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PREF ACE

After the overthrow of the feudocratic Rana regime in 1951,
Nepal embarked upon the rapid path of economic development. In
order tc cope with such an arduous task, new corporate culture
'was adopted by providing them necessary findnce. But simply
creating new institutions and supplying them necessary funds
is not enough. What is more important is the planned development
of the institutions with defined tasks and sufficient functional
autonomy, and an effective chief executive who can provide
leadership. If these minimum requirements that are vital for
the success of an institution do not exist, then simply start-
ing new corporation wculd"prove as an indirect impediment to our
process of development. It would amount to a grand wastage, and
misutiligation of resources which our starving economy can hardly
afford at the present. But there has not been any serious effort
to trace out the evolutionary trend of public enterprises in
Nepal, and to analyse and study the'aystem of board of directors
who are responsible for the overall growth and development of
the enterprises they are leading.

The desire to probe into the above situation prompted me
to choose the topic'"Public finterprise in Nepal (with special
reference to evolution and structure)”. In this process I am
extremely grateful to Dr.A.S.Nadkarni for his valuable supervision.

The present work would not have probably taken the present shape



in a short time without the invaluable supervision I received

from him in the course of its preparation.

I am also extremely grﬁtoful to my teachers, Professor
B.S.R.Rao and Professor K.K.Dasfiupta, who were kind enough to
suggest and clarify my doubts, and emcourage me to write from
time to time.

I acknowledge my debt to Professor H.K.Paranjape who was
kind enough to go through my earlier writing and make a number

of useful suggestions.fr® | co DA

Pinally, my special thanks are due to my wife, Kiran whose
co-operation also helped me in the completion of the study and
to Mr.0,C.Kadhe and Mr.K.P,Limbore for excellent typing in time.

GCokhale Institute of
Politics & Economics,
Pu 411004, .
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CHAPTER 1

Introdugtion

Till the end of the nineteenth century in the economic
and political arena of the world the philosophy of laisses-
faire propounded by the classical economists was supreme.
At that time the function of the state was considered to be
to govern, and the economic activities were left in the
hands of private citizens., It was strongly believed that
maximigation of private benefit also leads to the maximisa-
tion of social benefit. However, the two world wars,
success of economic planning in the Soviet Union, Great
Depression of 1929 and the rising influence of Keynesianism
taught the lesson that & government cannot remain simply
like a silent spectator. It was increasingly felt by the
governments that it should act}voly‘parttcipcto in the
economic affairs of the country especially in the under-
developed and the colonial countries, because people of
these long exploited countries were anxious for achieving
an increase in their standard of living in the shortest
possible time. Government is, therefore, called upon to
take the initiative in the development process of the
country very actively. For this purpose public sector

enterprises have been advocated.



Presently, public enterprise has become a worldwide
phenomena., The extent of the role assumed by public
enterprises in stimulating economic activity varies accord-
ing to the political compulsions of the regime. In soecialist
countries like the Soviet Union, Chine and Yugoslavia,
where there is virtually no private sector, public enter-
prises have emerged as the predominant institutional
mechanism for development. In the market economies of both
the develcped as well as developing countries too, they.
have come to play an increasing role. In the developed
countries like the U.K., France and Italy, a siseable
growth in the assets of public enterprises has been registered.
But still in these countries private enterpriases remain
the primary engine for economic activity,and public enter-
prises act as subordinate to and supportive of private
enterprises. In the developing countries, they can play
the role of both promoters of as well as instruments Cor
development., But in the South Asian countries such as
Nepal, India, Pakistan and 9ri Lanka, public enterprises
basically played the supportive role in the development
of the bourgeoisie.

The developing countries within the system of a mixed
economy have accepted public enterprise as a dovida to
accelerate the pace of national development. Even in some
developed countries it has been entrusted with a lion's

share both because of ideology and also because "there



has been the general acceptance of the view that government
is in a preferred position to provide certain services sueh
as education, public health, highways, postal system more ;
effectively and efficiently than any other agency or socliety".
Mr.Hanson observes : "Whatever the ultimate perspective may
be, the country anxious to develop economically has no alter-
native but to use public enterprises on a considerable scale,
at the very least in order to 'get things going...".2 8o,
the public enterprise has attracted worldwide attention.
Now, in the following section a brief review of the public
enterprise in N;pal shall be made.
Nepal

After the fall of the Rama regime in 1951, the economic
and social development has been considered as the primal
objective in Nepal. To achieve this end, the country has
adopted the "mixed economy model®™ with the implicit assump-
tion that both the state and the private sector can complement
each other in the development process over time. Accordingly,
large modern corporations have been established under the
sponsorship of the government in various sectors of the

national economy.

1
Gingberg,kli,Hiest,Dale E. and Reabeuns,Beatrice G.,
P 1 » McOraw Hill Book Co., 1965,p.18.

2

Hanson, A.H., Public Enterprise end Economic Development,

LondOﬂ. ‘959. Pe23,



The evolution of public enterprises in Nepal starts only
during the First Plan (1956—61)3, and prior to this, there
were very few departmentally run enterprises like the railways,
the posts, the telegraph, electricity generation and diatribu.
tion,etc. Presently, there are 45 enterprises under our
dofinition‘. After 1960, the expansion and growth of public
enterprises has taken place in a large ocilé. It may be
- because of the System's aim "to promote the welfare of the
people by sottin; up a aécioty which is democratic, Just,
dynamic and free from exploitation by bringing about harmony
in the 1ntort-t; of different classes and professions from
a comprehensive national outlook.” 5

In Nepal publie sector investment ha‘ assused an import-
ant role and accounts for a major portion of the plan outlay.
For example, in the current plan (1975-80), out of the total
plan outlay of Rs.11404.0 million (maximum), the total public
sector investment (including Panchayat Sector) accounts
P248732.0 million which is 76.57 percent of the total outlay.

3
See : Chapter III of this dissertation, Evolution of
Publie Enterprises in Nepal.

See ; Chapter II for the definition of public enterpriges
in l;pnl. '

HMG, Ministry of Law and Justice, Law Book Management
Committee, The Gonstitution of Nepsl {Amended), July 1976
(Ropzint), P9,

HMG, National Planning Commission, F P - 4
Kethmandu, 1975 (in Nepal), p.61.



In the forthcoming Sixth Plaen (1580-85) too, out of the total
plan outlay of %, 28,000 million, the total public sector
investment including Panchayat sector accounts to %r.22,500 .
million , that is, slightly over 80 yoﬁscont of the total outlay .
The total capital funds investment in the public enter-
prises has tremendously increased. At the end of the F.Y.
1974-75, the total capital funds investment in 44 enterprises
which come under our definition was %s.1261.6 -111%3n.9 These
enterprises have provided jobs to 18,155 persons. which is

0.38 percent of the egonomically active population of the country.

Thesig :
The evolution of public enterprises in Nepal was not a
planned one with certain proshinking. Hence, it naturally

7
H®G, National Planning Commission Secretariat
1o of The Sixeh Plen (19802831, Kathmandu.’ ApeIT:

Total Capital Funds Investment is equal to the total
equity of both His Majesty's Government (HMG) and private
parties, long-term loans, subsidy and grants, reserve fund
and undistributed profit/loss. However, it excludes the
share capital owned by {artnc or shareholding public enter-
prises including their long-term loans to the public enterprises.

9
The date for one enterprise : Seti-Mahakali Paddy & Rice
Export Co., is not available,

10 ‘
The data has been compiled and estimated from the
@ b r y HMG, Office of the
orporation Go-ordination Council, mandu, 1978 (herein.

after referred to as 'The Profiles').
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follows that the orgenisation and management, though apparent
ly purporting to be autonomous, were in fact a replica of
government administrative departments with their inherent
characteristics of bureaucratic control, red-tapism and
sconomic inefficienéy. The financial performance of the
public enterprises in Nepal has been poor, and it has not
been successful to mobilise the internal resources needed
for the economic development of the country, as envisaged
in the country's Second Plan - a three year plan (1962-65).
In Nepal, the political attitude is not involved behind
the adoption of public enterprises. In one way, we can even
say that the approach is rather pragmatic, that is, depending
upon the need. In the first inastance, state has tc move
forward because there is dearth of private entreprenesurship
in Nepal. 3ceo§dly, the foreign aid-givers, especially the
socislist écuntriol. do not want the enterprise they built
to be mansged by the private entrepreneurs. Thirdly, the
state has launched ambitious development programmes. Such
a development campaign needs new resources and entrepreneur-
ship. 3Since local entrepreneurs are shy, the only alternative
open for the state is to directly engage in establishing new
enterprises. This approach while solving the first two
problems, enables the government in mobilising internal
resources, as well, This is what the government seems to
have in mind while launching the country's Second Plan,
Now in the following section we shall move to formulate

the criteria for evaluating the performance of public



enterprises. Howsver, before proceedingz with a discussion on
the application of evaluation critorta" to assess the perform-
ance of public enterprise, a brief remark on the need of
asseasing the operation of the public eaterprises is warranted.
Among a number of considerations, two specific factors require
performance evaluation. First, it is important for the
government to know the impact of the working of any goal-
oriented organisation in the context of the nationsl objectives
thaz'guldod the adoption of such an institutional medium.
Second, since economic development is a continuous process of
change and 1nno§etion, the change agent or innovating variable
in business enterprise being human fagtor needs constant
stimuli to work for better results. This requires the creation
of provision for managerial incentive in a given enterprise no
matter under which economic set up the snterprise is function-
ing. As a result, there arises the need of developing success
indicators that are to be used for evaluating and rewarding
enterprises, There is no denying of the fact that the question
today is, indeed, and should be one of choosing the apporpriate
technique of evaluation to be used. But, the question of
cheoosing the appropriate technique to be used in the field of

"
For a discussion on this aspect, see : H.K.Paranjape's
'Moasur:uont of Mlnagclont in tho Pu‘lio SOceor” 1n The

pg luding prbfic-
abilicy and conc rcduction for noucuring the effectiveness
of management, though there are certain qualifications.



public enterprises i1s a highly controversial matter, and
difficult one to decide.

No two persons will agree upon a criterion to be pursued
in assessing the achievement of a given organisation operat-
ing in 2 given country. The emphasis on the use of specific
eriterie i{s fundamentally based upon the soclo-political
environment of a given country where the enterprise to be
assessed is loceted, In virtually all moderm communities,
the paramount economic goal is the satisfaction of the
pressing needs of the economy. In other words, in economie
terms, it means the rapid econcmic growth in gross domestic
product. But the means to achieve this eccnomic goal
differs widely smong nations.

In the U.S.A. where free competitive market forces play
an important role, pricing system helps to allocats the
resources. But the socialist countries like the U,S.S.R.
and the G.D.R, have stressed, without question, upon the
state management of all the productive forces. However,
within the "mixed economy model™, still other countries
especially the underdeveloped countries have followed
between the two extremes. For example, India snvisaged the
adoption of public enterprises as a means towards ultimate

socialisation of productive forces.

iteria for u g

In choosing standards for evaluating the performance

of public enterprises it would be almost impractical to try



to have a set of rigid definitions. Depending upon the nature
of enterprises and objectives asaigned to it, the criterion
for evaluating performance has to be adjusted and modified
from time to time. Of late, there has been a striking emphasis
in the Soviet Union, the home country of thousands of public
enterprises in the use of the profitability in evaluating
enterprises' performance. Prof.Evsey Liberman, a prominent
Soviet economist, advocated ggo use of profit motive in con-
Junetion with other factors. After a long controversy and
deliberations since Lenin came to power, the Soviet political
thinkers conoidofcd the proposition seriously. This is
evident from the atatement of Khruschev, the then Prime
Minister of the Soviet Union, at the Twenty Second Congress
of the Communist Party in October in 1961.

Since cone of the main reasons fbr ecreating public enter-
prises in the underdeveloped countries is to raise the internal
respources by way of dividend and profit, aspplication of profit
should have an important place in any performance evaluation
scheme, In fact, this is also the case with Nepal., But this
does not, of course, mean that profitability is the sole

success indicator of & given enterprise in achieving its

12

Richman, Barry M., Joviet Mansgement, Prentice Hall
I!‘Ie-. N.J.' ;965' P' 3;9. ’ '
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objectives. Financial data alone i2 not enough to show the
extent of impact of a given institution upon the econoay.
Still financial data is the indicator in both the developed
as well as developing countries. Since most of the enterprises
in Nepal operate in a monopoly atmosphere, what we feel i3
that profitability eriterion should be adopted only if we
consider other considerations as the relevant constraints
to the objeetiv- funetion.

0f course, for evaluating the performance of publié
enterprise certain other criteria could be developed. For
example, labour efficiency may be taken into account.
However, labour efficiency is akin to the concept of profit-
ability, because profitability is the result of labour
efficiency. Improved labour relations may also be taken as
one ol the criteria. But in Nepal there is no labour problem
at all, and so, this criteriawmay be taken as fulfilled.

Cost reduction is also a ¢riteria for measuring the
performances of public enterprises. In other words, the
management efficiency can be evaluated by the management's
success in keeping actual costs within limits. But in Nepal
this measure has not been adopted so far. In faet, most
of the enterprises are overstaffed, and it has become a
place for creating Jobs. |

Fulfilment of the targets set by the external agency
may also be taken as a sign of efficiency. This has to be
fixed on the basis of the installed capacity. But this will
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have no meaning if the.aargoea are to be fixed on the basis
of the enterprises' reports. In Nepal, only for the few
enterprises, the targets are set by National Planning
Commission. However, these targets are seldom fulfilled.

Consumers' satisfaction should alsc be considered while
taking into account the efficiency of public enterprises.
But in Nepal the market is sellers' oriented, and this
aspect has not been paid attention.

The performance of public enterprises could also not
be compared with other enterprises as there is no similar
enterprise for comparison.

In fact, the need to explore the possibilities of
constructing an overall 'index of efficiency' is felt.
Such an index should also take into consideration the direct
and indirect social costs and benefits accruing to the
community as a result of the setting up of the enterprise.
But, there are conceptual, technical and statistical problems
in measuring these costs and benefits. HMany social costs
and benefits are not amenable to measurement with any degree
of precision, snd there may crop up the problem of assigning
appropriate weights to different items of economie and
social costs. But in Nepalese context in the absence of
relevant informstion and data, and much needed research in
these fields, it will precisely be a value judgement.
In Nepal, for all practical purposes, no concept has been

developed in these fields. For example, there is virtually
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ne labour unions, and ﬁhc market is sellers' market. As a
result, no attention has been paid to the labour snd consumer
aspects. Moreover, the eriborin should be especially related
with the individual enterprise.

In Nepal, so far profitability is the only criterian
that has been accepted even by the Governmeat. 30 we shall
later attempt at applying profitability test in Nepali
public enterprises. However, it should be noted that profit-
ability depends, among other things, upon the autonomy, and
several other factors.

Even Mr.Hanson, an authority on public enterprise
agrees that in 8 less developed country, there is a strong.
case for some profit-making on the part of some public
enterprises., However, he hastens to add that the enterprises
should only be able to make its profits as a result of
efficiency and not through exploiting monopoly ponition.'

Thus there should not be any objection to public enter-
prise being conducted on a profitable basies in a developing

country like Nepsl, but this should not be the main purzooo
1

or the faiaon d'etre of any form of public enterprise.

13
H.naon. A.“o. IRnagerie 'v‘,'-;'*- in PYubll
(under the suspices of 5 e In [netitute of
Ad?:nistration, New Delhi), Aaia Pnb. House, Bombay,1962,p.133.
For the gearch for efficiency and perfommance (of British
nationalised industries), Read : W.A.Robson's NHationaljiged
Industry and Public Ownership, Ch.XV, op.cit.
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Plan for the progent diggertation

This study is mainly concerned with the critical review
of the literature relating to evolution and structure of
public enterprises in Nepal within the f{ramework outlined
under Thesis.

In the second chapter, public enterprises in Nepal for
the present purpose have been defined, and clessification
of public enterprises on the bawis of (a) funetion, (b)
organisational pattern and (¢) market situation have been
made.

Chapter III digcusses the evolution of public enterprises
in Nepal and comes to the conclusion that government's decision
to establish public enterprises for accelerating the pace of
our economic development was neither a part of an ogverall
development strategy nor was it based upon any political
ideology and perspective thinking.

Chapter IV argues in favour of the profits especially
in the underdeveloped countries and attempts at rationality
of applyinz profitability test in tho'lopolt public enterprises.
In this section, sector-wise as well as aggregate performance
evaluation based on public enterprises' contribution, capital
employed, networth, gross profits and dividends shall be made.
This section will show that the objective of ereating public
enterprises for augmenting the internal resources required
for speeding up the rate of our economic development has been

primarily defeated.
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The question of government-enterprise relation and auto-
nomy, snd the nana;ononﬁ.saructuro have besn dealt with in
chapter V. The chapter comes to this conclusion that the
undefined and confused relation between the Government and
the public enterprises has been the critical factor in
arresting the rapid development of the public enterprises
in the countyy. It further concludes that public enterprises
in Nepal are given procedural autonomy only in words and
not in action. 4s a result they are gradually becoming a
part of regular bureaucracy with the same sort of official
procedure.

Regarding the composition of the board of directors
and educational background of the dhlof exscutive, we shall
come to the conclusion ﬁhat,qulic enterprises in Nepal
have been the centre for dumping the top civil servants,
and their qualifications range from education and culture
to engineering and medical science. A wide representation
in the Board has not been made. It is mainly dominated by
the eivil servants and the representation of workers and
consumers is completely non-existent.

Chapter VI on financial setting and motivation in
publié enterprises outline that the financial management
in the Nepali public enterprises is the weakest point and
there is virtually the absence of incentives for all
employees.

