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PREFACE

This Performance Audit Report has been prepared in accordance with the
Performance Audit Guidelines and the Regulations on Audit and Accounts, 2007
of the Comptroller and Auditor General of India.

Oil and Natural Gas Corporation Limited (ONGC) is engaged in exploration,
production and sale of crude oil and natural gas in both onland and offshore
areas. Drilling operations constitute the single most significant activity of the
Company accounting for over 50 per cent of the expenditure during 2010-14. The
management of rig operations employed for drilling, thus, is of prime
importance.

This report contains the results of the Performance Audit on Utilisation of Rigs in
ONGC. The period from 2010-11 to 2013-14 has been covered in the report. The
report is based on scrutiny of documents/records regarding planning, hiring,
deployment and maintenance of rigs in ONGC.

Audit wishes to acknowledge the cooperation and assistance extended by the
Ministry of Petroleum and Natural Gas (MOPNG) and the ONGC Management
in the conduct of this performance audit.
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Executive Summary

Drilling activities are key to hydrocarbon production and reserve accretion and constitute the
single most significant operation of an upstream oil exploration company, both financially
and operationally. A performance audit of utilisation of rigs of Oil and Natural Gas
Corporation Limited (ONGC - hereinafter referred to as the Company) was conducted to
obtain reasonable assurance that the Company had planned, hired, deployed, utilised and
maintained rigs in an efficient and effective manner. The period from 2010-11 to 2013-14 has
been covered in the report. Significant audit findings are listed below:

Planning of Rigs

The Rig Requirement Plan (RRP) which estimates the offshore rigs required by the Company
in the forthcoming five-year period to meet its planned drilling activities was prepared
essentially on the basis of past experience of rig utilisation. This included idling of rigs in the
past, bulk of which was controllable by the Company, for example, 86.26 to 93.89 per cent of
the total non-productive time (NPT) in Western Offshore, where maximum rigs were
deployed, were on account of controllable factors. The RRPs, thus, had in-built inefficiency.
No RRP was prepared for onland areas. The Company also prepares annual Rig Deployment
Plans (RDPs) for deployment of rigs. The annual RDPs (2010-14) provided additional rig
days compared to the RRPs and, thus, included a margin for higher degree of inefficiency.
(Paragraphs 3.1 and 3.3)

There was no uniformity in the manner of preparation of annual RDPs among the Assets and
Basins. Benchmark norms have been prescribed by the Company for a few onland Assets in
2011. However, even for these Assets, the benchmarks had not been uniformly adopted. It
was noticed that plan for Ankleshwar, Ahmedabad and Mehsana Assets had days in excess of
benchmark norms, 2011. Of the balance onland Assets (where benchmark norms had not
been prescribed by the Company even by May 2015), some used the performance incentive
norms, 2003 to prepare their RDPs while others had based their RDPs entirely on past
performance. All offshore Assets and Basins prepared their RDPs based on past performance.
Non-availability of norms and non-adherence to available norms led to distorted planning
which resulted in un-reliable performance evaluation of the work centre and its employees.
(Paragraph 3.3.1)
Acquisition and hiring of rigs
The Company needs to hire rigs in a timely manner to ensure seamless drilling operations.
During 2010-14, 13 contacts out of 23 tenders selected in offshore areas and 8 out of 9
tenders in onland areas were not finalised within the prescribed time norm (delays of upto
508 days noticed). There were persistent delays at each stage of the tendering process, in
initiation and finalisation of the indent, issue of NIT, finalisation of the tender and even in
signing of the contract. Delays were also noticed in cases where the rigs already in use were
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being re-hired. Delay in hiring process led to loss of 391 rig months during 2010-14 which
rendered the Company unable to drill planned locations.
(Paragraphs 4.2 and 4.3)

Besides delay, Audit noticed deficiencies in the tendering process of the Company. In two
tenders (out of 32 tenders finalised over 2010-14), the Company relaxed the Bid Evaluation
Criteria (BEC) after bids had been received and, thus, accepted the rigs that did not conform
to BEC. In both cases, rigs were not mobilised by the contractor subsequently and the
Company lost precious rig months (in one case the loss was 33 rig months while in the other
the loss was 15 rig months).

(Paragraphs 4.4.1 and 4.4.2)

Acquisition of new offshore rigs had been proposed in 2002 but no decision was taken for
over a decade. Meanwhile, four out of six owned offshore rigs had outlived their economic
life of thirty years. The decision regarding procurement of onland rigs was not consistent.
While six onland drilling rigs were procured (2012) despite negative NPV and lack of rig
discard policy, five mobile rigs were not procured on the same grounds. The latter five
onland mobile rigs were required for replacing existing rigs already laid off/ proposed to be
laid off and, therefore, the decision affected availability of onland mobile rigs.

(Paragraphs 4.6.1 and 4.6.2)

Deployment of rigs

One-third of the locations actually drilled by the Company during 2010-14 were not in RDP

(615 unplanned locations drilled against 1,867 planned locations) which rendered the

elaborate annual planning exercise for budgetary and revised estimates meaningless.
(Paragraph 5.1)

The planned availability of rigs for drilling was set at 95 per cent for owned rigs and 100 per
cent for charter hire rigs. However, rigs remained out of cycle for prolonged periods which
resulted in actual rig availability being much lower (87 to 91 per cent). During 2010-14, rigs
remained out of cycle for 12 per cent of the available time leading to loss of 679 rig months.
In the Western Offshore area, where the highest number of jack-up rigs (22 rigs) were
deployed for development and exploratory activities, ¥ 517 crore was charged off on account
of rigs out of cycle during 2010-14. Of this, 78 per cent (3403 crore) pertained to owned rigs.

(Paragraph 5.2)

In addition to rigs remaining out of cycle, rigs remained idle for considerable periods even
after being deployed for drilling. Idling of rigs led to lower utilisable rig months and
increased drilling cost. Non Productive Time (NPT) of rigs in 2010-14 ranged between 19 to
23 per cent. While a fraction of NPT was on account of non-controllable factors like weather,
the bulk of idling time (valuing ¥ 6,418 crore) was well within the control of the Company
and could have been addressed through better planning and coordination. Rigs idled as the
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locations were not ready for drilling, for want of material supply and on account of non-
availability of manpower. Even as rigs remained idle waiting for ready sites, facilities
remained idle for want of deployment of rigs. In Mumbai offshore Asset, though 21 platforms
were ready for drilling (2010-14), rigs had not been deployed and the platforms remained idle
for upto 777 days which resulted in idling of facilities and deferment of estimated production
valuing ¥ 4,003 crore (approx.) for oil and ¥ 1,174 crore (approx.) for gas.

(Paragraphs 5.3 and 5.3.1.2)

The Company overlooked safety procedures in drilling operations. Production testing
operations were continued on an exploratory well (in KG Basin) even after the anchor of the
rig Sagar Vijay snapped, though it was a serious safety lapse. This led to snapping of another
anchor which caused the rig to drift by 140 metres from the location. The well had to be
closed immediately and abandoned. The Company incurred an avoidable expenditure of
% 1,577.27 crore on account of this lapse. No insurance compensation could be received as
established safety procedures had been violated by the Company.

