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PREFACE 

A reference is invited to the prefatory remarks in Report No. CA 9 of 2008, Compliance 
Audit - Union Government (Commercial) of the Comptroller and Auditor General of 
India where a mention was made that Report No. PA 9, Performance Audit contains 
reviews on some of the activities of the companies and corporations. 

This Report contains reviews on the following activities of selected PSUs: 

Name of the Ministry/ Title of the Review 
Department 
Ministry of Chemicals Working of Udyogmandal Division - The Fertilisers And 
and Fertilisers Chemicals Travancore Limited 
Ministry of Coal System of transportation of coal - Eastern Coalfields Limited 
Ministry of Revenue earnings from Leased Line Services - Bharat 
Communications and Sanchar Nigam Limited 
Information Technology 
Ministry of Heavy Production performance of the paper mills and marketing of 
Industries and Public paper - Hindustan Paper Corporation Limited 
Enterprises 
Ministry of Petroleum a) Operation of Haldia Refinery - Indian Oil Corporation 
and Natural Gas Limited 

b) Marketing of petroleum products to bulk consumers -
Indian Oil Corporation Limited 
c) Deep water exploration- Oil and Natural Gas Corporation 
Limited 

Ministry of Shipping, Working of the Authority- Inland Waterways Authority of 
Road Transport and India 
Highways 
Department of Space Performance of the Company - Antrix Corporation Limited 
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( OVERVIEW ) 
This volume of Audit Report represents reviews on nine selected areas of operation 
involving eight Public Sector Undertakings under seven Ministries. These areas were 
selected in audit for review on the basis of their relative importance in the functioning of 
the concerned organisation. The total financial implication of these reviews is Rs.4284.19 
crore. 

MINISTRY OF CHEMICALS AND FERTILISERS l 
The Fertilisers And Chemicals Travancore Limited 

+ Working of Udyogmandal Division 

The Fertilisers And Chemicals Travancore Limited (Company) was incorporated in 
September 1943 and commercial production of Ammonium Sulphate commenced in 
1947. Plants for manufacturing Ammonia, Phosphoric Acid and Sulphuric Acid were set 
up between 1960 and 1973. The Company's production facilities are located at 
Udyogamandal and Ambalamedu in Cochin. The <;ompany's product line included 16 
intermediaries and final products but as of 31 March 2007, the Udyogamandal Division 
(Division) was producing only Ammonium Phosphate and Ammonium Sulphate as final 
products and Ammonia, Sulphuric Acid and Phosphoric Acid as intermediates. The 
Company was incurring losses since 1998-99 except during 2005-06 when it recorded a 
profit of Rs.236 crore, due to receipt of financial assistance of Rs.670.37 crore from 
Government of India. Audit of performance of Udyogamandal Division covering the 
period from 2002-03 to 2006-07 revealed that the Division also reported losses during the 
review period. The main reasons for the losses incurred by the Company and the Division 
were high cost of Naphtha which was the feedstock, adverse impact of changes in 
fertiliser pricing policy, high cost of production, and ageing and inefficient plants. The 
increase in the prices of Sulphur and Rock Phosphate also adversely affected 
performance of the Division. The capacity utilisation of the intermediary plants was low 
and the Division had to procure the intermediary products to manufacture the final 
products. The Company was referred to the Bureau of Reconstruction of Public Sector 
Enterprises in 2004-05 and it approved an Action Plan for improvement of the 
Company's performance. On review of implementation of the measures contemplated in 
the Action Plan for revival, Audit observed that due to paucity of funds, the revamping 
and replacement of plant was carried out as and when an equipment malfunctioned rather 
than complying with the annual maintenance plan. As per Action Plan, the Company 
planned to switchover to using LNG as the feedstock in 2009-10. However, the LNG 
terminal was expected to be set up at Kochi in February 2011. The Company took 
abnormally long time in modifying the existing ammonia plant for low load operations to 
enable it to use the cheaper imported ammonia instead of the ammonia produced 
captively using high priced Naphtha as feedstock. The Company also delayed the 
modification works of the ammonia storage and handling facilities at the Cochin port to 
facilitate import of ammonia. Further, the relief package granted by Government of India 
in April 2006 was in the form of waiver of interest and conversion of loans into equity 
without infusion of fresh funds to meet the immediate working capital requirements. As 
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such, non-availability of an economical feedstock, inefficient ageing plants and lack of 
adequate working capital rendered its operations inefficient and uneconomical; and hence 
more concerted efforts were required to revive the Company. 

[ MINISTRY OF COAL l 
Eastern Coalfields Limited 

+ System of transportation of coal 

Eastern Coalfields Limited has estimated coal reserves of 44.49 billion MT and operates 
in 14 areas in West Bengal and Jharkhand with 87 underground mines, 15 open cast 
mines and four mixed mines. The transportation of coal from pithead/depot to railway 
siding is done through contractors and the cost is recovered from the customers at fixed 
rates. The remaining expenditure is borne by the Company. The transportation cost 
comprised 14 per cent of the total variable operating cost of the Company. The issues 
relating to transportation of coal were reviewed in audit with regard to selection and 
measurement of transport routes, handling of coal, weighing facilities at the loading and 
unloading points, incurrence of demurrage, and management of loading of wagons and 
short lifting of contracted quantities of coal. During the course of audit instances of using 
longer routes for transportation of coal and avoidable rehandling of coal were noticed. 
The review revealed that the Company failed to install weighbridges at the loading and 
the unloading points in a large number of collieries. This resulted in uncertainty in the 
actual weight of coal transported and consequent leakages, losses and levy of penalties. 
The Company failed to ensure that adequate stocks were transported to the sidings by the 
contractors to ensure loading of contracted quantities. Audit observed that the incidence 
of demurrage could be minimised by the Management by more vigilant supervision of the 
work executed by the contractors and rationalising its requirement of wagons. 

MINISTRY OF COMMUNICATIONS AND INFORMATION TECHNOLOGY 

Bharat Sanchar Nigam Limited 

+ Revenue earnings from leased line services 

Bharat Sanchar Nigam Limited (BSNL) provides leased line services to subscribers for a 
specific period as dedicated telecommunication links for internal communication between 
offices at various sites within a city or different cities on point-to-point basis or on a 
network basis. 

Revenue from leased line services of BSNL had grown at a relatively slower pace in the 
five year period from Rs.349 crore in 2001-02 to Rs.522 crore in 2006-07. Audit found 
leakages in revenue of over Rs.517 crore, including potential loss of revenue, delays in 
billing and accumulation of outstandings. This was mainly on account of delays in 
provision of leased circuits, lack of a proper database on services and subscribers, 
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incorrect application of tariff, and allowing dues to accumulate over the years, especially 
from private parties. 

BSNL needs to talce corrective and time bound measures to minimise and control revenue 
leakage. It needs to maintain complete and updated database, strengthen internal controls, 
improve coordination between different branches and between its circles, and monitor 
recoveries of outstanding bills. Computerizing all activities related to the leased line 
services would effectively support the Company to ensure maximum output economically 
and efficiently. 

[._ __ MIN __ i_sT_R_Y_o_F_HE_A_VY __ IND __ u_sT_RIE __ s_AND __ PUB_L_I_c_E_N_T_E_RP_ RI_s_E_s _ ___,] 

Hindustan Paper Corporation Limited 

+ Production performance of the paper mills and marketing of paper 

Hindustan Paper Corporation Limited (Company) has two paper mills, namely, Nagaon 
Paper Mill (NPM) and Cachar Paper Mill (CPM), both located in Assam. These mills 
were commissioned in October 1985 and in April 1988, respectively, with the basic 
objective of using locally available bamboo resources to produce printing and writing 
paper for mass consumption in the education sector. The performance of the Company in 
its production and marketing activities during the period 2002-03 to 2006-07 was 
reviewed in audit. The performance audit revealed that the Company faced problem of 
excess downtime due to poor maintenance and pulp shortage leading to consequential 
loss of production. Consumption of raw materials and other inputs also exceeded the 
norms. The Company could not make any headway in production of value-added 
products. The Company's marketing efforts were inadequate though because of a 
booming economy and rising paper prices, the Company's financial performance during 
the period reviewed in audit had improved. However, to maintain good financial results it 
is incumbent upon the Company to remove the operational constraints and complete the 
proposed Mill Modernisation and Technological Up-gradation (MTUP) scheme in time. 
Above all, the Company should ensure optimum utilisation of existing facilities and 
widen its product range by expanding the capacities and revamping its marketing efforts. 

[._ _____ MIN __ is_T_R_Y_o_F_P_E_T_R_o_L_E_UM __ AN_D_ N_A_T_URAL __ G_A_s ____ ~J 
Indian Oil Corporation Limited 

+ Operation of Haldia Refinery 

The capacity utilisation of Haldia Refinery of Indian Oil Corporation Limited (Company) 
was low during 2002-03 to 2005-06 and the Company had to bring in products from other 
regions. Capacities of the secondary processing units like Diesel Hydro Desulphurisation 
Unit (DHDS) and Resid Fluidised Catalytic Cracking Unit (RFCCU) were not 
commensurate with the primary crude processing capacity of the refinery. This resulted 
in diversion of unprocessed feedstock for production of low value products, blending of 
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considerable quantity of distillate products as cutter stock as well as lower crude 
throughput leading to substantial revenue loss. There was also lack of preparedness for 
meeting the product (Euro III high speed diesel) specification requirements of Auto Fuel 
Policy (February 2002) of Government of India. Despite availability of domestic demand 
for Group II LOBS, there was not only under utilisation of Catalytic Iso-Dewaxing Unit 
(CIDWU) but the unit was used for generation of Euro III high speed diesel. 

+ Marketing of petroleum products to bulk consumers 

Indian Oil Corporation Limited is the largest oil marketing company in the country. Bulle sales 
constituted 41.42 per cent of its total sales in 2006-07. With the dismantling of 
Administered Price Mechanism in April 2002, the market environment became liberal 
and more competitive. Audit undertook a review of the performance of the Company in 
marketing of products to bulk consumers during the period 2002-03 to 2006-07. It was 
observed that while other oil marketing companies (OMCs) were able to maintain or 
increase their market share during the five years ended March 2007 the Company' s 
market share in products like naphtha, FO/LSHS and bitumen declined. There was a shift 
of customers to other OMCs and also to other alternative fuels. The Company did not 
have a well-formulated strategy to arrest its declining market share arising from these 
market developments. The sale of bulk products (except MS and HSD from 2004-05) was 
not monitored through performance parameters in the MOU entered with the 
Government. Discounts were extended beyond the caps fixed without achieving sales 
targets. There were instances where the Company sold regulated petroleum products like 
HSD and MS below cost to bulk consumers by extending discounts beyond marketing 
margins. The Company overlooked the credit limits fixed for the consumers; 25 per cent 
of the outstanding dues, as of March 2007, were beyond the approved credit ceiling. 
Several infrastructural facilities provided by the Company to bulk consumers were idle or 
underutilised for three years and more and in some cases had not been used since 
inception. The Company also under recovered transportation costs incurred by it to 
deliver products at consumer's destination. 

Oil and Natural Gas Corporation Limited 

+ Deep water exploration 

• Oil and Natural Gas Corporation Limited (Company) acquired ten deep water 
nomination blocks, 34 deep water blocks in New Exploration Licensing Policy 
(NELP) rounds (I to VI) and acquired 90 per cent participating interest (Pl)) in 
one block from Mis. Cairn Energy India Limited (CEIL) in March 2005. The 
Company has been engaged in deep water exploration since 1970 and gained 
momentum with the advent of project 'Sagar Samriddhi' in the year 2003-04. 

• The Company took repetitive extensions for the nominated blocks, however it 
could not drill the committed number of wells in two nominated blocks due to 
non-availability of rigs capable of drilling in deep waters. The Company had also 
not made any firm plan to further explore or surrender the nomination blocks 
(September 2007). 

• Lack of scheduling the issuance of Letters of Award for seismic survey contracts, 
non-verification of financial status while awarding the contracts as well as not 
specifying date of mobilisation of vessels and non-completion of data acquisition 
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before the onset of monsoon had a cascading effect on completion of Minimum 
Work Programme (MWP) targets. 

• As against 51 wells committed, 35 wells were planned in the 10th Five Year Plan 
(FYP) ended 2006-07. Further, inordinate delay in finalisation of contracts caused 
postponement of drilling of seven wells resulting in non-fulfilment of the MWP 
commitments. Five blocks under NELP-11 had to be relinquished by the Company 
for non-completion of MWP committed, after paying an amount of Rs.114.13 
crore as penalty to Ministry of Petroleum and Natural Gas (MOP&NG). Also, the 
Company had expended Rs.368.89 crore on the relinquished blocks. The 
Company paid another amount of Rs.10.02 crore to MOP&NG as penalty in 
respect of one block for non-completion of MWP of drilling one well. 

• The Company could not plan Acquisition, Processing and Interpretation (API) of 
seismic data and requisite number of wells needed to establish initial-in-place 
(IIP) reserve. The Company could accrete only 26.30 per cent of total reserve 
accretion from the blocks awarded to it originally. The remaining major portion of 
the accretion came from the block acquired from CEIL. Five discoveries claimed 
by the Company in nomination as well as NELP blocks were not acknowledged 
by the MOP&NG/Directorate General of Hydrocarbons. 

MINISTRY OF SlllPPING, ROAD TRANSPORT AND IDGHWAYS 

Inland Waterways Authority of India 

+ Working of the Authority 

The Inland Waterways Authority of India was set up (October 1986) on the 
recommendations of the National Transport Policy Committee to regulate and develop 
the National waterways in the country for shipping and navigation. The Government of 
India declared three waterways namely, Ganga-Bhagirathi-Hooghly river between 
Sagar island to Allahabad, River Brahmaputra between Dhubri and Sadiya and West 
Coast canal between Kollam and Kottapuram alongwith Champakkara and 
Udyogmandal canals as National waterways in October 1986, September 1998 and 
February 1993, respectively. The basic condition for development of waterways for 
navigation is preparation of fairway or navigational channel, provision of navigational 
aids for safe day and night navigation, and development of related infrastructure like 
terminals and mechanical handling equipments. 

Performance Audit on the working of the Authority covering the period 2002-03 to 
2006-07 revealed that the Authority had not prepared and integrated plan for 
development of National waterways in any systematic manner; detailed project report 
in respect of Ganga-Bhagirathi-Hooghly river between Sagar island to Allahabad river 
had not been prepared as yet. The budgeted funds could not be fully utilised in any of 
the years reviewed. Consequently, none of the three National waterways could be made 
fully operational (September 2007). The navigation channels of the three National 
waterways did not consistently and contiguously meet the least available depth 
necessary for navigation as the Authority failing to dredge the estimated quantities 
thereby limiting the navigability of the channels. No expenditure was incurred on 
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permanent measures like bank protection, river training and fixation of prevention of 
formation shoals and secondary channels. As a result the recurring expenditure on 
routine bandalling and dredging remained unproductive. Though there was no 
movement of vessels during night in the three waterways, the Authority provided night 
navigational aids procured at Rs.4.92 crore and the Authority was incurring 
unproductive expenditure of Rs.2.55 crore per annum (2006-07) on its maintenance. 
Further, the navigational aids provided were unreliable. The Authority did not follow a 
logical and judicious sequence of development of fairways and infrastructural facilities. 
As such provision of infrastructural facilities in places remained underutilised or were 
not utilised at all as there was no movement of vessels or availability of cargo. The 
terminals and mechanical handling equipment constructed/procured for the three 
National waterways remained idle due to limited fairway development and lack of 
proper navigational aids for day and night navigation. The Inland Water Transport 
Policy of the Government of India encouraged private participation in development of 
National waterways, however, the Authority failed to identify projects for public 
private participation in development of waterways, water based recreational facilities 
and tourism related activities. Since the Authority had not established milestones and 
targets in a plan document periodical monitoring of the projects to ensure that the work 
progressed as per schedule, was also not done. 

[.__~~~~~~~-D-E_P_AR~TME~-N-T-O~F-S-PA_c_E~~~~~~~~-l 
Antrix Corporation Limited 

•> Performance of the Company 

Antrix Corporation Limited (Company) was incorporated in September 1992 to function 
as a commercial arm of the DOS with access to resources of the DOS and Indian Space 
Research Organisation (ISRO) to promote the commercial exploitation of space products 
and to transfer the technology developed by ISRO. Upto August 2007, ISRO had 
launched nine satellites with an aggregate capacity of 199 transponders catering mainly to 
Broadcasting!I'V /DTH and telecommunication. A performance audit of the contract 
management by the Company was carried out and the major audit findings were as 
below: 

• The Company credited DOS share of revenue to ISRO instead of directly 
crediting it to the Consolidated Fund of India. Remittances were also not done in 
a prompt manner and periodical reconciliation of amounts due and payable to 
DOS was not being carried out. The Company's interest earnings were on an 
average 50 per cent of its profit after tax which suggested that the Company was 
being used as a special purpose vehicle for parking of unutilised funds of DOS. 

• The functional distinction between the Company and DOS was ambiguous since 
the officers of DOS were also executives of the Company. There was no clear 
chart of delegation of powers and segregation of duties consistent with good 
governance, structure and growth of the Company. Owing to ambiguities in the 
operating environment of the Company, several control weaknesses were 
observed in the management of funds and contracts in the Company. Instances 
were noticed of non-adherence to the conditions of contract and absence of 
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appropriate prov1S1ons in the agreements; performance bank guarantee/cash 
securities were not collected, and savings on free period were passed on to 
customers. Service tax was not collected for hired foreign transponders and 
service charges were reduced in favour of private customers. 

xi 
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[~~·~~~M_IN_.·_1s_T_R_¥_O_._F_c_H1E--"-M-'1_c_AL~·-S_AND_··~··_F_ER_··~TI~L-I_SE_R_s-,---c--~J 

CHAPTER JI 

The.Fertilisel!"s.Amll Che.micals Til'avancore LRmited 

Working of U dyogmanda! DivisiOl!Il 

Highlights .. 

The production in aU·plants during 2002-03 to 2006-07 (except Ammonium Sulphate in 
2002-03) was lower than installed capacity. The total value of shortfall in production ~f . 
final products worked out to Rs.160.93 crore: · 

(Pana 1. 7.1.7) 

The continued µse of naphtha as feedstock, as opposed to natural gas, adversely affected 
the· financial viability of the Company. 

(Para 1. 7.4.1) 

The Company delayed the disposal of accumulated 30 lakh MT of gypsum lying in stock 
and had forgone much needed additional revenue. 

(Para 1. 7.5.5) 

The Company vented 17 .26 lakh MT of carbon dioxide into the ~trilosphere during 2002:_ 
· 03 to 2006-07 which cmildbe marketed for generating additional revenue. 

(Para 1. 7. 6) 

There· had. been· excess consumption of raw materials/utilities valued at Rs.22.34 crore 
during the period 2002-0Jto 2005-06; 

(Para 1.7. 7) 

Delay in comnnssmiring . scrubbing system equipment for pollution control led to 
blocking ofRs~l.31 crore between July 2002 to May.2007 besides defeating the objective 
of containing the einission, 

Smnmary of ~ecommenda(ions 

The. Company should: 

L avoid unplanned shutdown due to ·controllable factors ·like · shortage. of. iraw 
material and personnel and when these occur, the circumstances leading to the 
shutdown should be. rigorously reviewed and evaluated and corrective measures · 
taken by designated staff; 

2. implement a plan of action . whereby surplus carbon dioxide is sold to generate 
additional revt(!nues for the Company; 
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3. implement a time bound action plan to reduce excess consumption of raw 
materials and utilities, establish procedures and define staff responsibilities to 
monitor the implementation; and 

4. ensure that factors contributing to pollution are controlled and take corrective 
action in a time bound manner. 

1.1 Introduction 

The Fertilisers And Chemicals Travancore Limited (Company) was incorporated in 
September 1943 as a public limited company. It commenced production in 1947, became 
a Government company in 1960 and the Government of India (GOI) became the major 
stakeholder in 1962. The authorised share capital of the Company was Rs.1,000 crore and 
out of paid up capital of Rs.647.07 crore as of 31 March2007, Rs.637.77 crore was held 
by GOI. 

The Company's production facilities are located at two places, viz., Udyogamandal and 
Ambalamedu in Kochi (Cochin). Fertilisers like Ammonium Phosphate, intermediary 
products like Ammonia 1, Sulphuric Acid and Phosphoric Acid were produced at both 
locations. Caprolactam, an industrial petrochemical, is manufactured by 50000 Ton per 
annum (TP A) Caprolactam plant at Petrochemical Division at Udyogamandal since 1990-
91. 

Commercial production in Udyogamandal Division commenced in 1947 for producing 
Ammonium Sulphate with an installed capacity of 50000 TPA. Subsequently, plants for 
manufacturing Ammonia, Phosphoric Acid and Sulphuric Acid were set up between 1960 
and 1973 as part of expansion and various backward integration programmes. 

The Company also established a design and consultancy wing i.e., FACT Engineering 
and Design Organisation (FEDO) and an equipment fabrication division known as FACT 
Engineering Works (FEW) in 1965-66. 

The Company's product line included 16 intermediary and final products. As of 31 
March 2007 the Udyogamandal Division, however, manufactured only Ammonium 
Phosphate and Ammonium Sulphate as final products and Ammonia, Sulphuric Acid, and 
Phosphoric Acid as intermediates. 

The main Plants in Udyogamandal Division and their capacities as on 31 March 2007 are 
detailed below: 

Table:l.1 
f 'OOO Ton) 

Plant Annual Capacity Actual production 
in 2006--07 

Ammonium Sulphate (682 TPD2) 225.00 183.49 

Sulphuric Acid {Two plants of 550 TPD and 600 TPD) 379.50 296.77 

Phosphoric Acid (100 TPD) 33.00 0.51 

Ammonia (990 TPD including 90 TPD Synthesis Gas) 326.70 257.18 

Ammonium Phosphate (Two plants of300 TPD and 150 148.50 147.10 
TPD) 

1 Ammonia production in Koc/ii Division (Ambalamedu) discontinued since February 2003. 
1 Tons per day 

2 
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1.1.1 Products and inputs 

A brief description of the inputs required in various plants of Udyogamandal Division 
and the products/intermediates manufactured is given below: · 

·'·· 

(i) Ammonium Phosphate 

Ammonia, Phosphoric Acid and Sulphuric Acid are fed to a reactor that is agitated. The 
neutralised product, in slurry form, is passed through a rotary drier for solidification as 

.. Ammonium Phosphate. · 

(ii) Ammonium Sulphate 
.Ammonia and Synthesis Gas .(mixture of Carbon Dioxide and Hydrogen) from Ammonia . 
plant and $ulphur Dioxide and super-concentrated Sulphuric Acid (Oleu.m) from · 
Sulphuric Acid plant are transferred to the Petrochemical Division· of the Company for 
productfo:n of Caprolactam. For each Ton of Caprolactam produced, about 4.5 Ton.of 
Ammonium Sulphate solutions are formed, which are concentrated to form so~id crystals. 

(iii) Ammonia 

Ammonia is manufactured from Hydrogen (obtained from Naphtha and Steam) and 
Nitrogen (obtained from air). For every Ton of Ammonia produced, 1.53 Ton of Carbon 
Dioxide gas is generated as a by-product. 

(iv) Sulphuric Acid . . . 

Sulphuric Acid is :formed by buniing molten.and filtered Sulphur with dry air. During the 
process, Sulphur dioxide and steam are generated. The Sulphur dioxide thus formed is 
converted to Sulphur Trioxide with catalyst and then dissolved in. water/acid to form 
Sulphuric Acid. · 

(v) Phosphoric Acid 

Phosphoric Acid is manufactured as a result of the reaction of Rock Phosphate with 
Sulphuric Acid. Production of every Ton of Phosphoric Acid leaves four to five Ton of 
Gypsum a:s a by.,product. · 

(vi) Furnace oil and Steam 

Furnace oil is utilised for production of steam, which in turn is used for producing captive 
power and for drying fertilisers. 

1.2 Financial perf'?rmance 

1.2.1 The financial performance of the Company and the Udyogamandal Division 
during 2002-,03 to 2006-07 is given below: . 

3 
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TalMe:]..2 

' (Rs.in crore) 
Yearn· Compimy 1Udyogaimmdal! Diviisimn 

Jl>rnfnt/ Cunmunllntive OperatiHRg Prnfit/(Loss) 

(JLoss) (JLoss) IP'rofnt.l(Loss) 

(]} (2) (3) (4) . (5) 

2002.f-03 (200) (138) . (200.27) {83.61) 

2003-k>4 (167) (306) (167.14) (82.36) 

2004i-0s (168) (506) (132.96) .· (67.28). 

2005to6 236 (270) (118.74) (71.53) 

2006TQ7 (125) . (395) 
: 

(127.74) (89.76) . 

The Cqmpariy, which reported profits from 1983-84 to 1997-98, started incurring fosses 
from 1;998-99 due to various factt>rs including borrowing costs for setting up 900 Ton 
per day (TPD) Ammonia Plant at Udyogamandal, steep rise in input prices like Naphtha 
and Ftimace oil, unremunerative realisation from sales, non-operation of.plant at higher 
capacify owing to· liquidity crunch, non-availability of alternative feedstock· and increase 
in the prices of other raw materials. · 

1.2.2 :The OOI sanctioned financial assistance of Rs.226.88 crore in 2001-02 and 
Rs.87.80 crore in 2002-03 to the Company by waiver of outstanding interest on GOI 
loan. rp: April 2006,_ GOlapproved a financial relief package ofRs.670.37 crore effective 
from 31 March 2005. Consequently, the Company reported a net profit of Rs235.66 

I . .. . . . . . 

crore i:t;i 2005-0.6. H, however, recorded a loss ofRs.124.73 crore in 2006-07 ... 

1.3 jScope of audit and Audit criteria 
I 

The P¢rformance Audit covered the working of the Udyogamandal Division (Division) 
for. the period 2002-03 to 2006-07, with reference to installed capacity, plants' 
perfonhance data, technical reports, production targets, directives and policies of the 
Comp~ny, agenda notes and minutes of meetings of Board of Directors, annual reports, 
etc. i 

1.4 1 Audit objectives 
I 

The pefformance audit was conducted to assess: 
. I 

o ; the performance of the plants in the Division with reference to their installed 
I • •. • 

1 capac1t1es; 

o · : the implementation of action plan for performance improvement; 

ithe impact of the pricing policy including subsidy on the Company's operations; 
! 

[the consumption of material with reference to norms and identify excess 
1 consumption leading to losses; and 

[compliance with environmental regulations with regard to poHution control, 
i energy conservation, etc. 
I . 
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1.5 Audit methodology 

. The Report was prepared based on a review of relevant agenda notes and board minutes, 
annual plant reports, cost audit reports and firiancial statements,· techniCal reports, 
production reports, energy audit reports, industry journals/bulletins, discussions ·with 
various levels of Management and other relevant information. Entry arid exit meetings 
were also held with the Management. 

1. 6 Acknowledgement 

The cooperation and assistance extencled by the Company M~agement and staff, at all 
levels, is acknowledged. · · · . 

1. 7 Audit findings 

The mairi reasons. for the losses ~f the Division were high cost .of Naphtha as feedst9ck, 
impact of changes in fertiliser. pricing policies and higher cost of production .. The 
Division was also adversely. affected . by increases in prices of Sulphur and Rock 
Phosphate apart from the fact that its plants were old an:d less efficient. 

1. 7.1 . Capacity utilisation 

1. 7.1.1 The details of installed capacity, targeted production and actual production. in 
respect of various Plants . in. the Division during 2002-03 to 2006-07 are· given in 
Annexurel. 

1.7.1.2 The production in all plants (except Amnionium Phosphate in 2002-03) during 
2002-03 to 2006-07 was lower than installed capacity. While actual production to 
installed capacity generally was at about 80 per cent in the plants, it was 2 to 4 7 per cent 
in Phosphoric Acid plant. Shortfall in production of final products was to the extent of 
1.95 lakh MT of Ammonium Sulphate and· 57955 MT of Amnionium Phosphate. The 
total value of shortfall in production of final produ'cts worked out to· Rs.160 .93' i::rore. · To 
meet the shortfall in production, the Company procured 2.16 lak:h MT of Sulphuric Acid 
at a cost of Rs.36.74 crore during 2002-03 to 20064l7: Shortfall in production of 
Phosphoric Acid was met by import of 21313 MT at a cost ofRs.39.48 crore arid through 
indigenous procurement of 87540 MT at a cost of Rs.168.87 crore for use in the Division 
during 2002-03 to 20064)7. 

Shortfall in production was due to· lower stream days3 actually achieved as compared to 
the stream days designed ·(Annexure II). The percentage of stream days to the stream 
days as per design was. about 65 per cent in an plants except in Phosphoric Acid plant 
where it Was 2 to 47 per cent during the five-year period. The reasons were mainlynon­
maintenance of plant and machinery, equipment failure, shortage of raw materials, 
electrical and operational faults, shortage of personnel, shortage of lorries and packing 
bags. ' 

The Management stated (September 2007) that the achievement of Ammonium 
Phosphate' was close to installed capacity in all the years except 2004-05. It attr:i.bu~ed 
the shortfall in production to shortage of raw materials caused by financial crunch. 

3 Stream days - th~ days on which the pl~ntconcer~ed was operated. .. 
Stream days designed:_ maximum number of days for which a plant can be operated in a year. 
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Recommendation No. 1.1 

The Company should avoid unplanned shutdown due to controllable factors like 
shortage of raw material and personnel and when these occur, the circumstances 
leading to the shutdown should he rigorously reviewed and evaluated and corrective 
measures taken by desif!nated staff. 

1. 7.2 Fertiliser pricing policy 

In 1992-93, GOI decontrolled the price of Phosphatic (P) and Potassic (K) fertilisers and 
introduced an ad-hoc price control scheme. Under the new scheme a maximum retail 
price (MRP) was fixed and a concession was allowed to manufacturers to off set the 
difference between the standard cost of sales and the MRP. The Scheme provided for 
concession to fertilizer companies manufacturing Ammonium Phosphate based on 
nutrient contents of Phosphate and Nitrogen. 

Some fertilizer companies use natural gas as feedstock while others use either furnace oil 
or naphtha. The Company uses naphtha as feedstock. The Tariff Commission assessed in 
2004-05 that cost of nutrient Nitrogen (N) was higher in the Company in comparison to 
other companies using naphtha as feedstock. Similarly, the production cost of ingredient 
Potash ' P' was also higher. 

Since there was no source of either gas or Liquified Natural Gas (LNG), naphtha 
remained the only available feedstock in Kerala and imported ammonia could be used 
only after certain modifications were carried out at the ammonia handling and tank 
facilities at Cochin Port. The modifications, however, were completed by the Company 
only in September 2006 and after obtaining financial assistance from GOI and 
commenced importing ammonia only from December 2006. The Company took seven 
years and six years, respectively to carry out the modification work to enable operations 
at low load4 and facilitate storage and handling facilities for import of Ammonia. As 
regards the high production cost of ingredient Phosphate, the Company stated that the 
consumption ratios of its old phosphoric acid plant were high. The Company also stated 
that increase in cost of nutrient contents of Nitrogen was unavoidable since the cost of 
naphtha was higher than that of other feedstock. 

1. 7.3 Effect of decontrol of Ammonium Sulphate 

1. 7.3.1 When the Company commissioned its caprolactam plant in 1991 it chose a 
manufacturing process that maximised the generation of Ammonium Sulphate (4.5 ton 
Ammonium Sulphate for every ton of caprolactam). This was beneficial since 
Ammonium Sulphate was a controlled product and qualified for subsidy at that point of 
time. With the decontrol of Ammonium Sulphate in 1994, the production of Ammonium 
Sulphate as a co-product of caprolactam was no longer beneficial to the Company. 
However, the Company had to continue to process Ammonium Sulphate solution 
generated from caprolactam plant. The cost of Ammonium Sulphate solution during 
2006-07 was Rs.7,733 p er MT whereas the sales realisation from Ammonium Sulphate 
was Rs. 7, 156 per MT. 

4 Low load operation of the front end of the Ammonia Plant is to produce synthesis gas and carbon 
dioxide but without producing Ammonia to meet requirement of its Caprolactam plant This would 
enable consumption of imported ammonia whenever available at a lower price as c,ompared to captive 
production. 
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The Management stated {September 2007) that higher cost of production of Ammonium 
Sulphate was due to high cost of captive Ammonia. The Company had taken steps like 
resm:t:ing to import of Ammonia to- reduce costs and their impact would be. assessed in 
subsequent periods. · 

1. 7.4. Conversion of feedstock 

1. 7.4.1 The C~mpany used· naphtha. as feedstock in its Ammonia plant and furriac·e oil as. 
fuel in boilers. Most fertiliser companies ill India, however~ used Natirrali. Gas as 
feedstock. Gas-based pfants had a distill1Ct edge over naphtha-based plants in terms of 
lower capital cost, lower energy consumption per output, and ability to achieve higher 
capacity utilisati()~ .. 

The Company proposes to switch over to LNG as.feedstock to save on cost of production 
of'Airnmonia by usil1g LNG instead of naphtha; l:fowever, this would, depend· on the 

·proposed JLN(i Terminal at Kochi ~hat is expeckd to he compfoted .by February20U. 
Thus, the Compa11y has to continl,le ·uneconomical operations till. completion of the_ LNG 
project ill 20 U d¥e to non-availability pf LNG. · . · . · 

The ·Management .stated (September 2007) that it wa:s exploring various· options for using 
cheaper feedstock to bring: down the cost of production as the proposed LNG terminal 
was getting delayed. 

~: 7.5 .· Action Pliltn for performance.improvement 

1.7.5~1 GOI sanctioned financial assistance of Rs.226.88 crore in.2001-02 and Rs.87~80 
crore in 2002-03 to the Company by waiver of outstanding interest pn GOI loan for the 
period froin. 1998-99 to • 2001-02. Despite· this relief, the Company continued to incm 
losses. The Company was referred to the Burem{for Reconstruction~ of Public Sector 
Enterprises (BRPSE) in 2004-05 as a sick company under . the provisions of Sick 
Industrial Compames (Special Provisions) Act, 1985. GOI approved (April 2006), a 
firiancial·relief package of Rs.670.37 crore, ·comprising waiver· oJaU.outstai:J.ding interest 
as on 31 March2005 amounting to Rs.85.77 crore. It also approved conversion ofSOper 
cent of the outstanding.· GOI. loan of Rs.584.60crore ·as on 31 ··March 2005,, (i.e., 
Rs.292.30 crore) into equity capital, write off of non-Pfan loan of Rs.60 crore and the 
outstanding balance of GOiloan of Rs.232.3 0 crore as on 31 March 2005. · 

' . 

The Company· submitted· (February/March 2005) rui Action Plan t6 BRPSE/GOI that 
. spelt out. certain short'."term, mediurri term and "long-term meas'ures to improve its 
performance. ·Some of key measures included ·in the Pfan and action taken by the 
Company are dfscussed below: . · · · · · · · 

Shon.:.term measures: .The short-term measur.es contemplatedcritical maintenance .of 
both Divisions. of the. Company and· raising additional working capital loan of Rs.200 · 
crore to ensure· sustained production at -optimum level.· The Company was also ,to. take 
measures to institute a tie-up to ensure uninterrupted supply of inputs i.e., Sulphuric Acid 
and Phosphoric Acid. The Ammonia Plant. was to be improved for, low load operation to 

· take advantage of the low:er cost of imported. anµn()nia. Th~ objective of Jow load 
operation was to produce synthesis gas .and carbon dioxide at a rate that wouldjust meet 
the requirements o:f its caprolactam production to enable inaXimum . utilisation of 
imported mnmonia, whenever available at a. lower price as compared to captive 
production, arid thereby reduce the cost of production. . 
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Medium term measures: These measures included centralisation of departments through 
organisational restructuring; redeployment and retaining of manpower on continuous 
basis to ensure effective succession planning. In addition, captive Phosphoric Acid plant 
capacity was to be enhanced and a switch over to LNG feedstock from 2009- 10 was also 
contemplated. 

Long term measures: The long-term measure contemplated in the Action Plan was the 
disposal of gypsum through a project on Build Operate Own and Transfer (BOOT) basis 
or possible joint venture. 

Status of implementation of Action Plan 

Audit reviewed implementation of the measures contemplated in the 
Action Plan. The findings are discussed below: 

1. 7.5.2 The Company prepares division-wise annual maintenance plans in advance 
including major repairs for jobs to be undertaken during a year. The works under the 
annual maintenance plan, which were required for continuous operations were prioritised 
and carried out subject to availability of funds. The remaining works were carried over to 
the next annual maintenance period. During the period 2002-03 to 2006-07 the Company 
incurred an average expenditure of Rs.8.49 crore per annum towards repairs and 
maintenance of the plant and machinery. This constituted 2.6 per cent of the annual 
operating expenditure. However, it was observed that due to paucity of funds 
revamping/replacement was carried out as and when an equipment malfunctioned rather 
than complying with annual maintenance. For instance, instead of undertaking annual 
repairs of the damaged wooden cooling towers in the three plants, these were replaced 
(August 2005/November 2005) with new wooden structures at a total cost of Rs.1.91 
crore after they collapsed during 2004-05. 

The Management stated (September 2007) that maintenance works were regularly carried 
out and due to financial constraints, high value works like rebuilding of cooling towers, 
even though envisaged, were kept in abeyance. The fact remains that Company's non­
adherence to carrying out maintenance activities as per plan adversely affected the 
operations of the plants. 

1. 7.5.3 The production of Ammonia in the 900 TPD plant was uneconomical since its 
commissioning because of the high cost of naphtha and furnace oil. As long as the 
variable cost of captive ammonia was cheaper than the cost of imported ammonia, it 
would be economical to operate the plant. But the variable cost of captive ammonia 
(Rs.14,916/MT) during 2004-05 exceeded the cost of imported ammonia 
(Rs.11 ,865/MT). Given the need to use imported ammonia and reduce its captive 
production, the Company decided (1999-2000) to carry out certain modifications to the 
existing facilities to enable the plant operations at a low load of l 0 per cent and use 
imported ammonia but did not actively implement it till 2006-07. The modification works 
were completed in May 2007. There was also inordinate delay in completing the 
modification to the ammonia storage and handling facility at Cochin Port to enable 
import of ammonia. The work was completed only in September 2006. 

The Management stated (September 2007) that considerable work was involved in 
modifying the ammonia plant to operate at low load. This could be completed and trial 
run was taken only in June 2007. However, abnormal delay in commencing the low load 
operation of the ammonia plant and carrying out modification work to facilitate storage 
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and handling of imported ammonia resulted in the Division continuing to operate the 
plant with· captive ammonia and the savings through use of cheaper imported ammonia 
could not· be achieved. · 

J. 7.5.4 Centralis~tion of personnel was completed in Materials, Personnel and Finance 
Departments. In respect of other departments, the. work was iri progress. Redeployment 
of manpower was yet to be undertaken (October 2007). As against a sanctioned strength 
of 239 managers and 877 personnel, the Division employed 190 managers and 1097 non­
managerial staff respectively (March 2007), leading to an excess of 220 non-managerial 
staff. This was despite separation of 377 personnel (95 managers and 282 non-managers) 
under the Voluntary Retirement Scheme during the period from 2002-03 to 2006--07. 

The Management stated (September 2007) that the surplus manpower was. mainly in. 
unskilled categories arising out of outsourcing of canteen facilities, loading, etc. The fact 
remains that the stirplus manpower was yet to.be redeployed (December 2007). 

1. 7.5.5 For disposal of over 30 lakh MT gypsum held in Company premises; ·the Action 
Plan envisaged exploration of possibilities of inviting other parties on a BOOT basis for 
manufacturing bricks and building materials. Apart from calling for expressions of 
interest from interested parties for setting up manufacturing facilities in November 2005, 
no progress had since been made and the accumulated gypsum was yet to be disposed off 
(October 2007). · 

The Management stated. (September 2007) that Gypsum sales had increased and that 
various options for joint ventures, etc., were being pursued. However, 30 lakh MT 
gypsum was awaiting disposal as on 3.1 October 2007, and the Company had not so far 
finalised any joint venture arrangements. · 

1. 7.5.6 While the Action Plan had envisaged enhancement of the capacity of the captive 
Phosphoric Acid plant, even the. existing capacity was not fully utilised and Phosphoric 
Acid produced during 2006-07 was less than even two per cent of the installed capacity'. 

the Management stated (September 2007) . that it was cheaper to outsource phosphoric 
acid than to produce it at the Division. Yet,. the Company itself had proposed to enhance 
Phosphoric Acid capacity in its Action Plan submitted to BRPSE/GOI in March 2.005. 

1. 7.5. 7 The Company had projected a marginal profit for the year 2006-07 whereas it 
incurred a loss ofRsJ24.73 crore. · 

Therefore, the ·company was unable to effectively· impiement key components of the 
action plan with regard to capacity utilisation, consumption of raw materials and utilities 
and to address issues related to the high cost of production. · . 

The Management attributed (September 2007) the loss to increase in prices of raw 
materials over and above the projections made to BRPSE. The reply does not, however, 
address other relevant factors like high down time, excess consumption of materials and 
utilities. 

J. 7.6 · The projections to BRPSE/GOI did not address revenue generating measures viz., 
disposal of carbon dioxide vented into the atmosphere as discussed below: 

The 900 TPD Ammonia plant of the Division generated 18. 70 lakh MT carbon dioxide 
during 2002-03 to 2006-07. The Company sold 53720 MT in the same period to nearby 
units at a price ranging between Rs.2,000 and Rs.2,050 per MT and 90100 ·MT was 
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i 
internally consumed in the production of caprolactam. The remaining · 17.26 MT of 
carbbn 4ioxide . was vented into the atmosphere,· which. apart . from adding to ecological 
poUutio* was a loss of revenue. Audit had recommended in February2005 that the 
Company should explore the possibility of marketing the carbon dioxide that it vented to 
generate itdditional revenue. !twas onlly in December 2006 that the Company decided to 
call fori expres~ions of. interest for outright purchase of. carbon dioxide/processiil.g 
(inciudiing purification and conversion,_ to liquid carbon dioxide and/or dry' ice). Though 

. I . . - . 

two parties expressed interest, the Company was yet to take final action on tJ:ie offers 
(October 2061). · · · · 

The Management stated (September 2007) · that· excess carbon dioxide :would not be 
availabl~ in the near future as theammonia plant was under shut down. in the event of 
the plarit being operated at rated capacity, the disposal· of carbon dioxide· would be 
explored. However, as mentioned earlier the Company had already vented l7.26Jakh MT 
carbon tlioxide . durirrn 2002-03 to 2006-07 and had not seriously entered into any 
agreement to sell its vented carbon· dioxide tin such time as the plant was shut down and 
earned additional revenue~ 

I 

I·.· ' . . . 

During discussions (October 2007) the Management; while agreeing with .Audit, stated 
thatit -Would explore all possible options to market the excess ca!bon dioxide so as to 
generat~ revenues. 

-1 -

· Recommendatimtt No. 1.2 

·The C~mpany should implement a plan ofaetion whereby surplus-carbon dioxide is 
sold toi enerate additional rev~nues or the Com an . · 

1.1.7 ¢onsumption of raw materials andutilities 

The Cmhpany had not reviewed the consumption of raw material/utilities so as to revise 
its cons1fmption norms/standards. The Cost Auditors analysed the consumption of certain· 
raw matrerial/utilities by the various plants with reference to• the actuals for the previous 
year· and reported that the standards fixed by the Company for consumption of raw 
matenal/utilities were on the liberal side. The value ·Of excess consumption during the 
period Z002-03 to 2005-06 as calculated by the Cost Auditors was Rs.22.34 crore as 
shown ill Annexure III. This was mainly due to recurring -excess consumption of steam, 
power aP.d furnace oil. The Company in its reply to the CostAuditorsstated that excess 
consumption was .due to low load operation, minimum maintenance of old plants due to 
financial crunch; intermittent stoppage, _startup and quality of. sulphur. The reni.edi~l 

. measures, if any, taken by the Company to reduce the excess· consumption were not on 
record. ' 

i , ' . - . ' . 
The M~nagement, while confirming thecost figµres given in Annexure Ill, stated 
(September . 2007) that critical maintenance ·activities were identified and·· carried out 
during ~ual tum rounds (ATRs), to ensure availability of plants and machineries for 
continuqus operations. However, running of plants at lower capacities due to financial 
crunch a'.dversely affected the consumption ratios. 

I 
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·Recomm~ndati<m No. J.J 

The Comp,imy .slwufd; implement; a time bound atction :platua. to reduce excess. 
.consumption ·op raw materials .. aUJ,d· utilities, establish proced04res .. ·aua.d. define· staff 
res onsib.ilities to monitor the im lementation. 

1. 7.-8 Pollution.control.· 

1. 7.8.lDelay in commissioning of scrubbitng system 

The Company procured (July 2002) equipment worth Rs. l.32 crore for installation of a 
scrubbing system in.the ammonium phosphate plant for pollution control. This was, 
however, not utilised at all due to technical problems such as failure of fans and blowers 
and despite efforts by the.equipment supplier:to rectify the defects, the system faHed. As 
a result, the fluorin~illission level was 88 mg/Nm3 as against 10 mg/Nm3 fixed by the 
Pollution Control Board. The Company could rectify the system and put it in service only 
in June 2007. Delay in conimissioning the equipment defeated the objective of containing 
the emission levels during 2003-04 to 2006-07. 

The Management_ stated (September 2007) that several· modifications were to be carried 
out to the scrubbing system before commissioning. 

1.7.8.2 Failatfe to control excessive emission of sulphOJJr dioxide 

It was -proposed, in August 2003, to install a Scrubbing unit (estimated cost 
Rs.2.6 crore) to reduce the excessive emission of sulphur dioxide during start;.up of 
sulphuric acid plant This was yet to .be implemented (November 2007). The delay 
aggravated air pollution in the area and led to complaints from local residents and 
associations. With installation of a proper system,· sulphur dioxide could be retrieved and 
its emission controlled. 

The Management stated (September 2007) that non-installation of the scrubber system 
was due to the financial crunch and that the Scrubbing unit would be -installed in 
November 2007. 

Recommeua.dation No. 1.4 

The Comp~ny should eua.sure that factors contrilmting to pollution are controlled all'dd 
take corrective action in a time bo/JIJ/nd manner. 

1.8 Conclusion 

The present circumstances in which the Company is operating appear unlikely to be 
economical, efficient and effective. The continued dependence on high cost naphtha as 
feedstock has·finaUy led to shutting down the·ammoniaplant at Udyogamandali Division, 
since its operation is not viable. On the other h~nd, increases in input prices like sulphur -
and rock phosphate have ·also adversely affected the Company. These increased input 
prices, coupled with excess consumption of material _and aging plants, have only 
compounded the Company's problems and adversely restricted its viable operations> 
Even if the LNG Terminal were to be commissioned in 20U as expected, the Company's 
future in the interim period is uncertain. It would. be noted that the financial relief 
package granted by Government of India was mainly write-off of loans/interest and 
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conversibn of some loans to equity which brought . no relief by way of desperately . 
required! infusion of funds to enable the Company to meet its working capital needs and 

. implement a plan or action to re..,generate its plants or equipment and restructure its 
• I . . . . . . 

operations. In view of all these factors, alternate measures would be required to revive the 
Company's fortunes. . · · · . . ·· · 

The matter was reported to the Ministry i.n January 2008; reply wa~ awaited .. 
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CHAPTER II 

Eastern Coalfields Limited. 

· ~ystem of transportatirnm of coan 

Highlights · • 

Report No. PA. 9 o/2008 

l 

Due to transportation of~oal by longex;routes, the Company incurred.extra expenditure of 
Rs.2.80 crore during the .. period from ~003-04 to 2006-07. 

(Parlf/J 2. 7.1) 
-· . - - .. ' . . 

. Coal . produced· in· the collieries. was not. transported· directly to·· ~oal. handling plants and 
railway sidmgs located within a radius ofmie km1 by departmental traiJ.sport.:These were 
stocked iri p,earby depots and subsequently. transported. by transport contractors which 
involved additional foading,. unlOading and transpprtation cost aniounting. to. Rs.49.05 
crore. 

.· (Parlf!J 2. 7.2) 

In Sonepur Bazari area open tenders were invited for trartsportatiort C>f coal and.the rates 
received were lower than.the 'Schedule of Rates' (SOR) resulting in saving ofRs.2.27 
crore during 2007"-08 indicating that the existing SOR rates were . higher than the 
prevailing rates. · · · · · 

(Parlf/J 2.73) 
. . 

Due to non-installation ()f electronic-in-motion rail weighbridge and suspension of static 
weighbridge in the•Kenda area, coal had to oe transported overfongdistances for being 
weighed. This resulted in an increase in the quanttim ofundedoading. and penalty thereon 

. of Rs.8._98 lakh besides shortages of Rs.32.59 lakh. 

(Para 2. 7.4.1) 

.Due tO detention of Railway wagons beyond stipulated time, the Company paid Rs.10.19 
crore towardsdemurrage_charges during 2003-04 to 2006-07. 

. . (Plilra 2. 7.5.1) 
Quantity of underloading · of coal increased ·by 100 per cent though the quantity 
dispatched was almost- the same during the period. As a result,. th~ Company paid. 
Rs.3K64 crore as underloading charges during the period from 2003;..04 to 2005-06. 

. . .. . (Plutra 2. 7~5.2). 
The Company did not ,iffipose penalty of Rs.11.27 crore on the transport contractors for 

. unexecuted quantity of coal transportation as per the contract. 
(Para 2. 7. 5.3) 

1 kilometre 
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Summ~ry of recommendations . . 

1. I The Managementsho~ld,adop~ the sho_rtest~°,~te to tl'imsport'coal.· For this 
i piatpose. neatest· operatio_nal siding 'shouldlfe utilised by.· adjusting• the rakes 
i linkage~ Railway sidings· that can be put to nise with miiwr modifications 
1 should be operatioiialised. ... ·. · . . ' . ·. ·. . .. · · ·· 

2. Rehan~ling of _coal should be avoided·. as f~r as prai:,ti{:able. Utilliation, of 
departmental dumpers. should be. augmented. to. avoid rehandling~of coal and. 
the possibility of extension of conveyor beli a{CH}P Baduia sh,ou:(d be properly · 
considered. · .· ·• · 

3. The. Management· ·should explore the pos1ibllity ·;o/.op~n'·t~nderihgfor· · 
transport contracts wherever .coa1··handling · jyas.·· above: the:· levd •set.· by·, the · 

I Mana~ement. . .· . . < . . . , . • . . • · - . < _ , · : . · . 

• 4. r Electronic weighbridges should~be iinsidlled_·a{both-loadinlan.d unloading . 
I . . . . . . . . . •• ·:· . , .. ··- . . . . 

i poiuits so that shortage of coal during transpcrtation could be ascerjaiufed and -
l rec{Pveries effected from the transporters. -Regular arrangement/or·· ann-,,al 
I , -t - - - • . --~ - , , - -• _ - --. .e - •.• 

I maintenance contracts aind their implemelfitation s.hould'lie ensier~iL · · · · · · 
--1,-- - . .<_ ···>~-0~·- '_~.; <-·',;·_--\:· ·- -~ · .. : .>---·. ~:~-- - .... :·:_::.·: __ ''?"<:~_ ... - --~-,- __ ,:_:_-~~>~--: --~-~--- ·.:_··.,_"...__ __ .. -:-_ ·-_>. ·-

s.-· .iTlhe jl,1lr.magement should'-tcilkf! .. all measu~es to,• ens:~.re.·(~at __ w9gonsare 
.. · ;: requisitio_ned. as per requ'ireme1nt . Penalty.for. detentJ~n • o[ .vagons beyond .. · 

i ·stipulated' time where attributable to. transport' contractors and. in,. respe~'. of .. 
i unexecfuted quomtitiijs. _shf!uld be r~~overe4from.·the 'defal}lting_.contractors. 
fihe case"~{ of increase in underlmi(fing of wagomi should be investigated imd ' .. 

· J!lnalysedby tJie.Mariage,ment: ·· · · · · · 
I . . '. . . . -

2a · !Jntiodiiction · · " · ·· ·... · · 
- -._ :~ .. >-,:·J: - . ·- . :_· __ ,'; -_ ._;: - ";:_ - .. ·, ;,- : ; ,.---. ··: : -- - .,-:~-- ,_. ·,::: -·:: -- ·i> ·:" ~:,.:.. ·· ___ - ·_-_,-,, ~- _ .. -
Eastern! Coa1fields .Limited (Company), a subsidiary of Coal India l,imi.t¢d , (CIL ), · . 