Finally, the last chapter brings out conclusions that
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flow from the study of this subject spread over the earlier
chapters.

Sources |

The data used for this study have been basically compiled
and estimated from the Profiles of Public Enterprises in Uopnl.‘
A bibliography appended at the end of this woerk would give a
full i{dea of the sources consulted for this study. '
Lim ion Study :

Due to the following reasons the present study has
limitations such a3 : (1) The literature on public enterprise
is negligible for Wepal. (2) The public enterprises in Nepal
are scattered over different parts of the gountry. So the
writer had no opportunity for survey research, interviews,
and collection of noco.aarf materials because of time limita-
tions., Still, discussions with some of the chief executives
were held, :

However, the present writing will help to have an idea
about the public enterprises in Nepal under the existing

situation in a historical perspective,

15
Published by HM3, Office of the Corporation Co-ordination
2ounc11 (ngw giaao}vod), Kathmandu, 1978 (hereinafter referred
o as The Profiles).



Here in the subsequent sections the words 'Public inter-
prise', 'Public Corporations', 'Public Sector Enterprises',
'State Enterprise’ and 'Government Enterprise' are taken as
synonymous,

The public enterprise is taken to mean an entity -

(1) which is fully or partially owned by the government,
(11) where the Chief Executive is direotly nominated by
His Majesty's Government, and (11i) which is established
either under the special charter, Nepal Company Aet, or the
Corporation Act with a view to selling goods or services to
the general public on a more or less commercial basis; or
where there is implied sssumption that the organisation
should run at break even point without incurring losses in
order to avoid government subsidies.

Under the above definition, mixed enterprises like
the Raghupati Jute Mills Ltd., is taken as publiec enterprise
for the General Manager is directly appointed by the government.
On the other hand.‘the Hepal Bank Ltd., where the government

is also a major sharaholder‘ is excluded because the government

1. In Hepal Bank Ltd., the government's share participation
is 51 per cent of the total share capital.

9/
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does not intervene directly in the appoiﬁtnont of the Chief
Executive of the Bank. The definition also does not include
the quasi-publie cntcrpriaoa.z At the same time the subsi-
diary public enterprises are alsoc oxcl.udod.3 Other organisa-
tions like Rastriya Samachar Sasiti..lopnl Rehabilitation
Company, Industrial Services Centre, Panchayat Training Centre,
Trade Promotion Centre, etec., which are constituted under the
Development Board Act, fall outside the scope of our dcflnition.h
However, the Corporations like Royal Nepal Film Corporation,
Ratna Recording Corporation and Cultural Corporation which are
not incorporated under any of the above acts have been included.
They are established under the Communication Corporation Asct.

In Nepal there are some departmentally-run agency or
enterprises like postal services, production units under the
Department of Cottage and Village Industry which are excluded

2
It may be defined as the enterprise in which the govern-
ment has minority interest, and ownership is always less than
50 per cent of the total paid-up capital. The general manager
is also not appointed by the government.

The subsidiary public enterprises are those in whiéh
HMG's direct share participation 1s almost non-existent, but
in which it has indirect ownership through other pudlic
enterprises incorporated under our definition. In other words,
subsidiary public enterprises are those which are subsidiary
to 2old1ng public enterprises. .

The institutions established under the Development Board
Act are basically public institutions. These are not
eatablished on commercial lines.



18

in the subseguent scctiens.’ Nepal Rastra 3Benk, thoécnntral
Bank of the country is also excluded from the study.

Thus, as per our definition, the total number of public
enterprises involved in sconomic activities in Nepal are 45
(see Appendix Table No.1). But as per the study conducted by
His Majesty's Government, Corporation Coordination Council
and Industrial Services Centre jointly, the number of public
enterprises is 61.7 In their definition, they have included
both the subsidiary as well as quasi-public enterprises.

To sum up, any enterprise, fully or partiailly owned,
where management is nominated by the government and which is
incorporated either under the Special Charter, Nepal Company
Act, the Corporation Act or 8he Communication Corporation Act,
is teken as the public enterprise for the present purpose.

These are excluded because their cost accounting and
financial statements are not separated from the parent
adméaiatrativo department of His Majesty's Government.

Nepal Ragstra Bank, the Central Bank of the country
conatituted under zha Yteial Acgt, Nepal Rastra dank Act, 1955,
which occupies a special position and plays a vital recle in
the country's development efforts, has been excluded because
it is more eom{arnbla to a public inatitution, and not run
on ;oamercial ines.

dee ; 4 pal
uorporation d ‘orv ee Centre,
Kathmandu, 1977, pp.1321 (herninateor rofarrod to as CCC Report).




19

Classification : functionsl and orzenisational
The functional and otganicational classification of public
ontirprisoa is sn important aspect of structure of public
enterprise. In this section, this aspect shall be studied
under : (a) functional classification, (b) organisaetion form,
and (c) market situation.
a. Fungtiona) Classifigation
In Nepal there are forty-five public snterprises
that fall within our definition. Thelr areas of activities
are 3o diversified that we shall make an attempt to analyse
them for the present purpose under seven major groupings
based upon the nature of fungctions :
I. Trading :

1. Agricultural Inputs Corporation

2. VNepal Food Corporation

3. Nepal Uil Corporation

L. National Trading Limited (NTL)

5. Cottage Industries and Handierafts Gmporium

6., Puel Corporation

7+ Jute Development and Trading Corporation

8. Janakpur Paddy and Rice Export Company

9. Koshi - 40 =

10. Sagarmaths - do =~

11. Lumbini - 40 =

12. Narayani - do -

13. MQCh’. - do -
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IT. Manufagturing s
1. Timber Corporation of Nepal (TCH)

2. Agro-lLime Industries
3. Birgunj Sugar Factory Ltd
4. Janakpur Cigarette Factory Ltd
S. Banswari Leather & Shoe Factory (BLSF)
6. Brick end Tile Factory, Harisiddhi
7. Nepal Tea Development Corporation (NTIC)
8. Agricultural Tools Factory Ltd.
9. Dairy Development Corporation (DDC)
10. Raghupati Jute Mills Ltd.,
11. Royal Drugs Ltd.
12, Balaju Textiles Ltd.
13. Hetauda Textiles Ltd.
14+ Nepal Cheuri Ghee Ltd.
III. Financing @
1. Repal Industrial Development Corporation (NIDC)
2. Agricultural Development Bagk ( ADB)
3. Rastriya Bsnijya Bank
L. Rastriya Beema Samsthan
5. Provident Fund Corporaticn

1. FRoyal Nepal Airlines Corporation (RNAC)
2. WNepal Transport Corporation

3. Nepal Telecommunication Corporation

be ‘Nepal Transit & Warehousing (P) Ltd
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V. Elegtricity
1. Nepal Sloccrieity Corporation
2. Eastern Eleectricity Corporation

VI. Construgtion
1. National Construction Company of Nepal (NCCN)

VII. Serviges or Misgellaneous
1. Gorakhapatra Corporation
2. Royal Nepal Film Corporation
3. Cultural Corporation
4. Ratna Recording Corporation

In the above sector-wise classification most of the enter-
prises are concentrated in the trading and manufacturing act-
fivities, though in every classification there is at least one
enterprise. Almost two-third of the enterprises fall {n these
two groups, In India too, there is a relative concentration
of companies in the manufacturing activity, though a few are
found in almost every other gategory as uoll.s In Nepal the
enterprises in the manufacturing sector are basically related
with the consumer goods, and we do not find any heavy industry
in this group. However, In India, there are also heavy and

basic industries in this group,

8
Ramanddham, V.V., ub i

in India, Asia Pub,House,Bombay, 1961,pe32.
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b. Qrzanigation form :

In Nepal the organisational form of public enterprises
can be grouped into : (1) Departmentel organisation,
(2} Development Boards, (3) Companies and (4) Corporations.
However, the departmental organisation and development boards
do not fall within our scope. The companies are established
under the Nepal Company Act, and the corporations under both
the general acts as well as the special charter acts. The
general acts include the Company Act, the Corporation Act,
Communicstion Corporation Act and the Commercial Bank Act.
The special charter acts are N.I.D.C.4ct, R.N.A.C. Act,
Provident Fund Act, Gorakhapatra Corporation Act, Nepal
Electricity Corporation Act, and Hational Insurance Corporation
Act.

The company form of organicoticn has dominated the public
enterprises in Nepal and there are twenty-six enterprises out
of forty-five, that is, 58% in this form. However, in terms
of general acts, out of forty-five enterprises, there are
thirty-eight which comes to be 84%. In other words, 84% of
the enterprises in Nepal are established under the general
acts like Company Act, the Corporation Aet, the Communication
Corporation Act and the Commercial Bank Act.

In Nepal there are nineteen enterprises which come under
the corporation form. This accounts 42 percent. However,
only seven .ntorprisol/that 13,16 per cent are constituted

under the special acts.
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The manufacturing and trading sector eanterprises are
basically found in the company form (see : Appendix Table
No.1 for eclear picture).

The corporation form has been most widely used in the
UK. and in other Commonwealth countries. But in the
continent of EBurope, in France, in Germany and in Italy
in particular, the company form has become more popular.
However, Mr.Hanson cbserves that the form, whether it is a
public corporation or a company or whatever form it may bde,

is 8 matter of tradition, of historical accident.

e. G £1. £ uatl

On the basis of market aituation, we shall endeavour
at making a classification of pudblic enterprises as covered
above. Though it is somewhat difficult to make an exact
claoaifiaatibn. it will broadly represent the situation
prevailing in the country. The classification may bde :
(1) Monopoly, (2) Duopoly, (3) Oligopoly and (4) Competition.

1. Monopoly - The enterprises falling in this category
include the statutory monopolies as well as monopolies by
reason of temporary absence of other producers in the country.
In this category there are twenty-two enterprises. They are:

Nepal ©leetricity Corporation, Eastern Electricity Corporation,

9‘ Hlnﬂon. A.HO’ el

op.cit. pp.25+26.
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Nepal Telecommunication Corporation, RNAC, Agrolime Industry
Ltd., Nepal Cheuri Chee Ltd., Nepal 0il Corporation, NTL,
Jute Development and Trading Corporation, eight paddy and
rice exporting companies, Nepal Transit and Warehousing Ltd.,
Nepal Insurance Corporation, Royal Nepal Film Corporation,
Provident Fund and Ratna Recording Corporation.

2. Dugpoly - In this category two producers: share the
entire product market. There are two enterprises in this
category, namely, Razhupati Jute Mills Ltd and Rastriya
Banijya Bank. Raghupati Jute Mills Ltd has to share the market
with the Biratnagar Jute Mills Ltd established in the private
sector and the Rastriya Banijya Bank with the Nepal Bank Ltd.,
2 mixed enterprise.

3. Qliogopoly - In this case, a few sellers share a
limited market. Birgunj Sugar Factory Limited, Timber
Corporation of Nepal, Janakpur Cigarette Factory, Brick &

Tile Factory Ltd., Dairy Development Corporation, Fuel
Corporation and NCCN come under this category. There are
certain other enterprises like Agricultural Inputs Corporation,
Nepal Food Corporation, NIDC and ADB ﬁhloh have privileged
market may also be put in this category. Thus, in this

Broup comes a total of eleven enterprises.

S0, a total of thirty.five enterprises come under monopoly,
duopely and oligopoly market situations. However, because
of their strong dominance ih the market , thege may well be

considered as the case of '"monopoly'.
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4. Qompetition - Under this category there are ten
enterprises which have to face intense competition in the
market. These include Agricultural Tools Factory Ltd.,
NTDC, Banswari Leather & Shoe Factory, Royal Drugs Ltd.,
Bslaju Textiles Ltd., Hetauda Textiles Ltd., Cottage
Industries and Handicrafts Emporium, Gorakhapatra Corpora-
tion, Cultural Corporation and Transport Corporation of

N.p.lo

Thus from the above classification, it is guite clear
that most of the enterprises in Nepal, that is, 78 per cent,

are in the nature of 'monopolies'.



Nepal was ruled by Rana autocratic ra-11§ for 104 years
(1846<-1951). It was overthrown by democratic forces in
February 1951. After the advent of democracy, with a view to
ereating an industrial atmospheres in the ceuntry, ta stepping
up the pace of economic development, to reducing the axcessive
reliance on agriculture and to increasing the national income
by bringinz about the proper balance and coordination in the
ill-balanced sconomy of the country, the First Five Yaar Plan
(1956-61) was launched. However, in this plan nothing was
mentioned regarding the establishment and role of public sector
enterprises. Still some enterprises, namely, Royal Nepal
Airlines Corporation, Nepal Industrial Developament Corporation
and the Timber Corporation of Nepal were established, ant the
management of the Raghupati Jute Mills Limited (established
in 1946) wae taken over by the government besause of its
failure to repay government loan. All the advanced loans were
eonverted into state shareholdings.

In December 1960 the political system in the country
changed in a significant way. The parliamentary form of
government was dissolved by the King. The King justified
his sction on the ground that the economic conditions of tihe

20
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country were fapidly dotoriorating and the welfare of the
common mass was being neglected under the presence of parochial
interest and a rapidly rising level of corruptions. He, then,
proclaimed the Partyless Panchayat Democracy under his guidance
and leadership and pledged the rapid development of society,
free from exploitation.

After the political change of 1960, massive drive was
launched to obtain maximum techno-economic cooperation both
on the multilateral and the bilateral level. This automatically
led to an expansion of the network and role of bureaucracy
significantly, It was at this stage the government felt the
need of innovating new institutional medium that could function
more on business prineiple rather than on the methods of
bureaucracy. Jhus, it was felt that a state-run enterprise
should be able to stand on its own for its development and
growth.

The First Plan in Nepal was launched without adequate
knowledge and clear objectives required for initiating a
development plan. Further the greastest mistake that eccurred
in the First Plan was that nc serious attention was paid for
executing the plan. Thus, much of the Plan remasined only on
paper and there was a great gap between the plan targets and
achievements.

Aftor the completion of the First Plan, the year 1961-62
was unusual, It was a non-plan year. However, during the year

three public enterprises - Ratna Recording Corporation,
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National Trading Limit;d and National Construction Company of
Nepal - were started.

T4l1l the formulation of Seeond Plan {1962-65) - a three
vear plan, the public corporation as an institutional vehicle
for economic development of the country was not accepted.

It was only in this plan that public sector enterprises as one
of the major scurces for resources for the government by way
of dividend profit was l-phaltscd.' It envisaged the increas-
ing role of eslready established National Trading Limited in
the field of expanding the Nepalese foreizn trade with other
countries in the future. It also aimed at the completion of
the construction of s Sugar Factory in Birganj and Cigarette
Faectory in Janakpur both under the Russian techno-economic
cogperation. However, there was nothing written in the plan
draft regarding the oltlbll;hnont of six other enterprises?
which were established in the public sector.

The Third Plan, operative from 1965 to 1970, suffered
from the ssme fate as its predecessors. While the industries
producing liquor, stainless steel utensils, cigerettes, matches,

shoes and progessed leather for which the plan included mno

1
See %ygig_§gggrgéfg published b{ His Majosty's Govern-
ment, Nepal, Nationa anning Council, 1902, p.29.
2
The aix enterprises were : Provident Fund Corporation,
forakhapatra Corporation, Nepal Electricity Corporation,

striya Baniiyc Bank, Transport Corporation of Nepal and
uel Corporation.
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target did extremely well, all the industries included in the
plan were far behind in production. The industries like
cement, paper, solvent extract, paint varnish for which |
targets were fixed in the plan were not even started. How-
ever, in the plan, HMO had given priority for the development
of basic industries in the public sector. During the plan
period, ten public enterprises were established.

During the Fourth Plan period (1970-75) a number of publiec
enterprises were established. Their number stocd at 19 includ-
ing eight paddy and rice export compsnies. In this plan the
government realised that the private sector investment is not

forthecoming as expected. The Fourth Plan document itself

For achievement of Third Plan zoals, see : Aaron
Wildavsky, "why Planning Fails in Nepal®, Administretive Soie
Quarterly, Dec,1972, Table 2,p.510 (Abstracted and condensed
frou‘cEDA. cycloatyiod by Dr.Prakash C.Lohani).

They include : Banswari Leather & Shoe Factory Ltd.
(under Chinese techno-economic aid), Agricultural Input Corpora-
tion, Cottage Industry and Kandlcrnft Emporium, Nepal Tea
Dovoiopment Corporation Ltd., Agricultural Development Bank
Agricultural Tools Factory Ltd. (Russian techno-economic li&),
National Insurance Corporation, Brick and Tile Fsctory Ltd.,
Chinese techno-economic aid), Dairy Development Corporation
under financial and technical loan from the Netherlands,
New Zealand and Denmark) snd Nepal Telecommunicstion Board
(now Corporation).
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makes it clear : "It cannot be said that the private sector
will set up all the basic and feasible industries capable of
meking special contributions to the industrial development
of the country. The Government will attempt to establish
paper, fertiliser and cement industries with the aid of

L

gradually selling them to the private sector in the rnturi§!~

In the year 1974, a New Industrial Policy was announced
in which the sphere of activities between the public and
private sectors was clearly demarcated. Under the policy,
the enterprises concerning defence and electric power genera-
tion and distrlbuiion was made the monopoly of public sector.
Regarding the basic industr;s. like iron and steel, chemical
fertiliser, cement and petroleium, H¥G reserved the right to
subscribe 51 per cent of the paid-up cepital (minimum) and
100 per cent (maximum). All the remaining industries were
to be assigned to the private or mixed sector. However, the
policy made it clear that public sector involvement will be
limited to 'large scale industries having more than five

million rupees of 1nvoatnsnc'.6

5
HMG, National Planning Commission, Fgurth Plan (1970-75),
Kathmandu, 1970, p.198.
[

See ; HMG, Ministry of Industry and Commerce,New Industrial
Policy, Kathmandu, 1974.
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During the Pifth Plan (1975-80) period it has been proposed
to set up four industries either in the public sector or Jjoint
sector which includes Rosin and Turpentine Plant, Magnesite
and F.H.P,Fertiligser Plant, Paper and Pulp Factory, and Cement
Factory. But, no progress has been recorded so far except
some preliminary works in case of cement factory. It hae also
been envisaged to implement the public sector projects already
initiated during the Fourth Plan., The production target
programme for six public sector enterpriges, namely, ﬁirgnnj
Sugar Faetori, Agricultural Tools Factory, Janakpur Oisdristo
Factory, Leather & Shoe Factory, Brick & Tile Factory and
Nepal Tea Development Corporation has been fixod.7 During the
plan period the government hoped to receive Rs.250 million as
profit from investment in public enterprises. But looking
at the past performance of public sector enterprises, one
would have toc be rather pessimistic.

