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INTRODUCTION

l, the Chairman, Committee on Public Undertakings (20162019) having

been authorised by the Commitle€ to Present the Report on their behalf' prelent

this First Repon on Travancore Titatfum Products Limited based on the Reports

(Comm€rcial) of the Comptroller and Auditor General of lndia fDr ihe vears ended

3l March, 2007, 3l March. 2009 and 3l March, 20ll relating tc the Public Sector

Undertakings of dle Stale of K€rala

The aforcsaid Repois of the Comptroller and Auditor General of India we'e

laid on the Table of the Hous€ or 262-2008' 2tt2jl0 and 2?t2OI2

respectively. Th€ Reports, besides other things' brought to ligll some funclional

inegularities pertaining to Travancore Titanium Products Limit€d

fhe Commlrtee, in connection with the peNsal of reports' tDok notice of the

comparability of lhe audit paragraphs containing such irrcgularilies and decided lo

examine them altogelher. The consideration of the audit paragaphs included in

$is report and th€ examination of lhe departmentat witness in connection thereto

were marle by the Committee on Public Undertakings constilut€d for the yeaft

2014-2016.

This Repor was considered and approved by the Comnittee (20162019)

at its me€ting held on l7-lG20l6

The Committee place on record thej-r appre{iation for the assislance rendered

to them by th. Accountant General (Audit), Kerala in the examination of the

Audit Paragraphs included in this Repon.

The Committee wish to express $eir ihanks to the officials of the lndustn€s

department of the Secr€tarial and TravancoE Titanium Producls Liniled for

placing before drem the materials and information they wanted in connection with

it" 
"iurninution 

of the subject Thev also wish to thank in particular the

Secrctari€s to Covemment, Industri€s atd Finance Depanmenls and the officials

of the Tr ancor€ Titanium Products Limited wbo appeared for evidence and

assisled lhe Commirtee by placing theit vrews before the Commiltee

C. DIVAXIRAN,
Chaiman'

Comtnittee on Public Undettakings'
Thiruvananthapuram,

l?ih October, 2016



RBPORT

ON

TRAVANCONB TITANIUM PRODUCTS LIMITED

AUDIT PARACRAPH

OPBRATIONAL PBRFORMANCB OF TRAVANCOR3 TITANIUM

PRODUCTS LIMITBD

2.1.1 Since incePtion (1946) the Companv is engag€d in ihe manufacture ol

"it*,". 
ot.-tui *..*n sulphate Focess* The main r'w malerials are Ilmenite

and Sulphuric Acid. llmenite is procurcd from Indian Rare Earths Limited

.i.-*ri *u,n sector undenaking) and sulphuric Acid is produced in-house'

iitanium oio,(ide tTi02l is used in manulacture of paints plasticb pap€r' Pnnung

ani -tt"r p.oao.r, etc The ComPany was eaming profit till 3F March'

2005 but inc;rred a loss of < 15'53crore during 2005-06'

The Management of the ComPany is vested in a Board consisling of seven

airecron inctuaiig rhe Chairnan and the Managing Dire'tor (MD) The ilav-lo-day

"t*O, 
t *" *ttp*t "* maiaged by the MD who is assisled by the Execuhve

oi*".r, o*-"i Manager, chief Producdon Manager' chief Engineer'

Inoi"."i*i "-**, 
ciiet lvtanuge' (R&D)' chief Manaser (Marketins and

rfni. fi."n"" c."o.ff". *a chief Manager (Finance) & company Secretary-

The working of the Company wa.s last reviewed and the findings were

included in dre Repon of the Comptroller and Auditor Ceneral of India for th€

,"r irr"tt ta..-""tal) The report was treated as discussed bv committce on

Public Undertakings.

2.1.2 The Performance review conducted during Novemb€r 2006 to Marc} 2007

.o"*" ln" **""*t activities of the comPanv at its lone marufacturing and

.".r"u-n 
"itu " 

*t."ananlhapuam' for the live years 
-up 

lo 200607
a-
r" ,t'. Sutotrare orocess. ilmenrre is first reacred with Sulphuric acid lo obtain

il;; il; iom which hvdrared drania is obrained bv injection sleam tne

i'iitea imnia is nlte'"a, catcined in rotary Kilns and milled to produce titanium

dioxide in fine Powder rorm'

130?/2016.
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2.1.3 The audir objectives of the performance ,evrcw were ro ascenarn whelher:
. &e resources available were urilised Foducrively to achieve maximum

effi ciency in op€rations j

. the top managemenr regutarly monitored the performance of the company
and rntcrvened./emured conrinuous gmwrh and improved financial resujtsl

' efficiency of rhe markering syslem was ensured tor qualiry p.oduct at
feasonable price ro the consumer;

r tbe company is managed in a professional and scientific manneri and
. rhe Conpany comptied wirh rhe norms for polluaion control.

2.1.4 The folowing audir criteria were adopteo:

. production, malerials and sales budgets;

. procuremenr policy, procedurcs and consumpdon norms;

. sdes poticy, pricing policy, and procedures;

. pottution conrrol normMaws; and

. man power ptanning aDd project rnanats!trtcnr sysrems.

2.1.5 The audit adopted following mix of merbodologies:
. r€view of agenda noies and minu0es of th€ meetings of rhe Board of

Directors;

! scrutiny of sudy reporrs. projecr reports and progress reportsi
. scrutiny ofcost audit repons and annuat accounts:
. review of purcha$e and conrract files, productrcn, sales and mataials

budgers and actuals; and

t nt€raction witfi the Management.



J

Audit nndings

2.1.6 Audit findings as r result of performance rcvicw were rcpo(ed (May 2007)
to lhe Management/Govemment and discussed in the meeting (30 July 2007) of
the Audit Review Conmittee for State Public Sector EnteQrises (ARCPSB),

which was attended by Ihe Joint SecreQry, Industries Deparrnent, on behall of rhe

State Govemment ard MD on behalf of the Company. Th€ views expressed by the

Managementcovemment have been taken into considerarion *hile finalising the

Audit findings are discuss€d in succeeding paragraphs.

Financial position and wo*jng rcsulta

2.1.7 Company has finalised ils accounts for the year 2005 06. The paid up share

capital of $e Company as on 3li March, 2007 was { 1.77 crorc held by the Srate

Govemnent (? 1.43 crore), Kerala State Industrial Development Corporation
Limited ({ 0.l4 crore) and othels (l 0.20 crore).

The fina.cial position and working result of the Company during
2002-2007 are summadsod in Annexurc 9.

It would be seen from Annexure 9 that

. The company's n€t wo(h declined ftom t 57.18 crore in 2002,03 to
I 42.25 crore in 200&07 mainly due to conversion of profit in 2002-03
into loss sinc€ 2005-06 onwards.

. Consumption cost of mw materials per unit of producr incr€ased from
(15,545 in 2002,03 to l20,0ll in 200607 due to incr€ase in prices,

un€conomical proculemcnt and incr€as€ in consumption as discussed in
parsgraphs 2.1.10, 2.1.11 and 2.1.24 tb 2.1.26 inha.

, Drri'],e 2OA2-2O07, Company has shown aggregat€ loss of {13.35
crorc; the lo6s would have been t 26.41croebut for nonoperating income.

Il was further noticed that:

. In order to surmount the difficulries faced on account of world wide slul
in the indusry, impons fiom China" etc., de Covernrnert permiired
(March 2003) th€ Company to sell its prcduct through various srockisrs
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and direc y to customers instead of routing the same through
Kerala State Industrial Producrs Trading Corporation Limitd (KSIPTC)
and also aUowed (March 2003) waiver of s€rvice charges and reduction
in sales tar. Due to this,lax burden on the product was reduced (March
2003) from 30 to 4 per cent for inter state sales. Covemmert also
waived (March 2003 to March 2004) service tax of I 5,000 per MT of
TiO2. From 2004-05 onwardi Company had nol paid or provided for
servicc charg€s even tbough no futher waiver was allowed by
Govemment. The loss of the Company came down by I 34.87 crore due
to waiver/non provision of s€rvice tax during 20012007.

. The waiver of service charges was interd€d to effect reduction in the
selling price. Th€ Company, holvevet reduc€d the price from 163,500 to
160,000 per MT only once (April 2003), but increased it in subs€quent
p€riods (Jun€/August 2003 and March/August 2004) wirhoul considering
market tends. Funher, pay revision was allowod (June 2003) with effect
from January 2001 involving additional annual liability of 12.50 crore,
disregarding working results.

Bar chart showinS ihe delails of sales and prcfit/loss of the Company during
2001-2007 is siven below:

i*.*l
1--*lrl

It can be s€en from the bar chan that though the 6ales incrcased from
{6&02 cror€ in 2002-03 to t133.88 cror€ in 2005-06 and 1119.68 crore in
200607 bul lhe profit in 2002-03lumed into a loss of I 15-53 crore in 200106
and t 1.49 crore in 200607.
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The Management identified (March 2007) ihat incteas€ in raw material cost

and export sales at reduced rate to wipe out stock, w€re tbe reasons for loss. The

main rEa.sons for decline in profil as identified bv audit were irra'ional price

revisior for domestic sales wilhout considering markct conditions, nonlifting of

minimum assured quantity by stockisls, high cost of production due to unscientific

production rncenrive system rsulr'ng in exponenlial incenlive payments. absence

of appropriare mark€ting slxategy, excessive cost involved for produclion beyond

de-rated capacily, fall in domesti€ sales due to inaPPropnate pricing policv, export

at reduced pric€s to liquidate stock, increase in raw malerial cost, etc as

discussed in succeeding paragraphs

2.t.8 The Finance wing of the ComPany prepares annual financial budgets based

on the projections fumished by lh€ Production, materials, marketing and other

depanments. The annual production target is finalised by the Titanium

Manag€ment Council headed by MD and comPrising heads of all functional

depanments. The material procurement is managed by the Comtnercial Advisory

Commitlee and mark€ting and pricing decision is taken by the Sal€s ftomotion

Committee. However, the Company did not have a system of preparing ovemll

corporat€ plan other than the annual financial budgets The deficiencies noticed in

the financial budgets, production planning' procurement and markeling are

discussed i$ succeeding patagaphs

Produclion

Producnon planning

2.1.9 The instaued capacily of the plant was 24500 MT per annum The wazir

Committee appointed (January 1976) by the Covemment to study the under

utilisation of plant capacity, observed boltlen€ck in various stages of production

and sugg€sted (August 19?6) lhe €conomic plant size as 15000 MT The

Company, however, Preparcd its annual prcduction budget based on past

p€rfornance. The table below gives the details of budgeted/actual Production'

sales and closing stock ofTio: during 2002-200?



BudC€ied

Production

Sales Closing

Stock

Export Total

2002,03 r8000 III37 9521 '70 9591 3402

200104 16000 16251 18132 154 18286 1367

200+05 18000 18359 15225 t299 16524 3202

2005-06 20000 1?llt 13748 6013 19',t61 552

2006-o7 20000 14307 861 15168 1t5l

Solrrce : Productior budget and Annual accounts of the Company

I1 would be seen fiom the lable above that

. Th€ company had budgeted its production above the suggested de_rated

capacity of 15000 MT during all lhe five yeals despite glut in th€

industry and cheaper imports from China. The Company's efforts lo

produce above the de-rated capacity resull€d in excess fuel consumption,

payment of high production incentive"'overtime as discussed in paragraph

2.t.r1, 2.1.30 and 2.1.33 j'nfta and difficulty in sales.

. The actual production was al variance with the budgeted production

except during 200104 and 2004-05 indicating that the budgets did not

serv€ the i end€d purpose.

. Since the actual production was not controlled on fre basis of availabl€

stock and estimaled offrake, there was accumulation in stock.

' Despit€ incrcase in production lhe domestic sales recorded substantial

decline c'n account of ineffective maiketing and pricing strategy as

discuss€d in para$aph 2.1.21t fra.
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For liquidating the excessive Foduction during the Year 2004-05 and

2005-06 the company had to €xpon 60t3 MT at prices b€low the cost of

production during 2005-06 resulting in loss of 46.49 clorc'

The Govemm€nt accepled (June 2007) the audit observation that one of ihe

rea.rons for loss was production b€yond d€-rated capacity. It was fuiher stal€d that

the export was resorted to find global market for rutile llade even though

exccsBive siock holding was one of the factom. The rePly is not tenable a5 lhe

export was resorted to liquidate the accumulated stock arisjng from excessive

production without planning.

Excess consqnption of nw tneials and utilities

2.1.10 The Company had fixed standards for consumption of raw materials

(ilmenite, acid, iron scrap) and u.ilities (electdcity) 20 years back I1 did not revise

the standards periodically with reference to achral consumption

It is seen from Annexure 10 that lhe actual consumPtion of ruw materials and

utilities per mets1c tonne of produclion of TiO? wai much less that lhe standard

fixed and th€ standard did not serve the purpose of control ov€ir consumption. The

aclual per MT consumption of raw materials varied fiom year :o year. ConsideriDg

th€ optimum level of consumption achieved (2001-02) by the company as rcrm

the excess consumplon of raw material and ulililies during 2002'2OOl wotked

out !o ( 10.08 crore.

The Govemmenl stated (Jurc 2007) that slanda.d norms for consunption of

raw materials was not updaled since last lwenty years and therc wai all rcund

impmvement in all areas due to leaming curve of the employ€es. The reply shows

that th€ Company lhough aware of improvement in Eoduclicn capacity visa-vis

mat€rial consumption; did not revise lhe norms fixed before two decades; lhus

failed to exercise proper conaol over consumptlon of raw man:rials.

Excess consumption of fuel due to non'optimal opentioD of cllciners

2-l.ll Calcinalion is lhe final process in the produclion of TiOr pigmenl for which

rhe Company had three calciners Tbe exising cdciner II in the old Plant had a

capacity of 13 Tonnes Per Day (TPD) and calciner I[ and Mn the new plant had

a capacity of 32 TPD each The Conpany usually operates calciner m and IV for
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prcduclion of anatase gmde TiO, wh€rcas calciner II was being nrn for th€

production of rutile grade pigment. Superior Kerosene Oil (SKO) is used in the

calcineis as fuel- Whereas, the calciners in new plant consume 12 kilo litre each of
SKO, the .-alciner in the old plant consumes 6 KL of SKO for 24 hours op€ration.

Based on ihe available capacity, by optinum operation of one of the calciners in

new plant for 30 days, the Company could produce 960 MT of TiO, . Considering

th€ monthly production ranging betwe€n 543 MT (March 2002) to 1890 MT
(october 2005) during the five yearc up to 200607, the Compaiy had to operat€

one calciner to the full extent and the other padally for the PurPose of oPtimum

utilisation with a view to reduce fuel (SKO) corsumption. Th€ Company,

however, did not ensure optimum use but operated bolh Ihe calciners

simultaneousty inespective of the quartity of feed Focessed during 2002-2007.

Partral use of both th€ calciners when the operation of one calciner would have

sufficed the requirement resulted in €xcessive consumption of 5'766.24 KL of
SKO valued at I 12.30 crore.

