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( OVER\!IEW ) 
Thi volume of Audit Report contains reviews on nine selected areas of operation 
involving eight Public Sector Undertakings under five Ministries. These areas were 
selected in audit for review on the basis of their relative importance in the functioning of 
the concerned organi ation. The total financial implication of these reviews is Rs.6269.79 

crore. 

( MINISTRY OF COMMERCE ) 
Export Credit Guarantee Corporation of India Limited 

•!• Selected guarantee and policy products 

Export Credit Guarantee Corporation of India Limited (ECGC) provides risk cover to 
exporters against loss in exports of goods and services and offer guarantees to banks to 
cover the risk of insolvency or protracted default by foreign buyer to enable exporter to 
obtain better facilities from banks. It offers 31 tjpe of guarantee and policy product 

through its five regional offices and 43 branches. 

A three of the 3 J product together constituted 63.43 per cent and 83.40 per cent of the 
premium income and claims business of the ECGC during 2007-08, a Performance Audit 
was conducted of three products viz (i) Export Credit Insurance Guarantee for banks­
Whole Turnover Packing Credit, (ii) Export Credit Insurance Guarantee for Banks­
Whole Turnover Post Shipment Credit and (iii) Shipment (Comprehensive Risk) Policy. 

The review revealed that the ECGC had a well laid down procedure for sanction of 
insurance coverage and processing of claims. There was scope for further engagement of 

the ECGC in the following areas: 

• urging bank to verify the credit worthiness of foreign buyers to reduce the 

incidence of claims arising; 

• strengthening the arrangement of effecting recovery through banh; 

• instituting a mechanism to introduce objectivity and transparency to the in-house 
examination of reports of credit information agencies on individual buyer before 
policies are extended so as to avert avoidable claim payments. 

The ECGC agreed to address the above issues beginning April 2009. 

MINISTRY Of COMMUNICATIONS A1 D INFORMATION TECHNOLOGY 

Bharat Sanchar Nigam Limited 

•!• Follow up of audit recommendations of previous reviews 

The performance audit on follow up of audit recommendations of previous review-. 
relating to Bharat Sanchar Nigam Limited CBSNL) primarily focuses on the effectiveness 
and compliance of remedial measures taken/assurances given by the Ministry/Company 
m its Action Taken Notes (ATNs) submitted to Alldit for vetting. 

v 
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This performance review covers the following three past review that appeared in Audit 
Reports of Union Government, Commercial: 

• "Working of Telecom Maintenance Wing in BSNL" Report No. 5of2004 

• "Information Technology Audit of DotSoft Package in BSNL" Report No. 5 of 
2005 

• "Cellular Mobile Telephone Service (CMTS) in BSNL" Report No. I 0 of 2007 

The purpose of thi performance audit was to obtain reasonable a surance that the 
Company had acted on audit recommendation in case of the three cho en review . It also 
attempt to a ses that there wa a mechanism to monitor implementation of remedial 
mea ures and that the mea ure implemented have actually been ucce ful. 

Detailed audit probe and data analysis of the ATNs relating to the three selected reviews 
revealed that none of them were submitted within the prescribed time schedule of ix 
months from the date of presentation of the concerned Audjt Report in the Parliament. 
As of August 2008, out of 86 A TNs due for submission by Mini try/BSNL, 30 A TNs 
pertaining to the three reviews elected for follow up were pending. 

BSNL while ubmitting ATN had given assurance to take appropriate mea ure in 
implementing the audit recommendations and addre sing audit observations. It had i sued 
instructions to it field uruts/circles for rectifying the deficiencie . While some corrective 
action had been taken by BSNL, especially in cases of revenue recoveries, but in a 
number of cases action was either pending or ineffective at the field/circle level. 
Con equently, the remedial measures implemented were not succe ful and the 
a, urance given in the A TN were not met. Hence there was lot of cope for 
improvement in the timely ubmfa ion of ATN and comp)jance to audit ob ervation and 
recommendations at the field level. 

Al pre ent ATNs are submitted hy the BSNL Corporate office to the Ministry and sent to 
CAG for vetting. In order to make this entire process effective and to have accountabiJjty 
on the assurance given in the ATN , the confirmation of the same from the concerned 
Head of Departments at the Corporate office/telecom circle level a well a the 
concerned Internal Auditor could be appended to the ATNs. Thi may facilitate better 
corporate governance and go a long way in providing assurance to all the stakeholders 
regarding Management action on audit para /recommendations placed in the Parliament. 

•:• Functioning of telecom project circles 

In BSNL optical fibre cable is u ed in large cale for creation of digital transmis ion 
network throughout the country and is a vital component of telecom infrastructure. Local 
area network which is confined to Revenue Districts is establi hed and maintained by 
Secondary Switching Areas under territorial circles whereas long distance transmission 
network covering different circle are established by the Telecom Project circles (TPCs). 
After commi sioning, the e long distance transmi sion networks are handed over to the 
concerned territorial circles and Telecom Maintenance Region for its maintenance and 
utilisation. Jn addition the TPC are responsible for commissioning of Broadband and 
Narrowband Digital Microwave systems, Satellite Based Voice system , and Satellite 
Ba ed High Speed Data Network. 

vi 
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The performance audit on · Functioning of Telecom Project Circles in BSNL' was 
conducted with a view to examine planning, execution and monitoring of projects 
executed by TPCs, covering four circles viz., WTP, STP, ETP, and NTP from 2003-04 to 
2007-08. 

Against the primary objective of New Telecom Policy- 1999 to create a modern and 
efficient telecommunications infrastructure to propel India to the forefront in the global 
telecom scenario, Audit observed systemic deficiencies in planning, procurement of 
equipment and tores, execution and monitoring of long di stance tran mission network 
projects/ chemes by the TPCs. Audit also found delay in commencement, completion and 
commissioning of the e projects and their delayed handing over to the user circles. 
Besides, Audit noticed compliance deficiencies in TPCs. its divisions and sub-divisions 
such as violation of corporate office instruction , delegation of financial power and 
provisions of procurement manual. All these shortcomings undermined the overall 
performance of the TPCs and the Company. 

These deficiencies are to be addressed urgently by the Compan} for achieving the 
objective of NationaJ Telecom Policy and to have a competitive edge over private 
telecom service providers. 

MINISTRY OF PETROLEUl\1 \ND NATURAL GAS 

Chennai Petroleum Corporation Limited 

•:• Capacity expansion and creation of infrastructure at Cauvery basin refinery 

Chennai Petroleum Corporation Limited (Company) commis ioned a 0.5 Million Metric 
Tonne Per Annum (MMTPA) refinery at Cauvery basin (near Nagapattinam) in 
November 1993 at a total cost of Rs.196 crore for processing low sulphur crude produced 
by Oil and Natural Gas Corporation Limited from the Cauvery ba. in (onshore). The 
Compan} expanded (September 2002) the capacity of the Cauvery bac;in refinery (CBR) 
to 1.00 MMTPA at a cost of Rs.24.31 crore and commissioned (March 2003) a jetty at a 
cost of Rs.91.58 crore. The expansion of CBR was not commensurate with the projected 
deficit of products in the market zone served by CBR. There was delay in award of work 
relating to construction of jetty resulting in additional expenditure of Rs.6.75 crore on 
transport of 475462 MT of crude from Chennai. The under utilisation of capacity 
resulted in excess consumption of steam and power to the extent of Rs.4.05 crorc and 
over absorption of fixed overheads bj Rs.16.59 crore. Further, transportation of crude in 
m.iller parcels than the projected siLe of 15000 MT resulted in additional shipments 

leading lo extra expenditure towards transportation cost by Rs.5.46 crore dunng the 
period 2003-04 to 2007-08. The Compan) incurred a loss of R .172.23 crore dunng 
2004-05 and 2005-06 on ale of intermediate residual crude 011 (RCO) as Lo\\ Sulphur 
Hea\) Stock due to ab. ence of secondary process umt. The Compan) could have 
generated additional revenue of Rs.38.63 crorc during 2005-06 and 2006-07 had the 
intermediate RCO been processed in secondary process unit of the Company'~ ref mer} at 
Chennai. 

vii 
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Indian Oil Corporation Limited 

•!• LPG operations 

Indian Oil Corporation Limited (Company) is India's largest public sector oil marketing 
company and had a market share of 49 per cent of the Liquefied Petroleum Gas (LPG) 
market during 2007-08. The pe1formance audit of the LPG operations of the Company 
di closed that the Company was mixing butane and propane to form LPG in different 
proportions other than the one considered for subsidy claims resulting in loss of Rs.40.97 
crore during five years ended March 2008. Actual operating cost in more than 50 per cent 
bottling plants was le s than the co t cei ling fixed under the ubsidy scheme which 
indicated a need to revi e the cost ceiling under the subsidy scheme based on the standard 
and normative conditions. The Company noc only had excess deployment of manpower 
vi.s-c1-vis benchmarks but was also paying overtime entail ing financial bearing in terms of 
higher operating co t of the bottling plants. De. pite adoption of Industry Logistic. Plan 
(ILP) system for distribution of LPG to meet the market demand, the Company failed to 
u e the suggested ILP linkage , leading to frequent deviations/manual interventions that 
remained unevaluated through ILP. Due to wide gap between the prices of sub idised 
LPG and commercial LPG an effective system to curb diversion of domestic LPG for 
commercial usage was required. The Company failed to exercise effective control in the 
absence of adequate customer master database integrated with other OMCs which led to 
issuance of multiple and possible fake connections. The Company adopted a lenient 
approach in following the marketing discipline guidelines for penalising dealerships 
which led to increasing rndi'icipline in the distribution channel. Similarly the cases of 
tampering of tare weight of cylinders were not dealt with as per the guidelines. 

Oil and Natural Gas Corporation Limited 

•!• Onshore exploration activities 

• Exploration of hydrocarbon reserve. in the blocks awarded by the Government of 
India (Nomination blocks) and Directorate General of Hydrocarbon (New 
Exploration Licensing Policy - NELP blocks) and development of proved reserves 
for production, is the main activity of the Oil and Natural Gas Corporation Limited 
(Company). To carry out exploration activities, the Company acquires, processes 
and interprets the seismic data, releases and drills exploratory locations to establish 
hydrocarbon for future exploitation. 

• The Company acquired 67 nomination blocks and 23 NELP blocks. In addition, the 
Company was a consortium partner in eight NELP blocks. 

• The Company had not completed the committed work programme in 15 nomination 
blocks. The Company also could not establish prospectivity of the area in two 
basins, after incurring an expenditure of R .404.89 crore. The Company had al o 
not completed the minimum work programme in seven NELP blocks, resulting in 
payment of penalty of Rs.1 .68 crore. 

• The Company had not fixed ·tandard /norms for total field days in a field season, 
normal non-production days toward~ camp establishment and winding up, 
experimental/topographical survey days and productivity of geophy ical parties, 
resulting in wide variance in different basins. Similarly, the Company had also not 
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fixed norms for production testing in term of number of days to be spent per object 
of testing. 

• The Company had delayed the finalisation of shot hole drilling contracts which 
resulted in under achievement of data acquisition targets by 207 Ground Line 
Kilometer and 49.29 Square Kilometer (SKM), besides idling of the geophysical 
parties for 463 days with nugatory expenditure of Rs. 1.85 crore. 

• The Company did not ensure avai lability of ready drill sites, further drilling 
programme, equipment and spare parts, etc. before deployment of drilling rigs 
resulting in idling of rigs for 1566 days, incurring an expenditure of Rs.40.83 crore. 

•!• Production and surface facilities in western onshore areas 

• The western onshore of Oil and Natural Gas Corporation Limited (Company) 
consists of three Assets at Ankleshwar, Ahmedabad and Mehsana which are 
responsible for production of oil and gas from the explored and developed 
re ervoirs. The main production and surf ace faci lities for production of crude oil 
and gas included Group Gathering Station (GGS), Gas Compression Plant (GCP), 
Effluent Treatment Plant (ETP), Central Tank Farm (CTF), Desalter Plant, etc. The 
performance of these facilities was a&sessed in audit with particular reference to 
planning and implementation of projects pertaining to these faci lities as also 
adherence to stipulations of health, safety and environment. 

• Though 47 out of 120 facilities in the three Assets were more than 25 years old, the 
Company did not have a standard policy for replacement of critical equipment for 
the surface facilities. 

• There were delays in construction of GGSs at three locations as a result of which 
produce of the wells in absence of there being a nearby GGS continued through 
hired road tankers, exposing the Company to the vulnerabilities associated with 
road movement including safety and environmental risks and malpractices. 

• Accumulation of oily sludge continued at 5 1 installations at Ahmedabad and 
Mehsana Assets in violation of the stipulations of Gujarat Pollution Control Board. 
Frequent cases of leakages in pipeline were noticed which also had adverse 
implications on the environment. Mehsana Asset had not taken effective steps for 
arresting emission of hydrogen sulphide gas into the environment. 

• During the period 2004-08, all the three Assets did not achieve the norms of transit 
loss of one per cent in transportation and handling of crude oil resu lting in a loss of 
Rs.73.38 crore. Stipulations of statutory bodies such as Directorate General of 
Mines Safety were not attended to b} the Company. Despite being in operation for 
over 30 years, an updated surface plan indicating pipelines and other infrastructure 
was not in existence in the three Assets. 
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[-~~~~~~~~M~IN_i_sT_R_Y~O-F_P_o_w_E_R~~~~~~~~~] 
North Eastern Electric Power Corporation Limited and NHPC Limited 

•!• Implementation of 101
h Plan hydel projects in North Eastern and Eastern 

( 

regions 

NHPC Limited (NHPC) and North Eastern Electric Power Corporation Limited 
(NEEPCO) planned for capacity addition of 642 Mega Watt (MW) and 85 MW 
respectively in North Eastern and Eastern regions during the 10th Five Year Plan 
(10th Plan) period (2002-2007). NEEPCO could add only 25 MW capacity against 
the I01h Plan hydel capacity addition target of 85 MW and could spend only Rs.983 
crore (March 2008) against I 0th Plan outlay of Rs.2,509 crore. NHPC could not 
make any capacity addition in the North Eastern and Eastern Region against the 
proposed hydel capacity addition of 642 MW in the I 0th Plan. Teesta Stage -V of 
510 MW was commissioned in April 2008. Further, NHPC could spend only 
Rs.5 165 crore (March 2008) against the 10th Plan outlay of Rs.12,755 crore for 
hydel projects to be executed in these regions. Such shortfalls were on account of 
delays in environmental and forest clearance, delays in investment decisions, delays 
in signing of Memorandum of Understanding (MOU)/Memorandum of Agreement 
(MOAJ with the State Governments, natural calamities, geological surprise , law 
and order problems, etc. The Detailed Project Repo11s were also fou nd to be 
deficient. Delay in obtaining requisite clearances had affected mo t of the project . 
The Companies should adopt fast track mechanism for obtaining the requisite 
clearances. 

MINISTRY OF TEXTILES 

National Textile Corporation Limited 

•!• Sale of surplus land and buildings 

l 

National Textile Corporation Limited (Company) incorporated in April 1968 was 
managing 119 textile mills taken over by the Government of India, through its nine 
subsidiaries. All these subsidiaries were declared sick under the Sick Industrial 
Companies (Special Provision ) Act 1985. Revival schemes (2002) and a modified 
revival cheme (2006) were approved by the Board for Industrial and Financial 
Reconstruction/Government of India which had envisaged closure of unviable mill and 
revival of viable mills. According to the e schemes, 77 unviable mills were to be closed, 
40 viable mills were to be revived (22 through modernisation and 18 through public 
private partnership) and two mills in Pondicherry were to be transferred to the State 
Government. The scheme was elf-financing, the funds realised from sale of surplus 
assets were to be utilised for re\ival/modernisation. 

After analysing the whole process of sale and disposal of land and buildings. it was 
observed that: 

x 
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• The Board for Industrial and Financial Reconstruction/Government of India 
guideLines for detennination of re erve price were not followed in certain cases. 

• Reports of consultants were not evaluated resulting in under fixation of reserve 
price by Rs.493.46 crore in five cases. 

• Tender documents had certain irregularities resulting in loss of Rs.185.10 crore in 
three cases. 

• Properties were sold below registration/circle rates resulting in loss of opportunity 
to earn Rs.10.43 crore in six cases. 

• Properties were sold below reserve price and without following the tender process 
in contravention of BIFR/GOJ guidelines. 

• No prescribed procedure for valuation of building structures was in existence. 

• There were inconsistencies among the guidelines issued by BIFR/GOI and the 
procedure laid down by the Company. 

XI 





( MINISTRY OF COMMERCE 

CHAPTER I 

Export Credit Guarantee Corporation of India Limited 

Selected guarantee and policy products 

Highlights 

Report o. PA 27 o/2009-10 

) 

Export Credit Guarantee Corporation of India Limited (Company) had not prescribed any 
timeframe for processing the credi t li mit applications received from banks for export 
credit insurance. It took more than t-wo months in 14. 9 and 9 per ce111 of cases in 2005-
06. 2006-07 and 2007-08 respecti\CI). 

(Para 1.6.1.3) 

There was absence of a system of regular fo llow up action with banks in respect of 
claims involving accountabi lity i sues. 

(Para 1.6.2.1) 

The Company did not insist on proper verificati on of the creditworthines of the foreign 
buyers by banks where exporters happened to be non-policyholder. The claims were 62 
per cent (Rs. 61.89 crore) where the crcditworthinesi; of the fore ign buyers was either not 
verified or partially verified. 

(Para 1.6.3.3) 

The Company was not geared to take full advantage of the opportunities presented by the 
Securiti ation and Reconstruction of Financial Asset and Enforcement of Securities 
Interest Act, 2002 with respect to recovery action. In 67 claims ettled for R .123.81 
crore in 2005-08. no recoveries. were effected through banks even though banks held 
collateral securities of Rs.587.25 crore. 

(Para 1.6.4.4) 

There was an inconsistency in the ·recovery-sharing clause· with regard to the rate of 
interest on delayed remittance of recoveries by banks and non-recovery of interest from 
banks. In six cases, the Company did not levy interest even on receipt of late payments. 

(Paras 1.6.5 and 1.6.5.6) 

The Company settled Shipmenr <Comprehensi\e Ri'iks) Policy (SCR) claims without 
obtaining customs certified documents to confirm that exports had actually taken place. 

(Para 1.7.1) 

The Company permitted the extension of in-,urance CO\ erage without ad\ ance deposit of 
premium thereby violating the requirements of the Insurance Act, 1938. 

(Para 1.7.2.4) 
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The Company incurred avoidable claim payments of Rs. 16.1 3 crore under SCR policies 
due to non-cancellation of overall limit on buyers despite adverse reports of credi t 
information agencies. 

(Para 1.7.3) 

1.1 Introduction 

In order to provide export credit insurance support to Indian exporters, the Government 
of India set up the Export Credit Guarantee Corporation of India Limited (Company) in 
July l 95i under the administrative control of the Ministry of Commerce. As on 3 1 
March 2008, the paid-up capital of the Company was Rs.900 crore. Since 2000-2001 , the 
Company has been signing MOU with its administrative Ministry and was graded 
"excellent" ' in 2005-06 and 2006-07 by the latter. It profit after tax was Rs.221.76 crore 
in 2005-06 which increased to Rs.369.70 crore in 2006-07 and further to Rs.479.43 crore 
in 2007-08 as can be seen from the chart below. 

Chart 11 

Financial Performance 

I • Premium Income • Profit after Tax I 
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The Company provide a range of risk insurance covers to exporters against loss in 
export of goods and services; offers guarantees to banks to enable exporters to obtain 
better facilities from them; provides overseas in vestment insurance to Indian companies 
investing in joint ventures abroad in the form of equity or loan. It offered these services 
through 3 1 types of guarantees and policy products under five sectors as detailed in 
Annexure-1 and had 97 brokers, 25 agency agreements with commercial banks and a tie 
up with the National Small Industries Corporation Limited to market them as of June 
2008. The organisation insured business of Rs.4,37,882.88 crore, Rs.4,28,840.80 crore 
and Rs.9,22, 183.08 crore in 2005-06, 2006-07 and 2007-08 respectively. 

1 Originally known as the ExporJ Risks lns11ra11ce Corporation Private Limited ill 1957; later changed to 
Export Credit & G11ara11tee Corporation Limited in 1964 a11d fi11ally in 1983, to Export Credit 
Guarantee Corporation of India Limited. 
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1.2. Scope of Audit and coverage 

Performance audit wa!> carried out of the Company's business CO\ ering the period 2005-
06 to 2007-08 pertaining to three products (i) Export Credit Insurance guarantee1 for 
Banks (EC rB )-Whole Turnover Packing Credit ' (Packing Cred it ). (ii ) ECIB-Whole 
Turnover Post Shipment~ (Post Shipment Insurance) and (iii) Shipment (Comprehen!.ive 
Ri&ks) Policy5 (SCR). The<,e three products represented 63.43 per cent of the premium 
income and 83..+0 per cent of claims paid b) the Company in 2007-08 as shown in the 
chart below: 

Chart 1.2 

Premium Income 
Claims 

244 42 

96.99 76.48 
92 93 

-
IC Paci<1ng cred11 • Posl sh1pmenl SCR Polocy c: Olhers 

11 Packing credit 11 Post shipment o SCR Policy o Q1her,; 

1.2.1 Performance of the products 

Table given below shows the performance of the products in 2007-08. 

Packing credit 

Post shipment 

SCR Policy 

Others 

Total 

Table 1.1 
Premium Cl aim s ' Recoveries 
income 

Rs. in c 
76. 

rore 
250A8 I 

76.48 
1---

96.99 
-

244.42 

668.37 4 

08 93..+5 
-----..-

92. 

8 1 

69 

20. 

~01 . 43 

. 14 

02 157.03 

Claims to Recoveries 
premium to claims 
ratio ratio 

In percenta~e 
70.30 53.07 

f-- -
121.51 37.67 

83.80 6.68 
-

28.53 33.19 

62.84 37.39 

A higher percentage of claims to premium income points towards poor performance of a 
product. A high percentage of recovery to claim i!. a measure of effectiveness of the 
recovery mechanism. [t would be seen from the preceding table that the claim ratio was 

~ Guarantees are contracts between the Company and bank.I' to protect the latter against the risk of 
insolvency or protracted default of/by the exporter to pay amounts du e to a bank. 
1 Packing Credit (PC) refers to any loan, advance or credit granted by a bank to an exporter for 
financing the purchase, manufacturing, or packing of goods prior to shipment. 
~ Post Shipment credit is any loan, advance or credit granted by a bank to an exporter of goods or 
services from India after shipment of goods or rendering of services to the date of realisation of export 
proceeds. 
1 Shipment (Comprehensive Risks) Policy is a cover ismed for two years by the Company directly to an 
exporter whose anticipated export turnover for the next 12 months is more than Rs. 50 lakh, to cover 
commercial and political risks in respect of goods exported 011 short-term credit not exceeding 180 days. 

3 
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highest in post . hipment guarantees at 121.51 per cent agajn t the average of 62.84 per 
cent indicating poor performance of the scheme. The lowest percentage of recovery to 
claim at 6.68 per cent in SCR Policies again'>! the average of 37.39 per cent signified a 
weak recovery system. 

1.3. Audit objectives 

The performance audit of the three se lected products-the packing credi t, the post 
shipment guarantee for banks and SCR policy was conducted with the objective of 
iden tifying systemic and compliance issues relating to the procedure of sanctioning, 
evaluation of creditworthiness of foreign buyers/exporters, settlement of claims, system 
and effectiveness of recovery action. 

1.4. Audit methodology and sample 

The performance audit was carried out through scru tiny of record , policies, guarantees 
and claims for the three years 2005-06 to 2007-08 at the Company Head office in 
Mumbai, three of the six6 Bank Business Branches (BBB) in Delhi, Kolkata and Mumbai 
(Nariman Point) and fi ve of the 43 Exporter Branch Offices (EBO) in Chennai, Delhi, 
Kolkata, Mumbai and Bangalore. The ampling method adopted i detai led at Annexure­
ll. In all, Audit reviewed 223 guarantees, 122 claims for Rs.239.13 crore, 305 SCR 
policies and 70 SCR claim for Rs.26.25 crore. 

The Entry conference with the Management "'as held on 8 May 2008. Preliminary audit 
observations were issued to the Company on 21 August 2008 to which a formal response 
was received on 29 August 2008. The Ex it conference was held with Management on 4 
September 2008. The audit observations detailed in the succeeding paragraph were 
finalised in the light of the formal response and discussions with the Management. The 
Ministry sent its comments on 2 January 2009. The viewpoint of the Ministry and the 
Company has been considered and inducted appropriately at the time of finalisation of 
this report. 

1.5. Acknowledgement 

Audit acknowledges the cooperation and assi-,tance extended at different levels of the 
organi-,ation, which faci litated the completion of thi performance audit within the set 
time frame. 

1.6 Audit findings- Packing credit and post shipment guarantees for banks 

Systemic issues 

1.6.1 Absence of a timeframe to grant credit limit approval under the packing credit 
and post shipment guarantee for banks 

. 1.6.1.l As per the Company's policy. banks have unlimited powers to sanction credit 
limits to ex isting exporter clients with standard rating. In case of new clients, however, 
banb have to obtain the Company's approval to grant a credit limit to any exporter. if it 
exceed'> the 'Discretionary Limit7 '(DL) fixed by the Company for that bank. For 
obtaining an approval of the credit limit, the bank has to submit, within 60 days from the 

6 Bank Business Branches at (i) Bangalore, (ii) Che1111ai, (iii) Delhi, (iv) Kolkata,(1•),Mumbai (Narima11 
Point), and (1•i) Mumbai (Bandra) 
1 

·Discretionary Um it' is the limit f ued by the Company in respect of each bank uplo which the bank 
can grant adl'ances to each new cliellf without the Company's approval. 
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date of sanction of that limit by the bank. an application to the Company in respect of the 
new ex porter as per clause 6( I )(b) of the 'i tandard agreement between the Company and 
banks. The bank. however. is at liberty to make credit advances to the ex porter pending 
rece ipt of approval from the Compan) - in such a situation. the Compan) ·., claim 
liability is limited only to the extent of the amount of the DL fi xed for that bank. 

1.6.1.2 Audit observed that although the banks had a 60-days deadline within "'hich to 
submit their applications. the Company \\as not bound by any reciprocal obligation to 
convey its approval/disapproval. An ana lys is of the time taken by the Compan) in this 
regard revealed the following: 

Table 1.2 

Year 2005-06 2006-07 2007-08 
-

o. of applications received by the 667 41 5 458 
Company during the year 

Time taken by the Within 2 576 378 41 8 
Company to convey months 
approval/disapproval 

> 2 months < 6 65 30 35 
to banks 

months -

>6 month' < 12 l 21 03 05 
months 

> 12 months 05 I 04 -
-

1.6.1.3 It would be seen that the time taken by the Company to communicate its dec i-. ions 
to banks during 2005-06. 2006-07 and 2007-08 was more than two months in 14. 9 and 9 
per cent cases respecti vely. 

1.6.1.4 Furtlwr, the intention of the Compan) to limit its claim liability to the extent of 
the DL fi xed for each bank was not served and the grant of the approvals appeared to be a 
mere formality as illustrated in the following cases where the bank granted adYances 
without the approval of the Compan) and upon default. the Company had to pa) out even 
though the credit limit was not sanctioned or sanctioned after the payment of advance by 
the bank: 

(i) Central Bank of Ind ia, in August 2003 applied for a credit limit appro,al of Rs. 
seven crore in fa vour of West Bengal fase nti al Commodity Supply Corporation Limited 
(WBECSC). Although the application was ac knowledged by the Company in September 
2003. no approval was communicated to the Bank. The latter granted advances to the 
WBECSC during February 2004 to Februar) 2005 totalling Rs.5.89 crore, without the 
approval or credit limit by the Compan). Subsequently, when it preferred clai ms in 

ovember 2007 aga inst these advances. the Company made a claim payment of Rs. 3.83 
crore in February 2008. 

(ii ) Syndicate Bank applied to the Company in April 2005 for a credit limi t of Rs. 100 
crore in favour of the WB ECSC which v.as approved in Ma) 2006. In the meantime. the 
bank granted an advance of Rs.5.88 crore in May 2005 to the WBECSC against "' hich a 
claim arose in October 2007 and was settled for Rs.J.66 crore by the Company in January 
2008. 
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Recommendation No.1.1 

The Company should set itself a timeline for processing credit limit applications 
receivedfrom banks. 

The Mini stry stated (January 2009) that the Company had accepted the suggestion and 
would implement the recommendation effecti ve I April 2009 after making necessary 
changes in its IT systems. 

1.6.2 Follow up of claims involving accountability issues under the packing credit and 
post shipment credit guarantees 

1.6.2.1 As per the claim settleme nt procedure prescribed by the Company, the bank is 
required to submit along with a claim form, 19 other documents of which one is a 'Staff 
Accountability Report ' (SAR). The SAR, the format of which is prescribed by the 
Company, is a certification with two options viz .. (a) that there has been no act of 
commission or omission on the part of the bank officials in causing loss to the bank 
which ultimately resulted in the bank invoking the Company cover; or (b) in respect of 
the claim preferred to the Company the bank has made an internal enquiry/matter is under 
in vestigation by external agencies (CBI , Enforcement Directorate, etc.) and in the event 
of any of the bank officials be ing held guilty of ma/a.fide negligence or irregularity in 
causing loss to the bank either in the internal/external enquiry, the bank unconditionally 
agrees to refund the entire amount of claim received to the Company within 30 days. One 
of these options is to be ticked and the SAR is necessarily to be signed off by an officer 
of the rank of General Manager of the claimant bank. 

1.6.2.2 All c laims where the econd option is marked in SAR are required to be 
forwarded to the Company's Head Office for a decision at the level of General Manager 
and above only. 

1.6.2.3 It was observed that the Company did not monitor on a regular basis nor did it 
have a ready list of such cases. In the absence of any such list it was not clear as to how 
the organi sation was keeping track of the progress and/or final outcome of the 
investigations and its receivable , if any, emanating fro m these proceedings. 

1.6.2.4 ln one case noticed, the Company settled a c laim for Rs.67.32 lakh in March 2006 
with the Development Credit Bank Limited (DCBL) even though DCBL established that 
its Zonal Chie f committed negligence (as a result of which he was asked to leave the 
bank) in accepting a loss making company with weak financials, enhancing exposure by 
more than 75 per cent within 15 months in spite of being aware of irregularities in the 
maintenance of stocks and not undertaking security protection to secure the advances by 
collateral securities. 

Recommendation No.1.2 

The Company should institute a system of regular in-house consolidated reporting and 
follow up of claims involving accountability issues besides ascertaining its dues, if any, 
arising out of such cases. 

The Mini try stated (January 2009) that the recommendation had been accepted by the 
Company and necessary change would be made effective I April 2009 after making the 
necessary modifications in its IT systems. 
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1.6.3 inadequate verification of creditworthiness of importers 

1.6.3.1 The post shipment credit guarantee io.;<,ued by the Compan) to the insured banh 
covers ad\ances given b) bank., to t\\O categories of exporters 1 ·i~ .. policyholder!> and 
non-policyholders. 

1.6.3.2 A policyholder i'> an exporter v.ho alread) has another existing one-on-one policy 
cover with the Company. In thi s ca<.,e the Company carries out a cred itworthiness 
verification8 of the buyers involved i.e .. importer-;. before the policy i!> given. to reduce 
the risks of claims arising. 

1.6.3.3 For non-policyholders. however. the Company doe!> not make it incumbent on 
banks to verify buyers· creditworthine.,s. Thi\ i" a lacuna that require'> to be addrc..,sed as 
there ha.., been a greater number of cla11m from non-policyholder'> 1 iHl-1·i.\ po lie) holder'>. 
Of the 48 post shipment guarantee claimsY paid during 2005-06 to 2007-08 totalling 
R .... 99.30 crore by Kolkata. Delhi and Mumbai BBBs seen in audit. it was found that: 

(t) only 16 claim.., paid pertained to poltc)holder'>: 

(ii) 32 claims for R'>.61.89 crore (62 per cent) pertained to exporters who v.ere non-
policyholders. 

1.6.3 . ./ In respect of the latter 32 claim-;. it \Hl'> further seen that: 

(i) in nine claims totalling R ... 9.60 crore. the bank.s had not carried out 
creditworthiness verification or the foreign buyer!> nor was this condition 
stipulated in the 1,anction term'> of the concerned banks in six out of the nine 
cases: 

(1i ) in five claims totalling Rs.16.77 crore. the bank.1, had onl) partially carried out 
verification or 23 out or the 40 importer<, involved: 

!iii) in the remaining 18 ca'>e\, full \enf1cat1on of the importer\ '"a" carried out: 

(iv) of the 23 case.., \\here partial/full \enfication v.as carried out. in respect of 11 
importers forming part or seven claim.., paid totalling Rs.24.72 crore. the dates of 
the \erification had no rCk\ance to the period of the ad\ances gi\en b} the 
banks. 

Recommendation No. 1.3 

To reduce the risk of claims, the Company should make it mandatory for banks to 
carry out creditworthiness verification of foreign importers before sanctioning 
advances to an exporter under the post shipment credit guarantee. 

The Ministry stated (Januar) 2009 ) the recommendation had been accepted by the 
Company and lhe nece.,..,ar) cond1t1on \\ould be laid do\\n b) the Compan) for 
\erification of importer.,· credit worthine.,..,, effective I April 2009. 

" Creditworthiness of the buyer is ascertained by the Company from credit reports obtained from 
specialised agencies. 
'' Sample size 011 the basis of ~ampling method adopted. 
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1.6.4 Securitisation and Reco11structio11 of Fi11a11cial Assets and Enforcement of 
Securities lllterest Act, 2002 - impact 011 the Company 

1.6.4.1 The Securitisation and Reconstruction of Financial Assets and Enforcement of 
Securities Interest (SARFAESI) Act, 2002 empowers banks to recover their dues by 
di posing off defaulters' propertie lodged with them as securities. 

1.6.4.2 The recovery performance under the 'Guarantees - Short Term Expo11s' sector in 
the 3 1 years (Apri l 1971 to March 2002) before the enactment of the SARFAESI Act and 
in six years (April 2002 to March 2008) post-SARFAESI, was as under10

: 

Table 1.3 

(Rupees in crore) 

Period Claims paid Recoveries effected 

April 1971 to March 2002 901.55 92.56 

April 2002 to March 2008 1804.25 558.34 

The percentage recoveries effected to claims paid was l 0 and 31 in the pre-SARFAESI 
and post-SARFAESI periods respecti vely. 

1.6.4.3 The onus of recovery action against individual exporter with respect to packing 
credit and post shipment credit guarantees under the 'Guarantees - Short Term Export ' 
sector, lies with banks. However, the Company is a definite beneficiary arising out of any 
successful efforts by banks on this count. It is, therefore, expected that the Company take 
on a proactive role in urging banks to escalate recovery action. This. however, did not 
appear to be the ca e. 

1.6.4.4 Of the 122 11 claims paid totalling Rs.239. 13 crore under the packing credit and 
the post hipment credit guarantees during 2005-06 to 2007-08 in the three elected 
BBBs . een in audit, 67 claims were settled for R .123.81 crore. Again t none of these 
claims paid out did any related recoveries accrue to the Company although record 
available with the Company showed that banks held collateral securitie worth Rs.587.25 
crore in the e ca es. Despite possessing this information, it did not make any extra efforts 
to urge bank to initiate recovery action under the SARFAESI Act apart from i suing 
routine letters to them. 

1.6.4.5 Thus, while the SARFAES I Act ha significantly achieved its objective of 
enabling banks to take effective action to recover their dues because of which the 
Company had also benefited, the Company on its part was yet to be geared upto take full 
advantage of the opportuniti es presented by the situation. 

Recommendation No. 1.4 

In consultation with banks, the Company should evolve a strategy to escalate recovery 
action under the SARF AES/ Act. 

10 The Company being an insurance compa11y does not come within the purview the SA RFAESI Act. It 
can11ot therefore, take recourse to this Act to i11itiate recovery actio11 in respect of policies extended by it 
under the 'Standard Policies and Transfer Guarantees ' sector. 
11 Sample size 011 the basis of sampling method adopted. 
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The Ministry stated (January 2009) the Company had intimated that they would consult 
banks and explore possibilities of accelerating recovery action in consultat ion with banks. 
Depending on the outcome, a trategy would be evolved by the Company. 

Compliance issues 

1.6.5 Inconsistency in recovery sharing clause and non-recovery of interest from 
banks 

1.6.5.1 Clause 13 of Part-Ill of the Packing Credit Operational Guidelines issued by the 
Company to banks stipulates that all amounts recovered by a bank. after payment of 
claims by the Company, are to be promptly shared between the two in the ratio in which 
the loss was shared. A delayed payment by the bank beyond 30 da}s from the date of 
recovery entitles the Company to claim interest at five per cent over the Bank Rate. 

1.6.5.2 However. clause 4(b) of the proposal form (format prescribed b> the Company) 
needed to be submitted by a bank at the time of new guarantee/renewal of an existing 
guarantee states that the bank undertakes to pay to the Company its share of any 
recoveries made by the bank within seven days of effecting such recoveries and in the 
event of delay, interest at the prevailing Bank Rate wil l be charged for the delayed 
period. 

1.6.5.3 The inconsistencies between the two aforementioned clauses need to be remedied. 

1.6.5.4 In case of recoverie'i made by banks under the post shipment credit guarantee. 
interest is chargeable at fi ve per cent over the bank rate for any delay in excess of seven 
days from the date of recovery by the bank. 

1.6.5.5 During 2005-06 to 2007-08. of the t:22 1
l packing credit and post shipment 

guarantee claims paid b> Kolkata, Delhi and Mumbai BBBs seen in audit, recoveries 
were effected by banks in 3-t instances with the Company getting Rs.24.55 crore as its 
share of the recoveries. lt was noticed that in three instances the banks had remitted the 
Company's share promptly. In 25 out of the remaining 31 cases. bank had not notified 
the Company of the recovery dates nor were they asked to. Neither had the Company 
claimed any interest on delayed payments in these cases. 

1.6.5.6 In four instances relating to the packing credit guarantees where dates were 
available, the interest that ought to have been charged by the Company. but not collected. 
was Rs.2.05 lakh calculated b) the first method. In the two cases re lating to the post 
shipment credit guarantees, interest worked out to Rs.3.37 lakh. 

1.6.5.7 Audit observed that the Company was not in a position to keep track of its share 
of recoveries and/or to claim interest on delayed payments, as banks were not bound to 
report the dates on which the recoveries were made. Currently, bank through routine 
letters remit the Company's share of recoveries by bank drafts/cheques. Recoveries under 
the packing credit and the po'>t shipment credit together constituted 69 and 82 per cent of 
the Company's total recoveries in 2006-07'-' and 2007-08 respectively. Given these 
numbers it is necessary that a standardised letter be prescribed by the Company for use 
by banks so as to enable the former to keep track and verify that it receives its correct 
share of recoveries and interest due. if any. The letter. should inter afia include details of 

12 Sample size 011 tlte basis of sa111pli11g method adopted. 
1

' Figures for 2005-06 110/ available as product-wise details were 1101 mai11tailled by tlte Company. 
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claim number. name of exporter, date/month/amount of claim settl ed, date of 
recovery/amount recovered by bank and the Company's share, date of remiuance by 
bank. number of day delay beyond due date, intere!'> t calculated/paid to the Company for 
delay, etc. 

Recommendation No. 1.5 

The Company should prescribe .a standardised format of the communication under 
which banks should remit cheques/bank drafts of its share of recoveries to its offices. I 
The Ministry <;tated (January 2009) that the recommendation to prescribe a standardised 
format of communication under which banks would remit their share of recoveries had 
been accepted by the Company and steps were being taken by the Company to 
standardi se the recovery !-.haring clause. 

1. 7. A udit findings- SCR Policy 

The SCR polic) is a credit insurance policy meant for goods exported on shor1 term 
credit not exceeding 180 days. It covers indi vidual exporter's risk upto 90 per cent 
against commercial and political risk from the date of !-.hipment and is issued to exporters 
whose anticipated turnover fo r the next 12 months ic; more than Rs.50 lakh. It covers al l 
shipments made by an exporter during 24 month from the issue of the policy subject to 
sanction of a credit limit on the foreign buyer by the Compan1 in favour of the 
policyholder. A review of sanction procedure pre cribed for sanctioning and 305 SCR 
policies issued during 2005-06 to 2007-08 revealed the fo ll owing: 

Systemic issues 

1. 7.1 Settlement of claims without obtaining proper documents 

1.7.1.1 A claim form
14 

under an SCR policy is to be submitted along with the following 
nine documents: 

i) Contract/Order 

ii ) Imoice 

iii ) Bill of Lading/Airway Bill 

iv) Non-payment advice from the foreign bank 

v) Original unpaid accepted Bill of Exchange 

vi) ln respect of open deli very claims, proof of deli very from airline/ shipping /cargo 
companies and confi rmation from the buyer that he has taken delivery 

vii) Prote'>t note 

vi ii) Correspondence with original buyer 

ix) Statement<; of exports made 10 al l buyers in last two years prior to the first 
shipments in default, giving date of shi pment, GR No., Gross Invoice value, terms 
of pa) ment, amount realised and date of realisation. 

11 
The Company's Circular , o. I 05 dated 6 February 2004. 
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A check of 70 claims 15 settled under the SCR polic) in Kolkata. Bangalore, Chennai. 
Delhi and Mumbai EBOs disclo..,ed that claim-. \\ere -.euled \\ ithout receiving the 
prescribed documents as detai led below: 

(i) in 18 cases. the exporter.., whil e preferring the claims had not ..,ubmitted the 
accepted original Bill of Exchange ( BOEJ: however. the Company admitted and 
sett led these clai ms to the tune of R-,.S.O-i crore by condoning this lapse: 

(ii ) in 69 cases the BsOE were unstamped although ex porters are required to affix 
stamp.., of the mandatory value in accordance with the Indian Stamp Act, 1899: 
and 

(iii) in 18 cases, claims '>Cit ied for Rs.5.85 crore were preferred either b) submitting 
proforma invoice.., ( 12 claim..,) or without the required contract or purchase order 
hix claims). 

The Com pan) condoned 16 non- '>Llbmi..,sion ol an accepted BOE a.., a non-seriou-. 
(category ·cl lapse. This is not in order a-. in the absence of an accepted BOE, admi..,..,ion 
of liabilit} b) the buyer (importer) cannot be c..,tablished. Therefore. the legal option.., 
available to the Com pan)' again'>t the buyer to enforce- recovery \\ ould be limited. The 
instances of the 69 unstamped B'iOE leach to the quc'>tion whether the documents can 
techn icall ) and lega ll y be considered a'> acceptable. 

As per clause 3 of the terms and condit ions of the SCR policy, the policy shall appl) to 
all shipments of goods made b) the insured pur-.L1ant to any contract or agree ment. A 
contract or agreement must, therefore, exist for C\ Cl') shipment under an SCR policy and 
its submi..,..,ion along with the claim ..,hould hence be insi..,ted upon b) the Compan). A 
proforma invoice cannot be ..,ubstituted for a contract or purchase order as this document 
will contain additional \ital information '>Lich a-. -.chedule of '>hipment. procedure of 
qualit} in.,pection, weighment. pacJ..ing. etc. The contract or purchase order is abo 
essential for the Company to determine the \alid1t) of the claim \\ ith reference to the 
excluded ri-.1'..., cO\ered under clc.tu'>e" I (a)( iii l. 2 and 5(a) of the SCR polic). Here again. 
the Compan) had categori..,cd thi.., lapse on the part of the exporter as a condonable 
categor)' ·c lapse. 

1. 7. /.2 Audit observed that none of the above nine documents required to be submitted 
by an exporter along "'ith the claim form \\ere papers cndor..,cd b) the custom.., 
authorities in the absence of "'h1ch. the fact that actual exports had taJ..en place could not 
be vouchsafed with absolute certainty. To establi-,h the genui neness of a claim, it is 
suggested that the Company prc..,cribe the additiona l following customs cleared 
document-. for submiss ion by an exporter with the claim: 

SI. Document Remarks 
No. recommended 

--+--

Export Thi.., i" a cop) of the Shipping Bill that i-. cndor..,ed b) the 
Promotion customc., authorit ie.., and returned to the exporter. It contain!-> 
COp) of the important detai ls of the -.hipment 1·i ;:;, full details of shipment, 
Shipping Bill_~_c_onsignment \ aluc. Purcha\e Order No., reference to Mate 

1 ~ Sa111ple size 0 11 the basis of sampling 111ethod adopted. 
1
" The Company '.1 Circular No. 20./ dated 2./ September 2007. 
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SI. Document 
No. recommended 

2 Statutory 
Declaration 
Fonn (SDF) -
In case of 
Shipping Bill 
processed 
electronically 
by Customs 

Or 
Exchange 
Control 
Declaration 
(Guaranteed 
Receipt -GR) 
Fonn - In case 
of Shipping 
Bill processed 
manually by 
Customs 

Remarks 

Receipt (an acknowledgement issued by an officer of a 
ship/airline that goods have actually been taken on board) No., 
etc. 
Para 4 .8 of the ' Handbook of Procedures' (Vol.-1) brought out 
by the GOI, Ministry of Commerce and Industry, Department of 
Commerce states that in the case of gem and jewellery exports, 
the "exporter has to fu rnish the Export Promotion copy of the 
Shipping Bill as the proof of exports whenever required". 
The Export Promotion copy of the Shipping Bill is common for 
all exports . It can, therefore, be prescribed by the Company for 
submission by an exporter as definitive proof of export. 

The fonn contains reference to the Shipping Bill, declaration of 
full export value and name of the bank and the branch through 
which the foreign exchange is to be received. This form is 
required to be submitted by the exporter under the Foreign 
Exchange Management Act, 1999 to the customs authorities 
who return it to the exporter after verification/cross check with 
other documents. 

This is a detailed form containing all particulars of the export 
shipment and required to be submitted by the exporter to the 
customs authorities under the Foreign Exchange Management 
(Export of goods and services) Regulations, 2000. After dul y 
verifying and authenticating the fonn, the customs forwards the 
original declaration form to the RBI and the duplicate copy to 
the exporter. The custom give their running serial number -
denoting the code number of port of shipment, calendar year 
and six-digit running serial number, on the copie of the form. 

Recommendation No. 1.6 

The Company should require the above two documents, in addition to the nine already 
prescribed, to be submitted by an exporter alollg with a claim form under the SCR 
policy. 

The Ministry stated (January 2009) that the Management had accepted (August 2008) the 
recommendation and necessary instruction had been issued by the Company to 
implement the suggestion. 

Compliance issues 

The following pictorial shows the percentage of the recoveries to claims, which is a 
measure of the effectiveness of the recovery system, in 2007-08 
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Chart 1.3 

Claims and Recoveries 

[iC1aim • Recov~ 

The fi gures \hov,, poor performance or the recO\er) ") "1em in SCR polic) 1·iHl-l'i\ 
guarantees and other product.., of the Company. 

I Recomme11datio11 No.1.7 --~l 
lI_J1e Company should strengthen the recovery system in SCR policies. _J 

1.7.2 Violation of the Insurance Act, 1938 

1.7.2. / The Company was regi.,tercd a.., an in-.urance company in September 2002 and 
\.\as. therefore. go\ erned b) the prm i-.ion'> or In-.urance Act. 1938. Section 6.t VB or the 
Act enjoins that no insurer \hall a-.sumc ,tn) mk.1., in India in re-;pect of any in'>uram:e 
bu1.,inc1.,<., unles\ and until the prerrnum pa)ahle "'rccci\l~U in advance . Thi" condrtron v,,a.., 
al-;o incorporated as clau-;e I Olb) or the Com pan)· .., SCR policy document. 

1.7.2.2 The Company·.., Board on 3 1 May 2005 approH!d the col lection of advance 
premium for SCR policie:-. and Small Exporter ... (SCP) policie.., \\ ith effect from I 
September 2005. Fol lowing thi <... the Company in August 200517 decided that the 
collection of advance premium \\Oulu be effecthe for policies issued/renewed or in force 
from/on I September 2005. Branch office.., were to collect advance premium based on 
export projection:-. of the exporter 1.,ubjcct to a minimum of Rs. 10.000 and R-;.2,000 for 
every SCR and SEP policy re-;pccti\ ely. 

1.7.2.3 In July 2006 18 it "'a:-. decided that till polic)holders became acq uainted with the 
new system. the old system of payment or premium v.as to be allowed til l 31 August 
2006 and this arrangement \\Ould be reviewed in Augu1.,t 2006. ln September 2007' 9

, the 
Company issued revised guidelines allowing time extension for another two years on the 
same grounds. 

1.7.2.4 Under the old system i.e. prior to I September :wos. the Company collected a 
minimum premium of Rs.10.0()() at the time of is:-.ue (' fan SCR policy "'hile the actual 

1 The Company's Circular o. 137 dated 02 August 2005 
1
" The Company 's Circular No. 172 dated 20 July 2006 
'" The Company's Circular No 20./ dated 2./ September 2007 
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premium for each hipment wa made subsequent to the date of shipment, by the l 51
h day 

of each month for all shipments made during the previous month. Thus. in cases where 
the actual premium payable by an exporter for a shi pment or shipments during a 
particular month exceeded Rs. I 0,000, the exporter was allowed time upto the 15111 of the 
fo llowing month to pay the differential - on the other hand, the Company had already 
assumed the risks from the date of each export shipment. This situation violated a 
fundamental tenet of the in urance busines. 1·i~ .. that no insurer shall assume any risk 
unless and until the premium payable i received in advance - a principle laid down in 
the Insurance Act. 1938 as well as by the Company itself in the SCR policy document. 

Recommendation No. 1.8 

The Company being an insurance company is required to operate within the purview of 
the Insurance Act, 1938. Any divergence therefrom is legally untenable. As such it is 
suggested that no further extension of time be allowed to exporters beyond September 
2009 to comply with the provisions relating to payment of advance premium under the 
SCR and SEP policies. _j 
The Ministry stated (January 2009) that the Company had amended the relevant clause of 
the SCR policy document and guideline had been issued by the Company to treat the 
non-compliance of the above requirement as a lapse to be examined at the time of claim. 

1.7.3 Avoidable claim paym ents of Rs. 16.13 crore under SCR policies due to 
approval/enhanceme11t/no11-ca11cellation of overall Limit on importers despite 
adverse reports of credit information agencies 

1.7.3. J Overall Limit (OL) is the maximum limit fixed by the Company on a particular 
buyer (importer) upto which it may consider the claim in the event. of Joss for one or 
more policyholders (exporters) under one or more t) pes of policies falling under the 
sector · Standard Pol icies and Transfer Guarantees' . As per the Company's proceduresw, 
reports of specialised credit infonnation agencies21 on a particular buyer i<> an important 
input ba ed on which the decision to fix/review an OL for a particular buyer is taken. A 
check of 7022 SCR policy claims paid during 2005-06 to 2007-08 in five selected EBOs 
showed that serious adverse remarks on buyers by credit information agencies in two 
cases, both pertaining to the Mumbai EBO, were ignored resulting in the Company 
settling avoidable claims of Rs. 16.13 crore, as nanated below: 

(a) A claim settlement of Rs.2A3 crore was made in October 2005 to an exporter M/s 
Dinurejee against an SCR policy for los'>es suffered on account of a buyer's. M/s 
Friedman's Inc. USA, fai lure to pay for fi ve shipments made between 8 November 200.+ 
and 30 December 2004. 

The Company also settled five more claims amounting to Rs. 11 .73 crore, as detailed 
below, of other exporters for shipments made between October 2004 and January 2005 to 
the same buyer i. e. Mis. Friedman's Inc. USA. 

w Paras 9.20 to 9.22 oft/re Company's Policy Planning Department Circular No. /JS dated 5 July 2004 
~ 1 Mis. Dun & Bradstreet India and Mis Mira Inform Pvt. Ud. are tlte credit information agencies whose 
services are utilised on a regular basis by the Company. 
n Sample size 011 tire basis of sampling method adopted. 
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Table 1.5 
SI. 
No. 

Exporter Shipment months 

2 

C. Mahendra 
Info jewel 

November and 
December 2004. 
Januar 2005 

Saunay Jewels Pvt. November and 
Limited December 2004 

1--~-l-~~~~~~~-+-~ 

3 Shankar Jewels November and 
Limited December 2004 

1--~-1-~~~~~~~-+-~-

4 Diam Star October, Novembc 'r 
Jewellery (India) and December 200 
Pvt. Limited 

5 C. Mahendra 
In fo jewel 

November and 
December 200..+. 
January 2005 

f--~-'-~~~~~~~~-

T o ta 1 

4 
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Claims paid Date of payment 
(Rs in 
crore) -7.74 29 March 2006 

1.96 29 March 2006 

0.90 6 September 2005 

-
0.87 6 June 2005 

0.26 J I March 2006 

11.73 

It was observed that the Compan) fi xed an OL of Rs 20 crore on Mh .. Friedman's Inc. 
USA on 22 November 2003 based on the September 2003 report of M/s. Dun & 
Bradstreet India (D&B). The Company doubled the OL lo Rs.40 crorc on 4 December 
2003 and again lo Rs.SO crore on 29 May 200..+ without waiting for a satisfactory 
experience of the buyer's bona fides or without carrying out further credi t checks. 

On 25 November 2004, the OL was further enhanced lo Rs.70 crore despite the Compan) 
receiving adverse reports on the buyer from D&B on 16 September 2004 and from Mi ra 
Inform Pvt. Ltd . on I 0 November 2004. The negative remarks in these two repo11s 
concerned the restatement of financial '>latemenls for three previous years, absence of 
rating, default under credit agreement. withdrav.al of audit opinion b) auditors on the 
previously filed annual financia l -.1atements. clo-.ure of 50 to 65 of the buyer's stores and 
class action suit against the buyer alleging '>ccuriti es fraud. The failure lo take note of 
these observations, which would have led to cance llation/suspension of the OL on the 
buyer from October 2004 (after receipt of D&s·., report in September 2004). resulted in 
the Company having to pay out R1.,. l..f. I 5 crore a-. claim selllement on account of default -, 
by M/s Friedman's Inc. USA. 

(b) Based on D&B's credit report of Apri l 2003. the Company fixed an OL of Rs. 
four crore on 9 Apri l 2003 on a buyer, M/s. Cheminter. S.A. Paraguay. Citing the same 
D&B report, thi s was raised to Rs. fi ve crore on 19 June 2003. Against this OL, Hetero 
International Ltd and BDR Pharmaceuticals International Pvt. Limited. made exports to 
the buyer valuing Rs. 1.35 crore and Rs.1 .37 crorc respectively between 13 June 2003 and 
20 August 2003. The buyer fa iled to make the requisite payments for which both 
exporters fi led claims which were sellled by the Company for Rs.1.98 crorc (Hetero 
International Ltd for Rs.75 lakh in June 2005 and BDR Pharmaceutical., International 
Pvt. Limited for Rs. 1.23 crore in Jul} 2005). 

Audit observed that the D&B report of Apri I 2003 had clearly stated that the bu) er's 
"economic and financial cannot be determined .. as his payments, financial position. sales, 
trend, history. balance sheet and/or accounting figures were "'not evaluable", 
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"undetennined" or " incomplete". The Company's deci sion in the first place to grant an 
OL of Rs. four crore to the buyer was, therefore, unjustifiable and subsequently raising it 
to Rs. five crore within three months based on the basis of the same D&B report, 
inexplicable. Had the OL not been allowed to Mis. Cheminter, S.A. Paraguay, the 
Company would not have found itself in a s ituation of paying claims totalling Rs. L.98 
crore. 

The Company with resjJect to the first case replied (August 2008) that though there were 
few negative features it was decided to continue to underwrite the business taking into 
consideration the past payment experience of the buyer. It further stated that the buyer 
had not gone out of business nor the non-payment had ari sen due to bad/ma!afide 
intention of the buyer. 

In the face of the very serious and adverse nature of the information about the buyer, Mis 
Friedman's Inc. USA, provided to the Company by both the credit rating agencies, the 
reply of the Company was unacceptable. Further, in response to another audit 
observation, the Company stated that caution was exercised in some countries and 
precaution was taken in case of commodities with adverse claim ratio. Audit observed 
that though the list included the country of export and the commodity, the credit limit was 
extended even after receipt of adverse financial report indicated that such caution and 
precaution were not exercised in this case. 

The Company did not respond with respect to the second case. 

Recommendation No. 1.9 

The Company should require its Buyer Underwriting Department (BUD) to devise and 
implement a system of assigning pre-determined weights to various parameters (credit 
rating agency reports, buyer history, track record of the Company with the buyer, etc) 
that are taken into account in proposing an OL for a particular buyer. This would 
facilitate BUD to submit an objective review note to the Management for taking a 
transparent and balanced decision while approving/enhancing the OL of a buyer. 

The Ministry stated (January 2009) that the Company had initiated steps to strengthen the 
buyer underwriting department and a system generated office note for 
fixati on/enhancement of overall limit was also being introduced. 

1.8 Conclusion 

1.8.1 The Company has to pl ay a more active role in carrying out background 
commercial and financial checks of exporters/importers, a task currently largely left to 
banks. This would help in further bringi ng down the level of claims. It should increase its 
share of recoveries by urging banks to take action under the SARFAESI Act and regular 
follow up on this matter. 

1.8.2 The Company should ensure that it functions within the statutory provisions of 
the Insurance Act, 1938 in relation to its SCR and SEP policies business. It should 
require exporters to submit additional documentation while submitting claims and for 
banks to carry out credit worthiness checks of exporters. The Company should a lso give 
due and timely emphasis to reports of credit information agencies. 
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MINISTRY OF COMMUNICATIONS AND INFORMATION 
TECHNOLOGY 

CHAPTER II 

Bharat Sanchar Nigam Limited 

Follow up of audit recommendations of previous reviews 

Highlights 

In respect of three reviews covered in the performance audit, none of the ATNs were 
received for vetting within their due dates. Sub-.equently out of a total of 86 ATNs 
relat ing to the three reviews. only 56 had been vetted till August 2008. 

(Para 2.7) 

Though the ATN was given stating that a Committee was set up to study the utili sation 
aspects of microwave links. 37 microwave link routes remained idle without being 
decommissioned even after introduction of Optica l Fibre Cable (OFC) ring in the Eastern 
Telecom Region (ETR). 

(Para 2.8.2 (a)) 

The Ministry assured that necessary instructions had been issued (January 2005) to the 
ci rcles for rectifying the deficiencies as observed by Audit. However. I 0 microwave 
routes fall ing under categories Ill and IV, which were ordered for closure by Bharat 
Sanchar Nigam Limited (Company). were yet to be decommissioned in ETR. 

(Para 2.8.2(c)) 

In the ATN it was stated that the DotSoft package had been modified to tackle the 
problem of unaddressed bills. Audit, however, noticed that un-addressed bills continued 
to be generated in 11 Secondary Switching Areas (SSAs) under Gujarat. Karnataka and 
Orissa telecom circles despite modifications in the DotSoft Package. 

(Para 2.9.2( h)) 

In spite of assurances of remedial measures by the Company, the auto disconnection of 
outgoing calls of subscribers beyond their prescribed credit limits was not effected. 
result ing in arrears of Rs.49.49 lakh in seven SSAs test checked under Gujarat and UP 
(West) circles. 

(Para 2.10.2( a)) 

A Disaster Recovery Plan to safeguard the system and data relating to CMTS bil ling 
centres was recommended by Aud it in Apri l 2007. The Company was yet to implement 
the same although the revenue from CMTS was Rs. I 0.579 crore during the year 2007-08. 

(Para 2.I0.2(h)) 
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Summary of recommendations 

I. Before issuing ATNs to audit paragraphs, the Ministry and the Company 
should ensure actual implementation of the remedial measures in the field 
writs. Mere assuratzces in the form of issuance of instructions to field utzits 
would not serve any purpose. 

2. The Ministry and the Company should ensure that ATNs duly vetted by Audit 
are submitted to Committee on Public Undertakings within the prescribed time 
frame of six months. 

3. The review on working of Telecom Maintenance Wing in the Company 
highlighted amongst other things, idling of micro wave systems. Jn spite of 
assurances the same has not improved. The Company should once again review 
and ensure proper utilisation of micro wave systems. 

4. The review on Information Technology Audit of DotSoft Package in the 
Company highlighted deficiencies in the package leading to 11011-realisation of 
revenue. As the deficiencies still persist, the Company should ensure that 
modifications made in the DotSoft software are properly implemented. Also 
these deficiencies should be addressed in any new billing software being 
illtroduced in the Company. 

5. The review on Cellular Mobile Telephone Services (CMTS) in the Company 
focused on various deficiencies relating to planning, procurement, 
commissioning and operations of CMTS. ATNs in respect of Audit 
recommendations made in the performance audit on CMTS have not been 
received. The Audit Report was laid in the Parliament in April 2007 and belated 
submission of A TNs would not serve any purpose. The mobile telephony has 
already moved from 2G to 3G cellular telecom networks and in the rapidly 
changing telecom scenario the Company has to take swift action 011 the Audit 
recommendatiolls to gain benefit out of it. 

2. I Introduction 

Topics/themes relating to an entity having signi ficance and financial considerations are 
examined and developed into Performance Audit Reports/Reviews/Information 
Technology Audit Reports. These rev iews along with audit recommendations are 
included in the Audit Reports which are laid in the Parliament. The concerned 
Ministries/entities submit Action Taken Notes (ATNs) whi ch inter-alia brings out the 
remedial measures taken by the entity, in respect of all the paragraphs relating to the 
Performance Audit/Review/Information Technology Audit included in the Audit Repo1ts. 
These ATNs are du ly vetted by Audi t and submitted by the concerned Ministry/enti ty to 
the Committee on Public Undertakings (COPU) within six months from the date of 
presentation of the relevant Audit Report. 

The perfonnance audit on follow up of audit recommendations of previous rev iews 
relating to Bharat Sanchar Nigam Limited primarily focuses on the effectiveness and 
compliance of remedial measures taken/assurances given by the Ministry/Company in its 
A TNs . ubmitted to Audit for vetti ng. 

This performance review covers the fo llowing three past reviews that appeared in Audit 
Report of Union Government, Commercial: 
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• "Working of Telecom Maintenance Wing in BSNL" Report No. 5 of 2004 

• "lnfonnation Technology Audit of DotSoft Package in BSNL'' Report No. 5 of 
2005 

• "Cellular Mobile Telephone Services (CMTS) in BSNL" Report No. I 0 of 2007 

2.2 Scope of Audit 

The purpose of thi s performance audit was to obtain reasonable assurance that the 
Company has acted on audit recommendations in case of the three chosen rev iews. It also 
attempts to assess that there was a mechanism to monitor implementation of remedial 
measures and that the measures implemented have actually been successful. 

2.3 Audit objectives 

The objectives of Audit were to as'>ess that: 

• the Company responded adequately and timely to audit findings. 

• the remedial measures initiated by the Compan) on audit recommendations in the 
selected reviews were adequate and fruitful. 

2.4 Audit criteria 

The main audit criteria used were: 

• COPU in its Second Report ( 1998-99 Twelfth Lok Sabha) recommended that 
fo llow up ATNs dul y vetted by Audit in respect of various paragraphs contained in 
the Reports of the C&AG. should be furni shed to COPU within six months from the 
date of presentation of the Reports in the Parliament. 

• Order and instructions issued by the Company to its field offices from time to ti me 
and assurances given. as stated in ATNs. 

2.5 Audit methodology 

The audit methodology involved examination of related documents and discussions with 
the auditee on implementation of remedial mea-.ures undertaken by the Company on the 
audit recommendations of selected reviews. The fi eld work was carried out between June 
and Jul y 2008. The detail s of circles and Secondary Switching Areas (SSAs) selected are 
given in Annexure - III. Simple random sampling technique was used for selection and 
analysis of data. 

2.6 Ackllowledgemellt 

Audit acknowledges the cooperation and assistance extended by all the levels of 
Management at various stages till completion of the audit. 

2. 7 Audit findings 

Status of receipt of ATNs and review-wise audit findings on the fol low up action taken 
by the Company are given in the succeeding paragraphs. 

Status of receipt of ATNs 

The position of submission of ATNs by Department of Telecommunications under the 
Ministry of Communication and In formation Technology in respect of the three reviews 
selected for performance audit is given in the Table below. 
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Table 2.1 
Reviews selected for Audi! repon Date of Total ATNs ATNs ATNs ATNs 
performance audit presentation required for vetted vetted pending as 

in the sub-paras within six with of August 
Parliament months delay 2008 

Telecom 
Maintenance Wing 5 of2004 4.02.2004 19 Nil 17 2 
DotSoft Package 5 of 2005 9.03.2005 26 Nil 13 13 

CMTS IO of2007 26.04.2007 41 Nil 26 15 

Total 86 Nil 56 30 

As can be seen from the table, none of the ATNs were vetted and submitted to COPU 
within the due dates, i.e., within six months of the presentation of the concerned Audit 
Report in the Parliament. 

Recommendation No. 2.1 

The Company should ensure that ATNs are submitted within prescribed time frame. 

2.8 Review 011 working of Telecom Maintenance Wing of BSNL 

This review was conducted in June 2003, covering the period 1998 to 2003 to assess the 
functioning of the Telecom Maintenance Wing of the Company. The primary objective of 
the review was to examine the effecti veness of the Telecom Maintenance Regions in 
management and maintenance of various te lecom networks entrusted to them. 

The original major audit observation and recommendations were as follows: 

• Microwave systems were installed without any requirement as Optical Fibre 
Cable (OFC) media wa available. Also no action was taken to decommission the 
microwave systems after commissioning of OFC on several routes. Consequently, 
microwave systems were not functional/did not carry any traffic on these routes. 
Audit recommended that measures should be taken to decommis ion microwave 
schemes on the routes where optical fibre cable had been introduced and was 
handling total traffic. 

• Projections indicated that annual recurring expenditure of Rs.556 crore incurred 
on microwave media, earned revenue o f Rs. 135 crore resulting in annual loss of 
Rs.42 1 crore. 

• The Company fai led to frame generic requirements for Multi Channel per Carrier 
(MCPC) Very Small Aperture Terminal (VSA T) systems. Consequently, the 
systems procured at a cost of Rs.47.83 crore were found to be faulty or lying idle 
and there were problems in their maintenance. Audit recommended that the 
Company should strengthen co-ordination between the Quality Assurance Wing 
and the Telecom Engineering Centre to avoid acquisition of poor quality 
equipment. 

• Failure to adhere to Corporate office instructions and ineffective pursuance of 
dues led to non-recovery of compensation claims of Rs.40.46 crore on account of 
damage to cables. Audit recommended that the Company should introduce a 
uniform method for recovery of compensation for damages to cables. 
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• Company suffered loss due to delays in providing leased circuits wi thi n the time 
frame of four weeks prescribed by Telecom Regulatory Authority of India. 

2.8.J Action taken by the Compally 

Out of 19 paras in the review, 17 paras had been vetted and balance two paras were 
pending (as of August 2008) for want of reply from the Ministry. In the ATNs submitted 
by the Company through the Ministry it was assured that necessary instructions had been 
issued (January 2005) to the circles for rectifying the deficiencies as observed by Audit. 
Audit, however, noti ced that the deficiencies still persisted as brought out in the next 
paragraph. 

Further some of the directi ves issued by the Corporate office of the Company to its field 
units in response to the audit observations/recommendations, as een from the ATNs are 
as below: 

• A Committee was set upto study the utilisation aspects of microwave links working in 
the Company 

• A uniform method for raisi ng claims and recovery of compensation for damages done 
to the Company by private parties was considered for adoption by the Company. 

• On-line leased circuit booking/commercial system, i.e .. TV ARIT was introduced to 
enable faster provisioning of leased circuits. 

2.8.2 Current audit observations 

During test check (June and Jul y 2008) of records in the selected sub-regions under four 
non-territorial circles, it was noticed that no action was taken by the telecom circles on 
assurances given in the ATN to implement the remedial measures in the following cases: 

a) Non-decommissioning of microwave schemes on the routes where optical fibre 
cable was introduced 

Optical Fibre Cable (OFC) ring routes are auto protected and do not require any standby 
media due to its ring structure. However. it was observed in the ETR (June and July 
2008) that microwave link on 37 routes were kept as standby despite availability of OFC 
ring. 

b) Non-commissioning/non-utilisation of microwave system resulted in idling of 
network 

Fourteen microwave systems (seven di ve11ed by ETR to North East circles1 but not taken 
over and another seven di verted from Southern Telecom Region {STR) to North Eastern 
circles) were lying idle in ETR. Further. 11 microwave systems which were closed due to 
introduction of OFC media. were yet to be diverted or scrapped in ETR. 

c) Non-impleme11tatio11 of recomme11datio11s of the committee set up for review of 
the utility of microwave routes 

The Company formed a committee to study the utilisation of microwave links. On the 
basis of the Committee's recommendations. the Company categorised (March 2005) 
these links into four categories and directed it.., fie ld offices for closure of microwave 

1 
One to North East I circle, four to North East II circle and two to North East Task Force circle. 
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li nk fa ll ing under categorie lli2 and IY3
. However, in ETR, it was noticed that 10 

microwave routes falling under categories III and IV were still in operation in tead of 
being decommissioned. 

Recommendation No. 2.2 

The Company should review the impleme11tatio11 of its own directives regarding 
utilisation of microwave systems in the ETR. 

2.9 lllformation Technology Audit of Dot Soft package in BSNL 

The DotSoft package was introduced in September 1998 a an integrated telecom 
database system for commercial, bi ll ing, accounting, fault repair and directory enquiry 
sen ices. 

