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INTRODUCTION

1. the Chairman, Committee on Public Undertakings- (2016-2019) having been
authorised by the Committee to present the Repott on its behalf, present this Thirty
Second Report on Malabar Cements Limited, based on the Reports of the
Comptroller and Auditor General of India for the year ended 31 March, 2008, 2009,
2010 and 2014 relating to the Public Sector Undertakings of the State of Kerala.

The aforesaid Report of the Comptrotier and Auditor General of India were
laid on the Table of the House on 2362009, 25.32010, 28-6-2011 and
23.3-2015 respectively. 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
2014-2016 at its meeting held on 6-1-2016.

This Report was considered and approved by the Committee (2016-2019) at
its meeting held on 26-4-2017.

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 Commiitee wishes to thank the officials of the Industries Department
of the Government Secretariat and Malabar Cements Limited for placing the
materials and information solicited 1n connection with the examination of the
subject. The Committee also wishes to thank in particular the Secretaries to
Government-Industries and Finance Departments and the officials of the Malabar
Cements Limited who appeared for evidence and assisted the Committee by
placing their views before it

C. DIVAKARAN,
Thiruvananthapuram, Chairman,
26th April, 2017 Committee on Public Undertakings.




REPORT
ON
MALABAR CEMENTS LIMITED
AUDIT PARAGRAPH 3.2 (2013-14)
Avoidable foss
Loss due to delay in payment of deferred KVAT—X 2.84 crore

Malabar Cements Limited (Company) is a manufacturer of cement (Portland
Pozzolana Cement) using Fly ash as raw material. It has two units at Walayar and
Cherthala. Government of Kerala exempted (August 2004) industrial units owned
by PSUs manufacturing cement using fly ash as raw material from payment of
Kerala General Sales Tax (KGST) for a petiod of nine years {rom the date of
commencement of commercial production ot until full utilisation of exemption of
500 per cent of the fixed capital investment in the unit whichever was earlier.
Accordingly, the Company being a Public Sector Undertaking (PSU), got
exemption from payment of sales tax with effect from August 2004.

The exemption notification issued under KGST Act became inoperative
wef 1-4-2005 consequent to the introduction of the Kerala Value Added Tax
(KVAT) Act, 2003. However, section 32(1) of the KVAT Act empowered the
Government to issue notification permitting industrial units which were enjoying
tax exemption under KGST Act. Accordingly, Government issued (October 2007)
notification permitting the Company to defer the unavailed portion of sales (ax
exemption sanctioned under KGST Act for a period up to 6th August, 2010. The
amount of tax deferred was ¥20.08 crore. The KVAT Act stipulated for
remittance of the tax so deferred on the date of the expiry of the period of such
deferment, The Company, however, instead of Temitting the amount on due date
of 6th August, 2010, requested (3rd August, 2010) the Government to grant
surther deferment for a period of two years stating that the Board of Directors
(BoD) had approved a capital expenditure budget of T80 crore for Plant
modemisation/ Upgradation which was fo be implemented in a time-bound
manner. Government rejected {(February 2011) the request stating that on

tisfeorr.




6th August, 2010, the Company was liable to pay tax. The Company remitted the
amount only on 2nd August, 2011 after a delay of almost one year. As a result, the
Assistant Commissioner (Assessment) Special Circle, Palakkad levied (February 2013)
interest from 7th  August, 2010 as per KVAT Act 2003, The Company remitted the
interest amount of ¥ 2.84 crore on 9th March, 2013.

Audit scrutiny revealed that as on 6th August, 2010, i.e. the due date for
remitting the amount of tax deferred, the Company had funds aggregating to
¥ 75.94 crore in short/long term deposits with different banks/Government
treasury. Thus, non remittance of statutory dues by the Company despite having

surplus funds, resulted in avoidable payment of interest of T 2.84 crore.

The Government replied (August, 2014) that after providing financial
assistance of ¥ 38 crore to six PSUs as per its direction (June ,2010 to Tuly,2010),
the balance fund available with the Company was only sufficient for its
modenisation projects. The teply was not acceptable as the Company was bound
to remit statutory dues on a due date and plan its modernisation projects with the
funds available after payment of statutory taxes.

Thus, failure of the Company to remit the deferred tax on due date despite having
surplus funds resulted in avoidable payment of interest amounting to T 2.84 crore.

{Audit paragraph 3.2 contained in the Report of the Comptroller & Auditor General of
India for the year ended 31st March, 2014]

AUDIT PARAGRAPH 4.7 (2009-10)

r Failure of the Company to accept dry fly ash supplied bm
| contractor led to stoppage of supply, subsequent encashment
J of bank guarantee and consequent loss of ¥ 14.49 crore.

[ . }
The Company is engaged in the manufacture and sale of ordinary portland/
portland pozzolana cement (PC/PPC), Dry fly ash (pozzolanic material) is one of
the major raw materials in the manufacture of PPC which can be used
(13 to 35 per cent) in lieu of costlier clinker, In order to ensure regular supply of
dry fly ash, the Company entered into (November 2004) a contract with




ARK Wood & Metals (P) Ltd., (ARK) Coimbatore for a period of nine years
(November, 2004 to November, 2013). The terms of the contract provided that
ARK would supply to the Company an average 600 MTs of dry fly ash daily
(15000 MT per month) at ¥ 130 per MT. The base rate of T 130 per MT was
subject to annual increase. In addition maintenance cost, electricity charges, water
charges and taxes and duties which at that time were nil were reimbursable by the
Company. The fly ash was to be supplied from the silo allotted by Tamil Nadu
Electricity Board (TNEB) at their Tuticorin Thermal Power Station (TTPS).

As per the provisions of the contract, ARK was to deposit T 5 lakh (Demand
DrafvBank Guarantee) as security deposit against non-performance of the contract/
premature termination of the contract while the Company reserved the right to
premature termination of the contract on payment of compensation of
T 50 lakh to ARK, to be secured by a Bank Guarantee. Accordingly, the Company
furnished {December, 2004) a bank guarantee for T 50 lakh and ARK fumished a
bank guarantee for I 5 lakh. The contract, however, did not contain damages clause
which could safeguard its financia} interest against non-supply of dry fly ash by ARK.

The relationship between the Company and the contractor became strained
since August 2006, due to reduction in off take, delay in making payments and
withholding of electricity charges (¥ 11.27 lakh) payable as per the terms of
contract. The Company also expressed its reservations to ARK for nonfurnishing
the split up details of the quantities of dry fly ash lifted by them from TTPS and
the electticity required. On the other hand, due to low off take of fly ash by the
Company, TNEB reduced (December 2007) the allotment by 50 per cent. This
caused erratic supply initiaily and ultimately resulted in non-supply
(September, 2008) by ARK. However, ARK encashed (Seplember, 2008) the
bank guarantee of T 50 lakh furnished by the Company attributing delay in release
of payment, lower off take and non-payment of power charges. The Bank debited
(December, 2008) an amount of T 52.45 lakh to the account of the Company
(T 50 lakh towards bank guarantee plus ¥ 2.45 lakh towards interest). The
Company's complaint (February, 2009) before the Banking Ombudsman against




the action of the Bank in admitting invocation of bank guarantee by ARK was
turned down (March, 2009) by the Ombudsman on finding (hat the action of the
Bank was in order. In the absence of supply of dry fly ash by ARK, the Company
was forced to source dry fly ash from other suppliers which was inadequate to
meet its requirements resulting in a loss of ¥ 14.13 crore (April, 2007 to May, 2010)

due 1o use of costlier clinker in lieu of fly ash.

We noticed that the Company, failed to accept the quantity offered by the
supplier in full since September 2006 and delayed payment to the contractor, which
resulted in stoppage of supply by the contractor and subsequent encashment of bank
guaranfee containing compensation clause favourable to the contractor, resulting in a
loss of T 36.18 lakh. Consequent to the stoppage of supply of fly ash, the Company
had 10 source the material from other sources, which was inadequate to meet its
requirements and resulted in loss of T 14.13 crore (April, 2007 to May, 2010) due to
use of costlier clinker in lieu of dry fly ash. In the absence of provisions in the
agreement to recover damages for nonsupply of dry fly ash, chances of recovery of

loss from the COHK&CtO[ were also remole,

Management replied (March/June 2010) that the Company was immensely
benefited by the regular supply of dry fly ash so thai the Company had to agree
for a disproportionate amount of bank guarantee towards performance of the
contract. The reply does not hold good as the bank guarantee included
disproportionate compensation clause proved disadvantageous to the Company
and the cost of alternate clinker used in absence of supply of fly ash was high
leading to huge loss to the Company. Further the Company could not safeguard its
financial interest for non-supply of fly ash by ARK.

