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INTRODUCTION

I, the Chairman, Committee on Public Undenakings (2019-2021) having
been authorised by the Committee to present the Report on its behalf, present this
Ninety Fifth Report on Travancore Titanium Products Limited based on the
Report of the Comptroller and Auditor General of India for the year ended 3lst
March, 2014 relating to the Public Sector Undertakings of the State of Kerala.

The aforesaid Report of the Comptrolier and Auditor General of India for
the year ended 3lst March, 2014, was laid on the Table of the House on
23-3-2015. The consideration of the audit paragraphs included in this Report and
the examination of the departmental witness in connection thereto was made by
the Committee on Public Undertakings constituted for the years 2016-2019 at its
" meeting held on 6-12-2017. The recommendations of the Committee on the basis
of audit para are included as Chapter I. In order to obtain more clarification, the
Committee visited Travancore Titanium Products Limited on 20-12-2017.
Recommendations of the Committee on the basis of the visit are included as
Chapter I1. ’ ‘

This Report was considered and approved by the Committee (2019-2021) at
its meeting held on 19-6-2019

The Committee places on record its appreciation for the assistancefendered
to them by the Accountant General (Audit), Kerala in the cxamiqlﬁion of the
Audit paragraphs included in this Report. '

The Committee wishes to express its thanks to the officials of the Industries
Department of the Govemment Secretariat and Travancore Titanium Products Limited for
placing the materials and information solicited in connection with the examination
of the subject. The Committee also wishes to thank in particular the Secretaries
to Government-Industries and Finance Departments and the officials of the
Travancore Titanium Products Limited who appeared for evidence and assisted the
Committee by placing their views before it.

C. DIVAKARAN,
Thiruvananthapuram, . : Chairman,
19th June, 2019. Committee on Public Undertakings.




REPORT
on

TRAVANCORE TITANIUM PRODUCTS LIMITED
- Audit Paragraph 2.1.1-2.1.47 (2013-14)
Introduction

2.11 Travancore Titanium Products Limited (Company), established in
December 1946, is engaged in the manufacture of Titanium Dioxide (TiO,)
through sulphate process. The Company is the sole manufacturer of Anatase
grade TiO, in Kerala. TiO, is mainly used in the manufacture of paints,‘ rubber,
textile, paper, cosmetics, ceramic, etc. The major raw materials used in the
production process are ilmenite, sulphuric acid and scrap iron. Ilmenite and scrap
iron are procured from outside while sulphuric acid is manufactured in-house
using sulphur purchased from other sources.

'Organisational Set Up

. 2.1.2 The Management of the company is vested in a Board consisting of
twelve directors including the Managing Director (MD). The day to day affairs of
~ the Company are managed by the MD who is assisted by Executive Dlrector'
General Manager, Finance Controller and Chief Managers

Financial Position and Working Results

2.1.3 The financial position and working results of the Company for the five'
.. years from 2009-10 to 2013-14 are shown in Anncxure 7. The Company has
finalised its accounts upto the year 2009-10 only and 'for'remaining period upto
2013-14, provisional accounts have been furnished. The Paid up Capital of the
Company as on 31 March 2014 was ¥ 13.77 crore held by Govemnment of Kerala
(X 13.43 crore), Kerala State Industrial Development Corporation Limited (¥ 0.14
crore} and others (¥ 0.20 crore). The net profit eamned by the Company increased
from T 5.96 crore in 2009-10 to T 14.74 croré in 2010-11, to ¥ 30.75 crore in
2011-12 and then decreased to T 1. 24 crore in 2012-13; In 2013-14, the Company
incurred a net loss of ¥ 0.34 crore.

817/2019.



~ Scope of Audit

2.1.4 The working of .the Company was last reviewed and the audit findings
were included in the Report of the Comptroller and Auditor General of India
(Commercial) for the year ended 31 March 2007, Government of Kerala. The
Report has not yet been discussed By the Committee on Public Sector
Undertakings (CoPU). The present Performance Audit was conducted to assess
whether the Company was carrying out its marketing, production, procurement
and financial activities in an efficient, economic and effective manner during the
five years period from 2009-10 to 2013-14.

Audit Objectives
2.1.5 The main objectives of the Performance Audit were to ascertain:

»  reasons for the increased cost of production by analysing the management
of procurement, production and manpower; and

» the effectiveness of marketing management by analysing the pncmg '
policy and constraints in marketing.

Audit Criteria
2.1.6 The following audit criteria were adopted:

+  Financial and Capital Budgets and Detailed Projects Reports in respect of
major capital works of the Company.

»  Monthly targets fixed in respect of capacity utilisation, turnover, etc.;

*  Procurement policy, procedures and consumption norms fixed in respect
of raw materials and utilities;

*  Decisions of Sales Promotion Commitiee; and
»  Market scenario and best practices relating to procurement in t.he industry.
Audit Methodology

2.1.7 The methodology adopted for attaining the -audit objectives with
reference to audit criteria consisted of explaining the audit objectives to top
management of the Company, scrutiny of records of the audited entity, interaction
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with personnel in audited entity, analysis of data with reference to criteria, issue of
audit queries, discussion of audit findings with management and issue of Draft
Performance Audit Report.

An entry Conference was held with the Company/Government in August
2014, wherein the scope and objectives of the Performance Audit were discussed.
Field aodit involving scrutiny of Company's records was conducted during June to
September 2014. The findings were reported to the Management and Govemment
of Kerala besides discussing in the exit conference held in November 2014.

Acknowledgment

2.1.8 Audit acknowledges the co-operation and assistance extended by the
management and staff of the Company in the conduct of this Performance Audit.

Audit Findings
2.1.9 Audit observations on the production, procurement, marketing and
financial management activities of the Company are discussed in succeeding

paragraphs.
. Operational Performance

2.1.10 The production, sales and stock of TiO, during the five years from
2009-10 were as detailed below:

Table 2.1 : Statement showing production. sales and stock

Year Production | Sales # | Sales value#| Average Stock as ! Net operating
{in MT) (in MT) {T Crore) stock percentage of profit
: @nMT) | . sales .| (Rs.Crore)

1 2 3 4 5 6 -7
2009-2010 | 15273 | 15470 132.34 | 666.94 4.31 5.95
2010-11 15749 16175 160.92 | 702.27 434 14.74
2011-12 12701 8ol 181.55 | 658.30 5.58 30.75
2012-13 11550 | 10682. | 163.92 | 1106.98 10.36 124

2013-14 10817 10419 152.92 | 1732.11 16.62 -) 0.34
# Bxcluding Special Grade Potassium Titanate, Sodium Titanate and Hydrated.
Titania.
Figures from 2010-11 are provisional
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As may be seen, there was a sharp decline in the profit earned by the
Company during 2012-13 and 2013-14. The huge increase in profit during
2009-2012 was due to increase in the sale price of TiO, per MT from ¥ 85,000
{April 2009) to T 1,60,000 (August 20i1 to August 2012). The sale volume as
well as production of TiO, showed a steady decline from 2011-12 and the
accumulation of stock showed an upward trend from 2012-13. The sales revenue

also registered a continuous decrease from 2012-13 onwards.

The sales of the Company in domestic market also declined from 13583.42
MT in 2009-10 to 10018.61 MT in 2013-14 despite increase from 79561 MT to
2411362 MT in the overall demand of the product in the country during the same
period. The poor performance of the Company even in the domestic market

indicated failure to thrive in the competitive market.

The Company in their reply (November 2014) admitted their inability to face
stiff competition from domestic competitors as well as importers and offer its

product at compctitivé prices due to higher cost of production.
Analysis of cost of Production

2.1.11 An analysis of the cost data furnished by the company revealed that

_the cost of production péJr MT increased from T 81,063 (2009-10) to ¥ 1,48,513 in

2013-14 (Annexure 8). The percentage of total cost to sales rose to more than 100
per cent during 2012-13 and 2013-14.

The cost incurred to generate one rupees of sale fluctuated over the five year

period and ranged from ¥ (.87 (2011-12) to ¥ 1.02 (2012-13 ) as shown below:

1 Source : Indian Mineral Yearbook issued by Indian Bursau of Mines, Ministry of Mines,
2 Source : Import date fumished by Kerala Minerals and Metals Limited, a State PSU engaged in
the same industry as enhanced by production of domestic manufactures.
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Tahic 2.2: Details of Cost incurred to earn one rupee sale

Particulars 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14

Raw Materials 1 031 0.40 0.35 | 046 0.38
| Power and fuel 0.20 0.16 0.17 0.18 0.17

Other variable cost including | 0.08 0.08 0.07 0.07 0.10
discount

Employee cost 027 | 022 | 020 | 025 | 0.29
Finance cost 005 | 003 | 002 | 0.03 | 0.03
Other fixed cost 0.03 | 002 | 0.06 | 003 | 004
Total cost 094 | 091 | 087 | 102 1.01

During 2012-13 and 20_13—14, the Company had to incur ¥ 1.02 and ¥ 101
respectively to earn sales revenue of one rupee resulting in operational loss. Audit
analysed the various elements of cost, taking the average for the period of three
years from April 2009 to March 2012 as the base and noticed increase in raw
material cost (2012-13), employee cost {2013-14) and other variable cost including
discount (2013-14).

The Company stated (November 2014) that it had done a very serious
. analysis of higher cost of production and had made clear plans for turnaround of
its operations. The plan, however, could not be proceeded with due to resource
constraints and the matter was being pursued with government. :

The deficiencies in production, procurement, consumption of raw materials,
marketing and utilisation of man power that contributed to increased cost of
production are discissed below:

Production Management

2.1.12 The Company has a Titanium Dioxide Pigment Plant (TDP plant) and
Sulphuric Acid Plant (SAP) with installed capacities of 24500 MT and 99000
- MT respectively. The achievable capacity of TDP plant was assessed as 15000
MT as agamst the installed capacuy of 24500 MT. The manufactunng process of
TiO, is gwen below.
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Table 2.3 : Manufacturing process of TiO,

S1. No. Stage Process Product
1 Digestion Ilmenite is fed into Ball mills to make it fine | Crude
powder, digested using sulphuric acid and liquor
reduced using scrap iron
2 |Clarification |Reduced crude liquor is dosed with settling Settled
agents and sent through settling tanks to liquor
remove sludge
3 | Concentration | Clear overflow from settler is concentrated Pulp
and to a specified extent and then charged into
Precipitation | precipitation tanks
4  |Filtration, The pulp is then filtered over drum type Pulp
Leaching and |rotary vacuum filters, any ferric iron still
Treatment present is reduced by leaching the pulp with
sulphuric acid.
5 |Calcination |Pulp is calcined in a rotary kiln and de- TiO,
and Milling |agglomerated in pendulum mills to very fine
particles
Production planning

2.1.13 Production planning helps a manufacturing unit to minimize cost,
utilize the available resources optimally and maximize efficiency. Proper planning
also helps to co-ordinate the activities of different departments and to maintain
proper stock levels of raw materials as also finished products.

Non-achievement of target fixed

2.1.14 The monthly production and sales targets are fixed by Titanium
Management Council (TMC) comprising heads of all functional wings and headed
by MD. The TMC target was fixed after talking into account stock position,
market constraints, production constraints, etc. The targeted and actual production
of TiO, for the period from 2009-10 to 2013-14 was as under:

-
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Table 2.4 : Details of targeted and actual production

Year Production (MT) Pgrcentage of actugl to ta:géted .
As per TMC Targg:t Actual P roducﬁqn
2009-10 o 15273 | T
2010-11 16250 15749 96.92
2011-12 14225 12701 89.29
2012-13 | 13775 11550 | - £3.85
2013-14. 11625 10817 ' 93.05

The actual production was only 83.85 per cent to 96.92 per cent of TMC
target. o '

The Company replied that the reason for nen achievement of TMC target
was constraints like feed break caused by power outage. .