(Paragraph 5.4.1 A)

The Company took nearly a year’s time to terminate the contract with M/s. Shiv Vani Qil and
Gas Exploration Services Limited, New Delhi. The problems in operation of the rig were
known by March 2013, yet the contract was extended in April 2013. The notice for
termination of the contract was issued in August 2013 (three months later) allowing 15 days
for correction. The second notice was issued two months later in October 2013 allowing 30
days for correction. Six months later, in April 2014, the contract was actually terminated
though the contractor had stopped work in November 2013.

(Paragraph 5.4.2.1)

The target cycle speed fixed for Drilling Services group in their performance contracts was
consistently lower than the cycle speed targeted in the annual plans of the Company. While
Drilling Services group over-achieved their performance target, the planned cycle speed was
not achieved. Besides, the single target cycle speed fixed for Drilling Services group was not
an appropriate benchmark to measure performance as the actual performance of onland and
offshore rigs varied widely (against the target cycle speed of Drilling Services group of 677
metres, offshore rigs achieved only 353 metres while cycle speed of the onland rigs was 803
metres). Efficiency of the Company owned rigs was poor (ranging from 27 per cent to 49 per
cent) with owned offshore shallow water rigs achieving less than half the cycle speed of hired
rigs while the drilling cost of Company owned rigs was much higher (ranging from 34 to 131
per cent) than that of hired rigs.

(Paragraphs 5.5 A and 5.5.C)

Maintenance of Departmental rigs

The Company formulated (2007), a policy for dry dock management and major lay-up repairs
of jack-up rigs and drew up a five year dry dock road-map for the jack-up rigs (purchased
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between 1982 and 1990) in May 2007. As per the road map, dry dock and major lay-up
repairs of all six jack-up rigs was to be completed by 2009. As against this plan, repair of
only three rigs had been carried out so far (April 2015) with the tender for repair of another
rig under process. Non adherence to the repair schedule led to rigs being operated with
outdated/ obsolete equipment which was not an efficient operational practice.

(Paragraph 6.1.1)

While establishing the rationale for repair and refurbishment of jack-up rigs vis-a-vis hire/
acquisition, the Company considered efficiency of old owned rigs to be on par with hired and
newly acquired rigs. However, efficiency of owned rigs had always been much lower than
that of charter hire rigs (over the ten year period 2003-13, the efficiency, in terms of cycle
speed, of comparable charter hire rigs have been more than 2.52 times that of owned rigs).
The proposal for repair of old rigs would not be economically viable vis-a-vis hire/
purchase of rigs if realistic efficiency of owned rigs were considered. Besides, there
were inordinate delays in finalising the scope of work (36 months for rig Sagar Ratna
and 48 months for rig Sagar Uday) which led to cost escalations (156 and 57 per cent)
further skewing the financial viability of repairs.

(Paragraphs 6.1.2 and 6.1.3)

Post repair, the efficiencies of jack-up rigs and drillships did not improve significantly.
Rig Sagar Vijay upgraded for drilling wells with water depth of 900 metres did not drill
a single well of more than 400 metres water depth between 2005 and 2013.

(Paragraphs 6.1.4 and 6.2.2)

Recommendations:

! The Company needs to ensure that the plans (five year plan, annual plan, rig
requirement plan, rig deployment plan) are complete and consistent with each other. The
Company should make efforts to adhere to rig deployment plans during actual drilling. The
situation where one out of every three wells drilled is un-planned needs to be corrected.

2 The controllable non-productive time of past periods should not be loaded to future
rig requirement plans. With induction of new technology and hi-tech rigs, realistic targets
for rig requirement ought to be set to have the desired stretch in performance. Suitable
measures need to be taken to reduce the non-productive time of the rigs, particularly in
eliminating rig waiting due to controllable factors like waiting for locations, ready drill
sites, environment clearance, material, manpower and logistics support.

: A Initiation of indents and tendering procedure for acquisition/hiring of rigs, which
are entirely within the control of the Company, needs to be done on time with proper
planning so that rigs are mobilised on time. In particular, indents for re-hire of rigs on
expiry of their existing contracts should be issued expeditiously so that the Company does
not suffer from non-availability of rigs between the periods of de-hire and re-hire.
Considering that most offshore rigs owned by the Company had outlived their useful lives,
policy regarding acquisition of rigs, pending for over a decade, should be finalised
expeditiously.
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4. The cycle and commercial speed targets for Drilling Services group should be
aligned with the planned cycle and commercial speed of the Company. Considering the
very different activities carried out in offshore and onland and the consistently poor
performance of owned offshore rigs, there is a need for setting separate targets for each
category and adequately monitoring for attainment of such targets.

5. Efforts need to be made to correct the imbalance in drilling manpower at the
cutting edge, necessary for efficient operations of owned as well as hired rigs. A suitable
review of the current position needs to be taken up by the Company and the position
rectified in a time bound manner.

6. The assumptions made while analysing cost-benefit of repairing old owned rigs,
having outlived their useful lives, should be realistic, based on past experience, particularly
with regard to efficiency expected of such rigs after repairs. This would enable a balanced
decision regarding major repairs of these rigs.

The Ministry of Petroleum and Natural Gas (MOPNG), while accepting all the
recommendation, stated (August 2015) that the recommendations are for improvement of
drilling performance and that the Company would be advised to follow all the
recommendations of audit.

>

\V”/



oy e el

——u

S5 =

Ak coiir T TNEN

c W e,

- e P e

wdiie~ ML N S 7 @A
e g T
”Ulur PR e e

Y

e

= .

8 oy - | PP SR S Y




Report No. 39 of 2015

Chapter 1: Introduction

Oil and Natural Gas Corporation Limited (ONGC - hereinafter referred to as ‘the Company’)
is an integrated Oil Exploration and Production Company (set up as Commission in 1956).
The activities of the Company mainly consist of geological and geo-physical surveys, drilling
of wells, production and sale of crude oil and natural gas and related research and reservoir
studies in onshore and offshore areas.

The process of petroleum exploration starts with prognostication and geo-scientific surveys
on the identified sedimentary basins. The information collected from these surveys is
processed and interpreted to construct a logical model of the basin. The model so constructed,
which is dynamic in nature and revised in different stages of exploration, is tested by drilling
exploratory wells. If the area proves to be hydrocarbon bearing, delineation wells are drilled
to ascertain the extent of the field and its productivity. This is followed by drilling of
development wells, laying oil pipelines and installation of facilities to put the field on regular
commercial production. During the producing phase of the field, the producing wells are
maintained through work-over operations for maintaining the level of production or increase
in production.

