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INTRODUCTION

I the Chairman, Committee on Public Undertakings (2016-2019) having
been authorised by the Committee to present the report on its behalf, present this
Twenty Seventh Report on Transformers and Electricals Kerala Limited, based on
the report of the Comptroller and Auditor General of India for the year ended
31 March, 2012 relating to the Public Sector Undertakings of the State of Kerala.

The Report of the Comptroller and Auditor General of India for the year
ended on 31st March 2012, was laid on the Table of the House on 182-2013. The
consideration of the audit paragraphs included in this report and the examination
of the departmental witness in cornection thereto were made by the Commitiee
on Public Undertakings constituted for the years 2014-2016.

This Report was considered and approved by the Committee (2016-2019)
at its meeting held on 2-3-20]7.

The Committee places on record its appreciation for the assistance rendered
by the Accountant General {Audit) Kerala, in the examination of the audit
paragraphs included in this report.

The Committee wishes to express thanks to the officials of the Industries
Department of the Government Secretariat and the Transformers and Electricals
Kerala Limited for placing the materials and information solicited in connection
with the examination of the subject. The Committee also wishes to thank in
patticular the Secretaries to Government-Indusiries and Finance Departments-and
the officials of the Transformers and Electricals Kerala Limited who appeared for
evidence and assisted the Committee by placing their views before it.

C. DIVAKARAN,

Thiruvananthapuram, Chairman,
9th March, 2017. Committee on Public Undertakings.




REPORT
ON
TRANSFORMERS AND ELECTRICALS KERALA LIMITED
(TELK)
AUDIT PARAGRAPH-4,2.(2011-12)
Avoidable Loss

Reckoning the gross weight including the weight of Kraft paper as the
weight of copper conductor returned afier fabrication resulted in Joss of 108
crore

Transformers and Electricals Kerala Limited (company) is engaged in the
manufacture of Power Transformers and one of the major raw materials used in the
process is Paper Covered Copper Conductor {(PCC). Annual requirement of PCC is around
900 MT. The Company procures Continuous Cast Copper Wire rod from copper
manufacturing companies and gets it converled into PCC by insulating with imported kraft
paper on a weight to weight basis through fabricating contractors, During the fabrication
process, copper rod is converted into rectangular conductors of specified sizes by drawing,
rolling, annealing and covering wilh imported kraft paper of specified rumber of layers.
After completing the process, the PCC is relurned on a weight to weight basis, ie, for
100 kg. of copper rod supplied. the contractor returns 100 kg. of PCC 1o the Company.
This indjcated that the process does not invaive any loss/wustage of copper.

During the scrutiny of the contractors for fabrication of PCC for the period 2010-1)
and 2011-12 we noticed (December 2011} that while retuming the finished product (PCC)
on a weight to weight basis, for every 100 kg. of copper rod supplied, the contractor
returned 100kg. of PCC inciuding the weight of the kraft paper ranging from 0.9 to 9.04
per cent of PCC resulting in advantage 1o the contractor and loss (o the Company, The
Company thus lost Y108 crore in respect of 1127.37MT"” of PCC consumed in the
manufacture of 127 power transformers during 2010-2012.

The Company stated (July 2012) that when copper rods were converted into
rectangular conductors there was scrap, the amount of which may vary on case to case
basis. It was further added that there was no loss to the Company and even the notional
profitloss was minimal after considering a scrap of 3 per cent of which 60 per cent was
saleable. Further, the contractors were nol willing to change the prevailing practice and
retumn 103 kg. of PCC for every 100 kg. of copper rod supplied. The Government
endorsed (August 2012) the reply of the Company.

13 2010-11 {708.33MT) and 201 1-12 (419.04 MT).
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The reply was not correct as the supply condition of ‘weight to weight basis'
itself indicated that the process did not involve any loss. No scientific assessment
as to copper scrap, if any, generated vis a vis the quantity of paper used and its
cost implication was carried out by the compé.my. The Management, however,
admitted that the realisable price of scrap was only notional and not actual. On
being pointed out (October 2011) by us, the Company took up the matter and the
contractors offered a reduced rate of T 6.80 per kg. towards conversion charges in
the subsequent tender (November 2011) as against T 9.35 per kg. charged for the
past three years.

[Audit paragraph 4.2 contained in the report of the Comptroller and Auditor
General of India for the year ended March 2012.]

Notes furnished by Government on Audit paragraph is given in Appendix IL

1. Regarding the Audit objections on the avoidable loss occurred by
fabrication of paper covered copper conductors for making power wansformer, the
Committee observed that by assuming the practice of weight to weight policy for
making of 127 power transformers, TELK suffered a loss of 71.08 crore in respect
of 1127.37 MT of PCC for the period of 2010-2012. The Committee enquired the
reason for not taking any steps to get back PCC on a weight to weight basis
excluding the weight of paper.

