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CHEMPLAST SANMAR LIMITED
Directors' Report

The Directors have pleasure in presenting the Annual Report along with the
accounts for the year ended 31st March 2018.

2017-18 was another historic year for Chemplast. The year wiinessed record
profits, surpassing the previous high achieved in 2016-17.

The Company recorded fifty glorious years of existence and the Golden Jubilee
event was celebrated in a grand manner on 4t May 2017.

Rs Crores
Corporate Results

2017-18 2016-17

Sales and Other income 3147.88 3290.98
Profit before Interest, Depreciation and Taxes 545.84 508.37
Interest 77.26 72.60
Depreciation 75.36 68.72
Profit / (Loss) before tax and exceptional items 393.22 367.0b
Exceptional Items (27.67) {48.57)
Profit / (Loss) before tax 365.55 318.48

Reversal/(Provision) for tax

- Current Tax (77.50) (65.14)
- Deferred Tax (109.45) (103.10)
Profit / (Loss) after tax 178.61 150.24

Sales and Other Income for the period upto June 30, 2017 includes excise duty.
From July 1, 2017, excise duty has been replaced with Goods and Services Tax
(GST). GST is not includible in Sales and Other Income. Hence, Sales and other
income for 2017-18 is not comparable with 2016-17

Exceptional items refer to compensation payable to employees who have opted for
an carly separation scheme announced by the company at Mettur Plant 3 (Previous
Year — Mettur Plant 2)

The company earned an all time record profit before tax of Rs.393.22 crores {before
exceptional items) for the year ended 31st March 2018, an increase of 7% compared
to the previcus year. This was mainly due to a smart increase in the velumes and




margins of Cuddalore operations, and overall reduction in operating costs. Post
taxes and exceptional items, the net profit of the company is Rs.178.61 crores as
against Rs.150.24 crores achieved in 2016-17.

With a view to conserve resources, the Directors do not recommend payment of
dividend on equity shares for the year 2017-18. The Directors also do not
recommend any transfer to reserves.

Operations
PVC Business

During the year under review, domestic demand for suspension resin grew at 4%
compared to the 8% growth seen in the previous year. The suspension resin
demand, which hit a roadblock in the second half of 2016-17 due to the temporary
impact of demonetization, started to recover. During the year, the division
registered a good improvement in margins due to strong PVC prices. India being the
fastest growing PVC market, continued to see significant interest from PVC
suppliers around the world. The worrying trend of some international suppliers
dumping product in India, at less than fair prices, however continues.

PVC Paste demand grew at about 5% during the year. This is slightly above the 3%
seen in the previous year. PVC Paste however registered lower margins compared to
previous year due to higher feedstock prices during the year. As in Suspension PVC
market, in paste PVC also, India continued to be the focus area for imports from
the rest of the world. Here again, dumping at less than fair market prices continued
to prevail.

Chlorochemical Business

Domestic demand for Methylene Dichloride improved and grew at a rate of 8%.
Primarily, the growth was driven by increased consumption from medium sized
pharma companies. Imports of Methylene Dichloride was marginally higher.
International prices remained firm between USS 540-580 per MT CFR. Chloroform
demand was good in Polytetrafluoroethylene (PTFE) sector, resulting in imports
increasing. International price of Chloroform improved due to production
curtailment in China post the environmental crack down. CTC demand also
increased due to higher production of Synthetic Pyrethroids in India, another
positive impact due to Chinese environment regulations. Overall realisation on
Chloromethanes improved by 14% from Rs 30,500 per mt to Rs.34,900 per mit.

Demand for R-22 in Original Equipment Manufacturer Segment continued to taper
down to almost less than 40 % of the total demand in India with new generation
refrigerants gaining higher share. Demand was weak in replacement segment due
to extended monsoon rains and increased consumption of substitutes. Overall, R-




22 sales dropped from 854 mt to 432 mt but realisation increased from Rs 319,000
per MT to Rs 370,800 per mt, driven largely by the higher feedstock prices.

Asian Caustic Soda prices went up to USD 680 - 700 per MT CFR during the year,
from a level of USD 480-500 per MT CFR, largely driven by power restrictions and
production curtailments in China (though came under stress towards the end of
the year). We were thus able to record a substantial increase in Caustic realisation
in the year under review. Demand from Alumina segment was good. Domestic price
also went up in line with Asian markets.