. ··' I . . . . . . . . . : ··. ·. • ,. •, '·.. . . - . , .. - >· -· . >'·. '. 
presently 9perates'76 underground mines, ninec<>pen ca:sttpinesand'fourmix~d:mines in 
WestBfng~l and s~ven utidergrcmrtd mines; ·s~ open castmines aiidone mix~cl.nnne in · 
Jharkhapd m 1.4· a,reas. The Co111pany has ~s.tun~ted.coa,l reserves .of 44..49 billion MT . . , ·· ... I ·.. . . . • . . .· , .· .. ' . -- -·> •. ·:· . . . . . . .. •.·· . . - , ..... , ·.• . . .• 

The.Company produces aroun:~L30 million MT ofcoal'per annum and caters priinarily to 
. I . · .. , . . , . , . . - , . " . .. · .. · , .. • .. . .. , .. , - . ' . , .•. 

the pow.er sector. 'f4e Company was declar~d ,a sick cpmpaµyby the)3gatd for Industrial 
& Filla~cial :Re~onstruction. (BIFR) . in• F ~bruary . 2()01 ~.The. rehabilifo.iion scheme was . 

. I . . . . , , . . · ....•. '· .. · ·.· . ··:· . :··· . . . 
· sanetionec1 in November 2004 by BIBK The. scheme. was revised and approved by the· 

. .. - [.' ' . - . ' . . ' . ' - ' - ' 

Government in October 2006; · · · ·· · 
. . . I ·. . . ; .· . . . - .. · . . . . . ·.. . . . 

The co~l after extraction fro1llthe miiies·is ]?taught to the pit head/depotby departmental 
dumper$ and is further transported by contractordo railway siding situated at a: distance 

· of0.5 kinto 40 km. The cost of transportation up to three km is borne by the Company. 
Ii::r casejof trans.portation. of<;oal beyondjlif~e k11l, the ·Cqmpanyjs ·entitled tq n~cover 
transport:cost from the purchasef·attlie rate:ofRs30 .Pere MT for a>distance beiw~en.3 
kms to)lO lans, '.Rs.50 per MT fora distance exceedinglO kms .butup~to 20 kms,;and · 

. acfual ~xpe11diture for a distance exceedmg 20 kms. However, it was noticedthat the 
expenditure ontransportatio.n cost was higherth~n the .amount recovered, During a p~riod. 
offive)rears endirig 2Q06::.07;·against the expenditure·of.Rs.283':_0lcroteincurted,.only a··.· 

. i ' . ' '· ' ' . ' ·.·' . ' ' '·' - - ' ' 

I 
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sum of Rs.186.90 crore was recovered leaving a gap of Rs.96. llcrore. The transportation -
-~ost comprised of 14 percent ofthetotalvariabie operating cosf dtiring this period.-. : 

-2.2 Scope of audit 

The records of 113 of total 14 areas of- the Company apart from the records at 
Headquarters, were analy~ed in audit covering a perind-of five years ending March 2007. 

2.3 - Audit objectives 

Performance a~dit on -the issues relating to transportation of coal was· conducted with -a 
view to assess: -

@ • · the system of selection and awarding of transport work; 

tlie system for fixation,of_ rate 6ftransportationq(~oalbythe contractors; 
.' - - . . -- ~ ;, . ·- . - .. 

@ the economy in selection and measurement of:routes ; -

@" - the _efficiency ~d esortomy. ofrehaµdlffi,g ~fcoal ; 

the adequacy of -weighment system at loading and unloading points;- -
·. _. 

th~ adequacy of the:mechanism· for imposing:penalty; and·· ~-

~he adequacy . of the monitoring sy~tem with regard to co~pliance with statutory -_ 
-obligations. · -- · · · 

.2.4 Audit criteria 

!)tiring the eJ£atµinatiqn of recor~s oftpe. Compan~/the effecti~eness of various activities • 
was assessed with reference to: - . - --- .... - ' . . - . ·. ~ 

0 -· - route measurement reports and transport cbntfactor agreements; 

• schedul~ ~trat~~4(SdR); kicf - __ -

"' - temis and coildition~·goveining the.agreements.· 
25 - Audit metiwtiiJl~gf - . -- --

The perfonnance audit was conducted by examining records kept atliea.d quarters, area 
-offices, collieries:- depots, _ we1ghbridges, _ sidirigs -and other _ assocfated _ µnits. An entry 
conference.was lield-withthe l\fanagement in Janmtry200Tto~w:idersiand•arid discuss the_ 
issues relating fo trarisp'ortatiOn -of coal With. a view· to -draw effective ccincfosions ·and -

- havi coroHaty evidence~,• as a sampfo .three qoal transportation_ routes_ were hlea'sured-by 
·- -audit •teai;n ii1 associl!_tion witp Industrial Engineering Department OED) of the Company 

to dieck whether shortest routes were in use. ]further, sidings and stocky~ds were 
physically: visited to examine the system of Joading and ttansportatio~. The exh 

2 ·va~iable opitilting _cost incl~des _,. Consumption of stor_es and spares, social overhead, power ~ntl 
Juel, repairs, contractUaiexpe~ses (transportation expenditure) and, cost of removal of over~burden • 

. 
3 Sonepur Bazari, _ JPanda~eswar, Kmmstoria, -Bankola, Rajmahal, Salanpur, S~depur, -s.JP. Mines, 
Satgram, Kajor_ and; Kenda. - - · -- -

. 
4 S. O.R. consists of guidelines with regard to measurement-of route distances: rates of transporlation1 ·_ 
award of work,, system of reconciliation. of payment,-penalty for shortiigildemurrage and responsiMlity . 

: of contradors. -· . - . . . 

15 



Report No. PA 9 of 2008 

conference to discuss the findings was held in November 2007. The Management's reply 
received in November 2007 was considered while preparing the report. 

2.6 Acknowledgement 

Audit takes this opportunity to thank the Management and staff of the Company for the 
co-operation and assistance extended by them during this performance audit. 

2. 7 Audit findings 

2. 7.1 Failure to use shorter routes 

Schedule of rates (SOR), as approved by the Board of Directors, is valid for two years. 
SOR prescribes that coal should be transported on the shortest route to the destination. 
Measurement of distances for the routes from colliery pit head/depot to railway siding is 
approved by the Chief General Manager/General Manager of the concerned area on the 
basis of recommendation of the committee constituted for the purpose. As per SOR, the 
distance of all the routes for transportation is required to be re-measured after every three 
years. It was noticed in audit that the length of the routes used by the contractors for 
transportation of coal were being certified by the Management without ensuring that the 
route selected was the shortest. As a result, it was noticed in audit that the contractors 
were allowed to transport coal on longer routes and the Company incurred avoidable 
expenditure of Rs.2.80 crore during the years 2003-04 to 2006-07. These cases are 
discussed below: 

2. 7.1.1 The Company closed the railway siding at Amritnagar colliery situated at a 
distance of 0.5 km, in June 2000 due to insufficient production load. The coal extracted 
from this colliery was thereafter transported to Belbaid railway siding at a distance of 11-
12 km. However, an audit scrutiny of production data revealed that the annual production 
was sufficient to accommodate an average 45 rakes in a year. Therefore, transporting the 
coal to a distant siding was not justified. Moreover, the required linkage of 58 N box 
wagons could have been rearranged through the linkage committee so as to meet the 
requirement of Arnritnagar colliery instead of sending the coal to a distant colliery. The 
avoidable additional expenditure on transportation incurred by using a longer route was 
Rs.2.14 crore during the period from 2003-04 to 2006-07. 

2. 7.1.2 Coal was transported from Tilaboni, Kumardihi "A" and Shyamsunderpur to 
Perushottampur II (POCP-II) railway siding for a distance between 5 and 11 km. Scrutiny 
of records revealed that Bankola No. 2 siding, situated at a distance of 3-7 km was 
proposed (September 2005) to be reorganised (mainly the strengthening of the platform) 
so as to accommodate 58 N box wagons to handle coal received from Tilaboni, 
Kumardihi "A" and Shyamsunderpur collieries at an estimated cost of Rs.51.70 lakh. The 
proposal was sent to the Company's Head Quarters in August 2006 and was pending for 
want of some clarifications from the area (September 2006). In the meantime the 
Company on an average was incurring a recurring expenditure of Rs.1.35 crore per 
annum towards transportation of coal on the longer route. In case, the siding is 
reorganised even now, it would save an amount of Rs.48.78 lakh per annum5 after 
considering the expenditure to be incurred on transportation of coal to Bankola No. 2 
siding. 

5 Worked out on the basis of differential average annual expenditure incurred on transportation of coal 
to POCP II siding instead of Banko/a no.2 siding. 
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2. 7.1.3 In Salanpur area the measurement of routes' distance for transportation of coal 
fromthe coal face to Bonjemehari siding was_conducted in February 2002 and February 
2003. It was noticed that in the measurement taken in February 2003, there was reduction 
in distance of most of the routes by one -to two km as compared-to earlier measurement. 
The reduction of distance was not due to change in the location of pit head. The payment, 
however, continued to be made on the original measurement. As a consequence, the _ 
Company incurred an extra expenditure of Rs.14.17 · lakh during the year 2002-03 at five· 
collieries6 in the Salanpur area. _ . ._ - - . -

The Management in its reply stated -- th_e reduction in route measurement was· due to· _ 
change in measurement· modalities. The reply is . not tenable since· not only the route 

-distance should not change with different measurement modalities but also the payment 
should be made on the basis of shortest measured distance~ 

2. 7.1.4 Coal of Mouthdih colliery was transported through 3A and 9/10 pit railway 
siding at a distance betwe_en three and four km and five and six km respectively. Though -

·the distance to 3Apit railway siding was shorter, the work order for transportation of coal 
was issued simultaneously to 3A pit and 9/10 railway siding. The quantity" of coal 
transported •to 9/10 -pit siding gradually increased and became double the quantity 
transported through JA pit ra"ilway siding during 2005-06 and 2006-07. As a result, the· -
Company incurred extra transportation cost ofRs.2.98 lakh which was avoidable. 

The Management stated that the cost of transportation for the longer distance was 
recovered from the consumers. The reply of the Management was not acceptable as 
recovery of the -extra transportation cost from the power generation companies and 

_ ultimately, the consumers was not an appropriate justification for using the longer route. 
Further, use of long·er route illcreases the risk of pilferage of coal en route. -

- -

Recommendation No. 2.1 

The Management should ensure afterappropriaie consideration, that 

(i) 

(ii) 

(iii) 

· the shortest route to transport coal is used and in case of exception, it is 
justified on record; - · 

- the n~arest operational siding is utilised by adjusting the rakes linkage; and 

railway sidings that can be put to use with minor modifications are 
operationalised. -

2. 7.2 Rehandlin!j of coal 

In-open cast mines coal is brought to pit head or d~pot by departmental dumpers and is 
transported from pit head/depot to the railway siding or coal handling plant (CHP) by the 
contractors. The scrutiny of records relating to eight_ collieries 7 revealed that the coal. 
produced in the coliieries was not transported dire~tly to CHPs by departmental transport 
and the same was stocked in a nearby depot. This involved avoidable loading and 

·unloading apart from transportation charges aggregating to Rs.49.05 crore during the 
period 2003-04 to 2006-07. The instances noticed in audit are discussed below: -

6 Gaurandi, Dabor, Sangr~mghar, Monoharbahal and Chkballavpur. _ . _ _ 
7 Pandaveswar, Sonepur Bazari, Rajmahal, Sidhuli, JKUnit, New Kenda 2 pit, Chora 7 and 9 pit and 
Lower Kt;nda. -
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2 • .7.2.lr .The distance between the coal stockyards to CHP was up to one km only at .. 
SonepUr Bazari, Pandaveswar and Rajmahal ·areas, However, coal was not transported 
directly by departmental dumpers to CHP and was stocked in an adjacent depot requiring 
the co~l to be transported further to CHP by transport contractors who were paid loading 
charges. for loading coal into· tippers at depots and traqsportation charges for carrying the . 
coal tq mini CHP. This led to re-handling at an avoidable expenditure ·of Rs.11.27 crore 

. during!, the period 2003-04 to 2005-06 in Sonepur Bazari and Pandaveswar areas and 
Rs.36.32 crore during the period 2003-04 to 2006-07 in Rajmahal area; 

The Management stated that. direct unloading of raw coal to feeder breaker of CHP at 
Sonepur Bazari by high capacity haul pack dumpers i.e., 50 and 120 tonnes was not 
possible with t;he existing infrastructure· of the CHP unless major modification of the . / 
CHP ~as undertaken. As regards Pandaveswar, it was stated that the capacity of the 
. hoppei of the mini CHP was . low and if dumping was .done by the •dumpers directly it 
would rdelay the dumpers' movement and ultimately affect the availability of the du~pers 
for production: As regards Rajmahal area, it was stated that in order to increase 

I. . . . , - - _· . . .. . 

produ~tion, the coal from the face of the mine . was citimped (departmentally) midway 
wherefrom it was contractually transported to CHP due to longer· lead and ageing of 
a11mp~rs. · · · · · · 

The reply is not· acceptable since the Management had not conducted any cost-be~efit 
analys~s. of undertaking mooification of the .feeder breaker at. Son:epur Bazari to 
accominodate direct unloading by 50/120 Tonne Dumpers consideririg the high cost of 
rehand:ling. Ill Pandaveswar area, 35 tonne <lumpen:; could unload the· coal into.the hopper 
of CW by Strengthening the existing platform. Jhe sitUation also needed special 
attention considering that the dumper utilisation in this area never exceeded 25 to' 40 per' ' 
·cent of available hours; therefore reply was not base.cl oil facts. In the Rajmahal area the 
utilisation of dumpers was never more than 50 per cent of available hours and there. was 
still scope of utilisation of departmental transport as w~s the practice till 2002-03. 

i . ' . . . ' . . . 

2. 7.2.2 The distance betwe~ri pit head at Siduli and JX. Unit and the Ba.hula siding was 
about one la;n. Therefore, the coal from the pitheads could have been transported directly 
to Bahula siding by departmental dumpers instead of stocking it in between and then 
transp6rting it to the siding, as was the practice. As such an amount of Rs.40. 17 lakh 
incurr~d on this additional movement between 2002-03 and 2006~07 was avoidable. 
Further, the distance between the CHP at Bahula and the sidmg ~as only 50Jnetres. 
During the period 2003-04, 9.46 lakh MT coalwas transported from the CHP to Bahula 
siding !through contractor at a cost of Rs.1.06 crore. Sud?: movement 'could be done by 
extend~ng the existing conveyor belt as the distance between the CHP and the Bahula 
siding :Was less than 50 metres. , · · 

. The l\1anagerilent stated that transportation of coal to the siding from CHP through 
conveyor was uneconomical considering thecostof infrastructure and its maintenance. 
However, the ·Management had not explored this option which would generate a 
recurrip.g benefit to the Company. · 
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Recom'melidoitimi No. 2.2 
. . . . ' ~ 

The Management should. ensuu·e that 

(i) · relumdling is avoided as far as practicable; 

(ii) utilisation of departmental dumpers is augmented; and 

{iii) possibility of.·extension of conveyor ·b~lt at CHP Balmlf#, is cons.fdered for 
implementation. 

2. 7.3 Rates )or transportatfon 

Rates of transportation of coal are guided by a duly approved and the Management's 
issued Schedule of Rates (SOR). Different base-rates are applied .for different distances · 
and are subject to esca1ation and de-escafation. Work is allocated among the registered 
contractors who accept the approved rates .. 

H was observed in atidit during examination of records that SonepurBazari area opted for 
open tendering fortrailsporl contract~ as per the directives of Vigilance Department of 
Coal India Limited. Notice Inviting Tender (NIT) was issued iri August 2006. The work 
was allotted to L1 bidder for loading of coal into tipper at surface stockyard, its 
transportation and unloading at CHP and transportation of crushed coal to railway siding. 
A comparative statenl.ent cifSOR rate vis"'.a-vis open tender rate revealed that while open: 
tender rate for carrying coal to CHP and carrying crushed coal to the railway· siding was . 
Rs,1L6 and Rs35 per MT, respectively, the SOR rate was Rs.14.02 and Rs.39.07 per 
MT. Awa:rd of work at open tender rates resulted in savings to the tune ofRs.2.27 crore 
for transportation of35 lakh MT coal during 2007..:08. This indicated that existing SOR 
rates were higher than the prevailing market rates. 

The· Management accepted .the audit finding and stated that open tendering· has been 
resorted to where coal availability was substantial. · · 

Recommendatiim No. 2.3 _ 

The Management should explore the possibility of open tendering wherever coal 
handling was above the level set by the Management. 

2. 7.4 Weighment of coal. 

2. 7.4.1 Out of 107 collieries, weighbridges were not installed atthe loading points · . 
. of 64. collieries. In Pandaveswar area it was noticed that tliere was no weighbridge at any -
of .the loading point fa any of the collieries. As such, no weighrrient was being done at 
loading points i.e., pit head and coal was being transporte<;l by road up tq Dahrrband and 
South Samia Railway siding and was being weighed there. Under this practice there.was . 
scope for pilferage of coal en-.route which could not be determined in the absence of 

. weighing facility at loadirig points. , 

H was noticed. in audit that one 'Pitless Electronic in-motion rail weighbridge_' was · 
procured (April 1990) for Kenda area at a cost·of Rs.12.46 lakh. The weighbridge was 
not installed in the area sidings and had been lying in the store since April 1990. No 
specific reasons were found on record indicating the reasons for not installing it. 1\fter 
suspension of static weighbridges, coal from Kenda area was weighed either· at 
Sonachora railway siding at' a distances of six kms or at Anda! railway weighbridge 14 -· 
kms away. As a consequence the quantum of underloading increased from 51.91 MT to 
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321.01! MT per rake in Bahula and 154.19 MT to 262.19 MT perrake in New Ke11da · 
sidings. The area sustained loss ofRs.32"59 lakh on account of shortages and paid excess 

- underlbading charges of Rs.8.98 lakh during the period from September 2006 to March 
2007 while the weighbridge remained uninstalled and also bloc],(ed a sum of Rs.12.46 
lakh fdr over 18 years. · - -

• I •• ' ·, • • '."··: • • •. 

The Management stated that 'Pitless electroni~ in-motion rail weighbridge' was in the 
process of installation ·at Kenda Area. _ - -

' - . . . . -

2. 7.4.2 Eastern; Railway granted (October 1988) a rebate of 20/30 paise per MT of bulk 
coal weighed on electronic weighbridge.' n was observed that iri some areas there was. 
al:monhal __ delay in installation of weighbridges _ and frequent breakdown of . weighing -
niachmes in- spite of amiual maintenances contracts being signed. At Sonepur Bazari the 
durati9n of breakdown o{ the weigh bridge was to the extent of seven toten months 
during 2004-05 to 2006..,07. As a result,Sonepur Bazari areas could riot weigh coal .at_ 

· Pure ~italpur. si~ing and_ coal was transported to Andal •Railway siding at a distance of 
-three· fo four km where it was weighed as 17.43 lakh MTcoal from 2002-03 to 2006-07. 
As a result~ the Company could not avail. rebate of Rs.5 .23 lakh besides' leaving scope of -
pilfer~ge of coal en-route. ' ' 

Recommendation No. 2.4 - 'l . . - . ' -
The Management should ensure th.at 

- i - .,. . - - ·.. - . . . .· 

(i) : electronic weighbridges are_ installed at both loading and um}oading points so 
, that shQrtage of coal duri;,g transportation could be ascertained and recoveries 
i made from the transporters; and -

•(ii) , arrangement for annual maintenance contracts of weighbridges are monitored 
· for timeliness of contracting and their implementation. 

2. 7.5 : Incidence ofdemurrage 

Railways charge demurrage in case loadi~g of rake is not done within the stipufated time 
peri9d. As per clause 1.9 .1 of SOR, pertaining to penalty for demurrage, there sh~mld be 
no detention of wagon at the railway_ siding _due to failure of transportation of sufficient 
quanti~ of coal to the -siding and in case of such fail me, the_ contractor. shall be held 
respo~sible and demilrrage, if any, paid by the Company shall be recovered from the 
contra.ctor's bill/dues/security deposit. - · 

2. 7. s.J Scrutiny. of records pertaining to payment of demurrage. charges .revealed -that the 
· Company· had _been paying demurrage to Railway authorities for detention of wagons 
beyontl· pen:lliss!ble limit. The Company ·paid Rs'.10.19 crore to Railways towards 
demill;iage charges from 2003-:-04 to 2006-07. Detailed scrutiny of records revealed that 
deinuirage charges in respect of Bankola ·area rose substantially- from Rs.11.43 lakh_ to 
Rs.83:86 lakh; Rs.10.37 lakh_to Rs.43.93 lakh for Kendaarea, Rs.38.73 lakh to·Rs~74.83 
lakh for Kunustoria area; and Rs.17.81 lakh to Rs.56.33 lakh for Pandeveswar area over a 
period of four years ending 2006-07. However, no amount was . recovered -'fi::om the 

' ~ i . - ' . ' . 

contractors on this account. 

The Management attributed the delay mainly to: 
••• 1 • • 

i)' : supply of-Wagons/rakes more than the requrremen.t _of the areas; 

ii) ·law and order as well as ilidustrialrelation problems in the areas; 
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iv) 
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strike/baridh called by the politi~alparties; 
heavy .rainfall affecting coal production and disrupting coal. transpbrtation at tµe 
siding~ and · · · · · · 

removal of shal~/bandistone and other materials towa:rds quality loading of coal. 

However, besides above, the other important reasons noticed in audit were: 

i) failure of the contractors to load covered wagons supplied by. Railways within 
- stipulated time; · - · · · 

· ii) . . non-availability of loaders, and 

iii) . inadequate quantity of sized/quality coaL 

The _ Management stated that demurrage charges · could not be · recovered from 
transporters' bill since the delay in loading was not attributed to contractors' failure. 

. The Management, however, did not' analyse the causes so as to control those that were 
within its power to do so and those that could be attributed to the contracfor to minimise 
delays and recover costs. . . - · . . 

2. 7.5.2 Clause 1.9.2 of the SOR provided that the contractor engaged ih io~ding the 
railway wagon shall ensilre under the supervision of the colliery Management, that 
wagons wer~ loaded as per their capacify and no overloading and underloadihg' was done. 
_Audit noticed that underloading charges_ amounting to Rs.38.64 crore :were paid to 
Railways from 2003-04to 2005-06. · 

The Manage!Tient stated that the major compelling reas011s for overloading/underloading 
were: 

' . . .. 

i) ·frequent and unilateral revision of minimum permissible carrying capacity of 
different types of wagons by the Railways, 

ii) failure to load Raniganj coal of Grade A and Grade B, -being lighter in weight, in 
wagons to the extent of minimum permissible carrying capacity, and 

iii) lack of facilities at different railway yards available to adjust underload ·quantity. at 
the weigh bridges except at Rajmahal area. 

The reply of the Management reflected lack of co-ordination between the Company and· 
the Railway authorities. As· mentioned earlier, there was lack of arrangement for pre-. 
weighted loading by installing eiectronic weighbridges. FUrthermore, test check of 
records of Pandaveswar, Kunustoria, Sonepur Bazari and Bankola areas revealed that 
during 2004.:.05 fo 2006-07 the quantity of underloading increased by about 100 per cent. 
whereas· quantity of dispatch was almost the same. . . 

2. 7.5.3 As per 1;lause 1.9.4 of Part-IU of SOR, the contr~ctor has t~ ensure the required-· 
progress of work as stipulated by the' Company. In case of failure on .the pi:trt of the 

. contractor, penalty fo the extent of 25 per cent of the linexecuted quantity assessed on 
·_weekly basis at the awarded rate would be imposed and deducted from the co11tractor' s 
bills/dues/security deposit. 

Audit scrutiny_. revealed that the contractors transported lesser quantity of coal than 
required under the contract in Kumistoria, Pandaveswar and Rajmahal areas. The 
recoverable amount worked out to Rs.11.27 crore during the period 2003-04 to 2005-06. 

. . 
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Howeyer, the Company did not recover any amount by deducting the same from the 
contractors' bins/dues/security deposit. 

' .- , . . 
The Management stated that since the coal produced and available for transportation was 
fuUy transported to the siding cby the contractors, the question of imposition of penalty on 
the contractor did not arise. · · 

The reply is not based on the facts since the prod~ction of coal had been always more 
than the quantity awarded as per work orders but the contractors failed to .lift the agreed 
quantities. Over a period of three years ending 2005-06, against the production of coal of 
307.05 lakh MT in Rajmahal, 72.78 lakh MT in Padaveswar and 52.03 lakh MT iii 
Kunustoria the quantities executed were 246.34 lakh MT, 34.59 lakh MT and 37.69 lakh 
MT, r~spectively. The unexecuted quantities were to the extent of 60.71 lakh MT, 7.59 
lakh MT, and 11.38 lakhMT, respectively. · 

Reco~memlation No. 2.5 

Tlhe Management slhould take all measures to ensure tlhat 

(i) wagons are requisitioned as per requirement; 

· (ii) . •recovery of penalty for ·detention · of wagons beyoH1/,d stipUl,lated time wlhere 
: attributable to transport contractors is enforced; · 

(iii) :penalty' 'in . respect of umexecuted quomti~es 'is•· recovered from tlhe defaulting 
cmntractors; :and . . . . . _ . . . · .· · 

(iv). :the Management slhould investigate am!, analyse tlhe reaso~s and causes for 
:inaease in underloading of wagons. 
i 

2.8 :Coitu:lusimn· · 

Easterri Coaifield~ Limited had been suffering losses and transportation costs con~tituted 
14 per cent of the total vanable cost. Audit assessed the issues relating to transportation 
of· coal. Audit review revealed deficiencies in· the use of shorter routes; minimising 

. · rehandFng of coa.1; .availabilitY or the weighing faCilities at loading points at collieries 
and sidings; high incidence of demuirage; and underloading of wagons. The review · · 

. revealed . that the Company.· failed to ensure accuracy . of . weighing by.·.• installing 
Weighbxjdges at the foading and the Unloading points. in alarge number of collieries. Thi.s 

. led< to Jincertainty in weight of coal. transported ·and consequent leakages, losses and 
penalties. Shorter routes were not availed for transportation of coaHeading to higlier 
costs. High demurrage charges were paid .each year for delayed loading of rakes. The 
Company also· failed to verify whether adequate stocks· were transported to the sidings to 

· ensure ~hat the contracted quantities were lifted by the contractors. There was a 1 QO per 
cent increase in underloadin~ of wagons~ · 

The m~tter was reported to the Minisµy in January 2008; reply was awaited. 
'. . . •, . . 

22 

I ' 

I 
l 

-·· ) 

,I 

'! 
,I 

'i 

i 

!l 
'1 

:l 
l 

'! 
'i 
i 
i 

:! 

,, 
,1 



Report No. PA 9of2008 

MIINlISJRY QF COMMUNICATIONS AND JINFORMATION 
TECHNOLOGY 

CHAPTER III 

Rlbiarat SaJ!Udtar Nngam Limited 

Reve111me earJ1J1ings from lLeasecll JLD.ne Services 

Highlights 

®· Delays in provision of leased. circuits resulted in potential loss of .revenue of 
Rs.28.12 crore. · · 

, (Para 3. 7.1). 

® Lack of proper database in respect of leased circuits resulted in incomplete a~d 
delayed billing and consequent leakage of revenue. 

(Para 3. 7.2) 

® · Non~receipt and/or.d~lay in receipt of commissioning reports, nori~ayailability of 
· billing data artd non-receipt of complete data. from field units resulted ill non- · 

billing forRs.14.46 crore anddelayed billing ofRs;70.73 crore. · ·· 
. . ' . . - . . 

. (Para 3. 73) 
. - . -

ei Non-receipt of commissioning reports in respecCof single .willdow customers·. 
resulted in non~billing of circuits Qfthe orderof Rs.55.10 crore .. · 

(Para 3. 7.4) 
' ' ' ' . • e ., •. •_ .- _• • 

· Incorrect application of tariff resulted inshort billing of Rs.14.89 crore, mamly on 
account of µtm""application of revised tariff and rate of service tax; non­
appliCation of tariff as ,per resources utilised; incorrect grant of discount ~nd non-·. 
recovery of compensation. 

(Para3.7.5.1 to3;/.5~6) 

" · . Altho~gh there was no scope for acclimulation of outstanding dues inresped, of 
leased circuits as all the dues and rentals were to be collected In advance, 
Rs.292.65 crore was ·outstanding as of Oct()b~r 2007. .· . . . . 

(Pata 3. 7. 6) 
. . - . 

® The 'TVARIT' softWa~e package deveioped for. leaseclline serviCes proved to be· · 
ineffective as only 52 per cent of the circuits could be processed:by the sofrn'.are. 

(Para 3. 7. 7) 
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Summary of recommendations 

1. In order to minimise delays in provision of leased circuits, Bharat Sanchar 
Nigam Limited (Company) should ensure maintenance of proper database for 
technically feasible areas. 

2. The Company should ensure greater coordination between the nodal circle and 
the other circles to avoid delays in billing and collection of revenue in respect 
of single window customers. 

3. The Company should strengthen internal controls through greater supervision 
and monitoring to ensure that billing and payments are as per the latest 
instructions. Responsibility should be fued and administrative action should be 
initiated in cases of non-adherence to the instructions. 

4. In order to minimise outstanding dues, the Company should ensure prompt 
disconnection of leased line services for non-payment of bills and regular 
follow-up of recovery of dues. 

5. The Company should effectively computerise all activities related to leased line 
services to ensure prompt provisioning of circuits, billing and collection of 
revenue. 

3.1 Introduction 

Bharat Sanchar Nigam Limited (Company) provides leased line services to subscribers 
for a specific period as dedicated telecommunication links for internal communication 
between offices at various sites within a city or different cities on point-to-point basis or 
on a network basis. The leased lines are active through connective courses or channels, 
called 'circuits' during the period of the lease. These circuits are available on fibre optic 
medium, radio medium, copper wire and satellite medium or a combination of these 
media. 

There are different types of circuits according to the use, viz., speech circuits (carry only 
speech signals), data circuits (carry data signals at various speeds), Closed User Group 
(circuits used by more than one legal entity forming a group), telegraph and teleprinter 
circuits and international circuits. Except international circuits, all other types of circuits 
mentioned above, are leased by the Company to the subscribers for local or long distance 
connections on payment of a specified tariff as fixed by the Company from time to time. 

In order to improve leased line services including their provisioning and maintenance, the 
corporate office of the Company introduced (March 2001) the 'single window' scheme. 
Under this scheme, the subscribers, which had opted for talcing leased circuits in bulk, the 
Business Development Cell at Corporate office as well as the concerned Circle were to 
sign the Memorandum of Understanding (MOU) and all the leased circuits in respect of 
that particular bulk subscriber were billed, collected and maintained by one authority 
nominated for this purpose (called nodal circle/authority). As of December 2006, there 
were 53 subscribers, mainly nationalised banks and insurance companies, who opted for 
single window billing. 

The Company computerised (January 2002) the leased line operations through 'TV ARIT' 
software package, which is designed for online processing right from registration till 
commissioning and updating of data for maintenance and operation of leased circuits. 
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3.2 · Revenue generation 

··The reve~ue projected and earned from the leased line services of the Company for the 
last six years ending March 2007 are given below: · · 

a e- .• 1f bll 31 R evemne1 p1Jro.~ec e 3\lll eal!"Jffie ovel!" tlln e yeairs 
Year· · Revemne pmjected JRevem11e eannedl Sllnortfailil (-)or exicess (+) 

.. . (Rs ftl!l cnfre) (Rs ID Cll"Ore) · 

.. 2001-02 Not AvailaQle 348.89 
.. -----

2002~03 . 350.00 466.57 116.57 . 
2003-04 606.00 500.80. (-) 105.20 

2004-05 525.00 420.98 . . (-) 104:02 
. 2005-06 .. . 350.00 529.Q4 179.94 
.. 2006-07. 350.00 .· 521.72 171.72 

. . . 

The 73 per cent increase in revenue projected from 2002-03to 2003-04 was on accolint 
of antiCipated increase in revenue under the smgle window scheme. In order to meet the · 
compet~tion from other teiecom players, leased line tari(f ·was drastically reduced .. from, 
May 2005 and the projected revenue for 2005.:06. and 2006~07 was aiso accordingly 
reduced: · 

Revenue earnings since 2002-03 started improving with the introduction of single 
window scheme. · 

3.3 Audit objectives 

The main objectives of audit were to assess that: 

® there was a proper system in place for timely and effective provision of leased lines; 
and · · · · 

o the system for billing and collection of revenue of leased lines· was well established 
and. functioning to ensure revenue was efficiently billed. and collected and there were 
no leakages. · 

3.4 Audit criteria 

The main audit criteria used were: 

o codal provisions and orders issued from time to time by the Company and T~lecom 
Regulatory Authority of India (TRAI) relating to the leased lines; .. 

6 · the system prescribed for billing and collection of revenue; and 

0 ·database relating to leased lines. 

3.$ · Scope of audit 

The performance audit covered the period from 2001 :-02 to 2006-07 and examined the 
relevant records pertaining to 17 circles1 (including one telecom maintenance region, i.e., 
Northern Telecom Region and two telecom districts i.e., Chennai and Kolkata) andabout 
30 per cent of total Secondary Switching Areas (SSAs) in each of these selected cireles. · 

1 Andhra Pradesh~ Assam, Bihar, Gujarat, Karnataka, Kerala, Madhya Pradesh, Maharashtra, Orissa~ 
Punjab, Rajasthan, Tamil Nadu, Uttar Pradesh (East) and West Bengal · 

25 



Report No. PA 9 o/2008 

Further, of the 53 subscribers under the single window scheme, audit reviewed records 
pertaining to 32 subscribers. 

3. 6 Acknowledgement 

The Performance Audit was conducted in the Corporate office, all concerned circles and 
selected SSAs falling under various circles. In the course of audit a number of issues 
were deliberated with the Management besides examination of records and documents. 
Entry and exit conferences were also held at circle level and with Corporate 
Management. Audit acknowledges the cooperation and assistance extended by all levels 
of the auditee organisation at various stages for completion of the Performance Audit. 

3. 7 Audit findings 

Each Head of the Circle was authorised to sanction leased lines to subscribers according 
to their demands and feasibility for providing such connections. On receipt of request 
from a subscriber, the Commercial branch first issued provisional demand note to the 
subscriber for payment of provisional fee for connection. On receipt of payment, the 
Engineering branch was to issue a provisional advice note with a copy to the maintenance 
region/field unit(s) for checking feasibility of providing such connection. On the basis of 
the feasibility report, the Commercial branch was to issue a final demand note to the 
subscriber specifying the actual rentals for leasing the connection. The connection was to 
be provided within seven days of the issue of the final advice note. Thereafter, the 
Telephone Revenue Accounting {TRA) unit was to initiate issuance of advance annual 
bills as per prescribed intervals in terms of codal provisions and tariff rates issued by the 
Corporate office which were in accordance with the tariff notifications issued by TRAI. 

As such the Company was to ensure that provision of leased circuits was done timely; 
adequate database at various levels was maintained for effective monitoring; bills were 
issued in time and rates of rentals were applied correctly; and the collection of revenue 
for leased line services was properly monitored to minimise outstanding amounts, if any. 

During scrutiny of records of selected circles together with their selected SSAs, Audit 
observed several deficiencies from provisioning of circuits to collection of revenue. 
These are discussed in the succeeding paragraphs. 

3. 7.1 Delay in provision of leased circuits 

As per coda! provisions, the leased circuits were to be provided within seven days from 
the date of issue of final advice note for provisioning of the service. 

Test check of records of 58 SSAs in 13 telecom circles and two telephone districts2 

disclosed delays up to more than five years in providing/commissioning of circuits. These 
delays were primarily for reasons that agreements for the service were being signed at 
corporate level with commercially important customers without proper communication 
with the circles concerned and Advice Notes were being issued without obtaining 
feasibility reports from field. There was also non-availability of requisite infrastructure 
like Integrated Services Digital Network facility, channel allocation, modems/routers, 
etc., at subscriber's end. Delay in providing circuits within the stipulated period resulted 
in potential loss of rental revenue of Rs.28.12 crore, as detailed in Annexure IV. 

2 Andhra Pradesh, Assam, Bihar, Gujarat, Madhya Pradesh, Karnataka, Kera/a, Maharashtra, Northern 
Telecom Region, Orissa, Uttar Pradesh (East), West Bengal and Rajasthan telecom circles and Chennai 
and Kolkata telephone districts. 
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On this being _pointed out by Audit, most of the SSAs accepted the facts, stating that 
action would be taken to provide circuits in time. 

3.7.2 Non-maintenance of proper database 
One of the major reasons· for delay in providing leased circuits and consequent potential 
loss of revenue was found to be lack of proper data on the ser\rices· and subscribers. 

The Corporate office had issued (March 2001) instructions to all the heads of circles to 
designate one General Manager (GM) level officer as nodal officer for dealing with all 
matters related to the provisioning and maintenance of leased circuits. The nodal officers 

· were to form a separate data group in each SSA. for handling the provisioning and 
maintenance of leased circuits and to keep an updated database of the technically feasible 
areasin SSAs as well as in their respective circle offices. 

Audit scrutiny of the records in Andhra Pradesh, Bihar, Karnataka; Orissa, Madhya 
Pradesh, Maharashtra, Rajasthan,· Tamil Nadu, and Uttar Pradesh (East) circles as well as 
in Chennai telephone· district showed that the above instructions were not followed. Some 
significant weaknesses were as follows: 

(i) In these circles and telephone districts, although the sanctions for provision of 
· leased circuits had been issued, the basic data relating to the sanctions, their dates of · 
provision, particulars of local leads provided, types of circuits and the media provided to 
the . subscribers were not maintamed in the circles. Audit also noticed that no database 
regarding the technically feasible areas was maintained in the SSAs. 

. -

(ii) In these circles, the database containing: particulars of requisitions received for 
provision.of cfrcuits;·demand notes i.ssued and colle.cted,.and circuits commissioned were 
al_so not maintained for the subscribers opting for siiigle window scheme. 

(iii) · No database wasmaintained in the Circle offices, relating to individual category 
of customers such as the Railways; Defence,. Central/State Government organisations and 
others inrespect of the circuits leased to these organisatiop~. . . 

(iv) Underthe single window scheme while the. data on number of subs~ribers was 
·available at the Corrorate office· and in the circles, there was no infomiaifon ·on. the 
number ofleased circuits provided to the subscribers or.the date from which the· circuits. 

- were comniissiol1ed. · - -

Audit also observed 'that lack of proper datab~se result~d in incomplete and dday~d 
. billing and consequent suppression and leakage of revenue in the cases discussed in the 

succeeding paragraphs. ·· · · . . _ - · · 
. ~ : . . . . . ·. . ' 

3~ 7.3. Non/delay in iss.ue of amiual bills . _ 
The Corporate office instructed (November 2002) that the rentals.for the first year were 

'to be recovered in advance for 12 months from_ t]J.e date of installation/provision of the 
leased circuit and for the second year, rentals were. to be charged only for the period from 
first.anniversary date of installation up to the conventional billillg month. For the third 
year, annual rentals were to be recovered as per the conventional billing cycles3

• These 
instructions were not adhered to which led to loss of revenue in the following situations. 

3 Each exchange.under a SSA has a particular hilling cycle, called 'conventional hilling cycle', in its 
hilling system for issuing rental hills. The period of the second year's. annual .advance rentals of a 
particular leased circuit subscriber under that exchange. is to be : adjusted . with or fitted into that 
conventional hilling cycle for issuing of hills. · 
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• Test check of records (between November 2006 and March 2007) relating to various 
leased line connections provided by 36 SSAs in 12 circles and two telephone 
districts4 disclosed that non-receipt as well as delay in receipt of commissioning 
reports and non-receipt of complete data from field units resulted in non-billing of 
Rs.14.46 crore, as detailed in Annexure V 

On this being pointed out by Audit, Rs.26.53 lakh was recovered by eight SSAs. 
Further, 15 SSAs stated that bills had been issued and recovery was awaited, while 
eight SSAs stated that bills would be issued shortly. Reply was awaited in respect of 
the remaining five SSAs. 

• Further, scrutiny of records (between August 2006 and March 2007) in eight SSAs 
under Andhra Pradesh, Kerala, Madhya Pradesh, Maharashtra, Northern Telecom 
Region, Rajasthan, Tamil Nadu circles as well as in Chennai telephone district 
showed that the rental bills were issued belatedly ranging from Jess than one month to 
84 months by the Telephone Revenue Accounting branches of these SSAs due to 
non-availability of billing data, non-receipt of commissioning reports and non­
availability of billing programme. This resulted in delayed billing and realisation of 
Rs. 70. 73 crore in these SSAs, reflecting poor financial control as detailed in 
Annexure-VI. 

On this being pointed out by Audit, the SSAs accepted the facts and stated that steps 
were being taken to issue the bills in time. 

3. 7.4 Non billing in respect of Single Window Scheme 

In respect of the single window scheme, the Corporate office instructed (March 2001) all 
the heads of circles to issue demand notes either from their office or from the SSA in 
which headquarter of the subscriber was located. Thereafter, they were to follow the 
general procedure for provision and billing of circuits, which would imply issue of 
advance rentals after receipt of complete report on commissioning. 

Test check of records (between November 2006 and March 2007) of the single window 
subscriber of leased line services pertaining to nine circles5 and Chennai telephone 
district disclosed that due to non-receipt of commissioning reports these SSAs failed to 
issue annual bills involving 31 single window customers. This resulted in non-billing of 
circuits to the tune of Rs.55.10 crore for the period March 2003 to March 2008, as 
detailed in Annexure VII. 

On this being pointed out by Audit, Andhra Pradesh, Northern Telecom Region and 
Tamil Nadu circle offices stated that bills had been issued, while Gujarat, Madhya 
Pradesh, Uttar Pradesh (East) and Maharashtra circle offices stated that bills were being 
processed for issue after verification of data. Reply was awaited in respect of the 
remaining circle offices (November 2007). 

' Andhra Pradesh, Bihar, Gujarat, Karnataka, Kera/a, Madhya Pradesh, Maharashtra, Northern 
Telecom Region, Orissa, Rajasthan, Uttar Pradesh (East) and West Bengal telecom circles as well as 
Chennai and Kolkata telephone districts. 
5 Andhra Pradesh, Gujarat, Karnataka, Kera/a, Madhya Pradesh, Maharashtra, Northern Telecom 
Region, Tamil Nadu and Uttar Pradesh (East). 
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3. 7.5 Incorrect application of tariff 

Inadequate internal controls and "failure ·to adhere· to the instructions of the Corporate 
office resulted in incorrect application of tariff for leased circuits leading to short billing 
and consequent leakage of revenue. in the cases discussed in the succeeding paragraphs: 

3.7~5.1 Short billing due to n~n-revisionpftariff 

The Company issued- several tariff orders and··instructions from. time to time and the 
circles were to ensure that these were promptly sent to the GMs, Telephone Revenue 
(TR). or Internal Financial Advisors (IFAs), who in turn, were to ensure· their 
implementatioll' by maintaining a tariff-order register, besides insisting on submission of 
implementation certificates from the SSAs. . · 

Test check of records (between November 2006 and March 2007) of the rental bills of 
leased line services pertaining fo 22 SSAs in. eight circles and two telephone districts

6 

disclosed that these SSAs failed to timely and appropriately revise the· rentals as and 
when required in terms of the Company's tariff circulars issued from time to time, 
resulting in short billing of Rs.2. 78 crore as detailed in Annexure VIII. 

On this being pointed out by Audit, 16 SSAs stated that supplementary bills would be 
issued, while replies were awaited from the remaining SSAs (November 2007). - · 

3. 7.5.2 Short billing due to non-application of tariff as per resmarces utilised 

The codal provisions stated that the leased circuit provided within a Short Distance 
Charging Area (SDCA)7. was to be considered as local leased circuit and chargeable 
distance was to be reckoned from the customer's premises. The Corporate office clarified · 
(April 2002) that the rentals of local leased circuit provided from the existing capacity 
were to be charged according to the number of pairs of wires utilised for the circuit i.e., 
single rate for two wires and double the rate for four wires. The tariff for leased circuits 
was revised from LMay 2005 . 

. Audit scrutiny (between September 2006 and March 2007) ofrecords in five SSAs under 
Andhra Pradesh, Assam and Maharashtra circles disclosed that the.rentals for local leased 

, circuits provided on four wires within the SDCA of these SSAs were billed at two wire 
charges for the period January 2001 to April 2005 instead of four wrre charges. This 
resulted in short billing ofRs.3.75 crore for the-above period. . 

On this being pointed out, four SSAs stated (September/December 2006) that 
supplementary bills to the tune of Rs.22.83 lakh had been issued. Further, Hyderabad 
SSA ·stated (December 2006) that the clarificatory orders issued by the Corporate office 
were contradictory and it was decided (August 2005) to charge at single rate irrespective 
of tWo wire/four wire with effect from 1 ·May 2005. 

The above reply is not tenable because the aforementioned order of August 2005 was not. 
applicable in these· cases as Audit observation related to the period January 2001 to April 
2005. Further, these cases were also related to the leased circuits within SDCA, i.e., local 

6 Andhra Pradesh, Assam, Gujarat, Kera/a, Madhya Pradesh~ Maharashtra, Rajasthan and Tamil Nadu 
as well as Chennai and Kolkata teiephone districts. _ 
7 It_ is the smallest territorial unit for charging purpose, normally coincides with Tehsils or Talukas. 
Calls within the same SDCA are charged as local calls. 
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circuits, and in such cases, the Corporate office had issued clear instruction (April 2002) 
for issue of bills as per resources utilised which the SSAs did not follow. 

3. 7. 5.3 Short billing of service tax due to incorrect application of rates 

The Company issued (September 2002) instructions to recover service tax at the rate of 
10 per cent with effect from 10 September 2004 and 12 per cent with effect from 18 
April 2006 on leased· circuits, interconnect link charges and set-up charges for 
interconnectivity ports provided to private operators, as per the instructions of the 
Ministry of Finance. In addition, education cess at the rate of 2 per cent of the service tax 
was also leviable. 

Test check of records (between December 2006 and March 2007) in two SSAs under 
Tamil Nadu circle as well as in Chennai telephone district disclosed that the service tax 
was continued to be levied at 10.20 per cent instead of 12.24 per cent with effect from 18 
April 2006 resulting in short billing of service tax of Rs.43 .52 lakh for the period April 
2006 to March 2007. 

On this being pointed out, the SSAs of Tamil Nadu circle accepted audit observations and 
stated (January 2007) that supplementary bills on this account would be raised. Chennai 
Telephone District however, stated (January 2007) that bills were issued. 

3. 7.5.4 Incorrect grant of discount 

The Company issued (between January 2002 and April 2004) several orders allowing 
different rates of discount on high user routes under long distance circuits segments. 
Discounts were also declared under different schemes like Big Bit Benefit and Club 
Benefit. However, no discount was to be allowed on local circuits and local leads of main 
circuits as well as to other service providers like National Long Distance Operator, Basic 
Service Operator, Internet Service Providers, etc. 

Audit scrutiny of records (between October 2006 and February 2007) in Karnataka, 
Kerala, Tarnil Nadu circles and in Chennai and Kolkata telephone districts showed that 
discounts were extended to service providers viz ., Bharti Mobile, Bharti Telesonic, 
Hutchison, Videsh Sanchar Nigam Limited, on local circuits/local leads of main circuits 
due to non-availability of list of operators and also due to wrong classification of these 
operators as private parties, resulting in loss of revenue of Rs.2.84 crore, as detailed in 
A nnexure IX. 

On this being pointed out by Audit, the SSAs accepted the facts, but stated that the circles 
have allowed discount to these local circuits, considering them as links between global 
service providers and customers aiding/facilitating in provision of services by the 
international cloud. 

The above reply is not tenable as existing instructions clearly specified the application 
zone for only long distance circuits and the circle office was not vested with the power to 
extend discounts on local circuits. 

3. 7.5.5 Non-recovery of compensation for the unexpired period of guarantee 

The Company also provided leased lines on rent and guarantee basis wherein a subscriber 
had to pay for a minimum period of hire (guarantee period). The rate of rental for such 
facility was recoverable annually for the whole guarantee period. When the cables and 
systems provided on rent and guarantee were surrendered before the expiry of the initial 
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period of guarantee, .the compensation was recoverable for the unexpired period at a 
prescribed percentage of the capital cost for each of the remaining years, including the 
year in which it was silrrendered. 

Audit reviewed (June 2006 and February 2007) the records pertaining to Karnataka circle · 
as well as Chennai and Kolkata telephone districts and found that .circuits were provided 
(between October 2000 and June 2002) to 10 private firms on rent and guarantee basis for 
a period of 10 years. However, the same were surrendered (between December 2001 ·and 
March 2007) before the expiry of the guarantee period. The unexpired period of 
guarantee ranged from fo:ur years to nine years, but : the SSAs failed to . recover 
compensation of Rs.1. 73 crore for the linexpired period of guarantee. This was mainly oil 
account of omissions, wrong application of rates of compensation and non:.receipt of 
closure advice notes byTRA units. 

On this being pointed out by Audit, the circles and telephone districts accepted the facts 
and stated that action was being initiated for recovery; 

3. 7.5.6 Short billing of circuits leased to the Railways 
. . 

As per codal provisions, rentals for lmes and speech circuits leased to the Railways were 
to be finalised. every five years by. the Company in consultation with the Railway Board. 
The rental.s applicabie for the block of 1991-92 to 1995-96 and for the block of 1996-97 
to 2000-01 were finalised in February 2002 andAugust2006, respectively. The rental for 
the subsequent block was.yet to be finalised pending which the rentals were to be billed 
on provisional basis at the tariff fixed for the preceding blo.ck. 

Audit scrutiny of records (between November 2006 and March 2007).for lines, wires and 
speech circuits leased to the Railways relating to Gujarat and Madhya Pradesh circles as 
well as Kolkata Telephone District, disclosed that bins for the revised rental were not 
issued resulting in short claim of rental of Rs.3.40 .crore. · · 

On this being pointed out, an· the. above circles and Kolkata Telephone District stated 
(between November 2006 and April 2007) that they would issue supplementary bills. 

3. 7. 6 Inadequate monitoring of outstanding d1J1.es 
. . 

All the dues and rentals in respect of leased circuits . were to ~e collected in advance as 
per the codal provisions. Hence, there was little' scope for accumulation of outstanding 
dues .. The Corporate office also issued (December 2002 and June 2003) instructions 
regarding steps to be taken by the cirde offices and SSAs to minimise outstanding 
telephone revenue dues. 

However, as of October 2007, an amount of Rs.292.65 crore was outstanding against 
various categm;ies of subscribers of leased line services. The category-wise break-up of 
total outstanding dues were as below: 
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TabRe-3.2: Category.;wise posftltii.on of outstandllng·clll!lles li.l!ll ieasedlinne seirVkes· , 
.· 

1 

· · • · · · • · · · , ; · · (Rs in i:rore) 

Yeal!" Defence Centl:l!"al .State Govt. JP'l!"ivatl:e pal!"ties • 
Govt!:. 

l!Jp to 2001 ~02 , K08 14.79 6,90 . 46.44 
'. 2002-03 . 1.91 .. 5.63 ·0.91· . . 16;15. 

., 2003-04 1.48 10.03 1.49 •' 19.07 
. I 2004-05 . 1.29 •. 4.78 0.97 27.33 . 

: 2005-06 1.86 2.45 1.54 . 41.73 
2006-07 3.06 4.27 0.95 69.54 

I .. 17.68 4:Il..95 :Il.2.16 . 220.26 
".iro~an outl:staimding 292.65 

. 

Out of the total· outstanding amount of Rs.292.65 crore, 75.26 per cent was outstanding 
against :p,rivate subscribers, 20.38 per cent against Central Government ·departments 
inchidirig Defence, and 4.36per cent was outstandingagainsfvarious State Government 
departments. The amount of outstanding bills against private subscribers was increasing . 