The audit of this package was conducted in July 2004 covering the period from 
September 1998 to July 2004. At the ti me of audit, the package wa functioning in 76 
Secondary Switching Areas (SSAs) under 13 telecom ci rcles out of 332 SSAs in 26 
circles of the Company. Audit <;elected 35 SSAs in I 0 circles for detai led scrutiny. 

The primary objective of this audit was to examine the effectivenes of the functioning of 
the software package, maintenance of data integrity, incorporation of rules and 
regulations as per codes and manuals and al o to evaluate and test the effectiveness of 
general IT controls speci fie to the computerised database system operated by the 
Company, ensuring non- leakage of revenue. 

The original major audit observations and recommendations were as follows: 

• The package could not eliminate un-addressed bi lls with the result that bilL worth 
Rs.39 crore were lying in the database in 33 SSAs of eight telecom circles from 
the year 2000 onward . The package also did not have checks to ensure that 
changes in exchange capacity, tariff and interest rates had been regularly updated. 
This resulted in short bi lling of Rs.72.87 lakh and excess payment of interest of 
Rs.7.55 lakh. Audit recommended that the DotSoft package should be redesigned 
to take care of un-addressed bi lls and to ensure regular updation of data in re pect 
of tariff changes. The package . hould also ensure that proper audit trails were 
created by the system to en ure that changes were duly recorded and authorised. 

• There wa no provision for checking of unbi lled trunk call tickets. resulting in 
tickets worth Rs.37 lakh lying unbilled in eight telecom circles. There was also no 
provision for calculation of pro-rota rent. 

• There was no provision for reconciliation of calls metered in the exchange and 
actuall y billed for, so as to prevent leakages. Audit recommended that the package 
should be redesigned to reconcile call downloaded from the exchanges and billed 
for. It should al ·o generate Management Information Sy tern reports so that 
reliance on manual method was avoided. 

• System resources were not utilised for immediate disconnection of telephone 
connections and sub-ledger accounting was being done manually. 

1 Microwave routes which were working as standby media to OFC links and being used occasionally. 
1 Microwave routes which were not being used at all for traffic. 

22 



Report No. PA 27of2009- 10 

• o monitoring measures were in place to prevent data manipulation and 
tampering. Audit recommended that there should be a mechanism to control and 
monitor the activities of Data Base Administrator. Internal !->ystems audit should 
be regularly carried out to ensure that confidentiality and integrity aspects of the 
lT system were not put to risk. 

• There was no IT Securit) Policy or a documented Disaster Recovery and Business 
Continuity plan. Audit recommended that proper Disaster Recovery and Business 
Conti nuity plan and an IT Security Policy should be framed and made available to 
al l the SSAs and staff. 

2.9.J Action taken by the Company 

Out of 26 paras in the review. 13 paras had been \'etted and balance 13 paras were 
pending {as of 31 August 2008) for want of rep I) from the Ministr). In the ATNs 
submitted by the Company through the Mini!'>try it ~as assured that necessary instrucriom. 
had been issued {June 2005) to the circles for rectifying the deficiencies pointed out bj 
Audit. 

It was stated in the A TNs that: 

• the DotSoft package had been modified to calculate rent on pro-rata basis and also 
to tackle the problem of unaddressed bills 

• instructions had been issued to all the circles for mandatory updating of master 
data in respect of installation charges and interest rates 

• guidelines on security for Wide Arca Network of the Company had also been 
made avai lable to prevent data manipulation and tampering 

Audit, however. noticed that the deficienc ies 'itill per-.isted as brought out in the next 
paragraph. 

2.9.2 Current audit observations 

During test check (June and July 2008) of record-. in the -.elected SSA'> of four territorial 
circles. it was noticed that no action had been taken by the telecom circles to implement 
the remedial mea<>ures in the ca<>cs mentioned below: 

a) Reco11ciliatio11 of metered calls and calls billed 

Reconciliation of metered ca ll s of telephone exchanges and call s billed for in a pa11icular 
bi lling cyc le was· required to be done through Cal l Data Record (CDR) based billing 
system to check the leakage of revenue. However. the system had not been introduced in 
any of the SSAs selected for audit. 

b) Unaddressed bills 

Though DotSoft package ~as re-designed to tackle the problem of unaddressed bills. the 
same continue to be generated in I I SSAs under Gujarat. Karnataka and Orissa telecom 
circles. 

c) Calculation of pro rota rental for shifting cases 

There was no provision in the <.,ystcm to calcul ate the rent on pro·rata basis and generate 
one bill in case of shifting of telephone connections from rural to urban areas or vice-
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versa, re ulting in short reali ation of revenue in re pect one SSA of UP (West) telecom 
circle. 

d) Non implementation of periodical audit of IT system of DotSoft package 

To ensure confidentiality and integrity aspects of IT system, internal audit of the system 
should be carried out regularly. In the ATN, the Mini. try had stated that Internal Audit 
Software was proposed to be developed using which periodical audit of IT systems would 
be done. However, it was observed that the system had not been developed. It was stated 
(July 2008) by the Management that the system was under development and li kely to take 
a year. 

Recommendation No. 2.3 

The Company should ensure that modifications made in the DotSoft software are 
implemented uniformly across all units. 

2.10 Performance audit of Cellular Mobile Telephone Services in BSNL 

The introduction and expansion of Cellular Mobile Telephone Services (CMTS) was one 
of the major components in the Tenth Plan and the Company was expected to be a major 
national player in these services. A large scale country wide roll-out of CMTS on 
commercial basis was done by the Company in October 2002. 

The performance audit of CMTS in the Company covered various activi ties relating to 
planning, procurement, deli very, installation, acceptance testing, commissioning; 
utilisation and operational performance; billing, collection and accounting of revenue; 
customer care and quality of services provided to customers covering the period from 
2001 -02 to 2005-06. 

The audit objective of the performance audit of CMTS was to a sess the efficiency, 
economy and effectivene of various activities relating to the initial launch and 
subsequent expansion of CMTS services. 

The original major audit observations and recommendations were as follows: 

• Non-achievement of operational targets in capacity building for provision of 
CMTS connections was noticed. Audit recommended that the Company should 
expedite the procurement process to avoid delays in setting up of CMTS systems 
and con equent loss of customer base. Further appropriate trategies should be 
prepared for ensuring optimum utilisation of the equipped capacity. 

• Quality of CMTS remained unsatisfactory due to poor network coverage, system 
fail ures. non-attendance of customer complaints, ere. Besides, the Company was 
unable to meet the ervice quality benchmarks prescribed by the Telecom 
Regulatory Authority of India (TRAI). Audit recommended that performance of 
customer care centre hould be monitored and adherence to quality of service 
norm fixed by TRAI ensured to avoid ri k of migration of cu tomers from the 
Company. 

• Delays of upto two years in handing over sites to vendors for installation and 
commissioning of CMTS equipment and execution of annual maintenance 
contracts was noticed in everal circles. In many cases CMTS sites were operated 
without obtaining mandatory clearance from the Standing Advi ory Committee 
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on Frequenc) Allocation-.. Audit recommended that time -.chedules hould be 
pre\cribed in advance for 'ariou., acti\ itic.., to be undertaken b) the circle'> for 
creation of infrastrucwre and for handing O\er of -. ites to vendor\ for in'>tallation 
and commi'>sioning of CMTS equipment. 

• Delays were noticed in implementation of threshold servers for monitoring credit 
limits of the customer'>. timely billing. auto di -.connection facilit) and prompt 
recove1) of billed amount'> from post-paid customers. 

• Inadequate disaster recmery plan and acce-.s controls for CMTS billing centres. 

• The Company failed to le\ )/recover penalt) from vendor'> for delays in 
rectification of fault ... during warranty/AMC period'>. 

2. J 0. J Action taken by the Company 

Out of 41 sub-paras in the re\ iev-. 26 paras had been velted and ATN., for 15 para'> were 
pending a<., of August 2008 from the Mini\try. Howe\er. ATNs had not been received in 
rc<.,pcct of an) of the audit recommendatiOIK 

In the ATN.., -.ubmitted b) the Company through the 1ini!>try. it \\a'> a-...,ured that 
necessal) instructions had been i'>sued <March 2008) to the circ les for addres<.,ing the 
audit obsenations. The '>pecitic action taJ..en/ replies to the audit 
observations/recommendations. a'> intimated in the AT s. includes the fo ll owing: 

• The capacity utilisation of CMTS systems till March 2007 was I 01 .55 per cent. 

• The Company had started maintaining data on surrender of CMTS connection'> by 
cu'>tomer'> and disconnecti on'> due to non-pa) ment. 

• A high powered committee \\a\ constituted to decide the amount to be reCO\ ered 
from \endors for non-rectification of faulh during \\a1Tanty period. 

Audit. hc)\\e\er. noticed that the deticiencie-. '>till per-.i'>ted as brought out in the next 
paragraph. 

2.10.2 Current audit observations 

During test check (June and July 2008) of records in the selected SSAs of four territorial 
circles, it was noticed that remedial measures. as assured by the Company. had not been 
taken in the case\ mentioned below: 

a) No11-impleme11tatio11 of credit limit and auto disconnection 

Despite fixation of credit limit for cellular mobile ... ub ... cribers. auto-disconnection of 
outgoing call was not implemented for subscribers beyond the credit limit in seven SSA., 
test checked under Guj arat and UP (West) ci rcles. Th is resulted in accumulation of 
arrears of revenue to the extent of Rs.49 .49 lakh. -

b) Non implementation of Disaster Recovery Plan 

'"Disaster Recovery Plan'" to safeguard the system and data in the event of unforeseen 
circumstances had not been implemented by the Compan) for its CMTS billing centres. 
although the revenue from CMTS was Rs. 10.578.89 crore for the year 2008-09. 
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c) Non-maintenance of data of customers 

The data on urrender and disconnections of cellular mobi le connections due to non­
payment, etc. was requ ired to be maintained . eparately to analyse the reasons for losing 
customers. However, no such separate database wa maintained in seven SSA te t 
checked in Gujarat and Orissa circles. 