Prospects

The prospects of the company look bright. The company expects to continue
posting healthy profits in the coming years mainly on the back of robust PVC
demand in India

Project

During 2016-17, the company had acquired Plant & Machinery and other assets
including Knowhow, for setting up a Plant to produce 17000 MT of Hydrogen
Peroxide (100% Concentration). These assets have since been dismantled,
transported and relocated at Mettur. The project is expected to be commissioned by
third quarter of 2018-19.

Environment
The company continues to place great importance on protecting the environment
and managing natural resources responsibly. These principles have been

incorporated in all its operational systems, with stringent solid and hazardous
waste management processes followed at all plants.

Finance

Your company has established a good track record with the bankers and financial
institutions, thereby enjoying their full confidence.

Change in the Nature of Business:

There was no change in the nature of business of the Company during the financial
year.




Awards

The Directors are pleased to report that during the year under review, the company
has received the following key awards /recognitions:

1. FICCI Sustainability Award for Safety -2017 - Karaikal

2. National Safety Council (NSC) Star Award for Health & Safety 2014 -
Karaikal

3. Second Prize for the Industrial Garden Category, in the Farm Fest 2018,
conducted by the Dept. of Agriculture, Govt. of Puducherry at Karaikal

4. State Government Safety Awards - 2013 - Scheme-II & IIT - Mettur Plant-III

Risk Assessment and Management

The Company has a well defined Risk Management System. The System ensures
that all risks that the organization faces such as strategic, financial, credit, market,
liquidity, security, property, legal, regulatory, IT, reputational and other risks are
identified, impact assessed, mitigation plans are drawn up and these plans are
effectively implemented.

Internal Control Systems

Adequate internal controls, systems, and checks are in place, commensurate with
the nature of the Company’s business and size. The management exercises
financial control on the operations through a well defined budget monitoring
process and other standard operating procedures.

Internal audit for the year 2017-18 was carried out by PKF Sridhar & Santhanam,
Chartered Accountants covering all significant areas of operations. All significant
observations of the Internal Auditors are placed before the Audit Committee and
the Board together with corrective actions

The Internal Auditors monitor and evaluate the efficacy and adequacy of internal
control in the Company, its compliance with operating systems, accounting
procedures and policies at all locations of the Company. Based on the report of
Internal Auditors, the management undertakes appropriaie corrective action in
their respective areas,

Internal Financial Control over Financial Reporting

The Company has in place adequate internal financial controls with reference to
the Financial Statements. Such controls have been assessed during the year taking
into consideration the essential components of internal controls stated in the
Guidance Note on Audit of Internal Financial Controls over Financial Reporting
issued by The Institute of Chartered Accountants of India. Based on the results of




such assessment carried out by management with the help of the internal auditors,
no reportable material weakness or significant deficiencies in the design or
operation of internal financial controls was observed.

Deposits

During the year under review, the Company has not accepted any public deposit
within the meaning of the provisions of Companies Act, 2013 and Companies
(Acceptance of Deposits) Rules, 2014 and as on 31st March 2018, the Company did
not have any outstanding public deposit.

Particulars of loans, guarantees or investments under Section 186 of the
Companies Act, 2013

Particulars of loans, guarantees and investments under Section 186 of the
Companies Act, 2013 are given in the Notes forming part of the Financial
Statements for the year ended 31st March 2018.

Subsidiary/ Associate Companies

No company has become/ ceased to be the subsidiary or associate company of the
Company during the year under review.

Particulars of contracts or Arrangement under Section 188 of the Companies
Act, 2013

During the year under review, the contracts or arrangements with related parties
did not attract the provisions of Section 188 of the Companies Act, 2013.

Significant and Material Orders passed by the Regulators or Courts or
Tribunals impacting the going concern status of the company

There were no significant and material orders passed by the Regulators or Courts
or Tribunals which would impact the going concern status of the company and
Company’'s operations in future.

Material Changes and Commitment affecting the financial position of
Company that occurred after 31st March 2018

No material changes and commitments affecting the financial position of the
Company has occurred between 1st April 2018 and the date of this report.




Directors and Key Managerial Personnel

Mrs Lavanya Venkatesh retires by rotation at the ensuing Annual General Meeting
and is eligible for reappointment.

Mr S V Mony and Mr V K Parthasarathy, Independent Directors have submitted
declarations stating that they meet the criteria of independence as provided in
Section 149(6) of the Companies Act, 2013.