The Covemment staGd (June 2007) that calciner op€ration could b€

optimised or y tbrough perf€€t planning and moniloring as there werc many

imbalances within the planti like sho(age of raw materials, shortage of pulp, elc.

The reply is not tenabl€ as these imbalanc€s werc point€d out (1976) Iorg ago by
Wazir Committee. The Company, however, did not la.l(e any action for r€clifying

$ese imbalances. Funher, ercess consumplion of SKO is caused by production

beyond de-raaed capacity wirhout rectifying the imbalances in the plant.

Excess handl ing/gi nding loss

2.1.12 The fiIst stage in the process of manufacture of TiO: was digestion of
ilmenite in sulphuric acid. For this purpose the Company had eight digesters

having €apacity of 10.5 MT each in the new plant and six digesters 5.5 MT each

in the old plana. Audit analysis of the numb€r of reactioos canied out (April 2002
to March 2007) in th€ digesters with refercnce to the standard consumption of
ilmenit€ showed that ilmenite was b€ing consumed in excess of norm.

Covemrhenl stated (June 2007) that loss up to one per cen! was normal in
handling/Srinding. Fact is that the value of loss in excess of th€ normal loss

worked out to I 24.36lakh and same required investigation since the Company
had to compete with other companies and imporb from China.
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Non utilisation of surptts capachy of Sutphuric Acid ptant

2.1.13 The requirement of sulphuric acid for the production of Tiq was being
met from company's Sulphuric Acid ptanr (SAP) having insialled capacity o;
99000 MT per annun. The acid produced in d|€ plant and avaitablc afte; ca;iive
consumplon used ro be sold in rhe open market. An analysis of production or
acid, sal€s and cont iburion realised during 2002_2006 is given in Annexure ll.

_ It will be seen (Annexure ll) that the capaciry urilisation of rhe plant for the
four years ranged berween 50.33 and 83.59 per 

""nt 
of *," a"ij plunt. ft"

Company sold 5091 metric tonne of sutphuric acid during 2003_2006. Ir was
notjced thal even rhough rh€re was market potential for rh€ producr, the Company
djd no( explorE the ma*et and even refused ro supply when enquiries were made
by prospective buyers (F€bruary 2004). The loss of porenriat r€venue on rhjs
account dunng 20012006 worked out ro I 2.75crore.

The covemmenr shred (June 2007) that there was no ma*et for acid 3nd
firm orders for supply woutd affect availabiliry of acid for Tiq producrion.
The reply h nol tenable since acruat producrion of TiO, planr was always
subs[antially lower rhan rhe insb ed capaciry and rhe SAp was nor running to f;l
capacity. Wirh proper planning it was possible for ttre Company to ensurel fixeU
volume of acid for sale. Furlher, Company i6elf had anricipated (March 2005)
market for regenerared acid from the Acid Recovery planr (ARp) und€r ft;

Loss due to shofifa in generatioD of steam in tulphuic Acid plant

2.1.14 As per rhe Baric Engineering package for the acid ptanr, b)?roduct steam
would be gen€rated at the rare of 1.15 MT per MT of cenr per cent concentrare
sulphuric acid produced. The sream available for exporr* would be one MT D€r
MT of acid, 0.15 MT of sream being used for caprile consumprjon.

It wa5 observed that steam availabiiiry for export at the rat€ of one MT Der
tonne of I00 per cenr acid coutd be achiev€d only in rwo mondrs (March 2004
and Apdl 2006) thoueh the ptanr generaied steam ar the rate of Ll7 MT/MT of
- r.-rf"i"r .t*r fi"- S,afru" e"iO ptunt o ftOZ ptunt

t301t20t6.
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100 per cent acid. The shonfall in th€ sGam availability for expon with referenc€

to the techmcaL specifications of the acid plant had to b€ made up by generation of

steam from boilers. The additional cost on this account during 2002 2007 worked

out to t3.19 crore reckoning the actual mon{hly percentage ot coDsumplion againsl

expof sream in Tiozplant in each year.

The Government staaed (June 2007) that lhe s|eam produced ftom acid plant

was captively used for running the tubine and keeping sulphur in molten

condition. Covernment reply is not tenable since captive use of the steam in lbe

sulphuric acid plant was mo.e than the technical sp€cification of the acid plant-

Awidable payment of penat charges on electricity and non-availment of

2.1.15 As per the tariff orders issued by KSEB, where the consumptron of Extra

High Ten6ion (EHT) consumers during peak hours exceeded 10 per c€nt of total

consumption, the consumer would be liabl€ to pay penalty a5 'Time of use

charg€' at the rate of 80 paise Per unit and in case the consumption during

off-peak hours exc€eded 30 p€r c€nt of total consumption' consumer would be

eligible for incentive at the mte of 25 Paise per unit. During 2O02-2OO7' rhe

Cornpany paid t1.09 crore as rime of use charS€ Du€ to exlra peak hour

consumption of 10.66lakh unirs the Company incured an additional expendilure

of t 24.?2 lakh and loss of off-peak incentive of I 8 46 lakh. Thus' the failure of

the Company to conlrol its power consumPtion during p€ak houN and avail of rhe

incentive for off peak hours tesuhed in avoidable exp€ndit rc of I 33.18 lath'

The Covemment attributed (June 2007) factors such as Prodoction of TiOr

sulphuric aci4 absenteeism, etc., for poor power load m&agement The rcplv rs

nol tenabl€ since th€ Company itself had identified surplus manpoi{er in lhe

production department indicating lhar absenteeism could not be a valid reason

being controlable. Further, pow€r intensive machinery like gnnding machines

could be operated in off-peaL period with a view to reducing €lectricitv charges



Marketing

Marketing atd Pricing Policy

2.1.16 Prior to March 2003 the Company's products werc marketed by KSIPTC.
At the point of tust sale Sales Tax at 30 per c€nt and seryice charge of t 5000
per MT were b€ing levied. State Goveormenr allowed (March 2003) direct
marketing by the Company due to which the higher ra0e of Sales Tar burden and
payment of s€Nice charges \rere eliminated providing rnor€ flexibility in product
pricing. The Company has been selling its Foducls lhrough various stockists and

directly to various customers. The selling price of the Company's product was

fixed hom time to lime by a Sales homotion Cornmittee (Src); chair€d by rhe

Managing Dnecbr. It consists of s€nior ex€culives of ma*eting and fmance

depanments; constitution of the SPC did rot have the approval of the BOD. The
Company had not adopted any long term Marketing and Pricing policy. Ir
.€mporarily adopled (August 2002) the pricing policy of K€rala Minerals and

Metals Umired (KMML), another PSU which wrs producing Rurile crade Tiq
for €xport. Variable cost plus lwenty per cent minimum profit and forwarding
charges, convefed into equivalent US Dollars was fixed as the export price. Tbe
Company, ho$,ever did not have any system of narginal costinS for facilit2ting
effective marketing and pdcing decisions.

Evenlhough the Company was mandatorily required to maintain cost
records, the variable cost was not being compiled and us€d for the pllrpose of
producl pricing.

The covemmeni admitt€d (June 2007) rhat rhe Company has no. be€n

updating records !o compute the variable cost per ronne of the product and
r€quested lo accept lhe actual cost anived from rhe records. The reply is nol
tcnable sincc, in the abs€nce of actual variable cosr, rhe export price of the producl
ar per lhe tormulal€d policy was arbitrary

2.1.17 The budger€d sales and actual sales realisation of tbe company during
2002-2007 werE as followli
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Total

67.60

!1s2
128.50

(18286)
t22.O8

(17000)
124.63

(17500)
121.68

(18132)

(-)3.87

{(-)78600)

18.24

(1476\
2004-05

2005,06

r34.68

(17s00)
t3't.t6

(18000)

tL2.1',7

(1522'
118.92

(16524)

133.19

(1976t)
40.48
(7500)

17.60

(3000)

121.83

05500)

162.3t
(23000)

l0l.l6
(13748)

2006-07 97.10
(14307)

103.26

(15r68)

49.95

(4832)

160.18

(11110)
551.4'.7

(79330)

So{,rce : Annual sales budget and Annual accounts of the Company.

-More: Figur€s in brack€ts show quantity in M.T.

The Company could not achieve the budg€ted sal€s targets during 2002-07

except 200104. The aggrcgale shofl achievemenl of the budg€ted sales target

during 2002-07 was 17170 MT valuing ?160.18 cmre. The shodfall in
achiev€m€nt of targets wai due to irrational pricing system and short lifting of
agreed quantity by stockists as discussed in paragraphs 2.1.20 a 2.1.21infn.

Matketing of products

2.1.18 Sinc€ March 2003 thc Company had been marketing Tiq drough
stockists. Separat€ agreements w€re being ent€red inlo with such st(rckistr. The

stockists were required to lift an agreed minimum quantjty monthly/annually. As

of September 2006 lhe Company had engaged 39 stockists. lt was noticed
(February 2007) that the Company did not follow a markeling and pricing
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slralegy in the b€st inter€st of the Company. The sralegy followed wis deficient
and even the prescribed policies were flouted leading to h€avy financial losses as

Non'adhercnce to credit policy

2.1.19 As p€r th€ credit policy form'rlated (January 2004) by SPC and effective
ftom January 2004, the Compaoy relax€d rhe maximum credi! limir of I 50lakh.
The slockists were given credit facility against post dated/ undat€d cheques in
indi!;dual case5 wrLh prior /pproval of lhe MD. The credrr period fiJ(ed was

45 days. SPC also d€cided (May 2005) that if the cheques bsued by lhe srockists

or the customer of lhe stockists bounced, any funier orders from rhe same

stockislycuslomer would be ente(ained only againsr DDftcash paymenrvat par

currcnt cheques. No action was, however, envisaged againsr the srockisrs. Credit
limit to stockists was reduced (September 2005) to maximum a 25 latd after
analysing lhe credit position.

It was observed that in violation of the credit limit (l 25lakt), the Company

despalched (May 2006) 25 MTs of malerial valuing I 21.56 lakh againsr post

dated ch€ques, when { 21.57 lakh was al.ready ourslanding (15 May 2004) from
one of the siockists* thereby increasing rhe lotal outstanding du€s to I 43.13 lakh.
The two post dated cheques of { 42.67lakt fumished by rh€ srockisr had bounced
(September/November 2006) and an amount of ? 42.67 lakh was outstanding
(June 2007). The Cornpany had not claimed I 5.76lakh being penal interes! ar rhe

.at€ of 0.25 per cent p€r week or pan thereof for the excess debit balance from
16 May 2006. The stockisl was not lifting material since June 2006. Thus .
non'adherence to the credit policy of the Company resulted in blocking of
< 42.67 lakh.

The Covemmeni stated (June 2007) rhat the MD had lhe authority ro take

commercial decisions and allow special sanctions on credits in the overall business

inlerests of the Company. The reply is not tenable as the relaxation lacked

transps.rency and was in contravention of the laid-down credit policy and has

eventually resulted in blocking up of funds which was not in lh€ b€st financial
inleresB of the Company.

* Sita paints privaie Limit€d .



14

Revenue loss due .o shon lifring of aereed quannq

2.1.20 As per agr€€ment entered into between the Company and the stockists the

stockists were ro purchase a minimum quantity of 18 MT of TiOl pienent p€r

month and an aggregate mininun 250 MT per annum at the agreed price and on

th€ Drescribed tenns a.nd conditions during the currencv of the agreem€nl Further'

as per the agreement, in the event of the failure of tlle slockists io purchase the

agreed minimum quantity, the agreemenl had to be terminal€d.

It was notjc€d lhat out of 39 stockists dunng ihe period 2004 06,

only 9 3tockisis had lifted ihe minimum assurcd quantity whercas the off_hke oJ

remaining 30 stockists was eilher nil or below the assured quantity' their

p€rc€ntaie off-tal(e ranging berwe€n 0 to 9?4 ir 2004-05 and 0 to 788 in

2005-06.

As a result of shod lifting by the sbckisrs, the slock of TiOl staded piiing up

(October 2OO4 -1897.475 MD and reached an alarming level of 3202 MT (March

200t. Despite this, the Company did not lake anv s@ps lo eniorc€ lhe minimum

off-take by stockists in the domestic market. To clear the accumulated stock and

liquidate the std:k srising from excessive production without plarujng' the

Cornpany had to export 5463 575 MT of Anatase grade* Tiq and 549 025 MT
Rutile gade # TiO, during 200t06 at prices lower than dom€stic selling price;

oui of which 5650. 42 MT r€presented quantrty shon lifted by the stockists

Thus, the failure of Management to enforce lifting of minimum assured

quantity of TiO, by stockists and exPort of the sho( lifted quantity at a lower

;rice resulted in loss of I 6 06 qore which could not be recovered from the

atockists due to sbsence of enabling clause in the agreements The Company'

however, neither terminaled the agreement with these under-performing stockists

nor drd appoirt fn:sh stockists.

The Govemment stated (June 2007) thal due ro the influx of cheap impods

as well as litrerail credit facilities offered by Company's domestic competitors,

th€se stockists were facing tough cotnp€tilion in pushing uP company's produc!.

It was also stated that termination would affect replesentation in major

consumption centres. The repty is not tenable as domestic sale through stockrsls

was mor€ than 10000 MT in all these years and the nine main s.o€kists had shown

* It is a mineral turm of TiO, which has low density and used in the mmufacture

ofpaper, plarlic, itrl€rior plant, elc. a! pigment.

# It is a high quaiity form of minetal TiOx with high density and used mainly in
the manufactur€ of intenor and exteriot paint.
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substantial progress in lheir off-take. Fixing off-take limirs and allorving the

stockists !o violate th€ limits is not th€ best commercial Praclice ConPany should

have itcor?orated enabling clauses other than temination to ensure lifting of

agre€d quanuty.

hice rcviion and export of Titanium dioxide to ltochu Corportttion

2.1.21 The Company instead of reducing its production cost by controlling

raw mat€rial consurnption, input consumption and rationalising production

incentive paymefts to il3 employees, increas€d (August 2004) the domestic

selling price of analase grade TiO' from { 64,500 to I 66'000 per MT without

analysing the ma*ea condilions on rhe ground of incr€ase in raw material and fu€l

costs. This price revision had, however, a negative imprct on domestic sal€s

(August 2004 to Match 2005). The av€rage monthlv domestic sal€s dropped from

1584.60 MT to 1012.95 MT during the post rcvision period (August 2004 to

Ma.rch 2005) teading to accumulation of slock to the tune of 3202 MT bv the end

of March 2005. At dis juncture, the Conpany had the option either to reduc€

selling price lo rhe prc Augusl 2004 level lo rtcaPlure the lost domestic market or

to regula.e production at 900 MT per month dudng 2O0t06 The ComPany'

however, resorted to indiscriminate production and committed (February 200t
expon sale !o lLochu Corporation (USA) tor 5000 MT of ISI Srade Analase during

March 2005 l,o December 2005. at the rate of 500 MTs Per rnonth' at US$ 1200

FOB Cochin (l 52,5?2). Since the price was firm for the €ntire period of contract'

the revised price (April 2005) for the export sale of arntase at 1300 US$ per MT

could not be applied for this sale. There wer€ no leasons on record for the

decision to commit huge quantity for export at reduced prices to Itochu

Corporaiion. The mode of selection of Itochu was also non transparent wilhout

inviting competitive bids

The rovenue foregone due to expor! considering actual realisation and

probable rEalisaiion from domestic market at pr€-revised plice duriry the year

2005-06 worked out to I 49 73lakh.