Recommendation No. 2.4 

A TNs in respect of audit recommendations made in the performance audit 011 CMTS 
have not been received. The Audit Report was laid in the Parliament in April 2007 and 
such belated submission of A TNs relating to audit recommendations would not serve 
any purpose. The mobile telephony has already moved f rom 2G to JG cellular telecom 
networks and in the rapidly changing telecom scenario the Company has to take swift I 
action 011 the A udit recommendations to gain benefit out of it. 

~~~~~~~~~~~~~~~~~-' 

2.11 Co11c/11sio11 

After the detai led audit probe and data analysi. of the A TNs submitted by the 
Ministry/Company relating to three selected reviews it was found that there was lot of 
scope for improvement in the timely submission of A TNs and compl iance to the audit 
observations and recommendations at the field level. 

None of the ATNs submitted were within the prescribed time schedule of six months 
from the date of presentation of the concerned Audit Reports in the Parliament. As of 
August 2008. out of 86 A TNs due for submission by Ministry/Company, 30 ATNs 
pertaining to the th ree rev iews selected for fo ll ow up were pending. 

The Company. while ubmiuing ATNs. had given assurances to take appropriate 
measures in implementing the audit recommendations and addressing audit observations. 
It had is-,ued instructions to it'> field units/circles for rectifying the deficiencies. While 
some corrective action had been tak.en by the Company, especially in cases of re, enue 
recoveries. but in a number of cases action was either pending or ineffecti ve at the 
field/circle level. Consequently the ent ire audit exercise and action taken by the 
Ministry/Company has not yielded the best results. 

At present the ATNs are submitted by the Company's Corporate office to the Ministry 
and sent to the C&AG for veiling. In order to make thi. entire proce. s effecti ve and to 
have accountability on the assurances given in the ATNs, the confirmation of the same 
from the concerned Heads of Departments at the Corporate office/telecom circle level as 
well as the concerned Internal Auditors could be appended to the ATNs. This would go a 
long way in providing assurance to all the stakeholders regarding Management action on 
audit paras placed in the Parli ament. 

The matter was reported to the Ministry in December 2008; reply was awaited. 
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Bharat Sancha r Nigam Limited 

Functioning of telecom project circles 

Highlights 

Report .\'o. PA 27 of 2009-10 

In spite or creation of surplu.., tran..,mi..,..,ion media capacit) during 200-+-05 to 2006-07, it" 
further augmentation planned during 2008-09 to 2009-10 wou ld increa..,e the ri..,i... or 
underu tilisation and obsole<;cence due to frequent technological change..,. 

(Para 3.8./.1) 

Delay in procurement of equipment by the Corporate office during 200-l-05 and 2005-06 
re!>ulted in non-completion of 66 project.. 'aluing R ... . 175 crore out of 153 project'> 
!>elected for audit. 

(Para 3.8.2.6) 

Fifty Overlay Access etwork project.., costing R..,.335 crore were sanctioned by Northern 
Telecom Project (NTP) circle in violation of Corporate office in<.,tructions and 
expendi ture of Rs.98 crore was incurred on these projects without the approval of 
competent authority. 

(Para 3.8.3.1) 

Irregular expenditure of Rs.38 crore \\a" incurred b) different division<., under NTP circle 
on 57 work" \\ ithout obtaining apprO\ al or the competent authorit) .ind b) o.,pliuing the 
works to a\ oid approval of higher authorit). 

(Paras 3.8.3.2 and 3.8.3.3) 

Execution of optical fibre cable nctwori... for Indian Air Force. without obtaining advance 
deposit resulted in blocking of capital of Rs.-+66 crore for I 0 months. 

(Para 3.8.3.6) 

Lack of budgetar) control in Weo.,tern Telecom Project (WTP) circle resu lted in excc.,s 
expenditure of Rs.86 crore over alloued fu nd'i during 2006-07. 

(Para 3.8.J. 7) 

Delays ranging from one month to ..,e, en years in commencement. completion and 
commissioning of 294 projects executed upto 2007-08 by different division<; under al l the 
four TPCs, resulted in loss of potential revenue of Rs.633 crore. 

(Para 3.8.3.8) 

Southern Telecom Project circle e)l.tended undue benefit of Rs.131 crore to HCL 
lnfo!>ystem Limited by releasing ad' ance pa) ment before installation. commi-.sion1ng and 
acceptance te<.,ting of the equipment in 'iolation of tem1'> and condition-. of the purcha.,e 
order. 

(Para 3.8.3. 1 I ) 
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Non-release of completion reports by different divisions resulted in non-capitalisation of 
expenditure of Rs.302 crore and consequent non-avai ling of benefits of depreciation 
while paying corporate tax. 

(Paras 3.8.4.1and3.8.4.2) 

Eleven microwave schemes undertaken by WTP, NTP and ETP circles could not be 
commi sioned due to equipment defi ciencies and avai lability of better optical fibre cable 
transmission media, resulting in abandoning of chemes and consequent blocking of 
capital of R, .44 crore. 

Summary of recommendations 

The Company may: 

(Para 3.8.4.3) 

I. ensure expansion of transmission media capacity keeping in view current 
trends in demand and actual expansion requirement; 

2. ensure holding of Circle Planning Board/Regional Trunk Planning Committee 
meetings 011 need basis and also involve Telecom Project circles (TPC) in 
convening these meetings; 

3. ensure establishment of proper control mechanism and Management 
Information System for creating consolidated database of projects at the level of 
TPCs and the Corporate office; 

4. ensure compliance with the provisions of the Manual for Procurement of 
Telecom Stores and Equipment by all TPCs; 

5. ensure compliance of delegation of powers and other instructions issued by the 
Corporate office pertaining to sanction and execution of the projects including 
collection of advance deposits by the TPCs; 

6. ensure timely issue of completion reports pertaining to completed projects, 
handing over of commissioned projects and issue and acceptance of Advice of 
Transfer Debits (A TD); and 

7. ensure proper maintenance of measurement books and various registers 
prescribed for recording details of the projects. 

3.1 lmroduction 

In India, before introduction of wireless technologies. the transmission media used in 
telecom sector was 'Overhead wires·, which was fo llowed by underground cables. i.e. , 
co-axial/copper cables etc. Due to frequent damage and problem in their repairs and 
maintenance. the Company introduced use of radio frequency based microwave system 
network based on analog/digital technology. They were found useful main ly in hilly 
regions, but required installation of Repeater Stations en-route to boost the signals. 
Satellite sy terns, in which avail ability of channels was more, was al so used as 
transmis ion medi a. However. the cost in volved in etting up of a atell ite sy tern was 
huge. 
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Al present. Optical Fibre Cable (OFC). ba..,eu on Jigital technology. i'> used in large '>Cale 
for creation of tran),mi '>sion network in the Compan) and the e-..ecution of work on rau10 
fre4uency network has considerably reduced. 

In the Company, local area network i1., e1.,tabli ..,hed and maintained by Secondary 
Switching Areas (SSAs) under territorial circ le), whcrea), long di1.,1ance media. i.e .. 
transmission systems. mostly in volving OFC. arc establi shed by the Te lecom Project 
circles (TPCs) and handed over to Telecom Maintenance Regions and territorial circles 
for utilisation and maintenance. There arc four TPCs namely. Western Telecom Project 
(WTP). Eastern Telecom Project (ETP), Southern Telecom Project (STP), and Northern 
Telecom Project (NTP), each headed by a Chief General Manager. 

The TPCs are responsible for plann ing. in-;tallation and commi '>'>ioning of OFC 'iysterm. 
broadband and narrowband digital microv. ave S)stems. satellite ba'ieu \ oice system .... and 
Satellite Based High Speed Data Network <HY ET). 

WTP. STP, ETP and NTP cover the fnllov.ing Statcs!Union Territories: 

Circle 
WTP 
STP 
ETP 

NTP 

Table 3.1 
States!Union Territories cmered 

Maha rash tr a, Madhya Pradesh, Chhattis arh, Gu"arat and Goa 
desh, Karnataka, Kerala and Tamil Nadu Andhra Pra ____ __, 

Andaman an d Nicobar Islands, Bihar, Jharkhand, Orissa, Sikkim 
ngal and West Be 

Delhi, Harya na, Himachal Pradesh, Jammu and Kashmir, 
asthan, Uttar Pradesh (East and West) and Punjab, Raj 

Uttarakhand 

3.2 Orga11isatio11al setup 

O\.erall control over functioning of TPC1., rc-;1.., v. ith the Chairman and Managing Director 
(CMD) of the Company. At the Corporate office level. Director (Planning and Nev. 
Services) assists CMD. At the circle le\.cl. rc1.,pec1ive Chief General Managers (CGM-.) 
and their General Managers (GMs) anu Dcput) General Managers (DGMs) as1.,i1.,t the 
CMD. 

3.3 Scope of Audit 

Performance audit was conducted during January 2008 to May 2008 with a view to 
examine planning, execution and monitoring of projects executed by TPCs of the 
Company, covering four circles l'i::,., WTP. STP. ETP and NTP from 2003-04 to 2007-08. 
on the basis of documents maintained by Corporate offi ce and Head Offices of TPCs 
along with their selected divisions and sub-di\ isions. North East Task Force (NETF) unit 
of the Company, with its Head Office al Guwahati. covers all the se\en stales1 in North 
East region. However. functioning of NETF ha1., not been covered in this performance 
audit. 

1 Arunachal l'radesli, Assam, M eghalaya, Mi-:;oram, Tripura, Ma11ip11r and .Vagalaml 
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3.-1 Audit objectives 

The main audit objecti ves were to assess that: 

• there was proper planning for projects being undertaken by TPCs, 

• the projects were executed economically. effi ciently and effecti vely by TPCs and 

• commissioning of projects by TPCs had resulted in improvements in now of 
telecom traffic in inter-ci rcle and intra-c ircle locations. 

3.5 Audit criteria 

The following audit criteria were used: 

• Coda! provisions for project planning; 

• Coda! provisions for preparation of project estimates and for tenderi ng and 
procurement; 

• Terms and conditions of purchase orders; 

• Operational and fi nancial performance indicators fi xed by the Company for 
telecom projects; 

• Monitoring mechanism to ensure time!) execution and handing over of projects 
to requisitioning terri torial circles/telecom mai ntenance regions; and 

• Guidelines pertaining to Advice of Tran sf er Debits (ATDs). 

3.6 Audit methodology 

The Report was prepared based on review of relevant documents, discussions wi th 
various levels of the Management and fi eld visits. Statistical sampling techniques have 
been adopted for data analysis as detailed in Amzexure-/V. Entry and exit meetings were 
al o held in February 2008 and October 2008 respectively with the Management. 

3. 7 Acknowledgement 

The cooperation and assi. tance extended by the Company Management and staff, at all 
levels, is acknowledged. 

3.8 Audit fi11dings 

Audit observed deficiencies in planning of projects, procurement of equipment and 
stores, monitoring and execution of projects and quality of telephone service. The 
Company needs to address these defi ciencies to improve the quality of servi ce in light of 
competition from private operators, besides achiev ing the objecti ves of National Telecom 
Policy and Universal Service Obligations. These deficiencies are discussed in the 
succeeding paragraphs. 

3.8.J Planning 

Telecom project planning primarily involves assessment of media requirement of telecom 
circles in the Company. This assessment is based on forecast of demand for telecom 
services, ex isting media capacity, technological options and media guidelines issued by 
Corporate offi ce of the Company. Meeti ng. at circle and Regional Trunk Planning 
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Committee (RTPC~ l level \\ere held to """e"" the media requirement and project., 
finali..,ed. Further ba:-.ed on <leci.:-.1on" taken 1n the meeting'>. project e.., timate" were 
formulated and executed. Audit ..,crut in) rc\ealcd the following deficiencies in project 
planning. 

3.8. / . I Creation of huge transmission media capacity without demand 

Transmission Media Planning guidelines issued !March 2005) by the Compan y pro\ided 
for as<.,essing demand for media requirement ba..,ed on thrice the actual number of 
connections as of December 200-+. Thi" re .... ulled in tripl ing of media capacity b) 
December 2007. Contrar) to thi 1.,. actual demand for telephone connection., increa..,ed 
from 45 million to about 69 million h) December 2007. registering thereb) an increase of 
53 per cent. 

Despite creation of surplus tran..,mission media capacil) . further increase of transmission 
media has been provisioned under new Tran1.,111i..,sion Planning guidelines (2008-20 I 0). to 
meet tran.,mission media capacit) to 191 mi ll ion telephone connection1., b) December 
20 10. 

The Corporate office, in rep!) (March 2008 l to ,1uJ11 observation ..... rated that tn1n1.,m11.,1.,ion 
network was built for taking care of long term demand upto 10 )ear1.,. It \\as further 1.,tated 
that even though demand for telephone connection" did not increa<,e. the tran.,1111..,..,ion 
media demand for the broadband connection.., had incre<.hed mani folJ. The repl y wa1., not 
convincing as there was a decline in basic telephone connections and no appreciable 
increase was noticed in broadband connecti ons 'W hich stood al 20.32 lakh connection as 
of 3 1 March 2008. Beside-.. furthl.!r augmentation of transmiss ion media. as planned in 
new Transmission Planning guide lines (2008-20 10). wou ld increase capacity of 
transmission network mani fold and con'>equent underutilisation. 

The Management replied ffebruar) 2009 l that there was not onl) acute \hortage of 
Bandwidth {8W) to meet BW requirl.!menh ol Broad hand., and Cl\1T expan-.ion but the 
Company also planned to become earner mer anJ ahove its requirement to generate 
rc\cnue b) selling BW ihelf. It \\Lt\. IHn\e\er. ,tgreed that the risk of oh-.ole'icence \\Ould 
he kept in view in future procurement. 

3.8. 1.2 Non-holding of regular meetings of RTPC and CPB 

(i) As per the prescribed \Chedule. at ka..,l one meeting of RTPC during each year 
should be held in each rnne. Re\ iev. of rccorus relating to planning committees (RTPC 
and CPB 1

) in NTP ci rcle re\ealed fe\\ meetings <luring January 2003 to March 2008. 
Hence progress of 15 project'> already sanctioneu during 2006-07 \\a-. held up for 18 
months till the next RTPC meeting in"' hich thc'>e projects were modified. 

It was intimated by the Management that RTPC \\as being held once in a year. The repl) 
was not tenable as on ly four '>Uch meetings of RTPC were held in more than five 1ears in 
NTP ci rcle. 

1 CGMs/GMs from all the territorial circle1, Telecom Project circle. Telecom ,\faintenance Region of the 
concerned :.one and Core Network Cell of Corporate office are the Members of RTPC. The :.one-wise 
meetings of RTPC are coordinated by the Telecom \faime11ance Region of the concerned :.one and these 
meetings are mostly held once a year. 
1 CPB- Circle Planning Board. 
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It was also noticed that RTPC and CPB meetings were held by Telecom (Maintenance) 
Region and territorial circles under various zones and not by TPCs who executed the 
projects. This implied that TPCs had no control over planning committee forums and 
could not convene these meetings to consider various issues regarding transmission 
network projects undertaken by them. 

(ii) It was noticed in STP circle that RTPC meetings were held amongst STP circle. 
maintenance wing and the territorial circles to identify routes/schemes to be taken up for 
execution. However, out of 130 projects taken up for detaj led study by Audit in STP 
circle. 41 projects (32 per cent) were not recommended by RTPC in its meetings. 

The Management replied (February 2009) that the instructions had been issued for 
hold ing quarterly review meetings to review the status and changes/modifications in the 
projects for which monitoring would be done at the Corporate office. Besides. the 
Management also agreed to hold CPB/RTPC meetings on a periodic basis. 

3.8. I .3 Inadequate forecast of demand for taking up new projects 

Audit scrutiny of records or STP circle revealed that new projects were identified in CPB 
and RTPC meetings without reviewing utilisation of existing capacity. Also details of 
capacity utilisation of completed projects were not available with the respective DGMs. 
Thus. the major requirement of asses ment of existing faci lities while formulating project 
plans had not been complied with by STP circle. 

The Management replied (February 2009) that the suggestion of Audit for taking into 
account the complete utilisation of existi ng media while formulating project plans had 
been noted for compliance. 

3.8.J.4 Inadequate control mechanism and Management Information System 

Instructions provide for regular interaction between heads of project divisions/territorial 
circle /Corporate office and heads of TPCs for avoiding unnecessary delays in 
formulation of plans for new telecom project . For this a strong Managemen t Jn formation 
System (MIS) coupled with control mechanism arc required, both at the level of each 
TPC as well as the Corporate office. 

Audit checks revealed that no consolidated database/MIS of projects planned/in­
progre s/completed was maintained by NTP and ETP ci rcles as well as the Corporate 
office for planning and monitoring of projects. 

The Management replied (February 2009) that the suggestion of Audit for maintaining a 
detailed MIS of projects planned/in-progress/completed had been noted for compliance. 
It was further repl ied that action had been initiated for developing unified oftware by it 
TT circle for online uploading of the required detail of projects at the level of DGM for 
proper monitoring. 
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Recommendation No 3. I 

(i) The Company should ensure expansion of transmission media capacity keeping 
in view current trend of demand and actual expansion requirement. 

(ii) Tire Company should ensure holding of CPBIRTPC meetings 011 need basis and 

also involve TPCs in convening of these meetings. ~ 
(iii) The Company should ensure establishment of proper control mechanism and 
MIS for creating consolidated database of projects at the levels of TPCs and the 
corporate office. __ 

3.8.2 Tendering and procurement 

3.8.2. 1 Execution of work without inviting tenders 

The project-cum-detailed estimate of Overlay Access Network (OAN) for West Polygon 
Kanpur city at a total cost of R'>. I 0.03 crore was sanctioned (August 2005) by CGM. 
NTP circle. The project estimate contained pro\'ision for trenching for laying of 
permanently lubricated pipes and con!>truction of manholes. 

Scrutiny of records revealed that open tender was not invited by DGM (TP). Lucknow for 
the above work to ensure competiti ve rates. Instead the enti re trenching through 
horizontal directional drilling was done irregularly by contractors working on other sites 
and schemes at a cost of Rs. 3.03 crore. 

On being pointed out by Audit, the local Management did not furnish any reply for 
justifying execution of work without inviti ng open tender. 

The Management replied (February 2009) that the OAN works in Kanpur and Lucknow 
cities were got done through the tenders. II was fu11her stated that these works were 
awarded to contractors as per 25 per cenr extra provision in the tenders to save the time 
and for earl) commissioning of schemes and the rates avai lable were simi lar in both the 
cities. 

The Management's repl y is not tenable as the above refen-ed entire horizontal directional 
drilling work valuing Rs.3.03 crore was got done through contractors who were awarded 
work on various other sites and schemes, disregarding provisions and rules contained in 
the Manual of Procurement and thereby extending undue benelit to the exi!>ting 
contractors. 

3.8.2.2 Short collection of bid security in tenders floated by NTP circle 

Procurement manual of the Company provides that the value of bid security shou ld be 
equal to two per cent of the estimated cost of stores proposed to be procured from lowest 
bidder in the tender, subject to a maximum of Rs. two crore. However, in 13 cases in 
NTP circle the bid security collected from the bidders was only 2 per ce111 of 30 per cent 
of the cost of package. This resulted in short collection of bid security of Rs.2.23 crore. 
The Management replied that bidders were asked to quote for 30 per cent quantity. The 
reply was not tenable as tender-; were im.ited for 100 per cent quantity from all the 
bidders, in all cases. 

The Management replied (February 2009) that the tendering for the procurement of 
material was multi-vendor based and the L-1 vendor was to be given 30 per cent of the 
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tende red quantity; and accordingly bid security was taken as 2 per cent of the 30 per cent 
of estimated cost to the store proposed to be procured. 

The Mana.gement' s reply is not tenable as the tenders were invited for 100 per cent 
quantity from all the bidders, in all cases and as per the provisions and rules contained in 
the Manual of Procurement, every bidder, while depositing his bid, was required to 
deposi t bid security equal to two per cent of the total estimated cost of the material 
proposed to be procured in each of these tenders. 

3.8.2.3 Procurement of equipment and stores 

The Company procured equipment and material based on Manual of Procurement of 
Telecom Equipment and Stores. Audit observed the following deficiencies in 
procurement of equipment and stores for execution of projects by TPCs: 

3.8.2.4 Undue benefit to co11tractors by NTP circle 

CGM, NTP circle increased the Schedule of Rates (SOR) for construction of manholes 
for OAN works at Lucknow, Kanpur, Varanasi and Allahabad citie from Rs.30,000 per 
manhole to Rs.36,000 per manhole as a special case in October 2004. The increased rate 
was applicable for tenders to be floated upto December 2004 so as to complete OAN 
works of these cities by March 2005. DGM (TP) Lucknow accordingly invited tenders at 
higher SOR of Rs.36,000 after December 2004 for construction of manholes under OAN 
schemes and finalised rates ranging from Rs.38,952 to Rs.38,990 per manhole. Adoption 
of higher SOR resu lted in extending undue benefit of Rs. l .53 crore in basic rates on 
construction of 2,553 manholes upto March 2008. Further, the work could not be 
completed till March 2005, defeating the very purpose of increase in SOR. Audit, 
however, noticed that DGMs (TP), Dehradun and Agra were able to execute the same 
work by adopting SOR of Rs.30,000 per manhole. 

The Management replied (February 2009) that seeing the previous experience o f getting 
higher rates ranging from Rs.36.000 per manhole to Rs.48,500 per manhole for the 
tenders floated for construction of manholes for OAN works at the above fou r c ities, 
further tenders were also floated on the basi of the revised SOR. 

The Management's reply is not tenab le as the increase in the SOR for construction of 
manholes from Rs.30,000 per manhole to Rs.36,000 per manhole at the e four c ities wa 
approved by the CGM, NTP circle as a special case for the tenders to be floated up to 
December 2004 only and not beyond that. Hence, floating of the tenders by the DGM 
(TP) Lucknow for the above work after the prescribed date of December 2004, that too at 
much higher rates ranging from Rs.38,952 to Rs.38,990 per manhole and without specific 
approval of the competent authori ty, was not justified. 

3.8.2.5 Unauthorised procurement of polyethylene pipe by NTP circle 

High-densicy polyethylene (HOPE) pipe is a decentralised item of store and the same was 
to be purchased by heads of circles, i.e. CGMs only with the concurrence of their Internal 
Financial Advi ors. These powers for decentrali ed procurement were not to be further 
delegated to lower formations. 

Audit noticed that GM (TP) Lucknow purchased 164 km of Double Wall Corrugated 
(DWC) HOPE pipes at a cost of Rs.1.45 crore during the period from February 2006 to 
November 2007 in violation of delegation of power approved by Corporate office. 
Further engineering instructions for laying of OFC stipulate that Reinforced Cement 
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Concrete(RCC)/Galvinised Iron pipes should be U'ied for providing protection to OFC 
and use of HOPE pipes is )el to be approved. Thi 'i re<;ulted in unauthorised procurement 
of DWC HOPE pipes valued at Rs. 1.45 crore. 

Also sample check by comparison of rates of similar dimensions of DWC HOPE pipes 
and RCC pipes revealed that procurement of 73.750 km DWC HOPE pipes in place of 
RCC pipes resulted in excess expenditure of Rs. 52.11 lakh. 

On being pointed out by Audit. the Management stated that DWC HOPE pipes were 
being used in place of RCC pipes and were being procured by GM/DGM within their 
financial limits. The reply \.\U'> not acceptable as GMs were not empowered to purchase 
the <;ame: moreover. engineering instructiom. do not permit use of DWC HOPE pipes. 

The Management replied (February 2009) that as per the engineering instructions issued 
by the Technical & Deve lopment (T&D) circle (received from Corporate office on 17 
Auguc.,t 2005). DWC HOPE pipes could also be utili sed for protection of OFC as 
preferable choice due to techno-economic conc.,ideration and, hence. OWC HOPE pipes 
were procured for protection of OFC in place of RCC pipe. It was fu rther stated that as 
the RCC pipe'> 'Were being procured by OGM., concerned. the DWC HOPE pipes 'Were 
al'>o procured by the DGM'i locally. 

The Management's reply that DWC HOPE pipe v.as a preferable choice in place of RCC 
pipe due to techno-economic consideration was not tenable as sample check done by 
Audit b) comparison of rates of similar dimensions of DWC HOPE pipes and RCC pipes 
revealed that DWC HOPE pipes were costlier than the RCC pipes. Further. the competent 
authority for procurement of DWC 1 IDPE pipes according to delegation of powers was 
onl) the CGMs and not the DGM.,/GMs. 

3.8.2.6 No11-completion of projects due to delayed procurement of equipment 

Procurement of major telecom equipment \\ "" carried out centrall) b) Corporate office. 
based on con.,olidated demand put up by the cin:lc., a., per the procurement manual. Audit 
scrutiny of Material Management and Planning Wings of the Corporate office revealed 
that during 2003-0-+ to 2007-08. requirements for 5.22-+ number of equipment {-+.312 
Synchronous Transport Modules (STMs) and 9 12 Dense Wave Div i..,ion Multiplex ings 
(DWDMs)} were placed by di' i'> ions under NTP circle and the same was finali sed by 
Head Office of NTP circle. Against this. 3,653 number of equipment was approved by 
Corporate offi ce and only 1.603 number of equipment ( 1568 STM.., and 35 DWDM '>) 
were actually procured during 2003-08. Actual procurement of equipment by Corporate 
office was onl) 31 per ce111 of demand raised b) TP circle. 

Audit further found that against 679 and 362 numbers of STM equipment appro,ed b) 
Corporate office for procurement during 2004-05 and 2005-06. respecti ve ly. for NTP 
circle. actual procurement was only 3 10 and 3 15 number during these years. However. 
procurement of 9-+3 number of STM equipment v.as made during 2006-07 without any 
demand from NTP circle. Thi'> delayed procurement by Corporate office resulted in non 
completion of 66 projects (out of 153 projects '>elected by Audit). having total outlay of 
Rs. 174.51 crore. wh ich were '>anctioned during 2003-0-+ to 2007-08 pertaining to DGMs 
(TP). Jaipur. Lucknow. Dehradun. Jodhpur. Jalandhar and National Capital Region 
(NCR) Delhi . 
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The Management replied (February 2009) that as most of the rings for which the 
equipment was planned required infrastructure work, which was itself a time consuming 
job, accordingly, the procurement of the equipment was done in pha ed manner. 

The Management' s reply was not acceptable a procurement of the equipment by the 
Corporate office in a phased manner instead of as per the demand of the NTP circle. had 
resulted in delays in com mi ioning of the projects. 

3.8.2. 7 Irregular procurement of OFC 

As per revised gu idelines for Transmission Media Planning (March 2005), 96F OFC was 
not to be utilised in any of the schemes. Against these guidelines. during 2005-06 and 
2006-07. 124 km of 96F OFC was procured irregularly at a co t of Rs. 1.44 crore. No 
reply to this observation was furnished by the Management (March 2009). 

Recommendation No. 3.2 

The Company should ensure compliance of provisions of the Manual of Procurement 
of Telecom Equipment and Stores by all TPCs while procurement of material and I 
stores and execution of works/projects. . 

3.8.3 Execution of projects 

Approval of competent authority not obtained before taking up the projects 

3.8.3.1 Irregular execution of OAN works 

The Company's Corporate offi ce (Transmission Planning Cell) issued (March 2005) 
revised guidelines for transmis. ion media planning which st ipulated that all transmission 
work within SDCC4 were to be carried out by territorial circles and project estimate 
should be anctioned by territorial circles/head of SSAs. In vie'W thi the primary 
responsibi lity for execut ion of Overlay Access Network (OAN) works rested with the 
concerned territorial circles . 

Audit crutiny of records of NTP circle and DOM (TP), Lucknow. revealed that 50 
projects were sanctioned by NTP circle at a cost of Rs.334.78 crore and an expenditure of 
Rs.98.29 crore was incurred without obtaining sancti on of projects/detailed estimates 
from concerned territorial circles. As such, these projects were executed without approval 
of the competent authority. 

The local Management <;lated that there were clear cut guidelines for anction and 
execution of OAN projects b} TPCs. The reply was not tenable a after is ue of revised 
guidelines and clarificati on thereto, the OA project estimates were to be sanctioned by 
concerned territorial circles/head of SSAs and not by TPCs. DOM (TP). Lud.now, 
accepted the facts. 

The Management replied (February 2009) that since the NTP circle wa<; doing execution 
of the OAN work including sanctioning of est imates prior to issue of new Transmission 
Guidelines. NTP circle continued the same practice. as the OAN projects were placed in 
top most priority by the Corporate office. It wa further stated that the approval of Survey 
Report was obtained from SSNcircle concerned before the sanction of the estimate. 

4 Short Distance Charging Centre is generally situated at Tal11ka headquarters and is the reference point 
for chargeable distance calculation for all the exchanges working in the Short Di.5/ance Charging Area 
(SDCA), which is declared as the local Area. 
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The Management's reply was not tenable a'> after issue of the rev i'>ed Transmi'is ion 
Planning Guidelines 2005. the OAN project estimates were to be sanctioned by 
concerned territorial circles/heads of SSAs and not by the NTP circle. 

3.8.3.2 Irregular expenditure 0 11 execution of work 

(a) Audit noticed that DGM (TP), Lucknow commenced execution of 13 works 
during 2002-07 and incurred Rs.7.93 crore (upto September 2007) on execution of these 
works without obtaining sanction of projects/detai led estimates from the competent 
authority. These works were not of emergent nature, which was evident from the fact that 
some of these works were under progress as of March 2008. Execution of works without 
sanction of competent authority was irregular. 

On being pointed out by Audit. the Management sanctioned DE/PE for most of the 
schemes which were under execution. Thu'>. execution of works without approval of 
competent authority defeated the very purpose of sanction of project/estimate detailed 
estimates for exercising financial control. 

The ManagemeRt replied (February 2009) that in future care would be taken to ensure 
sanctioning of the estimates by the competent authority prior to execution of the work. 

(b) Audit scrutiny of records of OAN works pertaining to Ghaziabad. Naida, Yamuna 
Nagar. Panipat and Kamal city under NTP circle revealed execution of extra work by 
di visions without approval by the competent authority resulti ng in irregular expenditure 
of Rs. 1.99 crore. The local Management replied that matter would be taken up with the 
higher authorities for approval or increase in work.s. 

The Management replied (February 2009) that the approval of SSA for modi fi ed OAN 
works was being obtained. 

(c) Similarly. irregular expenditure or R-..2.09 crore was incurred in one proje<.: t 
executed by DGMs (TP) Luck.now under NTP circ le. which was 49 per cent higher than 
the sanctioned cost of Rs.4.2..+ crore. 

The Management replied (February 2009) that due to change in the project. some 
equipme111 had increased result ing in increase of cost of project and accordingly the 
project estimate and detailed estimate were be ing re\'ised for sanction fro m the competent 
authority. 

(d) Scrutiny of records relating to procurement and installation of 29 number of 
Digital Circuit Multiplication Equipment by DGM (TP). Satellite Communication Project 
NTP revealed that Rs.8.99 crore was incurred against the sanctioned cost of Rs. 7.80 
crore resulting in irregular expenditure of Rs. 1.19 crore. The local Management replied 
(May 2008) that the estimate was revised in August 2005 to Rs.12.62 crore and sanction 
of competent authority was a°"'aited. 

The Management replied (February 2009) th at the estimate had already been revi-;ed and 
it was under sanction . 

3.8.3.3 Irregular expenditure 011 splitted works 

(a) Project estimate for OFC Overlay Acee..,.., Network (OA ) for Central Polygon of 
Kanpur city connecting Benajhabar Govind Nagar and Lajpat Nagar exchanges was 
sanctioned (May 2004) by CGM. NTP circle. Based on this Divisional Engineer (OE). 
TP, Kanpu r prepared detailed estimate for Rs.7.80 crore, which was not approved by GM 
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(TP), Lucknow due to incorrect applicati9n of schedule of rates. DGM (TP), Lucknow 
split the project in two parts to avoid sanction of higher authorities and accorded sanction 
(March 2005) for two Project-cum-Detailed estimates for Rs.3.00 crore each. 

Audit scrutiny further revealed that expenditure of Rs.7.67 crore was incurred during the 
period from February 2005 to December 2007 against both these estimates, which were 
irregularly sanctioned. Despite incurring irregul ar expenditure the project still remained 
incomplete. 

The Management replied (February 2009) that the project was sanctioned by the CGM 
(NTP) but based on the urgent req uirement of the SSNcircle, the detailed estimate was 
prepared and sanctioned by the DGM. 

The Management's repl y is not tenable as the DGM (TP) Lucknow had split the project 
into two parts without obtaining prior approval of the competent authority, the detailed 
estimate of which was otherwise required to be approved by the CGM (TP), Lucknow. 
Hence, spl itting of the project in two parts by the DGM (TP), Lucknow was irregular. 

(b) As per delegation of financial powers, DGM (TP) was empowered to award work 
upto Rs. one crore through open tender. GM (TP) was empowered to sanction individual 
works each costing upto Rs. three crore and for re t of the cases respective CGM of the 
circle was empowered. Scrutiny of records pertaining to OAN Project for Ghaziabad 
City (Phase-II ), Faridabad City, Phase-I Noida City, Panipat City, Hissar, Kamal city and 
Yamuna Nagar revealed that works valued Rs.16.79 crore were splined into parts so that 
delegation remained within the powers of DGM (TP) and approval from hi gher 
competent authority was avoided. 

The Management replied (February 2009) that the whole planned OAN work was not 
taken up for execution as it would have required huge inventory that might not have been 
put to use and commensurate revenue would not have been earned. To avoid such 
si tuation only part of planned OAN was taken for execution that could be put to use 
immediately after commissioning. It wa further stated that ince phase-wise 
implementation was decided, e timates falling in the financia l powers of DGMs were 
sanctioned by concerned DGMs. 

The Management's reply is not tenable as the works need not be split to avoid piling up 
of inventory. By better planning for in ventory procurement, the delivery of inventory 
could be taken in phases from the vendors as per the execution schedule of the works. 
The DGMs (TP) had split the above works without prior approval of the competent 
authority, the detailed estimates of which otherwise were required to be approved by the 
higher authorities, which was irregul ar. 

Requisite clearance for project/scheme routes not obtained 

3.8.3.4 Delay ill obtaining permission from Forest Department 

In WTP ci rcle, a project estimate for Satna-Panna-Chhattarpur OFC route was sanctioned 
for Rs. 7 .30 crore in November 1997. A part of work crossing Panna National Park area 
was stopped by the Forest Department for not obtaining their pennission before the 
commencement of work. The route between Satna-Panna was completed in March 200 L 
after incurring an expenditure of Rs.4.76 crore but could not be used due to non­
completion of the remaining route. Further Rs. one crore had to be paid for afforestation 
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fund along with Rs. six lakh for additional ri ght of way to Forest Department in 
September 2006. 

On being pointed out, it was stated that the work was delayed due to right of way 
permission in Reserve Forest Area. Had the WTP circle obtained the requisite permission 
from the Forest Department before commencement of work. blocking of capital 
expenditure of Rs.4.76 crore for the last seven years could have been avoided. As such 
purpose for which the OFC route was planned had been defeated. 

The Management replied (February 2009) that out of Satna-Panna-Chhatarpur OFC 
route, Satna-Panna route could be commissioned in 200 I itself but Panna-Chhatarpur 
route could not be commissioned due to non-receipt of permission from Forest 
Department. It was further stated that the Forest Department referred the case to the 
Central Empowered Committee of the Supreme Court and on the order of the Supreme 
Court. the Company paid afforestati on fund and now the work was at completion stage. 

The Management' s repl y was not tenable as had the work been commenced after 
obtain ing requisite permission from the Forest Department, the entire work on Satna­
Panna-Chhatarpur OFC route could have been completed in one go and blocl'"i ng of 
capital for more than seven years could have been avoided. 

3.8.3.5 Loss due to laying of OFC without permission from NHAI 

CGM, STP circle sanctioned (December 200 I ) a project estimate of Rs. 3.47 crore for 
laying 24F OFC in Tirunelveli- Valli yur route under DGM (TP) Madurai. While the 
work was in progress, National Highway Authority of India (NHAl) had commenced 
four ways laning of hi ghway from Madurai to Kanyakumari section and consequently the 
OFC work had to be stopped as it fe ll in that route. 

Audit scrutiny of the records revealed that the project was commenced without the 
permission of NHAI and an expenditure of Rs. 1.6 1 crore was incurred. Consequently, Rs. 
99.56 lakh pertaining to co<,t of divert ed inventory. had to be transferred to other 
schemes/units and balance amount of Rs.6 1.87 lakh. being the cost of tendering. 
restoration charges, contractors' bi ll s, cost of <;tores utilised and miscellaneous 
expenditu re was proposed to be written off. 

On thi s being pointed out. the local Management stated that only oral permission was 
sought from NHAI before commencement or the work and road restoration charges of 
Rs.7. 11 lakh were also paid to NHAI at that time. 

The fact remained that due to failure on the part of STP circle to obtain proper written 
permission from NHAI before commencement of the work, the Company was not in a 
position to claim compensation for loss of its property worth Rs.6 1.87 lakh from NHAI. 
STP circle had proposed (July 2007) to write off the above amount but the Corporate 
offi ce had not accorded approval for the same (April 2008). 

The Management replied (February 2009) that even if, written permission was obtained 
from NHAI for laying OFC along National Highway after pa) ing the necessary 
restoration charges, they did not give compen'>ation for shifting of pipes/cable damages 
rather the pipes/cable had to be shifted by the Company at its own cost. 

The Management' s reply was not tenable a., had the Company waited for prior written 
permission from NHAI, and in case it was denied. the route of this work could have been 
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shi fted and incurring of the above mentioned wasteful expenditure of Rs.6 1.87 lakh could 
have been avoided. 

3.8.3.6 Blocking of capital on OFC Network for Indian Air Force 

As per the Company's Corporate office instructions, advance deposit should be collected 
for works executed on behalf of other organisations. 

Department of Telecommunications (DoT) entrusted (April 2006) the Company to create 
an a lternate network for Indian Air Force in order to vacate the existing frequency 
spectrum for launch of 3G mobile services. Accordingly, Board of Directors of the 
Company decided (May 2006) to execute the Internet Protocol Multi Protocol Label 
Switching (IP MPLS) based OFC Network for Indian Air Force through all the four 
TPCs. CGM, STP circle was nominated as the Nodal Officer for planning, execution and 
monitoring of this work. After final isation of tender, STP circle awarded (March 2007) 
the work to HCL Infosystem Limited for planning, engineering, supply, installation and 
commissioning of thi s network. 

The project cost was estimated at Rs. I, 164 crore by the Company and the entire capita l 
cost was to be paid by DoT to the Company on deposit work basis. The project was 
initiall y proposed to be completed by October 2006 but due to de lays in infrastructure 
readiness at Indian Air Force sites, the project was expected to be competed by March 
2009. Audit noticed that against an estimated cost of Rs. 1, 164 crore, the Company failed 
to collect any advance deposit from DoT, which was a violation of its own instructions. 
Further, the Company had incurred an expenditure of Rs.624.54 crore till January 2008 
on the project, whil e the reimbursement made (March 2008) by DoT was only Rs. 158.60 
crore. Thereafter, no amount has been reimbursed by DoT to the Company despite 
reminders. 

Thus, fai lure on the part of the Company to collect advance deposit from DoT, resul ted 
in blocking of capital of Rs. 465.94 crore and consequent loss of interest of Rs. 46 crore 
per annum. 

The Management accepted (February 2009) that despite repeated reminders, DoT had not 
reimbursed the expenditure so far incurred on the project. 

3.8.3. 7 Lack of budgetary control 

The funds for different projects/schemes should be requi siti oned by divisions/sub­
divisions executing projects/schemes based on actual requirements and allotted funds 
should be efficiently utilised . The actual expenditure in excess of allotted funds, if any, 
should be sanctioned by the competent authority. 

The Corporate office issued instructions from time to time to review the expenditure on 
capital outlay. During review of records relating to budget allotment and actual 
expenditure incurred in WTP circle for the year 2006-07 it was observed that: 

(i) Jn respect of 12 service component heads for which no funds were al lotted by 
Corporate office, an expenditure of Rs. l 3.29 crore was incurred without the prior 
permission of Corporate office. 

(ii) Under the service head 'OFC cable', an expenditure of Rs. 134.80 crore was 
incurred against the allotment of Rs.62.38 crore resulting in excess ex penditure of 
Rs.72.42 crore over allotted funds. 
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Thus. expenditure of Rs.85.7 1 crore without allotment or funds/prior permission or the 
Corporate office was irregul ar and showed lack of budgetary control over expenditure by 
WTP circle. 

The Management replied (February 2009) that in future it would be ensured to keep the 
expenditure well within the allotmen t. 

3.8.3.8 Loss of estimated revenue due to delays in execution of projects 

Audit scrutiny of records pertaining to execution of projects by WTP circle (Mumbai. 
Pune. Nagpur. Ahmedabad. Bhopal. Jabalpur di visions). NTP circle (National Capital 
Region. Sa>.el litc Communicat ion Project. Jodhpur. Jalandhar. Dehradun. Lucknow 
division-.). STP circle (Eranal-.u lam. Bangalore. Madurai. Salem divisions) and ETP circle 
(OFC Kolkata. circle office. Bhubane1.,\.\ar. Patna. Ranchi di\i1.,ions) revealed that 
commencement, completion and commissioning of 294 projects executed by these circles 
during 1999-00 to 2007-08 were delayed for periods ranging from one month to se\ en 
years as detailed in Am1ex11re-V. These delays resu lted in loss of estimated revenue of 
Rs.632.7:1 crore. 

Delays in commission ing of these projects were attributable mainl} to delayetl/non­
receipt of equ ipment. non-allocati on of satelli te frequency. delays in obtaining permission 
for right of way from different authoritie., and laci... of coordination between TPC., and 
Telecom Maintenance Regions for taking mer of completed projects. 

The Management replied (February 2009) that in.,tructions were being issued to the field 
units to avoid delays in execution of projcch and hand over the completed projects 
immediately after commi .,.,ioning in future. 

3.8.3.9 Excess expenditure 011 execution of projects 

Out of 138 projecb. each co-.ting Rs. one crore and above. executed by WTP circle 
during 2003-08 and examined by audit. it '"as noticed that in 16 completed projects the 
actual expenditure had exceeded their sanctioned cost by Rs.8.79 crore due to erroneous 
booking of overheads and exce-.s drawal of 1.,tore-.. 

On being pointed out, local Management replied that action wou ld be taken for 
preparation of revised e-.timatcs after verification and checking of expenditure incurred 
v. ith related bills. 

The Management replied (February 2009) that action was being taken to revise the 
project estimates. It was further stated that in order to avoid repetition of such error in 
future, it would be ensured that required provision for overhead charges wou ld be made 
in future project estimates. 

Deficiencies in payments to contractors 

3.8.3. l 0 Non-levy of penalty by NTP circle 0 11 the contractors 

(a) As per tender documents a maximum of 10 per cent of the estimated cost of 
contract, was recoverable from the contractors fo r delay in execution of the work. 

Audit scrut iny of OAN works awarded to different firms under Dfa (TP), Kanpur and 
Lucknow. revealed that there were delays ranging from 2 to 64 weeks in completion of 
cable laying work on different routes in Kanpur and Lucknow. Extension of time (EOT) 
was granted to contractor'> frequently on the basis of non-availabili t) of PLB pipes/stores 
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and non-avai labi lity of permission from local authoritie during the course of execution 
of these \.'vork<,. Audit noticed that de:-.pite avai labilit) of sufficient PLB pipes in '>tores, 
the stock position was never \.Crified by DGM CTP) before granting EOT to the 
contractors. Besides. permi'>sion from local authorities for execution of work-. was 
required to be obtained by the Management with assistance of contractors before 
execution of works, but both Management as well as the contractors failed to timely 
obtain the required permission from the local authoriti es. 

Thus, failures on the part of the local Management to verify the stock position of PLB 
pipes in stores before granting EOT to the contractors as well as fai lure on the pan of the 
Management and the contractor-. to obtain timely permission from local authoritie-. for 
execution of works, resulted not only in delay-. in execution of works but the 
Management could also not lev) penalt) of Rs.27 lakh on the contractors for delay'> in 
execution of works. 

The Management replied (February 2009) that the works were started in antic ipation that 
early permission would be granted by the local authorities ~ut at later stage. the 
pem1i.,.,ion was delayed due to <liff erent reasons. It was further stated that as the delay 
\.\.as not on the pan of contractors. but on pan of the Company. therefore. penalty wa<, not 
le\ ie<l on contractors for the de la)-.. 

The Management. however, did not reply as to why the local management failed to verif) 
the '>tock. position of PLB pipes in stores before granting EOT to the contractors. 

(b) Scrut iny of records or DGM (TP), NCR pertaining to execution or OAN and 
Manhole workc., for Ghaziaba<l Pha<,e-11, Noida Phase I (Part I and II). Gurgaon Pha-,e II , 
Hi..,..,ar. Panipat, Yamuna Nagar, Faridabad and Ambala revealed that in each case the 
ex ten-; ion for execution of "oril.-; \\a-; granted to the contractors \.\. ithout imposing 
liquidated damage charge:-. for delay:-. in e>..ecution of works on the ground that the 
perm1s-,10n for road cutting \\.a'> not granted by the concerned ci\ ic authoritic-;. Howe\ er, 
letter-, \Hillen by the Compan) /contractor.., to the ci\. ic authorities for granting permi-,sion 
for road restoration were not on record. In the ab-,ence of any document in !-.uppon of 
hindrance of work, the rea<,on for not impo-,ing penalty of R!-.. I .31 crore for de la)., in 
complet1on of works was not found ju-,1ified. 

The local Management stated that extension of time was granted \.\.tthout impo-,ing 
penalty due to non-availabilit) of road re..,toration permi-,-.ion. The reply furnished b) the 
local Management could not be verified as <locumenh 10 -.how efforts made by the 
Company /contractors ro obtain permission from ci\ic authorities were not produced in 
support of reply. 

The Management accepted <February 2009) that no formal letters/reminders were written 
to local authorities for e\pediting perrnis-;ion for e>..ecution of worh. however, it \.\as 
stated that the '>ame would be <lone in future to 1'.eep the thing-. on reconl. 

3.8.3.11 Admnce payment to HCL lufosystem Limited in violation of purchase order 

In March 2007, STP circle placed purcha<,e order on HCL lnfos)stem Limited (HCL) for 
suppl], 111stalla1ion and commiss1oning of IP MPLS etwork for Indian Air Force at an 
estimated cost of Rs.506 crore. Ac., per tenm. and conditions of the purcha-;e order, 
payments were to be released to HCL, (i) 30 per cent on supply of all the equipment. (ii) 
50 per cent on installation. commissioning and acceptance testing of equipment. and (iii) 
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20 per cenr after one year of -.uccc-.sful irNallation and commi'>sioning of the entire 
network. 

Based on the approval conve)ed (March 2008) b) the Corporate office. STP circle 
released (March 2008) Rs. 131 crore to the '>Uppli er as advance payment against 50 per 
cent payment. which was required to be made only after installation. commissioning and 
acceptance testing of equipment. Thi.., resulted in undue benefit of Rs. 131 crore to HCL. 

On being pointed out. local Management stateu that ad\ ance was released to HCL as per 
orders i<>sued b) the Corporate office. The rep!) ''as not tenable as terms and condition-. 
of the purchase order did not permit the '>ame. 

The Management replied (Februar) 2009) that as the delay was not attributable to I ICL. 
Management Committee of the Company apprO\e<l for release of payment by taking bank. 
guarantee (BG) of equivalent amount. It wa.., further apprised that the case for payment to 
I !CL was tat-en up when I !CL approached Sccretar) (Telecom) 10 release the pa) mcnt 
again-.t a BG of an equi\ a lent amount and according!) pa) ment '"a" made after apprO\al 
by the Compan) ·.,Management Com111111ee. 

The Management· s repl) \\a\ not tenable a' relca..,e of Rs.131 crore to the ..,upplier a'> 
ad\ance pa) ment ''as again.,t the term.., and condrtron' of the purcha'e order. 

Recommendation No.3.3 

The Company should ensure compliance of delegation of powers and other 
instructions issued by the Corporate office pertaining to sanction and execution of the 
projects including collection of advance deposits and release of payments to the 
contractors. 

3.8 . ./ Utilisation of completed projects 

3.8../. I Completion reports of schemes/projects not released 

On completion of projectJ..,cheme an ind1ca11on 10 that effect ''a" to be made 111 the 
Estimate Regi..,ter and a Completion Report 1CR l ''a.., to be relea,ed. It wa-, al-,o 
imperatiH: that undue dela)'> -,hou ld not occur 111 the release of CR of any wort- which 
was ph)"ically completed. 

Audit scrutiny revealed that CR-, pertaining. 10 57 projects completed by the NTP circle ~ 
during 2004-08 and 77 project\ completed h) the WTP circle' during 1999-08 at a total 
cost of R-,. 54 crore and Rs. 129 crore, re '>pecll\Cl). \\ere )Ct to be rclea\ed. 

Non-release of CRs wa-, not on!) a' iolation of the e\i..,ting instructions but also re \ulted 
in non-i c;;-, ue of ATD~ and non-capitali,ation of e\penditure of R .... t 83 crore. Hence 
depreciation to that extent could not he charged and com.equent benefit on reduction in 
Corporate tax could not be availed. 

s DGJ1s (TPJ. Satio11a/ Capital Regum, \a1el/1t£• ( 01111111111icatio11 Project, / ,uck11ow, Jodhpur and 
Dehradun. 
6 H,est .Waharashtra Area (MumhaiJ. .\0111h Jfaharmhtra trea (Pu11e), West Jfadhya Pradesh (Rhopa/J, 
Emt .Wadhya Pradesh (Jaha/pur), Gujarat Regio11 < \hmedahad). East Jfaharashtra Area (Nagpur) 
Dfrisio11s. 
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No reply was furnished by concerned divisions of NTP circle with regard to delay in 
issue of CRs. However, WTP circle replied that concerned divisions would be asked to 
release the completion reports. 

The Management replied (February 2009) that e ffo11s were being made to release 
Completion Reports of a ll completed works. It was furthe r stated that trict watch would 
be kept at circle level for this work. 

3.8.4.2 Non-acceptance of ATDs for completed works 

As per Telecom Accounts Manual, A TDs received by units should be adjusted in 
accounts in the ame month in which it is received. 

Scrutiny of ATD Registers pertaining to the years 2003-08, revealed that 24 1 ATDs 
pertai ning to projects costing Rs. I I 8.49 crore raised by DGM (WMA) Mumbai , DGM 
(EMA) Nagpur, DGM (SMA) Pune, DGM (TP) Jabalpur, DGM (TP) Ahmedabad and 
DGM (TP) Bhopal under WTP circle rema ined unaccepted by the requisitioning 
territorial circles/Western Telecom (Maintenance) Region mainly due to lack of timely 
making over of ATDs and non- ubmission of supporting documents. As a result, the 
Company could not capitali se these projects and avail deduction in payment of Corporate 
tax on account of depreciation. 

On being pointed out by Audit. Western Telecom (Maintenance) Region stated that the 
main reason for non-acceptance of ATDs was non- furni shing of details of expenditure on 
each component of these projects. 

The Management replied (February 2009) that routes/schemes commissioned were under 
process for making over to Western Telecom (Maintenance) Region I concerned circles, 
therefore, ATDs were pending. It was further, stated that e fforts were being made to get 
them accepted from the concerned units. 

3.8.4.3 Abandoning of Microwave schemes 

In the CGMs (Mai ntenance) conference and Management Meeting of WTR held in May 
2003, emphasis was laid on closure of all Microwave systems which were not loaded 
full y in order to save spectrum charges. It was further decided that the Digital Microwave 
systems should be fully loaded with Tru nk Automatic Exchange traffic and utilised as an 
alternate route in case of fai lure of PDH/Linear routes. 

Audit scrutiny of re levant records in WTP, NTP and ETP c ircles, revealed that of the 11 
Microwave schemes valued at R . 44.50 crore taken up by these circle during the period 
from February 1998 to March 200 I, only six schemes were commissioned by July 2005 
and remaining five schemes could not be commi. sioned due to deficiencies in their 
equipment as detai led in Annexure-Vl. Of the six schemes commissioned. none cou ld be 
put to use due to obsolescence of microwave technology and operation of alternative 
OFC routes. Consequently, all 11 Microwave schemes had been proposed fo r scrapping 
by the local Management on the ground of availability of better transmission media on 
OFC. Thus. expenditure of Rs. 44.50 crore incurred on these Microwave schemes 
remained blocked. 

The Management replied (February 2009) that due to availability of better transmission 
media on OFC system, the microwave technology became obsolete resulting in 
abandonment of microwave schemes. It was further stated that action was bei ng taken for 
scrapping of the abandoned microwave equipment. 



Report No. PA 27 of 2009-10 

3.8.4.4 OFC routes remained underutilised 

After decentralised procurement of OFC uplo 24F for long distance projects, the TPCs 
were authorised to procure OFC on the basis of requirements received from their field 
units as planned in the RTPC meetings. but for getting the transmission equipment, the 
TPCs were dependent on the Corporate office. 

During review of records in WTP circle, it \\as noticed that OFC was laid by its divisions 
on I 07 routes to support SDCC rings for expansion of Broadband and Mobil e Telephone 
services. However, these routes could not be fully loaded, as against the requirement of 
2478 numbers of Synchronous Transport Module level- 16 Add-Drop Multiplexer (STM-
16 ADM) transmission system equipment. on ly 4-1-0 numbers of STM-16 ADM 
equipment were supplied b) the Corporate office upto 2007-08. Thus, due to non-supply 
of the required number of STM- 16 ADM equipment by the Corporate office. I 07 OFC 
routes remained underutilised and the plan for expansion of Broadband and Mobile 
Telephone services was defeated. The Company also suffered loss of potential revenue. 
which could have been earned from expan1.,ion of Broadband and Mobile Telephone 
services. 

On being pointed out by Audit. while accepting the facts, local Management stated that 
the traffic was partially loaded in the SDCC rings and all the rings could not be 
commissioned due to shortage of equipment. 

The Management replied (February 2009) that 2500 number of STM-16 ADM equipment 
had been ordered for WTP. which were under supply. 

3.8.4.5 Unproductive expenditure 011 laying of l11gher capacity OFC 

In WTP circle against ii... plan to lay 2-tF Of.C on two routes between Prabhade\ i -
Dahisar and Thane - Panvel. prepared detaileJ c1.,timates for laying higher capacit) 48F 
OFC on both these routes for a length of -W h.rn each. Detailed estimates were prepared 
on the presumption that 50 per cent of the lihn:1., of OFC would be shared with the 
Mahanagar Telephone Nigam Limited (MT Ll. Mumbai. Accordingly. both these routes 
were commissioned during the year 2002. Since commissioning of these routes. a 
maximum of 20 fibres of OFC were being utili1.,cd by Western Telecom Region (WTR) 
and the remaining fibre1., remained idle. Hence. la) ing of higher capacity 48 F OFC. the 
cost of which was almost eight times more than the 24F OFC. rc1.,ulted in unproductive 
expenditure of Rs. 2. 19 crore. being the cost differential of 24F and 48F OFC. 

On being pointed out by Audi t, local Management stated that proposals were under 
process for sharing of OFC with MTNL. But the fact remained that both the higher fibre 
capacity OFC routes laid b) the WTP circle could not be utilised fully during the last six 
years upto 2007-08. 

The Management replied <February 2009) that about a )Car hack, the Compan) 
Headquarters had issued guidelines for la) ing OAN scheme in Mumbai city area and 
these fibres wou ld be used for extending fibrec.. to the premium cu'>tomers in Mumbai city 
area. 

The Management's reply v. a-, not tenable as the Company cannot have OAN scheme and 
extend telecom senice to cuc..tomers in Mumbai city area ac., thi-, area is under the 
operational jurisdiction of MTNL only. 

-t'i 
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3.8 . ./.6 Non- disposal of unserviceable/obsolete stores 

In order to avoid loss due to deterioration or unserviceable/ob olete stores, the same 
should be promptly disposed off artcr following the accounting policy/procedure or the 
Company. However, review or records pertaining to unserviceable/ob. olete store of 
Lucknow and Kanpur di visions under NTP circle and di visions of ETP circle in Oris a 
area. re.,,ealcd that sub tantial quantity of unserviceable/obsolete stores valued at R . 2.98 
crore7 were lying for disposal as on March 2008 resulting in blocking of capital of Rs. 
2.98 crore. 

On being pointed out by Audit, local Management stated that the disposal or these 
unserviceable/obs~lete stores was under process. Any further delay in their disposal 
would decrease their realisable value. 

The Management replied (February 2009) that except Lucknow and Kanpur divi sions, the 
unserviceable/obsolete store had already been di posed off in other divisions and action 
was being taken for early disposal or the said stores in Lucknow and Kanpur divisions. 

/ Recommendation No. 3.4 

The Company should ensure timely issue of completion reports pertaining to completed 
I projects, handing over of commissioned projects, issue and acceptance of A TDs for 
~dinK delays i11 capitalisation of the projects. 

3.8.5 Non/improper mainte11a11ce of prescribed records of projects/schemes/works 

For proper recording of work done and accounting of expenditure. Measurement Books 
(MBs) and prescribed Registers (like Works registers. Hindrance registers. Agreement 
registers) should be properl] maintained by the TPCs. However. audit scru tiny revealed 
deficiencies in maintenance of MBs and pre..,cribed Regi..,ters in the NTP circle as 
detailed in Annexure -VII. 

The Management replied (February 2009) that instructions were being issued to all field 
office.., to properly maintain the prescribed MBs/Registers with requisite details. It was 
further stated that all Inspecting officers would abo check the detail s entered in these 
MBs/ Register.., during their inspections henceforth. 

I Recommendation 1w 3.5 

I 
The Company should ensure proper maintenance of Measurement Books a11d various 

. Registers prescribed for recordi111{ details of the projects_·-----------~ 

3.8.6 Inadequate control mechanism 

As per ex isting instructions. regular interaction between heads of divisions/ territorial 
ci rcles/Corporate office and heads of TPCs for ensuring economical. efficient and 
effective execution of ne~ telccom projects/schemes i.., a must, for which laid down 
control mechanism and MIS is required to be maintained both at the levels or head office 
of each TPC and the Corpornlc +office. 

However. te. t check of recofds revealed that no consolidated database of project 
planned/in-progress was maintained by NTP and STP circles or by the Corporate office 
for monitoring economical. efficient and effective execution of telecom projects/schemes. 

7 Rs. 0.32 crore - Kanpur, Rs. 0.87 crore - Lucknow, Rs. 1. 79 crore - Orissa area 
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The Management replied (February 2009) that un ified softw are wa., required for the 
Management Informat ion S) '>tem for the entire Project circle'> that wou ld be developed 
by Information Technology Cel l. 

3.8. 7 No significant improvement in quality of service 

Project\ executed b) TPCo., of the Company were mainl ) for augmentation of 
transmi \\ion network for ensuring uninterrupted llow of telecom traffic of the Company 
as well as other operators in inter-c ircle and intra-circ le locations. Hence benchmark-. for 
various quality of service parameters, 1·i-;. .. call completion rate in local network for wi re 
line services. accumulated downtime of community isolation fo r \\ ireless service-.. ca ll 
set up success rate, call drop rate, ere ..,hould have been prescribed in the project 
estimates. Further. achie\ ement of these bern.:hmar~'> should have been closely monitored 
to en-.ure benefits of huge expenditure on execution and commissioning of 
projects/o.,chemes by TPCs. 

However. abme benchma1lo., ''ere not preo.,cribed in the project e<.,Limate<., b) the 
Management on the plea that thc<.,c ·qual1t) of -.en ice' parameter'> \\ere not tran-.mi..,-,ion 
parameters. Plea of Management wao., not tenable a-. in the ab-.ence of the\e parameter-.. 
neither the quality of performance ol long di..,t.11H.:e tran-.mi-.-.ion network laid b) the 
TPC-. could be ensured nor expenditure incurred on projects/scheme-. by TPCs could be 
justified. 

IL wa\ further noticed that the Telecom Regulator) Authority of India (TRAI) had been 
bringing OUl quality of <;Crvice report\ on quarterly basis highlighting achievement of 
varinu.., benchmark-. for imprm ing overall quality of sen ice of Wire line and W1relcs'> 
telephone -.ervices b) different tclccom operator'> in different circle'>. The Corporate 
office of the Compan) ha.., been rcviC\\ ing the..,e report'> of TRAI for ta~ing correcti\c 
action. 

Te-.t chcc~ or quarter!) quality or ..,en ice report.., of TRAI re' ealcd no -.ig111fic.int 
improvement'> in the qualrt) of -.en1ce ol the Company·., Wire line and \\ rrele-.-. 
telephone 1.,en ice1., in Bihar. Jha1lh.111d. Tamil adu and Kera la circles due to non 
achic,ement of qualit) of -.en ice bcnchma1l prc ... cnbed by TRAI. 

The Management replied !Februa1) 2009 l that TPCs were re:-.pon-.ible for planning and 
exec ut ion or long di'>Lance tran.,mission net\\ nrb in inter-circle and intra-circle location.., 
and the benchmar~s for 'ariou1., qualit) nf ... en ice parameters \\ere not monitored by 
TPC.., as the projects/scheme-. were handed O\ er to Maintenance regions after in..,tallation 
and commission ing. It ,,a.., furt her stated that the "Bil error rate" and other parameters 
pertaining to qualit) of -.en ice for the Lran..,mi.,..,ion networks were being maintarned b) 
respective Maintenance region-. and .,llllle of the parameters. \\ hich were ..,en ice 
dependent. '>Uch a., wire line and \\irelc-..., categories, were maintained by territorial 
circle .... 

The Management. howe\er. JiJ not rcpl) ,,.., to '"h) henchmarb tor 'ariou" qualit) or 
sen ice parameters were nnt prc..,cribcd 1n the pro1ect C\timates to cn.,ure bcncfih of huge 
expenditure incurred on C\ecution and comm .... ..,1on111g of projects/1.,chemes by TPC.., 

3.9 Co11clusio11 

The primary objective of NC\\ Telecom Policy-1999 was to create a modern and eflic1ent 
telecommunicati ons infrn..,tructurc taking into account convergence of Information 
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Technology, media, telecom and con<.,umer electronics, and thereby propel India to the 
forefront in the global telecom -.cenario. 

In order to ach ieve the above objective of providing efficient telecommunications 
infrastructure, the Company had to plan and execute various long di tance transmission 
projects/schemes through its Telecom Project Circles for ensuring uninterrupted flow of 
telecom traffic through out the country. 

Audit observed systemic deficiencies in planning. procurement of equipment and stores, 
quality of telephone services, execut ion and monitoring of long di tance projects/schemes 
and their timely handing over to user circles. Audit also fou nd compliance deficiencies in 
TPCs. it<., divisions and sub-divisions which undermined the overall performance of the 
TPCs. These deficiencies are to be addressed urgently by the Company to have a 
competitive edge over private telecom <,ervice providers. besides achieving the objective 
of National Telecom Policy. 

The matter was referred to the Ministry/Management in December 2008. The 
Management replied (February 2009) that the Company wa tri\ing to achieve the 
objecti\CS of NTP-99 for '"hich long distance network was being expanded rapidly 
through planning and execution of variou<., transmission projects/schemes by TPC., and 
these projects/schemes were being commi.,sioned and capitalised as soon a!. possible to 
avoid the revenue loss. It wa-, further stated that in case of delay of the projects/schemes, 
necc!l!lary steps were undertaken for commissioning with minimum of delay time. It was 
also stated that the suggestions of Audit had been taken to improve the planning and 
execution of transmission projects/schemes. 

The matter was reported to the Ministry in December 2008: reply was awaited (March 
2009). 
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(~~~-M-IN_I_s_T_R_Y_o_F_P_E_T_R_o_L_E_u_M~A-N_D_N_A_T_u_RA~L-G_A_s~~-J 

CHAPTER IV 

Chcnnai Petroleum Corporation Limited 

Capacity expansion and creation of infrastructure at Cauvery basin refinery 

Highlights 

The expansion of lhe Cau'ver) ba...,in refiner) v. a .... nol cornmensurale with lhe projecled 
deficil of products in the marl-.el 1one sen cd by the refiner) . 

(Para 4.8.2) 

Delay in award of work resulted in transrort or -PS Thousand Metric Tonne of crude 
from Chennai by incurring additional cost of Rs.6.75 crore. 

(Para 4.9.1) 

Undertaking re-survey of area consequent to lhe !'leriou\ infirmities in the earlier geo­
lechnical study resulted in additional expenditure or Rs. I. I 0 crorc. 

(Para 4.10.l) 

The under ulilisalion of capacity re'>ulted in excess con<,umplion of '>team and rower to 
the extent of R'>.--l .05 crore and O\ er ahsorrtion of fixed O\erheads by Rs. 16.59 crore. 

(Para 4.11./ ) 

Transportation of crude in smal ler parcel., than the projected size of 15000 MT resul ted in 
acldilional shipments leading to extra expenditure towards transportation b) R'>.5.46 crore 
during 200--l-05 to 2007-08. 

(Para 4.11.2) 

The Company incurred a loss of Rs. I Tl crore during 2004-05 and 2005-06 on sale of 
intermediate residual crude oil (RCO) as Low Sulphur Heavy Stock due to absence of 
secondary process unit. Had thi s RCO been transported to Chennai and then processed in 
the secondary process unit. the Company could ha\ e generated additional revenue of 
Rs.38.63 crore during 2005-06 and 2006-07. 

(Para 4.11.4) 
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Summary of recommendations 

The Company may: 

I. Prepare a suitable long-term plan to ensure continued viability of the refinery. 

2. Pursue with the GOJ for allocation of crude from Ravva oil fields to ensure the 
economic operation of the refinery. 

3. Put i1l place a better contract management system in which the contractor's 
work is monitored on a day to day basis and disputes resolved in a timely 
manner. 

4. Review the norms for consumption of utilities in view of continued reduction in 
thruput. 

5. Examine the possibility of third party usage of the jetty to further augment the 
revenue. 

6. Explore the possibility of either installing a secondary process unit or work out 
the economy in transporting the intermediate product to Manali refinery for 
further processing and getting additional margins. 

4.1. Introduction 

Chennai Petroleum Corporation Limited (Company) was incorporated in December 1965 
as Madras Refineries Limited under a formation agreement amongst Government of India 
(GOI), National Iranian Oi l Company of Iran (NIOC) and AMOCO India Inc., of USA. 
The Company commissioned (June J 969) a re finery at Manali, Chennai with an installed 
capacity of 2.5 million metric tonnes per annum (MMTPA) which was augmented to 9 .5 
MMTPA (as on March 2008) over a period o f time. The Company became a subsidiary 
of Indian Oil Corporation Limited (IOC), by virtue of IOC acquiring (March 2001 ) the 
GO l' s shareholding of 51.81 per cent. 

The Company commissioned another refinery at Cauvery basin (near Nagapattinam) in 
November 1993 at a total co t o f Rs. 196 crore for processing of low sulphur crude 

• c-
produced from the Cauvery ba in (onshore) of Oil and Natural Gas Corp.oration Limited 
(O NGC). Based on the initial projections o f ONGC, the capacity of the Cauvery basin 
re finery (CBR) was designed at 0.5 MMTPA which could be enhanced to 0.65 MMTPA 
at no ex tra cost. Some important and critical fac ilities were, however, required to be 
added for a capacity of J .0 MMTPA. 

In 1997, the GOI awarded the production sharing contract for PY-3 offshore well to PY-3 
Consortium1 and nominated the CBR as the recipient refinery for crude from PY-3. The 
production of crude at PY-3 well s was estimated at 0.4 MMTPA. The PY-3 crude had 
similar characteristics as the crude fro m O NGC on-shore wells and was ideally suited for 
process ing at CBR. The offshore wells were located around 75 km to the north east of 
Nagapattinam. On the recommendations ( 1997) of the consultant, Engineers India 
Limited (EIL), the Company decided (June 1997) to construct an oil jetty and setting up 
of Mari ne Crude Receipt Faci lities off Nagapattinam coast at an estimated cost of Rs.55 
crore. The estimate was sub equently revised to Rs.96 crore (September J 999). 

1 Hardy exploration & Production (India) Inc, ONGC, Tata Petrodyne Limited and Hindustan Oil 
Exploration Company Limited. 
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Based on the crude availability from PY-3 and to effectively utilise capacity of the 
existing equipment, the Company decided (June 1997) to expand capacity of the CBR to 
1.0 MMTPA. The expansion was completed (September 2002) at a cost of Rs.24.3 1 
crore and the jetty was commissioned (March 2003) at a cost of Rs.91.58 crore. 

The Management stated (October 2008) that the capacity was improved from 
0.5 MMTPA to 1.0 MMTPA through a debottlenecking exercise and there was no major 

revamp or expansion of the refinery . 

4.2 Scope of Audit 

The performance audit reviewed the planning and implementation of the expansion of 
CBR along with the creation o f infrastructure facilities (vi<.. jetty) and the 
perfonnance/operation of refinery and jetty fac ilities during post-expansion period from 
April 2003 to March 2008. The Company increased the refining capacity from 0.5 to 1.0 
MMTPA and created infrastructure to meet the requirement of petroleum products in the 
market zone served by CBR. The performance audit was undertaken to assess the extent 
of utilisation of the infrastructure created and to examine whether the intended objecti ves 

were achieved. 

4.3. Audit objectives 

Audit reviewed the planning and implementation of the expansion of the refinery and 
creation of infrastructure with the following objectives: 

• Examine the need for capacity expansion; 

• Examine whether the decision of capacity ex pansion/creation of infrastructure 
was preceded by a detailed study of re lated issues like availability of crude, 

expected demand , etc; 

• Examine the delays in execution of works; and 

• Assess the adequacy and utilisation of the infrastructure created. 

4.4. Audit criteria 

Following criteria were mutuall y agreed wi th the Management in the Entry conference 

held in April 2008; 

• Approved proposal for going in for expansion/debottlenecking and creation of 

infrastructure facilities; 

• Approved investment proposal; 

• Detailed project report for execution of the project; 

• Crude oi l sales agreement (COSA) for supply of crude; 

• Industry standards/standards set by the Company for economy in operation; and 

• Approved marketing arrangement with Oil Marketing Companies (OMC) for sale 

of products. 

4.5. Audit methodology 

Audit reviewed Detailed Project Report (DPR)/Feasibi lity report for the creation of 
infrastructure, Memorandum of Understandi ng (MOU) wi th O NGC/Crude oil supply 
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agreements (COSA) with, PY-3 Consortium for supply of crude, MOU/agreements with 
Oil Marketing Companie (OMC) for marketing the products and actual perfonnance vis­
a-1·is the expected performance. Entry and exi t discussions were also held with the 
Management. 

4.6. Acknowledgement 

The cooperation and assistance extended by the Management at all levels 1. 

acknowledged. 

4. 7. Audit findings 

4. 7.1. Physical performance 

Performance of the refinery during the last five years ended 2007-08 was as shown 
below: 

Table 4.1 
Year Actual Thruput Percentage of achievement 

(in tonnes) 
To target To capacity 
(700000 MT) (I 000000 MT) 

2003-0-l 6.53. 157 93.31 65 .31 

2004-05 7.42.239 106.03 74.22 

2005-06 6,81 .777 97.40 68.18 

2006-07 6.17.99.+ 88.28 61.80 

2007-08 4.6.+.227 66.32 46.42 

The targets were fixed based on the availability of crude. The low capacity utilisation 
was mainly due to non-avai lability of crude. 

4.8. Need for expansion 

4.8.J. Demand and supply of petroleum products 

The Planning Commission estimated (Ninth Plan-1997-2002) the country's demand for 
petroleum products at 79. 16 million tonnes as against the Eighth Plan ( 1992-97) 
projection of 81.19 million tonnes in 1996-97. The compounded annual growth rate 
(CAGR) during the Eighth Plan was 6.8 per cent against the projection of 6.9 per cent 
envisaged at the time of the form ulation of Eighth Plan. The demand of petroleum 
products was estimated to grow at a CAGR of 5.77 per cent and was expected to be 
J 04.80 million tonnes in the terminal year of the Ninth Plan. The Eighth Plan had 
emphasised the need for maximisation of domestic crude oil production. However, 
against a total planned production of 197.3 million tonnes during 1992-97, the crude oil 
production was only I 54.28 million tonnes. 

The refining capacity at the end of the Eighth Plan was 61.55 million tonnes. This was 
expected to go upto 113.95 million tonnes by the terminal year of the Ninth Plan. Taking 
into account the likely demand and the estimated indigenous crude oil production. the 
Ninth Plan envisaged specific attention, among other things, to creating refining capacity 
to meet at least 80 to 90 per cem of demand of petroleum products and balance to be met 
from imports. 
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Under Lhe administered price 1m::chani..,111 regime. there v. as a S)'Lem of a..,s igning a 
refinery to meet Lhe demand for petroleum pro<luch in a ..,pccified area/di..,trict. The Oil 
coordination commillee determined ( 1994 ) that the market zone of the CBR would 
comprise of areas/district like Salem. Trich) We-.t. Trichy East, Madurai. Dharmapurai. 
Ncyveli , Thanjavur and Pondichen-y. The defi cil projected by the Commiuee ( 1994) for 
Motor SpiriL (MS), High Speed Dic-.el (HSDJ and Superior Kerosene Oil (SKO) was 
1.426 MMT. 2.235 MMT. 3.137 MMT in 1995-96. 2001-02 and 2006-07 re-.pectively. 
Based on the reduced demand. the projected demand . ..,upply and deficit in the markcL 
1onc of Lhe CBR adopting CAGR of 5 pc>r n •111. h<rne\'er. wa.., as follov • ..,: 

Table .i.2 

(Million Metric To1111es) 

Year HSI> "IS SKO To~ 

1995-96 Demand _ I ~521 ~ 0 109 OJ JJ I 1.794 l 
Su i)\ 0.244 () () 124 0.368 

Defi<.:it I I OX () 109 0 209 1.426 - -2001 -02 Demand 1.886 O. I 'i2 04M 2.502 j - --
Su h 0 244 0 0124 OJ 6!\ 

Deficit I 642 () 152 <U 40 2.134 
-i 

2006-07 Demand 2.4881 0. 20 1 0.61 J no2 

I Su~~h 0.244 () 0124 O.JoX ~ 

Defic11 
• 

2.244 1 0.201 0.489 2~ __,__ 

4.8.2. Pla1111i11g for expa11sio11 

Considering the re\'ised CAGR a.., per the Ninth Plan. Lherc was deficit in supply of 
petroleum products to the extent of 3.0 MMTPA. A.., ..,uch there was ..,cope for ex pansion 
to that extent. However. the Compan) propo..,ed 10 e"\pand the capacit) of the CBR from 
0.5 MMTPA to 1.0 MMTPA. A.., ..,uch. the e\pcrn..,ion planned wa.., not commen..,urale 
with the deficit in suppl) ol petroleum produch to the market zone ..,ened b) CBR a.., 
'>hown ab<n e. 

The Management '>lated (October 2008 l that ..,1nce the projections in 1994. man) change-. 
had taken place after the )Car 2000 in logi'>tlC'> and market Lone of CBR. 

The Compan) did not come out wi Lh fresh data on the market zone of CBR either before 
going for expansion or sub..,equentl) . 

The Company planned (June 1997 J to increa..,e the capacity from 0.5 to 1.0 MMTPA at 
an estimated co'>t of Rs.30 crore. It expected to earn net additional return on in' estment 
to the extent of Rs.14.41 crore per w11111111 by ..,ale of products. As the CBR ,.,,a., de..,igned 
to process maximum of 0.65 MMTPA of crude oil. additional balancing equipments \\ere 
added for a capacit) of 1.0 MMTPA. The '"or"- <l\\arded in June 1999 wa.., completed 111 
September 2002 at a cost of R ... . 24.31 crore. 

It was ob\erved in Audit that the Company ''a' a\\are that CBR cou ld proces.., on l) km 
sulphur crude and as Lhere wa.., no oi l field with adequate reserves of IO\\ ..,ulphur crude in 
India allocated to it. it had to re..,ort lo import. even to cater to the limited cxpa1i...1011 to 
1.0 MMTPA. Thu'>. the Compan) could have planned for expansion Lo meet the entire 
demand of ih market wne. 

The Management staled !October 2008) that 111 CBR. onl) the crude di..,ullation facilit) 
was debottlenccked and the reliner) at Manali ''a' expanded in 2004 b) three MMTPA 
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at a cost of Rs.2,280 crore. Full expansion in CBR to meet the entire demand was not 
considered as implementing similar expansion in CBR would involve an investment of 
Rs.5,000 crore and the Manali refinery met the product demand of market zone of CBR. 

It was also observed in Audit that a private company had already initiated steps to set up 
a refinery with a capacity of six MMTPA in Cuddalore (100 km from the refinery) with 
plans to cater to the demand of refinery' s market zone. On this unit' s coming up, the 
refinery would face competition in its own economic upply zone. The competitive 
advantage of the private company would deprive CBR of its supply volumes, variety of 
products and also cost of these products. Thus, the Company is like ly to lose its 
competiti ve advantage to another refinery. 

The Management stated (October 2008) that it was confident that its combined refining 
capacity would help it to supply the products in market zone of CBR at a better 
competitive price than the private company. The CBR would, however, be at a 
disadvantageous position due to Jack of secondary processing unit and larger volu mes of 
the private company. 

4.9. Planning for creation of infrastructure and sourcing of crude 

4.9.1. Marine crude handling facilities 

In view of low crude availability from ONGC, the Company moved (November 1996) 
additional crude fro m Chennai by road as a short term measure. The Company had 
considered setting up of marine crude handling facilities off Nagapattinam coast to 
receive crude from PY-3 and import crude to augment capacity utilisation of the CBR. 
Oil Coordination Committee (OCC) had also advised (March 1997) the Company to 
consider import of crude, in addition to PY-3 crude, by coastal movement and also to 
include pipelines for products. Further, the Company expected that the jetty could also 
be utilised by other companie , who had expressed interest, for import of their feedstock 
for which thruput charges would be receivable. Considering the high transportation cost, 
risk involved, uncertainty in gauge conversion by Railways, the Company nominated EIL 
as consultant to conduct a techno-economic study for bringing in offshore PY-3 crude. 
EIL suggested (February 1997) three options namely Fixed jetty (project cost Rs.55 
crore), Multi buoy mooring (R .77 crore) and Single buoy mooring (Rs. 130 crore). Of 
these, construction of jetty off Nagapattinam coast wa considered the viable option and 
the Company decided (June 1997) to move crude oi l through coastal tankers. It awarded 
the work in June 2000 to Afcon Limited for Rs.65.93 crore with a scheduled completion 
period of 15 months. 

Audit observed that even after allowing time for tendering (six months) and scheduled 
completion (15 months) the Company delayed the award of work by 30 months since its 
decision (June 1997). This resulted in movement of 4, 75,462 MT of crude by road 
(during April 1999 to September 2001) and consequent extra expenditure of Rs.6.75 
crore. 

The Management stated (October 2008) that though approvaJ was accorded in June 1997, 
some more studies were carried out subsequently to final ise the proposal and there was 
no delay in decision making. However, the Company took 30 month to award a work 
involving a further completion period of 15 months after the decision wa taken. Some of 
the tudie mentioned were fou nd to have been done even after award o f work. The 
studies referred to by the Company should have preceded the decision. 
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4.9.2 Crude from ONGC (Cauvery basin) 

The demand for petroleum products in the country in 1997-98 was 83.73 MMT which 
rose to 104.80 MMT during 200 1-02. Against this, the domestic crude production by 
ONGC, Oi l India Limited and other Private and Joint venture companies was only 34.42 
MMT in 1997-98 which increased to 36.98 MMT in 2001-02. The country had to depend 
largely on imported crude to meet the demand for petroleum products. 

The detailed feasibility report prepared ( 1989) by the Company for establishing the 
0.5 MMTPA refinery at Cauvery Basin had envisaged that the available reserves of raw 
material (crude) to be sourced from ONGC's onshore wells would be 78 MMT by the 
year 1997. However, no commitment for any specific quantum of crude supply was 
obtained from ONGC. 

Audit observed that the maximum crude oi l received by the CBR in any year from 
ONGC was only 0.44 MMT (2001-02) and the receipt thereafter decreased from 0.39 
MMT in 2002-03 to 0.30 MMT in 2007-08. 

The Management stated (October 2008) that the decline in crude availability was taken 
up with ONGC on various occasions. 0 GC intimated that 1.899 MMT of crude 
produced at Cauvery basin during I 01h Plan period was supplied to CBR and thi far 
exceeded the target of 1.2 16 MMT and that the supply would further decline during 11 th 
plan period to 1. L 13 MMT. However, the Company did not take timely steps to obtain 
any data from ONGC on the probable balance of crude reserves and the longev ity to plan 
the utilisation of CBR's full capacity or identi fy any other source for crude. 

4.9.3 Crude from PY-3 offshore field 

The Company entered into (September 2003) crude oi l supply agreement (COSA) with 
PY-3 Consortium and during finalisati on of the COSA, proven reserves of PY-3 ofhhore 
fi eld were estimated (June 1997) by owners of the field between 2 MMT and 5.5 MMT 
and the reserves would last till the year 2008. A':! per the terms of COSA, the Consortium 
was required to furni sh the production profile relating to probabili tic reserve estimates 
from time to time. 

Audit observed that the Company did not ohtain any data/estimates for proven reserves 
from the suppliers of crude, other than monthly production targets at periodical intervals. 
The supply from PY-3 on any given year had not reached the 0.-+ MMT as envisaged for 
expansion. The Consortium could supply maximum of 0.287 MMT of crude during 
2004-05 which came down to 0. 162 MMT during 2007-08. The receipt of crude from 
different sources during last five years ended 3 1 March 2008 revealed that the CB R did 
not achieve the expanded capac ity of one mill ion metric tonnes in any year of operation. 

Audit also observed that as at the time of expansion the availabi li ty of indigenous crude 
was estimated at 0.7 MMTPA (0.3+0.4) onl), the Company had to either import the low 
i.u lphur crude or di vert 0.3 MMTPA crude from its Manali refinery 10 CBR. But the 
Company did not import any crude and it diverted only 0.29 MMT of crude from 
Chennai during last five years ended March 2008. Further, the agreements entered into 
with the suppliers of crude (ONGC and Consortium of PY-3) did not provide for either 
any assured supply of crude or its longevity. The Company's efforts to get allocation of 
crude from nearby Ravva oil fi elds (indigenous crude having lower sulph ur content 
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similar to crude from ONGC and PY-3) could not fructify (October 2008). Thus, CBR 
was forced to remain under utilised during 2003-04 to 2007-08. 

The Management stated (October 2008) that the upplier of c rude had been giving the 
estimate for proven reserve and monthly production targets. The Company, however, 
got the updated data on the estimated production only after being pointed o ut (July 2008) 
by Audit. Quantum of reserves available has still not been obtained by the Company. 

Recommelldation No 4.1 

(i) The Company may prepare a suitable lollg-term pla11 to ellsure continued 
viability of the refinery. 

(ii) The Company may pursue with the GO/ for allocation of crude from Ravva oil 
fields to ensure economic operation of the reftllery. 

4.10 Implementation of expansion 

4.10.1. Geo-technical survey 

The Company awarded (May 1998) the work of geo-technical studies for marine facilities 
to Dolphin Off-shore Enterpri es, Mumbai (Dolphin) at a cost of Rs.1.59 crore. The work 
was completed in October 1998. Based on Dolphin's geo-technical analysis/survey 
reports, the Company awarded (June 2000) the work of construction of jetty and 
associated facilities to Afcons Infrastructure Limited (Contractor) for Rs.65.93 crore with 
a scheduled completion period of 15 month i.e. by September 200 I . As the Contractor 
encountered hard soil strata throughout the jetty alignment during execution (August 
200 l ) which indicated infirmities in the geo-technical soil studies/survey reports of 
Dolphin , the Company permitted them to re-survey the area on payment of Rs. I . I 0 crore 
and also execute addi tional worh for a total value of Rs.4.10 crore. 

Audit ob erved that the Company could collect Rs.15.85 lakh only as liquidated damages 
from Do lphin and could not recover Rs 1.10 crore incurred for conduc ting the survey 
again. Further, the Company had not obtained any professional liability insurance or any 
other security from Dolphin till completion of the work which would have compensated 
the loss suffered by the Company due to infirmitie in the design study. 

While confirming the fact , the Management stated (October 2008) that professiona l 
li abi lity in urance would be obtained for simi lar contracts in future. 

4.10.2. Delay in completio11 of jetty 

The progress of work by the Contractor was slow due to delay in mobilising resources, 
site grading, fabri cation and assembling of piling gantry, arrangements of casting yards, 
infirmities encountered in the geo-technical survey report and a a result additional works 
for steel prle dri ving were awarded to the same Contractor with extended completion 
schedu le upto 15 September 2002. Beyond September 2002, extension of time was not 
granted and for any delay in completion of work the Contractor was to pay liquidated 
damages (LO) subject to a max imum of 10 per cent. The jetty was fina lly commissioned 
in March 2003. The Contractor raised certain claims due to reasons attributable to the 
Company. As the Company did not agree to such claims, the Contractor invoked the 
provisions of the Arbitration proceedings. As per the arbitration award, the Company 
paid the Contractor's additional c laims to the extent of Rs.5.20 crore (Rs.1.10 crore for 
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again conducting the geo-technical survey and Rs.4. 10 crore for additional work<;). The 
Company also recovered LD of Rs.2. l 0 crore. 

Thu , delayed construction of jetty resulted in net extra expenditure of Rs.2.42 crorc 
towards movement of I, 18,888 MT of crude from September 2002 to February 2003 b} 
road from Chennai to CBR after taking into account the LD recovered. 

The Management stated (October 2008) that the delay was attributablr also to other 
factors like breakage of bridge, agitation by fishermen, etc. The Company accepted that 
the delay was also attributable to contractor due to slow progress of work but there was 
no enabling clause in the contract for recovery of additional expenditure incurred due to 
delay besides the liquidated damages which were limited to 10 per ce111 of the contract 
value. 

Recommendation No. 4.2 

The Company has to put in place a better contract management system in which the 
contractor's work is monitored 011 a day to day basis and disputes resolved in a timely 
manner. 

4. I 1. Performance of the refinery after expansion 

4.11.1. Consumption of utilities and absorption of fixed costs 

Though capacity of CBR was increased to 1.0 MMTPA, the Company had fi xed the 
annual target of thruput at 7,00,000 MT (based on the crude avai lability) for the last five 
years ended 3 1 March 2008. 

The design value (norm) for consumption of power and steam fo r processing per 1.000 
MTs of crude was fixed as 5.26 MWhrs of power and 87.52 MT of steam respectively. 

The table in the Annexure - VIII indicate!'> the thruput achieved, consumption of steam 
and power, and excess consumption of utilities in the refinery during the last four years 
ended 31 March 2008. 

Audit observed that under utilisation of capacity re!'>ulted in excess consumption of steam 
( 15.308 MT: value Rs. 1.42 crore) and power (3.739.664 MWhrs: Rs.2.63 crore) duri ng 
the last four years upto 3 1 March 2008. 

The overheads like employee cost, repairs and maintenance, insurance, depreciation. efc. 

had to be incurred at a fixed level irrespect ive of the level of operations. f n view of 
decreasing level of operations, the overheads were absorbed at higher rates 1csulting in 
over absorption by Rs. 16.59 crorc during 2005-06 to 2007-08. The Management 
confirmed the facts relating to over absorption of overheads and attributed (October 
2008) the reduction in targets, which were further reduced to 0.4 MMT for 2008-09. due 
to non-availability of the crude. 

4.11.2. Extra expenditure on transportation of crude 

The jetty was constructed to berth vessels of 40000 DWT2 capacities. Based on the 
de ign draft of 7 .5 metre, it could receive crude parcels of 13,000 to 15,000 MTs. Two 
ves els belonging to Shipping Corporation of India (SCI) (MT Homi Bhaba and MT 

1 Dead Weight Tonnage 
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C.V.Raman) wi th a capacity of 40,000 DWT each were deployed in the transportation of 
crude oil from PY-3 to Nagapattinam jetty. The vessels were hired on time charter basis. 

During the last five years ended March 2008. the refinery received 10.94,082 MT of 
crude from PY-3 field. Thi required 75 shipments. The Company. however, u ed 87 
shipments to transport the same quantity which resu lted in extra expenditure of Rs.5.46 
crore on additional 12 shi pments as shown below: 

Table No. 4.3 
Year Quantity umber of 

I 
Actual Excess Extra 

shipped shipment number hipmeots expenditure (Rs. 
(MT) required. @ of shipment in lakh) 

15,000 MT 

2003-0~ 177558.23 12 15 3 122.77 
2004-05 288695.64 20 23 3 60.40 
2005-06 22 1407.50 15 17 2 107.54 
2006-07 243733.40 17 19 2 114.23 
2007-08 162687.35 II 13 2 141.48 
Total 1094082.12 75 87 12 546.42 

The Management lated (October 2008) that the draft available wa on ly 6.2 metre a 
against 7.5 metre envi aged. To accommodate this draft, the parcel sile was restricted to 
13.000 MT. The reply indicated that the Company did not assess the real fie ld conditions 
before execution of the jetty project. This led to receipt of lower parcel sile and extra 
shi pments resulting in extra expenditure. 

4.ll.3. Foregoing of revenue 011 use of mari11efacilities by third parties 

While approving the construction of marine f acil itics at Nagapattinam, the Company 
envi aged that the spare capacity in the jetty could be uti lised for import/export of feed 
tock/petroleum product by various PSUs and private sector companies, which would 

bring an additional income of Rs.52.50 crore (at Rs.300 per MT) for the firs l five years of 
operation of the jetty and Rs.15 crore per annum thereafter at 100 per cent pare capacity 
utilisation. 

Audit ob erved that while designing the jetty, the Company did not consider creating 
facili ties for import/export of finished product . The jelly was not utilised by th ird parties 
resulting in non-accrual of expected revenue of Rs.52.50 crore. There was no record to 
show that the Company had made efforts for third party usage of the jetty to further 
augment the revenue. The naphtha produced by the refinery had to be moved to 
Tuticorin by road which re ulted in under recovery on account of transportation to the 
extent of R .9.04 crore duri ng the last fi ve year ended 31 March 2008. 

Against an expected utilisation of 3, 120 hours per year, the Company utili ed the jetty for 
2,706 hours only during the last five years ended 3 1 March 2008. 

The Management, while confirming the fact , stated (October 2008) that provision was 
made for putting up loading/unloading arms at jetty platform and pipelines in the 
approach trestle. Further, product pipelines were laid in November 2007. A private 
company had constructed a jetty on their own. An offer from a private party for import 
of palm oil was not considered due to poor revenue realisation. 

The viability of the project was estimated considering the revenue that could accrue on 
third party usage. As the Company did not obtain any commitment from prospective 
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iser'> before creating nece.'..'.ar) facilitic'>. one of the prospectiYe u<,er.'. had commissioned 
it'> own jelly nearb) and consequent!) the Company·., jell) remained underutili.,ed 
leading to non-realisation of expected rc\cnue. 

4.11.4. Absence of secondary process unit 

The CBR did not have a secondary proce.,.., unit. to extract value added product.'. such a'> 
MS. HSD, FO and LPG. etc. from the imermcdiate product i.e .. reduced crude oil !RCO) 
to increase the operating margin. In absence of thi:-. unit. the Company was selling RCO 
as low :-.ulphur heavy stock (LSHS). During 2006-07. the CBR tran:-.feITcd 3,672 MT of 
RCO to nuidised catalyst cracking unit (FCCU) at Manal i for further processing to get 
val ue added product:-.. 

Audit ob:-.erved that b) not transferring the entire quantity of RCO to Mana li refiner) and 
by selling it as LSHS. the refinery i;uffered a 101,s of Rs.172.23 crore duri ng 200-i-Os and 
2005-06 (as there was negative margin in the price of LSHS) and had foregone re\enue 
of R<>.98.73 crore during the period 2004-05 to 2006-07. 

The Management 1,tated (October 2008) that it had committed to IOC to supply LSHS to 
it'> customer:-. and the same cou ld not be ..,upplicd from Manali Refiner). As the thruput 
in FCCU (Manali ) was saturated. tran<,portation of RCO to Manali could not be 
continued. Further, IOC and the Compan) decided to reduce the LSHS commitment to 
customers and the movement of LSHS wa-. being streamlined. 

However, the Company need not commit supplies which lead to negative margin. As 
receipt of LSHS from the process could not be avoided and would be recu1Ting. the 
Company shou ld have explored the possibility of its economical disposal. Further. taking 
into account the combined spare capacity a\ ailable in the secondary processing units 
(FCCU and OHCU 1

) at Manali. the Company wou ld have earned a revenue of Rs.38.63 
crore b) processing 0.12 MMT of RCO at Manali during 2005-06 and 2006-07. 

Recomme11datio11 No .4.3 

(i) The Company may review the norms for consumption of utilities in i•iew of 
co11tinued reduction i11 tlzruput. 

(ii) The Company may examine the possibility of allowing third party usage of the 
jetty to further augment the revenue. 

(iii) The Company may explore the possibility of either installing a secondary 
process unit or work out the eco11omics of transporting the intermediate product to 
Manali refinery for further processing and gettin{f_ additional margins. 

4. I 2. Challenges for future 

4.12.J. Statutory requirement relating to Auto Juel policy 

The Government of India had formulated (October 2003) the Auto Fuel Pol icy which 
prescribes the emission norms for al l \Chic le\. According to the policy, the entire 
country is required to adopt Bharat Stage II cmi'>'>ion norms from April 2005 and Euro Ill 
or equi valent emission nonns from I April 20 I 0. For cities like Delhi/NCR. Mumbai. 
Chennai. Kolkata, Hyderabad. Bangalore. Punc. Ahmedabad. Surat. Kanpur and Agra . 

.1 Once Through Hydro-cracker Unit. 
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the emis ion norms fixed were Euro IJI or equivalent by I April 2005 and Euro IV or 
equivalent by I April 20 10. 

It wa. noticed that HSD con titutes more than 40 per cent of the production of the 
refinery . To upgrade the HSD to Euro III norms, the refinery is required to ·et up 
suitable processing facilities or the product had to be transported to Manali Refinery for 
further process ing which would in volve loss of margin/under-recovery of costs. If the 
HSD was not upgraded to Euro l1J compliance, the same has to be old only to industrial 
users for which the Company has to approach IOC (marketing company) to market the 
product at a discounted rate. This would re ult in pushing up under-recoverie . The 
Company. for its Manali refinery. had approved (August 2006) an investment proposal of 
Rs. J,665.+4 crore to upgrade the HSD and MS to Euro JV norm. It had not, however, 
made any strategic inve tment decision o far (August 2008) to in tall su itable processing 
facilities at CBR or to transport the HSD to Manali refinery for further processing to 
comply with Euro III norms. Thus, CBR faces serious challenge to meet the new 
em is ion norms beyond 20 I 0. 

4.13 Conclusion 

The operations of the Cauvery basin refinery continue with inadequate supply of crude 
and under utilisation of infrastructure. Unle concerted efforts are made to get crude 
from other fie lds for achieving the economics of production through larger scale of 
operations, variety of products with low cost. etc., the viability of the refinery in the long 
run wou ld be uncertain . The CBR would not only suffer cost disadvantage by low level 
operation but also face competition from a private company which is setting up a 6.0 
MMTPA refinery within I 00 km radius. Moreover. the CBR ha not prepared itse lf to 
meet the Euro Ill emi sion norm<., to be applicable from April 20 I 0. 

The matfer was reported to the Ministry in January 2009; reply was awaited. 

CHAPTER V 

Indian Oil Corporation Limited 

LPG operations 

Highlights 

The Company mi xed butane and propane to form Liquefied Petroleum Gas (LPG) in 
different proportions other than the one con idered for subsidy claims resulting in loss of 
Rs.40.97 crore during fi ve year ended March 2008. 

(Para 5.8.1.1) 

The Company claimed Rs.5 1.22 crore a sub idy for stock lo ·s without actua ll y incurring 
it. 

(Para 5.8.2.2) 

The Company incurred higher bott ling co t of R .7 16.06 crore as compared to benchmark 
operating cost during the period 2004-05 to 2007-08. Due to this the Company could not 
claim sub idy to the extent of Rs.90.92 crore. 

(Para 5.8.2.2) 
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Surplus manpower over the benchmark fixed for the bottling plants re ulted in higher 
operating cost to the extent of R .51 .93 crore. Apart from having surplus manpower, the 
Company made overtime payment at plants. 

(Paras 5.8.3.1 and 5.8.3.2) 

Despite adoption of industry Logistic Plan system for distribution of bulk/packed LPG to 
meet the market demand, it failed to establi sh the economical linkages, leading to manual 
intervention/regular deviation. 

(Para 5.8.4. l) 

The Company suffered a loss of Rs. 15.29 crore due to short receipt of bulk LPG through 
Railways due to inadequate infrastructure and non-appointment of surveyor at Reliance 
Industries Limited, Jamnagar to witness the loading operations. 

(Para 5.8.4.3) 

Absence of effective system for exchange and reconciliation of cylinders amongst Oil 
Marketing Companies (OMCs) resulted in blocking of working capital of OMCs to the 
extent of Rs.5.44 crore. 

(Para 5.8.5.3) 

Summary of recommendations 

J. The Company should evolve an effective system to conform to the Subsidy 
Scheme 2002 for mixing propane and butane to avoid loss and to ensure quality 
supply to the customers at optimum cost. 

2. The Company needs to regularly review and redefine the actual installed 
capacities of the bottling plants in order to make correct assessment of their 
performance and operating efficiencies. 

3. Existing cost monitoring and control systems should be streamlined and made 
more stringent so that the operating cost is restricted to the benchmark. 

4. The Company should ensure deployment of manpower within benchmarks to 
control the operating cost. 

5. Efforts need to be made to rationalise overtime payment through deployment of 
manpower within benchmark. Overtime should be paid in Line with the statutory 
provisions. 

6. The Company needs to identify the reasons for abnormal increase in 
consumption of valves and take remedial measures for non-achievement of the 
prescribed limit. 

7. The Company should ensure minimum transportation charges by reviewing the 
slabs system in other State Offices in line with Bihar State Office. 

8. Adequate weighment infrastructure should be installed at the source and 
destination to avoid losses and pilferages. 

9. The Company should revisit the existing transportation agreement provisions 
relating to weight loss norms and should rationalise the same with available 
standards. 
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JO. Bulk and packed LPG stock levels should be maintained within the permissible 
limits prescribed by the Chief Co11troller of Explosives to ensure safety of the 
plant, staff and surrounding property/population. 

11. The Company should evolve an effective system for timely disposal of scrap/idle 
inventory, to avoid blockade of funds. 

12. The Company may evolve an eff ective control system of exchange and 
reconciliation of cylinders with other OM Cs at regular intervals. 

13. The Company should evolve comprehensive customer master data and take 
necessary steps to identify and capture details of LPG consumers like size of the 
family and consumption pattem necessary for prevention of unauthorised use 
of domestic LPG. The Company should also share customer database with 
other OM Cs to avoid release of multiple connection. 

14. LPG order 2000 needs to be revised and effective system may be put in place to 
take back LPG co11nections from Piped Natural Gas (PNG) consumers to 
ensure that a customer is allowed to hold only one connection either PNG or 
LPG at a point of time. 

15. The Company should review the system of fixi11g Supply Plan for Distributors 
to rationalise it ill Line with actual consumption pattern based on family size. 
The Company should also maintain cylinders masters with distinctive numbers 
allocated to each cylinder to control diversion of domestic LPG for commercial 
use. 

16. The Company should revisit its existing Marketing discipline guidelines and 
make pe11al provisions more stringent. 

17. The Company needs to strictly deal with tampering of cyli11der weight to 
discourage such malpractices so as to e11sure supply of proper weight of LPG to 
the customers 

18. The Marketing discipline guidelines should be strictly followed i11 Letter and 
spirit for an effective control and monitoring system of the distributors. 

19. The Company should amend existing provisions of security deposit in the 
contracts so as to secure comprehensive coverage of LPG consignme11ts. 

5.1 lntroduction 

Indian Oil Corporation Limited (Company) was incorporated in 1964 and is presently a 
dominant player and India's largest public sector oi l marketing company (OMC). It had a 
market share of 49 per cent of the Lique fi ed Petroleum Gas (LPG) market during 2007-
08. The balance was shared by other OMCs vi: .. Bharat Petrole um Corporation Limited 
(BPCL) and Hindustan Petroleum Corporation Limited (HPCL) as 26 per ceflf and 25 per 
cent respectively. The Company has 89 LPG bottling plants with bottling capacity of 
4,165 TMT1

• 

1 Thousand Metric to1111es 
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The OMCs procure LPG from refineries, fractionators (ONGC and GAIL). private parties 
(M/s. Rel iance and M/s. Essar) and import . LPG ic., bottled in the bonling plants and 
supplied Lo the customers in the packed form. 

The Company is marketing pacJ..ed LPG under its brand name .. lndane" to domestic 
customer (in cylinders of 5 J..ilogram (kg) and 14.2 kg) and to commercial customers (in 
cy linders of 19 kg, 35 kg and .+7.5 J..g) through 4996 distributors attached with its bottling 
plants as on March 2008 to cater to the demand of 5.04 crore consumers. 

5.2 Organisational set-up 

The LPG operation is controlled by the Marketing Division of the Company located at 
Mumbai and headed by Executi ve Director (LPG Marketing). The network con!-.ists of 
Regional Offices located at Mumbai, Delhi, KolJ..ata and Chennai. 16 State Offi ces and 
39 Area Offices. The Executi\e Director (LPG) reports to Director (MarJ..eting). 

5.3 Scope of Audit 

The performance audit covered the actt\ 1t1es relating to sourcing and planning, 
maintenance, transportation and sel ling and distribution of LPG through 30 bottling 
plants of the Company in four regions during the last five years ended March 2008 to 
assess the efficiency, economy and effectiveness of these activities. Wherever 
records/information for five years was not available, the scope of audit was restricted to 
the period for which information was provided by the Company. 

5.4 Audit objectives 

Performance audit was carried out to 

• evaluate sourcing and logi'>tics arrangements of LPG planned to encourage 
economies and promote efficiencies: 

• examine the performance of LPG bottling plants to evaluate the degree of economy. 
effecti\eness and efficienC) in operation: 

• review cost control mechanism aimed to confine cost within the defined COi>t 
cei lings: 

• analyse the system of subsidy claims and to verify whether the subsidy was claimed 
in the letter and spirit of the subsidy scheme to quantify irregular subsidy claims: 

• study whether distribution channel for supply of LPG was economical, efficient and 
effective: and 

• scrut1111se ex isting monitoring system necessary to curb diversion of subsidised 
supply for unauthorised uses . 

5.5 Audit criteria 

The fo llowing criteria were used in the performance audit: 

• Policies and guidelines of the Government of India. the Company and minutes of 
Board of Directors/Committees: 

• Operational and financial performance indicating the benchmark/budgeted/ 
targetted cost and issue price/cost price considered in the subsidy scheme of the 
Government of India: 
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• Provisions of ru les and regulations and national/international standards; 

• Guidelines and manuals relating to sourcing, logistics, plant operation and supply 
and distribution; 

• Terms and conditions of contracts with vendors, di stributors and customers for 
procurement, logistics, maintenance and services, supply and distribution; 

• Monitoring mechanism envisaged in the guidelines to check the diversion, multiple 
connection and unauthorised usages. 

5.6 Audit methodology and sample size 

The audit methodology involved examination of Management Information System 
reports generated through SAP/ERP documents, analysis of statistical information and 
discussion with the Management to evaluate the operating activities of bottling plants, 
sourcing and logistics planning of bulk LPG, sales and distribution and subsidy. 

30 out of 89 bottling plants were selected on the bas is of operating cost per MT by using 
Stratified Random Sampling Method through IDEA2 package by categorising bottling 
plants in three capacity utilisation strata i.e. less than I 00 per cent, between 100 per cent 
to 150 per cent and more than 150 per cent in the ratio of 2: 1 :2 respectively. 

5. 7 Acknowledgement 

Audit acknowledges the cooperation of the Company in providing necessary records and 
information. An Entry conference was held on 8 July 2008 with the Management to 
discuss the audit objectives, audit criteria and audit methodology. The draft performance 
audit report was issued to the Management on 19 September 2008. An Exit conference 
was held on 14 November 2008 with the Management to discuss the results of this report. 
The views expressed by them have been suitably incorporated in this report. 

5.8 Audit findings 

As per the Domestic LPG Subsidy Scheme, 2002, OMCs get subsidy from the 
Government of India (GOI) as difference between cost (defined under subsidy scheme) 
and retail selling price (issue price) of bottled LPG fixed by the GOI. 

Major components of cost as per the subsidy scheme were landed cost, bottling charges, 
transportation cost and stock loss. Audit observations in each of these components have 
been discussed below: 

5.8.J Sourcing and logistics 

LPG is procured from indigenous sources and the deficit is met through imports. 
Procurement of LPG by the Company during the last five years was as under. 

1 Interactive Data Extraction and Analysis 
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Table 5.1 
(fiJ!ures in TMT) 

Year 2003-04 2004-05 2005-06 2006-07 2007-08 

TMT '* TMT ~·( TMT % TMT % TMT '* 
(a)lndigenous 

1580 32.67 1868 37.64 1876 37.54 1970 35.92 
Refineries of 1505 33.79 

OM Cs 

Frac.:1iona1ors 826 18.55 8 14 16.83 78.:1 15.80 745 14.9 1 759 13.84 

Private parties 1236 27.75 1340 27 .71 1055 21.26 1375 27.5 1 1480 26.99 

(b) Import 887 19.91 1102 2'2.79 1256 25.3 1 1002 20.05 1275 23.25 

Total (a+b) 4454 100.00 4836 100.00 -'963 100.00 4998 100.00 5484 100.00 

5.8.1.1 Losses in LPG import 
Under the Domestic LPG Subsidy Scheme. 1002 the cost price of the domestic LPG is 
worked out on the basis of a mi xture of butane and propane in the ratio of 60 per cent 

butane and 40 per cent propane. 

Audit analysis revealed that the Company imported 4,956 TMT butane which was 90 per 
cent of total 5,522 TMT butane and propane imported and supplied as LPG during the 
last five years ended March 2008. Thus, on an average the Company supplied LPG as a 
mi xture containing more than 60 per cent butane which was not in accordance with the 
LPG Sub idy Scheme. As the Company raised its subsidy claims on the basis of LPG in 
the ratio of 60:40 for butane and propane, hi gher import of costlier butane and its upply 
in LPG resulted in loss of Rs.40.97 crore to the Company during the last five years owing 

to rising cost of butane since 2003-04. 

lt was also observed from the test reports of LPG supplied by the fractionators to the 
Company that butane content therein was less than 60 per cem though they were being 
paid by the Company for LPG contai ning 60 per cent butane. Receipt of lesser butane in 
the LPG from fractionators resulted in lo s to the Company due to price difference of 
propane and butane. The amount of lo s sustained by the Company on thi s account could 
not be ascertained in the absence of proper sy tem in place in the Company to maintain 
break-up of the quantities of propane and butane received from the LPG producing 
sources. The test reports of LPG supplied by OMCs and private parties were not made 
avai lable to Audit for analysis and comment thereon. 

Further, the vapour pressure of butane is around one-third that of propane. Higher butane 
content in LPG supplied by the Company meant lesser vaporisation especially in winter 
season resulting in non-receipt of fu ll value of money by the customers due to re idual 

ga left in the cylinders. 

The Management stated (November 2008) that the difference in the price between 
propane and butane had reversed graduall y from 2003-04 onwards and attempt were also 
made to upgrade the infrastructure at Yizag and Mangalore and import propane and 
butane in the ratio of 25:75 during 2009 as against the earlier average of 9:9 1. LPG 
supplies to customers were meeting BIS specifications. 
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Recommendation No. 5. 1 

The Company should evolve an effective system lo conform to the Subsidy Scheme 
2002 f or mixing propane and butane to avoid loss and to ensure quality supply to the 
customers al optimum cost. 

5.8.2 Capacity utilisation and operating efficiency , 
5.8.2. J Installed capacity 

The rated capac ities of .the bottling ~ l ant.. were .assessed by. the Company as per Lhe 
benchmarks defined during the APM pcnod on industry basis. The Company had not 
revised the installed capacitiec; of the bottling plants considering the automation and 
upgradation of carousels at the bottling plan ts. It was observed that based on the 
parameters defi ned by the Commi ttee (July 200 I). the actual available rated capacity of 
72 bottling plants in 2002-03 was 5,583 TMTPA4 as against 3,100 TMTPA assessed by 
the Management. During 2002-03 the Company could utilise the capacity of 3,725 
TMTPA leaving an id le capacity of 1,858 TMTPA. Despite id le capacity the Company 
commis ioned/upgraded the bottling plants with an addit ional capacity of 1,436 TMTPA 
during 2002-03 to 2007-08. Actual uti lisation of the bottling plants during 2007-08 was 
only 4.950 TMTPA which was even less than the available rated capaci ty in 2002-03. 
Thus, conside1ing Lhe avai lable idle capacity in 2002-03. creation of additional capacity 
of l ,-D6 TMTPA was not required. On account of low assessed capacity the Company 
was also showing higher capacity utilisation of the bottling plants. 

The Management accepted (December 2008) that rated capacities of the bottling plants 
were recognised as per the benchmarks defined during the APM period on Industry basis 
and were to be re-benchmarked on the industry basis. 

Thus, non-revision of the rated capacity indicated an incorrect depiction of total capacity 
and utilisation of the bott ling plants. 

Recommendation No. 5.2 

The Company needs to regularly review and redefine the actual installed capacities of 
the bottling plants in order to make correct assessment of their performance and 
operating efficiencies. 

5.8.2.2 Operating cost of bottling plants 

Wi th a view to control operating cost of bottling plants, the Company had fixed 
(September 2003) benchmarks based on their installed capacities. Weighted average 
operating cost of bottling plants during last four years vis-l1-l'is benchmarks was as 
under:-

J Administered Price Mechanism 
~ Thousand metric tones per annum 
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Table 5.2 
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It was noticed in audit that: 

• An analysis of the bottl ing cost of indi\idual plants indicated that 46 out of 78 
bott li ng plants in 200-1--05 that increased to T2 out of 80 bottling plants during 
2007-08 were unable to achieve operating cost benchmark. The Company incurred 
higher bottl ing cost of Rs. 716.06 crore a., compared to benchmark operating cost 
during the period 2004-05 to 2007-08. 

• Out of the above bottling plants the operating cost was even more than the cost 
ceiling prescribed unde r the subsidy scheme'i in 32 bottling plants during 2004-05 
that increased to 39 plant '> during 2007-08 as a result of which the Company could 
not claim subsidy to the extent of Rs.90.92 crore (Rs.45.46 crore from the GOI and 
Rs.45.46 crore from fractionators). 

• As the actual operating cost in more than 50 per cent bottling plants was less than 
the cost ceiling fixed in the subsidy scheme, there was a need to rev ise the cost 
ceili ng based on the standard and normati\e conditions. 

• The subsidy scheme prO\ ide!-> for operational stock loss at the rate of 0.25 per cent. 
Ho'" ever, the Com pan) ha-. fixed 1ero />er cent norm for operational losses and 
was able to achieve it in 80 out of 89 bottl ing plants. Despite achieving zero per 
cent stock loss, the Company clai med subsidy of Rs.51 .22 crore (Rs.25.6 1 crore 
from the GOI and Rs.25.6 1 crore from fractionators) against the notional stock loss 
not actually incurred during last fi ve year'> ended March 2008. 

The Management stated (November 2008) that during 2003 the Company had taken an 
initiative to have common understandi ng at all levels about the cost targets and to take 
effecti ve steps in achieving the same. However. bigger impacts could not be achieved 
within a short period as these main ly in volved manpower related issues. Further with 
regard to subsidy. the Management added that the operating cost element in the ' Subsidy 
Scheme' had been adopted on industry basis and not on the basis of any particular 
bottling plant with resu ltant plus/minus vari ations. 

The reply was not convincing as the Company could not achieve the benchmarks even 
after more than four years. • 

5 Rs.780.77 per MT for 2004-05 and Rs.908 per MT for 2005-06 onwards. 
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Recommendation No. 5.3 

Existing cost monitoring and control systems should be streamlined and made more 
stringent so that the operating cost is restricted to the benchmark. 

5.8.3 Manpower deployment 

5.8.3.1 Excess manpower 

Manpower cost is a major component of the operating cost. The Company deployed 
White Collar Workmen (WCW) , Blue Collar Workmen (BCW)7 and contracted labour 
on the basis o f carousels and shift operation. However, it was noticed that the Company 
had actually deployed BCWs in excess of the benchmarks fixed (September 2005) by 
them as below: 

Table 5.3 

Year-+ 2005-06 2006-07 2007-08 ... ... .... 
0 0 0 

c "' "' "' = = = ~ -5 ~ '; ~ ..c .:it. '; -5 ~ '; 0 0. E- ~ 0. ·~ 0 ; E . c <J .. E . c E c "' c "' .. 
0"' c "' 0 OI 

.. 
~ 8 

<J = ~ 8 
<J = ~ 8 

<J = ~ z 0. < z 0. < z 0. < ti) ti) ti) 

Northern 22 667 1059 392 19 633 979 346 21 665 951 

Eastern 5 140 275 135 8 176 315 139 6 135 260 

Western 8 166 248 82 7 144 215 71 6 127 180 

Southern 10 239 283 44 7 182 212 30 5 114 142 

Total 45 1212 1865 653 31 1135 1721 586 38 1041 1533 

Deployment of BCWs in excess of the benchmark fixed for the bottling plants resulted in 
extra expenditure of Rs.5 l .93 crore on account of staff cost during the last three years 
ended March 2008 resulting in higher operating cost. 

The Management (November 2008) while agreeing with Audit stated that as part of 
regular efforts to reduce cost and increase effic iencies; the Company had devised 
' benchmarking' of manpower for its LPG plants, based on capacities, number of shifts 
operated, type of equipment available, etc. 

The reply of the Management was not tenable because the benchmarks were fixed on the 
assessment of plant capacity, operation, work load, etc. and as such, actual deployment of 
manpower should be within the prescribed benchmark. Excess deployment of manpower 
beyond the benchmarks resulted in higher operating cost. 

Recommendation No. 5.4 

The Company should ensure deployment of manpower within benchmarks to control 
the operating cost. 

5.8.3.2 Overtime 

Audit analysis revealed that in addition to the deployment of manpower in excess of 
benchmarks as pointed out in the preceding para, there was overtime payment indicating 
non-identification of extra manpower and ineffective deployment of surplus manpower. 

6 Deployed for office work viz., fi11a11ce and accou11ts, store a11d other clerical work 
7 Deployed for LPG operatio11 and productio11 activities 
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Moreover, as per Factories Act 1948, payment of overtime should not exceed 12 hours in 
a week. However, a test check revealed sub tanti al payments of overtime in excess of the 
statutory ceilings during 2007-08 as detailed below: 

Table 5.4 

Bottling Manpower in Number of cases Number of cases in which Maximum 

plant excess of of payment of overtime more than 48 overtime paid in 

benchmark overtime hours per month was paid hours in a month 

Mathura 51 1243 202 136 

Karna I 20 593 545 240 

Loni 5 412 3 13 152 

Jaiour 8 351 122 122 

The Management stated (November 2008) that some of the bottling plants were yet to 
achieve rostering of manpower in line with the benchmarks. Continuous effort. were 
made to reduce the deployment levels closer to benchmark norms for reducing the 
overtime as well as cost at the bottling plants. 

Thus, the fact remained that the Company was paying overtime despite over taffing and 

also in violation of the statutory provisions. 

Recommendation No. 5.5 
Efforts need to be made to rationalise overtime payment through deployment of 
manpower within benchmark. Overtime should be paid in line with statutory 

provisions. 

5.8.3.3 Loss due to increase ill cost of repair and maintenance 

The Company had fixed a norm for con umption of valves at 1.6 per cent of the cylinders 
fi lled. Actual average consumption of valves during 2007-08 in the Company was 0.875 
per cent of cylinders filled and was well within the norms. However, in three unit , 1·iz .. 
Gurgaon, Refinery co-ordinator office-Chennai Petroleum Corporation Limited and 
Lakhimpur Kheri bottling plants, the valve consumption was significantly higher than the 
norms and ranged from 2.085 per cent to 3. 157 per cent. 

The Management stated in November 2008 that the target of 1.6 per cent for valve 
consumption was fi xed to ensure that no leaky cylinders were di spatched to the 
customers. However, valve consumption at the specified plants increased as more leaky 
cy linders were detected and replaced with new valves to avoid supply of leaky cylinders 

to the customers. 
The reply was not convincing as reasons for leaky cylinders in excess of norms by three 
to four times were not analysed and indicated by the Company. 

Recommendation No. 5.6 

The Company needs to identify the reasons for abnormal increase in consumption of 
valves and take remedial measures for 11011-achievement of the prescribed limit. 

69 



Report No. PA 27 of 2009-10 

5.8.4 Deviations from Industry Logistics Plan 

5.8.4.J Loss in tra11sportatio11 cost due to u11-eco11omic linkages. 

The Company prepared monthly Industry Logi tic Plan (ILP) for optimal routing of bulk 
LPG from various sources to bottling plants and packed LPG from bottling rlants to 
market/distributors at minimum cost by using a c;pecialised software vi~ .. SAND module 
considering various input parameters like availability of LPG at different sources, 
bottling capacity of plants, market demand, transportation cost and operating cost of the 
plant. , etc. 

In order to reap full benefits of the system it is necessary that the input parameters should 
be updated on real time basis. Audit ob erved that the SAND module was run by the 
Company on monthly basis and the input parameters were not updated on real time basis 
resulting in deviations from the projected logistics plan and consequent losses or gains 
during 1007-08 as indicated below: 

• In Northern region, there wa., a saving of Rs.138.99 crore in seven months and a 
lo'>s of Rs.87.91 crore in five month<; with a resultant net gain of Rs.51.08 crorc; 

• In Western region, there was a savings of Rs.212.79 crore in ten month'> and a lo ·s 
of R\.1.47 crore in two months with a re ultant net gain of Rs.211.32 crore; 

• In Southern region, there was a saving of Rs.135.09 crore in seven months and a 
loss of Rs. 75.93 crore in five months with a resultant net gain of Rs.59.16 crore, and 

• In Eastern region, there was a saving of Rs. 158.98 crore in nine months and a loss 
of Rs.65.42 crore in three months with a re ultant net gain of Rs.93.56 crore. 

Audit also observed that the bouling plants were attached with limited number of LPG 
source<; in<;tead of all available <;ources. This limitation restricted the system to optimise 
the linkage within the limited number of LPG ources attached to the bottling plants and 
not with respect to all available sources. 

The Management stated (November 2008) that bouling plants were attached with all 
reali tic probable and feasible sources with minimum three sources auached with each 
bottling plant. Non-feasible and unrealistic linkages had not been taken into 
consideration. !LP linkage · were finalised ba ed on the projected demand and other 
input . Actual movemencs varied depending on various factors including unforeseen 
circumstances. 

The reply was not tenable becauc;e Udaipur, Loni, Ajmer, Jhunjunu, Bikaner and 
Sawaimadhopur bollling plants were not attached to even three minimum sources dtiring 
April 2007. It is possible to get better optimisation by altaching bottling plants to all 
sources instead of attaching them to a limited number of sources. Overa ll savings 
achieved in all the region due to deviations from the ILP indicated deficiencie. in 
updating the actual inputs and result<; of ILP. Though manual modifications from the ILP 
sugge ted linkage resulted in gain at regional level, no exercise was done by the 
Company to study the boli tic impact at the company level. 

8 Supply and Distribution 
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5.8 . ./.2 Loss in transportation of packed LPG 

The Company is paying freight on round trip basis (RTD) fo r transportation of pacl--ed 
cylinders from plant to distributors and to bring empty cylinders from distributors as per 
the transportation agreements that provided for payment of transportation charges per 
cylinder per kilometre (km). 

Audit observed that in Loni bottling plant, the transportation contract for packed LPG 
cylinders was renewed in November 2007 with two rate slabs for transportation charges 
within the State 1 ·i~ .. (i) RTD upto 50 km and (ii) RTD above 50 km. As a result of 
introduction of two slabs instead or per km rate the Company saved Rs.34.16 lakh per 
WI II 11111. 

Similarl y actual savings in Bihar State office during Jul) '.:W06 to March 2008 toward., 
tran.,portat ion cost due to implementation of ne"' '.-> labs, i.e .. upto RTD of 50 km and 
beyond 50 km on packed LPG transportation co-,t was Rs.1.30 crore. 

The Management while agreeing with Audit < member 2008) on sa\ ings in case of Loni 
bottling plant apprehended that in slab rate ') -.tcm transporters may \\Ork out rate'> based 
on highest km slab and might rcsu.It in higher financial outgo. 

The apprehension of the Management is not tenab le in li ght of proven sav ings achieved 
due to introduction of a new slabs in the abt)\ e two instances. 

G
commendation No. 5. 7 j 
e Company should ensure minimum transportation charges by reviewing the slab 

'item in other State Offices in line with Bilwr State Office. 
~~~~~~~~-

5. 8.4.3 Short receipt of bulk LPG through transportation 

The bulk LPG transferred from rcfincrics/docl--yards to LPG bottling plants is '>hared b) 
road (63 per cent). pipeline (25 per ce11t) and rail ( 12 per ce11t). Weighing of LPG i-. done 
through weigh bridges in case of road and rail transfers and through mass now meters in 
case of pipeline transfers. 

During audit, the following instances were noticed 

a. The Tikrikalan LPG bottling plant \Hts not havi ng a wagon weighbridge and 
receipt of the LPG by railway wagons was accepted on ·said to contain basis'. 
Due to non-availability of weighing 1.,ca le in the plant, the Company could not 
safeguard its interest against short receipt of LPG in transit nor claim the same 
from Railways and consequently -,uffered loss of Rs.8.63 crore during the period 
2005-06 to 2007-08. 

b. Kanpur LPG bottling plant was recei' ing bu lk LPG from different di<,patch 
locations through rail since 2005-06. The quantities of bulk LPG received through 
rail were aJso accounted for on '\aid to contain basis··. During the year 2006-07 
and 2007-08; the short receipt wa-. 1.76 TMT LPG \aluing Rs.3. 14 crore for 
which no claims were lodged on Rail\\.a) -.. 

c. Devanagonthi (Karnataka) LPG bottling plant received hort supply of 2.44 TMT 
of bulk LPG transported in tank wagom from Mangalore LPG Import Facility 
during the period 2001 -2002 to 2005-06 due to non-operation of weighbridge 
resu lting in loss of Rs.3.52 crorc to Lhc Company. The Company pref erred a claim 

71 



Report No. PA 27of2009-10 

for compensation for the stock lo on HPCL (the upplier) which wa not 
accepted by them. 

The Management stated (November 2008) that major input of bulk LPG through rail at 
Tikrikalan and Kanpur bottling plant wa from Reliance Industries Limited (RIL) 
Jamnagar. After consistent pursuance with RIL on Industry basis, it has since been 
decided to appoint a surveyor to witness the loading operation at RIL Jamnagar on behalf 
of Industry. Regarding loss at Devanagonthi bottling plant, the Management stated that 
despite pur uance for compensation with HPCL, the same was not accepted by the latter. 

Thu , due to inadequate weighing in fra tructure and delayed action to safeguard it 
intere t, the Company suffered a loss of Rs.15.29 crore. 

Recommelldation No. 5.8 

Adequate infrastructure should be illstalled at the source and destination to avoid 
losses and pilferages. 

5.8.4.4 Unrealistic transit loss norms 

A per the vendors' specifications, the weighbridge accuracy tolerance wa +/-10 kg for 
non-self indicating weighbridge upto 50 MT capacity. For such weighbridge 
International Organization of Legal Metrology (IOLM) pre cribed a permis ible error 
limit of +/-20 kg. However, the Company, in its tran portation contracts with transporters 
for movement of bulk LPG by road , agreed to ignore any shortages upto a max imum of 
100 kg per trip between the loading point and unload ing point, irrespective of tank truck 

(TT) capacity. 

Considering IOLM standards, weighing error limit of each con ignment worked out to 40 
kg per TI per trip (20 kg each at the loading and unloading locations) a again t 100 kg 
adopted by the Company. Review of bulk LPG movement in 21 bottling plants of 
Northern Region for the period 2005-06 to 2007-08, revealed transit loss of 2.07 TMT 
amounting to Rs.8.86 crore being the di fference between the reasonable los of 40 kg 
per tank truck as against the actual loss upto 100 kgs allowed by the Company. 

It was noticed that the District admini tration had caught red-handed even bulk TI of 
OMCs in Loni during 2008 fi lling cylinder en roure to the plants. The raid established 
that tran porters were mi utilising the exce leverage so allowed to them. 

The Management stated (November 2008) that bulk Tis was subject to weighing four 
times and due to variation in calibration of the weighbridge at the load ing/unloading 
location, weighing differences were noticed. Moreover, there were limitations for the 
decantation of the product and entire product could not be unloaded from a particular 
truck lead ing to gain at one location and lo at another. Weight variation to the tune of 
80-90 kg was observed between the loading location and the unloading location even 
under e corted condition. To ignore any hortage upto a maximum of 100 kg per trip was 

an Industry norm. 

The reply of the Management wa not acceptable as industry norms of weight lo above 
LOO kg were not in conformity with the recognised standards or manufacturer' 
specifications of the weighing scales. A test check of fi ve locations involving 20,801 trip 
during 2007-08 indicated that there was zero lo s in 6838 trips (33 per cen t), los of less 
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than 40 kg in 7,683 tri ps (37 per cent). Thu-.. tran-.i t loss in 70 per cent cases was upto 40 
kg indicating that the nonn for I 00 kg tram.it los-. was not reali stic. 

Recommendation No. 5.9 ;J 
The Company should revisit the existing transportation agreement provisions relating 
to weight loss norms and should rationalise the same with available standards. 

5.8.5 In ventory management 

5.8.5. I Storage of filled cylinders beyond licensed capacity 

As per provisions of LPG Operati on Manual. the stock of fil led cylinders should be 
within the licensed capacity to avoid any hanrdous incident. 

A-. per the license issued b) the Chief Controller of Explosives (CCOE), the licen-..ed 
-.torage capacities of bottled LPG at Chak.an and Manmad bottling plants were I 1.928 kg 
and 70,000 kg per day respective ly. It was noticed that stock of packed cy linders wa-; in 
exce-;s of the licensed storage capaci ty during 16 out of 25 working days in January 2008 
at Chakan bottling plant and 37 days between July 2007 and July 2008 at Manmad 

bottling plant. 

The Management stated (November 2008) that excess stock was loaded in trucks which 
could not be dispatched for want or indents or any other reason (invoice not getting 
generated due to loss of connecti vity to '>Cner) and stock on wheels (in trucks) did not 
require explosive li cense. 