Pursuant to the provisions of Section 203 of the Companies Act, 2013 read with the
rules thereunder, the Key managerial Personnel of the Company are Mr P S
Jayaraman, Chairman, Mr M Chandrasekhar, Chief Financial Officer and Mr Satya
Narayan Nayak Company Secretary.

Directors’ Responsibility Statement

To the best of our knowledge and belief and according to the information and
explanations obtained by us, your Directors make the following statements in
terms of Section 134{3)(c) of the Companies Act, 2013.

a) In the preparation of the annual accounts for the year ended 31st March
2018 the applicable accounting standards have been followed by the
company.

b) The Directors have selected such accounting policies and applied them
consistently and made judgments and estimates that are reasonable and
prudent so as to give a true and fair view of the state of affairs of the
company as at 31st March 2018 and of the profit of the company for the year
ended that date.

¢) The Directors have taken proper and sufficient care for the maintenance of
adequate accounting records in accordance with the provisions of the
Companies Act, 2013 for safeguarding the assets of the company and for
preventing and detecting fraud and other irregularities.

d) The accounts of the company have been prepared on a going concern basis.
e) The directors had devised proper systems to ensure compliance with the
provisions of all applicable laws and that such systems were adequate and

operating effectively.

f) The Company has laid down internal financial controls to be followed and
that such internal financial controls were adequate and operating effectively.




Number of Board Meetings

During the year, the Board of Directors met four times.

Audit Committee

The Audit Committee of Directors consists of the following Directors:

Mr V K Parthsarathy, Chairman
Mr P S Jayaraman, and
Mr SV Mony

The composition of the Audit Committee is in compliance with the provisions of
Section 177 of the Companies Act, 2013 read with the rules thereunder. The
scope of the activities of the Audit Committee is as set out in Section 177 of the
Companies Act, 2013.

Nomination and Remuneration Commitiee

The Nomination and Remuneration Committee consists of the following directors:

Mr S V Mony, Chairman
Mr V K Parthasarathy, and
Mr S Sankaran

The composition of the Committee is in compliance with the provisions of Section
178 of the Companies Act, 2013. The Committee adheres to the provisions of the
Companies Act, 2013 read with Rules thereunder in terms of its functioning, roles
and powers.

The Company’s Policy on appointment of Directors and Remuneration policy is
attached as Annexure 5 to this Report and forms part of this Report.

Board Evaluation

Pursuant to the provisions of the Companies Act, 2013, the Board has carried out
evaluation of its own performance, the directors individually and evaluation of
working of the committees of the Board during the financial year 2017-18 as per
the criteria laid down by Nomination and Remuneration Committee. The evaluation
process contained various aspects of the functioning of the Board and its
committees, number of committees and their roles, frequency of meetings, level of
participation, and independence of judgement, performance of duties and
obligations.




The Board expressed its satisfaction of the performance of all the directors, Board
and its committees which reflected the overall engagement of the directors, the
Board and its committees with the Company.

Personnel

Industrial relations with employees remained cordial for most part of the year.
Towards the end of the year though, strife broke out at one of our plants at Mettur,
with employees going on a flash strike. This strike was resolved and talks have
since been initiated with the employee representatives. Human Resource
Development activities continued to receive considerable attention. The emphasis
was on imparting training and developing the skill set of employees to enable them
face the challenges in an increasingly complex work environment.

Particulars of employees

Information in accordance with the provisions of Rule 5(2) of Companies
(Appointment and Remuneration of Managerial Personnel) Rules, 2014 is given in
Annexure 6 to the Directors’ Report.

Disclosure under Sexual Harassment of Women at Workplace (Prevention,
Prohibition and Redressal) Act, 2013

During the year, there were no cases filed pursuant to the Sexual Harassment of
Women at Workplace (Prevention, Prohibition and Redressal) Act, 2013.

Vigil Mechanism / Whistle Blower Policy

The Company has a Vigil Mechanism Policy to deal with an instance of fraud or
mismanagement, if any.

The Company had adopted an ethical code of conduct for the highest degree of
transparency, integrity, accountability and corporate social responsibility. Any
actual or potential violation of the Code would be a matter of serious concern for
the Company.