· every year since 2002-03 and in the year 2006-07 alone., the outstanding dues against this 
category increased by Rs.27~81. croreas compared to the previous Y(;!aL ' 

Audit o~served th~t the outstanding were primarily due to delays in disconnection of · 
. circuits i for non~payinent of bills, non.:.regularisation of accounts in respect of closed 

connections, non-reconciliation of dues . and payments, . inadequate monitoring . of 
collection· ofrevenue and inadequate follow~up regarding recovery ofoutstanding dues. . : 

3. 7.6.1 .Accumulation of outstaml.ing revenue due to' iwn-discomiectionldelay in 
[fiscmmection fiw non-payment · . . . . . , 

As per the existing instructions, payment ofre11tals for leased lfue·coiine~tioris were to be 
made i~ad.Vance within 21 days from the date of issue of bills: Fa:ilute to pay .the bills in 
time re~dered the connection liable· to be disconnected on the 35th da.y from the date of 
issue of the bill. The Accounts Officer, · Telephone · Revenue (AOTR) is to issue 
disconn~ction {>rders and on receipt of the same, the exchang~ officer. should disconnect 
such connection.s on the dates indicated .therein. The ··Corporate office also .. issued 
instructi.ons for issue of letters of notice to the defaulters prior to disconnection, besides 
telephoiiic· reminders. Further, prompt; action was to taken to collect the outstanding 
revenue' and accounts were to be regularised on account ofclosed connections. ·· 

Test ch~ck of records in nine SSAs under Axidhra Pradesh, Bihar, R,.aj~sthan and Tamil 
Nadu circles as wen a's in Chennai and. Kolkata telephone districts. disclosed that µi 
respect iof 36 cases, despite rion-receipt of payments within the scheduled dates, these 
SSAs did not disconnect the circuits in time and allowed the circuits to function. Audit. 
observe~ that the ~easons for non-disconnection were ·non-receipt of. disconnection list, . 
dispute~ in payment/billing, etc. This resulted in accumulation· of outstanding revenue of . · 
Rs.32.65 crore. Further, in four SSAs under Assam and Madhya Pradesh circles and in 
Kolkat~ telephone district, there were 285. cases where the SSAs delayed disconnection 
despite hon-payment of dues, resulting in accumulation of outstanding revenue of Rs.8.36 
crore. 'fµe delays in disconnection ranged from one to n~ne months. . . 

On this !being .pointed out by Audlt, the SSAs stated that the matter woul.d be verified· and 
required actionwould be taken. .· . 
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3. 7. 7 Ineffective computerisation of leased line services 

In order to ensure prompt provisioning, billing and collection of revenue, it was 
important that there should be a proper database and that is regularly updated and 
effectively used for monitoring. Computerisation of data relating to leased line services 
would have greatly assisted the abov~, besides introducing stronger controls in terms of 
reminders for issue of bills, correct application of tariffs, and monitoring recovery of 
dues. 

In January 2002 the Western Telecom Region (WTR) commissioned a captive computer 
network, called 'TV ARIT', for provisioning and upkeep of the point-to-point leased line 
services. 'TV ARIT' was an on line system for country-wide application. The other three 
telecom regions viz. North, South and East had also established connectivity with the 
main router of WTR through a dedicated 2 Mb8 link installed in Delhi, Chennai and 
Kolkata, respectively. The Corporate office also issued (April 2002) guidelines for 
utilisation of 'TV ARIT' online system by the circles and SSAs for processing all 
activities relating to leased line services. 

Audit scrutiny of records (April 2007) relating to the functioning of 'TV ARIT' system 
disclosed that the system was slow in response and was unable to cater to the load of 
various circles and SSAs. Although over the years many additions and modifications 
were made in the software and hardware of this system to suit the requirements of the 
time, the existing system failed to deliver the desired results. The system had become too 
complex to handle due to additions of patch software for new types of leased lines 
services such as Managed Leased Line Network, Multi Protocol Label Switching and 
Virtual Private Network. As of March 2007, 93,667 circuits were booked under the 
system and only 48,600 circuits could be processed by the software, showing a utilisation 
of only 52 per cent. 

WTR took up (March 2007) the matter with the Corporate office to migrate 'TV ARIT' 
system to the existing Data Centre (i.e., National Internet Backbone Project III) at 
Mumbai in order to arrest the deficiencies of the 'TV ARIT' system. The final decision of 
the Corporate office was, however, awaited (April 2007). 

On this being pointed out, WTR accepted the fact and stated (April 2007) that the system, 
based on the old technology, was meant only for point-to-point leased line services. The 
system required redesigning with new technology so as to provide maximum output, 
covering all the new services. 

3.8 Conclusion 

Revenue from leased line services of the Company had grown at a relatively slower pace 
from Rs.349 crore in 2001-02 to Rs.522 crore in 2006-07. As brought out in the above 
report, there were leakages in the revenue of over Rs.51 7 crore, including potential loss 
of revenue, delays in billing and accumulation of outstandings. This was mainly on 
account of delays in provision of leased circuits, lack of a proper database on the services 
and subscribers, incorrect application of tariff and allowing dues to accumulate over the 
years especially from private parties. There is an urgent need for the Company to take 
corrective measures to minimise the revenue leakage by maintaining complete and 
updated database, strengthening internal controls, improving coordination between 

8 Mega bits 
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different branches · and also between its circles, -and monitoring of outstanding. 
Computerising all activities related to the leased line services would effectively support 
the Cothpany to ensure maximum output economically and efficiently. -

The statements of facts of this report have been accepted by the Ministry. 
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MlINISTJRY OJF HE.A VY liNDUSTRIES AND PUBLJIC 
ENTERPRISES 

CHAPTER IV 

· ffinirl!Ullsfaim Paper CllJ):rporatfol!ll Lim.iitedl 

Prni!lliindiimi per:!formailllce ofthe paper mfilllls alllld marlkettiing llJ)f paper 

Highlights: · 

e Against the installed capacity of 200000 MT, the production during 2002-03 and 
2006-07 ranged between L97 lakh MT and 2.10 lakh MT indicating capacity 
utilisation between 98.7 per cent aIJ.d 105 per cent. The Company achieved the 
instaHed capacity when it produced higher gram per squ~e metre (GSM)paper .. 

0 

(Paras 4. 7.1 aoui 4. 7.2) -

Excess downtime led to loss ofpro<;luction of 1,58,561 MT. ControHable factors 
like mechanical maintenance, paper breaks, spool jamming and shortage of pulp 
were, responsible for the maximum downtime during 2002-03 ·to 2006-07. 

(Para 4. 7.3) 

Despite encouraging results and adoption of alkaline sizing by its competitors, the 
Company did not switch over to alkaline sizing from acid sizing. 

(Para 4. 7.4.1) 

Excess consumption of raw material and other inputs over the norms fixed by the. 
Company also led to foss of contribution amounting to Rs.5330 crore during the 
penod under review. · · 

(Para 4. 7.5) 

Constraints existed in procurement of basic inputs. 

(Para 4. 7. 6) 

The Company's market share declined over the years from 12.7 per cent in 2004-
05 to 9.8 per cent in 2006-07. Though the Industry expanded at a compounded 
annual growth rate (CAGR) of 5.5 per cent in the five years up to 2006-07, the 
Company's sales remained between 1.80 lakh MT and 2 lakh MT. · · 

(Paras 4.7.2 aU#.d 4.7.7.1) 

® The Company could not achieve the overaH target of sales during 2004-05 to 
2006-07. 

(Para 4. 7. 7.2) 
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Marketing efforts were not adequate and were· not supplemented with better 
, market intelligence and there was. no.mechanism for assessing the performance of 
. Sales Depots. · 

(Paras 4. 7. 7.3 and 4. 7. 7.5) 

·Non-liquidation of stock was partly because of the Company's failure to correctly 
assess demand and its inability to capture an appropriate segment of the market. 
Consequently, the Company was compelled to declare special discounts of upto 
27 per cent in 2005-06 and 2006-07 to dispose the accumulated stock. 

(Para 4. 7. 7.5) 

•The Company could not comply with environmental r_equifements as stipulated in 
. the Corporate Responsibility for.Environmental Protection (CREP) guidelines. 

·.(Para 4. 7.8) 

Summary ofrecommendatimns 

1. , The . Cmnpany should examine the basis of determinatimn of capacity of the 
paper mills for a more realistic and proper appreciation of the performance of 
: the two mills. 

2. 

3. 

4. 

5. 

6. 

z. 

The Company should formulate and implement a comprehensive maintenance 
;policy for its mills that includes defined responsibilities of the various 
functional . wings. It should. consider introducing a combination. of predictive, 
.preventive and proactive maintenance and for this may obtain necessary 
.data/information from other PSUs in .this sector. An· .online integrated 
: information system should be introduced for maintenance management and 
reduction of downtime. Condition monitoring equipments should be installed in 
'all the identified inaccessible Zones. The Company should streamline the supply 
. of bamboo and chemicals to minimise shut down of pulp mill. 

. . - . . 

The Company should introduce alkaline sizing at the earliest to extend the 
product. range to value added products~ Roll handling and wrapping of paper 
should be mechanise to the.extent possible. . · 

'The Company should review the recommendations from various studies/reports 
1relating to reduction in consumption of various inputs and on the basis of the 
!review, implement the accepted recommendations in a time-bound manner. 

. . . 

The Company should establish proper arrangements to sustain its co-ordination 
and inter-action with the State Governments, c:oncerned departments and NGOs 

1to dt!Velop sources for supply of bamboo and paper pulp including alternate 
schemes to· encourage bamboo cultivation and providing direct financial benefit 

1to bamboo growers. 

:The Company should take steps to build brand. image .of its products and 
.include value added products to its product basket. 

The targets for each zone should be set based on realistic assessment of 
markets. 
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8. The Company should. establish procedure aml define staff account(Rbilities to 
strengthen its market intelligence system andexpaml its stockists'. base. 

9. The Company slwuld strengthen its Quality Control Department. 

10. The' Company should achieve ·'zero stock' of finished. goods at the end of 
financial year by establishing systems and pro~edures after due review and 
implementing tlhe comsultants recommendations. 

11. Compliance with environmental requirements as stipulated in the CREP 
guidelines should be prioritised for implementation. 

4.1. Introduction· 

Hindustan Paper Cofporation Limited (HPC) was incorporated on 29 May 1970 as a 
wholly owned Government Company under the Ministry of Heavy Industry. The 
Company has two paper mills, namely, Nagaon Paper Mill (NPM) and Cachar Paper Mill 
(CPM), both located in Assam. These miUs were commissioned in October 1985 and in 

· April 1988, respectively, with the ·basic objective of using focally available bamboo 
resources to produce printing and. writing paper for mass consumption in the education 
sector. The Company was, therefore, generally producing low vah,ie paper. However, 
since consumer preference and demand was shifting to higher quality paper like copier 
paper, surface-sized maplitho and other premium products. The Company had undertaken 
a ·Modernisation and Technological Upgradation Project (MTUP) at a cost of Rs.659 

· crore which was scheduled for completion in 2008-2009. The process of manufacturing 
paper. involvys pulp making (chipping of basic raw materials, . digesting, ·washing, 
screening, deanmg and bleaching} and conversfon of pulp into paper by mixing· of 

. chemicals, calendaring and beating/refining of pulp. The flow chart of the paper making 
process is given in Annexure X. · 

4.2 Scope of audit 

A Performance Audit was. conducted of the production and marketing activities of the 
Company covering the five year period from 2002-03 to 2006-07: The Corporate office at 
Kolkata, the paper niiHs at Nagaon and Cachar and three of the five· Regional Offices 
were covered in this review. 

4.3 Audit objectives 

The Performance Audit was conducted to assess that: 

@ paper mills were operated and maintained efficiently; 

(.} procurement policy of major inputs was effective; 

e production planning and marketing strategy was well co-ordinated; and 

© ·the internal control system was well established. 

4.4 Audit criteria 

The following criteria were adopted forjudgi:rig the performance of the Company: 

.., Installed capacity of the machines. 

o Product-mix as mentioned in the Detail Project Report. 

(ij) Norms fixed by the Company for consumption of inputs. 
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• Industry best practices. 

• Maintenance schedule given by original equipment manufacturers. 

• Corporate Responsibility for Environmental Protection guidelines and other 
statutory norms in respect of Environment. 

• Procurement Manual of the Company. 

• Marketing policy of the Company. 

4.5 A udit methodology 

After a preliminary study and collection of background information, an entry conference 
was held with the Management on 20 February 2007 to discuss the audit objectives. 
Based on the examination of records, a discussion paper containing preliminary findings 
was issued to the Management on 31 July 2007. Exit conference to discuss audit findings 
was held on 7 September 2007. The Management's reply to the performance audit report 
was received in October 2007. 

4.6 Acknowledgement 

Audit acknowledges the co-operation and assistance extended by the Management at 
various stages of performance audit. Audit is also thankful to the Management of Tamil 
Nadu Papers Limited both at Corporate Office in Chennai and paper mill at Pugalur for 
their co-operation and assistance. 

4. 7 Audit findings 

4. 7.1 Capacity utilisation 

The two paper mills of the Company have identical Plant and Machinery (Jessop and 
L&T machines) with a capacity of 1,00,000 MT each. During 2002-03 and 2006-07 the 
mills operated at a capacity util isation of between 98.7 per cent and 105 per cent. 

The installed capacity of machines is fixed on the basis of three parameters viz. product 
mix, machine speed and machine available days. The product mix considered for fixing 
installed capacity was 52 GSM1 for Jessop and 56 GSM for L&T machines. It was 
noticed that the Company achieved its installed capacity only when higher GSM paper 
(ranging from 57 GSM to 145 GSM) was produced in larger quantity. The highest 
capacity utilisation was in 2004-05, when such high GSM paper constituted 76 per cent 
of total production. Since the capacity of the machines was fixed based on production of 
52/56 GSM paper, the evaluation of actual capacity uti lisation by producing higher GSM 
paper could not be fairly done. The Management in its reply stated that re-rating of 
capacity was not an industry practice. However, high capacity uti lisation despite 
excessive downtime (refer para 4.7.3) is an anomalous situation that needs to be 
examined by the Management for a proper appreciation of the capacity utilisation and 
over-all performance of the Company. 

Recommendation No.4.1 

The Company should examine the basis of determination of capacity of the paper 
mills for a more realistic and proper appreciation of the performance of the two mills. 

' GSM: Grams per square metre. It indicates weight of one square metre of paper. 
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4. 7.2. Production performance 

The paper industry expanded at a compounded annual growth rate (CAGR) of 5.5 per 
cent in the five years from 2002-03 to 2006-07. However, the Company's production 
remained between 1.97 lakh MT and 2.10 lakh MT during this period resulting in decline 
in Company's market share. Production of another PSU, Tami l Nadu Papers Limited 
(TNPL) on the other hand increased with the expanding market as is evident from the bar 
chart below: 

250000 

200000 

i;-

~ 
.5 

150000 

= 0 
~ 
CJ 100000 = i:s 
0 ... 

Clo 
50000 

0 

2002-03 

Chart 4.1 

Production performance 

2003-04 2004-05 

Year 

2005-06 2006-07 

1 • Company 
C TNPl 

Production could not be increased because of capacity limitation and limited demand for 
the Company's product. While accepting audit observation, the Management stated in its 
reply that due to disinvestment exercise initiated in 2002, the Company could not invest 
in expansion. 

4. 7.3 Down time analysis 

Review of idle hours at CPM and NPM indicated that actual downtime was much higher 
than the norms for both Jessop Machine and L&T Machine. While the details of excess 
downtime is at Anne.xure XI, a brief summary of the same is given below: 

Table 4.1 

Name ol DowntimE Actual Downtime (per cent) 
the Norms 
Machim (per cen 

of 2002-03 2003-04 2004-05 2005-06 2006-07 

available CPM NPM CPM NPM CPM NPM CPM NPM CPM NPM 

hours) 
J essop 9.7 27.8 18.3 26.5 20.2 29.5 15.9 20.5 18.0 15.8 19.4 
L&T 9.7 24 20.2 22.00 16. 1 27.3 17.7 20.7 19.0 20.4 19.9 
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The ex~ess downtime atCPM and NPM resulted in producti6n loss.of 1,58,561 MT.of 
paper during 2002-03 to 2006-07 (Annexure XII). Analysis of downtime for this period 

I - . : 

indicate~ that controllable factors like mechanical maintenance, paper breaks, spool 
jaillming and shortage of pulp were responsible for .the maximum downtime. These are 
discussed in detail in the following paragraphs: 

4. 7.3.1 Maintenance 

To cont~in downtime on account of mechanical problems. within the norm of one per cent 
as fixed by the Company, it was required to follow a sound maintenance policy. However 
the folk/wing deficiencies were noted: . 

E) The Company had not developed a comprehensive maintenance policy. 

'.Though the Company adopted preventive and predictive maintenance2 schedule, 
neither did the preventive maintenanc.e schedule (PMS) cover all equipment/parts 
as required in the original equipment manufactrirer's manual nor was it followed. 
strictly. The Company's Procedure and Work Instruction Manual covered only 
preventive maintenance of major equipments. . · ·. ·•· 

trhough predictive mainternmce was introduced iri. NPM~ the Management had not 
identified inaccessible . locations for installation of c011dition monitoring 
equipments. It was observed. that our of.543 inaccessible locations in CPM, the 
Company installed condition monitoring equipments3 in only 97 locations. 

Iri the absence of documented policies in respect of replacement· ahd revamping; such 
works ~ere undertaken OR a need basis and not in. a systematiC manner; Test check of 
minutes of production meetings also revealed 1a~k of adequateplanning for' carr)ring out 
shut do1wn activities, poor inter-disciplinary coordination among diff~rent work groups 
and abs:ence of checklist for shutdown aetivities: The consultant·appoirited for technology 
upgrad~tion, · also had observed (December 2005) ·that due· to lack of ·adequate 
refurbishment, a consistent, stable and efficient 9peration was not possible in the mhk 

The M~nagement stated that both preventive and predictive maintenance were taken 
recoursr to depending upon tpe criticality of the equipment in proquction line. The shut 
down activities were charted out in the form: of a bar chart and action plan was. drawn 
accm:dingly much in advance and that compliance of checklist and. co ... ,ordmation of 
related ia:ctivities had helped to curb Un\Vanted machme down-time ~(ltime over run of 
annual shutdown. . . . . 

. I . ·. ·. . 

The M~nagement's contention is not supported by the fact that doWn.time on account of 
. mecha~icalpr~blems durillg:the i,"'e~od under ~eview was generally high~r.th:m thenorm · 
·of one :per cetzt and touched three per cent m ·the case of L&T m:achm:e ·m 2006-07. ·. 
TNPL,i on ·the other hand, was able to .bring down the doW11time on ·account ·of 

.· . i· . . . . . . .• . . . . . . '• ' ·. .,·. . . . ·.·. 
mechamcal problem from 0. 7per cent (2002~03) to 0.33per cent (2006:-07) .. 

I - '. - - o _ •• - • -

4~ 7.3.i The ~uditreviewed the reasons for excess doWntime and note~·the following:: 

e ;nowntiriie 'due to high .incidellce :of process trouble. like paper .breaks and 
. Jamri1ingofwrapping macliine (spool) duiing2Q02::03 to 2006~07:rangedbetWeen · 

.. -- .- . - . - -., - -· . - - . -

- 2 • • -•, - ; : . -- • • • .;, ~ • • • • o " • .-: •• • _:.o : • • - ·_, -• - .- • • •: • • ·. • - '; • .~. • • • ._ 

. Predictive maintemince: A maintenance which models past behaviour to predict failures. 
·Preventive maintenance: A maintenance in which machines are checked perii}dically .. . 
3 Equipment to assess the condition of machine and equipment. . · . . .· .· 
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1.6 per cent to 4.4 per cent against the norm of one per cent. On this being 
pointed out by audit, the Management stated that to address the problem the 
Company had decided to outsource the reel . wrapping operation and with the 
installation of" upgraded machinery during October 2006, downtime due to paper 
breaks had come down. It was, however, observed that loss of machine hours on 
account of paper breaks in March 2007 was 2J hours at CPM and 35 hours at 
NPM against the norm of 14.88 hours for each mill. 

Since the pulp mills had a storage capacity of 10-12 hours, there should ordinarily 
be no downtime in the paper machines due to shortage of pulp. Scrutiny, however, 
revealed that during the period of review, downtime due to pulp shortage ranged 
between 307 to 1211 hours annually.· The pulp mill downtime is also attributable 
to shortages in availability of bamboo (refer para 4.7.6), liquor shortage (cooking 
media), accumulation of unbleached pulp and problems in machines and the 
processing or' paper. While accepting the audit finding, the Management stated 
that they would try to work out a downtime norm for pulp mills. 

Recommendation No. 4.2 

The Company should · 

(i) · formulate and implement a comprehensive Maintenance Policy for its mills that 
includes defined res_ponsibilities of the various functional wing; 

(ii) consider · introducing a comhtnation of predictive, preventive and proactive 
maintenance and for this may obtain necessary data/information from other 
PSUs in this sector; 

(iii) introduce· an online integrated information system for maintenance 
management and reduction of downtime; 

(iv) install condition monitoring equipments in all the identified inaccessible zones; 
and 

(v) streamline the supply of bamboo and chemicals to minimise shut dowlfl of pulp 
mill 

4. 7.4 Operationalconstraints 

4. 7.4.1 The paper industry uses alkaline, acid or neutral sizing to reduce the water 
absorbing capacity of paper, which is a value added feature in the paper market. Of the 
above methods, alkaline sizing is considered more effective in reducing chemical 
consumption and in improving paper quality besides being more eco-friendly. The 
Company which was using acid sizing method, conducted plant scale trial run for alkaline 
sizing in NPM during 2002, 2003 and 2006. Despite encouraging results, adoption ofthis 
system by its competitors (both in private and public sector) and low initial capital 
investment (Rs.50 lakh), the Company did not switch over to alkaline sizing. The 
Management stated that outcome of plant level trials were being evaluated and the 
Company would switch over to alkaline sizing at an appropriate time in future subject to 
its coillmercial benefits. The Company in its reply resorted to a general response. Besides, 
to be successful, the Company needs to enstire time bound project evaluation and 
implementation of corrective measures. 
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4. 7.4.2 In order to improve efficiency and save space, mechanisation of processes is 
required. It was observed that roll handling and wrapping were done manually which was 
not suitable for such a large scale operation. Further, though copier paper was sold mainly 
in A4 sheet form, the mills did not have an automated sheeting and cartonising system. 
While accepting audit observation, the Management stated that partial outsourcing of roll 
handling and wrapping and outsourcing of cutting and packaging operation was being 
considered. 

Recommendation No.4.3 

The Company should 

(i) introduce alkaline sizing at the earliest to extend the product range to value 
added products; and 

(ii) mechanise roll handling and wrapping of paper to the extent possible. 

4. 7.5 Consumption of inputs 

During 2002-03 to 2006-07 the consumption of bamboo and other inputs was in excess of 
norms. Such excess consumption resulted in loss of Rs.53 .30 crore (Annexure XIII) . The 
excess consumption of bamboo was attributable to use of old and poor quality bamboo 
leading to higher consumption of chemicals. Further, ·due to plant related problems like 
frequent start up and shut down of digester, digester extraction problem, poor 
performance of DCw4, higher fiber losses and poor godown management, the 
consumption of caustic, lime, alum, furnace oil and coal also exceeded the norms. 
Though, Management had conducted a number of'studies to identify reasons for excess 
consumption and to suggest corrective action, any of the recommendations were yet to be 
implemented. The Management again assured that appropriate corrective action will be 
taken and with the installation of LSRP5 and with the implementation of MTUP, higher 
consumption of chemicals would be reduced to a large extent. 

The Management stated (October 2007) that due to silviculture norms it was not possible 
to restrict the use to 3-4 months ' old bamboo only as felling was not allowed from May 
to September. Management's contention is not tenable since this being a known 
phenomenon it was already factored in the consumption norms fixed by the Management 
from time to time. 

Recommendation No. 4.4 
The Company should review the recommendations from various studies/reports 
relating to reduction in consumption of various inputs and on the basis of the review, 
implement the accepted recommendations in a time-bound manner. 

4. 7. 6. Development of alternative source of bamboo 

Bamboo is the primary input in the paper manufacturing process of the mills. The 
Company sources its requirement of bamboo from the Hill District Councils and from 
private suppliers. Supply, however, is not always certain due to natural calamities, 
transportation problems and cartel formation by private suppliers. Further, the sources of 
bamboo as well as pulp wood are getting depleted. Therefore, to develop alternative 

'DCW-Dekker Cum W<Mher 
5 LSRP-lime Sludge Reburnbig Plant 
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sources to ensure sustainable supply of bamboo through Farm Forestry Scheme6 and 
Tissue Culture, the Conipal).y started Farm Forestry Scheme at NPM (1987-88) and CPM 
(2001-02) through participation of Non-Government Organisations (NGOs). However, 
the scheme was not successful due to weak controls, poor survey, poor survival rate and 
non'."percolation of the pecuniary benefit to the farmers through NGOs. Further, the 
progress of the Bamboo Res9urce Development Project launched by the Company in 

·April 2004 at a cost of Rs.4.48 crore with the help . of the Government of Assam 
scheduled to be completed in 2009-10 also did Iiot progress due to hon-settlement of the 
issues relat!ng to compensation with the Governinent of Assam. While accepting the 
audit observation, the Management stated that they had taken action to improve the 
monitoring of the Farms'Forestry Scheme. 

Recommendation No. 4~5 

The Company should establish proper arrangements to sustain its co-ordination and 
inter-action with the State Governments, concerned departments and NGOs to 
develop sources for supply of bamboo and paper pulp including alternate schemes to 
encourage bamboo cultivation and providing direct financial benefit to bamboo 
growers. 

4. 7. 7 Marketing set-up 

The Company manages its marketing activities through its Marketing Department·. at 
Kolkata. The marketing and distribution network consists of the Company's five regional 
offices, 14 depot sales offices and accredited stockists. the prinCipal domestic consumers . 
are Government departments .. Small quantity of paper is also exported to neighbouring 
countries through Merchant Exporter i.e., Deemed Export. 

4. 7. 7.1 Sales performance 

The Company's primary product is cream woven paper. The Company's market share 
declined from 12.7 per cent in 2004-05 to 9.8 per cent in 2006-07, though the industry. 
expanded at a compounded annual growth rate of 5.5 per cent the Company's sale 
stagnated betweeri ·1.8 lakh MT and 2.lakh MT. This was because of poor domestic sale 
despite ,high discounts offered by the Company to liquidate old stock due to low 
acceptability of the Company's products outside the government departments/institutions .. 
The Company aiso faced increased competition from B' grade .mills even in. its market 
with Government agencies. · · · . 

Recommendation No. 4.6 

The Company should. 

(i) take steps to build brand image of its products; and 

(ii) include value added products to its product basket. 

4.7.7.2 Monitoring regi~n-.wise sales performance 

Review of sales target vis-a-vis.actual sales of the five regions during 2002-03 to 2006-07 
(Annexure Xl!V) rev~aled that the targets were not realistically fixed as evident from the 
following: · · 

6 Farm Forestry Scheme - A scheme under which financial assista._nce is given to willing farmers for 
supply of bamboo when harvested to HPC. 
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: Despite the failure of North East Zone (except 2003-04) and South Zone to 
: achieve the target during the period 2002-03 to 2006-07, the target of these 
' . . 
: ·regions were increased by 29 per cent and 31 per cent, respectively in 2006-07 
: over the previous year's target. 

: The sales targets of North Zone and East Zone for 2006-07 were fixed at 8 per 
• cent and 21 per cent lower than their actual sale~ in 2005-06. 

; Though the sales of West Zone. declined sharply in 2006-07 when compared to 
: 2005-06, the Management had not analysed the reason for it. . 

Audit: observed that while fixing targets, the Company did not take into account 
follc)\.ying factors, which resulted in setting of unrealistic targets. 

© t the strength and business practices of the competitors; 

© ! loyalty and expected performance levei of stockists; 

@ : product wise demand potential ill a particular state; and 
. . . . . 

o : mechanism for correctly assessing the performance of sales depot offices. 
I 

The Cpmpany thus could not achieve the overall target of sales during 2004-05 to 2006-
07 due to ineffective market intelligence and a shrinking stockist base as brought out in 
the subsequent paragraphs. 

I 

· The Management contended that although the sales targets were not fulfilled, the actual 
closing stock had come down every year. The Management's contention is not tenable as 
stock liquidation was due to special measures taken to reduce miff closing stock (for 
details refer Para 4.7.7.5) Further, the Management's reply is silent on setting of 
unrealistic sales targets. 

Rec~mmemlation No. 4. 7 
c. 

The targets for each zone should be set based on realistic assessment of markets. 

4. 7. 7.3 Ineffective market intelligence and shrinking stockist network 
! . . . . . 

The ¢ompany . introdqced market intelligence system in December 2002 to receive 
inforniation and feedback on business practices of competitors and price movement, and · 
the Cclmpany's Strategic Business Plan (2006-11) emphasised the need for better market 
intelli~ence. The system, however, was ineffective·as the market intelligence cell had not 
submitted any report to the Management so far (October 2007). 

The Company's Strategic Business Plan (SBP) envisaged increasing the depth. and 
I . • .. . . • 

coveritge of the Company's stockist network for better market penetrat1~n. In fact, the 
Comp~y' s stockist base significantly declined from 80 in 2002-03 to 40 in 2006-07 with 
the termination of 43 stockists due to poor performance and addition of only three new 
stockists in the five years. It may be mentioned thatTNPL's stockist network increased 
during 2000-01 to 2006-07. 

Recommendation No. 4.8 
' . 

The : Company should establish procedure and define staff accountabilities to · · 
strengthen its market intelligence system and expand its.stockists' base. 
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4. 7. 7.4 Quality control 

The Company has to produce paper in conformity with the specification given in the 
indent. The Quality Control Department (QCD) is responsible for checking the material 
prior to despatch from the mills to avoid rejection by dealers/consumers or imposition of 
liquidated damages (LD) by institutional parties. Scrutiny revealed that the Company had 
to sustain losses amounting to Rs.76.31 lakh towards LD during 2002- 2005. 

Recommendation No. 4.9 

The Company should strengthen its Quality Control Department. 

4. 7. 7.5 Accumulation of stock at sale depots/ mills 

It was reported in CAG's Report Number 3 of 2004 that due to delay in disposal of 
slow/non-moving stocks (1999-2002) the Company had to incur inventory carrying cost 
of Rs.3 .11 crore, besides loss of interest ofRs.5.51 crore on blocked funds. 

To avoid stock accumulation, a consultant engaged by the Company had recommended 
processing of stockists' indents only after lifting of material indented previously and 
monitoring through quarterly age-wise stock reports. Scrutiny, however, revealed that 
due to the Company's failure to adhere to these recommendations the problem persisted. 
As on 31 March 2007, 41 per cent of the Company's closing stock in CPM was more 
than one year old. In an attempt to reduce accumulation of stock in the mills, the 
Company started dispatching paper to depots without indent which· led to increase in 
uncovered stock from 5.68 per cent in 2004-05 to 90.5 per cent in 2006-07. 

Non-liquidation of stock indicated the Company's failure to correctly assess demand and 
its inability to retain its share of the market. Consequently, the Company was compelled 
to declare special discounts of upto 27 per cent in 2005-06 and 2006-07 to dispose of the 
old stock. The Company stated (October 2007) that stock was accumulated every year 
during the lean period from June to November to cope with increased demand during the 
peak season from December to May. This justification is wholly untenable as the 
Company had highest accumulation of stock in the paper industry as stated in their 
Strategic Business plan (2007-08 to 2011-12) and TNPL, another PSU, had consistently 
achieved zero stock of finished goods at year-end. 

Recommendation No. 4.10 

The Company should achieve 'zero stock' of finished goods at the end of financial 
year by establishing systems and procedures after due review and implementing the 
consultant's recommendations. 

4. 7. 8 Environmental Issues. 

4. 7.8.1 Non-compliance with CREP guidelines 

The charter on Corporate Responsibility for Environmental Protection (CREP) released 
(March 2003) by Ministry of Environment and Forests (MoEF); Government of India 
envisaged time bound action for progressive up-gradation of technologies and in-plant 
practices for control and improvement in the quality of effluents and emissions. Scrutiny, 
however, revealed that the Company fai led to comply with the CREP guidelines with 
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respect to AOX7 level, recycling of mercury bearing effluent and reduction of mercury 
consumption. As compliance with. CREP guidelines not only protects environment but 
also reduces chemical consumption, it deserves greater attention. The Management st~ted 
(October 2007) that in line with CREP guidelines, the Company had drawn ;;i.ction plan to 
be implemented with MTUP. 

4. 7.8.2 Bamboo dust gasification plant and lime sludge reburningplant 

Lime Sludge Reburning Plant (LSRP) at NPM and CPM was approved (November2003) · 
at a cost ofRs.33 crore and the project was scheduled to be completed by June 2005. The 
Company also approved (February 2004) Bamboo Dust Based Gasification Plant 
(BDBGP) at NPM and CPM at a cost of Rs.2.5 crore with the completion .in September 
2006 for generating producer gas for partial substitution.of furnace oil in the LSRP. 

Though the BDGPs were completed in November 2006, they could not be put to use due 
to non-completion of LSRPs. Timely completion of these projects could have improved 
the environmental standards along with savings in operational costs. The Management 
stated that LSRP was expected to be completed by December 2007 and that there had 
been delays in handing over of civil fronts due to space constraints. · 

Recommendation No. 4.11 

Compliance with environmental requirements as stipulated iii the CREP guidelines 
should be prioritised for implementation. · . 

4.8 Conclusion 

The Company faced problem of excess· downtime du.e to poor maintenance and pulp 
shortage leading to consequential loss of production.· Consumption of raw materials and 
other. inputs also exceeded the norms. The Company could not make any headway in 
production of value-added products. The Company's marketing efforts were inadequate 
though·because of a booming economy and rising paper prices, the Company's financial 
performance during the period reviewed in audit had improved. However, to maintain . 
good financial results it is incumbent upon the Company to remove the operational 
constraints and complete the proposed· Mill Modernisation and Technological Up­
gradation scheme in time. Above all, the· Company should ensure optimum utilisation of 
existing facilities and widen its product range by expanding the capacities and revamping 
its marketing efforts. . . 

The matter was reported to the Ministry in January 2008; reply was awaited. 

7 AOX= Absorbable Organic Halides 
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CHAPTERV 

. Indi~n Oill'Co.rporation Limited 

· Operation of Haldia Refnneiry 

Highlights 

s Planning ·for production. of Euro III ·high .speed diesel from Diesel. Hydro 
Desulphurisation Unit was inadequate. 

(Para 5. 7.2) 

Resid· Fluidised Catalytic Cracking ·Unit .(RFCCU) could. riot process. planned 
quantity of short residue (SR). The unprocessed SR was disposed of as Furnace 
Oil resulting in l~ss ofRs.127.79 crore. · 

(Para 5. 7.3.1) 

The capacity of RF:CCU was not designed i~ line with the. crude. processing 
capacity of the refinery resulting in diversion of available unprocessed feedstock 
for production of low value product. 

(Para 5. 7.3.2) 

Despite adequate domestic dell1and, capacity utilisation of Catalytic Iso.:Dewaxing 
Unit for production Of Group II Lube Oii' Base Stock (LOBS) tanged between 32 
per cent and 67 per cent.- · 

(Para 5. 7.4) 

~ 'The consumption of naphtha for production of hydrogen in Hydrogen. Generation · 
Unit (HGU) was in excess ofnoffi1S resulting in loss of Rs}5.80 crore. · . 

(Para5.7.5) 

Summary of recommendations 

1. MOU target of the refinery may be fvced co_nsidering the potential refining 
. capacity. 

2. The Company should ·commensurale the . capacity of the secondary processing 
units .of the rejhiery with its cr'fll:de processing capacity and properly plan ·the 
production of environment friendly petroleum products as per time frame 
prescribed by the Government of India. · 
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3. The Company should augment the feed processing capacity of RFCCU so as to 
process the available feedstock for generating more distillate product and 
remove the problems in the reactor and regenerator section of RFCCU for 
processing planned quantity of SR in a time bound manner. 

4. The Company should maximise the production of Group II LOBS from CID WU 
after assessing existing and future demand for these products. 

5. The Company should institute corrective measures to reduce excess 
consumption of naphtha in HGU. 

5.1 Introduction 

5.1.1 Haldia Refinery, located at East Midnapur district of West Bengal, was 
commissioned in 1975 with an installed capacity of 2.5 MMTPA 1• The primary objective 
of the refinery is to maximise production of distillates and generate feedstock for Lube 
Oil Base Stock (LOBS) and to produce finished LOBS as per market re~uirement. 

Petroleum products from the refinery are supplied mainly to eastern region through 
product pipelines, rail wagons, trucks and tankers. It is the only LOBS producing refinery 
of the Company. 

5.1.2 Processing units 

The Crude Distillation Unit I (CDU I) of Haldia Refinery was designed to process 2.5 
MMTPA of imported High Sulphur (HS) crude oil. Subsequently, the capacity of the unit 
was de-bottlenecked to 2.75 MMTPA in 1989 and with further modifications, it was 
augmented to 3.6 MMTPA in June 1996. Another Crude Distillation Unit (CDU II) with 
1 MMTP A capacity was added ( 1997) for processing Low Sulphur (LS) crude increasing 
the capacity of the refinery to 4.6 MMTPA. After minor modifications, the capacity of 
CDU II increased to 2.4 MMTPA from 1997. Thus, from 1998 the crude processing 
capacity of the refinery was six MMTPA. 

The lube oil block consisting of Vacuum Distillation Unit (VDU I), Visbreaker Unit 
(VBU), Bitumen Treating Unit (BTU), Propane Deashphalting Unit (PDA), Furfural 
Extraction Unit (FEU), Solvent Dewaxing Unit (SDU) and Hydrofinishing Unit (HFU) 
was commissioned in 1977. The Diesel Hydro Desulphurisation Unit (DHDS) was 
commissioned in 1999 for production of High Speed Diesel (HSD) with sulphur content 
equivalent to 0.25 percent by weight. VDU II and Resid Fluidised Catalytic Cracking 
Unit (RFCCU) were commissioned in 200 1-02 for upgradation of heavy ends to value 
added products. In addition, a Catalytic Iso-Dewaxing Unit (CIDWU) was commissioned 
in 2003 for production of high quality Lube Oil Base Stock (LOBS). Motor Spirit Quality 
(MSQ) improvement facilities were commissioned during 2005 for production of 
improved quality Motor Spirit (MS). 

5.1.3 Production process 

Crude oil is processed in CDU (primary processing unit) from where different value 
added straight run products like Liquefied Petroleum Gas (LPG), Naphtha, Superior 
Kerosene Oil (SKO), Aviation Turbine Fuel (ATF), MS and HSD are generated. The 
bottom product from CDU which is called Reduced Crude Oil (RCO) is further processed 

1 Million Metric Ton Per Annum 
2 

The eastern region consists of West Bengal, Orissa, Assam, Aru11ac/1a/ Pradesh, Manipur, Meghalaya, 
Mi(.oram, Nagaland a11d Tripura. 
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in VDU for production of feedstock for RFCCU and lube units. The Short Residue (SR) 
generated from the bottom of VDU is used for making lube products through subsequent 
processing in PDA unit and SDU. The SR is also processed in RFCCU for production of 
distillate products like LPG, MS and HSD. Remaining part of RCO and SR are disposed 
of as low value product like Furnace Oil (FO). The process flow diagram of the refinery 
operation is given at An11exure XV. 

5.2 Scope of Audit 

The Performance Audit on operation of Haldia Refinery of the Company during the five 
year period from 2002-03 to 2006-07 was conducted through test check of records 
maintained at Refinery Office at Haldia and Refinery Project Office in New Delhi. 

5.3 Audit objectives 

The Performance Audit was conducted to assess that: 

• the capacity fixed for the processing units and the product improvement/ 
diversification/ augmentation schemes in the refinery was reasonable; 

• the utilisation of the processing capacity was optimised for achieving the desired 
refinery throughput and distillate yield; and 

• the consumption of chemicals, catalyst and other inputs were within norms. 

5.4 Audit Criteria 

The fo llowing criteria were adopted for judging the performance of the Refinery: 

• 

• 

• 
• 
• 
• 
5.5 

Installed capacity of Refinery and Memorandum of Understanding (MOU) 
targets . 

Expected market demand of Euro III HSD/ MS and Group II LOBS as assessed 
by the Company. 

Capacity of DHDS/ MSQ for production of Euro III HSD/ MS . 

Available feed for RFCCU/ VBU/ DHDS . 

Approved proposals/ schemes . 

Fuel consumption as per Technical Audit Norms . 

Audit Methodology 

After a preliminary study and collection of background information an entry conference 
was held with the Management on 6 March 2007 to discuss the audit objectives/ sub­
objectives and audit criteria. Test audit was conducted during February to July 2007 
covering the Refinery Offices at Haldia and New Delhi. A Discussion Paper containing 
preliminary findings was issued to Management on 10 July 2007. The audit findings were 
discussed with the Management in the exit conference on 19 September 2007. 

5.6 Acknowledgement 

Audit acknowledges the co-operation and assistance extended by different levels of 
Management at various stages of performance audit. 
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5.7 Auditfindings 

5. 7.1 Capacity utilisation of the refinery 

Crude oil processed by the refinery against its installed capacity of six MMTPA and 
targets set in MOU during the five years ending 31 March 2007 is detailed in Table 5.1 
below: 

Table-5.1 
Year Installed Capacity MOU target Crude oil Perce11tage of 

(MMT) (MMT) processed Utilisation to 
(MMT) installed capacity 

2002-03 6.0 4.1 4.51 75.2 

2003-04 6.0 4.2 4.52 75.3 

2004-05 6.0 4.6 5.42 90.3 

2005-06 6.0 5.0 5.50 91.7 

2006-07 6.0 5.2 5.84 97.3 

It was observed that the capacity utilisation of the refinery was low during 2002-03 and 
2003-04. Despite some improvement in the last three years i.e., upto 2006-07 this 
continued to be lower than the installed capacity. 

The Management stated (August and November 2007) that the crude throughput target of 
the refinery set out in the MOU entered into between the Company and Ministry of 
Petroleum and Natural Gas (Ministry) shou ld be the perfonnance criteria of the refinery 
since MOU target was utilisation based on estimated demand of basket of petroleum 
products in the region in which refinery is located, capacity of the refineries in the region 
and availability of product evacuation logistic support. It was also contended that the 
perfonnance of the refinery was excellent during the above years since it exceeded the 
MOU targets. 

However, it is evident from Table-5.1 above that the MOU targets of the refinery were 
low when compared with its potential refining capacity. Hence, the contention of the 
Management that MOU target should be the benchmark of the performance of HaJdia 
Refinery during the above period can not be acceptable. Besides, the Company had to 
bring in to the region 8922 Thousand Metric Tons (TMT) of different petroleum products 
during 2002-03 to 2006-07 which indicates existence of more demand in the region. 
Thus, it is evident that the MOU target was fixed on a lower side without fully taking into 
consideration the refinery's capacity and the existence of demand for its products in the 
region. 

Recommendation No. 5.1 

MOU target of the refi11ery may be fixed considering the potential refining capacity. 

5. 7.2 Capacity /imitation in DHDS unit 

The Ministry stipulated (March 1995) that use of HSD with sulphur (S) content 0.25 
percent by weight (wt) would become mandatory from April 1999. Accordingly, the 
Company decided (August 1996) to set up OHOS unit with a capacity of 1.2 MMTPA 
(matching with the refinery's potential crude processing capacity of 4.6 MMTPA from 
1997). DHDS unit was commissioned (September 1999) at a cost of Rs.315.06 crore. The 
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unit was.subsequently.modified (December 2000) to produceHSD with sulphiir content 
0.05 per. cent by weight. following instruction (January 2000) of Government of Irtdia 
(GOI)'for supply of HSD of that specification to the metros. With the implementation of 
auto fuel policy, MOP&NG directed (February 2002) that supply of HSD would be (i) 
BS II HSD (0.05 percent.by wt ~S') for entire country from April2005 and (ii) Euro. HI 
HSD (0.035 percent by wt 'S') for four metros and seven other major cities from April 
2005 and for entire country from April 2010. · 

. In November 2000, the Company decided to set up facilities for.improvement in diesel 
quality artd distillate yield (Hydrocracker Project) atHaldia Refinery at an estimated cost 
of Rs~l518 crore. The, basic objective .of this project was 'to produce Euro~ HI HSD in 
line with .the existing crude processing capacity (six MMTPA from 1998) of the.refinery; 
Since the entire Euro IIfHSn would be available from the proposed Hydrocracker unit, 
the refinery did not consiqer enhancing the capacity of DHDS for.production of Euro)II 
I:ISD in line with its crude .processing capacity. It was subsequently decided (April 2003) 
to.defer the implementation ofHydrocracker project till April 2010 as a major portion of 
projected output from· the unit would be surplus since· supply of Euro HI HSD would be 
applicabJe for the country from April2010. DHDS unit was modified in November 2005 

. for production of Euro HI .HSD but without enhancing its capacity in line with the crude 
throughput{six MMTPA}ofthe refinery. In June 2006, the·refinery decidedon.afow 
cost revamp ofDHDS.'unitto 1.5 MMTPA at a.capital costofRs.7.80 crore with a 
completion schedule ofNovember 2007. The _work is yet to be.completed (January 2008). 

As is evident from the sequence of events narrated above, the Company took three years 
. (from 2003 to 2006) to decide on the up gradation of the DHDS. unit to meet the Euro UI 
norms and to enhance the capacity of the unit to. match the rnfinecy capaCity. The 
refinery,. therefqre, couldnot ineet the require-ment of HSD (BS II and Euro'IU) of the 
region and brought about 663 TMT' HSD (including 242 TMT Euro UI grade) into 
eastern region· during. 2005-06 and 2006~07. to meet the deficit. The refinery, however, 
produced about 100 TMTEuro III HSD from CIDWU, (set up for production of Group U 
LOBS) during 2005-06and 2006:.07 by not fully utilising the CID WU for production of 
Group II LOBS despite the. existence of domestic demand for such LOBS (refer to para 
5.7.4). . . . 

While the Management in its reply justified the choice of Hydrocracker technology over 
· the other alternatives, 'it did not justify the delay in exploring the possibility of a low cost 
revamp to tide over intervening period. The decision to modify the unit for production of 
Euro III HSD and the capacity revanip at a low cost couW have been taken after the 
postponement of the Hycirocracker project in April, 2003. · 

Recommendation No. 5.2 

The Company should 

(i) · · commensurate the capaeity of the secondary processing units of the refinery 
with.its crude processing capacity; and 

(ii) properly plan the production of environment friendly petroleum products asper. 
· . timeframe prescribed by the Governmentof India. · 

5. 7.3 Resid Fluidised Catalytic Cracking·unit (RFCCU) 

Audit noticed constraints in th~ design and operation of RF CCU as disc~ssed below: · 
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(i) ·The Company decided (February 1999) to set up RFCCU to upgrade the heavy 
ends to value added products (LPG, MS and· HSD) and thereby increase the 

. distillate yield of the refinery. The feedstock processing capacity (0. 7 MMTP A) 
of the unit was fixed on the basis of refinery crude throughput·of 4.6 MMTPA 
although the crude processing capacity of the refinery had gone up to six · 
J¥MTPA in 1998. Consequences of this mismatch in capacities have been 
discussed in para 5.7.3.2. 

(ii) One of the basic objectives of RFCCU was to process Short Residue (SR), which 
would otherwise be disposed off as FO (a low value product), for production of 
v.alue added products. If SR is disposed off as· FO without ·processing in RF CCU, 
the refinery has to blend distillate product (HSD) as cutter stock to make SR 
niarketable as FO leading to loss of distillate yield. As per design feedstock 
composition, RFCCU was required to process SR to the extent of 20 per cent of 
.its feed. It was observed that three types of feedstock composition (Feed I, II and 
III) were. considered for finalisation of design of RFCCU. While SR was not 
included in Feed I and II, Feed III consisted of SR to the extent of 20 per cent. 
Though RF CCU was finally designed to process SR to the extent of 20 per· cent 
of. its feedstock (i,e., Feed III), the Reactor and Regenerator (RR) section of 
RFCCU was designed for Feed II i.e., without SR as a feedstock component. The 
result of th~ RFCCU's inability to process SR to the extent of 20 per cent due to 
~roblems in RR section has been discussed in para 5.7.3.1. 

5. 7.3.1 Inability to process SR as per the design feed 

RFCCU was commissioned in .September 2001 at a cost of Rs.362.82 crore. Since its 
commiss.ioning, the unit failed to process .SR to the designed level of 20 per cent of its 
feedstock because its RR section was not designed to process feedstock with SR content 
leading ;to high regenerator temperature, more coke formation and inferior product 
pattern. RFCCU was operated by processing lower quap.tity of SR during the period from 
2002-03 to 2006-07. Hence, the SR had to be sold as FO. and the refinery had to blend 
HSD (131 TMT) as cutter stock with the unprocessed· SR (396 TMT) to make it 
marketable as FO (Table-5.2). This resulted in loss of distillate (HSD) yield of the 
refinery to the extent ofRs.12i79 crore3

. . 

Table-5.2 
Year RFC CU SR processed SR not processed in HSD blended as Distillate 

Throughput inRFCCU RFCCU & diverted cutter stock loss due to 
(feedstock (as a toFO* with blending of 
processed) percentage of (TMT) unprocessed SR HSDas 

(TMT) feedstock (TMT) cutter stock 
processed) (Rs. in 

crore) 
(1) (2) (3) (4) (5) (6) 

2002-03 635 lLO 58 19 9.04 
2003-04 577 8.9 64 21 12.63 
2004-05 730 6.0 102 34 33.04 
2005-06 I 738 7.6 92 30 34.73 
2006-07 ' 812 .10.1 80 27 38.35 
Total 396 131 127.79 
*Difference between 20 per cent of feedstock processed and the SR processed in RFCCU 

3 Rs.127. 79 crore is the differential cost. 
I 
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The Management stated (August and November 2007) that: -

o The unit was unable to process more SR due to operational problems and · 
maximisation of SR processing would result in lqwer. LPG production and lower 
liquid distillate yi~ld. 

The present viscosity4 of SR was more thari that considered for designing of 
. RFCCU resulting in lesser SR processing. 

RFCCU processed 730 TMT to 812 TMT of feed during 2004-05 to- 2006-07 
against its capacity of 700 TMTP A and earned additional margin which was more 
than the distillate loss suffered by the refinery during ·such period due to 
processing of lesser SR. 

The Management's contentions are nottenable in view of the foUowing: 

@ With six per cent SR processing the.LPG yield was 15.2 per cent in 2004-05; 
-whereas the yield· increased to 16.3 per cent in 2006-07 with 10.1 per cent SR . 
processing. With 8.9 per cent SR processing the yield ofliquid distillate was 79.8 
per cent in 2003-04 whereas the yield decreased.to 79.6 per cent in 2005-06 with· 
7.6 .per cent SR processing. Thus, there is no linear relation between the 
processing of SR in RFCCU and yield of LPG and liquid distillate therefrom. 

o Viscosity· of SR was not considered as ·a characteristic .of the design feed while 
finalising RFCCU design. Characteristics of the SR should have been analysed at 
the feasibility stage to avoid such problems in the future. 

o The ·additional margin earned by the refinery during 2004-05 to 2006-07 by 
increasing the· throughput ofRFCCU had no relation with the quantum of SR not 
processed in the .RFCCU The fact remains that RFCCU, which was installed to 
process 20 per cent SR ofthe feed, could.not meet its objective. 

The Management further stated that revamp of RFCCU capacity with modifications in 
the design ofits reactor and.regenerator section with the assistance of the process licensor 
would be considered after implementation of Hydrocracker project (2009-10). 

5. 7.3.2 · Capacity limitatimm 

The feedstock processing capacity (0.7 MMTPA) of the unit was. fixed on the basis of 
refmery crude throughput.of 4.6 MMTPA although the crude processing capacity of the 

· refinery had gone up .to six MMTPA in 1998. The details of refinery and RFCCU 
throughput, feed availability and diversion of unprocessed feed to FO in the five years 
ended 2006-07 is given in Table- 5.3. 

4 Property of liquid indicating resistance to flow. 
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Table-5.3 
Year Refinery RFCCU RFC CU Unprocessed Opportunity 

Throughput Feed Throughput RFCCU feed loss due to 
(TMT) Availability (TMT) diverted to not 

(TMT) FO (TMT) producing 
value added 
product 
(Rs. in 
crore) 

(I) (2) (3) (4) (5) = (3)-(4) (6) 
2002-03 4513 700 635 65 26.27 
2003-04 4518 700 577 123 74.34 
2004-05 5418 850 730 120 101.53 
2005-06 5502 850 738 112 94.09 
2006-07 5836 900. 812 # 88 89.38 
Total 385.61 

* Proportionate to 0.85 MMTPA RFCCU capacity at refinery capacity of 5.5 MMTPA as 
assessed by tire Management 

Total 
(Rs. in 
crore) 

(7) 
100.6 1 

285.00 

385.61 

#Throughput was increased by operating tire unit for 363 days against 333 design operating days. 

The unit could not be operated at its full capacity during 2002-03 and 2003-04 although 
the required feedstock was available. Low capacity uti lisation of RFCCU during these 
two years was on account of shutdown of the unit due to inherent problems in its reactor 
and regenerator section. The unprocessed feed of the unit had to be disposed off as FO, 
which resulted in an opportunity loss of Rs. I 00.61 crore based on the difference between 
the value of distillate products that could be generated from such feedstock in RFCCU 
and FO. 