The reply of the'Company is not acceptable since TMC target was fixed
after making due allowances for such disruptions in production.

- Production below break even point

2.1.15 Break Even Point (BEP) indicates the minimum production recjuired
to match the total cost with revenue. Production and sales above break even level
would entail profit. By fixing the BEP, the productidn activities could be adjusted
50 as to ensure maximum ecenomy of operation. The TMC did not take BEP into
consideration while fixing the targets of production. Based on the cost data
provided by the Company, Audit worked out the BEP of the Comi:any for the five
years upto 2013-14 as shown below and observed that the actual production during
2012-13 and 2013-14 was below break even level resulting in short recovery of
fixed cost to the tune of ¥ 10.95 crore. '
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Table 2.5 ; Details of BEP and un-recovered fixed cost

Year Production: Break Even Shortage in Fixed Cost
Quantity . production unrecovered
(MT) (T In crore)
2009-10 15273 14060.23 - -
2010-11 15749 12544.41 - -
2011-12 12701 18387.62 - -
2012-13 11550 11679.46 129.46 4.60
2013-14 ' 10817 . 11729.18 . 912.18 635
Total 10.95

The Company replied that it had recorded profit in 2012-13 and only a

. marginal loss in 2013-14 and therefore, the question of non- -recovery of fixed cost

did not arise. It was also stated that stock dlfferennal was not considered for BEP
calculation by Audit.

The reply is not acceptable since the recorded profit inciudes non-operating
incomes like interest earned, sale of scra[:;, etc. The Audit cbservation on BEP is
with regard to the production of TiO, alone, in which there was operating loss.
The contention of the Company that stock differential was not considered for BEP
calculation is incorrect as the same was considered.

Deficiencies in Production
Short recovery of TiO, due to lower efficiency

-2.1.16 Scrutiny of monthly production statements during 2009-2014 revealed
that as against the TiO, content of 78142.40 MT fed into Stage I, the output at
stage IV was only 66090 MT indicating loss of 12052.40 MT in the production
process. Further, the monthly actual overall recovery of TiO, varied widely and
fanged from 78.14 per cent (November 2011) 1o 85.32 per cent (July 2012).
Considering the highest efficiency of 85. 32 per cent, the short recovery during the
five years worked out to 1950.77 MT of TlO valuing T 23.73 crore. In view of
high value of TiO, the Company should have analysed and monitored the

production efﬁcmncy to ensure maxlmum recoverys
<
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The Company replied that the recovery rate of TiO, (85.32 per cent) -
considered by Audit could not be taken as standard since the practically
achievable efficiency was only 84 per cent.

The reply of the Company is not acceptable as the efficiency was mostly
around the lower side of range of 78.14 per cent o 85.32 per cent.

Loss due to non achievement of specified quality

2.117 The Company produces Anatase/Rutile grade TiO, that conforms to
the standard specifications prescnbed by the Indian Standards Institute {ISI).
Quality below ISI grade is marketed as Off Grade/General Purpose (OG/GP)
which is sold at a lower price. As per the target fixed (April 2010) 95 per cent of
the total production should be of IS grade. However, production of ISI grade
Anatase varied from 58.06 to 100 per cent while that of Rutile grade varied from
26.09 to 100 per cent. Due to non achievement of targeted ISI grade, TiQ, had to
be sold as OG/GP grade at a lower price. This had resulted in rgvenue loss of ¥
- 2.05 crore on 905.15 MT of Anatase grade and 696.67 MT of Rntlie grade
produced during April 2010 to March 2014,

The Company replied that off-grade products get generated mainly due to
reasons such as unplanned plant stoppage, process -equipment failure, underlover
feeding to calciner, variations in raw material quality etc.

Reply of the Company was not acceptable as thc major reasons pomted ont
were controllable through operational efficiency.

Excessive production of sulphuri_c acid leading to distress sale

2.118 The Company produces sulphuric acid, intended for captive
- consumption in its own acid plant.- The production process required a continuous
run of the plant and the minimum level of operation was 180.MT per day ic.,
5400 MT per month. Annual maintenance of the plant required shut down for
over one month which was scheduled during April/May every year, The
requirement of sulphuric acid per MT of TiO, produced was four MT. Excess
acid available after captive consumption was being sold in open market based on

quotations received/direct enquiries. The details of production, consumption, sales B

and stock of sulphuric acid during the five years are given below:

" 81772019,
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Table 2.6: Details of production, consumption, sales and stock of
sulphuric acid

(Quantity in MT)
Year | Opening | Production |Purchase| Acid {Consumption| Closing
stock sales Stock

2009-10 | 5368.24 | 64054.86 | 1410.45 | 1684.70 | 64839.36 | 4309.49

2010-11 | 4309.49 | 69764.52 0.00 1683.51 | 67053.70 | 5336.80

2011-12 | 5336.80 | 60628.69 | 4967.93 | 6404.57 | 55404.72 | 9124.13

2012-13 | 9124.13 | 58947.22 0.00 6811.23 | 53564.23 ; 7695.89

2013-14 1 7695.89 | 6139171 0.00 |[12993.70| 48056.97 | 8036.93

Audit found that the captive consumption of acid showed a declining trend
from 67053.70 MT in 2010-11 to 48056.97 MT in 2013-14 whereas the actual
production decreased from 69764.52 MT (2010-11) to 58947.22 MT (2012-13)
and then increased to 61391.71 MT (2013-14). Thus, the monthly production of
sulphuric acid was not regulated in line with the requirement for captive
consumption. This led to accumulation of stock and on reaching alarming levels,
the Company resorted to distress sale in bulk quantities from 2011-12. The sale of
sulphuric acid increased steeply from 1684.70 MT in 2009-10 to 12993.70 MT in
2013-14. Due to such distress sale in bulk quantities, the Company could not éet
competitive offers and during 2013- 14, the Company sold 3356 MT of acid below
variable cost incurring a loss of ¥ 16.41 lakh.

It was also observed that the uncontrolied production and bulk sale of
sulphuric acid resulted in shortage of suiphur in the month of December 2012.
. This led to forced shut down of SAP for the period from 4-12-2012 to 4-1-2013
and consequent excess consumption of 189.50 MT furnace ol costing T 70.66
lakh for generation of steam and 8.50 kilo Litre of Superior Kerosene Qil worth
¥ 4.18 lakh for cold start of SAP. Besides this, the production of TiQ, during
December 2012 was oniy 426 MT against the targeted production of 850 MT.
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The Company replied that due to global glut in the TiQ, market, in 2012-13
and 2013-14, it was forced to operate TiO, plant with small calciner for one
month and two months respectively which led to decrease in the captive
consumption and resultant accumulation of stock of sulphuric acid.

The reply of the Company is not tenable as the reason for accumulation of
sulphuric acid was not the operation of small calciner but the failure of the
Company to regulate the production of sulphuric acid to minimum level of
production' at 5400 MT per month, which was sufficient to cater to reduced
production targets of TiO, .

Procnrement of Raw Materials

2.1.19 In order to ensure optimum level of stock of raw materials and to
effect economies, Company should have fixed different stock levels (Maximum,
Minimum, Re-order level and Danger level) and adhered to it. In the Company,

the procurement of raw materials is managed by Commercial Advisory Committee
‘ (CAC). The Purchase Manual of the Company. prescribes detailed procedures for
the procurement of quality materials from reliable sources in required quantities at
appropriate time and at minimum prices. As per the Purchase Manual, the.
Commercial department has to do the following due diligence.

* monitor the daily/weekly stock position of raw materials and take
. necessary action for. procurement based on re-ordering level fixed from
time to time; and
* review the re-ordering levels and quantity based on annual consumption
and purchase lead time in the previous two yeats for updating the data.

The instructions contained in the purchase manual were, however, not
followed by the Compény. Cost of raw materials accounted for 37.47 per cent
(2013-14) of the total cost incurred by the Company. The major raw materials
used in the production process are ilmenite, sulphur and scrap iron of which
ilmenite and sulphur constituted 54 per cent and 30 per cent respectively of the
total annual raw material cost (2013-14). Audit reviewed the procumment of
ilmenite and sulphur and deficiencies noticed are discussed below.
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Ilmenite

2.1.20 Ilmenite, the major raw material, was being procured from Indian
‘Rare Earths Limited (IRE), a central public sector undertaking and from private
suppliers. As the Company does not have its own mining facility, it was entitled
to supply of ilmenite at concessional rate from IRE. As the allotment of ilmenite
from IRE was not sufficient to cater to the full requirements of the Company,
procurement from private supplies was also warranted. The TiO, content in the
ilmenite supplied by IRE Chavara (Q) and Manavalakurichi (MK) ranged between
55 to 60 per cent whereas it ranged between 46.60 to 51.80 per cent only in
respect of ilmenite supplied by IRE Qdisha (O) and private source. The
procurement of ilmenite from Private Parties and IRE during 2009-2014 was as
shown below.

Tabie 2.7 : Supplier-wise procurement of ilmenite

Year | Total IRE : Private suppliers -
Purchase MK and | O (46.60{ Total |Percentage| Quantity | Percentage-
. Q (5560 - 5180 to total in MT to total -
per cent | per cent purchase | (46.60 | purchase
TiO, TiO, - 5180
content) | content) per cent
Quantity in MT Tio,
content)

2009-10( 32776 | 22338 0 22338 | 68.15 10438 31.85
2010-11| 33822 | 21147 963 22110 | 65.37 11712 34.63
201112 | 26783 | 13204 | 4440 17644 | 65.88 9139 34.12
2012-13 | 29047 | 9425 4430 | 13855 | 47.70 | 15192 52.30
2013-14 [ 22369 10505- 20 10525 | 47.05 11844 52.95

T_hus,' the procurement of ilmenite from private suppliers increased from
31.85 per cent (2009-10) to 52.95 per cent (2013-14) of the total procurement.
This was mainly due to allotment of lesser quantity by IRE Q and MK coupled
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with short_ lifting of allotted quantity by the Company, Considering the high quality
and price advantage, the Company should have procured maximum quantity from

IRE Q and MK. Despite drastic decline in the supply of ilmenité from IRE Q and -
MK, the Company did not make any concerted effort to get more allotment from
IRE. The possibility of entering into long term agreement with IRE as laid down’
in the Purchase Manual, getting preference in allotment being in public sector,
etc., were not explored. Audit further noticed thdt 76.49 per cent {April 2011 to
Octbber 2013) of total ilmenite sale by IRE Q was to a company in private sector.

The Company rephed that shortage of funds forced the Company to go for
procurement from private suppliers who offer credit facility.

The reply of the Company was not tenablc, as funds could have been
arranged through working capital loans from banks which could not be availed
due to non finalization of accounts in time.

Short lifting of allotted quantity from IRE

2.1.21 On a test check of allotment and pro;:urt_ement of ilmenite from IRE, it
was observed that during July'2012-Februa.ry 2014, the Company did not lift the
"entire aflotted quantity of ilmenite from IRE Q and MK. The short lifted quantity
was subsequently procured from private sources at extra cost of ¥ 156 crore as
shown in the table below.

Table 2.8: Financial impact of short-lifting of ilmerite from IRE

Period of | Quantity | Quantity | Quantity | Direct Impact of | Financial Impact of

Allotment | Allotted Lifted | short short lifting short lifting
'l tifted '
(MT) _
1 2 3 4 50 6

July 2012- | 764527 | 714290 | 502.37 575.63MT Extra expenditure -
May 2013 | - (MK) procured from ¥ 30.13 lakh
' Private Parties '
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1 2 3 4 5 6

October | Unlimited | 364.73 | Unlimited | Lost allotment due | Procurement of
2013 (MK) during the period 4013 MT from
November 2013to | Private suppliers

February 2014, resulting in extra

October | 2437(Q) | 2124.24 | 31276 | Lostallotment due | S<Penditure of
2013- - in Decomber 2013 | ¢ 126 crore
February and March 2014, -
2014

The reason for the non-lifting/delayed lifting of ilmenite from IRE was
inability of the Company to make-advance payment. The IRE, thereafter, offered
45 days’ credit facility to the Company subject to the opening of irrevocable Letter
of Credit, which alsc could not be availed due to non-finalisation of accounts after
2009-10.