The Company conducts its exploration activities through Basins' and the production activities
are carried out through Assets’. There were eight Basins and 11 Assets in the Company. The
Basins and Assets are in onland and offshore (Shallow water and Deep water) areas. While
the exploratory wells are drilled in Basins, the development wells are drilled in Assets. In
addition, the Company carries out work-over operations in development areas to maintain
production. Side-tracking operations are also carried out by the Company for exploration and
development activities.

1.1  Functions of Rigs

Rigs are deployed for the following three purposes:

Exploratory drilling - Wells are drilled with a view to establish new hydrocarbon
structure and include delineation wells drilled for delineation of the discovered
structures.

Development drilling - It is carried out generally from a production site for which
approved development schemes exist, with a view to produce hydrocarbons from
them in commercial quantities.

Work-over operations - It includes repair/replacement of equipment in the well, for
maintaining or enhancement of production.

Basins : Western Offshore, Western Onshore, Assam and Assam-Arakan, Mahanadi, Bengal and
Andaman, Krishna Godavari, Cauvery and Frontier Basin

Ahmedabad, Mehsana, Ankleshwar, Assam, Tripura, Rajahmundhry, Cauvery, Mumbai High, Neelam-
Heera, Bassein-Satellite, Eastern Offshore Asset.

&
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Side-track operations — To drill a secondary wellbore away from an original
wellbore, which saves re-drilling the top part of the hole. A side-tracking operation
may be done intentionally or may occur accidentally.

The drilling in offshore areas is carried out by different types of rigs viz. jack up rigs,
(cantilever rigs, slot type rigs and mat supported rigs), semi-submersibles, modular rigs,
platform rigs and drillships. In onland areas, mobile rigs and High Floor Mast / Sub structure
types of rigs are used for drilling.

1.2 Financial Outlay

Drilling activities (both exploratory and development) in the Company are carried out by the
departmental and hired rigs. As on March 2014, the Company had 112 drilling rigs. The
onland rigs are largely owned by the Company (67 departmental rigs as against six hired rigs)
while the more expensive offshore rigs are mostly hired rigs (31 hired rigs as against eight
departmental rigs - six jack up rigs and two drillships).

The expenditure on exploratory and development drilling during 2010-11 to 2013-14 1s
tabulated below:

Table 1.1: Expenditure on Exploratory and Development Drilling

(X in crore)

Type of expenditure 2010-11 2011-12 2012-13 2013-14
Exploratory Drilling 8,625.27 | 8,463.02 10,037.56 11,452.00
Development Drilling 3,511.63 4,287.59 6,722.08 7,512.00
Total (Exp. & Dev. Drilling) 12,136.9 | 12,750.61 16,759.64 18,964.00
Total outlay 28,275.54 | 29,246.55 | 29,507.91 32,470.00
% of total Exp. & Dev. Drilling 42.92 43.60 56.80 58.40

Source: Annual Plan 2010-14

As can be seen from the above table, drilling activities constituted the single most significant
expenditure of the Company, constituting as high as 42.92 per cent to 58.40 per cent of total
expenditure of the Company during 2010-14. Besides, efficient drilling is critical for both
production of hydrocarbons and reserve accretion. Hence, effective and efficient planning,
deployment and utilisation of drilling resources are crucial for efficient operation of the
Company.

Besides exploration and development drilling plan expenditure, the Company also incurs
significant revenue expenditure on work-over operations to repair sick/non-flowing wells so
as to maintain /increase level of production. The work-over expenditure incurred during the
period 2010-14 is tabulated below:

Table 1.2: Expenditure incurred on work-over operations

(T in crore)
2010-11 | 2011-12 | 2012-13 | 2013-14
Actual 2,768 2,341 1,904 2,094
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1.3  Management of rig operations

The management of rig operations includes planning, hiring, acquisition and deployment of
rigs. The Company prepares a Five Year Plan
(FYP) duly envisaging the exploration,
development and production activities in the
forthcoming five year period. The approved FYP , Rig

5 i Requirement
includes physical targets set for exploratory and g
development drilling in terms of meterage to be (Five Year)
drilled, number of locations to be drilled through
mix of owned and charter hired rigs. This forms

the basis for a Rig Requirement Plan (RRP),

(prepared for offshore areas alone) on a five-year Rig Deployment
basis for deciding on hiring/ acquisition of rigs, Plan

based on availability of rigs with the Company.
The annual operational plans of the Company are
drawn in line with the FYP and considering the
planned production and commitments made in
respect of NELP and PEL Nomination blocks.
In line with the annual plans, the Company (Drilling Services group) also prepares a Rig
Deployment Plan (RDP) for allocating rigs (both owned and hired) to specific work locations
in consultation with Assets and Basins. While the wells to be drilled and their locations are
decided by the respective Assets and Basins, the rig deployment plan, hiring of rigs and their
actual deployment are the responsibility of Drilling Services group of the Company. The

Company prepares Geo Technical Orders (GTOs) which is a micro level plan of a well to be
drilled, specifying the timeline for each drilling activity.

Chart 1.1 - Planning process for rigs

Geo Technical

Order

Chart 1.2 : Process of management of drilling operations

Deploymer& b
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priority of
Assets/Basins

1.4  Organisation Structure

The technical control of Drilling Services group is under Director (Technical and Field
Services - T&FS) who looks after planning, requirement and utilisation of drilling rigs. The
administrative control of Drilling Services group for day to day operation of drilling services
group is under Director (Offshore).
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1.5  Performance of drilling operations

1.5.1 Exploratory and Development drilling

The performance of drilling rigs in the Company for the four years from 2010-11 to 2013-14
is tabulated below.

Table 1.3: Plan and actual performance of drilling operations

Drilling 2010-11 2011-12 2012-13 2013-14
Plan | Actual | Plan | Actual | Plan | Actual | Plan | Actual

Exploratory

Meterage 51497 | 384.02 | 505.87 | 375.44 | 502.75 | 343.052 | 480.35| 320.76

(KM)

Wells (Nos.) 154 125 158 135 155 108 153 106

Development

Meterage 458.36 | 500.09 | 581.41 | 558.69 | 703.43 680.73 | 679.52 | 596.79

(KM)

Wells (Nos.) 216 256 272 280 325 323 311 283

Source: Annual Plans and Director (T& FS) Report

The above table shows that while less than the planned number of exploratory wells had been
drilled, development wells generally exceeded the target in 2010-11 and 2011-12.

The planned and actual utilisation of rig months for the period 2010-14 is tabulated below.

