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GOVERNMENT OF KERALA
INDUSTRIES (D) DEPARTMENT

(dronooni o -2

Statement of Action Taken with respect to the Report of Controller and Auditor General of India (Public
Sector Undertakings), Government _of Kerala for the year enced on.31*" March 2016.

3y
ls\Ilo. .Igzzga(:; Para;rg; aph .- .Audit Paragraph Action Taken
1 2 3 4
1 | Steel'and 3.10 Bulk production _and_supply of Cam Shaft Gear without [ SIFL received an order for 1198
Industrial rectifying the defects pointed out by DMW on the samples | cam Shaft Gear from DMW Patiala.
Forgings supplied resulted in loss of 78.48 Lakh and idling of rejected | Against this order SIFL supplied 943
Ltd. - - numbers of cam Shaft Gear to

products worth 32.13 Crore.

Steel and Industrial Forgings Limited (Company), a PSU, engaged
in manufacturing and marketing of forgings, received (October
2013) an order for supply of 1,198 'SIFL 263 M Cam Shaft gear
ready to hob' (Cam Shaft gear) from Diesel Loco Modernisation
Works, Patiala, (DMW), Ministry of Railways, at an all inclusive
rate of T43,438.30 each for a total value of ¥5,20,39,078. As per the
conditions of the bid, the Company was to submit three samgles to
DMW within 45 days (Nowember 2013) from the date of order and
commence bulk supply after receipt of approval from DMW. The
Company supplied three samples on 04 November 2013. Samples
were cleared (December 2013) by DMW subject to the condition
that future supply should be conforming to the specified

| dimensions and also as per the drawings No.10142691 Alt “NIL”.

Subsequently, 350 gears were to be delivered by February 2014 and
the remaining 845 by 31 August 2014 at the rate of 150 items per
month. Accordingly, Company supplied 943 gears up to January
2016, of which only 262 gears (28. per cent) were accepted by

DMW and 681 gears (72 per cent) were rejected due to deviation

DMW. Subsequently DMW
accepted 262 numbers and rejected
681 - numbers due to dimensional

and hardness variation. SIFL
representatives: along with RITES
inspector  visited DMW on

19.06.2014 for a joint inspectinn at
DMW Patiala on the defects pointed
out by DMW. After joint inspection
SIFL representatives and RITES
inspector ~ pointed out many
unscientific methods of inspection
carried out by DMW Patiala. In the
joint minutes these matters were
clearly indicated and SIFL and
RITES did not accept the rejection.
Subsequently SIFL  submitted a
detailed ‘letter on 19.06.2014
indicating the issues on the method
of inspection procedure followed by
DMW on - an un-calibrated and
obsolete machine. Secondly their

from the ordered specifications for the product. The scheduled




J-l*—
—
.

delivery date and quantity, actual delivery date and quantity, date of
rejection and quantity and reason for rejectlon are given -in
Appendix 22.

The Company requested (Apnl 2016) for extension of delivery
period up to December 2016 which was agreed to by DMW
subject to reduction in price as per DMW's latest buying rate from
| the originally accepted basic price of ¥36,819 to 6,159 (April
' 2016). The reasons. for rejection were deviation from the required
specifications such as bore over size, run out, parallelism, etc. The
Company took up (June 2014) the huge rejection of the gears with
DMW stating that the method of inspection was not mentioned in
| the drawings. But their argument was rejected by DMW explaining
that the method of checking was shown to the Company many
times earlier, bore checking had already been mentioned in the
drawings and inspection chart was available in the drawings.

Hence, the Company had to take back the rejected gears by |

incurring an expenditure of ¥7.87 lakh. The Company also made
| arrangements with M/s Parthasarathy CNC Technology Pvt. Ltd.,

Coimbatore (M/s Parthasarathy) for rectifying the defects pomted
out by DMW.

We observed that:
« The product'was not an entirely new item. The Company had
been regularly supplying Cam Shaft gears to DMW. But, this
tender was considered as a fresh entry in the market because the
Cam Shaft gears required further machining to get them into 'ready
to hob condition' compared to the previously supplied gears.

| However, the Company had not procured the equipment needed for
| the finishing  operations such as gear shaping, heat treatment and
inspection before quoting for the tender, due to non-avallablhty of
sufficient fiunds.

* In the absence of finishing equipment, the components were
1 forged in the factory of the Company at Athani, heat treatment was

usage of plug gauge was also
improper. It was also clearly
indicated in the leiter that the fully
machined Cam Shaft Gear supplied
by SIFl. were kept in open yard

which will result in atmospheric

corrosion leading to rejection.
Against this letter DMW has never
replied.

Later, Company supplied 5

numbers of  forgings  after
rectification at M/s Parthasarathy
CBE and these pieces were
accepted by DMW. Accordingly a
trial batch of 25 numbers were
made ready and offered for RITES
inspection on 07.10.2016. However |
RITES has showed their reluctance
to re-inspect these rectified pieces
for inspection. The reasons that the
RITES pointed out about their
previous experience on rejection
by Rezilway after the clearance
from RITES.

Subsequently company has taken
up this issue with Railway again
for dispatching the rectified pieces
with joint inspection by Railway
and RITES. Railway has given an
in principle approval for the same.
However it could not be
materialized and informed to
provide the quality assurance plan
(QA) for. their verification and

carried out by the Company's outsourced vendors and machining to




L

ready to hob condition was carried out at their own Machining Unit
at Shornur and at MS Engineering Unit, a vendor of the Company,
at Coimbatore. The products machined both at its own Unit and at
vendors' Unit did not meet the specifications stipulated by DMW.

* The Company could not rectify the defects of the 681 reJected
gears even after a lapse 36 months (January 2017) of its rqect:on in
May 2014.

* The actual variable cost for production of Cam Shaft gear
worked out to Z31,287.56 per unit. But the Company had to accept
reduced rates for 938 gears even below the variable cost due to its
failure to supply the items as per the specifications within the
scheduled delivery period.

The decision to quote in the bid without ensuring its competence.

and capacity to supply the product as per the specifications
stipulated by DMW and production in bulk quantity without
rectifying the defects pointed out by DMW, resulted in loss of
T8.48 lakhuis and idling of rejected products valuing 2.13 crore.
Management replied (August 2016) that the Company supplied the
gears as DMW was insisting for immediate supply even though
they had not received any feedback for the already supplied gears.

It was also stated that since DMW was making payment against
“R” Note (Goods Received Note), the Company

was under the impression that supplies were accepted.

The reply of the Company-is not acceptable as DMW had already
clarified (June 2014) that the method of checking was shown to the
‘Company many times earlier. Further, even though the- Company
identified M/s Parthasarathy in December 2015 for re-working the
rejected gears, the Company could not supply any of the rejected
gears after rectification till date (January 2017). The matter was
referred (July 2016) to Government and their reply was'awaited

approval. Accordingly the QAP
was forwarded to DMW for which
the reply is awaited.

After the acceptance of the offered
quantity after getting the approval
from DMW, company can re-work
and rectify the remaining pieces
for re-supply. it is suspected that
30% of the items rejected are on
such a situation where reliabifity
seems to be on a difficult condition
due to heavy tool mark and
corrosion that happened at DMW
Patiala.

(February 2017).
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