The Cov€mment stated (June 200, thar in case th€ Companv had not

v€ntured into export, lhe loss would have b€ln much higher tbr the financial vear

2005-06 The rePly is not tenable since the Company did nol have any r€levant

cost data to substantiate that there was any contnbution from expons at reduced

pric€s afkr reckoning the incrcas€ in fu€l cost on account of opc(ating th€ plant

above de-rared caPacity
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Mat€rial manag€m€nt

Systen lapse in purchase

2.1.22 T\e Company had not ftamed any definite policy and formulated
procedures for procurement of raw malerials and chemicals required in bulk
quantities with a view to reduce procurcment cost. The Company used to make an

assessment of th€ raw material requircments based on budgeted production for a

year. Quotations were being invited from suppliem through adv€rtisements in
newspapers and enquiries to approved suppliers as per list maintajned by the

Comm€rcial Department. Umited Ender system was also adopted when source of
supply was limiled in the case of Foprietory ilems and to meet urgert
requirements. Purchase proposals based on offers received werc approved by a

Commercial Advisory Conmittee comprising Cenerai Manager, Chief
Comnercial Manager, Chief Prdtuclion Manag€r, Chief Engineer, Markeling

Manager and Finance Manager after pre-audit by Financial Controll€r and

approval by MD.

Audit sclutiny rcvealed thaa the sysaem had defrciencies as discusse.l below:

. Malerial management was unscientific and nol related to de-rated

caPacity and budgeted pduction

. The Company did not enter inlo long lerm contracts or annual rate

contracts even though raw material requirements could be assessed in

. No formal contracts were entered into with suppliers. When suppliers

failed to supply during the coDtract p€riod, the Company could not
enforc€ supply or iniriale legal achon.

' Serurity Deposit (SD) was €ith€r not collected or allowed 1') be adjusted

ftom th€ Iirst bill at the request of suppliers defearing the purpose of
securily for performance of contract,

. The Company was not deducting any 'Rerention Money' from bills of
contractors to ensurc supply of quality matenals.

The extra expenditurelosses arising from the absence of proper procuremenl
policy and procedures arc as discussed in succeeding pamgraphs:
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Procurement at extra cost

2.1.23 The Company invir,ed quotations (Seprember 2002) for suppty of 400 MT
iro, scrap per month for six months. Based on offers, purchase orders werc Dlaced
wirh seven supptieB (Sepremb€r 2oo2_february 200j) for 85 MT al thc;ate of
I &700 per MT and 300 MT a. I 8,250 p€r MT. Out of these only three suppliers
supph€d a toral quan.iry of 121.885 MT againsr lhe ordered aggregate quantity of
600 MT- The shorr supply of 478.115 MT was purchascd (May 2009 ar the rate
of I 12,499per MT invotving addirional expenditure of a 19.51taklt.

Extn expenditwe in procurement of scmp itun ftom trade$

2. l. 24 The Company had been meeting its requirement of scrap iron by purchase
from taders al|d nor manufacturers or importers. A lesr che{k of the invoices of
supplies againsr four purchase orders placed (July 2005 and Novenber 200,
with two suppliers for a quantiry of 572.31 MI rev€aled thar rhe tradem were
procunng the material from manufacturers or imporlers al lower laaes involving a
price d'ffercnc€ ranging berween t 2464 znd t 338a per MT. The ex;ra
expendirure incured by the Company on this account work€d oul to { t?.38 lakh
(35669 MT ar I 3384per MT and 215.62 MT at t 2464 per MT).

Since average ,nnual purchase of iron scrap of the Conpany was 3658 MT
there could be substantial savings in purchase fmm direct 6ources, ComDanv.
however. drd nor make any atrempr !o pr.rure 6crap direcrly liom such source_s so

The covemmem srated (June 2007) rhat there was difficulry in direcr
procurement. The repty is not renable ar Company had not iniriared any action for
direct procur€ment with a view to reduce costs

Loss due b contractual Wvision beneficial to the surylier

2.1.25 The Company invired quolarions (December 20Ol) for 6upply of 6000 MT
of sulphtrr with a condirion ro chang€ rhe supply quantily by additional 10 p€r cent
at fte discr€rion of rhe Company. Orders were ptaced (Jahuary 2002) on rhe
lowest tendercr, Mincore Resources (pyt.) Limited (MRL), a. a 2719 per MT plus
four per cent CST for 6000 MT of sutphur. In tbe purchase order the Company,

r301t20t7.
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however, changed the condition regading additional l0 p€r cent supplv from

buyeas oplion to selleis oprion Taling advantage ot $e change in rhe purchase

order, MRL supplied (July 2002) onlv 54OO MT against the order quantity of

6000MT.

h was noticed tha. th€ subsequeni purchase (Julv 2002) of sulphu was also

ftom the same supplier at a higher rate of t 3?81 per MT plus four per €ent CST

indicating that the quantity shon supplied (600 MT) was procured bv the

company incuning additional expenditure of { 6 63 lakh ln respect of the

subsequ€ni order (July 2002) for 6000 MT on 
'lt€ 

same firm at I 3?81 per MT

plus four p€i ce CST as ivell, the seller restricted the quandrv to 5430 MT

exDrcising option under the same clause of the Purchase order' The balanc€

quantity (570 MT) wa.s procured (Novernber 2002) at t 4890 plus four per cent

CST r€sulting in extra expenditore of t 6 57lakh'

Thus, ilclusion of a cta'rse for supply of addilional l0 Pet cent quanrity al

seller's oplion in deviation Iiom the iender condrtions resulted in avoidable exta

expenditure of { 13.20 lakh.

lhe Govemment accepted (J'ine 2007) $e audit observation and slated that

corr€.tlve action was taken in subsequent purchases'

Failure to gocure sulphur availabte at low rates

2.1.26 Kochi Refinerie.j Limited (KRL) offercd (Match 2002) to supply sulphur

ai the rate of 200 MT per montr at ex-refinery price of i 2356 per MT In

subsequent months also KRL intinated their pric€ indicating the validitv of their

offer. Company, how€v€r, initiated action on the offer onlv in November 2002

The order ior supply at the mte of 200 MT per montb was Placed o: v in May

2003 i.e., after a d€lay of over 12 months A comparison of prices offered bv KRL

and the pro€urement cost (April 2002 to April 2003) from MRL r€vealed that the

pmcedural delay in considering the offer of KRL resulted in avoidable exrra

exp€nditue of I 38.51 lakh

The Management adnitted (February 2007) that there was delay of about

on€ year in finalising the purchase but no reasons were Eiven Covernment did not

give any specific reply to tbe observation
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L.'ss d@ to uneconomic mode of trctspoflation

2.1.27 DviW 2002-06 rhe Company had bcen transporting 26010 ro 40?95
MT of ilmenite per annum ftom Manavalakurichi. The rranspoftarion was being
undertalen in trucks and the unloading al site done by award work€rs ergaged by
the lransportation contactor. As a measure of economy in rransporrarioD, BOD
authorised (December 2002) MD ro switch over to ripper lorry for tsansportarion
purposes. Accordingly tenders werc invited (March 2004) for rransportation of
50000 MT of ilmenite per al1num from Manavalakurichi and Chavara for a p€riod
of thiee years and the work for transportadon fion Manavalakurichi awarded
(August 2004) to Sree Sankara Transports, Konayam (ST) aad Karthika
Transport, Kallambalam (KT) at I 21&43 per MI for ruck and I 144 pcr MT for
tipper respectively for 50 per cenr of rotal quan.ity each. The conrract period was
one year extlndable at the discretion of fie compsny.

Audit notic€d rhat the transporrarion by tipper was neither unden ken by
the aanspo(ers nor insistcd by rhe Company even $ough there was savinps
of l?4.41 per MT DunnS Ocrober 2004 lo Febtudry 2006 (date of
disco inuation of allo€aiion) the Company procured 52514 MT of ilmenite from
Manavalakurichi and fte savings in expenditurc forgone du€ to failure to deDtov
tippe.s wo*ed out ro I 39.09 lald.

The Govemment stantd (June 2007) that sanctiof was gived for absorprion
of awad workers in ilmenite and sulphur unloading se€rion, so a! to settte rhe
issue while introducing tipper lorry syst€m for rranspo(ation of ijmenire and
sulphur and the action was in progress_ Th€ decision is not prudent since the
absorption of award workers involvine recurring expendirure would only resutr in
additional expenditure when compar€d to rhe savings in ransportation by
engaging tipper lorries.

Exce.ss holding of inventory

2.1.28 An analysis of the value of inventory hetd by the Cohpany in relarion to
production requirement showed that the closing sro.k of mw mareriats ransed
trom 0.83 to 2.?l monlhs requiremenl and closing srock of rrores and soares
rarged from 23 monrhs to 27 monrhs requ;rcmenr du;ng 2002-06.

The value of non,moving ir€ms (598 items) included in stores and spares
since 2001-02 was I 65.73 lakh. Value of criticat spares included in sto.Es ard
spares was not available.
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The Covemment slated (Jun€ 200D that stores and stock constituted 18

months' consumption on an average and henc€ there is no excess holding. The

reply is not acceptable. Wo.king out average consumption clubbing .ogerher fasr

and slow moving spares gives a disbned picture of the inv€ntory.

Manpower management

2.1.29 The posilion of manpower in the Company as of August 2002 was as

follows:

Category Sanctioned strength Actual strergth

Offic€rs 209 I90

Staff 306 329

\o92 819

Total 1607 1338

Pursuant to the Govemmenl directives (January 2002), the Company

appointed (August 2002) an Inremal Committee to asceiain the surplus

manpower in various depenme s. The Committe€ suggested (September 2002)

a reduction of l5 per cert in the sanction€d str€ngth. The Company implemented

a voluntary R€tirement Scheme (VRS) (Sep.ember 2002) under which

106 enployees r€tned (March 200?) from service. Thereafter ihe Conpany

engaged (June 2003) TG Process and Projert Consultants (TC),

Thiruvahanthapuram to identify lhe surplus manpow€r. The report submitted (May

2004) by TC identified the tolal ess€ntial manpower as 870 and the desirable

l€vel as 933 against the available man power of 1268. The tolal surplus manpower

was 335 as of May 2004. TG recommended (May 2004) to make use of the

vacarcies arising out of normal retirement and VRS to redcploy the surplus staff

in needy depanments. Th€ Company did not tak€ ary acrion and ro redeployment

was made (March 2007) even ihough 106 vacancies arose from VRS besides

notmal retirement vacancies. Salaries and wa8€s paid (June 2004 to March 200?
lo the suQlus staff identified by TC worked out to I 9.65 cmrc. No specific reply

on the obs€rvation was Aiven by Govemment.
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Payment of ovenime wages

2.1.30 While the Company was having a total surplus staff of 174 on ihe

rolls during June 2004 to March 2007, no action was taken to r€deploy rhe

personnel. Over Time (OT) wages aggregaring {8.08 crore was paid during
2004-07. Fudher audit scrutiny of the OT payment rcveal€d that OT wages of
{6.39 crorc was paid in depafinents like Personnel and Administraiion
(adminislraaive stafo, Itoduction (process operarors and production sraff),
Engineering (workmen and s1af0, where surplus slaff ranging betwecn 6 and 259
per cent were identified.

The Govemment staied (June 2007) that a cenain degre€ of ovenime could
not be avoided for !h€ continuous working of th€ planr and machinery and that

overtime posting is under strict control at pr€sent. The reply is not tenable as

paym€nt of ovedme in departnenrs having surplus staff indicated ineffecrive man

Power prannrng,

UnwanaDted payment of ptoduction cum motivation allowance in lieu of bonus

2.1.31 As per Payment of Bonus Act, 1965, employee means any person

employed on salary or wage not exceeding { 3500 per mens€m. Govemmenr
ordered (July 2006) that employees drawing salary above'3500 were not eligible
for any bonus or ex-gratia or incentive allowance excepr Sp€cial Fesrival

Allowanc€ (SFA). BOD, the Chief Executive and Head of Finance Wing of PSUS

would be personally liable for any violations in this regard. In conformity witb lhe
above orders, the Company decided (AuSust 2006) nor to deviare ftom lhe .
guidelines especially in view of the huge loss sustained for the year 2005-06.

It was noticed that in the meeting (August 2006) corvened (ar the

ministerial lev€l), it was decid€d to pay Performance Cum Motivation Allowance
(PCMA) at the rate of { 6000 to all employees of rhe Company in addirion ro

applicable Bonus and SFA. The Company accordingly paid 163.71 laklt as

PCMA to the €mployees for the year 2005-06 in violation of specific Gov€mment

ord€rs prohibiting such payment. The paymenl for 200106 was ratified (Jun€

2007) by the Covemment. lt was obs€rv€d ahat similar payments aggr€galing

( 5.89 clore made during 2001-05 w€rc ralified (F€bruary 2004 to Jun€ 2007)



by the Govemment, indicating that lhe Govemment which issued glidelines

Fohibiring paymeDt in lieu of bonus encoumged ils violatiot by PSUS The lotal

paymenr ot rCMa in violation of Government guidelines during 2001-06 worked

out to { 6.53 crore.

The Goveriment stated (June 2007) that pavment of PCMA had

th€ approval of the BOD and ratification of Govemment The fact' however'

rcmarned that the unwarranted payment was rarified by Government in violalon

Additiond expena:iture on distribution of gilts

2.1.32 As discussed in paragraph 2 1 9 supra the Company had budg€ted its

orcduction at 20000 MT Per annum durinS 2005 06 without considenng drc fall

in donestic market sales and difficulry in ma*€ling the Product During 200106

fi€ excessive production was being erported below the domestic prices and the

Company incurred a loss of t 15 53 clorc' Witttout considering the poor financial

performance and ignoring the fact that production incentive (l 3 62 crore) and

over time allowance (a 3.0? crore) were io be paid fot fie yeal 200t06' lhe

Company on lhe basis of an announcem€n! made (Dec€inber 2005) bv the then

Minister of rnausrries decided (December 200t to disribule gifts wonh 
' 

2000

each to all regulat employees on the rolls of the company as a gestur€ of goodwill

and in apFeciation of their contribution in achieving record producdon' sales' etc'

Based ;; the above decision the comPany incurred an expenditue of

I 23.30 lakh towards gift for better perfomance during the year 2005'06 when

the loss for the year was a 15 53 qorc'

The Govemment stated (June 2007) tha! thc overall performance duritg the

thrc€ yea6 uP to 2005-06 was apPreciable enough to announce a suitable gift as a

gesore of good\r'ill and appreciation The replv is nol lenable since th: workiri

resulrs or dre CDmpanv recorded a st€ady declining trend since 200104 and

resulted in heavy losses at the lim€ of taking the decision to announce the 8ift to



Defective production incentive system

2.1.33 Cenlre for Management Development (CMD), ThiruvanaDdapuram at the

behest of th€ Cornpany prepared (October 1995) a r€pon for paynent of
production incentive to employe€s of th€ Company. The repo( recommended

payment of incentiv€ b€yond production of 900 MT per month at incentive rates

varying from I 1.30 1o t 4.30 per MT under various slabs of producdon

determin€d on the basis of 12 month moving average basis.