While accepting the audit observation, the Company stated that it was not
able to lift the entire quantity allotted due to financial constraints.

Failore to tap alternate sources

2122 The Company has to resort to procuring ilmenite from private
suppliers even if their quality is inferior as IRE is not able to supply the required
quantity. As per the Purchase Manual of the Company, the Purchase Department
has to develop vendors and update the vendor list. Despite this, the Company did
not follow a system of vendor development for ilmenite, the major raw material
and resorted to procurement from two. firms based on open tenders. Audit
observed that there were several suppliers of ilmenite in the market and some of
the firms had participated in tenders floated by the Company. The Company,
however, did not place orders with them for reasons like non furmshmg of
samples, etc, .‘

The procurement from sources other than IRE was mainly from VV
Minerals up to August 201l and thereafter from Miracle Sands and Chemicals
(MSC) and Textile Dye Chem (TDC). Thus, MSC and TDC continued to be the
only suppliers of ilmenite from September 2011/June 2012. Thus, the Company
~ had to depend/compromise on the terms and conditions of supply of these firms to
a great extent due to lumted sources. “

I
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The Company replied that sample analysis played a vital part and since
source of material was limited, it was not in a position to widen the supply base.

The reply was not acceptable as the procurement was made from agents only
and there were other players also in the field. It was also noticed that selected
bidders had also not furnished samples. Since acceptance of ilmenite was subject
to testing at the lab of the Company, fumishing. of sample along with tender was
not important. '

Non-execution of agreement with suppliers

2.1.23 Execution of formal agreement incorporation the terms and conditions
for regulating the deal is essential to conclude a valid contract. The Stores
Purchase Manual® issued by Government of Kerala stipulates execution of .
agreement with the suppliers. Audit noticed that the Cormpany invited seven
tenders during 2011-12 to 2013-14 and placed 17 purchase orders for 38771 MT of
ilmenite. However, no penalty clause or risk purchase clause in case of delay/non-
supply was included in the tender. Further, no formal agreement was executed
with the suppliers (except four* purchase orders) as a result of which the Company
failed to ensure compliance of the terms and conditions of the tender/order and
legal validity of the contract in the event of default by the supplier.

In respect of the tender- dated 7/12/2011, though Ind Chem, Cochin, the L1
bidder, supplied only 203.35 MT of ilmenite out of ordered quantity of 5000 MT
and the Company had to procure the remaining quantity of 4800 MT from MSC
and TDC at higher rate incurring an extra expenditure of ¥ 2.21 crore, no risk®
purchase clause could be invoked. The Company, however, did not initiate any
legal action against the defaulted supplier. On being pointed out by Audit (March
2013), legal notice was issued to the defaulted supplier on 3 May 2013 (after 11
months from delivery schedule). In the absence of formal agreement, chances of
recovering risk and cost were remote.

The Company stated that at present agreements were being executed for high
valve items and that legal action against Ind Chem is beirig pursued.

3 Paragraph 55.
4 PO Nos. 5150 dated 30/5/2013, 7156 dated 15¥6/2013, 7204 dated 28/11/2013 and 7205 dated

6/12/2013.
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The reply confirms that there wés no‘enablihg clause either in the Purchase
Order or Tender. _In the event of non-execution of the agreement, chance of
recovery was remote. As such, the Company should enter into agreements: with the
suppliers to avoid any loss.

. Post tender dilation of terms and conditions

2.1.24 The Company invited tenders for procurement of 10000 MT and
5000 MT of ilmenite in June 2011 and May 2012 respectively. The tender invited
in June 2011 stipulated for rejection of material if TiO, was below 50 per cent.
The next tender invited in May 2012 stipulated a minimum 50 pet cent TiO,
pbntent in the ilmenite with acceptance up to 48 per cent content on pro rata
reduction of prices and rejection if below 48 per cent. The Conipany however,
while placing six® purchase orders modified the condition in favor of the supfulicrs :
that ilmenite with 48-46 percent TiO, content would be accepted on pro rata
reduction of price with rejection of below 46 per cent content. The Company
accepted 9392 MT of ilmenite with TiO, content ranging between 46,40-49.99
per cent without effecting pro rata recovery in prices resulting in extension of
unintended benefit of ¥ 15.78 lakh to two suppliers®.

The Company stated that the source of oﬁgin of the only one bidder was
Srilanka and that the deviation of two per cent in TiQ, content was recommended
by CAC since the TiO, percentage was generally lower for Srilankan ilmenite,
The reply was incomect as the guaranteed TiO, content as per Lanka Mineral
Sands, the sole mining agency in Srilanka, was 53 percent .

Modificstion of tender conditions '

2.1.25 Audit found dilution of other terms and conditions from time to time
in favour of the suppliers as detailed below,

5 PO no. 2919 dated 13-10-11, 2935 dated 10-12-11, 2940 dated 2-1-12, 2949 dated 17—2 12, 3890 -
dated 2-6-12 and 3891 dated 6-6-12.

6  Miracle Sands & Chemicals Limited and Textile Dyc Chem -
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Table No. 2.9: Details of changes in terms and conditions of tenders and

0.5 per cent

included

impact
SIL Terms and Conditions Impact/Implication
Na. Earlier tender Subsequent tender
1 |Minimum daily/monthly [ No minimum There would be  non-
supply quantity fixed synchronisation of supplies
with production requirement.
2 |Security deposit of five|Security deposit|Being very nominal amount, it
" {per cent of the cost of|¥ 2 lakh did not serve the purpose of
material security for due performance of
contract.
3 |Rejection level-TiO, | Rejection level - Combromise in quality of :
content below 48 per|TiO,  content|ilmenite.
cent below 46 per
cent
4 |Maximum limit  of|No such!Compromise in quantity of
moisture content to be|condition ilmenite since there were many

instances of higher moisture
content ranging. upto 0.86 per
cent.

The Company replied that Serial numbers 1,3 and 4 were altered in favour of

the Company. Regarding security deposit, the supplier had suppl:ed as per the
tender- condltlone

The reply was not tenable as the alterations were detrimengal to the interest

of the Company which calls for fixing of responsibility. Completion of supply

. which falls at a later date was not valid ground for reduction in security deposit.

Non-inclasion of price reduction clause

2.1.26 As the price of ilmenite is subject to high variation, the Company-

while placing repeat orders/giving extension for delivery period should have

817/2019.
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incorporated a condition that 'price applicable would be existing price or price as
per next tender whichever was lower'. The Company, however, failed to include
price reduction clause leading to extra expenditure of ¥ L.O5 crore as detailed in

Annexure 9.

The Company stated that the price réduction was not made as the supplies of
the amended/extended orders were completed before finalising the next tender.

The reply was not acceptable as the tendering process was started much
before placmg amendment/extension orders.

Lapses in procurement of sulphur
Failare to ensare timeljr supply

21.27  As the price of sulphur was subject to wide fluctuations, the
Company should have regulated the procurement in accordance with production
requirement so as to avoid excess procurement at higher rate and consequent
accumulation of stock. Audit found that the Company placed purchase orders with
Mincore Resources Private Limited (Mincore) without assessing the requirement
and accepied the supply beyond delivery schedule which led to unwarranted
procurement as detailed below: -

Table 2.10: Statement sﬁowing delayed supply of sulphur

(in MTs)
PO No. & Quantity Ordered Quantity supplied
: date' & (delivery | within delivery | After delivery Total
schedule) schedule schedule
1672 dated 6000
. : 2958 237 533
812-2010 | (within 14-2-2011) 2 0
' 6000 '
... i No supply within
th .
5101 dated (3;(?_? 12‘?;3‘"’ d‘“ 20-1-2013 and 485 <077
C1-12-2012 *3MC | 4492 MT within
balance within 19-2-2013
19-2-2013) "~




Xrooo

1S

It was noticed that the failure of Mincore, to deliver sulphur in time against
PO No. 5101 dated 1-12-2012 led to shutting down of SAP for 14 days. There was

no penalty clause in purchase order for delayed supplies to ensure prompt supply.

_ Though Mincore did nor adhere to the schedule, the Company accepted the
entire quantity supplied though there was no requirement at that time'eohsidering
the supply from BPCL. Had the Company regulated the purchase of sulphur to the
reqpired'minimum of 1782 MT per month, procurement of 5349 MT7 of sulphur

worth T 6.88 crore and consequent blocking up of funds on accumulated stock
.7 could have been avoided. '

The Company stated that the belated supply (PO 1672) from Mincore was

due to delay in getting NOC and documentation. The fact, however, remains that

‘the Company failed to ensure timely supply by execuﬁng agreement with penal
“ provisions for delayed supply. '

. The above serious lapses call for investigation and ﬁidng of responsibility.
Lack of penalty clause for non supply/short supply of ordered quanrity

2.1.28 As per .Stores Purchase Manual of Government of Kerala, an
agreement should be entered into with successful tenderer for the satisfactory
fulfilrnent of contract embodying the conditions of the order and providing the
necessary penal clauses for any breach of the conditions of the contract. The - A
Company had not mcorporated risk and cost/penalty clause in the purchase order
that could be invoked to safeguard its mterest in case of fmlure to perform the
contract. Moreover security deposit and performance guarantee was alsc not
insisted for ensuring supply of materials as per delivery schedule. Non
incorporation of penalty clause led to short supply and consequent financial loss to

the company as detailed below:

7 2372 MT at the rate of ¥ 1i300/MT in PO No. 1672 and 2977 MT (1492+1485) at the rate of '
¥ 14100/MT in PO No.510L.
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Table 2.11: Statement showing quantity ‘ordered and supplied by two firms

| Quantity | Rate/ | Quantity | 2-20ttY
PO No. & | Name of wan y . vantity short -
) ordered | MT | supplied . Remarks.
date Supplier . supplied
MT) iy (MT)
MT)- ‘
S =
Supplied duaring
October to December
9823 j October to em
: 12009 Stopped
dated SPIC 6000 3344 118B64.38 |4135.62 o
: supply citing steep
18-9-2009 S .
. fise in internaticnal
price of sulphur
Purchase Order was
placed due to short
supply by SPIC.
. ; Howavér, the firm
228 dated| . .
Mincore 2000 11825 [ 846.92 | 1153.08 supplied during
25-1-2010 .
: February to April
2010 only * and
balance quantity not
supplied.

Consequent upon the above short supplies, the Company procured® a further
quantity of 1988 MT from SPIC and Mincore at a higher rate of ¥ 14625 per MT.
Thus, failure of the Company to ensure supply of entire ordered quantity of
sulphur, led to procurement of 846.92 MT (Mincore) at the rate of T 11825 per
MT and 1988 MT (SPIC and Mincore) at the rate of T 14623 per MT incurring
extra expenditure of ¥ 2.4(° crore. Since the act of non-incorporation of penalty
- clause in purchase order ic very serious, the Government needs to take action
against the Company officials for such lapses which resulted in loss of T 2.40
- crore to the Company. '

8 PO No. 245 dated 20/0% 2010 (SPIC) and 249 dated 23/03/2010 {Mincore)}
§ (T 11825 5344)x846.92 MT = T 0.55 crore + (¥ 14625-35344) x 1988MT = ? 1.85 crore
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Consumption of raw material

2129 Control over consurnptlon of raw matcnals meriis special attention of
the management in view of the high cost involved. The Company had fixed the
standards for consumpuon years back which were not reviewed rendering the
same unrealistic. '

Excess consumption of raw materials

2.1.30 The TiO, content in the ilmenite procurcd Jrom various sources
varied widely and consequently the consumption per MT of TiO, produced also

- differed. Further, the quantity as well as the quality of ilmenite was the deciding

factor for consumption of other raw materials. An analysis of the consumption of
major raw materials viz., ilmenite, squhunc acid and scrap iron revealed that the
actual consumption during the review period varied from year to year.
Consxdermg the maximum efficiency of 2.133 MT, 4.245 MT and 0.218 MT
achieved in consumption of 1lmemte (2009-10), sulphunc acid (2009-10) and
scrap iron (2013-14) respectively for production of one MT of TiO, as basis, the
 excess consumption during the review period worked out to Z 6.85 crore, T 4.05
crore and ¥ 2.88 crore respectively as shown on Annexure 10. The specific
consumption of ilmenite and sulphuric acid is related to the TiO, content in
ilmenite and in case of scrap iron, it depends on both ferric iron content and TiO,
content in the ilmenite. Hence, the excess consumption of the raw material was
due to poor quality of ilmenite procured from private parties.