The reply of the Management was not tenable as the filled cylinders in trucks remained 
withi n the plant premise<; and therefore. required to be withi n the licensed limit for 
storage of packed LPG cylinders to avoid ri-;k.. 

~~~~~~~~~~ 

Recommendation No. 5. 10 

Bulk and packed LPG stock Levels should be maintained within the permissible limits 
prescribed by the CCOE to ensure saf ety of the plant, staff and surrounding 

property/population. 

5.8.5.2 Delay in disposal of scrap/mm-moving items 

A test check of inventory records as on March 2008 revealed the fo llowing cases of 
blockade of funds due to non-disposal of '>crap/non-moving items: 

• De-shaped valves. pressure regulators and rejected cylinders valuing Rs.5.04 crore 
were lying undisposed al 13 bottl ing plants ranging from two to three years. 

• The use of aluminium safety caps was replaced with plastic '>afety caps. The unused 
stock of aluminium caps across the Company was neither u-.ed nor di'>posed off 
resulting in blocking a sum of Rs.28 lak.h. 

The Management stated ( ovember 2008) that the disposal acti\ ities suffered due to 
minimum lot size not being avail able or the reserve price not getting reali-;ed during 
disposal attempts. 

The reply of the Management was not tenable as some of the scrap wa'> lying for a period 
more than two to three years and unneces-.ary accumulation of scrap results in blockage 
off und and inventory carry ing cost. 
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Recommendatioll No. 5.11 

The Company should evolve an effective system for timely disposal of scrap/idle 
inventory, to avoid blockade of funds. 

5.8.5.3 Blockade of funds in 11011-moving stock of empty cylinders of other OMCs 

It was noticed that 32,757 cylinders ( 14.2 kg) and 19,574 cylinders (19 kg) or other 
OMCs (HPCL and BPCL) valuing Rs.5.44 crore were lying with the Company. However, 
the Company did not have knowledge of the number of its empty cylinders lying with 
other OMCs. Non-exchange of empty cylinders with OMCs re ulted in blocking of 
working capital in non-moving inventory, avoidable inventory carryi ng cost and 
additional procurement thereagainst to meet the market requirements. 

The Management accepted (November 2008) that over a period of time. at some of the 
bottling plants, higher inventories of OM Cs' cylinders have accumulated. It was 
informed that policy guidel ines had been evolved at industry level for transfer of OMC ' 
cylinders to these plants and the same were expected to be circulated and made 
operational shortly. 

However. the fact remains that due to ab. ence of effective system for exchange and 
reconciliation with other OM Cs at industry level, there was blockade of working capital. 

Recommendation No. 5.12 

The Company may evolve an effective control system of exchange alld reconciliation of 
cylinders with other OMCs at regula · intervals. 

5.8.6 Distributioll and diversion 

Review of release of LPG connections, 1efi ll audi t of distributors and monitoring of 
di version of domestic LPG for unauthorised usage revealed the following <, hortcomings: 

5.8.6.1 Multiple LPG cotlnections 

The Government of India reimbursed subsidy of Rs.22.58 per domestic cy linder and an 
equal amount was shared by Oi l and Natural Gas Corporation Limited. GAIL (India) 
Limited and Oil India Limited. Total domestic subsidy bill of the Government of India 
during 2006-07 was Rs. 1.572 crore. Con idering the magnitude of the expenditure 
incurred by the GOI on subsidy it is imperative that steps may be taken to control the 
misuse of domestic LPG. 

In this regard LPG order, 2000 stipu lates that a person shall not possess more than one 
LPG connection under Public Distribution System. The Company is taking a declaration 
to that effect from the customers applying for new LPG connections. However, the 
Company or its distributors were not maintaining a comprehen ive inter-company 
customer database to check existing connection of any OMC in the name of applicant 
while releasing a new connection. 

The Management expressed (November 2008) its inability 10 maintain central data bank 
of it five crore customers handled by 4.996 distributors due to non-connectivity of 
remote places. 

The fac t remained that due to inadequate measures and lack of co-ordination on the part 
of the Company with its distributors and other OMCs, release of multiple connection. 
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could not be checked. Audit observed that in an inter-company exercise conducted by the 
OMCs (July 2008) multiple connections as detailed below were identified. 

Table 5.5 

'figures in lakhs) 
Name of Multiple Same name Different Connections Balance 
theOMC connections same name same terminated/blocked 

identified address address 
IOCL 43.39 3.97 39.42 8.39 35.00 
BPCL 3.90 NA* NA * 3.62 0.28 
HPCL 60.45 4. 12 56 .. ll 5. 19 55.26 
Total 107.74 8.09 95.75 17.20 90.54 

*NA represents information not made a1•ailable to audit. 

As against the total of 107.74 lakh multiple connections identified by OMCs only 17.20 
lakh connections could be terminated/blocked. The action in respect of remaining 
connecti ons was yet to be taken. Thus, due to absence of comprehensive data bank OMCs 
could not exercise effective control to prevent multiple connections. 

Audit is of the opinion that con umers should be all otted consumer numbers centrall y al 
industry level all over India instead of at Company/distributor level to avoid release of 
multiple connections. In addition. the OM Cs should de\ ise a unifonn declaration form to 
be obtained at the time of release of connections that should include surname, name, date 
of birth , yearly income, ownership of house/land/vehicles and should be supplemented 
with PAN/passport/birth certificate in addition to voter ID card number. 

The Management stated (November 2008) that the recommendation of the Audit was 
already under implementation in the Company. In May 2007 industry as a whole had 
recommended to the GOI to modify the LPG order to the effect that instead of a person, a 
household shall have only one connection. Further acti on could not be taken as the 
revision in the LPG control order had not been appro\ed. 

Recommendation No. 5.13 

(i) The Company should evolve comprehensive customer master data and take 
necessary steps to identify and capture details of LPG consumers like size of the family 
and consumption pattern necessary for prevention of unauthorised use of domestic 
LPG and multiple connections. 

(ii) The Company should share custonzer database with other OMCs to avoid 
release of multiple connection. 

5.8.6.2 Delay in identifying the customers having PNG connections 

The Oil PSUs through joint ventures are supplying PNG to domestic. commercial and 
industrial consumers and have released ovt>r 4.-W lakh domestic P G connections upto 
2007-08 in Mumbai and Delhi alone. 

A test check of records revealed that as of Jul y 2008 out of 64,214 PNG customers in 
Delhi, 26,811 customers (41.75 per cent of the total customers) were posse!>s ing LPG 
connection issued by the Company. The LPG Order, '.?.000 did not prohibit the PNG 
customer to retain domestic LPG connection. 
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The Management agreed (November 2008) that LPG Order, 2000 did not make PNG 
customer ineligible to possess a domestic LPG connection or vice versa. OMCs had 
written to the GOI in February 2007 and September 2008 to incorporate modification in 
LPG Control Order so that both PNG and LPG connections could not be held 
simultaneous ly by the customers. 

Thus, there was no effective system to enforce surrender/termination of existing LPG 
connections of PNG customers which resulted in non-utilisation of cylinders for the new 
customers and possibility of di version of cylinders for unauthori sed usage. 

Recommendation No. 5.14 

LPG order 2000 needs to be revised and effective system may be put ill place to take 
back LPG connections from PNG consumers to ensure that a customer is allowed to 
hold only one connection either PNG or LPG at a point of time. 

5.8.6.3 Frequent refills of domestic LPG cylinders - possibility of diversion 

It was noticed that while releasi ng a commercial connection , the Company enquired 
about the consumers' yearly consumption but the ame was not being fo ll owed in respect 
of dome. tic consumers. In case of domestic LPG connection, details as to family size and 
consumption pattern of the dome~tic users was also not collected by the Company. Jn the 
absence of the required detailed information about the family size and the consumption 
pattern, average per capita con umption during 2007-08 ranged from 2.56 kg per month 
(Uttarakhand) to 16.28 kg per month (Uttar Pradesh). A distributor under Kamal Area 
office of the Company was found issuing three refi lls at a time to a domestic DBC9 

consumer due to no input control in the software used for capturing and monitoring refill s 
to the consumers. 

The Company was fixing month-wise SPD (Supply Plan for Di tribution) for each 
distributor; considering the average sale of the same month of the two immediately 
preceding years. Ex isting mechanism of fixation of SPD without con idering the LPG 
consumption pattern based on fami ly size of the consumers could result in diversion of 
domestic cylinders for commercial use. 

The Management stated (November 2008) that in order to calcul ate the demand figures of 
various distributorships for planning, based on historical data; the SPD has been found to 
be an effecti ve tool. SPD could not be construed as an agent for di version or backlog. 

The reply was not tenable because existing system of SPD for determining the refi lls to 
be allocated to the distributors might lead to di version of domestic LPG cylinders for 
commercial purposes in case SPD exceeded the actual demand. 

Recommendation No. 5.15 

The Company should review the system of fixing SPD to rationalise it in line with 
actual co11sumptio11 pattern based 011 family size. The Company should also maintain 
cylinders masters with distinctive numbers allocated to each cylinder to control 
diversion of domestic LPG for commercial use. 

9 Double bottle co1111ectio11 
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5.8.6..J Refill audit 

The Company periodically carried out refill audit of distributors to check the genuineness 
of LPG connections. itl\entories of cylinders and accessories and to examine the 
complaints of the customers. 

Audit analysis revealed that irregularities noticed by the Compan) during refill audits 
increased from 546 in 2005-06 to 905 in 2007-08. Similarly C)linders found under 
diversion for commercial use increased from 38.330 during 2005-06 to 50,640 during 
2007-08. The Company had imposed major or minor penalties in all the cases. However, 
increasing number of irregu larities is indicative of inadequacy of the penal provisions of 
the gu idelines to deter the distributors from committing such irregularities. In addi tion. 
di'>trict authorities along with the Compan) conducted 6.067 raids during last four years 
ended March 2008 and seited 46.590 number.., of cylinders in addition to 2.20 I motorist-. 
found using domestic cylinders a'> fuel. 

The Management stated ( ovcmber 2008) that audit recommendationo;; to curb di\.ersion'> 
of domestic LPG for unauthori'>ed U'>C and for mu ltiple and fake LPG connections wa., 
under implementation. 

1 Recommendation No. 5. I 6 

l 
The Company should revisit its existing Marketing discipline guidelines and make J 

penal provisions more stringent. 

5.8.6.5 Tampered tare weight of cylinders 

A'> per the LPG Marketing Discipline Guidelines. 2001. '>uppl) of partial!) u'>ec.l 
cylinders/pi lfering product from cylinders i'> an act attracting invocation of major penal!). 

In Mathura bottling plant the di.,tributor...,/tran'>porters changec.J the tare weight printed on 
42.493 cylinders c.Juring January 2007 to October 2008 to conceal the theft of ga'> from 
LPG cylinders. Against such tamperec.J C) linc.Jer'>. the plalll "'a'> recoveri ng R ... . 16 per 
cylinder from distributor...,/transportcr..., in.,teac.J of applying the prov ision'> of the 
guidelines. 

The Management statec.J ( O\Cmhcr 2008) that tampering or tare weight is a phenomena 
reported at very few locations on All India ba-,is. Guidelines have abo been issued on All 
India basis for recovering a uniform penal rate of Rs.200/- per cylinder. 

The reply was not tenable because action in such cases should be taken as per the 
provisions of the approved guidelines. 

Recommendation No. 5. I 7 

Tile Company needs to strictly deal with this issue to discourage such malpractices so 
as to ensure supply of proper weight of LPG to the customers. 

5.8.6.6 Non-compliance of Marketing Discipline Guidelines 

LPG Marketing Discipline Guide line'> (i\1DGl. 2001 of the Company pn)\idc for 
imposition of major or minor pcnalt; on commitment of specified t) pc of irrcgularit) 

10 

by the distributor. The penalt) i11c:rca1.,e., progre'>!->i\ely for !->econd and thirc.J irregularity 

111 like forced safe of ~to1·es!l10t plates, rec<Jl'ery of 1111a11thorised charges. rnppfy of partially 111ed 
cyli11ders/pilferi11g products from cy fi11der.1. dfrenion of domestic cyfinden. to 11011-dmnestic 111e. etc. 
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detected and in ca e of 3rd major irregulari ty or 41
h minor irregularity the di stributor hip i 

terminated. 

Inspection of 36 distributors in Agra Area offi ce carried out by the Company during 
Februal) 2007 to October 2007 revealed 59 irregularities again t 17 distributor . 
However. the Company treated more than one irregularity detected in case of each 
distributor as fi rst irregularity in tead of treating them a second and sub. equent 
irregularities. Had the Company correctly enumerated success ive irregularities, six 
distributors would have got terminat ion. 

The Management stated (November 2008) that as per practice. when more than three 
irregularities are detected on the same day. it is considered as fi rst instance only and 
penalties are imposed as per the nature of irregularity as stipulated in MDG. However. 
OMCs have recommended revision of MDG with more stringent provisions to the GO!. 

The reply was not tenable as the main objecti ve of defining penalty by the Company was 
to regulate fa ir distribution. Li beral implementation of MDG due to incorrect 
enumeration of irregularities had led to increasing irregularities in di tribution. 

Recommendation No. 5. 18 

The MDG guidelines should be strictly fo llowed in letter and spirit fo r an effech_·_Jve 
control and monitoring system of the distributors. 

~~~~~~~~~~~~~~~~~~~ 

5.8. 7 Other points of interest 

5.8. 7. I Decline in sale of five kg LPG cylinders 

The Company introduced fi ve kg LPG cylinders for domestic use for hilly areas where it 
i unaffordable and physically di ffi cult to access 14.2 kg cylinders. However. the 
customer'> in this size reduced by 4.1 per cent in 2007-08 a · compared to 2006-07 
whereas there was a growth of 7.9 per cent in the customer of 14.2 kg domestic 
cylinders over the same period. The Company has not considered permitting the u e of 
fi ve kg LPG cylinders for commercial purposes. 

The Management stated ( ovembcr 2008) that the LPG Order 2000 stipulated use of five 
kg cylinders only for domestic purposes and had not permi tted the ir use for non­
domestic purpose. 

The Company may either explore the pos ibi li t} of suggesting modification in the LPG 
order for use of fi ve kg cyl inder for commercial use or revisit the conti nuance of thi 
segment after eva luation of economics. 

5.8.7.2 Abandonment of LPG bottling plant at Vasai 

The Company decided (September 2000) to set up a bottl ing plant with I 0 TMTPA 
capacit} at Vasai, Mumbai at an estimated cost of Rs.8.20 crore. The Company had 
incurred Rs.5.90 crore for land acquisition and construction related work but the project 
could not progre s due to opposition from the local vil lagers. Due to revision in the 
project cost to Rs. I I crore the Company decided (November 2006) to abandon the 
construct ion of the plant. 

Review of records revealed that justification for taking up the project was not adequate as 
suffic ient bottling capacity was available in Chakan and Manmad plants of the Company 
to meet the demand of Mumbai and Thane region. 
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Thus, decision to set up the plant al Yasai resulted in avoidable loss of Rs.2.60 crore on 
account of expenditure incurred on building at site. 

The Management stated in November 2008 that bottling plant at Yasai was appro.,,ed at 
the cost of Rs.8.20 crore during September. 2000. based on the fi nancial viability. future 
demand prospects and other strategic considerations. However. the project acti vi ties 
could not be undertaken on sustained basis due to continuous resistance from locals. The 
project was re-evaluated during 2006, and a conscious decision was taken to abandon the 
construction activities so as to save the balance capital expenditure as well as to save 
future recurring costs. 

The reply of the Management was not tenable as the available capacity of the existing 
plants should have been assessed vis-it-1·is demand while deciding to set up the plant. 
Further the disputes with local residents/authoriti es are a nomrnl problem in any land 
acquisition case and should have been ascertained and settled we ll in ad vance prior to 
starting construction work and placing other worh. orders. 

5.8. 7.3 Inadequate security cover for transported LPG cylinders 

For transportation of packed LPG the Company enters into transportation contracts and 
takes security of Rs. three lakh for each contract irrespective of the number of trucks 
deployed for packed LPG transportation from plant to distributor and Rs. two lakh 
wherever the transporter is a di stributor. 

It was noticed that the security deposit of Rs two or three lakh as the case may be was 
inadequate to cover even one LPG consignment consisting of 306 number of packed LPG 
cylinders of 14.2 kg worth over Rs. fi ve lakh. 

The Management while accepting the audit view apprehended increase in transportation 
rates on loading all the risk factors in the contract and added that there are very few cases 
where theft of the cargo had taken place in the past. 

The repl y of the Management was not tenable because in anticipati on of increase in 
transport rates; the Company '>hould not keep it'> LPG packed consignment under-secured 
and the contention that few cases or theft had taken in the past did not guarantee that 
there may not be any major loss in future. 

Recommendation No. 5.19 

The Company should amend existing provisions of security deposit in the contracts so 
as to secure comprehensive covera~e of LP_G_c_o_1_zs_ig~1_u:_n_e_n_ts_. ----------~ 

5.9 Conclusion 

The Company was mi xing butane and propane to form LPG in different proportions other 
than the one considered for subsidy claims resulting in loss of Rs.-W.97 crore during fi ve 
years ended March 2008 and <;upply of LPG with higher butane. Actual operating cost in 
more than 50 per cent bottling plants was les<; than the cost cei ling fi xed in the subsidy 
scheme which indicated a need to revise the cost ceiling under the subs idy scheme based 
on the standard and normati ve conditions. The Company not only had excess deployment 
of manpower vis-a-1·is benchmarks but \\a<, also paying overt ime entailing fi nancial 
bearing in terms of higher operating cost of the bottling plants. 

Despite adoption of ILP system for distribution of LPG to meet the market demand. the 
Company failed to use the suggested ILP linh.age'>, leading to frequent dev iations/manual 
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interventions that remained unevaluated through lLP. Due to wide gap between the price 
of subsidised LPG and commercial LPG an effecti ve system to curb di version of 
domestic LPG for commercial usage was required. The Company failed to exercise 
effecti ve control in the absence of adequate customer master database integrated with 
other OM Cs which led to issuance of multiple and possible fake connections. 

The Company adopted a lenient approach in foll owing the marketing discipline 
guidelines for penali sing dealerships which led to increas ing indi scipline in the 
distribution channel. Similarly the cases of tampering of tare weight of cylinders were not 
dealt with as per the guidelines. 

The matter wa-. reported to the Ministry in Janual) 2009: reply wa-. a\.\ aited. 

CHAPTER VI 

Oil and Natural Gas Corporation Limited 

Onshore exploration activitieo, 

Highlight.\ 

Oil and Natural Gas Corporation Limited (Company) could dril l only four of the 22 well 
committed in the original re-grant period of four years in 15 nomination blocks. This led 
to payment of petroleum exploration license fee on extension of grant period. The 
Company also could not establish prospecti vit) of the area in two basins, after incun-ing 
an expenditure of Rs.404.89 crore. 

(Paras 6. 7.1.1 and6.7.1.2) 

The Company did not complete the minimum work programme in seven of the 17 New 
Exploration Licensing Poli cy (NELP) blocks reviewed in audit and paid penahy of 
Rs. 1.68 crore in two blocks. 

(Para 6. 7.2.1) 

The Company did not fix standards/nonns for total field days in a field season, normal 
non-production days towards camp establishment and winding up, experimental work, 
topographical survey da)S and productivity of geophysical parties. As a result, the da) 
util i. ed by the field parties on these acti vities were in wide variance in di fferent basin. 
and their reasonableness was not ascertainable. 

(Paras 6. 7.3.2 and 6. 7.3.3) 

Delay in fi nalisation of shot hole dril ling contracts resulted in under achievement of data 
acquisition targets by 207 Ground Line Kilometre (GLK) and 49.29 Square Ki lometre 
(SKM), besides idling of geophysical partie for 463 days with nugatory expenditure of 
Rs. 1.85 crore. 

(Para 6. 7.3.4(i)) 

Delay in procurement of seismic data acquisition systems by the Company resulted in 
idl ing of two geophysical parties in a basin during 2005-06 and six geophysical part ies in 
two basins during the field season 2006-07. 

(Para 6.7.3.4 (iii)) 
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The Company could not acquire the desm~d JD -;ei-;mic data during the field season 
2006-07 due to delay in hiring of acqui-;it1on sen 1cc1,. 

(Para 6. 7.3.5) 

The Company awarded a shot hole drillmg contract to an inexperienced party, which 
resulted in under achievement of targets hy 6 7 75 GLK. 

(Para 6.7.3.6) 

Due to non-availability of ready drill sites, further programme, equipment and spare parts 
etc.. the rigs remained idle for 1.566 day-. incurring idling expendi ture amounting to 
Rs.40.83 crore. 

(Paras 6.7.4.1 to 6.7 . ..J.5) 

Due to not conducting site surwy he fore <m an.J of civil construction contract. the 
Company had to incur infructuous expenditure of Rs. 1.65 crore on ci\ ii v. orks. 

(Para 6. 7 . .J.6) 

The Company did not fix norms for production testing in terms of number of days to be 
spent per object of testmg. In the absence of norms. there v.as a wide variation 111 tour 
basins ranging from ..i to 70 day-. per ohjcct of testing. 

(Para 6.7.5.1) 

The Company did not achie\e exploration objecti\es due to defem1cnt of production 
testing after incurring expenditure of Rs.6..i..+O crorc on three wells. 

(Para 6.7.5.2) 

Excessive time taken for production tc..,ting and non-availability of equipment heforc 
deplo) mcnt of rig resulted 111 increase in \\Cll co..,t h) R1,. I0.90 crore. 

Summary of recommendatiom 

The Company may: 

(Para 6.7.5.3) 

I. ensure execution of exploration actfritie.\ under nomination blocks taking into 
account its work commitments under the block ill the original re-grant period 
of Petroleum Exploration License (PEL) so as to achieve exploration objectfres 
and to avoid payment of additional PEL fee 011 renewals; 

2. ensure execution of exploration actfrities under NELP blocks taking into 
account work commitment.\· under the block and completion of each actfrity as 
per Minimum Work Programme (MU PJ targets to avoid penalty; 

3. fix norms for field days, non-production days, experimental days and 
productivity of the geophysical partie\ ; 

.J. ensure availability of state of the art data acquisition equipment with the 
geophysical parties before their deployment; 

5. finalise the shot hole drilling contract\ before scheduled deployment of 
geophysical parties and also enrnre that the contractor is of proven capability; 
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6. ensure availability of locations and ready drill sites before release of rigs from 
the previous locations to avoid expellsive idling of rigs; 

7. ensure availability of drilling equipment i.e. compressors, fishing tools, logging 
parties, etc. at the drill site to avoid expensive shut downs of the rigs; 

8. finalise the transportation contract before release of rigs from the previous 
locatiolls to avoid expensive idling of rigs and adhere to the provisions 
contained in the Material Management Manual; 

9. prescribe norms in terms of number of days to be spent per object of production 
testing keeping in riew the sub-surface conditions of various basins; 

JO. ensure completion of conclusive production testing before release of rigs and 
avoid deferment of testing f or Long periods; and 

11. fix reserve accretion targets in Frontier basins. 

6.1 Jntroduction 

6.1.1 Exploration activities in the Company 

Oil and atural Ga Corporation Limited (Company) is carrying out tlctivities relating lo 
exploration and production of hydrocarbon since 1956. Upto 1998. the National Oil 
Companies were offered exploratory bloch on nomination basis and were allowed to 
apply to the Government of India (GOl) for grant of Petroleum Explorati on Licences 
(PELs) for these blocks. 

In 1999. the Directorate General of Hydrocarbon (DGH) form ul ated and implemented 
Ne\\ Exploration Licen ing Policy (NELP) of the GOI. Under the NELP. the GOI offered 
63 exploration blocks between 1999 to 2006 under round I to VI to the private as well a.c., 

joint \enture companies under Production Sharing Contracts (PSCs). 

To achie\ c the committed work programme under the PEL/NELP blocks, the Company 
prepared a five-year plan (FYP) envisaging the exploration and producti on act ivi ties in 
the ensu ing five-year period. On an annual basis. the Company entered into a 
Memorandum of Under landing (MOU) with the Ministry of Petroleum and Natu ral Gas 
in \.\-hich it undertook to achieve the re erve accretion and production targets during the 
panicular year in order to achie\e the overall target <; depicted in the FYP. For achieving 
the targets of MOU at Basin1 level, a perfomrnnce agreement wa.., ... igned every year 
between Di rector (Exploration) of the Company and the concerned Basin Manager. 

6.2 Scope of audit 

Audit covered the review of the Company' transact ions relating to nomination and 
NELP blocks in the onshore areas he ld by the Company in its individual capacity or with 
consortium partners. data acqui..,ition, proce sing and interpretation. relea!-.c and drilling 
of exploratory locations and estimat ion of reser\e accretion. The record-. and documents 
relating to exploration activities of the Company during the I01

h FYP (2002-2007) in six 
on!-.horc basins were te!-.l checl-.cd. 

1 Basin - Au entity involved in exploration related activities. headed by a Basin Manager reporting to 
Director (Exploration). 
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6.3 Audit objectives 

The performance audit\\ a., condw.:ted Lo a....,e.,., that: 

• the planning and achie\emenl or the exploration or nomination and NELP blocks 
wa<, adequate: 

• the Company had C!->tabli!->hcd !'>ystcm!-1 und procedure<; for optimal se1sm1c data 
collection, its timely processing and interpretation: 

• the rig deployment plan v.as inclu'ii\'e or the inputs provided by different basins; 
wa'> <.,uflicient and met the Minimum Work Programme (MWP)/Work Programme 
(WP)/Corporate targets: and 

• production te-.ting. well completi on and re-,enc estimation were in compliance v.ith 
the prescribed procedure and -;chedule1.,. 

6A Audit criteria 

The following criteria \Vere U'>Cd for the performance audit: 

• Exploration of nomination hlocb: WP committed under nomination hlock1., Lo 
achie\'e corporate objecti\es or resene accrt.:t ion of hydrocarbon. 

• Bidding for NELP blocks/obtaining or PELs: MWP commiued 1n the PSC.., to 
achie\'e corporate objecti\'es or reserve accretion of hydrocarbon. 

• Acquisition. proces-.ing and interpretation or seismic data: Preparation of 
exploration work programme. award or shot hole drilling contracts. applicable 
pnn isions of Material Management !MM) Manual/Corporate direction .... 1<11.,t 
purcha!->e price (LPPl. planned period or 1.,ei-,111ic data acquisition. it., proces-,ing and 
interpretation and conditions or contract. 

• Release and drilling of explorator") location'>: FYPs. Annual plans, Regional 
Exploration Board (REXB) meeting .... drilling plans and drilling of explorator) 
locations. 

• Production testing and reser\'e creation e1.,ti111ation: Production testing programme. 
\\ell completion report., and reserve C">timation reporh. 

6.5 Audit methodology 

Audit reviewed the record., relating to acqui1.,ition of the blocks under nom ination and 
ELP regime. contracts and payments for 1.,hot hole drilling for sun ey work. proce.,'>ing 

and interpretation of seismic data. plans and execut ion of deploymem of drilling rigs. 
report\ relating to production testing. \\e ll complet ion and re'>er\'c estimation. A 
representati\e \ample of rhe blocks was selected on the ba..,is of random \a mpling. The 
-,ample CO\ ered 50 11er cent of ominat ion/NELP bloch. 50 per ce111 or data acquired. 
procc..,..,ed and interpreted and :n per ce111 of exploratory location., drilled and re1.,ene 
accreted. 

An bnlr) conference '' ith the Management ''a<., held on 16 April 2008 \\herein the audit 
oh,1ect1\.e'>. <.,cope and methm.lology were e\plained. Sub-,equentl). during the Exit 
conference held on 29 September 2008. ma1or l'>'>Ues incorporated in the report were 
di1.,cu1.,-,ed. 
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6.6 Acknowledgement 

Audit is thankful for the cooperation received from the Management of the Company in 
providing information, records. clarifications and for arranging discussions \\ith the 
concerned officer from time to time. Their cooperation facilitated the conduct of the 
review wi thin the given time frame. 

6. 7 Audit findings 

6. 7. I Expl<Jration of nomination blocks 

6.7.1./ Non-drilling of committtd wells in original re-grant period 

Upto 1998. before the formulation and implementation of NELP, the Company was 
offered exploratory blockc; on nomination basis and was allowed to apply to the GOI for 
grant of PEL for these blocks (A11•exur1 IX). As on 31 March 2007, the Company wa<, 
having 67 onshore nomination blocks acquired during January 2001 to April 2006. on re­
grant basis, on which exploration activitie., were being conducted. 

Audit observed that in 15 nomination bloch (A lfnexure X). the Company had drilled 
four \\ells against the eight wells committed in four blocks, within the initial four )Cars of 
the re-grant period. It failed to drill any well in the remaining 11 blocb. where it had 
committed to drill 14 wells within thi-. period. Audit further observed that even the 
acquisition, processing and interpretation (API) of seismic data had not been completed 
in I I blocks within the initial four years. To continue its exploration activities for 
fulfilling commitments beyond the initial period of four years, the Company had to pay 
additional PEL fees of Rs. 1.14 crore (March 2007) in 10 blocks for obtaining extension 
of time. 

The Management stated (September 2008> that most of the well hown m. shonfall had 
been drilled in the fifth year of the cycle. 1he Management further <.,tated that a., per the 
orders (March 2002) of the GOI. re-grant would be given for a period of four years with 
an extension for the next year based on a definite work programme to be submitted and 
approved by DGH. In ca<.,e, any lead is obtained during the re-grant period, further 
extension of two years would be given. 

The reply was not sat is factor). a., these nomination blocks were awarded to the Company 
prior to formulation and implementation of NELP-1999. The Compan). however, failed 
to drill the committed wells during the fir t four year~ of the re-grant period. As the 
Company had already worked on these bloc~s for seven years during the initial grant 
period, the committed wells should have been drilled during the extended four year 
period. 

6. 7.1.2 Non-establishment of prospectivity 

The Krishna Godavari- Pranhita Godavari (KG-PG) basin drilled four wells in nominated 
block-! A, incurring an expenditure of Rs.60.64 crore (March 2007). Jn blod.- l B. the 
basin had drilled 21 wells incurring an expenditure of Rs.300.65 crore (March 2007). 
Further, the Cauvery basin drilled two well~ in block L-X whidt were declared dry and 
abandoned. The basin had already incurred an expenditure of Rs. l 7 .74 crore on survey 
and drilling under this block. The additional commi tted one well under this block was not 
drilled. In block L-XII, the basin drilled two exploratory wells which were declared dry 
and abandoned after incurring an expenditure of Rs.25.86 crore on survey and drilling of 
wells. The additional one well commilled under this block was also not drilled. 
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The Management stated (September 2008) that out of the four wells drilled in block IA of 
the KG-PG basin, one well was a gas well and acquisition of nev. 30 data would prm ide 
multiple level of prospect evaluation in time to come. In case of block 18 of KG-PG 
basin. out of the 21 well\ drilled, eight "'ere hydrocarbon bearing which had pr0\1ded 
significant exploratory leads. The Management further stated that in two blod. .... in 
Cauvery basin, the wells drilled had helped in fine tuning the geological model , in spite 
of the fact that they were devoid of hydrocarbons. 

The reply was not convincing as the blocks IA and lB in KG-PG ba:-.in were received on 
re-grant basis in December 2003 and January 2004, respectively. E'en after expiry of 
more than 11 years2 from the initial grant. no prospectivity of the area could be 
established. Furthermore. the re-grant licen-.~., of the block TA would expi re in December 
2010 and block lB in January 2011. Similar!). no prospects were established in Cau,ery 
basin. although the re-grant licences of the blocks L-X and L-Xll wowld expire in 
December 20 lO and Nm e111ber 20 I 0 rc<.,pecti' ely. A., per orders (March 2002 l of the 
GOI no further extension ..... ould be granted for tl10'.-ie blocks. 

6.7.2 Exploration of NELP bloc/cs 

6.7.2.1 Non-complttio11 of Mi1tilltum Work Progralffllft under NELP 

Under NELP, the GO! offered blocks to pri,atc a\ well a'.-> joint venture companies. 
Again'.->! 63 blocks offered by the Government under NELP I to Vl between 1999 and 
2006, the Company submitted bids for 51 blocks and obtained 23 blocks under different 
rounds. In addition, the Company was a consort ium partner in eight blocks where other 
companies were operator\ (AHtiexuri XI). 

The MWP in each exploration block con.,isted of commitments by the Company in terms 
of extent of' surveys to be conducted and "Welb to be drilled within seven year'.->, divided 
into three Phases. In the e\ent of non-fulfilment of the MWP commitments for any Phase. 
the Company could be granted extension in the time schedule b) the Management 
Committee of the block or the GO!. for a period not exceeding six months, subject to the 
prO\ i<;ions of the PSC. Further extensions ern isaged furnishing of a bank guarantee equal 
to the value of shortfall in achie,ement of MWP commitments. besides liquidated 
damages (LD) ranging from 10 per cent to 30 11er cent. In the e\ent of non-exten..,ion of 
the completion schedule. the Compan1 cou ld off er the block for surrender or the GOI 
could also direct the Company to do the '.-iame. 

Audit observed that out of 17 NELP blocks selected for review, the Company cou ld not 
drill the wells committed under the MWP in seven blocks which are discu<;sed in the 
succeeding paragraphs: 

i) Non-drilling of a well due to d~lay iN release of location leading to pay,,.e11t of 
penalty 

Block AA-ONN-2001/1 in Eastern Tripura wa" awarded to the Company under NELP-III 
"'ith I 00 per ce111 participating interest. A\ per the MWP committed in the PSC 
(February 2003), the Company wa" to acquire and re-process 20/30 se ismic data and 
drill an exploratory well under Phase-! effective from May 2003 to April 2006. 

1 Seven years for initial grant period plus four Jiars of re-grant period. 
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As the Company could not drill the committed well in the first Phase, the GOI allowed 
first extension of six months upto October 2006. without penalty. Further ex tem.ion upto 
April 2007 was granted by DGH on payment of I 0 per cent penalty of R"i. 1.06 crore. 

Audit observed that though the Company had completed the API b) May 2005, the 
location was released after seven months in January 2006. The Company commenced 
dril ling in February 2007 as against its scheduled complet ion by April 2006. Thus, due to 
delay in release of location/dri lling of the well, the Company had to pay penalty of 
Rs. 1.06 crore, besides extension fee of PEL of Rs.2 1.07 lakh due to non-completion of 
MWP of Phase- £. 

The Management stated (September 2008) that the uelay in taking up the well was a 
cumulati\ e effect of dela) s in \arious stages of exploration and that DGH was apprised 
of the constraints while seeking extension and wah er of the penalty. 

The repl y was not conv incing. as the Company lost seven months time in releasing the 
location for urilling and another one year in commencing drilling after the location had 
been released. Con. equently, the commitment wa<.; not fulfilled within the first extension 
(wi thout penalty) of Phase- I. DGH also did not agree with the justification given b) the 
Management for the delays. A..., a result. the Company was constrained to ..,eek a second 
exten..,ion by paying a penalt) of Rs.1.06 crore against the unfinished MWP 
commitments. 

ii) Delay in arranging a rig leading to 11011-drilli11g of a committed well 

The GOI awarded the onshore block MN-ONN-2000/01 under NELP- 11 to the 
consortium of ONGC-IOC'-GAIL ~-OIL 5 (OIL being operator) with 20 per cent 
participating interest of the Company. A.., per the PSC, the consortium 'AH.., to complete 
the APJ between April 2002 to April 2005 in Phase-I and urill a well b) the end of April 
2007 in Phase- II. Another \\Cll \\as to be drilled in Pha'>e Ill ending April 2009. 

Audit observed that API was completed in Pha-.c-1 by <I\ ai ling of six months· extension 
adjustable in Phase- II . Hov.e\er the operator cou ld not arrange a rig for dri lling a 
committed well within the remaining scheduled period of Phase-JI. Due to this, the 
consortium had to obtain two more extensions of six months each in Phase-I I also by 
paying 40 per cent penal!) and 100 per cent bani.. guarantee of the unfini'>hed MWP. The 
share of penalty to the Compan) \\as Rs.62 lalo-h. 

The Management stated (September 2008) that OIL \\as the designated operator of the 
block anu as per the PSC. the operator takes all the initiative and action for the committed 
work programme in a NELP block. 

3 Indian Oil Corporation Limited 
4 GAIL( India) Limited 
5 Oil India Limited 
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The repl y \\ a1., not convincing a1., heing a con..,onium partner and member of the 
Management/Operating commitlec. a1., per the prm i..,ion1., of Article 6 and 7 of the PSC1>. 
the Compan) \.\a<., required lo pur ... ue the mailer "ith the operator for completion of 
MWP. lo a\ oid payment of penal!) and other avoidahle expenditure. 

iii) Delay in conducting pre-drilling E111•iron111ent Impact Assessment studies 

According 10 Article I -LS of the PSC. the Compan) was required to carry out 
Environment Impact Assessment ( UA) stud ie1., through persons ha\ ing specia l 
h.nowledge on environ ment mailer.., in order to detcrmi ne the pre\ ai I ing crn i ronrnenl. 
human heing.., and loca l communities <.,it uation at the time of studie.., and e1.,tahlish the 
likely impact of exploration acli\ itie1., on the .... ame. The time taken for completion of pre­
drilling EIA studic1., arc given in Annexure XII. 

Aue.lit oh..,ened that in five hlocb the time Lah.en for pre-drilling EIA <.,tudies ranged from 
21 to 60 month'> from the date of ..,igning re..,pccti\ e PSC. In case of one hloch.. the stud) 
had not heen completed C\en h) Jul) 2008. though the hlock had hecn acquired by the 
Cornpan) in Jul) 2003. A.., 1.:on..,iderable time h,1d heen lost in GllT) ing out the ~IA 
studies. the MWP commitment of drilling 11 \\ell.., 111 these hloch.'> had not heen fulfilled 
a.., of Jul) 2008. 

The Management <.,lated (Jul; 2008! that apprmal for extension from the DGH ~a'> 

awaitt.:d. 

The fact. hm\e\cr. remained that the inordinate time tah.en in carrying out the EIA studic.., 
affcctt.:d the achievement of MWP in these hloch. "· 

Recommendation No. 6.1 
The Company may: 
(i) ensure execution of exploration acth•ities under nomination blocks taking into 
account its work commitments under lite block in tlte original re-grant period of PEL 
so as to acltie1•e exploration objectil•e\· and to m •oid payment of additional PEI.fee 
on renewals; and 
(ii) ensure execution of exploration actfrities under SELP blocks taking into account 
work commitments under tlte block and completion of eaclt activity as per Mtt'P 
larjJ_!!_tS to avo!!!...P!!lment '!,[penalty. 

h "irticle 6 of the PSC provides that go1·emmenl .\hal/ 1111minate two members repre1e11ti11g gm·emme111 in 
the 11w11agement committee, wherea.1 e((ch c'l>mp<my c'11111tituti11g the co11tractor 1h((I/ 11omin((te one 
member each to repre1·e11t the contractor in the mt111agc•me111 committee. Th e operator 011 behalf of the 
w11tractor with the ((pprol'ltl of operating committee• 1hall 111bmit to the ma1wge111e111 c11111111illee the 
doc11me11t.1 relating to a111111((/ work programme and budget. a111111((/ ll'Ork progre\\ and coil i11curred 
thereon. propornl for mrre11der and relinqui1hment of any part of the contract area. prop1J1a/ }or {In 
appraiwl program or revisions or ((dditiom therc•/1>, ((n_r other matter required by the term~ of thi\ 
co11/ract and any other matter which the contractor decide 111 111/Jmit f11r re1•iell'. ,\rtic/e 7 of the !'SC 
further la.n down tl1e pro1•isi1111s refotinl( to e1tahli1/11111'nl of {In oper((ting co111111i1tee comprising of an 
agreed 11111nber of represent((tives of the com1]{/11ie1 chaired by a representative of the operat11r.functions 
of the said operating c1m1mittee taking into accm1111 the prori1ion.1 of the contract, procedure.1 for 
decision making. freq11em·y and place of meeting1. 
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6. 7.3 Acquisition, processing and interpretation of seismic data 

6. 7.3. 1 Acquisition of seismic data 

The prime activity in exploration of hydrocarbons is acquisition of seismic data for 
which Geophysical parties (GPs) were deployed at basin level as per the work 
programme approved by the Director (Exploration) of the Company. The GPs remained 
in the field for data acquisition between November and June except Cauvery basin 
(March to October). The GPs were provided with departmental as well as contractual 
support services for shot hole drilling and job services for seismic data acquisition work. 
The 20/30 seismic data acquired was processed and interpreted for analyzing 
hydrocarbon accumulation. Prospects were then generated for release of locations for 
drilling of wells. MWP for the NELP blocks stipulate targets for acquisition, processing 
and interpretation of seismic data in the first phase of the contract. Audit findings in this 
regard are discussed below: 

6. 7.3.2 Non-fixation of norms for field days and production days 

The available field days in one field season were 240 days which included days for non­
production like (i) camp establishment and winding up. (ii) experimental work. 
(iii) topographic survey, (iv) stoppage of work due to environmental problems, instrument 
failures etc. and (v) idling due to non-availability of contractual services. The production 
days of each GP were worked out by deducting non-production days from the total field 
days. Analysis of data relating to field days is detailed below in Table -6.1: 

Table-6.1 

SI. Name of basin Average field A vcrage non- Experimental 
No. days production days davs 
I Frontier ba~in 115 to 2 10 20 to 42 4 Lo 15 
2 MBA basin 142lo l94 36 lo 52 I to 16 
3 A&AA basin 151to220 44 lo 104 5 to 18 
4. Western Onshore basin 19 1to237 23 to 35 5 to 18 
5 Cauver\ hasin 129 to 233 11 to 34 2 lo 11 
6 KG-PG basin 170 to 222 09 to 23 2 to 12 - ----

As seen from the above table. the GP:-. remained in the field for 115 to 237 days as 
against the available 240 days. Similarly, non-production and experimental days ranged 
from 9 to 104 and 1to18 respect1vel) . 

Audit observed that no standards/norms were fixed for total field da) sin the field season, 
normal non-production days towards camp establishment and winding up and 
experimental work and topographical !>urvcy days. rn the absence of -,tandards/norms for 
target days, the reasonableness of actual days utilised for field operations. non-production 
days and experimental works by the different basins was not ascertainable. 

6. 7.3.3 Non-fixation of norms for productivity of the geophysical parties 

The producti\ ity of GPs was measured in terms of shot holes charged per production da) 
for data acqui.., ition. The contractual services were hired for the purpose of shot hole 
drilling. In addition. the departmental facilities were available for experimental work. 

Audit observed that no standards/norms were fixed for the productivity in terms of shot 
holes charged to monitor the performance of GPs. Analysis of data relating to 
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producti\ it) of '>hot holes charged in Jillerent tw .. in-.. during the I 01
h FYP period re\ ea led 

that in Frontier ba-..in it ranged from 18 to .. Q, in ~1BA b,1-,111 16 to 2-L 111 A&AA ha'>ll1 22 
to 48, in We.,tem Onshore ha-,in 55 to 96. 111 C1u\ery ha-,in 82 to 116 and in KG-PG 
ha'>in 78 to 159. In the absence of '>tandards/nonn '> for productivity. the reasonahlene'>s of 
productivity achie\'ed by the different ha.,in., wa'> not a-,certainahle. 

The Management. "hi le accepting the audit comment and in re'>pon'>c to the audit 
recommendation. agreed (September 2008) to re\ ie\\ the position and fix norms for 
different geoph)"ical fi eld acti\itic">. It further a-,-..ured formulation and implementation of 
the norms from the next field ">Ca'>on. if feasible 

6. 7.3 . .J Idling of geophysical par(v due to delay in finalirntion of tender 

i) For conducting the seismic -..une) s. ">hot hole., or pre-determined depth"> were drilled 
for hi) ing the explosive\. Earlier. the 1.,hot hole drilling work. \\a-, carried out 
departmental I) hut -, im:c 1985-86. contrnctu,d -..hnt holes drilling 'ief\ ice., were 
111crea1.,ingl] a\'ailed in all the"" on-,hore h<hlll">. 

The tie Id ... ea-,on in the Com pan)·.., \ anou., h,1-,111-, (e\cept C.lll\ ef) ha.,1n J commence., 
from I lnemher and end., on JO June nc\l year. The GP1., "ere pro,ided "ith 
contractual 1.,upport ..,ervices for shot hok drilling and job ... en ice-, for the 'iCl'>mic data 
acqui'iition v.ork.. The award of '>hot hole drilling c·Jntract for this contractual '>en ice was 
required to be completed b) October every year before commencement of the field 
season, so that the fie ld 'ieason is utili.,ed optimall) by the GPs for acquiring the targeted 
data in time. In order to achie\'e the assigned target">. it was impcrati\c to complete all 
admini..,trati\ e/tender acti' itic-, for av.anl ol contrach \\ell before the on1.,et of the field 
\C<l">Oll. 

The detail-.. of contracts a\\arded for .... hot hole drilling and _1ob '>en ice-, for -..e1-..m1c data 
acqui..,ition \\Ork. and the dcla)' in placement of order in three ha-,1n-, arc g1\en 111 
A1111exure XIII . 

Audit oh-.ened that the -,hot hole drilling contract\ \\ere <.l\\arded 1n 
ovcmbcr/Dcccmbcr. The contractor-.. howe\ er. mohili'>e<l the e4u1p111ent 111 

Dccemher/Januar) by which 49 lO 77 da)'> or the field \Cason were lo'>l. Thus, dcla) in 
awarding the contracts affected the "'hole proce.,... ol acqui'>ition of '>e1-..mic data 1n the 
re'>pective omination/ ELP block. ..... A" a re..,ull. there \\a., under acl11e\emenl of data 
acqui1.,ition targets of 207 Ground Line Kilometre !GLKl and 49.29 Square Kilometre 
( S KM). he..,ide1., idling or GP .... for 46J <la) s. \\1th nu gator) expenditure ot R ..... J .85 eron~. 
Delayed finali..,ation of tender' al-..o indicated lack. ot planning on the pan of the 
Management \\hich resulted in lo..,-. or a -,ignificant part of the field -,e,1-.011 

The Management in their repl) <September 20081 ''hi le detailing the procedural 
constrainh at \arious stage .... confirmed the delil)" in ~1BA ba..,in and I ronticr ha-,in. The 
Management. however. stated that there wa .... no delay .n A& '\A ha-.in ''"the GP .... \\ere 
not deployed in O\ember due to climatie eondllion..,. 

The rep I) \\a-, not ..,atisfactor) a-, the field .... e.i-,on 111 on-,hore ha..,1n., \\<I'- Nm em her to 
June except in Cauver) ha-,111 \\ h1ch v. a' from :-.larch to October. The contrach. 
therefore. -..hould h~l\C been a\\arded ''ell helore commencement nf the llcld -,c,1-..nn 

ii) A., per the "'ork programme for the I 1dd -..e,1-..011 2003-04. G P- 10 \\a ... planned to 
he deployed in Mirnram area ( ELP hlod. t\ \ -ONN-2001/2 under ELP-111 ) to carry 
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out 20 eismic urvey. The party cou ld not be deployed during the field season due to 
non-finalisation of integrated -.eismic job service and shot hole drilling contract. 

Audit observed that proposal for hot hole drill ing contract for GP- I 0 was first initiated 
in Apri l 2003 for deployment in the fi eld season 2003-04. However. tenders were invited 
in July 2003 i.e. after three months. As the Tender Committee (TC) found the rates 
quoted by the lowest bidder on the higher ide, it recommended (January 2004) for re­
in vitation of tender. The competent authority. while approving the recom mendation of 
the TC, remarked that the complete case was dealt without considering urgency of the 
work. which was the requi rement of the NELP block. The case was further initiated in 
January 2004 for the field season 2003-04. The TC met only in March 2004 to finali e 
the Bid Evaluation Criteria (BEC) for the above tender and the competent authority 
accorded the approval in May 2004. As the field season 2003-04 was almost over, the 
Notice Inviti ng Tender was noated for the field season 2004-05. The contract was finally 
awarded in September 2004 for the field season 2004-05. 

Thus, due to abnonnal delay in final isation of tender for hiring of shot hole drilling 
service . GP- I 0 could not be deployed in the NELP block during the field ea on 2003-
04. resulting in idling of the party with nugatory expenditure of Rs.36 lakh. 

The Management stated (September 2008) that there was no delay till the stage of 
opening of price bid. Thereafter. TC meeting had to be held on seven occasion as the 
price quoted by the only bidder was 200 per cent higher than the e. timated price. Even 
after negotiations, the rates offered were higher and hence, TC had recommended re­
tendering. 

The reply was not satisfactory in view of the fact that the Management took I 93 days in 
recommending the re-invitation of tender as again t 90 days for finali ation of the tender 
provided in the MM Manual of the Company. Invitation of fresh bids wa also delayed 
due to delay in deciding BEC. A a result. the contract could on ly be awarded in 
September 2004 by which time a complete field season 2003-04 was lo-.t. 

iii) The Company acquired 20/30 seismic data through its seismic crews to meet 
exploration work programs of different basins. These crews were equipped with seismic 
data acquisi ti on systems (system) of different vintages ( 199 1 to 1997) which had outli ved 
their usable li fe of seven to eight years. The y terns requi red replacement to equip the 
GPs with appropriate systems for acq uisition of data considering the stringent and 
competitive environment in NELP regime. The Company decided to replace 16 systems 
during 2005-06 to 2007-08 at an estimated cost of Rs.366.85 crore. 

The Executive Committee of the Company approved (April 2005) the proposal for 
procurement of all the systems at one time to minimise the time, cost and effort. 
According!). an indent was raised (November 2005) for procurement of 16 systems 
(subsequen tly reduced to 14). The Board approved (August 2006) procurement of 14 
systems at an estimated cost of Rs.407.68 crore with completion schedule of 12 months 
from the date of approval. The purchase orders were placed in December 2006 and the 14 
system. were received in the basins between July 2007 and January 2008. 

Audit observed that the two GP in A&AA basin during the field season 2005-06 and 
three GPs each in A&AA ba-.in and Western Onshore basin during the field eason 2006-
07. could not be deployed gainful I) due to delay in procurement of the new ystems. 
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The Management. while confirming the racb . state<l (September 2008) 1hat 1he parties 
could not be deployed because of !heir ou1da1ed '>)'>Lem'>. 11 further <;lated that the three 
parties of Western Onshore ba'>in \l,.Crc merged \\ i1h other panies for data acquisition and 
that manpower of one party of A&AA basin wa'> loaned to another party. 

The repl y was not sati sfactory a'> the other partie'> already had sufficient man power. a'> 
per the norms of the Company. The fact remained thai the grounding/merger of panics 
was an offshoot of the delay in procurement or required systems and '>hould have been 
avoided. 

Recommendatio11 No.6.2 

The Compa11y may ensure availability of state of the art data acquisitio11 equipment 
with the geophysical parties before deployme11t. 

6. 7.3.5. No11-acq11isitio11 of seismic data by the contractors 

The Company decided to acquire 30 sei'> mic data (507-l SKM) during the field season 
2006-07 by hiring services from priva1c panic-; through 1CB7 tender. Accordingly. the 
Company fl oated (July 2006) an ICB tender for acqui 'ii tion of JD seismic data in 10 
sectorl co,,,ering. mainl y. 10 nomination bloct..'>. Executive Purchase Commiuec (EPC) 
or the Company found the offers received a'> technical ly/commercial ly unacceptable and 
directed (October 2006) that a limited tender be im·ited. The EPC approved (February 
2007) award of contracts on the three lowest firms. 

Audit observed that the contrac1or for sectors I. 2. 3 and 4 (A&AA basin . 5 bloch) and 
sector 9 (Western Onshore ba-. in . 2 blocks) did not mobili se the equipment in time and 
the period for mobi li sation was extended upto I 0 January 2008 (sector- I) and 18 Jan uary 
2008 (sector- 2. 3. 4 and 9). The contractor for sector-. 5. 6, 7 and 8 (KG-PG basin. 2 
blocks) did not mobil ise the ... en ice., on the mobilisation date of I June 2007 and sought 
extension in the mobilisation period from time Lo time. Considering the urgency to C.:O\er 
the area by May 2008. the Company 1crminatcd 1he contract ( O\ ember 2007 ). The 
contraclor for -,ector- 10 (Cau\ cry has in. one hloct.. J al'>o did not acquire !he data 111 time 
and '>ought exten-,ion in the contract period upto 31 May 2008. The Company granted !he 
cx ten'>ion on 28 October 2007 with le\') or LD. 

The volume of data acquired b) thi: 1wo conlrac1or.., a-, or April 2008 i'> given in Tahle -
6.2: 

' lntemational Competitive /lidding 
'Seeton - Rifurcation of area 011 geographical parameten ri;:.: Sec-/: Sihsagar di\trict PEL. Rudrmagar 
\1L, Clwrafi Ext HI., Lakwa JIL; 'iec-1: Caclwr di\/rict PEL; Sec-3: Agartala Syncline-. \gar/a/a dom. 
/.,arge area PEL; Sec-.J: Sunderhari. T1cl111a t'lt\/, wutlt 81.1a/garlt, A.11n:a11ba11. llamutiya in lripura. 
/.,arge area of /'LL and We\/ Tripura Pf I. under \ & \ I 811.1i11. ~·t·c-5: Blti111a1·ara111-J,ahhmip11ra111-
Padatadaka-l/JPLL; Sec-6: ft. a;:.a- \andigama-1 \ l'L'J., \ff- 7· ~11rraraopeta- \lahaderapatnam-1 \ l'f.L; 
Sec-8: Reika/11r-Linga/a-Pe11d11ru-Rant11111i//i-J. \ l'FI 1111da ft.(1-PG Basin. Sec-9: f)Jti11oj-Clwna.mw 
Pf.'/., Pa/an ( entral PEL and Panta11 \ortlt Pf.'/ 1mdrr II C\/em omlwre ha~in. \ec-/0: P11tt11r, II e\/ of 
1'11t111r and J>a11da11a//11r-L-l Pl~ /. 1111dn ( a111•t•ry hll\i11 
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Table-6.2 

Particulars A&AA a nd Western onshore basin Cauvery 
basin 

Sectors 1 2 3 4 9 10 
Complcuon date 06.05.08 06.12.07 06. 12.07 06.12.07 06.1207 31.10.07 
a' per conlract 
Work awarded 132 1 210 298 380 MO 525 
(SKM ) 

Worl.. completed l(J0.41 18.57 I Q.l.~3 112.79 166.61 3 13.57 
(SKM) 
Per ce/11 of work 7.60 8.84 34.98 14.94 37.87 59.73 
comoletcd 

As seen from the above tabl e, the contractor for sectors I, 2, 3 and 4 (A&AA basin) and 
sector 9 (Western Onshore basin) acqu ired only 7.60 per cent to 37.87 per cent of data. 
The contractor for sector I 0 (Cauvery basin) acquired 59.73 per cew upto April 2008 
against the contractual date of October 2007. Thus, the contractors did not discharge 
their contractual obligations despite the ex tensions given by the Company. In KG-PG 
basin the desired data could not be acquired due to failure on the part of contractor and 
the contract was terminated in November 2007. The delay in acquisition of data affected 
the exploration objecti ves of the Company in al l the I 0 nomination blocks. 

The Management stated (September 2008) that the extensions were granted conside1ing 
the requirement to meet the exploration objectives. As regards KG-PG basin, it stated that 
the departmental crew had been diverted to CO\er the priority areas and that the seismic 
data would be acq uired during 2008-09. 

The fact remained that the seismic data could not be acquired in the particular field 
season resulting in non-achievement of exploration targets. 

6. 7.3. 6 A ward of contract to an inexperienced party 

Geophysical Services of Frontier basin planned to conduct 20 seismic reflection survey 
in Paror-Baijnath-Dharampur area of Himachal Pradesh (Kangra Mandi nomination 
block) during the field season 2005-06 and fixed a target of acquiring 75 GLK of seismic 
data. In order to execute the seismic survey and to acquire targeted data, GP-38 was 
deployed. 

Audit, however, observed that the contract for providing services to the GP was awarded 
to a contractor who did not have sufficient experience of providing shot hole drilling and 
other job ervices in the area. The contractor, therefore, failed to provide the required 
shot hole services to the GP. As a result, the GP could achieve only 7.25 GLK of data in 
the field season 2005-06 as against the target of 75 GLK. The cost per GLK during the 
field eason was Rs.65 .35 lakh against the average co t of Rs.4.44 lakh per GLK for data 
acquired by the same party during the last three field seasons. 

The Management, while confirming (September 2008) the facts, agreed that shot hole 
drilling contracts wou ld be finalised before scheduled deployment of geophysical parties 
and also ensured that the contractor is of proven capabi lity as recommended by Audit. It 
also stated that in future the terms and conditions for technical collaborators would be 
suitably modified when engaging a new contractor. 
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6. 7 . .J Release and drilling of exploratory locations -

Loss due to idling of rigs and failure to conduct site Htney 

A1., per the guide line1., of the Compan). relea-.c of .1 dnll1ng location a-. c,\legor) ·s- meant 
that location v.a-. a firm one toi actual Jnlling v.hcre the -.padc work hk.e land al:q L11 1.,1t 1011 . 
rnn'>truction of civil worb. , tc. -,lmu ld he completed before release of the rig from the 
previou' location as per the rig deplo) ment plan. -.o a-. to a\ oid rig idling. 

Audit oh-,en ed that rig-, remained idle tor 1566 da;." tor \ ariou-. rea-.on-. in re-.pel:t of 
-,uch location-. \l:hedu led in the rig deplo) ment plan. a-. d1-.cu-...,ed belov.: 

6.7..J.J Idling of rig for want of ready drill \ite\ 

In tv.o nomination hlock.s of A& \ A ha-.111. ng-. remained idle for D5 da)" m 200-i-m for 
want of -. 11e-, Jue to incomplete LI\ ii \\01l-./1101t-a\l11lahtl1t) of alternate -.!le-.. <'I<. The 
idl ing re-,u ltcd 1n a loss of R-..7.18 LTOt l' 

Simtlarl). 1n Caehar Fornard Ba-.e. ,11ler complet1011 of the \\el l 1 K- 1 A in Sector 5 C 
nomination hlock.. the rig E-1-WO XII \\a-. relea-.ed on JI ~fa) 2006. Thcreaftet. the ng 
remained idle for 195 da;." due to non-a\ atl,1hil11;. of location. thereh) incurring. an 
expenditure of R-.A.89 crnre on 1Jhng ol rig. 

The Management. v. hile confir111111g the lach. -.1a1ed (September 200~> that e\tra effort-. 
were being made to mak.e drill -, 11e-. rL·ad) in 11111e. It al-.o agreed that audi t 
recommendation for ensuring a\ailabil it) or locati on.., and read) drill 1., ite1., before relca-.e 
of ri gs from the previous location' '"ou ld be adhered to a\oid cxpcnsi\e idling or rigs. 

6. 7../.2 Idling due to no11-availability of ma11power/material 

i) The Compan;. released a ·s· c,11egor;. e\plorator) location. HRAA 111 2003 for dnlling 
in a nomination block. 1·i:. Cachar dl\tnct. The \\ell \\J-. -.pudded on 11 Augu-.1 2005 .ind 
v.as hennet1call;. 4 te'>ted on 21 '\.1arch 2006. Prmlucttl•ll te-.ting 1.,tancd from the -.,1111e date 
and '"'a" completed on 19 Ma) 2006 The "ell "a-. declared dr) and abandoned ,1nd the 
ng v.a1., relec.l\ed on 3 1 May 2006 

Audit ob-.en ed that the ri g remamed idle Im 52 da;." during 11 Augu-.t 2005 to JI Ma) 
2006 for \\ant of manpower. compre '>sor and logging party v.hich could ha\'e heen 
a\ oided v.ith hetter planning hefore the -.tart nl' dnll1ng . Idling of rig re,u lted in ~l\oidah l c 

cxce-,.., well co-.t of Rs.96 lak.h. 

The Management. \\hi le confirming the lact-.. -.1ated (September 2008) that to amid 1.,uch 
delays addi1ional compre""or unit had been procured and abo -.u1Tic1enl number-. of 
tuhing had been -.tocked for ongoing and -.ub-.eq ucnt planned \\ elh. It al<,o a ... -.urcd that 
audit recommendation to en-.ure a\ailahtl11;. of dnll111g equipment 1.e. compres1.,or-.. 
fi\hing tool'>. logg ing parti e'>. 'tc. al the dnll 1,11e to c.noid cxpensi\c \hut dm"n" of the 
rigs \\ould he adhered to. 

ii) The Compan; upgraded ii'> ov. n rig · /\RMCO. in October 2002 from DC-DC "Y'tem 
to PLC/AC-SCR ') '> tem 10. The ng rem.11ned under ..,hutdown for 92 day'> due to failure of 

9 Hermetical teHing refers to the closed cycle prenure tewing of casings of wells completed by pumping 
water at steady rate U> detect leakage before ha11di11g m•er the well for production testing. 
111 

1\ PLC (Programmable Logic Controller) i~ 011 i11d11~1rial computer u ~ed to automate a machi11e or a 
procen. 
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it two engine duri ng the period between I 0 May 2006 and 29 October 2006 fo r want of 
key spare parts when it was deployed on the location ADAF _SUB in the 'Large Area· 
nominati on block. The rig could be put into operation onl y on 30 October 2006 after 
repairs and replacement of the spare parts. 

Audit ob erved that the ri g was unique in nature, being the only rig upgraded to PLC/AC­
SCR based sy tern. Keeping thi in view, its key spare parts should have been stocked for 
any emergency. Due to fai lu re of the Company to maintain key spare parts, the rig 
remained idle for 92 days and incurred an idling cost of Rs.3.45 crore. 

The Management stated (September 2008) that operati onal spare · for two year were 
available and replenishment was also ordered in time. It attributed the delay to failure of 
the vendor to upply the parts even after one year of placing the purcha e order. 

The reply was not ati factory as the Management did not maintain even the minimum 
requirement of the key spare pans for the said ri g, when it was known that the original 
equi pment manufacturer was normall y taking lead time of one year for suppl ying the 
spare parts. The Company placed the order in June 2006 when the rig actually broke 
down. Apart from the idl ing cost. delays also affected the exploration efforts of the 
Company in the nomination block. 

6. 7.4.3 Idling due to non-availability of programme 

Rig B- 1-200 I took up drill ing activities at well o. GB# I in Contai nomination block of 
MBA basin on 28 September 2003 and was released on 28 April 2004 after completing 
the drilling. 

Audit observed that due to non-availability of further programme, the rig remained idle 
for 6 16 days upto 4 January 2006 before being handed over to BHEL11 for refurbishment. 
resulti ng in unfruitful expenditure of Rs. I 0.53 crore. 

The Management stated (September 2008) that the rig was due for refurbishment and 
upgradation (R&U) and was part of a 12 rig contract awarded to BHEL. Considering the 
fact that all the rigs could not be accommodated together and also priority of exploration 
commitment in various basin'>. the rig was taken by BHEL on 5 Januar} 2006. However. 
there was no delay in commencing the shipment of rig material after the fi nali sation of 
the contract. 

The reply was not sati sfactory since the rig was released on 28 Apri I 2004 and the fi rst lot 
or rig equipment was sent on 15 September 2005. The rig B-1-200 I was. however. sent in 
the final lot on 5 January 2006. though it remained idle from April 200-+ without any 
fu11her programme. 

6. 7..1.4 ldli11g due to delay in handing over rig f or repairs 

Cachar Forward Base under A&AA basin released the rig E-1400-X I for R&U on 31 
May 2006. The rig. however. was handed over to BHEL on 19 OcLOber 2006 after over 
four months from the date of release of the rig from the previous location. As per the 
contract, the R&U was to be completed by BHEL \\.ithin 105 days from the date of 
handing O\'er of rig. BHEL. however. tnok -+98 days ( 19 October 2006 to 29 February 
2008) for the \ame. 

11 Bharat Hem•y Electricals Limited 
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Audit obse rved that though the rig was planned for R&U from I May 2006 to 15 August 
2006. the rig was actuall y handed over to B H EL on 19 October 2006 i.e. after 1.io day-, 
from the date of rig rclca'>e (3 1 May 2006) from the prcviou'> location. This resu lted in 
idling cw.t of Rs.2 .60 crore. 

The Management attributed (September 2008) the delays to late 1110\'ement of rig b] 
BHEL. 

The reply was not satisfac tory as it does not take into account the fac t that due to poor 
planning anti co-ordination in the release of' the rig for repairs. the Company fa iled to 
deploy the rig elsewhere and consequentl ) incurred an avoidable idling cost of Rs.2.60 
crore. 

6. 7 . ./.5 Jdli11g due to delay i11 ft11alisatio11 of transport contract 

The Logistics Department of the Compan1 initiated (September 2002) a proposal for 
invit ing an open tender for transportation of a drilli ng ri g from Suntlernagar to Hamirpur 
drill site. The fi nali-.ation of the transport contract was und uly delayed and took 18 
months a., against the normal time of three months, due to non-ob..,crvance of the tender 
procedures as laid do\.\ n in the Manual. 

Due to undue dela1 in final i-,at ion of the contract. the rig remained id le from September 
1003 to April 200.+ (236 days) at the pre\ ioll', dril l -,ite. re..,ulti ng in idling co-,1 of 
R<,. J 1.22 crore. 

While detai ling the procedural delays. the Manage ment acce pted (September 2008) the 
audit recommendation by assuring that it would final ise the tran-,portation contract'> 
before release of rig., from tht: previous locat ion.., to avo id expen'>i\e idli ng of rig-, and 
adhere to the provision.., contained in the Material Manage ment Manual. 

6.7..J.6 Failure to conduct site survey prior to taking up of civil work 

The Company released (Augu..,t 2002) an exploratory location PBGO#J (GOAB) in West 
Tripura nomination block in a hilly area CO\ercu hy dense forest and 1., urrounded by deep 
\alleys. A.., no approach road was avai lable for reac hi ng the location, a new approach 
road \\a-. planned to connect the location from the existing road . After inviting tender .... 
the work. orders for con..,truction of the approach road and other ci' ii works were p,..,ued 
in March 2005 and Febru ar) 2006 respecti' el:;.. 

During execution of \\Orb . the Management felt that to make the approach road ..,ui tablc 
for ri g movement. huge \\Ork was requi red to he carri ed out by cutti ng the hill tops and 
filling in fi ve deep \a l le) s. The conve ntional earth/protection work was not suffic ient to 
protect the approach road . In view of the..,e constraints. the ongoing work... were 
suspendeu in Februat') 2006. July 2006 anJ August 2006. Therefore. the work order.., 
\\ere terminated after incurri ng an expenditure of Rs.1.65 crore. Audit obsened that no 
site ..,une] was carried out b) the Compan1 hefore taking up ci' ii work..... 

The Manage ment stated (September 2008) that the site survey for this location was not 
carried out due to den..,e fores t. hil ly and diffi cult terrain and deep va lleys. Therefore. the 
estimate.., f'or civil construction we re prepared based on ' isual in ..,pccti on carried out b) a 
team of ci' ii engineer.,. 

The repl y was not sati.,factory as the Management failed to visuali'>e the 
con., tra in i.../tli ffi culties. Therefore. ... itc .,un C] .,houltl haH~ been ensured before 
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undertaking civil construction work. This also affected the exploration objectives in the 
block as the Company could not drill the location as planned. 

6. 7.5 Production testing and reserve creation estimation 

6.7.5.1 No11-flxatio11 of norms for production testing 

Arter completion or drilling, production test ing or the wells is conducted to establ ish 
presence or hydrocarbon. During the I O'h FYP. 439 wells were drilled in six onshore 
basins. In -Dwells (four basin•>), production te:-.ting of 167 objects 12 was carried out by 
taking 27 18 day'> as detailed below in Table-6.3: 

Table-6.3 

SI. Name of basin No. of No. of Total days Minimum-
No. wells objects taken for maximum days 

tested testine taken per object 
l. KG-PG basin 14 72 1054 09-57 
2 Cau\t:ry ba~in 05 19 224 10-14 
3 Wc,lcrn Onshore ba'>in 13 39 404 04-20 
4. A&,\A. bas111 (Tripura Asset) II 37 1036 15-70 

Total 43 167 2718 

Audit observed that the day'> taken for testing per object ranged from 4 to 70 days. The 
Company had not prescribed any norms for testing in terms of number of days to be spent 
per object of testing. In the absence of norms, the reasonableness of days taken by 
vari ous parties could not be a-.sessed. 

The Management in response to the audit recommendation to prescribe norms in terms of 
number of days to be spent per object of production testing keeping in view the sub­
surface conditions of variou-. basins. stated (September 2008) during the Ex it conference 
that it wou ld analyse the actual time taken for production testing vis-cl-l'i.\ preparatory 
activities for the same and taJ..e action for fixing norms accordingly. 

6. 7.5.2 Non-achievement of exploration objectives due to deferment of production 
testing 

The Company relea'ied three locations (MKAA. DSAB, and MPAA) in Sih'>agar Di..,trict 
nomination block of orth and South Assam shelf during 1996-97 to 2002-03. These 
location'> were taken up for dril ling after tv.o to four years from the date of release of 
respective location. After drilling the wells, rigs were released on 16 July 2005. 13 
November 2006 and 29 September 2007 respectively. Audit observed that after incun-ing 
an expenditure of Rs.64.40 crorc the wel ls were not completed and production te..,ting 
was deferred due to well compli cations. The de'iired exploration objectives from these 
wel ls could, therefore. not be achieved. 

The Management stated (September 2008) that out of the three locations, production 
testing at location MPAA had been completed in May 2008. As regard'> DSAB, the area 
around the well had been declared as an eco-fragile 1one in November 2006 sub'>cquent 
to drilling of the location and further work required approval of the Supreme Court. The 

11 Object is an interval or section of a well which indicates a likely presence of oil/gas through drilling 
data as well as .study of logs. This section is generally a reservoir tinder different sedimentary 
environments and holds hydrocarbon pools. 
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location MKAA was planned to be tak.en up for production te-.ting in November 2008 
v. ith a hired rig. 

The reply was not satisfactory as the tv.o well\ cou ld not be te-.ted so far affecting the 
exploration objective of the Company in the block. The Company should have en<,ured 
conclusive testing of the well s before relea-.e of the rigs. 

Recommendation No.6.3 

The Company may ellsure completion of conclusive production testing before release 
of rigs and avoid deferment of testing_ for long per_i_od_s_·. ________ ____ __, 

6.7.5.3 Increase in well cost 

The location TK#l was released as an exploratory ·s· categor) location in Sector 5-C 
nomination block with target depth of 3500 metre-. lo probe the hydrocarbon potential 
and six objects were identified for production testing. After completion of drilling in 
November 2004. production testing wa-. tak.en up in December 200-l. Six object-. v\crc 
planned for completion in 62 days. Ho,.,e, er. the first three objects could be tested in 16-l 
days and were fou nd to be devoid of any hydrocarbon. Therefore. the well \\as 
abandoned ( 10 June 2005) without te-.ting the remaining three objects. The Company 
decided ( 10 June 2005) to sidetrack the well and test the remaining object-. in the 
sidetracked well (TK-1 A). The drilling in v.ell TK-1 A was started on 8 August 2005 i.e. 
59 days after the date of the decision to drill the sidetracked we ll. The delay inc rea<,ed the 
cost of the sidetracked well by Rs.2.08 crore. 

Audit further observed that dril ling or the -.idetracked we ll was completed on 2 December 
2005 and the wel l was hermetically te-.ted on 24 December 2005. As per plan. five 
objects were identified for testing within 75 da) '>. Production testing was started on 24 
December 2005 and completed on 12 Ma) 2006 by taking 1-1-0 day'>. As all the five 
objects were devoid of h) drocarbon. the \\Cll wa'> declared dr) and abandoned. Thu'>. 
excess days in production te-.ting increased the cost of both the well'> by Rs.8.1 I crore. 