Based on the above repon fte Company signed (March 1996) an MOU with

lrade 
'rnions 

reckoning a recovery efficiency level of ?3 per cen. of TiO,. Thc

MOU was €ffective retrospectively (March l99t and valid for thee vears. The

MOU which was required lo be revised from March 1998 was not revised

resuliing in excess payments on vanous counls as discussed below:

. The recommendation of CMD for Payment of incenrive was based

on previous 12 months moving average Production givinS due weieht

to production efficiency during these motrlhs and the p€r MI raies were

also devised on this basis. Deviating fiom this the Companv had b€€n

paying incentive on actual monlhly Foduction batis. This ha6 resulted in

paym€nt of ext(a incentive of I 1.50 crore during 2002 0?

. At the time of entering into MOU (March 1996) the base level of
production for det€mining eligibility for incenlive was fixed as 900 MT
per moDth for thr€e years. The ComPany, however' revised (Novernber

2005) the base level production to 1000 MT per mmth onlv ifter nine

years. The extra payment of inc€ntive due .o delav in tevision of base

level from 900 to 1000 MT per month for the p€riod from April 2002 lo

November 2005 worked out to { 69.32 lalh.

. The base level of efficiencv for additional incentive to direcl group

(produclion wing) was fixed at 73 Per cent of the TiO, recovery in 1977

Although the overall efficiency increased manifold over lhe yea$,

Management did not revise efficiency ceiling for additional incentive

payment. The aYerage overall efficiencv &[ing 200102 20l2-ol
2ootj4, 2oo+05 

^nd 
2005-06 was 84.58, 82 39' 83.43, 83.28 and

82.86 per cent tespectivelyi the lowest overall efiici€ncy b€ing
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80 per c€nt recorded in August 2002. Even though the MOU expired
(March 1999) the r€covery perccntage was not reviewed and revis€d.

Considering the normal attainable efliciency level of 80 per cent in
August 2002 the additional inc€ntive payment worked out to t 45.88

lakh during 2003'04 to 200607 (up to Decenber 2006).

. As per Covemment Order (April 1992) the incentive in appreciation of
good performanc€ should not be related to produclion alone bul also wilh
other aspects like cost reduciion, marketing and profitability. It was

notic€d that during 2005-06 lhe company had to exporl 6012.4 MT of
Tio,at prices lesser thar the cost in order to clear the accumulated stock

and in .hat process incuned a loss of t 15.53 crorc. This aspecl was

ignored leading to avoidable payment of I 2.22 crore on produdion
(6012.4 MT) corresponding to the above expon.

The Govemment staled (June 200n that the moving average system

as suggested in the CMD rcport was not agreed to by lhe Unions and hence could
not be included in the industrial relation point of vi€w and thal the agr€emert was

fornulaled when cost of prodoction was much less and achievable production was

lower, It was also sbted lhat export sales at less than cost pric€ was in no way

connecled with the production incentive scheme. The reply is not tenabl€ as th€

delay ir arriving at an agre€ment with the employee Unions had rcsuhed in
financial lcss to lhe Company. Funher, payment of incentive on expon made to
clear accumulat€d slock arising ftom unwaranted pmduction was against the

spirit of the Covemment order of April 1992 linking incentive 1o profitabiliry.

Implementation of Effluent Trcainent Project

2.1.34 The Compiny manufactures IiO, rhrou8h sutphale proc€ss generaring

acidic waste, which was b€ing discharged in to sea. This became 
'rnacc€ptable

vrith the advent of Water (Prevention and Control of Poilution) Act, 1974 and rhe

€stablishm€nt of Kerala Pollulion Control Board (KPCB) in th€ same year. Effods
of the Company in establishins pouution control project commenced ir l9?? and
have nol be€n completed so far (March 200n. The Comminee on public

Undedakings (COPU) recommended (22nd Report-2001,04) rhar po urion
control activities should b€ combined with expansion programme and
implemented as one package.



The Hon'ble High Courr of Kerala direcred (November 2003) the Company
to set up an effluenr rrearnen! ptant (ETp) wirhin a period of 30 momhs i.e.,
by April 2006, which was extended (April 2007) to De4€mber 2008. The
Company engased (June 200a) MECON Limited (MECON) ax project
minagement consulrant. The packag€ for pollurion conkol and expansion
invotving the installarion of Copperas Recovery plant (CRp). Acid Recovery planl
(ARP|. N€ulralisarron Planr (NpJ and modemisation was proposed to be
implemenEd in two phases (phase I- ? 129.40 cmre of which { u5 crore was for
pollution control project and Phase II- { 126.70 crore of which I 100.95 crore was
for polludon control) invotvirg roral pmjected expenditure of i 256.10 cror€.
Under phase I rhe planl capacity was proposed to be increased to 21500 TpA and
under phas€ tr to 33000 TpA. The work rclaiing to phase_I involving I 129.40
crore was awarded (February,tvlarch 2006) to Chenalur Ecoplanning Oy (CEp),
Finland a1 a cosr of I 68.65 crore and Np to VA Tech Wabag Lrd at a 32.56 crore
apart froft civii and strucrurat work yet to be awarded. The works under Dhase I
remained ro be comptered ,nd phase U has nor been raken up. Th€ deldls of
expendilure incuned on ihe work of phase I as of March 2007 were as foltows:

Name of Planr Contracl

amount (Rs. in

(Rs. in crore)

Lat€sl position Bxpecred dare

Copperas

Plant & Acid

Planr

68.65 22.53 Wo* aa site February 2008

Neutralisation

Planr

32.56 6.28 March 2008

2.1.35 In rhe conceplualisation and implem€ntarion of the ETp, rhe following
defi ciencies were noriced:

t30712016,
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As per rccomm€ndations (May 1998) of an intemal committ€e which

considcred the projecl proPosal, a neutralisation plant alone with a

meage inv€stme of t lO 8l cror€ was sufticrent ro m€er requirements

of KPCB and Court Orders and ARP/CRP requiring foreign technologv

and huge investment was to be taken up later.

Thc Conpany was awarc of the fact lhat insl'llation of CRP and ARP

was not advisable due lo lacl of market and hiSher investmenls in vies

of foreign exchange component. Still both the plants were proposed ar a

huge investrnent of I 82.44 crore on lhe ground that Neuralisation Plant

alone was suited onlv to small manufact'ircrs The Company should hav€

met immediate requirement of pollution control through NP and taken up

ARP/CRP later.

Th€ Company proceeded with ETP wilhout obiaining firm commitmen(

from financial institutions for loans resulting in delay and uncertamly rn

completion of the Project.

The installed capacity of th€ existing TiO2 plant was 24500 MT P€r

anmrm and a capacily of 20000 MT per annum was a{ainable with a

capital investment of a l.5O cmre as per recommendations (October

2001) of $e int€mal committ€e of the company- By the lime tt'e

Compary proposed (January 2009 the impl€m€ntation of lhe

mod€misation project, there were severe marketing consrants even al

thc existing ale-rated caPacity level of 15000 MT Per annum Since

another State PSU, Kerala Minerals and M€tals Limited (KMML)

manufacluring rutil€ grad€ TiOz was facing narketing problems the

decision to expand the capacity at rhe projected cost of t 4015 crore

lackedjustification.

The Company did not have lhe know_how necessary for reuse of the

regenerated acid produc€d by the proposed ARP, in lhe digesters of fte

€xisting TiO, plant al the required concentration level, in view of the fact

that the contracton (CEP) were exempted ftom providing the n€'essary

knowhow. Hence in the absence of knowhow for r€-us€ of regenerated

acid the project itselfwould prove 10 be counter productrve'



The financial viabilily of lhe projecl had been worked out by MECON on

the assumption of conpleting Phase I (21000 MT p€r annum producing

40 MT p€r day of Anatase and 25 MT per day of surface coated rutile)

within l8 months ftom zero date (May 2005) and Phase tr witbin mother

18 months. The Company did not possess the lechnology for
manufacturing surfac€ coat€d rutile. Th€ technology was proposed to be

acquired ftom KMML, a competitor in the public sector. Since KMML
itself had been facing market consraints for rutile, technology absorption

and markerabiliry problems would affect the viabiliry of the Foposed

As per the agreement enaer€d into with contractors, the stipulated time of
compleiion of ARP/CRP was 12 months froh the effective date of
contract (mC) and that for N€utralisation plant was seven months from
the letter of award (31 March 2006). Liquidated dffnages werc applicabl€

from th€ 12th month only. The execution of these contract.s was delayed

on the following grounds:

As per cortract with CEP for CRP and ARP, the Company had to open

Letter of Cr€dit (LC) for the contrac( amount for reckoning rhe effective
date for det€rmining scheduled completion date. Th€ Company, however,

failed 10 open LC for the full contract amount and the LC was restricled

to 90 per cent. Due to incorrccr undersranding of the contract tems LC
for balance l0 per cent amount war belatedly open€d (Sept€mber 2006).

The delay in opening LC as contemplated in the contract enlailed
postpooement of the effective date of commencemert of contract by six

monlhs and corresponding postponement of scheduled date of

As per agreement wilh VA Tech. Wabag for NP, the Company had to

establish LC for 80 per cent of rhe contract p.ice rvilhin 15 days of
approval of Billing Schedul€ by the Company. The billing schedule

forwarded to the Company (November 2006) was accepted only in
January 2007. The Company did not open the LC even before expiry of
the contract date (31 March 200? on lhe gmund of financial constraints.
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. Audit noticed thal the contracl for indigenous package involving
civil/structuml works of the ARP/CRP had not be€n finalised so far
(June 200?) even though shipping of equipments had commenced.

MECON had also revised (June 2007) th€ project cost ro I 414-40 crore.
The main reasons attributed to increase in cost estimate based on 2004
pric€s wer€ escalation of price, rise in inter€sl mles, limiled availability
of bidders and addition/d€lelion of equipment. The Company has not ye(

finalised a financial package to meet increased cosr. The Company did
not obtain ftom MECON lhe revis€d estimates at the time of entering into
contracts for ARP/CRP (February 2006) with a view 10 ascenain the

financial viability of the Project.

' While lhe new LC was op€n€d (29 September 2006) and effective date

of commencement of the contact was 29th September, 2006, the

Company made 30 per cent advance paymenl to the contractor in May
and July 2006. By allowing the advance paymenl b€fore the effective
date of cornmencement of contract the Company had to make avoidable
payment of interest of a 8.92 lakh on the bank loan availed for advance

payment against LC for the p€riod from 26th July, 2006 1o 29th
September, 2006 and loss of interest of t27.55 lakh on term deposit
clos€d for making the payment.

Implementation of cost rcduction projccts

Non availing of benefit of captive power

2.1.36 The Kerala Power Policy, 1998 stipulated allotrnent of M;ni Hydroelectric
Projects to private agencies, public sector undeda.kings and Local Self
Covemments. As p€r Govemment Order (Octob€r 2002) tail race projecb were
nol inlended for captive consume$. The Company having a connected load of
5 MVA and a maximum demand of 3.5 MVA wilh ar annual consumption of
24 Million Units was eligible to apply for Captive Power Plant (C?P).

Impl€menialion of CPP was expected to reduce the cost of picduction by
I 1822.50 per MT. Out of four sites idendned by Steel Industrials Kerala Limil€d,
the consultant for the purpose, two (Thuvallar and Palchuram) were eligible for
implementation by CPPS as notifi€d by Energy Management Centre. The
Company inst€ad selected Upper Kdlar and Peechad which were not available for
capdve power pf oduction.
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Due to this, ahe Govemmenr did nor consider rhe company,s proposal as the

pmJect involved controlled warers or lailrac€ waters *hich were earnarked for
KSEB only. Meanwhile, rhe Palchuram sch€me for which the Company was

eligible was allorled by Covemmenr to an Independent power producer as rhere

were ro cPPs.

Thus the failure of the Cornpany ro idenrify a projecl frorn rhe list of Cpps
notified by Energy Management Cenrre for Cpp denied rhe Company an

opponunity to avail of the ben€fit of captive power and reduce cost of production

by t 1822.50 per MT and aggregare annual saving of I 2.73 cror€ ar de-mted

capacity.

Govemment stated (Jone 2007) that KSEB id€ntified projecrs orher lhan tail
mce proJect wher€ waier availabiliry would be enaric ed urprediclabte.
Govemm€nt reply is nol Gnable sinc€ rhe consultanr had identified Thuva ar and

Palchuram projects as viable which were nor considered by rhe Company.

Mine ml separation plan t

2.1.37 Being a mineral based Company ard solely dep€ndent on Indian Rare

Earths Limiled for the rcquirement of raw marerial, ilmenire, the COPU had

recommended (February 2003) that rhe Company should ptan its own Mineml
Separation Planr.

The Companyt annual average rcquiremenr of ilmenile was 50000 MT and

s€tting up of the plant at a projecred cosl of I 18 crore woutd have eneiled a

savings of I 6.32 crorc per annum on accounl of high€r gnde ilmenire from

Quilon having 58.5 per cent TiOz conr€nt as againsl 53 per cenr of the

Manavalakkurichy grade. Besides savings, orher cosr benefirs were also expecred.

Th€ Company, though, decided (2002-03) ro go ahead wirb the project and

aulhorised the MD to ta.ke turther steps in rbe matter, no action had b€en taken so

far (March 2007). Ttere werc no rccorded reasons for non-implementation

of lhe projecl.
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Intemal Control and Intemal Audit

2.1.38 Intemal controls are the procedures and safeguards that are put in place by

the maragemeDr of an organization to ensure lhat its activities are proce€ding as

planned and objectives are achieved in an economic and orderly manner. Strict

observance of these procedurcvsafeguards is vital in ,ny organisaiion.

The inrernal control system in ihe Company had deficiencies as discussed belowl

. During 2002-2007 there was wide variation ranging ftom 14 to 400 per

cent in the acluals from budgct in respect of ProductioD, sales,

consumption of rav,/ materials, manufaconng & olher expenses and

profit/loss. The variations between budgei and actuals were nol review€d

at Board level for limely conective action.

. Minules of the monthly meeting of Titanium Managemert Council
(TMC) and Sales Promotion Commi[ee (SPC) were noi being placed

before the Board for deliberations. Covemment slated (June 2007) that

the Ma$aging Direclor was empowered !o lake all commercial and

iechnical decisions of the Company. The SPC and TMC were only

advisory in nature and were nol constituted by BOD. The reply is not

tenable since the proceedings of the committees which take all the crucial

decisions r€lating to the Company, were not brought to the nolic€ of the

full Board of Directors.

. Though required as per ihe ageement wilh stockisis, the Company had

not issued any directions for maintenance of rccords by stockists nor did

th€ Company condud any inspedion with respect to piice, quality of the

producl, stock held by lhe slockists, elc.