Further, with the increase in refinery throughput beyond 4.6 MMTPA from 2004-05, 
more feedstock was available for RFCCU. However, due to its capacity limitation (0.7 
MMTPA), the unit was unable to process such excess available feedstock for production 
of value added distillates (LPG, MS, HSD) and the unprocessed feedstock was diverted 
for production of low value product (FO). Thus during 2004-05 to 2006-07, the refinery 
lost an opportunity to earn Rs.285 crore5

. 

Besides, it was assessed that the availability of feedstock for RFCCU at the refinery 
throughput level of six MMTP A was about one MMTP A. Hence there was a mismatch in 
capacity fixation of RFCCU at the installation stage (in 1999) with reference to crude 
processing capacity of the refinery since 1998. 

The Management stated (November 2007) that at the existing crude throughput capacity 
and with the enhancement of LOBS production capacity after commissioning of CID WU, 
the feed availability would be less than the actual capacity of RFCCU. The contention is 
not tenable since after the commissioning of CIDWU (March 2003) the actual feed 
availabi lity for RFCCU increased from 850 TMT to 900 TMT during 2004-05 to 2006-07 
which was more that its capacity. 

5 Rs.285 crore have been calculated based on tire diff erence between tire value of distillate products that 
could be generated from suc/1/eedstock in RFCCU and FO. 
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Recommendation No. 5.3· 

The _Company should 

(i) augment the.feed processing capacity of RFCCU so as to process the· available 
feedstock/or generating more distillate product; and 

(ii) .. rem~ve the problems in the reactor and regenerator section of RFCCU for 
processing planned quantity of SR in a time bound manner. 

5. 7.4 Capacity uiilisation of CID WU for produ~tion of Group .II LOB'S 
' . . . ' . . 

In order to enhance LOBS production with improved quality oils; the Company decided 
(July .1999) to install Catalytic Iso-Dewaxmg Unit (CIDWU) for production of 140 TMT 
pe~ annum. Group II LOBS. 'J;'he capacity of this unit was fixed based on projected 
indigenous demand~ The CIDWV set up at a cost ofRs.361.84 crore, was commissioned 
in March 2003. The year wise market demand and production of Group II LOBS by the 
refinery during the four years ending 2006-07 are given in Table.- 5.4. · . : . . . 

Table-5.4 

Year Domestic market Group II LOBS production Actual Group P.ercentage of 
demand of G.roup n capacity of CID WU II LOBS capacity 

LOBS (TMT) production in u'tii.lisation of 
(TMT) cmwu CIDWUfor 

(TMT) production of 
Group ll LOBS 

2003-04 149 140 45.72 32' 
2004-05 172 140 79.60 57 
2005-06 194 140 76.82 55 
2006-07 235 * 140 93.13 67 ... * Pro1ected by the Marketing D1vts1on 

The Management stated (November 2007) that the production of Group II LOBS was in 
accordance with demand placed by the Marketing Division. However, as evident from 
Table-5.4 above, there was sufficient domestic demand for Group II LOBS, while the 
actual production was only 30 per cent to 46 per cent' of the domestic demand and 32 per 
cent to 57 per cent of the installed capacify during the period from· 2003-04 to 2004-05. 
During 2005-0.6 and 2006-07, the production of Group IILOBS was ·only 55 per cent to 
67 per cent of the installed capacity and the spare capacity of the unit was utilised for 
production of Euro Ill fISD (71 TMt in 2005-06 and 28 .TMT in 2006-07) due to 
capacity limitation ofDHDS unit (refer to Para 5.7.2). 

The Management further stated that Euro III HSD was produced from CIDWU by using 
·the available spare capadty after meeting the market demand of Group II LOBS as. per 
· requirement furnished by Marketing Division and thereby the gross margin of the 
refinery was increased during 2005-06 and 2006-07 as this operation boosted the refinery 
throughput. . . 

The contention of the Management is not tenable since there was adequate domestic 
demand for Group II LOBS during the above period as assessed by the Marketing 
Division, but the Company could not cater to it resulting in idling of CIDWU. With the 
requisite enhancement in DHDS capacity and utilisation of CIDWU for Group II LOBS 
production, the Management could have achieved higher refinery throughput and gross 
margin in 2005-06 and 2006-07. · 

55 



Report No. PA 9 o/2008 
I • 

The Management also stated that there was limitation of gradewise production capacity 
of CIDWU for Group II LOBS. This is contendable by the fact that the actual production 
of. a particular grade of Group II LOBS (500 NIH 500) was more than its production 
capacity ,during all the four years from 2003-04 to 2006~07; 

Recommendation No. 5.4 

. The Company should maximise the production of Group II LOBS from CID WU after 
assessing existing and future demand for these products. 

· 5. 7.5 Excess consumption of naphtha in Hydrogen Generation .Unit (HGU) for 
p~oduction of Hydrogen ' . _ . 

. . 

to meet ,the requirement of hydrogen for DHDS uriit, one HGU with a capacity of 11,000 
MTPA was installed in July 1999. The capacity of HGU was subsequently (June 2003) 
enhan~ed to 15,000 MTP A. Hydrogen was produced from this unit by processing naphtha 
( distillat~ product) as input. The design yield of hydrogen from naphtha was 26.5 per · 
cent. U was, however, observed that during the period 2002-03 to 2006-07 (excepting 
2003-04) the actual recovery of hydrogen from naphtha was less than the design yield 
resulting: in excess consumption of naphtha (9.8 TMT) valuing Rs.15.80 crore for 
generation of the required quantity of hydrogen. It was observed that such excess 
consumBtion of naphtha w~s the result of frequent start up and· shut down of the unit due 
to unreliable power supply. 

The Management stated (November 2007) that modification jobs in the electrical system 
were tak~n up for improvement in reliability in power supply. . 

Recommendation No. 5.5 
I 

The Company should institute corre'Ctive measures to reduce excess consumption of 
naphtha in HGU. 

I 

5. 8 Conclusion 

The capacity utilisation of Haldia Refinery was low during 2002-03 to 2005-06 and the 
Company had to bring in products fromother regions to meet the demands of the regions. 
Capacities of the secondary. processing units like DHDS and RF CCU did not match the 
primary : crude processing capacity. of the refinery. This resulted in diversion of 
unprocessed feedstock for production of low value products, blending of considerable 
quantity .bf distillate products as cutter stock as well as lower crude throughput leading to 
substantial revenue loss. There was also lack of preparedness for meeting the product 
(Euro Ill HSD) specification requirements of Auto Fuel Policy (February 2002) of 
Government of India. Despite availability of domestic demand for Group II LOBS, there 
was not bnly under utilisation of CID WU but the unit was used for generation of Euro III 
HSD. . 

The matter was reported to the Ministry in January 2008; reply was awaited. 
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CHAPTER VI 

Indian Oil Corporation Limited 

Marketing of petrole11m prod~cts to bulk. consumers 

Highlights 

<!I 

0 

iii) 

.. 

Indian Oil Corporation Limited (Company) lost market share in the bulk market 
of naphtha (from 28 per cent to 23.8 per cent), Furnace Oil (FO)/Low Sulphur 
Heavy Stock (LSHS) (from 59.8 per cent to 56.8 per cent) and bitumen (from 
61.2 per cent to 60 per cent) during 2002-03 to 2006-07. · 

(Para 6. 7.l(ii)) 

During 2002-03 to 2006-07, the Company lost 131 bulk consumers and sales 
volume of 516919 MT to other oil marketing companies like Bharat Petroleum 
Corporation Limited .and Hindustan ·Petroleum Corporation Limited. The 
Company also lost business aggregating to. L86 million metric tons due to 
shifting of customers to alternate fuels . 

(Paras 6. 7.2.1 and 6. 7.2.2) 

·. Non-:inclusion of bulk products in performance parameters in Memorandum of 
Understanding (MOU) with the Government resulted in incomplete evaluation 
and rating of performance of marketing activities of the Company. 

(Para No. 6. 7.3(i)) 

There had been continuous increase in discount expenses by 423.11 per cent from 
Rs.269.59 crore in 2002-03 to Rs.1,410.26 crore in 2006-07, though there was 
only three per cent increase in the total bulk consumer sales of the Company from 
20401.1 thousand metric tons to 21022.4 thousand metric tons during the same 

· period. In case of FO/LSHS and naphtha there was a decline fu sales volume 
after 2004-05 despite enhancement in discounts offered by the Company. 

(Para No. 6. 7.5(i)) 

The Company extended discount of Rs.1,336.63 crore on sale of High Speed 
Diesel and Rs.352,11 crore on sal~ of Aviation Turbine Fuel during.the period 
2002-03 to 2006-07 without any structured discount policy for the products .. 

(Pata No. 6. 7. 5.1 (i)) 

Frequent revisions in terms of agreement with Rajasthan State Road Transport 
Corporation· Limited resulted in a loss of Rs.13. 78 crore to the Company. · · 

(Pata No~ 6. 7.5.1 (iii)) 

. In Punjab; M~harashtra and Rajasthan State. offices the sales targets for certain 
products like · FO, LSHS, light diesel oiL (LDO), and bittimen could not be 
achieved even after extension of discount beyond cap. · 

(Para No~ 6. 7.5.1 (iv)) 
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At three State offices of the Company in Northern Region, discount of Rs.9.02 
crore beyond marketing margin was allowed during the period 2002-03 · to 2006-
07. 

(Para No. 6. 7.5.l(v)) 

f..s on 31 March 2007, out of the total dues of Rs.3,859 crore outstanding from 
non-DGS&D customers, dues amounting to Rs.963 · crore (25 per cent) were 
outstanding beyond the credit period. Of these dues, Rs.238 crore or 25 per cent 
had been classified as 'doubtful' by the Company; 

(Para No. 6. 7.6.2) 

o Kerala State Road Transport Corporation was extended credit beyond its 
approved limit and that for the State office resulting in a total outstanding of 
Rs.109.85 crore from the Corporation, as on 31March2007. 

(Para No. 6. 7.6.2 (i)) 

'.fhree hundred and eighty nine consumer pumps valuing Rs.6,80 crore and nine 
Railway consumer depots valuing Rs.2.44 cror~ were idle and 950 consumer 
pumps valuing Rs.16;62 crore were underutilised thereby making a total 
investment ofRs.25.86 crore wasteful. 

(Para No. 6. 7.9) 

The Company suffered under recoveries of Rs.212.73 crore on. account of 
transportation charges ofLDO and naphtha and Rs.145.54 crore on transportation 
of high speed diesel and motor spirit during2005-06 and 2006.:.07. 

. (Para No. 6. 7.10) 

Summary of recommendations 

1. The Company should consider including all its major products for evaluation as 
per the setperformance parameters and targets in MOU with the Government of 
India. · 

2. The State Offices should be strongly advised to adhere to discount caps and the 
sales target. Discounts above the caps should be fully justified in. a transparent 
inanner and reviewed periodically by next appropriate authority and should be 
. closely monitored at Head office. · 

' ' 
I 

3. The Company should formulate a formal policy for extension of credit for 
aviation turbine fuel supplies to airlines and monitor adherence to it. 

4. · The Company should ensure· that the Management information System for 
monitoring the cost of credit beyond permitted limits is put in place to assist the 
Jtlanagement in taking conscious decisions and the monitoring of outstanding 
dues beyond credit period is made more rigorous. 

5. 'fhe Company should streamline its internal systems to ensure billing and follow 
up with .the DGS&D consumers for timely issue of bills and collection of 
payment. 

6. 'fhe Company should strengthen its system of periodical review of 
infrastructural facilities to the customers in order to ensure optimum return on 
its investment. 
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7, The Company should review its policy on recovery of transportation costs for 
sales to bulk consumers to safeguard its interests. 

6.1 Introduction 

Indian Oil Corporation Limited (Company) was incorporated in l964 with the merger of 
· Indian Oil Company Limited and Indian Refineries Limited. It is currently India's largest 

Oil Marketing Company (OMC) by sales with a turnover of Rs.2;20, 779 crore and profit 
ofRs.7,499 crore for year 2006-07. The Company and its subsidiaries account for 47 per 
cent of the market share of.petroleum products. 

The Company has its marketing network spread throughout the country. The Marketing 
Division, with Headquarters at·Mumbai· is headed by Director· (Marketing). H has· four 
Regional Offices located at Mumbai, Delhi, Kolkata and Chennai, each headed by a 
General Manager. The Company is marketing its products to retail customers through 
retail outlets, Servo Shops, LPG dealers, SKO dealers and supplies directly to its bulk 
consumers. The bulk consumers are categorised into: · 

(a) DG&SD consumers i.e., paramilitary forces, railways, army, air force and navy; 
and 

· (b) Non-DG&SD consumers consist of various other sections mainly airlines, thermal 
and power companies andfertilizers companies. 

_As per the statistics of March 2007, the Company had 48164 bulk consumers which 
included 339 DGS&D consumers and the remaining 47825 consumers were non­
DGS&D consumers. 

The t.otal share of sales to bulk consumers was 41.42 per cent of the total sales in 2006-
07. An analysis of the data relating to total quantity of bulk sales of petroleum products 
by the Company during the period 2002-03 to 2006-07 revealed that most significant 
bulk products were High Speed Diesel and Furnace Oil/Low Sulphur Heavy Stock, 
constituting 33 .36 per cent and 32~99 per cent, respectively of the. quantities sold to bulk · 
consumers in 2006-07. 

6.2 Scope of Audit 

A review· of the perforinance of the marketing activities ~elated to the bulk consumers 
sales in respeet of major products viz., naphtha, Aviation Turbine Fuel (ATF), High 
Speed Diesel (HSD); Furnace Oil (FO), Low Sulphur Heavy Stock (LSHS) and bitumen 
was taken up with a view to assess the efficiency, economy and effectiveness of these 
activities. Records relating to the receipt; storage and distribution of petroleum products 
for the last five years ending 31 March 2007 were test .checked in audit.' The marketing 
activities were reviewed based on the records and information available in the Head · 
Office and.16 State offices under the four Regional offices. 

6.3 Audit objectives · 

Performance audit was carried out to assess the effectiveness of 

(i) formulation and implementation of the marketing strategy involving credit policy, 
discount policy, policy for allowing customers to make payments by cheques, to 
retain and increase market share and sale volumes; 

(ii) systems established for achievement of bulk sales targets as envisaged in the 
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~emorandum of Understanding (MOU) entered with the Government of India 
(GOI); 

(iii) the infrastructure facilities created by the Company for supply/transportation of 
petroleum products to bulk customers .and mechanism established for recovery of 
costs; and · · · · · 

. . . 

(iv) policy to manage competition from other oil marketing companies (OMCs) and 
alternate fuels. 

6.4 Audit criteria 

The following criteria were adopted for assessing the performance: 

e Sales data pertaining to the period 2002-03 to 2006-07 including sales targets and 
MOUfargets. 

® The policies and guidelines on·marketing activities and sales promotion issuedby 
the Management. 

6.5 

I 

The ·credit policies, discount polici~s and cheque facility policy followed by the 
I 

Company. 

Various schemes introduce.d by the Marketing Division to boost sales 
performance. 

Policies regarding providing infrastructure facilities to bulk consumers. . 
! . .. 

Audit methodology 

Audit methodology involved review of relevant and .available documents, analysis of 
statistical information and discussions with the Management. The. Management was 
apprised of the objectives of the Audit through an entry conference held on 30 April 2007 
and metrtings during the audit. The Management's replies received in October 2007 and 
N_ovemoer 2007 were considered while preparing the report. 

The sample was selected on judgment basis. All high volume bulk consumers (i.e., 339 
DGS&D consumers), contributing more than,70 per cent of total sales in each segment of 
petroletjm product, were selected. Of the temainirig, a sample size of 250 non-DGS&D 
bulk consumers representing 0.5 per cent of total non.:DGS&D consuniers were covered 
in audit: · 

6. 6 ·Acknowledgement 

Audittak:es this . opportunity to thank the Management and the staff of the Company for 
their cotoperation and assistance in the conduct of this Performance audit. 

6.7 

6.7.1 

(i) 

i4.udit findings . 

Market share of bulk sales 

During the period from 2003-04 to2006,-07 the quap.tity ofbulksales to, total.sales 
of the ComP,any declined from 44.67 per cent to 41.42 per cent as shown below~ 
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Considering 2002.:.03 as a base year the bulk sales increased by_three per cent; upto 2006-
07 which was not commensmable with growth ·of total. turnover. of the Company. which 
grew by .10 per cent during the same period as shoWJ?. below: 

· Talb>Re.,.6.:R: <Cl{])mDali°nsoJlll ·oJf llmllk sailesJ:I{]) tofa~ s.alles 
... 

-Yeal!" 2005-06 2006-07 

.Total sales (in TMTs) 46336.2 · 46795;6 . 48797.2 47700.7 50751.5 

Bulk sales (in TMTs) 20401.I . 20904.1 '21319.5. 20266.0 21022.4 
... 

. .... 
Per.cent growth in total sales quantitv* 100 101 105 .. · 103 110 

_···. ·.: ' .. 
Per cent gr:owth in bulksales quantitv* 100 102 105 99 . 103 
*Considering2002-03·as a baseyear 

·(ill) Olllmpal!Ily,s market slhlarre vis a vis l{])tllnell" OM Cs. 

The positiop. of iriarketshare of the Company in. comparison to .otherrhajor competitors 
inthe mdustfy during t],le period 2003-:-04 to·2006-07 iJll various products was as· below: 
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Table 6.2: Market share of maior players of oil industry (per cent) 

Naphtha 

Year IOCL BPCL1 HPCL2 RIL1 Others 

2003-04 28.0 10.4 11.2 44.3 6.1 

2004-05 46.4 14.5 20.2 9.4 9.5 

2005-06 2 1.8 12.l 9.8 52.4 3.9 

2006-07 23.8 I I. I 10.3 50.0 4.8 

FO/LSBS 

Year IOCL BPCL HPCL RlL Others 

2003-04 59.8 16.9 15.9 3.6 3.8 

2004-05 61.4 19.1 15.8 1.2 2.5 

2005-06 58.7 22.1 16.4 1.0 1.8 

2006-07 56.8 21.3 17.8 1.8 2.3 

Bitumen 

Year IOCL BPCL HPCL RIL Others 

2003-04 6 1.2 11.8 18.9 -- 8.1 

2004-05 63.3 13 .1 15.9 -- 7.7 

2005-06 62.8 14.6 14.9 -- 7.7 

2006-07 60.0 13.5 18.8 -- 7.7 

In three products given in the table above, the Company lost market share in the bulk 
market. In naphtha segment, RIL emerged as the major competitor having captured the 
largest share of market which increased from 44.3 per cent in 2003-04 to 50 per cent in 
2006-07. In FO/LSHS segment BPCL and HPCL increased their market share during the 
period 2003-04 to 2006-07. 

The main reasons of decline in the market share of the Company were: -

• 

• 

6.7.2 

Competition amongst the OMCs both in public and private sector, after 
dismantling of Administered Price Mechanism (APM) in April 2002; 

Shifting of some consumers like fertilizer companies to alternate fuel like gas 
which resulted in shrinking of the market for naphtha. 

Shift of business 

6. 7.2.1 Competition among OMCs 

Consequent to deregulation of the APM with effect from 1 April 2002, the Company 
faced stiff competition from other OMCs. Audit examined the trend of shifting of 
customers from the Company to other OMCs and consequential loss of business to the 
Company. 

1 Bharat Petroleum Corporation Limited 
2 Hindustan Petroleum Corporation Limited 
1 Reliance Industries Limited 
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The year wise movement of customers and business from the Company in the last five 
years ended March 2007 to other OMCs is given below:-

Table 6.3: Movement ofcustomeirs with quantity from Cmrnpal!D.y to other OMCs 
2002-03 2003-04 2004-05 2005-06 2006-07 Net Hoss 

Figlllres in brackets show net gain to the CompaJmv 

"' "' "' "' "' "' ..,,., 
"" 

..., 
..... t "' "" "' "" "' "" 

..., 
"=' .t 

..., 
y .... ~ Em; Fe .... ~ Em; .... ~ Fe "='' ~ Fl Fe = =e ~ =s ~ =s ~ =e ·~ e e ~ ~ 5 ~ "' =.a ci ,g =.a ci .s • e 

e = = ,e. ,e. ,e. ~ 
e..,,., ,e. ~ "" z.., z.., z.., z..., z"' zt:: 

~ = O' = O' = OJ = OJ = 01 = 01 y y y y y y 

FOILS HS 25 94626 8 40859 5 (35532) 104 295406 (p) (29664) 136 365695 
HSD 3 (4870) 7 . (12017) (14) (15940) . (7) 155597 (28) (41958) (39) 80811 

Naohtha 0 0 0 0 0 0 0 0 2 28000 2 28000 
LDO 6 21850 1 3705 (3) 7620.2 14 (5327). (7) (3759) 11 24089 

JBimmen. 7 11050 6 14 4 11800 3 (1800) (3) (11150) 17 9914 
SKO ·o 0 0 0 1 7200 2 359 0 0 3 7559 
HPS 1 850 0 0 0 0 0 0 0 0 1 850 
Totall 42 123506 22 32561 m (24852) :U6 444235 (42) (5853:1.) ll31 5ll6919 

*All figures have been worked out after reducing the customers/business gained by the Company from 
the customers/business lost. · · 

. . . 

Audit analysed that during 2002-03 to 2006-07; the Company lost a total of 131 bulk 
consumers and sales volume of 516919 MT to other OMCs. 
- . . . . ' 

The Management stated·that competition among the :esu Companies and with the Private 
Sector was bound. to have a bearing on swinging volumes and percentage of market 
shares .. It also stated that other OMCs had been able to increase their market share by 
offeririg more discounts than those offered by the Company. · · . 

The Managemenf s reply is not acceptable because the amount of discounts offered by 
the Company also increased during the period µnder review as discussed in para 6. 7 .5 (i) 
without resulting in cchriniensurate increase/retention of market share. 

6. i.2.2 Switching over of consumers to alternate fuels 
. . 

hue to a rising trend in crude prices, petroleum products became costlier over the years 
resulting in switching over of bulk consumers to other sources of fuels like electricity', 
coal and g~s. ·Consequently petrole'um products like naphtha, FO and LSHS· became 
surplus. 

Table-6.4 below indicates the product wise loss of. business by the Company during 
2002-03 to 2006-07 due to customers shifting to alternate fuels. 

Table-6;4: Loss of busi111.ess due fo sllnifting of custom.re.rs to alteirmde fo.e!s 
(inMTs) 

llP'ro<llucts 2002-03 2003-04 2004-05 2005-06 2006-07 'JI'ot:nll 

[Naphtha 0 103915 131707 609961 14638 860221 
IFO 48580 24950 83602 168363 203322 528817 
ILSHS 30000 0 205127 400 11800 247327 
IHSD 56260 1352 13882 8241 42648 122383 
ILDO 10860 21420 18113 29883 6628 86904 
IHPS 0 0 0 16228 1772 18000 
Total 145700 151637 452431 833076 280808 1863652 
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During: the period 2002,..03 to 2006-07, it was noticed that the major business loss was in . 
case of naphtha, FO and LSHS which accounted for 5.41 per cent, 2.48 per cent and 1.66 
per cerit, respectively of the total sales of these products during the period under review .. · 

The Management stated that drop in naphtha sales was due to customers switching over 
to gas., To utilise surplus naphtha, installation ofnaphtha cracker and Coker units at 
refineries was under consideration and till such time as the units· are coIIimissioned, the 
surplus' naphtha was being exported. 

The reply was not tenable because in the similar market conditions the market share of 
· BPCL did not fall and Reliance Industries Limited was able to increase its market share. 
The naphtha cracker unit that was scheduled to be commissioned in February 2008; had 
been delayed to November 2009. The export of naphtha was not a very viable alternative 
as the Company had incurreda loss ofRs.598.99 crore on export ofnaphtha during2005-
06 and 2006-07. 

6. 7.3 Targets for marketing activity 

The Company enters into a MOU with . the GOI every year fixing ·the performance 
evaluation parameters and targets for its various activities includmg marketing. The 

· deflciertcies observed in this system ofperformance evaluation and fixing targets were as 
follows: -

(i) Non-indu.u.sion of bu.u.lk produ.u.cts in MOU targets 

Till 2094-05, the Company did not include sales of bulk products for fixing performance 
evaluation parameters and targets in the MOU signed with the Government, though this 
segment constituted more than 40 per cent of the total sales of the Company. From 2005-
06 onwards sales of MS and HSD to bulk consumers were included in the performance 
evaluation parameters and targets but other bulk sale products like FO/LSHS, naphtha, 
bitumeµ and ATF, which constituted 27.6 per cent of the total sales of the Company in 
2006-0J still remained excluded from the MOU. · 

The Management stated that MOU parameters were decided by an independent task force 
constituted by DPE under the Ministry of Heavy Industries, in which the Company was 
not represented. The Management added that black oils and bitumen were not proposed 
to be iJtcluded in MOU due to constraints in its availability on account of crude mix and 
refinery upgradation projects and. in case of naphtha more and more customers were 
switching over to natural gas and the excess naphtha was exported which is not 
considered for market share calculations. 

The reply was not tenable because MOU parameters were decided by the task force on 
the basis of proposals made by the Company. The Company did not propose targets for 

I . . . . . . . . . . 
bulk marketing of these products because of its constraints and thereby completely 
excluded these iteins, which constituted 27 .6 per cent of the total turnover, from the· 
MOU.. - . -

~ I . . -

Exclus~on of these bulk products resulted in incomplete evaluation and incomplete rating 
of the performance of the Company as decline in the quantities of products like FO/LSHS 
and naphtha sold during the period · 2002-03 to 2006-07 was not· considered when 
evaluating the performance of the Company by the Ministry. 
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(ii) Revisions and downsizing of sales targets fuxedlin internal MO Us. · 

The Company set its own State office and product wise annual sale targets for bulk sale 
of products including FO/LSHS, bitumen, and naphtha but exciuding ATF. Audit noticed . 
thatthe Company revised its annual internal targets and downsized these to adjust for 
deviations in their achievement on requests from State Offices. Further, Audit analysed 
that such revision generally took place in respect of those consumer products (FO/LSHS, 
bitumen and naphtha), which were not included inperformance parameters in MOU with 
the Government. Thus the very purpose of setting targets was defeated. 

A test check for records of 2005-06 at 13 state offices· disclosed that there was downward 
revision of targets in 25.cases of which; four cases pertained to products covered in MOU 
and remaining 21 related to non-MOU products. While the downward revision in MOU 
products ranged from L51 per cent to 7.11 per cent, the downward revisions in non­
MOU products ranged from 3A3 per cent to 59.41per cent. 

The Management stated that targets were downsized whenever· the potential itself came 
down due to factors beyond the control of the Company such as substitution of naphtha 
by gas and/or in cases of reduced avaifa.bility of the product, viz., LSHS/LDO due to 
processing of economically advantageous high sulphur crude. Targets are not revised due 
to any loss of sales to the competitor. fo respect of HSD (bulk sale) the targets and the 
achievement have.been consistently going up which proves that the target setting process. 
and monitoring ·of sales are institutionalised processes duly incorporating mid:.course 
correction ill the.Company. 

The reply is not tenable b,ecause internal targets were generally downsized in respect of . 
those consumer products (FO/LSHS, bitumen and naphtha), which are not included in 
performance parameters in MOU with the Government.This indicated that the marketing 
activity did not adequately focus on non-MOU products, despite constitUting a major 
portion of the bulk product trade as discussed above~ . 

Recommendation No. 6.J 

The. Company should consider indauling all its major products for evaluation as per 
the set performance parameters and targets in MOU with the Govemment of India. 

· 6. 7.4 Marketing Strategy · 

As part of the marketing strategy, annual strategy meets were conducted at corporate 
. level to take account of the changing business scenario and evolve suitable strategies on 
discounts, credit, and cheque facility for different products and segments of consumers. 

Audit reviewed the formulation process of the Marketing strategy and its implementation 
and arising observations are discussed below: 

6.7.5 Discmmtpolicy 

The discount poliCy empowerillg the Heads of State office.s to offer discounts on FO, 
LSHS, LDO and other free trade products was approved by Director (Marketing) in 
Jan~ary 2002 in order to combat the competition arising out of imports by traders, direct 
import by customers and also from other OMCs including standalol).e Refineries. 
Discount caps fixed in respect of four products viz., FO, LSHS, LDO and bitumen were 
approved annually and communicated to the Heads of the State offices. 

Audit conducted the cost benefit analysis of implementation of discount policy during the 
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period from 2002-03 to 2006-07 and noticed that: 

(i) Increasing discounts without commensurate increase in consumer sales 
The position of the discount allowed by the Company in respect of six bulk products vis a 
vis total bulk consumer sales during the five years ended March 2007 was as given in 
Table-6.5 below: 

Table-6.5: Statement of total discount and sales 

Year Total bulk consumer sales Total discount Discount per MT of 
volume (Rs. in crore) 

sale 

ITMTI 

2002-03 20401 270 132 

2003-04 20904 520 249 

2004-05 21320 902 423 

2005-06 20266 1115 550 

2006-07 21022 1410 671 

Though there was 3.05 per cent increase in the total bulk consumer sales of the Company 
from 20401 TMT in 2002-03 to 21022 TMT in 2006-07 the discount increased by 423 
p er cent from Rs.270 crore in 2002-03 to Rs.1 ,410 crore in 2006-07. 

In case of FO/LSHS and naphtha the Company suffered a decline in sales volume after 
2004-05 despite enhancement in discounts as indicated in Graph 2 below: 

Chart 6.2 

Comparative trend of discounts offered and sales achieved 
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- Bulk Sale of FO/LSHS -+-Discount on FO/LSHS 

The Management stated that the competition had further worsened with the entry of 
private players. The market determined discounts were required to be offered for timely 
evacuation of the products. The market share of FO was decreasing basically due to high 
discount levels of other OM Cs who bad export surplus. 
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The reply indicated that though the Company held the major share in petroleum market of 
the· country yet it was fmding difficult to withstand competition from OM Cs and could· 
not retain its market share in FO/LSHS, naphtha and bitumen as brought out in para 
6,7.l(ii) above. 

6. 7.5.1 Deficiencies in the implementation of the.discount policy 

The discount policy of the Company was intended· to retain as well as increase its market 
share in the bulk consumer segment. However, the Management was required to 
implement the discount policy prudently and monitor its results closely. Test check in 
audit revealed deficiencies in the implementation of the discount policy as follows: 

(i) Extension of discount on products not covered under the discount policy 

The discount policy of the Company did not cover HSD and ATF. Audit observed that 
the Company extended discount ofRs.1,336.63 crore on sale of 31757 TMTs ofHSD in 
all the regions, during the period 2002-03 to 2006-07. Similarly, a discount of RS.352.11 
crore was allowed on case to case basis on ATF against a sale of 9641 TMTs, during the 
period 2002-03 to 2006-07. A further analysis revealed that these discounts, which were 
not covered .. under a structured discount policy and allowed on a case to case basis, 
constituted 28.7 per cent of the total discount allowed to bulk consumers during the said 
period. In the absence of a structured· policy for offering discounts it was observed that 
the rates of discount were not commensurate with the sale volume of the customers as 
given in Annexure XVI. 

The Management stated that in general discount on products like HSD .was not extended. 
Wherever the necessity of discount arose, the same was extended with conscious 
approvals. In case of ATF, HPCL started discount war in 2003-04 by offering heavy 
discount to new international airlines by violating the industry understanding in vogue. 
This led to demand for higher discounts by other foreign international airlines, which 
were Company's customers. The discount beyond margin on HSD gets ·compensated 
under the mechanism of sharing of under realisation instituted by GOI. · 

The reply that in general discounts were not extended on above products was not tenable 
as the Company had given discount of Rs.1,336.61 crore in all the four regions on HSD · 
sale of31757 TMTs and Rs.352.11 crore on ATF during the period 2002-03 to 2006-07. 
Further the margins on HSD had turned negative during 2002 to 2004. ·The under 
recoveries sharing mechanism of the GOI compensated only part of the under recoveries. 

Extension of large quantities of discounts on products not covered under a structured 
discount policy carry an inherent risk of inconsistencies and irregularities in dealing with 

· cases on stand alone basis. 

(ii) Extension of additional discount to settle old dues 

Uttar Pradesh State Office had been supplying HSD to UP State Road Transport 
Corporation (UPSRTC) under ari agreement signed with them from 1 December 2003 to 
~O November 2005 which was subsequently extended up .to 11 September 2008. A 
discount of Rs.600 per KL (enhanced to Rs.810 per KL with effect from 12 September 
2005) was allowed to UPSRTC under the agreements. Out of the total dis.count allowed, 
an amount of Rs.150 (enhanced to Rs.310 per KL with effect from 12 September 2005) 
was to be adjusted against the old outstanding dues of Rs.10.04 crore as on 31 March 
2002 of UPSRTC, During December 2003 to June 2007 the State Office adjusted the 
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' 

discoill}t of Rs.11. 81 crore for settlement of outstanding dues and interest thereon. The 
amoun~ of dues including interest aggregating to Rs.3~38 crore could not be adjusted so 
far (Ju11e 2001r · 

I ,. . . 

The M~nagement stated thaUhe discount was increased from Rs.150 perKL to Rs.310 
per KL] as Reliance Industries Limited(RIL) was.a competitor. n was a business decision 
to adjust old outstanding of Rs.10~04 crore and to waive interest. Volume was now tied I . . . 
upto September 2908. . . . · 

The· re~ly is not acceptable as settlement of old debts of the customers by way of offering 
additioval discount tantamounts to waiver of bad debts and therefore, required the . 
approv41 of the· . Board of Directors. · This was against the financial discipline and 
delegation of financial· powers. . 

(iii) ~requent rev~silms and violation of the terms of agreement 
I . . . . • 

As per: agreement for sale of HSD to· Rajasthan State Road Transport Corporation 
Limited. (RSRTC)·signed in February 2004, the Company allowed a discount of Rs.450 
per KLf Though the agreement was for a period of three years, the Company increased 
the disd,ount to Rs.650 per KL in July 2004, with effect from February 2004 and again to 
Rs:850 per KL iri July 2005 on the justification of competition from RIL. The Company 
also cohverted Rs.50 per KL prompt payment discount as per agreement into regular 
discou~t from July 2005 thereby increasing the total discount to Rs;900per KL. Frequent 
revisi.o~s in terms of agreement resulted in a loss of Rs~l3.78 crore (Rs.2;59 crore on 
account of change in credit terms, Rs.10.24: crore on account of increase in discotint and 
Rs.95 l~kh on account of converting Prompt Payment Discount into trade discount). In 
addition to increased discount, the Company also revised the payment terms of the 
· agreein~nt allowfog the customer to pay in three fixed instalments in a ·month ins.tead of 
paymen'ts for actual supplies thrice a month.· The relaxation of the cmnmercial terms was 
to he viewed in the light of the fact that the Company already had a negative marketing 
margin Ion the sale of HSD to the customer which increased to Rs.l 7.83 crore after the 
above financialco~cesslons. . . . · 

I 
- I , -. . . ". 

The M~nagement stated that commercial terms for RSRTC had been revised from time to 
time to i protect volumes of 10000 KL per month due to threat from entry of Reliance 
Industries Limited during 2004. During February 2007 Rajasthan State Office was the 
first state to reduce discount from Rs.900 per KL to Rs.500 per KL. 

I .· ... 

The reply is not tenable because frequent revisions in the terms of agreement defeated the 
very pui-pose of entering into a long term agreement. 

(iv) . Extension_ of discount beyond the discount cap 

In a·tesr check of records of Northern and Western Regions (sample.spread over Punjab 
and Rajasthan State offices in: the Northern region and Maharashtra State offices in the 
Western region), it was.noticed that a discount of Rs.197.33 crore was extended against 
the disdount cap of Rs.148.82 crore by these three state offices during the period 2004-05 

1 . . 

to 2006-07. The excess discount was granted mainly on FO, LDO, LSHS and bitumen. 
Despite: extension. of discount beyond cap the actual sales of these products (2129.19 
TMT) \ell short of the target of2519 TMTas detailed inAlinexureXVII. 
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.(v) Extension ofdiscmmtbeyond the marketing margin 

In test check ofrecords in Rajasthan, Delhi and Punjab State Offices in Northern Region, 
it was noticed that per KL discount beyond marketing margin was extended to various 
customers for FO and LSHS during 2005-06 and 2006-07 amounting to Rs.9.02 crore 
(details given in Alimexure XVIII). fa the Rajasthan state, the market margin was 
exceeded despite overall discount cap being exhausted resulting in total financial outgo of 
Rs~8.53 crore. 

(vi) Non-implementation of controls envisagedin the discount policy 

Following deficiencies in the implementation of the controls envisaged in the discount 
policy-were notice.d: 

0 As perguidelines issued by the Company, proposal for extension of discount to a 
customer was to be supported by documentary evidence such as request letters from 
customers, copies of invoice of ·competitors or minutes of negotiations with the 
customers. In the Western Regional office of the Company, audit scrutiny of 278 · 
discount cases revealed_ that in 112 cases (i.e., 40 per cent of the cases reviewed) the 

· proposal was processed by the Company without any supporting documentary· evidence 
as required under the guidelines. 

The Management stated that it was·riotpossible to collect ~uch documentary evidence as· 
customers were not ·ready to give this information in writing. 

- - - . 
The reply is not tenable because the Company did not follow its own guidelines and in 
such cases did not even record the minutes of negotiations with the customer. 

The Company policy required that proposals for e?C-tending discounts should be 
considered on a case to case basis, giving full justification and circumstances leading to 
offer of discount. In Uttar Pradesh State office (UPSO) renewal and enhancement of 
discount for existing customers was processed for a group of customers which was not in 

. consonance with the policy. 
0 As per the delegation of powers; State heads could not further delegate their 
delegated powers to officers down the lili.e. In UPSO it was observed that in the cases of 

· 254 of 2100 customers, discount bearing a financial implication of Rs.33.75 crore was 
approved by the DGM, UPSO instead of the GM, UPSO who was the . competent 
authority. Hence, the· approvals given for extension of discount for the year · 2006-07 
having financial implication of Rs.33.75 crore were irregular. Also, at Jamshedpur 
Divisional Office, it was noticed that discount of Rs. 7 .96 lakh was extended to a 
customer pending approval from Head Office, which was subsequently not approved. 

. . . 

in case discount extended by DGM, UPSO, the Management stated that the State office 
· had been advised to get the discount proposal ratified from the State head. 

Recommendation No. 6.2 

The State Offices should be strongly advised to adhere to discount caps and the sales 
target. Discounts above the caps should be fully justified in a transparent manner and 
reviewed periodically by next appropriate authority and should.be Closely monitored 
at Head office. 
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6. 7. 6 <;redit policy 
' . . 

The credit policy of the Company approved in February 2001 in respect of all products 
other than MS, HSD, ATF, superior kerosene oil (PDS) and LPG (Domestic), was 
extended from time to time. In April 2006, MS and HSD were also brought into its ambit. 
The policy empowered the State Heads to extend credit facility to all the customers based 
on the credit worthiness and the security available. 

• I ·: 

6. 7.6;1 Extension of credit without policy 

Though there was no formal credit policy for ATF it was observed that. Company had 
extended credit to various airlines on case to case basis during last three years ended 
March '.?007. However, dues beyond credit to various airlines increased from Rs.38.03 
crore as of 31 March 2005 to Rs.355.67 crore as of 31 March 2007 (details- in A,nnexure 
XIX). Audit review disclosed that out of these outstanding dues major amounts of 
Rs.271.53 crore and Rs.24.53 crore were due from Indian Airlines and Alliance Air, 
respectively, as of March 2007. The Company had also not entered into any formal 
agreement with Indian Airlines or Alliance Air and had allowed these airlines to· make ad 
hoc forthightly payments on the 15th and the 30th of each month and cover the shortfall by 
10th of hext month. However, settlement and reconciliation of dues with these airlines 
was delayed and the outstanding dues of these airlines started accumulating over the 
period. 

The Management stated that outstanding dues and collections from airlines were 
monitor~d continuously at apex level and efforts were made to minimise the outstanding. 

The reply was not tenable because the outstanding dues of Indian Airlines and Alliance 
Air increased from Rs.82;71 crore as on 31 March 2003 to Rs.296.06 crore as on 31 
March 2007 and was not covered under any formal policy or agreement. 

Recommendation No. 6.3 
I • ' • 

The <;ompany should formulate a formal policy for extension of· credit for A TF 
supplies to airlines and monitor adherence to it. 

6. 7. 6.2 Lack of controls in the implementation of credit policy 

fa accofdance with the credit policy, the State Office is responsible for monitoring the 
outstanqing amounts and ensuring that the credit is . contained within the credit cap. It 
reports the· status of monthly outstanding, the approved credit terms for each customer, 
number of days equivalent· for the outstanding shown as within credit and reasons for 
beyond: credit to Regional Office. The credit shall be extended only with interest. 

. However, the approving authority can consider interest-free credit in exceptional cases 
taking i~to account the market conditions and with proper justification. In case ·of any 
default by any customer, the credit facility shall be withdrawn immediately. 

· Audit examined the implementation of credit policy and observed that total outstanding 
dues of ,non-DGS&D customers indicated substantial outstanding dues beyond credit4 for 
the period 2002-03 to 2006-07 as detailed below: · 

' 

4 Beyondicredit period or limits 
! 
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Tablle-6.6:. Oll!tstamlliirn.g dues of non-DGS&D custome:rs 
(Rs in crore) 

Per Per 
cent of cent of Percent of Percent 

Particulars 2003-04 total 2004-05 total 2005-06 total 2006-07 of total 

Bevond credit 711 26.7 605 19.4 673 16.2 963 25 

Within credit period 
and limit 1948 73.3 2517. 80.6 3475 83.8 2896 75.0 

Total outstanding dues 2659 100.0 3122 100.0 4148 100.0 3859 100.0 

Doubtful balance 228 8.6 251 8.0 . 242 5.8 238 6.2 

. H was observed that despite a small reduction in total outstanding dues in 2006-07 as 
compared to previous year, there was a substantial increase in the dues beyond credit. As 
on 31March2007, out of the total outstanding dues ofRs3,859 crore, dues amounting to 
Rs.963 crore (25 per cent) were beyond credit. Out of outstanding dues beyond credit 
Rs.238 crore or around 25 per cent thereof had been classified as 'doubtful' by the 
Company. 

· n was also observed that out of total (47825) non-DGS&D customers, 12 inajor bulk 
customers (A11mexure XX) alone accounted for 82 per cent (Rs.593.66 crore) of dues 
beyond credit resulting in blockade of funds of the Company. Nine of these 12 customers 
.related to aviation sector .. · 

The Management stated that the sales were monitored through different trade categories 
viz., state transport un4ertakings, fertilizers, power plants, aviation, marine, private and 
LPG, etc., and in each category, the market condition and competition was varied. The 
situation of outstanding dues in respect of certain customers was due to acute financial 
constraints experienced at certain points of time. However, in order to keep a continued 
business relationship with these customers, it was essential to maintain the supply of 
products. · 

The reply was not tenable because dues beyond credit and doubtful debts that came down 
during 2004..:05 and 2005-06 again increased to 25 per cent and 6.2 per cent respectively 
of the total dues during 2006-07. This indicated that the recovery system in the Company 
was deficient. · · · 

ill addition to above, audit of the Regional and State Offices of the Company revealed the 
following cases: 

(i) The credit limit for Kerala State Road Transport Corporation (KSRTC) in 2006-
07 was Rs.20.20 crore and for the State office as a whole was Rs.30 crore. In view of the 
financial position of KSRTC and build up of huge OU,tstanding amounts from KSRTC the 
State office of the Company requested (July 2006) the Head office to' increase the. limit. Of 
KSRTC to Rs.100 crore w)lich was ·not accepted by Head office (January 2007). The 
customer was, however, extended credit beyond limit resulting in a total outstanding of 
Rs.109.85 crore from KSRTC as on 31March2007. 

•°t' . . . 

(ii) In Eastern Regional office of the Company it was observed that Fertilizer 
Corporation of India, Sindri (FCI) was a major customer of the Company for FO/LSHS · 
and had acredit limit ofRs.36 crore during 2001-02. Outstanding dues fromFCI as on 1 
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July 20
1

01 towards su~h supply were Rs.35.04 crore. The Company could not recover the. 
dues frpm FCI despite follow up and decided to recover the same in phased manner. 
Despite the FCI being sick since November 1992 and facing financial crunch the 
Company continued further supplies after July 2001 against post dated cheques. The 
credit limit of the customer was also increased to Rs.55 crore (Mare<h 2002). The post 
dated cheques given by FCI could not be realised. Subsequently, Government decided to 
close FCI in September 2002. The dues were not recovered and accordingly an amount of 
Rs.80.89 crore (including interest of Rs.35.63 crore upto December 2006) remained 
unrealised from FCI. · 

The M~nagement stated that FCI, Sinclri was a BIFR unit with the total outstanding of 
Rs.80.89 crore of which the Company had. offered to settle 28~92 per cent of the principal · 
amounf ofRs.45.26 crore, which was still under consideration. · 

. . . 

Thus, without ensuring settlement of old outstanding dues, the Company continued to 
I ·. . . 

supply 'products to a sick and financially strained customer, resulting in non-recovery of 
dues of Rs.80.89 crore. 

(iii) During the year 1992, to mitigate the hardship faced by Orissa Road Transport · 
Corporation (OSRTC) and to help them tide over their financial crunch, the Company 
_made supplies ofHSD on credit amounting to Rs.1.29 crore of which Rs.i.22 crore could 
not be i realised, OSRTC offered to settle the amount of Rs.55 lakh, which, although 
accepted by the Company did not translate into actual payment. Hence, due to supplies to 
the cu~tomer in financial crisis the Company blocked its own dues to. the extent of 
Rs.1.22 crore. · · . . . 

I . . 

The Management stated that follow lip was on with OSRTC for recovery, failing which 
necessary approval would be taken from competent authority for absorption of this loss. 

6. 7.6.3 Deficiencies in the implementation and monitoring of the credit policy 

The following deficiencies in the implementation and monitoring of credit policy came to 
the notice of audit: 

(i) :As pet Head Office instructions of January 2003, statement of interest loss due to 
delayed payment beyond approved credit period had to be prepared customer-wise and 
put up [to Head Office on quarterly b~sis. Though major customers like State Transport 
Undert~gs and Power Plants under State sector delayed payments beyond approved 
credit period neither any interest was charged thereon nor statements 0f interest loss were 
prepared. 

The Management stated that in all these cases, considering the huge volume of business, 
the credit was allowed interest free and to that effect documentation was also being done. 

. . 

The reply does not hold good in view of fact that statement of interest loss due to delayed 
payme*t beyond approved credit were not being prepared customer-wise and put up to 
Head.Office on quartedy basis. In the absence ofthis important information, the cost of 
credit given to the major customers was not available with the Management, and to that 
extent ~urtailed .effective monitoring and decision-making. 

(ii) :There was no provision in ERP (SAP) system to monitor recoveries within the 
approved credit period usually of 35 or 45 days, to assess the amount of outstanding 
beyond credit period and its financial burden on the Company. The control inputs in SAP 
system: regarding credit· limits (days and amount) prescribed in the credit policy were 
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overridden for major customers like Indian Airlines, State Transport Undertakings and 
Power Plants to allow invoicing resulting in compromise of the credit control features of 
the ERP system. 

The Management stated that after introduction of· SAP system, the erstwhile· manual 
controls and credit limits . were brought into SAP system. As market . conditions are 
dynamic, occasions do arise to enhance the credit limit to accommodate the customers in 
maintaining continuous flow of supplies. Conscious decisions were taken to effect 
supplies beyond authorised credit limits. Howev.er, extensive monitoring process was ill · 
place through various MIS, reyiew meetings at different levels and the status of 
outstanding are completely known at different management levels. 

The reply is not tenable because once the ERP system is implemented, to (i) maintain 
manual processes and (ii) deliberately override the. built-in system controls in the ERP 
can lead to manipulation and selective disregard of the credit policy. Even after. an 
extensive monitoring· process being· in place as claimed by the Management the dues 
beyond credit increased from Rs.711 crore in 2003-04 to Rs.963 crore in 2006-07 as 
discussed in para 6.7.6.2. 

Recommendation No. 6.4 

The Company should ensure that 

(i) the MIS for monitoring the cost of credit beyond permitted limits is put in place 
to assist the Management in taking conscious decisions; and 

(ii) monitoring of outstanding dues beyond credit period is made more rigorous. 

6. 7. 7 Cheque facility 

The~ Company provides cheque facility as per its policy formulated in 1995 and revised · 
subsequently in October 2001. As per policy, cheque facility was to be granted either 
against the security or based on credit worthiness. of the customer assessed through 
CRISIL module. Jn case of dishonour of cheque, Company was to recover incidental 
charges and interest from the.consumer. 

Audit reviewed the implementation of this cheque. facility and noticed the following: 

@ The Company had different rates of incidental charges for technical default and . 
non-technical default. The rate of penalty for technical default was as low as 
Rs.100. The customer could manipulate this by willingly making incomplete or 
incorrect cheque tO avail more credit period at a minimal cost of Rs. WO. It was 
noticed that Mis· Baroda Road Corporation Lmnted made two consecutive 
incidences of defaults due tci technical reasons during May 2006. 

e At Kamataka State Office, three cheques valuing Rs.3.76 crore were dishonoured 
in September 2002. The customer repaid the amount in December 2002. The 
Regional office . adjusted interest of Rs.40;69 lakh due frdm the customer for · 
delayed payment on account of dishonoured cheques against .Rs.51.09 lakh 
considered payable to them on account of savings on unavailed credit as the party 
was generally making payment before due dates as per the credit teims. 

. . 
The Management stated that cheques for Rs.3.76 crore were dishonoured which was 
subsequently collected alongwith interest at the prime lending rate of Canara Barne 
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The reply was not tenable as the Company adjusted interest dues against a notional 
savings due to the customer for not availing credit which was not envisaged in its credit 
policy and was against the financial propriety and financial discipline. 

6. 7.8 Outstanding dues of Director General of Supplies and Disposal customers 

All supplies to the Director General of Supplies and Disposal (DGS&D) customers were 
governed by the terms of contract between the Company and the respective customer. 
There was no specific credit period in respect of these customers. 

The payments were being made by the customers after certification of delivery of 
products at the receiving locations which involved a long processing time due to 
administrative clearances and procedural formalities. Audit noticed that 40 bills 
pertaining to the period 2001-02 to 2006-07 in the Northern Regional office of the 
Company aggregating to Rs.97.90 lakh were still outstanding as of December 2006. 

The Internal Audit department of the Company reported (January 2003) inordinate delays 
in issue of bills to customers by the Company. The position did not improve and it was 
observed that in Northern Regional office of the Company, 117 bills aggregating to 
Rs.3 .36 crore were pending issuance to the customers as on 31 March 2007 for a period 
ranging from 1 day to 84 days of which 16 bills were pending for a period ranging from 
10 days to 30 days, two bills for 31 to 60 days and three bills for 51 to 84 days. This 
resulted in allowing interest free credit to the purchasers without any specific clause in 
the agreement. 

The Management stated that as regards DGS&D consumers, the procedures involved in 
receiving the product and documentation were very elaborate and cumbersome and the 
delay was in-built. 

While it is accepted that delays in processing of bills at the customers' end is largely 
beyond the control of the Company, delays in raising invoices could be avoided, 
however. 

Recommendation No. 6.5 

The Company should streamline its internal systems to ensure billing and follow up 
with the DGS&D consumers/or timely issue of bills and collection ofpaymenL 

6. 7.9 Infrastructure facilities dedicated to bulk customers 

The Company had a policy to provide infrastructural facilities to bulk consumers. 
Consumer Pumps (CPs) having storage tanks and dispensing pumps were installed at the 
premises of the customers where the customer's requirement was minimum 20 KL of 
product per month. Similar infrastructure facilities were also provided to the Railways as 
Railway Consumer Depots (RCD). As on 31 March 2007, the Company had provided in 
all 6600 CPs, 176 RCDs and 47 other infrastructural facilities and as on 31 March 2007, 
valued at Rs.259 .62 crore. 

Audit observed that though, the Company does periodical review to decide whether or 
not to continue the infrastructure facility to the customer, out of a total of 6600 CPs, 389 
CPs (valuing Rs.6.80 crore) were having 'nil sales' including 203 which were 'nil 
selling' either since inception or for more than three years. Further 950 CPs (Rs.16.62 
crore) were 'low selling' (selling below 20 KL per month) out of which 500 CPs were 
' low selling' for more than three years or since inception. Sinlllarly, out of 176 RCDs, 
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nine RCDs valuing Rs.2.44 crore were non-operational since 2002-03. Thus, there was an 
idle investment of Rs.25.86 crore (approximately) on unutiiised or underutilised CPs and 
RCDs. 