Table 1.4: Planned and actual utilisation of rig months

Rig Months 2010-11 2011-12 2012-13 2013-14
Plan Actual | Plan | Actual | Plan Actual | Plan | Actual

Onshore

Exploratory 536.99 | 459.86 | 539.91 | 434.39 | 475.02 | 356.02 | 436.89 334.99

Development | 422.29 | 435.69 | 418.48 | 463.74 | 543.82 | 486.95 | 488.88 439.72

Total 059.28 | 895.55 | 958.39 | 898.13 | 1018.84 | 842.97 | 925.77 774.71

Offshore

Exploratory 218.77 | 196.09 | 172.06 | 147.66 | 223.71 | 162.20 | 215.50 200.90

Development 75.60 | 62.55| 1345 | 84.99 169.6 | 141.34 | 176.85 142.12

Total 294.37 | 258.64 | 306.56 | 232.65 | 393.31 | 303.54 | 392.35 343.02

Source: Annual Report (T&FS) 2010-14

The planned rig months could not be achieved in most cases. The planned targets were met
only in 2010-11 and 2011-12 for development drilling in onshore areas. The reasons for non-
achievement of planned rig months are discussed in Chapter 4 (paragraphs 4.2, 4.3, 4.4) and
Chapter 5 (Paragraph 5.2).
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1.5.2 Work-over operations

The planned and actual work-over operations both in onland and offshore areas during
2010-14 are tabulated below:

Table 1.5: Planned and actual work-over operations

Year Location Wells Rig Months
Plan Actual Plan Actual
2010-11 Offshore 142 122 159.3 127.9
Onland 1375 1421 895 870.4
2011-12 Offshore 81 109 110.68 126
Onland 1383 1532 936.85 916.6
2012-13 Offshore 59 72 76 83
Onland 1392 1595 915.9 879.32
2013-14 Offshore 99 93 138 109
Onland 1484 1581 916.7 887.55

From the above table, it can be observed that the Company had generally achieved the
planned work-over operations in all the years except for two years (2010-11and 2013-14) in
Offshore areas.

1.6  Drilling Efficiency of Rigs

The performance of drilling rigs is evaluated mainly in terms of two Key Performance
Indicators (KPIs) viz. Cycle Speed and Commercial Speed.

Cycle Speed

The parameter used to evaluate the operational efficiency of rigs is Cycle Speed in
metre/rigs months achieved in completing a well. It is calculated on dividing the drilled
depth of well by the cycle time in rig months actually used for completing the well i.e. the
time between rig release from previous well to rig release from present well after carrying
out rig building, drilling and production testing operations at present well. The total time
involved in these three phases is known as ‘Cycle time’.

Commercial Speed

The parameter used to evaluate the drilling efficiency of rigs is Commercial Speed in
metre/rig month achieved in drilling a well to the target depth. It is calculated by dividing
the drilled depth of well by the commercial time in rig months actually used for drilling
the well i.e. the time from spudding of a well to hermetical testing of production casing
(to check any leakages before bonding over the same for production testing), also called
‘drilling time” or commercial time.

Drilling efficiency of the rigs of the Company in terms of Cycle Speed and Commercial
Speed has been discussed subsequently in paragraph 5.5 of the report.
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Chapter 2: Audit Approach

The performance of offshore shallow water rigs had been reviewed by the Comptroller and
Auditor General of India (C&AG) in Audit Report 9 of 2007 (Chapter VII). The present audit
covers the drilling activities, both onland and offshore (shallow and deep water) carried out
by the Company over the period 2010-14.

2.1

Audit Objectives

The objective of the performance audit was to obtain reasonable assurance that the Company
had planned, hired, deployed and utilised rigs in an efficient and effective manner. Audit
examined the following issues in this regard:

»r

2.2

Whether drilling rigs were properly planned and matched with the requirement of
Assets and Basins;

Whether requisite number of rigs were made available through hiring or acquisition in
an effective and efficient manner to implement the plan;

Whether deployment of rigs (drilling as well as work-over rigs) was as per plan and
their utilisation had been efficient; and

Whether maintenance/repair/ up-gradation of drilling and work-over rigs was as per
maintenance plan and statutory or other requirements.

Scope of Audit

The scope of audit was to review overall performance of management of rigs by the
Company during 2010-11 to 2013-14. This covered various sections, such as planning,
procurement and hiring, operations and maintenance of rigs of Drilling Services and Well
Services groups of the Company. The monitoring of the drilling performance at corporate
level was also covered during the audit.

23

Audit Criteria

The following were the sources of audit criteria:

11" and 12" five year plan document along with the annual plan documents for 2010-
14, budget estimates and rig deployment plans.

Company’s policy, rules and regulations including material management manual, norms
fixed by the Company for drilling activities, dry dock policy, drilling manual,
maintenance schedule of owned rigs, Geo Technical Orders of locations, efc.

Minutes of the Board Meetings, spud meeting minutes, Multi-Disciplinary Team (MDT)
meetings, norms/standards prescribed in the Company’s internal documents, Service
Level Agreements entered by Assets/Basins with other services groups of the Company,
performance contract (PC) signed between/among services groups of the Company.

Guidelines issued by the Government as well as health and safety guidelines prescribed
by statutory bodies.

Os
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24

Audit Methodology

The methodology adopted for the audit was as follows:

2.5

An Entry Conference was held with the Company for discussion on the audit
objectives, scope and methodology in July 2014.

This was followed by collection of information through audit requisitions and
questionnaires. After scrutiny of records, discussion with the Company officials, and
test check of the transactions, preliminary audit observations were issued. These were
further reviewed based on the responses of the Company and consolidated to prepare
the draft audit report.

The draft audit report was issued to the Company (November 2014) and reply of the
Company was received in April 2015. Reply of the Company has been suitably
incorporated in the report.

An Exit conference to discuss the response of the Management on the audit findings
was held on 2 May 2015. The views expressed by the Company during this meeting
and the supplementary information provided during the meeting have also been
suitably incorporated in the report.

The draft report was issued (June 2015) to the Ministry of Petroleum and Natural Gas
(MOPNG) and reply of MOPNG was received in August 2015. Reply of MOPNG has
been suitably incorporated in the report.

An Exit conference with MOPNG and Management of the Company to discuss the
response of MOPNG on audit findings was held on 10 August 2015. The views
expressed by MOPNG and the Company during this meeting and post Exit conference
supplementary reply of the Company as forwarded by MOPNG (August 2015) have
also been suitably incorporated in the report.

Sampling

The following sample was scrutinised for the Performance Audit:

Table 2.1: Sampling methodology

SI. | Item / activity Population Sample size No.
No. Selected
1 Tenders for hiring of rigs 32 100 % 32
Performance of Offshore rigs
2 Owned rigs 9 100% 9
3 Hired rigs —Deepwater 6 100% 6
4 Hired rigs — Shallow water 31 20% 7
5 Work-over hired rigs 3 20% 1
Performance of Onland rigs
6 Owned rigs 68 20% 14
7 Hired rigs 16-20 20% 4
8 Work-over- hired rigs 19 20% 4
9 Work-over -Owned rigs 53 20% 11

<&
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The sample selected was a risk based one.

2.6

All tenders for hiring of rigs were selected in view of high materiality and criticality of
rigs for drilling operations.

While reviewing performance of rigs, all owned offshore rigs were selected as their
performance was poor with high non-productive time and significant expenditure was
incurred on their repair and maintenance during the period of audit.

Performance of all deep water rigs was scrutinised in view of their high costs and
impact on exploration and development targets of NELP blocks.

