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INTRODUCTION

I, the Chairman, Committee on Public Undertakings (2008-2011) having
been authorised by the Committee to present the Report on their behalf, present
this Eighty Fifth Report on Travancore Cochin Chemicals Limited based on the
Reports of the Comptroller and Auditor General of India for the years ended 31st
March, 2006, 2007 (Commercial) relating to the Government of Kerala.

The Report of the Comptroller and Auditor General of India for the years
ended 31st March 2006, 2007 were laid on the Table of the House on 28-3-2007
and 26-2-2008. The consideration of the audit paragraphs included in this
Report and the examination of the departmental witness in connection thereto
was made by the Committee on Public Undertakings constituted for the years
2006-2008.

This Report was considered and approved by the Committee at its meeting
held on 7-10-2007.

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

The Committee wish to express their thanks to the officials of the
Industries Department of the Secretariat and Travancore Cochin Chemicals
Limited for placing before them the materials and information they wanted in
connection with the examination of the subject. They also wish to thank in
particular the Secretaries to Government Industries Department and Finance
Department and the officials of the Travancore Cochin Chemicals Limited who
appeared for evidence and assisted the Committee by Placing their considered
views before the Committee.

MANKODE RADHAKRISHNAN,

Thiruvananthapuram, Chairman,
16-3-2010. Committee on Public Undertakings.



REPORT
TRAVANCORE COCHIN CHEMICALS LIMITED
AuDIT PARAGRAPH

Wasteful expenditure

The company had been engaged in the production of caustic soda and
chlorine in their Membrane Cell Plant since May 1997. The anode and cathode
meshes used in the membrane cells had a life of six years and were due (June
2003) for replacement. In this regard, the Company had the option of either
replacing or recoating the meshes. The original supplier of the plant, however,
recommended (November 2002) for replacement only. In spite of the
recommendation of the supplier, the company considered the recoating as more
economical. Instead of inviting tenders the Company made enquiries (October
2002) with an Italian firm Denora Elettrodi Spa (Denora) for recoating of
cathodes and awarded (February 2003) the work for recoating of 516 cathodes at
$917 per mesh. It was noticed that Denora did not have previous experience in
recoating of cathodes. One cathode handed over to the firm on a trial basis was
also not received back and tested at Company’s plant before issuing the final
work order. The first lot of 65 meshes was received back (June 2003) after
recoating and payment of Rs. 28.07 lakh was made.

As per the terms of the work order, the recoated meshes shall be
guaranteed for satisfactory performance for a minimum period of six years and
in the event of failure within the guarantee period, the firm shall provide
compensation in the form of free recoating of deactivated meshes. The recoated
meshes, however, did not yield the desired result after installation (August 2003)
and recoating was declared (August 2003) as failure.

The Company returned (October 2003) two numbers of cathode meshes to
Denora for analysing the causes of failure. Since no response was received the
Company cancelled (December 2004) the work order without any financial
obligation on the part of Denora. The bank guarantee provided by Denora for
Rs. 2.80 lakh was also not invoked. The total wasteful expenditure incurred by
the Company on recoating worked out to Rs. 38.60 lakh including freight,
duties, etc.

Thus the decision of the Company to entrust the recoating of cathode
meshes to a firm having no experience in the work resulted in wasteful
expenditure of Rs. 38.60 lakh.

484/2010.
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The Management stated (April 2006) that they made a trial with Denora to
develop an alternate source of supply and these type of trials were advantageous
to the Company in the long run eventhough every trial does not meet with
immediate savings. The reply is not acceptable since development of alternate
sources should have been made only through experienced firms in the work and
by allowing the product development trial by the firm on Company’s plant, no
useful purpose was served. The Company also did not wait for the results of
the trial by installing the mesh in Company’s plant, before awarding the final
contract.

The matter was reported to the Government (June 2006); their reply is
awaited (August 2006).

(Audit Paragraph 4.3 contained in the Report of the Comptroller and
Auditor General of India for the year ended 31% March 2006.)