The matter was reported to Government (May, 2010); its reply is awaited (October, 2010).

[Audit paragraph 4.7 contained in the Report of the Comprtroller & Auditor
General of India for the year ended 31st March, 2010]

The notes furnished by Government on Audit Paragraph is given in Appendix I




AUDIT PARAGRAPH 4,13 (2008-09)

4.13 Avoidable expenditure due to lack of iransparency

Changes made in contract conditions after the opening of
tender/quotation resulted in lack of transparency in conditions
advertised and avoidable extra expenditure of Rs. 16.97 lakh

In response to tenders invited (June 2007) for supply of limestone with
moisture content of three to eight per cent with pro-rata reduction in quantity for
excessive moisture content, Venkateswara Cements Limited (VC) quoted
{August 2007), the lowest rate of Rs. 580,25 per M.T. which was reduced
(September 2007) to T 570 per M.T (including transportation charges-
% 389 per M.T. and loading charges—-3 20 per M.T). Based on the request of VC
at the time of negotiation (September 2007), prior to the issue of order
(September 2007), the contract was split up {September 2007) into two viz., ORe
for supply of limestone by VC and another for loading and transportation by Raja
Transport (RT) and the accepted maximum level of moisture content was
increased from three per cent to six per cent. This resulted in changes in tender
conditions after the opening of tender and lack of transparency as all the tenders
did not get equal opportunity to quote their lowest rates as it was a composite
contract for supply of limestone at Company's factory at Walayar.

The contract was for supply of 360000 M.T. of limestone for two years
{September 2007 to September 2009) at 15000 M.T. per month. The Company
amended (November 2007) the stipulation for the level of moisture content in
limestone from six per cent to three per cent in the order and if the moisture content
exceeded this level, pro-rata reduction in the basic value of material and loading
charges only (excluding transportation charges) was to be made. The amendment,
however, was not extended 10 transportation cost, even though, that was a majar
component (68 per cent) of the composite rate of T 570 per M.T. quoted/agreed upon.

VC supplied (November 2007 to October 2008) 61262 M.T. of limestone
through RT with moisture content varying between 8.27 to 12.29 per cent. While




proportionate reduction was made from payment for basic material cost as per
amended conditions, no recovery/reduction could be effected from transportation
cost in the absence of stipulation/enabling provision in the contract, even though

transportation cost accounted for 68 per cent of total cost.

The Government in reply stated (July 2609} that tenders were framed with a
general understanding of the situation. However, based on offers and situation,
suitable changes need o be made in order to ensure continuous supply of essential
raw materials. The reply is not acceptable since tender conditions were modified
after opening of tender resulting in lack of transparency in tender conditions
published in news papers i.e., other tenderers were not given equal opportunity to

quote fresh rates.

Thus, the changes made in the conditions of the contract after opening of
tender exhibited lack of transparency in working of the Company and the
Company bore the avoidable extra expenditure of T 16.97 lakh due to transportation

of excess moistare faden limestone.

[Audit paragraph 4.13 contained in the Report of the Compirolter & Auditor
General of India for the year ended 31st March, 2009]

The notes furnished by Government on Audit Parapraph is given in Appendix IL
AUDIT PARAGRAPH 2.3.1 to 2.3.44 (2007-08)
Introduction

2.3.1 Malabar Cements Limited (Company) is a cement producing company
incorporated by Government of Kerala in 1978 and started production of cement in
1984. The management of the Company is vested with a Board of Directors
nominated by the State Government. Managing Director is the Chief Executive. The
Company had been using stand alone seftware with limited integration facikities based
on FoxPro till 2006. In December 2006, the Company decided to implement SAP-
ERP system to integrate all the departments at an initial cost of T 1.20 crore.




Computerisation

2.3.2 The Company started computerisation of its activities in 1994 with the
development of software operating in Local Area Network (LAN) environment to
manage the activities of pay roll preparation, stores purchase, sales invoicing and
financial management. This was developed in-house in FoxPro and Clipper on Novell

Netware Server platform. There was limited integration amongst different modules.

In order to integrate all the activities of various departments of the Company
and to take care of the automation needs of all the activities inciuding net enabled
transfer of data from remote locations, a SAP-ERP system named as SATVA
(Solution for Achieving Transparency and Value Addition) was introduced with
effect from 2nd August 2007. The system was got developed uvsing SAP-ERP
version 6.0 with Oracle version 10,2.0.2.0 as the relational database and Windows
2003 Enterprise Edition as the operating system for server. The system was

accessible from 138 computer nodes in a LAN environment.

SATVA is tuned to support transactions over internet for 100 named users of
the Company (SAP Application Professional-20 SAP Application Limited
Professional-9, SAP Application Employee Self Service-7( and SAP Application
Developer-1). The six modules of the SATV A system in use were:—

: S -
}FICO——Finance and Costing MM—Material Management
¢ SD—Sales and Distribution HR—Human Resoursces
5 PP—Production Planning PM—Plant Maintenance

The Project Objective

2.3.3 The objective of the project is evident from the name itself ie.
* SATVA’ (Solution for Achieving Traunsparency and Value Addition) and from
the mission statement i.e.‘Towards a transparent, efficient and model enterprise

through business process re-engineering’,




Project Cost

2.3.4 The total project expenditure (up to July 2008) was T 1£5.46 lakh
(Hardware T 20 lakh, SAP Software ¥ 44.90 lakh, System Development fee
T 50.56 lakh inclusive of taxes) as against an estimated cost of T 120 lakh.
Expenditure incurred since August, 2007 on Annval Maintenance Contract
(AMC) for the software was to the tune of ¥ 15.27 lakh.

Status of the Project Implementation

2.3.5 Keltron, Thiruvananthapuram who conducted (December, 2006} a
systemn study in the Company recommended SAP-ERP as a suitable platform for
implementation of the system. While the Company directly procured
(Januvary, 2007) the utility software from SAP India Pvt. Ltd. the implementation
of the system was entrusted (January, 2007) 0 Keltron, Thiruvananthapuram. As
per the work order (January 2007), the project period was 30 weeks from the kick
off date (2nd Februvary, 2007} and was scheduled to be completed by
Ist Aongust, 2007. Though the Work Order was silent on subcontracting, Keltron
entrusted the work to Saptha Business Solutions, Bangalore (Saptha) for
implementation. The system was rolled out (go live status) on 2nd August, 2007,

The work order accepted by Keltron provided for only cne month's support
after ‘go live status’ of the system. Though the system was rolled out by the
stipulated date, the system was having a number of bugs/defects on account of
improper project management. Keltron could not complete the project and the
Company could not depend on the system fully resulting in manoal operations and
usage of old software in the different divisions of the Company. Since, annual
accounts of the Company could not be generated through the system, the
Company awarded a separate work order (May, 2008) 1o QuestAm, Chennai for
solving the problems related to server maintenance and FICO module. Presently,
the Company is in the process of issuing further work order(s) to QuestAm,
Chennai for solving the pending issues in other modules. Moreover, Company had
withheld the payment of ¥ 5 lakh to Keltron and discontinued the contract while
stating that company is not claiming for the financial and other damages caused on
account of Keltron.




Séope of Audit

2.3.6 The scope of audit includes evalvation of System Development Life
Cycle (SDLC) and substantive testing of data to evaluate data integrity and to
assess the performance of the system. The audit was conducted during
March-April and August, 2008.

Audit Objectives

2.3.7 The primary audit objective was to review SATVA system to seek
assurance that input, processing and output controls were in place which ensures
reliability and integrity of data and to evaluate the system processes meant for
bringing transparency and efficiency in the functioning of various divisions.

Audit Methodology

2.3.8 IT review of various Modules in SATVA was conducted by adopting
the following methodologies:

« Discussion, interview, correspondence and feed-back received from the
Company in respect of questionnaire issued by Audit.

+ Scrutiny of Business blueprint and Configuration documents supplied by
the Agency.

Audit Constraints

2.3.9 The essential documents viz., business process procedure documents
for FICQ, MM and PM Modules indicating process configuration for SATVA
were not received from Keliron and therefore, was not available for examination
and analysis to identify the sources of defects. Similarly functional specifications
which were the basis of customisation were not available with the Company.