The Company accepted Audit observations stating that the raw material
consumption caries widely with the type ilmenite used. .

The Company should minimise the procurement of low quality 1lmemte 50
as to optimise the consumption of raw material.

Concealment of shortage of material

21 31 As per the norms, 0.33 MT of sulphur was required for proclucmg one
MT of sulphuric acid. An analys1s of consumption of sulphur revealed that the
- Company has been accounting the consumption not on actual weighment basis but
based on the norm oniy. During the period from October 2012 to December 2012,
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the consumption of sulphur per MT of sulphufic acid produced was, however,
reckoned as 0.34 MT, 0.35 MT and 0.35 MT respectively. Thus, there was excess
" consumption of 197.32 MT of sulphur than the norm. Considering the net cost of
T 13150 per MT of sulphur ‘from BPCL during the above period, the extra
expenditure incurred on account of this worked out to ¥ 25.95 lakh.

The Company while acceptmg the audit observations stated that the variation
in consumption norm was necessary to adjust the physical stock.

The reply of the Company is not acceptable as Company cannot adjust such
shortage of material by showing the same as issued from physical stock.

Marketing

2.1.32 The Company produces mainly (84 per cent) Anatase grade TiO, and
a meager quantity of Rutile grade TiO, and sells it in domestic (91.87 per cent) as
well as international market. The Company sells its products through stockists and
du'ectly to customers.

Sales performance

2.1.33 The sales perfonnance of the Company for the five year penod was
as given below:

Table 2.12: Statement showing sales performance

—

* Sales (in MT)
Year | Percentage | Sales Value i::;a(giz
TMC Target | Actual |of Actwalto| (RCFOF) 1y
‘ ‘Target
2009-10 15750 15470 98.22 132.34 666.94
2010-11 16350 16175 | 98.93 160.92 . | 702.27
'. 2011-12 13800 11801 8551 | 18L55 658.30
2012-13 13400 | 10682 | 7972 | 163.92 1106.98
2013-14 13125 10419 |- 7938 | 15292 1732.11
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As seen from the table above, the actual sales was only 79.72 and 79.38 per
cent of the targeled sales during 2012-13 and 2013-14 respectively. The Company
was not able to achieve even the monthly target fixed by TMC at very lower
levels, after considering the various constraints.

Audit analysed the market-wise and customer-wise sﬂes of the Company
taking 2009-10 as the base year as detailed in the following table:

Table 2.13: Statement showing Performance of the Marketing Department

Sales (MT)
Domestic- Export
Year Stockist " Direct Per cent |\
‘ - Toul : Total Sales
* ' Domestic
Per Fer MT Per cent (MT)
MT MT
cent centt | Sales (MT)

2009-10 12424.70 100.00 | 1158.72 | JOC.00 | 13583.42 | 1897.80 | 100.00 | 15481.22 | 100.00

2010-11 12670.00 | 10197 | 1665.68 ; 143.80 | 1433568 | 184800 | 9738 | 16183.68 104.54

20112 9882.53 | 79.54 | 1383.92 | 119.44 | 11266.45 | 542,95 2861 | 11809.40 76.28

2012-13 9443.53 | 76.0L | 77275 | 66.69 | 10216.28 { 50B.00 | 2677 | 10724.28 | 69.27

2013-14 9044.55 | 72.79 | 97406 | B4.06 | 10018.61 45815 24.14 | 1047676 | 67.67

Total 53465.31 5955.13 59420.44; 5254.90 6467534
*2009-10 taken as the base year |

It has been noticed that over the review period, the total sales decreased to
67.67 per cent of the sales of 2009-10. The export sales decreased to 24.14 per
" cent as compared to 2009-10. The domestic sales through stockists and direct
customers decreased to 72.79 per cent and 84.06 per cent respectively over the
review period.

It was replied that import of TiO, from Chinese market affected the overall
demand for the product which resulted in poor sales performance of the Company.
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The reply was not tenable since the overall demand for TiO, in India had
increased from 79561 MT (2009-10) to 241136 MT (2013-14) and also the
antidumping duty imposed on the imported TiO, enables the domestic
manufacturers to compete with importers. By reducing the cost of production and
through effective marketing targeted sales could have been achieved.

Lack of professionalism in marketing

2.1.34 An effective and regular market research is essential for identifying
the market demand and supply conditions, price trend, competitors’ pricing
strategy, efc. so as to adopt short term pricing strategy to avoid accumulation of
stock. The marketing department, however, did not have an established mechanism

to this effect. Though, the Company entered into agreement with stockists and |

they were required to submit above details, it failed to collect the data from the
stockists or other sources for creating a data base. The absence of a reliable and
accurate market database resulted in wrong pricing decisions affecting the
profitability of the Company as discussed below,

Defective pricing mechanism

2.1.35 The Company had not adopted a long term marketing/pricing policy.
The Sales Promotion Committee (SPC) (till November 2011/ Marketing
department/Commercial Advisory Committee (CAC) periodically fixes base price
for TiO, and formulates discount schemes, separately for stockists and direct
customers. The price revision, however, was not on aﬁy scientific and systematic
basis but was resorted to on grounds of 'favourable/unfavourable market condition
or increased competition or accumulation of stock or increased cost of production'.
Thoughrthe Company was mandatorily required to maintain cost records, this was
not being complied with. The Marketing-departmént did not consider the marginal
cost of production as well as breakeven level for taking pricing decisions. This
coupled with absence of accurate market data base resulted in fixing higher prices.

. A comparison of the periodical price revision effected by the Company with
the Wholesale Price Index (WPI) of TiO, published by Economic Advisor to
Government of India revealed that the price revision was unscientific and arbitrary
leading to decrease in sales turnover as shown below:

o
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Table 2.14: Statement showing price deviation

Monthly Monthly
verage of : Average of | Average Price
Year J:Vholefsale Actual f’n‘ce‘" ' Dev?ation | SalesMD)
Price Index Index !

2009-10 . 120.73 133.33 12.60 | 15470
2010-11 130.99 15419 | 2320 16175
2011-12 181.86 24074 58.88 11801
2012-13 184.47 236.27 51.80 - 10682
201314 175.64 227.20 51.56 10419 |

It was seen that the price revision during 2011 to 2014, was abnormally high
compared to the market price of TiO, which led to the Company's inability to push
the product into the market and consequent poor financial performance during the
years 2012-2014,

The Company stated that it was unable to offer competitive price for the
products due to higher cost of production and constraints of a PSU in fixing
market responsive pricing.

The reply of the Company is not acceptable since the Company is free to fix
the selling price for its products,

Ineffective stockist network

2.1.36 During the years 2009-2014, 82.67 per cent of the sales of the
Company were through stockists. As per the terms of agreement, stockists were to
lift minimum quandfy of 18 MT of TiO, per month and 250 MT annually, failing
which the dealership of the stockists were to be cancelled. Though the' Company
had 24 stockists, the number of active stockists who adhered to the minimum
qualifying off take of 250 MT per annum was.only 11 in 2009-10 which was
reduced 1o 9 in 2013-14. Further, off take by these active stockists also declined .

10 Base year for the WPI as well as actual price index of the Company is 2004-05,

817/2019.
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from 10650 MT in 2010-11 to 7410 MT in 2013-14. Since the Company mainly
depends on the stockists, the failure in developing and growing an effective
dealership network had adversely affected the overall performance of the
Company.

The Company in its reply accepted the need for establishing wide network of
stockists/dealers in domestic market.

Ineffective and mtlona] discount scheme

2.1.37 The Company offers trade discount to its customers to augment the
sales. The. periodical discount scheme was designed by the SPC/CAC. Different
rates of discounts were applicable for stockists and direct customers. The stockists
were eligible for special quantity discount and additional special discount based on
their off take, in addition to flat trade discount. The sales performance vis-a-vis
the trade discount -offered to the stockists and direct customers were as shown
below:

Table 2.15: Statement showing discount allowed

Increase in Total
Increase | Discount . Ineffective .
Sales Discount/ | discount/ neffective
Year in sales {Tin discount/M
(MT) MT () MT (per discount
| {per cent) | crore) TLI)M
; centdy (T crore)
2009-10 15470 5.48 3540
2010-i1 16175 4.56 5.81 31590 1.41 -
2011-12 11801 [ -23.72 4.48 3794 7.18 254 0.30
2012-13 10682 -30.95 6.47 6054 - 102 2514 i 2.69
201314 10419 -32.65 9.64 9249 161.27 5709 5.95
Total | 3188 8.94

Note:Discount per MT for the year 2009-10 of ¥ 3540 being the lowest, was
taken as the base.

11 Discount per MT for the respective year as reduced by discount per MT for 2009-10.
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During the year 2013-14, the effective discount per MT sold increased by
161.27 per cent and the sales volume decreased by 32.65 per cent, as compared to
2009-10. This indicated that the increase in discount offered to the
customer_slstockists had not benefitted the Company by way of increased sales.
Out of the total discount of 31.88 crore offered to the stockists/customers, an
amount of ¥ 8.94 crore (28.04 per cent) became ineffective cue to defective -
discount schemes as discussed below: -

1. The flat discount per MT was not linked with the sale_price per MT. Upto
January 2013, the flat discount was T 2500 per MT (1.69 per cent of sale
price). This was increased to ¥ 4000 per MT (2.71 per cent) in February
2013 and to ¥ 5000 per MT (3.36 per cent) in July 2013. Despite the
increase in flat discount, the sales quantity decreased from 15470 MT
(2009-10) to 10419 MT (2013-14),

-2, Additional Special discounts were also offered to stockists for encouraging
higher sales volume. With effect from October 2013, the monthly sales
quantity required for the additional special discount was fixed at 70 per cent
of the maximum monthly off take during the last one year. The fixation of
qualifying quantity for the additional special discount, much below the
normal monthly off take did not serve the purpose of encouraging the
stockists to procure higher quantity, - '

3. Special Quantity Discounts of T 500 to ¥ 6500 per MT were allowed to
stockists for off take above eight MT based on different slabs. The quantity
discount offered was applied based on non-telescopic method. When the
quantity- off take exceéded specific slabs, higher discount was given for the
entire quantity, instead of on the incremental quantity, as done by another
PSU? in the same industfy. The special discount scheme applicable to
stockists for March 2014 and impact of the.irregular discount scheme was as
given below: ' ‘

12 Kerala Minersls and Metals Limited, Kollam.




28

Table 2,16: Statement showing impact of non-telescopic discount scheme
for March 2014

! Slabs of Monthly Discount Maximum Discount when | Effective discount
off-take (MT) (TMT) discount in the |- one MT is lifted | for the extra one
' slab (T) above maximum unit (I)
: quantity in the
slab (%)
1 : 2 3 4+ } 5(4-3)
0-17 ; Nil 3 Nil 36000 36000
18- 35 : 2000 70000 i08000 . 33000
36- 53 3000 ! 155000 216000 . 57000
54-99 b 4000 © 396000 500000 . 104000
100 - 149 5000 745000 862500 117500
150 - 199 i 5750 1144250 1300000 155750
I_ZOG and above 6500 { - - -

*When one MT is lifted above the maximum quantity in onc slab, the entire
quantity becomes elfgible for higher discount as per the next slab.