For charter hired offshore rigs. onland rigs and work-over rigs, a sample of 20 per cent
had been selected. The selection was on the basis of materiality (higher operating day
rates) and risk (lower cycle speed and commercial speed, higher non-productive time)
of the rigs.

Acknowledgement
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Chapter 3: Planning of Rigs

The Company prepares a Five Year Plan (FYP) specifying the annual targets for the number
of wells to be drilled and the meterage to be achieved in drilling to meet its five-year
hydrocarbon production and reserve accretion targets. Development drilling aims to achieve
production targets and requires facilities to be completed and prospective locations made
ready in time for drilling. Exploratory drilling is carried out to meet targets of reserve
accretion and acreage up-gradation as well as to fulfill time-bound Minimum Work
Programme (MWP) commitments in NELP blocks. Besides the five year plan, the Company
also prepares an annual plan which specifies the number of wells and meterage to be drilled
in the year. The FYP and annual plan are expected to be broadly compatible.

The FYP forms the basis for a Rig Requirement Plan (RRP) for offshore areas, also prepared
on a five-year basis. The five-year RRP is necessary for deciding on hiring/acquisition of rigs
based on the rigs available with the Company. Long term planning is essential as the hiring/
acquisition of rigs has a considerable lead time. In line with the annual plans, the Company
also prepares a Rig Deployment Plan (RDP) for allocating rigs (both owned and hired) to
specific work locations.

3.1 Inefficiencies built in the five year RRPs

Based on the FYP, the Drilling Services group of the Company works out the RRP on a five-
year basis. The five-year RRP assesses the rig months (RMs) required for achieving the FYP
and works out the number of rigs required by the Company in the next five years. To arrive at
the RMs required, an internal Multi-Disciplinary Team (MDT) considers the work
programme for exploration and development and adopts a set of norms to arrive at the RMs
requirement. These norms were based on past drilling experience (average drilling time taken
for completing different type of wells during previous years) and are brought out in
Annexure I

It may be observed from Annexure I that the rig requirement for side track wells had gone up
from 40 to 47 days and in respect of work-over operations from 20 to 23 days from XI FYP
to XI1 FYP.

3.1.1 Higher RMs planned based on past performance

The increase of 7 days per side track well and 3 days per work-over operation over the XI
plan norms was because the rig requirement was worked out based on the past performance
which was inclusive of non-productive time (NPT). The NPT in the XI plan was 23 to 28 per
cent which was significantly high (as compared to the global norm of 12 per cent). The MDT,
in the XII FYP, had considered an improvement of drilling efficiency by 5 per cent on
account of technology up-gradation, improved monitoring to cut down NPT and reduced well
complications, while working out the rig requirement. However, as the NPT (upto 28 per
cent) far outstripped the efficiency increase (of 5 per cent) considered, the rig requirement
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plan assessed a higher requirement of RMs and had an in-built inefficiency. The higher
provision of RMs also needs to be considered in the context of technology up-gradation and
induction of new generation rigs by the Company for the express purpose of higher efficiency
and reduction of NPT. The Company had planned to induct five new generation rigs in XII
Plan as against three in XI Plan. The new generation rigs had proved to have better drilling
performance in terms of higher commercial speed, lesser NPT and drilling of hi-tech wells.
Besides, various drilling technology like SOBM*, SDMM?*, High performance mud systems
etc. had been inducted and their positive impact had been experienced.

The Company stated (April/ May2015) as follows:

(1) RMs and ultimately number of rigs required was calculated based on past drilling
experience based on average drilling time taken for completing different type of wells during
previous years. Abnormal days were excluded from planning for drilling days, as far as
practicable. However, some of the NPT over which the Company had no control needed to be
included in the plan. As more and more wells were drilled, lessons learnt were assimilated/
incorporated in future planning.

(1)  Every well was a separate project in itself. Normally, at the time of preparing FYP
(Five Year Plan) / RDP (Rig Deployment Plan) only primary details related to sub-surface
location of the well was available and tentative meterage(s) were worked out based on it. The
actual requirements were made available only when well was actually taken up for drilling.
Therefore, no single rule for drilling time could be made applicable to all wells drilled in
wide variety of formations and different sub surface conditions. The planned days for each
well could be decided precisely only after geological prognosis of that well was available.
Therefore, during initial planning, tentative RMs were considered as per past experience
which was regularly updated based on recent experiences.

(111)  Drilling workload for the year 2014-18 for hiring of offshore drilling rigs was based
on reduction of 5-10 per cent of average drilling time of past 5 years so as to address
improvement in efficiency due to induction of new technologies and at the same time not to
include controllable past inefficiencies such as waiting on logistics, material/men efc.

Reply of the Company needs to be viewed in the following context:

(1) The Company agrees that RMs and, hence, rig requirement was worked out on the
basis of past drilling experience. While the need for including non-controllable delays in
operation (based on past performance) was appreciated, it was seen that the controllable NPT
far outstrips the non-controllable component. The controllable NPT in Western Offshore area
where maximum rigs were deployed during 2010-14 was 86.26 to 93.89 per cent’ of the total
NPT. Hence, the Company should have reduced controllable NPTs (may be in line with
global standard of 12 per cent) while working out the RMs and number of rigs required so as
to have the desired stretch in the performance targets for drilling of wells.

' SOBM — Synthetic Qil Base Mud.
! SDMM - Steerable downhole mud motor.
5 Total offshore shallow water NPT of 19.0 to 22.9 per cent.

©



Report No. 39 of 2015

(11) The contention of the Company that abnormal days were excluded while working out
RM requirement for the next five years was also not acceptable as abnormally high drill days
taken by two rigs, rig Discovery 1 (166 days/well) and rig George McLeod (115.93 days/well)
for development wells during 2010-12 was considered by MDT while arriving at RRP for XII
FYP even after being pointed out internally by the Finance wing.

(iii)  While the contention of the Management that no single rule for drilling time could be
made applicable to all wells was appreciated, the Company had arrived at the RMs
requirement on the basis of average past performance (considering the drilling time taken by
each rig in the past periods) and, hence, would largely address the individual complexities.

(iv)  Review of rig requirement for the years 2014-18 revealed that there was no reduction
in average drilling time for different category of wells viz. development, side track and work-
over wells as compared to approved drilling time in RRP for XII Plan period.

MOPNG stated (August 2015) that the Company is carrying out benchmarking norms in
phased manner for different work-centres in Onshore and Offshore. Moreover, the Company
is also in process of carrying out modalities for defining benchmarking norms from a reputed
International agency as per international standards. These benchmark norms are worked out
from optimal performance and effects of controllable NPT such as waiting on logistics,
material/men would be addressed accordingly keeping in view to not include controllable
past inefficiencies and also benefits of inducting new technologies would be considered. The
Company is also in touch with a reputed service provider to induct new technologies suitable
to address downhole complications. All out efforts would be made to reduce controllable
NPT.