. Alrhough BOD decided to price export at variable cost plus 20 per cent,

the calculation of variable cosl and ils componenls lacked authenticily

and base dala wer€ not ayailable for verification.

. Durirg 2002-2007 the attendance of Boad of directors in
Board meetings varied betw€en 100 p€r cent (2002-03) and 57 per cenl
(200G07). Two Directors were continuously absent for six to eight
meetings. Th€ MD besides b€ing a Covemment secretary had b€en

holding the posl of Chairman/Managing Dir€clor in two other compades
and was also Director in len other comDames.
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2.1.39 There was no seParat! int€mal audit wing in the Company lnbmal audit

was entrusl€d to a fiIm of Chaner€d Accountants Half yearly Intemal Audit

reoon' *ere be;ne sLtbmill€d lo lhe MD The terms of reference included review

oi reliabrliry and imegrity of rnformalion compltance wrth policies Plans and

pro€edures, laws and iegulations' safegumding of assets, economic and efficient

use of resources, review of operations and programmes, verification of inverlory' e'c

Audit noriced thal

. the areas refened for internal audit were only g€neral in naiure and not

specific, lhe intemal audit did not cover vital areas like production

planning, consumption of raw materials and chemicals, pncing' etc:

. tbe half yearly reports re.eived were neither placed before the Board nor

any follow up action taken on various deficiencies pointed oui thereinl

' the intemal audit was being tak€n up after a delav of thre€ to eight

months from commencement of the finsncial year;

. repeated obs€rvations like delay in updating transactions' lack.of
integration in different modules used to record accounung

traniactions/stores accounting/tine office data, deficient stor€ accounting'

uueliable software used for accounting of cash transactions' delay in

settlemen! of advances given to emPloyees wer€ appearing in the intemal

audir r€pons indicating inad€quale actlon and monitoring'
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conclutiotr

The company sutfered heavv toss mainlv due to Indisffiminale producnon

without consid;ring the tnarketabilily, resultart accumulation of stock and exports

at reduced rates Fixarion of higher prices for domestic sales at the inappropnate

moment contributed to fall in domestic sales Company had no dependable

costing system The norms fixed for consumPtion of materials were high and

wer€ counter pfoductiv€ to consumption consutnption of raw matenah was

excessive when compared to actual oplimum levels achi€ved earlier' The

consumption of fuel was also not optimised thro'rgh planned production'
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was not ensued by incorporating enabling
the stockists. Mineral s€pararion planl for

recovery of ra$/ material ilmenile was not taken up as recommended by COPU.
The company had been incurring heavy expendjrure on wages of surplus staft
Unjustified production incentive system and payment of ovenime despite sur?lus
staff contributed to high cosr of production. Viability oflhe Company,s proposed
expansion projecr would be affected since another Srare pSU, from whom
lechnology is to te obtained had been fa€ing market consrraints for rutile grade
titanium dioxide: lechnology absorption and markerability constrainrs.

RocohEeDdstions

. The Company has enough manufacturing exp€rience and
should commit its€lf to effective cosr cutiinq on commercial

. The Cornpany should evolve an aggressive markeaing straregy to improve
ils market share both domeslic and foreilo. production should be based
on market trend and d€mand.

. The Company should develop an effective cosring sysrem
which should be reviewed monrhly.

. The norms fixed for consumption of malend needs ro be
revised keeping in view the pasr p€rformance and process
changes for controllinS production cosr.

. Mininum off ralrc by srockisb shoutd be assured by
incorporating €nabling provisions in agreenent with
stockists and action lalen against non-p€rformers.

. Incentive payment needs ro be rarionalised taking into
account productivity, ma.rk€tability and profilabiliry. Ar lhe
same time surplus sraff should be deployed else where to
reduc€ cost.

. In order to ensure conrinuous availabilily of better qualiry
ilmenite at reduced cosrs the compary should ensure speedy
implementation of the mineral separarion planr.

. The Company should finatise financing arrangements !o
ensur€ timely compl€tion of the effluenr treatrnent project.



lAudit Paragraph 2.1 (2.1.1 -2.1.39) coorained in rhe report of rhe Comptroller and
Auditor C€neral of India for the year ended 31,12007 (Comrnerciat)l

The Noaes fumished by Covernmenl on th€ Audit paragraph is given in
App€ndix tr.

Audit Para 2.1.1-2.1.7

L The Committee on rcviewing the sratem€nr showing the finarcial position and
working rcsults of Travancore Tiranium Producrs Limibd durins lhe D€riod
2002-07 obsened rhar rhe Company showed a de{tining Eend in jrs n€l wonh
sinc€ 2005-06 and enquired the reasons for deteriorarion of Company's financial
status over the years. The wimess explained that though the marketing volume of
TiO, sometimes sho$,s a cyclic trend it mostly is unpredictable. The witoess
furthd explained that if fult capacity is utilised on lhe assumption rhat sales would
be bctter in firture, somerimes it actually resultDd in loss.

2. On the enquiry of the Cornmise€ regarding the appointnent of stockists, rhe
witness repli€d that stockists with prescribed prequalification conditions are
invited for selection through advstis€mert .nd appoinlEd by giving priorib/ b ihe
b€s! among lh€ applicants.

3- When the Committec cnquired wherher rbere was any agre€menr wilh the
stockistr regarding the volume of stock the wirness rcplied that evenlhough there
was agreem€nt, it could not be strictly complied at all times due ro flucnration in
producton. To th€ queries regading the failure of marketing, &e Managing
Dircctor repli€d rhar the lack of proper ptanning was rhe main issue. Thi
Commjttee finds thar the Company had failed in updaring its merbods of
marketing. Eventhoueh TTPL secured unique posirion in marketing of Titanium
Dioxide in the said period, they didn't insisr on rhe compliancc of tbe condirions in
tbe agreement properly $ith stockists. The CommittEe after carctully evaluaring
all lhese poinrs that l€ad ro the fin.ncial loss of the Company opined tnait
responsibility of thc loss falls flatly on the manag€mert itjelf.

4. When enqui€d abour the pres€nt position of rhe Company, the wirness
rcsponded that thc Company is going down ro toss day by day and furrher
€xplained that the Company was forc€d to reduce lhe price of p.oduct from
{ 1,30,000 ro I 1,16000 since the same p.oducr is importei from China at a lower
|ate of { 90,000.

5. The Commiu€€ opined that the cost of pmduction is high owing to outdated
technology. Th€ Managing Director infoltrled thar, not only ahe osage of outdared

techiology, but aho thc mtirc products havc to be changed. The production of
Titanium Dioxidc has two-O?es Rutile and Anatyse. The Ruaile is betrer rhan the

t307120t1.
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Anatyse and so the world has changed to Rutile. But TTPL produced Anatyse

grad€ TiO, which is chesper than Rutile grade. ln the world market the product

from China and other imported rulile grade were available at same rate as that of

TTPL. The Committee enquircd dre methods to overcome that silration and

whether anatyse Srade prepared by TTPL can b€ converted to rutile Srade The

witness informed lhat rutile giade is nomally prepar€d under chloride process and

when the CompaDy prepared the rutile gade through sulphate route, it was of low

quality lh"n rhat of o ginat rutile grade. The witness also informed about the

scope of a new plant having ils own ilm€Dite source to eam profit and 2.5 tonne

ilmenite is needed to $anufacturc one tonne of TiOr' The witness also informed

that lhe Company has an estimat€ of {150 crore fot implementing the pmject.

6. The Cornmittee remarked lhat from the r€source point of view, il is better to

start a unit than going for expansion and advised to submit a proposal including

all relevanl suggestions.

7. The Committe€ c.iticized tbe management for noi controlling lhe excess slafT

and view€d lhat, the Company had failed in the ailocation of nanpower. The

witness explained ltat while there is no sufflcient staff in Produclive area clerical

staff is more than 125. So. ther€ is Estriction in the appointment of daily wage

emptoyees. A similar Company in Thoolhukkudy has a manpower stength of 375

to produce the same quality prod'rct while in TTPL it ii 950 which clearly poinb

out the excess staff strength.

8. When enquird about the remedral m€asures, Finance Departrnenl replied that

ihe main reason for the overcrowding is th€ p€rspective of the Company to give

cmploym€nl to the workforce. The consi*ent view of Finance Depatrment is to

change the industries into capital orieoted.

2.t.8

9. The Committee observed that lhe Company did not have a corponte plan other

than the annual financial budgets and the main r€ason for the declining trend in

the networth of the Company is the lack of the corporate plan. The Conniltee
wanted to b€ fumisbed with the corporare plan of the Company within a week.
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2.1.9- Prcductior platrdtrg

10. The Cornmitt!€ observed that lack of planning in p.oduction affected the

operations of the Compary adyersely. The Committee enquired why the Company
budgeted its production above the d€mt€d capacity of 15000 MT as suggested by
the Wazir Comminee. The Committee observ€d that over production without
planning resulted in the accumulation of slock, excess fuel consumption, paym€nt
of high Foduction incentive/overtime etc. and was aggrieved 10 rcte that it
rcsulted in a loss of {6-49 crorc.

ll. The witness admitted the objection raised by the Audit and explained rhat it
was not only a mistake on the part of the Company but it might have been done

delibeiat€ly by the then officers of the Company for getting inc€ntive by over
production. The Committee observed it as a serious ir€gubrity on the pan of the

officials and suggesred an enquiry lo Lh;s e|fect.

2,1.10 -Excerr coniumptioD of rrw m&tcrirl. strd utilitics

12. The Committee was supdsed to note the audit obser'\ration that the Company
did not revise the sta.ndard norms for consunption of raw materials and utilities
since last 20 years, which rcsul&d in an accumulated loss of I 10.08 c.ore during
the period 2002-07. The witness repli€d that it was only a themeiical obseruation

of the audit and it was calculated when ilnenit€ was brought from Chavara alone

in which the content of TiO, was more when comparcd with the ilm€ni.€ from
other sources and as such a global standard cannot be fixed since it is sile specific.
The wi.ness further explained that the standard norms of ilnr€nite depends on
various factors and may change in accordance with the change of source.

2.1.11-Exccsr cotrsuttrptiotr of fuol duo to lo!-optiDal opcntion of
calcircrs

13. The Committee enquircd why the Company operaied two calciners of 32 MTS
simultaneously instead of openting one calciner to the fuIl exlent and other
partially whefea! the digesters capacny war only 60 MTS. Then the witness

explained rhat a panicular feed rate cannot be given at aU times and fuel
consumption varies at lhe time of restart after power failure. The wittless again

point€d out tack of prop€r plaming as lhe main cause of loss in this regard. The

Cornmitte€ was agglieved to note that the Company had no pmper mechanism to

r€duc€ fucl consumption.
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14. The Committ€€ remarked that if the Company had run the machineries

according to the suggestions of Wazir Committee R€port 1976 crores of rupees

would have not been lost by the Company- Therefore, the Committ€€ suggested

that the Company should follow the suggeslions of Wazir Commitlee Report snd

scarcily of machineries should be r€ctified immediately and steps should be laken

to stop productio beyond de-rated capacity.

2,1.12-BxoGrs hrldlilg / grirdirg lo.t
15. The Comminee observed lhat due to the exc€ss consumprion of ilmenite. loss

had occurrEd to the tune of 124.36 lakh. To the queri€s of the Committee as to

why ilnenite was being consumed i! excess of noms and wheth€r lhe Conpany
took any st€ps to r€duce lhe loss, the wirness explain€d that loss while handling,
grinding and storing was rormal and comes below t% only and loss could be

measured oniy according to the oupur m€thod. So. if the Company could exlracl

stleast 86%, it might be considered as normal h€nce target of the Company is 84%

recovery from total ilmenit€.

16. To the qu€ry of the Commitree whether the Company assersed lhese matten
with that of other Compades, the wiuEss replied that in lhis regard the Company

visited only KMML and pdnted information were brought ftom other Companies.

2.1.13-No! Utilturtio! of luqrlu8 c.pscity of srlphuric scid platrt

17. The Committee enquired why the Company did nol urilise ihe sulphuric acid
plant of lh€ Company properly and why it did not explore the market of acid
produc€d in the plant which result€d in a loss of 12.75 crc.e during 200106. The

witness explained that eventhough the Company produced beder quality sulphuric
acid than that of Sterlite Company, the market needs only low quality sulphuric
acid and hence there is no scope for marketing sulphuric acid. The Comnittee
suggested that the Company should d€vise altemaaive methods 10 boostup the

marketability of sulphuric acid.

2.1.14-Loaa dro to shortfell itr tctrcratior of rtc.rn in sulphuric ecid
pl.ut
18. The Committe€ observed that due to shortfall in gen€mtion of saeam in
sulphuric acid plant company incured a loss of I 3.19 crore. When th€ Committ€e
€nquir€d whefter any action had b€en taten by the Company to minimise the use



of boilers by maximising st€am availability ftorn Acid plant, the wihess explained
lhat eventhough it is dimcult to exaacr the products ftoo raw materials,
the Company now exFacts the products by using optimun st€am from Sulphuric
Acid plant. The wilness furlher explainei that m€asure6 were also talen to

2.1.15-Avoidablc prylDctrt of p.trel cbatgcr o! cloctrlcity atd noD-
availEctrt of ilcoltivc
19- The Committee also observes that the Company failed to cotrt ol its power
coNumption during peak hours Esulting in an additional expenditure of { 24.72
lakh and also forfeil€d the off peak hours incentivc of t 8.46lafth. Th€ Committee
opined lhat if the Company had adopted prop€r power saving techniqu€s, a tariff
of a 33.18 lakh could have been saved. The wirn€ss infomrd that since th€
machin€ries w€re old on€s, energy consumption was high and due ro hieh
production all machineries could not be operared during off peak houls only.

2.1.16 -Mattotiog atrd Pricing policy

20. The Committee was dismayed to nore the audit objection that Sales Promotion
Committ€e. which was constituted with a vi€w to fix the selling pric€ of rle
poduct of lhe Company, did not have th€ app.oval of Board of Directo$. The
Committ€e enquired why th€ CompaDy did not adopt any long -,erm markering and
pncing policy and why marginal costing was not consider€d for taking pricing
decisions eventhough it was the prirnary rechnique. The wibess replied that now
ther€ is a fast fluctuating trend in the product price ard ro avoid accumulation of
stock, the Corpany is forced to sell the product ev€n if lh€.e is loss. The
Committee observed $al the Company did Dot consider the variable cost fm the
purpose of product pricing. The Committee suggesr,ed that, th€ Conpany shouid
lake extreme caution in selling the product.