The non-telescopic discount scheme resulted in higher sales promotion
expenditure for the Company without any significant increase in the sales volume.
Maijority of the stockists took advantage of this defective scheme by marginally
increasing their off take to barely reach the next slab. A test check of the sales
activity of 17 stockists during the month of March 2013 revealed that due to the
irreguiar discount scheme, T 6.35 lakh was allowed as discount to 13 stockjsts for
achieving 22 MT of additional sales (Annexure 11).

In the reply, Management justified the discount scheme stating that the

present system might motivate the stockists/customers to reach the next slab as
they get more benefit.

The reply of the Company is not acceptable as the discount scheme was
skewed in favour of stockists as it offered more benefit to the stockists whereas
benefit for the Company by way of increased sale was negligible.
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Accumulation of stock of TiO, pigment

2.1.38 The steady decline in the sales volume and defective production
planning resulted in accumulation of stock. The average stock held over the five
year period increased from 667 MT to 1732 MT; the maximum accumulation
being during 2012-13 and 2013-14 representing 10.36 per cent and 16.62 per cent
of sales respectively. Had the production been optimised subject to the BEP level
as well as marketing plan or orders in hand, the accumulation of finished goods
could have been minimised. Considering the minimum BEP production levels and
actual sa'es, Audit worked out the loss of interest as % 1.64 crore on account of

accumulation of stock and working capital blocked as shown below:

Table 2.17: Statement showing interest loss due to stock accumulation

N Monthly average of
YVear Average Monthly Working Capital Interest loss
€ o
Accumulation (MT) ¢ Blocked (Tin cro;c)
(¥ in crore)
~2009-10 445.42 2.36 0.20
2010-11 653.51 C A ‘ 0.37
201112 _ 609.16 5.49 0.46
2012-13 48).48 . ’ 517 0.44
2013-14 205.82 ' 2.00° 0.17
; | “TOTAL 164

It was accepted by the Management that production level was planned based
on the availability of raw material in view that sales could be developed further.

Human Resource management

2.1.39 Employee cost forms the second major element of the total cost
incurred by the Company. The average annual production during the years
2011-2014 was reduced by 24.64 per cent, as compared to that of 2009-2011,
resulting in steady increase in the employee cost per MT of TiQ, produced from
£ 23227 in 2009-10t0 T 42850 in 2013-14, The major factors that contributed to
the increase were as below: '
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Payment of unproductive wages due to poor labour productivity

2.1.40 The Company had deployed 567 workmen for its operations as on
31 March 2014. Audit reviewed the utilisation of manpower in Production
department and found that the average man hours utilised for production of one
MT of TiO, increased from 81.94 hours during 2010-11 to 109.94 hours during
2013-14. Reckoning the man hours utilised in 2010-11 (81.94) as optimum, the
unproductive wages paid during 2009-2014 due to lower labour productwny
worked out to T 4.66 crore as detailed below:

Table 2.18: Statement showing unproductive wages

. |
Excess Total :

Produ Capacity Man Man Excess Labour Unprodu

) ‘man wages
Year ction wtilisation /|  hours hours/ man hours Hour | ctive wages
. hour/ paid

. (MT) (per cent) | utilised MT used Rate (T) | (% crore)
. : . MT ' (T crone)

(n (2) ] 4 G2 © | P=(x2] (B |(9=(%4) (10)=(7x 9}
2009-10 | 15273 101.82 1257356 | g2.33 0.39 | 5956.47 6.43 5114 0.03
2010-11 | 15749 104.99 11290427 8194 | .. - 7.25 56.18 -
2011-12 12701 84.67 1270859 | 100.06 | 1812 | 23014212 | 7.42 58.39 1.34
2012-13 11550 77.60 136523 | 98.40 16.46 | 190113.00 | 826 72.68 138
201214 | 10817 | 7211 1189180 | 109.94 | 28.00 | 302876.00| 7.49 62.98 191

N 1
TOTAL ’ . 4.66

Thus, the fmlure of management in operating the plant at optimum level
resulted in payment of unproductive wages. Further, a comparison with another
PSU (Kerala Metals and Minerals Limited) engaged in the same industry revealed
that the man hours utilised per MT of TiO, produced by the Company was
exorbitant ranging from. 82 to 109 as against 27 to 33 for the other PSU The
monetary impact of this worked out to 7 24.98 crore.

The Company did not submit any speclﬁc reply to the observation,
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Financial Management

2.1.41 The Finance Department is headed by Finance Conl;roller who is
assisted by Finance Manager. Audit found that the deficient financial management
adversely affected the overall performance of the Company during the years
2012-2014 as detailed below:

‘Working Capital Management

2.1.42 An efficient management of Accounts Receivable, Accounts Payable
and Inventory constltutmg working capital would ensure reduced cost of capital
and better operauonal performance. A detailed analysis of the working capxtal
position for the five years up to 2013-14 is given below:

Table 2.19: Statement showing working capital cycle

(in days)
" Particulars | 2009-10 | 2010-11 | 201112 | 2012-13 | 201314
1. Avefage Debtors Collection 28 30 37 65 76
Period '
2. Average Stock ﬁolding Period| 56 | 48 54 7% | 89
3. Average Creditors Payment | 44 28 23 24 53
Period | ‘
Working Capital Cycle (1+2+3) | 40 | 50 68 17 12 J
Audit observed that: ' -

¢ Due to inefficient management of working éapital constituents, the
workmg capital cycle® mcreascd from 40 days (2009—10) to 112 days
(2013-14) resulting in reduction in cash and cash a,quwa\lent14 by 71.45
per cent!® leading to working capital crisis.

13 The time required to convert mvestment in wodung capital in to cash.

14 Cash in hand and at Bank.

1S  Cash and cash equivalent of T 14.08 crore during 2009-10 reduced to ¥ 4.02 crore during
2013-14.
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* The actal average collection period which was 2830 days during
2009-10 and 2010-11 had increased up to 76 days (2013-i4).
Consequently, funds locked up in debtors resulted in interest loss of
¥ 62.81 lakh (Annexure 12) during the period from 2011-12 to
2013-14. -

+ The high inventory holding period of 89 days (2013-14) indicated
excessive accumulation of inventory.

* The creditors' management was also very poor during 2010-2013.
Though the position had improved in 2013-14, the credit period available to the
Company was much lesser than that allowed by the Company.

Arrears in finalisation of accounts

2.1.43 Preparation and analysis of periodical financial statements are
essential for effective Financial Management. Section 210 of the Companies Act,
1956 read with Section 166 of the Act prbvides for finalisation of annual accounts
by 30 September. The Company, however, had finalised its accounts only up to
2009-10. The non-preparation of financial statements for the years 2010-2014 was
_ in violation of provisions of the Act which resulted in defective Management

Information System and consequent defective decision making. :

The Management stated that earnest efforts were taken to make the accounts
up to date.

Non-maintenance of cost records

2.1.44 Being a process oriented manufacturing company, maintenance of
cost records is mandatory as per Section 209 of the Companies Act, 1956 and
existence of a robust and reliable costing system is essential to make available
information essential for cost control and: managerial decisions. The main
objectives of cost accounting are ascertainment of cost, cost control, cost reduction
and assistance in decision making on pricing, production plan, budgeting, etc. The
Company, however, had not maintained cost records which resulted in- wrong
managerial decisions in respect of fixation of optimum activity level, price
revision, regulating labour efficiency and accumulation of raw material stock, etc.

-
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It was replied that the cost records would be mamtamed after the completion

of statutory audit for the respective years.

Momtonng of receivables

2.145 Accurate recordmg of the debtors transaction and periodical

reconciliation of the balance with the debtors’ books of accounts is one of the
major functions in debtors’ management. It was, however, noticed that the

debtors’

transactions were not being recorded regularly by the Finance wing

“resulting in poor monitoring of the debtors collection as evident from the
followmg

In respect of Asian Pamts Limited (APL) a major drrect customer, books
of accounts were not maintained. In order to reconcile the differences in
balance, regular transactions had to be temporarily cancelled during the
period April to October 2011, This has resulted in ioss of business to the
tune of 210 MT amounting to X 3.41 crore during the period.

Admitting the observation the Company stated that the fall in general -

demand also contributed for the drop in sales.

The Company had made arrangement with MSC, an ilmenite supplier to
settle the dues by supplying Ti()'2 to them. The non-maintenance of books
of accounts of MSC led to excess lifting (30 September 2013) of TiO,

worth ¥ 1.91 crore by MSC and this was set off by subsequent purchases '

(October/December 2013) of ilmenite. This situation forced the Company
to purchase ‘high priced low quality ilmenite from orivate parties, '
'forgoing the offered quantity of 1508 MT of high quality ilmenite from
IRE resulting in loss of revenue amounting to ¥ 1.55 crore. |

The Comparty replied that the dues were cleared and the accounts were

" reconciled.

Though the dues were cleared later the fact remains that there was a lapse in

regular monitoring of the receivables, which led to loss of T 1. 55 crore for which

accountablllty may be fixed.

81772019,
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Monitoring of payables

2.1.46 There was no system for éffccﬁve. moﬁiloring of the advance
payments made to the suppliers, In respect of IRE, there had been many instances
of excess advance payments resulting in blocking up of funds with the supplier.
The excess advance of T 63.62 lakh remained with IRE for a period rangmg from
three months to one year,

Environment and pollution control measures

-2.1.47 The major effluents generated in the production process of TiO, viz.,
waste ferrous sulphate and waste sulphuric acid Weré discharged into the sea. With
the enactment of the Water (Prevention and Control of Pollution) Act, 1974,
treatment of effluent was made mandatory. Accordingly, the Company decided to
implement Effluent Treatment Project (ETP) comiprising of Acid Recovery Plant
- (ARP), Copperas Recovery Plant (CRP) and Neutralisation Plant (NP) cum
modernisation activities in 2004. The Company engaged (June 2004) MECON
Limited as Project Managemént Consultant (PMC). As per the proposal (January
2003) of the Consultant, total estimated cost of implementation of the package for -
pollution control and expansion in two phaécs was ¥ 256.10 crore. The Company
awarded (FebruarylMarch 2006) the work relating to ARP/CRP (package 1) and
NP 0 Chematur Ecoplanning Oy, Finland and VA Tech Wabag Limited
respecnvely and proceeded with import of critical equipments for CRP/ARP. In
June 2007 MECON ummated escalation in the project cost to ¥ 414.40 crore
(161.81 per cent of original esurnate) The Board of Directors decided (October
2007) to abandon the ARP as it was not financially viable, rendering the
investment of ¥ 58.45 crore infructuous. It was also decided to defer phase II of

the project in view of the huge financial commitment involved and unviability of
.the project.

The details of investment up to March 2014 are given below:
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Table 2.20: Details of expenditﬁre incurred for ETP

Particulars Payment " Remarks |
' made
(¥ crore) . ‘
'Acif:l Recovery Plant - 58.45 Abandoned: provision created in acbounts
Copperas Recovery Plant 16.48 Kept in abeyance
Neutralisation plant L 36.76 | To be commissioned.
Trial run in progress
IMECON (consultant) 556 . '
Interest on Loan _ 21.36  |Bank loan of T 49.40 crore’s
Total 133.61

Due to delay in completmg the ETP project, the Company also incurred

committed liability as detailed below:

Due to the failure to impleﬁxént the ETP, the major effluents generated in
the production process are being discharged into the' sea which is
detrimental to the environment. It had also resulted in non compliance of

_the Water (Prevention and Control of Pollution) Act, 1974 as well as

I-hgh Court order for setting up of the ETP before 1-7-2010.
Demand for the repayment of availed 1mport subsidy of ¥ 17.33 crore,

_ under EPCG" scheme together with interest at the rate of 15 per cent

consequent upon the failure to achieve the prescribed- export obligation

. within 8 years, agamst which appeal is pendmg with CESTA’I'm

Bangalore.

