the CPSEs and the Administrative Ministry may be kept informed and

e Board of Directors of all non-financial CPSEs should ensure that decisions regarding

investments of funds are transparent and taken only by delegated authority and such proper

authority is monitored by the Board



Composition of Investments (DPE instructions issued in April 2008)

At least 60 per cent of funds under the control of Ministries/Department/other agencies/entities are

to be placed with Public Sector Banks (PSBs)

Investments in Inter-Corporate Loans (DPE guidelines issued in December 1994 and clarification

issued in November 1995)

Inter-Corporate loans are permissible to be lent only to CPSEs which have obtained highest credit
rating awarded by one of the established Credit Rating Agencies for borrowings for the

corresponding period.

Investments in Treasury Bills and Gol Securites (DPE clarification issued in November 1995)

CPSEs can also select treasury bills and Gol securities up to three years maturity period for the

investment of surplus funds.

Conclusion

Audit of Cash Management of PSUs would thus require thorough knowledge of the guidelines issued
by the Department of Public Enterprises and also understanding of the concepts of working capital,

Dividend Payout, buy back of shares, rules regarding issue of bonus shares, opportunity costs etc.

Encl:

Chapter 7 of the C& AG's Audit Report No. 2 of 2013

DPE O.M. No.DPE/4/3/92-Fin. dated 27th June, 1994

DPE O.M. No. 15(10)/2004-DPE(GM) dated 18th October, 2004
DPE O.M. No.4/6/94-Fin. dated 14th December, 1994

DPE O.M. No. DPE 4{6)/94-Fin dated 1st November, 1995

DPE O.M. No. DPE/12(6)/95-Fin. dated 10th November, 1995
DPE OM . No. DPE/11(47)/2006-Fin Dated: 11th April, 2008
DPE/14(24)/2011 dated 26 March 2012
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Ministry or Department shall not be provided at the revised estimate stage, except in rare and exceptional

circumstances.

viii) No fresh financial commitments should be made on items, which are not provided for in the budget

approved by Parliament.

ix) There have been cases of Ministries releasing funds to autonomous bodies year after year, despite the fact
that there are substantial balances with them remaining unutilized and kept in deposit with the banks. The
Ministries should complete a detailed review of all such cases by 31.10.2004 and, pending such a review, the
Ministries are advised not to release funds in such cases. The responsibility for regulating release of funds in

these cases will rest with the Financial Advisers (FAs).

x) Most autonomous bodies are given 100% deficit grants. These shall be reduced in a graded manner by 5% in
successive years, i.e. to 95% in the first year, 90% in the second year and so on, in respect of such bodies which

have the potential of raising resources.

xi) Timely repayment of loans provided by the Government to the PSUs and payment of fees/charges on

Government Guarantees should also be monitored by the FAs.

xii) There shall be a mandatory 10% cut in the budgetary allocation for non-plan, non-salary-expenditure,
including OTA/honorarium. No re-appropriation of funds to augment these heads of expenditure would be
allowed. Austerity must be reflected in furnishing of offices/offices at residences. The expenditure limit

prescribed for these purposes shall be strictly enforced.

xiii) Utmost economy should be exercised in use of staff cars and other official vehicles. In accordance with the
ceiling prescribed at SI. No. (xii), there shall be a 10% cut in the consumption and allocation of funds for

expenditure on POL and travel.

xiv) Foreign travel should be restricted to unavoidable official engagements. There shall be a ban on foreign
travel for Study Tours, Seminars, Workshops etc. funded by the Govt. of India except for annual and other
formal meetings of bilateral/multilateral bodies viz. IMF, World Bank, WHO, ILO, Joint Commissions, etc. Size of

official delegations, where foreign travel is unavoidable, shall be restricted to the bare minimum.

xv) The rate of per diem allowance for travel abroad to all countries and for all categories, officials/non-officials
belonging to Government, autonomous institutions and PSUs shall continue to be depressed by 25% as at

present.

xvi) Utmost austerity will be observed in organizing conferences/seminars/ workshops. All grants being given for

such purposes would be reviewed by Department of Expenditure.

xvii) Ban on creation of Plan and Non-Plan posts will continue. Any unavoidable proposals for the creation of plan
posts including Groups 'B’, *C’ and ‘D’ posts shall continue to be referred to the Ministry of Finance (Department

of Expenditure) for approval.
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xviii) Every Ministry/Department shall undertake a review of all the posts, which are lying vacant in the
Ministry/Department and in the Attached and Subordinate Offices, in consultation with the Ministry of Finance
(Department of Expenditure). FAs will ensure that the review is completed in a time bound manner (and, in any
event, not later than 31.10.2004) and full details of vacant posts in their respective Ministries etc. are available.
Till the review is completed, no vacant posts shall be filled up except with the approval of the Ministry of Finance

(Department of Expenditure).
xix) Implementation of existing instructions concerning abolition of posts should be ensured.

xx) Purchase of new vehicles is banned until further orders. Exceptions will be allowed only for meeting the
operational requirements of Defence, Central Para Military Forces, etc. New vehicles shall not be purchased even
in replacement of condemned vehicles. Hiring of private vehicles from outside shall be limited to the number of

vehicles condemned.