Audit also observed that due to failure 111 fishing out 2 7/8 .. tubing \\hich fell in-.ide the 
main well. a side tracked well TK#IA \\a'> drilled at a cost of R'l.12.55 crore which could 
have been avoided with better planning of fi-.hing equipment before drilling the well. 
Further, the rig remained idle for 20 day-., between December 2005 and May 2006 in the 
sidetracked well for want of compressor. logging party. equipment. etc. from the A&AA 
basin. Idling of rig resulted in avoidable c\cc-;s cost to the wel l to the tune of Rs.70.60 
lak.h. 

Thu-.. excessive time taken for production testing. delayed deci'>ion and non-a'vailability 
of e4uipment resulted in increase in v.ell co-,t by R-,. J 0.90 crore. 

The Management admitted the fach and -.,Lated (September 2008) that it \\ll'i being 
ensured that regular items lik.c tubular-.. ca-.ings. chemicals. etc. were procured as per 
plan, in advance. to avoid idling of the ng. Action was alc;o being taken to k.eep ..,tock. of 
item-. like general fishing tools. etc. 

6. 7.5..J Reserve accretion 

The position of resen e accretion target-. projected by the C01npan) and actual resLrve 
accretion thereagainst during the 10111 FYP period in the six onshore basins i-., detailed 
below in Table-6.4: 
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Table-6.4 

-
ame of basin Projections by Actual 

Company accretion 
Western On\horc basin 71. 10 127.15 
Assam and Al-.sarn Arakan (A&AA) bal-.in 85.30 62.17 
Kri \hna Godavari and Pranhita Godavari 64.(){)" 17.03**+ 174.32 
(KG-PGJ basin 
Cauvcl) basin 26.00 
Frontu.:r basin Nil 
Mahanad1 Bengal and Andaman <MBA) Nil 
ba,1n -* lncl11de~ onshore and offshore as no 5eparate targets were fixed. 

**Onshore accretion. 

29. 10 
Nil 

ii 

Units in l\ll\ITOE13 

Percentage of 
achievement 

178.83 
72.88 

298.98 

111.92 
-
-

The Company achieved reserve accretion targets in Western Onshore basin, Krishna 
Goda\ ari and Pranhila Godavari basin and Cauvery basin during the I 01

h FYP. However, 
il could nol achieve reserve accretion targets in the Assam and A am Arakan basin . 

There \>vas no reserve accretion in the Frontier and Bengal basins, even though 
exploration activities were being carried out b] the Company in these ba.,ins since 1960s. 
The Company had also not projected any reserve accretion in these basins during the I 0th 
FYP period. 

The Management stated that reserve accretion targets were not fi xed as the Frontier 
basin -. were still in the 'lesser 1--nown' domains as far as their petroleum system and 
h d ocarbon generation potential were concerned. 

omme11datio11 No.6.4 
e Company may fix reserve accretion targets in Fr_o_11_t1_·e_r_b_a_s_i1_1s_. _ ______ __, 

6.8. Co11clusio11 

The Compan1 did not complete the worl. commitments in nomination blocks and MWP 
under ELP blocks which led 10 avoidable payment of PEL fee and penalties. The 
Company had also not fixed standards/norms for assessment of performance of GPs 
resulltng in 'v'vide variation in geophysical field aclh·ilics in different basins. Similarl}. no 
stamlanh/norms were fixed for production testing. The Company took an abnorn1ally 
long time in finalising the shot hole drilling and data acquisition service contracts 
resulting in idling of GPs for considerable periods of lime. A a result of improper 
planning. delay in preparation of dri ll sites, non-availability of maleriab and tools and 
delay in finalisation of transport contract, various rigs of the Company remained idle for 
1566 days. 

The matter was reported to the Ministry in December 2008; reply was awai ted. 

11 Million A1etric Tonn e Oil Equfralenl 
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CHAPTER VII 

Oil and Natural Gas Corporation Limited 

Production and surface facilities in western onshore areas 

Highlights 

Thirty nine per cent of the production and surface facilil ic'> in western onshore were more 
than 25 ) ears o ld as of October 2008. The Company did nm ha\ e a '>tandard policy for 
replacement of critical equipment in onshore <., urface installations. 

(Para 7.7. 1.1) 

Out of 31 cases nine lump -,um turnkey (LSTK ) contracts and 22 purcha'>e order-. (PO<.,)) 
valuing above Rs. fi ve crore. delay from the dale or indenl/requi ..,it ion lo placement of 
order was uplo 240 days in I LSTK/10 PO-.. 241 to 780 day-. in 6 LSTK/11 PO-;. and 
more than 780 days upto 1357 <lays in 2 LSTK/ I PO as against the norm or 180 and 77 
da)s for fi nali sation of LSTK contract and PO-. re'>peclively. 

(Para 7. 7. 1.3) 

Two Group Gathering Station'> schcduled lo bc commis'>ioned by December 2003 wcre 
yet (J uly 2008) to be fina li-;c<l. Resul tant! ). thc incremental oil ga in of 3. 17 lah. h MT 
could not be achieved. 

(Para 7. 7. 1.-1 ( i )) 

Due to inordi nate dela) in <H~ardi ng contract. the cmt of '>torage tanks increa..,e<l b) 
Rs. I 0.05 crore besides non-achievement or the ob_1ective of creation of '>pare C<1pacit) for 
reprocessing and maintenance requ irerneni.... . 

(Para. 7.7. 1.6 ( ii)) 

Gujarat Pollution Control Board regu lation.., on hand ling and di'>po-.al or -. ludge being 
ha1ardous material had not been compli ed. A" of March 2008. 21904 MT of -. ludge/oil 
contam inated soil accu mu lated in 51 in-.tallal1lll1'> \\as awai ti ng <li-.posal. 

(Para 7.7.2.1) 

The tram.it loss exceeded the norm or one per < e11t by 0. 18 to 3J I per cenr v\ ith 
consequent loss of revenue or R'>.73J8 crore during the la<., t four )Cars ended March 
2008. 

(Para 7. 7.3. I J 

Oil Mi nes Regulation<., on Safety Co11111111 1ec of 1\li ne.., and maintenance and updat1on of 
pipeline network plan had not been adhered to. 

(Paras 7.7.3.3 and 7.7.3.5) 

The '>tatutory requ ire ment of prm iding ..,ecunt) fencing to 1175 V\ ell locations could not 
be complied due lO inord inate de lays al different -.tagcs of tendering process 111llldled 111 
November 2006. 

(Para 7.7.3.4) 
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Compliance to 149 observation'> of Director General of Mines Safecy (DGMS) and 35 
observations of Oil lndu'>lr) Safety Directorate (OISD) on inspeccion of installations 
were pending for over cwo years as of March 2008. 

Summary of recommendations 
The Company may: 

(Para 7.7.3.10 (i) and 7.7.3.10 (iii)) 

1. formulate appropriate norms for regular maintenance and replacement of 
critical equipment for onshore surface installations expeditiously keeping in 
view the applicable safety and environmental regulations; 

2. study the industry best practices in terms of procurement system being adopted 
by various leading PS Us, }Vs, international companies, and based 011 the 
above, revised comprehensive procurement practice may be formulated and 
discussed with the stakeholders before its approval and implementation; 

3. expedite completion of requisite surface infrastruch1re to avoid hazardous 
operations invofred in road transportation through private road tankers besides 
attendant exposure to safety risks and malpractices; 

4. evolve a system for timely identification and replacement of old transportation 
pipelines to avoid unsafe operations which entail huge safety and 
environmental risks; 

5. create adequate storage facility of crude oil at various installations to ensure 
uninterrupted production of crude oil; 

6. expedite introduction of a system for periodic identification, estimation of 
quantity, handling and disposal of lwwrdous sludge; 

7. regularly monitor the condition of pipelines and ensure timely replacement to 
minimise the line losses and unsafe conditions; 

8. initiate urgent action to arrest emission of hazardous hydrogen sulphide (H1S) 
gas into the environment and monitor the progress; 

9. ensure strict monitoring of project execution to comm1ss1011 the envisaged 
Effluent Treatment Plant to achiei•e the objective of recycling of effluent for 
the purpose of water injection; 

JO. make efforts to sensitise the Assets for strict adherence to norms of transit 
losses and monitor the compliance; 

I I. adhere to the Capital Overhauling Schedule and monitor it regularly to reduce 
instances of unplanned shutdowns and also maintain necessary documentation 
as prescribed by Oil btdustry Safety Directorate (OlSD); 

I 2. assign priority to update plans of the pipeline network as stipulated in the Oil 
Mines Regulations and also commented upon by the Director General of Mines 
Safety (DGMS) so as to enrnre quick identification of leakages and the safety 
and security of pipelines; 

I 3. ensure that deficiencies in fire water system are attended to on priority to 
ensure safe working environment and to effectively handle unforeseen fire 
accidents; 
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14. evolve a system for periodical inspection and cleaning of oil storage tanks as 
stipulated in the Of SD and DGMS regulations and monitor the compliance at 
au appropriate level; and 

15. expedite efforts for early complia11ce and monitoring of the observations of 
DGMS and Of SD. 

7. I . Introduction 

7. I . I The western onshore of Oil and Natural Gas Corporation Limited (ONGC) 
consists of three Assets at Ankleshwar. Ahmedabad and Mehsana which produce oil and 
gas from the explored and developed reservoirs. The production and surface facilities 
were created. maintained, re\ amped and upgraded as per the development plan of the 
field. The main production and surf ace faci lit ies for processing of crude oil and gas were 
Group Gathering Stations (GGS). Gas Compression Plant (GCP). Gas Collect ion Station 
(GCS), Earl> Production System (EPS). Effluent Treatment Plam (ETP). Water 
Treatment Plant (WTP), Central Tank Farm (CTF). Desalter Plant. In-situ Combustion 
plant and pipelines. As of October 2008. there were 120 production and surface fac ilities 
in western onshore. A brief of these faci litie., along \vith now chart of the production is 
given in Annexure XIV (A and B ). The activities of the Assets were managed by the 
Asset Managers and monitored by the Director (Onshore). 

The performance review of the production and surface facilities in western onshore was 
carried out \..eeping in view the cri tica lity of the fac ilities with respect to production . 
processing of oi l and gas and their transportation in western onshore. Furthermore, there 
had been incidents of leakages. accidents as we ll as a case of blow-out ( ovember 2007) 
in an injector wel l. The Company had a separate Directorate headed by an Exec uti ve 
Director responsible for issues pertaining to Health. Safety :ind Environment (HSE) and 
also had a wel l documented HSE policy with a system of periodic and regular 
-,urveill ance audit!> for mai ntaining Quality. I lealth. Safety and Environment (QHSE) 
accreditations 1 in the test chec\..ed work centres and i n st<~ llati ons. However. certain 
deficiencies were noticed in the practice., and procedures with environmental and safety 
implications which have also been discu'>scd sub-,equently in the audit findings. 

7.2. Scope of Audit 

Audit covered the planning, construction. mai ntenance and operations of Production and 
Surface Facilities in Western Onshore compri sing of three Assets i.e. Ahmedabad. 
Ank leshwar and Mehsana for the peri od from 200..+-05 to 2007-08. 

7.3. Audit objectives 

The performance audit was conducted to assess that: 

(i) planning and implementation of capital projects pe11a111111g to production and 
surface facilitie!> was effi cient and effective with reference to time. cost and achievement 
of objecti ves: 

(ii) stipulations of environmental regu lation'>. standards and norms were adhered to: 
and 

1 QMS-IS0-9001:2000, EMS-IS0-14001:2004, OllSAS- 18001:2007. The Company also has a well 
documented emergency and disaster 111a11age111e11t plan for the test checked i11stallatio11s. The three 
Assets had separate llSE groups headed by Deputy General Manager. 
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(iii) stipu lations of safety and health regulations, standards and norms were adhered 
to. 

7.4. Audit criteria 

The fo llowing cri teria were used for the performance audit: 

(i) Planning, design and construction of Production and Surface Facilities: 
Feasibility Reports and recommendations of the Institute of Oi l and Gas Production 
Technology (IOGPT), stipulations of the Board while approv ing capital projects, Material 
Management Manual (MM Manual) of the Company, terms and conditions 
accompanying contracts for purchase and construction of capital assets. 

(ii) Adherence to stipulations of Environmental, Health and Safety Regulations: 

Applicable environmental pollution related acts and regulations and Environmental Audit 
Reports, Code of Safe Practices of the Company, industry regul ations enacted through 
Oi l Mines Regulations, Mines Act, standards and norms fi xed by major original 
equipment manufacturer (OEM) and Oil Industry Safety Directorate (OISD) standards 
pertaining to production, treatment and transportation of oil and gas. 

7.5 A udit methodology 

Audit commenced after holding Entry conferences with the Asset Managers of 
Ahmedabad. Ankleshwar and Mehsana in April/May 2008. Desk review of records was 
supplemented by field visits to selected production and surface installations. 

To elicit a structured response. questionnaires were devised pertaining to maintenance, 
production, health, safety and environmental is ues. Discussion were held with the 
Management at diffe rent levels to famil iarise the process, constraints of operations and 
their root causes. Selection of producti on and surface install ations was done after 
segregating them into the distinctive fu nctional areas such as GGSs, ETPs, GCPs and 
CTFs, etc. and within this stratification, individual units were selected following 
statistical sampling methodology ensuring that the total units selected represented 25 per 
cent of the units in the respective functional areas. The list of units test checked is given 
in A m1exure XV. 

Subsequently, du1ing the Ex it conference held on 17 October 2008 major issues 
incorporated in the report were discussed. 

7. 6. Acknowledgement 

Audit is thankfu l for the cooperation received from the Management of the Company in 
providing information, records, clarification and for arranging discus ions wi th the 
concerned offi cers from time to time. Their cooperation faci li tated the conduct of the 
review within the time frame. 

7.7. Auditfindings 

7. 7.1 Planning, design and construction of production and surface facilities 

7. 7. 1.1 Large mtmber of old and aging installations 

Production and surface facilities include install ations for processing of oil and gas and 
their transportation. These also include installations for ensuring adequate pressure of the 
reservoir and plants for treatment and disposal of effluents that get generated during 
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production and processing of crude oil. The Ah medabad, Mehsana and Ankle hwar 
Assets had 39. 37 and 44 production and surface facil ities respective ly as of October 
2008 (A1111exure XVI). The average life of the facili ties was considered to be 25 years. 

However, Audit observed that the Company did not have a standard/approved policy for 
replacement of critical equipment for onshore surface installations. Audit also observed 
that out of 120 faci lities, 47 faci lities were more than 25 years old as of October 2008 as 
shown below: 

Chart 7.1 

Age of Production and Surface facilities 

120 

f/j 100 ... 
QI 80 
.0 60 
E 40 
::l 

z 20 

0 
Ahmedabad Mehsana A n k e le s h w a r Total 

Asset 

• N o o f A s s e t s CJ <25 year5 old Iii > 25 years old 

Further. as the faci lities were old. induction or modern technology had not taken place in 
many of the in-,tallations. These faci litie.., were al'>o not meeting the safety requirements 
stipulated b} the Directorate General of Mine., Safct} (DGMS) and Oil lndustr) Safety 
Direc torate (OISD). The stipu lations of the regulator) bodies came into force after these 
facilities -were constructed. The indi\idual deficiencies a'> had been obsencd on account 
of non-moderni-;ation of technology and non-compliance with requirements of DGMS 
and OISD have been li sted in Annexure XX, XX/ and XXI/. 

In the Exit conference, the Management while accepting (October 2008) the audit rinding 
as we ll as the recommendation -.tatec.I that after detailed fi eld-wise analysis, norms 
including periodicity of inspection of '>lat ic equipment would be formulated which could 
help not only in upkeep and maintenance but also point towards c1itical stati c equipment 
that need replacement. 

7. 7. 1 .2 Under utilisation of budget 

The Assets had not utilised their capi tal budget in any of the four years (except 
Ahmedabad Asset in 2004-05 and Meh.,:rna As-.et in 2007-08) ending March 2008. The 
shortfa ll ranged between JO and 60 per cent (A nnexure XVI/) of the capital budget. The 
overall utili sation of the capital budget by the three Assets was as follows: 
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Chart 7.2 

Capital budget utilisation-2004-08 
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The reasons for under utilisation were mainly on account of procedural delays at vari ou 
stages of tendering in the award of contracts as detailed in the following paragraphs. 

7. 7.1.3 Delays in processing of tenders 

The Assets placed purchase orders/contracts/Lump sum turnkey contracts (LSTK) for 
procurement and installation of plants and machinery relating to production and surface 
facilities. Audit reviewed all the 3 1 cases (nine LSTK cases and 22 purchase orders) 
valuing above Rs. five crore placed by the three Assets during the last four years ending 
March 2008. Out of 3 1 such cases, 20 cases pertained to Ahmedabad Asset, eight ca es 
pertained to Mehsana Asset and balance three case pertained to Ankleshwar Asset. 

In term of MM Manual. the notice inviting tender (NIT) was to be issued within 17 days 
from the date of indent/purchase requisition. Audi t ob erved that in 3 1 cases2

, the NITs 
were issued after a delay of 13 days to 1243 days. Further, the purchase orders, as per 
MM Manual were to be placed wi thin two months from the date of NlT. However, in 2 1 
cases2 the purchase orders were delayed by 10 to 487 days. The LSTK contracts, as per 
MM Manual , were to be finalised within six months from the date of indent. During 
2004-05 to 2007-08, the three Assets placed nine LSTK orders (Ahmedabad-4, 
Ankleshwar-2 and Mehsana-3). However, it was observed that aJl the nine LSTK cases 
were not placed in time and the delay ranged between 173 and 1357 days. 

In the Ex it conference, the Management while accepting (October 2008) the audit finding 
as well as the recommendation stated that industry best practices in terms of procurement 
system being adopted by various leading PSUs, JVs, international companies, would be 
studied and based on which, revised comprehensive procurement practice would be 
formulated and discussed with the takeholders before its approval and implementation. 

2 Delay i11 placement of order from date of i11de11t/purchase requisition was upto 60 days i11 two cases 
(011e LSTK/011e purchase order), 61 to 240 days i11 11i11e cases (nine purchase orders), 241 to 420 days in 
seven cases (three LSTK/four purchase orders), 421 to 600 days in seven cases (two LSTK/five purchase 
orders), 601 to 780 days in three cases (011e LSTK/two purchase orders) and more tha11 780 days upto 
1357 days in three cases (two LSTK/011e purchase order). 
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The Management added that an Onshore Design Engineering Group was established 
(April 2007) for expediting contracts for major om.hare faci lities. 

7.7.1.4 Delays in creation of various production and surf ace facilities 

i) Delay in creation of GGS-11 and Ill at Gamij leading to avoidable movement of 
crude oil through road tankers 

The Feasibility Report (FR) on the development plan of Gamij oil fi elds of Ahmedabad 
Asset proposed (July 2002) creation of GGS-11 and Ill including water injection facilities 
at a cost of Rs. 15.20 crore by December 2003. The FR was approved in September 2004. 
Meanwhi le, the tender procedure for construction of GGS-11 and Ill was initiated in May 
2003. However, the price bids were not opened as the expenditure sanction from the 
Chairman and Managing Director was not received within the validity period of 
September 2004. As none of the bidders agreed to extend the validity of the price bids Lill 
November 2004. the tender was closed in April 2005. 

A fresh NIT was issued onl y in January 2006 with revised cost estimate of Rs.2 1.65 
crore. The second tender was also cancelled as the FR (2002) required revision. Though 
the cost estimate of GGS-ll and Ill was revised to Rs.27.01 crore in May 2006, the Lender 
process for award of contract was still (July 2008) to be initiated. The land required for 
creation of the surface facility had also not been acquired (Ju ly 2008). Thus. the surface 
faciliti es scheduled to be completed in December 2003 were awaiting the approval. 
initiation of tender process and acquisition of land. as of July 2008. 

Audit observed that the indefinite delay in planning and creation of surface facilities of 
GGS-ll and Ill had resulted in an additional estimated cost of Rs. 11 .8 1 crore with 
reference to the initial estimated cost. The delay also resulted in rescheduling of the 
drilling plan. As of March 2008. 13 producer wells and five injector wells had been 
drilled as against the scheduled 19 producer we lls and 15 injector wells. The drilling of 
balance six producer wells and 10 injector well s had been deferred till commissioning of 
GGS-11 and Ill including Water Injection fac ilit). Meanwhile, oil production from five 
wells was transported through road tankers to the nearby GGS causing safety and 
environmental hazard besides operational difficulties. 

Thus, due to inordinate delay in obtain ing the approval for implementation of 
development plan of the Gamij oil fi eld and consequent delay in execution of the project 
resulted in non-achievement of incremental oil gain of 3. 17 lakh MT (2003-04 to 2007-
08). 

The Management stated (October 2008) that in spite of sincere effo11s, the tender could 
not be finalised and that every effort would be made to avoid such delays in f uturc. The 
Management in the Exit conference added (October 2008) that efforts would be made to 
replace tanker transportation through pipelines, wherever possible. 

ii) Delay in setting up of a GGS at Ramo/ leading to operational hazards 

A proposal for additional GGS wi th water injection at Ramo! oil fie ld of Ahmedabad 
Asset to connect the new development we lls was approved in July 2003. The cost 
estimate of Rs.6.32 crore along with bid package and design was prepared in Jul y 200-t 

Audit obsened that the expenditure <>anction for additional GGS was obtained onl y in 
September 2005 after more than two years from the date of approval for installing the 
GGS. Meanwhile, in anticipation of expenditure sanction the tendering process was 
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initiated in May 2005 but it was terminated as the cost estimate was to be revised based 
on new costing methodology be ing adopted by the Company in September 2005. 
Accordingly, the cost estimate of the facility was revised to Rs. 11.09 crore in September 
2005. As against this cost estimate, price bid. received were very high resulting in re­
tendering. The contract was yet (July 2008) to be finalised. In the absence of GGS, the 
crude oil was being transported from oil wells through tankers hired from private parties. 
The delay in finalisation of the contract resulted in cost overrun bes ides transportation of 
crude oi l through hired road tankers and expo ing the Company to the vulnerabilities of 
safety and environmenta l risks and malpractices. 

The Management confirmed (October 2008) that though the case was tendered twice but 
the same could not be concluded as the bid received were higher than the revised 
estimates. Further, a new pipeli ne was indented with expected date of completion by 
March 2009 as GGS alone would not help in avoidjng tanker transportation. Also due to 
urgency an Early Production System (EPS)3 was planned at the proposed location. 

In the Exit conference, the Management expressed (October 2008) concern regarding 
movement of the product through road tanker which were not only hazardous to safe 
o erations but also had adver e conse uences on environment. 

Recommendation No. 7. 1 

The Company may expedite completion of requisite swface infrastructure to avoid 
haz.ardous operations im•olved in road transportation through private road tankers 
besides allendant ex osure to sa etv and environmental risks and ma/ ractices. 

iii) Delay ill completion of gas lift facility resulted in loss of production besides 
hazards to environment 011 account of leakages 

A pipeline of 15.5 km. from Jotana GGS- I to Sobhasan in Mehsana Asset was 
commissioned in 1985-86 for tran portatjon of High-pressure (HP) compressed gas for 
use in gas li ft facility. The compressed gas of around one LSCMD4 was being transported 
through this pipeline. The Construction and Maintenance division (C&M), Baroda had 
observed (October 2001) that the conditi on of the pipeline was not good and was leaking 
frequently. As it was not advisable to operate the pipeline from the safety point of view, 
C&M advi ed replacing the pipeline at the earliest. 

Accordingly, a proposal was initiated in February 2003. However, this was put on hold 
due to requirement of new Gas Compression Plant (GC P) at Sobhasan to cater to the gas 
requirement of Sobhasan. After in tallation of new GCP the proposed replacement of 
pipeline would have become redundant. Hence, the existing pipeline was continued to be 
operated. The proposal was again re-initiated in May 2005 con idering the latest 
development in conversion of air compressors to gas compressor .. The ga li ft wells at 
Sobhasan were re-commissioned in April 2006 after conversion of idle air compressors to 
gas compressor . 

Audit observed that between July 2002 and May 2005 there were 76 instances of leakage. 
These frequent leakages had inte rrupted the operation of gas lift wells resulting in loss of 
production of oil, besides causing environmenta l damage. There was also a fire accident 
in January 2005 due to heavy leakage from the pipeline. However, Mehsana Asset 

3 EPS- akin to a GGS - pending creation of the GGS, EPS proposed to be set up as a temporary measure 
~ 1.Akh Standard Cubic Metres per day 
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continued to operate the pipeline for transportation of HP compressed gas to operate the 
gas lift welb of Sobhasan oi l field till Ma} 2005. 

Audit further observed that the pipeline was shutdown in May 2005 after a major 
accident resulting in stoppage of transportation of compressed gas to Sobhasan gas lift 
wells. As a result, the 33 gas lift wel ls of Sobhasan GGS-1 and II were closed for want of 
compressed gas for gas lift fac ility from May 2005 to March 2006 with consequential 
loss/deferment of oil production of 2725 1 MT. 

The Management stated (October 2008) that operating life of the pipeline was considered 
to be 10 to 25 years and the leakages were on account of aging. The delay was att ributed 
to holdup of proposal on account of requirement of new GCP in Sobhasan area and the 
pipeline was operated after repair of leakage'>. 

The fact remains that despite being pointed out. the pipeline was not replaced in time 
cau\ing safety risks besides frequent relca\e of gases into the environment on account of 
leakaoes. 

Recommendation No. 7.2 

A system may he evo!l•ed for timely identification and replacement of old 
transportation pipelines to m ·oid 1111sq/e O/Jerotions 11·/Jich entail huge sqfety and 
e111·i ro111ne11tal risks. 

7. 7. 1.5 Non-recovery of additional condensate due to delay in modification 

Central Processing Fac ilities (CPF), Gandhar of Ankleshwar Asset handled oil from 
Gandhar field. Oil was stabi li sed in Crude Stabilisation Unit (CSU) and Low Pre\sure 
(LP) and Medium Pressure (MP) gases from the area were sent to Off Gas Compre'>\Or- 11 
(OGC-11 ) for recovery of condensate. Thi'> condensate was processed at Condensate 
Fractionat ion Unit (CFU) where LPG and Naphtha were generated. If incoming crude in 
between MP and LP separators of CSU wa., heated by hot gas of OGC-11. it resulted in a 
small gain in condensate production. Out of four trains5 of OGC-II i.e. 16. 17, 18 and 19. 
faci lity of gas-oi l exchangers to heat CSU oil v .. as a\ ai lable only in t'"'o trai ns i.e. 18 and 
19. 

To obtain this additional gain in condensate. Anklcshwar Asset referred (March 2005) the 
project to JOGPT to study the feasibility of in\ta ll ing gas-oil exchangers in trains 16 and 
17 of OGC-11. IOGPT recommended (January 2006) a scheme of pipeline modification 
utilising existing gas-oil exchangers of trains 18 and 19 at a cost of Rs.39.58 lakh. A gain 
of approximately 2 1 TPD of condensate was computed by TOGPT involving an additional 
revenue of Rs.4. 12 crore per w1111m1. 

Audit observed that the scheme of pipel ine modification in line with IOGPT 
recommendati ons was not carri(.d out till October 2008. As a result. additional revenue of 
Rs...+. 12 crore per annum '"'as not reali sed. 

The Management. while accepting the audit comment, stated (October 2008) that as 
suggested by IOGPT. sanction for modification of piping system was obtained and the 
job was being awarded. · 

J A set of equipment arranged so as to work i11 parallel mode for the purpose of load distribution and 
facilitate ease in maintenance. 
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7. 7.1.6 i) Delay in construction of storage tank in Mehsana CTF with adverse 
implications 011 quality of crude dispatched 

Meh ana As et initiated a proposal for two crude oil torage tank of 10,000 M' capacity 
each at Mehsana CTF in October 200 I in view of the criticaJ stock position at Mehsana 
CTF. The construction of new tanks was to provide additional storage capacity both from 
a safe (buff er) stock point-of-view as well a from quality control considerations. The 
cost of the two tanks was estimated (March 2004) at Rs.9.23 crore and the expenditure 
sanction obtained in July 2005. 

The tendering procedure for award of contract for two storage tanks was initiated in 
August 2004. In response to the NIT (March 2005) only one bid was received from Ml 
Bridge & Roof Co. Ltd .. Kolkata. The price bid opened in July 2005 revealed that the 
firm had quoted Rs.15.12 crore as against the estimated cost of Rs.9.23 crore. The 
e timated cost was then revised (October 2005) to Rs.13.31 crore in view of change in 
the costing methodology. The price negotiations were held and contract for construction 
of tanks was awarded (December 2005) at the negotiated price of Rs. 14.65 crore. 

Audit ob. erved that the proposal for two additional tanks though initiated in October 
2001 was commi ioned onl) in July 2007 at an additional cot of Rs.5.41 crore on 
account of delay of over four years in obtaining sanction and award of contract. During 
the period the Asset was functioning with inadequate storage faciljties resulting in higher 
percentage of base sediments and water (BS&W) in the crude oil. Audit also observed 
that in February 2005 the wel ls had to be closed due to non-avajlability of storage 
facilitie<> which re ulted in deferment/loss of oil production of 4405 MT. 

The Management admitted (October 2008) that the wells had to be closed on account of 
non-m ailability of storage tanks. It, howe\er, stated that the co t estimate of October 
200 I was a notional budgetary estimate and, hence, should not be considered as a 
reference. 

The reply of the Management. however. did not take into account the fact that Audit had 
calculated the cost escalation with reference to the estimate of March 2005. 

ii) A voidable expenditure due to 11011-inclusio11 of additional floating roof tank in 
the tender 

With a view to maintain quality of crude oil of not more than 0.2 per cent BS&W and 
avoid penalty in the crude di patched to the refinery of Indian Oil Corporation Limited 
(IOC) and enhance storage capacity, the Company approved (July 2004) a proposal to 
construct a noating roof tank of 30,000 M 1 capaci ty in the Desalter Plant al Nawagam in 
Ahmedabad Asset at an estimated cost of R .8.00 crore. NIT was published in April 2005 
and the contract awarded in March 2006 at a cost of Rs.12.00 crore. The tank wa 
commissioned in May 2008. Audit ob erved that due to inordinate delay, the cost of 
facilities had increa ed from Rs.8.00 crore to R .12.00 crore, beside non- maintenance 
of the stipulated quality in the dispatched crude. 

While the NIT for the fir t tank had not been published, IOGPT had recommended 
(December 2004) one additiona l noating roof tank of imilar capacity to facilitate 
operational flexibility in the event of maintenance/shutdown of the storage tank and to 
reprocess non-dispatchable crude. NIT for the additional tank was published in July 2007 
and the contract awarded in June 2008 at a co t of Rs.18.05 crore. 
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Audit observed that the additional floating roof tank could have been combined with the 
IT of the first tank floated in April 2005. Failure to include the procurement of an 

additional floating roof tank resulted in an avoidable extra expendi ture of Rs.6.05 crorc. 
besides non-creation of spare capacity for reprocess ing and maintenance requirements. 

The Management stated (October 2008) that the delay was due to procedural limitations. 

The repl y of the Management was not satisfactory since to avoid the cost and time 
overrun and to ensure better quality of crude, it was imperative that requirement for both 
the tanks should have been combined in a single NIT of April 2005 when IOGPTs 
recommendation had been received in December 2004. 

With regard to the stated procedural limitati ons. the Management agreed (October 2008). 
during the Exit conference, to undertake a 1.,tudy of the indu...,try best practice'> in 
procurement system and formulate a re\. iscd procurement practice after discussion \.\ith 
the <,takeholders. 

Recommendation No.7.3 

The Company may create adequate \lora~e facility of crude oil at rnrious 
installations to ensure uninterl]!J.!_ted prod11ctio11 ofcmde oil. 

7. 7.2 Adherence to stipulations of Environmental Regulations 

Due to deficiencies in planning as highli gh ted above, there were delays in construction of 
adequate and requisite infrastructure which also had adverse implications on environment 
and safety of operations. Adherence to applicable envi ronmental and -;afety regu lations, 
.... tandards and norms were test checked in audit. Illustrati ve cases hi ghl ighting 
environmental and safety concerns arc discu1.,1.,ed in succeeding paragraphs: 

7. 7.2.1 Accumulation of oily sludge causing environment hazards 

Gujarat Pollution Control Board (GPCB) ...,tipulated that the harnrdou1., wa1.,te of more than 
I 0 MT or a truck load, \\ hichever v, a1., le.., .... for a period be)ond 90 day<. should not be 

<.,tored. Prior permission wa..., necessar) for .... torage beyond 90 days or for storage of 
quantit) exceeding 10 MT. 

Audit observed that under the contracts <l\\arded by the Compan) during 2007-08 for 
di...,posal through bio-remediation of 667.+ MT of the oi l) <.ludge/soi l at 'various 
installations of Ahmedabad Asset, on ly .+.+pa cent of the awarded quantity was cleared 
by the end of the year. A'> of March 2008. 935.+ MT of the oily sludge/soil excluding that 
already awarded during 2007-08 was await ing disposal at 336 in .., tal lations of the Asset. 
Similarly. of the aggregate quantity of 28357 MT awarded during 2007-08 for di sposal at 
various installations of Mehsana Asset. on l) 50 to 65 per cent of the quanti ty wa.., cleared 
during the year and 12550 MT was awaiting di'>posal at 18 7 installations at the year end. 
Though the quantity of the oi l) sludge/oil contaminated soi l accumul ated at these A::.sets 

6 Gamij GGS, Jhalora GGS I and II, Jlwlora ETP. A:atol GGS I to IX and XI. Kaloi GCS, Kaloi CTF, 
Limbodara I and II, Motera GGS, Nandej GGS, .\ 'awagam GGS I to Ill, Paliyad GGS, Ramo/ CCS, 
Sanand GGS I and II, South Kadi-CTF, Viraj CGS, Wadu GGS. CWIP II, Wasna CCS and Zu11dal 
CCS of Ahmedabad 
7 Balol-1, Bechrajee CCS /, Jota11a CGS, Lanwa field. Mehsana CTF, North Kadi GGS I to JV, North 
Kadi ETP, North Kadi CTF, North Santhal CTF, South Santlial CTF, Sobhasan CTF, Sobhasan 
CTF/Pit, Sobhasa11 GGS-11, Sobhasan ETP and South Santhal GGS I of Mehsar:a. 
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was in excess of the ceiling of time and quantity stipulated by GPCB. the Company had 
not obtained any permi sion from the Board . 

The Management stated (October 2008) that effort '> were being made by the As et for 
disposal of haLardotts waste as per GPCB guidelines. ln the Exit conference, the 
Management, while accepting (October 2008) the audit find ing as well as the 
recommendation. stated that a system would be evolved for periodic and regular 
identification. estimation of ha7ardous waste and its quick handling and disposal. 

7. 7.2.2 Frequent pipeline leakages leading to avoidable spillages 

The pipeline leakages in flow lines and trunk line'> need to be continuously monitored for 
replacement of pipelines. The leakages disrupted normal flow of producti on and al o 
time tat...en in allending to the repair led co closure of well s. besides loss of produced oil 
due to spi I lage. 

Audit observed that in Ahmedabad Asset there were leakages on 3505 occasions and in 
Mehsana Asset on 507 1 occasions during the last three years ending March 2008. In 
Ankleshwar Asset, there were I 087 leakages during the last two years ending March 
2008. The Assets had no procedures in place to determine the loss of production on 
spillage of oil due to leakage'>. However, Meh ana and Ankle hwar Assets had esti mated 
the loss of production of 4622 MT and 1630 MT respecti vely due to closure of well s 
while allending the repairs of the line leakages. Ahmcdabad Asset did not have a system 
of working out the similar loss of production due to pipeline leakage . . 

The spillage of oil on account of leakages led to contamination of soil. besides affecting 
flora in the adjacent area. 

The Management replied (October 2008) that Ahmcdabad Asset was taking all steps for 
replacement of leaking pipeli nes on a war footing and that benefi cial resu lts of this would 
be experienced in coming ti me<,. As regard. Ant...leshwar Asset. it stated (October 2008) 
that all steps were taken to avoid leakages by introducing three layered coated pipes and 
glass reinforced plastic pipes in a phased manner while at Mehsana Asset, appropriate 
actions we re being taken for timely replacement of leaking pipes. It also stated that a 
system ex isted for quantificati on of leakages in trunk pipeline and same would be 
evaluated for now lines also. 

In the Exi t conference, the Management while accepting (October 2008) the audit finding 
as well as the recommendation stated that regular monitoring of pipel ines would be 
carried out and based on line cond ition, timely replacement would be done to mini mi. e 
the line losses and unsafe conditions. 

7. 7.2.3 Non-removal of Hydrogen Sulphide ( H 2S) from flue gas at Mehsana Asset 

Mehsana Asset had implemented the Enhanced Oil Recovery (EOR) cheme at Santhal, 
Balol. Becharaj i and Lanwa fields. Content of hydrogen sulphide (H2S) in the nue gas of 
these EOR fie lds wa very high ranging from JOO to 800 part per mi ll ion (ppm). The 
flue gas from the EOR fields was being dispo ed off at the rate of 10.85 lakh NM3 per 
day in the atmosphere without removing H2S due to absence of the required facility in the 
installations causing environmental pollution. 
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Audit observed that the surface facilities at Santhal. Balol. Becharaj i and Lanwa 
installations of the Asset were constructed more than 20 years back i.e. prior to 
implementation of EOR scheme and were not designed for handling the high H2S content 
in the flue gas. As a result, flue gas was being disposed off in the atmosphere through 
fl are stake without removing H2S. This was in violation of pollution control regulations 
and had been objected to by the GPCB by issui ng notices in December 2006. Apart from 
operational problems. odour of H2S was being fell by nearby villagers who objected to it. 

Audit further observed that the matter was referred to IOGPT by Mehsana Asset on ly in 
March 2008 for a study to remove H2S from flue gas before fl aring to avoid environmen t 
pollution and to adopt safe operat ing practices. · 

The Management stated (October 2008) that necessary measures were being taken for 
remtwal of H2S from flue gas and services of a consultant were also being hired for 
su estin suitable races!> for it. 

Recommendation No. 7.4 

The Company may initiate 11rge111 action to t11'/'e\l emission of ha-;,ardous H2S gas into 
the em'ironment and monitor the progress. 

7. 7.2.4 Delay in construction of Effluent Treatment Plant (ETP) at South Kadi leading 
to non-achievement of recycling of efflu ent 

The Feasibility Report (FR) on development plan of South Kadi oi l field approved in 
August 200 I proposed construction of ETP fo r recycling of effluent for water injection 
purposes and upgradation of capacity of existing water injection fac il ities. The 
commi!>sioning of ETP and upgradation of water injection faci lity were scheduled to be 
completed by November 2003. Due to delays in various stages of planning. preparation 
of bid package and finalisation of technology/drav,,ings. the contract for construction of 
ETP was awarded only in ovember 2004 at a cost of Rs.6.14 crore. As per the contract 
terms, the scheduled commi'>sioning of the ETP \\as January 2006. 
Audit observed that trial runs of the ETP fai led to achieve the desired parameter'> and. 
therefore, ETP had not been commissioned till October 2008. Consequently. the 
payment of Rs.4.87 crore to the contractor from October 2005 to October 2006 remained 
unproductive. In the absence of ETP. the effluent generated during this period was being 
disposed off in the effluent disposal wells after treatment in the wash tanks. Hence, the 
objecti ve of recycling the effluent after treatmen t in ETP remained to be ac hieved since 
November 2003 ti ll date (October 2008). In the absence of the ETP. fresh water was 
being pumped into the reservoir to maintain adequate pressure instead or recyc led 
effluent. 

The Management stated (October 2008) that al l efforts were being made by the contractor 
and the Com an to make the ETP functional at the earliest. 

~~~~~~~~~~~~~~~~~~~---., 

Recommendation No. 7.5 

The Company may ensure .\trier monitoring o{project execution to commi.\sion the 
e111·isaged ETP to achieve rhe ohjectil•e of recycling of effluent for the purpose of 11·a1er 
in 'ection. 
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7.7.3 Adherence to stipulations of Safety and Health Regulations 

7. 7.3. I Loss of crude oil in transit 

In terms of the Company' s order (March 1990), the permissible pipeline losses for all 
sectors would be upto a maximum of one per cent of the crude oil production. Audit 
observed that due to frequent leakages, handling and movement through road tankers 
coupled with adhoc and partial replacement of pipelines in the absence of regul ar 
replacement policy, the transit loss during the four years 2004-05 to 2007-08 was in 
excess o f the norm by 0.18 to 3.3 1 per cent (Amzexure XVIII) leadi ng to loss of 
production. The aggregate loss of revenue on this account in the last four years ended 
March 2008 for the three Assets was Rs.73.38 crore. The total transit loss of aJl the three 
Assets during the period was 5.05 lakh MT as shown below: 
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The Management, while agreeing to the audit comment, stated (October 2008) that 
corrective action had been initiated to bring the transit loss within the permissible limits 
by intensifying patrolling and that efforts were being made to identify a system to detect 
leakages. In the Exit conference, the Management, while accepting (October 2008) the 
audit recommendation, stated that all efforts would be made to sensitise the Assets for 
strict adherence to norms of transit losses and this aspect would be closely monitored. 

7. 7.3.2 Failure to undertake capital overhauling of major equipment 

Capital overhaul is a maintenance acti vity in equipment's life cycle to restore equipment 
reliability and ensure smooth operations. Considering the large variety of equipment of 
different makes, models and capacities deployed at onshore installations, norms for first 
and subsequent capital overhauling of Onshore Surface Installation Equipment were 
formulated for the first time in September 2005 for ensuring bette r maintenance planning, 
budgeting and uniformity in the Company. 

On test check of records relating to capital overhauling, Audit observed that the eight 
mai n oil dispatch pumps at CTF and Desalter Plant of Ahmedabad Asset, which were 
overdue for first overhauling after operation for 25000 hours, had been operated for 
25883 to 77633 hours. Further, out of these e ight pumps, six were operated for hours 
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ranging from 52457 to 77633 hours and. thu..,. hecame overdue lor fir<.,t as well a.., 
subsequent overhauling a.., per the laid dm\ n norms. No pump.., were planned for 
merhauling during 2006-07. Though four pump.., \\ere planned for capital overhauling in 
2007-08. none of the..,e pumps were actuall~ merhaukd, indicating 1m:ffectivc planning 
anJ monitoring of compliance to the norm..,. h1rthcr. four out of 17 main ga.., 
compn:ssors. which were operated for hour-, rang mg from 99793 to I 05163 hour-,. ,,·ere 
O\Crdue for overhauling a-, per laid down norn1-, of 90000 to 100000 operating hours. 
Hov.ever, thc1.,e compre1.,sor'> v.ere not taken up for overhauling in 2007-08. 

Similarly, in Mehsana A1.,-,et. 37 pumps. ''hich \\er-c due for capital overhauling after 
25000 hm1r1., (first overhauling) of operation ,111d 20000 hour1., therealter for subsequent 
m erhaul 1ng. had heen operated for hour-, r ,mg1ng from -WOOO to l 6-l603 hour-, and 
planned for capital O\erhaultng in 2008-09. Out of these 37 pump..,. 2-l pumps had 
become O\erdue for fir-,t a-, \\ell a" suho.,equent o\erhauling a" per the laid down norm'>. 

The non-comp I iance to the laid down norm'> '' ou Id have '>Criou1., consequence.., on 
operational efficienc) of the equipment. energ) consumpti011 and higher maintenance 
cost. he1.,ide-, having em ironmental and safet) implications. 

The Management stared (October 2008) thJ.t the equipment in re..,pect of Meh-,ana A...,-,et 
were planned for capital m erhauling in 2008-09 a.., the equipment planned for capital 
O\erhauling in 2007-08 could not be attended due to procedural and operational 
con..,traints. It. however. did not offe1~ommenh in respect of Ahmedahad A'>set. 

--i 
Reco111111e11dotio11 No 7.6 

The Company may adhere w the CatJital 01'erlwuli11g Schedule and 111011itor it 
regular/\ to reduce in Hance\ <Jf'u11plo1111ed \hutc/1111 II\ and also 11u1111tai11 neces.\al} 
doc u111e11tatio11 a.\ prescri/Jed In OISD. 

7. 7.3.3 No11-fulfilme11t of requirement of Safety Committee of Mines 

The Mines Rules, 1955- Chapter IV-B ..,tipulated formation or Safety Committee or 
Mine.., (SCMl to promote ..,afet) in the mine1.,. The Committee \\.a.., required to meet at 
lea'>t once in 30 days to con..,ider the matter placed hefore it and that action should be 
t,1ken \\ ithin 15 da) s from the date of receipt of the Committee·.., recommendation~. 

The SCM \\aS con\tituted for the Surface Mine at Ahmedabad A-,..,ct Ill rehruar) 2008 
onl) after Audit had pointed out its non formation and the first meeting of the SCM \\a'> 
held in May 2008. Audit further observed that action on the SCM recommendations in 
five case'> in Mehsana A1.,set \\ct'> pending for more than a year. In Ani-lc<>hwar Asset. the 
SCM wa'> not in existence. 

The Management '>lated (0ctoher 2008) that in \n1'le1.,lrn ar Asset -,eparate SCM \\Ou Id 
be formed. However. the repl) \\as silent on the action to he tak.en on fi\e pending ca-.e.., 
in Mehsana A1.,set. 

Reco111111endatio11 No. 7. 7 

The Co111panr may o.\sig11 clue i1111Jort<111ce to the SCM as stipulated in the Mines Rule~ 
to ensure .w/e \\'orking e111'iro11111e11t. operation of' the i11.\lllllatio11 \ mul 111onitor 
compliance to the acti01.!.J.!.!1i11t.\ a.\ per reco111111<'llllatio11s of the SCM. 
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7. 7.3.4 Delays in providing of security fencing at well sites 

DGMS had recommended (July 2005) for providing security fencing around operational 
well s as a statutory requirement. The provision of fencing around the operational wells 
. afeguarded against encroachment of the well area besides ensuring safety. Ahmedabad 
Asset identified (October 2005) 11 75 wel l locations and invited tenders in November 
2006 at an estimated cost of Rs.32.51 crore. 

Audit observed that the tender process was terminated (October 2007) as one of the two 
bidders had refused to extend the validity of off er beyond the tipulated date of 16 
August 2007. Therefore, the recommendations of DGMS were yet to be complied with 
since further action for re-tendering was still (October 2008) awaited. 

The Management stated (October 2008) that the work had now been taken up on top 
riorit and would be com letcd b June 2009. 

~-"-~~~~~~~~~~~~~~~~~~~~ 

Reco111111e11dation No. 7.8 

The Company may expedite erection <~( securityfe11ci11~ for all the well.\ as recommended 
brDGMS. 

~~~-~~~~~~ 

7. 7.3.5 Oil Mines Regulations, 1984 - Non-maintena11ce and updation of pipeline 
networks 

Regulation 9 of Oil Mines Regulations, 1984 (OMR) stipulated accurate maintenance and 
updation of key plan showing the area duly demarcated in which operations for winning 
of petroleum and ancill ary operations were carried on. A surface plan showing the 
location of all the wells including abandoned wells, group gathering stations <GGS), 
railways, power transmission lines, public roads, buildings or other permanent structures 
not belonging to the owner, rivers and water courses v .. ithin the mining areas were also to 
be indicated. 

Audit observed that the Ahmedabad Asset, which was operating trunk lines of 637 
kilometres (km.) and oil/ga'> and other now lines of 3262 km., had not maintained the 
route and cadastral survey despite operating for over 30 years. Further, DGMS had 
directed (May 2006) that at every GGS, the plan showing the details of all connected 
wells. layout of pipeline routes and operating prcs<,ure should be maintained and 
submitted to them. The route survey of I 340 km. and cadastral survey of 1990 km. 
pipeline had been completed in January 2007. However, there had been inordinate delay 
in initiating action against the DGMS directives of route survey and cadastra l survey of 
1200 km. of pipel ines. Award of work in this regard had not been completed till date 
(October 2008). 

Similarly. Mehsana Asset operated trunk lines of 133 i...111 ., oi l flow lines of 2087 km. and 
gas lines of 326 km. The route and cadastral <,urvey of 450 km. pipeline was completed in 
Apnl 2006. The work for carrytng out route and cadastral suney for 2922 km. pipeline 
of other fields of Mehsana Asset awarded in January 2008 was yet (October 2008) to be 
completed. In respect of Anklc-.hwar Asset. ii \Vas observed that the records of route and 
cadastral survey of pipelines were not maintained (October 2008). 

The Management accepted (May 2008) that the route and cadastral survey of pipeline 
would help in quick identification of leakages and in safety and -.ecurit)' of pipelines. The 
Management, while accepting the audit comment, stated (October 2008) that in respect of 
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Ahmedabad and Meh!->ana A-,-,ets the 'IUf\e) work. was in progress. As regard'> 
Ank.lcshwar Asset, a case had been initiated for preparation or dra\\ in ~-.. 

Reco111111endation No. 7. 9 

The Company llW\' assign priority to update plam of the pipeline 11et1rork as stipulated 
in the OMR and commented 11po11 by DGMS \O a.\ to ensure quick ide11ti(icatio11 <f 
leaka es and the sa etY and sernrit\' o · 1i 1eli11e.\. 

~~~~~~~~~~~~~~~ 

7. 7.3.6 Discrepancy in system of Fire water network at the installations 

The OISD standard 189 clause 7 regu lates the l'irefighting facilities in CTF/GGS. As per 
this -.tandard, the fire water S)Stem in an installation should be designed to meet the fire 
water flow required for fighting one large-,t m.k. at a time and. therefore. stipulated the 
de-.ign tlo\\ rate and req uirement of water at the in..,tallat ions . 

On te-.t check. of records relating to :natlahtltt) of fire water 1·iH/-l'is the projected 
requirement at 12 inscall acions of Mehsana A ... -.et. ,\udit ob-.er\ed that in six installatton'> 
there \\as a huge gap bet\\.een requ irement and a\ailahi lit) of water in case of fire . The 
-,hortfall in mailability of \\ater in these six installations ranged bet\\een 40 to 458 M

1
. 

Similarly. test check of records relating to fire safct) network in \arious installation-. of 
Ahmedabad Asset ( Nawagam CTF) ren:aled \ arious deficiencie.., as detailed 111 

Annexure XIX. 

While accepting the audic comment. the Management stated (October 2008) that in 
Ahmedabad Asset the double head~d fi re hyurant as required was included in the 
revamping proposal and for other points correcLi \ e acti on was being taken. As regards 
Mehsana Asset, the Management stated that in five out of six installations pointed out b) 
audit, the augmentation work for water storage capacity was either planned or under 
con<,Lruction. 

~~~~~~~~~~ 

Recommendation No. 7. 10 

The Company may ensure that deficiencies in fire 11·ater system are a/tended to 011 
priority 10 ensure safe 11·orki11g e111'iro11me11t and to e[fectil•ely handle w~/(1re5ee11 fire 
oCC'idents. 

7. 7.3. 7 Non-compliance to Company's Code of Safe Practices 

In terms of Company's Code or Safe Practices 200 I. flare lines were to be provided wi th 
a pilot burner with remote control electri cal ignition dev ice Lo ensure that the pilot burner 
was continuously lighted in the installation -. as an effecti ve environment management and 
safety measure. It was observed that in Ahmedabad and Mehsana Asset the remote 
control electrical ignition <;ystem to the pilot burners was not provided in any of the test 
chcck.cd imtallations. 

The Management whi le accepting the audit comment stated (October 2008) that action 
was on hand for insta llation of flare system. 

Recommendation No. 7.11 

The Company may monitor compliance to the Code of Safe Practices and ensure 
rovision of the facilities specified therein. 
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7. 7.3.8 Inadequacy of facilities for processing of oil in production installations 

The operating functionarie1., at the \ariou'> in-,tallation.., in the A55ets from time to time 
had i<lentifie<l a number of i1.,sucs con'>training <;mooth and efficient operations. These 
issues mainly were in the nature of inadequac} of the present equipment and .,ystems. 
Similarly. the Assets had abo engaged outside expe11 engineering consultants to suggest 
modifications and rc\amping which were neces.,ary to mak.e these install ation'> in line 
with norm\ of Health. Safet} and Environment ( HSE) as well as to comply with relevant 
regulation'> an<l statutes. An illustrati\e list of these requirements is brought out in 
Annexure XX along \\ith action'> that the Management had proposed. 

Audit ob'>en ed that action to en-.,ure the avatl,1b1ht:r of the required facihlles in the 
\ ariou1., in.,tallations te'>t checked was pending and 1n most of the in'>tallation-., it was at 
the initial stage of planning. 

The Management stated (October 2008) that action was on hand to make available the 
required facilitie'> in variou1., in..,tallatiom .. 

Recom111e11dation No. 7.12 --- - :J 
The Compam· may initiate timely action for addition and 111odificatio11 offacilitil'.\ in 

, production in\fallatioll\ and 111011iror the progre\.\. 

7. 7.3.9 /\'011-compliance of inspection and maintenance requirements of tanks 

The standard code 129 of Oi l Industry Safety Directorate (OISD) stipulated that 
in'>pection programme for tanks in service should be drawn to avoid failures and 
incomeniences in operation due to sudden reduction in tank '>torage capacity. The OISD 
code further stipulated that crude '>lorage tank'> '>hould be in'>pected at a frequenc} of I 0 
year'> for internal inspection and fi\e years for external in'>pection in respect of sweet 
crude. In case of sour crude, the duration for internal inspection and external in.,pection 
was six years and three years re.,pcctively. 

Audit ob .... erved that the detail-., or inspection programme drawn up as well a., actual 
inspections carried out against the programme (both internal and external), maintenance 
observations made and action taken thereon were not on record in the installations/ Asset. 

While accepting the audit comment. the Management stated (October 2008) that action 
plan wa., being dra\\n to attend to the in<;pection requirement of tank.s on nce<l basi . A 
reoard., Mehsana Asset. iJ .,lated that proper record., would be maintained. 

Reco111111e11dotio11 No. 7. 13 

A system may be el'O!i·edfor periodical inspection and cleo11i11g of oil storage tanks as 
stip11/ated in the OISD and DCMS regulations and compliance monitored ot <Ill 

1 appropriate le1·el. 

7. 7.3. I 0 Non-compliance of observations of statutory bodies and Oil Industry Safety 
Directorate 

i) Observations of Director General of Mines Safety 

A review of compliance status of the observations of Director Genera l of Mines Safety 
(DGMS) revealed that 260 DGMS observations were pendi ng as on 31 March 2008 of 
which 149 observation<., were pending for over two years. Some of the significant pending 
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obse rvations and Management·., re.,ponse (October 2008) thereto arc detailed in 
A1111exure XX/. 

The Management attributed (Ma) 2008) the delay., to requirement of time in 
corn.:cptuali<,ation and in attending to procedun.~'· elc. and -.tatcd that cfforh \\ere on to 
compl) -with all the ob-,en at ton'> in the '>hortc"t po-.-.ible time 

ii) No11-adhere11ce to DGMS Rules 

Para 55 or DGMS Ruic-, 'it tpulated that cllcct i\cne-;s or earthing of crude oi l '>torage 
tanb would be te..,ted once in 12 montlh. 1 he result-. or e\ CI) such te-.t -;hould be 
recorded in a bound-paged hook kept for the purpm.c and ... hould he signed and dated by 
the per ... on carrying Olli the te\t The coue of ..,,tie practice\ or the Company abo referred 
to the requirement of para 55 ol DGMS Rule". 

Howe\ er. no such record'> v.cre <l\ ailablc at the 1no.,t<1llation-. te..,t checked in audit. 

The Management stated (October 2008) th.It in most of the ca-.es act ion had been taken 
and that in the remaining cases. act ion \\a" in hand to compl;. '' ith the obsen ations or 
DGMS. 

Rccomme1ulllfio11 1\ o. 7.1./ 

The C0//1/1(/// .\ ///(/\ e\pedi11 e!fims/or 11101111ori11g co111plitll/Cl' ((I /Ill oh\l! /"\'tlfiOll\ or 
I OGMS [or approerime ollll 11111el\ re111cdwl m1·1111m'' 

iii) Observations of Oil Industry Safety Directorate 

A re\ iew of compliance o.,tatus of the ob-,en allon-. ol Oil IndLP·.tr) Safety Directorate 
!OISDJ revealed that 14 I OISD obsen ,111011" \\ere pending a-, on ~I March 2008 or 
v.hich 35 obsenation" \\ere pending for o\cr t\\O year'>. Some of the <,1gnif1cant 
obsenations and Management's response thereto arc gl\en in A1111exure XX/I. 

The Management in rep I y (October 2008 l '> lated that in nH>'>l ot the cases action "a-. 
taken and that in so111e c.:;10.,c action wao., in hand to corn pl) with the observations of OISD. 

J Reco111111e1ula1io11 No. 7.15 ~ 
The Company may t'\flt'i/111 ef/(>r/\.for 11101111ori11g compliana to the ohser\'{/fimn of 
OISD for appmpnale t1llll 1imely reml tlwl met1\1m>._,_. _ _ 

iv) Non-mainte11a11ce of records 

A-, per OISD o.,tandard 127. clause 3.1. each cri tical rotating equip111cn t shoulu h<\\e one 
separate folder containing the inror111ation regarding a) Co111plctc -.pec ifi cation -,heel of 
the equipment: bl Characteri.., tic cup .. co., : cl l\laintenance o.,chedules: 
d) Standard clearance chart \\i th the nia\imum and minimum limits: e) Maintenance 
hi'>tory sheets: f) Breakdm\ n anal) -,i-. "hech: gl Vi bration and -,hock pul1.,e meao.,urement 
log: and h) Complete li'>l of o.,pare part-.\\ ith "tore code. 

On test check of record" of critical rotating equipment installed and operated in differen t 
installations of three A:-.'>eh. Audit ob-.en ed that history folder v. as not maintained in 
respect of any of the 111ajor cri tical rotat ing equipment and. therefore. the compliance to 

OISD <, tandard wao., not en..,ured. 
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The Management, while accepting the aud it comment, stated (October 2008) that 
improvement was being made for the maintenance of records as per the OISD 
requirements. 

Reco111111e11datio11 No. 7. 16 

The Company may ensure 111ainte11a11ce of database in line with OJSD requirements for 
all critical equipment and re11iell' it periodical/ )'. 

7.8. Conclusion 

Thirty nine per cent of the production and surface fac ilities in the western onshore were 
more than 25 years old. The Company did not have a standard policy for replacing the 
critical equipment in the onshore surface installations. The Company also did not adhere 
to the overhauling schedule of cri tical equipment which had serious consequences on 
operational effic iency besides environmental and af ety implications. The contracts for 
creation of production and surface facilities were inordinately delayed. Consequently, 
there were operational difficulties and loss in antic ipated oil gain besides safety hazards 
and adver e implications on the environment. Poor maintenance of equipment and 
pipelines led to exceeding the norm of one per cent for transit losse leading to loss of 
revenue of R .73.38 crore. There were inordinate delays in complying with the 
observati ons of DGMS and OISD on maintenance of production and surface facilities. 

The matter was reported to the Ministry in December 2008; reply was awaited. 
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[~~~~~~~-M_I_NI_s_T_R_v_o_F_P_o_w~E~R~~~~~----J 

CHAPTER VIII 

North Eastern Electric Power Corporation Limited and NHPC Limited 

Implementation of 10111 Plan hydel projects in North Eastern and Eastern regions 

Highlights 

NHPC Limited (NHPC) and North Eastern Electric Power Corporation Limited 
(NEEPCO) planned for capacit) addi ti on or 6-1-2 Mega Watt (MW) and 85 MW 
respective I) in North Eastern and Eastern region., during the I 0111 Fi' e Y car Plan (I 0111 

Plan) period (2002-2007). HPC cou ld nol add an) capacity within the 10111 Plan while 
NEEPCO could add only 25 MW during this period. Further, against the I 0111 Plan revised 
outlay of Rs.6,853 crore for implementation or 13 H)droe lccLric Projects (HEPs), NHPC 
cou Id uti li sc only Rs.3,998 crorc v.. ithi n the 1()

111 Plan period and Rs.5. 165 crore ti 11 March 
2008. Against the I 0

111 
Plan out la) of' Rs.2.509 crore for implementation of eight HEPs. 

NEEPCO could utilise only Rs.692 crore within the Plan period and Rs.983 crorc till 
March 2008. 

(Para 8.2) 

Such shortfalls were on account of delays in ell\ ironmental and forest clearance coupled 
with delays in ill\eslmenl decision..,. dela)" in signing of Memorandum of Under...tanding 
( MOU)/Memorandum of Agreement ( MOA) \\ ith the State Gmernmerm. natural 
calamities. geological surprises. Im\ and order problem.., and handing O\ er of '>Omc of the 
projects to the private developer-.. b) the Government of Arunachal Pradesh. In case of 
NEEPCO, preparation of deficient Detailed Project Reports (DPRq further complicated 
the matter. 

(Para 8.2) 

NHPC 

Finalisation of tenders Look inordinately long time. The time taken to finali'ie tenders 
ranged bet v..een 14.5 to 33 month ... . 

(Para 8.5./.1) 

Due to poor contract documentation H PC lost R .... 12.05 crore in arbitration. 

(Para 8.5.1.2) 

Teesla Stage-V HEP wa-. completed \\ rth a time O\ errun of 13 months due to geological 
surpri"e" and de\ iation.., in Bill Ordl!r Quant it) ( BOQJ and extra iterm. 

(Paras 8.5.2.2, 8.5.1.2 and 8.5.2.3) 
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Commissioning of Teesta Low Dam Project-III (TLDP-1 11 ) HEP was delayed by 30 
months. 

(A1111exure XXVII, Paras 8.5.2.1 and 8.5.2.5) 

There wa. wide vanat1on in BOQ in civil works of Teesta Stage-V HEP. The main 
reasons for deviations with con'>equent increase in scope of work were on account of 
change in geological conditions not envisaged in the DPR, change in construction design 
and drawings, technical specification and site requirement and inadequate provisions in 
the contract. 

(Para 8.5.2.3) 

Due to delay in depositing Net Present Value (NPV). the forest clearance was delayed 
leading to 12 months delay in commencement of work in Subansiri Lower. 

(Para 8.5.3.1) 

With almost complete withdrawal of NHPC from Siang Basin, the capacity addition 
programme of NHPC during the 11111 and 12'11 Five Year Plans will be considerably 
affected with consequent deferment of revenue generation. 

(Para 8.5.4) 

NEEPCO 

In spite of wide dispersion of sites and high values of individual packages, NEEPCO 
issued work orders for three civi I packages to a single contractor because of which 
progress of work suffered. 

(Para 8.4.2.1) 

NEEPCO incun-ed infructuous expenditure of Rs.3.17 crore due to conversion of 
underground penstock to surface penstock due to inadequate geological information. 

(Para 8.4.3.2) 

Poor fund and contract management delayed completion of the project in Kopili HEP 
Stage-II with consequential deferment of commercial operation due to non-avai lability of 
adequate water at the end of the rainy season. 

(Para 8.4.4) 

Summary of recommendations 

1. The process of acquiring clearances needs to be reviewed in view of delay in 
obtaining environmental clearances. The Companies should also request 
Ministry of Power (MOP) to conduct Environment lmpact Assessment (EIA) 
and Environment Management Plan (EMP) through Ministry of Environment 
and Forests' (MoEF) institutional arrangements to ensure expeditious 
clearance of hydro electric projects. 

2. The companies may request MOP to resolve contentious issues like flood 
moderation, type of the proj ects (run-of the river or storage scheme) prior to 
allotment/ taking-up of a hydel project. 
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3. To ensure transparency in the bidding process, date of submission of pre­
qualification documents and technical bid should be specified and pre­
qualification of bidders should be finalised within the specified date. 

4. NHPC may consider entering into strategic tie-ups with reputed international 
survey agencies f or increasing the effectiveness of Survey and 
lnvestigation(S&l). 

5. The time and money stipulated f or carrying out S&I may be suitably enhanced 
in line with global standards. 

6. Jn view of cost involved, NEEPCO and MOP need to take early decision 
regarding continuation of the Tuirial proj ect. Further, future DPRs should be 
prepared 011 the basis of adequate investigation to avoid major deviations duri11g 
execution of proj ects. 

7. With the changing policies/rules in allotment of hydel projects, the companies 
need to vigorously pursue with the MOP, Government of India (GO/) as well as 
State Governments to avert the loss of potential and attractive sites. The 
companies may also f orward strategic proposal to the GO/ f or clubbing the 
relatively easy sites with tougher ones for development by them. 

8. I l 11troduction 

8.1. / The No11h Eastern region (NER) and Eastern region (ER) of Ind ia have huge 
hydro electric power potent ial. The potential has bt.:cn estimated at 5897 1 MW and I 0949 
MW in NER and ER respecti vely which together constitutes 47 per cent of the country 's 
total hydro potential. Out of the total estimated potential of 5897 1 MW and I 0949 MW. 
only 4029 MW (seven per cent) and 5755 MW (53 per ce11t) has been tapped in NER and 
ER respecti vely. 

HPC Limited was set up in 1975 to plan. organise and promote integrated and efficient 
de\elopment of hydroe lectric power. The installed capacity of HPC was 5 175 MW of 
hydropower. During t01

h Plan (2002-03 to 2006-07) NHPC targetted a capacity addition 
of 4357 MW 1

• This wa!-. subsequently re' i'>ed to 3252 MW inc luding 642 MW in the 
ER/NER. 

NEEPCO was set up in 1976 with a mandate to plan. organise. promote, investigate. 
survey. design, construct. generate. operate and maintain hydro and thermal power 
stations in the NER. As on March 2008, NEEPCO had an installed capacity of 1130 MW 
(755 MW hydro and 375 MW thermal). During the I01

h Plan period. NEEPCO was given 
a capacity addition target of 85 MW. 

8. 1.2 Energy security 

Going by the nine per ce11t growth envi'>aged in the J l1
h Five Year Plan, the Central 

Electricity Authori ty (CEA) assessed a requirement of addi tional generation of one lakh 
MW of power by the year 20 12 to achieve po"" er for all. The capacity addition planned 
and achieved during Five Year Plans were a-, under: 

1 All India target 
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Table 8.1 

Five year Plan All India Tar!!ct (MW) Achieved (MW) Achievement (~ ) 

8'h .10538 16423 53.8 

9•h -l0'.!45 19 11 9 47.5 

1o•h -l l 11 0 21180 51.5 

The above table shows that actual capacity addition during the last three five-year plans 
ranged around 50 per cent. This was largely on account of delays in environmental 
clearance, geological surprises. natural ca lamities, rehabilitation and resettlement issues, 
appraisal problems. delays in sign ing of Memorandum of Understanding (MOU) and 
delays in investment decisions. These led to peak shortage ( 12.6 per cent) as well as 
energy shortage (7.5 per cent) on account of mismatch between demand and capacity. In 
thi s scenario and the fact that India is not endowed with large primary energy reserve, 
expeditious development of hydel power assumes significance. Hyde! stations are the 
best choice for meeting peak demand. In addition. hydel stations are eco-friendly and do 
not have any emissions. 

8.1.3 Scope of A udit 

The performance audit cover'> the implementation of I 01
h Plan Hyde I Projects in North 

Eastern regions and Eastern regions by NEEPCO and NHPC during 2002-03 to 2007-08. 

8.1 . ./ Audit objectives 

The performance audit was conducted to assess whether: 

• the capacity addition programmes were drawn up on the basis of detailed study; 

• time taken to obtain various clearances from different project clearance authorities 
were reasonable: 

• contract management \\as sound and effecti.,, e: 

• projects were implemented efficient!) and economicall): and 

• achievement was consi'>tent with the targets '>Cl in I ()1
h Plan. 

8.1.5 Audit criteria 

The following criteria were adopted for re\ 1ew111g the implementation of !01
" Plan 

projects: 

• Guide lines on project clearance issued by Ministry of Power (MOP), Government 
of India; 

, Parameters set in Detailed Project Reports (DPR'i ): 

• CEA and Central Water Commission (CWC) guidelines/Company Guidelines/ 
Industry best practices on implementatit111 of Hyde! projects: 

• Central Vigilan-:e Commi'>sion (CVC) guidelines on contract'>: and 

• Geological Surve) Reports. 
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8. I . 6 Audit methodo/ogy 

Arter a preliminary <;tud} and collection ol bad .. ground information. Entry conference'> 
were held on ..+ March 2008 ( HPC ) and 22 April 2008 ( EEPCO) for discu-..,ion of 
audit objectives and audit criteria with the Managemenh of the companies. Te-.t audit 
wa-. conducted during April 2008 to Augu-.t 2008. Finally. Exit conferences were held on 
11 August 2008 (NEEPCO) and 14 Augu1.,t 2008 (NHPC) to discu-.-. the aud it findings 
and recommendations. 

8. I. 7 Audit sampling 

In ca1.,e of NEEPCO. all major contract-.. ( 15) \aluing R-... five crore and above were 
selected for examination. All the minor contract\ in Bichom Dam Complex ( Kameng 
project) \aluing Rs.SO lakh to R-..5 cnm~ \\en: -,elected and from the remaining contract'. 
(577) \aluing less than R-..50 la"h. 30 contrach ''ere 'ieleLled b) adopting -.imple random 
sampling method. In case of HPC. all contrach I 16) \alu1ng R-... fi\\~ crore and abo\e 
v.ere -..elected by audit. 25 J>er cc111 of the 62 minor contract'> of Tee-..ta-V. Tee-..ta Low 
Dam Project (TLDP)-111 and TLDP-IV \aluing R-,.50 la"h lo R'>. 5 crore were selected 
and from the remaining 2192 contrach \aluing le-...., than R-...50 la"h. 30 contrach \\ere 
selected by adopting '>imple random -.ampl1ng method. 