Audit Findings

2.3.10 While appreciating the decision of the Company to implement
SAPERP system, with a view to bring in transparency and efficiency in its
operations, the audit review brought out the following deficiencies in the
implementation of the SAP system.

92572017,
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Absence of long term IT Plan

2.3.11 The Company while deciding to go for an ERP system did not have
any documented long term IT Plan. Though the Company decided to switch on to
the globally renowned SAP-ERP system, it did not have any defined long term
and short term strategies for IT infrastructure with the resuit that IT syslem
acquired was largely remaining unutilised.

The Management stated (October, 2008) that, the modules implemented
were part of a large ERP package having a number of software programs and all
the required modules would be implemented before any other PSU in the State.
The reply is not tenable since, it is yet to formulate any strategy for utilisation of
certain software licenses still remaining idle, identify interfaces for exchange of
information between different units/modules and additional hardware required for
full automation. No time frame has been indicated for achieving the objectives
in full.

Selection of Implementing Agency without assessing technical competence

2312 The Company appointed Keltron as Implementation Agency for the
SAP-ERP systems, which conducted a systetn study in the company earlier, It was
based on a single commercial proposal and without inviting tenders. The work
order was issued (January, 2007) for a fump sum amount of T 50 lakh. Keltron
did neither have any previous experience in implementation of SAP systems nor
did they have required expertise. Thus, they sub-contracted the work to Saptha.
The factors that weighed high in awarding the work to Keltron was not available
in records produced to audit.

The Management stated (October, 2008) that Keltron was sefected since it
had 25 years of experience in the field of building up electronic infrastructure in
the State and the Government had also directed to consider implementation of
IT action plans through Government organisations. However audit holds that the
criteria for selection should have been expertise and experience in implementation
of the specific ERP package which were found lacking in both the contracted
agency and the sub contractor.
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The deliverables included the following:

Business Blue Print Document
Business Procedure Document
Functional Specification
Technical Specification

Source Code

Business blueprint and business procedure documents were delivered only in
September 2008 in respect of three Modules, viz., FICO, MM and PM even after
go-live status of the project. Such documents in respect of other three modules
were also delivered belatedly in May 2008 after go-live status. Other deliverables
viz., functional specification, technical specification and source code were given

only in June 2008 in respect of all modules.

The following deficiencies in the contracting process led to difficulties in
implementation of SATVA;

Keltron which lacked experience in implementation of SAP entrusted the
implementation job to Saptha although there was no sub-contracting
clause in the work order. Saptha could not fully meet the customisation
requirements of the Company as discussed in succeeding paragraphs.

The functional heads who were named as Business Process Owners
(BPOs) gave certificate of ‘successful status’ for the system both for
‘go-live’ and ‘post go-live’ scenario without user’s testing of the
modules. This enabled Keltron to declare the system with ‘go live
status’ on 2nd August, 2007 and receive payment up to 90 per cent of
the total amount despite remaining bugs in programming and fulfilment
of all the functional requirements. The system was found to be having
bugs/defects in respect of all six modules which hampered the functioning
of all the divisions.
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= Since no penal clause was incorporated in the work order, the Company
could not levy any penalties on the implementing agency (Saptha) for
ensuring proper implementation. The work order provided for support by
Keltron was only for one month after go live which was not sufficient for
an ERP system to stabilise.

« Till May 2008, the Company did not have any support service/consultants
to carry oul modification in programs to correct the deficiencies in the
system or to customise further 1o take care of change in requirements,
The Company continued to depend on manual system and the legacy software.

» The Company hired (May 2008) another agency (QuestAm, Chennai) to
solve pending issues in server maintenance and FICO module primarily
to finalise the annual accounts without canceling the work order signed
by the Company and Keltron.

Absence of User Requirement Specifications Documents

2.3.13 Saptha entrusted the work of preparation of the User Requirement
Specifications to the BPOs. As the BPOs were not having commensurate skills in
preparing the requirements’ specification after business process reengineering and
did not shown adequate interest in the development, Saptha proceeded with
implementation without the requirement siudy document which resulted in
deficiencies that affected both implementation and performance. The Management
also stated (October, 2008) that the implementing agency did not possess the
required experience 1o carry out the requirements in full.

Deficiencies in configuration and programming Material Management
Module (MM)

2.3.14 The various purchase requisitions are not being issued online through
the ‘Customer Relationship Management Software (CRM Express} as CRM
Express could not be implemented although envisaged as per the work order. Such
requisitions are issued manually in hard copies after taking printouts using the

ERP system. The hard copies of the requisitions do not fully mention the item
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description as only the first few characters are being printed. This is posing a lot
of problems to both the vendors as well as requisiticnﬁing departments as it is
difficult to identify the materials requisitioned in absence of full description
especially in respect of similarly grouped items with minor variations in the

description of items.

2315 While receiving a materiat which requires quality checks to be
exercised, it needs to be held as ‘Restricted Stock®  till its quality is ascertained.
As there is no provision in the customised solution to enter such materials as
‘restricted stock’  before quality checks are exercised, such receipts were being
recorded in the system under ‘Un-restricted Stock’ (105 movement type)
requiring no quality checks. Because of this process deficiency, certain raw
materials (e.g., dry fly ash) were consumed at times without. ascertaining the
quality parameters. System needs to be modified to cater to materials requiring

quality checks.

2.3.16 Tn the price comparison list reporis, previous order prices and sources
of procurement of such jtems eftc., are not appearing. Resultantly, decision making
is hampered on account of cumbersome user interface and nonavailability of

required data in the price comparison list reports.

2.3.17 Since the configuration for UOM (Unit of Material) is limited to
2 decimal places, ‘the per unit rate’ of materials is shown 4s Zero in some €ases
after rounding off. For example in service purchase order, if the rate is, say,
Z 38 per 10000 numbers, the unit price shown would be Re. 0.00 instead of
Re. 0.0038. This will have some financial impact in the Material paid account

and resultant reconciliation problems.

2.3.18 Analysis of data relating to purchase of materials revealed that same
material codes were used for different materials of a similar group. This indicated
improper maintgnance of master data for materials by way of assigning same code

for a group of materials.
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2319 While processing a requisition for purchase of a material, the
‘approved vendor list' is not displayed in the screen even though the vendor
master exists. In the absence of this lst, it becomes difficult to identify the
vendors for a particular material; which makes the process cumbersome.

2.3.20 The Purchase Orders for raw materials procured from the suppliers
contained provisions for quality assessment based on certain parameters. Since the
modules in SATVA did not provide for it, the user could not define the grade of
the raw material. Accordingly the cost reduction is not done through the system
and is done manualiy at the time of making payments to the suppliers based on a
manual report received from the Quality Department.

2321 The Business Rule requires resorting to Emergency Purchases in
exceptional circumstances bypassing the normal system of purchasing through
competitive bids. This Business Rule for effecting ‘Emergency purchases’ was
nhot mapped in the ERP system. Absence of such provisions in the module resulted
in a situation where there is no distinction between normal and emergency
purchases in the database. It was observed that in respect of five purchase
documents released on 15th February, 2008 for the purchase of Dry Fly Ash, the
per unit rates were ranging from ¥ 80 to T 150 and on a purchase document
released on 16th February, 2008, per unit rate of Dry Fly Ash was T 340. It was
not possible to identify the emergency and routine purchases out of these
transactions.Non-inclusion of this important requirement provides scope for

irregularities in procurement of raw materials.

2.3.22  As per the business rules, purchase requisition authorisation is
limited by release strategies based on value of items by the officers and their
delegated powers. However, these business rules were not mapped in the system,
with the resuit that the release sirategies were controlled manually through hard
copies of indent signed by persons delegated which includes the functional
heads (BPQs).
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Human Resource Module (HR)

2,323 HR module has provision for capturing various data relating to
Personnel Management of the Company. It is observed that the data entries for
preparing various HR functions are being done in Microsoft-Excel and then
exported to SAP system for processing. Because of this, the input controls of the
SAP system are being bypassed by the users of the HR Department.

2.3.24 Time punches for attendance of employees are captured in SAP
system, based on the shift timings. If an employee changes his shift duty with
another one mutually, the attendance would show absence in the assigned shift of
employee who worked. Because of this the attendance is not correctly calculated by
SAP. Therefore a manual attendance register and manual uploading of attendance to

the system is necessitaled which exposes the system to human errors.