The Management stated that CPs were being provided to meet the MS/HSD demand of 
their customers including STUs and Railways and the volumes from these CPs were 
monitored on monthly basis. In view of dosure of certain units or completion of certain 
infrastructural projects,· a few CPs come .under the category of 'nil/low selling' and 
corrective action was taken as per policy for review and decommissioning or re-sitement 
ofsuchCPs. 

The reply was not tenable as the CPs were lying idle or were 'fow·selling' fot more than 
three years or even since inception which indicated deficiencies in the review conducted 
by the Management. 

6. 7.9.1 Umlerutilisati<m of facilities 

The Company created a bulk lubes storage facility at Diesel Loco shed, Angul, in 1999-
2000 at a cost of Rs.65 lakh for the RaUways: As per the terms of the quotation, the 

· Railways reserved the right. to procure oil from any of the oH companies and to fill the 
tanks with the products of any of the oil companies. The RCD received only 21.46 KL of 
lubes from the Company once in November 1999 andthe facility was not used thereafter. 
Subsequently in August 2004, Railway Board requested the Company to dismantle the 
storage tank after Clearance of lube oil lying in storage tank as it was decided to convert 
the Loco shed into Electric Loco shed. Accordingly, tank and other facilities of RCJ) 
were dismanded by the Company in January 2007 at a cost ofRs.3.93 lakh. 

Thus, the Company provided the facility to RaHways without any assurance of a 
sustained bu.siness and eventually, resulted in a wasteful expenditure of Rs.68.93 lakh. 

The Management stated that the delay in dismantling the facility was· because of non­
clearance by the Railways. 

6. 7.9.2 Idling of facilities 

The Company constrUcted a naphtha transfer pipeline of about five kms from Reliance · 
'T' joint to Hazi.ra Terminal in October 2000 at a cost of Rs.3.91 crore for supplying 
directly into the tanks of large volume customers Jike Essar, Kribhco, Gujarat Torrent 
Energy Corporation Limited, etc. However, the pipeline was · not used since its 
construction as no business from the targeted consumers could be secured. 

The Management stated that for naphtha transfer pipeline at Hazfra, a Committee had 
been formed to ascertain the physical condition of the pipeline and recommend alternate . · 
use. The reply confirms that the Company failed to make judicious decision for 
alternative utilisation: of the pipelines even after seven years. 

Recommendation No. 6.6 

The Company should strengthen its system of periodical review of infrastructural 
facilities to the customers in order to ensure optimum return mi its investment. 

6. 7.1@ Under recoveries on account of transportation costs ', 

The Company supplies .petroleum ·products to bulk consumers on agteed terms and · 
conditions of contracts with each consumer ·which iricludes supply at customer's 
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destinatfon and recovery ·of the cost of transport from the customer through the .. price · 
build-up. For transporting the product to customer's destination, the Company enters into 
transportation contracts with the transporters. · 

I . . . 

Audit i;i.oticed that• the transportation cost incurred by the Company· was more than the 
transportation cost recovered by it from customers through price build-:up. This resulted 
in under recovery· of the transportation cost and a loss to the Company as indicated in the 
Table-~.7 given· below. . 

Tabl!e 6. 7: U 1m:ll.er recoveries on account of transportation costs 
(Rs. in crore 

Year 2005-06 2006-07 

JLIDO 12.50 .16.37 

Naplntlna 83.27 155.59 

Tl!lltali 95.77 171.96 

Total uhder re~overies for both the years on account of transportation cost aggregated to · 
Rs.267!73 crore which had to be. absorbed by the Company. 

In addition to ··the under recoveries indicated above, the Audit of some State ·offices 
revealeo the under recoveries in transportation costs of MS and HSD also as detailed 
below: i 

I . . -

. fu Noqhem Region at Punjab State Office (PSO), under recovery was attributable to 
charging 84 paisa per KL per km on MS and HS.ti in the price build-up whereas actual . 
transportation rates were much higher ranging from Rs.1.25 to Rs.1.50 per KL per km in · 
the pla~n areas and Rs.1.75 to Rs.3:50 per KL per km for hilly locations. The PSO stated 
that unper recovery during the years 2005-06 to 2006-07 amounted to RsAO crore and 
Rs.54 crore, respectively. At UPSO, the under recovery on account of transportation of 

I . . . . . 

HSD a~d MS was Rs 59.78 crore duri.Iig 2003-04 to 2006-07. 

Similarly, in Eastern Region as a· whole the total net under recovery on account of 
transportation cost of ·Ms and HSD for stocks transfer from dispatching locations to 
receivmg locations by road and railways for the year 2006-07 worked out to RsA9.78 · 

I . 
crore. 1 

I 

The M~nagement stated that pricing of products like naphtha was based on the nearest 
producµig refinery on industry basis. In case the nearest refmery belongs to other OMC 
the Company was bound to incur additional logistics cost. To compensate under 
recoveries on account of naphtha a recovery of Rs.300 per MT was included in the price 
build-up through.which an amount of Rs.22 crore and Rs.33 crore was recovered during · 
2005-0p and 2006.:.07. In case of MS and HSD under recovery was incorporated in the 
gross rhargin at the rate of Rs.66 per·KL to ·arrive at the desired price which was 
reimbursed to. the Company through sharing mechanism of under realisation by· GOI. . 
Under recovery on this account therefore, did not exist. 

.· I . . . -
· The i:"eP,ly was not tenable because even after recovery of additional transportation costs 
for naphtha at the rate ofRs.300per MT the under recoveries to the extent ofRs.212.73. 
crore cpuld .not be recouped during 2005-06 and 2006~07. Similarly for MS and HSD 
also· the Company suffered under recovery of Rs.145 .54 crore approximately even after 

! . . . . . 
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considering the additional recovery based on Rs.66 per KL stated to have been made 
through gross margin. 

Recommendation No. 6. 7 

The Company should review its policy on recovery of transportation costs for smles ti{) 

bulk consumers to safeguard its interests. 

6.8 Conclusion 

With the dismantling of Administered Price Mechanism (APM) in April 2002, the market 
environinent became iiberal and more competitive. However,· while· other OM Cs were 

. able to maintain or increase their market share during the period reviewed in audit the 
Company'~ market share in products like naphtha, FO/LSHS and bitumen declined. 
There was a shift of customer~ to other OMCs and also to other alternative fuels. The 
Conipany did not have a well-formulated strategy to arrest its declining market share 
arising from these market developments. 

The sale of bulk products (except MS and HSD froin 2004-05) was not being monitored 
through performance parameters in the MOU . entered with the Government. The 
discounts· in case of HSD ·were extended without any 'structured policy linking discounts 
with sales. Discounts were extended beyond the caps fixed without achieving sales 
targets. There were .instances where the Company sold regulated petroleum products like 
HSD and MS below cost to bulk consumers by extending discounts beyond marketing 
margins. 

Infrastructural facilities provided by the Company to bulk consumers were idle or 
. underutilised for more than three years 0r even since inception in certain cases indicated 
deficiencies in the Management's review of optimum use.ofthe investments made. 

The Compan~'overlooked the credit limits fixed for the consumers; 25 per cent of the 
outstanding dues, as of March 2007, were beyond the approved credit ceiling. 

The matter was reported to the Ministry in January 2008; reply was awaited. 

CHAPTER VII 

·OU and Natural Gas Corporatimn Limited 

· Deep water exploration 

. Highlights 

@ The Company provided for less number of wells in the 10th Five Year Plan (FYP) 
than what it committed . to the Government of India/Directorate General of 
Hydrocarbons which resulted in payment of Rs.124.15 crore of penalty and an 
expenditure ofRs.368.89 crore that was rendered· unfruitful. 

(Para 7.7.1.l(i)) 

0 The Company drilled six of the 16 wells committed in the original grant period of 
four years in nine nomination blocks. Repeated extension of time was allowed by 
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paying PEL fees of Rs.15 .08 crore. Despite extensions, the Company could not 
drill the committed number of wells in two blocks. In March 2007, the Company 
surrendered one of the two blocks after incurring an expenditure of Rs.111.38 
crore. 

(Para 7. 7.1.2) 

• Scrutiny of 10 contracts awarded for seismic surveys revealed that due to lack of 
foresight in chartering and mobilising the vessels for seismic survey, the 
Company lost a significant portion of the field seasons leading to delays in 
acquisition, processing and interpretation (API) of seismic data in six contracts 
apart from paying remobilisation charges in one case. In addition, award of 
contract to a financially unsound party led to slippages in its minimum work 
programme (MWP) commitments. 

• 

• 

(Para 7. 7.2.1) 

Delay in finalisation of rig hiring contracts resulted in the Company not able to 
have required number of rigs. Consequently, it did not meet the commitment of 
drilling deep water wells leading to postponement of drilling of eight wells during 
10th FYP. Not availing the option of hiring two additional rigs led to drilling 
backlog of 15 wells and an estimated extra expenditure of Rs.739.01 crore. Delay 
in finalisation of renewal contract in respect of one rig resulted in a committed 
liability of extra expenditure of Rs.311.42 crore from 2008 onwards. 

(Para 7. 7.3.1) 

The Company failed to monitor the actual cost of drilling activities against their 
estimates. Analysis of 35 wells by audit revealed that actual time and actual cost 
exceeded their respective estimates significantly in a number of cases. The actual 
cost of drilling the wells was Rs.3 ,286.57 crore against estimates of Rs.2,482.55 
crore partly because the Company had not established norms and benchmarks for 
completion of activities involved in the drilling process. Though the Company 
was using hired rigs since November 2003, it had not taken any step till the year 
2007 to utilise its experience for fixation of norms for better control on drilling 
related activities. 

(Para 7. 7.3.2(i)) 

• In the absence of a remedial provision in the contract for recovery of loss to the 
Company due to supply of defective equipment and services by the rig contractor, 
the Company's interest could not be safeguarded and it had to abandon a well 
after incurring an expenditure of Rs.48.01 crore. 

(Para 7. 7.3.2 (ii)) 

• The Company diverted its own rig meant for deep water drilling to shallow water 
locations and consequently had to forego a saving of Rs.27.75 crore. 

(Para 7. 7.3.2 (iii)) 

• As a resuJt of failure to make standby well head available by a contractor as per 
contractual provisions, the Company had to pay extra charges of Rs.11.05 crore 
for rig and services. 

(Para 7. 7.3.3 (i)) 
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Lack of coordination among various Divisions of the Company to arrive al a final 
decision for abandonment or continuation of drilling of a well resulted in extra 
expenditure ofRs.11.06 crore Jin placing and removing of the abandonment plug: 

(Para 7. 7._3.3 (ii)) 

@ The Company failed to estimate a firm reserve accretion· from deep water blocks . 
for which it spent Rs.5,769.12 crore during 10th FYP period (2002-03 to 2006~ 
07). The Company could accrete only 172.17MMTOE till March.2007, of which 
73.70per cent was from a blockacquired from aJ:lOther party in March 2005. The 
Company's accretion tin March 2007 from the NELP blocks awarded to it 
directly by the Government of India was Nil and the balance accretion of 26.30 
per cent was exclusively from the nomination blocks. 

(Para 7. 7.4.1) 

o · As a result of testing two hydrocaroon objects with conventional production 
testing method instead of Modular Dynamic Tester during the course of drilling a 
wen, the Company had to incur an avoidable expenditure ofRs.9.B crore. 

(Para 7.7.4.3) 

@ In deep water drilling operations, several incidents of equipment damage, major 
and minor injuries· and in subsequent years many 'near misses' were reported. 
One fatal accident was also reported in February 2006. These incidences indicated 
that the 'goal zero' of corporate environmental management which includes zero 
accidents, lost in.an days and facilities was not fulfilled. 

(Para 7. 7.5.1) 

ci ·Time taken for pre-driHing EIA studies ranged from 20 to 56 months from the 
date of signing respective PSC whereas the exploration- activities in .the NELP 
blocks were to be undertaken within six months of the award of the blocks as per . 

. provisions of the production sharing contracts. 

(Para 7. 7.5.2(i)) 

e Production Sharing Contracts signed for the deep water blocks prescribed time · 
period for completion of MWP of each phase. Audit observed that the Company 
had not prescribed policy guidelines. for completion of each activity in order to 
achieve the MWP targets; The Company also did not prepare separate budget for 
deep water exploration in their annual corporate plans so as to monitor the 
physical and financial progress of the project. 

(Para 7. 7.6.1) 

Though the Company had decided in June 2005 to engage a technical auditor for 
. conducting technical. audit of exploration process within· a period of 12 days, the 

work was as~igned to a party only in July 2007 to commence the work from 20 
August 2007 tci be completed by 4 September 2007. Thus, the. advantage of talcing 
corrective actions to avoid cost and time overruns during the two year period was 
~~- . . 

(Para 7.7.6.2) 
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Summary of recommendations 

The Company should: 

1. Prepare its FYPs taking into account its MWP commitments, backlogs and 
future acreages to avoid payment of penalty and surrender of blocks. 

2. Ensure that Letters of Award for seismic survey are issued prior to the onset of 
the field season and specify a firm date for vessel mobilisation for seismic 
survey. Procedures should be established to ensure that the financial capability 
of the contractor is evaluated/assessed before award of contract 

3. Finalise the tenders for hiring rigs within the period prescribed in its Materials 
Management Manual and consider the prevailing market rate/trends while 
finalising/extending the contracts for hiring rigs so as to establish the 
reasonability of the rates offered. It should fvc norms for time required to 
execute various activities of drilling while hiring rigs on integrated well 
completion basis so as to have an effective control on the performance of the 
contractors. The Company should incorporate clauses in the contract to protect 
its interest in the event of idling of services due to breakdown in one or more 
equipment supplied by a contractor under an integrated well completion 
contract 

4. Expedite acquisition, processing and interpretation of seismic data, plan drilling 
of sufficient number of wells and test the wells as per procedures prescribed by 
the DGH. It should fix norms for testing of wells in terms of number of days per 
object by giving due weightage to the subsurface conditions of various Basins. 

5. Initiate environment impact assessment studies in time so as to avoid delays in 
the MWP and consequential penalties. It should strengthen the mechanism of 
monitoring by HSE as stipulated in environmental clearances and establish 
systems and strengthen procedures to ensure incident free operations for its 
Total Productivity Management Programme. 

6. Prescribe policy guidelines for planning activities in deep water exploration to 
ensure completion of each activity as per MWP targets. It should prepare 
activity-wise separate budget for deep water exploration project in their annual 
corporate plans for monitoring the physical and financial progress of the 
project 

7. Ensure that technical audit of exploration process of each block under deep 
water is conducted timely. 

7.1 Introduction 

7.1.J With the discovery of Bombay High field during 1974, Oil and Natural Gas 
Corporation Limited (Company) focused more on exploration in offshore areas on the 
weste~ coast of the country. Exploratory drillinp activities were limited to shallow water 
areas till 1979 and were extended to deep waters from l 980 onwards as depicted below: 

1 Deep water refers to a water depth of 400 meters and more at present 
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Chart 7.1 

1980 1983 1998 1999 2003 2004 

+ 

7.1.2 Deep waters of Indian offshore, divided into eight2 sedimentary Basins3
, are 

seaward extension of the continental shelf. 

7.1.3 Between 1994 to 1998, National Oil Companies (NOCs) were offered exploratory 
blocks with a water depth of more than 400 meters on 'nomination basis' and were 
allowed to apply to the Government of India (GOI) for grant of Petroleum Exploration 
License (PEL) for these blocks. The Company acquired ten such deep water nomination 
blocks during the period 1994 to 1998, of which one block was surrendered in December 
2003. The details of the nine nomination blocks are given in the Annexure XXJ. 

7.1.4 From 1980 onwards till the introduction of New Exploration Licensing Policy 
(NELP) in 1999, other than the blocks allotted under nomination basis, the GOI offered 
blocks to private as well as jo~t venture companies under Production Sharing Contracts 
(PSC). Such blocks were called 'Pre-NELP blocks' . The Company was not offered any 
such deep water blocks under Pre-NELP scheme. 

7.1.5 The Directorate General of Hydrocarbon (DGH) formulated and implemented the 
Government of India's NELP, 1999. The procedure for bidding in NELP is given in 
Annexure XXII. Under the NELP, between 1999 to 2006 the GOI offered exploration of 
deep water blocks through six rounds. The Company acquired 34 deep water blocks in 
these rounds as indicated in Table-7 .1 : 

1 Andaman, Cauvery, Kerala-Konkan, Krishna-Godavari, Kutch, Mahanadi, Mumbai offshore and 
Saurashtra. 
3 Sedimentary Basins are depressions in the earth 's crust where organic matter are deposited. 
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Table-7.1: Blocks awarded to the Company (ONGC) under NELP 

NELP Date of Date of Deep Deep Deep Deep No.of ONGC's 
Round inviting award water water water water wells wells 

bids blocks blocks blocks blocks drilled with 
offered bid by awarded awarded by the hydro-

ONGC by the to ONGC carbon 
GOI ONGC discoveries 

(As of 
August 
2007)• 

I 08.01.99 12.04.00 12 6 7 3 3 1 

u 15. 12.00 17.07.01 8 6 8 6 4 -
Ill 27.03.02 04.02.03 9 9 9 2 - -
IV 08.05.03 06.02.04 12 11 10 9 1 -
v 03.01 .05 23.09.05 6 9 6 2 - -
VI 23.02.06 08.02.07 24 21 2 1 12 - -

Total 71 62 61 34 8 1 

•As recognised by tire DGH. 

Chart7.2 

Number ofNELP blocks alloted to ONGC by the GOI 

3 • NELP-1 

•NELP-II 

ONELP-UI 

ONELP-IV 

•NELP-V 

DNELP-VI 

Other 
parties' 

wet.ls with 
hydrocarbo11 
discoveries 

(As of 
March 
2007). 

21 

-
-
-

-
-

21 

One block viz. , KG-DWN-98/2, was acquired from Cairn Energy India Limjted (CEIL) in 
March 2005 with 90 per cent participating interest (Pl) of the Company. CEIL had drilled 
six wells of which four were hydrocarbon bearing. After acquisition of the block, the 
Company drilled seven wells of which six were found hydrocarbon bearing. 

7.1.6 From 9th Five Year Plan (1997-2002) onwards, the Company started preparing 
Five Year Plans (FYP) incorporating therein its deep water exploration and production 
targets. The Company also entered into Memorandum of Understanding (MOU) with the 
Ministry of Petroleum and Natural Gas (MOP&NG) to achieve overall targets of reserve 
accretion and production depicted in the FYP. 
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7.1. 7 Though the Company had been engaged in deep water exploration4 activity since 
1970, it gained momentum with the introduction of project 'Sagar Samriddhi' in August 
2003-04 which envisaged deep water exploration of 37 deep water wells and 10 
delineation wells5 in the Company's nominated as well as NELP blocks. The Ji'roject was 
expected to be completed in 2006-07 which coincided with the end of the 10 FYP. The 
Company incurred an expenditure of Rs.5,769.12 crore on deep water exploration 
activities during this period. The phase wise Minimum Work Programme (MWP) 
commitments, actual work completed, cost incurred etc., up to March 2007 for 35 NELP 
blocks acquired by the Company, including that acquired from CEIL, is given in the 
Annexure XXIII. The achievement in terms of wells drilled in NELP blocks till March 
2007 against the commitment within this period is given in Table-7 .2 below: 

Table-7.2: s tf hor all in dnlline of wells till the end o 1 FYP in NELP rounds 1 to IV 
Particulars NELP Rounds Total 

I 11 Ill IV 

For all the three For 3rd phase of (For 151 (For I st (For I st 

phases of the one block and 2nd phase) phase) 

blocks awarded acquired from phase) 

by the GOI CEIL in March 
2005 

Commitment 3 Nil 24 4 9 40 
Actual 3 7 4 0 I 15 
Shortfall 0 0 20 4 8 32 

Chart 7.3 

Commitment v/s achievment of ~Us drilled in NELP blocks 

D Comnitment 

D Achivement 

NELP Rounds 

'Exploration involves conducting seismic surveys followed by drilling of wells. 
s Delineation well ref ers to the well drilled in unproved area to determine the boundaries or the extent of 
reservoir. 
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In the nomination blocks, the Company could drill 6 wells in the original grant period 
against the commitment of 16 wells. However, in the extended grant period, the 
Company dri lled 18 additional wells as shown in Anne:xure XXJ. 

7.2 S cope of audit 

Audit covered the review of the Company's transactions relating to deep water blocks; 
health, safety and environment (HSE) controls; internal controls and monitoring. The 
records and documents in the offices of the Company and of DGH, etc. from 2002-03 to 
2006-07 were test checked. The review also covered the exploratory activities of nine 
nomination blocks and 35 NELP blocks in different Basins held by the Company in its 
individual capacity or with consortium partners. 

7.3 Audit obj ectives 

Performance Audit of deep water exploration was conducted to assess that: 

• 

• 

• 

the Company had established systems and procedures for optimal data collection 
and its timely processing; 

the rig deployment plan was inclusive of the inputs provided by different Basins; 
was sufficient and met the MWP/Corporate targets; 

production testing, well completion and reserve estimation were in compliance 
with the prescribed procedure and schedules; 

• all environmental clearances and statutory permissions were secured in time and 
were in compliance with proceduraJ/statutory requirements; 

• 

• 
7.4 

the measures taken to ensure safe and healthy working conditions of the 
employees and adherence to environmental safeguards involved in drilling were 
adequate; and 

monitoring was adequate and effective . 

Audit criteria 

The following criteria were used for the Performance Audit: 

1. Bidding for NELP and obtaining PEL: MWP committed in the PSCs and 
assessment of resources required . to achieve corporate objectives of reserve 
accretion of hydrocarbon. 

11. Survey, processing and interpretation of data: Applicable provisions of Material 
Management (MM) Manual/Corporate directions, last purchase price (LPP), 
market trend and cost of execution, plarined period for data acquisition, processing 
and interpretation and conditions of contract. 

111. Hiring of rigs and dri lling: Minimum Work Programme, Bid Evaluation Criteria 
(BEC) for hiring rigs, MM Manual, the rig hiring contracts, well objectives, 
geological and geophysical data. 

1v. Production testing, well completion and reserve estimation: Five Year Plans, 
production test programmes. 

v. Safety, Health and Environment Management: Statutory requirements and 
international norms in this regard. 
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vi. Monitoring and internal control: Prescribed monitoring mechanism and controls. 

7.5 Audit methodology 

Audit reviewed the records relating to acquisition of the blocks under nomination and 
NELP regime, contracts and payments for sli.rvey and interpretation of data, 
performance/interpretation · repqrts of the blocks, hiring and deployment of rigs, 
production testing, · well completion and reserve estimation, HSE management and 
internal control/monitoring, etc. Audit also checked as part of the current review records 
relating to similar aspects in deep water blocks awarded to the Company in earlier years. 

Entry conference with the Management was held on 1 May 2006 wherein the audit 
objectives, scope and methodology were explained. Mid term review meetings were held 
during April 2007 and exit conference was held on 10 September 2007. 

7. 6 Acknowledgement 

Audit is thankful for the co-operation received from the top and middle Management of 
the Company, Office of the DGH and MOP&NG in providing information, records and 
clarifications from time to time and for arranging discussions with the concerned officers 
as and when required. Their co-operation facilitated the conduct of the review within the 
given time frame. 

7. 7 Audit findings 

7. 7.1. Planning for exploratory activities 

The Minimum Work Programme (MWP) in case of deep water exploration consisted of 
commitments made by the Company for each block in terms of extent of surveys to be 
conducted and wells to be . drilled within an overall period of eight years divided into 
three phases. In the event of non-fulfilment of the MWP commitments for any phase as 
per schedule, the Company· could be granted extension in the time schedule of a phase by 
the Managing Committee of the block or the GOI, for a period not exceeding six months 
subject to provisions of the PSC. Further extensions were as per the policy of the DGH 
which envisaged furnishing of a bank gilarantee equal to the value of shortfall in 
achievement ofMWP commitments besides payment of liquidated·damages ranging from 
10 to 30 per cent. In the event of non extension of the schedule of completion, the 

. Company could offer the block for surrender or the GOI could. also direct the Company 
to do the same. 

The Company prepared FYPs and amiual corporate plans for exploratory activities such 
as API of seismic data and drilling of wells to meet its obligations under the MWP and to 
achieve the overall objective of reser\re accretion. As per the commitment made to 
MOP&NG in respect of the nominated blocks and fothe DGH under MWP for the NELP 
blocks, total 51 wells (Annexure XXJVand Amiexure .X'X1') were to be drilled during 
the 101

h FYP period (11 wells in the nomination blocks and 40 wells under NELP. 
blocks). 
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7. 7.1.1 Planning/or exploration in NELP blocks 

(i) Deficiency in planning targets for the 1 ()'h Five Year Plan 

In the 10th FYP, the Company envisaged drilling of 35 wells (including 11 wells of 
nomination blocks) and one well for 'future acreage'6 (Annexure XXVI) to provide a 
cushion for additional drilling commitments in any block to be acquired in NELP rounds 
within the I 0th FYP period. Audit observed that in respect of PSCs signed by the 
Company before commencement of 10th FYP it had committed to drill 27 wells under 
NELP blocks besides 11 wells under nomination blocks within the I 0th FYP period. 
While four wells already committed to be drilled were not planned for, even the future 
acreage cushion of one well proved to be inadequate as the Company committed to drill 
13 wells under the NELP rounds bid for during the 1 oth FYP period. Thus, planning for 
lesser number of wells than those committed under the PSCs and additional commitments 
made during the plan period resulted in non-completion of MWPs. Five blocks under 
NELP-II on which the Company had incurred an expenditure of Rs.368.89 crore till 
March 2007 had to be surrendered for non-completion of MWP of Phase-I after paying 
Rs.114.13 crore as penalty to DGH. In addition, the Company paid an amount of 
Rs. 10.02 crore to MOP&NG (November 2006) as penalty in respect of Phase-II ofMN­
DWN-98/3 block (acquired under NELP-1) for non-completion of the MWP of drilling 
one well. The shortfall in drilling of wells in respect of which the Company had to pay 
penalty is depicted in Table-7.3 below: 

Table-7.3: Shortfall in drilling (number of wells) in NELP blocks 

Blocks NELP-l NELP-U Surrendered blocks Total 
MN-DWN- MB-DWN- MB- GS- GS- KK-

98/3 2000/1 DWN- DWN- DWN- DWN-
2000/2 2000/1 2000/2 2000/4 

Commitments I 3 3 3 3 I 14 

Actual 0 0 I 2 I 0 4 

Shortfall I 3 2 I 2 I 10 

The Management replied (December 2007) that they had considered the commitment 
upto NELP-II, which was only 19 wells besides 11 wells in Nomination blocks making 
the total commitment during 10th FYP period to 30 wells. The wells committed in NELP 
block in a particular year were not due for planning in the same year. At the time of 10th 
FYP formulation only those wells in the already awarded NELP blocks could be 
considered which were likely to come during the plan period. As such only the wells 
committed up to NELP-II round were accommodated in the 10th FYP. 

The reply is not tenable in view of the fact that there were 11 wells committed in MWP 
of Phase-II of NELP-11 which was to terminate in August 2007 and were not considered. 
As such, the Management needed to plan for drilling of these wells during the 10th FYP. 
In fact, the Company had to surrender the NELP-II blocks in May 2006 due to non­
completion of MWP. This indicated that the plans did not consider the commitments 
existing at the time of preparing the plan and also lacked sufficient provision for future 
acreages. Audit also examined the 11 th FYP beginning from the year 2007-08 and noted 

6 Future acreage refers to the acreage that the Company was expected to acquire in future for 
exploration. 
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that the wells planned to be drilled were 52 as against commitment of 66 wens ( 4 7 wells 
·committed and 19 wells for future acreages). Further, the drilling of four wells7 in the 
Andaman block is anticipated to commence only in 2009-1 O~ as against the commitments 
expiring between 2007 and 2009 as per the MWP. · 

(ii) Delays in commencing the exploratory activities due to not setting a time line . 

Article 5 of the PSC for NELP blocks provided that the contractor shall commence 
petroleum operations ·not later than six months from the effective date. Audit· observed 
that · the Company had not framed any time frame or guideline for initiating and 
completion of each activity required to achieve the MWP targets. As a result, there were 
delays ranging from 12 to 25 months in commencing the exploratory activities ,in four 
blocks as detailed in Table-7.4 below: · 

TabRe-7.4: Defay lillll commel!llchng e:xpforatrnry adliviti.es 

SL Block Date of Date of obtaining PEL Month of start of Time lag 
No signing the (Effective date.) . exploration months 

~ .. contract (2) (3) (2)-(3) 
(1) 

1. CY-DWN-2001/1 04.02.03 12.03.03 Mar04 12 

2. NEC-DWN-2002/2 06.02.04 17.03.04 April 05 13 

3. .AN-DWN-2002/1 06.02.04 17.03.04 April 06 25 

4. AN-DWN-2002/2 06.02.04 17.03.04 April06 25 

· The Management stated (June_2007) that the exploratory activities commenced within six 
.months from the effective date of· granting PEL by way of Environment Impact 
Assessments · (EIA), reprocessing and interpretation of the available data, initiating 
correspondence with DGH for furnishing field s.eismic data acquired by DGH, etc. 
Commencement of MWP for acquisition of tWo dimensional (2D) data of 2000 LKM8 in 
block NEC-DWN-2002/2 could not be done in 2004-05 due to bad weather but three 
dimensional (3D) data for 988.l sq. km. was acquired by the Company between March 
2005 and February 2006. 

The reply is not tenable as the commencement of EIA, reprocessing, correspondence with 
DGH, etc. do not constitute exploration activity as defined in the PSC. Though EIA is a 
pre-condition tO commence the work committed, prudence and good planning dictates 
that it should have been conducted as soon as the blocks were awarded. The delays in. 
commencement have .a cascading effect on the work schedule and complying with MWP. 

The· Management further replied (December 2007) that the data acquisition started but 
had to be suspended for clearances from the Ministry of Defence. Moreover, the 
tendering process took time While fair weather window restricted operations from 
November to May end. Moreover, interpreting the existing seismic data is a pre requisite . 
for planning future survey and that commenced immediately after the bloc;k was awarded. 
The Management further stated that BIA studies for seismic survey were also carried out 
immediately upon the grant of PEL in NEC-DWN-2002/1. 

7 One well committed to be drilled in Phase-I of NELP-W ending 2007-08; two wells of Phase ll NELP-
IV and one well of Phase-I of NELP-V committed to be drilled by 2008-09. · · 
8 Line Kilometre 
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The reply is not tenable as the factors cited are already known and should have been 
catered for and controlled through proper planning and monitoring, especially as the 
Company had commitments to adhere to. The interpretation of existing seismic data 
should also have been done within six months of the effective date of the block. 

7. 7.1.2 Planning for exploration under Nomination blocks 

The Company drilled 6 of thel6 wells (Annexure XX/) committed in the original grant 
period of four years in nine nomination blocks. As a result, it bad to apply for extension 
of time by paying PEL fees of Rs.15.08 crore. Despite taking repetitive extensions, the 
Company could not drill the committed number of wells in two blocks. In March 2007, 
the Company surrendered one of the two blocks after having incurred an expenditure of 
Rs.111.38 crore. As late as September 2007, the Company bad not made any concrete 
plan for further exploration or surrender of the other block where there was backlog of 
wells drilled with reference to commitment. The extended period of the PELs for this 
block was due to expire by December 2009. The Management replied that due to inter 
block prospectivity, it was under achieving in certain blocks and over achieving in others. 
The Management's reply is not tenable as it should plan and monitor to avoid incurring 
unnecessary PEL fees and drilling expenditure. 

Recommendation No. 7.1 

The Company should prepare its FYPs taking into account its MWP commitments, 
backlogs and future acreages to avoid payment of penalty and surrender of blocks. 

7. 7.2 Acquisition, processing and interpretation (AP/) of seismic data 
• 

Geophysical survey, the prime activity in exploration of hydrocarbons is carried out in 
the first phase of exploration: 2D and 3D seismic data is acquired, processed and 
interpreted for analysing hydrocarbon accumulations. Prospects are thereby generated for 
release of locations for drilling of wells. MWP for the NELP blocks stipulated targets for 
API of seismic data generally in the first phase of the contract. 

The Company started exploration activities in Krishna-Godavari, Mumbai offshore, 
Kerala-Konkan and Kutch-Saurashtra Basins as early as 1964-65 and had already 
acquired 2D data in various blocks of western offshore during the period from 1994 to 
1999. The Company was further required to acquire seismic data as stipulated by the 
MWP of various phases ofNELP contracts. Performance of the Company as regards API 
of data in various deep water blocks against the MWP targets is given in Annexure 
XXJII. As can be seen from Annexure XXIII, though the Company achieved the targets 
of areas to be surveyed during a Phase, there were delays in completing individual 
surveys with consequent delays in commencement of drilling activities that were to 
follow. 

Audit noted delays by the Company in achievement of MWP targets on acquisition, 
processing and interpretation of seismic data in various deep water blocks as detailed 
below: 

7. 7.2.1 Delays due to late mobilisation of vessels and onset of monsoon 

The acquisition of seismic data in offshore area is possible in a window of seven months 
in a year commencing from mid October of a year and ending in mid May of the 
following year due to onset of monsoon. This period is a field season (FS). As such, the 
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Letters of award (LsOA) asking the contractors for mobilisation of the vessels deployed 
for acquisition of seismic data are to be issued, to the extent possible, one to two months 
before the commencement of the field season so that it can be utilised optimally for 
acquisition of seismic data. 

A review of the LsOA issued and contracts awarded by the Company to various 
contractors revealed loss of field period and delays in the cases noted below: 

(i) Letters of awards were issued to the parties in the middle/at the fag end of the field 
season. As per the Management's assessment a 45 days' period was required by the 
contractor from the date of issue of an LOA for mobilisation of vessel. No latest date for 
mobilisation of the vessel was specified in the contracts. The Company awarded 10 
contracts during the period from October 2001 to March 2007 for chartering vessels for 
seismic surveys in deep waters. Audit reviewed all the 10 contracts and noticed lack of 
foresight in chartering and mobilising the vessels which resulted in loss of limited field 
period and consequent delays in conducting API of data as given in Table-7 .5 below: 

Table-7.5: Field Season wasted due to late issue of LOA and delay in mobilisation 

Contract Date of LOA Vessel No. Mobilisation date No. of days from the Field 
Number Season (FS) of 211 days wasted 

due to issue of LOA within the 
FS by ONGC and late 
mobilisation of vessel by the 
contractor 

EB-2041 4.10.2001 2"d vessel 26.01.2002 IOI 

EB-2055 9.10.2002 Ist vessel 20.02.2003 126 

2nd vessel 22.02.2003 128 

3rd vessel 15 .09.2003 All 21 1 

EB-2068 1.10.2003 Onlv vessel 06.03.2004 140 

EB-2077 25.8.2004 1•• vessel 13. 11 .2004 28 

2nd vessel 28. 11 .2004 43 

3rd vessel 14.12.2004 59 

EB-2094 16.9.2005 2"d vessel 29. 12.2005 74 

3rd vessel 15.0 1.2006 91 

EB-2088 18.10.2005 Only vessel 24.0 1.2006 100 

(ii) As per the terms of the LsOA contractors were allowed to accomplish the data 
acquisition job till the end of 15 June, i. e., one month beyond the field season. This 
resulted in extra expenditure due to withdrawal of vessels prior to 15 June due to onset of 
monsoons and their remobilisation in the next fie ld season. 

Illustrative cases of avoidable extra expenditure and slippages in exploration activities as 
a result of the above practice adopted by the Company, as noticed by audit, are given 
below: 

a) In two deep water blocks awarded (March 2003) under NELP-III, LOA for 
acquisition of 2D data was placed (October 2003) on Mis. LARGE, Russia, without 
specifying the mobilisation date in the contract (EB-2068) . Since the vessel was 
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. contract~d out to another organisation, the contractor mobilisedthe vessel on 6 March 
· 2004· wP.en only 71 d~ys of the field season were left. Acquisition pf data could be 
comph~t~d in June 2004 i.e., after nine mqnths from the date of issue of LOA. In the 

. meantinle, the contract was. extended by the Company without levy of liquidated 
damages. . . 

b) l(n August 2004, the Company awarded a contract (EB-2077}to Mis. CGG Marine 
for acquisition of3D data with completion by 15 June 2005 i.e., beyond the normal date 

. . I . 
of closure of the field season. The contractor could· no.t ·complete acquisition of data in· 
block NEC-DWN-:2002/2 of NELP-IV due to onset of monsoon. For completion of the I . . . • . . . 

work in:[ the subsequent field season, the Company extended the contract and advised the 
contractpr to complete the contract within 35 days by remobilising the vessel by the end 
of Novtjmber 2005. The acquisition of data in the block could be completed only on 14 
Februar)r 2006 i.e: one year and five months after the award of contract and a delay of · 
eight mbnths from the target.set for the contractor. For completion of work in the next 
field se~son; the Company had to pay remobilisation charges of Rs.52.36 lakh (US$ 

. I . . . . -

H6357)to the contractor.. . 

c) . ~imilarly under. contract EB-2094, the acquisition of data in ~~ blocks (KG­
DWN-9,8/2 and MN:CDWN-98/3) of NELP-I and one block (MN'-DWN-2002/1) of 
NELP-Ij\T was planned till 15 June, However due to onset of monsoons, the surveys had 
to be suspended and could be taken up again in the following field season resulting in 

I . , . . 

delays ()fseven months in conducting the slirvey in one block and five months in two 
blocks. ;consequently, there were delays in undertaking interpretation Of data collected, 
identify}ng and release of locations and drilling. This delay should be viewed in the 
context ,that the four years period of Phase-I of MWP of the two NELP-TV blocks (NEC­
DWN-2,002/2 &MN-DWN-2002/1) was to expire during March 2008 whereas drilling of 
six wells in the area was still pending (September 2007). 

I . . . 

The Management stated (September 2007} that most of the vessels under different 
contracts were mobilised ill the month of November which was normaL The Management 
further ~tated (December 2007) that 45 days were an estimated average time by which 
time cle1arance from the Ministry of Defence (MOD) was available. It was not possible to 
mobilis~ vessels before 15 November since in soine parts of the offshore area, 
weather/sea conditions often did not permit acquisition of good quality seismic data. 
Mobilisation of vessels was dependant upon the completion of their earlier engagement 
elsewh~re. The contractors may load the price by the likely amount ofliquidated damages 
(LD) op. account of expected delay. in mobilisation of the vessels· due to eadier 
engagerp.ent elsewhere. Specifying· date of mobilisation may·· result in restricted 
compe~tion, no participation ·by the reputed geophyskal contractors, besides higher 
pricing and could lead to re-tendering. However, the Management asstired that based on 
the. recqmmendatiorts · of audit, specifying date of mobilisation in the tenders was under 
their active consideration. 

! 

The M~nagement's. reply is not acceptable. As seen from Table-7.5 above, LsOA were 
not issued with proper planning to ensure that the 45 days period of mobilisation erided 
before ~6 October and the field season be utilised optimally. Due to non-specification of .. 
the date of mobilisation, the contractors· vvere not under obligation to make the vessel 
availabl1e in a time bound manner. There were delays in mobilisation of the vessels even 

I . . 
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in some cases9 where the LsOA were issued before beginning of the field Season. The 
Management's contention that specification of mobilisation date would restrict 
competition was not based on any experience of the Company. In fact, the Company had 
been specifying the date of mobilisation in contracts awarded for charter hiring of rigs 
and had not experienced lack of competition. 

7. 7.2.2 Delay in A.Pl process due to award of contract to a finaiocially unsound party 

The terms and conditions of the Notice inviting tender for charter hiring vessels for deep 
water seismic surveys did not require the bidder to disclose his financial· position. 
Absence of Such a condition led to the award of two of the ten contracts awarded dllriri.g 
the period of review toa financially unsound party resulting iriterminatiort of the contract 
before completion of work as described below: 

. . -

Blocks (NEC-DWN-2002/2 and MN-DWN-2002/2) under NELP-N were awarded to the 
Company by the GOI in March 2004 for deep water exploratfon; The first phase was to 
be completed in three years. The Company awarded (March 2004 and July 2004) two 
different contracts to·M/s. LARGE, Russia for acquisition of2D data inMahanadi and 
Andaman blocks. The contractor after acquisition of data in three blocks under . one 
contract, failed to mobilise vessels and su~sequently went into liquidation· (3 Decerriber 
2004) without completing the job. The acquisition of data in the second conttacfcould 
not be undertaken. The Company terminated both the contracts in March 2005 .· Fresh 
indent for the abandoned work was initiated in May 2005. The work was awarded- to 
another party in October 2005 and completed in June 2006. As such the field season 
ending mid.,. May of2005 was lost.· Audit observed that at the time of awarding the two 
contracts to Mis .LARGE, the <;::ompany was aware that during the course of execution of 
one of the Company's :other contracts, Mis. LARGE had suffered huge ioss due to 
sinking of streamers in January 2004: Thus, award of the contract to a party in disregard 

.of its financial position led to a delay of more than. two years in acquisition of2D data. 
Consequently, till September 2007; the Company could not drill any well in the first 
phase (March 2004 to March 2008) of block MN-DWN-2002/2 against the commitment 
of two wells. Similarly, under block NEC-DwN-2002/2, the Company could drill one 
againstcommitment of four wens: 

The Management stated (September 2007 and December 2007) that the performance of 
1\1/s. LARGE in previous· tWo contracts was satisfactory and. at the time of award of the 
contracts it could not be anticipated that Mis LARGE would go into liquidation and 
added that subsequent to the award of the contracts, the Company came to know in June · 
2005 that the contractor had been placed in creditors voliintary liquidation on 29 
November 2004. 

The reply is not tenable, The Company was aware of the huge financial losses sustained · 
by the contractor in January 2004 and hence, it should.have kept the financial condition 
of the contractor into consideration at the time of award of contract to Mis. LARGE in 
March and ~July 2004 .. Moreover, considering the narrow window of time (from mid 
October to mid May) available for conducting survey, the Company could have initiated 
steps for alternate arrangements under the fast track route which it had adopted in some 
other cases and awarded the contract within a month to avoid slippages in MWP 

9 Contract No. EB-2077 and EB-2094 

91 



Report No. PA 9of2008 

commitments. The indent, however, was raised only in May 2005 for fresh award of the 
work. 

Recommendation No. 7.2 

The Company should 

(i) erzsure that Letters of Award/or seismic survey are issued prior to the onset of. 
t~e field season and specify a firm date for vessel mobilisation for seismic 
survey; and 

(ii) establish procedures to ensure that the financial capability of the contractor is 
evaluated/assessed before award of contract. 

7. 7.3 if iring a_nd deployment of rigs for drilling of wells 

7. 7.3.1 Charter hiring of rigs 

(i) Availability of rigs to meet the drilling commitments 
I , 

Under the NELP,.exploration blocks were awarded to those bidders who offered the most 
I 

competitive physical programme in the form of MWP apart from the fiscal and other 
parameters. In MWP, phase-wise targets were committed for acquisition of seismic data 
and drilling of wells, which in turn was dependant on the availability of suitable rigs 
during the committed phase. Thus, the Company was to ensure· availability of rigs to meet 
its comnlitments. The details of the rigs available with the Company and wells committed 
at each NELP bidding round are given in Table-7.6: 
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T bi 7 6 N b f lJj a e- • : um ell" o we s commru1tte or ill bn n mg VJ1s-a-v1s ngs ava a e 
SI. Commfitments JP'revfiouns Number ohiig(s) 
No. lbaclkllog 1nvafil!able for Jfunllfltliliing 

<No. of wells) tllue commitmeimts 
NJEJLJP' Commitme1mt No. of For For afongwith tllne lbaclkllog 

Pernod! we!Ils Nomii1m- NJELlP' 
commftttedl atioim bloclks 

blocks 
1 NELP-I, May2000to 0 12 0 One own rig viz. 'Sagar 

Phase-I May2003 Vijay'(SV). The rig could 
drill one to two wells per 
vear. 

2 NELP-H, August 2001 to 13 14* 0 In addition to SV, two 
Phase-I August2005 hired rigs viz. 'Belford 

Dolphin' (BD) and 
'Discover Seven Seas', 
became available in 
November 2003 and 
Februarv 2004. 

3 NELP"III March 2003 to 4 
Phase-I March2007 

No additional rig other NELP-I, May2003 to 3 13 0 
Phase-II Mav/Nov. 2006 than those stated above. 

Total 7 
4 NELP-IV March 2004 to 16 9 0 As above. 

Phase-I March2007 
5 NELP-V December 2005 to 1 

Phase-I December 2009 
NELP-H, August 2005 to 10 
Phase-II Au!!Ust 2007 7 7 As above. 
NELP-I, May/Nov. 2006 to 3 
Phase-Ill Mav2008 
Total 14 

6 NELP-VI May2007to 4 
Phase-I Mav2012 
NELP-III, March 2007 to 2 sv and DSS were 
Phase-II March2009 2 11 available. Rig BD was 
NELP~II, August 2007 to 11 dehired in April 2007. 
Phase-Ill AU!!USt 2009 
Total 17 

* The backlog of wells in NELP has been calculated on a conservative basis by evenly distributing 
committed number of wells over the ongoing phase period, excluding first two years of the 1'' Phase 
for data API. · 

The Company failed to ensure sufficient number of rigs in time to meet its commitments 
of drilling deep water wells. Audit observed that the main reasons were delay in 
fmalisatiori of rig hiring contracts, non-availing of options to hire two additional rigs and 
delay iri finalisation of renewal contract in respect· of one rig (BD). These cases are 
·discussed in the following paragraphs: 

(ii) Inordinate delay in finalisation of tender for charter hiring of Rigs 

The Company entered into two new contracts for charter hiring of deep water rigs during 
the five years from 2002-03 to 2006-07. Audit reviewed the contracting process and 

93 



Report f'(o. PA· 9 of 2008 

found rhat the Company took 522 days in finalising the contracts indented in February 
2002. The Materials Management (MM} Manual of the Company provided a period of 
222 days from the date of indent upto the· date of award of the contract: The extra 300 
days t~en to finalise the contract were mainly taken in finning· up the ,Bid Evaluation 
Criteri~ (BEC} and specifications of the rigs. The._Company had envisaged engaging 
consultants to assist the Company to finalise the tender documents and utilise ·their 
service's for drilling. The consultants, however, were appointed on 7 August 2003 only 
after ilie contract for hiring of rigs had been ~warded on 1 August 2003. Hence, the 
Company could not avail of the services of the consultant in finalisation of tender 
docum~nt and firming up of BEC and thereby save time. The inordinate delay in 
finalis~tion of contract for charter hiring. of rigs resulted in postponement of drilling of 
eight wells10 during the 101

h FYP. 
1. 

The Management replied (August/December 2007) that since the hiring of deep-water 
rigs oni an. integrated basis was being done for the first time by the Company, firming up 
of the specifications/scope of work, etc., took time. n took the Company a period of 296 
days b~tween receipt of indent and NIT to finalise the manner of hiring of-the services 
(integrated or stand alone) and finalisation of all different physical inputs and services for 

I . 

the vatj.ous categories. These factors needed careful consideration and deliberations. The 
actual ~endering process i.e. from NIT to LOA thereafter took 227 days only. 

. . . - -

The reply is nottenable as the Management has calculated the days from NIT, where as 
audit has calculated the same from the date ofreceipt of indent from the user department 
as prohded in the MM manual. Moreover, the proposal for hiring rigs (integrated -
servicds vis-a-vis stand alone basis) was first put up in tender ~ommittee on 27 May2002 · 
and approved by Executive Purchase Committee on 19 July 2002 or after 53 days and 
does n0t justify the delay of 300 days. Moreover, the Company was aware of its technical 
limitations in this area and had planned to engage a consultant to assist them, the 
appointment of which.was however delayed and the Company had·to grapple with the 
compl~xities on its own. 

(iii) :Non-achievement of drilling targets due to not hiring of additional rigs -

The chmpany decided (March 2003) to hire four :rigs of different capaCities and in 
Augus~ 2003 hired two rigs 'with an option to hire two more ill next ·six months. Audit 
observed that the option: of hiring additional two rigs was not considered till the expiry _ 
(Noveihber 2006 and February 2007) of the existing contracts though there was a backlog 
of wells drilled vis a vis wells to be drilled under NELP and nominated wells. Excluding 
the ba~klog of 20 wells in respect of five NELP blocks that had to be surrendered by the 
Comp~ny due to not meeting the commitments, there was a backlog of 15 wells (13 in 
NELP [and two in nomination blocks) at the end of 2006:-07. Had aH the four rigs been 
hired ifi April 2o04 as envisaged, the additional two rigs could have drilled 40 wells till 
March!2007 at the rate of 54 days per well11 and possibly, the backlog could have been 
cleared and the eventuality of forced- surrendering of five NELP block could have been 
averted. As. the. Service Day Rates for the ng DSS under the renewed contract (2007-08 
to 200?-10) ill.creased to US$ 357 ,000 from the earlier rate of US$ 153,348, drilling the 

10 Calc~lated based on the number of wells that were to be drilled each year by the· rigs for the period 
ef del~ . . 

11 Averdge days per well in case of JJD and DSS rigs. 
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backlog of 15 wells would require incurring of an additional expenditure of Rs.739.01 
crore. 

The Management replied (December 2007) that the option of hfring two additional rigs 
was kept for drilling of appraisal wells in case of early hydrocarbon discovery. 

The reply is not tenable as it was decided in April 2003 in the meeting of Executive 
Purchase Committee (EPC) that the Company shall exercise the option to hire additional 

· two rigs within a period of six months plus six ~eekS (to review the data generated 
during the six months period) from the date of commencement of rig operations. 
However, the option to enable the co.mplet!on ofMWP was not exercised. 

(iv) _ Non availability of the rigs due to delay in awarding the contract 

The Company hired the rig BD on a three years contract to expire in November 2006. In 
June 2005 the. Company asked the contractor (Mis. Dolphin Drilling Limited) to submit a 

. quote for further extension of three years. The contractor submitted his proposals on 4 
July 2005 and after negotiations, offered the.rig at the rate of US$ 426,800 per day with 
validity for acceptance of the offer up to 2 September 2005. The consultant, Mis. 
Fearnley Offshore, also advised (July 2005) the Company that the availability of rigs was 
critical and if the Company decided to wait, rigs would not be available till first quarter 
of 2007. Despite the advice, the Company placed order on 5 October 2005 after the 
expiry of the offer. Mis. Dolphin Driliing Limited. declined (6 October 2005) the offer as · 
the rig had been marketed elsewhere. Audit obse1*Ved that the rates for deep water rigs 
quoted by the contractor were at par with the rates prevailing in October 2005. After the · 
Company failed to avail of the offer of the contractor in September 2005, it initiated the 
process of re-tendering in February 2007 by which time the rig hire rates had gone up to 
US$ 520,500 per day (January 2007) and the period of hire of BD. rig had expired 
(November 2006). After sale of tender documents during February and March 2007 and 
holding pre-bid collference on 30 April 2007, the Company was contemplating (13 
August 2007) certain changes to the tender condition, scope of work and specifications, 
etc. Even if the NIT is re-published in October 2007, and considering a period of 215 
days for award of the contract from the date of publication of NIT· (as per the MM 
Manual of the Company), and also allowing a period of six months for the contractor to 
mobilise the rig, the new rig would be available not earlier than end of 2008. Hence, 
seven wells of more than 1800m water depth in four-blocks 12 required to be drilled before 
expiry of NELP phases of these blocks (March 2008) would not be drilled within the 
committed period and will have to be drilled at a higher cost. Further, had the Company 
finalised the contract for extension of the rig BD for a period of three years within the 
validity of the. offer, it could have saved an amount of Rs.311.42 crore13 likely to be 
incurred in future. 

12 NELP-1: One Block viz. KG-DWN-9814, One well; NELP-IV: Three Blocks viz. KG-DWN-200211, 
One well; MN-DWN-200211, Three wells; MN-DWN-200212, Two wells. 
13 Based on the rates available for similar rig in 'Rig Locator' during Januaty 2007 (Mediterranean 
Africa rates US$ 490000-Negotiated rates US$ 426800 = US$ 63200 x 3 years = US$ 69,204,000 x 
45/US$. 
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The Mlfilagement stated (December 2007) that though the rates. quoted by the contractor 
were close to October 2005 rates, the award of the contract required due diligence and 
negotiation with the contractor in view of the increase in the rates compared to ongoing 
contract. 

The Management reply is not tenable as it ignored the advice of the consultant indicating 
criticality of rigs availability worldwide. The Management was also aware that volatility 
of oil prices in international market and demand /supply situation of the rigs had become 
critical during the year 2005 due to hurricane RITA and KATRINA in the Gulf of 
Mexico. The negotiation with the contractor were unduly prolonged in disregard of the 
time of validity of the offer. Negotiations could not fetch much advantage also in terms of 
reducti?n of rates. Considering the key factors, the Company should have acted well 
within time and taken proper action to keep the contractor under obligation to honour his 
offer. 

