


Management of Surplus Cash by Central Public Sector Enterprises (CPSEs)

(Chapter 7 o f Union Governm ent (Commercial) Report No. 2 o f 2013)

Objective

The case study intends to  fam ilia rize  readers w ith  the guidelines of Departm ent of Public Enterprises 

(DPE) regarding Cash M anagem ent by Public Sector Enterprises that can be useful in the 

exam ination o f com pliance in th is area in the  audit o f PSEs.

Cash Management - Introduction

Cash M anagem ent is central to  the Corporate Finance practices and activ ities in any business or 

com m ercia l venture. An effective cash m anagem ent system would balance the  need to  have 

adequate resources o f cash and cash equivalents and also the need to channelize surplus cash into 

incom e yield ing investm ents to  make the most of the opportun ities fo r investm ent available. To put 

it d iffe ren tly  effective cash managing involves m inim izing liqu id ity  risks as well as opportun ity  costs. 

It goes w ithou t saying that cash is the life line of any business or com m ercia l activity. Apart from  

concentrating on the core business processes that generate cash and cash equivalents, an 

organisation needs to  make the m ost of the cash resources availab le lest it m isses out on investm ent 

opportun ities that may have an effect on its bottom -line.

The pre-em inence of th is concept in the case of Central Public Sector Enterprises (CPSEs) can never 

be over-em phasized as the  main stakeho lder o f these enterprises is the  Governm ent of India that 

represents the public exchequer. The Com ptro lle r & Aud ito r General o f India has com e out w ith  a 

separate chapter in the recent audit report (Chapter 7 of Union Governm ent (Commercial) Report 

No. 2 o f 2013) on M anagem ent o f Surplus Cash by CPSEs w ith  a v iew  to  exam ining w hether the 

CPSEs have been d istributing dividends adequate ly and w hether they have plans to  ensure effective 

u tilization of the ir cash besides ascertain ing w hether the CPSEs have an investm ent policy fo r surplus 

cash and if so w hether it appropria te ly  addresses the  issues o f safety, liqu id ity and pro fitab ility  and 

also com m enting on the cognizance taken by the Board of D irectors and the M in is try  o f huge cash 

reserves and actions in itiated thereon.
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The touchstones tha t the perform ance of the CPSEs was evaluated against basically em anated from  

the gu idelines issued by the Departm ent o f Public Enterprises under the  M in is try  of Heavy Industries 

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

and have been mapped to  the  find ings o f the audit Report.

Key Learning Points

Para

No.

Theme Aud it Finding Learning Points (DPE Guidelines)

7.2.1 Dividend Payment DPE guidelines on paym ent of 

d ividend stated tha t all p ro fit 

making CPSEs should pay a 

d ividend o f 20 percent of Profits 

a fter Tax (PAT) or equity 

w h ichever is higher. In case of 

O il and in frastructure 

com panies the d ividend payout 

requ irem ent was 30 percent of 

Profits A fter Tax (PAT) or 20 

percent of equity, w h ichever is 

higher. This created an 

anom alous situation when PAT 
is less than 20 or 30 percent of 

equ ity as it happened in the 

case o f Narmada Hydro-electric 

Developm ent Corporation 

NHDC L im ited in 

2010-11

All pro fit making CPSEs declare a 

m inim um  dividend on equity o f 20 

per cent or a m inim um  dividend 

payout of 20 per cent post tax 

profits, w h ichever is higher. The 

m inim um  dividend payout in 

respect o f O il, Petro leum , Chem ical 

and other in frastructure sectors 

shall be 30 per cent o f post tax 

profits. D ividend Payout is 

expressed as a percentage of 

D ividend paid out of (PAT) (DPE 

Guidelines issued in O ctober 2004)

7.2.2 Issue of Bonus 

Shares

Though 10 out of 15 CPSEs did 

issue bonus shares, the ir 

reserves w ere still in excess o f 3 

tim es the ir paid up capital. 

These CPSEs could have issued 

bonus shares m ore frequently  

and in larger ratio to  com ply 

w ith  the DPE guidelines.

• The CPSEs which are carrying 

substantia l reserves in 

com parison to  the ir paid-up 

capita l shall issue bonus shares to 

cap ita lize the  reserves

• CPSEs should also consider the 

need fo r increasing the ir 

authorized capital to 

accom m odate the release of 

bonus shares

• Each Adm in istrative M in istry  may 

d irect the enterprises under the ir 

contro l tha t CPSEs w ith  reserves 

in excess o f three tim es the ir paid 

up capita l should im m ediately 

consider the scope o f issuing 

bonus shares

(DPE Guide lines o f Novem ber 

1995 and Novem ber 2011)
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Other learning points

The other learning points from  th is case study w here aud it found the CPSEs to  be largely com pliant 

w ith  the DPE guidelines or w ere in the process of com pliance are given below:

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

CPSEs are encouraged to  buy back the ir shares to  provide sustained investor in terest in the com pany 

and protect the ir m arket cap ita lization in the long term  interest o f the Com pany's ab ility  to  raise 

funds from  the m arket

CPSEs are required to  amend the ir A rtic les o f Association (AoA) to  provide fo r buy back of shares if 

such provision does not exist in the ir articles.

Repayment of loans (DPE Guidelines issued in December 1994)

Funds should not be invested by the CPSEs at a particu lar rate o f in terest fo r a particu lar period of 

tim e w h ile  the CPSE is resorting to  borrow ing at an equal or higher rate of in terest fo r its 

requ irem ents fo r the same period of time.

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

• Investment policies should be clear-cut and transparent

• Investments should be made on ly in instrum ents w ith  maximum safety

• Surplus ava ilab ility  may be worked out by preparation of best estim ates o f ava ilab ility  of 

funds by the CPSEs and the Adm in istrative M in is try  may be kept inform ed and

• Board o f D irectors of all non-financial CPSEs should ensure that decisions regarding 

investm ents of funds are transparent and taken on ly by delegated authority  and such proper 

authority  is m onitored by the Board
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Composition of Investments (DPE instructions issued in April 2008)

A t least 60 per cent o f funds under the contro l o f M in istries/D epartm en t/o ther agencies/entities are 

to  be placed w ith 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 perm issib le to  be lent on ly to  CPSEs which have obtained highest credit 

rating awarded by one o f the  established Cred it Rating Agencies fo r borrow ings fo r the 

corresponding period.

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

CPSEs can also select treasury bills and GoI securities up to  th ree years m aturity period fo r the 

investm ent of surplus funds.

Conclusion

Aud it o f Cash M anagem ent of PSUs would thus requ ire thorough know ledge o f the gu idelines issued 

by the Departm ent of Public Enterprises and also understanding o f the  concepts of working capital, 

D ividend Payout, buy back of shares, rules regarding issue o f bonus shares, opportun ity  costs etc.

Encl:

1. Chapter 7 of the  C& AG 's Aud it Report No. 2 o f 2013

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

3. DPE O .M . No. 15(10)/2004-DPE(GM) dated 18th October, 2004

4. DPE O .M . No.4/6/94-Fin. dated 14th December, 1994

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

6. DPE O .M . No. DPE/12(6)/95-Fin. dated 10th November, 1995

7. DPE O M  . No. DPE/11(47)/2006-Fin Dated: 11th April, 2008

8. DPE/14(24)/2011 dated 26 M arch 2012
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