The demand for Service Tax for technical component of the project
amounr.mg to T 2.55 crore, against which an appeal is pending thh
CESTAT, Bangalore

16
17
18

Federal Bank-¥ 4.40 crore, Union Bank of India-X 45 crore,
Export Promotion Capital Goods Scheme
Central Excise & Service Tax Appeilate Tribunal.
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* The compensation claim of ¥ 1.01 crore by the contractor, VA Tech
Wabag Limited towards loss incurred by them due to delay on the part of
lthe Company in completing the project.

*  Loss of envisaged benefit of ¥ 4. 82 crore and ¥ 2.34 crore per year on .
~ account of water and copperas respectively to be recovered in the
treatment process.

The ARP proposed by MECON envisaged regencfatedlrecovered acid
having a lower concentration than being used in the existing TiOQ, plant.” The
Company did not have the technical know-how to process the regenerated acid to
the required concentration level and the contractor was also exempted from
providing the required technical know-how. The deficiencies in the
conceptualisation and implementation of the project have contributed to the failure
.of ETP project and consequent loss of ¥ 58.45 crore invested in the abandoned
. project. The infructuous investment has adversely affected the liguidity position of
the Company in addition to the non compliance to the statutory requirement. -

Company while admitting the observation added that it was unable to
continue with the Acid Recovery Plant due to high- cost; that Copperas Recovery
Plant would be commcnccd when the financial position 1mproves and that
Neutralisation plant has been completed.

Conclusion

* The Compan_y failed to maintain cost records and fix breakeven level of
production. Production below breakeven level resulted in short recovery
of fixed cost during 2012-2014.

*  Lower efficiency in production led to under—récovcry of TiQ,.

* Company violated its own purchase procedure leading to excess
‘ procuremcnt of ilmenite and dilution of terms and conditions of tenders,

. Company had not adopted a dynalmc marketing/pricing policy.

* Failure of the Management in operating the plant at optlmum level
, resulted in payment of unproductlve wages.
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.o Fmallsatlon of annua] accounts of the Company is . in arrears from
12010-11.

[Audit Paragraph 2.1.1-2.1.47 contained in the Report of the Compﬁnller and
Auditor General of India for the year ended 31 March 2014

The Notes fumlshed by the govemment on the Aucht Paragxaph are given in
Appendix II.

Discussion and Findings of the Committee

The Committee sought explanation on the huge losses suffered by the
Company on account of their failure in achieving the production target fixed and
pointed out that the Cqmpany failed to adopt business strategies or marketing
policies to capture market despite having highly competitive products. '

The witness replied that owing to shortagg: of ilmenite in 2011 and sulphur
during 2011-2013, the Company could not achieve targétcd production. Due to
steep rise in cost of raw materials, production cost had also increased. The
Company also had to face stiff competition from Chinese-made products which were
'cheapcr in the market. As a result of failure in obtaining adequate supply of raw

" materials, the Company had also to procure raw materials from pnvate sources,
however, the Company failed to capture the market.

To a query of the Committee on steady decline in production and profit
from 2011-12, the witness admitted the fault and stated that the steady declme in
profit was due to the scarcity of raw materials.

The Committee remarked that there is no established mechanism seen in
the company for monitoring the sales of its products and that it was a serious
lapse. The Committee blamed the company for its inefficiency to capture even the
domestic market even though Ti_tan_ium préducts were having.good market value.

The Commiitee enquired about deficiencies in production, procurement,
consumption of raw materials, marketing and utilisation of manpower which had
contributed to increased cost of production.

The Committee refuted the Managing Director's explanation regarding
shortage of raw materials at that time, as the Company had failed to procure



38

mineral sand allotted by IREL (Indian Rare Earths Ltd.) in time and remarked
that they had not even requested for additional stock from IREL and also »theré l
was no long term agreement between IREL and TTPL (Travancore Titanium
Products Ltd.). The witness admitted that agreement was not made with IREL as
a result of which they had supplied only 50% of the raw material requirements of -
TTPL.

The ‘Committee criticised the Company for lack of proper management over
: prdduction, prbcurement, marketing and manpower to achieve  targeted proﬁt.'
through maximum production. The Committee observed that TTPL being an
earlier endeavout in the industry, h_as however no mine of its own and has not
gone in the path of diversification of products and cited the instance of success
achlevcd by companies KMML (Kerala Minerals and Metals Ltd.) and IREL
which were established later.

The Committee enquired about the achievable capacity of the Titanium
Dioxide Pigment Plant (TDP pla.nt) assessed as 15000 MT as against the instalied
capacity of 24500 MT.

‘The witness explaincd that the raw material ilmenite, procured by the
Company from private sources during. the period 2010-2014 was of low quality
leading to production interruption and that was the main reason for the decline in
production. '

Regarding procurement of raw materials from IREL, the witness explained
that even though IREL agreed to supply the required raw material to TTPL
continuously, at the time of Iabour agitations in the mining areas of IREL, the
supply got interrupted causing ihstability in prodhction.

The Commiltee enquired details after the intervention of Government in
resolving the problems faced by TTPL. The Secretary, Industries Department
explained that the Principzl Secretary of Industries Department is a member of
IREL Board and that he participates in all Board meetings of IREL. He agreed to
_present in the next Board meeting of IREL the proposal for a long-term agreement
between IREL and TTPL for supply of raw materials to TTPL. Such an agreement
has the potential to ensure permanent supply of raw. matcnals to TTPL. He -
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.further added that bemg the oldest PSU in the state, all machinery in TTPL are
outdated; however the government had allocated funds in the current budget for
modernisation of the old and obsolete machinery in TTPL.

The Committee criticised that the Industries Department is not felt to give
enough care in various issues of the company by gwmg precepts for the
betterment of the Company.

The Committee insisted that the compax_iy' should consider the audit’
objections more seriously and criticised the company for its lethargic attitude -
noticed in every process and for failore in adopting measures for modemisation.
The witness explained that the company had submitted a' business plan for its
modernisation before the Government. :

The Committee observed- that the losses suffered by the company were due
to lack of ﬁnancml management and market intervention and not due to shortage
of staff or scarcity of raw materials. The Committee also voiced its view that
_ company is in a smkmg stage and that financial anarchism prevails in the

company.

To a query of the Committee on measures taken for achieving targeted
production, the MD replied that as per the clearance of Pollution Control Board,.
one day's production is limited to 30 tonnes and for increasing the production, the
capacity of the utilisation plant has to be increased accordingly and for that a
consultant has been appointed and tenders have been invited.

The Committee enquired dbout the reason for non achievement of targeted
production during 2013-14. The witness replied that dearth of sulphur and ilmenite
during 2012-13 caused hindrances in achieving the targeted production. However,

'currently, on account of adequate supply of ilmenite from IREL, the situation has
changed.

To a query about achieving the fixed targets, the witness replied that 90-95
_percentage of fixed target can be achieved at present and that during 2009-10 and
2011-12, the company was able. to achieve profits. exceeding the fixed targets, but
in 2012-13 and 2013-14 due to shortage of raw material which led to the company
sourcing it from pnvate ﬁrms the profit had decreased.
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The Committee was not convinced with the reply . and remarked that it is the
duty of the company management to scrutinize the fluctuations in the business.

Regarding the production of the company below the breakeven point during
2012-13 and 2013—14,' the Committee remarked that it was a serious issue and
criticised the Comi:any for furnishing improper reply to the Committee. The
Committee wants the company. to view the audit observations seriously inorder to
improve the efficiency of the Company. -

The Committee expressed dissatisfaction at the retahes furnished by the
Government about the short recovery of TiO, (Titanium Dioxide) notmg that the
‘ replles did not pertain to the audit observations.

The Commitiée noted that the Company suffered rc\fenué loss of T 2.05 crore
during 2010-2014 on account of non-achievement of targeted production of ISI grade -
Anatase & Rutile TiO, and stressed strongly that lack of operational efficiency has to
be pinpointed the main' reason for the low quality of products. The Commiftee
expressed dissatisfaction on the reply furmshed by the department in this regard which
was ot acceptable to the Audit.

‘The Committee enquired _about the excess. p_r'oduction of sulphuric acid in
2011:12, 2012-13 and 2013-14 while the consumption showed a decline, leading to
-~ distress sale incurring a loss of ? 16.41 lakh.

- The witness elaborated the Tltamum Dioxide production process and stated that
in a situation when H »50, (Sulphuric acid) has to be produced in large quantities, an
unexpected fall in market demand led to decline in preduction of TiOz. As a result, the
company has had to resort to distress sale of accumulated H,SO, in bulk quantities.

The Committee observed that accumulation of sulphuric acid which came abbut_'
was due to the failure in regulating the production of sulphuric acid with the
‘ tequirement for captive consumption.

The witness explained that the minimum capacity of Sulphuric acid plant
was 180 MT/day whllc ruming in turn-down ratio, thus automatlcally resulting in
production of excess Sulphuric acid. The process could be stopped only if the
working of the TiO, Plant was stopped at frequent intervals. However, the
- production process of TiO, necessitated a continuous'run of the plant. Regarding
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the measures taken to improve the quality of products, the witness revealed that
in 2015-16- and 2016-17 there was increase in TiO, production as a result of
availability of High quality ilmenite from IREL.

The Committee enquired abbut the failure of TTPL to follow the Purchase
Manual of the Company for the procurement. of raw materials and the reply
furnished by the Department which was contrary to this.

The Committee asked about the officer who is responsible for taking
decision to accept orders -for procurement of low quality Iimenite with TiO,
content below 50%, which subsequently “led to decline in production and losses to
the Company, It was revealed that the Purchase Department of thc Company deals '
with the purchase of raw matena]s

The Committee demanded to know whether the Company had procured raw
materials from any private sector other than Manava]akunchl & IREL; ‘to which the
witness replied in the afﬁrmatwe

The Committee enquired about the failure of the Company to lift the allotted
quantity of Iimenite from IREL and Manavalakurichi during 2012-2014. The wifness .
elucidated that the allotted raw materials from IREL could be lifted only if advance

payments were made to IREL and due to shortage of workmg capital, TTPL was unable -

to.make advance payments to IREL.

_ The Committee refuted this explanation pointing out the earlier reply furnished in
which they had accepted the audit observation. The Committee opined that issuance of
. aLetter of Indent would have solved the entire monetary issues.

The witness replied that IREL refused to accept the request regarding the
issuance of Letter of Indent. The Committee further enquired about the measures
adopted by TTPL in coordination with Government in hftmg the allotted raw
" materials.

The witness replied that IREL had refused to supply raw materials even after
a Letter of Intent request from the Government

The Commitee criticized strongly the Company's failure on the grounds that
the decision to procure the rawmaterials from private sources resulted in incurring
_ an extra cost of ¥ 1.56 crore.