The notes furnished by Government on the paragraph is given in Appendix II.

1. The Committee enquired why, inspite of the recommendation of the
original supplier of the meshes for replacement, the company had considered
recoating of the meshes as more economical and instead of inviting tenders,
entrusted the work of recoating to an Italian firm, Denora which was
inexperienced in this work thus causing loss of Rs. 38.60 lakh. The witness
stated that the meshes are a component of an AGC plant commissioned in 1997.
It is a monopoly company and their technology cannot be copied. They had
quoted Rs. 5.87 crore for replacement. Since there was a dispute at that time
over the quality of their membrane cell plant, the company has been looking for
an alternate supplier. The company contacted the Italian company Denora, and
its subsidiary company called Titanor Components and enquired whether they
could recoat the cathodes and anodes of the meshes. The witness further
informed that Denora took two meshes, conducted trial in their equipments, and
finding it a success, agreed to take up the work of recoating. Then the meshes
were sent to these companies for recoating cathode and anode respectively.
After accepting the recoated meshes, when the company put them in use, it was
found that the meshes did not perform as desired by the company. The energy
component was found to be very high. The witness added that when the
original supplier quoted for replacement, the company informed them that as
their rate was high the company had to go for an alternate supplier. As a result
of this the original supplier became willing to renegotiate and the rate was
brought down from Rs. 5.87 crore to Rs. 4.24 crore.

2. The Committee enquired about the rate of the alternate supplier and
wanted to know if the excess energy consumption was a violation of the
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agreement. The witness responded in the affirmative and stated that the
company badly needed an alternate supplier since the recoating is to be done
once in 6 years. The Committee enquired whether the company knew that
Denora had no previous experience in the field when it was entrusted with the
work of recoating. The witness stated that though Denora is in this field their
technology is different from that of the original supplier. The original supplier
has its own technology and no one can do AGC anode except them and it is
their monopoly.

3. The Committee wanted to know if it was better to replace the meshes
instead of recoating them, why the company had taken such a decision. The
witness stated that according to the original supplier’s advice, replacement was
more reliable than recoating. As it is their monopoly if the company did as per
their instructions, there was no need for any risk. Replying to another question
the witness stated that in 2003 when the company started the process of
recoating, it had taken up the exercise of finding an alternate supplier. The next
recoating is due only in 2009. The witness stated that when the equipment was
purchased from the subsidiary company of Denora, the anode was uncoated and
they had coated it at the company’s site.

4. When enquired why the coated meshes did not yield the desired result,
the MD stated that the criteria of it is voltage. If it is in the guaranteed voltage
there is no problem and if the voltage is above it, even though the cell and plant
work, the cost of electricity would increase. Considering the loss, the work
order was awarded to the original supplier after negotiation. Since it is AGC,
after replacement trial has been done only in a single cell. To a question of the
Committee, the witness informed that the company has not claimed any
compensation from Denora, as they had agreed to try and develop the
technology on their own.

Conclusions/Recommendations

5. The Committee finds that the Company has entrusted the work of
recoating of the anode and cathode meshes to an inexperienced company,
Denora, without inviting tender, ignoring the original suppliers
recommendation of replacing the meshes instead of recoating, leading to the
loss of Rs. 38.60 lakhs. The Committee notices that the company had
ordered bulk quantities for trial attempt to an inexperienced company
instead of providing an order for a small quantity on an experimental basis
in order to develop an alternate supplier.

6. The Committee finds that the failure on the part of the officials of
the company to take prompt and timely action and to comply with the
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terms and conditions of the agreement led to a loss of Rs. 38.60 lakhs. The
Committee therefore, recommends that the company should adopt proper
plan before executing costly work orders and to take necessary steps for the
proper monitoring of the purchase wing of the company to avoid instances
like this in future.

AuDIT PARAGRAPH
Unauthorised Payments

The Company having an accumulated loss of Rs. 13.84 crore as on 31
March 2005 had been paying production bonus to its employees under the
monthly production bonus scheme. Provisions of the scheme specifically
mentioned that the production bonus so paid was not to be considered as wages/
salary for the purpose of benefits.