The Company also stated (August 2015) that more days were planned in XII FYP over XI
FYP for side track and work-over wells due to ageing of fields and for subduing old wells.

Once benchmark norms of international standards are adopted it is expected that the planning
process would be streamlined. The same would be watched in future audit.

3.2  Inconsistencies between FYP and RRP
A)  Incomplete RRP for onland areas

The RRP prepared for a five year period included only the offshore rig requirements. The five
year onland rig requirement plan was not prepared by the Company. Even though the XI and
XII Five Year Plan included the number of onland wells (both exploration and development
wells) to be drilled as well as their meterage, commensurate five year plan for rig requirement
was not carried out. It was noticed that an annual Rig Deployment Plan (RDP) alone was
prepared for onland Assets and Basins on which basis decisions of hiring of rigs were taken.
Considerable delays in hiring had been noticed which had led to rigs not being made
available to the Assets and Basins on time as detailed in paragraph 4.3. A longer duration
RRP, as in offshore areas would facilitate hiring decisions and ensure timely availability of
rigs in onland areas. During Exit Conference (May 2015), the Company agreed in principle
for preparation of RRP for onland rig requirement. The same was reiterated by MOPNG
(August 2015). However, in the supplementary reply post Exit Conference, the Company
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stated (August 2015) that preparation of five yvear RRP is not possible for onland rigs
considering the geographical spread of onland locations and disadvantages in movement of
rigs across locations; hence, the difficulty in clubbing requirements at a central place. It was,
however, assured that efforts would be made to minimize the gap between plan and actual by
strengthening planning and co-ordination with Assets and Basins.

The supplementary reply given by the Company may be viewed in the light of the fact that
delays have been noticed in hiring of onland rigs, which ultimately resulted in non-
achievement of drilling targets in various Regions. The RRP is a tool for estimating the five
year rig requirement to facilitate timely hiring.

B) Non consideration of wells of two Assets in XI FYP

In the XI FYP, the Company planned 14 development wells for Neelam Heera Asset and 26
development wells for Bassein and Satellite Asset. Audit noticed that the Rig Requirement
Plan (RRP) for 2007-12 (September 2007) included a workload of 46 wells in Neelam Heera
Asset and 74 wells for Bassein and Satellite Asset. Thus, a significant lower number of wells
in the two Assets were planned in XI FYP vis-a-vis the Rig Requirement Plan.

The Company stated (May 2015), in case of Neelam Heera Asset, development wells were
meant for augmenting oil production from the field. The five year plan was prepared
considering available inputs in the form of approved and conceptual development locations at
that time and there was no shortfall in planning in the FYP. As regards Bassein and Satellite
Asset, the Company stated that while working out XI FYP, inputs envisaged in approved
development schemes were considered in the plan proposal.

MOPNG stated (August 2015) that in respect of Neelam Heera Asset, Heera Redevelopment
Project (HRP) was still under study when the firm profile for XI FYP was frozen (July 2006)
and HRP was approved on September 2006 only. In case of Bassein and Satellite Asset,
development schemes approved subsequently during XI plan period were included in annual
regional RDP in addition to the wells approved in XI FYP. In supplementary reply (August
2015), Company stated that in respect of Bassein and Satellite Asset, along with 26
development wells, another 46 wells were planned during XI FYP for which development
schemes/ feasibility reports were under preparation or under approval stage.

Reply of the Company was not acceptable since 34 wells of HRP that were approved
(September 2006) at an estimated cost of ¥ 2,305.30 crore could have been considered in the
XI FYP (March 2007). Further, by September 2007, the Company had assessed a workload
of 46 wells for RRP (September 2007) but only 14 wells had been planned in the FYP.
Similarly in Bassein and Satellite Asset, 74 wells (SB-11, Vasai East, D-1, B-22, B-193 and
C series platform) had been considered in RRP of which only 26 wells were planned in XI
FYP. As FYP forms the basis for the RRP, there was a need for consistency between the two
plans. The very large difference in a short span indicates inadequacy in planning.
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C) Non consideration of side track operation

In FYP, the Company did not include side track operations. These activities also generate
incremental hydrocarbon production and reserve accretion and were essential activities of the
Company. It was noticed that while the FYP did not include these targets, the RRP laid down
rig requirements for side track operations. It was seen that in the Western offshore alone, the
five year RRP for 2012-17 assessed a requirement of 14,006 rig days for side tracking against
the total requirement of 37,404 rig days (37 per cent of the planned rig days) for
development. Considering the volume of work, non-inclusion in FYP had led to a significant
mismatch between the FYP and the RRP.

The matter had earlier been highlighted in C&AG's Report No. 9 of 2007 (Paragraph 9 of
Chapter VII on ‘Performance of offshore rigs in shallow water areas of ONGC’). The
Company, in its Action Taken Note had assured (February 2011) that the planning of side
track and work-over wells in FYP was noted for future compliance. However, the Company
was yet (May 2015) to implement this assurance.

In the Exit Conference (May 2015), the Company agreed in principle for inclusion of side
track operations in the ensuing five year plan. It was also observed that the Company in its
Annual Plan for 2015-16 (Budget Estimates) included the side track wells costing I 1,819
crore. MOPNG stated (August 2015) that the same was examined in-house in the Company
and it was found that side track jobs are need based depending on the performance of wells/
reservoirs, and it would be difficult to include side tracking in the long term plan.

The reply of MOPNG needs to be viewed in the light of the fact that side track operations
form a substantial work load of the Company (more than one third of the planned rig days for
development). Besides, the side tracking wells have been considered in the five year RRP
and, hence, was possible to plan. For a realistic five year plan, it is, therefore, essential to
incorporate side track requirement to the extent feasible which would align the FYP to RRP/
Annual Plan.

3.3  Inefficiencies in Rig Deployment Plan

Rig Deployment Plan (RDP) was based on the Annual Plan and is prepared by the Drilling
Services group of the Company with inputs from the Assets and Basins. After detailed
deliberations with Assets/Basins, Drilling Services group finalises the revised estimates (RE)
of Rig Deployment Plan taking into account the priortisation and rig availability. For onland
work-over wells, rig deployment was planned by onland Well Services group of the
Company.

Audit noticed that different benchmarking norms were employed by the onland work centres
to arrive at the rig deployment plan (the rig to be deployed and the period of deployment). In
contrast, no benchmarking existed for offshore areas.

<13)
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3.3.1 Rig Deployment Plan and benchmarking norms

In 2003, the Company implemented the Performance Incentive Scheme that included, inter-
alia, time norms for various operations in drilling, for both onland and offshore areas.
Achievement of the time norms would make an employee eligible for incentives. The scheme
was intended to streamline and bring transparency to the incentive payment system.
Subsequent to introduction of Performance Related Pay in 2007-08, this incentive scheme
had been withdrawn by the Company. Subsequently, Institute of Drilling Technology® (IDT)
prescribed (June 2011) a set of benchmarking norms which indicated time norms for drilling
operations of development wells in some onland areas (Cauvery, Rajahmundry, Ahmedabad,
Ankleshwar, Mehsana, Cambay and Assam work centres). These time norms were to be used
for preparing Geo-Technical Orders (GTOs), bar chart and drilling plans. The benchmarking
for development wells in other work centres (viz. Assam and Tripura Assets) and exploratory
wells in all onland Basins were in the process of finalisation. No such benchmarking exercise
had been initiated for offshore work centres.