2.1.17. Sllos Pcrformrlco ,

2.l.lt - Mlrtctirg of Productr &
2.1.20 - R6vclue loss due to short liftitrg of sgro.d queatlty

21. When the Committee enquired about rhe p€rfoltrlance of narkering wing, the
witness r€plied that selling is more impoltani rhan marketing and wh tlere is
lougl compeddon, importance is given to th€ quality of th€ product to make tle
product acceptabl€. The Commitiee enquired why the Company could not achieve
the budgetcd sales target eventhough importance was given to the quality of rhe
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22. The witness replied lha! .ough comp€tition in the market affected the overall

sales of tbe stockists. Eventhough thete was an agreement with the stockists to

purchase a minimum quantity of 18MT of TiO, pigment at the agreed price, tough

competition in the market affecled tbe off{ates of the stockists which resulted in

ahe accumulsaion c,f stock. The Committee was aggrieved lo note that the failure

of ahe Company to enforce the minimum off_lake by stocksts and export of the

accumulated prodlrct at lower price than the domestic selling pric€ resultcd in a

loss of ( 6.06 crore.

23. The Committee was dissaiisfied to note tha he abs€nce of enabliog classe in

the agreement witl the stockists Fcvented the Company ao recover the loss due to

non"compliance oj' terms of agr€ement The witness informed that eventhough

there was ageemcnt, it could not be stricdv enforced bv the Companv due to

tough comp€tition. If the stockist were terminated' they would be aPPointed in

other inslitutions lYhele th€y get mor€ incentive and h€nce it was the responsibility

of rhe Company tc retain stockists at any cost. The witness also admitred thal

though lhe Company could have enforced the agrement during 2002-05 at the

time when there was no local competilion, th€ Company failed to do so'

2.1.19-Notr-&dhcrcDce to ctodit Policy

24. When the Committe€ enquired the credii policv of the Companv, the wibess

replied that, for the proper running of the firm, Company was compelled to sell

product on receipt of Post dated cheque from buyets But now' fte ComPany sold

products only by alvance payrnents

2.1.21-Ptice revisiort atrd axPort of Titaoium dioxid6 to ltocho

Corporatio[

25. The Committee obsewed that the Companv increased domesli€ selling price of

anatase grade TiO, instead of reducing ils productjon cost without analysing the

market conditioDs. The Commitee was aggrieved lo note that the Company

de.ided to expon large quantity of the produc! at rcduc€d pnces 
'o 

Itochu

Corporation. fie Committee observed that fie mode of sele'lion of Itochu was

wiihout inviting tenders. When the Commi[ee enquir€d why the Company didn't

make the s€lection in a lransparent manner, the witness rcplied that it was don€ in

accordance with the business situation at that time
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2.1.22 - Matcriel Merrgculcrt syrtom lapra itr puachasc

2.1.23 - Procurcmetrt at Extre Cost &

2.1.24 - BtEs Brpcndituro in procurcDcnt of rctsp iro! froE trtdor!

26. Wlen the Commiuee enquired the mode of purchase the witness replied that

lhe Business Advisory Cornmittee controlled all purchase! for the Compary. The

Committee wanted further clarifications with resp€ct to the following audit

objedions such as unscientific material management, abs€nc€ of long lerm

coniract, security d€posit, reiention money etc.

27. The Commitlee remarked that the Company did nothing lo reduce

procurement cost. The Commitiee was astound€d to learn that the Company did

not enter into long term contracts for procurement of raw materials eventhough

raw material requirements could b€ assessed in advance. The Committee remarked

that if formal contracts werc made, the Company could have enforced legal action

against those suppliers who failed to supply during contmct pedod. When

equired about the existing method of purchase, tbe witness rcplied that purcha&

is being done as per the norms laid down in the Stores Purchase Manual.

28. The Committe€ obsened the audit finding that supplien defaultcd 10 supply

lhe iron sdap already ordered because of which th€ Company was forced to

purchase non scrap at a higher ra.e than that of the rat€ sp.cified in tbe t€nder

which resulted in an addilional expenditure of I 19.51 lalih The Committ€e

enquired whether any action was initiated against the d€faulted suppliers and why

the Company purchased iron s€rap from traders instead of procuring mat€rials

from manufacturers or impo(ers at low€r rat€s. The witness replied that usually

the Company purchased 6crap iron only by cornpetrlive tende{€rs. but in this case

th€ loss occured due to purchase done &rough traders.

2,1.25 -Lorr due to CoB&ectual p.ovision bodEficiil to .upplier3 &

2.1.25 -Fdlure to producc sulphur rvaihble rt locr rate3

29. The Committ€€ express€d its suspicion in the charge of lhe condilions in lhe

purchase order by the Company. The Committ€€ enquired why the Company

changed the condition of additional 10% supply from buyer's option to sell€r's



40

option, violating the conditions p.escrib€d in the tend€r already invited. The

Commitlee was astounded to note ahal there was a delay of one year for finalising

the purchase fron Kochi Refineries Ltd. The Committee remsrked that procedurat

ilelay rcsul@d in ,n avoidable extra exp€nditure of I 38 51 hkn. The Committee

enquir€d whether :lny action was initiated against the officers h charge to recover

the extra experditure of I 38.51tal$ The witness informed lhat thefe will not be

any such lapses in tuture.

2.1,2? - Los! duc to ulccolodic modc of tr&lsPortalloll

30. To the query of the Committce, the witness repli€d that, the Company needs

100 ionnes of ilmenite per day ard which necessitates the us€ of 12 tipp€rs.

Evenlhough the Company invited fr$h tendcrs both for tipPer and tluck, the

Board of Directds de.ided to swirch over to lhe services of Tippe. lorries

2,t.28 - Bxcor, holding of ilvctrtorY

31. The Committee remarkiDg that since the incident was an old one and the

officers rcsponsible for lhat might have retircd ftom se ice suggested to drop the

2.1,29 - MsDpowcr MsaagGmctrt

32. To a query of th€ Conmilt€e, the witness informed fiat one of the major

problems faced b:/ th€ Cornpany is that tbere is not sufficient €mployees in the

production unil. the Committee pointed out that eventhough there was excess

staff in clerical calegory, the Company did nol 13ke any measues to re_d€ploy the

personnel. The Cornmittee suggested thai excess staff fiom other units should b€

re-deployed and no funher appoinhents should be made.

2.1.30-PaymcDl of ovcrtido wagcs

2.1.31-Uns,arra od PsyEclt of Producliotr cultr tnotivrtiolt
slloYancc i! lic! of bonus

2.1.32-Additioul cxpctrditur otr disttlbutiotr of giftt &

2.1.33-Dcfcctlv6 Prodoctiotr itrcctrtivc system
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33. To a query rcgarding the audii paras. the witness replieat thar the Company
gave incentivcs for workmen only. Orhers were given incenrive allowarce.'The
Commiuee enquired why the Company decided ro pay rcMA by violaring
specific Goyemmen. Orders prohibiting paynents. The Committee enquired how
the Company could state that rhe ovenll performance during tk€e yeari upto
2005-06 war appreciable enough ro announce a suitable gift as a gesture of
goodwiu and apprcciation.

34. The Conmiue€ enqdired why the MoU was not rcvised fiom March t998 and
hence the criteria for determining incennve r€sutted in excess payment of various
counts. The Commitree failed ro comprchend how lhe Cornpany could give
ncentive dcspit€ incurring substantial losses. The Cornmittee sugaesled ihar the
Govemm€nt sbould not encourage sucb unwarranted payments by radfying rhe
action subsequ€ntly. The Comminee suggested rhat the Company should see fia1
no further incenrivcs are given ro employees other than workels.

2.L34 & 2.1.35 - t&.plllloDirtioi of Efflrolt Tro.toenr projoct

35. The Commifiee enquircd about rhe mismanagement of fte Company regarding
the conceptualisation and implementalion of Effluent Treatm€n( proja,ct. The
Commiitee pointed out that rhe Company accumulaled its lo6s du€ to
abandonmenr of the Acid Re.overy plant, th€ exig€ncy of the Copperas R€covery
Plant and the decommission of Nurralizarion planr. The witness rcplied thar the
project was st.rted as per rhe decision of Dire€lor Board. The ComDarv
d€commjssioned ir because r.h€ actuaj e\penses would have been aouUfea ii rfre
project had b€en implenle €d. The Comminee wanred the d€tails of above
puchases and the narne of responsible pcrsons and th€ rcpons of aciion raken
againsr the concemed pelsonnel. The Committee pointed out thai the actual
&awback was lh€ la.k of prcper ptanning. Th€ Company had failed in calculatins
their cosr estimales and ir affecred lhe enrjR process. fhe reporo ot intemat
commilEe showed rhat lhe csbbtishmenl ot nutraiisarion plant was enough to
solve the pollurion problems of the Company, but tbis was nor done. The Board of
Dir€ctors had already taken decisions agaiDst the re.ommendations of ComDanvt
iniemal comminee. The wirness funher informe-d rhar 

"igilance 
case has Ueen r,re.t

130712011.
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againat lhat project and the committee wanted furlher r€porls regarding the case

Dumber and copy of judgement details of appeal if any and all the details

regarding the case within a month.

2,1.37, 2.1.3a &,2.1.39 - Mindsl Slprrutiotr Plrtrt

36. The Commitle€ enquir€d the details regarding the above audit paras and

witness replied that, if the Compary should €am I 6 lakh as profit, it should have

its own mininB land. The r€ply drew seve'e critjcism from the Comminee and lhe

Commitlee suggesl€d to present a sarisfactory reply in respecl of the audit para.

Conclusions / Recorunendations

37. The Comrdttco ir of tbc opinior thrt r corporetc plar is a

prcrcquilitc for the growth of r CoDprny. It obscrvci thrt thc
ComplDy lacts & corporlt platr, a cmcirl l&psc, which rcrulted iD

thc dcol|lhg trold ln tLo lotworth of tto Coopmy, Thcrcforc, thc
CoDEittco dir.ct. thc Compary uthoritics to proparo a
cotttploherSivc corporatc plaD withiD & wcel.

3E. For gotthg inceutivc by ovcr plod[cdo!, thc tto! offioc.r of th6

Coopaty budgotcd its productiod sbovc ttc do-rrtod capdclty
without ph!!irg. Thc Committ66 crilicises the Compuy for
igtrorin8 thc srggcltiors of Wazir Committes. Ttc Committcc
re[irflr thrt if lho CompsDy tsd rcstrictcd its productior sccordirg
to tlc ruggcrtiom of Wuir Commltloc, t! lmoutrl of
I 6.49 crorc could ttvo bac! trvod by tto Cot[prly, Tbaroforo, th!
Cotltlittoo dirccts thrt str Btrqoiry rhould ba cotrductoal lnd
striDgcrt aclio! looda to bo tsto! rgailrt tboso offlcirh who weio
rcspot iblc for tuch lcriour lsptc. The CoEEittcc rbo suggcrtr to
tatc EpPropriatc !tep. to rtop productiotr bcyotrd th. dc-r'ltcd
caPrcrry.

39, Thc Coraprry did not rcvirc thc rt.ldard norDs fixcd bcforc two
doc.dc. ard thus ftilcd to cxcarclsc propcr control ov€r
coDsumptiotr of raw mat.riah vhich rcrtltcd in a loss of I t0.08
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crorc duriaS tbc period 2002-0?. Exccr. cotrruEptiotr of il-mcDitc
rollltcd itr lolr to tbe t[trc of 124.36lskh. Thc ComBittcc criticlrcs
thc Corlpaly for Dot tsli[g cny rtep to r€ducc the loss dEG to ttc
exces! corsumptiot of ihotritc by Dcroly rtstirg the hmc ercusc
t[rt baDdlidg, gritrdiDg rtd rtoritg tllght bevc rGsultcd i! loss. The
Committca aoggorts tirt itr ordcr to compatc ruccc.sfqlly in th.
r!a!Lot, thc Coopaly should study the coat rod[ctio! ttethods
rdoptcd by airlllsr CoDp&!ic!.

40. Thc CohDittcc ir .ggdcvod to loio that tlo Coapaay did
DothinS to rcducc procurcm.lt cost. Ulaciottific matcrial
ErlrSoltoIlt, sbrctrco of lotrg tcrm forD4l coltrict!, tro!-collectioD
of rccurity doporitr, tro! doductiot of rctcDtiot aoDcy otc. src thc
d.ficictrcies prcval.nt iD tt6 purotssc proc€durcs. Mo.ooror tte
Coopary yss forced to purchrrc DltarirL rt hitt.r rrtlr duG to
ahort supply of estcrials which rcsultod ltr rtr rddltlolrl cxpctrditorc
of { 19.51 lstt, Bvonthough thc CoDpatry oodd hrv. purcb&ed iron
.crrp dircctly froD ttralcrr, tbo Codpl,ry did trothhg to tbat cffoct
rddi!8 rl rdditioarl oxpcrdittro of t17.38 l&th. Furttcrmorc thc
CoEpsny llcurrcd r! cxtrs oxpctditoto of t13,20 l.th by
ilcorporatiDg purctrre ordcr provilloD boloflcirl to tt. suppli.,
.rttcr thc CoEprtry. The Comrtrittcc .xproarcr il, strorg suspiclot
thrt the itrclulion of purchssc orde. provi,ion at rcllcr,!;Dtio!
aSaiost the tctrder coldltiotr. wsa dcliberrtcly dolc inordor to fevour
tle supplier, tbrt in oo w.y scoocd to bctcfit tbo orgrdzstiotr. Thc
Coomittoc iMi.ted to .void ii.Dilar itrtatccs in futurc.
41. l1o Cotlpltty pltcod tlc ordcr to Kooti Rofilorics Ltd. for tbo
rupply of Sulpbur rftor . alolry of oyrr 12 mouth.. Ttc Comrlittcc
opiDor that if tho CoDpaly h&d filallrcd th€ purchlro ordaa witlout
dchy !! aooutt of 3t.51 lrth could hava bccn lsvad by thc
Conrpaay. Thorcforo tho CoDmittec rccortlEoDdr thrt,goirg forqrtd,
ttlr titrd of itr.talcos aro tot acccptrblc aad ploactivc metsurcs
abould bo tstcr to avoid luch doley.

42. Thc CoDoittao la sbtzcd to trotc tbrt th. Co&pa|ry did ,rothitrg
wLotr th6 traaaportota rof[.od to ulab llo trtuportstiotr by tippcr
ovolttosgh tho Bortd of Diloctorr dircctcd tho MD to switch ovc!
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to dppea lotry for trr portrtiot purporor rs a mellurc of cconoDyiIl tratrsporiatiotr. Tbc CoEolttec rcbrrtr that t39.09 lrt6 wr. loltit thi! rcgerd rtd ttcro ls [o rc&iotr otr rccoral lo subatatrtieto tho
abovc dcciiion. Heaco thc Committ.c urgc, the GovcrnDcDt to
furd3h r dotailcd repoit rcgalding thc raEc.
43. Tbc Comritlcc is also colccrned to lotc that the CoDpeny
could Dot orploro the markotsbility of Sulphurlc acia wbict rcriltciir s loss of t2.75 crorc doritr8 ate period 2003_06.[d stort fsll i!
gcnerrtiot of stesD ir Sulpburic Acid pl.Dt rcsultcd h a los, of {
3.19 croro. Thotcforc, thc Cob|llttcc auggcrtr that ahe Coapray
lhould rdoDt rltomrtive Eothods to boortup tho mr.totebility of
.ltlphuric rcld.