From the foregoing analysis it becomes quite evident that
HMG has been placing emphasis upon the development of publiec
sector only when it could not attract the private capital.
Although the place of private sector has been clearly defined
in all the plans and a lot of facilities and concessions are

announced, the private capital has not come forward because

7
See : HMG, National Planning Commission,Fifth Plan
(1975-80), op.cit., PP.379-95. ;
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of the lack of faith in the government. There always exists
a wide gap between government policy and action. Such
inconsistent policy and political instability will not be
conducive to the economic development of the country.
Regarding the economic objective of the Panchayat Systenm,
our constitution says : "to establish a system that will
provide maximum participation of the general public in the
economic uplift of the country as well as to encourage
co-operative and private enterprise, and wherein no individual
or class is able to exercise undue economic pressure upon
another individual or elau."8

Thug the evolutionary trend of public enterprise in
Nepal indicates? that 'this form of institution i1s accepted
as a handy remedial tool to‘solvo some of the immediate
problems encountered by the government'. Government's
decision to establish pudblic enterprises for accelerating
the pace of our economic development was neither a part
of an overall development strategy nor was it based upon
any political ideology and perspective thinking. It was
rather prompted by occasional requirements and foreign ald

programmes. As & result, it emerged in the national sccio-

8 |
HMG,Ministry of Law and Justice,law Books Management
Gomgit“e. The Constitution of Nepal(Amended),op.cit.,p.9.

Also see : Rajbhandari,0. and /. ,Pathak,J.K.(Bd.),
m

"From the Editorial Desk," MWW.
No.6,0et, 1974, Kathnandu: Menagement Consultants OeyPPeV=VI,
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economic scene in a hotch-potch manner. lany instances can’
be taken in this comnection. At the moment let us take the
case of National Trading Limited. NTL was crtatod to handle
the commodity aid received from the socialist countries
especially People's Republic of China and the Soviet Union.
Prior to its establishment the commodities were handled by
HMG, Ministry of Industry and conmureo,_bopartmnnt of Commerce
and proceeds were handed over to the government to meet the
local cost components of the project executed by these
countries. But, soon the Department of Commerce faced many
operational difficulties in dealing with the situation and
it felt the need of creating a new organisation that could
deal with the problem more smoothly and independently.
Subsequently, NTL was created.

During the last dneadc; the public enterprises in Nepal
have grown like mushrooms, and to-day, it is & large and
growing family touching every corner of our economic life.
They constitute a large and critical aggregate of investment
spread over a wide field of aotivities ranging from selling
of rice, salt, sugar, firewood and cigértttoa to providing
of banking and financial facilities and flying of aeroplanes.
Despite the rapid growth, however, the performance of public
enterprises, from resource mobilisation point of view has
remained far below o expectation. For example, HMG received

Rseb.61 million as dividend profit during a period of eight
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' 10
years from 1964-65 to 1971-72. The maximum smount of

dividend received in a single year was 7:.0.795 million
in 1967-68, which was 1.07 per cent on & networth of ns.
7438 million., The minimum amount of dividend amounted
to 75.0.49 million in 1971-72 which was 0.38 per cent of
the networth of Rs.126.07 ntluon." Thus the objective
of creating public enterprises for augmenting internal
rescurces required for speeding the rate of our economic
growth has been primarily defeated.

In the year 1975-75. out of the total networth of fs.
979.3 million (43 enterprises taken togothor)'z, the
government received a dividend of 7:.3.0 million, that is,
0.3 percent on the networth.!J

The fact that the performance of public enterprises
are below expectation is evident from the criticism from
the Rastriya Panchayat (National Legislature) members,
economists and the research finding by a couple of research

agencies. HMG had also come to realise that something

10

Pathak,J .K. and Rajbhandari,0., E%gg%mm‘y%&
Study of Public interprimes in Nepal (under grants from

International Development Research (mntre,0ttawa,Canada)
Management Consultants & co.,Kathmndu,‘l‘)';h (unpubluhod;.
P«V. Only 25 major enterpriges were taken.

11

ibid
12 Tlhe
The data for ZJeti-Mahskali Paddy & Rige Export Company
and Provident Fund Corporaticn is not available.

13
Collected and estimated from the Profiles.
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needed to be done to improve the porforndncc of public enter-
prises. Thus a working group was formed by HMG in the year
1975 to study public enterprises in Nepal as regards co-

ordination between enterprises, thelir structure and working.

b

Consequently, the Corporation Coordination Gouncil' came into

existence in 1975.
Sixth Plen (1960-85) :

In order to extend an integrated service facilities to
srall, cottage and village industries through inntitutiohal
means, a separate Small and Cottage Industrial Development
Corporation has been planned to be established during the
forthecoming Sixth Plan Period (1980-85)15. Taking into con-
sideration the importance and reliance placed on these
industries and seeing the peculsrity of country's economy,
an institution of this type was long felt end even suggested.

During the Sixth Plan period, it has alsoc been planned

16

to set up a separate corporation for effective funectioning
of the existing industrisl districts in the oountry.'v
However, how far the proposed corporations will be effective
in fulfilling the objectives of their establishment is yet

to be seen.

14
It was an advisory body to ccordinate the different public
oug;rpriuoa in the country. However, it has recently been dissolved.
H¥G.,National Planning Commission 3ecretariat, Bagig Principleg

££T%hs_§l£&h.£lln.€1980—85).op.c1t.,p.63.

Pathak,J.K., & Financial Study of N.I.D.C. 3 A Case Study
(submitted to the Tribhuwan University in partial fulfilment of
th:y“-Com. Degree), Kathmandu,1969,p.37.

3ixth Plan, op.eit.,p.4b.



CHAPTER IV

NEED FOR PROFIT AND SOME ASPECTS OF FINANCIAL
PERFORMANCES OF PUBLIC ENTERPRISES IN NEPAL

In the introductory chapter we have explicitly mentioned
that in the absence of other specific criteria for evaluating
the performance of public enterprises in Nepal, profitability
ghould be emphasiged., Here, in the following sections, we
are planning to put forward the case for profitability for
various reasons, rationality of applying profitability test
in Nepal, and finally, proceeding on to the evaluation of some
of the aspects of financial performances of Nepali public
enterprises. As noted earliir, financial data indicate the
performance of public enterprises in both the developed as

well as developing countries.

1.  Profitability

Most of the dovclopihg countries are attracted by the

idea of state monopoly for the sake of generating -urplusol‘@r

i

Surplus is a part of the value of a product which directly
re-enters the economy to {inance further growth. This {is
estimated by the surplus in product value over and above
paymentg for material inputs and employee compensation. It
consists of the payments by public enterprises to the exchequer
through direct and indirect taxes and through dividends and
levies from its post-tax profits. .

36
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further reinvestment. 4s stated, profit may be taken as cne
of the criteria for evaluating the performances of public
enterprises. But the question as to whether the public enter-
prises should aim at generating aurplq- or net is really a
controversial and much discussed question. Different vi;wa
exist in favour of and against this crucial question. We
shall first summarise the views of different authorities in

this regerd and then analyse the situation in Nepal.

Necessity of Profits in Underdeveloped Countries

The traditional concept that the public enterprises should
not make any profit on the ground that they are meant to serve
the people is totally irrelevant, and not appealing in present
days when people are so anxious for achieving an increase in
their standard of living in the shortest possible time. In
fact, in an underdeveloped country, where there is extreme
shortage of capital and the rate of capital formation is
negligible, and much of the developmental activities have, of
necessity, fallen on the state, public enterprises should be
called upon to play a more positive role in the nation's
economic development. If the government is able to realise
some surpluses from public enterprises to finance developmental
activities, the revenues from taxation could be diverted to
meet other non-investment activities. In this connection the
UsN,.Seminar stated that "induatrial enterprises . . . should
normally aim at something very much more than s break-even

position as they can be expected to contribute significantly
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to the process of capital accumulation, the surplus being either
ploughed back into enterprise itself or made availublo"f%r other
enterprises through the Ministry of Finance or Treasury. At
énothor place it concluded that "in promoting domestic saving

and enauring proper investment public enterprises have an
important role to play. They may operate so as to raise surplus
which will be available for investments in the same enterprise
or elsewhere in the oconomy."3 The Rangoon Seminar on "Organisa-
tion and Administration of Public Enterprises™ held under the
auspices of ECAFE (now ESCAP) had also come to the conclusion
that public enterprise should make a profit. Their main con-
tention is that in the underdeveloped countries there exists
scarcity of capital and a portion of the surplus made should be
made available for the 1ndustfial development in the country as
@ whole and the other portion should be ploughed back into the
industry itself for its further expansion and growth.k So, the
U.N.Seminar reports clearly stress the generation of surplus
for the industrial development in the country and for further

expansion and growth of the concerned ohterpriao.

L
See Hanson,A.H.,(Ed.),Pubggs Enterprise ; A gfug¥ of
anisation and M m n G : Collection
of Ranzoon Seminar Papers), Brussels : International Institute
of Administrative Sciences, 1955.
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fits £ i f th r

In the U.K., there are some economists who are in favour
of earning as much profits as possible. The profit is necessary,
they argue, for the expansion of the concerned enterprise,
for the welfare of the worker and to contribute to the national
revenues. They have alleged that the prices and profits in
nationalised industries have been deliberately kept low and
there has been a wasteful use of the products of these industries
and this has distorted investment allocation.

Regarding earning of‘profits by the public eﬁtorprisns.
I.M.D.Little states that the larger the public sector, the
more important it becomes that this sector, taken as a whole,
should earn profits. These profits would be required mainly
to finance the expansion and AQVolopmcnt of the industries
concerned. It is also equally necessary to contribute to general
revenues, He suggests that profits be used partly for expan-
sion and renewal, partly for workerz welfare snd partly for

augmenting the national revenues.

Should Profits of Public Enter-
prises be Comparable to Private

The Conservative Government in their 1961 White Paper

stipulated that profits and returns in nationalised industries

5
Little,I.M.Do, A u f Econom (Second

edition), Oxford, 1957,p.184.
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should be more comparable with those in the private sector.

If profits are lower in nationalised industries, the government
has to support for its expansion and growth, and as a result,
nation's savings will be diverted to nationalised industries.
In 1967, the British Government published a new White Paper

on Nationalised Industries : A Review of Economic and Financial
Objectives. It started from the position that nationalised
industries should be operated basically as commercial concerns
and have the objective of promoting an efficient allocation

and use of resourcqpé It was also indicated that investment
should be directed to those activities where the expected
returns were greatest. As a part of more specific guidslines
industries were expected to cover fully their accounting as
well as operating costs and sb avoid deficits.

The efficient allocation of resources can be achieved
only if the rate of profit in public sector industries is the
same as in private industries. A public enterprise should
be able to provide a rate of return on capital compsrable with

that earned by a private onterpriao.a

6
Webb,G.Michael, The_Egonom f N ed In ries,
A _Theoretical Approach, London : Nelson, 1473, p.87.
Thomas,W.A., The Finance of British Industry, 1918-1976
Longon,197a. p.247. Sl '

Turvey,R., Eeconomic Analysis and Public Enterprises,London :
George Allen nwin, 1971, p.17.
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Erofits and Qther Sources

f rnm Re

Hagson supports rather in a different way the:view that
public enterprises should earn profits. To him profit eam-
ing is necessary to redistribute income. If the enterprise
mskes no profit, government has to provide all the funds.
The latter has to reise the necessary funds by increasing
taxation or by inducing inflation, which is always dangerous
or throuzh public borrowing. If it is possible to raise
capital through public borrowing, the effect will be to
redistribute in favour of the wealthier members of the
community.9

The profit objective of the public enterprises has also
been supported on the ground that it will help to reduce
public debt. If public enterprises sell their product at a
logs, 1t will give riqe to private income, and govo;nmont,

on the other hand, has to borrow from private people for

investment on development projects.

Profit tgb the establishment of
8 _Socialistic Pattern of Society

The All India Congress Committee in its Qoty Seminar

Report has stated, "State enterprises are not invariably

9
Henson, A.%., Public Enterprises and Hgongmig Development,

op.cit., pp.436-37.
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social utility concerns. They have to serve as important
media for raising resources for development.” It also held
the view that in the conditions of an underdeveloped country,
there should be no objection in theory to the use of state
trading to finance development. It felt that state trading
and/or differential taxation should be extended to selected
commpdities which yleld a huge margin of profit.1° In the same
Seminar, while presenting his paper, Dr.V.K.R.V.Raoc saild

that public enterprises must be carried on a profit-making
basis. He adds that net only in the sense that public
enterprise must yield an economic price, but must also get

for the community sufficient resources for financing a part

of the investment and maintenance expenditure of the gOVanmont.i’

Dr.Rap had expressed his views keeping in his mind the esvablish-

ment of soclalistic pattern of society in India in future.

Generating Surplus a h ial Eeconom
In socialist scoieties, like the U.S.5.N., Yugoslavia,

and so on, profits have an important place. The difference

0
All India Congress Committee, Congress Planning Sub-Committee,
Report of the Ooty Seminar (May 3Q-June5,1959),New Delhi, 1959,p.27.

11
Rao,V.K..V., "Prices, Ingcome, Wages and Profits in a
Socialist Society”, All India Congress Committee, Congress
Planning Sub-Committee, ty Seminar(M Q=Jdune 5,1959),

Papers Discussed, Hew Delhi, 195G,p.170.
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between the economic price and social price would be what may
be called planned profit. There, the individual enterprises
are permitted to retain a large share of surpluses mainly to
build up the financisl resources needed for following their
own independent investment policies which helps to increase
productivity.'? In such socleties, a predominant part of the
revenue is derived from the profits of public enterprises or
from taxes on the products of public enterprises.

In the U.S.S5.R., normally, only about 10 per cent of the
public revenuewis derived from taxation and loans and the
remainder from the éroflta of national enterprises and the
turnover tax on the preducts of public ontorprlnos.13 It clearly
shows the importance of profits from the public ontcrbrisoa in
USSR, In this way, the socialist industrialisation rests on
the profitability of public enterprises. They have been quite
helpful in making the process of economic development self-
financing.

Even in predominantly private enterprise economy, public

enterprises have appreciably contributed to the state revenues.

12
1b1d .y pp. 173‘7“ .

13
Deshpande,R.A., "Pricing Policy of Public Enterprises”,

The Indian Journal of Pu blic Adminisgtration (J gg.-ug;nn,zgggl.
ew Delhi, p.53.
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Some of the Latin-Americen and Middle Eastern countries obtain
substantial revenues from public enterprises in the form of
profits. In some countries of South-East Asia and the Far
East, state ownership covers not only some: basic induatries
but alse trading in certain major articles of export which
offar scope for substantial profits. In Cuba, Philippines and
Puerto Rico, profits made in the government or government
sponsored projects and enterprises are deliberately used as
a source of finance for further development. In Burma, state
trading and state m9nopoly in rice and timber has been
responsible for siseable revenues to the exchequer. In a
similar way, the monopoly of export trade in rice and fiscal
monopoly in opium and tobacco have made remarkable contribu.
tion in the case of Thailand's econoly.‘h

Thus it is quite clear that whether it is a developing
economy or developed one, capitalist, socialist or mixed,
profit is necessary at least to keep the enterprise going
and to contribute minimum towards the development of the
country. If it does not generate any surplus for its own
expansion and development, it cannot keep going and becomes

a 'permanent liability' to the state. In fact, "the essential

14
Shamanna,K.,"Price and Profit Policy in Indian Public
Enterprises®, A.I.C.C. Review (M 2,196
New Delhi, po) .
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purpose of any enterprise is not to be a liability but to be
an aasot“.1sochervion. it becomes a constant burden on the
tax payers,

The principle of 'generating surplus' has to be followed
if the public enterprise has to work in collaboration with
local or foreign private parties, The private parties do not
agree to invest their funds or permit the use of their patent
rights or anything without being adequately rewarded for the
same.

a g S

However, it has also been equally argued that public
enterprises should not be a surplus-generating agency.

It 1s pointed out that the aim of public enterprises
is not to work for profits buﬁ to serve the public interest.
Now, the question arises : What is 'public interest'? If the
term 'public interest' is interprated to include all policles
that aim at the rapid nxpoﬁuion and growth of the economy,
and all measures that help the fulfilment of the targets of
the plan, there would be no contrudietiaﬁa between profits
out of publie enterprises and serving the national interest;

because, profits help to serve the national interest.

15
Hanson, A.H., r Problem Pu E ri

op.cit., p.16.



46

The argument against profit earning by the public enter-
prise is that 1f a policy of profits is followed once, it may
. be a constant source of temptation for the government to raise
prices of the products of public enterprises to meet its
inereasing needs for revenues. This will lead to the expleita-
tion of consumers through the monopoly power enjoyed by the
public enterprises. In this way, the poor consumers will have
to be at the mercy of the state. "Public enterprises generally
have some degree of monopolistic power and s directive to
maximise p;gtita would inevitably lead to 'exploitation' of

o
consumers.