2.3.25 Same position numbers were given erroneously to more than one
employee in the ERP system because the positions in the program were limited to
the then actual strength instead of the sanctioned strength of various divisions.
It was noticed that on promotion of an employee to another position, the system
promoted all employees having same position number. The defect in the

programming logic requires correction.

2.3.26 It was observed that when one employee was transferred from qne
department to another, conveyance allowance & HRA (House Rent Allowance)
get doubled but variable DA (Dearness Allowance) was halved. This is due to
error in program resulting in drawal of full HRA and conveyance allowances both
at the old department and new department due to creation of more than one record
for an employee during the month in which the employee was transferred. Salary
bill was being prepared outside the system by using manual calculation because of

such instances.

2.3.27 Leave management utilities are not properly working. The extra
work done and compensatory off availed needed to be accounted for total extra

days worked. The leave balance reports are also not showing correct balances.
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2328 The HR module is not generating ‘Section-wise employee
list in each department” which is an important Management Information System
(MIS) report.

2.3.29 In HR Module while generating pay roll, deductions towards canteen
coupon and co-operative society loan recoveries are being keyed in manually
every month since these transactions are kept outside the system. As these
requirements are part of Company’s routine functions in HR, these items should
also be processed through the system by providing the required hardware and
connectivity to the concerned wing so that the manual intervention could be

minimised/avoided.
Finance and Costing Module (FICO)

2330 The Company switched over to SAP system in the middle of the
financial year. Because of this, part of the accounts’ transactional data was lying
in the legacy system and the Company was not able to finalise last year's financial
accounts (2007-08) till August, 2008. This was because the data from legacy
system up to July, 2007 could not be properly interfaced to the SAP system.

2331 The pay results indicating various elements of pay/wage and
allowances due for a month to various categories of employees like Mazdoors.
contingent, daily wages, etc. are being worked out in Microsoft-Excel and posted
to Financial Accounting through export option in SAP. The ERP system was not
being used to automatically calculate allowances like Dearness Allowance for

different categories of employees on account of program defects.
Production Planning Module (PP)

2.3.32  As per the business requirement in the preduction module, the
system has to amive at the outpul rate, stoppage hours and specific power
consumption for evaluation purpose on daily basis, This requirement was not

included at the time of customisation.
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2.3.33 As per the Business Rules the value of various quality parameters of
the raw material on an hourly basis need to be assessed for controtling the
operation of raw mill kiln and cement mill where proper mixing of different raw
materials takes place. In the current scenario, individual page is required to be
opened for each material on an hourly basis and the quality of the output assessed.

Hence, features for monitoring the data in single view is needed 1o be done.

2.3.34 The existing program captures the quantitative and qualitative details
of the materials like laterite, limestone and sweetener for production of rawmeal.
But there is no facility to capture details of other (new) raw material (eg., clay
instead of laterite for production of different variety cement, using the same
facilities) in weigh feeder output in raw mili and cement mill. Therefore, the

program needs to be modified.
Sales and Distribution Module (SD)

2.3.35 Empty bags are supplied free of cost to the consignees to refill loose
cement spilled in the wagon due to breakage of bags. The empty bags should not
be given to others on any other ground. So while preparing invoice for empty
bags, invoice pumber of the original consignment has also to be included to

prevent misuse for which there is no provision in the software.

2.3.36 While attempting to generate sales invoice report, at the time of
release of cement bags from the plant, only the quantity (number of cement bags)
released so far to a particular customer would appear on the screen, but the value
of the stock released would not get displayed. Thus the user would not be able to
assess the quantity to be released to the castomer based on his balance of advance

payment received.

2.3.37 As per the business rules, the Consignee Receipt Certificates (CRC)
require to be accounted for invoice-wise $so as fo regulate payments {o the
wansporter and evaluate the transport efficiency (i.e., to locate delay, if any). The

system could not generate an Exception List for CRC not received. Because of

9252017
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this the Despatch Invoices and Consignee Receipt Certificates are not linked
before making payments to transporters. This is done manually at present,
Therefore system needs modification in the program to ensure that CRC Numbers
appear in the invoices too and exception reports are generated antomatically for

the user.
Plant Maintenance Module (PM)

2.3.38 In Plant Maintenance Module, to estimate the operating cost per hour
and for periodic preventive maintenance, the details of equipment running/
working hours need to be captured. There was no provision for entering
equipment rumning/working hours in SATVA, thus resulting in dependence on
Manual System.

The Management stated (October 2008) that the problems have been
identified and the issue taken up with Keltron. Since Keltron faiied to resolve the
deficiencies the rectification works were entrusted to QuestAm, Chennai and the

rectifications were in progress.
Non-adherence to best practices in inventory control

2.3.39 SAP provides for gemeration of auntomatic inventory control level
such as minimum quantity, reorder level and maximum level in respect of each
material. Though this had been included in the business blueprint, the system does
not provide for these control facilities since the management did not fix the
desired quantity levels. This important facility available in the system for material
control has remained unutilised. Though SAP is designed to make ABC analysis
of inventories for ensuring better control over high value stocks, the Management
did not intimate the requirement to the implementing agency and as a result
customisation for the same was not done. The management stated (October, 2008)
that ABC analysis has since been introduced but control levels and automatic

indenting was yet to be introduced.
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NON-UTILISATION OF SYSTEM FACILITIES/MODULE LICENCES PURCHASED.
Customer Relationship Management software (CRM Express)

5.3.40 This software intends to build up good customer relations by helping
the customers to interact with the Company through the system ‘online’. This
software was procured as a part of SAP package which is pot implemented by

Keltron and still remains unutilised.
Employees Self Service (ESS)

53.41 This enables the employees to interact with the HR Module and they
can claim re-imbursements, view and maintain personal data. This module also
was not implemented even though its implementation was included in the work
order given to Keltron. Seventy licences for this module available in the Company

are yet 1o be used.
Environmental Health and Safety software

2342 The SAP-Environment, Health & Safety (SAP EH&S) appiication
supports environment, health, and safety processes, as well as management of
industrial hygiene, safety, and occupational health processes. SAP EH&S would
help to ensure compliance with regulations for product safety, hazardous
substances, dangerous goods, and waste management, Even though the Company
is an ISO certified one and it could utilise the existing application software
licences to meet its requirements, the Management did not even deliberate on the

viability of implementing this module.

The Management stated {October, 2008) that these utilities would be

implemented in the second phase.
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Absence of Security and Password Policies

2.3.43 There is no defined and documented security policy to ensure system
security and data security. Password is required for ensuring security of the system
and integrity of data in a computerised system. An ideal password policy shall
specify:

* Periodicity of changing passwords
* Situations in which the password should necessarily be changed, and

+ The procedure prescribed for locking/uniocking of user after certain
invalid attempt by user.

The Company did not have any defined and documented policy on password
and the users were not made aware and communicated the importance of password
protection. An analysis of password logs generated by the SAP system confirmed
the audit contention.

The Management stated {October, 2008) that directions were given for
changing passwords more frequently.

Deficiencies in Training

2.3.44 As per the project proposal submitted before the Board during
December 2006, Keltron was to provide training to key users e.g., advanced
training.to IT team of the Company, basic training to end users, etc. However, on
scrutiny of records it was revealed that:

+ Only an introductory training for one week (3 hours per day) was given
to 26 officers in middle management level during June, 2007.

* No advanced training was given 10 the core team with a view to familiarise
them with the configuration techniques and trouble shooting solutions.

* The trained BPOs (functional heads) were expected (o give the required
training to the end uysers. However, records felating to such training were
not made available for audit scrutiny. Inadequate training affected the
successful implementation of SATVA and led to continuance of manual system.




21

. The Management insisted for User Manuals only after 9 months of
‘g0 live.” Even after its receipt, these were not circulated to the end users so far.

« BEven though the HoDs are likely to change, a well trained group of
officers in 1T have not been posted to key posts where IT skills are required.

The Management stated (October, 2008) that additional trainings wherever
required would be imparted.

{Audit paragraph 2.31 to 9344 contained in the Report of the
Comptrolier & Auditor General of India for the year ended 31 March 2008]

The notes furnished by Government On Audit Paragraph are given in
Appendix IL

1 When the Commitiee enquired sbout the audit objection, the witness
replied that even though deferred tax amount of T 20.08 crore had to be remitted
on 6th August 2010, according to 5.32 (1) of the KVAT Act, the Company could
1ot remit the said amount on due date owing to some cash flow problems which
was prevailing at that time. Afterwards, on the request of the Company to extend
the period, the Company gained profit and hence the Government directed to remit
the deferred tax amount together with interest. But the Company was not able to
remit the deferred tax amount in time since the Company had already given its
profit to other PSUs as per the Government direction. The witness informed that
it was not a managerial lapse, but an unlikely decision that led 10 the audit
objection and the Committee pointed out that such a loss could have been
avoided if the Company had acted judiciously.