A team comprising representatives of the Management and the Employees’
Unions arrived at (March 2005) a settlement for payment of monthly production
bonus of Rs. 500 per employee for the year 2006 treating it as ‘special pay’.
Due to this, the special pay counted for payment of HRA, Provident fund
contribution and gratuity necessitating extra payment to the employees. The
payment so made from 1 April 2005 to March 2007 worked out to Rs. 17.22
lakh.

Audit noticed that the representatives of Management who approved and
adopted the amendment to the scheme were not authorised by the Board of
Directors of the Company. The decision of the team was also not placed before
the Board for ratification. Even when the new bonus scheme was submitted
(May 2006) to the Board for approval, the information that the bonus had been
converted as special pay for purposes of other benefits was suppressed. The
avoidable extra payment without proper authority is still continuing (June 2007).

Thus the unauthorized conversion of monthly production bonus into special
pay resulted in avoidable extra payment of Rs. 16 lakh and recurring future
liability.

Management stated (July 2007) that Rs. 500 was paid under the head
monthly production bonus was the restructuring benefit sanctioned by the
Company to take up additional work load which was later converted as special
pay as pressurised by the Union. It was also admitted that the conversion done
as per approval of the then Managing Director was not placed before the Board
for approval. The reply is not tenable since the Circular issued (February 1987)
by the Planning and Economic Affairs (BPE) Department, Government of Kerala
prescribed that no Public Sector Undertaking shall implement or commit to
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implement or negotiate any changes in the wage structure without obtaining the
prior orders of the Government.

The matter was reported to Government in June 2007; their reply is
awaited (July 2007).

(Audit Paragraph 4.7—contained in the Report of the Comptroller and
Auditor General of India for the year ended 31 March 2007.)

The note furnished by Government on the paragraph is given in Appendix II.

7. The Committee enquired about the unauthorised payment of special pay
by the company to its employees. The Managing Director, Travancore Cochin
Chemicals Ltd. stated that it was regularised in the pay revision of 2004.

Conclusion/Recommendation

8. No comments.

MANKODE RADHAKRISHNAN,

Thiruvananthapuram, Chairman,
16-3-2010. Committee on Public Undertakings.
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Summary of main Conclusions/Recommendations
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)

)
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Industries

The Committee finds that the Company
has entrusted the work of recoating of the
anode and cathode meshes to an
inexperienced company, Denora, without
inviting tender, ignoring the original
suppliers recommendation of replacing the
meshes instead of recoating leading to the
loss of Rs. 38.60 lakhs. The Committee
notices that the company had ordered bulk
quantities for trial attempt to an
inexperienced company instead of
providing an order for a small quantity on
an experiemental basis in order to develop
an alternate supplier.

The Committee finds that the failure on
the part of the officials of the company to
take prompt and timely action and to
comply with the terms and conditions of
the agreement led to a loss of Rs. 38.60
lakhs. The Committee therefore,
recommends that the company should
adopt proper plan before executing costly
work orders and to take necessary steps
for the proper monitoring of the purchase
wing of the company to avoid instances
like this in future.

No comments.
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AprPENDIX I

Action Taken Report

SI.  Paragraph Year Action Taken

No. No.

M) ) @) (4)

1 4.3 2006 @RGIseLl 9@[OBM COWHAD MMM ALICH

®le afldy @ealelosila] 1997-@3 & auml @13
muNoailaj 16 ORMUVIM HAVGE DI E SOOIV
0} 8103 OHAOOMo 480 HIGLAO AW} HB)o 480
@REMOL ~aISH:a@B8)o MER1e:0lafloyam).  @m
OGN0 @RCMOIS RIS H@BUWBHS ML W]
SI88 (alG®id M Geao aluwl® GelalnEmIa)
All®em  $:000)::08 MAHIVIHBS G0 IAIONOW
90aq] (Guarantee) @R AUBGULOV®IMIGE oM
2pISHEEBUE 2003-03 o)A@ GRlalMo MSGOEMENE]
QIO)HEWO GROWAIWAl 39G] AUTEH6|S)HEWO
0216QE®OWV] aim). Sl 6Roeile:uBen0W] 2002
Maloen0l@d WO Q@ O6M EHI0IW  HEM
200aV)  €B:0Ba]E0auMITMIM)0 EAMEMIZMSalS]
HBIHOWBB 21082 2,800,000 @VSHNH0 HAODODO
®alelal 19,56,74,000 AIO)aM aflwo BAeeMS @M
Mles IElen)mo QeNRoW.