8.1.8 Audit acknowledgement 

Audit ac"nowledges the cooperation and a-.-.i..,tance extended b) the Management-. of 
NHPC and NEEPCO at\ arious stages or the performanci.; audit. 

8.2. JO'" Plan targets 1•is-a-1•is achievements 

EEPCO could add a capacit} of only 25 f\I~ ag.tinst the propo'>ed capacity addiuon of 
85 MW (Annexure-XX/11). Further. again"! the 10111 Plan outla) of R ... . 2.509 crore for 
implementation of eight H)dro Electric Pro1ec1" !HEP-,). NEEPCO could utih"e uni) 
Rs.692 crore till March 2007 and R'>.983 crore till March 2008 (Annexure-XXH'l. Out 
of eight projects. t\\ o project... v.cre umk1 e\ecut1on ( Kameng HEP and Tuirial HEP). one 
project wa" comrnis ... ioned ( Kopili Stage II l. l\\ o projects were being handed 0\ er to the 
State Gmernment (Lo\l,er Kopili llEP and Tui,,11 HEPl and two pro.1ecL'> were <ma1t1ng 
clearance (Pare HEP and Tipaimu"h lll:Pl. 1-unhcr. DPR of Ranganadi Stage-II HEP 
wa ... not approved due lo high tariff and the Stale Government had also withdra\\ n all 
authori.,<1t1on for underta"in~ Sur\ey and lll\c..,llgation (S&I) \vor"" and preparation or 
OPR for projects where no l'v~OA was :-.igned. I hu'>. execution of this project on ''hi ch 
NEEPCO incurred R .... 7.37 crore (upto Ma) 200~) had been stopped. 

Again..,! the proposed capacit) addition ol 6-L2 i\1\V in NER and ER. HPC could not add 
an) capacit} within the 10111 Plan. h1rther. ,1ga1n...i the IO'h Plan oucla) of R .... 12.755 crore 
lor implementation of 13 hydel projcch. \\h1ch "a" re\ised lo Rs 6.853 crore during mid­
term apprai.,al or 10'11 Plan. HPC util1..,etl onl::. R-. .. 1.998 crore \\ithin the Plan period 
<March 2007) and R-..5.165 crore till M.in .. h 2008 (A nnexure-XXi'). Out of 13 '\HPC 
projects (A 1111ex11re-XX.Vf), two projech \\ere "cheduled for co1111111.,.,ioning during 10 
Plan H(rncver. onl) Tee.,ta Stage V I IEP h,1.., been commis.,ioned till April 2008 after 
de ht).., of 13 month-. from the "chedulcd date nl completion. Two projects were handed 
O\er to pri\lllc developer-,. three project\ \\erl' ,1bandoncd. four project'> were !,icing 
stoppage and three project.., namely TLDP-111. TLDP-IV and Suban'-.iri Lower Project 
<SLPJ were under execution (March 2008). NI IPC had incurred an ex penditure of 
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R .1.957 crore ti ll March 2008 (A llnexure- XXV and XXVI) on Suban iri Lower Project 
without signing the MOU for this project with the Government of Arunachal Pradesh 
(GOAP). NHPC had taken up the issue of igning of MOU with MOP but it yielded no 
fruitful result (September 2008). 

The reasons for gross under- ucili ation of plan outlay were as under: 

• Delays in environmental and forest clearance coupled with de lays in investment 
decisions, signi ng of MOU and Memorandum of Agreement (MOA) with che 
State Governments (A 1111exure-XXVIII, paras 8.3 and 8.5.4). 

• Preparation and approval of DPR with inadequate and invalid data with 
consequential changes in drawings and design leading to time and cost over-runs 
(paras 8.4./ and 8.4.3). 

• Delays in award of works, delays in supplies and construction by contractors and 
contractual problems (paras 8.4.1, 8.4.2 alld 8.4.4). 

• Natural calamities and geological surpri es (paras 8.5.2.2, 8.5.2.5 and 8.5.2.6). 

• Handing over of projects to the private developer by one of the Seate 
Governments (para 8.5.4). 

• Law and order problems and lack of effective co-ordination among che 
mu lti lateral agencies includi ng State Governments (Amzexure-XXVI). 

8.3. Procedure f or clearance of Hydro-electric power projects 

The guidelines issued (June 200 I) by the MOP envisaged three tage development of 
new Hydroelectric Power Project. Stage-I involved vetting of e timates, Ministry of 
Environment and Fore ts' (MoEF) clearance. commercial viability and Stage-fl involved 
preparation of DPR. completion of Environment Impact A sessment (EIA) and 
Environment Management Plan (EMP). Techno-Economic Clearance (TEC). land 
acquisition and infrastructure works. Public Investment Board (PlB) meeting and 
submission of Cabinet Committee of Economic Affairs (CCEA) note. Stage I and Stage 
II were to be completed within one year and one and a half years respectively. Actual 
project execution would be done during Stage-lll. which begin. wi th the approval of 
CCEA. which speci fies sanctioned cost and the scheduled time for completion of the 
project. 

It was observed that total time taken for two stage clearances of the four ongoing projects 
in ER and NER of NHPC under I 0111 Plan ranged between 37 months and 63 months2

• 

Scrutiny revealed that the delays occurred as NHPC submitted incomplete proposal 
forms, delay in examination of proposals by clearance authorities, raising of multiple set 
of querie<; in phases by different project clearance authoritiesJ and Management's delay 
in . ubmission of compliance report to MoEF for final forest clearance (Annexure­
XXVll). The delays would have been considerably reduced if the Management had 
submitted their application form complete in all respects and the tatutory authoritie. had 
raised their respective queries at one go. Further, simultaneous processing of forest and 

1 From handing over of projects to the Company to the date of Forest clearances I CCEA Clearance. 
·
1 Central Electricity Authority, Ministry of Environment and Forest, Central Public Investment Board 

and Cabinet Committee of Economic Affairs. 
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environmental clearances with preparation of Feasibility Report (FR), EIA and EMP 
study wou ld have saved the time taken for getting final forest clearance. 

rt was also observed that time taken for two stage clearance of the two ongoing projects 
under 10th Plan of NEEPCO ranged between 46 lO 68 months. Scrutiny revealed that the 
delays occurred due to failure to complete pre-construction and infrastructure activities in 
time. delays in signing of Power Purchase Agreements (PPA) by State Governments, 
delays in forest clearance and submission of DPR with inadequate data (Annexure­
XXV/ll, paras 8.4.1and 8.4.3). 

Recommendation No. 8.1 

The process of acquiring clearances needs to be reviewed in view of delay in obtaining 
environmental clearances. The Companies should also request MOP to conduct EIA 
and EMP through MoEF's institutional arrangements to ensure expeditious clearance 
of hydro electric projects. 

8.4 NEEPCO 

The aud it finding regarding the execution of the projects by NEEPCO and the reasons for 
de lay are discussed in the subsequent paragraphs. 

8.4.1 Design changes 

Before executing any project. survey and investigation (S&l) to ascertain the geological 
features likely to be encountered are conducted. DPRs are prepared on the basis of S&l 
and submitted to CEA for TEC and thereafter to CCEA for final approval. Once CCEA 
approval is accorded, actual execution of the project commences. CEAJCCEA approval is 
necessary in case of subsequent changes in the project parameters. DPRs for Kameng 
HEP (600 MW) and Tuirial HEP were prepared by CWC in 1982 and 1991 respectively. 

Audit observed that in Kameng HEP. NEEPCO during the pre-construction stage 
conducted further geological investigations and modified the drawings and design 
envisaged in the DPR. This necessitated the shift ing of Bichom Dam. Tenga Dam and the 
power house as well as reduction in the height of the dam and live storage of the 
reservoirs. However, the NEEPCO failed to su itably apprise the CEA at the time of 
submission (August 2003) of the revised cost estimate. NEEPCO informed (October 
2003) CEA that project parameters and salient features of the project. as approved earlier, 
were unchanged. Thus, CCEA approval (December 2004) for the revised cost of 
Rs.2,496.90 crore was obtained for project parameters which were no longer valid. CEA 
noticed the alteration in design parameters in September 2005. MOP thereafter 
constituted (January 2006) a committee to examine reasons for the changes in design. 
The committee also suggested (April 2006) lowering of crest level of the dams and 
increase of live storage of both Bichorn and Tenga Reservoirs. As a result of failure to 
inform CEA of modifications to original plan, work of Bichom Dam was suspended in 
April 2006 and was resumed only in Apri l 2008 after finalisation of revised design. 

The Management stated that modification was incorporated in the PTB Memo and Note to 
CCEA. 

The reply of the Management was not tenable as the committee constituted by MOP 
observed that it was a major lapse on the part of NEEPCO. 
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Similarly in Tuirial HEP. instead of reviewing the project features on the basis of updated 
data before seeking clearances, NEEPCO merely updated the cost and obtained TEC 
(August 1998) and CCEA approval (Ju ly 1998) for Rs.368.72 crore. After receiving 
CCEA clearance, NEEPCO undertook fresh investigations which resulted in revision of 
design and consequential change in the cost. Thereafter the project feasibi lity report was 
finalised (December l 999). It was observed that in violation of laid down procedure, 
NEEPCO did not inform CEA and CWC regarding design changes and cost variations. 
Consequently. cost was increased by 25 per cent from the original estimate of Rs.368.72 
crore. NEEPCO placed Letters of Intent (LOI) for Lots I, II and Il1 only between 
September 200 I and December 2002. The work. was suspended due to law and order 
problem (June 2004), onl) 30 per cent of the work was completed. After the 
improvement of law and order situation, NEEPCO submjtted in December 2007 a 
proposal to MOP seeking a decision on continuance or closure of the project. The project 
cost was revi ed to Rs.705.17 crore at January 2008 price level. CEA, however, observed 
(May 2008) that the completion of the project including claims of the contractors for 
stoppage of work was estimated to cost Rs. I. I 00 crore. On the basis of revised project 
cost. the project has become economically unviable. Thus. on account of delay the future 
of Tuirial HEP was in jeopardy even after an investment of Rs.266 crore. 

The Management accepted (October 2008) that proper planning in inve tigation was 
lacking. 

8.4.2 Contract ma11ageme11t 

8.4.2.1 Selection of contractor 

Review of placement of work orders for 15 packages/contracts of Kameng HEP and 
Tuirial HEP revealed that LOI for civil packages (L II and TII) of Kameng HEP were 
placed with Patel Engineer Limited (as Joint Venture in case of package-I) in December 
2004 with the stipulation to complete the work. in 51 months. Progress of work was, 
however. unsatisfactory (Armexure-XXIX and paras 8.4.3.1 and 8.4.3.2). The distance 
between the three main work sites. namely Kimi, Tenga and Bichom ranged between 45 
kilometre (km) to 154 km. Considering the need to deploy resources simultaneously in 
the widely dispersed sites and the magnitude of individual civil packages (Rs. 116.40 
crore to Rs.143 .8 1 crore) the Management should have avoided selection of common 
bidder for all the three packages. 

Accepting the audit observation. the Management agreed (October 2008) to avoid 
selection of common contractor for more than one pack.age in future projects. 

8.4.3 Inadequate survey and investigation 

8.4.3.J Head Race Tunnel (HRT) 

To ensure timely execution of pmJccts. detailed S&l should be carried out and works of 
critical importance should be executed on priority basis by mobilising adequate men and 
material. lt was observed that detailed imcstigations before starting boring work. of HRT 
were not carried out in Kameng HEP. Consequently. geological surprises like shear 
zone4

, thrust zone, entrapped v.atcr. gas and loose muck in the area of HRT were 
encountered during construction which re!-.ulted in deviation in quantities and increase in 

"Shear 1.011e is a wide 1.011e of distrib111n/ .\hearing i11 rock. 
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lhe value of works executed from R<;.J ( lal-.h 10 R .... 1.28 crore. Further. though lhe work 
of HRT inilially sta11ed in March 2005. aclual work wa ... delayed b) about one year due lo 
delay in deployment of con..,truction equipment b) the contractor. Therefore. to complete 
the excavation within the 'icheduled time (June 2008). the rate of excavation should have 
been increa'>ed to 660 metre per month. The actual progress. ho\\e\er. was 31 metre per 
month on an average. NEEPCO thereafter. (kci(kd (December 2007) to induct additional 
tunneling equipment to enhance the rate of tunnel boring with grant of additional interest 
free advance of Rs.18.50 crore. However. the addi tional tunnelling equipment had not 
been commissioned till September 2008. A-.. a re-..ult. the completion 'iChedule of the HRT 
had 10 be extended till April 20 I 0. It was al-,o observed that the Management did not 
invol-.e penal clauses against the contractor a-.. prm ided for in the agreement. 

The Management accepted (October 2008) that despite all round efforts progress wa-. not 
a.., per target. 

8 . .J.3.2 Change i11 pen stock profile 

On the basi'> of inadequate geological dat,1. the penstock5 was em i'>aged to he full) 
underground with inclined <>haft al two '>tage.., . .'\ccordingl), locauon.., of Adi th-V and 
Adit VI were '>elected. Con-,truction of Adit-VI. taken up in Januar) 2005. was frequenll) 
hindered by a series of hea\ y and conlinuou-. rock fall. chimne) formation and heavy 
ingre'>s of water at different point'>. On the ba-.i'> of further geological '> tudy and al-..o 
con-;idering the inability of the contractor to exca\ate shafts and tunnels successfu l!) . it 
wa.., decided (May 2005) 10 convert the underground penstocl-. to ..,urface penstocl-.. 
Accordingly, the worl-. of Adit-V and Adit-VI was abandoned after incurring an 
expenditure of Rs.3.17 crore. Moreover. the modified penstock <,cheme would require 
extra worb for open exca\ ation and other related items estimated (June 2008) to co..,t 
Rs.7..+0 crore. 

The Management stated !October 2008) that HPT la)OUl under re\ i'ied parameter.., had 
been lirmed up and boring \\Ori-. of underground pre..,..,ure shaft had already been tal-.en 
up. 

8.4.4 Time over-run of completed project 

The 25 M\V Kopili HEP Stage- II wa.., cleared h) CCEA in July 1999 at an approved co..,t 
of R'i.76.09 crore ( 1998 price lc\el) with commi-..-..ioning '>chedule of July 200J. The 
project \\as completed in December 200J at a cmt of R ..... 95.02 crore. Anal)sis revealed 
that time O\er-run was mainly due 10 irregular llO\\ of funds to the ..,ire as a re.,ult of 
which pa) ments to the contractors were often delayed affecting the progre ... s of \\or!-.. 
delay-.. 111 -;ettlement of rate'> of supplemen1a1) item'> of worl-. and di..,crepanc) in 

con..,truction drawings. It \\a., ,1 (.,0 noti<.:ed that equipment and acce'>sonc., supplied h) 
Rharat Hem) Electricals Limited \\ere not in conform it) with the apprO\ ed drawing-.. and 
thu-.. required modification'>. Audit al-.o obsened that by the tune the unit v,,.,., te-..1 
")nchrn111-.ed in December 200J. the ram) ..,e,1-..on \\a'> over and the \\aler available \\a-. 
not adequate for 72 hour-..· tri,ll operation before cornmerc1al oper,111011. Therefore. 
commercial operation .,tarted onl) from Jul:- 200.+. 

1 Pipe which carrie~ water from re\l'rl'<llr to t11rhi11n in the power house. 
h \dit i\ a typt of entrance to 1111der1:ro1111d 1111111£'1\ (1111da comtruction) which i1 l111ri:.1111tal or nt•arfr 

l111ri:.011tal. . 
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The Management stated (October 2008) that delay was also due to adverse law and order 
problem. water problem, adverse geological formation and shifting of transmission tower. 
Thus, poor fund and contract management delayed completion of the project, with 
consequential deferment of commercial operation. 

Recommendation No. 8.2 

(i) In view of cost involved, NEEPCO and MOP need to take early decision 
regarding continuation of the Tuirial project. Further, future DPRs should be 
prepared 011 the basis of adequate investigation to avoid major deviations during 
execution of projects. 

(ii) NEEPCO should ensure that CEA/MOP are kept informed of any expected 
changes in design parameters to avoid delays in completion of project. 

8.5 NHPC 

8.5. I Contract management 

The total number of major packages for implementation of Teesta-V, TLDP-111 , TLDP­
IV and SLP were six , three, three and four respectively. The observations of audit on the 
process of tendering from issue of Notice Inviting Tender to final selecti on of contractors 
of these 16 packages are dealt with in the succeeding paragraphs. 

8.5.1.1 Selection of contractors 

(i ) Civil works for Teesta Stage- V were executed in four packages. For each of these 
packages. fre-qualification of bidder was made by the Tender Committee by August 
2000. GIL along with its JV partner was pre-qualified only for package four. On the 
representation of three bidders including GIL, HPC revised the li st of pre-qualified 
bidders for the other three packages. GIL was not included. On further representation by 
GIL. the NHPC considered (September 2000) GIL for the third package though GIL had 
failed to pre-qualify twice for thi s package. 

The Management's reply offered no justification for this. NHPC in this process took 60 
days for revision of the list. Therea fter. bid documents were issued to nine pre-qualified 
bidders. six of whom submitted bids and were found technically suitable. On opening of 
price bids (February 2001 ). Sikkim JV became the LI bidder. The Tender Committee, 
however, disqualified Sikkim JV as it sought Lo change the Joint Venture partner. As the 
bid document did not have a suitable penal clause, there was no deterrent to prevent exit 
of the qualified LI bidder. Consequently, the contract of Rs.349 crore went to GIL, the 
L2 bidder, though they had fail ed to pre-quali fy tw ice on various grounds. 

(ii) Pre qualification (PQ) documents for electromechanical work of TLDP- lTI were sold 
even after expiry of the validity period. 

The Management stated (June 2008) that thi s was done at the request of three 
internationall y reputed firms as well as for obtaining better competitive rates. 

The Management's contention is to be viewed in the li ght of the fact that 13 firms had 
purchased PQ documents within the due date. 

7 Gammon India Limited 

128 



Report No. PA 27 of 2009-10 

(ii i )As per June 2004 circular tendering activ ities from the date of publication of NIT to 
the date of issue of letter of award were to be completed within 9.5 months. ft was 
ob:-.erved that out of 16 major packages. tendering activities of 15 packages took 14.5 
months to 3 L .5 months. 

The Management stated that extensions during tendering did not have any impact on the 
award of work, which was linked with CCEA approval. 

The contention of the Management was not tenable because even after CCEA approval, 
the tendering process took 13 to 33 months in 10 cases out of 16 cases. 

8.5.1.2 Short comings in contract documentation and monitoring 

lt was observed that: 

(i) Contract conditions of FJDJC8 were adopted with certain modifications. These 
modifications, however, fai led to keep a ba lance between rights and obligations of the 
NHPC and the contractors. As a result, 7.+ claims (March 2008) amounting to Rs.905. 16 
crore were lodged by the contractors. 

The Management replied that GOl has constitu ted (March 2008) a task- force for 
deve lopment of Model Contract Documents for hydro projects. 

(ii) As per sub-clause 52.2 of the contract document. in case of deviation of Bi ll Order 
Quantity (BOQ) beyond 25 per ce11r to 30 per cent and more than two per cent of 
contract sum, contractors would get revised rates for the deviated quantities. The 
mechanism fo r working out rev ised rates for deviated quantities and extra items, 
however, was not clearly specified. As a resu lt, the rate submitted by the contractor was 
not accepted by NHPC lead ing to delay in fina lisation of rev ised rates as well as disputes 
with the contractors. 

The Management replied that recommendation made by a committee formetj for 
developing the mechanism of working out revised rates for dev iated quanti ties and extra 
items in December 2006 was yet to be approved. 

(iii)Contract document relating to the BOQ rates for concrete/short-crete9 indicated that 
payment to contractor shall be adjusted upward or downward at the rate of cement 
stipulated in schedule 'B '. It was observed that schedule ' B' was missing from the 
contract document. As a result, when a dispute arose with contractors in respect of 
fi xation of rates for reimbursement of claim of Rs. 12.05 crore (March 2008) for use of 
cement more than nominal content 10

, the same could not be settled. The arbitration award 
went in favour of the contractors. 

The Management accepted that absence of schedule 'B' in the contract document was 
responsible for arbitration award in favour of the contractor. 

8.5.1.3 Improper monitoring of claims 

As per contractual provisions, in case of any damage contractors were solely responsible 
for lodging and persuasion of claims with insurance companies. In the event of part 
settlement and disallowance by insurance companies, the loss was to be borne by the 

8 Federation Internatio11ale Des lngenieurs Council 
9 Concrete applied by spraying 
10 Prescribed cement content used in different class of concrete. 
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NHPC and the contractors in proportion to their responsibilities. Further, to monitor the 
follow up of claims by the contractors, project heads were required to appoint a Nodal 
Officer who would send quarterl y report to Corporate Office. Respective engineer -in­
charge were also required to maintain a register containing detail of in. urance claim 
made by contractor for each major contract package and to complain to In uran _e 
Regulatory Development Authority (IRDA) in case of delay in ettlement of claims. 
Scrutiny revealed that the e in tructions of the Corporate Office were not fo llowed. As a 
resu lt, under insurance, contractors' delays in lodging claims, poor follow up with 
insurance companies; delay in submission of information sought by surveyors, fai lure to 
conte t the surveyors' fi nal report, and to take up the issue of delayed settlement with 
IRDA could not be effectively monitored. Thi led to a loss of R .37.19 crore (March 
2008) on account of disallowance or part ettlement of insurance claim . The 
Management tated (October 2008) that the ob ervation of Audit had already been acted 
upon. 

Recommendation No. 8.3 

(i) To ensure transparency in the bidding process, date of submission of Pre­
Qualification documents and technical bid should be specified and prequalification of 
bidders should be finalised within the specified date. 

(ii) Evaluation criteria should be incorporated in bid document ill clear and 
unambiguous terms as this criterion is very important to evaluate bids in a transparent 
manner. 

8.5.2 Project execution 

8.5.2. 1 A indicated in para 8.2, one project had been completed and three projects were 
. under execution. Teesta Stage- V, commi sioned in Apri l 2008, su tained a time over run 
of about 13 months with con. equen t cost over run of Rs.450 crore. Other project were 
al o lagging behind the CCEA approved chedule as indicated below: 

Table 8.2 

Name of Commissioning Actual/ Maj or reasons for delay 
the project schedule a nticipa ted 

commi s ioning 

Teesta -V February 2007 April 2008 Geological surprises and van au on in Bill order 
auantities (Paras 8.5.2.2 and 8.5.2.3) 

TLOP-111 March 2007 September 2009 Delay in seulement of Net present value issue, 
delayed in avai labi lity of drawings and flash flood 
(Annexure-XXVll paras 8.5.2.4 and 8.5.2.5) 

TLOP-IV September 2009 August 20 10 Delay in handing over fronts , delayed avai lability of 
dra"' ings and flash flood (A1111ex11re-XXVI , paras 
8.5.2.4 and 8.5.2.5) 

Subansiri September 20 I 0 January 201 2 Delay m settlement of NPV issue and landslides 
Lower (Paras 8.5.3. / and 8.5.2.6) 

8.5.2.2 Geological surprises 

NHPC had executed l l hydel projects in the Himalayan range fac ing geological surprises 
like collapses and rock falls, heavy ingres of water under arte ian condition and 
perched underground reservoir . Likelihood of geological surpri e not anticipated at the 
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time of preparation of DPR results in increase in the project co t as well a delay in 
completion of scheduled works. Such geological surprises can be considerabl y minimised 
provided adequate S&l is carried out during preparation of DPRs. 

Audit observed that despite the frequency of geological adversities, NHPC did not 
maintain records detailing these occurrences. Because of this, the NHPC also could not 
develop data bank compiling experiences gathered in course of execution of projects, 
which could have helped in understanding the critical issues for future reference. It was 
further observed that the actual expenditure (Rs.38.48 crore) on S&I fell short of the 
approved cost (Rs.62.56 crore). This was an acti vity which needs to be done thoroughl y 
since it would have very serious implications on project execution. 

The consultants engaged by NHPC for conducti ng Business Process Re-Engineering and 
Re-Structuring also opined (October 2008) that the time and money expended for 
carrying out S&I was on the lower side compared to global standards. The consultants 
felt that the NHPC needed to enter into international tie-ups for increa ing the 
effecti veness of S&I and to bring internationally adopted methods and techniques to the 

projects. 

It was also seen that most of the NHPC projects, which were delayed, had been affected 
by geological surprises. For instance. in case of lot-3 and lot-4 in Teesta-V more than 90 
per cent of time extension (495 days and I 029 days respecti vely) was due to geolog ical 
surprises. The magnitude of geological delay:-. was due to either deficiency in S&I at DPR 
stage or relaxation of condition stipulated in the DPR during execution. 

In case of Lot 4 work. in terms of the DPR. the HRT was anticipated to have a length of 
35 per cent poor to very poor rock. Actuall y more than 90 per ce111 of the length had poor 
to very poor rock indicating inadequate S&I. In case of Lot-3. ti me extension was gi\en 
to the contractor (GIL) on account of geology wi thout imposition of liquidated damage:-.. 
The Management' s contention that time extension was given on account of formation of 
cavities and collapses was not tenable as there was no negative variation of rock 
classification compared to prediction for Lot 3 work. 

Audit also observed that in violation of terms and conditions of TEC clearance. NHPC 
did not request the MOP to constitute an expert committee consisting of repre:-.entatives 
of the Government of West Bengal . Geological Survey of lndia. CWC and CEA for 
recommendation of enhanced cost due to geological surprises. The Management replied 
(October 2008) that NHPC would take up the case of geological surprises with the MOP 
after basic compilation of the information. Further, in the absence of systematic 
maintenance of record of geological surprises. NHPC may face diffi culties in getti ng the 
enhanced cost approved by the technical committee. 

8.5.2.3 Wide variations i11 Bill Order Quantity (BOQ) 

There were wide variations in BOQ in Ci\ ii works ranging from (-)I 00 per cen1 to 39.900 
per ce111 (39,680 per ce111 and 39.900 per cent at one occasion each) at Tee.,La-V. 
De\ iations led to addi tional expenditure of Rs.200.90 crore (upto April 2008). NHPC 
add itionally incuned expenditure of Rs.39.65 crore for the extra items of wor\... not 
covered in BOQ. Further. there were also wide variat ions in BOQ at Subansiri Lower. 
which ranged betwee n 2 per cent and 9993 per cent leading to add itional expenditure of 
Rs.45 crore. Such wide variations in BOQ quantities and extra items of wor\... led to 
considerable delays in execution or wor\...s. The main reasons for deviations with 

13 1 



Report No. PA 27of2009-10 

con equent increase in cope of work were unfore een circum tances ari sing out of 
change in geological conditions not envisaged in the DPR (refer to para 8.5.2.2), change 
in construction design and drawings, technical specification and site requirement and 
inadequate provisions in the contract. The Management stated (August and October 
2008) that the extent to which variation can be reduced through S&l remained a point of 
debate and that the extra items and variations in BOQ quantities were unavoidable in the 
hydro projects due to non-homogeneity of the strata in the Himalayas. While it is 
accepted that variation in BOQ quantities cannot be eliminated altogether, scope for 
such variations could have been considerably reduced through adequate survey, 
investigation and geological exploration at the DPR tage (refer to para 8.5.2.2). 

8.5.2.4 Delay in availability of drawings 

Drawing and De ign (D&D) Division is required to deliver construction drawings to the 
contractor 90 days prior to commencement of civil work. Audit, observed that NHPC 
could not issue civil drawings in TLDP- lll and rv within the scheduled date resulting in 
stoppage of work. Scrutiny revealed that the main reasons for such delays were delay in 
furni shing required information to D&D Division by the project. dearth of staff in D&D 
Di vi ion and lack of inter-. ectional co-ordination. The Management stated that the time 
limit of 90 days wa not a contractual requirement. However, the fact remained that there 
was stoppage of works due to non-availability of drawings. 

8.5.2.5 Flash flood 

TLDP-111 and IV experienced two flash floods of above 5000 cubic metre per seconds 
(cumecs) in July 2007 resulting in a loss of Rs.42.90 crore on damage of project worh 
and cost of restoration thereof. The project authorities took six month to restart work. It 
was obsen ed that NHPC had planned di ver ion structure at both the projects based on I 0 
years· monsoon flood values of 5000 cumecs considering the discharge records at 
Coronation Bridge down stream of TLDP- IY. NHPC had not taken into account flood 
values of 5650 cumecs and 5250 cumecs recorded up stream of TLDP-lll and TLDP- IV 
in July 2003. Further as per contract, fl ood of more than 5000 cumecs i.n the river Teesta 
at barrage site was kept under excepted risk exempting the contractor from responsibility. 
NHPC did not take any insurance cover for the excepted risk. Thu . NHPC could not 
claim compensation from the 111<.;urance compan) for flood magnitude of more than 5000 
cumecs. CEA ob erved after the flash flood that projects should con'iidcr data for 25 
years or even more instead of ten years' data for designing di version tructure. 

8.5.2.6 Landslides in Subansiri Lower 

Subansiri Lower faced landslide at Surge Shaft in August 2005 due to non­
implementation of recommendations (Apri l 2005) of geologist. The Management stated 
that the contractor did not attend to the recommendations of the geologist despite 
communication from time to time. For this breach of instructions. NHPC did not impose 
an)' penalty; rather it paid an amount of Rs.1.99 crore towards claim<; of the contractor for 
idling of resources due to land..,lide<., and short settlement of claim bj in'>urance compan)'. 
Sub'>equently, there were rurthcr landslides at the powerhouse of the project in January 
2008. This was attributable to non-implementation of support measures suggested 
(January 2007) by Design Division, non-availability of data on rock movements due to 
lack of proper calibration of the installed instruments and non-installation of urvey 
targets and <;lope movement monitoring instruments. Further, the excavated slope behind 
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the powerhouse was high considering the shear parameters. The Management replied 
(October 2008) that additional support measures confirmed by Design Division to the 
project were in the process of implementation when the landslide of January 2008 took 
place. Thus. delay in extending additional support measures by the contractor led to the 
mishap. 

Recommendation No.8.4 

(i) NH PC may consider entering into strategic tie-ups with reputed international 
survey agencies for increasing the eff ectiveness of S&I. 

(ii) The time and money stipulated for carrying out S&I may be suitably enhanced 
in line with global standards. 

(iii) NHPC should expedite compilation of data bank of geological surprises 
encountered in various projects and ensure compliance with conditions stipulated in 
TEC/ CCEA clearances. 

8.5.3 Environment and ecology management 

Construction of hydro-projects in volves submergence of land. reservoir induced 
seismicity, forest degradation and soil eros ion, adverse impact on public health and 
necess itate rehabilitation and resettlement of project affected fami lies (PAFs). To 
mitigate the environmental impact, funds were al located out of project cost. The funds 
allocated were unevenly utili sed. Scrutiny also revealed that Catchment Area Treatment 
(CAT) Plan essential to check upstream soil erosion. forest degradati on and to meet the 
basic needs of the people was not implemented (June 2008) in TLDP-lll clue to dispute 
with State Government over fund requirement. Work on Catchment Area Treatment 
( 1,663 hectare) in Subansiri Lower Project scheduled to be completed in three years from 
Jul y, 2003 had not been taken up by the State Forest Department in spite of the issue 
being brought to the notice of MoEF. In Teesta-Y. site for muck disposal as stated in the 
contract agreement could not be fully acquired by the Management. The quantity of 
disposable muck was also not assessed real isticall y. This led to unauthorised dumping of 
muck on the left bank of river at dam site and encroachment on ri ver-bed for which forest 
department demanded (November 2002) Rs.1 5 crore as compensation for environmental 
loss. It was also observed in TLDP-IY that scattered dumping beyond designated areas 
caused riverbed pol lu tion. 

The Management stated (October 2008) that total CAT cost of Rs.6.85 crore had been 
intimated b) the Sikkim State Government (R .... 3.-+-l crore) and the West Bengal State 
Government (Rs.3.4 1 crore) and R-,.1 .37 crore v. as released to the Sikkim State 
Government in September 2008. 

8.5.3.J Net Present Value (NPV) 

In pursuance of the Supreme Coult deci~ion, MoEF issued guideline~ in September 2003. 
which stated that power companies would pay NPY of forestl and before final forest 
clearance of projects cleared after October 2002. The Management deposited (March 
2004) NPY for TLDP-lll v,,ithin three month~ of receiving the demand from the State 
Government. But in case of SLP. they sought wai,er of payment of NPY as pre-condition 
for forest clearance. The Supreme Court directed (September 2004) NHPC to deposit 
Rs.300 crore. Due to del ay in depositing NPY. the final forest clearance was delayed 
leading to commencement of work in Subansiri Lower 12 months after the scheduled 
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date. On account of such delays the Management had to pay Rs.24.86 crore to the 
contractor as idle charges. The Management stated that after vigorous efforts by the 
project authority with the Government of Arunachal Pradesh, there was revision of NPV 
rates resulting in saving of Rs.54 . 11 crore (September 2004). The reply was to be viewed 
in the light that delays in payment of NPV resulted in delays in the execution of the 
project and e calation of the cost of the project. 

8.5.3.2 Rehabilitation and Resettlement ( R&R) packages 

The approved cost of implementation of R&R packages of PAFs in four ongoing projects 
was Rs.8.61 crore, out of which Rs.4.61 crore has been utilised (March 2008). It wa 
observed that no expenditure was incurred (March 2008) in TLDP-JII and IV due to 
demand for revision of the compensation package by the PAFs (TLDP-HI) and non­
constitution of R&R Monitoring Committee (TLDP-IV). In Teesta-Y and Subansiri 
Lower, R&R packages were partly implemented due to non-development of 
infrastructural facil ity like training centre, primary health centre and shopping sheds. It 
was also observed that ex isting R&R packages do not provide adequate funds for welfare 
scheme on a sustained and continuous basis over the life of the projects and that existing 
packages do not have a suitable grievance redres. al mechani sm. The e packages were 
also not ba ed on common guidelines but were project specific. These concerns had since 
been addre ed by NHPC which had adopted (February 2008) a comprehensive R&R 
Policy, which was amended (May 2008) to comply with the National Rehabilitation and 
Resettlement Policy (NRRP) 2007 framed by the GOI. However, this policy was 
applicable to all future projects and not for on-going projects. 

Recommendation No. 8.5 

(i) The Management should request MOP for constitution of a special cell to liaise 
with MoEF for expeditious implementation of e11viro11me11tal plans. 

(ii) NHPC may consider extending the benefits of the new R&R policy to the on-going 
projects. 

8.5.4 Handing over of projects 

Siang and Su ban iri Bas in Projects were transferred to NHPC by Brahmaputra Board 
(BB) in March 2000 in compliance with the deci sion of Ministry of Water Resource . 
Thereafter, MOP issued (May 2000) a notification authoris ing NHPC to establish, 
operate and maintain these projects in the Central Sector. Accordingly, NHPC carried out 
detailed S&I for these projects and deployed resources in terms of money, manpower and 
knowledge ba e. Though MOP had approved the MOU in March 2003, the Government 
of Arunachal Pradesh (GOAP) did not sign the MOU, despite repeated persuasion by 
NHPC. Audit observed that there was lack of consensus among the State Governments on 
the issue of nood moderation and types of hydro schemes (run-of-the river project or 
storage schemes) which affected implementation of these projects. 

Subsequently, in February 2006 the GOAP unilatera ll y allotted the Siang Middle Project 
to Re liance Energy Limited (REL) and Lower Siang Project to Jaiprakash Associates. 
The State Government also asked (March 2006) NHPC to handover the Pre- feas ibility 
Report, DPR along with other documents to the developers concerned. The GOI Power 
Policies 1998 and 2003. however. lay emphasis on basin-wise development of hydro 
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potential: and tipulate that allotment of all the h1del projects abo\ e 100 MW are to be 
decided jointly by the Central and State Government. 

This would indirectly affect the continuity of Siang Upper/Intermediate project on which 
the NHPC had already incurred an expenditure of R .32. 16 crore. Beside . there would 
be further delays in execution of the projects due to updating of DPR, obtaining various 
clearances and mobilisation of resources. In fact. mere change in ownership of projects 
may not accelerate harnessing hydel power unless contentious issues like moderation of 
flood and types of hydro schemes to be implemented are sorted out. 

The Management stated that handing over of projects to private developers would not 
affect the per ·pective plan of the NHPC. 

The Management's repl y was not tenable because with almost complete withdrawal of 
NHPC from Siang Basin, the capac ity addition programme of NHPC during 11 •hand I 2

1
h 

Five Year Plan would be considerabl y affected with consequent deferment of revenue 
generation. 

Recommendation No. 8.6 

(i) The Companies may also request MOP to resolve co11te11tious issues like flood 
moderation, type of the projects (run-of the river or storage scheme) prior to 
allotment/taking-up of a hydel project. 

(ii) With the cha11gi11g policies/rules in allotment of Jzydel projects, the companies need 
to vigorously pursue with the MOP, the GO/ as well as State Governments to avert the 
loss of pote11tial and attractive sites. The Companies may also forward strategic 
proposal to the GO/ for clubbing the relatively easy sites with tougher ones for 

development by them. 

8.6. Conclusion 

Despite a mandate for developing hydcl project<; in the NER blessed with huge hydro 
power potential. NEEPCO could commission only 755 MW of hydropower during its 32 
years of ex istence due to its poor track record in execut ion of projects fac ing time over­
run up to six years. It could a1',o add onl y 25 MW capacity against the I oth Plan hydel 
capacity addition target of 85 MW while it utilised Rs.983 crore (March 2008) against 
I 0th Plan outl ay of Rs.2,509 crore. NH PC al so got mandate for execution of a number of 
projects in the NER and ER. NHPC could not make any capacity addition in the NER and 
ER against the proposed hydel capacity addition of 642 MW in the 10th Plan. However. 
Teesta Stage - Y of 510 MW had been added subsequently in April 2008. Further, NHPC 
could utilise onl y Rs.5,165 crore (March 2008) against the 10111 Plan outlay of Rs. 12,755 
crore for 13 hydel projects to be executed in these regions. Such under-performance was 
largely attributable to delays in environmental and fore t clearance coupled with delays in 
investment dec isions and signing of MOU, MOA wiih the State Governments, natural 
calamities. geological surprises and law and order problems and handing over some of 
the projects to the private de, elopers by the Government of Arunachal Pradesh. 

NEEPCO was also responsible for non-achievement of 101h Plan targets due to 
preparation of deficient DPRs with inadequate anti invalid data leading to substant ial 
changes in drawings and design during execution. Further, NEEPCO did not keep the 
CEA/MOP informed of the expected change!'> in the design parameters of the projects 
taken up for execution leading to c;;ubsequent complications. 
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As delay in obtaining requisite clearances had affected most of the projects, the 
Companies should work for adoption of a fast track mechanism for obtaining the 
requisite clearances as non-achievement of Plan targets for hydel projects not only affects 
energy security of the nation but also limits the economic growth of the country. Also 
geological surprises due to lack of adequate thrust on thorough S&I at the DPR stage 
being the major concern, the Companies need to focus on providing adequate resources 
and time for carrying out investigations in detai l. 

The matter was reported to the Ministry in January 2009; reply was awaited. 

136 



Report No. PA 27of2009-10 

[~~~~~~~M~IN_1_s_TR_Y~O-F_T_E_x_T_1L_E_s~~~~~~~J 
CHAPTER IX 

National Textile Corporation Limited 

Sale of surplus land and buildings 

Highlights 

System issues 

The prescribeJ criterion for fi\ation ol re..,erve price '''"'fol lowed in 17 c<N!" on ly out of 
79 ca"c" of .... ate of lanJ examined in auJit. Thi' had re..,ulted in fixation of lower re .... crvc 

pnce. 
(Para 9.7.2.1) 

Absence of'>) 'item for vetting of 'Minimum A..,..,urcd Return' reports resulted in undcr­
fixation of re .... ene price by Rs.49.l46 cron: in five t:a\es. 

(Para 9.7.2.18) 

Defects in the tender document'> rc-.ultcd in the los'> or Rs. 185. 10 crore in three cases. 

(Para 9.7.3) 

Compliance issues 

The Government of InJia (GOI) directives of not sel ling belov. the prevailing 
registration/circle rates were not followed rc'>ult ing in loss of opportunity to earn 
Rs. I 0.43 crore in six cases. 

(Para 9.7.5) 

Land and bui lJings were sold beltrn re'>erve price in contravention of the GOI direction'>. 

(Para 9. 7.6) 

Land was ..,old v. ithout fo ll ov.,ing the tender proces.., in contravemion of guideline\ of 
Board for Industrial and Financial Reconstruction (8 1FR ). 

(Para 9.7.7) 

Fixation of earnest money deposit (EMD) al a rate lower than that prescribed in the BIFR 
guideline .... resulted in loss of opportunity to earn Rs.89 lakh in case of Aurangabad 
Textile Mi ll. 

(Para 9.7.8(a)) 

on-receipt of EMD in demand draft.., in contra\ention to BIFR guideline., resulted in 
loss of revenue of Rs.57 .70 lah.h in 19 ca..,es. 

(Para 9.7.8(b)) 
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Extension of 96 to 1371 day'> for payment beyond 60 days from the due date of payment 
resulted in lo'>'> of interest of Rs.46.79 crorc in fou r case'>. Interest of Rs. l.34 crore was 
recovered less in six cases while granting extension within 60 days. 

(Para 9.7.8(c)) 

Summary of recomme11datio11s 

I. Specific guidelines, for sale of surplus land and buildings not considered in the 
revival schemes approved by Bl FR, may be fram ed. 

2. The valuation by Central Board of Direct Taxes should be obtained in all cases 
and given due consideration in fixation of reserve price. 

3. The GO/ may lay down guidelines for valuation of building structures/materials 
and the same may be applied uniformly in all the sub-offices. 

4. The Company may establish a proper system for verification of all the facts 
included in lender documents to a~·oid defects in tender documents. 

5. The internal controls in accounting system be strengthened. 

6. All the properties identified should be sold through public tender to fetch the 
maximum value. 

7. The Company should adhere to the guidelines prescribed by the BIFR. 

8. The GO/ may consider specifying modalities where the delay in payment 
exceeds 60 days. 

9. The schedule of sale of surplus assets should be synchronh.ed with the fund 
requirements for modemisatio11. The Management may ensure that fund 
realised from the sale is accounted for as per Bl FR guidelines. 

9. 1 Introduction 

National Textile Corporation Limited (Company) \\a'> incorporated in April 1968 with 
the main objecti ve of managing the affairs of sick textile undertakings taken over by the 
GOI. The Company was managing I 19 tex tile mill s through its nine subsidiaries. All 
these subsidiaries were declared sick (eight between 1992 and 1994 and one in December 
2005) under the Sick lndu-,trial Companies (Special Provisions) Act 1985. Revival 
schemes (2002) and a modified revival scheme (2006) were appro\cd by the Board for 
Industrial and Financial Rccon'>truction (B lFR)/GOI which envisaged closure of un viable 
mi lls and reviHll of viable mill'>. According to these schemes, 77 um iable mills were to 
be closed. 40 \ iable mills to be revived (22 through modernisation an<l 18 through public 
pri\ate partncr'>hip) and t\\O mills in Pondicherry 1 to be transferred to the State 
Government. The scheme \\as se lf-fina ncing, the fu nds real ised from sale of surplus 
assets were to be util ised for revival/modernisation. A:-.sct Sale Committee (ASC) was 
constituted for each subsidiar) to take decision.., regarding sale of surplus assets. With 
effect from I April 2006. all the nine subsidiaries were merged into the Company and a 
single ASC \\as constituted (July 2008). The ersl\\ hile subsidiaries exist as sub-offices of 
the Company. 

1 Now P11d11cherry. 
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9.2 Scope of . \udit 

The performanL'c audit cmen:d thL' ... ale or ..,urplu-, land and buildings from I \pnl 2002 
to JI MarL'h 2008 1n si\' or the nine "uh·ol rice" ot' the Compan). Performance audit on 
-,ale ol "urpJu.., land and build111g" h) till' "uh ul f 1.:c c .\ndhra Pradeo.,h. Kera la. Karnataka 
and Mahe) \\a-. included in C&: \(1 \ud1t Report :".io.-+ of 2005. Sale or o.,urplus land and 
building-. h) sub-office Uttar Pr.1de..,h ! 17 01 acre..,) and -.ub-offiL'e :\1adh)a Pradc..,h 
(35 .. 1.3 acn.!..,) \\ere not significant .ind therdore. not included in the perfonnance audit. 

The main i ... sue" considered in perlmmance .iud1t \\en.! identification or o.,urplu-, land and 
buildings. fi x.nion of re-,en c price. tendc1 prnce""· receipt of -,;.lie proL'ecds. internal 
control ") "tem and fund management. 

9.3 Audit objectfres 

The performanLe .1udit '"a" conducted to e\am1ne: 

• the e\1-.tencc L111d cffecti,ene"" of the s)-.te111 for identil'ication of o.,urplu-. ILtnd and 
huild1 ng.... fi \at ion of re..,en e priL'e. tL·nder proce'>s. receipt ol o.,alc proceelk 
111ternal control ")'>tern and fund 111anage111e111 ! S) o.,tem h-.ue-,1 . 

• the e\tent of compli.mce uf B 11· R/GOI gu 1dcl me-, and i n"truL'llon-. 1-.-,ued h) the 
Compan) for sa le or land and hulldinp. !Compliance f..,sue<;J: 

• that the ''hole proce..,.., ol o.,,Jle. ")-.tern" and procedure'> \\ere designed and 
operated in a manner that pnH11011:.., lran ... parenc) and the decision" were tah.en 111 
the he-.t 1ntcrcsh of the Com pan) 

9..1 ,\udit criteria 

The folio\\ 111g cntena were adopted to c\a1111ne '' hethcr: 

(i) BIFR/GOJ guideline.., were lolhmed regarding: 

(a) 1·1\ation of re..,ene price. 

(h) l-i\ation or Earneo.,t \1one) [)epo ... it and ih forfeiture. 

(L) Drafting of the tender doL·umenh. 

Cd) Receipt of "ale proceed-. and rL'cmcr) ol 1ntL're"t 1n ca'ics ol dcla)ed n:ce1ph. 

(c) Accounting of sale proceed:-. 

(ii) fn ..,truction-. i-,-.ucd b) the Company \\CrL' 111 compliance \\ith the rrn·R/GOI 
gu1dclinc..,. 

9.5 Audit methodology and sample \i-;,e 

9.5. I Ahc1 a prcl1mimtr) "tud) ,111d colkct1011 111 background 111t'ormat1011. an Entr) 
conl'crcnL'c ''a" held \\.ith the \l anagcmcm on 28 Fcbruar) 2008 to d1'>LLM the audit 
oh_1ccti\c-,. -.core or audit and audit nitena H.1-.cd on the examination of record" rclatim.! 
to 1dcntlfication. \ aluation. tendl'r .111d ... ak ol "urplu" land and building ... , a rreh111ina1') 

2 NTC (Delhi, Punjab and Rajw.than), \'TC (.Haharavlttra .Vort/i), NTC (Maharashtra South), NTC 
(West /Jengal, 1-\srnm, Bihar and Oriua), NTC (Tamil Nadu and Pondicherry) and ,\'TC (Gujarat). 
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report was issued Lo the Management on 18 AugusL 2008. Exit conference to discuss the 
aud it fi ndings was held on 9 September 2008. The Management's reply to the 
performance audit report was received in September 2008. 

9.5.2 Total surplus land of 2737.99 acres and buildings of 286.70 acres were identi fied 
for sale in the revival scheme. Of thi s, the Company sold 1354.80 acres of land and 
257.85 acres of bui ldings upto 3 1 March 2008. In the six sub-office selected for Audit, 
there were 11 0 cases (Amiexure - XXX) of sale upto March 2008 covering 790.68 acres 
of land and l 00.25 acres of buildings. An amount of Rs.38 19.44 crore was realised upto 
3 1 March 2008 by sale of surplus assets. All I I 0 cases (79 cases of land and 31 cases of 
bui ldings) were reviewed in Aud it. 

9.6 Acknowledgement 

Audit acknowledges the cooperation and assistance extended by the Manage ment at 
various stages of performance audi t. 

9. 7 Audit findings and recommendations 

System Issues 

9. 7. I Sale of surplus land and buildings not identified in the revival scheme 

Certain parcels of land which were not identi fied as surplus in the revival schemes were 
sold by the Company. A few cases are: 

SI. 

No. 
~-~ 

I . 

2. 

3. 

4. 

5. 

Name of the property 

Jyoti Wea\ing Milh. 
KolJ...ata 

Shree Mahalaxm i Cotton 
Mill s. 2-l paragana 

Moc.lei Mill. Nagpur 

Central Cotton Mill. 
HU\\ nth 

Bungalow of New City 
Mill. Worli Mumbai 

Tota l 

Table 9.1 

~ 1 Land Actua lly Differenc 
identified sold (in (in acres) 

I (in a cres) acres) 
I 

+ 

4.29 -l.94 0.65 

e Remarks 

wa~ due to 

I 

11.24 11.3-l 

I 
-10.33 42.09 + 

11 .67 12.06 

-.+--

--- 0.16 

I t 

0. 10 

mutation done at a later 
date. 

---------< 

Rea~ons for !>ale of land 

7
r-, t more than identified were 
~ not on record 

1.76 

0.39 

0.16 

3.06 

Approval of BlFR was 
obtained 

~ 

There were no specifi c guidelines for sale of Janel and buildings beyond those included in 
the revival schemes approved by BIFR. Approval of BIFR was not obtained for sale of 
such land and bui ldings (except in the SI. No. 5) 
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Recomme11datio11 So. 9. 1 

Specific guidelin e!>., fo r sale of .rnrplu \ land a11d buildings not considered in the rel'ival 
schemes approved by Bl FR. may he framed. 

9. 7.2 System of valuation of properties and fixation of resen e price 

Out of 110 cases of '>ale. the re'>en e prn.:e "a-. ll\ed onl; in 66 ca..,e-. of land and JI <.:<t'>es 
of bui ldings. Two mil l-, were tran-,fcrred tn the Government of Pomlicherry at the price 
agreed in the Mernoramlum of llnder\la11d111g. In the remaining 11 cases. the '>ale \\cts 
made "'ithout following the tender proce'>'>. 

9. 7.2. I System of fixa tion of reserve price of land 

According to the mcthodolog.) for l'i \at1011 of re-.cn c price de' 1-,ed ! Nm ember 2002 l b) 
the Company. resenc price \\a'> to he dctcnrnncd on the ba ... i-. of a\'erage of three 
\aluation". namel). \aluatton 111 dr,tlt n?\i\,tl scheme (ORS) apprmetl b) Bll-R. 
\aluation-. g.i\en b) prope11) con-.u lt,tnh ,111d \,tluation b) Central Board of Direct Ta\e'> 
(CBDTl. The GOI further directed ( 10\Ctnber 200..+) that in ca'>c of Mumbai. \\here 
marl...eting consultant'> !conwltanhl had quoted Minimum As-.urcd Return3 (MARJ. the 
re ... en e price should not be le..,.., than M \ R 

It \\a'> obscr\'cd in Audit ( Apn l 2008) th,tt out ol 79 case-, of sale of land. only 111 27 e<t'>e'i 
all the three valuation factor" were con-,idcnxl. In 'J7 case!> either two or onl) one 
\aluation factor-. were L'o111.,idcrcd \\hilc 111 l .'i ca..,e<> none of the prescribed \.tluation 
fact<11''- v.cre considered \\hilc fixing the rc..,ene price. Further. in 26 case" out ol 79 
case'-. re..,crve price fixed ''.ts lcs.., than '() 11c1 u •111 of the 1.,alc ',tlue though the CJOI had 
..,pecificall) directed !Apnl 200.'i) that re..,ent' price should be nearer lo the marl...et ,,tlue. 
It \\as abo noticed that there \\a\ \\ ide \ anatton between the actual '>ale \ alue anu 
\ aluatton done under the three factor.., u-..ed I nr re..,en e price fi \at1nn 

fhc f\1anagcment <.,lated (September 20081 th.It the rc-,ene price\\,,.., onl) an indicati\e 
figure for deci..,ion mal...1ng. More0\e1. there \\a'> no relation bet\\een the re..,ene price 
fi\ed and the pncc bid. In ""le ol propert1e.., 111 l\1umbai, the Cnmpan; had realt..,etl 180 
p1 r cc111 to 350 per cc111 higher than tht' re..,ene price fixed hecau..,c of location and 
demand of the proper!). 1\1..,0. 111 ca..,e ot no re..,ponse or les-, re-,ponse than the re..,en e 
price in three repeated auemph ol tender. the Compan) had confirmed the sale for the 
value that \.\as be..,t a\ailahlc at that point of time. 

The rep!) of the Management \Va'> not com incing. Though the rc..,erve price \\ll'- onl; 
indicati\e it 'ihoultl not he le'>'> than the \.tlu.1tion a'> per guitlel111e-, of the Company. 
htrthcr. '' idc \ariation het\\CCn rc..,en e price ant.I -.ale reali..,ation 111 Mumbai indicate'> 
that there ''as no") ..,tern to a..,..,e..,.., the dem,rnd and marl... et 'alue of the propenic.., de..,pite 
the GOI directive.., Ill Apnl 200.'i. AJ..,u. the Company ..,hould h<l\e built the mech,1111-.m 
for change in the methodnlog) for tl\,tt1on of rescne pnce in ca..,c rc.,pon..,c ''a" 
un..,at i..,factor;. 

1 The value of the land was derfred from the 1•a/11e of b11i/l-11p llrea after deducting cost of constructio11 
and development and other ancillary charge.1. 
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(A) DRS va/11atio11 

In 66 ca.,es of sale of land through tender. valuation in DRS was made upto 2002 whereas 
the ..,a1c., \\ crc made between Apnl 2002 and March 2008. This had resulted in fixation of 
lower re\enc price due to tirrnng difference bet\\een the date of \aluation in DRS and the 
date of fixation of resen e price. 

(B) MAR va/11atio11 

The Company had no system of vetting va luation reports and MAR given by the 
con.,ultanh. Further. the Company had obtained MAR for five land parcels on ly (sold 
upto March 2008) again-.1 the 25 land parcel.., 1Jent1ficd for ... ate in Mumbai. While 
quo11ng ~AR for the ·e fi, e parcch. 1hc cono.,ultam.., had \lated (February 2005) thal 1l 

\\,.1.., nol .1 v.tluation of 1he propeny .ind lhc Compan) may take a consciou\ decision to fix 
re-.en e pnce on the basio., of valuation or the proper!) or on the basis or MAR. A 
comparati\e position of MAR 1·1\-cl-1·is rc\ene price fixed and actual sale value in the 
fi\ e case'> i'> given below: 

Table 9.2 

(Rf in crure) 
SI. l\ame of the Highe~t Valuation of Re,en e Sale \alue Variance 
No. mill MAR building price between MAR 

quoted h) structures lhed and sale value 
consultant - (percentage) 

I 2 3 4 5 6 
7 

(Col 6-Col 
3l/Col 3 xlOO -

I. Jupala Mall 142 32 12 22 I 'i.'i.00 276.60 94.35 

1 r :I ph111\toll 120.00 3 'i I 125.00 44175 268.12 
~ill 

3. Kohanoor t\.lill 111.00 1.15 120.00 421.00 279.28 
\.o 1 

4. .\1umhai 260.00 5.28 270.00 702.22 170.08 
T c\lile .\till 

5. \pollo rcxti le 90.00 5.99 I 00.00 180.00 I ()(1.00 

Mall 
-

fotal 723.32 28. l'i 770.00 2021.57 179.49 

It \\a.., ob.,ened that the \ariat10n between sale \alue reali.,ed and MAR quoted by the 
consultants ranged between 94.35 1>er ce11t and 279.28 per cent. The purpose of obtaining 
MAR \\a.., not achieved ao., it did not give the realistic market value of the land parcels 
being offered for sale. 

A 1eo.,t <.:heck of MAR had re\ealeJ the following: 

(i) Durin!! \aluation of f\1AR 1n 2005. market rate., of Rs.5400 per syuarc foot in one 
ca'>e (SI No.I) and Rs.7000 pa -.quare foot in other cases (Sl. ~o.2 to 5). preva1ltng 
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during 2002-03 in the area \\here these mill" \\ere s11u,1tcd \\ere adopted. The real e'>lale 
marl..et \va1., -,(uggish in 2002-0J hut had s1,111ed hooming in 2005 . .is such 111,11"1..et rates 
were much higher in 2005 than in 2002. fhts dl'l"ic1c1K) in MAR'''-'" not obsened h) the 
Com pan). In ca1.,e the marl..et r.iles ol 2002 \\ere upgrade<l hy cl1<1rg111g the interest at the 
rate of State Bani.. of ln<lia Prime I ending Rates lSBI PLR) p/111 tour/'< / n'111 101 time 
dilkrence the MAR would ha\c inneascd by R ... ''6.J.+ crorc. 

(ii) While calculating saleable lloor spaL·c illlle\ (FSI) 1 for estimating rcvem1e 
rcali1.,ation. the consultants had increa..,ed the allm\ able FS I hy 20 per n•111 available lor 
lift, 1.,tairs. balcony, eu .. under the Dc\clopmcnt Control Regul,t110n.., for Clrcater 
Bomba), 1991 (DCR) hut had nut rnns1de1ed auuitional FSI alllm,1hle lot car parl..ing 
and basement under Regulation J.5 of DCR Due to tlm the MAR \\,is unuerslated h) 
Rs.llJ.77 crore. 

( 111) Cost or con..,lruction roi .1rri \ i ng ,IL \ 1 \ R \\ .1 ... COIN tiered as R.., I .'.988 />l,. square 
metn: 1n re..,pect of lour ca ... es lSI '\o 2 lo S} .111d R-. I 'ASO f'l'r o.,qu,m.: metre Im one c,1..,c 
(SI.No. I ). \.\ hereas read) rel !..oner rail'' ( 200.:; l I or the best rnnstruction \\,is R .... ~.500 
f'U square metre. There \\.is. thus. ()\er est i mall on or cost or con-.truct ion ,111d under 
estimation of MAR b) Rs. I 'J7. '5 Lrore. 

Thus. absence of any ")"tem for \Clltng \1 \R reprnh h) the Compan) had resulteu 111 
under fi \at ion of re<;en e price h: Rs .fl)J . .+6 norL' 1 n the .tbO\ e ri' e c,1.,e.., 

The Management while accepting (~epte111her 2008) that \Ctllng of MAR ~a., not 
considered b~ the Com pan) 'lated that I\ 1 t\ R \\ ,1.., obtained to determine the best 
pric:e/rescnc price. Further. p11ce realised \\.is 111uL11 higher than the resL'I\ e prit:e fixed 
lor these land parcel .... 

The rep I) of the Management "a-. not aL't.:L'ptahk. Best pricc/resen e pnce cou Id not he 
determined from unre,1li\lll ~1 \R repnrh. \l..,o. high re,1li\at1on could not be taken as a 
pica for acceptance for such ~1 \R reports. 

(C) CBDT l'ltluation 

It was ohseneJ in Audit that out of 66 c.t\L's or ... ale of land through tender. CBDT 
valuation \\as t:onsidcrcd 111 29 c.t..,L's onl). In 28 l°<l"es CBDT \aluallnn of 199.+ lJ.5 \\as 
cono.,idered and in OJll' t:ast: 'aluation ol I 1)l)X 1)lJ \\a-. cnn-.,idered for ri\ation ol resen e 
price during April 2002 lU 1\L1rch 200X. 'I he CBDT \ aluation \~as rwt indt:xeu (ha-.,ed on 
capita l gain 1 ndex of CB D r) tn l he ) ear of 11\ation of re-.en e pnce for arri \ i ng at 
reali\tic \alue. 

The Management slated (~cptemher 20081 that the CBDf \aluation was dont: 11111\ in 
1997 anu sub ... equentl) CBDT \\a.., 1111t \\illing tor an: \alu.11ion. 

The repl) of the Management \\a ... not ll'n.ibk. b l'll lhe \ ,1luat1011 nf 1997 \\a" not 
rele\alll during the year or fi\alioll of resene ptil'l' and should ha\C been indexed lo the 

~ Floor Space Index (FSI) in ,Humbai =Carpet Area x 1.33 
.~ Ready reckoner is a compilatio11 of pre l'{liling mar/.. et rates in various areas of Mumbai. This is 
compiled by a group of government appro1•ed l'{ll11en and forewarded by tlte Deputy /111pector General 
of Registration Mumbai Division. 
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year of fixation of reserve price. Further, the Management could not produce any record 
in support of their reply that CBDT was not willing for any valuation. 

The following cases highl ight che impact of deficiencies in the system of fixation of 
reserve price. 

(i) Udaipur Cotton Mill 

The reserve price of land of Udaipur Cotton Mills was initially fixed (October 2002) at 
Rs.5 1.97 crore based on DRS valuation. This was reduced to Rs.12.57 crore in July 2005 
based on prevailing registration rates in the district whereas, in accordance with the 
Company's guidelines, the reserve price comes to Rs.32.28 crore6

. The reserve price 
fi xed was thus, lower by R .19.71 crore as compared to the reserve price based on the 
Company's guidelines. The land was sold at Rs.15.12 crore to private party in October 
2005. 

The Management slated (May 2008) that values of property had dropped considerably 
due to slow down of the econom) and land could not be used for residential/commercial 
purpose. 

The reply was not tenable. The real estate market was booming in 2005 when reserve 
price wa re-fixed. 

(ii) Rajkot Textile Mill 

The reserve price of land of Rajkot Tex tile Mills was fixed at Rs.36.00 crore (February 
2003) based on DRS valuation. It was re-fixed al Rs.27.68 crore7 (July 2003) on the basis 
of Company"s guidelines but was further reduced to Rs.23.00 crore in May 2005 al the 
prevailing registration rate. The land was sold al Rs.18.20 crore (July 2006). The reserve 
price fixed was thus, lower by Rs.4.68 crore as compared to. the reserve price based on 
the Company's guidelines. 

(iii) Himadri Textile Mill 

The reserve price of Himadri Textile Mill was fixed (January 2007) at Rs.8.80 crore 
considering the highest value given by the three government approved valuers. Due to 
revision of registration rates in February 2007, the reserve price was increased to 
Rs.14.00 crore (April 2007). In contraventi on of the Company's guidelines, the DRS and 
CBDT valuations were not considered. The land was sold at Rs. 11 .20 crore in August 
2007. 

Recommendation No. 9.2 

The valuation by CBDT should be obtained in all cases and given due consideration in 
fixation of reserve price. 

6 The average of DRS valuatio11 (Rs.51.97 crore), indexed CBDT valuation to the year of sale (Rs.18.31 
crore) a11d valuation by government approved valuer (Rs.26.57 crore). 
7The average of DRS valuation (Rs.35.30 crore), CBDT valuation (Rs.30.15 crore) and valuation by 
valuers (Rs.17.60 crore). 
8 DRS valuation (Rs.8.77 crore) and CBDT valuation (not available). 
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9. 7.2.2 System of valuation of building structures/materials 

Sub-offi ces were adopting different methodology for valuation and consequent fi xation 
of reserve p1ice of buildings structures/materials identifi ed for sale. In all the 31 cases of 
sale of buildings during April 2002 to March 2008 in six sub-offices se lected for audit, it 
was observed that DRS valuation and valuation by the government approved valuers 
were considered for fixation of the reserve price a'> given in the table below: 

Table 9.3 -

Sub-office Total Higher of the Lower of the Above both Between 
cases two two two 

Delh i, Punjab anti 2 -- I I --
Rajaslhan 

Gujara1 11 5 2 2 2 

West Bengal. Assam. 
9 I -- 8 --

Bihar and Orissa 

Tamil Nadu and 
8 4* 2 2 

Pondicherry 
--

Mahara\htra Nonh I -- -- I --

*DRS valuation was 1101 done i11 three cases. Out of the.l'e, in one case reserve price was fixed at the 
valuation given by the registered valuer and in two cases the same was.fixed at above the val11atio11 given 
by the valuer. 

It was noticed that no uni form '>ystem for fi xation of reserve pnce of buildings wac; 
adopted. 

The Management stated (September 2008) that bu ildings were always sold on the basis of 
retrievable items like bricks. v.ooden items, stee l structures. wires, etc. The system was to 
go by professional experts. which wa'> fo llowed in all cases. 

The Management reply was not convincing as the reasons for adopting different cri te ria 
for valuation of different buildings were not clarifi ed. 

Recomme11datio11 No. 9.3 

The GO/ may lay down guidelines for valuation of building structures/materials and 
the same may be applied uniformly ill all the sub-of.fices. 

9. 7.3 Defects in the tender documerits 

It was ob. erved in Audit that in the tender documents issued for sale of land and 
buildings the information disc lo ·ed was either incorrect or ambiguous or vi tal 
information was not di sclosed. Further, the Company had not establi bed any ystem for 
verification of the contents of the tender documents. Due to non-exi. tence of such 
system, the Company had suffered a loss of Rs. 185. 10 crore. 

The cases in which the Company incurred loss are di scussed below. 
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(A) Mumbai Textile Mill, Mumbai 

The tender document for sale of land of Mumbai Textile Mill stated (June 2005) that the 
mill area c.:onsisting of 67.293.17 -.quare metre bearing Cadastral Sun·e> (CS) No.464 and 
4/464 was offered for sale. The mill plot consisted of on ly CS No.464 admeasuring 
65.993.17 square metre. The CS No.4/464 ad measuring I JOO square metre consisted of 
Marwari chowka chawl. The land was sold for Rs.702.22 crore (July 2005). 

It wa'> observed in Audit that the Company had no intention for sale of the land of 
Marwari chowka chawl (CS No.4/464). It was wrongly included in the tender document. 
This was evident from the fact that in the layout map enclosed with the tender document, 
on ly mill land (CS No.464) was depicted. Also. in the terms and conditions or the tender 
document there was no mention of providing alternative accommodation to the occupants 
of Marwari chowka chawl as per Development Control Regulations for Greater Bombay. 
1991. Further. the sale deed (October 2005) and the possession letter specified the 
boundaries of the land sold which did not include area of Marwari chov. ka chaw I. 

Jn September 2006, the purchaser a:-.kcd for posse:-.sion of Marwari chowka chav. 1 (CS 
No.4/464) also since it was inc.:luded in the tender document. The ASC accepted the fact 
(October 2006) that thi s parcel of land of 1,300 square metre was wrong!) included in the 
tender document but decided to rehabi litate the occupants of the chaw) to another plot of 
land. The possession and ownership of 1,300 square metre of land worth Rs.13.56 crore 
was given to the private party wi thout any con:-.ideration besides the liabi lity of about 
Rs.5.23 crore Lo rehabilitate 24 occupants of chaw! was owned by the Company. Thi:-. had 
resulted in loss of Rs.18. 79 crore to the Company. 

The Management stated (September 2008) that though there was mistake in the tender 
that information regarding Marwari chowka chm\ I was not incorporated, however. the 
land \\-as sold on ''as is what is'· basis. Further. the responsibility of rehabilitation of 24 
occupants of Marwari chov. ka chaw I was on the purchaser and hence any expenditure on 
that account was to be borne by the purcha.,er. 

The Management had accepted the mistake in the tender document. However. as the 
liability of rehabilitation was not disclosed in the tender document. the purchaser could 
not be forced to own the liability. Further. the ASC had decided (October 2006) that the 
Company may rehabilitate the occupants of the Marwari chowka chawl. 

(B) Apollo Textile Mill, Mumbai 

Surplus land on rear side of Apollo Texti le Mill act"measuring 30073.30 square metre with 
existing structures ·and permissible FSI of 39314.58 square metre was sold in July 2005 to 
the highest bidder at Rs.180 crore. Thb portion did not have direct access to the main 
road (N.M. Joshi Marg). Tender document did not di. close about any prospective access 
to the main road. Instead, it was specified in the tender document that access to Jiuaj 
Boricha Marg (small road on rear side) cou ld be made available. The Jivraj Boricha Marg 
was hea' ily encroached and was not motorable. It was observed in Audit that ASC had 
allowed (October 2006) access of 40 foot approach road to the main road (N.M. Joshi 
Marg). This had enhanced the value of land (October 2007) to Rs.1,05,448 per square 
metre (based on the valuation done by government approved valuer after the access to the 
main road was allowed) from Rs.45,784.54 per square metre. Normal enhancement due 
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to timing difference (the Compan) charged SBI PLR plu.., four per cent per w11111111 for 
timing dtfkrenccJ v.nrked out to R" 16.515.09 11er ... quare metre. the ahnormal 
enhanceml.'nt due to acce..,.., to the ma111 ro,1d ! not disclosed 111 the tender document) 
\\orked out to Rs.-+3.128.37 per ... quare metre. Tlrn..,, hy not tti..,clo..,ing the fea..,ihilit) of 
acce..,.., to the main road (\\hich wa.., alhl\\ed later on) in the tender document. the 
Compan) had received 1c..,..,cr amount in tendered hids. Thi.., had re'>u lred in los" of 
Rs.165.80 crore after deducting comidcration received for right to acce'>s to main road. 

The Management stated (September 2008 l that due to improper acce!-..s through kcHaj 
Boticha Marg, ASC accepted the propo..,al ol purcha..,er to grant them right or wa) on 22 
loot (and not the -+O foot) through the retained land of Apoll o Mill on pa) ment of 
appropriate con!-..ideration. Suh'>equentl). the DP Road network of -+O foot and 60 foot in 
and around Apollo and S1taram mill" \\Crc incorporated h) f\1un icipal Corporation 
Greater 1umbai (MCGMJ. 