The profit motive of pudblic enterprise is sometimes
rejected on the ground that public enterprise can serve the
society in e better way even it they do not generate surplus.
For example, the public enterprises running at deficits will
be making a contribution to the welfare of the community
through the selling of cheap gas, electricity, transport,
water and postage, Say, if high prices are charged on public
utilities like electricity, transport,etc., they would raise
the cost of production of those commodities for which these

constitute inputs. The rise in the prices of finished goods

16
Reed,P.V¥., B m Pub B » Llondon :
Butterworths, 1973,p.3.
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will have inflationary tendencies. So, it may be suggested
that in consumer goods industry, the 'surplus price policy’
may be followed, and in the intermediate and capital and basic
goods, the 'break even' one.

The public enterprises will always be tempted tc hide the
inefficiency and the resultant higher costs by raising the
prices. S0, it 18 said that the profit motive of the enter-
priaoi should be abandoned.

Stephen A. Marglin, after weighing the pros and cone of
generation of resources by public enterprise, concludes that
the possibility of recovering costs through revenue should not
necessarily be decisive in the allocation of investment funds
nor should the cost recovery ;otormino price policy of public
enterprises once they are in existence. i

Now, taking into account the arguments in favour of and
against profits-making by public enterprises, it can be said
that profit should be generated at least for the existence
of the concerned enterprise and for fingncing the esconomic
development of the country. In fact, it should be made as
one of the criteria for evaluating the performances of public

enterprise. In its absence the enterprise will be a constant

17
Marglin, Stephen A., "Pricing Policy for Public Enterprises)
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burden to the government and has to be subsidised through tax
payers' money. But the prices of the basic inputs necessary
for the industries should be regulated by the government.

The government should make it clear tkat the amount of surpluses
it expects from various enterprises taking into account the

objective of enterprise, its constraints,etc.

2. al £ ng Prof T
in Nepalese Public Enterprises

In the absence of any set ¢riterie for evaluating the
performances of public enterprises, the eriteria of profitability
may be used in the context of Nepal. This is consistent with the
national objective, |

A public enterprise in Nepal is virtually established with
the explicit objective of augmenting internal resources to
supplement government's development budget. Earning a fair
rate of return on assets i1s, therefore, one of the desiderata
of Nepalese public enterprises. But at this stage it would
be proper to ask the question whether earning surplus is
compatible with the national economic goal. The answer is
definitely in the affirmative for people have postponed certain
immediate or long-term use in setting up a public enterprise .
Actually, the question should not be whether there is need for
earning certain level of profit on investment in a given economy
but it should rather be who is to receive it. In the present
context of Nepal, all profit that a public enterprise rmakes

gzoes partly to the treasury of His Majesty's government
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by way of dividend payment which is meant for further economic
growth of the country and certain amount is apportioned for
various reserve funds by way of retained earnings. The amount
so apportioned could be used any time for further expansion
and improvement of the enterprise. Therefors, the debate
should not be about the correctness of earning the profit.
It should rather categorically be emphasised that every
enterprise should earn a specific rate of return on investment.
Finally, it would be appropriate to quote here, J.K.Galbraith,
"If I had to lay down a measure of performance for the publicly
owned corporation in the developing country, it would be the
earnings that it is able to put into its own expansion. The
most successful form would bq the one which by its efficiency

and drive finds the earnings that allow it the greatest growth."'s

3. Finanegial P f Publ rige

In this section we shall mainly analyse the contribution
to the national treasury, returns on net capital employed and
networth, and the dividend pay-ocut ratic. As stated earlier,
for the purpose of analysis, the enterprises have been grouped

under seven categories.

18 .
Galbraith,J .K., Address on "Pub A nd Pub
Sogggz“ at the indian Institute of Public Administration,
ew Delhi, August 25i1961 (quoted in V.V,Ramanadham's book,

"The Finances of Public Enterprises, Bombay, Asia Pub.House, 1963,p.24.)
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a) Trading Sector - State participation in trading
sector in Nepal started when National Trading Limited was
established to handle the commodity aid received from the
socialist countries. At present there are 15 enterprises
under this category.

In the year 1972-73, there were six enterprises under
the trading sector, namely, Agriculture Inputs Corporation,
Nepsl C41 Corporation, National Trading Limited, Cottage
Industries and Handicrafts Emporium, Fuel Corporation and
Jute Development and Trading Corporation. In 1373-74, no
additional enterprises under thin category was established.
In the year 1374~-75, Hepal Food Corporation and eight other
paddy and rice export companipa were established. However,
the data for one of the rice and paddy exporting companies,
namely, Seti-Mahakali Paddy and Rice Export Company Limited,
is not available. 30, under this category, we shall analyse
the rest fourteen enterprises.

b) Manufacturing Sector - State intervention in
manufecturing sectors in Nepal began with the takeover of
the management of Raghupati Jute Mills Limited. 1In this
category, there are aleogathef fourteen enterprises which
come under our definition.

Till the year 1972-73, there were seleven enterprises
under this category, namely, Timber Corporation of Nepal,
Birgunj Sugar Factory Limited, Janakpur Cigarette Factory Ltd.,
Banswari Leather and Shoe Factory Limited, Brick and Tile
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Factory Ltd., Nepal Tea Development Corpeoration, Agricultural
Tools Factory Ltd., Dairy Development Corporation, Raghupati
Jute Mills Ltd., Balaju Textiles Ltd., and Royal Drugs Ltd.
In the year 1973-74, there emerged one more company engaged
in manufascturing activities, namely, Agro-lime Industry Ltd.,
In the year 1974-75, two companies, namely, Hetauda Textiles
Ltd., snd Nepal Cheuri Ghee Industry Ltd.,, were added to the
msnufacturing sector, making a total of fourteen industries
under the manufacturing category.

c¢) Finanging Sector - Under this category, since the
year 1972473, there were five enterprises, namely, K.I.D.C.,
A.D.B., National Insurance Corporation, Ragtriya Banijya Bank
and Provident Fund Corporation. However, the Provident Fund
Corporation does not have any'oqnity capital.

d)
1972-73, there are four enterprises under this category,

r -« 3Since the year

namely, Naepal Telecommunication Corporation, R.N.A.C., Nepal
Transport Corporation and Nepal Transit and Warehousing Ltd.,
o) Elsgtricity Sector - Till the year 1973-74, Nepal
Electricity Corporation was the lone company under this
category. However, in the year 1974-75, the government
created Eastern Electricity Corporation by taking over the
ownership of Morang Hydro-electriec Supply Co., and Dharan
Electric Supply Company. So, there are only two enterprises

under this category.
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f) Construction Sector - Under this sector, there is

only one enterprise, namely, National Construction Company
of Nepal (N.C.C.N.).

g) Miscellsneous Segtor - Finally, under this secter,
there are four enterprises, namely, Roysl Hepal Film Corpora-
tion, Oorakhapatra Corporation, Cultural Corporation and
Ratna Recording Corporation, operating since the year 1972-73.

Now, in the following sections, the sector-wise and
aggregate financisl snalysis shall be made. The analysis
has been broadly grouped under four groups : (1) Composition
of Capital Funds Investment, (1) Magnitude of Oross Savings,
(41i) Contribution to the Treasury, and (iv) The rate ¢f return
Analysis. _

i) Composition of Capital Fund patment - The capital

funds investment in Nepali Public Enterprises is in the form
of paid-up capital, long-term loans, subsidies, reserve

funds and undistributed profit and loss. The capital funds
investment has been classified into two terms - Gross Total
Capital Funds Investment (GTCFI) and Total Capital Funds
Investment (TCFI). The GTCFI refers to the total of all
types of investment in the form of paid-up capital, long tem
loans, subsidies, reserve funds, and undistributed profit

and loss. However, TCFI meansg GTCFI minus share capital and
long-term loans contributed by the parent or shareholding
public entarprises which come under our definition., In Table 1,

we shall present the composition of capital funds investment
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Zable No, 1

Cempoeition of Capitel Funds Investment
(Rupees in Million)

[] [ [] [] [] [} *
Sector Sguisy Capitel Leng Term Loans Subsidies and Baseczve Funda Sxoas lotal Ca- Zotal Capitael
Srants L4t and Loss (- w fnu-’nnnun
) (¢RI
1972/ 1973/ 1974/ 1972/ 1973/ 1974/ 1972/ 1973/ 1974/ 1972/ 1973/ 1974/ 1972/ 1973/ 1974/ 1972/ 1973/ 1974/ 1972/ 1973/ 1974/
73 74 4] 73 “ T ™ 14 ™ T3 T4 ™ T3 74 ™ T3 T4 TS T3 74 7%

A re A

Trading 42,8 44.4 93.1 3.5 5.8 0.5 2.7 99 0.2 18.9 19.0 272 =02 «Ted 0.5 67.7T T1.9 125.5 62.3 55.8 111,08

Manufactur- 139.1 153.3 166.0 12,0 9.7 31.0 3,1 4.8 4.9 51.4 60.4 69.9 =13.9 =12,5 =11.8 191.7 215.7 260.0 180.5 212.5 253.7
ing

'M‘u "2.0 184.7 202.5 “o‘ '”o, 138.4 0.5 1.1 2.0 9.2 13.4 16.8 0.3 1.0 0.9 210.,6 320.5 360.6 210,.6 320.5 360.6

Transport & 133,9 139.4 144.7 110.1 128,5 121.4 - - - - - - ©20,5 «23.4 «17.T7 223.5 244.5 248.4 223.5 244.5 248,.4

Communica~

tion

llntr:lotty 25.6 25-‘ ”‘o‘ 10‘0‘ ‘0‘5!1 N - - L 2.9 4.0 50‘ N =0,8 =19.1 134.9 ‘”05 261.1 134.9 134.5 2‘0-’

om‘m. ’.o ’.o ’.0 - - - - - - 2.5 1.‘ 1.‘ ‘.2 2.0 -", 601 1’.1 8.0 ‘o? 12.1 a.‘

tion

Miscella~ 5.2 9.5 19,0 - - - - - - - - - o0s1 «1,2 «1,6 5.1 8.3 17.4 5.1 8.3 17.4

neous

Total 501.6 559.9 902.9 280,66 370.0 29%.3 6.3 15.8 Tel B4.9 103.9 126.6 =33.2 =42,1 «5C.1 £40.2 1007.5 1298 823.6 909,21261,6

Annuel Increment of TCFI in amount and percentage within brackets - 165.6 272.4
(20,9 (27.5)

Share of TCFI on GTCPI (4in percentage) 98,0 98,2 908.4

NHotegt V. Sourcet Compiled and ocaloulated from the Profiles.
2. GTCPI = Total Equity Capital ¢+ Long-term Loans + Subsidies + Reserve Funds + Undistributed Profit/Loss.
3. TCPI = GTCFI « Inter-Corporation Investment,
4, N, Stands for negligible, whioch is less than 0,05 million,
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in tﬁe public enterprises of Nepal. The table shows a continu-
ous upward trend in the GTCFI as well as TCFI., The percentage
of TCFI on GTCFI has been steadily inereasing and has always
baen sbove 98 percent.

The TCFI has recorded an increase from R:.823.6 million in
1972-73 to ™.989.2 million in 1973=74 &nd Re.1261.6 million in
1974-75. In other words, an annual increment of 20.1% in
1973-74 over 1972-73, and 27.5% in 1974-75% compared to the
year 1973-74 has been recorded. Such a rapid inerease was
mainly due to the transfer of assets from HiG to public enter-
prises including the transfer of foreign aided projects,
ereation of new pudblic enterprises, and long-term loans
obtained from foreign agencies toc ¥.I1.D.C., A.D.B., Reghupati
Jute Mills,ete.

Regarding the composition of the capital funds investment,
the equity share constitutes the largest share, that is, above
€0 per cent in all the years., Long-term lcane which has the
second largest share in the capital funds investment exhibits
a fluctuating trend between 20 and 37 percent. The reserve
fund amount shows en increasing trend. But locking at the
table, the distressing point is the increasing amount of
negative undistributed profit and loss figure. The amount
of subsidies and grants is quite {luctuating. So, the increas-
ing amout of capital funds investment and negative undistributed
profit and loss shows that despite increased amount of invest-

ments, the public enterprises are doing badly.
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(11) Magnicude of Urgss Javings - Uross saving is one

of the most important indicators of public enterprises, and
consists of two components, namely, depreciation and retained
earnings. It represents the source of internal financing for
the expansion and growth of the enterprise. So, a higher
rate of retained sarning indicates the financial soundness

of the enterprise. However, the magnitude of internal fin-
ancing depends upon the profitadbility, and the dividend
policy of the enterprise., In Table 2 the gross savings and
its components in the Nepali! public enterprises has besn
presented.

The Table 2 shows that over the period under analysis
there has been @ gradual doel}ne in the growth of retained
earning= of the public enterprises in Nepal. Its share to
gross saving has sharply declined from 31.7% in 1972.73 to
17.8% 4n 1974-75. Such a sharp decline was due to the huge
losses incurred in tha slectricity sector, and the increase
in the amount of deprecilation.

Over the years, the depreciation figures have been
showing a constantly increasing trend. There has occurred
a sharp inerease in the year 1974-75 as compared with the
earlier yeara, This was primarily because of the growth
of assets over time, espscially in the electricity sector.
To note here, there has not been any change in depreciation

poliey.
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Zakle Ho, 2
dasnitude of Cross cavingas
(Rupees in Million)
Sester Zeupreoiantion ; Betained Zerninge ) Sroes Savingze ) £ of ietained Jerninge gver

Sxroee avinge
1972/73  1973/74  1974/75  1972/7T3  1973/74 1974/T5 1972/713  19713/74 1974/75 1972/73  1973/74 1974/75
(On the aggregste)

Trading 1.5 1.5 2.1 4.9 =8,3 1.2 60‘ °‘08 3.3 - b b
-.nllf-.t”- ’o‘ 9.‘ 806 12.6 ‘6.’ "‘4 2200 25.‘ 22.0 - - -
ing

FPinancing 0.5 3.6 0.9 4.1 3.6 14.2 4.6 7.2 15.1 - - -
Transport & 16.9 18.1 17.2 =9.5 «2,6 5.6 T.4 15.5 22,8 - - -
Communioca~-

tion

Bleoctricity Jed 4.6 21.0 0.8 Q.2 =20,5 4.2 4.8 0.5 - - -
Construo- 1.3 1.8 4.5 1.9 3.8 =1.5 Je2 5.6 3.0 - - -
tion

Miscella~- 0.1 0.1 0.3 =0.5 -1.1 «0.6 0.4 =1.,0 «0,3 - - -
neous

Toteal 33.1 38.8 54,6 14.3 11.9 11.8 47.4 50.7 66.4 3.7 23.5 17.8

Sources Collected and calculsted from the Profiles.
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So, from the above analysis, we can safely conclude that
the fixed assets of the public enterprises of Nepal have not
been properly utiliged. It seems the fixed assets management
is the weakest point in Nepali public enterprises. It has not
received due and serious attention as yet.

Regarding the position of gross savings, the table makes
it clear that the total gross savings are also increasing
over time. This has become possible due to the increasing
share of financing and transportetion and communication
sectors. However, the gross savings in other sectors are
either declining or at least {luctuasting.

The data tabulated above is sufficient to show the fact
that the public enterprises in Nepal have not been able to
increase the share of rotaincﬁ earnings over the gross
savings. As a result, the enterprises have not been abdble
to finance the expansion and growth from the internal sources.
In Nepal, as we shall see later, most of the public enterprises
are either running at a loss or earning a negligible profit.
So, the enterprises are not in a position to retain funds
and employ them to earn higher returns because of low profit-
ability. However, in the advanced capitalist countries like
the U.K. and U.S.A., internal resources account for over

70 percent of the total resources for corporate finance.

111) Contribution to the Treasury - The public enter-

prises in Nepal contribute to the treasury in the form of

direct taxes like income tax, indirect taxes which include
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excise, sales tax, custom duty,etc., interest on Government
loans, royealty and dividend. Table 3 shows sectoral origin
of the public enterprises' contribution to the treasury and
its index. It is evident from Table 3 that the share of
indirect taxes was the largest in all the years. It was
Re,75.0 million 4in 1972-73, and rose to R.235.5 million in
1974-75 which is 83% of the total contribution for the same
year. The institutionalization of import of petroleum
produets in 1973-74 and the institutionalisation of paddy
and rice export business under public sector in 1974-75
were the contributing factors towards the increased amount
of indirect taxes. The second largest contribution is in
the form of direct taxes. It was Ns.29.7 million in the year
1974~75 which is higher than broacding years. The rise is
attributed due to the profitability of paddy and rice export-
ing companies. The direct taxes in the year 1374-75 1is
10.5% of the total contribution for the same year. The
contribution in the form of dividend, interest, and royalty
is quite marginel. |
Looking at the sectorsl origin of the contribution of
public enterprises, the trade sector has contributed the
highest for all the years. It was Rs.38.7 million in 1972-.73
and increased by slightly over three times in 1973-74.
It further recorded an increase in 1974-75 over the earlier
years. In the year 1974-75, it stood at Rs.181.5 million
which is 64% of the total contribution. The second largest
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Zgble Ho, 3
Zinaneiasl Contribution $9 the Treasury

(In Million of Rupees)

seater Dividend = DRirest Texes = Indirect Taxes Intersst = Reyalty  Zotal Contribution snd Indes
Index
for Index Index
1972/ 1973/ 1974/ 1972/ 1973/ 1974/ 1972/ 1973/ 1974/ 1972/ 1973/ 1974/ 1972/ 1973/ 1974/ 1972/ 1972/ 1973/ 1913/ 1974/ 1974/
73 74 75 3 T4 75 73 T4 5 73 74 75 3 74 75 73 zs; 74 74 75 75
0

- A A A A

Trading 0.4 - 0.3 53 0.4 20.9 32,9 120.9 157.9 N W 2.1 0.1 0.1 0.3 38.7 100 121.4 311 181.5 469

Manufaotur- 1.7 3.0 1.1 2.3 1.9 3.4 3608 42,1 69.7 0.7 0.7 1.4 33 2.5 2.5 44.8 100 50.2 112 T8.1 176
ing

rmom °.‘ 1.0 '.6 1.7 2.2 4.8 - 0.2 0.2 ‘09 2.4 2.6 - - - 3«7 100 5.8 ‘58 9.2 251
!'rmport & - - - 0.1 0.1 0.6 33 4.6 3.7 0.3 0.8 0.9 - - - 3.7 100 5.5 145 9.2 137
Communica-

tion

Bleotrieity Q.1 - - 0.3 = - 0.7 0.9 2.2 = - ~ 2,8 3.2 5.5 3.9 100 4.1 104 7.7 196
Construo= 0.3 0.3 - 1.1 1.2 - 1.1 - 1.7 - - - - - - 2,5 100 1.% 61 1.7 "
tion

Miscella= - - - - - - 0.2 0.1 0.1 - - - - - - 0.2 100 C.1 50 0.1 27
neous

Total Con- 2.6 4.3 3.0 10.8 508 29.7 15.0 ‘6808 235‘5 2.9 3.9 7.0 6'2 5.8 8.3 9705 100 ‘”06 19’ 283.5 290
tributioa

Notes: 1., Source: Compiled and calculated from the Profiles.