817/2019.
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The Committce'observed that the Company had not completed its audit in
2009-10 and hence it is not poésible to assess the financial position of the
Company, resulting in non-acceptance. of the Letter of Intent from- the
Government. . ) '

The Committee enquired about the non-execution of a formal agreement
with Ind Chem, Cochin, the LI bidder for supply of ilmenite, resulting in short
supply of ilmenite and consequent 'purchase of ilmenite by TTPL at higher rates
from MSC and TDC thus iricurring an extra expenditure of T 2.21 crore. The
witness explained that TTPL had issued the purc_haée order to Ind Chem for
supply of ilmenite without agreement of snpply, however the purchase order had a
clause for recovery of losses on account of short supply. TTPL had filed an
arbitration against Ind Chem utilising this clause and the arbitration awarded a
compensatio;i of - 12 crore in favour of TTPL, from Ind Chem considering the
. Purchase Order as a valid document for contract. He added that Ind Chem had
filed an appeal against the arbitration. '

The Committee noticed that the Company did not take any legal action
against the defaulted supplier and that legal notice was issued after a delay of
i1 months.

The Commitiee enquired about the possibility of revenue recovery. The
witness replied that 3 months' execution notice should be issued before initiating
revenue recovery process. ' ' '

The Committee criticized TTPL for not having a definite marketing and
pricing policy and for not conducting any market study or analysis before
executing an agreement. The Committee could only view this as sheer negligence
of duty and inefficiency of management in TTPL. '

To a query of the Committee on the measures taken by the Company to
decrease cost of production, the witnéss_ replied that modemisation works of
Sulphuric acid and Titanium Dioxide plants were being carried out and a project
for implementing automation of production processes aiming at preventing

process fluctuations had been initiated.
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The Committee 'enquired about the payment of unproductive wages
amounting to T 4.66 crore during 2009-2014. The witness replied that the
employee cost increased as the production decreased from 15000 MT to 10000
MT during 2009-2014,

The Commniittee observed that the financial management, especially working
capital management of the company was inefficient.

The Committee noted that the finalisation of annual accounts of the company
was completed only upto 2009-10 and the financial statements of the company
‘duririg the period 2010-2014 were not prepared in accordance with the Companies
Act, 1956. The Committee enquired about the present position of elearance of
arrears in finalization of accounts. The witness explained that the audit for 2011-12
had been completed and audit for 2012-13 was going on and added that delay had
occurred in completion of statutory audit. The witness further explained that the
company had finalised its accounts upto 2016-17. Once the arrears in auditing was
cleared, the updation of the company's- annual accounts could be completed by
September 2019. InternaI auditing was also being carried out along with this. -

The Committee enquired about the pollutlon problems faced by TTPL and
" the witness replied that at present there are no pollution problems.

The Committee pointed out that imported machinery worth crores of rupees
was ‘kept unopened, with the result that it was remaining idle in the Company
premises. The Committee expressed apprehension about the presenl condition of
the machmery which can cause pollution and suggested that the company should,
initiate steps for auction of these machinery. The Committee enquired whether any
cases were filed agamst the officials responmble for the importing of the
machmery '

The witness explained that vigilance: enquiry was undefgoing related to the
case and hence it was impossible for the company to take any measures in this
. regard, without obtaining clearance from the Vigilance Department. He added that

~ the machinery was currently under the cuétody of the Customs Department due to
lapses in paying customs duty. The witness revealed that the machinery was
imported for the acid recovery plant, however the project was later abandoned.
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The Committee expressed concern that the machinery was no longei' useful.
The Committetf, noted that along with the customs duty, the losses due to the
company. on account of the import of the machinery would amount to 100 crore

rupees. The Committee condemned the enormous wastage of public money in this
regard. ’ '

In order to obtain more clarity on audit observations, the Committee also
visited TTPL on 20-i2-2017 and conducted detailed discussion with the Company
management and employees. Based on the discussions and subsequent visit to the
Company the Committee put forth the following recommendations.

_ . CHAPTER | ‘
Recommendations of the Committee on the basis of the
' Audit Paragraph '
1. The Committee recommends that the Company should maintain cost 'reco.rds

to fix break even level of production and should achieve the targeted
production by increasing the capacity of the utilization plant. '

2. The Committee observes that TTPL failed to capture even the domestic

' market of titantum products. The Committee wants the Company to adopt

business strategies and marketing policies to capture the market making use

of the huge demand of titanium products. The Committee stresses the need

for an established mechanism in the Company for monitoring the sales of its
products. ‘ o o

3. The Committee recommends that the Company should formulate a proper
and effective management system in_the areas of production, procurement,
marketing and manpower utilization for achieving maximum profit.

4. ‘The Committee recommends that TTPL should enter into a long term
agreement within a period of 3 months with IREL (Indian Rare Earths
‘Limited) for adequate and timely supply of raw materials to the Company 50
as to avert decline in  production due to shortage of raw materials. '

5, The Committee recommends that the C_ompany should embark on
diversification of its products, by conducting proper market studies.
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The Committee finds that all machinery in TTPL are oudated. The -

Comnmittee recommends that the Company should expedite measures within
a period of 6 months for the modernization of Sulphuric Acid and Titanium
Dioxide Plants and for automation of production process. The Committee
also recommends to furnish a detailed report rcgarding the same.

-Expressing its dissatisfaction on the production of TiQ, below the

breakeven poimt during 2012-13 and 2013-14, the Commitiee demands.that
the Company should analyze and monitor production efficiency to ensure
maximum recovery of Titanium dioxide. It insists that the recovery rate of

Titanium Dioxide should never fall below the practically achievable

efficiency of 84%.

The Committee urges to regulate the production of Sulphuric acid with the

requirement for Acaptive consumption. The Commitiee recommends that the

Company should_ explore possibilities of storage and ‘marketing of excess

sulphuric acid remaining after captive consumption and should obtain prior
sanction from the government for the sale of excess sulphuric acid so as to
avoid distress sale of accumulated sulphuric acid in bulk quantities,

The Committee recommends that the Industries Dept. should ensure that the

‘Company adopts an attitude of absolute professionalism in the functioning of
. the Compary especially in the areas like marketing of products, procurement

of raw materials and in solving diverse issues faced by the d)mpany.

The Committee recommends that the Compaﬁy should take necessary
measures to increase the operational efficiericy of its plant so as to achieve

targeted production of ISI Grade Anatase and Rutile Titanium Dioxide.

- The Committee directs the Company to submit within a period of 2 months a

detailed report on the measures taken by the Company to improve quality of
its products and to increase the efficiency and productivity of the Company,

The Committee demands to submit within a period of 2 months a detailed
. report on all pending vigilance cases in the Company, and théir present
_status. ’ '
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The Committée wants 1o be fumiéhed within a period of 2 months the
relevant documents regarding the accordance of Government sanction to the
Company for bulk purchase of raw materials from private sector which had .
led to decline in production and incurred loss to the Company. It also

_recommends that the Company should strictly follow the Purchase Manual

for the procurement of raw materials.

The Committee insists that maximum quantlty of the raw material I'menite
should be procured from IRE, Chavara and Manavalakurichi instead of buik
purchase of lower quality and higher priced ilmenite from private suppliers.

The Committee demands that the Company should fix responsibility and
take stringent action against the officials responsible for violation of Stores

‘Purchase Manual with regard to bulk purchase of low quality raw materials
" like Ilmenite from private sector, incurring huge loss to the Company. The

Commitiee recommends to furnish a report regarding the same within a
period of 2 months. '

The Committee recommends that the Company should conduct detailed
market study and analysis before executing purchase agreements with
suppliers.

The Committee recommends that the Company should have a specific and
well defined marketing and pricing policy. It also recommends to

- re-organize its marketing wing so as to compete with global private

companies and to capture the world market.

The Committee demands that the Company should operate its production
plants at optimum level within a period of 2 months so as to increase
production in order to avoid payment of unproductive wages.

_ The Committee recommends that the Company should, after obtaining state

.G_pvemmen't's permission, approach the Central Government within a period
of 2 months to ensure clearance of the Central Pollution Control Board for .
the Company's planned measures to increase production.
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.The Committee observes that the accounts and auditing of the Company had -

not been completed and so the actual financial position of the Company
could not be assessed which led to the refusal of the Letter of Intent from the
Government by IREL for lifting allotted quantity of Nimenite from IREL.
The Committee strongly recommends that the Company should keep its
annual accounts up to date and should complete its ongoing audits urgently
in a time bound manner. -

CHAPTER 1T

The Committee visited the Travancore Titanium Products Limited (TTPL)

at Thiruvananthapuram on 20-12-2017. On the basis of its visit and detailed
~ discussion with Company officials and employees of the Company, the Committee
“made the following observations and recommendations:

21

22,

The Committee is astonished to note that owing to the nonpayment of
customs duty in time on imported machinery worth 62 crore, the Company

‘had to pay an interest of 15% of the customs duty and its corresponding

penal interest. The Committee finds that the proposed acid recovery plant for

" which the machinery was importéd has been abandoned by the Company

thereby idling imporied machinery worth crores of rupees. The Committee

~ urges to take up the matter with the Central Government and try to get

benefit of exemption of customs duty, The Committee also suggests to
explore the possibility of lessening the loss incurred by the Company

‘through auctioning of the idling machinery or through some other means.

The Committee irately. criticizes the Company for not taking any action
against the erring officials -responsible for the import of the machinery
without examining its feasibility. The Committee recommends to penalize

- the officers responsible for this huge misappropriation and demands

immediate and stringent action, inclnding revenue recovery proceedings

~ against all the erring officials including those who had retired from service.

23,

The Committee expresses its concern on the long pending vigilance cases
which were not settled tilt date. The Committee’ calls- for immediate:
resolution of pending vigilance cases in the Company and urges that the
Company should discuss the pendency of cases with the Vigilance Special
Law officer for resolution of the cases in a time bound manner.
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24. The Committee views with great concern, the death of a Company employee
in an accident inside the factory and demands that the Company should
seriously consider the issue and install modern safety measures in the factory

to prevent the recurrence of such incidents. -

25. The Committee notes that' the Company has decided to award a
compensation of ¥ 30,000 each to the two children of the deceased
employee along with other insurance claims and an additional amount of
T 43.5 lakh to the two children. The Committee demands that the declared
benefits should be disburseéd immediately. The Committee also recommends
that the Company should recompense the two children of the deceased
employee with additional compensation and should -ensure their protection
in order to cope with the loss suffered by them due to the negligence of the
Company in providing safety measures to safeguard the life of its employee.
The Committee wants to be furnished with the details of action taken in this
‘regard. ' '

26. The Committee suggests that the Company should diversify its products and
. should think for new subproducts by conducting proper market studies
outside the state or abroad.

27. The Committec recommends that State Gmfemmem should hand over the ..
- title deeds of the 56 acres of land currently possessed in lease by the
Company and that the Company should construct a mini Titanium Plant
complex in the land after getting approval from the Govemment. The
Committee suggests that TTPL should bear the financial expenses of this
pro_]ect The Commitlee recommends that the Company should consider
entering into collaborative projects with KMML.

'28. The Committee recommends that the Company should discuss the issue of

' obtaining power at lower rates from KSEBL and submit a request to KSEBL
for supply of power at lower rates. It also recommends to examine the
possibility of installing solar panels in the Company.

Thiruvananthapuram, | L C. DIVAKARAN, |
15th June, 2019. - - , Chairman,
Comm:ttee on Public Undertakings.
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APPENDIX-I

.SUMMARY OF MAIN CONCLUSIONSIRECOMMENDATIONS

Sl .
No.

Para
No.

Department
. concerned

Conclus:onisecommendatxons

1

2

3

4

!

1

. Industries

The Committeé recommends that the Company should |

- | maintain cost records to fix break even level of

production and shouid ach:eve the targeted production
by increasing the capacity of the utilization plant.’

Industries

The Committee observes that TTPL failed to capture
even the domestic market of titanium products. The
Committee wants the Company to adopt business
strategies and marketing policies to capture the market| -

| making use of the huge demand of titanium products,

The Committee stresses the need for an established

* mechanism in the Company for momtormg the sales of]

its products.

Industries

The Commlttee recommcnds that the Company should
formulate a proper and effective management system
in the areas of production, procurement, marketing and
manpower utilization for achieving maximum profit.