2. To the query of the Committee the witniess informed that the Company
executed a contract with ARK Wood & Metals (P) Ltd. for a period of nine years
in order to ensure the regular supply of dry fly ash which was an essential raw
material in the manufacture of Portland Pozzolana Cement. Even though the
Company furnished a Bank Guarantee for T 50 lakh and ARK furnished a Bank
guarantee for % 5 lakh as security deposit against non-performance of the contract
or premature termination of contract according to the provisions in the contract,
ARK did not supply fly ash as and when it was required. Moreover, ARK illegally
invoked T 50 lakh, which was deposited by the Company as security deposit.
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3. To a query of the Committee regarding the encashment of security
deposit without closing the contract prematurely, the Managing Director replied
that it was because of the laxity from the part of the Manager, Canara Bank. At
this juncture the Secretary, Industries Department pointed out that the
management was wholly responsibie for the loss and pointed out that though the
Company could directly purchase the raw materials without any mediator, the
Company never took any steps to purchase raw materials directly. The Managing
Director clarified that consequent to the stoppage of supply of fly ash, the
Company was forced to depend on clinker as raw materials, which was costlier
than fly ash. When the Committee enquired about the direct purchase of raw
materials, then the witness replied that in 2004, it was allotted to ARK Wood &
Metals (P) Ltd. only and hence it was impossible for the Company (o purchase the
raw materials directly.

4. The Accountant General pointed out that the contract executed between
the Company and the ARK was absolutely illegal and the provision incorporated
in the contract to pay a compensation of ¥ 50 iakh to ARK in the case of
premature termination of contract was against the financial interest of MCL

5. When the Committee enquired about the officials who had entered into
such an invalid agreement, the Managing Director disclosed that Shri S. §. Moni,
the then Managing Director was responsible for the same and a case was
registered under S.13 (I) of the Prevention of Corruption Act. At this juncture, the
Committee enquired whether any action had been taken against him. The Principal
Secretary, Industries Department informed that they could only file the case before
the Court on the basis of an investigation report. He further added that the
agreement itself was void since the transportation was carried out by SRV
Transporters, one of the proprietary concern of Shri V. M, Radhakrishnan, but the
Company signed the agreement with ARK Wood & Industries (P} Ltd. to
compensate T 50 lakh in the case of premature closing of the contract and the
conditions mentioned in the agreement were also lopsided. The Committee
suggested strict action against the respensible officers and directed to submit a
report showing the present status of the Vigilance enguiry.
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Conclusion/Recommendations

6. The Committee laments that the Company could have
avoided payment of penal interest amounting to T 2.84 crore if it
had taken measures to remit the statutory dues by the due date.

7 The Committee recommends stern action against the
Company officials responsible for the lopsided coniract executed
between the Company & ARK Wood & Industries (P) Ltd. for sourcing
of flyash from ARK which had resulted in a loss of ¥ 36.18 lakh to
the Company. The Committee wants to bave a detailed and updated
report of the Vigilance enquiry initiated against the officiala.

g The Committee is dissatisfied with the lack of transparency
in the tender proceedings for the supply of limestone to the
Company. The Committee is distressed to note that the Company
suffered an avoidable extra expenditure of T 16.97 lakh due to
transportation of excess moisture laden limestone.

9. The Committee observes that the Company was unable to
fully explore the benefits of Enterprise Resource Planning (ERP)
System which was installed in the Company with a huge expenditure
of more than T 1.30 crore. The Committee further notes that the
failure of the Compa‘;ny to prepare accurate User requirement
specification forced the Company to introduce automation only in
limited areas. The Committes recommends that the Company should
complete full automation and discontinue all manual processing.

C. DIVAKARAN,

Thiruvananthapuram, Chairman,
26th April, 2017, Committee on Public Undertakings.
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APPEN_DIX I

SUMMARY OF MAIN CONCLUSIONS/RECOMMENDATIONS

SL
No.

Para
No.

Department
Concerned

Conciusions/Recommendations

1

6

Industries

The Committee laments that the Company could

+have avoided payment of penat interest amounting to

X 2.84 crore if it had taken measures to remit the

Industries

The Committee recommends stern action against the
Company officials responsible for the jopsided
contract executed between the Company & ARK
Wood & Industries (P} Lid. for sourcing of
flyash from ARK which had resuited in a loss of
X 36.18 lakh to the Company. The Committee wants
to have a detailed and updated report of the
Vigilance enquiry initiated against the officiais.

Industries

The Committee is dissatisfied with the lack of!

| transparency in the tender proceedings for the supply

of limestone to the Company., The Committee is
distressed to note that the Company suffered an
avoidable extra expenditure of I 16.97 lakh due to
transportation of excess moisture Taden limestone.

Industries

|The Committee observes that the Company was

unable to fully explore the benefits of Enterprise
Resource Planning (ERP) System which was
installed in the Company with a huge expenditure of
more than X 1.30 crore. The Committee further
notes that the failure of the Company to prepare;
accurate user requirement specification forced the
Company to introduce automation only in limited
areas. The Committee recommends that the
Company should complete full automation and

discontinue all manual processing. |
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ished by Government on the Audit Paragraphs

Action Taken Repor

| The cost sheet shows o shortfall in cement production attributed

due ta non-avaiability of Fy Ash omounting 0 21478 MI

CPeriod ey |CGU [ lolalinMTl
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Mote0s | 44515 | 35562 TErr —
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IIhe&e shicrtfoll figures were arfived by muliplying cement mi
stappages  with practicolly fegsible average cement  mill
production capacilty ot 96 fph, This has nol taken into
considergtion the clirker avaiabiity in the plant which is required
for produclion of cement. 1t s noted that during the above

period. clinker produced in the plant were converled to cemenl.

Postlars Pozzolong Cement [PPC] s manufactured by adding fiy

ash 24.5% & gypsum 4.5%  As ageainst the psfimated loss of

[

production of Cement given in the aoove table and consideding i
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| Pandararhu Miles of MCL the unosea ciinier woukd waork oul tar

[ During 200708 - 41401 x 0.71 = 29354 71
! During 2008-09 - 80077 » (1.7 = 56854 67
|
|

' The company hod practically na stock ol clinker of the vear end.

MCL has not stopped production of clinker becouse of !
| staggered supply of fy ash by ARK and even when they had I
‘ canceled the contract thermsslves ond irvoked the Bank I
Guarantees of Rs.50 kikhs from mCL Hegoilly, Whenever there was
excess clinker, the above clinker was used during the next year
to produce ond seit cement al o much higher rate. In Walayar,
the installed capacity for clinker production is about 400000 MT
per annurn. During 2007-08 and 2008-09 the kiln had operated
and producad 412000 t1 & 431090 MT of clinker output. Thus the
capacity vhlization were above 100% during the above period, A
reduction in 2005-15 in clinker SUpUt was basically becouse of
huge downturn in Cement indusiry which led o low denand

ond low prices.
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! ‘ DESCRIPTION WALAYAR ChERIMALA | |
T lewaTimg (AN ]
imstolled capacity  for 400000
|| clinker (RS ) NN
mstaled  copacty  tor 420000 200000 | |
cemernt OPD in cper o
P2 S AR P
Cernent PPT in claed 528000 H
circuil with @ practivaly {30x20x333) I
possible  24.5% of dry fiy !

ash and 4.5% of Gypsum
considenng the guality of |
clinker frem Aoty i

| lresqurces [ P R
Clinker | required  for | 374380 (328000
producing 528000 cement «0.7Y)
FPC et P
galance clinkar availatile 25420 [4G0000-
for cherthola [ S A 374R80 |
Cement  that  can be 33380
produced gt Chertnala (25520/0.71) |
plont with the avallable :

| clinker [ N S
. Tolal cement that £an be 369300

produced tath in walayar
pnd  cherthalo  plants
{Crtimal in 330 working

_ I daysin ene year '

[ R P

Coanvenltionafly ony OPC production was there which ws
marufactured by grinding the ciinker adding 4.5% gypsum.
Hence the installed capacity for cemenl wos 4.2 takh MT. This
was the conventional cement. Laler on, tecouse of availability
of slag from Stesl plant and Dry Fly Ash from Thermal planl,

researches were carfied on and uspto 25% addition of By Fly Ash

or Skag | on on averoge) was permitted by Ihe BIS and the
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sve ' higher oulpul by producing

[

Porfigrd Pozoiona Cement PRI and Portland Slag Cemert

(F3C). Hence. avalabifily of Ury Fy Ash and Siog wos always o |
I

borys when compoared 1o conventionol QPC production.