2, N, Stands for negligidle, which ie less than 0,05 million.
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contribution comes from the manufacturing sector. It was
%.44L .8 million in 1972-73. and inereased slightly in the
year 1973-74, reaching %.50.2 million. There was a further
rise in the year 1974-75 reaching n.78.1 million which s
28% of the total contribution. So, the two sectors -
trading and manufacturing - combined together share Y2%
of the total contribution in the year 1974-75. To note here
these two sectors only agcount 22% of the total net capital,
employed for the year 1974-75. Other sectors like finarce,
electricity and transport and comaunication have contributed
marginal amount. The amount contributed by construstion
and miscellaneocus sectors is quite negligible and decreasing
over time. On the whole, the total contribution has almost
trebled in the year 1974-75 compared with the year 1972-73.
The above analysis makes it clear that the contribution
by the public enterprises to the Treasury has been on the
increase, and of course, this is an index of their better
performance with the passage of time. But the contribution
in the form of dividend is quite poor. In case of other
forms of contribution to the Treasury, even the private sector
was contributing prior to the institutionalization of some
of the items like the petroleum products, and pqddy and rice
trade. When judged from this angle, we should hesitate to
mark the performance as "better", The only thing the govern-
ment has done is that it has taken over the trade of certain

items from the private sector and channelized through certain
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institutions. However, the data is not available to compare
the magnitudes of financial contribution from two altermatives
in order to get an 1dea regarding which alternative (private
or publie) is more effective means of resource mobilisation.
S0, at this stage, it is difficult to say that public enter-
prises have become a8 more effective means of mobilising
resources needed for accelerating the pace of our econcmic

development.

iv) Rate of Retumn Analysls

In this section we shall make an attempt to analyse the
rate of return on net capitel employed and networth and the
dividend pay-out ratio. The rate of return is based upon the
gross profit before tax figuril. The term "net capital
employed' covers the total of net fixed assets plus working
capital, working capital being the excess of current over
current liabilities. The networth has been calculated by
adding up capital, reserves and undistributed profit and loss.

Rate of return on net capital employed is the broadest
measure of overall financial performance of an enterprise.
In fact, a high rate of return is an indicator of finanecial
strength. In the Nepalese context, too, the performance of
public enterprises should be judged in regard to financial
performance, as the government expects to mobilise through
it the internal resources needed for accelerating the rate of
growth.

Table 4 gives the detalls of the rate of return and



Zeble o, 4
Rate of joturn
Seotor Hetworth munm 'amm_m_xn_em- y 'mm-.mm
in uuuou of (aupn- in Million) dates
Rupees) Rupees in Million) i?l (%)
1972/ 1973/ 19714/ 1973/ 1974/ 1972/ 1973/ 1974/ 1972/ 1913/ 19 1 1973/ 19 1973/ 1974
S5 VoTy ey oy Ve veny/ vy tspy oy eny tepy veny/ ey w3 WJLL;.’
Trading 52.5 49.9 49.9 61.7 56.2 120.8 12,0 =39 2.1 22, -T7.8 4.3 19.4 =T.0 1.8 0.4
ing
Finanoing 345.3 480.6 556.,8 161.5 199,2 220,1 57 9.9 20,2 1.7 2.1 3.6 J.5 5.0 9.2 0.04 0.6 0.8
rm’ﬂ“ 221.5 2‘3.‘ 2‘6.8 "304 '15.9 '21-0 .6.5 -'.1 10.1 -2,9 -0.5 ‘.o -501 0,9 8,0 - - -
& Communi-
cation
al..t"-ﬂit’ ‘330’ "2.6 2“.4 28.5 28,9 26‘ 1 ‘.5 0.9 -‘1.6 1.‘ °.1 -1.2 5.’ 3.2 .6|° 0.4 - -
Construo= 6.7 12.' 8,8 6.7 '2.‘ 8.8 '.9 ,.B -‘.5 28.8 3‘.2 -1603 28,8 31.2 -‘603 10.0 10.0 -
tion
Miscella- 5.0 8.1 16.1 5e1 8.3 17.4 -0.3 -1.0 0.5 6,6 =12,8 =3.1 6.4 =12.7 -2.8 - - -
neous
Total 942.3 1137.2 1369.7 553.5 621.,7 979.3 33.7 31.1 36.5 3.6 2.7 2.7 6.0 5.0 3.7 0.5 0.8 0.3

Sourcet Compiled and caloulated

from the Rrofiles.
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dividend pay-out ratio (i.e. dividend on paid-up capital).
The table shews that the net capital employed in public enter-
prises and the network has been constantly increasing. The
net capital has increased tremendously over years due to an
inerease ;n the assets of electricity, financing and
manufacturing sectors. For example, the net fixed assets

of Nepal Electricity Corporation almost doubled from Rs.125.9
million in 1973-74 to Rs.245.6 millien in 1974-75. In the
case of networth trading and electricity sectors have been
respensible for tho'inorolno.. In the year 1974-75%, rice and
paddy export companies were established which helped to raise
the networth of the trading sector. However, it has not
increased in the same way as the new paid-up capitalvwnc
brought into use. It was because of heavy losses incurred

by NTL and Jute Development & Trading Corporation and some
other enterprises. For example, the losses incurred by NTL
alone in the year 1974~75 was Rs.24.5 million. In the
electricity sector, the paid-up capital of Nepal Elacgrtcity
Corporation inereased ten times in 1974-75 from %s.25.6 million
to 7.259.5 million, and Eastern Electricity Corporation was
established by taking over the ownership of Morang Hydro-
eleetric Supply conpani Ltd., and Dharan Electric Supply
Company. However, the net-worth in the electricity sector
has not increased to the same extent as it should have been,
because MEC incurred a huge loss in 1974~75. Its undistributed
profit and loss was negative to the tune of Rs.19.1 million.
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All other sectors have shown en improved trend except the
construction.

The aggregate gross profit before tax figure shows a
fluctuating trend. The financing sector shows a continuous
upward trend, followed by manufacturing. However, in other
sectors the record is quite distressing. The trading sector
could not show a record profit despite the huge profits
earned by the paddy and rice export companiea. A4s stated
above, it was becsuse of huge losses incurred by NTL and
Jute Development and Trading Corporation.

‘ Now, let us turn to the sectoral position of the rate
of retumn.

The rates of return on net capital employed as well as
networth was quite good in the year 1972-73 for the trading
sector. But for the year 1973-74, the return was negative
due to the heavy loss incurred by Nepal Oil Cerporation
(Ree8.9 million). For the year 1973-74, the net capital
employed and networth has reduced. But in the year 1974-75
the networth has more than doubled compared with the previous
year because of the institutionalisation of paddy and rice
export business. "

Regarding the manufacturing sector, both the net
capital employed and networth showed an upward trend, But
the profit performance has only slightly improved. 4s a

result, the return has been slowly decreasing every year.



65

The contribution of financing sector has been eonacnqhiy
improving. Although both the net capital employed and net-
worth has been increasing, the grosa profit has improved
quite well. As a result, the returns have been increasing
every year,

The transpert and communication sector could not fare
well in 1972-73 due to heavy losses sustained by the RNAC
and Nepal Transport Corporation. However, the performance
of this sector is improving over time, and the rate of return
on net capital employed and networth shot up to 4% end 8%
in 1973-74 and 1974-75 respectively. ,

Till the year 1973-74, the electricity sector was showing
8 positive rate of return on both the net capital employed and
networth. However, due to the loss incurred by NEC to the
tune of Rs.18.3 million, there appeared a negative rate of
return in 1974-75.

Although the construction ssctor was doing quite well
till the year 1973-74, it showed a negative rate of return
on both of its net capital employed and networth.

Finally, the performance of the miscellaneous sector
is quite discouraging and has been showing negative profit
records,

$he profitability of public enterprises may be judged
by the dividend on share capital. But the dividend has been
declared only by some of the sectors. The trading sector
has declared dividend only for two years, namely, 1972-73
and 1974-75. But the dividend payout ratio is less than one
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percent., For the year 1972-73, only NTL declared a sum of
%e0.4 million. In the year 1974-75, out of the fourteen
-ntarprisia, Narayani Paddy and Rice Export Company was the
only enterprise which declared a dividend of 2.0.3 million.
Manufacturing sector has been able to declasre the dividend
for all the three years. For the year 1972-73, Timber
Corporation of Nepal (TCN), Janakpur Cigarette Factory (JCF),
Raghupati Jute Mills Ltd., and Royal Drugs Limited declared
a total dividend of Ms.1.7 million. In the year 1973-74
Birgunj Sugar Flctoiy was added to the dividend paying group.
These five enterprises declared a total dividend of ®e.3.0
million. However, in the year 1974-75, only TCN and Birgunj
Sugar Factory was eble to pay the dividend amounting to
%.1.1 million. In the finaneing sector the dividend payout
ratio has been slightly improving every yvear. The electricity
sector has been able to pay O.b‘ dividend only for the year
1972-73, end the construction sector 10% for the first two
years. However, the transportation end communication and the
miscellansous sectors have not been able to pay any amount
in the form of dividends. | |

On the whole, the performance of public enterprises in
Nepal from point of view of the rate of return on net capital
employed and networth, and dividend pay-out ratio is quite
distressing. It is quite clear thst the enterprises are not
successful when judged from the objectives of increasing the

value of the enterprises and increasing the economic growth
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rate of the nation. ,
Thus, from the foregoing analysis it is clear that the
financial porformincoa of public enterprises in HNepal is
very poor, end it can be observed that public enterprises
as a source of augmenting internal resources required for
speeding up the rate of our economic growth has not been

achieved so far.



CHAPTER ¥

N STRUCT QF PUBLIC EN RISE P

The present chapter shall be studied under three groups
(a) Government enterprise relation; (b) Bureaucracy Vs Auto-
nomy; and {¢) Top Management which includes the Board of
Directors and the Chief Executive. The analysis will be on
the assumption that success of an enterprise depends much
upon these factors.
Relation with the Ugvernment

As we have already said earlier, the acceptance of state-
owned enterprises as an institutional vehicle for transforming
primitive feudalistic economic structure into a.modern welfare-
oriented society was merely aocidental.' The evolutionary
pattern clearly showed that the establishment of public enter-
prise was only to solve the immediate troubles faced by the
government. At that time the government felt the need of such
specific action in a particular facet of the national economy.
But, because of confused political atmosphere in the country,
perspective thinking regarding the ultimate role of public
enterprise, which was supposed to play for the development of
the national economy over a certain period of time, was totally
neglected. In fact, bureaucracy lacked consistent expertise
direction a&s to the institutional innovation and strategies

to be pursued for development. For the implementation and

68
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management of modern state business complox; mature thinking

and expertise were completely non-existent in the country.
Still, this vital aspect, which 18 so much urgent for the
development of the national economy was not given due atten- '
.tion. Thus, we can safely conclude that the growth and develop-
ment of state enterprises in Nepal was entirely based upon

the trial and error method and piecemeal approach.

The absence of perspective thinking while accepting the
public enterprise as an institutional vehicle for national
development created a confused relationship between the
government and the enterprise. #és a result, there appeared
the lack of co-ordination among the enterprises. It occurred
not only among the various enterprises under various ministries,
but also even under the same ministry. In this regard some
instances will be cited to show how arbitrary decisions were
taken which badly affected the growth and development of the
enterprises. In fact, sometimes the decision of one enterprise
has even endangered the very existence of another enterprise.

Let us first of all take the case of Banswari Leather
and Shoe Factory. Its sponsoring authority is the kinistry
of Industry and Commerce. When National Trading Limited ,
also sponsored by the same ministry, imported cheap shoes
from the People's Republic of China, the inventory position

of Banswari piled up to & point where it was virtually ready



70

for going into liquidation.1 This is the case of lack of
co-ordination between two enterprises under the ssme sponsor-
ing ministry.

Now let us turn to a case where two ministries are
inyolved. For example, Royal Druges Limited under the Ministry
of Forests was producing toothpaste which was gradually and
successiully picking Up the market. Meanwhile, National
Trading Limited imported the same item and sold it in the
market at a much cheaper rate. Thus, the new toothpaste
produced by Royal D%ugi Ltd., was forced to go out of market.
Consequently, the toothpaste producing unit was closed.

The two examples cited above are enough to make clear
the utter lack of distinctly defined government - enterprise
relation. This, then, has created confusion among the
ministries as to the guestion of direction and control.
Actually there is no unity of command, and its absence has
hampered the working of the enterprise. At times, a number
of ministries and agencies may alsc be sending mutually
contradictory directions to the same enterprise. For example,

a manufacturing enterprise under the Ministry of lIndustry and

1

Banswari Leather and Shoe Factory set up in 1965 was
suffering from the accumulated losses amounting to %s.4.29
million as of 1970-71, which came to be more than 50 per cent
of its paid-up capitai. The losses were met by HMG by
indereasing its paid-up capital every year. For an excellent
micro analysis of BLSF, see : MCC Report,pp.290-304.



71

Commerce has taken certain investment decisions. Now the
decision has to be sancticned by the Ministry of Finance.

At tho-samc time inquiries will be flowing in from thc
National Planning Commission while the Ministry of Industry
and Commerce will be issuing orders that refuse to recognise
the role otzthe Ministry of Finance or the National Planning
Commission.

From the technical point of view, the sponsoring ministry
is supposed to be directing and controlling body of an enter-
prise, It is, cheeroro, quite logical that the enterprises'
decisions have to go through it. But it 1s irohical that
even not a single ministry has an individual or a section
inside it for keeping watch in the affairs of the enterprises
under it. ,

Thus the undefined relation between the government and
the public entreprises has been the critical factor in
arresting the rapid development of the public enterprises
in the country. So, in 1974, HMG beinz tempted to introduce
certain reforms in the public enterprises, announced the
establishment of Corporation Co-ordination Council. It was
set up as an advisory body to co-ordinate the different

public enterprises under the jurisdiction of various

2
MCe chon' ibida’ p.BB.
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miniotrioaB. In fact, it was a positive step in the right
direction. Bil¥, HMG recently took decision to dissolve it

and put it under the Ministry of Finance by creating
'"Corporation Co-ordination Division' under a Joint Seervtary.“
The decision to dissolve C.C.C. does mot seem to be a wise
decision when judged from the present state of functioning

of public enterprises in Hepal. The eatablishment and
dissolution of C.C.Cs within a few years of existence shows
the immaturity and lack of pre-thinking on the part of
Nepalese planners and policy-makers.

In the following paragraph we shall briefly see the
government - enterprise relationship in India.

In India, there is provision for government directions,
except under the Industrial Finanoo Corporation let.s The
potential powers are retasined by the Government to curb action
of public enterprise in the national interest. In Inéia, too,
the interference in the affairs of PES has been both forénl
as well as informal. Still state-enterprise relation in
India is in a much better situation than in Nepal. In India

an enterprise has to basically follow the directions given

3
Rajbhandari O. end Pathak,J.K.(Ed.), "From the Editorial Desk",
N £ M No.7, Dec.1974, Kathmandu ;
nagcment ona tants OepPp.111-1v.

L
The Gorakhapatra (Covt.owned Vernacular Daily) April 14,
1979 (news item).

ananadhan V.V.,The %&rgggggg Ef Public Enterprises in Indis,
Opoc t.. pp‘1 - L
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by its sponsoring ministry, snd the enterprise is responsible
to it., However, in the U.K. things have worked satisfactorily.
The Minister concerned does not interfere in the day-to-day
administration.

The U.N.Rangoon Seminar Report states that "the principle
of ministerial control over public enterprise is accepted in
almost all the countries in the ECAFE region and the present
stage in the development of these countries makes it essential
that such enterprises should be g¢o-ordinated into national

6 But there

economic progrtnmol'lt the ministerial level."
should be a balance between the control and autonomy and the
area of control should be clearly defined. In the name of
national interest, the bureaucracy should not interfere even
in the day-to-day management of public enterprises. The
instructions to an enterprise should not be issued simultane-
ously by a number of ministries and agencies.

Now, in the next section we shall examine the corporate
autonomy keeping in mind the government-public enterprise
relation in Nepal.