7. 7.3.2 iDeploymelit of Rigs 

(i) Non-ftxation ofnormfor drilling activities 
i 

The Company hired deep water drilling rig BD and DSS on Integrated Well Completion 
(IWC) basis, wherein the rig contractor was to provide the rig alongwith the services at 
the rates, terms and conditions agreed by him with his service contractors. However, 
while entering into contracts, no time norms for completion' of various activities of 
drilling, were fixed. 

I 

Analysis by audit of actual time taken vis-a-vis estimated time as well as actual cost vis­
a-vis estimated cost of drilling 35 wells revealed that time taken for drilling was 1.5 times 
and abdve the estimated time in case of 15 wells. The time taken was more than twice of 
the estimated time in case of five wells. The actual cost was 1.5 times the estimates in 13 
wells, more than twice in five wells and more than three times in one well (Annexure 

I 

XXVII). As against, the estimated cost of Rs.2,482.55 crore for drilling 35 wells, the 
actual cost was Rs.3,286.57 crore. Since the rates quoted by the rig/service provider were 
day rates, the absence of time riorms for coinpletion of activities weakened the internal 
control to monitor the time taken in completion and cost of drilling activities against pre­
established benchmarks. 

' ' 

The Management stated (July 2007) that the deep water drilling was in an infancy stage 
in 2003 and the estimated time for each operation was very tentative and the operational 
speed mainly depends on the actual hole conditions. The Company ·further stated that 
cutting short the operation could lead to complications. 

The reply is not tenable, as non-comparison and analysis of actual time with estimated 
time defeated the purpose of fixation of estimates and in the absence of norms for 
completion of drilling activities, the Company could not exercise effective control. 

I • • . 

Management further replied (December 2007) that prior anticipation of all surprises was 
not possible since 'offset well' 14 data was mostly scarce/absent in deep waters. 

' 
· Audit noted that though.the Company was using hired rigs since November 2003, it had 

not taken any step tiH the year 2007 to utilise its experience for fixation of performance 
norms tp monitor drilling related activities. 

14 An existing well bore close to· a proposed well. 
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(ii) Loss due to. inadequate contractual provision 

Within a span of 22 months of hiring of rig ·DSS in. February 2004, six major failures of 
Dynamic Positioning System (DPS) of the rig took place. Well KG-DWN-D-1 had to be 
abandoned on 13 September 2005 without carrying out production testing due to power 
failure on the rig resulting in abandonment of gas bearing well after spending Rs.48.01 
crore. The Company could neither fix responsibility nor recover the ·amount from the 
contractor in the absence of any specific clause in the contract for recovery of loss due to 
defective equipments or services supplied by the rig contractor. 

The Management whHe . accepting (May 2007) non-existence of a provision in the 
contract for cost recovery on account of DPS related shutdown, stated that the Company 
was actively considering to include a 'Temporary Suspension' clause in the new contracts 
to ensure that no payment is made for idling of services beyond 72 hours in case of a 
break-down. The Management further replied (December 2007) that DPS failure was 
extremely rare and any equipment was prone to failure. 

While that may be so, however, the flaw lay in the non inclusion of a suitable clause 
which in the event or" abnormal suspension of operations due to equipment failure would 
safeguard the Company's interest in such situations. 

(iii) Shortfall in deep water drilling due to deployment of Rig SV 

During the period from 15August2005 to 25 November 2005 a hired rig (DSS) capable 
of drilling upto a water depth of 1800 m was deployed on two. deep water locations 
(98/2Dl and 98/4 Al) requiring driHing in water depth upto a maximum of778 ma depth 
which could have been drilled by the Company owned rig SV. On the other hand, SV 
upgraded in 1998 for a specific objective to drill upto a water depth of 900m was 
diverted to shallow water drilling during the same period. Diversion of ati owned rig 
equipped to drill in deep water to. drilling in shallow waters and deploying a hired rig to 
drill in the deep water resulted in. extra expenditure of RsAL37 crore15

• Instead of 
'deploying SV in these two shallow locations, the Company could have deployed a 
shallow water hired rig by incurring an additional expenditure of Rs.13.62 crore16 which 
was a more economical option. The net saving forgone by the Company in diverting SV 
. to shallow water locations instead of deploying a shallow water rig and utilising DSS on 
the locations where SV could have been deployed worked out to Rs.27.75 crore17

. 

The Management replied· (December 2007) that rig deployment plan was envisaged by 
the Basin group, based on the priority and available locations and the locations 98/2Dl 
and 98/4Al were never planned for drilling by the rig SV. 

The reply is indicative of weak planning in the . deployment . of resources. The rigs 
equipped for drilling in deep waters are specialised vessels which come with a high 
charter cost. The Company had upgraded its own rig SV for the specific purpose of 

· 1
5 The extra expenditure of R~.41.37 crore is the incremental expendit~re of deploying hired rig DSS 

over the operating expenditure of owned rig SV. · 
16 The extra expenditure of Rs.13.62 crore is the incremental expenditure of deploying a hired shallow 
water rig after setting off the savings that would be made by releasing rig SV. The charter rate of 
shallow water rig is based on the rig locator rate for similar rig for the month of August 2005. 

. 
17 Lower the rate of hiring a shallow water rig more is the saving foregone. Audit has taken a higher rate 

·for hired shallow water rig to· be conservative to project the saving foregone. 
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deployment in deep water drilling. Rig DSS was also hired along with ancillary services 
under integrated well completion contract for drilling in locations upto a water depth of 
1800 m. Its deployment at locations where rig SV could have served the purpose, was not 
appropriate. The economics of deployment of available resources should be an important 
consideration in the preparation, review and implementation of resource deployment 
plans. 

7. 7.3.3 Miscellaneous observations 

(i) Loss due to non-availability of standby wellhead on the rig 

As per clause 4.5 of the contract for the rig DSS, the contractor was required to ensure 
availability of a minimum of two well-heads 18on the rig. On 15 January 2005 a 
complication due to parting of 20" casing in well V A-1 developed and drilling of a new 
well could not be taken up for want of another well head. The well (V A-1) ·was 
abandoned on 23 January 2005 when another well head became available. The 
intervening period from 15 January 2005 to 23 January 2005 was spent by the Company 
in unsuccessful attempts to resolve the complication. The rig and services charges 
attributable to these nine days when the rig remained idle were Rs.1 1.05 crore. 

The Management stated (December 2007) that the root cause behind going for a new well 
was casing parting and the availability or non-availability of a spare well head had 
possibly no bearing on this decision, since the existing well head was retrievable and re­
usable for the fresh drilling. Availability or non-availability of a spare well head would 
have also nothing to do with the parting of casing. 

The reply is not tenable. Though well head availability may have had nothing to do with 
casing parting but the Electrolog data in Well Completion Report (WCR) showed that 
casing had parted on 15 January 2005. Hence, decision to drill another well could have 
been taken on that day itself if the spare well head was available. WCR also indicated 
that attempt to liquidate the problem was made because no substitute well head was 
available. Drilling of a new well was taken up only on availability of a spare well head 
which the contractor was contractually obliged to keep available. 

(ii) Extra expenditure due to lack of inter-discipline coordination 

Deep water wells are drilled by Drilling Services (DS) group of the Company, which is a 
service provider to the Geological and Geophysical (G&G) group of the Basins, based on 
the parameters set by the G&G group. The decision to abandon a well either prematurely 
or after completion of the entire drilling schedule it taken by DS after the approval of 
G&G group. Audit observed that well GD-6-1 in the block KG-OS- DW- III drilled by 
the rig BD was terminated without the consent of G&G group by DS after placing three 
abandonment plugs. Since the decision to terminate drilling was not acceptable to the 
G&G group the plugs had to be drilled out and drilling resumed as instructed by G&G 
group. In the process of placing and removing three abandonment plugs, 187 rig hours 
were lost resulting in an unfruitful expenditure of Rs.11.06 crore. 

The Management replied (December 2007) that even if G&G group had not agreed to the 
abandonment of the well, the plugs were necessary to be placed for safety reasons. The 
next course of action was to be decided subsequent to placement of plug. The action of 

18 A wellhead is that part of an oil well which terminates at the surface, whether on land or offshore, 
where petroleum or gas hydrocarbons can be withdrawn. 
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placing the plugs did not necessarily imply permanent abandonment, but meeting a well 
security requirement. · 

The reply is not tenable since the activities among various services needed to be well 
coordinated to arrive at a final decision for abandonment or continuation of drilling to 
avoid extra expenditure in placing and removing of the phlg. In the instant case, the same 
was not done despite there being a well established practice in this regard and a 
representative of the G&G group dedicated to the team drilling the well. 

Recommendation No. 7.3 

The Company should 

(i) finalise the tenders for hiring rigs within_ the period prescribed in the Materials 
klanagementJJfanua~ 

(ii) consider the prevailing market rate/trends while finalising/extending the­
contractsfor hiring rigs so as to establish the reasonability of the rates offered; 

(iii) fvc norms for time required to execute various activities of drilling while hiring 
rigs on integrated well completion basis so as to have an effective control on the 
peiform_ance of the contractors; and 

(iv) incorporate clauses in the contract to protect its interest in the event of idling of 
services due to breakdown in one or more equipment supplied by a contractor 
under an integrated well completion contract. 

7. 7.4. Production testing; well co;,,pl~tio~~an_d_r~serve· estimation 

7. 7.4.1 Non-achievement of reserve accr~tio~·targets 
Since the introduction of NELP in 1999, the Company had been awarded 34 deep water 

. blocks in which eight wells were drilled and in the block KG-DWN-98/219 seven wells 
were drilled till March 2007. In Nomination blocks, 24 wells were drilled by that date. 
Unlike shallow water blocks, the Company had not fixed any firm target for reserve 
accretion for deep water blocks. Only an indicative target for Initial-in-Place (HP) 
Hydrocarbon of 500 MMTOE from deep water was mentioned in 10th FYP without any 
year-wise breakup. 

Audit observed that the Company had not made any-estimate of firm reserve accretion for 
such a critical activity onwhich it spent Rs.5,769.12 crore during 10th FYP period (2002-
03 to 2006..:01). During this period, the Company was able to accrete only 172.17 
MMTOE till March 2007, of which 73.70 per cent _was from block KG~DWN-98/2 
acquired from CEIL in March 2005 and the nomination blocks as detailed in the tabk 
below. 

19 The_ block acquired from CEIL. 
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Table-7.7: Accretion to hydrocarbon reserves - Initial in place (IIP) 

Particulars Total 2002-03 2003-04 2004-05 2005-06 2006-07 

Exploratory expenditure 5769. 12 173.95 494.99 2111.37 1221.95 1766.86 
including API and drilling 
(Rs. crore) 

Actual reserve accretion 45.28 2.98 22.02 9.98 9.00 1.30 
from the Company bid 
blocks and nominated 
blocks (MMT-OE) 

Actual from KG-DWN-98/2 126.89 NA* NA* 34. 18 28.26 64.45 
acquired by the Company 
from CEIL. (MMT-OE) 
*Not Applicable as the block KG-DWN-9812 was acquired by the Company in March 2005. 

There was no significant accretion from the blocks acquired by the Company through 
NELP bidding. In fact, the eight wells drilled in the NELP blocks turned out to be dry. 

Chart 7.4 

Reserve accretion Qn M MTOE) by ONGC till March 2007 

126.8 

. lldbb:ksml Nmmatul Uoc~ 

• Aattired Blod< h 1m CEJL 

The Management stated (September 2007) that the reserve accretion was an outcome of 
physical inputs which had a normal lag time. It could not be expected to achieve desired 
accretion in the first two years of I 0th FYP. The upward trend from the third year 
onwards proved that the planning was in place and was proper. 

The reply is not tenable as the Company commenced exploration in deep water from 
1970 onwards and started drilling deep water wells having water depth more than 400 
metres with the rig SV from 1998-99. The time lag has, therefore, to be counted from 
1998-99 and not from the beginning of the 10th FYP. Further, the increase in accretion 
from 2004-05 onwards was also not due to exploration efforts of the Company in the 
Company bid blocks. 

The Management further stated (December 2007) that the Company had planned the 
needed physical inputs required to meet the set target but no firm commitment of reserves 
accretion was made in the deep water sector. Only an indicative target of 500 MMTOE 
was set for the deep water sector and other frontier sectors combined. The Management 
also contended that after the initial set back in the west coast, the Company deliberately 
enhanced its exploratory inputs in the east coast mainly in the block KG-DWN-98/2 
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which had an estimated volume of 32.51 MMTOE of hydrocarbon, purely based on its 
prospectivity and the returns offered by the block. · 
The reply is not tenable as accretion of 500 MMTOE in the 10th FYP was envisaged . 
mainly from deep water exploration. At the time of formulation of 10th FYP, the block 
KG.:.DWN-98/2 was not with the Company. Fixing of indicative targets showed that the 
Company had not properly planned for the returns expected of its huge investment. 

7. 7.4.2 Nmi-fvcatimn of norms for t~sting wells· 

To arrive at the Initial in Pface (HP) reserve,. the hydrocarbon indicative wells are tested 
to establish presence of hydrocarbon. Under the IWC contracts for the rigs BD and DSS, 
the Company did not prescribe any norms for tests in terms of number of days to be spent 
per object of testing; 

Audit observed that the testing days per object varied from five to seventeen qays during 
the period from 2002-03·to 2006-07 as indicated in Table-7.8 below: 

T bl 7 8 D Jill d Jill a e- . eepwater we s teste Cl!DJmVeHlltl!OJll\a lV • 0 

st Wellll. 
Bfock: Water No.of Actunall idlays Acruan 

No. Name 
RUG NELJPor idleJlDtlhl Objects 'take111 for days JlDer 

Nomiiimatirni:n (meters) tested! testiil!Il!!: obied 

1. KD-2-1 DSS Nomination 1464 4 22 5.5 

2. VA-1 DSS Nomination 553 1 17 17 

3. VA-2 DSS Nomination 689 2 10 5 

4. GD-2-1 sv Nomination 653 1 24 24 

5. G-4~2 sv Nomination 429 1 14 14 

6. G-4c3 sv Nomination 525 1 15 15 

7. G-4-4 sv. Nomination 335 2 30 15 

8. 98/2-W-1 BD Nomination 1263 1 10 10 

9. 98/2 A-1 DSS. NELP 706 1 08 8 

10. 98/2-U-1 BD NELP 1265 .. 1 12 12 

The Management stated (December 2007). that there was no way to prescribe norms for 
testing days in deep water wells by the Company as deep water testing had been 
undertaken by it for the first time, comparable figures were not available, different 
operators had been using different fypes of equipments in testing and the pattern of 
production testing days also varied with water depth. 

The reply is not tenable as the Company had been in deep water drilling since 1999. The 
Company could have benchmarked the testmg time on the basis of past experience, as the 
norms had·. be~n set in case of . shallow water wells. Further, as contended by the 
Management, no pattern or relationship could be noticed from the data given in Table-7 .8 
between water depth an~ production testing days taken. 

7. 7.4.3 Avoidable production testing in the well interpreted to be devoid of hydrocarbon 

Deep water wells are tested for presence of hydrocarbons through· Modular. Dynamic · 
Tester (MDT) or. conventionaltesting .. The conventional method of production testing 
being 1011ger o'ne ill terins of number of days; MpT is generally resorted to, before 
conductingproductiontesting. 
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The Companl while testing well GD-2-lA carried out conventional production testing of 
two objects2 at a cost of Rs.9.13 crore without carrying out MDT despite the drilling 
logs indicating that the entire section was devoid of hydrocarbons. Both the objects 
proved to be water bearing. Audit observed that by adopting the interpretation of the 
recorded logs and MDT, which required only a few hours to conduct, the conventional 
test and resultant expenditure could have been avoided. 

The Management accepted (December 2007) that the recorded logs were not interesting 
from the hydrocarbon point of view and carrying out of MDT could have avoided 
conventional testing but justified the same to rule out possibility of missing any kind of 
potential zone. Further Management stated that caved hole precluded the feasibility of 
carrying out a valid MDT. 

The reply is not tenable as recorded logs suggested that the well was devoid of 
hydrocarbon and the Company could have confirmed this at the most by carrying out 
MDT being economical compared to conventional testing. 

7. 7.4.4 Discovery claimed by the Company not acknowledged by MOP&NG IDGH 

i) As per the conditions for allotment of nominated blocks, the Company had to 
issue a strike note on discovery of hydrocarbon in the nominated blocks to the 
MOP&NG, for the discovery to be considered and recorded by MOP&NG. Audit 
observed that out of five discoveries made by the Company in the nominated blocks 
(Annexure XXVIII), only two appeared in the records of DOH. The Management 
contention that remaining three wells were delineation wells was not available on record. 

ii) As per Article 10.2 of the PSC, if the contractor determines to conduct a drill stem 
for production test in open hole or through perforated casing with regard to any 
exploration well, it shall notify the Government of the time of such test at least 48 hours 
prior to the proposed test, and the Government shall have the right to have representative 
present during such test. Audit observed that in NELP blocks, out of six discoveries 
claimed by the Company as at the end of March 2007, only four were acknowledged as 
discoveries by the DOH. In the remaining two cases (D-1 and DWN-E-1), the weUs were 
tested only by MDT whereas PSC required it to be tested through Drill Stem Test (DST). 

The Management replied (December 2007) that in case of D-1 well, testing was done 
through MDT and conventional testing (DST) was planned to be notified to DOH but the 
well was abandoned due to technical problems. In case of DWN-E-1 , an interim 
discovery report was issued to DOH based on the MDT. In this case also, the DOH 
desired carrying out of DST for notifying discovery. The DOH also clarified that the 
MDT could be considered for future discoveries, if notified. The matter regarding the two 
wells was still pending with the DOH (August 2007). 

The reply is not tenable as the Company did not inform DOH about MDT and its inability 
to conduct conventional test due to well collapse. In case of DWN-E-1, the Company 
neither conducted conventional testing as required in Article- I 0.2 of PSC, nor invited 
DOH representatives. Even after the DOH insisted, the Company did not carry out 
conventional testing whereas in the four cases acknowledged by DOH, the Company had 

10 Object is an interval or section of a well which indicates a likely presence of oiVgas through drilling 
data as well as study of logs. This section is generally a reservoir under different sedimentary 
environments and holds hydrocarbon pools. 
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conducted·conventional production test. As a result,. both these discoveries had not been 
accepted by the DGH. Non recognition of discovery in the NELP blocks may delay 
further devefopment plan of the field under Article 10 of PSC. 

Recommendation No.· 7.4 

(i) The Company should l!Xpedite API of seismic data, plan drilling of sufficieud 
number of wells and test the wells as per procedures prescribed by the DGll. 

(ii) The.Company shouldfu: norms for.testing ofwelis in terms of number of days 
per object by giving due weightage to the subsurface conditions of varioU1ts 
Basins. · 

7. 7.5 Health, Safety and Environment 

7. 7.5.1 Health and Safety - Occurrence of accidents 

Audit observed that in respect of deep water drilling rigs, OJ).e incidence of equipment 
damage in September 2002, one incidence of major injury in March 2005 and three 
incidences of minor injury betWeen February and October 2005 were reported at the 
Company owned deep water drilling rig SV. Further, one major incidence occurred at rig 
BD in March 2005 and one fatal accident was reported in February 2006 at rig DSS. 

Apart from the above, fifty cases of 'near misses' were reported· in annual report of 
Drilling Services for 2005-06 only, at SV covering almost every month of the year. This 

. indicated the high possibility of 'near misses' converting into high risk incidences. Non­
reporting of 'near misses' in earlier ·years deprived the Management from taking 
precautionary measures on safety aspect. 

In the 5th HSE sub-committee meeting of the Company's Board held in December 2005, 
major accidents involving contract workers during 2004-05 were discussed, wherein it 
was observed from investigated incidence~ that the contract workers were not aware of 
hazards associated with oil industry. Therefore, a 'Total Productivity Management 
Program' to ensure incident free operations was advised. 

The Management stated (December 2007) the reporting of accidents/incidents or near 
misses had· started in the Company on daily basis. The clauses regarding reporting have 
been incorporated in the contract. 

However, the above incidences of accidents indicate that the 'goal zero' of corporate . 
environmental management which includes . zero ·accidents, lost man days and facilities 
was not fulfilled. 

7. 7.5.2 Environment 

(i) Delay in carrying out Environmental Impact Assessment studies 

According to Article 14.5 of the PSC, the Company was require4 to carry out 
environment impact studies through persons having special knowledge on environment 
matters in order to determine the prevailing environment, human beings and local 
communities situation at the time of studies and establish the likely effect exploration 
activities on the same. the time taken for completion of Environment Impact Assessment 

. (EIA) studies are given in Annexure XXIX. 
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Audit noticed that the time taken for pre-drilling EIA studjes ranged from 20 to 56 
months from the date of signing respective PSC. In respect of NELP- I and II blocks, 
three tp four years were taken for completion of pre-drilling EIA studies from date of 
signing the PSC, whereas Phase I ofNELP-I block itself was for four years. 

The Management stated (December 2007) that one block was not found to be prospective 
after exploratory survey and was being re linquished without entering drilling phase. So 
no pre drill EIA studies had been conducted for this block. Pre-drill EIA studies were 
initiated after establishing prospectivity of the blocks and finalisation of tentative drilling 
plans. In the blocks KK-DWN-2002/2 and KK-DWN-2002/3, under NELP-IV, there was 
no drilling in MWP of Phase I. The drilling had been planned in phase II of these blocks 
from the year 2009- 10 and last quarter of 2008-2009 respectively. Therefore, the process 
for pre-drill EIA studies and environmental clearance had been initiated just then. 

The reply of the Management is not factual since in respect ofNELP I, Ill and IV the pre­
dri ll EIA studies were conducted and environmental clearances (ECs) obtained prior to 
data processing. In NELP-IV, for two blocks in possession, though phase-I had been 
completed by March 2007, pre-drilling EIA studies were initiated in December 2007. The 
Management, however, did not c larify reasons for not initiating process of ElA studies 
and EC for other two blocks. 

ii) Non-establishment of Environment Management Cell 

The Company had a separate Corporate Health, Safety and Environment set up headed by 
in-charge HSE in each Basin, Asset and Services. However, the monitoring of adherence 
to EC conditions was not carried out by in-charge HSE and its functions were limited to 
obtaining environmental clearance and reporting on accidents, safety drills, coordinating 
in revalidation of certificates, etc. One of the general conditions of EC was establishment 
of 'a separate Environment Management Cell with fu ll fledged laboratory faci lities to 
carry out various environmental management and monitoring functions under the control 
of a senior executive'. However, there was no mechanism in place to obtain compliance 
and test reports regularly from implementing sections by HSE to verify the compliance. 

The Management stated (December 2007) that ONGC's Regional Laboratories can take 
up the analysis of samples and for specialised analysis, it has MOU with expertise 
agencies like NEERI and NIO. 

The reply of the Management indicates the absence of monitoring mechanism in HSE 
group. Therefore, compliance to the various requirements/agencies was diluted. The 
Management did not offer any comments on the aspect of separate Environment 
Management Cell. 

Recommendation No. 7.5 

The Company should 

(i) initiate environment impact assessment studies in time so as to avoid delays in 
the MWP and consequential penalties; 

(ii) strengthen the mechanism of monitoring by HSE as stipulated in 
environmental clearances; and 

(iii) establish systems and strengthen procedures to ensure incident free operations 
for its Total Productivity Management Programme. 
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7. 7.6 Internal Control and Monitoring System 

. 7. 7. 6.1 Absence of guidelines/procedures for planning activities in deep water bloc/ks 
Production Sharing Contracts signed for the deep water blocks prescribed time period for 
completion of MWP of each phase. Audit observed that the Company had not prescribed 
policy guidelinei; for completion of each activity in order to achieve the MwP targets. 
The Company also did not-prepare separate budget for deep water exploration in thefr 

· annual corporate plans so as to monitor the physical and· financial progress of the project. 

Tlie Management stated (December 2007) that Operating Committee and Management 
Committee resolutions involving budgetary approvals in NELP blocks of an physical 
programmes for a given year as well as MOUs with MOP&NG for the acreage to be 
explored besides the review during· Quarterly Progress Review Meetings and bi-apnual 
reviews were multi-faceted control elements for the organisation in terms of both 
guidelines and monitoring. 

. . . -

The reply is not tenabl~ as the wens planned in the 10th plan were only. 35 instead of 
commitments to the extent of 51 wells. DGH imposed penalty in respect o.f five blocks 
and the blocks had to be relinquished. If the monitoring system as stated were in pface 
then such situations could have been avoided. · 

Recommendation No. 7.6 

The Company should · 

(i) prescribe policy guidelines for planning activities in deep water exploraiimn to 
ensure completion of each activity as per MWP targets; and 

(ii) prepare activity-wise separate budget for deep water exploration project i/JU, their 
annual corporate plans for monitoring the physical and financial progress of 
the project. 

7. 7. 6.2 Delay in assigning technical audit of exploratimn process 
- . 

The exploration process followed by the Company is explained in Aumexure XXX. To 
facilitate in taking stock of existing practices, making improvements for mitigation of 
exploration risk, improving the overall success. ratio and adding value to investment, the 
Company decided (June 2005) to engage a technical auditor for conducting technic~l 
audit of exploration process within a period of 12 days. The work to be cominenced from 
20 August 2007 arid completed by 4 September 2007 was, however, assigned to a party 
on 14 July 2007. Thus, the advantage of taking corrective actions to avoid cost and time 
overruns during the two year period was lost. 

Management stated (December 2007) that Exploration Process Auditing has no direct 
relationship, with project 'Sagar Samriddhi' because the objective of the audit process 
was to understand whether the Company had adopted the optimal acquisition, .processing 
and interpretation process for generation of prospects or not. This was applicable to 
onland areas, shallow water areas and also for deep. water areas. 

The reply is contradictory. Once it was accepted that the .EPA was applicable to deep 
water exploration, its inapplicability to ·Sagar Samriddhi project was not a logkal 

· conclusion as it is a project for deep water exploration. · 
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R.ecom'mendatimo. No. 7. 7 . 

. ' . 

· Thlf! Company shmuld lf!Msaare that technical aaadit of explorfaiimo. process ofeaclh block 
.aamler {f.eep water is comfaacted timely. · · 

I 
I . 

7.8 CoMdaasima 

~ The pompany envisaged (2003) fmrr biHion tons of hydrocarbon reserve from deep 
watet prospects ·in its 20 ·-year perspedive plan and decided· to pmsue aggressive 
explibration. campaign in deep waters. The Company has been in deep water 
exploration since 1970. However, it had not set any firm reserve accretion target from 
deep 1water blocks. During 10th FYP, and even ~fter spending'over Rs.5,769 .. 12 crore· 
in d~ep water expforation, the Company could · add ·only 172.17 MMTOE to. HP 
reserye out of which nei;i.dy 74 per· cent was from one block acquired by it from 
cr~ . . . 

};> Fiv~ ~ear plan and annual plans did not cover adequately the nrirnber of wens to be 
drilled as conlmitted for noiirl.Jination ·blocks and in MWP of various. NELP PSCs. fu 
the 10th FYP, the Company planned onliy 35 weHs against the commitfilent of51 
wells! resulting in non-achievement of MWP targets. As a result the progress of deep 

· wate~ exploration was slow and the Company had to relinquish five blocks _after 
. payin~ penalty to GOI for unfinished work. · · 

~ . . . . 

};;> Non-consideration of the financial condition 'of the contractor at the time of award of 
contr~ct, non specifying date of mobilisation of vessels and ~onsequendy, non 
completion of .data acquisition due to onset of monsoon had resulted in . delays m 

. comp~etion of MwP targets. . . . . 

};> Dela~ in . finalisation of· contracts as ·well as non-consideration of scarcity of· deep 
water1 rigs in the market resulted in non acquisition of rigs for diimng of comiirl.Jitted . 

· number of we Us in four blocks. 

)> Pre dfiHing EIA studies. took very Xong time ranging from 21 to 56 months. In some 
cases ~IA studies were not completed even after completion of Phase-I ofMWP. 

' . 
- I - •.... ·._- - , . 

.> Moriitoring of planning, the tender process; driUing operations and HSE policy 
implieflientation was weak. 

I . . . . . . 

The matitjr was reported to the Ministry in February 2008; reply was awaited. 
. r . - . 
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MIN1s'JfRy OF smPPING, ROAD TRANSPORT AND 
HIGHWAYS 

.. 

CHAPTER VIIl 

limland Watenvays Authority ofilllldia . 

.. Working ®fthe Authority 

lf{ighlights 
- . . , - . 

ti Inland Waterw~ys.Authority of India (Authority) was not able to fully utilise ~he 
funds sanctioned· by the Government for development ofNational wateI'Ways; n · 
didlµot :prepare a ·time bound and an integrated plan for development of ~each ' 
National waterway so that performanceagainsftargetscould be monitored at each.· 
stage .. 

·· (Pa""as 8.2.1~ 8.2.2 amUJ.1.3) . 

@ The . Authority could not· dredge . the ass~ssed quantities in the . three · N ationa1 · 
waterVVays which··was crucial•to the development ofnavigational channels. As a 
result the least ava:i.labRe depth of two metre could not be consistently and -

. contiguously maintained on an the stretches in the tmee National waterways. The 
dredgers procured by the. Authority at a cost~of Rs:44.'02 ctore :were underutilised. 
ne. und~rutilisati()µ, ranged from 84 per. cent to 99 per cent in respect of four 

.· cutte.r suction dl'edgers and 84 per cent to 94 per cent in the. case two hydraulic 
Surface dredgers· dtltjng 2006-07. · · · 

' ·._ •, :"-; ! ~ ,-.• (Para 8.3.1.1). 

· The nigfii na~i~ational aids provided by the Authmity at ·a: cost of ~.(92 crore · · 
· were unreliable. Moreover~ there was no movement of vessels on the channels at 
. night.due'to pt()blem.:i.n providing.coniigUous·channel·ofnavigable·depththeteby. 
rendering the expenditure .unfruitful. · · 

(Para 8.3.2) . . 
- .. "" - . 

The provision of infrastructural facilities on the three National waterways wa~ not 
linked with the development. of navigational channels, availability of cargo and .· 
movement of vessels. · As a resuit, the benefits of terminals constructed/under · 
construction atthe cost ofRs.l33 .. 87crore could not be:ava:i.led of~ . 

· (!Para 8.4) 

. Mechanical. handling equipment and hydr~uliq cranes costing Rs.13.34. c~ore 
. procured 'in soin,e 'cases before construction of terminals . and development of 
navi~~tiohai chaxiliel were lying wimsed snice 2005-06: ' . . . . . . 

(Paras 8.4.1.2, 8.4.4.J auui !J.4.5.1) 

107 

;:, 

L 



Report No. PA 9 of 2008 

·el 

The procurement of cargo vessels at a cost ofRs.19.79 crore was in contravention 
of the objectives of the Authority. The vessels procured were linderutilised and 
there was Under recovery of Rs.67.93 lakh (fuel and crew salary) during 2006-07 
fo. addition to indirect and overhead costs. 

(Para 8.5.1) 

The Authority failed ·to capitalise on the Government's directive reserving ·five 
per cent of annual cargo moved by public sector undertakings during 1998-99 _and 
1999-2000 for transportation by inland waterways as the Authority could not 
provide waterways for consistent and smooth vessel operations. NTPC Limited 
expressed interest in transporting the coal and furnace oil procured by· it via the 
National waterways but did not formalise the arrangements as· it doubted the 
Authority's ability to maintain sufficient water depth round the year. 

(Paras 8.5.2.2 and 8.5.2.3) 

Despite the Inland Water Transport Policy of Government of India, the Authority 
failed to identify projeds for public private . participation iri. development of 

. ·waterways, water based recreational facilities, or tourism related activities. 

(Para 8.6.1) 

The Authority had not prepared works manual, manualson accounting !)ystem and 
internal audit The Authority had · not established a robust Management 

' Information System fqr- monitoring and review purposes. 

(Para 8.7) 

Summary of Recommendations 

1. . The·Authority shmald d~firie staff accountabilities for ~ppropriate and timely 
utilisatiim of fumls allotted and received for developinent of waterways against 
a' well formulated long and short term integrated plan for overall development 
of the waterways. It 'should rigorously conduct periodical review on the creation 
of infrastructure and its optimum usage. (If considered necessary an 
i~dependent agency may be contracted to conduct sul'.l?~;Pl_l lh,epotential and 

_ u~age of facilities created/!milt by the Authority). _· .. '·: .'_" ·· _ 
'· . .-... : . . . 

2. T~e Authority shouldformulate an annual and a· rolling plan with benchmarks 
a~d milestones. to ensure that permanent/semi permanent measures are adopted 
fo,r river conservancy to reduce recurring annual expenditure on bandalling, 

· cJr-annel marking:i · dredging:i etc., and the plan should be reviewed and 
m.onitored at the highest level in the Authority. It should be ensured that capital 
dtedging is . achieved am! maintained at the required . dimension of the 
navigational channels. Modern:i dependable and permanent night navigation 
systems are installed in a time bound phased manner. · 

' . . 

3. The Authority should ensure that allthe project activities are synchronised so 
that there is no idlilng of facilities created due to non-completion of related 
activities. Permanent jetties should be constructed only at; terminals where it is· 
sy~tematicaliy assessed that there is/would be in an ·estimated time span, 
sufficient cargo for optimum utilisation. In other places the option of floating 
Jetties should be considered. . 
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4. The Authority should identify and assess the potential for projects for private 
sector participation for development and utilisation of fadlities on the National 
waterways for water based recreation activities. It should identify specific. ite_ms 
o_r cargo which could be targeted for being transported through .National 
waterways and establish procedures and facilities to operationalise the Jumdling 
of thi identified cargo/loads. · 

(Rs. in crore) 
Five Year Plan Outlay for Transport Sector Outlay for IWT Expenditure foll" IW'f 
1"1 1951-56 504 0 0 
2°d 1956-61 1,299 0 0 
3n:t 1961-66 1,395 6 .. NA 
4Ul 1969-74 2,571 12 11 
5Ul 1974-79 5,420 32 16 
6Ul 1980-85 12,080 72 63 
7Ul 1985-90 22,644 . 226 188 
8Ul 1992-97 56,090 .331 152 
9tn 1997-02 1,24,188 308 147 
lOUl 2002-07 l,48,351 903 384 (IWAf only) 

8.1.2 Formation of the Authority 

On the recommend~tion of the National Transport Policy Committee (NTPC) in 1980, 
the Inland Waterways Authority of India (Authority) was formed on 27 October 1986 
under the IW AI Act, 1985 to· regulate and develop the inland waterways in the country 
for shipping and' navigation. The Authority took over assets and liabilities of the erstwhile 

1 Source: Report of the Working Group constituted by the Planning Commission on Inland Water 
Transport for 111

h jive year plan. · 
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Inland Water Transport Directorate. It is working under the administrative control of the 
Ministry of Shipping, Road Transport and Highways. · 

Based on bydrogra:phic surveys, techno-economic feasibility studies and the principles 
reconimerided by NTPC, the following three waterways were declared as National 
Waterway~ (NW). 

. Table-8.2 

§1 •. · NW Name of the river Date of No. 
No. ! declaration as stretches 

NW 
1. NWl Ganga-Bhagirathi-Hooghly river between Sagar island October 1986 36 

and Allahabad - 1620 Km 
2. NW2 • River Brahmaputra between Dhubri and Sadiya - 891 Km September 1988 33 
3. NW3·. Kollam-Kottapuram stretch of West Coast (::anal and February 1993 11 

Champakkara and Udyol!Illandal canals - 205 Km 

8.1.3 Functions of theAuthori"ty 

The main functions of the Authority are to: 

e carry out surveys and investigations and prepare schemes for the development, 
maµitenance and better utilisation of the National waterways and appurtenant land 
for: shipping and nayigation; · 

® prqvide or permit setting. up ()f infrastructure facilities for National waterways; . 

of 

® . carry out conservancy measures and training works and do all other acts necessary . 
for

1 
the safety and convenience of shipping, navigation and iinproveinent of the 

National waterW'ays; · · 

<!ii · study the transport requirement with a view to co-ordinate inland water transport 
with other modes of transport; 

e lay. down· standards for classification of inland waterways; and 

@ conduct research in matters relating to IWT and arrange training for IWT 
personnel. 

8.1.4 Audit objectives 

The perfo~ance audit was carried out to assess: . . 

e · the' adequacy of development and maintenance of inland waterways; 

Cl) the adequacy of infrastructure facilities provided in inland waterways; 
. I • 

e the utilisation of various assets proctired by the Authority; and 

@ · effectiveness of the internal control an_d accountability mechanisms in · · 
safeguarding the :financial interests of the Authority. 

8.1.5 ·. Scf!pe of Audit 

The performance audit of the Authority covered the period from 2002-03 to 2006-07. The 
records of; the Authority were examined at Head Office and Regional offices at Kochi, · 
Patna and Kolkata. · · · 
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8.1.6 Audit criteria · 

The targets .laid down in the respective Detailed Project Reports (DPRs), 
recommendations of the various working groups set up for the Five Year Plans, techno-. 
economic · studies and research papers . were taken into account for evaluation of the 
performance and achievements of the Authority. 

8.1. 7 Audit methodology . 

The audit programme and objectives were discussed at the entry conference held with. the . 
Authority on 15 May 20.07 .. Audit was conducted· during the period from May 2007 to 
September 2007. The Authority's replies to the audit observations: were. received during 
October 2007 and November 2007. Exitconferttnce was held on 1fJanuary2008. 

8.1;8 Acknowledgement 

The cooperation of the Authority in the course of. audit and dilring the meeting is 
thankfully acknowledged. · 

8.2. Planning and.utilisation of funds allotted 

8.2.1 Planning for utilisation of grants 

At present the Authority· does not have its ·own · somce · of revenue generation and. is 
· dependent on annual budgetary grants received from the Government of fudia. · 

The-pr~jections, allocatiOns~ budge~ estimates and utilisation of the funds during the last 
three Five Year Plans were as under:- · · · · · -

. Tablie-8.3 . 
(Rs. in croreJ 

·JP'Hal!ll Projedfo Allocat Budget Grallits Adllllal Average- lPercel!llta JP'erceim11:age . 
ns ions aillottedl recelivedl expel!lldlitllllre eXJ!llel!lli!l!nt ge of of Graim11:s · 
as per appirov by by tllne by the .Ulllre per blll!i!l!get ll"ecelivedl · by 
Working ed by Gov~m A11J11tlnori1l:y Authori11:y ammlll!m alillotted tllne 
Group· Pla1mid men11: (JP'Ran . amll to . A11H1tllnoll"Ji.1l:y to 

Img lllOim-JP'ia!IIl) aU!ocatfonil bundge1t 
Commi by 1tDne alfocatio!IIl 
ssfom JPHamumirig 

CmimmiSs 
Ilol!ll 

8th 492.69 139.35 53.80 38.47 34.69 7 39 71 
Plan 
(1992 
-
1997) 
9th 1701.00 308.00 205.38 164.59 15L01 30 67 . 80 
Pilan 
(1997 ·-·1·. 

- ''-; .. : r_ 

2002) ·., -· 

10th: .5447.70 626.73 .559.14 390.67 .. 383.54 77 89 70 
Plan .·, .· 

. 2002-
··. .- '•· 

2007) 
' 

. . 

The Authority was required to submit proposals to the· Ministry for release of budget . 
·allotted by the.~Gpy<;l!J:ll.llent.,Audit observed that the Authority ~ould draw only between . . ' ~ .. ' . . _. - : - . . -

111 



Report No. PA 9of2008 

70 to 80 iper cent of the grants budgeted by the Ministry duri~g the 81
h, 9th and l Oth five 

year plans. The budgets allotted by the Ministry were always less than the allocations 
approved by the Planning Commission for the Authority. The gap between the allocations 
approve~ by the ~lanning Commission and t4e budget _allotted -by the M~nistry increased· 
from 39 per cent m the 8 five year plan to 89 per cent m the 10th plan. _ _ -

8.2.2 P,reparation of Detailed Project Reports (DPR) 

Preparation _of DPRs is the primary requirement to -ensure a time bound and systematic -
development of a project. It was observed in audit that there was no DPR prepared for the 
Ganga-Bhaghirathi-Hooghly river system when it was declared as NWl earlier by the 
Inland Water Transport :Directorate or subsequently by the Authorit}r. This omission -
should be viewed in the light of the fact that of the three National wateI"Ways, NWl had 
the maximum potential as the waterway, is the longest, passes through highly populous 
and industrialised regions in the country, and there was greater connectivity of the 
waterway with rail and road networks. DPRs for NW2 and NW3 were prepared by the 
Authorio/ in 1990 and 1992, respectively. -

Audit oQse~ed that the Authority did riot prepare an integrated plan for development of 
each National waterway incorporating all aspects with milestones and fitted into a target 
-based time frame so that performance against the targets could be measured at each stage. 
It did nqt follow a logical sequence of development and instead formulated individual 
developtj1ent _projects for sanction of the· Board of Directors and the Mini_stry. No -review· 
was- conducted by the Ministry on the creation and usage · of infrastnicture and the 
performance of the Authority was measured by the utilisatiori of the grants which resulted 
in an unbalanced development of the waterways as discussed in the succeeding 
paragraphs. 

8.2.3 Spending pattern 

Audit obser"Ved that in the first 10 years (from 1986-87 to 1995-96) there was no 
significant activity in devefopment of waterways. Out of the total expenditure ofRs.67.61 
crore incurred in the first 10 years of the Authority, Rs._45.81 crore was spent as. revenue 
expenditpre. Of Rs.21.80 crorespent on acquiring fixed assets; except for one dre4ger 
unit procured in 1988-89 for Rs.7.98 crore for NWl at Patna, all other assets like 
vehicles,' furniture and other office equipment were establishment related. There was no 
significant developmental activity on any National waterway during these 10 years. 

Out of the total expenditirre ofRs.615.95 crore inciirred upto 31March2007, Rs.335.81 
crore (54.52 p~r cent) was spent on acquisition of asset~? and Rs.280.14 crore (45.48 per 
cent) ori pay and _- allowances; admmistrative -expenses and other recurring river · 
conservahcy works such as bandalling- and dredging. The major components of capital 
expenditure were construction of terminals including cost of land (Rs.169.50 crore), 
vessels (Rs.31.25 crore ), dredgers (Rs.48.63 crore ), barges (Rs.17 ;54 crore ), cranes 
(Rs.8.98, crore) and survey equipments (Rs.6.62 crore). Audit analysis revealed that 
except fi;>r a small amount of Rs.7.35 crore spent on bank protection in NW3, minimal -
capital works on bank protection, river training and reduction of silt carried by the water -
were undertaken for permanent development of navigational channels. Of Rs.169.50 
crore spent on terminals, the benefit of terminals constructed/under construction at 

2 includes Rs,84.56 crore for capital work-in-progress and Rs. 78.38 crore as advances/or capital works .. 
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Rs.133.87 crore (excluding cost ofland) could not be availed due to non-development of 
National waterways as -discussed in para 8.4. . · 

Recommendatioua No. 8.1 

The Authority should 

(i) defiuae staff accma111tabilities for appropriate 01-nd timely utilis01timn of fwmds 
allotted omd received for developmeuat of waterways agaiuist a well formulated 
fo1ng and short term integrated plan fort overall developmenit of the waterways; 
and · 

(ii) . rigorously conduct periodical review 01n the creatimB of infr01struact01tre aml its 
optimflltlm uasage. · (If co1nsidered necessary om · iuulepeUBdeuit agen:cy. may be 
couatracted to couaduct sflltrvey on the poteuatial ·and flltstige . of, facilities 
.createdllmilt !; the A.uthori ~- · . . . . 

!J.3 Development of wate.rWays 

The basic requirements for development of waterways were to: . 

(a) prepare fairway or navigational channel with desired width and depth; and 

(b) provide navigational aids for safe day and night navigation. 

The minimum.dimensions to be achieved for the three _waterways were as under:­
Table-8,41 

sn Name oftl:llne watl:eirway Lengttlln No •. of ·· _ Mnllllfimunlll!ll ID>fimeimsiol!lls 

No (Jinn Jklll!ll) st)t"etcllnes Onn metires)3 

W!dtlln '- DelJllt!IB. 

1. NWl 1620 36 45 2 

2. NW2 891 33 

3. NW3 205 u 32/38 2 

!J.3.1 Developme1nt ofnavigatiomol chanTJBels 
. . . 

NWl and 2 are typical aHuvial rivers with characteristics of braid~g, meandering ancl! 
high barge level fluctuation (both horizontal and vertical) between summer and monsoon 
months. On these.rivers, several shaHow.areas (shoals) come up during lo~ water season 
and the Authority was undertaking river conservancy works every year without finding 
any permanent solution. NW3 on the other hand is a tidal canal with predictable and 
Uniform tidal variation. On· this waterway once the desired depth is. provided by capital 

.. dredging it can be maintained for number of years by undertaking nominal maintenance 
dredging. 

As against the assessment~ made by the Authority, Audit observed that the progress of 
. work was either very slow or non-existent as discussed below: · 

8.3.1.1 A.chieveme1't of dredgiuag targets 

The Authority assessed (year 2000) that 15 lakh. cubic metres and 14 lakh cubic metres· 
had to be dredged in NWl and NW2 waterways~ respectively and as per DPR of NW3, 

3 Based on National 1'Transport Policy Committee criteria. 
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37.30 lakh cubic metres was required to be dredged to make the three waterways 
operational, apart from periodic dredging required to maintain the desired depths. As 
against these targets, 1.56 lakh cubic metres, 0.54 lakh cubic metres and 22.20 lakh cubic 
metres were dredged in NWl , NW2 and NW3, respectively by March 2007. 

Reasons for slow progress of dredging analysed in audit were as under: 

(i) Delay in procurement of dredging equipment and under utilisation of available 
equipment 

The Authority was to undertake departmentally the dredging work on NW 1 and NW2 as 
it received no suitable response to the tenders floated by it. For this purpose, the 
Authority assessed (2000) requirement for 20 Cutter Suction Dredgers (CSDs) and four 
Hydraulic Suction Dredgers (HSDs), in addition to four CSDs and two HSDs available 
with it for departmental dredging in NWl and NW2. The Authority took six years to 
finalise the proposal (September 2006) for procurement of six CSDs (against a 
requirement of 20 CSDs) at a cost of Rs.113 .44 crore for approval of Ministry. Between 
2000 and 2006, the cost of the six dredgers increased by 56.08 per cent. The Ministry's 
approval was still awaited (October 2007). No proposal for procurement of HSDs was 
initiated by the Authority till date (October 2007). Consequently, the work of dredging 
could not be completed to any significant extent. 

The capacity utilisation4 of two HSDs available with the Authority, one each at Patna5 

and Guwahati6 was 8.40 and 15.50 per cent and 1.51 and 5.62 per cent during 2005-06 
and 2006-07, respectively. The capacity utilisation in respect of four CSDs ranged 
between 1.25 to 15.83 per cent in these two years. The Authority failed to fully utilise the 
dredgers on which it spent Rs.44.02 crore. As per the DPR (1990) for NW2, the first and 
second phase of fairway development were to be completed by May 1997, but the 
Authority did not carry out any work in this regard. No dredging was done during the 
period September 1988 to March 2000 due to non-availability of dredgers. Dredging in 
this waterway was started only in 2001-02 by diverting dredgers from NW l. 

(ii) Delay in award of dredging contracts 

In the case of NW3, though the State Government had already completed the fairway 
development of Udyogmandal and Chamapakkara canals alongwith bank protection 
before its declaration as National waterway, Audit observed that the Authority did not 
initiate the procedure for award of contracts for dredging in time to meet the targets set in 
the DPR for the remaining stretches of the west coast canal. As per the DPR, the section 
between Kochi port and Kollam (138 km) involving a dredging quantity of 28.90 lakh 
cubic metres was to be completed in first phase in 1994-95. The section between 
Kottapuram and Kochi port with a length of 30 km and involving a dredging quantity of 
about 8.40 lakh cubic metres was to be completed in second phase in 1999-2000. 
However, there was no capital dredging for the development of NW3 from February 
1993 to February 1998. The Authority awarded contracts for capital dredging between 
Kochi port and Kollam only in March 1998 and Kottapuram and Kochi port in September 
2002. The contract for widening of canal (5.58 lakh cubic metres) was yet to be awarded 
(March 2007). 

' The utilisation statistics are combined for NW! and NW2. 
5 NWJ 
6 NW2 
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. As. per contracts for five stretches 7 between Kochi Port and Kottapuram awarded irt 
. March 1998, the capital dredging was to be completed between September 1998and June 

2003. However, dredging in only one stretch (Kochi-AHaphuza) was completed in June 
2000 and no dredging has been completed thereafter as the· contractors left· the works on 
one pretext or the other'. The Authority plans to re-award the works at an additional cost 
of Rs. 7 A8 crore at the risk and cost of the original contractors, The cases were under 

arbitration (September 2007). · 

8.3.1.2 Eumaringleast available depth 

To ensure ii.ay:i.gability :in the channels, a least available depth (LAD) of 2 metres. was to 
~e provided round the year. H was observed in J\.udit that even after spending Rs.60.36 
crore8 on bandaUing, dredging and channel. marking from 1986-87 to 2006-07, the 
Authority was not able to maintain the LAD of two metre consistently and contiguously 
in 2006-07 on aU the stretches .of three NW s as detailed below:- · 

Talble-85 . 
,Wmtenvay 'lrotmn rrno.olf No. of idlays iirrn 2®@6.:@7 l!Dllll wl!niclln t'Wl!D metre JLAD wms mvmfillmlbille 

No stretcllnes illll 
W ii11tel!'Wmy 

@-9@ dlmys 9:B. tl!D tJUD id!ays UJl-329 dlmys 33@-316@ dlmys* · 

NWl 36 10 4 3 19 (53) 

NW2 33 4 r 2 26 (79) 

NW3 11 8 0 1 2 (18) 

*Figures in brackets give percentage of all year round awailabili~. ·· 

.Due to inconsistent dep~hs,Jack of contiguity and poor channel marking, the Authority 
had to provide piloting facilities to the cargo vessels moving :i.n the channels. . 

8.3;1.3 River conserwapu:y works in NW1 and NW2 

While the Authority incurred Rs.40A7 crore duri~g 1986-87 to 2006-07 ~.26.i5 crore 
in NWl and Rs.14.22 crore in NW2) on bandaHing, channel markfog and dredgingwhlch 
were temporary measures, no expenditure was inclirred on permanent measures Hke bank 
protection, river training and prevent:i.tm of shoals/secondary channeis formation. As a 

· result the recurring expenditure on bandaUing and dredging remained unproductive. 
. . . . . 

83.1.4 Safety.ofnavigatiim in the c!ttanneKs 

The movement of vessels :i.n the river channels was slow and not ·safe due to presence of· 
bridges (20 on NWl, 3 on NW2 and 34 on NW3), overhead electric and telephone lines; 
fishing nets, sharp bends and secondary channds. The Authority had not initiated any 

action to address the problems. 

83.1,5 Development offeatoares associated with creation of channels 

(i) The DPR for NW2 envisaged creation of storage reservoirs and tributaries in 
. order to stabilise the nver channels to reduce erosion and check the formation of shifting 

shoals and sandbars which were hampering river transport. However, no. storage 
reservoirs were created by the Authority to improve the flow and minimise cos~ly 

7 (Kochi-Allaphuzha(62 Kmj, Allaphuzha-Kayamkullam. (38 Km), Kayamkulam-'Edapallikotta (21 Km), . 
!Edapallikotta-Kollam (17 Km) and Kochi-Kottapuram (30 Km)) 

8 Comprises JR.s.26.25 crore on NWl, JR.s.14.22 crmre on NW2 and IR.s.19:89 crore on NW3. 
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dredging and other conservancy works. The DPR aiso envisaged construction of a dam at 
Dih~g for achieving the objective for inland navigation. There was no evidence on 

· record to show that the Authority took up the matter relating to ·construction of dam at 
Dihang with the concerned authorities as suggested in the report . 

.(ii) As per the recommendatiOns of RITES Limited (December 2001 ), stretches in 
Udyogniandal canal (10.90 km),' Champakara canal (14.12 km} and west coast canal 
(2.85 .km) on NW3 were to be protected on priority·basis an:d completed by July 2005~ 
However, as against the target date of July 2005, the Authority could complete only 8.45 
km by August 2007. · 

From the above discu~sion it is evident that the Authority did not systematically deploy 
. its resources on pe'rmanerit development of the navigational channels. The targets set for 

capital dredging were not achieved in any year or any of the Plan periods. Consequently, 
not a single waterway had been made fully operational for day and night movement of 
vessels to attract prospective IWT op_erators. The dredging work taken up departmentally 
iri all the three waterways with the Authority's own available six dredgers would take a 
long time to complete the required dredging crucial to the development of waterways. 