DD (AlGDMid TLICH: MIE QB WINS &) &
VIBoQIoM)Rlo AEN O Wlaolm 20w olo V1@
B30IV B3 HUMIBHOM HMIMIBY HFlW)d
el o ATT®® aldlemla] 0D ¢Roeile:ud
00} S:H 000V MIBQYadlHH0M al@]lal®al)o
moeH s alldy )88 26Q00) aBRM1OM
HOMB O} af)a 2332001003 IV 2oW]
AR @enell 2elal0aM oMo G@ROTW e S)aN
el GRHINIMAIV HAWEMIO af)IN duNJal
meom Malallen)H®o MWD ROLNHW oBOQ
S0 MSa{leneHoad GRAIG TLANELOIAI)&: ®)o
26Nl

HAEMIO MQRAIWBB WOOEM (aldHd00 ald]
SHMOBMN0 BHOGLNOW CLISHE@BUWE al)mAeeal
alo MSO®}A0M SWEMOo Qg ellcw ®)o,




)

2

®3)

(4)

@REMOUS CLISEHEBUE HALEMIOW)HS BRMIENITL
@)emM1QoW] MMBWIWVI@ (alAIBOD]H0)N ©HSQ
EMOBd HEMUIMMM, GWOAl )N AVNJalM
COM®)o af@Baflee)BHMNEOW].  HOGLNOS ALISH:
@BBUS al)(NAGRIaIMo MSOM)AUIMIW] HWEMIO
moeilw)es @RELeLI alolauemo ahdep allRwo
@ lel o AN ®)® ®™lelmlcdecss @D
QoA HWEMIOWHS TLOATIELS0 HEMAOGTV)
€300 e0aM200 Sl.avlavl. @sdan) msomlw
aileiGalweilad quwlm eaISEa0a)®:®o @RI
anelno@l @raid @y@ai aquadaflay BdcalOAy
©@)HD@WIM)0 NEMIDOW &)0QN) QIO 450
@RHYEMIAD)®HBJo 450 HIGLOIW)HSB)o al)NABGEI
alMo MSEMAUIMOWT MV)a|d06AIaVO] a108ed
28,00,000 @OSHH0 OAOOMo 14,25,00,000 -M
33 el qadafles)ew)mzowl.

HAEMIO @geﬂ@gmomﬂ WOOM (aldho®o Sl.avl.
al. ealelailg 38.60 LldHo O)al ald$ealelow]
al@1NEM1B9) & WIHM B 1@ ST @)D lo DD
QO HEMAOYAV) CH0Ba|E0aUM MleImldo]
WO} )OS WOVEM:OS AG1BHSM) AGITVO
10000 1D an@es] qvadafla) adecms
melo sl avl. .o @ ealelalmomlcd e1oE]
HOOM HFOMD 1.60 GHIS] ©)al@O6N.

ME® M AWo oIl M a9 Hq|ESMNE 26Q00)
QAUN®®  OHSQEMIB BEMIIMMAT I3
MSODQ @RYEMIU CLISH:EBB)OS al)MBERlalMo
B3QAY®Y0 N}l GAM al}RIBOTIHVIN®)
@o6Mm. @PA@ @palelosila] MLOCE:®1S ailay
D@8 HEMDOGAV) GHIBa]EGOaUM)o TVo@aTi®]
(ol Slaflaflgies.  ©)500@ RajomI@dmlanyo
GBlalMo MSOM] oMyl aElWIo)an allel
@RYEMIU CLISHE@BSBIOS GRIaIM (ol &HEM
200 a0} GH0Ba|G0 U} cOEEEMOgOmIano
90qflene 99sQeEmMod BemoeMMMS ¢nIQIWIC]
Qlaj MSOMOOHAIMY0 aj®}BHQ BBARIOMY (ald000
QIQIMRD O 210 @1)aM).