Cor e Autongm B ugra

Corporate autonomy has become a topiec of wide controversy

among the politiecians, people at large and micro and macro

6

U.,N,Technical Assistance Adniniatr;tioni g_ig__i’_l;p_b_%!g‘
. Rani08 - WinisLrs i 9 Puk - ‘ -2 xh-d-
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management. In Nepal the second plan cutlined the policy of
adopting autonomous enterprise as an institutional medium

for promoting growth in many areas of the nation's economy.

At that time, it was felt that if the public enterprises are
given enough autonomy, they would be more efficient than the
regular bureaucracy in performing many specific economic
functions. Actually, in many countries, the whole idea of
bringing up the corporate form was to free the enterprises
from the over-centralization of powers in the xovoruuont;

and also to ensure freedom from red-tapism, treasury control,
political direction and civil service regulations. In subst-
ance, the general assumption is that the bureaucracy tends

to be oriented more towards procedures rather than the
results, On the other hand, a corporate form was supposed

to put greater emphasis towards more results because of its
functional autonomy and its orientation towards business
principles. In fact, this view is quite logical; and this
should be the basic motive behind eatablishing the public
enterprises. In addition, several departmentslly-run
enterprises were coniertod into public enterprises. FPresently,
under our definition, as outlined earlier, there are 45 public
enterprises operating in various facets of national economy.
They are operating under various legal status like Speclal
Act, Company Act, Corporation Act and Communication Corporation
Act.

There cannot be two questions regarding the provision
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of providing autonomy to public enterprises. But the main

- important question is : how far are the Nepalese public enter-
prises enjoying the autonomy? To answer this questicn, we
shall, in the subsequent section, examine the nature and extent
of autonomy enjoyed by the public enterprises in Nepal. This
will partly be based upon the MCC roport.7 '

and Pub r
In a public enterprise the highest authority to exercise
the autonomy is the Board of Directors. The function of the
Boarda

in order to achieve general objective laid down in the document

is mainly two-fold : (a) to formulate broad strategies

of incorporation in line with policy instruction received from
the government, and (b) to fr;no operational policies in
general terms to be executed by the Chief Executive of the
enterprise. The functions are clear, and seem to be too
simple and easy to accomplish, But,'tho management has been
forced to work in a peculiar environment.

In Nepal, the public enterprises are given autonoay in
words. This is even menticoned in the act of incorporation

of almost all the public enterprisesa. However, a mere

7
MCC Report,pp.92-95. Also based upon the interview with

zsschiof Executives of Nepal.

The Board of Directors shall be discussed in the Top
Management Section.
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intention or willingness to provide independent status even in
the written form unless backed by actual implementation has
little practical relevance. The study conducted by MCC reveals
that 'almost all of the Chief Executives, some of these are also
Chairman of the Board, have felt that they have only respons-
1bility without suthority'.® They have frankly spoken in
course of interview with the present writer that they feel,
they have to encounter unnecessary interference from the govern-
ment and various other agencies and influential lndividuall.1°
There are uany'caaos where the Corporation management is
not even allowed to discharge its regular mansgement funetions.
Let us take the cese of Birgunj Sugar Faetory.'1 An interview
with the General Manager of the Birganj Sugar Factory Ltd.,
revealed that all the decisions concerning fixing of sugarcane
price, sugar price, mode of distribution, capital budgeting,
etc., are directly contrclled by the Uovernment. 4@ an autoe
nomous body, the factory management has virtually pocb}gg to

do except to pay wages, maintain accounts and records.

9
MCC Report,p.93.
10
Based on the interviews with Chief Executives. Some of

the Chief Executives went on disclosing the fact that even
for the appocintment of peons, several phone calls are made.

11
For an excellent discussion, see : Lohani,P.C., "Analysis
of Industries in dirgunj Hetauda Corridor", CEDA (cyeclostyled),

1970.
12
MCC Report,p. b
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This is the case with many other enterprises. In fact, the
iital decisions regarding pricing, cepitel expansion, fixa-
tion of targets, opening of branches and the like are all
controlled by the concerned Ministry and in a few cases

even the Cabinet is involved. This shows how much the public
intorprise- in Nepal are enjoying the corporate autonomy.
Thus, it is clear that the concept of corporate autonomy has
found no operational role to play in the country as yet.

As a result, the corporations have not been able to achieve
better results. In this way, the whole concept of autonomous
corporation as a means to achieving greater efficiency and
bringing 1unovat1;n§ has been impaired and misguided, and
independent status has been distorted by the responsible
people inside the bureaucracy. So, until and unless the
vested interest groups inside the bureaucracy are not kept
aloof from interferring unnecessarily in the affairs of the
public enterprises, the autonomy will be a far.distant dream.
It will only be given in worde ard not in action. Because
of this, the public enterprises will be gradually becoming

a part of regular bureaucracy with the same sort of official
procedures. At this moment it would be quite appropriate

to quote one of the UN Seminar reports that 'the role expected
of public enterprises in many development plans, under
different conditions prevailing in develeping countries,

seem to call for real innovators in this sector of the

economy. Public enterprises, however, are not likely to
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breed such innovating managers unless a break is made with

the present trend towards bureaucracy in this aictor.

Public enterprise managers (including the board members)

who are obliged to follow detailed instructions and abide

by a 'detailed rule book' cannot develop the creativity

needed for successful performaence in competitive situationa.'13
The lack of autonomy in the public enterprises and the

unnecassary interference from the bureaucracy will lead us

to examine the top msnagement structure. It will clearly

throw light on the éondiﬁlon under which the public enterprise

management has to play its role in the country. So. in the

following sections this point will be discussed in detail.

JTop Management ; Board of Directors

The enterprises in Hcpal‘are managed by the autonomous
governing body known as "Board of Directors”". The legal
statutes governing their establishment and working provide
for the constitution, composition and functions of the board.
The board is, in fact, the instrumental organ in steering
the public enterprises to achieve the objectives.

The Board of Management of public enterprises is an

accepted practice where the concept of public enterprise

13
U,N,,0rganisation and Administration of Public Enter-

prises (Seminar Report), New York, 1967, p.21.
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system has been adopted. The important matters, according to
William A.Robson, with which the Board of a public ontorprino
has to deal include the appointment of the chief executive,
and the principal officers, to: chalk out programmes - physical
and financial, maintaining the relation with the government,
decisions regarding finance, prices, capital expenditures,
dividends and rosorvoa.otc.ih But almost all thess aspects
are the domain of the govermment in Nepal and the pudlic
enterprises do not dare to do anything without prior approval
of the government. In theory, the Board is the top policy
formulating and decislon.making body, but in practice, in
Nepal, everything has to go through the concerned Ministry.

The 3opard may be a *'policy' or 'functional! Board. The
tendency at the present time is dominantly to establish
'policy' Boards in most countries in preference to 'functional!
Boards. For example, in Japan, the Soard of Directors is a
"policy determining body”'s. In France, "tha Governing Board
is suppozed to decide 21l major questions of policy." 16

14
Robson, W.A., N n ub r .
op.cit., P.212,

Okabe, Shiro, "Public Corporations in Japan®, I_N;ggﬁ_fsfggl
of Public Administration,Jan.-Margh, 1955, V gi, 9,1,

p.219.

Robson,¥W.A.(Ed.), Problems of Natfonaliged Industry, London,
1952, p.263.
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In India too, the thinking seems to be tilted over the policy
Boards, as in most of the public enterprises the majority

of the members are part-time. Although in India, we find
boards with a mixture of part-time and whole-time members,
the majority of the boards of management eatablished in the
company form consists of part-time members. It has been
calculated that the percentage of part-time directors on

boards of companies is well over 80 poreenb.’7

S3ize of the Board

There is no hard and fast rule regarding the size of
the Board. In fact, the sise depends upon the sise of the
corporation, the multifaricusness of activities,etc. But
it should neither be too small to be dominated by a single
man nor too large. Prof.Robson is in favour of "flexibility
of members" for "ministers to have a certain latitude in
determining the sige of the Board'.18 Khera says that the
figure for the average Board could be fixed at about seven

to nine director-.19

17

Khera,5.3., Government in Buginesgs, New York,1963,p.65.
14

Rob!on,W.A., Publ’.g !EE!! Efagg,laondon,1937.Po9Jo
19

Khera ’ 8. 8. |°pocito ’ 9.63.
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In England, the various Acts simply indicate the lower
and the upper limits of the number of members that the Board
can have and the Minister is free to appoint any number of
members within these limits. In India, too, the sige of the
Board varies. While some statutes stipulate the exact
number of members, others only mention the maximum. The
DVC Act lays down that the Corporation shall consiat of‘
three members, Others like State Bank of India Act and the
Employees' State Insurance Corporation Act fix in the jots
themselvea as to how many constitute the board. Life Insur-
ance Corporation of India fixes the maximum number that could
be appointed. However, the Air Corporation Act merely mention
the maximum and minimum number that may be appointed to the
Boards.

Generally, in Indias, financial institutionz tend to
have @ bigger size of the Board. It may be bacause of need
to provide representation to various interests. The Reserve
Bank of India and the State Bank of India have fifteen and
twenty members respectively. Perhaps, the Employees' State
Insurance Corporation, with 34 members, heade the list.
Anyway, the question of the size of the Boerd is linked up
with the question of givinz representation to various
sectional interests. However, the single directorship system,
which is quite common in the USSR and People's Republic
of China would be followed in many of the small-siged
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enterprises 1nlndiu.2o

In Nepal, only a few Aocts of incorporation specify the
sigze of the board. For example, the Communication Corporation
Act has fixed the members at five. The R.N.A.C. Act and the
N,I.D.C. Act have fixed the total members at six and seven
respectively. The N.C.G.N. is composed of five maembers,
The average number of members in the Board is aix. 4 study
of the 45 enterprises reveal that out of the total of 265
membars including the Chairman and in some cases the (eneral
Managers, only 14 per cent are full time members. However,

the full time members are either the Executive Chairman or

the General Manager.

Whatever the form of organisation and the sisge, the
success or failure of public enterprise depends to a consider-
able extent on the quality of the Board. The Constitution
and composition of the Board of Directors is of vital
importance for the efficient and lucceasful.workins of a
public enterprise. The membership to the Board should be

open to the persons having ability, experience and

20 ' !
Om Prakash, The Theory ggg Working of State Gﬁrfgggi;gg!
ﬁigh aEggigl reference to gd a, ndon : George en

nwin Ltd., 1902, pp.131-132,
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administrative competence. o

In India, the situation regarding management is set out
in certain decisions taken by the Government of India. A
statement of these decisions which relate to ého compsdtion-
of the Boards of Lirectors of the Government Companies and
Corporations may be briefly restated hora.z'

1. Memdbers of Parliament should not be appointed Board
of Directors.

2. The Managing Director and/or Chairman should be
appointed by Government, and, except in the case of very small
concerns, should be full-time.

3. No Secretary of a Ministry or Department shall be a
member of any Board.

4. There should be no objection to the appointment of
part-time Directors. |

5. Government should have freedom to appoint perscns
of general experience drawn from outside the undertaking,
both officials and non-officials.

6. No full-time non-official Director should have any
business connection with the Company.

7. As regards representation of labour on Boards of

Directors, though it is not intended to prohibit the sppointment

21
Khera, S.5%., op.cit., pp.77=78.
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of representatives of labour unions of the public sector under-
taking concerned as directors, it would be more appropriate
and desirable to have a representative of the labour movement
from ocutside the undertaking sppointed as a director.

8. It would not only be advantageous but necessary to
have one representative of the Finance Ministry and one
representative of the administrative ministry on the Boards

of Directors.

In Indis Central Government is the appointing authority
when all the share capital is subscribed by it. HNon.officilals
are also appointed to the Boards, and in 1961, the ratio of
officials to non-officials was about 2:1. In India, workers'
participation, though accepted in principle and laid down
as part of its policy and programmes by the Government, has
not yet made sufficient progresa or impact in the actual
working of the Uovernment ontorprinazz. But, even if outsiders
and labour leaders are appointed, they would generally belong
to the party in power. In Sweden, a study on the composition
of the Boards of Dirsectors of Government enterprises showed
that around 45 per cent were drawn from amongst the ranks of

business peoplo.23 In Yugoslavia, the management of enterprises

22
ibid pp. 68

Verney,Douglas V.,Public Enterprises in S9weden, Liverpool
University Press, 1959, p.4S.
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is through workers' council. In France too, the Boards of
Management include workers' representatives. There the govern-
ing bodies of public corporations are formed on the tripartite
principle with equal rpprosontution of workers, consumers and
State. But this methcd has not been effective. In fact,
"it is the weakest feature of French legislation and is @
threat to the successful operation of the French nationalised
1ndustrios."2h However, the British trade unions have felt
that "they can best serve the interests of their members by
preserving their full independence as negotiating and advisory
bodies, which they would tend to loose if their officials led
to act in two capacities, as workers' representatives and
a8s board members." 2
To safeguard the consumers' interest , there should also
be somo'proviaions. In France, consumers are represented
in the Boards of Management, although it has not beoﬁ much
effective. In the U.K. there is provision of the Consumers'
Council.
However, in Nepal there i1s no practice for the consumers'
as well as workorﬁ' participation in the management of

government enterprises. In fact, the consymers are completely

21,
Robson,W.A.(ed.), Prob £ N d Indus .
op.cit., p.263.

5uanaon,A.H (Ed.), _s.lz_l.is_miu_s__mgua_m

Oregs ion and Manggzen in ¥ puntries, International
Instituco of Adniniaerativo Scioncoa.1955.p.195.
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at the mercy of the Government. Regarding workers' particips-
tion, there is no organiszed labour union in Nepal and the
Government being the sole employer in the country, the
labourers are always scarced of loosing their jobs.
In Nepal, the outsiders are represented in only a couple
of fully government-owned enterprises. For example, NIDC
has two board wmembers from the private sector appointed by
HMG, Similarly, in RNAC, three outsiders are réepresented
in the Board though no such conditions are laid down in the
Act. In some publié enterprises like Transport Corporation
of Nepal, there is a tradition to nominate one member from
the clientele. The Jorakhapatra Corporation Act provides
for the representation of employees in the Board snd so far
this is the only corporation where an smployee has been
nominated. The Cultural Gorporation and the Ratna Recording
Corporation Acts make provision for the appointment of
three professionals from amgong the local artists to the Board.
In the beginning of the development of public enterprises
system in Nepal, the Ministers took up the chairmanship of
the enterprises as a part-time job., As time passed by, the
problem of government control of the public enterprises gave
rise to considerable controversy which led to the withdrawal
of the Ministers from the chairmanship. Now the practice
is to appoint the retired aeeraenriea, and other higher level
civil servants as chairman to the Boards of Directors of

various public enterprises. Any way, they are basically



87

the bureaucrats who try to pull on the administration of the
corporate sector in the same bureaucratic lines under red-
tapism which is just against the philosophy and spirit of
public enterprise lutonony.26

Meanwhile it would be appropriate to analyse the
representatign to the Board of 45 enterprises. The average ”
number of members in the Boards of public enterprises is six.
The percentage of representation to the doard is as follows :
{(a) 67.6% representation from HMG. (b) 24.9% from various
organisations (inclﬁdlng public enterprises and Nepal Rashtra
Bank); and (¢) 7,5% from private sector.

To note here, the Government nominates all the Board
members where it holds 100% equity. Only in the mixed enter-
prises the private persons are given proportionate representa-
tions. The public enterprises appoint its persons in the
Board of its subsidiary enterpriges.

In Nepal the members of the Board of Directors generally
" oscillate between two extremes. Either they trust completely
in the chief exscutive, much as a sovereign in feudel times,

or, they tend to go into the details of all sorts of aspecte

26
See ; Pathak,J.K.,"A Financial Study of N.I.D.C." ;
A Case Study submitted to Tribhuvan University in partial
rulfélmont of M.Com.Degree, op.cit.
2
In the 45 enterprises there is a total of 265 directors
plus one cobserver and two secretaries to the board who are
not the members. The directors include the Chairman and in
some enterprises the general managers too. However, if we
deduct 27 members who are elected by virtue of their private
shareholdings, the total comes to be 238,



of organisation and implementation and keep as much power as
possible in their banda.zs

The tenure of the members of the Board of. Directors includ-
ing the Chief Executive depends upon the wishes of the government,
and is changing which hampers the growth and development of the
enterprige due to lack of continuity in policy-making. So, it
can be safely said that the composition of the Board of
Directors of public enterprises in Nepal is not conducive to
efficient management.

The Special Acts like NIDC and RNAC have specifically
fixed the tenureship of the members of the Board as two years.
But the public enterprises established under the Company Act
has fixed 2t s four. In Nepsl most of the enterprisea are |
established under the Company Act. So,'the tenureship would
be four years in most cases. The study conducted by CCC has
recorded the following frequency regardinz the reorganisation

of the Board 39

(a) 9.7 % served as board members for less than one year;
{b) 290.0 % between one to two years:
(e} 25.8 £ between two to three years; and

(d) 35.5%% serving for more than three years.

28
Rana, Pashupati, S.J.B.,and Malla,S.K.,"The Board of
Directors and thef cﬁiet Executive®, Top Management Seminar,
Katgmlndu : CEDA, 1972,
9 .
CCC Report,p.131 (4Y enterprises taken together)
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But, to note here, 35.5 per cent members serving for more than
three years of tenureship is not solely for the membership of
the board under study but includes their board mezbership in
other public enterprises also where they had served before.
So, 1t is enough to say that the people are not staying in a
Board for a long time, which, we feel, 43 not conducive for
the efficient running of the enterprises.

The members in the board excapt the chief executive are
appointed on the part-time basis. Their services will be
available only uhen'tboy are called for the meeting by the
Chairmen, The members are not really concerned about the
plan, policy and progress of thi enterprise. They just
collect their meeting fees and have a nice lunch or dinwer
after the meeting is over.