Whenever. Dry Fly Ash was thare. company produced PPC and
| whensver sing was thery, the company produced PSC. Though
OPC cost felched R:330/MT additionally, MCL  had anly

| anutcctured 4335 MT of OPC during 2007 08 and 21232 MT|
QPC dunng 200809 and not incured any apporiunby foss s
cosersed. This OPC producton was to maintair the OPC license !
and for supplving te a specific Goverﬁmenl Order. Morsoves, 5
OPC wos always sold at o higher price than PPC. There i ng (o

onaccaunt of OPC oroduction, ’
The contents of the cost andil report signed by former MD clearty |
1

shows that ML nad naot incurred any koss of production of clinker

during 2007-08 as the caparity uliization was 103%. Production of
cement taking Walcyar und CGU put together was 569000 pmT
against a maoximum possible 420000RMT $420000 8T 0 Wcioycr'
and 200000 MT in Cherthala). However, this require additional
chinker avaiiability. Attempls 1o source clinker from oulside did

not materalize due to higher cost. Though Clinker was suppied

from Walayar Pliant, the Cherthalo unit of MCL stopped because
ot labour problem. By a judicious mix. MCL could generate o

| Profit of Rs.37.94 crores during 200708 against the profil of Rs 27 |
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| of Rs.47 B6 crores, which wauld nat nave been possipte it thers B
|
'l an opporiunity 1oss. |

'i

1
1
|

Regarding the issue with Mfs.ARK Woods ond Metaks Frivite

! Lirmited. the nen Monagement in 2004 had enlered inl: 9
!contrdc! with M/s.ARK Wood and retnls Private Limited VAR i
fom November 2004 lor supply of Dry Fly ash for a period of 2
years. As per the terms ond candifions of the cortaot, ARE wal l
o supply Gn averags &00 MI Dry Fiy Ash por day at RS, 1 30/MAT. Al |
arnual incremant was suggested as pe'r the cordract in aadiion
to maintenonce cost. electicity charges. waoter charges ond:

tgues and dufies were rairmbursable by the Ccompany. Dry Fly Ash

was o be supplied from Tutizorin Thermal Fower Station [TIPS) of |

Tamilmady Eletricity Board [THEBT. i
1

As pet the conlfract, ARL was o deposil Bs.5 lokhs Qs Security 1
bepesit and the campany agreed to pay a compensation of |
Rs.50 lekhs for ony prermature termination of the contract. Bank |

Guarantess were axecuted by both the company and &RK. The

serioys issue was that this condition of higher penally ta the
company did not sataguard the financia interest of MCL. The
ponagemen which accepled this clasue is in detault, Foweves |

action.is being iaken to recover the los ot B 52.45.396/4- 1Bonk |

LGuurapIee + interestt due to invoking of Bank Guarantee illegally i
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By M/s.ARK Wood and Melas f

limited against the interests of the company as well os 1a take ol

ate Limited from the Torme

MD. ML, General Manoger, MCL Managing Directer M/s. ARK |
Wood & Metals Private Lirmdted, Sxecutive Direclor, mfs aARK

Wond R Metals Umited ang from the company M/s.ARY Wond ©

| and tetals {Private) Limited invoking the BB A In agddition 1o this ‘

Vigilance Depottmenl ngs been mequested to conduct g
deloifed enguiry to oring out the facts and to fix responsibility For
lop sided conkocl conditons with M/s.ARK Wood and Melgls

possible steps 10 recaver the amount, _

The company never refused fy-ash supbnied by ARK so long as

there was spoce available in its fiy-ash sila. There has not been |
ary instance of premature termination of the contract By MCL,

whichi was a primary  condiion ‘or encashment of Bank

Guorartee for Rs.50 lakhs. Yel, this was en-cashed by ARE. {1 is |
Cleory srated thal stoppage of fiy ash supply wos not because of

any drection from MCL but was an actisn by ARK themselves.

For this. the compoany offizers are nol responsible. |
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cemen with o § AN
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h"‘- years and wrole by TAMIN,  Howower
: IAMI\] went o public tendering and chanues of |

:'.MC‘[, peting limestone fiom TAMIN was hlozk.

i

[ the clreomstances. it was essential to have
.' ; another source of supply of limestone. Mnrcn\.'sr

llu, siock posttion ol cement grade Hmestine

i during that 1ime was very precarious. Due Lo fhe
|abme conditions, while negotiating with the
i lowc‘:t bidder M/s. Venkaleswara Cemenis hroughl
dtw\n the price fram Rs580.2 25 1o Re. 370 por

!MT. whicl was lower than the rate ol FAMIN
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;-m'.{le'l"iaj finalised hased on the puhfic ierator
during il e e 100 cirgamatances
cexplained carlier, MUOT v Brced 1y ace ihe
condition ol levsing the penalts. i miodsinee

fexeeed 6% on materizl end boading charges, Faen

though the party insistad far Divving woabn

Cnerease of mwisture above 6% only on inaterial, -

comp s thom o geees e

on materiad and loading charges afier protacied

discussions. I this connecton it max pliase be

Fnated that none of the major soppliers is willing to |

Jnake  pro-rata reductions  in quantity  or
_transportation and this is the practice with TAMIN

' PR . N ' |
amd FACY to mentian o dew. Alsa if MO had |

not accepted the revised price o Rs.S70:MT |

quoted by Venkateswarn  Cements. company
- would have been foreed to 2o 10 the second Towest |
bidder viz. Mis.Royal Trading & Co. whe had .

Fgiver o revised pate of Ry SSTNAT fheo s, which

an additional expendinre of Rs. 285831 wauld
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Dhave ananered, Thye oador e framed vl
cenerat dnderstanding of the situation. L vt
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Cehimges needs o be madke e ordes 10 csie
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fnghly ompetitive and hostile < ramnerl.

1!

A explained carfior. vissiderion

Cstovk position of fimestone and with a vien wr.
1

| have second source for limestone. other than

j continuons supply of limestone fo rin the plant

STOLL BT UPHUE,

in the light of the above supplementary

j explanation and also considering carlier replies,
| the Audit guery may plcm}e}bc dropped. /7

TAMIN. the amendments were made 10,

Venkateswara  Cemems  Conlracts 0 Chsure .
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:and time office is maintaining muster record which iy mandatory, there is
: additional check with regard w employees leave balances. Since pay roll is
calculated based on the teave updating in the system, now the inputs are also

{2332 The ERP system is primarily nsed fo capture production figures,

Reply
2301 The iilﬂpaﬁ}' has framed 2 lang term 1T palicy w hich is enclosed as

Anmexure.

2.3.27 Leave management system was net showing the correct leave balances
due to incorrect input data, As each employec is provided with a Leave Book

maintained correctly.

" consumption of raw materials etc at varions stages of production. This is also
- integrated with financial ledgers. Stoppage hours, specific power :

consumption, etc are not updated as alternate systems are being useil.
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Information Technology Policy
Oof
Maiabar Cements Ltd

1.Preamble ;-

Today Information and knowledge means o greal deal more than material
resources and physical inputs. Intense competition in the market and mass production
capacibes of ﬁtanufacturing unils are compelling the industries w have better systems
that can provide quick and reliable information across the busincss activities.
Manufaclurers need to convert their factories inte responsive, demand-driven, profit-
making enterprises by oplimizing their operations. Their competitive advantage and

ultimate survival depends on the use of information systems and technology.