The Authority while confirming the. facts replied that the waterways could not be made 
·operational due to shortage of dredgers. The balance-dredging work would be awarded 
after obtaining Government sanction for revised scheme. 

As such due to an unsystematic approach to development of National waterways, even 
after ni,ore than 20 years of formation ofthe Authority not a single waterway was fully. 
operational. 

8.3.2 'Navigation system in JVation·at waterways 

The Authority provided a combination of lighted buoys and manned country boats fitted 
with light emitting diode (LED) lights on NWl and NW2 and lighted buoys on NW3 for 
navigation: at a cost of Rs.4.92 crore besides incurring a recurring expenditure of Rs.2.55 
crore pbr annum (2006-07) on its maintenance. 

i' . . . 

Howev~r, norie of the National waterways had fully developed navigational channels (as 
discussed in para 8.3.1) and there was no movement of vessels in these waterways during 
Q.ight rendering the expenditure on ·providing Aids to Navigation (ATONs) for night 
movefli~nt wasteful. The night navigational facilities provided on NWl and NW2 were 
not. av~ilaple. uniformly around the clock thus making them unreliable. Moreover, . 
ATON s» provided had shortcomings like drifting due to heavy· floods and damages due to 
various ,fiver morphological factors apart from pilferage and thefts. 78 lighted buoys on 
NWl and NW2 were lost/damaged due to drifting, pilferage and theft during the period 
2000-011 to 2006-07. · ' " 

In NWl and NW2, the Authority deployed small country boats at identified locations of 
the channel (generally two km apart), maimed with a person and light, to prevent theft 
and pilferage and· also to provide aid in marking channels at 'night. The system had the 
iriherent! disadvantages of (i) the position could not be reliably marked (ii) it was entirely 
human dependent (iii) it did not cater to day navigation requirement (iv) the control of the 
system Was not entirely with the Authority (v) operational cost 'Yas high and (vi) it was 
not effective during ·flood season. The Authority did not consider other permanent and 
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dependable alternatives like Automatic Identification System (AIS) or Differential Gfobal 
Positioning System (DGPS) that were available. 

The Authority stated that round the clock navigation faciHty needed, to he provided 
without waiting for actual vessels movement to convince the operators. It further stated 
that a scheme to provide the DGPS system was sanctioned arid tendering process was· in 
progress (November 2007). · · 

Reco.mmendation No. 8.2 

The Authority should formulate aUB. annual and a rolling plan with benchmarks Oimi 
milestones to ensure that 

(i) permanent/semi permanent measures are adopted for river conservomcy to 
reduce expenditure on recurring annual expenditure on · bandalling, c!fumll'del 
marking, dredging, etc., ami the plan should be reviewed and monitored at tlhe 
highest level in the Authority. (Technical help from reputed agencies could !be 
considered for river training, hank protection and to plug the secmnd(llry 
channels); 

(ii) capital dredging is achieved and maintained at the required dimension of the 
navigational channels; and 

. . . 

(iii) modern, dependable and permanent night navigation systems are installed iua a 
. time bound phased manner. 

IJ.4' Unplanned development ofinfrastructuralfacilities on: the waterways 

The Authority did not strategise the phasing and planning of the three National 
waterways so as to develop the fairway/navigational channel and provide infrastructllral 
facilities once the channels · were completed/near completion, on· the ·basis of 
availability/estimated demand from cargo and IWT operators. The Dutch terminal expert 
ha4 recommended (July 1996) that suitable option would be to manage initially with a 
floating pontoon and to construct the concrete platform at a later stage. This would keep 
the handling costlow in the initial stage. The Asian Development Bank (ADB) who were 

· requested to provide technical assistance for formulation of projects suitable for financing 
by ADB in the IWT sector also stated (July 2004) that the resources were being used m 
the development of terminals without adequate research in regard to their contribution to· 
the success of IWT as an alternate mode of transportation and the terminal designs did 

· not appear to reflect a realistic assessment of the types and volume of cargo to be the 
expected. Audit · observed that infrastructure facilities like, terminals, storage and · 
mechanical handing equipment on the three National waterways where provided were not 
Hnked with the development of fairway, availability of cargo, and movement of vessels 
as described in the following paragraphs. · · 

National Waterway 1 

IJ.4.1 Construction of terminals at Gaighat Patna 

8.4.1.1 Due to large vertical and horizontal variation in water levels during the lean and 
flood period, the Authority decided (1998) to construct low and high level jetties at Patna, 
The GOl.approved (March 1998) the revised estimated cost of RSJ4.45 crore for low 
level jetty, earlier estimated at Rs.4.90 crore in September 1991. The Authority gave an 
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advance of Rs.i.20 crore and Rs.2.51 crore to CPWD in March 1998 and July 1998, 
respectively~ The cost was again revised .to Rs.25.17 crore by CPWD. However, the 
Ministry advised the Authority in August 2000 to suspend the project mid take refund 
from C:PWD. However, the need for the jetty· was again reviewed after declaration of new 
IWT policy in 200 l and the Ministry approved (March 2002) the . proposal for 
construction of low level jetty at an estimated ~ost of Rs.25.50 crore. The work was 
eritrust~d (March 2002) to CPWD who awarded (O.ctober 2002) the contract to UP State 
Bridge Corporation Limited,. Lucknow, scheduled to be completed by March 2004. The 
low level jetty was constructed and handed over to the Authority in April 2007 at an 
escalated cost ofRs.30.29 cirore. 

I ' . 

The Authority, a;fter approval of the Ministry, entrusted (July 2005) the work of 
constru~tion of a· high level jetty to CPWD at a cost of Rs.13. 73 crore with July 2007 as 
the scheduled date of completion. The Authority released the full advance Of Rs.13.73 
crore ti~l March 2007 though the construction work was yet to start (November 2007). 

. ' . 

· Aridit observed that at no ·stage in the process of preparing the project and its approval 
was the cargo being handled considered. In the year 2002-03, when the project was 
approv~d no cargo was being handled at Patna which increased during the period 2005-

1 . . • • 

06 and. 2006-07 at 5668. tonnes and· 4945. tonnes, respectively. ·As such, the existing 
floating jetty that was already available at the terminal was capable of handling this 
limited 1quantity of cargo. The Authority stated that they decided to set up the permanent 
terminals at Patna based on cargo potential. The contention of the Authority is not tenable 

. as due to wide variation in level of water and limited cargo, floating jetty would have 
. been a1 suitable option till the cargo movement substantially increased justifying 
perman~nt jetties. The limited resources available with the Authority would have been 
better utilised for development of the. navigational· channelS. · 

8.4,1.2 ,The Authority procured one cc.mtainer handling crane for Rs.2.89 crore in July 
2005 t~ough there was no container movement at Patna. The Authority in its reply stated 
that efforts were being made to use the crane. However, it was noted in audit that the 
crane h~d remained idle (till S,eptember 2007) since its procurement in July 2005. 

8.4.2 "construction of floating RCC jetty at Allahabad 

11le Au~hority awarded (March 2007) the work of construction of a floating jetty on river 
Ganga at Allahabad on NWl to CPWD on nomination basis at a cost of Rs.23.64 crore. 
An adv.mice of Rs. eight crore was released. The work was to be completed within 24 
monthsi. · 

I 

Since an LAD of two metres was required for smooth sailing of cargo vessels. which 
Authority was unable to maintain in the Allahabad-Patna sector for most part of the year. 
The decision to construct the jetty disregarded the facts that the Allahabad-Patna section 
was considered to be too problematic because of shaUow depth, (often less than one 
metre) ·!and aiso the .. presence of some 14 floating bridges that con!)tituted. major 
impediments to the efficient utilisation of this section of the waterw;iy. Further the fixed 
service schedules· conducted during 2004-05,.2005-06·and 2006-07 showed that the cargo 
moveni~nt was negligible at.the Allahabad terminal with no incoming cargo during the 
period. ·However, t11e Authority was also in the process of constructing one floating 
pontoon terminal at Allahabad. 

- - I . . 

118 



Report No .. PA 9of2008 

The Authority stated that as per report of National Buildings Construction Corporation, 
the annual cargo . projected for AHahabad terminal would be 2;82 million tonne by the 
year 2025. Therefore, a better terminal with storage facility and mechanical handling 
facility at Allahabad was considered crucial for movement of vessels. The .reply of the 
Authority was not tenable as the Authority failed to maintain LAD of two ·metres in 

· Allahabad sector for most part of the year for smooth operation of vessels in the absence 
. of which, there was little. likelihood . of the waterway achieving the periodical aJllilual 
· cargo load .. 

8.4.3 Construction offloating terminals 

8.4.3.1 The Authority approved (June 2006) a scheme for construction of W floating 
pontoon tenninals9 on NWl at a total cost of Rs.6.53 crore to facilitate handling of cargo 
and was to be completed during 2007-08. Initially only two floating pontoons were to be 
fabricated to _assess the operational efficiency of the floating gangways. The Board 
changed its earlier decision and accorded its approval (December 2006) to award the fuff 
work for fabrication of all the 10 floating pentoons to PWD, UP. 

The Authority placed the order (January 2007) on PWD for supply of the remaining eight 
. pontoons although the two pontoons earlier supplied were yet to be installed (September 

2007) and their efficiency established. Further, no land was available at the eight 
locations identified for installation of the floating terminals. Thus, the amotints of 
Rs.43.25 lakh paid in December 2006 and Rs.1.73 crore in February 2007 remained 
blocked. 

The. Authority stated that parallei actio_n for land acquisition and gangways was being 
taken. The reply of the Authority was not tenable as availability of land should have been 
secured and· procurement of infrastructure facHities for terminals without ensuring 
availability of the land indicat~d defective planning. 

8.4.3.2 Construction of floating terminal at Kolkata 

The Authority approved (March 1993) a scheme for construction of a floating terminal at 
Kolkata at estimated cost of Rs.L98 crore. It deposited (April 1994) Rs.57.57 lakh 

•towards lease premium and security· deposit with Kolkata Port Trust (KOPT) for 
allotment of land. The KOPT allotted (November 1998) land meastiring 11606.64 sq 
meties on lease basis for 10 years at a monthly lease rent·of Rs.1.78 lakh.plus municipal 
taxes at 20.25 per cent of the lease rent with a provision for five per cent enhancement 
per annum. Though the Authority paid the lease rent.with effect from November 1998, 
however, due to frequent revisions in design speCifications and in the nature of facHities 
to be provided, the scheme for construction of floating terminal with gangway pontoon 
was finalised only in May 2004. The construction of floating terminal was completed Jin 
January 2005 whereas the lease is due to expire in October 2008. Thus, the expendi_ture 
of Rs.1.58 crore towards lease rent from November 1998 to April 2004 remained 
unfruitful. The Authority stated that the delay in construction of floating terminal with 
pontoon gangway was due to factors beyond their control viz., non-handing over of site 
by KOPT till November 1998, need for updating of terminal facilities, and directive of 
the Millis try to wait for decision on free transfer of land. 

9 Facilities at Rajmahal, Sahibganj, Manihari, Bhagalpur, Semaria; Doriganj, Balit1, Ghazipur, Chumar 
and Allahabad 
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The Authority however, could not produce any document to substantiate its claim of a 
Ministry's directive preventing execution of work pending decision on free transfer of 
land. 

8.4.4 National Waterway 2 

8.4.4.J Construction of terminals at Pandu, Guwahati. 

The Authority decided (March 2002 and March 2006) to construct low and high level 
jetties at Pandu due to large variations in the water level during lean and monsoon period 
at an estimated cost of Rs.47.70 crore10

• The work was entrusted to CPWD. The 
scheduled dates of completion were September 2005 and March 2008, respectively. The 
work on the low level jetty was not completed and that on high level jetty was still to start 
as of August 2007 despite the release of the entire amount ofRs.47.70 crore as advance. 

Audit observed that the navigational channels in NW2 were not well established for day 
and night navigation. As such there was limited cargo and vessel movement on the river. 
In fact, no cargo was handled at Pandu terminal during 2005-06 and the cargo handled 
during 2006-07 was only 1340 tonnes which did not justify the huge expenditure of 
Rs.47.70 crore on the construction of the two jetties. The present cargo could have been 
handled with the floating jetty already available at the terminal. Further, while the jetties 
were still under construction, the Authority incurred expenditure of Rs.2.90 crore on 
procurement of one container handling crane in June 2005 though there was no container 
movement at Guwahati. 

8.4.4.2 Construction of broad-gauge railway siding at Pandu 

The Authority approved a scheme for construction of a new broad gauge railway siding at 
Pandu Terminal on NW2 in March 2005 at an estimated cost of Rs.5.93 crore as assessed 
by North Eastern Frontier (NF) Railways. Due to changes in design, the estimates were 
revised in March 2006 to Rs.10.30 crore. The full payment was released to NF Railways 
during 2005-06. In the meeting held in July 2007, it was informed that the work on the 
siding would start by August 2007. Thus, the funds released remained idle till August 
2007 and the Authority lost Rs.1.54 crore11 as interest during the period April 2006 to 
September 2007. 

Audit observed that the Authority did not conduct any feasibility or techno-economic 
study for the project. As such, the present status of cargo on NW2 did not justify the 
construction of a new railway siding at Pandu. 

The Authority stated that creation of a proper terminal with multimodal linkage was kept 
in view while approving the project. The reply is not acceptable as the Authority had not 
prepared any feasibility report prior to investing in construction of the siding. 

8.4.4.3 Unplanned construction of dry dock at Pandu 

The work of construction of one floating dry dock for repair of vessels at Pandu was 
awarded to Mis HoogWy Docks and Port Engineers (HOPE) Limited at a cost of Rs. I 0.86 
crore in March 2005. The Authority paid (March 2005) Rs.3.49 crore towards first and 
second stage payments. Subsequently, the Authority decided (June 2005) to reconsider 
the design of the dock. A committee was constituted which recommended (February 

10 Rs.30 crore for low level jetty and Rs. 17. 70 crore for high level jetty. 
11 Calculated at the rate of I 0 per cent. 
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2006) detachable type floating dry dock. Due to ·change in design, the Authority 
terminated (January 2007) the contract with Mis HDPE and requested for refund of 
Rs.2.47 crore after adjusting cost of steel (Rs.14.58 lakh) and security deposit (Rs:87.30 
lakh). Mis HDPE d{d not refund the amount as it had already utilised the money in the 

~ preparation of design, layout and labour .. 
~- . . . . 

Audit observed that the project was approved even when no vessel was plying there 
(except the four newly. acquired survey launches of the Authority) and a marine work 
shop existed at Pandu to cater to the present need. The substantive revisions in design of 
the dock also in<licated deficiencies at the stage of preparing the DPR. 

The Authority stated that the committee constituted had recommended award of the work 
again to Mis HDPE at a cost of Rs.13.53 crore and the outstanding would be adjusted 
from other works awarded to HDPE. The fact remains that there were serious deficiendes 
in preparation ofDPR and planning and the adjustment of the outstanding from the future 
pills against a new contractwas not ensured as a contractual condition. 

8.4.5 National Waterway 3 

8.4.5.1 Construction of terminals and procurementof meduu.nical handling equipment 

The Ministry approved in July 1999 the construction of 11 terminals at a cost ofRs.14.84 
crore. Audit ·observed that the seven terminals constructed between March 2004 and 
January 2006 at a cost of Rs.15.32 crore could not be used because of non-development 

.·of the waterway for want of capital dre.dging and also because there was negligible cargo 
on this.stretch; the terminals at Kottapuram and Thannermukkam could not be used as the 
chamiel had not been fully dredged and developed; the . terminals at Vaikom, 
Thirkkunnapuza, Maradu and Kayamkulam did not have proper connecting roads for 
cargo trucks to approach the terminals; and the terminal at Aluva was not used due to 
non-availability of cargo. Of the remaining four terminals, construction of two tefminals 
at Kakkanad and Chevra had been deferred pendmg assessment of potential traffic and 
one at Alappuzha could not be taken up as State Government expressed reservations in 
handing over the land. The Authority released (February 2007) full amount of Rs.4.79 
crore to CPWD for the fourth terminal at Kollam even though the structural drawings and 
estimates were yet to be finalised. Moreover, .the Authority procured eight mobile · 
hydraulic cranes and forklifts for the eight terminals; including one where work was yet 
to start, at a cost of Rs. 7 .55 crore. The order for procurement of eight platform trucks at 
an estimated co.st ofRs.32 lakh was also under consideration (Junt: 2007). 

Th~s, the Authority blocked funds of Rs.27 .66 crore spent on the construction of eight 
terminals including mechanical handling equipment, without first cleaning/sustaining 
channel for cargo movement. 

· The Authority stated that efforts were being made for utilisation of completed terminais 
and mechanical handling equipment to attract entrepreneurs. to adopt IWT. The reply is 
. not tenable as . the construction of terminals was not synchronised with the capital 
dredging work. As a result the terminals and mechanical handling equipment without 
availability of cargo remained idle and unutilised. 
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Recommeuulation No.8.3 · 

The :Authority should ensure that 

(i) , all the project aetivities should be synchronised so that there is no idling of 
1 facilities created due to mm-completion of related activities; and 

(ii)· 'permanent jetties should be constructed only at terminals where it is 
, systematically assessed ·that there is/would be in an estimated time span, 
sufficient cargo for optimum utilisation.· In other places the option of floating· 

1 #etties should be considered. 

8.5 · , Cargo movement .. 

8.5.1 · Procuarement of cargo vessels 

The Authority prepared (September 2001) a scheme for procurement of 28 cargo vessels 
at a cost of _Rs.107.92 crore for promotion of cargo services on NWl and NW2. The 

· scheme was revised (November 2001) to procure four cargo vessels (one oil tanker, one 
container vessel, two general cargo vessels) for NWl and NW2 at a cost of Rs.14.12 
crore. :The Board, however, in the frrst instance did not approve (May 2002) the scheme 
stating 1that running of cargo vessels was not within the mandate of the Authority which 
was already ruiining one cargo vessel 'MV Rajagopalachari' on NWI and NW2. 
Subsequently, the modified proposal (November io02 and September 2003) for 
procurement of four vessels at a cost of Rs.12.04 crore (excluding operational 
expenditure of Rs.12.96 crore for five years) was approved by the Board. The four 
vessels were procured at a cost of RsJ L09 crore on nomination basis from Mis HDPE 
from Jtine 2004 to July 2006. 

The Authority placed another order in June 2004 on Mis HDPE oil nomination basis for 
procurement of two self loading cargo vessels at a cost of Rs.8.70 crore and released 
Rs.5.69 crore as ·advance .. The ·vessels which were scheduled for delivery in 
September/October 2005 were yet to be delivered (August 2007). 

Audit observed that the Authority had entered into a MOU (April 2002) with Central 
Inland Water Transport Corporation (CIWTC) to create a resource pool which would 
consist 'of vess'els and manpower of CIWTC and financial resources of Authority for 
promoti,on of IWTs~ As per the MOU, the Authority was to. maintain LAD; channel 
marking in the fairway, provide pilotage and temporary jetties while the vessels were to 
be provided by CIWTC. Thus, the Authority had access to the vessels of CIWTC if. 
required and. the procurement of vessels was infructuous. ·Audit tabulated the vessel 
utilisation for 2006~07 which is shown in the Table-8.6. 
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- Table-8.6 · 

. (Rs. in lakh) 

Vessel Cargo in No of No of Reveimlllle JP'OL lP'ercenfage §aliairy 

(Date of acquisition) M'f Trips e:mpty earned Cost of revelll.lllle ' of tllne 

bandlled trips to JP'OL crew 

2006-07 cost 

Rajagopalachari Cargo 1669.69 07 2 17.76 25.43 70 25.50 

Vessel-0993) 
Cargo Vessel 1548.79 08 2 6.97 14.41 48 

Lal Bahadur Shastri (June 
2004) 
Cargo Vessel 2281.71 11 3 8.73 . 21.32 t 41 

Homi . Bhabha (December 
2004) 
Oil Tanker Vishweshsariyya .897.94 06 3 4.49 14.60 31 

<March 2006) 
·. 

Container Vessel R.N. Tagore . 568.23 04 2 5.29 9.91 53 

(June 2006). 
Total 43.24 85.67 25.50 

As would be seen from Table-8.6 above, the Authority earned only Rs.43.24 lakh against 
an expenditure of Rs.i.11 crore. The iridirect costs and overheads also could not be 

-recovered: . 

The Authority sU!.ted that CIWTC could not get sufficient cargo for economically viable 
operation and MOU was in-operational. Therefore, the Authority decided to procure 
some of its own cargo vessels. 

However, the operation of vessels was not as per the objectives of the Authority and 
moreover, were also evidencing uneconomic operations. 

8.5.2 Non-'exploitation·of cargo potential on national waterways 

8.5.2.1 As per the study conducted by Asian Development Bank (July 2004) there was 
potential for bulk cargo such as bitumen, fertilizer, coal, steel. products, cement, 
petroleum, lime stone, paper, bamboos, gypsum, salt, etc.,· on NWl and NW2 which 
could be transported throughJWT. · · · 

. However,· despite inherent strength of the river transport mode, cargo transportation by 
this mode had not substantively increased in the fast five years upto 2006-07 as is shown · 
in Table-8. 7. 

Tablle-8.7 
fin btkm 

Year NW:I. NW2 NW3 'fotall 
:.wu2-u:; · 0.128 O:oo4 0.019 0.151 
2003-04 

. 
0.160 0.029 0;022 0.211 

I 

2004-05 0.312 0:025 0.015 0.352 

2005-06 0.411 .0.032 0.017 0.460 
. 2006-07 0.580 0.173 o n15 0.768 
Total 1.59:1. 0.263· o.mm Jl.942 

8.5.2.2 The GOI in February 1998 issued directives to various Ministries to reserve a 
minimum of five per cent of their annual movement of cargo for 1998-99 and 1999-00 
for transportation by waterways on those routes that were notified as operational by the 
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Authority. AH Public Sector Undertakings which had the financial capacity were also 
encouraged to create captive vessel cap_acity. The Authority noted (May 1998) that the . 
major constraint in discharging the responsibility was paucity of experienced officers and 
staff ,in the field of traffic and cargo development. To overcome these constraints, the 
Traffic and Cargo Development Wing headed by a .full time Member (Cargo) was 
established. Audit observed that there was no follow up on the Government directives 
and the Authority failed to capitalise on the initiative; 

8.5.2~3 NTPC Limited approached (2001) the Authority for movement of coal from 
Talchar and Barh coal mines, imported furnace oil and coal to Farakka and Kahalgaon 
Pow~r Plants. Cost calculations showed that IWT mode was competitive with rail and 
road., NTPC Limited however, doubted the Authority's ability to maintain sufficient 
water depth rolind the year and the project did not take off (August 2007). 

8.6 IWT Promotion Schemes 

8.6.1. With a view to providmg impetus to the development of IWT through Private 
Sector Participation (PSP), the GOI introduced .various schemes viz., Interest subsidy 
scheme (1980 - January· 2001), Compensation for non-availability of infrastructure 
facilities (April 1993- March 1998) and Inland Vessel building subsidy scheme (April 
2002,,.... March 2007). However, the schemes failed to attract private operators to invest in 
IWT .. The Inland Transport Policy announced by GOI in. 2001 envisaged various 
incentives viz. (i) borrowing from the market by the Authority (ii) equity participation in 
BOT projects, (iii) inland vessels building subsidy of 30 per cent, (iv) higher depreciation 
rate for inland vessels, (v) customs duty concessions for equipment/machinery related to 
IWT 'sector, (vi) tax exemptions to investors similar. to National Highways and (vii) 
foreign direct investment. 

Audit observed that the Authority, despite being the implementing agency, had not 
capit~lised on the· initiatives and identify projects for Private Sector participation for 
development of National waterways and water based recreation activities. 

8.6.2 · Tourism on National waterways was an untapped area. No efforts were made to 
connect places of tourist interest, pilgrimage points and other sight seeing places by short 
dista~ce cruises. In the case of Brahamputra River, there was a scope to develop tourism 
oriented cruises connecting Guwahati and Ka:zhiranga, Tezpur-Singri-Biswanath, 
Kaziranga-Jorhat-Sibsagar, etc. Similarly on the Ganga, cruises could have been 
developed atPatna (Buddhist circuit), Bhagalpur (for Devghar) and Kolkata. 

Audit observed that Authority did not identify the places/locatiqns of tourist importance 
despite emphasis in this regard in the policy. The projects of private parties like Mis 
Vomsi India Limited (2002). and Mis Smita Associates (2003) could not take off due to 
non-availability of required water depth between Varanasi and Allahabad. Mis Assam 
Bengal Navigation (ABN), an Inda-British joint venture, was the only party to operate 
river cruising in Brahmaputra river on NW2. 

'!: 
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Recommendation No.8.4 

The Authority should 

ReportNo. PA 9 o/2008 

(i) identiJY specific ·uems or cargo which. could be targeted for being transported 
through National waterways and establish procedures aml facilities to 
operationalise the handling ofthe identified cargo/loads; and 

(ii) identiJY aml assess the potential for projects for private sector participati01n for 
development and. utilisati01n of facilities on the national waterways for water 
based recreati01n activities. 

8. 7 Project monitoring and internal control 

The Authority has no system of periodical monitoring of the projects taken up for 
development of waterways and provision of infrastructure facilities thereon to ensure that 
the ·work progressed as per schedule and the variations in time and cost were justified. 
Though the Authority has an EDP section in Head Office atNoida, no MIS (Management 
Information System) was introduced for monitoring the implementation of the projects, 
utilisation of vessels and dredgers against standards and benchmarks.· 

The Authority did not have works manual or.manuals on accounting system and internal 
. audit, the latter having been entrusted to a firm of Chartered Accountants. The periodicity 
and extent of coverage was inadequate. The internal . audit reports were not being 
submitted to chief executive of the Authority and action taken on the internal audit 
reports was not available on records. 

The Authority while accepting the observation stated that the manuals would be prepared 
as su ested b Audit. 
Recommendatimi No. 8.5 

· The Authority should ensure that 

(i) the Internal Audit functions independently and reports its findings directly to 
the chief executive; 

(ii) accounting /auditing manual are prepared early; and 

(iii) systems are established and staff accountabilities defined for a comprehensive 
Management lnformatio~ $ystem and monitoring of selected performance and 
status re orls at a ro riaie mana ement levels. · 

8.8. Other topics ofinterest 

8.8.1 Non-disposal of dredged material 

The DPR for NW3 envisaged that the dredged material was in good demand as manure 
and had a sale value which would fetch a good price. 

The Authority got 22.20 lakh cubiC metres (22200 lakh kg approximately) dredged upto 
March 2007 from private parties. Audit observed (September 2007) that the Authority did 
not incorporate a clause in the technical specifications for sale of the dredged material. 
On a conservative basis it could have reduced the cost of dredging by at least Rs.2.22 
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crore bad it allowed the contractors to sell the dredged material at as low a price as one 
paisa per Kg. 

The Authority replied that the issue was not analysed clearly in DPR. The dredged 
material was the property of State Government and there was no scope for selling the 
same by the Authority. The reply is not tenable as the DPR had clearly indicated that the 
dredged mate&l was valuable and in good demand and the Authority should have taken 
up the matter with State Government for useful disposal of the dredged material. 

8. 8.2 Undue favour in the award of contract 

The work for supply of 750 LED navigational lights for installation on NW2 was 
awarded (July 2004) to Mis Asia Navigation Aids at a cost of Rs.70.88 lakh. Of the 750 
lights supplied, 150 developed cracks in solar panels/Programme Control Boxes (PCBs) 
immediately after installation in January 2005. The programme of LED lights was also 
not functioning properly and to avoid any further damage to the PCBs, all lights were 
withdrawn from the field in May 2005. 

The supplier dismantled 225 LED lights and repaired 75 by June 2006. The remaining 
lights could not be repaired (June 2007) as the solar panels had become defective and 
new panels were not available with the manufacturer. 

The Authority, however, refunded security of Rs.7.09 lakh in April 2006 to the 
contractor. The Authority, thus, unduly favoured the supplier. The Authority replied that 
the balance lights would be repaired by the contractor and the security deposit was 
released as per the tender conditions. The reply is not tenable as the Authority was also 
fully aware of the defects before refunding the security deposit in 2006. 

8.8.3 Procurement ofworkboats 

The Authority entered (January 2003) into a contract with Mis Neptune Marine Pvt. 
Limited (NMPL) for supply of three work boats at a cost ofRs.3.60 crore to be delivered 
in September 2003 (one) and October 2003 (two). The Authority paid Rs.53.98 lakh as 
interest free mobilisation advance on signing of the contract against bank guarantee valid 
upto December 2006. Another Rs.1.08 crore was paid on laying of the keel and on 
completion of 50 per cent steel work without any bank guarantee. The payment of 
interest free advance was in violation of the CVC guidelines. Mis NMPL failed to deliver 
the work boats. The Authority neither encashed the bank guarantee nor got it extended 
from the party to reduce its losses. The Authority lost Rs.60.30 lakh as interest12 for the 
period January 2003 to December 2006 on Rs.1.62 crore advanced to the party. Besides, 
recovery of Rs.1 .62 crore was also doubtful. 

The Authority stated that they have asked the bank and the party to extend validity of 
bank guarantee. The reply is not tenable as neither the bank nor the party had responded 
to the request for extension of bank guarantee (December 2007). 

8.8.4 Loss of interest of Rs.1.02 crore due to non-refund of excess amount 

Audit reviewed the records relating to acquisition of land for widening of narrow canals 
and construction of terminals 90 NW3 and found that the Authority was to recover 
Rs.6.48 crore (excess deposit-R's.3 .77 crore and cost of land not handed over-Rs.2.71 
crore) from the Kerala Government. The non refund of amount since August 2002 

11 Calculated at the rate of 10 per cent. 
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resulted in loss of int~restof Rs.3.02 crore upto March 2007. Further, an advance of 
Rs.3.23 crore deposited during 2003-04 to 2006-07 with Department of Irrigation, for 

. repairs of locks and bank protection remained unadjusted as the Authority was not aware 
of its utilisation (June 2007). · 

The· Authority replied that the appeals seeking enhanced compensation were pending in 
· various. courts and attempt was being made to reconcile actual ·expenditure and balance 
available with District Revenue Offices; and that the Department of Irrigation," Kerala 
would be requested to refurfd the amount in case of further delay in execution of work. 
The reply is not tenable as there was no handing over of land ·after 2002 and the 
Authority .should have worked out the balance amount by this time. 

8.8.5 Excess purcfl,ase of spare parts/inventories 

A review ·of inventory records at Patna revealed that as on 31 March 2007, spare parts in 
respect of survey equipment, dredgers, tugs etc. purchased during the period 1998 to 
2005 at a cost of Rs.3'.78 crore were lyirig unutilised for a long time. Most of the 
inventories had become obsolete with the passage of time/change of technology but no 
action was taken.to dispose off the same. 

Recomme~dation No.8.6· 

Tlke Authority slkould ensure tlkat 

(i) mobilisation ad_vances are interest bearing as per eve guidelines; and 

(ii 

8.9 · Conclusion 

IWAI was formed in 1986 to regulate and develop three National waterways for shipping 
· and navigation. . The IWAI failed to accomplish its objective . of development, 
maintenance and better utilisation of National waterways and appurt~nants for shipp:i.ng 
and navigation. Even after 20 years of its existence, not a single National waterway was 

· fully operational. The Authority failed to maintain LAD of two metre in 31 out of 80 
stretches as· of March 2007, rendering the National. waterways· unsuitable for consistent . 
and sustained cargo movement. Permanent terminals constructed/under construction and 
mechanical handling equipment were lying unused due to non-'availability of cargo and 
under utilisation of tlie National waterways because of inadequate depths in the National. 
waterways. The benefits of terminals and · mechanical handling equipment 
constructed/under constniction at Rs.150.70 crore could not be availed due to non 
development of the waterways.· 

,' i ., 

The matter was reported to the Ministry in January 2008; reply was awaited. 
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[ DEPARTMENT OF SPACE 

J 

CHAPTER IX 

Ant:r~ Co:rporation Limited 

Performance of the Company 

Highlights 

° Company · specific guidelines/procedures for accounts, investments, personnel 
etc.; had not been developed even 15 years after its creation and Gove1lllllent of 
India's directive. 

(Para 9. 7.1.1) 

The functional distinction between the Company and the Department of Space 
(DOS) was ambiguous since the officers of the DOS were also executives of the 
Company. Proper delegation . of powers consistent with good governance, 
structure and growth of the Company had not been drawn up (November 2007). 

(Para 9. 7.1.2) 

© The Company's interest earnings averaged around 50 per cent of the profit after 
tax during the years 20.02-03 to 2006-07 which would suggest that the Company 
was being used as a special purpose vehicle for parking of unutilised funds by the 
DOS. Despite having substantial cash balances, the Company had not developed 
proper procedures to increase its yield from the surplus cash retained by it. 

(Para 9. 7.1.3) 

The Coinpany .credited the DOS share of revenue to the Indian· Space Research 
Organisation (ISRO) instead of the Consolidated Fund ofindia. Remittances were 
·also not prompt even though the relevant moneys were shown as accrued to the 
DOS in the Accounts. Periodical reconciliation of amounts due and payable to the 
DOS had not been carried out. 

(Para 9. 7.1.4) 

Though the Company was set up as the commercial arm of the DOS, several 
commercial contracts like with Prasar Bharati, New Sky Satellite, Netherlands 
and INTELSAT were not entrusted to the Company. 

(Para 9. 7.3) · 

~bsence of a deeined supply clause in 16 contracts led to loss of revenue of 
Rs.27.45 crore. 

(Para 9. 7.4.1) 
There were delays in revenue recognition/raising bills; and important contr~ctual 
provisions in respect of performance bank guarantee, surrender or termination of 

.. leased capacity were not followed. . 
I 

(Para 9. 7.4.2) 
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The Company extended undue benefit to Space TV (Tata Sky) by reducing the 
rates originally accepted to by the customer while entering the long form 
agreement. 

(Para 9.7.4.3) 

There were delays in recovery of quarterly' recurring charges and service charges 
on foreign transponders were voluntary reduced resulted in recurring . loss of 
revenue of Rs~8.30 crore in seven cases. 

(Paras 9.7.5.l and 9;7.5.2) 

"' While Service Tax for INSAT operations was being collected, the same was not 
being collected in respect of foreign hired transponders· resulting in ·a likely 
liability ofRs.16.77 crore to the exchequer. · 

(Para 9. 7.5.4) 

. Summary of recommendatifms 

L The Company !{lwuld formulate and issue guidelines and procedures for all 
aspects of its operations. · · 

2. The Company sh,ould prepare a table of authorities ensuring that there is 
proper segregation of duties among officers and staff having authorising, 
approving or paying responsibilities in the Company. 

3. The Company should devise suitable ways to maximise reiums from its surplus 
cash balances. 

4. The Company should credit the DOS's share of reven~e directly to the 
Consolidated Fund of India instead of through ISRO. Jl.emittances should be 
made promptly and periodical reconciliation should be carried out to ell/table a 
fair assessment of balances reflected in theA.ccounts . . 

5. The DOS should establish. norms for ~ntruistment of commercial contracts to 
the Company cmisistent with its assiguied .. role a,nd article of establishment of 
the Company. · · ' · · · · · · · · · 

. . . 

6. . The Company should ensliare inclusion of a suitable clause in the contracts to 
avoid idle capacity and loss of revenuie dile to delay in compliance of various 

formalities by the customers. The Company slwuid proactively interact with 
various regulatory agencies and discharge its mandated role as a facilitator. · 

7. The Company should raise bills·. as per the terms of the contract and take 
suitable steps for prompt collection and enforce the terms. of the contracts for 
collection of performance bank guarantee· and for surrender or termination of 
lease; · 

· 8. · . The Company should ensure that suitable provisions are made in the contracts 
. . requiring payment of interest for delay. in payments am! that the contractual 

terms are not to the disadvantage of the Company. 

9. Even in case~ where the applicability of certain taxes or duties are pending . 
clarification, the Company should initiate recovery so as to offset imy future 
liability; · 
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9.1 Introduction 

The Indian National Satellite (INSA T) system, a joint venture of the Department of Space 
(DOS), Department of Telecommunications (DOT), All India Radio (AIR), Doordarshan 
and Indian Meteorological Department (IMD) was established in 1977 primarily to cater 
to the telecommunication, broadcasting and meteorological needs of the nation. Overall 
coordination and management of INSA T system rests with INSAT Coordination 
Committee (ICC) and the DOS was identified as the administrative authority in all 
matters relating to space systems. Antrix Corporation Limited (Company) was 
incorporated in September 1992 to function as a commercial arm of the DOS with access 
to resources of the DOS and Indian Space Research Organisation (!SRO) to promote the 
commercial exploitation of space products and to transfer the technology developed by 
ISRO. 

Up to August 2007, !SRO had launched nine satellites with an aggregate capacity of 199 
transponders1 (Annexure-XXXI) catering to BroadcastingffV/DTH (83 transponders), 
telecommunication-Very Small Aperture Terminal (VSAT) (98 transponders) and 
balance ( 18 transponders) as spare and switched off. The allocation of transponders 
among the users was as shown in the chart below: 

Educational satellit 
12(6%) 

Spare & switched 

off 18 (9%) 

Chart-9.1 

Allocation of trans onders 

Ministry of NICNet & others 
Defence 9 (5%) 

; 6(3%) 

BSNL 34(17%) 

According to the working arrangement between the DOS and the Company, while 
individual contracts in respect of lease of transponder capacity were entered into by the 
DOS, the Company was designated as the contract manager. However, there was no 
formal agreement between the DOS and the Company laying down specific 
responsibilities of both entities. In an internal note of August 2003, the Company was 
designated as the contract manager to carry out activities like billing, collection and 
monitoring of dues, drafting amendments to contracts for the augmentation/surrendering 

1 Transponder (derived from 'transmitter + responder) on board a satellite transmits signals 
automatically when it receives predetermined sig11als and consists of a chain of electronic 
communications equipment, which receives, filters, amplifies and transmits a signal. 
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of space segment capacity and accounting for revenues earned and expenses incurred 
from contract management. Included in this note was that revenue realised would be 
shared between the DOS and the Company in the ratio of 80:20 for transponders relating 
to telecommunication (VSAT) and 85:15 for transponders relating to television. 

Out of 199 transponders, the Company was assigned to manage contracts for 13 l 
transponders used both for commercial and non-commercial purposes. The Company also 
directly entered into contracts with Americom Asia Pacific (AAP) in August 2001 and 
New Sky Satellite, Netherlands (NSS) in May 2004 for hiring space capacity and leasing 
it to Indian customers to augment INSAT capacity. 

The Company was also the nodal agency in respect of six remote sensing satellites for 
reception, archival, processing and dissemination of Indian Remote Sensing (IRS) data 
(Annexure-XXXII) . In addition, the Company was managing/entering contracts for 
launch services, support services and contracts for foreign supply and installations. 

9.2 Organisational set up 

The Secretary, DOS is the ex-officio Chairman of the Company. The Chairman as well as 
the functional Directors and the non-functional Directors on the Board were all part-time. 
The multiple responsibilities discharged by the senior management as on 30 September 
2007 are brought out in the organisation chart shown below: 

BOARD OF 
DIRECTORS 

Eunc1Jonal Pl!JIC!O!J 
SISM 
1 RC Jooti -<-

5'*'° 
~) 

2SV~-(Add1Sec 

!>OS) 
3DrKN- I 
•Dr BN - lflSROl 
5DrK-) 

Non-func1!9oal Plrecto!ll 

SISM 
1 -T• )c.pc...d 
2 Jllrol¥I Godrtj ) lndua1ry 
3P-"-) 

ANTRI 

Executive Director 
(Antnx) 

Shri. K.R Sridhara 
Murthl 

Chart 9.2 

Cha1rmao ISRO 
Chairman Space Commission 

Secretary Dept of Space 
Chairman, Antnx 

Or G Madhavan Nair 

i 

Director (Antnx) 
Contract 

Shrl SB Iyer 

Director (DOS) 
Cornml. Mktg & legal 

Servoces 
Shri. S.B Iyer 

DinldDr (DOS) 
Fln. &Acds 
Slvi .. R.Kllshna 
Murlhy 

Director (DOS) 
Special Project 

Smt.GHtha 
Varaodaon, 

Director (Int Mrtg) Director Deputy Director Head (Accounts & IFA) 
Or. C .V.S. Prak.ash (Business Dev.) (Tech Transfer) Shri. M Snnivasa Rao 

Shri. L.S. Sathya Murthy Smt T.S Shoba 
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I . 

. It would be seen that all the executives including the Executive Director constituting the 
senior :management in the Company were on transfer2 from the DOS and drew a part of 

· their p~y and allowances from their parent departments namely DOS/ISR03·. The three 
· crucial: functions of.Finance, Special Projects, Commercial Marketing and Legal services, 

in the tompany were held by ISRO officers merely in an ex-officio capacity, and their 
entire ~alarywas being paid by DOS/ISRO. There were only two permanent employees 
in the <Company. · 

9.3 :Audit Objective 

Audit ~ssessed the efficiency and effectiveness of the Company in its assigned role as the 
contra2ts manager for the DOS and particularly reviewed .the authorities and 
accountabilities• established and defined in the Company for it to carry its designated role. 

I • • • • - • 

9.4 !Audit Criteria 

Audit \faS carried out with reference to the following criteria 

(i) rCompany's assigned role as a contract manager of contracts. . 
(ii) ;company's policy on deployment of advances received for various contracts. 

·(iii) iAgreements entered into with the DOS, Ministry of Defence (MOD) and other 
,customers. 
I 
I 

. 9.5 1Scope ofA.uul.it 

The Pei-formance Audit of the· Company was. taken up. to review its performance as ·the 
commercial arm of the DOS and covered the period of five" years .from 2003-04 to 2006-, . . 
07. 

I 

9.6 ~udit Methodology and Acknowledgement 
I 

9.6.1 ,IAudit was conducted in accordance with the Auditirig Standards and the 
PerfornJ.ance Auditing Guidelines notified by the CAG of India. These standards and 
guidelihes lay down the professional practices thaf goverriment auditors should follow in 
planning, implementation, reporting and quality assurance in all performance aµdits. The 
audit ~as conducted on the basis of review of records, documented minutes of meetings, 
and disbussion with. senior executives. Audit objectives and criteria were discussed at the 
entry donference held with the management in May 2007 and audit findings and 
recomniendations were discussed at the exit conference held in September 2007; · 

I . . . 

9.6.2 but of the total 225 contracts, 164 contracts were entered into by the DOS and 61 
contracts were entered into by the Company for an aggregate contract value of Rs.586 
crore dhri.ng the period of review. Audit scrutinised 209 contracts having an aggregate 
contract value of Rs.533 crore. covering .100 per cent in all segments except 92 per cent 
of broatlcasting and 67 per cent of foreign supply & installations contracts (A.nnexure-

. XXXIIi). A~dit also reviewed all the seven foreign contracts entered into by the 
. Company for hiring transponder capacity from AAP. and NSS. 

I . . 

9. 6.3 :Audit acknowledges the. co-operation and assistance extended by different levels . 
of the management at various stages of the Performance Audit. 

I 
' ' 

2 Not on ~eputation 
3 

75 per ;cent of the salary cost of the Executive Director and three senior executives is reimbursed to 
JSRO ~y the Company under a cost sharing arrangement. 
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9. 7 Audit Findings 

9. 7.1 The following weaknesses were noticed in the prevalent operating environment in 

the Company: 

9. 7.1.1 Non preparation of Company specific guidelines 

The selection and appointment of Board level functionaries including the Chairman of the 
Company was approved (May 1992) by the Government ciflndia with directions to frame 
its own guidelines in· line with Bureau of Public Enterprises (BPE) guidelines duly 
approved by the Space Commission. However, the same had not been put in place even 
after 15 years of grant of the special dispensation. The Company had also not prepared 
any manual on the procedures to be followed in the areas of accounts, investment, 
personnel, purchase, sales and internal. audit. . 

TheManagement stated (November 2007) that most decisions were taken consistent with 
·. BPE guidelines and ISRO /DOS policy with respect to pay and allowances and therefore, 

the task of framing separate guidelines with the approval of Space Commission had not 
been taken up so far. The reply is not acceptable as absence of a written down Company 
specific guidance created risk for ad-hot and v_ariable work procedures. Moreover, there 
was also the attendant risk of diluted accountability, especially in view of blurred 
distinction between the DOS and the Company. 

9 . .7.1.2 Delegation of Powers 

Detailed delegation of powers enumerating the additional powers to the Executive 
Director, consistent with the structure and growth of the Company decided by the Board. 
in 2001, had not been drawn up (November 2007). Audit also noticed over-laps in the 
responsibilities and thereby unclear · segregation of duties, exercised by the various 
executive officers of the Company as follows: . 

The Company was an independent entity under the Companies Act and entrusted 
with contractual management of the DOS. However, .it did not have a full-time 
independent executive for contract management. The Director (Commercial 

· Management and Legal services) in the DOS was fully involved .in the decision 
making prior to the finalisation of a contract and was also. a signatory to some of 
the contract from the DOS· side. The same officer in his capacity as Director 
(Contracts) of the Company was responsil>le for enforcing the conditions of the 

contract. 
The fruictional distinction between the executives of the Company and officers in 
the DOS was nebulous since the officers of the DOS were ex-officio executives of 

the Company. 
The responsibility for Finance and Accounts of the Company was vested with a 

. relatively junior functionary, while the Internal Financial Advisor of the DOS was 

. designated as Head of Accounts & Internal Financial Advisor in the Company: 

The Management stated (November 2007) that manpower resources of the Company 
were to be strengthened substantially when additional delegation of powers would be 
taken up·forapproval with the Board.· 
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9. 7.1.3 'Fund management 

The wtjrking results of the Company during the five years up to 2006-07 are· detailed in 
the table below: 

§Il. 

Ne 
1 

II 

III 
IV 
VI 
VI 

lParticullars 

Income (Operational) 
(a) Foreign 
(b) Inland 

Income (Non-Operational) 
I (a)Interest 

.Cb)Others 
Total: 
Expenditure 

i (a) Foreign 
(b) Inland 
(c) Others 
Total: 

Profit before Tax 
Profit after Tax (PAT) 
Percentage of Profit to turnover 

Table=9.1 

Working results 

2002-03 21D03-04 

.. 

30 15 
69 279 

8 7 
2 1 

109 302 

19 8 
60 253 

2- 1 
81 265 
28 37' 
19 24 
26 12 

Percentage of Non-operational 53 33 
income to Profit after tax 

(Rupees in crore) 

2()04- 2005- 2006-()7 
05 06 

19 55 76 
330 331 530 

17 27 56 
1 1 3 

367 414 665 

9 35 45 
295 287 458 

2- ~ ~ 
306 325 506 

61 89 159 
39 61 .106 
17 21 24 
46 46 56 

The profit before tax increased from Rs.28 crore in 2002-03 to Rs.159 crore in 2006-07. 
The steep increase in domestic revel!ue was due to substantial increase in non:.operational 
revenue '(interest income), which from a mere Rs.8 crore in 2002-03 increased to Rs.56 
crore in 2006-07 (Annexure-XXXIV). The Company's interest earnings averaged 50.per 
cent of the .Profit after tax in all the years except 2003"'.04, which suggested that the 
Company was being used more as a sp~cial purpose vehicle for parking unutilised surplus 
funds by, the DOS. As of March 2007, the Company had Rs.828 crore in term deposits in 
PSUbanks. 

Considering the substantial routing of funds through the Company that remained un­
utilised, an Investment Committee was constituted in January 2003. The Board of 
Director~ authorised the Committee (March 2004) to invest without any ceiling which 
was initially Rs.300 crore in January 2003 and was increased to Rs.500 crore in January 
2004. The Committee was also authorised (December 2005) by the Board of Directors to 
invest up; to Rs.75 crore in an individual bank. The Committee, however, reduced (April 
2006) the. limit to Rs.65 crore based on its assessment of the performance and credit 
rating ofi the banks. Investments· made in 19 cases revealed that the Company wa~ 
deprived '.of income of Rs.4.54 crore by way of higher rate of return being offered by the · 
individual PSU banks had the investments been made without any ceiling (A1mexure­
XXXJ1. °It was also observed that huge amounts ranging from Rs. l crore to Rs.380 crore 
were kept idle for periods rariging from 7 to 20 days (Annexure-XXXVI), resulting in 
substantial loss of interest. · 
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9. 7.1.4 Revenue sharing 

As brought out in para-9.1 (Introduction), there was no formal agreement between the 
DOS and the Company laying down specific responsibilities and revenue sharing 
arrangement of both entities. Further, the revenue sharing arrangements between the DOS 
and the Company had not been approved by the Member (Finance) of Space 
Commission. This issue was highlighted in CAG's Audit Report No. 9 of 2006 on Non­
Tax Receipts. The DOS in its reply (July 2006) stated that would obtain the approval 
from Member (Finance). However, no such approval had been obtained as of December 
2007. 

As per the revenue sharing arrangement4
, the revenue share of the DOS was to be 

remitted to the Government account5 on an annual basis upto 2006-07 and on quarterly 
basis from June 2007. It was observed that the Company was remitting the DOS share of 
revenue to ISRO. There were no reasons on record for such re-routing and for not 
crediting directly into the Government account. As brought out in this review in para 
9.7.4.2 (i) and (ii), the remittance of the DOS share of revenue to !SRO was not being 
done promptly as noticed in audit, and reconciliation of the amounts due and remitted 
between the DOS and the Company had also not been done (December 2007). 

Recommendation No. 9.1 

(i) The Company should formulate and issue guidelines and procedures for all 
aspects of its operations. 

(ii) The Company should prepare a table of authorities ensuring that there is 
proper segregation of duties among officers and staff having authorising, 
approving or paying responsibilities in the Company. 

(iii) The Company should devise suitable ways to maximise returns from its surplus 
cash balances. 

(iv) The Company should credit the DOS's share of revenue directly to the 
Consolidated Fund of India instead of through /SRO. Remittances should be 
made promptly and periodical reconciliation should be carried out to enable a 
fair assessment of balances reflected in the accounts. 

9. 7.2 Contract Management 

The various points noticed by audit in the contract management activities of the 
Company as brought out in subsequent paragraphs should be viewed in the background 
that the role of the Company was not clearly defined. Since the Company was mandated 
to manage only 131 transponders out of a total of 199 transponders, the Audit findings 
are grouped under three distinct headings: 

• Contracts not entrusted to the Company; 

• Contracts entered into by the DOS and managed by the Company; and 

• Contracts entered into by the Company. 

4 In the ratio of 80:20 for VSAT, 85: 15 for DTH/TV and 40:60 for IRS operations. 
s Major Head 1425-0ther Scientific Research-102. 
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9. 7.3 Co11tracts not entrusted to the Compa11y 

Out of a total of 199 transponders, contract management of 68 transponders was retained 
by the DOS. Thirty two of these 68 transponders were leased by the DOS for commercial 
purposes. The management of these was, however, not transferred to the Company as 
highlighted below: 

• The management of 21 INSA T transponders used for commercial purposes by 
Prasar Bharati since March 2004 was not transferred to the Company. Prasar 
Bharati also commenced its Direct to Home (DTH) service in December 2004 
using four foreign (NSS) transponders. The DOS itself entered into contracts 
with NSS though in some other cases, the Company was empowered to enter into 
contracts with foreign service providers. The non entrustment of the billing 
contract in respect of Prasar Bharati deprived the Company of revenue of 
Rs.125.37 crore with Company's share of income of Rs.18.81 crore as lease 
charges from March 2004 to March 2007 and loss of service charges of Rs.0.69 
crore (based on 4 per cent of the annual lease charges of US $1 million per 
transponder charged by NSS). 

• Similarly, a contract was signed by the DOS in 1995 with INTELSAT 
(Panamsat) for lease of 11 INSAT transponders for US$ 9.0 million per annum. 
The commercial contract was, however, not transferred to the Company thereby 
depriving it of US$ 9 million (Rs.38.63 crore) of revenue per annum with share 
of income ofRs.7.73 crore. 

The Management stated (November 2007) that the transaction regarding transponder 
capacity allocated to Prasar Bharati and INTELSAT had not been assigned to the 
Company by the DOS, but did not provide any justification for non entrustment of these 
commercial contracts to the Company. In case of BSNL, which became a corporate entity 
from October 2000, the billing in respect of space segment charges was assigned (with 
effect from 1 July 2003) to the Company, which enabled the Company to earn 20 per 
cent of the revenue as its share of service charges. 