The composition of the Board and the tenure of the’
members reveal the following facte :

First, the membaers, being mostly drawn from the bureau-
cracy, try to safeguard their own personal position, and
avoid to take risky decisions.

Secondly, because of quick turnover of the chief
executives, no particular chief executive could be held
accountable for any mismanagement.

Thirdly, the reprosgntntion of the private sector is
too small; they cannot help to solve the present situation.
To note here, the members from outside the bureaucracy always

tend to be ministers' favourites.
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Thus, what is required in the public enterprises in Nepal
i3 the correct outlook and a scientific attitude towards
management, and a responsible Board. The practice of drawing
members from the bureauecracy should be disecouraged as far as
practicable., But the concerned ministry and one or two more
related ministries may be represented to bring about proper
coordinstion and control. The principle of autonomy should be
respected, and a wide representation in the Board should be
made from among the economists, experts in the related {ields,
labour, if possibla; and persons having nanageriai expertise.

In conclusion, we can say that the undefined and
confused government enterprise relation, lack of autonomy and
frequent interference even in the day-to-day affairs of the
enterprises by the responsible people in and outside the
bureaucracy, and the bureaucratic board have been responsible
for the poor performance in terms of profitaﬁiliby of public
enterprises in Nepal. As & result, the whole idea of bringing
public enterprises by providing them autonomy for mobilising
the internal resources required for accelerating the pace of
our economic development has been primarily defeated. 3Io,
this is the high time for the government to probe deep into
the present state of affairs.
Chief Executives

Every public enterprise in Nepsl has either a genersal
manager or executive chairman or exegutive chairman-cum-

genersl manager, whiéh we shall, in the subsequent section,
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refer to as 'Chief Executive'. The Chief kxecutive is respons-
ible for all the activities of the enterprise he belongs to.
His main task is managing, organising, co-ordinating, direct-
ing, planning, controlling and reporting to the governing body.
He 1is exclusively accountable to the governing body. He
executes policy and programmes within the framework of a former
chain of command within the managarial hierarchy. However, a
publiec enterprise msnager will find the prineiple of "unity of
command™ and authority are subject to significant limitations
in Nepal. The Bonr& of Directors and other influential groups
in the government are able to by pass him in influencing the
direction of the enterprise. Often the chief executive has to
contend with a number of 'do dnd don't dos' from other ministries
and a number of HMO agencles.

Appointment

Generally the tollowing.are the ilmportant weys of appoint-
ing a chief executive in Nepal ;:

1. There is a full time general manager who will be the
chief executive. The Board is headed by & part-time chairman.
The chief executive, that is, the general manager in this case,
has to work under the direction and supervision of the board

and the part-time chairman,

30
See : Shrestha,J.B.,"Role of Entrepreneurs and Managers

in Nepal®, Tgop Management Seminar, Kathmandu : CEDA, 1973 (mimeo).
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2. A single person is also appointed as chairman of the
board plus the chief executive, that is, the general manager.
In such a case, the person will be known as the executive
chairman.

3. Sometimes two different persons are also appointed
as full-time chairman, known &8s executive chairman, and
general manager, known as chief executive. But this 4s a
rare case in Nepal, 3o, the above two cases are in practice
in Nepal.

The general naﬁager may or may not be a member of the
Board. The appointment of general manager or the executive
chairman {s made by the government, and for this, there is
no eriteria so far. QGenerally, a chief executive with higher
official status is found to be appointed as executive
chairman., In case he is in lower status, he generally serves

only as general manager.

Education and Training Bagkground
of Nepali Chief Exegutives :

The public enterprises in Nepal are primarily menaged
by bureaucrats with poor managerial background. No doubt
the chief executives are all graduates 1. but "their academic
background is so diversified that it ranges from degree in

education to culture. fbe professional experiences are

31-
Among the chief executives, 42.2kh are graduates and rest
the post-graduate degree holders. See C.C.C.Report,p.128.
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surprisingly ranging from that of a career diplomat to retired
top civil aervant.'3

Cominz to the training aspect, about 77% of the chief
executives got training outside the country. The period of
training ranged from one month to one year. But only 7.7%
were found to be trained in somewhat related field and the
rest in irrelevant riold-.33 So, we can derive this conclusion
that the chief executives in Nepal has had no management back-
ground and training in the related field for which they were
supposed to providc'loadorship.
D d 4 v

As noted earlier, the chief executives are normally
appointed from outside the enterprise only for a certain period.
Actunlly there is no fixed tenure of the chief executive. So,
they can be withdrawn at any time at the sweet will of the
government. There are numerous examples that by the time
the chief executives know the problems, get acquainted with
modern management techniquas, formulate the plans and programmes
and set policies, and finally, begin to implement the same,
they are tranaferred to other jobs. Hence the continuity

is lost when they are appointed from outside.

32
PS.C.CHRODOI‘Q, p.'zg

33
COCCC .P»onrﬁ. 0§o¢1t-



b

when the chief executives are appointed froi outside, they
usually come from bureaucracy. Here, anybody and everybody
whether he is a retired general or a Zonal Commissaioner or a
technocrat, is fit for the post. They are still gzlad to hold
the position although they know, they are quite unsble to
fulfil their duties. In a way, it has become & place for
dumping the unwanted and unutilised bureaucrats. Still, the
management {8 not given adequate authority and responsibility.
S0, the managers cannot be held responsible for failure to
manage because they-havo never been given the freedom, the
scope, and the power to manage. At the moment, it would de
quite appropriate to quote Murray D.Bryce, when he says about
government-owned projects that "in many countries they are
notorious for preventing managers from doing their jobs,
surrounding them with regulations and restrictions which make
it utterly impossible for them to make management decisions
on their own responsibility. The inevitable result of making
a manager ask for sanction on every question is that, as he
i2 not allowed the autonomy to manage, he cannot be held
accountable when things go wrong.” L

The appointment, promotion, tramsfer or firing of chief

34

Bryce, Murray D., Induagrigl QQVglgggggg : A Gu;ga f§:
%gEg;gggiigg_ﬁgggg_ég__;ggg% nternational Student Edition,
u

okyo t Koga Kusha Company itd., p.159.
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executives of public enterprises in Nepal is quite independent
of the performance. When the free hand is not given; and no.
criterienis set for evaluating performance, the guestion of
promotion, transfer or firing cannot be made on scientific
grounds. So, he must be free to manage or he camnot be a
manager. Once in an informal talk, a chief executive has
aptly remarked that the premotion depends not upon the perform-
ance or the seniority but on 'how much political influence

you possess!. However, many of the chief executives do agree
that the promotion Qhould be made on performance basis.35
But, it is paradoxical to note that there are no criteria
to evaluate the performances so far.

Thus, to make the chief éxecutives respensible for all
the acts done, his tasks must be defined, targets be fixed
and the necessary facilities be provided, and above all, he
must be given freedom to manage. If the chief executive
i= successful, he should be entitled to claim the credit
and should be rewarded generously for his achieveament.

In other words, 'reward and punishment' criteria should be
adopted, the absence of which will keep the top management

in a demcralized and lethargic condition.

35
Based upon my interview with 25 Chief Efxecutives of public
enterprises in Nepal. My question was , '%hat do you think
tc be the basis for your promotion?! (a; Job performance,
{(b) Seniority, (c) Educational qualification, (d) Political
influence, (e) Any others.



MOT D FIN

In this chapter an attempt will be made to analyse the
motivational aspect, especially personal development and
incentives, and the financial setting in the public enter-
prises of Nepal. These two aspects are of utmost importance
as the success of an enterprise is to a greater extent
dependent upon them.

Motivation

Motivation is a procoss_uhcroby people employed in an
organisation are encouraged to increase their level of con-
tribution for the realisation of a set of objective either
because of financial reason or through idcological identificae
tion or a combination of both. And the basic problem in any
society is to motivate people. The motivation in public
sector largely depends upon the perscnal development and
incentives.

Among the various incentives, {inancial incentives is
the most widely accepted. Financial incentives can take
various forms like wage, salary, premium bonus, prige or
return on investment. Alternatively money plays the role
of motivating the employees. In our country, besides

regular salaries and wages, other forms of financial

96
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incentives are vir;ually non-existent. But performance above
the required minimum may be rewarded with extra pay. From
this the workers gain financially and the economy benefits
from increased productivity.

Besides financiel incentives, non-financial incentives
like personality development, welfare activities, training
programmes, job security, recognition and participation
should also be recognised in the economy. The welfare act-
ivities and training programmes help to promote the efficiency
of the workers and to increase productivity of the organisa-
tion. Job security and recognition alsc add to efficiency.
But greater emphasis should be given on worker participation
in planning and docinion—making. At the same time, if an
employee comes with concrete suggestions which when adopted
results in improvements he should be paid for. This is
completely lacking in our public cntorpriaea.' The employees
are not rewarded when they come with suggestions except a
very few provide extra salary grades. 'Thua attempts should
be made to stimulate better results through a system of
adequate rewards linked with productivity, personnel training
programmes, and programmes that encourage a sense of identifica-

tion with the goals of the enterprise. If suggestions are

See : MCC Report.
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handsomely rewarded and various facilities are provided for
research and development, innovation results in the nationsl
economy. Employee suggestion system played a vital role in
the initial stages of development in both the socislist as
well as the capitalist countries. In 1942, for example,

the National Association of Suggestion System (NASS) was
founded to assist member companies and agenciles in the
United States and Canadian industry, commerce and government
to effectively implement of suggestions originating inside
the enterprise.

In our country employee suggestion system is virtually
non-existent. Even théngh new ideas originate, management
is reluctant to change the status quo.2 They discourage
or sit on suggestions for fear that it may make them
incompetent. However, in U,S.A., there are relatively little
chances of holding suggestions since the private economy is
supreme and there are numercus channels of communications
open to the worker and many platforms from which he can
propose his ideas. Basically in our country the government
is the sole employer and there crops up no question of going
against it in the public out of the fear of lossing the job.

So far employee's complaint is concerned, in Nepali

public enterprises, there is no built-in system so that

2. ibid.
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such complaint is duly channelised for consideration. An
‘employee could go directly to the general manager or to the
director to communicate his grievance. But there is no
guarantee that his complaint would be listened to and proper
attention given. An unhappy employee finds it too risky to
his employment to express the cause of his displeasure for
if his grievance is concerned with the superiors there is
every chance that he may find himself transferred or denied
promotion. He hlo_to learn to accept things as they are
without asking any question. 3Similarly, labour relationship
is also quite a simple matter for a public enterprise manager.
All the enterprises are governed by the State, and though
strikes are not diudllowod, the labourers seldom adopt such
¢ollective bargaining techniques except in a few enterprises
where foreign labourers are employed. Thia is because the
labouroré in Nepal are unorganised.

Since most of the enterprises are incurring losses or
making a dismal profit performance and they have to depend
upon the state annual subsidy grant, no adequate provision
has been made for labour and employee welfare like housing
development, cafeteria, free medical facilities and similer
services. Of course, Nepal Factories and Factory Workers Act
makes provision of some of these facilities. But a very few
enterprises have given free medical and housing benefits.
One or two 8o called successful enterprises have provided

house loan, insurance services, recreational facilities and
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social services to its employees and labourers.

Thus to make the personnel development working in an
organisation, a clear policy of development of personnel
through delegation of power and authority and provision of
career planning and training should be formulated. In its
absence the existing personnel do not develop and grow.The
unmotivated employees will just avoid the responsibility
and simply implement instructions without any question as
to whether the 1ns§ru¢t10nu are right or wrong. At the same
time, promising ones will start leaving the organisation, sand
as a result, it will adversely affect the productivity and
profitability. Thus, one of the reasons for dismal profit
performances may be the defective personnel policy.

In the U.K,, the demand for nationalisation came in large
part from the trade unions. After nationalization, the Boards
of Management were instructed to hold consultations with the
trade unions for the training and education, and for the
general improvement of the standard of efficiency. In faect,
it is said that in the nationalised industries, the personnel
management greatly improved in msny respects, such as train-

ing and education, methods of promotion, work study, Job

3. See : C.C.C. and I.S.G., Draft Report : ﬂzg;gaggggzlgg
Publig Enterpr 1,3; %g Nepal (prepared for the second working
meeting ol the erformance of Fublic Enterprises in Asis
Project” held in Kathmandu,April 18-24,1976,Part II, Subject
Area - 2 Peraonnel Manngoment. Allo noe : Asr:wal. Govinda
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analysis, methods of payment, personnel records and personnel
research. But, between 1947 and 1358, number of labour
disputes increased tremendously in the U.K. from 1,635 cases
in 1947 to 3,114 in 1958. However, it was still higher in
the year 1956 and 1957, reaching 3,771 cases. The trade
unions started blaming the management f'or adopting anti-labour
policies. They charged that the Boards contained too many
tanti-soclalists' and too few men with working class background
and experience. Thus, it clearly shows thet 'nationaslization
of an industry dooé not autonat;enlly result in the employees
abandoning forthwith their traditionsl antagonisms and
inhibitions, and endeavouring wholeheartedly to increase
productivity. On the other hand, where good work-habits and
attitudes were in existence prior to nationalisation they are
likely to be carried forward into the new ragimo.'b

In India, to improve the labour-management relation, a
number of State Corporations have established managemsnt-labour
organigations. These State Corporations include Air Indla,
Indian Airlines, Hindustan Antibiotics Ltd., Hindustan Machine
Tools Ltd., and Hindustan Insecticides Ltd. However, when
Joint Councils are formed, the question of recognizing the

Unions as a representative Union becomes a difficult problem;

4

See : Robson,William A., Ind and Pub
Qwnership, op.cit., Ch.XII on Labour Relations.
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because in India, there may exist rival trade unions within an
organigzation and they may like to pursue different political
ideclogies. The direct representation of ch@ trade unions in
the Boards of Manggement of public enterprises in India has
not been encouraged. Only in fc; cases, some experts in

labour matters have been chosen.

Pinancis
Sourges of Capitsl :

In Nepal, the various sources of capital for the pudbdic
enterprises are

(a) Eguity Capital:- In Nepal, most of the manufactur-
ing and trading enterprises in the public sector are organised
in the form of companies under the Nepal Company Act, and ss
such, they are financed in the form of shares, held by the
government. They are also financed through the transfer of
physical assets by HMG to the concerned public enterprises.
In fact, the equity capital being the risk finance has the
advantage that it does not have to carry with an annual over-
head cost as in the case of losn finance. For public enter-
prises established under Corporation Act, Communication
Corporation Act, Development Board Act, etc., there iz no

provision for the issue of share caepital. The enterprises

5. Om Prakash,op.cit.,pp.149=-53
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constituted under these Acts are supplied capital in the
form of financial investment. Such financial funds are
usually allocated in the annual budget of Hi)G. But there
is provision of raising of funds for certain enterprises
like N.I.D.C. from individual investors through selling
of shares. This has not been done so far for private
individuals put emphasis upon the rate of profitasbility
and dividend payment. The enterprises have not been able
to gain confidence of the individual investors that their
investment in a pa}ticular enterprise are safe and return
could be expected since most of the enterprises are running
at a loss or earning accounting profit. The total equity
capital supplied by HMG has tremendously increased from
R3.428.89 million in 1972-73 (30 enterprises) to Rs.902.85
in 1974-75 (43 enterprises) registering an average growth
rate of 52.6 percentage over time.

(b) Subsidy and Orants :- An outright grant or subsidy
is also given to the public enterprises in Nepal. These ars
directly received from HMG or from foreign donors through
H¥MG. However, an outright grant is not & sound method of
financing public enterprises because it may breed irrespons-
ibility and'inefficioncy. As Hanson puts it ; "The fact
that a rate of interest and/or amortisation payments are
included among the charges that a public enterprise is
registered to meet, stimulates efficiency more powerfully

than the mere anncuncement that, eventually, it will be
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expected to yield a surplus of indefinite anonnt'.6 The govern-
ment has provided donations to five enterprises in 1974-75
amounting to %.7.05 million.

(e) Long Term loans : The public enterprises in Nepal
are authorised to borrow long-term loans from the financial
institutions like Nepal Rastra Bank, Nepal Bank Ltd., Rastriya
Banijya Bank, ADB and NIDC and also from the international
agencies on WkG's guarantee. In India, they are in most
cases authotised to'borrow money from the market, except when
they are set up as departmental enterprises. The total long
term loans to PES in 197475 comes to be ““?9}!9 million out
of which n¢ 280.¢ has been provided by the govérument including
foreign as well as Nepal Rashtra Bank and the rest by other
publiec financial institutions. .

(d) R d D P : These include the
funds set aside for unforeseen, contingencies and replacement
of machinery and equipment. It is also one of the important
sources of funds for the public ontorprisos in Nepal. The total
depreciation fund of forty enterprises in 1974-75 was fg.iD4.6
million and the total reserves Rs.126.6' million (16 enterprises).

(e) Self-finagnecing : The ploughing back of profitalia

of considerable importance to the public enterprises. In fact,

6
Hanson, A.H., Pu B r 5 mi el nt,

op.cit., p.430.
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this happena to be a big source of financing in private enter-
prises, too.

The nationalised industries in the U.K, have done some
self-financing. For example, B.B.C. has been financing its
entire development out of a net proportion of the net license
fee received by it.

In an underdeveloped country like Nepal, public enter-
prises should try to find out as much money for capital
development from internal resources as they think possible.
But, of course, it &cos not mean that they should utilise
their monopoly positions. However, in Repal, the present
financial conditions and the results of the working of the
enterprises cannot provide hope for the schemes of self-

financing except in a couple of enterprises.