This policy has been formulated with a view:

* To provide a mechanism for employees of the Company and other persons
dealing with the Company to report to the Chairman of the Audit Committee,
any instance of unethical behaviour, actual or suspected fraud or violation of
the Company’s Ethics Policy.




¢ To safeguard the confidentiality and interest of such employees / other
persons dealing with the Company against victimization, who notice and
report any unethical or improper practices, and

¢ To appropriately communicate the existence of such mechanism, within the
organization and to outsiders.

e No personnel has been denied access to the Chairman of the Audit
Committee in respect of reporting any of above instances,

Corporate Social Responsibility

The Company has all along attached utmost importance to sustainable
development.

As mandated by the Companies Act, 2013 and the rules framed thereunder, the
Company has formulated a Policy on CSR and has constituted a CSR Committee to
recommencd and monitor expenditure on CSR. Details are furnished in Annexure 3.

Auditors

S R Batliboi & Associates LLP, Chartered Accountants, Chennai (firm registration
No. 101049W/ E300004) were appointed as statutory auditors of the company at
the 33rd Annual General Meeting (AGM) held on 27th September 2017, for a period
of 5 (five) years commencing from the conclusion of 33rd AGM till the conclusion of
the 38th AGM, subject to ratification by the members at every AGM to be held
during this period. As per the amended provisions of Section 139, notified by
Ministry of Corporate Affairs (MCA) which came into force from 7th May 2018, the
requirement of ratification of appointment of Auditors at every AGM subsequent to
their appointment, has been dispensed with,

Accordingly, S R Batliboi & Associates LLP, Chartered Accountants, Chennai
continues to be the statutory auditors of the company till the conclusion of 38th
AGM, as approved by shareholders at 33rd AGM held on 27th September 2017.

Cost Records and Cost Audit:

Pursuant to Section 148(1) of the Companies Act, 2013 and rules thereunder, the
Company is required to maintain cost records/ accounts as specified therein in
respect of its products and the Company maintains cost records/ accounts in the
prescribed format.

Pursuant to the provisions of Section 148(3) of the Act, the Board of Directors had
appointed Geeyes & Co., (Firm Registration No. 00044), as Cost Auditors of the
Company, for conducting the audit of cost records/ accounts for the financial year




ended 31st March 2018. The Cost Audit Repot will be filed with the Ministry of
Corporate affairs within the prescribed time.

Cost Auditor

Pursuant to Section 148 of the Companies Act, 2013 read with the Companies
{Cost Records and Audit) Amendment Rules 2014, the cost audit records
maintained by the Company in respect of:

¢ PVC Suspension & Paste
* Caustic Soda Lye & Flakes
o Chloromethane Products

are required to be audited. The Board of Directors Directors had, on the
recommendation of the Audit Committee, appointed M/s Geeyes & Co. to audit the
cost accounts of the Company for the financial year 2018-19.

The Cost Auditors have given a Certificate to the effect that the appointment, if
made, will be within the prescribed limits specified under Section 141 of the
Companies Act, 2013,

The Audit Committee had obtained a certificate from the Cost Auditor certifying
their independence and arm’s length relationship with the Company.

As required under the Companies Act, 2013, the remuneration payable to the Cost
Auditor is placed before the Members for their ratification.

Secretarial Audit

Pursuant to the provisions of Section 204 of the Companies Act, 2013 and the
Companies (Appointment and Remuneration of Managerial Personnel) Rules 2014,
the Board of Directors have appointed Dr. B Ravi, Company Secretary in Practice,
Chennai to carry out the Secretarial Audit of the Company. The Report of the
Secretarial Audit Report is annexed herewith as Annexure 4 and forms part of this
Report.

Secretarial Standards

The Board confirms compliance with the Secretarial Standards notified by the
Institute of Company Secretaries of India, New Delhi and applicable to the
Company.




Extract of Annual Return

An extract of Annual Return in Form MGT-9 as on 31st March 2018 is attached as
Annexure 2 to this Report and forms part of this Report.

Other Particulars

Additional information on conservation on energy, technology ahsorption, foreign
exchange earnings and outgo as required to be disclosed in terms of section
134(3)(m) of the Companies Act, 2013, read with Rule 9 of the Companies
(Accounts) Rules 2014 is set out in Annexure 1 and forms part of this Report.

