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INTRODUCTION

I, the Chairman, Commitice on Public Undertakings (2006-2008). having
been authorized by the Committee 0 present the Report on their behalf, present
this Sixth Report on the Teavancore Cements Limiited bascd on the Reports of
the Comptroller and Auditor General of India for the year ended 31st MarcH,
2003 {Commercial) relating ko the Government of Xerala.

The Reporis of the Comptroller ard Auditoe General of India for the years
ended 31-3-2003, was laid ou the Table of the House on 28-6-2004. The
consideration of the andit parapgraphs included in this Report and the
examination of the departmental witness in coonection thereto was made by the
Committee on Public Undertakings constituted for the years 2004-2006.

This Report was considered and approved by the Committes at the
meetings held on 9-10-2006.

The Committes place on record their appreciation of the assistance
rendered to thern by the Accountant General (Aopdit), Kerala in the examination
of the Audit Paragraphs included m this Report.

The Committee wisk to express their thanks to the officials of the
Indusiries Department of the Secretariat and The Travancore Cements Lid. for
placing before them the materials and information they wanted in connection
with the examination of the subject. They also wish to thank in particolar the
Secrefaries to Government, Industries: Department and Finatwe Départment and
the officials of The Travancore Cements Lid. who appeared for evidence and
zssisted the Committee by placing their considered views before the Committes,

ManEoDE B ADHAKRISEHINAN,
Thiruvapanthapuram, Chairman,
17h October, 2006. Committee on Public Undertakings,




. ~ REPORT
. THE TRAVANCORE CEMENTS LIMITED
AunAT PARAGRAPH
"Avoidable extra expenditure :

Irtpular accounting treatment of transfer of raw materials on job work as
sales resptad io avoidable payment of sales tax of Rs. 18.96 lakh,

The Company, engaged in the production of white cement and cement
paint, bad entered into (November 1995) agreemcnts with two co-operative
societies for the manofacture of “Super Shelcem Cement Paint™ on behalf of the
Company on ‘job work® basis. ‘White cemens, the raw material required for the
purpose, was provided by the Company. The cement paint manpfactured by the
societies using the mw material was delivered to the Company for sale. In its
books of accounts for the years £993-94 i 1996-97, the Company showed the
iransfer of whitc cement as sale to the socicties Bnd paid concessional rate of
tax under section 5(3) of the Kerala Geperal Sales Tax Act @ 2.5 to 3 per cent
plus 10 per cent surcharge on the ground that white cement was a raw material
for the mapufacture of cement paint. At the same time, the finished product
received back and sold was alse reated as sale nccessitating payment of sales
x @ 18 to 24 per cent plus 10 per cent surcharge. In view of the fact that
the isspe of materials to the societies for job wotk did not involve any trapsfer
of property in the goods for a consideration, such transfer actuaily did not
attract payment of sales tax.

On completion (November 1999} of sales tax assessment for the said years,
the assessing officer disallowed the claim for concessional rate of tax and
assessad [he transfer of white cement to the societies @ 20 per cent plus 10 per
cent surcharge. The Company had cemitted (Tune 20080 to February 2002) the tax
assessed by the sajes tax antherities for the purpose of filing appeal. The
appeal filed by the Company agpinst the demand for additional tax is pending
{August 2003) with Sales tax Appellate Tribonal. Thus, failie on the part of the
Coitopany in ensuring proper accoutting of the transfer of materials issuwed for
job works resulted in avoidable payment of sales tax of Rs. 18.96 lakh.

Government stated (September 2003) that the Company had shown white
cement issued [0 the societies for manufacture of cement paint on job work
basis as sales in the accounts and due to the method of accounting, the sale of
cement paint also was shown in the sales tax returns as sales. The Company
also could not produce Form-1B declaration to claim concessional rate of sales

DhLA2HIG.
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tax since the societies expressed inability to issve the forms. The reply is not
tenable since the aveidable payment of sales tax was necessitated due to
defective method af accounting of wansfer of materials for job works as ultimate
zale,

[Para 4. 8—Contained in the Repont of the Comptrodler and Auditor General
of India for the year ended 31st March 2003}

The notes furnished by Government on the para is given in Appendix IL.

1. The Commitiee expressed its dissatisfaction for the delay in furnishing
Government reply to the andit paragraph. The Commitice pointed out that it
took more than two years for furnishing reply to the Committee and urged the
Indusiries Department to respect the Legislature Comminizes and dicscted that
top priocity should be given for furnishing replies to Audit paragraphs in time.