Industries

The Committee recommends that TTPL should enter
into a Jong term agreement within a period of 3 months |-
w:Lh IREL (Indian Rare Earths Limited) for adequate
and timely supply of raw materials to the ‘Company. so
as to aven decline in producnon due to shortage of raw

Industries

The Commxttee recommends that the Company should
embark on diversification of its products, by conduct—
ing proper market studies.

817/2019.




50

3

4

Industries

_The Committee finds that all machinery in TTPL are
outdated The Comrmtte_e recommends that the|
' |Company should expedite measures within a period of | -

"| Titanium Dioxide Plants and for automation of

6 months for the modernization of Sulphuric Acid and

producnon process. The Committee also recommends
to furnish a detaited report regarding the same,

Industries

{ensure maximum recovery of Titanium dioxide. It|

Expressing its dissatisfaction on the production of ‘
TiO, below the breakeven point during 2012-13 and
2013-14, the Committee' demands that the Company
should analyze and monitor production efficiency to

insists that the recovery rate of Titanium Dioxide|
should never fall below the practlcally achievable
efficiency of 84%.

Industries

The Committee urges to regulate the production of
Sulphuric acid with the requirement for captive
consumption. The Committee recommends that the
Company should explore possibilities of storage and
marketing of excess sulphuric acid remaining after
captive consumpﬁon and should obtain prior sanction
from the government for the sale of excess sulphuric
acid so as to avoid distress sale of accumulated|
sulphuric acid in bulk quantities.

Industries

The Committee recommends ‘that the Indusiries Dept. .

absolute professionalism in the functioning of the

should ensure that the Company adopts an attitude of

Company especially in the areas like marketing of
products procurement of raw materials and in solving
diverse issues faced by the company.
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10

Industries

“ Dioxide.

The Committee recommends that the Company should
take necessary measures to increase the operational
efficiency of its ‘plant so ‘as to achieve targeted
production of ISI Grade Anatase and Rutile Tltamum

1

u

Industries

|a period of 2 months a detailed report on the measures

The Committee directs the Company to submit within|

taken by the Company to improve quality of its
products and to increase the efﬁc1ency and productmty
of the Company. :

12

12

Industries

The Committee demands to submit within a period of
2 months a detailed report on all pending vigilance| -
cases in the Company, and their present status, ’

13

13

Industries

| accordance of Government sanction to the Company | .

The Committee wants to be funujshed'within a period | -
of 2 months the relevant documents regarding . the|

for bulk purchase of raw materials from private sector|
which had led to decline in production and -incurred
loss to the Company. It also recommends that the
Company should strictly follow the Purchase Manual |
for the procurement of raw materials.

14

14 .

Indusu'ies

The Committee insists that maximum quantity of the
raw material Ilmenite should be procured from IRE,
Chavara and Manavalakurichi instead of bulk purchase
of lower quality and higher pnced ilmenite from |
private suppliers. |

15

15

Industries

|responsibility and take stringent action against the

The Committee demands that the Company should fix

officials responsible for violation of Stores Purchase
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Manual with regard to bulk purchase of low quahty
raw materials like Iimenite from private sector,
incurring huge loss to the Company. The Committee
recommends to furnish a report regarding the same
within a period of 2 months

16

16

Industries

The Committee recommends that the Company should
conduct detailed market study and analysis before
executing purchase agreements with supphers

17

17

. Industries

'pohcy It also recommends to re-organize its marketing

The Committee recommends that the Company should
have: a specific and well defined marketing and pricing

wing so as to compete with global private companies|
and to capture the world market.

| 18

18

Industries

The Committee demands that the Company should
operate its production plants at optimum level within a
period of 2 months so as to increase production in
order to avoid payment of unproductive wages. :

19

19

Indﬁstries

|approach the Central Govermnment within a period of

The Committee recommends that the Company should,
after obtalmng State Government's permission,

2 months to ensure clearance of the Central Pollution
Control Board for the Companys planned measures to ‘
increase production.

20

20

Industries

| assessed which led to the refusal of the Letter of Intent

: quantlty of Ilmenite from IREL. The Committee

The Committee observes that the accounts and auditing
of the Company had not been completed and so the
actual financial position of the Company- could not be

from- the Government by IREL for lifting allotted
s!rong]y recommends that the Company should

its annual accounts up to date and should complete 1ts
ongomg audits urgently in a time bound manner.
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21

21

Industries

_{the proposed -acid recovery plant for which the
| machinery was imported has been abandoned by the

~ |also suggests to explore the possibility of lessening the

The Committee is astonished to note that owing to the
nonpayment of customs duty in time on imported
tnachinery worth ¥ 62 crore, the Company had to pay
an interest of 15% of the customs duty and its:
corresponding penal interest. The Committee finds that; -

Company thereby idling imported machinery worth
crores of rupees. The Conimittee urges to take up the
maiter with the Central Government and try to get
benefit of exemption of customs duty. The Committee

loss incurred by the Company through auctioning of
the idling machinery or through some other means. !

22

22

Industries

| from service.

The Committee irately criticizes the Company for not
taking any action against the erring officials
responsible for the import of the machinery without
examining its feasibility, The Committee recommends
to penalize the officers responsible fot this huge
misappropriation and demands immediate and stringent
action, including revenue recovery proceedings against
all the erring officials including those who had -retired |

23

23

Industries

. |pending vigilancé cases which were not settled till

" | pending vigilance cases in the Company and urges that

The Committee expresscs- its concern on the long
date.. The Committee calls for immediate resolution of
the Company should discuss the pendency of cases

with the Vigilance Special Law officer for resoluuon
ofthe cases in a time bound manner.
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24

Industries

'The Commiittee views with great concern, the death of

2 Company employee in an accident inside the factory

‘|land demands that the Company should  seriously)

consider the issue and install modern safety measures

{in the factory to prevent the recurrence of such

incidents.

25

25

Industries

The Committee notes that the Company has decided to
award a compensation of ¥ 30,000 each to the two
children of the ‘deceased employee along with other
insurance claims and an additional amount of ¥ 43.5]
lakh to the two children. The Committee demands that
the declared benefits shouid be disbursed immediately.
The Committee also recommends that the Company

_ |should recompense the two children of the deceased

employee with additional compensation and should
ensure their protection in order to cope with the loss
suffered by them due to the negligence of the
Company in providing safety measures to safeguard
the life of its employee. The Committee wants to be
furnished with the details of action taken in this regard,

26

26

Industries

The Committee -suggests that the Company should| -
diversify its products and should think for new

" {subproducts by  conducting proper market studies

outside the state or abroad. .

27

27

Industries

The Committee i‘epommends that State Govemment
should hand over the title deeds of the 56 acres of land
currently possessed in lease by the Company and that |

the Company should construct a mini Titanium Plant

complex in the land after gett:ing' approval from the
Government, The Committee suggests that TTPL
should bear the financial expenses of this project. The
Committee recommends that the Company should
consider entering “into collaborative projects with| -
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28

28

‘Industries

| The Committee recommends that the Compény should

discuss the issue of obtaining power at lower rates

from KSEBL and submit a request to KSEBL for|

supply of power ‘at lower rates. It also recommends to
=xamine the possibility of mstallmg solar panels in the

Company,
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Apnexure 7
' (Refenad’tola.?mgmpﬁZ L3} ’
Smunem showing Financial Position of Travancore Titanium Producu Limjted
. (? in lakh)
[ Pabsientars Yoo Jonean [ Rags [ 201203+ ] SR
. | Sowree of funds R
Share Capita| 976,25 | 137675 | 1376751 . 137675 137675
Reserve and surphug 073 073 ]  851.80 IS IR ISTEN
Loag teym 649078 595685 STITII | 543970 5245.54
Total ] T468.26 1 713433 | 796568  €852.56 | 650398
- -
. | Fixed Assets (Net Block) 96253 | 89674 | 85400 703.37 98742 |
| Other Assess ‘ ‘ 4.5 415 £.86 112.44 11226
- | Capitl work in progess 417285 [ SOM.I5 | 6341.97 6108.32 [ 610832
Investments i 12.29 12.29 12.29 6.00 |- 0.00
Deferred Tax 23150 | 238300 23is5p 23150] 23150
Cuirrent Assets, loans apd advances 6762.62 | $634.50 1 9952.06 | 1053203 | 1623793
" | Less Cutyent Liabilities and Promons T799.00 | 936609 | 943520 | 1083511 | 11073.45
[ et Current Assets -1036.47 | 73159 |  s17.06 -303.08 | -835.54
Deffered Reveque 19321 - 000 - 0.00 0.00 0.00 |.
Profit and loss account 3101.73 | 1847.0% 000 |- 0.00 0.00
Total I|_T46826 | 733433 | 796568 ] 68525671  6s03.98
Working Resilts .
Particulars 306916 | 20100+ | Zogs2v | 203z.13¢ zm:ii* ]
Income: 1 )
Net Sales § - 13288.55 | 161b2.62 | 18459.41 | 16845.32 |S90827
listerest . " 59.92 95.95 £4.35 0 [i]
Other Income "R 55.73 31116 114.60 51
- | Stock Differentiel -436.75 (181181 134600 148436 289.14
1roTAL 1398400 | 16153.02 § | 20207.01 | 18404.23 | 16249.14
Expenditure: . ’
1 Corisumption of Raw Materisis A077.23 ) ST4B20)| 732288 | 1145318 |  93338)
| Manufacasing and Other Expenses 7572.71 859212 | 925627 | 630862 | 637168
Interest s 634.30 24801 | 47214, 440 571
| Depreciation 10381 20.81 3063 78.43 197.01
TOTAL 1238805 ; 14679.14 | 1713192 | 1828023 | 1428356
Net Operating Profyv (Loss) 59595| 147398  3075.09 12405 | -3442

provisional figures




T7

' "Ampexure8
(Referred to in Paragraph 2.1.11) _
lement showing analysis of elements of cost per MT in Travancore Titanlum Products Limited

{a3)

et | 2ot | Mz | zeen | simsael
B5899.10 [ 10004500 | 156426.00 | 153455.00 | 14652900 |
2669570 | 3982808 ssi7ast | 7079156 sseants

.38 .4l C3527( 0 esu4 3797
1684138 | 1663788 | 2631336 | 277dase| 2441403 |
L 194] 1663 1542 18.08 16,66
724260 {  BO3L10-|- 10831.93 1098530 | 1520964 |
843 8.03 6.92 718 © 1038
50779.68 | 6449706 | 9231930 | 0952654 | . 9526582
R 6447 59.02 . 7137 - 650

3501942 | 3584784 | 6410620 | 4392846 | s1263.08 1
2322724 8 2247599 | 6717506 | 38089.55) 4285042 }

27.04 2247 " 1947 24.80 2924
415301 " 284162 3apas| - 30952  avssie
200285 | 163850 | 92mmy 475445 543858

‘il Aixed expenses * 3028320 | .27006.01 | 43738311 4661352 5324718
81062,88 | 9350327 | I36058.11 [ 156140.06 § . 148512.98
94.37 9146 8695 10175 10135

" 483622 | 854L73] 2036789 | 268506 |  -198398
563 "854 13.02 -1.75 NEL
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Anpexure 12

; ' (Refmd to in Paragraph 2.1, 2
'Statement shnwing m!erest loss on funds blocked in debtors in Travancore Titsoium

ProductsLimited

©[L2008-09 ) 200910 | 201011 O 1 201314

S6286566 | 137528069 | 131420044 | 239358046 356371418 300429246
1 1328855373 | 1618261858 | 184504082 | 1684531758 | 1550826883 | - -
101907318 | 134674157 | 185589145 | 297864732 | 332000332

13.04 12.02 995] - - 5.66 478

2789, 1038 36.70| - 64.54 76.38

6.70 34,54 46.38

289430 2395912 | 3585650

TOTAL 62,81.021
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