F al | f PE

Financial problems of the Hepali public enterprieses
are really peculiar. Iu certain cases, the government and
sponsoring authorities have not set any clear amount of
capitalization. The general manager does not know legall
~or Physically ' what is his organisation's capitalization.

In certain cases, the government has not made the valuation

Based on the interview with the Chief Executives
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of assets transferred to the public enterprises even after a
lapse of several years.8 Such irregularities on the part of
government gives rise to much confusion. First, it makes it
difficult to establish a meaningful accounting and financial
reporting system. Second, lack of knowledge about the
corporation's financial itruceuro and assets means that when
the government provides funde t 0 cover losses, it has no ides
of its relevance or usefulness to the enterprise. Thirdly,

due to unsold and eyeruincrmasing investment in inventory
obvicusly due to seller oriented marketing principle, most

of the enterprises are facing the shortage of working capital.
Some have successfully managed to obtain funds from the commercial
banks and other state agencies, but still others have not found
way out. However, the ultimate result of this financial mis-
management has been to raise cost of production. Here again,
'there is no effort towards maintaining a balance between

fixed and current investment since in many cases the mansgement
does not know the value of its fixed astoto.'g Thus, it
indicates that financial mansgement is the weakest point

in the public sector enterprises of Nepal.

8
M.C.C.Report, p.123.

ibid., p.124.
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When the financial problem becomea too critical, the
government grants subsidy by way of share contribution and
interest-free loan, and sometimes donations too. 30 far
there has been no attempt to develop any financial participation
formuls for various kinds of enterprises. For example, Nepal
Electricity Corporation finds it not economically possible
to engage in the rural electrification. But with Ministry's
order it has to carry this electrification programmes.
Obviously, such action has negative effect upon the turnover
ratios and profieability. There is no provision between the
corporstion and state on how to share the cost of rurel
electrification so that the loss arising out of such programmes
mizht not undermine the performance of the management structure.

A publie sector enterprise is free to adopt the account-
ing system to suit its requirements. However, the methods
used by various enterprises are not uniform and it is not
easily comprehensible. So comparisons are difficult.

Oné of the main reasons for adopting such a course of
action seems to be built-in-interest of the management to
hide irregularities and inefficiencies inside the enterprise.
This has been made easy since in Nepal there is yet no central
agency for establishing standard accounting procedures and
financial reporting for public enterprises.

As a result of the lack of motivation in public enter-
prises and all the above mentioned financial problems, the

performances of public enterprises in Nepal is far below
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the expectation . One of the most important steps to improvie-
ing the operation of the corporation will, therefore, be to
fizht with the emerging vested interest group on & natiocnal
scale in an orderly and programmed manner. Without breaking
this vicious circle, much organisational efficiency cannot be

oxpcctid in the future.

10
The financial performance of public enterprises in Nepal

has already been discussed in Ch.IV,



CHAFTER VII
CONCLUDING REMARKS

With the establishment of Nepal Bank Limited, the first
commercial bank of the country in 1936, Nepal saw the begin-
ning of modern large organisations. Since then the corporate
structure has been widely adopted in the country both>1n the
public and private sector as an institutional vehicle for
national development.

With the coming of the corporate structure the owners
are divorced from actual management of the enterprises they
own, and instead, a board and chief executive appointed by
them is responsible for framing up the long and short-temrm
objectives and policies to achieve set goals, and for the
actual running of day-to-day business. Therefore, once
active owners now play rather passive role in the corporate
management while the board of directors appointed by them
run the whole show.

After the overthrow of the feudalistic Rsna regime in
1951, all new governments have been putting maximum emphasis
upon the growth and development of the national economy.

For this, Nepal has adopted the "mixed economy model” with
the view that both the public and private sectors would work
harmoniously. Accordingly, large modern enterprises have

been created in various sectors of the national economy.
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It therefore seems that large organigations under the corporate
structure will grow significantly in the coming decades and
will continue to play a vital role in our development process.

The development and growth of c¢orporate form of organiza-
tion depends upon its ability to achieve its objectives of
estzblishment, that is, earning a satisfactory rate of return
on its investment. The achievement, however, depends upon
the composition, working, attitude and behaviour of the Boards
of Directors who are responsible for the actual result of
given enterprises. -It is also influenced by the evolutionary
trend of the enterprises, and the government - enterprise
relationship. With these broad objectives in mind the present
dissertation has been written, and it basically deals with the
general aspects of public enterprises including evolutionary
trend, and the structure. From the foregoing analysis we
have been able to arrive at the following conclusions :

1. The evolutionary trend of public enterprises in Nepal
1ndicne;a that they emerged in the national socio-economic-
political area in a hotch-potch manner without asny perspective
thinking whatsoever. It was just created to function as a
handy remedial tool to solve the immediate troubles and problems
encountered by the government. |

2, The 9econd Plan accepted the public sector enterprises
as one of the major sources for resources for the government

by way of dividend, But this has not been fulfilled.
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The Government received a sum of %s.10.0 million as dividend
prefit during a period of three years beginning from 1972-73 to
1974=75. The maximum amount of dividend received in a single
year was Rs.h.3 million in 1973-74 which was around 0.7 percent
on & networth of 5.621.7 willion. However, the minimum percent
of dividend was received in 1974-75, which was 0.3 percent on
a8 networth of . 979.3 million. Thus, the government has always
received less than one percent on its aggregate networth. Wwhat
this means is that the government has, not received a fair rate
of dividend on its invcatuont from public enterprises. From
this, we can easily observe that public enterprises as a source
of augmenting internal resources required for speeding the rate
of our economic growth, as envisaged in the country's second
plan, has not been achieved so far.

3. The government-enterprise relation ia in a much con-
fused and undefined state.

4. Functional autonomy to public enterprises is given
only in’worda. not in action. As such, the public enterprises
are becoming day by day a part of regular bureaucracy.

5. The functions of the Board of Directors and its
responsibility has never been seriously defined by HMG,

6. The Board of Directors are independent of tho success -
or failure of the enterprise. Their responsibility so far seems
to have been limited to attending ritualistic meetings and

receiving compensation for their tine.
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7. Most members of the Nepali Board of Dirsctors are also
top ranking members of Nepali bureaucracy and belong to various
vested interest groups. 'They are closely associated with strong
power centres in the political system. Thus, no matter how
inefficient they may ha:c been, they will hardly be held respons-
ible for their action'.

8. Next, there is no stability of membership in a Board
end the members frequently change. As a result, no particular
chief executive could be held accountable for any nisnahngonont.

9. Finally, tio hiring, promotion and firing of the chief
executives have no relation with their job performance, and

no criteria so fer has been ddveloped to evaluate their performance.

But there has not been any serious effort to analyse and
study the structure of the board of directors who are responsible
for the overall growth and development of the enterprises they
are leading. So, to fill this gap, en in-depth study requires
to be undertaken. |

1
Lohani, Prakash C., "The Royal Nepal Airlines Corporation”,

Weekly Mirror, Kathmandu,Vol.I, No.5,Aug.6,1971.



Liot of Publio interpriesse in Nepal (Ae per gur definition)
L] (] L} [ ] ] L]
8.No. Name of the Aot of Date of Main Business Concerning Joreisn Assistancg Hemarkes
Enterprise Incorpo- istablish- Miniestry Nature of Donor
' 1ration 41!“‘ ' sAssistence , country 0
12 34 5 6 7 8 9

1. Royal Nepal The RNAC 1950 Cearrying out commercial Works and - - An agreement in 1970 wao resched
Airline Cor- Lot aviation in end outside Transport between Air Frence amxd Hoyal
poration Nepal = the only flag Nepal Airlinee Corporntioan for
(RNAQC) carrier of the country providing top management to it.

liowever the assocoiation of the
RNAC with Air France ocould not
prove profitable., A= a result
honeymoon with Air France eould
not laest long and ultimaetely in
early 1971 divorce between the
two took plaoce.

2. Nepal Indus- NIDC Aot 1959 Provides financial Industry & U.S5.Loan UsSeAhegWeot Initinlly it wes known as Indue-
trial Develo= assistance to industries Commerce and assie- Germany, trial Development Centre in 1957.
pment Corpor- tence since Japan, Den=-
ation (NIDC) the very mark, IDA

beginning (A1l oredit)

3. Raghupati Company 1960 Manufacture and export » - - Prior to 1960, it wae solely in
Jute Mille Aot of jute and jute goods the private sector. Later in
Limited 1960, government also participea-

ted in ite share ompiteal by oon-
verting ell ite loans into share-
holdings.

4. Timber Corpo=- = o Caw milling Foroest UsS. Plood USAID It was previously a saw mill under
ration of Relief and the Department of Forest to rehae-
Nepeal (TCN) Technieal bilitate the dislocated people in

Chitwan Valley during 1955/56 and
later converted into Corporation
in 1965,

Se National Cone . 1961 To undertake all kinds Works and Pinancial & GSolel soneh Jince 1968 it hes been fully owned
struotion of oivil engineering Transport Technical Company of and operated by LG,
Company of worke and construotion Israel
Nepal (NCCN) projects on contract

6. Provident PFC Aot 1962 To manage provident fund Finance - - Ite funde are mainly invested in
PFund Corpora- deposits of all oivil government bonds.
tion (PPC) service and public sector

employees. Aleo allooca-
tes some funds for invest-
ment in other enterprises
on goveranment guarantee

Te Ratna Recor- Communi- . Produces Nepalese song Communica= - - In 1962 it was instituted in tie
ding Corpo- cation Core- discs tion form of "Trust” fund utilisation
ration (RRC) poration egeney, but later in 1966 it wae

Aot (CC Aet) brought under the Corporstion Act.



5

7 8 9
8. Hational Trad- Coapany 1962 Aegulating the demand Industry Coamodity aid USS4 and the Involved in
the F. Y. 1961
ing Ltd. Aot and supply of essential & Comserce %o meet the people's ie- bl
(N7L) commodities, handling of local cost publie of
goods received under the component of China
and engaging in country's aided pro=-
foreign trade Jecte
9. Nepal Electri- NBC Aot L Generstion and distribu- Vater and Teeohno=eoco= People's He= Till the F.1.1962/63, it was &
oity Corpore=~ tion of electriocity Power nomio publie of departaental agenoy. The firet
tion (H3C) (Tranefor of China, India hydro-power station in Nepal
projects to and UUOR vas started in the year 1911,
NsC through Nepal hydro=power poteatiality
Govt,) is cotimated to be %o tilm tune
of 84 million kilownte,
10. Gorakhapatra GC Aot 1963 Running of dailies and Coanunica- - - -
Corporation other periodio pubdblica- tion
tione
1. Rastriyes Comaercial 1964 To provide commerocial Pinanoe - - Initially it was given & spe~
Blnigy. Bank Bank ‘ot banking feoilities in oial status by, enaoting a epe~-
(BB Nepal 0inl oharter known as Wil Aet,
How it ie governed by the
Commereial Jank Aet of 1974,
12. Birganj Sugar Compeny Act 1964 Produotion of wkite Industry & Techno= USSR Agreement oigned in 19%8,
Fectory (:’ sugar and development Coamerce economic
Ltd. of sugarcane farms in
the country
13. Transport Corporetion 1965 Running of railveye, Worke and Hetauda-Kath USAID, Jefore ite establishment it
Corporation Act ropeway, buses, oity Transport Hopeway, people's de- was a departmental affaire,
of Nepal bus, trolley bus,trucks Trolley 3us publie of
(7c/nepal) and conteiner trucks ( Handed China and
through iMG) Yen Credit
froa Japan
14. Puel Corpora- . * Proocurement and dietri- Forest - - -
tion bution of fuel wood
‘5. Janakpur ci“’ co-pm Aot L] Manufaoture of .1“— Industry & Teolno=- USSK Protoeal .‘“.‘ in 1959.
rette Faotory rettes Coameroce economio
(P) Limited
16. Danswari . . Procurement of raw hides . . People's Involved from tke 7,71,1962/63,
Leather and and skins and msnufeo~- Republie of
Shoe Feotory ture of leather and China
Ltd. (BLSP) shoes
17. Cottage Indue- - 1966 Provides rawv material . - - -

try and 3Sapo=
riua

and merketing cervices
of local textile
weevers and craftsmen
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18. Agriocultural Corpora=- 1966 Purchases agricultural Food, Agri- - - Initially in the year 1966 it
Inpute Corpo- tion Aot inputs and supplies culture and was established by the name of
retion (AIC) them to farmers Irrigation Agriculture Supply Corporation
(A5C). Later in 1972, Agrioul-
ture Marketing Corporation
(AMC) wes ootablished after
anmnlgamating the then ALUC and
Food Management Corporstion
(FMC). liowever, AMC wa®m bi=-
furosted into AIC and FMC in
the year 1974.
19. Nepal Tea Company 1967 Developing tea gardens Industry & - - -
levelopment Act and rendering technicel Comuerce
Corporation assiastance to private
Ltd. (NTDC) tea growvers
20, Agricultural ADD Aot 1968 Provides finance for Food, ‘gri- Loan (from AD3 ADJ/H wae ootablished after
Development agricultural inputs and culture & Asian Deve- aoquiring the assete and
Bank (AD3/N) outputs and agroe-based Irrigation lopment Bank liabilities of the then Co-
industries from time operative Deank set up in 1963,
to time)
21, National Insu- NIC Aot - Providing all sorts of Finence - - -
rance Corpora= insurance services in
tion (NIC the Kingdom of Nepal
22, Agriocultural Company 1969 To produce improved Industry & Techno-eco- USSR dinoce the F.Y. 1964/65,
Tools Factory Aot agricultural inplemeants Commerce nomioc
Limited which could be used in
the hills & pleins
23. Deiry Develop- Corpora=- . Development & growth of Food, Agrie PFinanecisl The Nether- -
ment Corpora- tion Aot dairy industry in the culture & & Tecohnical lends, New
tion (DDC) country Irrigetion Loan Zealand &
Denmark
24, Nepal Tele- Communica= L Monopoly supplier of Communice= Loan IDA It wae run as a departmental
communication tion Corpo- telecommunication tion agenoy till 1969/70, Then 1%
Corporation ration Aot services was constituted as a Doard and
(CcC Aet) finally, eonverted into Corpo=
ration in 1974/75.
25, Briock & Tile Company 1970 Producing bricke, tiles, Industry & Techno-eoo~ Feople's Protooal signed in 1964.
Factory Ltd, Act flooring tileas, etc. Commerce nomio depubliec of
China
26, Jute Develop- Corpora=- . Provides fecilities to . Loen and AD3 Involved since 1970/71. Initi-
ment and Trade tion Aot develop improved varie- Teonioel ally it was eoteblished es tihe
ties of jute ocultivation Assistance Jute Development BDoard in 1970

ing Corporation

and services for export-
ing the productes in the
international markets

under the lDevelopment Jonrd

Aot and later in 1973/74 it was
oonverted into the present

name under the Corporation Aot,
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27. 3elaju Tex- Company 197 Cotton Textile for loocel Industry & - -
tiles Ltd. ‘ot market and gives calene Comnerce
dering services to
privete textile weavers
28, Nepal 041l - - liandling of Petroleum ” - -
Corporation products in the country
solely
29. Nepeal Transit * . Providing fecilities for = - -
& /mrehousing safe transportation of
(P) Ltd. goods and merchandise of
foreign trade in transit
vie Indian route to Nepal
from abroad and feocili-
ties for goods imported
from a third country
30, Royal Nepal Communica= - Produces documentary Communica= - -
Film Corpo=- tion Corpo- and feature filme tion
ration ration Aect
(rNwC)
31. Cultural . 1972 Presents Nepelese - - -
Corporation cultural shows
32, Royal Drugs Company L Produeing drugs with Forest - -
Ltd. Aot the indigenous and
imported raw materials
33. Agro-Lime - 1974 Produotion of lime for Industry & - -
Industry Ltd, agriculturel and indus- Commerce
trial purposes
34, Hetauda Tex~ - . Producing cotton tex~ » Techno=ego= Protocal signed in 1974,
tilees Industry tiles nomio Aepublie of
L'do Chine
35. Nepal Cheuri . » To process seasonal . - - A very small uait,
Ghee Ltd,. fruit (cheuri) into
vegetable ghee
36. Nepal Food Corpora=- . To oreate buffer stock Food, Agri- - Originally it vas a r°°: i
Corporation tion Aot of food orops mainly culture and Managoment uo..itt-; ;h/;‘
(NFC) rice and supply to food Irrigetion was oconstituted in 1963/04.

defiocit areas

Later in 1972 it was aerged
with AMC. gain in 1974 1%t
was given a ceperate identity
by bifurcating the ANC,
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357. Janakpur Paddy Company 1974 Purchasing paddy from Food, Agri- Presently they are mainly ox-
& Rice Zxport Aot farmers and export them oulture and ported to India and then to
Company to international market. Irrigntion Bangladesh and Mauritiue.
There are a total of
38, Lumbini L - bl eight suoh companies »
eack at seperate trading
39 Jegarmathe " . - region = Janakpur, Lume .
bini, Sagarmatha, Nara-
40, Narayani » . - yani, Mechi, Kosi, Soti- L
Mahakali, Fer Western
41, Mechi ol . - Zone -
42, Kosi . " . .
43, GODeti-Meha- " . L] "
kald
44, FParxr
Westoxn
Zoneal . - = L
45, Bestern 3leoc- KEC Aot 1973 Genersateos and distri- Water and -
trieity Corpo=- butes eleotriocity in Power

ration

3astern Development
Region

Sourcens: (e) Performences of Public Enterprises in Nepasl (CCC & ISC Study).

(b) Loconomio and ilanagement _tudy of Public Bnterprises in Nepal (MCC Study).

(e) Aocte of Incorporation of some of the Enterprises.

(d) Verious Sconomic Plans of Nepal.
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