2. The Comminee pointed out that poor acconnting system and improper
treatment of transfer of raw materials issued for job work to two women
co-operative societies resubted in the avoidable paymem of Rs.18.96 lakhs as
cafes tax. The Commirees wanted to know who was responsible for this and
exqpuired whether any action has been initiated against him. The witoetss replied
that the respective officers were not in service.

3. Replying to another guestion, the witness stated that a review petition
had been filed to regpen the case. The Committes gpined that inordinate delay
had oceurred in filing the case and enquired whether the Company bad sought
explanations from the internal auditors and chartered accountant whe had audited
the accoonts of the Company, since they were also responsible for the loss
sustained to the Company. The witness informed that on examination of records
of the Company, it was found that no such steps had been taken in this regard.
The Committee enquired whether the Company had made any contact with the
stattory auditorfinternal auditor who had audited the accounts of the Company
to compensate the loss. The witness did not give a satisfactory reply. The
Commitiee also enquired whether the Company had takea any concrets
mezsures to avoid similar lapse m future, the witness replied in the negative and
ackled that nothing had been done to fix responsibility in the matter.

4. The Committee pointed out that the statemcnt of sales tax assessment
of the Company was prepared by the internal auditors and chartered
accountanis and as such it was a serious lapse on the part of the aoditors not
to have pointed vut the mistake in time. The Committee remarked that it
revealed the incompetency and inefficiency of the management of the Comprany.
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The Committee also observed that the Company was misleading, by giving
erroneous reply and remarked that the financial management was extremely poor
and ineffective,

S. The Principal Secretary, Indusiries Department stated that the company
was promoting 1wo women's societies who were converting cemend into cemeat
paints and the product was being sold to the Company itself. The transfer of
cements to the societies for job work was trested as sales cventhough it did not
involve any transfer of goods, i1 was only a conversion and 1herefore did not
attract payment of sales tax. Tt was during the assessment of the women
societies that the mistake was pointed out to the Societies and they stopped
paying sales tax from 1997 cnwards. The Company bad, sought permission for
filing fresh retums and if they pot penmission, they would alse get refund of the
ampunt. The Committee urged that the Company should explore the legal
means for refunding the amount.

ConclusioasR ats

6. The Committee Ands thai defective mwthod of accounting of the
‘materkaks transferred to two women Co-operative Societies resulted In avoidable
payment of Rs. 18.96 lakhs a5 sales tax. The Committee opines that
management of the Company especially the finnncial mansgement & ineffective. -
The Commiittee learns that no cormective measures had been taken by the
Company to svoid similar lapses In fotore. The Commibttee wdesstands that
inordinate delay had occorred @ Gling the case t0 2ot the amsourd refonded amd
mit explanafion was sought from the modior for not daiming e cumpensation
The Commitiee, therefore, recommends that stern action should be taken
against those who were responsible for the heavy loss.

MANKODE RADHAKRGSHNAN, .

™

Thituvananihapuram, Chairman,
17-10-2006. - Commirteg an Public Undertakings.
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Areernmox T
Summary of Main Conclusions/Recommendntions
For Depa : :
No. Com:m Conclusion/Recommendation
6 Industries The Committee find that defective

. method of accounting of the materials
transferred to two women Co-operative
Societics resulted in avoidable payment
of Rs. 18.95 lakhs as sale: tax. The
Commitiee oplees that management of
the company especially the financial
management is ineffective. The
Committee learns that no corrective
measures had been taken by the
company to avoid similar lapses in
future. The Committee understands that’
inoedinate delay had occurred in filing
the case to get the amount refunded
and¢ oo explanation was sought from
the anditor for not claiming the
tecommemnts that stemn action shauld be
taken against those who were
responsible for-the heavy loss.
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Areenprx [T
NOTES FURNISHED BY GOVERNMENT ON AUDIT PARA

Report of the CompiroBer pnd Aoditer Genernl of indis for the year
Ended 31-3-2003 (Commercial) Relating to Travancomn:
Cements Lid—Action Thkes Staternent