In this regard audit observed that

(1) No time norms were available for offshore areas even though it constituted 47.1 to
58.47 per cent of the total drilling expenditure of the Company during 2010-14. While
the onland work centres were adopting the incentive norms of 2003 for exploratory
wells and 2011 benchmarking norms for development wells for the rig deployment
plans, the offshore work-centres did not use them and relied upon past experience
which had in-built inefficiencies on account of higher NPT and non-consideration of
technological advancements.

(11) The days planned for drilling of development wells, work-over wells and side track
wells for the Western offshore areas in the annual RDPs (BE) was higher than the days
planned in the XII RRP for offshore rigs. As already pointed out (paragraph 3.1.1),
higher number of days had already  Table 3.1: Excess rig days in RDP as compared to RRP
been planned in RRP (XII Plan) for

Side
these wells. With yet higher Dev. | track/Drain | Work-
number of days planned in the - e Wells | Hole SR
. ‘t t

RDP, the Company added further Rg,s PG 55 47 23
inefficiencies in the drilling plans | 2012-13 RDP
as shown in the table alongside. (BE) 352 5198 25,06

) 2013-14 RDP
The excess days planned in the | g 56.90 51.33 24.64

RDPs in comparison to the RRP
(XII Plan) for the year 2012-14 were 786 rig days (25.85 rig months).

(111) There was also a divergence in the norms used by onland work centres for preparing
RDPs.

®  An internal institute of the Company, located at Dehradun.
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While some onland Assets viz. Cauvery, Rajahmundry and Assam Assets used
the benchmarking norms prescribed in 2011 for development wells; other Assets
viz. Assam, and Tripura Assets use the past experience for preparing the RDP
since no benchmark norms were available.

In case of Western onshore, the work-centres (Ahmedabad, Ankleshwar and
Mehsana Assets) did not adhere to the benchmarking norms, though prescribed
in 2011 itself, while preparing the RDP. Instead, the work centres adopted cycle
speeds calculated by dividing the meterage to be drilled with the rig months
available without any consideration of norms or past performance. This resulted
In  preparation

of RDPs by Table 3.2: Compans'on of Planned and Actual Cycle Speed in
donti Western Onshore Areas
adopting 2010-11 2011-12 2012-13 2013-14
111 Assets
dlfte;ent cyc‘le Plan | Actual | Plan | Actual | Plan | Actual | Plan | Actual
S]?CC o n Ahmedabad | 1.243 1,525 | 1,359 1,515 | 1,181 1,433 | 1,148 1.451
different years
] Ankleshwar | 856 879 | 717 847 | 828 985 | 815 904
without any

Mehsana 1,059 | 1,421 | 1422 | 1,445 | 1,238 | 1,486 | 1300 | 1,527

basis resulting
in  consistent
over-achievement by these work centres as depicted in the table alongside.

Though there were no benchmark norms for onland exploratory wells, Cauvery
Basin, KG-PG Basin, Assam and Assam Arakan Basin and Forward Base,
Silchar adopted time norms prescribed in the erstwhile performance incentive
scheme, 2003 for their RDPs. However, Mahanadi, Bengal and Andaman Basin
and Frontier Basin used the past experience for preparation of RDP for
exploration wells. Thus, there was no uniformity in preparing the RDP for
exploratory and development by the onland work centres.

Ankleshwar, Ahmedabad, Mehsana, Cauvery and Rajahmundry Assets, where
the benchmarking norms for development wells had been prescribed in 2011,
planned for excess days i.e. 17.56 rig months for rig building in RDPs during
2012-14. Similarly, during the period 2010-11 to 2013-14, there was an excess
planning of 112 rig months for drilling in Cauvery Basin/Asset and KG
Basin/Rajahmundry Asset compared to the benchmarking norms 2011 for
development drilling and time norms under performance incentive scheme 2003
for exploratory drilling.

There was, thus, no uniformity in arriving at the rig deployment plans. Besides a significant
degree of inefficiency was already built into the plans. Non availability of norms and non-
adherence to available norms led to distorted planning which resulted in un-reliable
evaluation of performance of the work centre and its employees.

The Company replied (April 2015) that development wells were planned based on benchmark
norms fixed in July 2011 and exploratory wells on Performance Incentive norms of 2003 for
onland areas. Benchmark norms provided normative days for conventional wells. However,
as more and more complicated deep/hi-tech wells were being drilled in hostile formation
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having many uncertainties, additional days were planned for these wells based on past
performance. Further, benchmarks or drilling efficiency (cycle and commercial speed) were
not available for Silchar, Jorhat, Agartala work-centres and Geleki field in Assam due to
limited data. IDT Dehradun was carrying out benchmarking norms in phased manner for
different work-centres in Onshore and Offshore. Moreover, the Company was also in process
of carrying out modalities for defining benchmarking from a reputed International agency.
These benchmark norms were worked out from optimal performance and effects of
controllable NPT such as waiting on logistics, material/men would be addressed accordingly
keeping in view to not include past inefficiencies and also benefits of inducting new
technologies would be considered.

While the Company’s plan to address the effect of controllable NPT in the benchmark norms
in future was appreciated, the present system is inadequate as discussed below:

(i) The benchmarking norms, wherever available, had not been uniformly adopted. While
additional days for specific activities had been planned for some work centres, in
other cases, incorrect cycle speed had been adopted. Thus, the Company’s contention
that planning was based on benchmark norms, 2011 for all onland development wells
was not acceptable.

(11) Benchmark norms are expected to be indicative of the work centre for which the norm
had been prepared after due diligence. Providing additional time on a case to case
basis would negate the very purpose of benchmarking norms. Besides, as these norms
were benchmarks for good performance, they needed to be in-built in the plan and
performance of the work-centre to be assessed on these targets.

MOPNG stated (August 2015) that from the current year, the performance contract is signed
based on strengthened target of benchmark norms. Benchmarking norms for onland and
offshore is in progress; moreover, an international consulting firm is also being hired for this
purpose. Norms for well services group have also been made more stringent. Henceforth, the
plan shall be based on the revised time norm only. In the Exit Conference (August 2015) the
Company assured that once the benchmark norms are in place, the same would be considered
for evaluation.

Audit acknowledges the corrective action proposed; the same would be watched in future
audit for their adoption and timely implementation.

3.4  Inefficiencies in preparation of Geo Technical Order

A Geo Technical Order (GTO) was prepared for each well to be drilled (both exploratory and
development). This was a micro level plan prepared by the geology sections and specified the
number of days required for each activity, service and material required for drilling a well
and was signed between the Asset/Basin and Drilling Services group of the Company.