)

)

®3)

(4)

4.7

2007

&0GLNOAW CLISHEEBBIOS al)lN@ GRlalM Om @3
HAUWECMO0 @geﬂ MSOMIQ (WA aldHH6m 683
8)0S anLIa0IGIUNO HOCMIG1e90®0yM @]
MBS HOV6Mo BRYGMOIS BHOCLOOAUS CLISHEERR)OS
aIM GRIDaO &lWol® @emm«smﬂe)c@ sl o (Wl
B10S BOMOBOUWB COAINAIOROW] DOqa)) MG
5188 (AIGOM &I AUWIVWIV @RO) AIGaH
a@Budes cuoato (Guaranteed Service Life) ago)
M2 @OMYo TVoRAUTHN)AN @& 000)A)LIAI)0
o103 ©200mo @Ia[0BMo Mela)) Galdd:06
AN @A06M. MYV AN DO BB alol ¥ emlaf
9@32]0BM MaHSMMROHIOM AlwM8s ©IE]
al020® ®I10}A0Mo BHMUMIBE OO HOENI S
MO aIam).

The Company restructured the work force by
which the number of employees has been
reduced from 1125 to 736 and the surplus
workmen were identified for redeployment.
When the discussion, started there was an
understanding with the union that a part of the
savings accrued out of restructuring of
employees strength and stoppage of overtime,
would be given to the existing workmen as
incentive to take up additional work load and to
work in alternative and lower positions without
any overtime. Accordingly the company had
been paying Rs. 500 p.m. as production
incentive. As this amount was the restructuring
benefit and not the production incentive, later it
was converted into special pay by the company,
only for the existing workmen at the time of
restructuring for taking additional workload and
to work in alternative/lower positions. New
recruits are not eligible for the special pay.
This was approved and permitted to continue as
such by the Government vide G.O. (Rt.)
No. 39/2008/ID dated 15-1-2008.

484/2010.
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Action Taken Statement on the Report of the Comptroller and Auditor
General for the year ended on 31-3-2007 (Commercial) on para 4.7
pertaining to the Travancore Cochin Chemicals Limited

Un Authorised payments Reply-Reg.

SI.

Para.

No. No. Reply
@ @ @)
1 4.7  The Travancore Cochin Chemicals Limited was running on heavy

loss during 1997-98 to 2002-2003. While giving package
concessions for the revival of the Company vide G.O. (Ms) No.
4/2003/I1D dated 6-1-2003. Government have stipulated certain
austerity measures including reduction in employee-strength,
overtime be done away with, and restrained the Company from
filling up retirement vacancies etc.

As directed by Government, the company has restructured its
workforce by which the number of workmen has been reduced
from 1125 to 736 and surplus workmen were identified for
re-deployment.

When the discussion started, there was an understanding with the
Unions that a part of the saving accrued out of restructuring of
employee strength and stoppage of overtime would be given to
the existing workmen as incentive to take up additional workload
and to work in alternate and lower positions without any
overtime. This was implemented from January 2003.
Accordingly the management had santioned an amount of Rs.
500 each to all workmen as a partial compensation of the
increased work-load from January, 2003. Later the Unions
pressurised the Management to merge the said amount to Basic
Pay.

After several round discussions with the Unions, it was decided
to pay the amount as Special Pay to the existing workmen. New
recruits are not eligible for this special pay.

The said amount of Rs. 500 is not Monthly Production Bonus
and it is the restructuring benefit sanctioned by the Company as
per G.O. (Rt.) No. 39/2008/ID dated 15-1-2008 to take up
additional workload and to work in alternate and lower positions
without any overtime, which was later converted as special pay.