44. Ttc frilurc of thc CoEprny to adopt propcr powcr..viD8s
tocLdquq rcsultod it a lols of I 33.f9 lsth. powcr htcnrivo
nrachilcty lito griDaliag hrchina! sr. llot opcrrtcd h off-pcal
pariod with s aiow to rcducc poiror colsumptiotr.Tho CoEprny
could not .ysil thc off pcst Loor hcotrtivc <luc to tho omgc of ol<l
machilctics. Th. Comoittee lcrms thet for the efficicnt fu;ctioning
of the rnachitrory it ir Ligh tioo to ltlplcrncnt aov tcchaologyl
Ilctrce thc CoDrlittoo in.istcd tto ErtrlgcEcnt for tho rophcooiatof out-d.tcd bachirery witt lcw olo. thcrc by roducing powcr
cotraumpttotr.

45; Tho Srles PtoDotiotr Committoc which wss cotrstitttod fo,
fiiitrg thc rellitrg pri.c of thc product! did not have thc approv&l of
Board of Dircctorr, Thc Cobmittcc criticisos ttc Compaay for not
tatiDg ltr.8inal cort rtrd variable cost for thc purporc oi product
prioinS. Tbc CoDmlttcc lccommoDds that thc Salcs pr;Eotior
CoE-Elttcc of tho Coopary should bc forEslizcd rtrd it should
coDridor ttc prisrry .laeetrts whilo ftxiDg tlc scllitrg pricc of tho
product. The CollEitt.o is rggticvcd to troto tllt thc Colpatry did
not follow tf,e Eutctirg ard pricitrg poticy eccorrtin! to th; bcrt
itrtorost of th. Compaty. Ifctrcc th6 Committec itralrtcd tte
rlratregcmctrt to follow a rclirblc rnd at Gffactivc pricitg rtst.gy
ttat would bencfit tho org.nizrtioD.
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46. Nor-liflilg of Ttorby tlc stoctistr rld urconfollrd p.oductior
wittout platrDitrg rcrullcd itr lh6 accomolatiotr of TiOl which forccd
the CoBpatry to loll th. rcc[Dulatod rtoct at lowor prlcar ro.ultbg
io e loss of t 6.05 crorc. Thc ComDittcc is aggricvrd to trotc thst
aba.nca of orabliDt cbu.c ir the rgrecmcrt prcvctrt€d th. Comprly
fron! locovcriDg thc lo.r froa tho uldorpotfor8hg atoctiata.
Tterefore, thc Committco rocolluoudr tLat tlc C,DoprDy sbonld
itrcorpolsto otrrblitrB clsuses in thc rgr.cmart with th. ltoct-ilti itr
ordcr to ctrsurc tho liltiag off of sgreed q[sDtity.

47. Thc ComDittcc dso obr.rv.! that ,to!-tdhcr.nco to ci6(Ut polioy
te8ultod itr blockilg of fuDds rmountirS to t42.67 hkh. Violstitrg
the ctedit li.Eit, thG CoEptDy dorprtctod 25 }trIS of mlt.rial!
vrluirS (21.56 lslh lSainst post ditcd.ctoqucs whcl t21.57 lrtt
wai rlie&dy out8lrldirg floE olc of tho rtockistr. Thc CoDmitto.
rclDrrrk8 thol roduction of the crcdit lihit of the rtoctilts f.om 150
Irth to t25 latt lD . trotr tnllparatt !lar!!or etd lo coltrsvcntior
of tte hid alowr credit policy lcrd to blockilg op of tudr wtich
affoctcd thc fitralcial ltrtcrcst of thc Complny. 'Ihc Coomittcc
iNtructs ttat tho D|lagcbetrt is obligod to follow r cr.dit polioy to
tLc bc.t itrtercst of the Comprtry uader rll circuD.tslLc.s.

48. Thc Compuy exportcd l.rg. qumtity of TlO, it roduccd pricot
to Itoch! Co4,oratioD which r.sultcd itr r rcv6a[. lorr of t 49.73
lath. Tho CoD.mittcc rcmrrts thst if th6 Compsny toot messurc! to
reduce it. pioduction by cortrollitrg rre mrtcrirl colsumptio!, irpnt
oonluDption, rrtlo[rlirbg productiotr irvcstDctrt rnd paymctrtr to
ita amploy6oa, e! alloudt of t49.73 lrth could hsve bee! saved by
thc CoEpany. Sincc Itoctr Corporatiotr rvr! rolected without
inviaiag to!do'r, tb! CoE.uittoo toachor tho rurpicior! tbat whothot
tha!6 wra arjr [6rur bctwaotr lhc Comprny tld Itochu Corpotatior,
The committcc ilsists that thc comprry should ovoid ruch
irltsDcc! lD futurc.

49, To radoploy ttc rlrplus |natr povcr tbo CoEprly did "!otbi!g,
rccordiDg to tle rlcommcr.ahtions of TG Proc€8t erd Plojoot
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Colsultalt, irhich war rppoitrtcd by the Company. Thc Codmittoc
fu rggri6vcd to trotc thst t9.65 cror. qrr! !po!t tow&rdr tho payDotrt
of nlaric. rtrd weg6a .!d t t.08 crorc was .pctrt towsrdi overtime
wrger to tf,c lurplu! strff. Ttorcfor. tho CoE-Eittco ruggorts tbst
oxco8! ltaff froo olbor uitr shorld bc rcdcployod ald tro furthcr
.ppoi.tltortr should bo m&de. The Comp!try grve PCMA @ t6,000
to rlt iti eEploycc! iB edditioD to appllcablc Bonos atrd SFA by
viohtitrS .pccific Govorlntolt Otdcrr. Tho Coo&lt3ac i5 rurpriscd
to lotc tbat hov tho Stato GovommcDt proc*dcd to rstify prym6!t!
of PCMA of (6.53 crorc evctrttough th. CortpdDy Erde ttc payooltt
ir violadoD of tto dircctivcr of tho Stato Govcrn|ncrt. Morcovcr ttc
Compaty ,port t 23.30 lsth towlrd! thc di6trlbrtlot of gifts by
.t.titrg lamc rxcurcs t[st giftr w.!6 distrib[tod for bcttcr
pcrforEaDcG duritg 200t06 ovotr tho[gh tho Cooprly vrs mdtrisg
at a lolr of t15.53 caoao t!.t ycar. Thc ComDittcc is .t pdnr to
trotc thet the Comprly dirtributod tho giftr whilo flcitg aocb grsvc
fitr.rci.l probl.olr. Notr rcviriotr of MoU in tim. rcrultcd ir!
fitralcirl loas to tlo Compsny. Thc CoDmittca axproiscd iis
diapleslurc ovcr th6 d.lay rld rcE&rtcd ihat if tlc CoEprny
sdoptad 12 iolths moviDg avolago rtd rcvised thc brsc lovol
productior itr tibc for crlculrtilg inccativo, att stnoutrt of
14.87 crora could hevc bo.n ravod by the Comp3try. Ttc CoEBittcc
dc8iror ttrt such irstracoa rlould trot bo eltertritred aDd
aooollntolda lo pcdorm proper atrslysis beforc cornrittlDg
ilcoatlvas to cmploycec whcr thc cotnp&ly,r firatrcid lituatiotr
i! trot rtabla.

50, Tho Compsry proposod Coppcl&s R.covory plrtrt altd Acid
Rccovory plsnt at o hugc itrvcstDclt ot 182.44 crorc dclpito
Llowirg thc frct tf,.t Ncutrrlisatioa Phat wrs sufticialt ctough to
&oot tL6 rGquirorctrtr of PolludoD Cottrol Boaid rDd Court Otdotr.
Tlc CoDnittcc is surprilcd to loto ttrt tho Company d.cided to
cxp!trd thc capacity of tho TiO, Phrt rt r ptojoctcd cort of
t40,15 crorc to acqulro tho tccbtrology of latrEfrcturiDg .udrco
co&tGd ntilo froE KMML cven whar KMML tbc Drtufiotutoa of
rutila grrdo TlOl war facitrg mottotlDg problcDs, Furthor, by
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cxGDptirg tbo oontracto!! ol ARP froE providitrg ttc tcccssrry
ktrow-how, thc Compaly defeatcd tho vcry purporo of lb. projGct.

51. Tbc dclay oocorld oa iho prrt of tia CoDpaDy itr opcrirg Lc tr
stipulated iD tbc cotrtrsct which rosultcd ir dolayod oxocolion of
cortlactr fo! CRP, ARP Itrd NP. Itrrddition io lbrt rdvrnc. prymcnt
rgaitr.t LC resultcd ir ! loss of t36.47 l&th to tto CoEptly.
Tho CoEoittcc i! aggricvcd to troto thst tho Cobprny did trothitrg to
fitrrlise tte fitratrcirl pactagcs to mcct iDcrcslad coat du. to
arcrlalio! h prico, rfuc iD ltrtorolt tator, llmitcd rveil.bility of
bidders aDd sltemrtio! of cquipmctrts. Thc Com4iltoo opilo, that
failurc of thc CoEprtry lo obtlir rcvirod c8tlistot ftor! MBCON at
the tim. of cBtc.irg itrto coDtrects for ARP/CRP fo. c.rtriItilS
fi!.lciel vlsbility of tle projcct rcvesk th.t thc offici.l, s,a!.
irr.spol8iblc b aafoguarding tho fharclal btoaort of tta Coopray.
By wrong .clcction of project thc Complny lort thc opporturity to
lmplomcat ! cort cffocdvG csptivc poxr.r projGct. Thorcforc, tto
Committec recoDmord! ttrt th. Comprtry lhould fitrdiic firallcial
arrrDgcEotrts to crlurc liDaly cornplation of ihc Eflnrotrt TrGatDGtrt
Project. Goitrg forwrid, lho Cotlpoly ha! to go tlroltgh proprr
alalysis bcfore hcadirg to a Ircw piojcct.

52. Thc ComEittoo llao cxprorlo! lta dialatirfaotio! ovo! th!
regstivc attitudc of the Cohprny id implcmentirS Mincral
Soparrtioa Plenl to produco brslc tsw Ertarld. Thc Committaa
obaarvcd tlo rehctsace of tlo Compstry to go rhcrd wit[ tte projoct
d.lpilo tto rocolllooldstior! of COPU (22!d roport) i! Sobrulty
2003. Thc Committec r.ilcr.tcs itr crilier tccomdendrtion tl.t
pollutiotr cortrol rctivilio. rhould bo combitrcd wilh Gxprmioa
progrlmmc and implchcDtcd rr otrc DscLrgc.

AUDIT PARAGRAPH

4.12 D€lay in intiating action 10 obtain EPCG licence resulted in payment of
avoidable demurrage charges arnounting to t 37.62 lakh.

The Company is engaged in the manufacture and sale (both domestic and

export) of Anatase grade litanium dioxide pignent. Covemmetrt of Kerala

accorded (May 200t sancdon for the Company's pqie.t to implem€nt pollution

control measures in two phases along with Company s exprnsion and
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modemization plans. The pmject cost of Phase I was pegged at I 225.80 cmre
and MECON (a GoI Company) was engaged as the project management

Chematur Fcoplaming Oy, Finland and rheir associales, AVI Europe
Limit€d, UK (AVl) wcre contracted (February 2006) for lhe suppty of rechnicat
know-how and import of proprietary equipmenrs for ptase I of rhe projecr. As per
lhe Export Promctior Capiral Coods (EPCG) scheme envisaged in the Foreign
TndE Policy 2OOtl-2O09, Company {,as eligibl€ for concessionat import duty rare
of 5 per cent on these imported items as against th€ normal irnporr duty of 34.47
per cent. To avail this concessional rare of duty, an application in self declararion
form had to be submitled to rhe Regionat Licensing Authority (RLA) along wirh
specified documents and lhe RLA shall issue rhe licence within 3 days.

A\aI d€sparched (2nd Aprit, 200?) first consignment of the oder which
reached Cochin Port on 13 May, 2007. The Company, however, did nor lake
d€livery of th€ equipments within the fr€e delivery period i.e., by 23 May, 2O0'l
since it had applied (1 June, 2007) for EPCG lic€nce only after anivat of goods.
The consignrnent was finally clear€d (2 July, 2007) afrer obraining
(27th June, 2007) EPCC licence. Owing to delay in ctearing the consignment. the
Conpany had to pay (July 200, d€munage charges of a 37.62lakh imposed by
(he Cochin Pon Tnrst.

Audit obser'red rhar the Company had iniriated (June 2007) action for
obtaining EPCG licence only afrer rhe re{€ipr of equipmenrs at Cochin pon
(13 May, 2007) €ven though AVI had notified ihe despatch of equipments in
Apdl 2007 itself.

Thus, defective planning and monibnng and delay in initiaring acrion ro
obtain EPCG lic€,nce resulted in paymenr of avoidable denurrage charges of
< 37.62l^14r. MaDagement reply iJuly 2009) as endorsed by covemmenl sr.ted
thal at th€ dme oI impon the Company was in deep financial rrouble b€cause of
the rise in cost of ritanium dioxide due ro increase in price of najor inpurs,
sulphur and tu€I. Ily 2007 exporl price was marching wirh the domeslic price and
availing EPCG Scbeme was beneficial 1() the Company. But the facr rcmaircd rhal
Management was well aware of the dimcult financial position of rh€ Company
and action wa.s not taken in rime to obtain the EPCC licence, so that demurrase
charges could havc avoided.
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lAudir Paragraph 412 conrained in the Reporr of the Comptroller ard Audiror
Ceneral of India for the year ended 3lst March, 2009 (Commercial)l

The rote fumished by Covemmenr on the Audit paragaph is giv€! in
Appendix tr.

53. fie Commiltee notes thar rhe Company did not take any timely acrion to
obtain the ErcC ficence. The Commitlee remarked that if rhe Company had
proper planning and monilo{ing, payment of demurmge charges of I 37.62 lakh
could have b€en avoided. The Commin€€ suggested rhat, (he company should take
timely steps 10 avoid delay in s€curinS the licences in futurc.

Co!clusiotrs/RecoBmcldatiotrr

54. Tha Cotlbittccs notcr wiib aUsplcr.ulc th&t thc Cospatry failcd
to obtria BPCG licolcc itr tioc duc to dcfcotivc pl.!!i!8 rtrd
Bodtorilrg, Thc Cotrrrlittcc ii of thc opido! ttrt bsd tlo Compaly
obtritrcd BPCG licclcc iD tiEc, r! rDoutt of t 3?.62 IrL.h prid
towrrds dcmurrsgc chltgo! codd have bc6n rvoid.d. Th.r6fore, the
Com-Eitt.o ruggostr thot itordcr to !.fcgurtd thG filatrcisl iDtcrcst
of tho Coopstry, the CoeprDy rhould tsto nocesssry ltcpa i! timo to
rccuro licolcci itr futnc.

AUDII PA&AGRAPS

4.12 tu per Employees Providenr Fund and Miscalleneous provision Act, 1952
(Act) and Emplovees Provident Fund Sch€me of 1952, for establishments
engagin8 20 or mole persons and engaged in norified indusrdes, emptoyers
"contribulion to hovident Fund was 12 per c€nt of satary Gasic pay, DA, cash
value of food concession and rctaining allowance if any). limired ro { 6,500 of
salary per monlh. For any sick indusrrial cornpany" , the rate of conaibution
was l0 p€I cent.