The rcpl) of the Management \\a.., not coll\ incing. B) gi' ing acce..,.., from the mam road. 
the \aluc of the land had mcrc,1sed sub..,tt11H1all) (more than 94 per ce111). While preparing 
the tender document, the pm,..,ibi lit) of <llCe"" from the main road ... 110uld ha\e been 
considered. wh ich \\a<., gnen ..,ubsequentl) 

(C) Chalisgao11 Textile .Will, C/1alisgao11 

Six plots of land of Chali'>gaon Textile Mill \\ere ... old (December 2002) to the hig~ic-.t 
bidder at the negotiated price of Rs.J.34 crorc. The purchaser did not pay <;econd and 
final in ... talment or R-..2.50 crorc which ''"" duL' in Januar.J 2003 on the plea that in the 
tender document the Compan) had wrong!) mentioned the lan<l to be in residential 1one 
though it \\a" 1n industrial 1one. The purch,1-,er .1 ... t..e<l !Februar) 2003) for cxten.,ion for 
pa) mcnt ti II indu'>trial 1one \\. "" coin crtc<l mto rc..,i<lcnti,ll Zone. The Com pan) decided 
(Jul) 2003) that purcha ... er ma) be penrnlled to make pa) rnent \\ ithoul interc ... t after 
change or 1one. The pa) ment v.a-. rccei\ c<l 1n Augu'>t 200-+. Fu11hcr. it wa-. <lec1dcd to 
rcta111 one plot due to rc"t"tancc from local people and after a<l.1u..,t 1ng the amount 
recei\ able for that plot. the net rcccn able \\a" "" orkcd out to Rs. I. 90 crore Thu .... 
incorrect information in tender document rc ... ultcd in dela) in receipt of sale procee<l'> 
amounting to R .... 1.90 crore for 18 11101Hh" for \\hi ch no interest was recoverc<l . The 
Company lost intere-.t or R .... 5 t lakh calculated on the ba-.i'> of 18 per crnt per w111111n for 
the period from I 3 Februar) 2003 to 2 I A ugu...i 200-l. 

The Managemeot '>lated (September 2008) that the Stale Gtnernment/MCGM \\ere not 
granting approval for con\cr ... ion . The ... ale or land was critical for ..,urvival ol the 
Com pan) and i rnplcmcntation of re\ 1 \ al "L heme. Hence .... ale \\a.., con ri rmcd he fore 
ch,111gc ol /OllC. 

The rcpl) or the l\lanagemcnt confirmed the \udit contcmion. 

The other nine e<1"e" are d1..,cu..,..,cd 111. t1111exun• - XXXI. 

Recomme11datio11 So. 9.4 

The Company may establish a proper system j(>r ~·erification of al/ the facts included in 
tender docume11ts to m •oid defect.\· in tender documents. 
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9. 7.4 Weaknesses ill internal controls of accounti11g system 

IL was observed in Audit that Lhc Company did not have any Control Register to monitor 
the receipt and deposit of Demand Drafts (DDs)/Pay Orders (POs) received as Earnest 
Money Deposit (EMO). The ODs/ POs received with the tenders were kept in Technical 
Division and DDs/POs of unsuccessful bidders were returned in original without 
knowledge of Finance Division. 

/ Recommendation No. 9.5 

L The internal control in accounting system be strengthe_n_e_d_. __ _ 

The Management had accepted (Septembe r 2008) the recommendation. 

Compliance Issues 

9. 7.5 Sale below registratio11 rates 

The GOI directed (November 2004) that the reserve price fi xed (or re-fixed ) for any 
property should not be less than the circle rate /registration rate fixed by the Di trict 
Collector. It was observed in audit (April 2008) that in contravention of the GOI 
directions; sale was made below the prevailing registration rates in the following cases. 

Table No 9.4 

SI. Name of the mill Valuation as per Reserve price fixed 
(Rs. in crore) 

Actual Loss 
No. re_gis tration rates by the Comp_any Sale price 

I. Edward Mi ll 10.55 4.00 5.85 4.70 

2. Shrcc Bijay Cotton Mill 3.79 1.92 1.95 1.84 

3. Jahangir Textile Mill 26.83 25.00 25.00 1.83 

4. Coimbatore Murugan 3.04 1.73 1.89 1.15 
Mill 

5. Kishnaveni Texti le Mill 5.50 4.80 5.20 0.30 

6. Sri Rangavilas Mill 8.61 3.33 8.00 0.6 1 

Total 10.43 

The Company lost an opportunity to earn Rs. I 0.43 crore due to fixing reserve price and 
sale below the prevailing registration rates. 

9. 7.6 Sale below reserve price 

The GO I directed (November 2004) that no sale should be confirmed where the highest 
bid fa lls be low the reserve price. In all such cases. the tenders should be called again. It 
wa'> observed in Audit that in contravention of the GOI directions, ale was made below 
the reserve price. This could be een from the sale of building of Om Parasakthi Mill s, 
Kishnaveni Textile Mills and Somasundaram Mill. 
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The reserve p1ice for demolition ol the buildings of Om Para-.akthi Mills. Kishna"Veni 
Textile Mills and Somasundaram Mill and carting away of debris \\a\ fixed (April 2003) 
for R-..54 lakh. Rs..+6 lakh and R-..90 lat..h re.,pecth ely based on the highest or the '>ah age 
\ alue (as per valuation done by gO\ ernment approved valuer). six per ce111 or the cost or 
replacement as assessed by the said \a luer and Rs...lO pa square foot. The highest offers 
received (June 2003) was Rs.28.25 lakh tor Om Parasakthi Mills. Rs.25.20 lakh for 
Kishnaveni Textile Mills and Rs.52.20 lat..h for Somasundaram Mill. Though the bids 
were lower than the reserve price the J\SC approved (June 2003) the sa le resulting in loss 
or potential revenue of Rs.84.35 lakh. The ASC had justified its decision stating that 
\alue an-ived based on six per cent of the cost of replacement would be appropriate for 
comparison and bids received were more than that criteria. The contention of ASC was 
not in confoffl1ity wirh the GOI directiom. 

9. 7. 7 Sale without fol/owing tender process 

A., per BIFR guidelines. sale of assets \\a., to be affected by way of sale through public 
tender. 

It was observed in Audit that in case of Apollo Textile Mills, Mumbai, fi ve parcels of 
land were sold without following the tender process. In addition to the surplus land 
(39,314.58 square metre of FS I) sole.I to M/s Macrotech Constructions in Jul y 2005 by 
following the tender process, 10, 105.68 square metre9 or FSl was also sold to the same 
party during April 2006 to March 2008 without following the tendering process. 

Four other cases are discussed in A1111exure XXXll. 

Recommendation No. 9. 6 

All the properties identified should be sold through public tender to fetch the maximum 
value. 

9. 7.8 Incousistencies in the guidelines 

In the revival scheme. guidelines to he followed by ASC for the sale of surplus assets 
were issued by the BIFR and the GOI. Accordingly, the Company laid down (July 2002) 
the procedure for sale of surplus asset\ to be adopted by ASC. This was amended in 
November 2002 and March 2003. It was obsened in Audit that there were 
inconsi'>tcncies among the guideli nes i-;sued b) the BIFR/GOI and the procedures laid 
dov.n by the Compan). Some of the incnnsi..,tencie.., were as fo llow..,: 

(a) The BIFR guidelines provided that bidders should depo-.it the EMO equal to I 0 
per ce111 of the offer '>O that the re..,erve price fi \ed hy the Com pan) \\as not indicated to 
the intended bidder..,. Hm' ever. the Com pan) fixed (July 2002) the amount or EM D 
equl\ a lent to live pu cent of the re..,en e price \\ hich was increa..,cd to I 0 pa < el/f in 
March 2003. Due to thi .... rc..,crve price became indicative. Beside.,. wherc\er offer\\ a-. 
more than the resen e price. les.., EM D \\a-. received h) the Com pan) and con..,equent 
guarantee cover for performance or the '>ale contract was reduced. 

9 
242.91 sq. mt+ 3850.28 sq. mt. +1932.21 sq. mt. +441.40 sq. mt. +3638.88 sq. mt. 
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It was observed in Audit that in case of sale of land of Aurangabad Textile Mills, EMO 
was fixed at Rs. one crore (being 10 per cent of the reserve price) by the Company. The 
highest bid was offered for Rs. 18.90 crore. As per BIFR guidelines EMO shou ld have 
been Rs.1.89 crore. The party failed to pay the instalments even within the extended 
period a. such the deal was cancelled and EMO of Rs. one crore only was forfeited. 
Thus, the Company lost the opportunity to earn Rs.89 lakh due to non-observance of 
BIFR guidelines. 

The Management stated (September 2008) that the Company could not recover more 
EMO than fixed by ASC. 

The reply was not acceptable. The EMO should have been fi xed at I 0 per cent of the 
offer as per BIFR guidelines instead of 10 per ce111 of reserve p1ice. 

(b) The BIFR prescribed that the Company should receive Bank Draft for the EMO. 
However, the Company provided (July 2002) that in case EMO was above Rs. one crore 
unconditional and irrevocable Bank Guarantee (BG) could be accepted in lieu of the 
Bank Draft. 

It was observed in Audit that in 19 cases of sale, 49 bids (30 unsuccessful and 19 
successful) were received with BG as EMO. Amount of Rs.429.85 crore received in BG 
could not be deposited in the bank. In case the amount was received in bank draft as per 
BCFR guidelines and deposited in the bank, the Company could have earned the interest 
of Rs.57. 70 lakh at the rate of 3.50 per cenl per annum for 14 days (the time available for 
refund of EMO after tender opening). 

The Management stated (September 2008) that EMO received from the bidders, either by 
way of bank draft or bank guarantee, was returned to them immediately after opening 
tender, keeping the EMO of highest bidder in custody. The bank guarantee was 
immediately converted into bank draft through the highest bidder and the Company 
received EMO amount by bank draft and deposited the same in Escrow Account. 

The Management, however. did not clarify the reasons for deviating from BIFR 
guidelines 

(c) BIFR guidelines provided that the Company should charge interest at the rate of 
I 8 per cent per annum on the delayed payments. However, the Company instructed 
(March 2003) the sub-offices to charge interest at the rate of prevai ling SBI PLR plus 
four per cent per annum on delayed payments. It was stipulated in the tender document 
that if the successful bidder did not pay the balance amount of consideration within the 
payment schedule, the ASC could forfeit the EMO and any other deposits made and can 
proceed to resell the property. However, the ASC could extend the payment schedule 
upto 60 days. 

It was observed in Audit that there were deviations from these provi6ions in 10 cases as 
discussed below:-
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( i) Jn four ca ... e<> 10 extension be) on<l 60 da)" for in ... t,tlmenh receivable of R .... 630.21 
crore was granted by ASC. The cxten-;ion ranget! from 96 days to 1371 da) s. thu\. 
giving undue benefit of the price e..,calation to the pri' ttte partie..,. Be.,ide..,, interest of 
Rs..t6.79 crore (upto 3 1 1arch 2008) le\iahle on delayed payments a1., per BTFR 
guideline" ''as not charge<l on <l1fkrcnt ground .... Furtht:r. in one case (bungalow of 
Apollo Textile Mill at apcan Sea Road. Mumbai). the title was pa<.,sed (March :W07l 
without recei' ing the full consideration of R'>.28 1.7 1 crore (including i111crc..,t). against 
the BIFR guidelines. 

The Management stated (June 2008 ) that ASC v.as lull) empowered to extend the period 
beyond 60 <lays. 

The repl) or the Management v.a" contrary to the deci..,ion of ASC (Februar) 2008) ta!..en 
in the ca-.c of Ahme<labad Jupiter Textile Mill. \\hert: 1t v.as clear!) mentioned that they 
coult! not extend the period of pa) ment beyont! 60 da).., 

(ii) In ..,1 x ca'>es 11 exten..,ion up to 60 <la).., '"a.., granted by ASC. In t v. o case'> 
(Kohinoor Mill No.3 and Old labour chav.I ol iv1odel ~1111). the intere\t of R .... 1.20 crorc 
chargeable as per BIFR guideline..,,,,,.., not le\iet! on the delayed payment\. In other four 
cases. the total interest of R .... 1.9-l cron; \\as charged again!>t the le,iable intere"t of 
Rs.2.08 crore. This resulted 1n non recmery /under recovery of intere1.,t on delayed 
payment b) R .... t .34 crore. 

The Management stated (September 2008) that ASC v. a" an empowered body to decide 
the i<.,sue" relating to the sale of -,urplus ;\',..,cts and to decide the guideline.., depen<ling 
upon the situation and circum.,tance..,. 

The reply \\as not tenable. ASC wa-. not empo\\ered to ra!..e an) deci-.ion in 
contrn\ention of BLFR/GOL guideline-.. lntere..,t -.houl<l ha\e been chargt:<l on the delayed 
pa) menh. 

(d) A" per BIFR guit!eline.., the purcha-.er '"1" required to pay the pun.:ha..,e 
con..,ideration after adjusting the I:.l\lD receiH~d in t\\o 111stalment<., of 50 per ant before 
the end of 60 1.by.., and 40 per cent of the .... tie \<due hefore the end of 90 day.., from the 
date of intimation of acceptance or the bid. I lo\\e\cr. the Company pro' ided (July 2002) 
that in ca"e ... ale \alue wa.., Jes-. than Rs.100 crore. the payment should be made in two 
instalments of 25 per ce111 (after adjusting EMDJ v.ithin 15 days and 75 per cent of the 
sale value v. ithin 60 days from the date of issue of acceptance letter by the Company. For 
<,ale value of more than R1.,.IOO crore. the Company prmided that the payment should be 
made in three instalments of 25 per ant (al ter adju..,ting EMO) v. ithin 15 days. 40 per 
cent within -l5 da) sand 35 1>er <I'll! of the <.,ale 'alue \\ ithin 90 day., re <,pectively from the 
date of i""uc of acceptance letter h) the Compan). 

10 Elpliinsto11e Spi1111ing & Weaving Mill, Panipat Woollen Mill, bungalow of Apollo Textile Mill at 
Napean Sea Road and Tata Textile Mill. 
11 Kohinoor Mill No.3, Old labour chaw/ of Model Mill, Rampuria Cotton Mill, Bengal Fine Spinning & 
Weaving Mill No. I, Caya Cotton & Jute Mills, Bangw,ri Cotton Mill. 
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nmendation No. 9. 7 I 
The Company should adhere to the guideli11es prescribed by the Bf FR. 

(u) The GO/ may consider specifying modalities where the delay in payment 
I exceeds 60 d_a~y_s. __ _ 

The Management stated (September 2008) that in the light of recommendations made by 
the Audit, this matter will be placed in the Central ASC meeting for con ideration. 

9. 7.9 Fund management 

According to the BIFR guideline . all the funds generated from sale of a sets were to be 
credited to a separate account and all expense related to Modified Voluntary Retirement 
Scheme and modernisation were to be debited to that accounl. As on 3 1 March 2008, 
Rs.3819.44 crore was generated by the Company from the sale of surplus assets 
(including machinery). Surplus fund of Rs. 1,452.60 crore was invested in term deposits 
with Banks and an interest of R .430.43 crore was earned as on 3 1 March 2008. 

lt was observed in Audit that: 

• No separate account was maintained for depo ition of sale proceeds of surplus 
assets and subsequent uti lisation of money received which was against BlFR 
guidelines. 

• There was delay of 2 to 25 days in remitting the sale proceed from one of the 
sub-offices (West Bengal Assam Bihar and Orissa) to the Corporate office 
resulted in locking off und. 

• The GOI had provided Rs. 1,32 1.34 crore only for wage support against which the 
Company had expended Rs. 1,362.53 crore for shortfall in wages and Rs. 13.00 
crore for back wages upto 3 1 March 2008. This had resulted in irregular 
expenditure of Rs.54. 19 crore from the funds generated from the revival cheme. 

Recommendation No. 9.8 

Tl e schedule of sale of surplus assets should be synchronized with the fund 
uirementsfor modernisation. The Manageme11t may ensure that fund realizedfrom 
sale is accou11tedfor as per Bf FR guidelines. 

9.8 Conclusion 

After analysing the whole process of sale and disposal of land and buildings, it was 
observed that: 

• The GOI/BIFR guidelines for determination of reserve price were followed in 27 
cases onl y out of 79 cases of sale of land examined. 

• Report of consultants were not evaluated and the tender documents had certain 
irregularities. 
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• Propertic-, \\Cre '>old hclo\\ rL·gistrat1on/circk rates: bclm\ re-,cnc pncc anJ 
'" ithout folltm ing the tcndn JXOL"L''- '1. 

• No pre ... cnbed procedure for 'alua11on ol building -.tructure-. \\a-. in cxi-,tcncL' 

• There \\ere inco11-,1-;tcnc1cs among till' gu1del111e-. issued h) BIJ-"R/CIOI and the 
procedure laiu down h> the Com pan). 

The matter was reported to the Ministry in December 2008; reply was awaited. 

New Delhi 
Dated: 

2 t 

New Delhi 

Dated: 2 9 JUN 2009 

(A.N. C 
Ocput~ Comptroller and Au itor General 

(Commercial) and Chairman, Audit Board 

Countersigned 

~' 
(VINOD RAi l 

Comptroller and Auditor General of India 
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Factoring 

T 

Annexure - I 
(Referred to in paragraph / ./) 

Sectors 

Maturity Factoring Export Credit Insurance for Banks ( Individual 
(scheme revised from Packing Credit) [ECIB (INPC)I 
April 2007 and 
named Full Fledged 
Factorin ) 

Specific Shipment Policy - Specific Policy for Export Credit Insurance for Banks (Sector-wise 
Short Term S c ific Service Individual Packino Credi!) I ECIB (SIPC)j 

Export (Specific Buye r\) Specific Shipment Expon Credit Insurance for Banks (Bank-wi\e 
Polic Po lic Indi vidual Packing Credit) [ECIB (B IPC)j 
i.:-:~"'-~~~~~~~--t~~'---~~~~~~-r-~~~~~~~-

E x po n Turnover Po licy 

Buyer Exposure Policie!> 

Consignment Exports 
Policy - (Stockholding 
A ent and G lobal Entit 

Service Policy 

Software Project Policy 

TT - Enabled Service~ 
Policies 
Export Credit Insurance for 
Banks (Transfer Risk) 

Scc1<1r,/ Pohc1c' .inc.I Ciuaran1cc Prcx!u<:h cm crcc.l b) Pcrlormancc Aue.Ill h1ghhgh1c<l 111 • 

Export Credit Insurance for Banks (Indi vidual Post­
Shi ment Credit) [ECIB (INPS)I 

Export Credit Insurance for Banks (Export 
Performance) [ECIB (EP)] 

Export C redit Insurance for Banh (Export Production 
Finance) !ECIB (EPF)! 

Export Credit Insurance fo r Bank!> (Export Finance) 
[ECIB CEF)l 
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uarantees - Project anti Term Exports 

Export Credit Insurance for Banh (Export 
Finance Overseas Lending) 

verseas Investment G uarantee 

Exchange Fluctuation Risk Cover 

Oversea<; Borrowing Guarantee 

Export Credit Insurance for Bank!> (Export 
Performance) 

Insurance Cover For Buyer's Credit A nd Line 
Of Credit 
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Annexure-11 
(Referred to in Paragraph / . ./) 

Sampling techniques used for selection of the units and data 

1. Export Credit Insurance for Banks - Packing credit and Post-shipment 

1. 1 ECIB(WTPC) and ECIB(WTPS) guarantees renell'ed+ during 2005-08 totalli ng 

223° in number were examined#. 

1.2 The claims paid under the above two guarantees at the three selected Bank 
Business Branches (M umbai -Nariman Point Branch. Kolkata and Delhi) during 2005-
06, 2006-07 and 2007-08 accounted for 44, 53 and 3 1 per cent of the total claims paid 
under both these guarantees b} the ECGC in the<ie }ears. These were checked cent per 
cent in respect of claims paid out above Rs. one crore while those less than Rs. one crore 
were checked to the extent of 10 per cent on random sampling basi'> using IDEA« 
software. The extent of audit chec" wor"ed out as be lo\\ : 

- ______ A_m...co_unl ( R '· 111 crorc J 

- Chum Paid 
> R~.om: c.:rnn: 

C'laun Paid 
< R>.One c.:rorc I Total 

·--- -Bank ~ LCIB <\\ I l'Cl LCIB <\\ 11''>1 I. (' IB 1\\ IP<. l ECIB CWI PSI 
Bll\lllC\\ "\car 
Branch '\uml>cr Amount 

uf d.um' 
d1er~~d 

05-06 10 24. 16 

06-07 11 30.86 

Mumha1 07-0X 5 10.98 
>-

05 06 s 12.55 

0607 6 16.81 

Delhi 07-0X 3 H16 

05-06 4 11 .68 

06-07 2 2.77 

Kolkata 07.ox l) 2!U8 

Total 55 134.85 

\luml>cr 

ot 
c.:1.um' 
chcc~eu 

8 - ·-
L\ 

7 

0 

I 

0 

4 

1 

I 

3L__. 

\11111un1 \1111 ·r 111>< 
11 
Ill 

ck 

' 
da ,, 
ch~ ~':!... 

21 14 
I-

W.46 

I X.10 

0 00 

I .00 

0()() -
XO\ .... 
h.60 

I.I!!_ .__ 
95.5J I 9 

2. Shipment (Comprehensive Risks) policy 

.\mllunl I \lumhcr .\mount 1Tmal 

of ll,um' Amount 

daim" th~ck~d 

I--
d1ecked - -

1.55 J !U5 24_ 47 20 - -
0 .::!.\ 2 0.83 .::!8 7U!__ 

(105 1 0.36 14 29.<L 

0.58 I 0.06 x 11.19 -

() .::!O 2 1.02 12 19.0.1 

067 1 0.12 6 5.45 

0.36 I 0.66 10 20.73 

011 I 1 0.1 x (l 9.o~ 
I 

I 2.1 I 0.19 14 .::!2.XQ__ -
4.98 13 3.77 122 239.13 -

2.1 For operational purposes, the ECGC has fi ve regions in the country. The check of 
the SCR polic ies was carried out in one Exporters Branch Office (EBO) located in each 
of the five regions vi;:.., Bangalore, Chennai, Kolkata. Delhi and Mumbai EBOs. The 
sample check of SCR policies issued/renewed during 2005-08 was as under: 

• 110 EC/B(WTPC) or ECIB(WTPSJ guarantees were iml<!d during 2005-08. 
• 82, 74 and 67 in 2005-06, 2006-07 and 2007-08 respectfr ely . 
1Renewals of ECIB(WTPC) and ECIB(WTPS) guarantee~ are done 011/y at IXGC f/ead Office, 

Mumbai. 
0 IDEA - /11teracti11e Data Extraction & 1-\nalysis .wftware. 
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(Risk value - Rupees in crore) 

Total No. of SCR Top five per cent Balance 95 per cent of SCR Total 
policies issued/ of SCR policies in policies issued/ renewed number of 
renewed during terms of risk during 2005-08 checked to policies 
2005-08 by the value issued/ the extent of five per cent selected 

Exporter Exporters Branch renewed during on random sampling basis 

Branch Offices 2005-08 checked using IDEA softwa re 
cent per ce11t 

Offices No. Risk No. Risk No. Risk Value No. 

selected for Value Value 

audit 
Kolkata 1373 6941 69 392 1 6S 167 134 

Bangalore 478 4364 24 2270 23 64 047 
Chennai 7S2 4642 38 194S 36 1()4 074 
Mumbai 286 4936 14 1786 14 80 028 

Delhi 228 3 118 11 1022 11 142 022 
Total (S) 3 11 7 2400 1 156 - 149 - 30S 

Others (38) 10684 SS l2 1 
Total (43) 13801 79 122 

The above sample s ize (305) seen in audit represented 2.2 l per cent of the total SCR 
policies (l 380 I) issued/renewed by the ECGC during 2005-08 and 9.78 per cent of the 
total SCR policies issued by the five selected EBOs (3 1 17) during the same period. 

2.2 With respect to claims paid under the SCR pol icy, the five selected EBOs 
accounted for 12.05 per cent of the tota l claims paid by the ECGC under th is policy 
during 2005-08. Claims paid out above Rs.50 lakh were scrutinised cent per cent while 
those less than Rs.50 lakh were checked to the extent of 20 per cent on random sampling 
basi u ing IDEA software. The numbers were as be low: 

Amount (Rs. in crore) 
Exporter Claim Paid Claim Paid Total 
Branch >Rs. SO lakh < Rs.SO lakh 
Offices Number Amount Number of Amount Total Amount 
selected for Year of Claims Claims Claims 
audit Checked Checked Checked 

OS-06 - - I 0.02 I 0.02 
Bangalore 06-07 2 2.7 1 4 0.26 6 2.97 

07-08 - - s 0.86 s 0.86 
OS-06 2 2.8 1 s O.S4 7 3.3S 

Chennai 06-07 I 1.28 7 0.S3 8 1.81 
07-08 - - I 0.07 I 0.07 
OS-06 I 1.1 9 I 0.02 2 1.21 

Kolkata 06-07 - - 2 O.o3 2 0.03 
07-08 I 0.S l 8 l.SO 9 2.01 
OS-06 3 4.42 2 0.08 s 4.SO 

Mumbai 06-07 I 1.04 3 0.30 4 1.34 
07-08 2 1.77 3 -0.16 s 1.93 
OS-06 I l.9S 2 0.04 3 1.99 

Delhi 06-07 I 1.82 4 0.SO s 2.32 
07-08 2 I.SO s 0.34 7 1.84 

Tota l 17 21.00 53 5.25 70 26.25 
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Annexure - III 
(Referred to i11 paragraph 2.5) 
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List of circles and SSAs selected for carrying out performance audit 

Name of Total no. of No. & name of the 
the Branch Name of the circle 

SSAs or sub - SSAs or Divisions 
Audit regions in the in the circle 
Office circle selected for audit 

4 SSAs 
Ahmedabad Gujarat territorial circle 17 SSAs (Ahmedabad,Surat, 

Vadodara & Raikot) 

Karnataka territorial 
4 SSAs (Tumkur, 

Bangalore circle 
19 SSAs Kolar, Mandya & 

Mvsore) 

Chennai Southern Telecom Region 4 Sub-regions 
I Sub-region 
(Chennai) 

3 SSAs (BBSR. 

Cuttack Orissa territorial circle 13 SSAs 
Baripada, 

Bhawanipatnam) & 
one CMTS 

Corporate Office ---- -----
Delhi 

Northern Telecom Region 9 Sub-regions I Sub-region (Delhi) 

3 Sub-region 
Kolkata Eastern Telecom Region 7 Sub-regions (Kolkata, Guwahati 

& Shillong) 

UP (West) territori al 
3 SSAs (Meerut, 

Lucknow 
circle 

16 SSAs Bareilly & 
Bulandshahar) 
4 Sub-regions 

Mumbai Western Telecom Region 11 Sub-regions 
(Mumbai , Thane, 
Nagpur & Pune) 
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Annexure-IV 
(Referred to in paragraph 3.6) 

Sampling techniques used for selection of the units and data 

I. In the first stage, the Corporate Office of BSNL and the Head Offices of all four 

TPCs (i.e., WTP, ETP, STP and NTP) were selected for performance audit. 

2 . Maharashtra, Tamil Nadu, West Bengal and Uttar Pradesh (West) Terri torial 

Circles were selected for detailed examination of the planning process adopted 

for the identification of different telecom projects to be got executed through 

concerned TPCs. 

3. Fifty per cent of the divis ions under each TPC were selected on the basis of 

expenditure incurred by them during the last five years. 

4. All ub-divisions executing the identified projects under each selected di vision of 

each TPC were taken up for detailed examination . 

5. 100 per cent of projects costing Rs. one crore and above under each TPC were 

selected for data collection, so as to give a complete picture of each TPC. 

6. 25 per cent of the entire projects costing Rs. one crore and above under each TPC 

were selected on random basis for detailed checking. 
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Annexure- \' 
(Referred in paragraph 3.8.3. 9) 

Loss of potential revenue due to dela}S in commencement, completion and 
commissionin of-fro· ects by Telecom Pro· ect Circles 

I SI. I Telecom Number Period of I Dela)S in Loss of I Reasons forj 
No. Project Circle of execution execution potential delays in 

I projects of of revenue execution of 

delayed I projects projects (Rs in projects 
(in crore ) 

I months) 

WTP 105 I 1999-00 I LO 8.+ 296.00 The delays 
(Mumbai. Pune. to were on 

agpur. 2007-08 account of 
Ahmedabad, delayed/non-
Bhopal and receipt of 

Jabalpur equipment. 
Di\ isions) delays Ill 

obtaining 
perm1ss1on for 
right of way 

~ 
fro m di fferent 
authorities, etc. l 

.., NTP 59 2003-0.+ 3 to 36 20 1.72 The delays 
ational LO were on 

Capi tal Region. 2007-08 account of 
Satellite delays Ill 

Communication rece ipt of 
Project. Jodhpur. equipment. 

Jalandhar. delays Ill 

Dehradun and obtaining 
Luc"-now penrnss1on for 
Divisions) right of way 

from different 
authorit ie~. 

non-allocation 

1 

of Satellite 
fre uenc . e~ 

3 STP 89 2003-0.+ 3 to 60 99..+8 The delay'i 
(Eranakulam, to were on 

Bangalore, 2007-08 account of 
Madurai and non-

Salem) a\ailabi lity of 
equipment. 
tie la)-. 111 

obtai ning 
permission fo r 
right of \\<I) 

I I 
-'-

from differe:J 
I authorit ies. 
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4 ETP 41 2003-04 I to 31 35.53 
(OFC Kolkata, to 2006-
Circle Office, 07 
Bhubneswar, 

Patna and 
Ranchi 

Divi ions) 

Total 294 1999-00 to t to 84 632.73 
2007-08 
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lack of I 
coordination 
between STP 
and STR for I 
taking over of 
completed 
projects, etc. 
The delay 
were on 
account of 
non-
availability of 
equipment, 
lack of 
coordination 
between ETP 
and ETR for 
taking over of 
completed 
projects, etc. 

l 
I 

I 
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(Referred in pamgraph 3.8 . .J.J) 

Micro,rnve Schemes lying idle 

Report No. P \ 27of1009-W 

SI. Circle Scheme /Equipment 
lying abandoned 

Da te of Value Reasons for lying idle 
No. commissioning (Rs. in 

crore) 
The-.e \Cheme-. were ly111g idle I 
due to a\'ailahili ty of alternati\'e 
OFC routes and microwave 
technolog) no~ heing ob.,olelt:. 

WTP 5 Microwave Scheme~ 

(Gwalior - Agra 6 GH1. 
Jhansi - Gwalior 6 GH1. 
Sagar - Jhansi 6G I11. 
Jahalpur - Katni 6 GH7. 
and Katni - Rewa 6 

Ht 

on:mher 
2om to April 
2004 

-----+---
TP Microwa\'e Schemes '.\ Ol 

comml\SIOnc<l 

ETP 

< Lud .. nO\\ - Kanpur 6 
GH1. Lud .. now -
Sitapur 6 GH1 . Sitapur 
Shahaphanpur 6 G 111) 

3 Micro-wave Schemes nt 
(a) Sambalpur - commi..,sioncd 
Jhar'>uguda- Sundergarh 
34 mbh, 7 Gh1 

(bl Bhubancswar­
Kalupara 6 GI lz 

July 2005 
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22.39 

I0.3*krnw<ne '>'""" cecmed 
bct~een februa1") 1998 Ill March 
200 I could not he put to U\e due 
to deficiencie.., m the \ystcm\. 
Local Management hau proposeu 
for ~craping these \Chemcs on the 
ground that belier tran\mi.,sion 
media on OFC \H\s avai lable. 

0.58 Project \.\a" sanctioncu on 19 
May 1998 b) CGM (TPJ Koll-..ata 
and "cheuu leu to he 
commi s'>ionc<l wi th in two year\. 
The equipment received for 
Samhalpur - Jharsuguua route wa\ 
f'ault). Hm'vC\ er. it wa ... trieu to 
commi\sion the ..,ystem. but 
fa iled. In the mean time OFC 
connecti\ 11) between Samhalpur 
- Jharsuguua "a\ available. 
I fence. local Management 
proposeu to urop the scheme after 
incurring e\pen<liture or Rs.58 
lakh. 

5.59 Project \.H\s sanctioned in Sept 
1997. The scheme was targeteu to 
be completed within two years 
from the <late of receipt of stores. 
This \Chemc. after ih 
commi s-.ioni ng in Ju ly 2005. v.as 
taken over b) ETR 111 September 
2005 for emerge11C) use uunng 
fai lure of other a<l\.anceu 
sophi'>l1cate<l STM/DWDM 
system mstallc<l hl!l\.\l!en these 
station'>. HO\\e\er. the \aJne ha.., 
1101 been uti lised by L~TR \O far. 
~hus the -.che~11e. w~s lying idle J 

____ 1'----s 1_n_ce_11.., com 1111"1on11!£. 
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SL Circle Scheme /Equipment Date of Value Reasons for lying idle 
No. lying abandoned commissioning (Rs. in 

crore) 
(c) Ranchi-Daltonganj Not 5.60 The Scheme was approved 111 

system commissioned November 1993 and project 
estimate was sanctioned Ill 

November 1997. The Scheme 
could not be commissioned due to 
deficiencie in the systems. Now 
the stations proposed to be 
covered under this Scheme, are 
covered with STM rings, there 
was no need to commission the 
same as it may not suffice the 
traffic needs of pre ent 
requirement. The Scheme wa 
now outdated. So, this scheme 
after incurring of expenditure of 
Rs.5.60 crore was lying idle. 

Total 11 Microwave 44.50 
Schemes 
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Annexure-Vll 
(Referud in paragraph 3.8.5) 

Non/improper maintenance of prescribed books of projects/schemes/works 

Sub-units of NTP Details of 
works 

-------~--+~~ 
Measurement 
Books 

Details of shortcomings noticed l 
Exact location of I 0 per cent checks of 
OAN works 

Gha1iabad, Naida, 
Faridabad, Gurgaon, 
Panipat, Hissar. Yamuna 
Na!!ar, Kamal and Ambala 
DGM (TP). Jodhpur and Measurement Exact location of I 0 per cent checks 
DEs (TP), Lucknow and Boob 
Kanpur ± I 

1- DGMs (TP-),_L_u_c_k_n_o_w_ a-nd--1--W- ork., Register., Date of commencement of works.l 
National Capital Region target date of completion and actual 

date of completion of works were not 
noted 1 

DEs (TP), Lucknow and 
Kan ur 
DGMs (TPs) Lucknow and 
National Capital Region 

Hindrance 
Re1ri-.ter-. 
Agreement 
Regi'>ters 

ot maintained 

Name of the contractor. details of work 
along ~ ith quantity and value thereof. 

J date of agreement and periodicity of I 
~eeme_n_I.____ __J 
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Annexure-VIII 

(Referred to in paragraph 4.11.l .) 

Consumption of steam 

Year Crude Steam Consumption Excess Cost/ 1T Excess cost 
processed consumed as per norms con umption Rs. Rs. 
(in MTs) (in MTs) (87.52 ton per over norms 

1000 MT) (in MTs) 

2004-05 742,239 62200 6496 1 - 276 1 537.73 0 

2005-06 681.777 58906 59669 - 763 8 14.39 () 

2006-07 617.994 66064 54087 11977 845.72 101291 88 

2007-08 464.227 43960 40629 3331 1210.82 4033241 

Total 14162429 

Consumption of power 

Year Crude Power Consumption Excess Cost/M whr Excess cost 
processed consumed as per norms consumption Rs. Rs. 
(in MTs) (in lwhr) (5.26 Mwhr/ O\ er norms 

1000 MT) Mwhr 

2004-05 742,239 5085.470 3904.177 1181.293 5332.54 6299292 

2005-06 681 ,777 4554.000 3586.147 967.853 6544.31 6333930 

2006-07 617.994 4016.000 3250.648 765.352 7008. 14 5363694 

2007-08 464.227 3267.000 244 1.834 825. 166 10052. 17 8294709 

Total 26291625 
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Annexure - IX 
(Referred to in paragraph 6. 7. I) 

Details of Nomination blocks 

Blod. amc 

\\ e;.tern Onshore ba;.i n 

\H'v1UJAl3AD EAS1 I..\ I 

C'llARADA 

D-\BK,\-SARBHA\ 

G1\\DHAR ~XI -IX 

i'<ORTH BALOL P.\Rl \L\1:1 

"JA \SARI WEST 

Ll~IBODR \ LXT-111 

KARJAN EXT-II 

KARJAN EXT-I 

KADl-ASJOL 

1-.ADI L-XT-111 

JOT.\;-.;,\ EXT-Ill 

HA:\S,\LPl'R 

\\ r s r BAOLA 

\ ASOD-KATl!Ol 

\ ARSODA-HA LIS.\ 

----
\Al.OD l :XT-1 

\ 1\LOD 

fA'lKARI 

f ADKESI IWA R-SAC'f fl \; 

SOL Tll D,\IJEJ 

SISODRA -KOSA\IB \ 

S.\YA'>: 

\creai.:e 
cJ.. 1112 1 

Dair of 
acl)ui~it ion 

116.05.2002 

07.10.2002 

() 1.12.200.1 

2 00 27. 12.2001 

\ 12.00 10. 11 .2004 

11 45 06.05.2002 

550.60 24.10.2001 

2~.94 24. 10.2002 

1 noo 28.rnuoo1 

1950 25. 11 .20()> 

7 22 07.07.2003 

2~ % 07.07.2001 

\07 5h 24.1 1.200.1 

4 7 850 25.1 1.200.1 

I')() 26 25. I 1.200.1 

4~ .41 I 0.12.2005 

,q 45 2.1.12.2005 

528 -l:'i 27.1 1.200.1 

4~. 75 0 1.1 2.200.1 

11\..jl) 27. 11.200.1 

'4 --EROO-JAMBl 'S >R 

25 SAJ.\1.1 

\M 75 27.11.200.1 

Ix 00 I 2.1. I 2.2CXl4 
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l>atr of r\ pir~ of 
PEL 

O'i.O'i.2009 

06. IO 2009 

Ill 11 2010 

21 10 2010 

20 12 2oox 

29. 11.2011 

O'i 05 2009 

23.10.200') 

27.08.20 10 

24.11 2010 

06 07 2010 

06.07 2010 

0\05 2011 

2.1 11 20 10 

24 11 20 10 

24 11.2010 

09.12.20 12 

22.12.20 12 

26. I I 20 I 0 

I I 11 20 I II 

26.11 2010 

2.\ 10 20lll 

26.11.2011) 

22. 12.2011 
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26 RAJ PARDI 1251.00 26.03.2004 25.03.2011 

27 PATAN-Tl-IARAD 18. 16 04.09.2005 03.09.2012 

28 OLPAD-DANDI 166.20 27. 11.2003 26.11.2010 

29 PAT AN 243.25 07.10.2004 06.1 1.2010 

30 DHINOJ - CHANASMA 309.25 03. 11.2003 02.1 1.20 IO 

31 CHARADA - MANSA EXT-I 282.75 03. 11.2003 02.1 1.20 10 

32 CHAKLASl-RASNOL 279.30 24.11.2003 23.11.20 10 

33 A KLAV 26.90 12.03.2003 11.03.2010 

34 MALPUR-DEGAM (CB-ON-6(A) 165.67 26.03.2004 25.03.20 11 

35 SALASAR 18.00 23.09.2002 22.09.2009 

36 MIAJLAR EAST 1590.00 27.08.2002 26.08.2009 

37 SOUTH OF KHA RAT AR 181.39 01.08.2003 31.07.2010 

II Frontier basin 

I KA GRA-MA DI 2.848.00 10.11.2003 09. 11 .2010 

2 RAMPUR-PACHMARHl -ANHONI 2.457.00 31.03.2004 30.03.2011 

3 DAMOH-JABERA-KATNI 4.208.00 10. 11.2003 09. 11.2010 

III A&AA basin 

I LARGE AREA 942.00 0 1.01.2004 31. 12.2010 

2 NORTll AGARTALA 375.00 20.03.2003 19.03.2010 

3 WEST TRI PURA 2.361.00 15.09.2003 14.09.2010 

4 SECTOR-IX 785.00 01.04.2004 31.03.201 1 

5 CACHAR DISTRICT 1.100.00 01.04.2003 31.03.2010 

6 HAILAKANDI DISTRICT 52.00 01.04.2003 31.03.2010 
-

7 SECTOR-SC 1.116.00 01.04.2004 31.03.20 11 

8 SECTOR-X 150.00 0 1.04.2004 31.03.2011 

9 KARLMGANJ DISTRICT 577.00 OJ.(µ.2003 31.03.2010 

10 GOLAGHAT DISTRICT 84.00 20.01 .2001 19.01.2008 

II TIT ABAR 101.00 01.01.2002 31. 12.2008 

12 SIVASAGAR DISTRJCT 737.00 Ol .{µ.2002 31.03.2009 

13 MERAPANI 80.00 01.10.2001 30.09.2008 

14 KARBIANGLONG 465.00 01. 10.2003 30.09.2010 

15 GOLAGHAT EXT.llA 192.00 01.01.2003 31.12.2009 
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-
16 Bll AGTYBllA 'DARI 62000 28.04.2006 '27 O·L!O l 1 

-,____ 

17 <\l'\JGHPHAM 3'20()() '28.(J..l.'2006 '27 04 '201 , 
-,__ - -

18 D1 ~1A Pl'R 650.00 '28.(J..l.'2()()6 '27 (J..l.'20 11 
---

I \' Bengal basin -

I co TAI 6 I 0 ()(l '2'.!.08.2003 '21.08. '20 I 0 
-

~ 

v KG-PG basin ----
I IA 2. 159.00 28.12.2003 27.12.201 0 

--
'2 IB 2.936.90 13. 0 I. 2 ()().j 1'2 01 .2011 

--,____ ·-
\I Cauver) basin 

·-
'---

I L-1 1 . .146.50 0 1.0-I. '200.J 31.0\ 20 11 
---

2 L-X 26 1 ()() 01.01.2004 .1 1 12.:!0IO 
-- --- --

3 L-11 2.204 02 0 1.(J..l.2()()..l J 1()3 20 11 

-
4 L-1 EXTN. 4-t-U)(l () 1.08.200.1 31.07 2010 

---
5 L-XI 172.80 20. I I .20<l3 19.11.201 0 

6 L-Xll 23950 19.11.2003 18. 11.2010 
-
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SI. Bloci.. Name 
Acreage 

No. (km2
) 

I Wc!>tern Onshore 
,._._ 

I Cl lARADA 35.50 

2 
LlMBODRA EXT- 11.45 
Ill 

3 KARJAN EXT-II 550.60 

4 KARJAN EXT-I 25.94 

5 JOTANA EXT-Ill 7.22 

6 ll ANSALPUR 27.96 

7 VASOD-KATHOL 307.56 

TADKESHWAR-
8 SACHI 

528.45 

9 ANKLAV 26.90 

Annexure - X 
(Referred to in paragraph 6. 7.1. I ) 

Details showing shortfall in drilling under nomination blocks 

PEL fee (R<.,.m 

Date of No. of 
No. of 

Maximum 
lai..hJ paid by 

acqubition wclb well' period upto March 2CXJ7 to 

(Current grant committed 
drilled in 

Shortfall which PEL 
obtain 

current exten,ion of period of four in current 
PEL cycle 

can be 
time beyond 

years.) PEL cycle 
(4 years) extended 

initial period 
of four years 

07.10.2002 2 0 2 06 I0.2<Xl9 053 

06.05.2002 I 0 I 05.05.2<Xl9 0.17 

24. 10.2003 2 I I 23.10.20 I 0 --

24. 10.2002 I 0 I 23.10.2009 0.39 

07.07.2003 I 0 I 06.07.2010 --

07.07.2003 I 0 I 06.07 .20 I 0 --

24.1 1.2003 2 I I 23.11.20 10 --

27.11.2003 2 0 2 26. I 1.20 I 0 --

12.0:UOOJ I () I 1 un .201 o 0.41 
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Rcmarb 

API complt:tcd in Augu ... 1 2<Xl7 and location wa., 
released in Novemher 2007. Location i' yet to be 
drilled. Second location not rclea,ed <.,O far 
(November 2(X)8) 
Planned for drilling in 2008-09 ( sixth year of 
PEL cycle) 
AP! completed Ill February 2008. civil worl-.' 
complete 111 Jul} 2008 and spudded in Augu~t 
2008 (fifth year of PEL cycle). 
API completed 111 Man.:h 2(Xl7. location released 
in May 2CXl7 and location wa' \pudded In 

February 2008 (sixth year of PEL cycle) 
APl completed in August 2008. location released 
in September 2008. Not taken up for civil 
works/drilling so far (November 2008). 
AP! completed in August 2007. location released 
in October 2007. Civi l works completed in 
Augu<.,l 2008 aml location spudded in January 
2008 (fifth year of PEL cycle). 
Location Vasad-2 planned for drilling in 2008-09 
(fifth year of PEL cycle) 
One location MVAB released in May 2007 
(fourth year of PEL cycle) and spudded in 
February 2008 (fifth year PEL cycle). For other 
location acquisition of \eismic data is planned in 
2008-09 (<.,ixth year of PEL cycle) 
Planned for drilling Ill 2<Xl8-09 hixth year of 
PEL cycle) 
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II Frontier 

Party wa~ deployed for data acquisition 

I KANGR \ -MANOI 2.848.00 10. 11 .2003 2 I I 09. 11.20 10 28.48 
during field \eason 2005-06. The data could 
not be acquired due to failure ol 'hnt hole 
drilling contractor. TI1e lucallon 1\ yet to drill. 
API completed 111 2004-05. locatmn rclca~cd 

RAMPLR- Ill Ma) 2005 and c1\ll >wor!..' completed 1n 
I 2 PACllM . .\Rlll 2.-157.(Xl 11.<n.200-1 I 0 I 30.03.20 I I 24.57 October 2007. The locauon I\ planned for 

AN HON I drilling in November 2008 (fifth year of PEL 
cycle). 
Location released in February 2008 and civil 

3 
DAMOH-JABERJ\-

-1.208.00 10. 11 .2003 I 0 I 09.11.20 10 ·.t'.2.08 
wori.., completed in Augu't 2<XJ8. The 

KATNI location wa\ -,pudded in October 2(XJ8 (fifth 

- year ol PU . cycle>. -
III A&AA 

CACHAR 

I 
Locat ion rclca.,cd Ill !'.lay 2(XJ5 and well 

I 
DISTRICl 

I. I <XJ.lXJ 0 l.0-1.2<XJ3 2 I I 3 1.03.2010 11.00 -,pudded Ill June 2008 (\IXth year ol PEL 
C) clC ). 

HAILi\l-.: 1\t':DI 
Location relea1>cd in June 2007 and well 

2 
DISTRICl 52 .00 0 I .O-l.2(Xl3 I 0 I 3 1.03.2010 0.52 'puddcd in March 2008 ( lifth )Car of PEL 

cycle). 
LllLJt llln rclca-.cu in Dec.:mber 2005 anu well 

3 
KARIMC~,V.,.J 

577.00 01.0-l .2(XJ3 2 () 2 ' I (J:\ 2010 5.77 'puducd 1n September 2007 < f1llh )Car of PEI 
Dl 'ffRICT C)clC). 

Total 22 4 18 113.92 
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Rounds 

NELP-1 
NELP-11 
NELP-III 
NELP-IV 
NELP-V 
NELP-Vl 
Total 

Annexure - XI 
(Referred to ill paragraph 6.7.2./) 

Details of NELP blocks 
A). Blocks awarded to the Company in onshore area 

Total onshore blocks No. of blocks the Total onshore 
awarded by the GOI Company bid for blocks awarded to 

the Company 
I I J 
7 5 2 
8 8 7 
10 9 3 
12 10 0 
25 18 10 
63 51 23 

B). Phase-wise details of onshore NELP blocks-awarded to the Company 

I SI NELP Participating Phase/ Period Expenditure Commitments 
No Round Interest (Pl ) in No of dates (Rs in crore) Well 2D 3D Well 

I 
percentage years upto 31.03.07 (Nos) (LKM) (Sq (Nos) 

Km) 

I r ONGC-40 Phase-! 20.04.01 to 15.84 0 200 0 0 
IOC-30 (2 years) 19.04.03 
CEIL-15 Phase- II 20.04.03 to I 150 0 I 
CEEPC- 15 (3 year\) 19.10.06* 

Pha\e-111 20.10.06 10 I 0 0 I 
(2 year::.) 19.04.08 (under 

drilling) 
2 II ONGC-85 IOC- 15 Phase- I 28.08 .0 1 to 2.82 0 100 0 0 

(2 years) 27.08.03 (upto 31.03.08) 
-

3 ONGC-85 Phase-I 11.1 2.0 I to 4.19 0 260 0 0 
IOC- 15 (2 years) 10. 12.03 
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Actual Basin/Block 
20 3D name 

(LKM) (Sq 
Km) 

320 0 Frontier basi n. 
GV-ONN-9711 

221 0 

0 0 

100 0 MBA basin WB-
ONN-2000/ 1 

453 0 Frontier basin, 
GV-ONN-
2000/ I 
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I 

4 1 111 0 GC-80 Pha!-.c-1 29.07.03 7.99 0 40 0 65 0 A..,),atn & Assam to 0 

IOC-20 (2 vcar'>) 28.0 1.06* Arakan ba'>in 

~ 
Phase-II 28.0 1.06 to I 100 0 0 108 0 AA-ON. -

(3 year'>) 28.07.08 
2001/2 

ONGC-100 Phase-I 04.07.03 to IA7 0 50 0 0 66 0 KG-PG basin 

(2 vearsl 03.0 l .06* PG-0 -2001/1 

Phase-II 04.01 .06 to I 0 0 0 0 0 

-
(3 yeaf" ) 03.07.08 

6 ONGC- 100 Phase-I 10.06.03 to 38.53 0 50 0 0 345 0 Frontier hasin 

(2 vears) 09.06.05 
HF-ONN-2001 /1 

h--
Phase-II 10.06.05 to I 60 0 0 120 0 

( 3 years) 09.06.08 

ONGC-70 Phase-I 19.08.03 to 46.60 4 () 120 4 () 173 W eq ern Onshore 

CEIL- 15 (3 vear-.) 28.02.07# basin CB-ON -

- 200 I/ I 
CED- 15 Pha:-.c-11 () 1.03.07 to 2 0 () 0 () () 

(2ycars) 10.08.08 

'---

~ 
0 GC-100 ' Phase- I 0 1.05.03 to 17 .97 I 60 0 I 70 0 A.-,sam & Assam 

( 3 year-;) 30.0-l.07$ I Aral-.an ba~in 

Pha~e-11 01.05 .07 to I I 0 0 0 () 0 AA-ON. -

1 
( 2 year\) 30.04.08 200 1/ 1 

-- - - -

9 ONGC-85 Phase- I 19. 12.03 10 17. 19 5 150 60 () () 128 A ... -.am & A'>::.am 

O IL- 15 C year'>) 02.06.09 /\ral-.an basin 
AA-ONN-
2001/3 

-
10 ONGC- 100 Phase-I 28.()4.06 10 0.63 (} 40 () () () 0 Assam & Assam 

( 2 years) 27 .04.08 Arakan basin 
AA-ONN-

h-- 200 1/4 

IV ONGC-60 Phase-I 3 1.08.04 to 9 .69 () () 60 0 () 223 Cauvery basin 

BPCL-40 (2 vcar-;) 30.08.06 
CY -ONN-2002/2 

Phase-II 3 1.08.06 to I 0 0 () () 0 

'--
( 3 years) 30.08.09 

12 ONGC-70 Phase-I 18. 10.04 to 30.37 3 () 120 0 0 205 We<.te rn Om.bore 

I I 
CEGB-30 (3 years) 17.04.08* ba-,in CB-0 -

2002/ 1 

17 1 
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13 ONGC-90 Phase-I 28.04.06 to 0.66 0 40 
OIL- 10 ( 2 years) 27.04.09 

14 VI ONGC-50 Phase- I 20.10.07 to - 2 60 
GSPC-40 ( 4 years) 19. 10.1 I 
HERAMEC-10 -

15 ONGC-50 Phase- I 19. 12.07 to - 8 839 
GSPC-40 ( 4 yeari,) 18.12.1 I 
SR Ltd-10 - ONGC-40 Phase-I 05.02.08 8 16 to - 267 
GSPC-35 ( 4 years) 04.02. 12 
ENSEARCH -25 

.__ 
17 ONGC-50 Phase-I 05.02.08 to - 2 140 

GSPC-40 (4 year:-) 04.02.12 
HERAMEC- 10 

-
18 ONGC-80 Pha e-1 PEL awaited - 3 220 

BPCL-20 (years) 

- 19 ONGC-80 Phase-I PEL awai ted - 3 390 
BPCL-20 ( years) -

20 ONGC- 100 Phase-I 12. I 1.07 - 2 1375 
( 5 years) to I I. I 1.12 

-
21 ONGC-100 Phase-I 28.09.07 to - I 1285 

( 5 years) 27.09. 12 

-
22 ONGC- 100 Phase-I I 7.01.08 to - I 1485 

( 5 years) 16.01. 13 

-23 ONGC- 100 Phase-I 17.0 1.08 to - I 875 
( 5 years) 16.01. 13 

* including extension of six months as per the provisions of the PSC, adjustable in the next phase. 
# including extension of six months and 11 days as per the provisions of the PSC, adjustable in the next phase. 
$including extension of 6 + 6 mofllhs as per the provisions of the PSC, adjustable in the next phase. 
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..-- ------

0 0 0 0 A&!.am & Assam 
Arakan 
basinAA-ONN-
2002/4 

32 0 0 32 Western Onshore 
basin CB-ONN-
2004/l 

600 0 0 172 Wes tern On. ho re 
basin CB-ONN-
2004/2 

200 0 0 126 Western Onshore 
basin CB-0 N-
2004/3 

70 0 0 14 Wei.tern Onshore 
basin CB-ONN-
2004/4 

2 14 Cauvery basin 
CY-ONN-2004/ I 

375 Cauvery basin 
CY-ONN-2004/2 

6 10 483 MBA basin PA-
ONN-2004/1 

200 Frontier basin, 
GV-ONN-
2004/1 

100 Frontier basin, 
VN-ONN-
2004/1 

100 Frontier basin. 
VN-ONN-
2004/2 
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C. NELP blocks where the Company had participating interest but other consortium partners were the operators 

SI 1 NELP round Block Name Expenditure upto Parti 
No. 31.03.07 

(Rs in crore) 
NELP - II MN-ONN-2000/ I 16.5-+ 

<urto 3 I .03 .mn 

I 
2 NELP -III RJ-ONN -200 1/ 1 37.00 

- .__ -
3 NELP - IV RJ -0 N-2002/ 1 5.47 

I 
4 NELP - IV AA-ONN-2002/.1 1.68 

I 
-V GV-ONN-2003/ I - I 5 ELP 

6 ELP-V V -ONN-2003/ I 0.83 

7 NELP-V RJ -0 N -2003/ I 62.2 1 

8 NELP-V KG-ONN-2003/ I 
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cipat 
per 

ing Interest in Operator I Name of the area I 

centage 

ON GC-20 
0 IL-40 

GA IL-20 
IO C-20 

ON GC-30 
0 IL-70 

ON GC-40 
0 IL-60 

ON GC-70 
0 IL-30 

GC-51 ON 
CEIL-49 

----t---

0 NG C -5 I 
CEIL-49 

-----+-
ONGC-36 

EN I-34 
Cairn Ex 1-30 

OIL Mahanadi 

OIL Raja than 

O IL Raja~than 

OIL A~~am Ara1'an 

--
CEIL Ganga Val ley 

CEIL Vindhyan 

ENI Raja-. than 

CEIL KG ONGC-51 
CEIL-49 ___ _ ---1. ____ _._ ___ ~ 

-
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Annexure -XU 
(Refe"ed to i11 paragraph 6.7.2.1) 

Time taken in completion of Environment Impact Assessment studies 

Name of block/ Date of award Date of completion of pre-
NELP Round dr illing EIA studies (time taken) 

AA-ONN-2001/l 01 .05.2003 October 2006 ( 42 month ) 

NELP-Ill 

AA-ONN-200 1/2 29.07.2003 Awaited by Ju ly 2008 (60 month ) 

NELP-rII 

AA-ONN-200 J /3 19. 12.2003 September 2005 (2 1 months) 

NELP-fll 

PG-ONN-2001/1 04.07.2003 May 2008 (59 months) 

NELP-lII 

CB-ONN-2002/ l 18. 10.2004 March 2008 (41 months) 

NELP-IV 

174 

, 

__J 



Basin 

MBA 

Frontier 

~ 

Frontier 

A&AA 

A&AA 

A&AA 

MBA 

Total 

Annexure -XIII 
(Referred to in paragraph 6. 7.3.4) 

Details of contracts awarded for shot hole drilling and job services for seismic data acquisition work 
and delays in placement of order in three basins 

Field GP Name of the Date of Date of Delay w.r.t. I Target for Achievement Shortfall 
Season NELP/ award of mobilisation November to data 

Nomination contract mobilisation acquisition 
block date (in days) 

2003- GP- AA-ONN- 14.11.03 08.01.04 69 100 GLK 70. 16 GLK 29.84 
04 84 2001/1 GLK 

2004- GP- Damoh-Jabcra 03. 12.04 19.12.04 49 250 GLK 139.IO GLK I I 0.90 
05 91 PEL GLK 

2004- GP- Damoh-Jabcra 03. 12.04 16.01.05 77 250 GLK 183.70 GLK 66.30 
05 83 PEL GLK 

2005- GP- South of 01.12.05 30. 12.05 60 55 SKM 47.43 SKM 7 .57 
06 90 Geleki- SKM 

Sibsagar 
District PEL 

2005- GP- Bhubandar- 01.12.05 31. 12.05 61 40SKM 25.26 SKM 14.74 
06 10 Cachar District SK M 

PEL --
2005- GP- South or 0 8. 12.05 14.0 1.06 75 42 ~KM 27.95 S KM 14.05 

06 88 Manikya SKM 
Nagar-
Sonamora 
Large area PEL 

2005- GP- We!>t Tripura 13. 12.05 I 1.01.06 72 40SKM 27.07 SKM 1 2.9~ 

06 17 PEL I SKM 
~63 
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Idling 
expenditure 
(Rs in 
crore) 

0.31 

0.13 

0. 18 

0. 19 

0.31 

-
0 .30 

0.43 

1.85 
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Annexure - XIV 
(Referred to in paragraph 7.1.1) 

A. Brief of production and surface facilities 

Production facilities 

• Group Gathering Sta tions (GGS): Collection of liquid produced from nearby wells and its treatment for 
separation of gas, removal of water and BS&W th rough Separators, Heater Treaters and Bath Heaters. 

• Central Tank Farm (CTF)/Central Processing Unit (CPU): Storing of oil gathered from group gathering 
stations before transfer to consumers. The critical equipment in the installations are Bath Heaters, 
H~ater Treaters, Separators, Pumps, Compressors and Storage Tanks. 

• Desalter Plant: The processed oil is collected for final processing for removal of salt and BS&W before 
dispatched to refinery. The critical equipment are Desalter Vessels, Tanks, Pumps and Feed Heaters. 

• Gas Compressing Station (GCS): Gas flowing from individual wells is brought to a common fac ili ty -
Gas Compressing Stations (GCS), from where after compression supplies are made. 

• Early Production System (EPS): Akin to a GGS used in the fi eld which is newly discovered and where 
further developmental work is awaited 

• Liquefied Petroleum Gas Plant (LPG Plant): Natural Gas is cooled to a critical temperature of minus 40° 
C to extract C3-C4 in liquefi ed form as LPG. 

• In-situ Combustion Plant (ICP): It is a thermal enhanced oil recovery technique used to recover oil from 
heavy oil reservoir. In this technique part of the reservoir oil is burnt to reduce the viscosity of remaining 
oil. Compressed air is injected to the reservoir to facil itate ignition process. 

-~ 

• Combined Cycle Power Plant (CCPP): Power is generated by use of gas for running the gas turbines 
which are hooked to power generators. 

Facilities for reservoir pressure maintenance 

• Water injection: Process whereby water is injected into an oil producing reservoir to supplement the 
natural energy of reservoir and to improve the oil producing characteri stics of the fie ld. The critical 
equipment are water injection pu,!llpS. 

• Gas injection: Process whereby compressed gas is injected into an oil producing reservoir to supplement 
the natural energy of reservoir. 

• Water Treatmellf Plant (WTP): Plant for treatment of water to a required specification for further usage 
for injection etc. 

Facilities for treatment and disposal of effluent 

• Effluent Treatment Plant (ETP): To process the effluent received from GGS/CTF installation before 
di sposal of effluents as per pollution control norm s. The critical equipment are pumps and tanks. 
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B. Flow chart of production, processing and transporta tion of oil and gas 

FLOW CHART OF PRODUCTION 

Bore well 

GAS 

Gas Compressor Plants 

Consumersnncemal 
Consumption 

Water Injection Plant 

Wcll(s) 

Well Fluid 

Separators in GGSs/ EPSs 

OIL 

Heater Treaters in GGS 

Oil Tanks in CTF 

Desalter Vessels 

Dispatch Tan!-s 

Trunk Line-. 

Refiner} 
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WTP 

ETP 

Effluent for discharge 
through Efnuent 
Disposal wells 
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Annexure - XV 
(Ref erred to in paragraph 7.5) 

List of production and surface installations test checked 

SI. Name of Installations 
No. 

Ankleshwar Ahmedabad Mehsana 
I CTF, Ankleshwar Desalter Plant Nawagam Nandasan GGS-I 
2 WTP Kathor Nawagam GCP Balol GGS-2 
3 ETP, Ankleshwar Sanand GCP Jotana GGS 
4 GGS-I, Ankleshwar Kaloi GCS North Kadi GGS-1 
5 GGS-lll, AnkJeshwar Jhalora ETP Lanwa GGS-2 
6 GGS Motwan Kaloi ETP Langei EPS 
7 GCS Motwan South Kadi CTF North Santhal ETf' 
8 GCP AnkJeshwar Nawagam CTF North Kadi ETP 
9 GGS-I, Gandhar Gamii GGS South Santhal GCP 
10 GGS-Vl, Gandhar Limbodra GGS-ll Santhal Main ICP 
l l GGS Jolwa Jhlora GGS-11 Mehsana CTF 
12 EPS-253 Viraj GGS Sobhasan CTF 
13 WTP Zanor Nawa!!am GGS-1 -

14 ETP Gandhar Sanand GGS-I -
15 GGS Kathana Kaloi GGS-lY -
16 - Kaloi GGS-1 -

GGS - Group Gathering Station: ETP - Effluem Treatment Plalll: GCP/GCS - Gas Compressor Plant ; 
EPS - Early Production System; CTF - Cemral Tank Farm; WTP - Water Treatment Plam; 
lCP - /11 sir11 Combustion Plant 
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(Referred to in paragraph 7.7.1.1) 

Report o. PA 17of1009-10 

Status of production and surface facilities as of October 2008 

SI. Name of Ahmedabad Ankleshwar* 
No. installations (Nos.) (Nos. ) 

<25 > 25 < 25 > 25 
years years years years 
old old old old 

I- - -
I Group Gathering 10 17 17 10 

Station (i ncluding 
water injection 
facility) 

2 Central Tank -- 3 1 1 
Farm/Central 
Processin!! Facility 

3 Desalter Plant 1 -- -- --

-+ Gas Compression 3 I 5 1 
Plant & Gas 
Collection Station 

5 Early Production -- -- 2 I 

System 
6 Effluent Treatment -+ -- I I 

Plant 
7 111 situ Combustion -- -- -- --

Plant 
8 Combined Cycle -- -- I --

Power Plant 
9 LPG Plant -- -- I --

..___ ->-

10 Water Treatment -- -- I I 

Plant 
- -

Total 18 21 29 15 

* Include two GGS and one EPS at Cambay Sub-Asset 

~ ' 

\ 
\ 
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Mehsana Total 
(Nos.) 

< 25 > 25 
years years 
old old - - -
13 7 74 

I -
2 3 10 

I -- -- 01 
1 -- 11 

I 
2 -- 05 

5 I 12 

3 -- 03 

-- -- 0 1 

-
-- -- 01 

-
-- -- 02 

26 11 120 
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Assets 2004-05 
Ahmedabad 
Budget 3 1.73 
Actual 32.84 

Percentage 103 
Ankleshwar 
Budget 47.82 
Actual 43.03 
Percentage 90 
Mehsana 
Budget 37. 19 
Actual 14.78 
Percentage 40 

Annexure - XVII 
(Referred to in paragraph 7.7.1.2) 

Utilisation of budget 

2005-06 2006-07 

30.20 47.84 
20.25 38.23 

67 80 

21. 15 55.68 
15 .29 56.73 

72 102 

54.20 55.00 
47.09 46.22 

87 84 
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(Rs. in crore ) 
2007-08 

44.54 
29.44 

66 

52.00 
20.79 

40 

5 1.60 
57.32 

111 

( 
I 
I 

) 



Particulars 
Ahmedabad 
Oil production (in MT) 
Transit loss (in MT) 

Annexure - XVIII 
(Referred to in paragraph 7. 7.3. l) 

Details of transit loss 

200.t-05 2005-06 

1704613 1740395 ·-
53496 20559 --

~rccntage of transit loss 3. 14 1.1 8 -
Excess percentage 2.1-l 0. 18 -
Excess loss in quantity abo\.c 36450 3155 
one f)er C<'llt (in MT) 
Loss of revenue (Rs. in crore J 6.69 0.55 
t\tehsana 
Oil production (in MTl 230257-l I 235.+097 
Transit loss (in MT) 16886 59853 
Percentag_e of transit lo<,<. 0 .73 2.54 
Excess percentage -- 1.54 

-1~ 

Excc-.s loss in quantity abo\.C -- 363 12 
one f)er ce11t (in MT) - -
~ss of revenue (Rs. in croreJ -- 7. 15 -

Ankleshwar 
_Oil production (in MT) 1927 175 191 8276 - -
Transit loss (in MT) 17786 268.+3 
Percentage of transit loss 0.92 1.-l 

-- 0.-l 

Report ,\ o. P. t 17 of 2009-10 

2006-07 2007-08 -

1782585 1800170 - >- -- -
28987 288 15 --

1.63 1.6 
0.63 0.6 - -
11161 10813 

I 
I 2.2-l 2.83 - -

t-223333Q_ 2101177 - -
96 166 82604 
4.31 3.93 

I 3.31 2.93 -

I 
73833 61592 

I 2 1.96 22..+9 
-~ -

19333 19 1979486 - -
4175: .10988 
2.16 1.57 
1.16 0.57 ~ces-. percentage - - ~ _,____ 

E\ces-. loss in quantity above -- 7660 224 18 111 93 
one per cent (in MT) - - - - >---
Los-. of revenue (Rs. in croreJ -- 1.08 I 5.26 3. 13 I 

-· I -
Total loss of revenue 6.69 8.78 29.46 28A5 
(Rs. in crore) I 

18 1 



Report No. PA 27 of 2009-10 

Annexure • XIX 
(Referred to in paragraph 7.7.3.6) 

Shortfall in water for fire safety requirement in six installations of Mehsana Asset 

SI. Name of the Water Present Shortfall Management's reply 
No. installations requirement Water (in M 3

) (October 2008) 
(in M 3

) availability 

.._ (in M 32 - -I . NK GGS cum 683 500 183 Waler storage capacity would 
CTF be augmented by constructing 

>---
new fi re water tank. -

2. NK GGS-1 576 200 376 New fire water storage tank 
of 600 M3 capacity was under 
construction. 

3. NK GGS-Il 576 292 284 A new fire water storage Lank 
of 600 M 3 capaci ty had been 
constructed and was in use. 

4. Jotana GGS-I 576 118 458 A new fire water storage tank 
of 600 M3 capacity had been 
constructed and was in use. 

5. Lanwa-GGS- 576 230 346 New fire water storage tank 
Ir on 600 M' capacity was 

under construction. 
6. Unawa MTS 40 - Shortage The MTS had been given to 

40 M/s GS PC on contract. 

Observations of the OISD in Ahmedabad Asset 

• Only four double headed hyd rants were in operation again t requirement of 17 double headed hydrants 
as per OISD standard code 11 7. 

• There were only nine fi re monitors syste m which were not adequate for fire protection coverage for the 
Lolal Lank area a per the fire safet) requirements. Further, out of the nine available monitors, four 
monitors were very old and not uitable for use. As per the review of Fire Protection Facilities carried 
out (January 2007) by Fire Section of Ahmedabad Asset, seven additional monitors and four replacement 
monitors are found essential for adequate fi re protection coverage in the tank area. 

• Out of 15 Hose boxes available at the insta llations, condition of I 0 boxes was very poor due to corrosion 
and broken glass and were unsafe for operations. 

• Drain valve were not provided in any of the foam tanks to transfer the compound in case of' any leakage 
or any other requirement. 

• Water monitors provided in the tank form area were not having adequate range and jet throw. 
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Anncxurc - XX 
(Referred to in paragraph 7.7. / ./ and 7.7.3.8) 

Inadequacy of facilities fo r processing of oil in production insta lla tions 

Name of the Audit observations 
Installation 

Ahmedabad Asset 
Jhalora GGS 

Jhalora GGS 

andej GGS 

Ankleshwar Asset 

Safety release 'ahe.., or 
separators and Healer 
Treaters were not 
connected lo flare 
through common header 
v.hich was in violation or 
OISD requirement. 

