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INTROTAJCTTION

I. the Chairman, Committee on Public Undertakings (2006-2008), having
been anthorized by the Coinmictee 1o present the Report on their behalf, present
this Seventh Report on Transformers and Electricals XKerala Lid. based oo the
Reports of the Comptuller and Auditor General of Indix for the year ended st
March, 2002 {Commercial) relating to the Goveroment of Eerale.

The Reports of the Comptroller and Avditor General of India for the years
ended 31-3-2002, was laid op the Table of the House on 16-6-2003. The
consideration of the aodit paragraphs included in this Report and the
examination of the deparsmental witness in cannection thereto was made by the
Committee om Public imdertakings constitured for the years J004-2006.

This Report was considered and approved by the Committee at the mectings
held on 9-10-2006. _

The Commitee place on record their appreciation of the assistance rendered
o them by the Accountant General (Audit), Kerala, 1n the examination of the
Andit Paragraphs included in this Report.

The Commiltee wish to cxpress their thanks to the officials of the Industries
Department of the Secretariat and Fransformers and Eiectricals Kerala Limited
for placing before them the malerials and information: they wanted in compection
with the examination of the subject. They also wish o thank in particular the
Secretaries to Government, Indusiries Depariment and Finance Department and
the officials of the Trapsforiness and Electricals Kerala Limited who appeared for
evidence and assisted the Committae by Placing their considered views before the
Committee.

L

Thiruvananthapuram, MANECDE RADHAKRISHNAN,
17-10-2006.
Chairman,
Committeg on Public Undertakings.




REPORT
- TRANSPORMERS AND EL ECTRICALS KERALA TIMITED

Aunit PARAGRAPH
Avoidable pavmens of penalty :

Acceptance of shorter delivery schedule ignoring the technical difficulties
in finalization drawings resulied in aveidable payment of penaliy of Rs. 23.07

takh.

" The Cnmpany received {Movember 1998) a letter of intem {LOI} from
Bhakra Beas Management Board (RBMB) for the supply of ooe number §75 MVA
11/220 XV Generator ransformer at a total price of Rs. 2.69 crore excluding taxes
and duties. The ansformer was 1o be designed by the Company on the same
lines as an old Russian made tansformer situated at the premises of BAMB. As
per the contract, the transformer was Lo be delivered (Tuly 1999) within a period

"of 9 months from the date of LOL Delay in delivery of the ransformer attracted

liguidated dimnages al the rate of 1/2° per cent of the valoe of conlract for every
week of delay sobject to o maxitnum of LD per cent. The maoofactore of the
transformer by the Company required finalization of special design and drawings
to suit the old transformer and approval by BBMB. Though varioos
clarifications required for prepasation of drawings were received (December 1998)
from BBME, the Company could finalise: the dmwings and obiain the approval by
september 1999 only. The transformer was uitimately desparched in November
2000, after a delay of about 16 months and BEMB invoked the penalty
pravisions and recevered. (Janwary 2001} liquidated damages of Rs. 23,07 lakh
from the Company. '

It was noticed in audit that despit knowing the technical difficolties znd
ensuing delay in accepting a replacemyent order involving basic design change,
the Company accepted the order, that too with a normal delivery peried of 9
months, Duc to this the approval of drawings could be obtained 2 months afier
the stipulated date of delivery of the transformer and actual supply was defayed
by 16 menths. .

Thus, the failure of the Company 10 claim a lenger delivery period even
after kmowing about the technical difficoliies involved in finalizaton of deawings
for a replacement order resulted in a avoidable payment of liquidated damages
amounting to Rs. 23.07 lakh.

SEV2006. .




Government stated (Aupust 2002) that the equj[:imm_l was m teplacement of
an existing transformer and the customer had specified deviations in the
drawings duc to which the finalization of designs got delayed. The reply is not
accepiable az the Company was aware of the technical difficylties associated
with z replacement order in 1994 itself when another replacement arder for 100
MVA transformer was placed by BBMB. The acceptance of the subsequent
similar order for 175 MVA tansformer with oormal delivery period of 9 months
ignoring the difficultes invelved in finalization of drawings was not in the best
interest of the Company and only added to the loss already incurred by the
Company. .

[Para 4.1.7 1 Cogtained in the Report of the Compteoller and Auditor
General of India for the year ended 31st March. 20G2].