Malabar Cements stared computerization of its accounts from the year 1994
through in house developed software. With the knowledge and expericnce gained
through this environment, company decided to go for an integrated ERP solution in
the year 2006. SAP ERP was introduced for 6 departments such as Finance, Materials,
Sales, Production, Plant Mainicnance and Personnel in August 2007, With the
introduction of ERP, company could improve the functioming of many business
processes, MCL bedame the first PSU in the state to implement this globally

acclaimed ERP software without recruiting any additional manpower.
2.Vision and Mission =-

Company’s vision statement is “Towards a transparent efficient and model
enterprise through business process re-engineering”. To achieve lhis objective
company decided to implement an ERP solution. The ERP solution was named as
SATVA meaning Solution for Achieving Transparency and Value Addition.
Company intends to extend the reach of Information technology to ail business

activities in a phased manner.
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1. Strengths o~

Experienced human resources are the greatest strength of MCL. The
employees are working in the computerised environment from 1994, With the
introduction of SAP ERP system, employees have been trained 10 work in a globally
accepted ERP environment, This will help the organization to further advance in the
field of IT. The [T infrastructure includes an OFC link through out the length of
factory as a back borne for a siable Local Area Network. Structured UTP cablings are
linked to the abave OFC back borne through switches. Wireless links are established
1o long disiances offices such as mines office and ropeway. WIFL connectivily is
provided in main office. A dedicated leased line connectivity is established i
Cherthala office. Intermet connectivity is provided in depot offiees and laplops 1o
access central database in Walayar, Domain servers, ERP servers, Antivirus servers,
Firewall, SIAN storage, Tape librares, Routers, Layer 3 switches, more than 150
computer terminals with various operating systems and application sofiwarc ure also
instalied.

4, IT Applications :-

MCL maintains the books of accounts in electronic farm. All the supporting
documents are maintained in hard copies . Finance department monitors ail the entries
in General Ledger updated from various departments and direct them (o correct
entries wherever required?Windows operating system and Open office sofiware are
provided in all terminals for the purpose of regular office works. SAP connection and
Internet connection are given in selected computers with permission [rom
management. End users shall not install any application software in their terminal

without the written permission from management.

Though MCL has introduced an ERP system, the full capacity of the soliware
is yet to be utilized. This involves additional investmenis and time. Company wiil
identify these requirements and implement il in & phased manner aver the next 5
years. Company has also plans 1o extend various intuormation to its stakebolders
through company website. The presence of company in internet community will help
people o access company news, details about product specification, the tenders and

iab advertisements etc. Company will explore the possibility to extend the company

-—
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website 10 act as a gateway 1oF cuslomers o know their ledger accounts mainlained in
the company, suppliers to know the requirements of purchases. employees W Know

about their personne! details ste.
5.Security and Password Pulicies:-

The ERP software implemented in MCL uses an aracle database. The present
size of the hard disk is 140 GB. With the current growth rate, only 40 GB of data
increnses every year, We have provided 1000 GB of data storage using a SAN storape
device. This stores the critical data of ERP system. It bas 7 hot swappable hard disks
of 300 GB capacities. A RAID-10 configuration is established for data storage, where
by the system can work without imterference even with failure of 4 hard disks.
Additional tape back ups arc taken every day for the purpose of disaster recovery. The
tapes store each day's data in a separate file. Ten 400 GB tape drives are used ina
tape |ibrary for the above purpose.

The pass word for accessing and updating daia are restricted through user
nanies. The users are divided based on their positions. All clerical staff in a section
are provided with one user name. Their immediate superior officers are given another
user name. Department head will have independent user name. Apart form Lhese,
officer in cash counter has a separale uSETRAME. All heads of departments have
sepatate usernamef The respective user can change the password lor  security
purpose. Wherever a common password is shared with more than one user, the
password needs 10 be changed at least once in 3 months. Users should ensure that
external people are not using the company data by knowing their passwords. The
login session automnatically ends with more than 10 failed attempis. User locks are
also provided to ensure unanthorized accesses with number of login attempts. Users

shall contact the IT department for release of locks in case of such eventuality.
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2.3

Repiy

Selection of Implementing Agency without assessing technical compelence.
2312,

The Audit 1eam sated that the section of implementing agency should have beer;
based on expertise and experience of the implementing agency. Bur we had
awarded the work order 10 M/s.Keliron, considering the fact that thev have si gned
a Mol! with M/5.SAP for starting ERP implementation works. considering the 23
years experience of Keltron in electronic infrastruciure projects and also w
chcourage the state Government PSU as per prevailing G.Os. Qur contract was
the fiest order to Mis.Keltron for ERP implementation. This had benetited
M/sKeltron. as their officers were imolved in the prajects. Though they had
subgontracted the work 1o 4 third Party. many of the software programs were
direttly developed by Mis.Keiron. We hag awarded the project to Mys.Kelwon
for Rs.30 lakhs for implementation of ERP modules such as FICO, MM, 5D, PM,
PP and HR. This amount js very small compated 1o the indusiry standards. The
company had withheld 8s.5 lakhs from M/s.Keltron for not completing some
pending issues in time., A new contract was signed with M/s. Questan Chennai as
M/s.Keltron was delaying the implementation idefinitely. We had spent only
around Rs.3 lakhs for the contract with M/s.Questam. All essential accounting
activities of the conipany are now being canied cut in ERP,

Absence of-User Requirement Specifications document.

2313 As per clause 1.2 of the work order issued o Ms.Kelron, we fiagt
specifically stated that ail activities being carried wui with the telp of old iy -
house duveloped softwire need 10 be tmplemented through the new ERP sS4 stenn.
Alier the implementation of ERP. some wlilities used earlier were replaced wilh
best praciices in the dustry, However. all essential procedures o carmviig
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day-to-day activities of the business are implemented througit this nes systeil.
There were some difficulties for using this new software initially. Now users are
comtortable with this new soitware,

Deficiencies in configuration and programming

33,14 The audit 1eam stated that vaious purchase requisitions are oot being
jzsued online through CRM Express and that item deseription in the pojntouts
only shows a few characters. But the fact is that. after the implementation of
ERP. we had not raised any manual purchase requisitions 1]l date. All the
purchase requisitions are generated through ERP system and approved using on-
line release procedures. The only preblem that renained at the time of the audit
was that, the print outs that were generated as a duplicate copy 1 the available
information in the system did not prinl afl the descriptions of the item. This was
initially considered as nol necessary, as all information were available in system.
However, now we have modified the programmme of print out also to print all
information available in the system. CRM express is an additional utilicy
programme M/s.SAP had given us free along with purchase of ERP ECC 6.0 This
is primarily meant for sales activities and not for purchase.

3.1.15 The audil team stated that a material which requires guality checks needs
to be held as “Restricted Stock" and that there is nw provision in the system Lo do
this. This is not true as most of the materials purchased in stores undergo quality
checks. Some items such as fly ash are nol taken 1hrough this Toute, as there is 0o
sufficient storage capacity and process lime to carry out ol these activities, The
auality checks for such materials are done from the source of supply itself. This is
not a deficiency of the ERF system.

2.3.16 In price comparison feports, we compere only the prices of materials
quoted by various vendors, ERP system gives a ready report tor this. For
additional information such as previous purchase order prices and sources of
supplies, we have to look other reports in the ERP system. Alf these information
are avatlable separately. It 1s not possible to combine everything fnto a single
report as needed by the audir am. The lack of such an integrated report does nut
hamper our decision making process. ERP system al least provides information
thriugh online reports which were not the case cartier when we had to congnle
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everyibing from manual records.

2387 The audin team tound that in ERD system. wien unit rates are izl
for large quantity of items with small values. the unit ratc is shown as zero due w0
the restriction of number of decimal placés (o two. Hawever with the hetp of
consulfants, we could identify that the correct procedure 10 adopt for such cuses
are to create new units of measurements. We are supposed to maimain new unics
of measurements for bulk quantities say 10.000 nos and not maintain prices fo
single item. This procedure is now adopied and is working satisfactorily .

2.3.18. The audit team found that individual item codes are not maintained for atl
materials being purchased. This was a lapse from the user department. We have
now instructed users to use separate item codes wherever possible instead of
using generic item codes for similar items with seall specification changes.

2.3.19 The ERP system provides a transaction code XK835 to block vendors from
posting, from order proceeding or from both. Blocking (and unblocking) can be
set, in either Financial Accounting or Materials Management. Thus all the
remaining vendors in the system are approved vendors. Procedures for carrying
out day-to-day activities of the business are implemented through this new
system. There were some difficuliies for using this new software initially, Now
users are comfortable with this new sofiware.