Audit observed the following discrepancies in preparation of the GTOs:

e Inconsistency in adoption of norms: As for preparation of RDPs, no norms were
available for offshore drilling. In onland areas, the performance incentive norms, 2003
and the benchmarking norms, 2011 (wherever available) were used with the exception
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of Tripura Asset and MBA Basin where past experience was considered for
preparation of GTOs. However, the norms were not appropriately applied in working
out the rig days. Test check of KG-PG Basin revealed that rig building days were not
planned in 41 GTOs of exploratory wells in KG-PG Basin. Production testing days
were also not planned consistently (only 5 out of 41 GTOs had planned for production
testing).

e Delay in signing GTOs: GTOs of well locations need to be signed (among Drilling
services group, Assets/Basins and other relevant services groups of the Company),
seven days before spudding a well. Out of 1,616 wells drilled, Audit reviewed 306
GTOs in onland and offshore areas and noticed that in only 37 per cent of the cases,
the GTOs were signed well within time. In the balance cases, 101 GTOs were signed
one to six days before spudding of the wells and another 91 GTOs were signed only
after spudding of wells. In Assam Asset, inordinate delays upto 300 days were noticed
in signing the GTOs.

The Company replied (April 2015) that efforts were being made to avoid delay in
preparations of GTOs. GTO was a well program involving all geological and technical data
of the well. However, before rig mobilisation, different meetings like Spud Meeting take
place within different groups such as Geology, Drilling, Mud Services, and Completion efc.
where all Geological, Geophysical and Geochemical (G&G) data and well inputs were
deliberated. So, any delay in GTO would have limited effect on rig waiting for
material/manpower. Further, as per recent EC decision, to improve the process of GTO
preparation, GTO under preparation would be carried out in ICE’ platform to facilitate
planning, allocation and acquisition of required resources to drill those locations
expeditiously. Once new field specific benchmark norms for different work-centres in
Onshore and Offshore were in place, the same would be incorporated in ICE system to
facilitate adherence to benchmark norms and consistency in well-wise plan for drilling days.
In view of inconsistency in planning pointed out by Audit, work-centres were being advised
that rig requirement plan may be worked out on the basis of New Benchmark Norms to avoid
include past inefficiencies. MOPNG agreed (August 2015) to the corrective action proposed
by the Company.

The assurance of the Company regarding adoption of benchmark norms and timely
preparation of GTOs would be watched in future audit.

7 ICE — Information consolidation for efficiency
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Chapter 4: Hiring and Acquisition of Rigs

4.1  Hiring of rigs

In line with the five-year Rig Requirement Plan (RRP) in offshore areas, and taking into
account the available rig resources with the Company, plans for hiring rigs were initiated in
offshore areas. In the absence of five-year RRP in onland areas, the hiring decisions were
taken on an annual basis based on the Rig Deployment Plans.

The hiring decisions take into account the rigs owned by the Company. The Company owned
eight offshore drilling rigs, 67 onland drilling rigs and 56 onland work-over rigs as on March
2014. During the period of audit (2010-14), no offshore rigs were acquired though the
Company acquired six onland rigs.

Based upon availability of rigs (owned and continuing under hire), the Drilling Services
section decide requirement for fresh hire. Rigs were generally hired on long term basis for a
period upto three to five years through International Competitive Bids (ICB) as per procedure
prescribed in the Material Management (MM) Manual.

This rig requirement was communicated to the MM section through an indent. On receipt of
the indent, the MM section initiates the process of

Tenders ﬂﬂate: ::;tc:‘:tracts awarded hiring the requisite number of rigs. The process
100 75 involves issuing Notice Inviting Tender (NIT), a
47 | two-bid process in which the technically qualified

0 T3y 28 P st bidders were first shortlisted and the winning bid
o - e . C:“:;ct was selected based on lowest financial bid. During
é@“ GQ\@ & the period 2010-14 the Company floated 32

= tenders (23 for offshore and nine for onland areas).

Of the 23 offshore tenders, six tenders were on
nomination basis and 17 were International Competitive Bidding (ICB) tenders. The six
tenders on nomination basis were completed in time. Against these 32 tenders, a total of 74
contracts were entered for charter hire of rigs.

Audit scrutinised all the 32 tenders. Delays and deficiencies noticed are discussed below:

4.2  Delay in hiring offshore rigs

To ensure seamless drilling operations, the Company should hire offshore rigs in a timely
manner so that drilling activities were not delayed for want of rigs. As per MM manual, the
Company requires a maximum period of 375 days for finalisation of contract and
mobilization of an offshore rig (145-195 days for finalisation of contract and 180 days from
the date of firm order for the Indian bidders for mobilization of the rigs outside Indian
waters). Hence, the tendering process should be initiated well in advance to enable drilling on
the locations which have been released after significant cost and time (for acquisition,
processing and interpretation of seismic data) and also to achieve the exploration and
production targets as planned in the FYP and Annual Plans.
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Audit scrutiny of the tendering process in the 23 offshore tender cases (17 ICB tenders and
six nomination cases) revealed persistent delays at every stage of ICB tenders. The six

nomination cases and three ICB tenders were finalised in time.
Chart 4.2: Impact of delay in tender

e In 13 contracts, the tenders were initiated late. As procest
against the stipulated 375 days (maximum)
requirement for finalisation of tender and mobilisation Delay in

y v i . indent
of rig, these tenders were initiated 311 to eight days

before requirement (considering the de-hire dates of

Loss of rig

months

existing rigs and drilling needs). Thus, even at the time
of initiation of the tendering process, it was clear that Sartar
the rig requirement could not be met in time.

e NIT has to be finalised and issued within 20 days from the date of receipt of indent (as
per the MM manual). Audit observed that in 9 contracts, NIT was delayed, the delay
ranged from 11 to 300 days. On scrutiny, it was observed that the delays were
attributable to receipt of incomplete indents from drilling section or indents that were
received without expenditure sanction.

e Following issue of NIT, the tender should be finalised and the contract awarded within
120 days with an additional 20 days for each round of clarification and 5 days if
Director’s approval was required and 15 days for EPC approval of Letter of Award
(LOA). Of the 17 ICB tenders, only three could be finalised in time. The contracts of
remaining 14 tenders were delayed by 20 days to 331 days.

e Delay was noticed even in signing of contracts. As against the time limit of 30 days for
signing the contract, the actual time taken ranged from 21 days to 313 days. Further, 15
contracts were not signed at all. Audit noticed that the four contracts arising from the
nomination tenders were signed nine months after the completion of the contract period.

The delays on account of late initiation of the tendering process as well as delay in tendering
process and mobilization of the rigs resulted in loss of 190.27 rig months (Exploration: 97.5
months and Development: 92.77 months) for offshore rigs.

4.2.1 Out of 23 tenders for hiring offshore rigs scrutinised by Audit, two individual instances
of controllable delayin re-hiring and indenting are discussed below along with their effect:

A. Delay in f