Thé notes furnished by Governmeny -::m the para is given in Appendix II.

3. The Commiticc pointed oul that Transformers and Electricais Kerala
Limited had to pay an ameont of Ra. 23.07 lakh towards liquidated dameges to
Bhakra Beas Management Board (BBNB) due to Company’s acceptance 1o
shorter delivery schedule ard lack of knowledge in respect of the difficutties in
the finalization of drawing. The Committee wanted to know how much the
Company had gained in the deal. The wiiness informed ihat the order was for
Rs. 2,69 crore and the company teceived the entire amouni except the liquidated
damages of Rs. 23,07 lakh and in this deal the company bad made a profit of
40%. The witness added that this was an order received in 1998, but BBMBE
wanted an exact replica of the Russian made transfarmer. The Company had
taken the prder as a challenge. The witness further informcd chat the
transformer was cemmissioned satisfactorily and the delay was due © the Hme
taken for incotporating the modifications suggested by the purchaser. The
witness stated that there was a technical problem of frequent temperature rise,
and it was due 10 this the customer was holding the liguidated damages. BRMB
being a Govemment of India undertaking the issue had been taken up at higher
levels. All efforts were made 1o rectify the defects within the means of the order.
When the Committee enquired the reason for the huge delay of 16 months for
delivering the item, the witness disclosed that as the Russian téchnology was
omdated some hotspots were found on the LV side of the transformer after its
commissioning, which caused the tranformer (o ris¢ temperature during its
functioning. The Commitiee remarked that the failore of the Engineering wing of
the company 10 make a proper Study and understanding regarding the technical
difficulties involved in finalising the drawings of the oid maodel transformer was
one of the reasons for the delay in the delivery of the product and its tmproper
functioning. The witness stated that RBMBE had sugpested certain modifications




3

in the design and cogineering of the transformer, as they wanted a replica of
the old Russian model transformer. As a resualt certain problems had also
oceurred ini the functioning of the product. Neventheless the transformers were
functioning smoothly barring the problem of emperature rise. The witness
informed that the Company bad taken the order on the assumption that BBMB
wanted only teplacement of the old fransformer with Some funcrionsl advantage.
Bui fater they iesisted for a replica of the old transiormer.

2. Reacting to the statement of the witness that while receiving orders
from BBMB, they were unaware of the fact that the customer wanted a replicz of
the old Russian mode] transformer, the Comminee pointed ot that TELK had
not coly failed to study the details of tender specifications of the work, bt also
failed to frame an enforceable agreement with BAME before the commencement
of the work. If TELK had done so, they did peed w0 bopour onlf the agreement
conditions and for any additional work ontside the agreement Bhakra Beas
Management Board would have made the payment

3. The witness, further informed that the Company had taken up the
maitter with the higher officials of Govermment of India to sort out the issue and
alsa to waive the liquidated damages. When asked about the working condition
of the transformer, the witness infonmed that it had been working smoothly for
the last three yers, bearing the temperaue rise. The Contmittes opincd that there
wias a provision in the apreement, limmiting the LD up to 10%. Otherwise the
Company would have to pay the LD} for § years. Enquired about the steps taken
by the company o rectify the defects, 1the witness replied that Bhakrs Beag
Management Borad was satisficd with the overall performance of the product.
When enquired whether any problerns of similar nature had occurred, the witness
redied in the nepative and informed that the Company had not paid hguidated
damage 1o power rapsformer. The Committee wanted to know whether the
Company had taken any corrective measures at the management jcvel. The
‘witness replied in the affirmative and informed that a detmled stody had been
issnod 2nd on the basis of il strict directions had been given .not 1o undertaien
any work which was beyond the Company’s technical know how.

4. The Committee pointed oul ihat only through modernization, the
Coempany could survive in the world of fast changing technology, The witness
informed that the company was using the technology of Hitachi, which was in
vogue since 1995, when enquited whether the company had taken any concrete
steps for modernisation, the witness informed that ooly 2 marginal upgradtion
was achieved and no major improvement had been made. To a sepcific question
of the Gommittes regarding the efforts made by the Company w0 upgrade the
technology 1o the internati‘?nal standards, the witness informed that far




achieving inlernational stapdards, huge investment was required in Research and
Development, on which to such invéstment had been made since 1989. When
enquired about the modification plan of the Company. the witness informed that
TELK had submitted a rehabilitation package 1o the Government projecting the
tnevitability of techoulogy upgradation. But huge investment was also required
for changing the windings and testing equipments which are essential for
" upgradation.