For and on behalf of the Board

f GA) Moo

Chennai P S JAYARAMAN

June 23, 2018 Chairman
DIN: 00011108




Annexure 1

Information under Section 134(3)(m) of the Companies Act, 2013 forming part of
the Directors’ Report for the year ended March 31, 2018.

1. CONSERVATION OF ENERGY
a. Measures Taken:

The company continues to accord high priority to conservation of energy.
Details of some of the measures undertaken during the year to optimize energy
conservation are given below

1. In Karaikal plant, Caustic Flaker Unit was put up with Pre Concentration
Unit (PCU) which concentrates the caustic lye from 33% to 48% using hot
vapour recovered from Flaker Unit. Since inception of the PCU, we could
not do 100% vapour recovery because of problems in desuper-heating
station and vapour pipeline sizing. This has limited the vapour recovery
to 60%. Recovery of vapour beyond 60% resulted in heavy vibration of
salt chest.

The desuper-heating station and the vapour pipeline were redesigned
with new spray nozzles with a dedicated desuper-heating water system.
Also the vapour condensor which was leaking heavily was replaced with a
new one. With all the above modifications the PCU was restarted in the
second week of Feb 2018 and established 100% vapour recovery
consistently when the flaker operates to its full capacity. This has
improved the steam efficiency of caustic soda plant from 1.229 MT/MT of
Caustic to 1.066 MT/MT of Caustic. This has resulted in savings of Rs.
30.12 lakhs per annum

2. In Karaikal, desalination intake water TDS is varying widely. In monsoon
it goes as low as 300 PPM and in rest of the year, it is around 32000
PPM. When we operate the Desalination plant with low TDS water, the
recovery goes above the design value of 40% and damages the membrane
due to lineation. Again when we operate the membrane with high TDS
water, the permeate TDS goes as high as 3000 PPM against the design
value of 500 PPM. The lineated membrane cannot be repaired. Hence, in
the past, we were replacing the membrane every year. Now we have
installed a system which maintains constant Feed water TDS (32000
PPM) at all times by recycling the reject water and some of the low TDS
effluent. This system was commissioned in February 2017. Now, the
permeate TDS is below 350 PPM. The above change has resulted in
reduction of sea water intake quantity, reject water discharge quantity
for the same quantity of permeate. Also the running hours of both intake




and reject water pump has got reduced. The annualized power reduction
due to this is 49,207 units resulting in savings of Rs. 1.18 lakhs per
annum

3. Our Coal based Power Plant has Air cooled condensers (ACC) for cooling

the exhaust steam from the Steam Turbines. Each ACC has six numbers
of Fans for maintaining the air flow. The motors connected to these fans
are dual fixed speed motors and hence air flow could not be controlled.
The Air flow was kept constant even during Nights (or) during winter /
rainy seasons when the ambient itself was low. Also the air flow could not
be reduced during any low load operation of the turbines. This has
resulted in Energy loss in the ACC fans. Hence, we have provided
Variable Frequency Drive (VFD) for two numbers of fans in STG 2 to
regulate the speed of the motor and the air flow is being maintained to
the optimum required levels. The annualized energy savings due to the
introduction of two Nos. of VFD's is 1,76,660 units and this amounts to
Rs.8.23 lakhs / annum.,

. In Caustic Plant Mettur, we have installed conventional 150 W Sodium
vapour {SV) and 125 W Mercury vapour {MV) fittings in the plant
location. As part of energy saving measures, we have commenced
replacement of the fittings with 60 W LED Light fittings. Also, the life of a
LED lamp is stated to 3-5 years against 1 year for a conventional fitting
and this reduces the maintenance cost of repair apart from the power
savings. The annualized energy savings due to the introduction of LED
fittings is calculated as 13381 units and this amounts to Rs 0.62 lakhs /
annurm.

b. Impact of measures taken under (a} above.

60 W LED light fittings

Substitution/ Savings in
Reduction in Cost of
Particulars energy Production
consumption per | (Annualized)
annum (Rs Lakhs)
1. Improved steam efficiency in Pre 3765 MT 30.12
Concentrate Unit (PCU) of Flaker
2. Reject water re-usage at Karaikal 0.49 Lakh Kwh 1.18
3. Installation of Variable Frequency Drive in 1.77 Lakh Kwh 8.23
Air cooled condensor Air fans - 2 no's in
Coal Based Power Plant
4. Conventional light fittings were changed by 0.14 Lakh Kwh 0.62





















































































































































