- Pam Recommendations Action Taken

No.
(1) (2) . 3

48 The Company. engaged in the The Travancore Cements Ltd. had
production of white cemwent and appointed the Thiruvananthapuram
cement paint, had entered into  Vanithz Paint Nirmana Vyavasaya
(November 1995) agreements Sahakarana Sangham, B4 Industrial
with two co-operative socicties Estate, Pappanamcode, Thiruvanan-
for the manufacture of 'Super thaporam and Cement Faint
Shekeem Cement Paint® on behalf Manufacturing Vanitha Industrzal
of the Company gn ‘job work' Co-operalive Society Ltd.,
basis. White cement, the raw Kadakkarappatty Industrial Estate,
matcrial required for the purpose.  Cherthata tv manufacture cement
was provided by the Company. paint, viz. “Super Shelcem™ an
The cement paint manufactured pehalf of the Company fram 1991-
by the societies using the raw 92 onwards, Agreements were also
maierial was delivered to the gxacuted for it. This was a job
Company for sale. In its books wark given to the Co-operative
of accounls for the years goacietics according to which the
1993-94 0 199697, the Compeny raw materials including white
showed the transfer of white .ommery from the Company were
cement a: sale to the societizs supplied to the Societies and the
::'dup:‘;:rﬂ:;::‘:f::ig“?;}r:;e[:i_ finished products viz. “Super

X +1 -
Kerala Cencral Suies Tax Act @ ooy v o lpfb‘;“ﬂ;';“[:"“"m:

2.5 per cent 1o 3 per cent plus e .
' 10 per cent surcharge on the This | is being continued.

ground that white cement was 8 Dwring the beginning two years the
raw material for the manufaceore Company supplied white cement to
of cemernt paine, At the same the Societies as sales at a
time, the ficishad product concessiomal zales tax rate of 2.5 (o
received back and sold was also 3% (as applicable for Tespective
treated 88 sale necessitating . years) and the society gave Form-
paymeat of sales tax @ 18 per 18 treating it &s saks. From 1993-94
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cent to 24 per cent plus 10 per
cent surcharge. In view of the
faci that the issue of materiats
to the societies for job work did
not invelve any trangfer of
property in the goods for a
consideration, soch transfer
actually did net attract payment
of sales tax.

On compiletion (Nevember 1999)
of zales tax assessment for the
said years, the assessing officer
disallowed the claim for
coficessional rate of tax and
assessed the transfer of white
cement 1o the societics @ 20
per cent pius 10 per cent
sercharge. The Company had
remitted {Juae 2000 to Fehruzary
2002} the tax assessed by the
sales tax authorities for the
purpose of filing appeal. The
appeal filed by the Company
againat  the demand for
adkhitional tax is pending (Ascgust
2003) with Sales Tax Appellate
Tribhmal.

Thus, Iailure on the part of the
Company in easuring proper
agcounting of the transfer of
materigls isswed for job works
resubted in avoidable payment of
sales tax of Rs. 18.96 Iakh.

Government stated (Scpiember
2003) that the Company had
shown white cament issued & the
societies for manufaciure of
cemeni paint on job work basis as
gales in the acconnts and dye to

onwards, the societies did not
isswe the Form |8  becanse of
the directions in c¢heir sales
tax assessment. Since then, the
Societies did not ireat the supply ;
of white coment by the Company
as purchase or retuin of the
“Super Shelcem™ as szales
considering it as job work, Hence
the total amount of arrears of sales
tax for non-submission of Form 18
for the period from 199394 @ 1906
97 comes to Rs. 1896425 as per
the azsessment made by the sales
tax awthoritics.

In the circumstances, the Company
modified and corrected the
accounting system from 1-4- 1997
immediately on the receipt of the
assessment orders of the Sales Tax
authorities reating the transactions
as stock transfer for job  works.
Since then the socicties are not
required to submit Form 18 and
that the additional payment of sales
tax on this account as pointed out
in the para has been avoided.
The Company has also filed
review petitions before Sales Tax
sutherities 10 reopen this issue foe
the pedod from 199594 10 199697
ard to make revised assessment to
carrect the transactions as stock
transfer for job works as pointed
out in the report of the Comptrolier
and Auditor General of India.
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the method of arcounting, the
sale of cement paint also was
shown in the sales tax retuns as
sales. The Company alse could
not produce Form-18 declaration
to claim concessioral rate of sabss
tax since the societies sapeeased
mabhility to issue the foems. The
reply is not tenable zince the
aveidable payment of sales tax
was necessitated  dwe o
defective method of accounting
of transfer of marerials for job
works as uitimate sale,