5. The Commitee pointed oot that the company could not function
effectively without modernisation. The management of the company is
incompetent and ineffective. The Committee enquired whether the Comapuny
coudd get back the amopnt withheld by BBMB and the reasons for the delay in
this regard. The witness stated that the matter was being taken up with the new
chairman of thet company for waiver of th LT}, The Priscipal Secretary, Industries
Department informed the Committes that “TELK" was earresily porsuing the
mater, taking up the jssue with the MD, BBMB and a final ceply in the natter
would be furmished at the earliest.

ConcleionsRecormmendations

6. The Commitiee finds thyt TELK had paid Rs. 21.07 lnkh towards
Hquidated dawppes to Fhakra Begs Manapement Board due to the fnilure of the
engineering wing of the Company to make a proper study regarding the

. techmicql difficnlites involved In finajlzing the specip]l design and drmwings to
suit the old transformer. The Committee undersinnds that it was the reason for
d&yh&ﬂwﬁhhﬂmﬂaﬁ%ﬂhmm
of the produc. The Commibiee oheerved thet the Company had tabed to conduct
a proper study of the tender specification and to frame an enforceable
apgreement with RBME, before the comamencement of the work,

. 7. The Committee observes that in the world of fast changing: technology,
the company <an survive only through modernization amd added that the
mnagememﬂtheﬂnmpnnypmudﬁnbeinmmpmmtandhuﬂmhﬂ,ﬂm
Conumitiee recommends to take urpent steps to get back the amount withheld
by BBMBP and to iake concrete steps to modernize the techmology in order to
compete with international sarket,

Markone RADRAKRISHNAM,

Thimvananthapiram, " Chairman,
17th October, 2006, Committee on Public Underiakings.

3 ' .
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The Cotemittes finds that TELK had paid Bs. 23.07
lakh towards liquidared damages to Bhakra Beas
Management Borad due to the failure of the
engineering wing of the Company o mrake a proper
study regarding the t=chnical difficuldes involved in
finalizing the special desiga and drawings to soit the
old transformer. The Committes understands that it
was the reasoas for delay in the delivery of the
transformer and also affected the proper functioning
of the preduct. The Comnittee abserves that the
Company had failed to conduct a proper study of the
tender specification and to frame an enforceable
agreement with BBMBEB, before the commencement nf
the work. .

The Committee vbserves that in the world of fast
changing technology, the company can survive only
through todernizatior and added that the
matagement of the Company proved to bhe
incompetent apd ineffective. The Committes
recommends 10 take urgemt steps (o get back the
amount withheld by BBMHB and to take concrate
steps to modernize the technology in order to
compete with iMernational market.
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Report of the Comptrofier and Anditor General for the year ended
- A2002 {Commercial) regarding Transformers and
Flectricals Kerals Lid.—Action taken Report

199%) a letter of intent (LOT) frem
Bhakra Beas Management Board
{BBMI} for the supply of one
rumnber 175 MVA 11/220 EV Gen-
erator transformer at ‘a total price
of the Rs. 2.6% crore excluding
taxes and duties. The transformer
was to ke designed by the Com-
pany on the same lines as an old
Russian made transformgr sitoared
at the premises of BEMB. As per
the coptract, the transformer was
to be deliversd (July 1999) within
a period of 9 months from the
date of LOI. Delay in delivery of
the transformer attracted liqui-
dated damapes at the rate of 1/2
per cent of the vaiue of coatract
for every week of delay subject
1o a maximum of 10 per ceat. The
manufacture of the fransformer by
the Company required finalisation
of special design and drawings to
guit the old transformer and ap-
proval by BEMB. Thoupgh varions
clarifications required for prepara-
tico of drawings were received

(December 1998F from BBMB, the

Company could finalise the

drawings and obtain the approval

P
;f Recamm.f,udurims Action Taken
(1} {2) E
41.71. The Company received {Movember Against the tender floated by M/s

BEMB for the supply of I No. 175
MVA Power transformer, the Com-
pany kad submitted offer in the
morth of Mav 1998 (on 7-5-1998).
Based on the officer, Miz. BEME
confirmed the order an the
compary in November 1998 (vide
their purchase order No. AT 292
dated 13-11-1998).