Safety manual of the 
Company had pre..,crihed 
measurement or 
thickness or critical 
vesse ls as monitoring 
tool for ensuring ..,are1:,-
of vessels and for 
monitori ng or 
deterioration that hau 
been caused due lo 
corrosion. Test ched. al 
Jhalora GGS re\ ca led 
that though the thickness 
were being measured. 
base data ror compari">On 
v. as not avai I able for an) 
of the separators or oi l 
storage lanb. 
Consequently the 
purpose of mea..,urement 
lost its si nificance. 
Heater Treater in..,talled 
in 1999 wa<., not being 
used for the purpo..,e for 
-.eparation of \\ alcr and 
oil hut was onl) u-.ed for 
healing of water '' hich 
\\as being utili-.ed ror 
declogging of choked 
lines. 

Implications 

In the e\ent or 
d ischarge 
safety 

from 
relea-.e 

vahe. 
would 
routed 
flare 
\\OU Id 

the gas 
not be 

through 
line and 

be 
dischargeu to 
atmo-.phere 
without being 
tlareu. 
Safe m.iintenance 
or the ilhlallation 
was affected as 
with age reduction 
1n thicknec.,s 
occur"> . 

Idling of the 
critical equipment 
meant tor 
scparat ion of oi I 
and water. 

Management 's reply 
(October 2008) 

The job was Ill 

progress. 

Base data for vessels 
was a\ailahle with 
Central 
(CWSl. 
Howe, er. 

Workshop 
Baroda. 

thickness 
measurement was 
clone a.., per ">Chedu le 
and value"> \\.ere 
compared with 
previou"> mea<.,urement. 

Nandej had no ETP 
and di..,po'>al facilities. 
Howe\ er. hot v. al er 
produced from I feater 
Treater \\a\ being u-.ed 
for de-clogging 
choked line'> and well 
bores. 

CTF ANK. GGS- Internal c leaning/bollom Unsafe 
I GDR, GGS- cleaning of the storage maintenance 

~~~~ .......___,__ 

Work order i">'>Ued ror 
or inlernal/bollom 
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Name of the 
InstaJJation 

Jolwa 

GGS-llf ANK, 
GGS Motwan. 

GGS I & III 
ANK, GGS 
Motwan, GGS I 
GDR, GGS 
Jolwa, GCS 
Motwan 

GGS-J ANK, 
GGS Jolwa, GGS 
Dahej 

CTF ANK 

Audit observations 

tanks had not been 
carried out during last I 0 
years as per the 
requirements of OISD 
standard code 129, 
section 9. 
The flare knockout 
drums to separate liquid 
from gas stream which 
was routed to the nare 
stack was not available. 
The flare package 
system in GGS/CTF did 
not have auto ignition 
system. 

The SCADA system was 
being implemented in all 
the installation, but 
officials had not been 
trained 111 operating of 
the SCADA system to 
ensure data integrity. 
The remote ignition 
system had not been 
instal led on bath heaters 
and Heater Treater. 

Implications 

the storage tanks. 

Safe operation of 
the installation 
gets affected. 

In case of 
electricity failure 
the gas would not 
get nared ti ll such 
time fire was 
ignited manually 
and during the 
interim period, gas 
would continue to 
be discharged 111 

the atmosphere 
without being 
nared . 

Management's reply 
(October 2008) 

cleaning of the storage 
tanks including 
inspections and repairs 
by Engineering 
Services. 

The new control All personnel had been 
sy tern of trained in SCADA. 
handling of 
production was 
not effectively put 
into use. 

In the event of The job of remote 
electricity failure, 
manual 
intervention 
would be 
necessary 
affecting critical 
qual ity 
parameters. 

184 

ignition system wac; 
being carried out by 
CWS, Baroda. 



-
Name of the 
Installation 

GGS-GNAQ 

j Audit observations 
I 

None of the three <,toragc 
tanks had been cleaned 
since their 
commissioning 111 1990, 
as also the storage tanks 
had not been colou r 
coated since the 
installation, 
consequently they 
remained exposed 10 
environmental 
deterioration and 
corrosion . 

- Implications 
,_____ 
Safe maintenance 
of the storage 
lanb got affected. 

Report No. P \ 27 of 2009-JO 

Management's reply 
(October 2008) 

All the tanks had been 
painted. 
would 

The tank\ 
be cleaned 

when the req ui rement 
was felt necessary. 

....___ __ ..____I __ ___.___ 

Mehsana Asset 
Nandasan GGS-1. 
Jotana GGS-l. 
Langej EPS. 
Mchsana CTF. 
Lanwa GGS-11. 
Sobhasan CTF 
All !'>even 
GGS/CTF te<.,t 
checked 

The flare knockout 
drums to separate liquid 
from gas stream v. hich 
routed to the flare stad 
was not available. 

The flare package 
!->ystem in GGS/CTF did 
not have auto ignition 
system. 

Nandasan GGS-1. The pipelines had not 
Jotana GGS-1. been colour coaled for 
NK GGS-l & segregation for llare gas. 
Lanwa GGS- 11 water. effluent and for 

high pres-,ure and lov. 
pressure lines. 

All I~ The SCAD A ') -,1em \\as 
installation.., 
GGS/CTF/EPS/G 
CP & ETP test 
checked 

being implemented 111 all 
the installation.... but no 
official had been trained 
111 operating of the 
SCADA '>)'>!cm to 
ensure data integrity . 

Safe operation or Would be 
the installation got implemented in the 
aff ectcd. forthcoming revamp or 

installation .... 

In of Would he 
electricit\ failure 
the ga1., \\Ould not 
gel llarcd till such 
ti me fire was 
ignited manually 
aml during the 
intenm period. gas 
\\ ould continue to 
be di..,charged in 
the atmosphere 
v. ithou1 being 
llared. 

implemented in the 
forthcoming revamp of 
installation'>. 

Un1.,afc operation Colour coding would 
or the in'>tallalion. be incorporated during 

fresh painting or 
remaining pipelines. 

The "'" rnntrol I Per..onnel were hcing j 
S) '>lCn 
handling 

of imparted training. 
of 

production wa1., 
not effecli\ cly put 
into use. 

- -
NK GGS-l. The remote ignition In the c\ en! of Case v. as under 
Sobhasan CTF system had 1101 been ele<.:tricity failure, tendering <ilage. 
and Mch-.ana installed on bath heaters manual 
===:--~~~-'-:======-~~-'-'--'--'-'--'-'-" ----====--'-=======-=========~ 
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Name of the Audit observations Implications Management's reply 
Installation (October 2008) 

CTF and Heater Treaters. intervention 
would be 
necessary 
affecting critical 
quality 
parameters. 

Nandasan GGS-1, The individual vessels Unsafe Contract for painting 
Jotana GGS-1, had not been painted maintenance of was being finali sed. 
Balo! GGS-11 & regularly for prevention the vessels 
Lanawa GGS-11 of corrosion. exposing them to 

environmental 
degradation . 

Lanwa GGS-II Breakdown hours Decision making Running hours were 
and Balo! GGS-fl particularly of critical on maintenance being maintained In 

equipment had not been requirements of log books; breakdown 
maintained. c1itical equipment hours would also be 

got affected. maintained. 
Nandasan GGS-1 Storage capacity was Unsafe operation Storage capacity 

inadequate ( I 090 M3
) as of the storage enhancement was 

compared to the daily tanks. under tendering 
liquid handling of 1200 process. 
MJ. 

North San that Stock of sludge/waste This affected the A new contract was 
ETP material had been very health and under tendering stage 

high at 300 MT in dry environment and for safe disposal off 
form and 600 MT In al o non- sludge. 
liquid form awaiting compliance to 
di sposal as per GPCB GPCB regulations. 
norms. 
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Annexure - XXI 
(Referred to in paragraph 7.7. 1.I and 7.7.3. 10 (i)) 

Non-compliance to Director General of Mines Safety observations 

Implications Name of the DGI\1S observatio.n/ :\lonth of I 
Installation observation 

---'-------=--::...::....:c-~~ ----'----~ 

~lanagement's repl) 
(October 2008) 

----~--~ --'-'-'--~~ 

Ahmedabad Asset 
~------~ 

GGS-1, II & Ill 
Nawagam. GGS-
111 & VIII Kaloi. 
GGS Wasna. 
GGS-WIP Nandej. 
GGS Nandcj 

Adequate number of eleL:lrtL:iam. 
were not appointed al 8 <lirtercnl 
production ins1alla1ions. 
(February 2003) 

GGS-1 & II. Pipelines were laid lo transport 
awagam. GGS-1. the crude oil from \\elh to GGS 

Sanand. GGS-111 \\ ithout obtaining permi-.-.wn 
& V. GGS- from DGMS. 
Ramo!. (!\.fa) 2007) 

GGS-11. Suitable type of tran•Jormcr 
Nawagam, GGS-T. considering the ha;ardous ;one 
Kaloi & GGS-1. had not been irNalled in 1hc 
Sanand heater treater. 

(June 2005) 

GGS-Motcra & The cold fl are di-.chargc from 
GGS-Ramol llare line was being collected al 

a pit. 
(Ma) 2006) 

GGS-11 , Kaloi Online gas detection \Y'>tem had 
not been in~talled for the heater 
treater. 
(December 2004) 

The effective Adcquale number of 
now 111ain1cnanL:e of the electricians was 

installation may get posted. 
jcopardi1.,cd and in the 
ab-,e1Ke of a qua Ii fied ( co111plia11ce 
cleL:trician ..,afety of the o/Jse1w1tio11 

to 
a/ier 

thi.\ 
ol'er 

in1.,1allation \\US fi1'e rear.\) 
'eo ar<li-,e<l. 
DGMS requirement 
prior appro' al had 
been en-.ured 

of Cases w i1h ref ere nee to 
not Motera. Kaloi GGS-l. 

Ramo!. andej. Wa-,na. 
Limbodra GGS I. II & 
Gamij were under 
approval and ac1ion for 
remaining installations 
was in hand. 

--- ---+--
Transformers suitable for 
ha1ardous duly were 
required to be installed in 
ab-.em:c of \\ hich safel) 
of 1he installation was put 
to ri..,k. 
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All heater trcalcrs are 
made by Central 
Workshop. Vadodara. 
Design modi fil'.a1ion had 
already been <lone and all 
ne\\ heater treater'> were 
now equipped \\ ith 
flameproof transformer . 
In view of the limited 
capacit) of CWS. old 
cases would also be taken 

I up. 
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Name of the DGMS observation/ Month of 
Installation observation 

GGS-Motera. Permission for laying of GGS 
GGS-IL Limbodra. had not been renev.ed. 
GGS-VII, Kaloi (February 2008) 

I 

Implications Management's reply 
(October 2008) 

Mandatory and statu tor) Applied for renewal of 
requirement of DGMS permission. 

Application for other 

I 

had not been complied. GGS-MTR 23.03.2008 
GGS-11 LMB 01.04.2008 

installation was in 
>--- __ _.J~ __________ __,_ _________ _,_

1
_...p_ro_,_gress. 

Ankleshwar Asset 
GGS 03, 04 & 06, Fire hydrant ri ng was not The safe operation of the 
Ankleshwar provided. 

(January 1999) 

1--

GGS-6 & GGS-3, Copy of the plan showing the 
Ankle!->hwar. GGS- details of all connected Wells of 
7, Gandhar the GGS and the pipe line lay out 

along with location of various 
Wells were not maintained and 
displayed at the ln'itallation. 
(March 2003) 

GGS- 1 & GGS-3. I Gas Detection S) <., tem with 
Ankleshwar. GGS- audio visual alarm was not 
3, Gandhar found at Installation. 

(December 2003) 

>---

installation may get 
jeopardi sed. 

The safe maintenance of 
the pipeline and quick 
identification and repa1r 
of leakages got difficult 
and delayed. 

In case of abnonnal 
leakages of hazardous 
gases, safety and health 
of the operating staff 
would be put to ri sk. 

Fire hydrant ring was 
prov ided. 
(Co111plia11ce qfier eight 
rears) 

Was being maintained. 

Gas was being measured 
by portable gas detectors. 
DGMS al so agreed to 
drop this observation 
during preparation of 
draft OMR. Once draft 
OMR was approved, this 
observation would be 
dropped. 

GGS- 1, 5 & 6, No Electrical Supervisor was The effecti \e Now posted. 
Gandhar. GGS-
G AQ. EPS-
Jam busar. Jolwa 
GGS- 1 

-
GGS-Dabka, EPS-
Jambusar, GGS-5. 
Gandhar 

appointed m the GGS to 
supervise the electrical 
installation. 
(December 2003) 

Medi um voltage equipment such 
as oi l dispatch pumps, effluent 
pumps and fire pum ps installed 
were found in operation without 
report ing safety provisions of 
equipment to DGMS. 

I (December 2003) 

maintenance of the 
installation may get 
jeopardised and 111 the 
absence of a quali fied 
electrician safety of the 
installation was 
jeopardised. 
Equipment suitable for 
haLardous duty were 
required to be installed in 
absence of which safety 
of the installation was put 
to risk. 
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I 

Fre. h approval would be 
obtained after revamping. 
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DGMS observation/ :\1onth of Implications \a111l' of the 
111, ta llation obsen ation 

~~~~~~~~~~~ 

I Management's rc~pl) 
(October 2008) 

~~~~~~~......__~ 

\ ll'h, ana \ sset 
\ p11 il l\..1d1 GGS-
111 Sobha-.an 
c ,c 1\ 11 

\rnth Ka<li 
C iC iS/( 'TF 

13 ln)ta llation.., 

Four number.., HT tran,fonner Tran..,former' and 
and junction ho\e' \\ere found ,1unction hoxe... '>Uitable 
111\talled in ha1ardou' area near lor hatardou\ duty \\ere 

orth Kadi GGS-111 and Fi\e rcqu1re<l to he installed 111 

numbers HT tramfonrn.' r' and ah..,encc of '' hich .,afet) 
junction bo\es near Soohasan or the in..,tallation ''a!> put 
GGS-11. to ri..,k. . 
(August 2004) l 
The gas being burnt through In ca..,e of electrici t) 
llare on the ground lc\cl without railure the gas wou ld not 
prm iding remote control get llared till such time 
electrical ignition de' ice fire '' ,,.., ignited manual!) 
(March 2005) and <luring the imerim 

pc nod. ga.., v. ou ld 
rn111inue to be dischargc<l 
111 the atmo ... phere '' ithout 
oc111!! llared. 

A., per Oil l\1111e' Regulation' 
198-l vide chapter-VI 11 dau..,c 
75. no electrical appliance-.,. 
equipment. machiner) includ ing 
light ing apparatu.., ..,110u ld he 
used in Lone "O" ha1ardou.., area 
,.,. ithout spcci fie apprm al of 
DGMS. Thi.., requirement had 
been 'iolated a., oo..,cn ed O) 
DGMS. There were 1 \ 
ob-.ervation'> i.,..,ucd h) the 
DGMS highlight111g the u'c of 
tran<>former. DG \Cl\ .111d other 
electrical equipment. \\ hich 
\\ere in operation in \anou-. 
111\tal lations \\ ithout h<l\ ing 
approval from the DGMS (Jul) 
2005 to Januan. 2006 l 

Mandator) and statutor) 
rcqu1 rement or DG MS 
had not heen complied. 

A '"ct \\a.., al'o tak.ing 
111itiati\c to cmcr all -.uch 
equipment ( in-.talled 111 
h<11ardous rnne'l in llame 
proof enclo,ure. The 
ca ... e had al'o oeen taken 
up with CWS. Baroda for 
!!Ctt in_g_ DGMS a.EJ2ro' al. 
9111 high llare \tack 
in.,talled. Remote 
controlled ignition de\ ice 
\\Ould he in..,talled during 
forthcoming re' ampmg. 

Asset was aho t<1k.ing 
i111tiativc to cm er all -,uch 
equipment (in-,talled 111 

ha1ardous ;ones l 1 n llame 
proof enclo..,urc. 
Application had been 
\Uomittcd to DGMS. 

A e-wise anal sis of ending DGl\IS observations as on March 2008 
Year No. of cndin •observations 

Earlier to 200-l-05 
200-l-05 

Mehsana 
(as on March 2008) 

07 
2005-06 
2006-07 
2007-08 

~~~~--+--~~~~26 
13 

~~~~~~--+~~-
21 
67 Total 

Ahmedabad 
(as on l\larch 

2008) 

189 

I 0 
07 
08 
12 
53 
90 

Anklesh\\ a r 
(as on March 

-+ _ _ 2008) 
39 
23 
29 
12 

103 
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Annexure - XXII 
(Ref erred to in paragraph 7.7.1.1and7.7.3.10 (iii)) 

Non-compliance status of Oil Industry Safety Directorate observations 

Name of the Observations/Month of Implications Management's 
Installation Observation response as of 

October 2008 
Ahmedabad Asset 
Jhalora GGS-II Safety release valves of Unsafe The job was In 

separators and heater treater operation of the progress. 
had not been connected to installation. 
flare through common header 
in line with OlSD -STD- 106. 
(March 2007) 

Jhalora GGS-11 Earthing of manifold was not Unsafe New earthing pits had 
proper and safe. operation of the been constructed. 
(March 2007) installation. 

GGS Nandej The fire monitoring system Safe operation Action for 
was not adequate in line with of the procurement of 
OlSD-STD-189. installation got jockey pumps was in 
(April 2007) jeopardised. hand. 

Nawagam CTF All single headed fire Safe operation Requirement of 
hydrants to be replaced with of the double headed fire 
double headed fire hydrants. installation got hydrants had been 
(November 2006) affected. covered in revamping 

of F/F system at CTF. 
Ankleshwar Asset 
Ankleshwar Heavy rusting was observed Effecti ve Surface preparation 
CTF in the lower portion of shell maintenance of and painting had been 

of all the active tanks for the tanks had taken up for all the 
which remedial action had not been CTF tanks. 
been taken. overlooked. 
(May 2003) 

GGS -GNAQ Remote ignition system not Unsafe The task of installing 
fitted to heater treater. operation of the remote igniti on 
(February 2002) installation. system and heater 

treaters had been 
assigned to CWS, 
Yadodara and they 
were taking up this 
issue on priority 
basis. 

GGS-03 - No record of tank inspection Requirement of Was be ing taken up 

GAN was available. Thickness etc. OISD was not by an external agency 

to be recorded and checked complied. hired for this purpose. 
with the base date. 
(October 2002) 

GGS-02- Level indicator of crude Unsafe Level indicator had 

GAN storage tank was not operation of the been made 

operating. installation . functi onal. 

(June 2004) 
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Name of the T Obscrvations/l\lonth of 
Installation Observation 

I October 2008 
GGS­
DABKA 

k
mplications I Management's 

response as of 

Remote Ignition Sy'>tem on le opcrat~he task of in-.talling 
Emubion Heater \\a\ not or the remote ignition 
prm ided. installation got system and heater 
(January 2005) affected. treaters had been 

EPS­
ANDADA 

EPS-
A DADA 

GGS-0 I -
ANK 

Remote ignition sy-.tcm on 
indirect bath heater wa'> not 
prO\ ided. 
(J anuar 2005) 
Internal inspection. OT and 
hydro test not conducted on 
bath heater. 
(January 2005) 

assigned to Central 
Workshop. Vadodara 
and they were taking 
up this i-;sue on 
priority basis. 

Safe operation Was being taken up 
of the by CWS. Vadodara. 
i m,tallation got 
affected. 

GGS -06-
A K 

Internal inspection or tanks I Requirement of I Was being taken up 
not done in line '"ith OISD- OISD ,,a., not by an external agency 
STD-129. 

I (July 2002) 
Mchsana Asset 
Sobhasan I No jockey pump (firefighting 
GGS/CTF pumps) was available on the 

fire main system and hence 
the fi re ring main wa-; not 
under pressure. Fire water 
network was not kept 
pressurised as per OISD­
STD-1 17. 

Sobhasan 
GGS/CTF 

(August 2002) 
Tanh were not being 
inspected in line with OISD­
STD-129. 
(August 2006) 

l complied. I hired for this purpose. 

~~~~~~~~~~~~-1 

Unsafe 
operation of the 
installation. 

Jockey pump had 
been installed and 
working since March-
2008. (Delay of six 
years in 
implementation) 

Requirement of Rolling plan was 
OJSD ''as not being prepared. 
complied. However. few tanks 
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were being inspected 
during their cleaning 
and repair. These 
ranks were inspected 
during need base 
R&M jobs. 
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Name of the 
Installation 

Becharaji 
GGS-III 

North Santhal 
ETP 

Balo! Main 

North Santhal 
CTF 

North Santhal 
CTF 

Lanwa ETP, 
North Santhal 
CTF,North 
Kadi CTF 

Observations/Month of 
Observation 

Implications Management's 
response as of 
October 2008 

Flame arrestor on heater Requirement of Flame arrester 
treater No. 51-V-002-C was OISD was not replaced in December 
blinded completely. Flame complied. 2007. The delay 
arrestor should be replaced. occurred due to delay 
The compliance to the in procurement of fire 
observation was completed tube from CWS, 
only in December 2007 as Baroda. 
against the observation which 
was issued in July 2003, after 
a delay of four years. 
(July 2003) 
Ultrasonic thickness gauging Unsafe Chemical tanks were 

replaced in June 2008 
and were 111 

operation. 

of tanks and pipelines of the operation of the 
ETP was done in February installation. 
2004. Reports indicated 
pinholes m chemical tanks 
and appreciable thickness 
reduction. 
(February 2004) 
Ultrasonic thickness 
measurement had not been 
done for water storage rnnks 
and pressure vessels. 
(June 2005) 

Maintenance and internal 
inspection of crude storage 
tank had not been done· as per 
0 ISD-STD-129. 
(August 2007) 

Hydro test of pressures 
vessels had not been carried 
out m line with OMR 
guidelines. 
(August 2007) 

Requirement of Next thickness 
OISD was not measurement was due 
complied. in June 2008. 

Contract for thickness 
measurement was 
being finalised. 
Measurement 111 

Balol Main would be 
done on priority. 

Requirement of Tanks could not be 
OISD was not inspected internally 
complied. as storages capacity 

was limited and it 
was very d ifficult to 
spare a tank for long. 

Requirement of Awarding the job to 
OISD was not third party for hydro 
complied. testing was 

planning stage. 
1n 

Records of training matrix Requirement of Was being done. 
had not been maintained at OISD was not 
the installation to monitor the compli ed. 
requirement of training to 
person, including refresher 
training. 
(August 2007) 
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Name of the 
Installation 

North Kadi 
CTF 

North Kadi 
CTF 

Year 

Observations/Month of Implications 
Observation I 

I All six tanb !D= l 2m and Unsafe 
H=8m) ha' ing storage operation of the 
capacity of 900 M1 each were installation. 
located 111 a single dyke 
without provision of firebreak 
wall s. Moreover. slope of 
dyke was 1n the centre 
leading to accumulation of oi l 
and water below the piping 
manifold inside the dyke. 
Dyke drainage system had not 
been routed through slop tank 

I 
to handle oi l spillage. 
(August 2007) 

1 Cooling for exposure Unsa fe 
protection of other crude oil operation of the 
storage tanks falling outside a installation. 
rad ius of (R+30)M from 
centre of the tank on fire and 
situated 1n the same dyke 
should be at the rate of one 
lprn/m2 or three lpm/m~ water 
spray density. This 
requirement had not been 

I 
complied til l date. 
(August 2007) 

Report No. PA 27 of 2009-10 

Management's I 
response as of 
October 2008 

Since the installation 
was very old and 
having lot of piping 
111 the tank area, 
feasibility was being 
studied to construct 
fire break wall inside 
the dyke. Slope had 
been reversed 
towards dyke wall. 

Re-tendering wa 
being done for 
revamping of fire 
water system. 

Age-wise analysis of pending OISD observations as on March 2008 

No. of pending observations (as on 31 March 2008) 
Mehsana Ahmedabad Ankleshwar ,...._ -

Earlier to 2004-05 01 - - 18 
2004-05 -- 0 1 09 
2005-06 06 -- -- -
2006-07 18 09 09 
2007-08 59 -- 11 

'-
Total 84 10 47 -
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Project Name 

I .Kopili H.E. Project Stage-
II 
2.Tui rial H.E. Project 

3.Kameng H.E. Project 

4.Tipaimukh H.E. Project 

5.Rangana<li H.E. Project 
Stage-II 

6.Pare H.E. Project 

7.Tuivai H.E. Project 

8.Lowcr Kopili H.E. 
Project 

Annexure-XXIIl 
(Referred to in paragraph 8.2) 

Status of NEEPCO projects 

Capacity Scheduled Actual 
(MW) Date of Date of 

Commissioning Commissioning 
25 July 2003 July 2004 

60 July 2006 -

600 November -
2009/ March 
2011 

1500 * -

130 -

* 
11 0 -

* 

2 10 -

* 
150 -

* 

Status 

Completed 

Construction activities suspended 
from June 2004 initially due to 
agitation by TCCA and then due 
to price escalation . . The balance 
work was propo ed to be 
completed wi thin three years 
from the date of resumption of 
the works. 
Under execution. 

TEC at R 5164 erore was 
accorded by CEA in July 2003. 
However, CCEA approval is 
awaited as forest clearance from 
MoEF is oendini.L 
TEC is pending and MOA has 
not been signed by the state 
government. 
TEC at Rs. 553 crore was 
accorded by CEA in September 
2007. However, CCEA clearance 
is awaited as note to CCEA has 
not been submitted by MOP till 
July 2008. 
Partially Handed over to Govt. of 
Mizoram in Jul v 2008. 
To be handed over to the Govt. 
of Assam as decided In 

November 2006. 

*Approval of CCEA, which indicates date of commissioning, not yet received 

194 

I 



Report No. /' ,\ 27 of 2009-10 

Annexure-XXIV 

(Referred to in paragraph 8.2 ) 

IO'h Plan outlay vis-a-vis actual expenditure of NEEPCO projects 

(Rs. in crore) 
-

SI. Project 10'" Plan 
Actual 

Expenditure upto 
expenditure 

No. outlay upto 
31.03.2007 

31.03.2008 
Budgeted Actual 

-- -
I. Tuirial HEP (60 MW). Mizoram 255 194.38 272.72 112.76 

2. Kopili H.E.-2nd Stage (25 MW ). Assam 33.49 88.91 54.19 30.23 

3. Kameng H.E. Project (600 MW). 1000 660. 13 101 8.38 529.26 
Arunachal Pradesh 

I--- - ·- ,_ 

4. Tuivai HEP (210 MW), Mizoram 790.20 17.50 56.00 -
_,_ 

5. Tipaimukh HEP (I 500 MW). Manipur 250.00 7.51 165.00 4.08 
- L-

6. Lower Kopili HEP ( 150 MW ). Assam 50.00 1.59 17.23 -
,___ ~ - 1-- -

7. Pare HEP ( 110 MW), Arunachal Pradesh 30.00 5.83 68.00 6.64 

8. Ranganadi HEP St-II ( 130 MW l 100.00 7.58 55.00 8.35 
-- -

Total . 2508.69 983.43 1706.72 691.52 
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Annexure - XXV 
(Referred to in paragraph 8.2) 

Statement showing status of utilisation of funds allocated in 10th Plan (NHPC) 

Rs. in crore 

SI. Project 10th Plan Expenditure upto 31.03.07 Expenditure 
No. Outlay 

(2007-08) 

Budgeted Actual Budgeted Actual 
(Prov.) 

I Teesta-Y (5 10 MW) 1856.59 18 10. 13 1846. 12 304.00 302.45 

2 TLDP-III ( 132 MW) 854.19 628.10 39 1.36 240.00 266.45 

3 TLDP-IY (168 MW) 894.70 3 18.26 95.82 153.00 137.47 

4 Subansiri Lower (2000 4825.00 1709.96 1505 .0 1 454.00 452. 19 
MW) 

5 Subansiri Middle (2000 967.26 79.38 22.30 1.00 0.82 
MW) 

6 Subansiri Upper (2500 50.00 62.75 2 1.60 2.00 1.63 
MW) 

7 Siang Lower ( 1700 MW) 606.73 52.88 30.50 - 2.26 

8 Siang Middle (1000 525..+9 345.43 37.18 - 2.04 
MW) 

9 Siang Uooer 50.24 32.58 19.90 - 1.06 

10 Loktak Downstream (90 150.00 37.90 I 1.95 5.00 0.78 
MW) 

11 Koel Karo (7 10 MW) 47 1.1 6 45.46 14.95 - -

12 Farakka Barrage ( 125 1108.3 1 11 .00 1.06 - -
MW) 

13 Purulia PSS (900 MW) 395.50 437.85 ---- - -

Total 12755.17 5571 .68 3997.75 1159.00 1167.15 
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I 
Particulars 

I. Teesta Y 

2. TLDP - Ill 

3. TLDP- IY 

4. Subansiri Lower 

Capacity 
(in MW) 

510 

132 

168 

2000 

Anncxure • XXVI 
(Referred to in paragraph 8.2) 

Status of NHPC Projects 

Scheduled date of 
commissioning 

February 2007 

1arch 2007 

September 2009 

September 20 I 0 

Anticipated/ 
actual 
date of 
commissioning 

April 2008 

September 2009 

August 2010 

Januar:r 2012 
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Remarks 

The project was completed with a 
time over run of 13 months 

The progress of work was 
hampered due to delay in handing 
over land. slope failure in power 
house. flash flood and non­
availabil ity of civil/work fronts. 72 
per cent civi l work, 47 per cell/ H 
& M work and 60 per ce111 E & M 
work was completed upto 31-03-08 
The progress of work was 
hampered due to delay in handing 
over forest land and flash flood . 
Only 24 per cent of civi l work has 
been completed unto 31-03-08 
The progress of the work was badly 
hampered due to delay in handing 
over land . for non-avai lability of 
MoEF clearance, landslides at surge 
shaft adit portal and powerhouse. 

o MOU has also been signed with 
the GoAP. 24 per cell/ of Lot I. 15 
per cent of Lot 2, nine per cell/ of H 
& M and 22 per ce111 of E & M 
work was completed upto 31-05-08. 

t--~~~~~~~-t--~~~~i--~~~~~~-t-~~~~~~~--+~~~-

5. Lower Siang 

6. Siyom/ Middle 
Siang 

7. Koel Karo 

8. Farakka Barrage 

1600 

1000 

710 

125 

* 

* 

!CCLA approval 
was in 198 1) 

* 

197 

Handed over to private part) 

Handed over to private party 

Abandoned due to non-signing of 
PPA with Jharkhand Gover.1ment 
after bifurcation of Bihar 
( member 2000) and agitation by 
project affected per ons 
demanding adcquacc compensation 
leading to non-acqui\ition of land 

Abandoned due to unv1abiht) of 
project right from beginning. 
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9. Purulia Pumping 
Station 

I 0. Subansiri 
Middle 

I I. Subansiri Uooer 

I 2. Siang 
Upper/Intermediate 

13. Loktak 
Downstream 

900 

2000 

2500 

I 1000 

90 

* 

* 

* 

* 

* 

* All these projects were not cleared by CCEA. 
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The scheme was dropped from 
capacity addition programme of 

HPC as per the decision of 
Government of West Bengal 

DPR not ubmitted as the proposal 
for stage - 11 site clearance was 
rejected on the basis of 
recommendation of Indian Board 
for Wild Life (IWBL), which was 
subsequently (April 2004) 
reaffirmed by the Hon'ble 
Supreme Court. 

-Do-

Survey and Investigation work 
was badly hampered and 
ultimately stopped due Lo protest 
and threat by local re idents and 
fate of the project is uncertain 
after transfer of Lower/Middle 
Siang to private developers. 
The construction work of the 
project wa not commenced due 
to non-availability of adequate 
security. For arrangement of 
security. the project cost is likely 
to be increased by Rs. I 00 crore 
which eventually affected 
viabil ity of the project. However 
it wa decided (October 2006) Lo 
fonn a joint venture of NHPC and 
Government of Manipur Lo 
implement the project for which 
MOU wa signed in September 
2007. 
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Name of 
the 
project 

Suhansiri 
Lower 

Tccsta V 

TLDP-111 

TLDP-IV 

L I 

- --
Date of Date of final 
handing clearance by 
over of the CCEA/ MoEF 
project to 
Company 

March ::?.OOO Octoher 2004 

January 1997 February 2000 
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Annexure - XXVII 

(Referred to in paragraph 8.3) 

Statement showing main reasons for delay in clearance 

Time Approved 
taken for project cost 
clearances 

(Rs. in crore) 

40 months 6285.33 

37 months 2198.04 

-

Reasons for delays 

• CEA gave TEC clearance after 19 momhs against the norms of 
three months from the date of submission of DPR. This delay 
wa., due to submission of incomplete information by the 
Com pan). DPR wac.. 1,ubmiued in June 200 I while approval was 
accorded in January 2003. 

• Time taken by CCEA for accqrding the approval from the date 
of PIB clearance was six months against norm of one month. 
Thi'> was due to dela) in putting up the note to CCEA by MOP. 

• MoEF took 16 month:-. from the date of ·in prim:iple Forest 
Clearance for according final Forest Clearance against norms of 
2 month.., leading to delay of 14 momhs. This delay was due to 
delay 111 raising of queries by State Department (4 months). 
delay in submission of reply (4 months). revoking of Stage -I 
and Stage - ll clearance given earlier and delay in giving final 
clearance (8 months) 

15 months delay by CEA in according TEC 

Delay in forest clearance ( 17 months) due to NPV issue. delay in O\ember 
2000 April 2004 + 46 months 768.92 fixation of dale of public hearing. delay in diversion of forest lands 

---+-~~~~ --+-~~~~~~-+-and incornplcte fo_r_m ______ __ _ 
Time taken for s tage II forest clearances was 26 months due to 
issues related to National Highway and Mahananda Wild life 

ovcmber 
2001 March 2006 63 month<, 1061.38 

SancLUary. This could have been reduced had the State Forest 
Department c learly indicated necessity of shifting the site initially 

l I 
instead of taking 18 months. MoEF gave final Forest clearance 13 

_ _._ ______ __.__n_1onths after "in principle' approval of the project. 

199 



Report N11. PA 27 of 2009-10 

Annexure - XXVIII 
(Referred to in paragraph 8.3) 

Status of clearances for HEPs during l01
h Plan 

SI. 
No. 

2 

3 

4. 

Name of 
project 

Kameng 
HEP 

Tuirial 
HEP 

Tipaimukh 
HEP 

Ranganadi 
St II HEP 

Date of 
handing 

over 

March 
1999 

May 
1996 

January 
2003 

Date of 
final 

clearance 
by 

CCEA/ 
MOEF 

December 
2004 
(CCEA) 

Project 
cost 

(Rs. in 
crore) 

2496.90 

March 368.72 
20CO 
(MOEF) 

Pending 

Pending 

200 

Time Reasons for delays 
taken for 
clearance 

68 months CWC prepared the DPR in 1982. 

46 
month 

Initially the projecl was handed 
over to NEEPCO in August 1989. 
TEC was obtained from CEA in 
October 1991. In October 1992, the 
State Government handed over the 
project to private developer, but as 
there was no progress in execution. 
the project was again handed back 
to NEEPCO in March 1999. RCE 
was approved by CEA in April 
2000 and in 2003 PPA with 
Governments of Arunachal 
Pradesh and Assam were signed in 
May 2004 and September 2004 
respectively. PIB recommended in 
Apri l 2004 but the Note for CCEA 
was prepared by MOP only in 
November 2004. 
CWC prepared the DPR in 1991. 
In May 1996, the project was 
handed over to NEEPCO. 

EEPCO submitted the revi ed 
DPR in December 1996. PIB 
recommended (January 1998) the 
proposal to CCEA and CCEA in 
turn approved in July 1998. TEC 
from CEA was obtai ned only on 
August 1998. Delay was mainly 
due to delay in receipt of 2"<l Stage 
forest Clearance from MOEF. 
TEC from CEA was received in 
July 2003. PIB cleared the project 
in January 2006 ElA/EMP reports 
needed additional information and 
recommendation of Govl. of 
Mizoram for forest clearance 
which was still pendinu. 
DPR submitted in March 2006 but 
TEC is pending since MOU was 
not signed with the state 

2JKI s MOEF governmenl. tage 
clearance was received in August 



5. 

.... 
6. 

7. 

Pare HEP 

Lower 
Kopili 
HEP 

Tuivai 
HEP 

October 
2002 

May 
1996 

I 
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2003.DPR .,ubmitted in March I 
2006 was returned by CEA in 
April 2006 due to unviablc high 
tariff. Authorization for S & I 
activities v. as extended upto March 
2008. 

~~~~-1-~~~---i1--~~~~-

Pending DPR was submitted in December 

Pending. 
Project 
handed 
o\·er 

Pending 
Project 
handed 
over 

I 

I 

--
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2005, but TEC was received in 
September 2007 due to inadequacy 
in DPR and non-signing of MOU 
(September 2006) with State 
Government. Pl B recommended 
(January 2008) to CCEA. 

-
Following a decision (June 
1996) of Government of Assam, 
MOP authorised (October 2002) 
NEEPCO to establish, operate 
and maintain the 150 MW 
capacity Lower Kopili HEP 
project at a cost of Rs. 638.89 
crore. However, on the request 
of Government of Assam (April 
2006). EEPCO decided 
(December 2006) to hand over 
the project to Assam State 
Electricity Board subject to 
recovery of expenditure of 
Rs.1.60 crore incurred b) the 
company on survey and 
investigation and preparation of 
feasibilit) report. Handing over 
proces.., has not yet (October 
2008) been completed 
For execution of the Tuivai I 
HEP (210 MW), NEEPCO 
signed (May 1996) an MOU 
with the Government of 
Mizoram. For Stage-I acti vities, 
the company was given (March 
2000) R'>.20 crorc by the GOI. 
The compan) completed the 
infrn..,tructural and S&I work. in 
2002 at a co-.t of Rs. 17.46 crore. 
Hov.e\ er. on a request b) 
Go\'ernment of M i1oram (June 
200.+). the company panially 
handed O\er document-. and 
asseh of the project 1n July 
2008. The modalities for 
settlement of account with the 
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State Government have, 
however, not been worked out 
(October 2008). 

8. Kopili July 1999 Original -
Stage TI Cost 
HEP Rs.76.09 

crore 
and 
Actual 
Rs.95.02 
crore. 
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Particulars of Unit 
Work 

Bichom Dam CUM 
-Excavation 
and 
Concreting 
HRT -Face I RM 
to Face VIII 

Power House 

(a) Excavation CUM 

(b) Concreting CUM 

Surge shaft 

(a) Boring CUM 

(b) Lining RM 
HPT 
(a) Supply and MT 
Fabrication 

(b) Boring RM 
(c) Penstock RM 

Tenga Dam CUM 

Package-IV 
(Hydro-
mechanical 
works) 
Package-V 
(Electro-
mechanical 
works) 

Package-VI 
(switchyard) 

Package-VII 
(Transformer) 

Annexure - XXIX 
(Referred to in paragraph 8.4.2.1) 

Report No. l'A 27 of 2009-10 

Statement shO\\ ing schedule & progress of works in Kameng HEP 

Schedule Qua ntity Quantity to Actual Per centage 
be executed quantity (%) 

till executed 
31.03.2008 till 
as per 31.03.2008 
revised 
schedule 

Original Revised Original Revised 

Aug-09 Dec-09 59 1035 726000 452038 294442 65.14 

May-09 Jul- 10 14477.5 14477.5 6682 4520 67.64 

Aug-09 Sep-07 835tX>O 1050000 1050000 9524 11 90.7 1 

Aug-09 Aug-08 30600 30600 1883 1 104 0.55 

Aug-08 Mar-08 43000 .nooo 43000 26036 60.55 

Aug-08 Jun-08 70 70 65 18 28.17 

Feb-09 Jun- I 0 16 174 16174 To be 0.00 0.00 
commenced 
from NO\ 
08 

Feb-09 N0\ -08 596.16 596. 16 298 343 11 5.02 

May-09 Ma)-10 1440 1464.4 To be 0.00 0.00 
commenced 
from Aug 
08 

Nov-08 Oct- I 0 72600 165000 54396 258 10 47.45 

Progress of worJ... is minimum . 

Work is under progress. 

Bid opened on I 0/04/2007. Tech no-commercial evaluation 1s under progress. Pnce bid 
opened on 09/06/2tXJ8. 

LOI was issued to BHEL on 28/03/2008. 
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s. 
No. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

Annexure - XXX 
(Referred to in paragraph 9.5.2) 

A Sub-office-wise list of cases of sale of land 
Gujarat 36. Kaleeswarar Mills - Parcel B 

Rajkot Texti le Mill 37. Balarama Vanna Textile Mills 

Himadri Textile Mill 38. Kothandarama Textile Mills 

Jehangir Textile Mill 39. Swadeshi Cotton Mills 

Ahmedabad Jupiter Textile Mill 40. Sri Bharathi Mills 

Viramgam Textile Mill South Maharashtra 

Delhi Punjab & Rajasthan 41. Apollo Textile Mills - Main Po1tion 

Ajudhia Textile Mills 42. Apollo Textile Mills - Parcel l 

Edward Mills 43. Apollo Textile Mills - Parcel 2 

Udaipur Cotton Mills 44. Apollo Textile Mills - Parcel 3 

Shree Bijay Cotton Mills 45. Apollo Textile Mills - Parcel 4 

Kharar Textile Mills 46. Apollo Textile Mills - Parcel 5 

Suraj Textile Mills 47. Apollo Textile Mills - Parcel 6 

Panipat Woollen Mills 48. Bungalow at Napean Sea Road 

West Bengal Assam Bihar & Orissa 49. Mumbai Textile Mills 

Laxmi Marayan Cotton Mills 50. Mumbai Textile Mills - Mathura land 

Orissa Cotton Mills 51. Mumbai Textile Mills - New Jack Printing 
Press 

Bengal Laxmie Mills 52. Elphinstone Mill 

Bengal Fine Mills, No.I 53. Chaw I of Elphinstone Mills 

Bangasree Ctton Mills 54. Six flats in the chaw I of Elphinstone Mills 

Central Cotton Mills 55. Jupiter Textile Mills 

Jyoti Weaving Mills 56. Bungalow of New City Mill at Worli 

Sree Mahalaxmi Cotton Mills 57. Barshi Textile Mill 

Gaya Cotton & Jute Mills 58. Dhule Textile Mill 

Rampuria Cotton Mills 59. Chalisgaon Textile Mill 

Kanoria Industries 60. Nanded Textile Mill - Hingoli Land 
(part of Bengal Fine No.I) 

Tamil Nadu & Pondicherry 61. Aurangabad Textile Mill - Parcel A 

Pankaja Mill s - Parcel A 62. Aurangabad Textile Mill - Parcel B 

Pankaja Mills - Parcel B 63. Aurangabad Textile Mill - Parcel C 

Pankaja Mill s - Parcel C Maharashtra North 

Coi mbatore Murugan Mills- Parcel A 64. Tata Mills 

Coimbatore Murugan Mills- Parcel B 65. Kohinoor Mill No. 3 

Sri Sarada Mills - Parcel A 66. RBBA Mills, Hinghanghat 

Sri Sarada Mills - Parcel B 67. Savatram Ramprasad Mills 

Sri Rangavilas Mills - Parcel A 68. Model Mills, Nagpur - Main Portion 

Sri Rangavilas Mills - Parcel B 69. Model Mills, Nagpur - Part 1 

Om Parasakthi Mills 70. Model Mills, Nagpur - Part 2 

Kishnaveni Textile Mills 71. Model Mills, Nagpur - Part3 

Kaleeswarar Mills - Parcel A 72. Model Mills, Nagpur - Part 4 
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73 Model Mill">. agpur - Pai1 5 

74 Model Mills. agpur - Part 6 

75 RSRG Mohta Mi lls - Part I 

76 RSRG Mohta Mills - Part 2 

77. 

78. 

79. 

Report .\o. P,\ 27 of 2009-JO 

RSRG Mohta Milh - Part 3 I 
--t-----

RSRG Moina Mill"> - Part -l 

Vidarbha Mill.., j 

B Sub-office-wise list of cases of sale of buildings -
Gujarat 16. Bengal Fine Milb, No. II 

I. Rajkot Textile Mil l 17. Bangasree Ctton Mills 
-

2. Himadri Textile Mi ll 18. Central Cotton Milb 
--3. Jehangir Textile Mill 19. Jyoti Wea\ ing Mills 

4. Ahmedabad Jupi ter Textile Mill 20. Sree Mahala\mi Collon Mills 

5. Yiramgam Textile Mill 21. Gaya Cotton & Jute Mil b 

6. Petlad Textile Mill 
.,., Rampuria Cotton Mi lls --· 

7. ew Manekchowk Te.,aile Mill Tamil Nadu & Pondicherry 

8. Mahalaxmi Textile Mill 123. Coimbatore Spinning & 
Weaving Mills 

I 

-
9. RajNagar Textile Mill No.2 I 2-l. Sri Ranga\ ilas Mill s - Parce l 

B - - -
10. Ahmedabad New Textile Mills 25. Om Parasakthi Mills 

II . Fine Knilling Mills 26. Kishnaveni Textile Mi lb 
- >------ -

Delhi Punjab & Rajasthan 27. Kaleeswarar Mills - Parcel A 
-

12. Ajudhia Textile Milb 28. Somasundaram Milb 
- -

13. Edward Mills 29. Swadcshi Collon Mills 

West Bengal Assam Bihar & Orissa 30. Sri Bharathi Mill"> 
-

14. Bengal Laxmie Mills Maharashtra North 
-

15. Bengal Fine Mills. o. I 31. RSRG Mohta Milb - Part I 
- - ~ 



SI. 
No. 
I . 

...____ 
2. 

3. 

4. 

5. 
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Name of the 
property 
Plant and 
Machinery of 
Model Mill 
Nagpur with 
structural 
materials of 
various sheds 
Plors of RSRG 
Mill, Akola and 
Model Mill. 
Nagour 
Ginning & 
Pressing 
Factory of 
RBBA Mill, 
Hinghanghat 
Plot wi th 
bungalow of 
RBBA Mill, 
Hinghaghar 
Vacant area 
from Labour 

Annexure - XXXI 
(Referred to in paragraph 9.7.3} 

Cases of defects in tender document 

Audit Observation 

The highest bid of Rs. 10.82 crore was accepted against the public tender 
in July 2005 with an EMO of Rs.90 lakh. Due to ambiguity in the tender 
document. bidder claimed certain items, which were denied by the 
Company. ASC observed (February 2006) that if the advantage of 
ambiguity 111 the tender document was allowed to the bidder, the 
Company would lose more than Rs. 1.60 crore. As such, ASC decided to 
cancel the bid and refund the EMO of Rs.90 lakh . 
In both the cases, Floor Space Index of the plots was wrongly disclosed 
in the tender documents. This led to cancellation of tenders after 
acceptance of highest bid. This resulted in refund of EMO of Rs.1.03 
lakh and Rs.45 lakh. 

chawl of Model 
Mill. Nagour 

6. Tenders for sale 

Rule 84 of the Maharashtra Land Revenue Code - Vol. II provides that in 
case of assignment of lease hold rights, 50 per cenl of the sale proceeds 
should be paid to the State Government. However. the company finalised 
the sale of these three leased parcels of land from January 2003 to 
October 2003 without incorporating the condition in the tender for 
paymenr of this amount by the purchaser. On the demand being raised by 
the concerned District Co llector and subsequent litigation on the issue, 
the Company could not receive the sale consideration. In case No. 3, the 
deal was cancelled and the sale value of Rs.40.07 lakh was refunded as 
per the Hon.ble High Court Order. The matter is ub-judice in Case No.4 
and in Ca-,e No.5 the buyer agreed to pay additional premium of 50 per 
cenl as finall) determined by the Court. 

~--+---'-__......_ _ ___,,_T_h_e_ G_o_v_e_n_111_1e- nt nf Raja."lrnn had exempted (July 2001) sale of land~ 
of land in 
Rajasthan 
(three cases) 

NTC mills in Rajasthan from payment of stamp duty charges ( 11 per ce/lf 
of sale consideration ). In the tender documents for sale of land of tlm::e 
mills in Rajasthan i.e .. Edward Mill. Beawar. Shree Bijay Collon Mill, 
Bijainagar Udaipur Cotton Mill, Udaipur, however, the Company 
mentioned that sale was not exempted from payment of stamp duty. The 

~--+---------i-s_ta_' 1_11......._od_u~t v.__in_t_hese mills was Rs. 2 .5 I crore. _ 
7 Coimbatore 

Murugan Mills, 
Coimbatore 

As per the Company guidelines, with effect from March 2003, interesr at 
SBI PLR plu'i four per cent was chargeable on delayed receipr of sale 
proceeds beyond due date'>. However, in the tender document for sale of 
land of Coimbatore Murugan Mills (January 2004). the above clause was 
mentioned as SBI PLR minus four per cent. The successful tenderer did 
not settle the balance amount of R . . 68 lakh within the due date and got 
extension for payment. Against the ch'.lrgeable interest of Rs.1,51,323/- in 
accordance with the guidelines only Rs.66,370/- was recovered as interest 
for the delayed period of 57 days. 
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Annexure - XXXII 
(Referred to in paragraph 9.7. 7) 

R<·port \o. I'\ 27 of 2009-10 

Cases of sale without followin the tenderin rocess 
Parliculars_o_f~---- Audit Observation ~ 
the Prooertv 
4,080.30 The land was <.,old to the exi'>ting occupier (M/s e"" Jack Printing Works) in 
square metre March 2007 at R-..17.50 crore. It ""a-. ob-.erved that the main land of the mill wa-. 
of land of !-.Old at the rate of Rs. 1.06 lakh per -.quare metre in 2005. fa en if thi-. rate \\a-. 
Mumbai considered. the 'aluation -.hould ha\c been Rs.43.25 crore. Thus. undenaluation 
Te .x tile Mill. of land had re ... ulted in Im,.., of R-..25.75 crore. The Management -.tated 

<September 2008J that the propert) ""a" leased and \\a.., -,olel) in po..,..,e-,..,1on of 
Lessee. The matter for e\ iction "a-. under litigation. So it v.a., not po1.,<,1ble to 
tender the proper!) for -,ale -,ince -.ta) on '>ale would ha\e been easily obtained b) 
the occupier. 

The reply , .. a-. not acceptable. In a -.imilar case ( apean Sea Road Bung<1krn of 
Apollo Te\tile \1111) the propert) , .. a-. -,okl through public tender Be-.iJe-.. 
unauthori-,ed occupatwn ol the occupier , .. as e<;tabli'>hed b) fatate Off 1cer ( Apnl 
2000) . The Compan) al"o recel\cd R-, .2 12 crore on th1., account 1n Januaf) 
2008. 

Elphinstone I The propert) \\a-., "old (Si.:ptemher 2005) at a con..,ideration con-,i-.ting R .... 2.23 
Mill Cli<l\\I crore in cash and six se lf-conta111ed flat'> (free of CO'ill of 750 square feet carpet 
consisting area each. The builder had offered to buy these flat!-. in February 2006. The 
832.4 1 square Company had accepted (l)ecembcr 2006) the offer at Rs.3.55 crorc. It W<b 

metre of land observed in Audit that va lue of the..,e flat.., \I.as Rs.7.30 crore at market rate in the 
with built up area. Thi.., h<1d re-.ulted in hM nf R-..3.75 crore. 
area of The Management -,1<1te<l (September 2008 l that in the ah-.ence of ph) .,jcal 
1.6 72·89 posses..,ion of the 11<11\ \\Ith the Compan). it \\a.., not de-.1rable to 111\ ite nfli:r.., 
"4u<ire metre. through tender. S111ce the 1-. ... ue \\ ,1.., limited onl) to rel111qui,hment of nghl\ 111 

those flat..,. it \\ ould ha\ e to he "e11 led onl) with the purchJ..,er of the ch<t\\. I. 

The repl) \\a-, nnt com 11H:111g because the Com ran) wa.., not under an> I 
I obl igation to rel~11..,h right l>n \I\ flah before ha\111,\! pm • ..,es<.ion ol the<,c flat~. 

-.quare M/.., Ka-. hmm: De\ eloper.., bought 'acant area (4.453 ..,qua re metre) out of Labour 
metre of land Cha\\. I of Model 1Ill, Nagpur 111 June 2003. The purchaser offered (December 
j 762 

ad1oining 2006) to procure another riot (762 square metre'>) abo at the rate raid tor the 
L1hour Ch<l\\ I earlier ... ale. ASC accepted the prnpo-.,al -.uhject to ch.1rge of interest at the rate ol 
ol t-.lodel \111 1. SBI PLR \\Ith effect lrom the d.ue of "ale deed l>f the earlier plot. It \\th 

"-l.1gpur. ob-.cr\ed 1n Audit lh<1l a" per guideline .... the rate of interest cl1<1rgeahlc on 
delayed pa) ment \\as SBI PLR pit/\ four per cell/. Ho\\e\er. 1n this l<he they 
le\ icd onl) SBI PLR rate. Th"' n:-.,ulted 111 undercharging of intere..,l h) R .... 2cuo 
l.1kh. f-urther. there v. as a gap ol more than three ,md a hal I ye.tr-. hem een the 
l\\O '>ale-. ,md rate of land might h<l\e gone up -.uh\lantiall) due to real c...iatc 
hoom of 2005 and 2006. Thu.., di:d..,ion of ASC to "ell th1" land at the rate ol 

~ earl~r -,ale .md under charg111g 111tere"l \\a.., not ju,llliahle 
4 -Hl+.+2 -,quarc At the time ol nationalisat1on. Tat.1 Te\tile ~till \\a.., holding nghh to tl\l I ~I 1 

leet f-1\1 of 40+.+2 "qu.1re feet. Thi-, \\a.., ... old tn RBI \1,m.:h 2004) .11 R-, I 1..7.5 cn>rl Tl e 
I ala Tc\tilc comren-,,111on \\,l\ dec1tkd in the llll.'et111g (lf l\11111 -.tr> ol Te\tile\ .111d :-.11111 ... 11"> of 
~1ill Finance It""" oh\LT\L'd 111 t\ud11 th.11 CP\\ D \altwion of llJlJIJ 1R.., 18 20 crorcl 

\\a.., not brought to thL not in· 111 thi.., meeting. Thi" re-,uhcd 1n the untkr li\.lt1on 
ol com_pcn-.ation h) R" 4 45 crorc. 



Report o PA 27of2009-10 

GLOSSARY OF ABBREVIATIONS 

SI Abbreviation Full Form 
No. 

I. A&AA Assam and Assam Arakan 

2. API Acquisition, Processing and Interpretation 

3. BCM Billion Cubic Metre 
4. BEC Bid Evaluation Criteria 

5. BHEL Bharat Heavy Electricab Limited 

6. BS&W Base Sediment and Water 
7. CFU Condensate Fractionation Unit 
8. CPF Central Processing Faci lit\· 
9. CRC -

Corporate Rejuvenallon Campaign -~ 

I 0. CSU Crude Stabilisation Unit 
I I. CTF Central Tank Fam1 
12. cws Central Worbhop 
13. DC-DC Direct Cum~nt- Direct Current I 

14. DGH Directorate General of Hydrocarbons. 

15. DGMS Director General of Mines Safety 
16. E&D Explorallon & Development 

17. EC Executive Committee 

18. ED Executive Director 
19. ED wells Eflluent Disposal well!> 
20. EOR Enhanced Oil Recovery 
21. EPC E\ecutive Purchase Committee 

- -- --
22. EPS , Earh Production S~ stem 
23 ETP _ ~ ~muent Treatment Plant =:J ---
24. FR Feasibilit\ Renort 
25.1 GAIL I GAIL (lndia)Lmuted 

- l 
26. GCP 1 Ga-. Compression Plant -
2z.:_I GCS Gas Collection Station - Geo-data Processing and Interpretation Centre 28. GEOP1C 

,.... 
29. GGS Group Gathering Station 
30. GLK Ground Linc Kilometre 

- 3 1. GOI GO\ernment of India 
-- --

32. GP Geo-physical Party 

I 33. GPCB Guiarat Pollution Control Board 
34. GSPC Guiarat State Petroleum Corporation 
35. H~S H}drogen Sulphide 
16. HP High Pressure 
37. HSE Health. Safety and Environment 

-
38. ICB International Compctiti\e Bidding 

- -
Information Consolidation for Efficienc}'. 39., ICE 

I 40 . . _IOC-'--_____ 1Jnd1an Oil Corporation L1m1ted=--------------< 
Q 1 .

1 
JOG PT Institute of Gas & Petroleum Technolo!! 

42. IOR Improved 01 l .:..R:..::e.:..co:.:...\;..:e:.:..l)'----------
;....__4_-l .... , IRS 

1 
ln<.titutc of Rcsen·oir Studies 

I 44. KDM IPE Kesha\a Dev Mahi ya ln•.titute of Petroleum Exploration 
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-15. KG-PG Kn ... hna God;!\ an- Pranhlla Goda\ ari 

-16 LD 

-17 . LKM Linc Kilometre 

..._ ___ L_OA~ Lc11erol \\\ard 

LP ---=---i LO\\ Prc:-.,ure 

-18. 

-19. 
LPG Liquefied Petroleum G,1, 

I---+-- I -
LSCMD Lal-h S1anda1d Cuh1l \ktrc' Per Da; 

50. 
51. 

~ 

52 . LSTK f Lump Su111 Turn K~ 
...__5_'_· MB\ Mahanadi Rcngal \ndaman 

5-t l\1\1 \.1J1crial '.'vlanagc111cn1 ~ 
5'i. Ml\1M Million l\ktnc Cuh1l \1c1rc' _ 
56. MMT 1 Mil hon Mctrn: T1H111c' 
-+---- - --

57 MMTOE l\.11111~1.:_l\ktm· I onnc' Oil l-qul\a_k_·1_11 ________ ~ 

.... 

~ 

58 \.10ll \1cmorandum ol l ndcr,t,1mling 
,____ -------

59 \.IP \klhlllll Pn:,wrc 
\ktrit Tnlllll'' 

I \1i111111u111 \\or!- Prngi.1mmc 
60 \1T 
61 \.!\\ p 

----~ 

'\c\\ I 'rlor.1t11m I ll'cn ... 111g Polic) ~2 :'\ELP 
-----+--- ----

1---6-' _, i\. IT :\ollcc Ill\ 111ng 1 cmJcr, 
1- 6-1 ODG On ... horc De,1gn (In~ _ 

tJ
5 OHvl Ong_~_nal l:q111r111cnt \1.1nut'acturcr 
6. T OGC -1 Off (i,1, C'omprc,,or 
7 nrn Oil India L11111tl·d 

68 OISD Otl lndu,11~ S,1kt) D11t.'l.tora1c 
69 O\IR ,____ 
70. O"<GC 

71 PLL 

72 f Pl 

73 i PLC AC-SCR 

Oil \1111c' Rcgulat111n' 
011 ;mu '\,1tural (,a, l nrpor.umn Limitcu 

Petroleum L\rlor.111011 I 1cc11'c 

Paninraung lntcrc,1 

Progr.unmahlc l oµIl lontrnllcr/Ahcrna1c Currcn1-S1lilon 
Con1rollcu Rcct1l1r1 

I--- ----+ 
7-1. PMC Pcnodtl \1cd1cal I \amrnauun 

~ 

7'i J1~ +11arh per 1111111011 
76. 

77 

7!-1 . - 79 
I----

80 
XI 

I----

82 
:-n 
X-1 

~5 

So 
I----

8' 
XS 

PSC 

P\\D 

R&l' 

RI \B ____ _., 

SC\DA 
SC\1 
<:;C\1[) 
SJID 

SK\! 

TC 

Prnduc111111 ~h.11111µ ( 'untract 

Pu hill \~ mJ.., Dep,1rt111cnt 

Rd 11rh1,hmen1 and l pg rad au on 

Regional F\plma111111 B11ard 

<:;upcn i...111' C '11111n1I .ltlu D.11a .\cyyi,11ion 
~akt~ Com11111tel' nl \line' 
<:;1;indanl Cuh1l l\kllc ' Pc_1_· _D_a~)-----~---­
Shol I Joie Dnll1ng 

\quarl· K ilollll'lrl' 

Tender Cummit1cc 

TPD - ----+ fnnnc Pc:r Da~ 
\\I \\ all'I lllJC<.:111111 
\\'TP _____ \\ ,ucr TrcalmL•nt Pl._111_1 ____________ _ _ 

~()l) 
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GLO SARY OF TECHNI CAL TERMS 

SI. Technical Term Meaning 
No. - -
I. Reservoir A naturally occurrinJ?. discrete accumulation of Petroleum. 
'} Group Gathering Collection of liquid produced from nearby wells and its 

Stations !GGS) treatment for separation of gas, removal of \\ ater and 
BS&W through Separators. Heater Treaters and Bath 

' Heaters. 
3. Central Tank Farm Storing of oil gathered from group gathering station" 

(CTF)/Central before tran<>fer to consumen.. The critical equipment in 
Processing Unit I the insta llations are Bath Heaters. Heater Treaters, 
<CPU) Separators. Pumps. Comprc,sors and Storage Tanks. 

4. ' De-.alter Plant I The processed oil is collected for final processing for 
removal of salt and BS&W before dispatch to refinery. 
The critical e ui ment are Desalter Vessels Tank\ Pum s q p fl 
and Feed I !eater\. 

5. Ga-. Comprc -.mg Gas flowing fr<-lm- 1-nd_1_\_id_u_a_l_w_e_l_ls_i_s_b_r_o_ug_h_t_t_o_a_c_·o-n_1_m_o_n__...I 

Station (GCSJ fa<.:ilit) - Ga, Compre-;sing Stations <GCSJ. from \\here 

6. Water Injection Proces' \\ hcrcb} water I'> mJeCted into an rnl producing i after compre'>s1on. s~es are made. 

re..,crvrnr to supplement the natural energ} of rcserrnir and 
to improYe the oil producmg characteristics of the field. 

7. Effluent Treatment To process the effluent received from GGS/CTF 
The cri tical eq uipment are v.ater injection pumps ~ 

Plant in,tallation hcforc di .,posal of effluents as per pollution 
control nonm . The cri tical equipment are Pumps and 
Tank\. 
An uncontrolled nm\ of re-.enoir nuids into the v.ellborc. 
and \Omct11ne' catastroph1caJI) to the surface. 
A \\ell 111 \\h1ch fluids are injected rather than produced. 
tht: pnmar) obJeCtl\e t)picall} being to maintain reseno1r 

---+--------- ~s,urc. Two mam t) pes of injection are: ga-; and water. 
Oil Enhanced rnl recover) also called as 11nprovcd otl 

recmer) or tcrtiar) recovery is a tech1114ue used to 
1~1crease 01 prolong production from oil and natural gas j 
held, . . 

l---+----------1-
FI n at in g roof ,.., used in a tank strncture and 1s floating on 

14~ Condensate 

the h4u1d stored w11h111 the tank 
A h)drant "an outlet from a lluid main often con~isting of 
an upright pipe \\Ith a \Jhc attached from which lluid 
Cc '· \\at er or fuel) can be ta d. 
When fueb are burned there rema111s. besides ash. a 
ccrta111 number ol ga'> components. If the'e \till contain 

I cnmhust1on heat. LhC) arc called heating ga-.cs. As soon a.., 
the) ha\C conveyed their energ} to the ah..,orb1ng ... urface., 

+ uf ,1 heat exchanger. the) are called nue or stack ga ... c.... I 
Liquid hydnx:arbon'> produced with natural ga-.. 'eparatdy 
h ) cooling and other means 

-+~--------+__,__ 
\ work prngrammc or Budget appro\'ed h) the 15. Appro\'e<l Work - I P-;ogramme and 

,____ ~pro\e<l Budget 
16. A" et 

Management Committee pur-,uant to the pr0\i, 1on., ul this 
Contract. 
fl relers to an t: lllll\ that ~volve<l 111 production 
acl1\'1lie' lrnm the ex1: 1in!! wells an~ran,P<irtatmn of rnl 

:?.10 

i 



• 
• • Report No PA 27 of 2009- 10 

1---.,---------'-i-a_n<l gas on 011,hore plants. 
17. 

18. 

19. 

20. 

21. 

Ba~in A Depre,,mn Ill the earth\ cru't "here 'edirncntJr) 
matenal' arL .iccumulated mer the ) ear,. \\ ith reference 
to tht.: C'ompan~ 1t rder-. to the enllt) that i' 111\olved 1n 

_____ ___, t.:xplorallllll related acll,_i_ti_es_. __ 
Bloc!.. Arca 1de1111hed in a field "h1ch i' offered b) the 

Go\ernment of Im.ha lO pro,pective bidder' undc1 Ne\\ 
E\ plorat ion L1cen,111g Pol ic;, for the purpose of 

Delineation "ell 

De,elopment 

Dcn:loprnent well 

exploration of rnl and gas. 
[ DL'ii neation \\ell refers to the well drille<l 111 unproved area 
_ ~ to tkte1 mine the boundaries or the extent ol re,ervoi1. 
- rolltming d1,cmer). drilling and related acti,1ties 

neces,aJ) 10 ht'.£111 production of OJI or 11atu12t1 ~a\. 
\ wcll dnlled for the purpose ol increa,111g the production 
of 011/natural E_as from an estahh,hed field ..,.., 

Directorate General 
_ ___ t_if_H_)._d_rocarhon 

An organ1tallon. indud111g 1h 'Ul'LC,'llrs under the 
M 1111strl of Petroleum and atural Ga,. 

23. Hermetical testing 

2~. Exploration 

2:'i. ExploratOJ') well 

26. J\ 1anagement 
Co111111i11ee 

1---- -

~7. 

28. 

29. 

30. 

JI. 

f\ 1 in i mum \.\ml-: 

Pnig ra 111 me 

New Ex plorallnn 
Licensing PollC) 
(Nl:.LPl 

Object 

Pan1c1patmg !merest 

Petroleum 

..__ ---

Hern1et1cal te,t111g refer-. to the elose<l c~clc pressure 
te,t111g ol La,ing' of\\ ell' completed b) pumping\\ ater .It 
'lead) rate 111 <leteu lcal-.age hefon: handing over the \\ell 
for produu1on te,t_11_,1L~' __ 

l Searching for ml and/or natural g.1'. including 
topographical 'Ur\ e) '·geological stir\ e~ '· 'e1smic \UrVC)' 

+and drill11112 \\ clh. 

A We11-'Jr·1lled for the purpo'e of searching for 
undiscmere<l Petroleum acrnmulation' on ,my geological 
e111it) !he 11 of strullural. \lratigraph1r. f,1ce\ or pre,,ure 
natUrL') to al k,1,t a depth or ,1rat1grapl11L le\ cl 'pet:ified 111 
the Wrn 1-. Prn!.!rammc __...._ 
Tht• Ctll11111lllL'C t·on,tilllted pursuant lo Artil'lc (1 of PSC 

\\'1th rL'spL'l'l lo each E\plnratinn Pha\C, the 
\\ m !.. Programme 'pee If 1ed Ill the pro<luct1011 ,h,111 ng 
ullltract 

'n1 L\plor;1t111n l llen,mg Polic) \\ii'- fnrmulated b) the 
(i1l\ernment ol lnd1..i 1111997-9810 prm1dc a le\el pla)111g 
f 1eld 111 "hich all the parties ma) compete on equal terni.. 
llll the ;m ,1rd of e\ploration acreage This was for 
accclerat111g the pace of hydrocarbon e\plora11011 in the 
cou nt1) through '' h1ch 'ariou' hloci.. ... including deep 
\~aler acrea~es \\Ci\' offered for competi11'e hidding. 
OhJeL'l " .111 111ll.:n .ii rn '>el'tion of a well \\ h1ch mdicatl'' a 
111-.ely prc,enee llf oil/ga' through dnlhng dat.i a' well a' 
'-llld) of logs. f11" secl1on 1s generally .i re,eno1r under 
d11Teren1 sed1111e111,ir) em 1rnn111enh and hold ' 
h) drocarhon pool' 
In re ... pcL t of each JXlll) constllut111g the ( llntractor. the 
undl\ 1tkd 'hare e\pre>.sed as a pert·entage of ' uch Pait} ·, 
part1cipa11on 111 the nghts and obhg.1111111' under the PSC 
Crude Oil an<l/or '\atural G,1s C\l,llng 111 then natur,li 
u111d1t1on hut e\llud1ng helium occurring 111 a"ociatmn 
\\ llh Pe1rnleu111 or ,hale . 

32. Pro<luction l e'ting Te\ts in an oil or ga' \1e ll 1n determine its tlm\ capac1l} .1t 
__._.::peci l'ic cond1t111n, of re,errnir and tlo\1111_£ J1res ... ure ... . _, 

~ II 
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.B. Prosoecls 
34. Reservoir 
35. Rig Days 

36. Rigs 
37. Shot hole 

I 
I 38. Spud 

39. Well 

40. Work Programme 

I This Phase occur" after successful exploration and I 
de,·elopmenl drilling from which h) drocarbons are 
drained from an oil or gas lield. 
Prospects indicale 1he areas of h):'.drocarbon accumula~ 
A naturally occurring discrete accumulation of Petroleum. 
No. of days for v. hich rigs were in operation/available 
durin!!. a particular period. 
An assembled equipmenl used for drillinl! a well bore. 
For conducting the seismic surveys. shot holes of pre-
determined depth\ are drilled for laying the explosives 
which are delonatcd to generate shod, wave:,, known as 
·seismic waves·. 
Process of starting the well drilling proce. s by removing 
rock. dirt and other '>edimentary material with the drill bit. 
A borehole. made by drilling in the course of Petroleum 1 

Operauon:,,. but doe-. not include a se1sm1c shot hole. 
I A work programme formulated for the purpme of carrying 

oul Petroleum Operations 