A test check (20092011) of rhe employer's conrribution ro the provident
Fund in case of thineen " companies revealed thaf these compani€s insread of
restricting lhei shar€ of conrriburion ro monthly salary of i 6500 had b€en
conlributing on lhe basis of firll salary in resp€ct of employees d$wing salary
more than I 6500 per month.

t30712011.
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Managem€ntr slat€d that the ceiling I 6500 undet the Act was fixed y€ars

back and it rcmained without cbange whereas the wages and other benefits had

incrcased considerably over the yeals. Accordingly even the lowest unskiUed

employees would draw in €xcess of { 6,500 Per month. They also contended $at

it would not be possible to recruit and retain work force if employ€e benefib were

The point stays that all EPF contributions should.have been in consonance

with evjsting statutory provisions.

The matter wa,s reported to Govemnent (Jtiy 20ll), tbeir reply was awarled

(November 20ll).

lAudit Paragaph 4. 12 conlain€d in thc Report of the CompEoller and Auditor Oeneral

of India for the year €nded 31st March, 2oll (Conmercial)l

The Notes fumishei by Govemnent oD the Audit ParagraPh is Siven in App€ndix II.

55. The Commiltee €xamined the details rcgarding the audit para and acc€pted the

reply furished by rhe Government.

Cotrclosiots/Rocommcldrtioll

56- Tbo coDmittcc obs€rvcs thst thc otcors cotrtributions ardc lo
thc Provideat FuDd sccontrt.osultad itr rtr lDbsltioad p&yBcnt of t
3.3 crorc rtrd the toaso! for sEch a h[ga gap wss thc itrcfficiolt
sdminlstotloa of th. rcspoDslblo officcls. Thercforc, the ComDittoc
.uggcltr that ill BPF cotrtributio[s should o y bc Dad. il
cotrsotrrtrcc with th. cxittitrt ttatutory ml4 i[d oldcr3,

Thiruvananthapumm,

lTth October, 2016.

C- DIVAKARAN,

Chaiman,
(hnnitEe on Public Undenakings.



APPENDTX I
SIJMMARY OF MAIN CONCLUSIONS/RBCOMMENDATIONS

sl.
No. No.

Departrnent
Concemed

Conclusions/Recommendations

2 3 4

3',7 Industries The Committce is of lhe opinion that a coryorate
plan is a prerequisite for the growth of a Company.
It observes lhat the Compary lacks a corporate
plan, a crucial lapse, which resulted in the

d€€lining trend in the netwonh of the Company.
Thercfor€, the Committee directs th€ Company
authorities to prcpare a comprehensive corporare

2 38 For getting inc€ntive by over pmduclion, the th€n
officets of the Company budgeted it.s producrion
above lhe d€-rared capacity without planning. Th€
Commitlee criticises the Company for ignoring rhe

sugSestions of W^zir Committee. The Cornmiftee
rimarks ihat if the Company had restsicted irs
production accordine to lhe luggestions of Wazir
Committee, an amou$ of { 6.49 crore could have
b€en saved by the Company. Therefore, lhe
Committee di&.ts that an Enquiry should b€
conducted and stringe acrion needs to be taren
agai$t thos€ officials who were responsible for
such sedou laps€. The Committee also suggests to
tate appropriate 0teps to stop production beyond
rhe de-mted caDacitv_

39 The Company did not rcvise the stands(d norms
fixed before two decades and lhus failed to excercis€
prcper contlol over consumptior of raw materials
which result€d in a los! of { 10.08 cmre during
thc pedod 2002-2007. Bxcess consumption of
ilmenil€ recultcd in lffs to the tune of 24. 36 takh.
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The Committee criticises lhe Cornpany for nor
laking ary st€p to reduce the loss due ro rhe excess

consumption of ilmenite by ner€ly stating th€

lame excuse thal bandl;nS. grinding and storing
might hav€ resulted in loss. The Comminee

suggesls that in order ro compele successtully in
the market, th€ Company should strdy lhe cost

reduction methods adopted by similar Companies.

40 Induslries rThe CommilEe is aggrieved ro nore rhar the

Company did notling to reduce pro€urement cost.

Unscientific material management, absence of
long{erm formal contracts, non collection of
security deposits, nor deduction of relennon

money etc. are the deficiencies prevalent in the

purchase pmcedures. Moreover the Company was

forced to puchase materials at higher rates due to

shon supply of mat€rials which result€d in an

additional expenditur€ of 19.51 lath. Eventhough

lhe Company could have purchased iron scrap

directly ftom trade$, th€ Company did nothing ro

that effect adding an additional expenditure of
<17.38 lakjt. Funher rnore .he Company incuned

an extra expenditure of t13.20 lald by
incorporating purchase order provision beneficial

!o lhe supplier rather the Company. The Conmittee

expr€ss€s its strong suspicior lhat the inclusion of
purchase order provision at s€ller's option against

the iender conditions war delibemtely done inorder
to favour the supplier, that in no way seemed ro
benefit the organization. Tbe Comrnjttee insisted
to avoid similar inslanc€s in future.
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5 Industries The Company placed the order to Kochi Refineries

Ltd. for the supply of Sulphur afler a delay of over

12 months. The Committ€e opines that if the

Company had finalised the purchaie order witbout

delay an amount of { 38.51 hkn could have been

saved by the Cornpany. Therefore the Commitiee

rccommerds that, going forwrd, this kind of
instances are not eceptsble and proactive

measures should be taken to avoid such delay.

6 The Committ€e is amazed Lr note that the

Company did nothing when th€ transponen

refused to undertake transponadon by tipp€r even

though the Board of Dire.toF dir€cted the MD to

switch over to tipp€r lorry for transporlation

puaose! as a neasure (,f economy in

transportarion. The commitlee remarks that I
39.09lakh was los! in this regard and there is no

rcason on record to substantiate lhe abovE

decision. Hence the Committ€e urges the

Covemmenl lo fumish a detailed repo( regarding

7 43 The Comminee is also concemed to note that the 
]

Conpany could not explore the ma*etability of
Sulphuric acid which r€sult€d i,x a loss of { 2.751

cror€ during the period 2003-2006 and shordall jn 
l

generation of stcam in Sulphuric Acid Plantl

resulted in a loss of I 3.19 crore. TlFrefore, ftel
Commiuee suggesb ihat the Cornpary shouldl

adopt ahemative me$ods to boostup tlel
marketabiliry ot sulphuric acrd. I
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I 2 3 4

8 44 Lndustries The failue of the ComPany to adopl proper power
savings techniques rcsulted in a loss of I 3318
lath. Pow€r intensive machinery like grinding
machines are not opeftted in offpeak period with a
view to .educe power consumption.The Company
could not avail the ofbeak hour incentivs du€ !o
lhe usase of old nachin€ries.The Committee leams
tlat foithe efficient functioning of the machinery
ir is high tine to implemen( n€r, technology.
Hence th€ Conmittee insisted the manag€ment
for ihe replacemenl of outdated machinery wilh
new ones there by reducing power consumPtion.

I 45 The Sales Promotion Committe€ which was
constituted for fixing the selling Price of the
products did not have lhe approval of Board of
Direclors. The Cortunittee criaicises the Company
for not taking rnarginal cost and variable cost for
the purpose of prcduct pricing. The Committee
recoinmends that the Sales Promotion Committee
of the Company should b€ formalized and it
should consider the pnmary elements while fixing
lhe selling pric€ or the product. The Comminee is
aggrieved to noie lhat the Company did not follow
lhe marketing and pricing policy accordi.g to the
best interest of the Company. Hence the
Committ€e insisted lhe management to follow a
reliabl€ and an effectiv€ pncing strategy that
would b€nefit the orEanization.

t0 46 Nonlifting of TiOr by the stockbts and
uncontrolled production wirhout planning rcsulted
in the accumulation of TiO. which forced lhe
Company to sell the accumuialed stock at low€r
prices resulting in a loss of {6.06 cror€. The
Committe€ is aggrieved to note that absence of
enabling clause in the agre€ment prevented the
Company from recovering the loss from th€
underp€rforming stockisb. Therefore, the
Commi$ee recommeDds that the Company should
incorporat€ enabling clauses in tbe agreenent with
th€ slockists in order to ensure the lifting off of
agreed quantily.
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u 47 Industsies The Commifier also obs€rves dlat non_adherence

lo credit policy resulted in blocking of tunds

amounting to < 42.67 lakJj.. ViolatinS the qedit

limit, the Company d€sPatched 25 MTS of
materials valuing ?2L56 lakh dgainst post daled

cheques when 121.57 lakh was already outstading
from one of the slockists. The cornmittce rcmarks

that reduction of the credit limit of the slockists

from I 50 lakh to ? 25 lakh ir a non transpar€nt

manner and in contrav€ntion of the laid down

credit policy lcad to blocking tP of frrnds which

affected the financial interest of lhe Company.The

Committe€ inst cls that the rnanagement rs

obliged to follow a credit policy to the best intcrest

of rhe company under all circumsaaoces.

t2

l3

48 Th€ Company expoded large quantity of TiO, al

reduced pdc€s to Itochu Cor?oration which

rEsulted in a rcvenue loss of f 49 73 lakh The

Commitlee r€ma*s that if the Company took

m€asur€s io reduce its Produclion by contfolling

ra* material consumPhon, irlpuL consumpdon'

rationalising production investrnent and payments

to its employees, an amount oi 49.73 lakh could

have been saved by the Company. Since Itochu

Corpomtion was s€lecled without inviring

t€nders,the Committee reaches lhe suspicion that

wbether therc was any nexus between the

Codpany and Itochu Corporation The Committee

insisb ihat the company should avoid such

49 To redeploy the surPluB man Power the ComPany

drd nolhing. ac.ordrng to thc recommendations

of TG Pro.rss and Proj€ct Consultants which was
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appointed by the Company. The Committee is
aggrieved to note that I 9.65 crore was spent
iowards the payment of salar;es and wages and
I 8.08 crore was spent towads overtime wages to
the surplus stafi Therefore lhe Committee
suggests that excess staff from other units should
be red€ployed and no further appointments should
be made. The Conpany gave PCMA @ i600010
all its employees in addilion to applicable Bonus
and SFA by violating specjfic Govemmenr Ordets.

The Committee is surprised to note that how the

Slate Covemm€nt proceeded to rarify paym€nts of
rcMA of t 653 cmre ev€rthough the Company
made tbe payment in violation of the directives of
the State Covemlnent. Mor€over lhe Company
spent 23.30 lakh lowards the distribution of gifts
by stating larne excuses that gifts wer€ distribured
for b€tter performance during 2005-06 even
though th€ Company was runnhg at a loss of
I 15.53 crore lhal year. The Commi ee is at pahs
to note that the Company distributed the gifts
while facing such grave financial problems. Non
r€vision of MoU in time resulled in financial ross

lo the Company. The Committee express€d irs
displeasure over the delay and remarked rhat if rhe
Conpany adopted l2 months moving average and
revised the bas€ level productior in rime for
calculating incentive, an amo'rnt of {4.87 crore
could have b€en saved by th€ Company.The
Committee desires thar such inslances should no!
b€ entertained and recommends to pe.form proper
analysis belorc commitring incentives ro
enrployees when lhe companyt financial sirualioo
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2 3 i4
]The Company proposed Copperas Re.overy ptanr

lard Acid Recovery ptan( al a hug€ invesherr ofi E2.44 croF despire knowing rhe facr rnar

lNeurafisalion 
ptanr wa! sumci€ni eDouah !o me€r

llne rcquiremenb of Pollvtion Conrrot Board du
lcoun Orders. The Commilre€ js 3urDrised b no|E
Ithat $e Company d€cided lo expand the caDmirv
of the TiO, Plrnt at a projecreJ cost of ? 40.1'5
crore to acqujre rfie techDology of manufaclurinq
surrace coated rutite hom KMML even whenl
KMML lhe marutacrurer of rurlte grade TiO was I
tacrnS markerirS probtemr. Funher. by exem;dnq
lhe contracrors of ARp from providinS rh;
nec€ss$y know-how. rhe Company def€akd the
very purpose offie project. l

The delay occured on ihe p"n ot tt 
" 

Co-oaov tJ
opening Lc as srrputared in lhe contraci.lictrl
resulled ;n delayed e,(ecution ofconnacb for CRp I

ARP and NP. Inadditiotr lo rhal advdrce Da\menr]
againsl LC resuiled ir a toss of t jo.4T lakhjo rhel
Company. The Commiu€e is aggrieved to nore rhall
me uompant did norhing to finatise (h€ findcial
packag€s to meet inqeas€d cosr due to escalarion]
in pric€, rise in int€rest rates, timited availabilitv ofl
biddcrs and alLemation of e4uipmenrs. The
Lommrttee oprnes lhai faijure of $e Company ro
obtarn revised esrimabs from MECON at Ge time Ior entienng Into conlracrs for ARp/CRp for
ascenaining financid viabitiry of rhe proi€ctl
reveals ftar rhe officids were inesoonsiite inl
raleguarding $e financial inr,erest of $; Coll]Danv.
8y wrons setecrion of projecr fte Co.p-i roltl
the .opportunity to implement a cost effective
-aplive power pmjecl .Therefore. rhe Commireel
r€comncnds Oar fie company $outd finarisel
'rnaDcral anangemenG lo ensurc rimely comDtFrionl
)t the Effluenr Tr€ahenr projecr. coinq lor*ardl
Ite" Co.mpany has !o go lhrough propa analys;
xrore nead'ng !o a new proj€ct,

I4

l5

50 Industlies

1307n0L6,
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I 2 3 4

l6 52 Itrdustnes The Committee also expresses its dissatisfactron
over rhe neSalive arritude o[ lhe company in

implementing Min€ral Separation Plana to produce

basic Iaw Inaterial. The Committee observed tbe

rcluctance of the Company to go ahead \rtth the

projecr despite the recommendations of COPU
(2?. repon) in February 2003. The Committee
reiterates its earlier recommendation thal pollulion
conrol activities should be combin€d with
expansion progamme and implemenled as one

Pack€ge.

l7 54 Tbe Committees notes with displeasure thal the

Company failed to oblain EPCG licence in ume
due ro defective planning and monitoring. The
Cor nittee is of ihe opinion that had lhe Company
obtained EPCC licence in dme, ]n amount ot
a 3'7.62 lakh paid towards demurrage charges

could have been avoid€d. Therefore, the

Committee sugges6 lhat itorder to saf€guard tlte
finahcial int€rest of the Company, the Company
should tal(€ nea€ssary sleps in time to secure

l8 56 The Committee obs€rves lhat the excess

contributions made to the Provialert Fund account
rcsulted in an unbalanc€d payment of I 3.3 crore
and the reason for such a huge gap was tne

inefficient administration of rhe responsible
officers. Thercfore, the Committee suggesK rhat all
EPF contflbulions should only be rnade in
consonanc€ with the existing statutory rule6 and
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