A rervew of the confirmed Pur-
chase Orders on band with dehiv-
ery period during the ist half of
199%-2000 {1.e. 1st April ¥999 to
30th Seplember 1999) shows that
the delivery commitments were
very few and that was not
sufficient to meet the Company’s
production capaeity for Power
transformers. Even thoegh the Com-
pany having an order book of Rs.
54 crares ag on 3kh Sepiember 1998,
orders worth Rs, 34 crores were
planned to be executed oniy in the
second bslf of 1998-99, As such
the ¥alue of balance of orders as
per the then finalizaed proaduction
schedule which could he
carricd forward to the pext financial
year for execiution in 1999-2000 was
omly Rs. 15 cromes (ie Rs. 34 crorcs




{1}

Y

by Sctember 1999 only. Thee trans-
former was ullimately dispatched’
in November 2000, after a delay
of about 16 months and BBNB
invoked the penalty provisions
and recovered {January 20017 lig-
vidated damages of Rx. 23.07 lakk
from the Company. '

It was noticed in audit thar
dispite knowing the techmcal &if-
ficuities and ensuing delay ip ac-
cepling a replacement order in-
volving basic design change, the
Company accepted the order, that
too with a sormal delivery period
of 9 menths. Due to this the ap-
proval of drawings could be
obatined 2 months after the stipu-
lated date of delivery of the mans-

- former and actual supply was de-

fayed by L6 months.

Thus, the faifure of the Company
lo claim a longer delivery period
even alter knowing about the
technical difficulties involved in
finaligation of drawings for a te-
placement order resulted in avoid-
able payment of liquidated dam-
ages amouncing (0 Rs. 237 takh.
Gavernment stated (Angust 2002)
that the squipment was in replace-
ment of an existing transformet
and the costomer bhad specified
deviations in the drawings due ro
which the finralisation of designs
got delayed. The reply iz not ac-
ceptable as the Company was
aware of the techmical difficulties

minus Rs. 39 crores), As such in
order 1o complete the order book
for the subsequent year the Coanpany

‘had to opt for the shert delivery

period. As a matter of fact M/fs.
BBME had alsc insisted on the
short delivery period. Further dur-
ing the period there was suff com-
pefition among the varioos supplies
for the timited anmber of orders {at
that timne Mfs. NGEF and M/s.
APEX were alzo in the market in
addition to the cstablished suppliers
like BHEL,. Alsthom and CGL).

The replacement transformer (100
MY¥A Power transformers replaced
in 1995 seferred o0 the in the audit
query is not steictly comparable to
the insiant case as the 100 MYVA
transformer was of TELK make
whick was commissioned in 1980.
As the game was manufactored in
TELE, tht company is aware of the
varicus technical complicstions jn-
volved in it to maintain its stan-
dard {0 intermational level, However,
in the case of 175 MVA, being a
Russisn make transformer the Com-
pany had envisaged lesser techni-
cal complications. Accodingly the
conclusion by audit on the techni-
cal issuss, comparing the 100 MVA
transformer eatlier supplied by
TELK and the 175 MVA ransformer
of Russjan make js not relevant
under the facts and circumstances
of the case,




(1}

2

(

associated with a replacement or-
der in 1994 itself when another

- replacement order for 100 MV

mansformer was placed by BEMB.
The acceptance of the subse-
quent similiar onder. for 175 MVA
transformer with normal delivery
period of 9 months ignoting the
difficalties involved in finzlisabon
of drawing wes ot in the best
imerest of the Company and only
added to the loss already incurred
by the company.

Follow up for getting delivery ex-

LETISION.

The 175 MV transformer supplied

by TELEK was designed in such a

way that it maiches with the

exigting Russian make transformer

already in vz with M/s. BBMB. Az
the Russian Techpoolpgy is out-

dated, some hot spots were found
on the I.¥ gide of the transformer
after its commissioning, which

caused the transformer to attzin
very high temperatures during its

fonctioning. Mfs. BEME iz now

taking the stand that the above

malfunctioning can be rectified by

teplacing the cxisting mild stezl

tank by stainless stee] tank. As the

above proposition is not workable

cansidering the boge costs the
company is ¢xploring other techni-

cal possibilities to zord ot the

issuc. Once the above technical

complications arg sorted out, Mfs.

BBME is liikely to consider

favourably the Company's request
fir delivery extension.