2. Secretaries to the Government of India and Financial Advisers are requested to ensure strict compliance of the

above instructions.
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i. Instruments which have been rated by an established Credit Rating Agency and have been accorded the
highest credit rating signifying highest safety e.qg. certificates of deposits, deposits schemes or similar
instruments issued by scheduled commercial banks/term lending institutions including their
subsidiaries, as well as commercial paper of corporates.

iii. Inter-corporate loans are permissible to be lent only to Central PSEs, which have obtained highest credit
rating awarded by one of the established Credit Rating Agencies for borrowings for the corresponding
period.

iv. Any debt instrument, which has obtained highest credit rating from an established Credit Rating
Agency.

4, Authority Competent to Invest

i. Decisions on investment of surplus funds shall be taken by the Public Sector PSU Board. However,
decisions involving investing short-term surplus funds up to one year maturity may be delegated up to
prescribed limits of investment, to a designated group of Director[s], which should invariably include
CMD & Director (Finance)/Head of Finance internally. Where such delegation is made, the delegation
order should spell out the levels of approval and the powers of each official, which should be strictly
observed. Where such delegation is exercised, there should be a proper system of automatic internal
reporting to the Board at its next meeting in all cases.

ii. PSEs should ensure that all investment decisions are in accordance with the regulations as per the
Company Law & Government of India instructions and any other relevant legislation and rules as
applicable. Any investment already made, which is not in conformity with the above guidelines should

not be renewed after maturity.

5. Every PSE should arrange to place the above guidelines at its next Board Meeting and evolve a suitable

procedure to cover investment of surplus funds to be followed by company.
6. Necessary instructions may be issued for strict compliance of these guidelines.
7. These guidelines issue in consultation with the Ministry of Finance.

(DPE O.M. No.4/6/94-Fin. dated 14th December, 1994)
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pro-rata to other existing shareholders if partial disinvestment had occurred so far). PSUs having large reserves

may be allowed to make any public issue only after examining the scope for capitalizing a portion of reserves.

10. Ministries/Departments should expeditiously examine and approve bonus issue proposals if the quantum of
bonus and profit projections are found to be properly assessed and the PSUs certify that the proposals are in

conformity with the SEBI guidelines.

11. Bonus issue proposals need not be referred to Ministry of Finance (MoF) for approval unless there are special
reasons to do so. Likewise proposals involving increase in authorized capital need not be referred to MoF. It has

been clarified earlier that increase in authorized capital does not require Cabinet approval.

12. Ministries should keep the Department of Public Enterprises informed about bonus issue proposals and

authorized capital increases approved by them.

13. The above conditions shall cut down the procedural delays in obtaining the approval for bonus shares
besides enabling the PSUs to finalize public issue plans quickly and tap the capital market when conditions are

favourable.

14. The Financial Advisers in the administrative Ministries shall keep a control over the fulfillment of various

conditions/criteria as mentioned above before agreeing to the bonus issues.

ENCLOSURE

Copy of Securities and Exchange Board of India (SEBI)'s RMB (DIP Series) Circular No. 2(94-95)

dated 15th April, 1994 — Guidelines for Disclosure and Investor Protection.

In tune with the process of liberalization and reforms in the primary market, it has been decided to modify the
extant guidelines for issue of bonus shares contained in Section M of the guidelines for Disclosure and Investor
Protection issued by SEBI on June 11, 1992. The revised guidelines have done away with certain requirements

relating to issue of bonus, namely profitability Test, Residual Reserves Test etc.

A copy of the Press Release dated April 13, 1994 issued by SEBI in this connection is enclosed for your

information.

Copy of Securities and Exchange Board of India (SEBI)’ s guidelines dated 13th April, 1994 for

Disclosure and Investor Protection—Bonus Issue Guidelines.

In keeping with current pace of liberalization and reforms in the Primary Market, the Board of SEBI has decided
to modify the extant guidelines for bonus shares, forming Section M of the Guidelines for Disclosure and Investor
Protection issued by SEBI on June 11, 1992.

SEBI believes that the Board of Directors of the companies wishing to make bonus issues will take into due

consideration the relevant financial factors while deciding on bonus issues and observe the following guidelines.
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