2. The witness explained that, the practice of weight 1o weight has been a
universal industrial practice and TELK alzo followed that policy because of the
tough competition prevailing in the industry. He added that the fabricators were
not willing to quote separately for paper and copper. Moreover, the rate for the
PCC on an outright purchase basis from fabricators was found to be higher than
_ the rate incurred for conversion basis. Because of all these, the Company was
forced to purchase PCC from fabricators due to scarcity of CC copper wire rods in
the market.

3, During the process of conversion there was scrap and it varied from case
to case. The cost of imported kraft paper is ¥ 150/kg. and during 2010-11, 3% loss
was occurred during the process after considering paper cost and overall there was
no loss to the company.




4. The Committee wanted further explanation regarding the reduction in
conversion surcharges. The Principal Secretary replied that, the agreement
between the Company and fabricators was that the Company get 100 kg. of PCC
for 100 kg. Copper and it includes 97 kg. of copper and 3 kg. of paper and there
was no notional loss. When the Committee enquired about the legal sanctity of the
practice of weight to weight policy, the witness replied that as it was considered as
a universal indusirial practice, it was nothing illegal and it could onty be
considered as a Civil Contract between the two parties.

5. Considering the above explanation from the Principal Secretary, the
Committee decided to drop the audit paragraph.

Conclusions/Recommendations

6. Considering the clarifications given by the Principal
Secretary, Industries during the deliberation, the Committee has
arrived at the comclusion that the loss that occurred during the
fabrication of copper rod is minimal and is justifiable while
calibrating in accordance with the universal industrial practice. The
Committes, therefore, decides to drop pursuing action with the audit

paragraph.

Thiruvananthapuram, C. DIVAXARAN,
9th March, 2017. Chairman,
Committee on Public Undertakings.
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APPENDIX I

SUMMARY OF MAIN CONCLUSIONS/RECOMMENDATIONS

Sl | Para | Department Conclusions/Recommendations

No. | No. Concerned

| @& 3 (4)

1 6 Industries | Considering the clarifications given by the
Department | Principal Secretary, Indusiries during the

deliberation, the Committee has arrived ai the
conclusion that the loss that occurred during the
fabrication of copper rod is minimal and is
justifiable while calibrating in accordance with
the universal industrial practice. The Committee,
therefore, decides to drop pursuing action with
the audit paragraph.




APPENDIX I

NOTES FURNISHED BY GOVERNMENT ON THE AUDIT PARAGRAPHS
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The cost @ Rs.150/Kg for Kraft paper used for the
three years 2010-11 and 2011-12 after loading paper
scrap factor of 6.5% as informed to the company by
the fabricators is as follows:-

Year Rs.
2010-11 30.93 Lakhs
2011-12 14.67 Lakhs

The details are being attached as Annexure-A. The
cost of Kraft paper used in TELK during the period
averaged from Rs.85/- to Rs.100/-. It was also
submitted that the Kraft paper used in TELK is of
different thickness from the paper used by
fabricator for covering purpose and the rates varies.
The loss figure of 3% was based on an average
percentage of paper replaced for copper and it has
not been able to procure any scientific assessment
as Lo copper scrap generated. But it has been
tnformed by the fabricators that there is loss in the
process and scrap exists, Bases on the above, there
is no notional loss and infact, there is a notional
profit in year 2010-11, after considering Paper cost
and 3% process toss. The details are being attached

as Annexure-B.
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‘|10 reduce rate of Rs.6.75/Kg. from Rs.6.80/Kg

1t was also submitted that the industry practice is on
“weight to weight™ basis is being followed by other
Transformer manufacturers like BHEL, SEIMENS, CGL
etc. .

Regarding Fabrication rates, it was submitted that
negotiation on rates started much before the CRAG
has pointed out this matter. Actually, the
fabrication rates got reduced not only to TELK, but
all over the industry due to increased competiticn.
Presently, the rates have been further negotiated as
an on going process and the fabricators have agreed

pointed out by the CRAG Audit.

TELK also tried out right purchase of PCC from the
fabricators in the context of non avaitability of CC
copper rods in the market. The rate for PCC on out
right purchase basis from fabricators is found to be
higher than the rate incurred for conversion basis.
For the month of April 2013, the rates for out right
purchase for PCC quoted by M/s.KSH were
Rs.450.42/Kg whereas the present rate on
conversion basis was Rs.436.85/Kg. In the case of
outright purchase also the fabricators are unwilling
to quote separately for paper and copper and had
quoted an all inclusive price. Considering the above
the audit para may be dropped.
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