Deliciencies in configuration and programming

2.3.14 The audit team stated that various purclhuse requisitions are not being
issued online through CRM Express and that item description in the printours
only shows a few characters. But the fact is thar, after the implementation of
ERP, we had not raised any manual purchase requisitions il date. All the
purchase requisitions are generated through ERP system and approved using on-
line release procedures. The only problem that remained at the time of the audit
was fhat. the print outs that were generared as o duplicate copy tio the avaitable
information in the systern did not print ali the descriptions of the item. This was
initially considered as not necessary. as all informarion were availahle I sv L,
However, now we have modifies (e ooogramy o print out alse to prine alf
Inormaation available i the system. CR express is an additional wtilits prowiam
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Aos SAP had given us free along with purchase of ERP ECC 6.4, This -
primarily meant for sales activities and not for purchase. Implementation ot CRAL
sxpress involves additionat huge investment and honee not considered pecessan

3315 [he audit wam stated thal a naterial which reguires quality checks needs
1o be held as "Restricted Stock” and that there is no provision in the system to do
this. This is not true as mast of the materials purchased in stores undergo quality
checks. Some items such as fly ash are not taken through this route, as there is o
sufficient storage capacity and pracess time to catry out all these activities. The
quality checks for such materials are done from the source of supply itself. This 1s
not a deficiency of the ERP system.

2.3.16 In price comparison reports, we compare only the prices of materials
quoted by various vendors. ERP system pives a ready report for this. For
additional information such as previous purchase order prices and sources of
supplies, we have 1 look after reports in the ERP system. All these information
are available separately. It is not possible to combing everything inlo a single
report as needed by the audit team. The tack of such an integrated report does not
hamper our decision making process. ERP system at least provides information
through on-line reports which were not the case earlier when we had to compile
everything from manual records.

2.3.17 The audit team found ouwt that in ERF syswen, when unit rates are
maintuined for large quantity of items with swmall values, the unit rate is shown as
zero du. to the restriction of number of decimal places to two. However with the
help of consultants, we could identify that the correct procedure to adopt for such
cases are to creafe new units of measurements. We are supposed 10 maintain new
wnits of measurements for bulk quantities say 10,000 nos and not maintain new
units of measurements for bulk quantities say 10,000 nas and not maintaie prices
for single item. This procedure is now adopted and is working satisfactorily.

2.3.18 The audit 1eam found out that individual it:m does are not maintained for
all materials being purchased. This was a lapse from the user department. We
have now instructed users to use separate ilem codes wherever possible instead of
using sencric ilem vodes for similar jtems with simall spevification changes.

.
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~.309 The ERF system provides a ransaclion code XKOS to black vendors fron
posting. from order processing or from buth. Biucking (and unblockingy can b
set i either Financial Accounting or Mawrials Management. Thus all rhe
remiaining vendors in the system are approved vendors.

2.3.20. The sudit team says thal, user department coutd wot define grade of ruw
material in the system and so cost reduction is not done in system. This is net true
as all purchases are carried out based on certain lerms and conditions regarding
quantity. quality and services. The terms and conditions relating to guality and
services are 10 be checked out by the respective officers on receipt of material.
Based on the recommendations of the user departments, payments are released o
the supplier. Apart from this usual practice, we have not thought of an alternare
system whereby automatic cost reduction are carricd out based on certain quality
parameters.

2321 The company has only ome purchase procedure. By passing of this
procedure is not recommended and hence not provided in the ERP system, For all
emergency purchases, there will be proper support docwments duly approved by
competent authorities. All these documents will be available in the purchase file.
We hgve not thought of a system whereby afl the paper documents such as
suppliers invoices, delivery notes, excise documents. our technical
recommendations and approval notes are stored in Computars,

2322, We have mapped all release procedures for purchase reyuisitions and
purchase orders thisugh the ERP system and are in use now. Lt since purchase
files are 1o be maintained for holding the other manua! documents such as
invoices, delivery notes, excise documents, approval noles ete, we are also
printing the above documents and signing it manually. However without
releasing the above documents by competent authorities through the ERP system.
no further processing will be possible.

2.3.23 The ERP system had given provision for entering input data cither oue by
one through inpur screen of mass upload from an excel sheet, Depending on 1he
reguirements of the user department, they decide which made is to be used i
updating input data. This does not by pass any input control.
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3 3.3, For the caleutation of payrofl. VL has decided 10 go tor the negatite
aitendance scheme due to vatious practical considerations. e this scheme. an
employee's salary is caleulated based on the nwmber of absentecism rather thar
attendances. If there 18 not absenteeism emplovee will get full salary. As per the
presem practice. employess teave particulars ate updated in the system onky ar the
end of the month. Manual compiling is necessary as musict records are alse
maintained.

2.3.25. With regard to the position numbers jof employees, some cIors had crept
in while updating the initial entries. Thus more than one employee had same
position numbers. On identifying the above error. we have alloted fresh position
aumbers to all employees. All emmors on account of this situation are now

corrected.

2.3.26 There were some errors in the calculation of HRA, VDA and Conveyance
allowances. The ¢rror in program Jogic is now carrected. The payrall prograr is
now calculating the above variables correctly.

2.3.28 The section wise employees list were not working earlier due to wrong
data entry. The unopu daia is now comectad. Section wise reporis are now

available.

2.3.29.. All deductions in the payroll are keyed in manually. Thus canteen coupan
and co-pperative sociely's loan are also need to be keyed in manuvally. Manual
interventions in these areas carwot be eliminated completely.

2.3.30. the financial accounts for the year 2007-08 could be completed with sotne
delay as the new system started during the middie of the year. But now (inancial
accounts for the year 2008-09 are also completed. The balance sheet and P&L
accounts for the 2009-11} are available online without the depreciation entries and

vear end accounting ¢ntries.

2351, The ERP system is used 0 calculate payroll for all types of employees.
The pay results are gencrated automatically by the syswm. There is no err i
calealation of payroll. Only on verification of entire emplovees pay results. it i
updated in general ledgsr. This is done through export option.
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2330 The ERF system s primarily used to caplare production figlires.
consumption of raw maierias et gt various stages of production This 15 alse
integrated with financial ledgers. Stoppage hours. spacific puwer CONSLNIPLON 2te
are not updated as alternate systems are being use,

2.3.33. SAP provides separate input screen for entering haurly quality paramerers
of various production processes in factory. This imposes some difficulty for the
operators 1o feed data everv hour. Alternatively we are maintaining shiti log
reports for the above purpose.

2.3.34 The quantitative and qualitative details of all raw materials can be captured
in SAP. The procedure adapted for laterite, lime stone efc can also be used for
other materials. This is possible with proper maintenance of material master file

2.3.35. Al stock wransfer invoices in SAP are genzrated based on stock transfer
arder wility ME2In. There are lots of areas in ME21n to enter invoice number of
the ariginal consignment. Thus wracking of empty bag invoices can be easiy

done.

2.3.36. The SAP transaction FBLSn displays customers actual balance positian.
This report displays all credii and debit due o & customer. This repoet can also be

printed.

2.3.37. The provision for updating CRC numbers against an invoice is pravided.
A Tepart is also provided to print exception list. Thus there is no pending issue
now.

2.3.38. The provision for <ntering eguipment running hours are available in SAp
system. This is used in our mines engineering department. This helps in
preventive maintenance work.

2.3.3%. We are using inventory conirol techiniques such as ABC analysis, Nor-
maoving analysis ete to contro! the imventory level, Though the new ERP system is
capable of vaising automatic indents when the slock of materials poes down, we
Rave it considered such sophistieated wehmigue. as vecessary for the Gme beiny.
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2340 SAP India pave us the CRM Express sotvware free almg with the
purchase of ERP FCC 6.0. Only § leences ol the software are given to us. in
order 1o implement CRM Express software for all the 230 dealers of the company
more licenses need to be procured. e have to invest a huge amount for the other
hardware and implementaions. The above suflware was given 1o us for bial

purpose only.

2341 SAP india gave us the ESS softwars free along with the purchase of ERP
ECC 6.0, Ouly 70 licences of the software are given o us. In order 10 implemem
ESS software for all the 1000 employees more licences need o be procured. We
have 1o invest a huge ameunt for the other hardware and implenentations. The
above software was alse given Lo us fot trial purpose only,

2.3.42 Since SAP EH & § application require addivional implementation cost. we
have not considered this in the current phase.

2.3.43, Security and password policy are framed now

2344 We have further conducted section wise training programs to all the
departments during November and December 2008 o vse the new ERP system
effectively.

As per the recommendations of the audit team, all essential wilites of ERP
modules are implemented now. The users are given sufficient training. The
Software is working satutactorily and gives all required reports of ihe last bwo
vears.
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