Recommendation No.9.2 

The DOS should establish norms for entrustment of commercial contracts to the 
Company consistent with its assigned role and article of establishment of the 
Company. 

9. 7. 4 Contracts entered into by the DOS and managed by the Company 

9. 7.4.1 Interaction with Government agencies- Under the Company's business practice 
the DOS allocates the bandwidth requested by the customer and a lease agreement is 
entered into. The customers have to submit this agreement when they seek a license from 
Ministry of Information & Broadcasting (J&B). After obtaining the license the customer 
approaches the Network Operational Control Center (NOCC) for frequency allocation 
and certification of the antenna. Transponder services are activated only after obtaining 
clearance from NOCC. The Company has not fixed the date for commencement of the 
lease period. 

As satellites have a limited life of 7 to 12 years, it is important to complete the process of 
regulatory clearances as early as possible to maximise their commercial availability. 
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Audit observed that though the Company was specifically vested with the responsibility 
. to liaise with the regulatory authorities there were cases of delay. in obtaining clearances 

and utilising the allocated transponder services by the customers, whereby revenue of 
Rs.27.45_ crore had to_ be foregone by the Company (Arwu!xure-XXXVll). Absen~e of a. 
deemed supply _clause after a specified period m the contract/agreenient also led to non­
collectfon of space segment ch~rges after a reasonable period. Two_.such cases where 
despite similar delays the DOS~Company had amended the contract_ clause to· bill for 

. actual usage or agreed usage within tl,ie mutually agreed time are discussed below: . . 

(i) An agreement was entered (September 2004) with Reliance Communications 
Limited- (RCL} for lease of 162 MHz for VSAT {telecommunication) ·operatio:o.s at 
Rs.1.65 lakhper MHzper quarter for a period upto 31March2006. The periodoflease 
was to commence from l October 2004 or from the date of.obtaining NOCG ch;:arance. 
NOCC started giving clearance from April 2005 in small MHz. Due to absence of 
deemed supply clause, the Company billed the customer only for the actual bandwidth 
utilised. This resulted in loss ofrevenue of Rs.17.15 crore for the period October2004 to 

February 2006. 
When the Company informed· (February 2006) the customer that the unused capacity 
would be allocated to others, the latter proposed a staggered slab

6 
of utilising the 

allocated capacity by 31 December 20_06. Accordingly, the DOS/Company decided 
(February 2006)tobiH the customer as per slab proposed or the actual. usage whichever 

_. was higher. Even as of December 2006, the customer could obtain NOCCclearance on _ 
-piecemeal-basis for 98~58 MHz only. 

(ii) Electronics Corporation of India Limited (ECIL) with ·allocated capacity of 9 
~'requested (June 2003) the DOS/Company for an additional 18 MHz capacity to-be 
utilised in two phase's of 9 MHz each from July 2003 and October 2003. Accordingly a 
lease agreement for 27 MHz was entered (June 2003) at a quarterly charge of Rs.22.73 
lakh for each 9 MHz bandwidth. The Company instead of billing for 18 MHz from· July 
2003 ·and for 27 MHz from October 2003 agreed to the customer's requestthatthe billing 
for the additional allocation could be done only from the date of clearance by NOCC. The 
NOCC clearance was obtained by the customer only in March/ April 2004. Thus due to 
delay Jn obtaining/arranging for the NOCC clearance the Company -lost the· benefit of 

additional revenue ofRs;9L32 lakh. 

-The Management stated (November 2007) that: 

s the processfog/lead time taken by Ministries/Departments of Government of India 
for administrative clearances cannot be treated as deliy, which was beyori.dthe 

control of the DOS/Company. · . 

in case of RCL, the conduct of mandatory verification tests by NOCC was very 
important because the INSA T system has several hundreds of antennas operating, 
at-the same time and the presence of one or two bad antennas can create problems 

for the entire network. 

6 90 MHz by 31March2006, 120 MHz by 30 .lune 2006and162 MHz by 31December20~6. 
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' 
e delay of a few months (in ·case of ECIL) need to be looked into from a larger 

perspective where the customer would provide steady revenues for many years to 
come. 

The reply is not acceptable. as the Company failed to include proper incentives in the 
contracts for expediting clearances by including a clause ·in the contract for deemed 
supply ,if the customer failed to obtain the .clearance within a reasonable period. 
Moreover, the Company should itself have taken some initiative with regulatory agencies 
in term~ of the duties assigned .to it by the DOS. Proper planning and networking would 
have allbwed the Company to address the concerns of regulations promptly which in tum 

I 

would 4ave improved the commercial availability of satellites. The Company was not 
able to facilitate grant of ad-hoc licenses from l&B Ministry to its domestic customers 
whereas: 53 foreign television channels were operating in Indfa. on the basis of ad-hoc 
licenses ,which were being renewed year after year. 

Recommendation No. 9.3 

(i) 1'he Company should ensure inclusion of suitable clause in the contracts to 
avoid idle .. capacity· and loss of revenue due· to delay in ·compliance of various 

·formalities by the customers. 

(ii) . The .Company should proactively interact with the various regulatory agencies 
ahd discharge its mandated role as a facilitator. 

9. 7.4.2 Terms of Contract 
I 

Audit findings on delay in revenue recognition, delay in raising including facilitating the 
realise of bills and monitoring of receivables, non enforcement 'of contractual terms and 
periodicity of contracts are discussed below: 

(i) Delay in revenue recognition 
. . 

The Company follows a system of raising demand invoices in respect of amounts due 
from the: customers towards milestone payments (stage-wise payments as per the 
contracts), advances and access/space segment charges. Such demands raised were .not 
brought to the books of accounts pending confirmation by customers. The management 
stated that only when the customers accepted the Company's claim, the 'demand invoice' 
was formalised by issuing a 'commercial invoice' and the amounts in the commercial 
invoice were brought to the books of account. 

The non-n1ising of commercial invoices in the first instance for certain and well defined 
claims such as space segment charges and access fees, services for which were already 
rendered, delays the realisation of payment and goes against the provisions of Accounting 
Standard-9 for revenue recognition prescribed under section 211 of the Companies Act 
1956. The

1

• Company also did not have a system to monitor demand invoices.raised and 
those con~erted into commercial invoices. The Management stated (September 2007) that 
the data relating to demand invoices . converted into commercial invoices were under 
compilation. · 

I . . 

The Management further stated (November 2007) that !twas a general accounting practice 
to raise de*1.and invoice. 
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· The reply is not tenable as raising of demand invoices delays the accrual of claims where 
there is no material uncertainty regarding the propriety of the claim. This also encourages 
the customers to deny or defer the claim under some subterfuge or the other, as was 
attempted by BSNL discussed subsequently at para 9.7.4.4. 

(ii) Delay in raising of bills and monitoring of receivables 

The Company raises invoices for quarterly lease charges as per the contract. However, a 
sample check of 27 contracts, out of total 55 broadcasting/TV/DTH contracts and 53 
VSAT (telecommunication) contracts as of March 2007, revealed that there were 
considerable delays in raising of commercial invoice of upto 385 days. And there was 
further delay in realising the payments· which varied upto 608 · days during the period 
2003'-04 to 2006-07. 

The Management stated (November 2007) that it had demanded interest on outstanding 
payments as per the terms of the agreement and the outstanding cases were under 
constant correspondence. The Company demanded Rs.51.63 lakh as interest on delayed 
payments during 2006-07 but no payment had been received (November 2007). 

(iii) Non-collection of performance bank guarantee/cash security 

According to the terms of contract every customer was required to pay 25 per cent of the 
annual lease charges in the form of Performance Bank guarantee (PBG) or cash security. 
The. Company, however, had not enforced the condition in the foHowing cases: 

In case of broadcasting/TV /DTH contracts, out of 118 contracts (upto December 
2007) necessary PBG or cash security was not obtained from 35 customers. 

·,. In case of 53 VSAT customers, PBG was not obtained from 32 customers. 

·The Management stated (November 2007) that in the case of VSAT agreements, the 
Company insists on 25 per cent of the annual lease charges in the form of PBG or 
payment in advance in lieu thereof before commencement of the service. Non-receipt of 
PBG did not render an agreement as unsecured since the customer would make advance 
payment for transponder .Service. 

The reply does not reflect the correct position as in case ofVSAT·operators the Company 
had changed (April 2005) the billing pattern from 25 per cerit advance payment to 
payment before the end of the quarter. As a result the commercial services were being 
provided without adequate assurance of payment. 

(iv) Surrender or termination of leased capacity 

As per the terms of the contract, customers could surrender or terminate part of the leased 
capacity by giving three· months notice. However, Audit observed that in seven out of 
eight such· cases during the period April 2004 to March 2007, the Company did not 
enforce the condition of three months notice resulting in non-recovery of space segment 
charges ofRs.1.27 crore (Annexure-XXXVIII). · 

The Management stated (November 2007) that they would follow the terms of the lease 
agreement in future. · 
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(v) Periodicity of contract and revision of rates 

A unifodi policy on the period for long term contracts had not been framed by the 
DOS/Company. The DOS/Company was generally following a five year cycle for 
renewal aµd there \Vas no price revision Clause In the contracts .. As a result. the Conipahy 
ended up having a long drawn contract with little scope for any price revision. However, 
contrai;:ts ;with foreign _satellite operators for VSAT (telecommunication) services, had· 
duration pflease periOd of thiee years with a price revision clause up to a maximum of 
five per cent. It was seen that while renewing the contracts, AAP had increased the tariff 
by seven per cent after three years with effect from August2007. · 

The Management stated (November 2007) that global industry practice was to have 
longest possible period of contract so that itcould reduce non utilisation to the minimum. 

' . . 

The reply' does not give the complete picture as there was no clause for revision in rates 
at the till1ce of renewal in any of the contracts. Moreover, in the absence of a uniform 
policy, the Company conveyed a11 uncertain approach thereby giving confusing signals to 
its customers. 

Recommendation No. 9.4 

The Company should· 

(i) raise bills as per the terms of the co.;,tract and take suitable steps for p~ompt 
collection . . The Company should develop a system on the status of demand 
invoices raised and commercial invoices ·raised there against to ·monitor the 
correctness of accounting of all legitimate claims; 

(ii) stfictly enforce the terms of the contract for the collection of PBG or advance 
payment as security for the commercial services provided; 

(iii) enforce the terms of the contract while accepting surrender/termination of 
lease; and 

(iv) develop a uniform policy for long term contracts and should consider 
incorporating a clause in the contract for appropriate revision of rates. 

9. 7.4.3 Undue benefit by excluding conditions agreed upon 

Space TV (Tata Sky) required (March 2004), 12 high pow.5'._r KU band transponders in the 
INSAT System. The Secretary DOS/Chairman of the Company while approving (March 
2004) the financial negotiations to be held with the customer stated that the DOS should 
conclude 

1 
a comprehensive contract and negotiate the charges at Rs. five crore per 

transponder year. Accordingly,a 'Term Shee_t' agreement was signed in iune 2004; 
fixing lease charge at Rs: five crore per transponder year with two months free period .. 
However, when the agreement in 'long form' was signed in November 2005, the lease 
charges were not only reduced to.Rs.4.6 crore but a free period of three months was also 
offered to. Space TV. 

I 

Due to tfus reduction ill lease charge, there was a recurring loss of revenue of Rs.4.8 
crore per annum for 12 transponders and revenue foregone by increase in free period for 
additional one-month worked out to Rs. five crore. -
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The Management.stated (November 2007) that Space TV had intentions to lease only 
eight transponders whereas by the time.the long-form agreement was signed, it increased 
the number. of. transponders to 12. The initiaL free period of three months. after 
commencement was being offered to all the customers whenever requested. 

The reply is not tenable since the 'term sheet' agreement which fonned the basis for the 
initial commitment was for all the 12 transponders. FUrther there was Iio formal request 
from the customer for reduction oflease charges or for additionar one month's free period 
after signing of the 'term sheet'. 

9.7.4.4 Contract with Bharat Sanchar NigamLimited 

Bharat Sanchar Nigam L.imited (BSNL) was using 34 transponders (31-C band and 3 KU 
. band) under telecommunication. (VSA T) segment. Management of au: contracts of VSA T 
business including those of BSNL was taken oyer fro~ DOT by the DOS and transferred 
to the Company in July 2003. As per theDOS directive (May2003), the Company was to 
bill for the services availed by BSNL from July 2003. However, user· charges for C band 
only were finalised through an MOU between the DOS and BSNL in May 2006 after a 
delay of three years. 

The amount .receivable from BSNL from July 2003 to March 2006 aggregating to 
Rs.229 .18 crore was not recognised in the books (2006.,,07} as no commercial invoice was 
raised,· The non-raising of commercial ·invoice deprived. the Company of its income of 

· Rs'.40.82 _crore. BSNL had been paying charges from April 2006, 

Management stated (November 2007) that BSNL had taken up· the issue with the 
Government of India for waiver of the transponder charges up to March 2006. 

Reply is nottenable since as per the DOS directive, Company was to bill for the services 
availed by BSNL from July 2003. 

9 .. 7.4.5 Contracts with Min!stry of Defence 

Ministry of Defence. (MOD) was using nine transponders; for which, eleven contracts 
were managed . by the Company. Audit· reviewed alHhe 11 contracts with. some of the 
agencies of MOD and noticed that either there was absence of suitable clause in the 
agreement or there were no formal agreement/MOU with. the customer as described 
below: . 

. An agreement . was· signed on 3 December 2003 with . Defence. Research 
Development Organisation, for leasing of 36 MHz. The customer was regular in 
making payments upto March 2005. However, the. customer stopped. further 
payments from April. 2005 to till date. (December 2007) . on the ground that ·the 
allocated bandwidth was not utiHsed · due to non-commissioning/installation of - . - . . . - . 

systems. Absence of a suitable clause in the agreement to ensure that payments 
would be made for the allocated bandwidth resulted.in non-recovery of Rs.6.62 
crore and the Company's share of income ofRs.l.32 crore. 
Director of Concept Studies (DICOST) of Air Force Headquarters was allocated 
space segment capacity of 2 MHz (October 2005) and 4 MHz (January ~006)~ The 
Coinpany. raised commercial invoices for Rs.58.73 lakh for the period up to 
March 2007 against which no payment was made by DICOST stating that the 
bandwidths were not made use of till February 2006, due to project delays'. In the 
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absence ()f either an agreement or a MOU with the customer, the Company had to 
forego its share of income ofRs.11.74 lakh. 

e Directorate of Naval Air Material (DNAM) was allotted (December 2005) 10 
MHz. The agreement with DNAM was not formalised. The Company raised the 
commercial invoices for Rs.1.85 crore between February 2006 and August 2007, 
but no payment had been received (November 2007). . . 

The Management stated (November 2007) that the DOS/Company had taken up the 
formali~ation of all the MOUs with the MOD/MOD organisations. 

Reco~mendation No. 9.5 
I 

. The Company should formalise all contracts with the MOD and bill accordingly. · 

9. 7.5 Contracts entered into by the Company 
I . 

9. 7.5.J Delay in recovery of quarterly recurring charges 

A contx!aet was entered (August 2005) between the Company and Shin Satellite Public 
Company Limited of Thailand (Shin Sat), for the establishment and operation support of 
Radio ~requency Auto Track (RFAT) uplink station at Port Blair. 

As per llie contract, the quarterly recurring charge (QRC) of US$ 95,000 was to be paid 
30 days in advance. Shin Sat was not regular in making the QRC but the Company could 
not lery interest on delayed ·payments due to absence of penal interest clause in the 
agreement. There were delays in payment ranging a year in 2006 and QRC for 2007 was 
yet to be paid (August 2007). · 

I • 

The Management stated (November 2007) that in almost all cases of foreigil contracts; 
the peqal interest clause for levy of interest was not being agreed to by the foreign 
customers. · · 

The reply is not tenable since it was observed that in the case of the ·international 
contrac~s for hiring· of foreign· transponders signed by the Company as customer, such 
interest clause was invariably included for delay in payment on the part of the Company. 

'-··-. 
i . 

9.7.5.2!Voluntary reduction inservice charge 

The C9mpany hired space· segments from AAP on monthly recurring charges (MRC). 
From April 2004 the MRC was brought down from US$ 3500 to slab rates ranging 
between US$ 1796 and US$ 2083. As per the agreement with six customers using AAP 
transpqnders, the Company was to charge 10 per cent as service charges. In April 2004 
the Company voluntarily reduced its service charges to four per cent though there was no 
demand from the customers. Similarly, for hiring transponder for one customer from New 
Sky Sa,tellite (NSS) Netherlands (May 2004), the Company considered service charges at 
four per cent only instead of at 10 per cent it was collecting· from AAP customers till 
April ~004. This resulted in loss of revenue of Rs.8.30 crore upto 31 March 2007 and 
consequent recurring loss of revenue of Rs.3. 73 crore per annum. 

The M~nagement stated (November 2007) that measures like reduction of space segment 
charges and reduction of services charges of the Company; were required to be given 
from time to time as a business.strategy to win the customer. · 
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The reply is not tenable as the number of customers involved remained seven over the 
period April/May 2004 to March 2007 and there was no contractual obligation for 
reduction in service charges from 10 per cent to 4 per cent. 

9. 7.5.3 Passing of free period 

The Company hired (May 2004) five foreign transponders on annual basis from NSS, 
Netherlands. As per the agl-eement with NSS, the Company was entitled to use the 
service at no charge for three months. Further, on. hiring of two more transponders in 
January 2005, the Company was entitled to six and a half months free period. The 
Company. was also entitled for free period of one month for all the seven transponders I . . 

. hired at the time of renewal of the agreement. The Company passed on the entire free 
period to its customer though the Company was not obliged to do so. This resulted in 
foregoing revenue of US$ 2.32 minion (Rs.l0.09 crore). 

The Management stated .(November 2007) that the free period was normally part of the 
negotiationand a standard approach towards the free.period did not work in this.industry. 

The reply is not tenable as the Company was not giving free period to its other customers 
under INSAT after the commencement of the contract. · 

9. 7.5.4 Nmo.-collectjon of Service Tax 

Although the Company was collecting service tax from all INSAT customers, it did not 
collect service tax from customers using foreign transponders. The amount of service tax 
not collected was Rs.16.77crore, as ofMarch2007. 

The Management stated (November 2007) that the issue wheth~r service tax needed to be 
collected for capacity leased on satellites had been taj<:en up with the concerned 
authorities .and the clarification was awaited. The Company should have recovered the 
amount in advance to avoid any risk that the Company would be required to pay for the 

· tax liability from its own funds. 

Recommendation No. 9.6 

(i) The Company should ensure that suitable provisions are made illO. the contracts. 
regarding payment of interest for delay in payme111tts; a'/fTl,d that the contractuaditl 
terms are '/fTl,otto the disad:va'/fTl,tage of the Company. 

(ii) The Company slhmald initiate recovery eve111t ·i'/fTI, cases where the applicability of 
certain. taxes or duties are pending clarificatimn so as to offset a'/fTl,y futuare 
liability. · . · 

9. 7.5'.5 Mar§feting of Imlian Remote Se'/fTl,sing data 

(i) Agreements with Space Imaging 

The Company was· vested with the intematfonal marketing rights for access ~s well as 
data sales for Indian Remote Sensing (IRS) constellation of satellites. In order to promote 
IRS system globally, the Company entered (February 1995) into a comprehensive long 
term cooperative agreement with Earth Observatio11 Satellite Company (EOSAT), USA 
subsequently renamed as· Space Imaging (SI), LLC, USA ·and now GEO EYE. The 
agreementwas amended five times and the latestwas in November 2003. 
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Audit noticed the following limitations in the implementation of the above contract: 

~ SI agreed tO pay a royalty at 10 per cent to the Company onthe sale price for the 
commercial data sales and for.this pui:-pose· a quarterly statement of the products 
.sold by SI arid International Ground Station7 (IGS) was to be provided to the 
Company. In the. absence of suitable penal clause in. the agreement the Company 

1was not in a position to verify the IRS data sold by SI and IGS to.determine the 
royalty due. ·· · 

0 1As per the terins of the agreement, SI agreed for a ·minimum IGS access 
·Commitment of US$ 3 million8 from IRS P6 alone by March 2007. However, 
even in 2006-07 the total access fee from all the sources aggregated only to 
US$2.9 million indicating absence of proper monitoring. 

The Management stated (November 2007) that despite Company's efforts to obtain 
quarterly statements including customer data; it was not possible to realise such details. 
Furthei; in each case of IGS established by SI the minimum fee as specified in the 
agreem~nt, was claimed. 

The Company's admits to a weakness in dealing with international customers and 
inadeqtlate contractual safeguards to protect its financial iriterests. 

I 

(ii) Degradation of data 

Of the i six IRS . satellites in oper.ation, - three satellites had. 01,1tlived their life. Audit 
observed that due to de-gradation of data from IRS 1 C/1:0 the Company had to reduce the 
access fee for the year 2005-06 by Rs.1.80 crore from MOD. Request for waiver of 
access fee of Rs.3.80 crore for the year 2006-07 was pending with the DOS; In the 
absenc~ of a proper mechanism to verify. the period of access by the customer, reasonable 
assurance could not be obtained regarding the validity of the basics for deciding ·on the 

·Waivers. 

The Management stated (November 2007) that the Company confirmed the periods of 
access through the schedules provided by the satellite control centers and the contract 

·provides for negotiation in ·good faith and the right to terminate the contract if the 
degradations were inclirable.. · · 

The r~ply is not tenable as the details of the access made by MOD for the last two years 
were not kept on record. For the degradation of data of IRS lC/lD, the DOS was yet to 

. take any decisfon on MOD's request for waiver of the access fee for the year 2006-07 as 
it did ndt appear to have proper system for verifyingthe correctness of the claim. 

(iii) failure to discontinue access to defaulters 

The Company entered (October 2002) into an agreement with a foreign customer for 
accessing data from IRS l C/lD stipulating that the access :would be renewed every year 
by the customer.. The customer did not request for renewal of the agreement from 2005-. 
06 and had also not make. annual payments to the Company. The Company, however, did 

7 
International Ground stations are. established a( various countries for do~nloading' imageries'trom 

remote se'rrsing satellites whent!Ver the satellite's foot printpasses over that particular country.· · 
8 

12 IGS sales/upgra,des during the first three years at an annual access fee of US$2SOOOO per IGS 
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not deny access to the customer and instead raised the invoices for user charges for the 
years 2005-06 and 2006-07 amounting to Rs.3.47 crore (Rs.2.09 crore Company's share 
of revenue). The Company paid corporate tax of Rs.0.71 crore in anticipation of the 
receipts. Failure to include a clause in the contract to monitor the access by the customer 
and deny access in case of default, led to merely raising of invoice. 

The Management stated (August 2007) that the matter of verification of having availed 
the access by the foreign customer was referred to controlling centres of IS RO/DOS. 

The reply is not tenable since as a contract manager, the Company bad not link the access 
time availed by the customer at the time of billing, more so, when the same senior 
officers of ISRO were also the ex-officio executives of the Company. 

Recommendation No. 9. 7 

(i) The Company should incorporate suitable clause in the contracts to ensure that 
the royalty paid by the customers was assessed correctly. 

(ii) Verification of access by the foreign customers should be referred promptly to 
controlling centers of /SRO/DOS and remedial action initiated periodically to 
avoid accumulation of the receivables. 

9.7.6 Other Points of interest 

9. 7.6.J Loss of opportunity to supply satellite due to non pursuance 

In the backdrop of policy measures adopted by the GOI to allow private operators to own 
satellite systems, Mis Agrani Satellite Services Limited approached (September 2003) the 
Company for a communication satellite with a capacity of 12 transponders with a design 
life of 15 years. The satellite was to be manufactured by ISRO and launched by GSL V 
launch vehicle within a period of two years at an estimated cost of Rs.320 crore. The 
customer was ready to pay Rs.32 crore being 10 per cent of the project cost as non­
refundable deposit and the balance in 8-10 years after which the ownership would be 
transferred to them. The Board of Directors accorded (September 2003) in principle 
approval. The Company carried out the cost analysis in consultation with ISRO and 
submitted a proposal through the DOS to the Government for necessary authorisation. It 
was decided to submit a detailed proposal to the Board as soon as the Government 
position was clear. No further development was reported to the Board. 

The Management replied (May 2007) that due to slow progress in obtaining the orbital 
slot for its satellites through DOT, the Company had kept the matter on the back burner. 

Thus, due to non pursuance at appropriate levels by the Company to secure necessary 
clearance from the DOT, the Company lost the opportunity of earning service charges of 
approximately Rs.16 crore in supplying the satellite to Mis Agrani Satellite Services 
Limited, who had since moved to a foreign manufacturer. 

Recommendation No. 9.8 

The Company should establish procedures and define staff responsibilities to 
facilitate and as necessary to proactively interact with various regulatory agencies in 
the manufacture of satellites as an opportunity to earn income and also to fulfill its 
mandated role. 
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9. 7; 6.2: Societal obligations 

The DOS allocated (June 2003) two transponders for internet education. The rates fixed 
for the'!first transponder was Rs.L80 crore per annum, while the second transponder was 
given free of cost for use by the Ministry of Inforlnation and Technology. However, a 
dedicated satellite exclusively for educational services was already available since 

·September 2004 with the launch of "EDUSAT" having 12 transponders and allocation of 
Internet education services could also have been under EDUSAT. · 

The Mfinagement stated (November 2007) that they.would take up the matter with the 
DOS.. . 

9. 7.6.3 •Gifts to Government servants 
i 

To coriunemorate its 15th anniversary, the Company gifted four grain g~ld coins to 
15631 Government employees of the DOS, and other subordinate organisations such as 
ISRO, Vikram Sarabhai Space Centre, National Remote Sensing Agency, ISRO Satellite 
Tracking Centre, Master Control Facility, etc. involving an expenditure of Rs.7.36 crore 
(inch1d~g fringe benefit tax of Rs.37· lakhf as an acknowledgement of the support 
received. from these organisations. Audit observed that since the ISRO/DOS employees 
were pt;rmanent Government servants who were also eligible for special ·cash· incentives 
at the. time of every 'successful launch' of satellites, the giving of gifts to government 
employees was not justified. 

The Ml,lllagement stated (November 2007) that it was a: small gesture shown by the 
Company to ISRO/DQS personnel to continue their contributions in this area and the 
Company felt that such an action was justified. . · · 

I • , , 

The reply of the Management should be seen in the light of the fact that the value of gifts 
constituted approximately seven per cent of the profit after tax. Further, the Central 

· Vigilance Comn:lission had clearly stipulated (September 2004) that' no gifts should be 
given td Government servants by PSUs. . _ 

9. 8 Conclusion 
I 

The Company credited the DOS share of revenue to the ISRO instead of directly 
crediting it to the Consolidated Fund of India. Remittances were also not done in a 
prompt manner and periodical reconciliation of amounts due and payable to the DOS was 
not being carried out·. The Company's interest earnings were on an average, 50 per cent 
of its profit after tax, which suggested that the Company was being used .as a special 
purpose' vehicle for parking of unutilised funds of the DOS. The Company specific 
guidelines/procedures for accounts, investments, internal audit, personnel, etc. had not 
been de~eloped even 15 years after Government of India's directive. The functional 
distinction between the Company and the DOS was ambiguous since the officers of the 
DOS were also executives of the Company. There was no clear chart of delegation of 
powers ~nd segregation of duties consistent with good governance, structure and growth 
of the Company. Owing to ambiguities in the operating environment of the Company, 
several control weaknesses were observed in the management of funds and contracts in 
the Company. Instances were noticed of non;.adherence to the conditions of contract and 
absence of appropriate provisions in the agreements; perfonn~ce bank guarantee/cash 
securitie~ were not collected, and savings on free period were passed on to customers. 

146 

I 

Ii 
f---

\j .I 
I "= 



Report No. PA! 9 o/2008 

Service tax was not collected for hired foreign transponders and service charges were 
reduced in favour of private customers: · 

The matter was reported to the Ministry in January 2008; reply was awaited. · 
I ' . ·• 

New Delhi 
. The .. 

24 April 2008 

·NewDelhli 
The 

. 24 April 2008 

. (BBA,RTI PRASAD) 
Deputy Comptroller and. Auditor Gel!llermll 

. cum Chairperson, Audit Boallrdl 

Counttersignedl · 

-·~·-.. ·.· 
. . 

0 . . .... 
. ~ ·.·. ·. 

' ,_ ·--· -· • I•."" 

. (VINOD RAI) 
Comptroller and .Auditor Generall of lindlfa 
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. = 

.j1 

(Referred do in Para J, 7.1~~) 

lDle~:mliils l!l>!f iinnsfalllledl c:mpaiclify mnnidl adun:mll Jlllll"l!l>«llllllctil!l>Im 

lP'roidllllld Yeall" Illlllstalllled A.email §!lnortJflllilil iillll Target lP'eJrcelllltlllge o1f 
CllllPllllcllW lPl!l"Oidlllllctiiollll llJl!l"Oidlllllctiiollll lllCWlllil llJl!l"Oidlllllctiiollll 

M:'Jl' M:1l' Q\lllllllllltiify Valllllle M'Jl'. Illlllstalllleidl 1l'a!l"get 
M:'Jl' (R.s. iirrn ClllJPllllCiify 

Cll"O!l"e) 

ii 

(r 
Ammonia 

2002~03. 326700 
. 

235840 90860 305250 72 77 

.. '.'· 

2003-04 326700 237009. 89691 301915 73 79 

'..·. ,' 

2004-05 326700 231867 94833 306801 71 76 
,. 

2005-06 326700 260066 66634 304461 80 85 

2006-07 
79 

326700 257182 69518 
r. 

'lflllltlllll 411536 

Sulphuric 2002-03 379500 268097 111403 354218 71 76 
Acid 

2003-04 
379500 267266 112234 360129 70 74 

' 

2004-05 
379500 259177 120323 358509 68 72 

2005-06 379500 288394 91106 345664 76 83 I 
.I 

2006-07 
379500 296771 82729 78 

'flllltlllll 517795 

Phosphoric 2002-03 33000 9213 23787 18000 28 . 51 .. 

acid 

2003-04 33000 15607 17393 18000 47 87 

2004-05 
33000 8057 24943 11550 24 70 

2005~06 
33000 5983 27017 - 18 --

2006-07 33000 510 32490 2 

1l'otall. 125630 
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Ammonium 2002-03 225000 182222 -. 42778 22.71 225150 81 81 
-· 

Sulphate 

2003-04 225000 190268 34732 19.22 219184 85 87 

.. - __ 

'2004-05 :225000 200564. - '24436 14.09 227909 89 .. _, 88 
_..• 

-· 

2005-06 225000 172986 •• 52014 33.32 222200 77 78 

2006-07 225000 183490 41510 
... 

29.70 82 

Total 195470 119.04 

•Ammonium . 2002-03 148_500 155428 - - 194000" 105 80 

Phosphate 

2003-04 148500 141053 7447 . 5.42 195000 95 72 

2004-05 148500 104388 44112 32.11 195000 70 54 

2005-06 148500 
-143502 

4998 
3.34 195100 97 74 

2006-07 148500 147102 1398 1.02 99 

Total 57955 41.89 
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§Il.No, lPfallll.t 

1.: Ammonia 

2. Ammonium 
Sulphate 

3. Sulphuric 
acid 

4 .. Phosphoric 
acid-

5. Ammonium 
phosphate ' 

AnHlleJ.i:Ulllt"e-III 
(Refenrced do illll P((Jl»'((Jl J, 7.1.2,) 

Yeanr Stream dany§ Actunain 
:ms Jlllel!' §tre:mm 11fays 
([iesli~nn 

2002-03 330 238 
2003-04 330 239 
2004-05 330 234 
2005-06 330 262 
2006-07 330 260 
2002-03 330 267 
2003-04 330 279 
2004-05 330 294 
2005-06 330 253 
2006~07 330 269 
2002-03 330 233 
2003-04 330 232 
2004-05 330 225 
2005-06 330 251 
2006-07 330 258 
2002-03 330 92 
2003-04 - 330 156 
2004-05 330 81 
2005-06 330 60 
2006-07 330 5 
2002-03 330 345 
2003-04 330 313 
2004-05 330 232 
2005-06 330 319 
2006-07 330 327 
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irllesigHll 
72 
72 
71 
79 
79 
81 
85 
89 
77 
82 
71 
70 
68 
76 
78 
28 
47 
25 
18 
2 
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97 
99 
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Annexure-I:U 

(Referred to in Para 1. 7. 7) 

Excess consumption of raw material/utilities 

Year Materiai · Excess Value 
quantity (Rs. in crore) 

2002-03 Furnace oil (kl) 2563.212 2.81 

2003-04 Steam(MT) 8079.51 5.78 

·Power (kwh) 2772297 1.11 

Furnace oil (kl) 314.577 0.34 

Ammonium Sulphate solution·(MT) 2314 1.10 

Rock Phosphate (MT) 373.42 0.10 

2004-05 Steam(MT) 5381.63 0.62 

Power (kwh) 7674242 3.28 

Furnace oil (kl) 414.42 0.49 

Sulphur (MT) 3721.78 1.61 

Sulphuric Acid (MT) 800.55 0.10 

Ammonium Sulphate solution (MT) 2291 1.38 

2005-06 Steam(MT) 17765 -·. 2.81 

Power(kwh) 1015066 0.37 

Furnace oil (kl) 289.63 0.44 

Total 22.34 

.\· 
' " -·. 
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Annexure-IV 

(Referred to in paragraph 3. 7.1) 

Non provision/delay in provision of leased circuits and loss of -Potential revenue 

1. · AndhraPradesh PGMTD Hyderabad 32 to 369 16.23 
! · GMTKhammam 70 to 633 19.25 
' 

GMT Vijayawada . 32 to 459 2Ll2 
GMTOngole 97 to 546 3.60 
GMTKumool 25.22 

GMTTirupathi 22.23 
GMTKadapa 32.02 
GMT.Rajamundhry 7.36 

i GMT Adilabad 14.71 

2. ] Assam Assam 250 · 7.70 

3. Bihar PGMTD Patria 117 to 127 2.87 
GMTD Chapra 122 to 430 4.52 
GMTD Milzzafarpur 240 11. 72 
GMTD Dharbanga 88 to 396 . 4.01 
GMTD Jamshedptir 33 to 126 7.30 
GMTD Bhagalpur 196 to 926 11.21 

4. i Chennai Chennai 18-456 71.56 

5. I Gujarat GMT Valsad 181 54.67 
9.75 GMTD Mehsana 240 

730 1.28 
5.42 

GMT Anand 25 to 225 3.37 
GMTNadiad 46 to 135 1.00 
GMTDBaroda 37 to 256 6.03 
GMTD Ahmedabad 94.41 
GMTD Surat 22 to 228 8.11 
GMTDValsad 42 to 272 8.27 

6. Karnataka BGTD Bangalore 1095to 1825 464.00 

AGM BGTD Bangalore 2to120 40.58' 

GM Hubli 15 to 110 52.34 

GMT Bellary 36 to 383 15.45 

PGM TD Mangalore 112.08 

7.! Kerala Ker.ala 365 14.28 
GMT Calicut 10 to 2000 '175.37 
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9. Madhya Pradesh. ·GMTD Bhopal 78 59.74 

GMTDRatlam 78 1.61 

GMTDUjjain 284 2.99 

GMT Indore 51 6.20 

GMT Jabalpur 50 1.68 

GMT Hoshangabad 164 1.04 

GMT Gwalior 90 2.89 

13. Rajasthan Jaipur 975 15.66 

PGMT Jaipur 398 21.22 

GMIDBikaner 196 3.92 

GMTKota 912. 7.65 

GMTUdaipur 331 2.73 

GMT Sriganganagar 210 3.01 

GMT Ajmer 279 10.31 

GMT Jodhpur 340 10.79 

GMT Sikar 81 4.14 

14. Uttar Pradesh PGMTD Lucknow 14.89 
(East) .GMTDKan ur 22 to 1035 14.25 

GMT Allahabad 18.58 
TDM Sita ur 95 to 961 5.99 
GMT Jhansi 15 to 198 3.74 
GMT Gorakh ur 8 to480 13.31 
GMT Faizabad 78 to 489 2.42 

or, say, Rs 28.12 crore 

153 



~eport No PA 9of2008. 

Biillna11r tenecom cft1rde 

3. Chapra 

4.' Darbhanga 

5. Katihar 

6. Khagaria 

7. Muzaffarpur 

8. Patna 

11. Surat 

12. Ahmedabad 

13. I Bhuj 

Ka.Jtrrnsll:allrn tellecom cii1rclle 
14. Bangalore 

15. Bellary 

Ke1ralla tellecom cii1rclle · 

16. Calicut 

1 • 

Amumexunre-V 

(Referred to in paragraph 3. 7.3) 

Leased circuits August 2005 to 
March2007 

Leased circuits January 2006 to 
Se tember 2007 

Leased circuits October 2003 to 
December 2007 

Leased circuits June 2005 to 
· December 2007 

Leased circuits January 2006 to 
Se tember 2007 · 

Leased circuits October 2003 to 
·December 2007 

Leased circuits 2005-2006 
leased circuits May 2005 to April · 

2007 
Network Terminal May 2005 to April 
Units 2006 
Leased circuits 

STMI July 2004 to March 
2007 

64kBPS 05-06 & 06-07 
MPLSVPN· June2006 to 

March2007 

Leased circuits September 2006 to 
September 2007 
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6.20 

2.21 

13.12 

12.16 

9.19 

10.38 

11.01 

2.18 

5.18 

21.46 

33.95 

1.79 
13.24 

15.55 
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'17. Emakulani Leased circuits July 200~ tci June 18.29 
2007 

18. Trivandruin Leased circuits June 2001 to 22.09 
March2007 

~:':~.§~~~5; 
,:-J)_~F!' _ J ::\d"' ~;, -- w . ; 'f.;~l~~t ~~~~f:j·~~~i~;,~~r:·;.#;;r ;?f)•f,; ;•i ·~~;r: c:1~'" ..•. --~··.:; ,kf '" ___ -., ......... 

y; ;•[S• '~ •.;. "' ...... , ..... . .......... · .. -. .-
Kolkata telephone distrkt 

19. K.olkata 54MPLSVPN 2006-07 63.11 
34Mbps 2001-05 60.08 
OFC 2004-05 3.97 
Data circuits March 2003 to 43.55 

June 2004 
:~l{~~;(. . .... ~·c••.c·· ... ,j. 

•1•",;
2 ·r_;·;.A;;P""''" ···:rt:Mt~~:~rf~~1~;·~J·ii1~)~ .. ;~~~~ Jij~; •;. l~'t~;>••:~z~ '.-t 'Ff :Ii 1;.;:; .z •; G. 

. .. ;<~ • "':"·"·~ •• .-. i 
-c;;, --~%%2•<'-'° '::Ci ;::-:_:-;~~; 

. jP'Y0"'-'1CJ: ·(,:,..,_ ._.,, "'f-<C!'-

Madhya Pradesh telecom circle 
20. Bhopal Leased circuits June 2006 to 1.48 

March2007 
2L Itarsi Leased circuits January 2007 to 2.01 

January 2008 
22. Indore Leased circuits ·. 

January 2002 to . 8.54 
October 2007 

23. Jabalpur various leased circuits May 2005to 42.90 
January 2008 

24. Gwalior 9~6 kbps January 1996 to 12.34 
July 2006 

25. · Ratlam 9.6 kpbs · AilgUst 2002 to 3.83 
March2007 

·"·> · ··= · · ··· •ijJffit1(1'.~2i::~~~r .• ~j4~I~ ~~-~fJ~l,;~~5i ····;·'i~;if .. = . ;.•,frl{'/f.i.;1{J;; B;;-•·:•i-'..2 .. ·y, .. ;·i~r.:1r"·:r•;;; ••. , ;;.; • ............. • ··• · !"'"/:'.~/;,;-~_ p~--'" 

Maharashtra telecom circle 
26. Mumbai Leased circuits December 2006 to. 227.05 

March2007 

1~i:·•i'.t~*~-~0~.~·~::s~1:•1!~.W~\t1~;;~~:1~~~~~~ ;f2;~'.S14!.~ft!.o,~IJ.,~;f:J;;'r ,.. · ·" ·,;;;.;;;;•·•"'"' ~;?J,\: ~{~:'':!f'lsl{i~}}.:oiJ · 
____:_:::_ '" :6d1./;;;~~'(/>,:J" ,~,;~ ',:':.i•_,'<-,'">'' 0-z';i C:"i/!,.j;,,' '~"""'""" "\:o::>;y:;<;,~:,~; _';.jJ' "'.! 

Northerl!l.telecom region 
27: Northern: ~elecom Internet leased circuits March 2002 to 558.87 

region March2008 
;•;;y;.oc:;;\•.· ;;jfiiiid·~~f:~i~~~:. ...... 'f:.!U~'flk~i~t'1i~i;;r$:1•ii~'·.·:., .. --·:=r~· ;; ~'.:r'.~\~~~:8,?:~;; ;':-'i't ••••• ;;•;+.;;:." ......... 

·.1······1-i~+:;.•; 1·.;\; _,. • 

Orissa telecom circle 
28: Bhubarieshwar Leased circuits · 2001 ~02 to 2006- · 3-8.29 

... 07 
f';.0;;.1; .I. • .v ,;r,,;;;.; ' i';;}/;il~l_!IJ;~d~ .. \il•L!'if{~;;'/fl;-£-~¥~~ •'• l;tj,;'.J{J;;'f;I~{~ I••, •• • •M8 'Qj_29.~.l ,~;9.,c~;z v·:.-:z,;";;.-•;;;•5't0:z1-1 :;;5:•:.;.:_l!/J.· ~.,..- .... •·"'··.•:.;;: ~•<':' .• ·:;~::i:;;•.;5r:;•1, .,, .• , "" •. . ..•. 
Raiasthan telecom circle 
29. Bharatpur Leased circuits 2006~07 3.62 
30. Pali Leased circuits 2003-07. 13.39 

-31. Sriganganagar Leased circuits 2003-07 2.06 
32. Bikaner Leased circuits 2006-07 6.86 
33. Ko ta Leased circuits 2005~07 3.58 
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Speech circuits leased 
circuits 

35. Gorakhpur Leased circuits 

37. Si~liguri 2 mbps 

38. Jalpaiguri 
! 

64 Kbps 
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June 2005 to 
Janua 2008 

March 1999 to 
A ril 2004 

16.56 

15.97 

24.11 

4.47 

};~~i~8~ 
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Annexure-VI 

· (Referred to in paragraph 3. 7.3) 
Delay in issue of bills 

Andhra Pradesh telecom circle 
1. . PGMT April 2006 to March 97-279 

H derabad 2007 
Chennai telecom ciricie 

2. ·cAO(TR) 

Kerala.telecom cfrcle 

January 1998 to 
March2007 

3. PGMEmakulam November 2005 to 
January 2007 

Madhya Pradesh telecom cirde · 

18-2400 

30-365 

4. Bhopal June 2006 to October 31-153 
. 2006 

Maharashtra telecom circle 
5. CGMT Mumbai March 2006 120-270 

Northern telecom region 
6. CAO (TR) March2005 to March 30-575 

2007 
. Rajasthan telecom circUe 

7. CGMT Jaipur, 2001-07 26-484 
Bikaner, Kcita & 
·Sri an ana ar 

Tamil Nadu Telecom circle 
8. PGM Trichy April 2006 to March 30-180 

2007 

or, say, Rs 70. 73 crore 
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. 349.00 

88.84 

225.23 

2273.00 

2110.00 

1591.50 

414.42 

20.96 



I 

· JReport No_ PA 9of2008 

i 

Anmmexmure-Vll 

(Referred to in paragraph 3. 7.4) 

NQ)lmHissune ~f allllJimail lbfil!Ils Rllll iresJllled of slil!lgfo wiml!(JIW sunbsciribeirs 

S.N«Jl 
, I 

i 

Name of SSA lP'airticunllairs of Snllllgfo 
Will!llllfoW S1lllbscirnlbleir 

Amllllnira Prndleslll tellecom dirde 
1. : Hyderabad Customs& Central 

I 
Excise Department 

2. : Hyderabad South Central Railway 

3. : Hyderabad' GA TI Limited 

4. r Hyderabad SAIL 
5. I Hyderabad AndhraBank 

Sub-Total 
Cllnemnmali tell.ecom dirc!e 

6 .. t · Chennai Sify 

7. , Chennai 

8. ! Chennai 

9, [ Chennai . 

Gll!lija'.irat teHecom ciirde 

. 10. l Ahniedabad 

. I 

Kairmlatalka telecom cliirde 

Indian Bank 

fudian overseas Bank 

TamilNadu 
Mercantile Ballk 

Sub-Total 

Gujarat Electricity 
Board 

Sub-Total 

11. l Bangalore Canara.Bank 

12. 1 Bangalore ·Allahabad Bank 

13. : Bangalore Andhra Bank 
·1 

Sub-Total 

14. ' Ernakulam Catholic Syrian Bank 

15. ' Ernakulam Federal Bank 
16. : Ernakulam South Indian Bank 

Sub-Total 
Maidlbtya Piradleslht.teHecom circle 

17. I Bhopal Bank of India (Mah) 
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JPeiriiod of llllOl!ll. 

lbnlllling 

2005-06 

2006-07 

'2006-08 

2006-08 

'2006-08 

April 2006 to March 
2007 

May 2005 to April . 
2007 

January 2007 to 
:March2008 

2006-07 

September 2003 to 
March2008 

August 2006 to 
March2008 

March 2003 to 
March2008 

More than 3 years . 

More than 4 years 

More than 2 years 

June 2006 to March 

Amommt of 
llllOl!l-billJil!lg 

(Rsli.1m 
fakh) 

'164.06 

4.23 

,3.31 

·4.06 

'48.04 

223.70 

1.55 

2.09 

83.58 

2920 

116.42 

4L06 

41.06 

61.69 

2.37 

80.20 

144.26 

24.39 

12.00 

5.00 

41.39 

1.00 
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2007 
18. Bhopal PNB (NTR) 07-08 2;00 

19. Bhopal LIC (Mah) February 2004 to . 220.66 
. . March2007 

Sub-Total 223.66 

Maharashtra telecom eircle 

20. Mumbai SBI December 2003 to 3036.93 
February 2006 

21. Mumbai SBI September 2005 to 152.25 
Ch-Mumbai 155MB March2007 

22. .Mumbai ICICI November 2003 to 472.85 
March2005 -

23. Mumbai BOB September 2004 to 69.51 
March2006 

24. Mumbai Aditya Birla October 2004 to 36.31 
March2005 

Sub-Total 3767.85 
Northern telecom region 

25. Delhi ONGC September 2004 to 344.35 
March2008 

26. Delhi OBC July 2006 to March 17.78 
2008 

27, .. Delhi MTNL March 2002 to .323.27 
March2007 

28. Delhi HCL . August2005 to .3.76 
·March2007 

29. Deijii Northern Railway April 2006 to March 2.47 
2007 

30. Delhi DRDO, Ministry of February 2006 to 33.39 
Defence March2008 

31. Delhi VSNL April 2005 to March 154.49 
2007 

Sub-Total 879.51 

Tamil Nadu telecom circle 

32. Chennai Karur Vysya Bank 2005-2008 59.95 

Sub-Total 59.95 
Uttar Pradesh <East) telecom circle 
33. Lucknow roe September 2003 to 4.56 

October 2005 
34. Lucknow LIC, August 2002 to 4.08 

March2004 
35. Lucknow Northern Railway 3.91 

Sub-.Total . 12.55 

Grand Total 5510.35 

or, say, Rs 55.10 crore 
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. Amumexmre-VIDII 

· (Referred to in paragraph 3. 7.5.1) 

§llnort bfilllllillllg i[J[lll!e fo mm-revli.sli.ollll l[J)f tarli.Jff 

S.Nl[J) Namel[])f§§A J?eJl"lll[J)id[ l[J)f Sfull[J)Jl"t Type of clill"c1uui.ts 
- lbfilllillllg 

Ann![Jlllnra JPradeslht teilecl[J)m circle 

1. PGMTD May 2001 to Internet leased 

' Hyderabad November 2005 lines 
2. Vijayawada December 2003 to El/R2 

December 2007 
3. 

I 
Vishakapatnam December 2004 to R&G 

March2007 
Sub-Total· 

Assam teRecl[J)m drde 
4, Dibrugarh . October 2005- Leased circuit 

October 2006 

5. CGMT Guwahati · April 1991 to L&W 
September 1999 

Sub-Total 
Clhtemunai teleplhtoime di.Ji.strict 

6.' Chennai 2005-08 MLLN 
I 2006-07 MPLS-VPN 

Sub-Total 
Gu.ll.Uarat tdecl[J)m ciirde 

7. PGMTD April 2000 to March leased circuits 
' Ahmedabad. 2006 

8.' GMTDNadiad 1.5.2006 to 512 kbps data 
I 

31.3.2007 circuit 
9. PGMTD August 2001 to R&G-12FOF 

Ahmedabad March2007 cable & 2/34 Mb 
equipment 

Sub-Total 
Ken'afa tellecl[J)m drcne 

10: Calicut October 2005- 2Mbps 
October 2006 

lL Trivandrum May 2002 to March local leads 
2005 

Saab-Total 
Kl[J)llikata teilepllnl[J)nne idlnstrnd 

12: Kolkata May 2005 to May Leased circuits 
2006 
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lbli.llillllg 

{Rs li.im Ilalklln) 

3.90 

2Al 

5.48 

. lJ.79 

17.21 

4.54 

21.75 

55.13 

28.01 

83.14 

3.67 

1.25 

6.52 

11.44 . 

17.30 

15.21 

32.51 
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64Kbps 14.33 

Sub:. Total '· 
26.33 

Madhya Pr2desh telecom circle 

13. GMTDBhopal April 1999 to March local leads 4.59 
2006 ' 

14> GMTD Indore June 2006 to July MLLN 1.89 
2007 

15. GMTD May 2006 to May 9.6 kbps 0.50 . 

Hoshan~abad 2007 

16. Ratlam 2002-03 to 2006-07 ·local leads 0.46 

Sub-Total 7.44 

Maharashtll"a teiecom circle 

17. PGMTNagpur October 2004 to Temp or~ 16.59 
October 2006 · circuits 

Sub-Total 16.59 
Rajasthan telecom circle 

18. Ajmer February 2000 to leased circuits 1.34 
April 2004 

19. Bikaner May 2003 to August Leased circuits 0.74 
2004 

20. Jhunjhunu March 2000 to March local leads .52.60. 
' 2007 

21. Udaipur February 2000 to leased circuits 2.56 
April 2004 

Sub-Total 57.24 
Tamil ffadu telecom ciJrcle , 

22. Coimbatore· 2005-07 MLLN 7.71 

23. Trichy 2005-07 MLLN L58 

Sub-Total 9.29 

Grand Total 277.52 

or, say, RS 2.78 C!!".®te ·· 
. ' . 
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I 

S..NIIll ' ·Nmmme ®l!'SSA 

Cllnennim:mR ttellec®mm 11:firt1:Re · 
l. DGMChemiai 

K@Il~!!ltta ltellell!lllBHe alliishi11:tt 
2. AO(IR)LD 

Kollkata 
3. DQM ('fR) 

Kollkata'fefocom 
District . 

4. DGM('fR) 
Kollkata 'fefocom 
District 

Kaill!'il!lnnsit:mlk!n ttellet1:«Dllllll t1:fi11'll:Be 

5. AGM(l'LC) 
BGID 

6. AGM ('flLC) 
BGID 

7. CAO l'LC BG'fD 

8. AGM(l'LC) 
lBGID 

9. CGM'f (BD cellll) · 
Bannirallore 

· Kelfanlil!l tteHe~®ll!lll 4:Dll't1:Ile 

10. . JP'GM'f lEmalrullam 
... 

H. JP'GMT lEmallrullam 

li2. lP'GM'f . . 

'frivmdirum 
i 

1'8lllllllDR N:mcdhui tteDec®ll!l!l cii11'1.t:lle 

B. GM'f Pondiclmell'll)' . 

Amum~~tillrie=Itx 

(J&.efewelil t@ u/JIJ JPIBl!'IBgn'IPiJPlb 3. i.5.-8) 

Illl"ll'iejllllllKaur ~:mnnt ®li a!!fis11:®ummt tte wmirl®ulilll fnrrnimlll 

Ni!i\lllllle®Ullne Pelfli«D«ll 
llllllll!Dlllii:ll'li!bleli' 

fudian Bank June2005 to October 
2006 

Sea/l;-T dPd111U 

BJrnartJi. Mobitel March 2002. to March · 
2005 

Blrnarti 'feliesoirnfo Ud 2003~04 

.. 

Hllltchlson 'feliecom Ud November 2002 to . 
November 2006 · 

SBObo 'JI'dPddlJU 

M/sVSNJL Alllgust 200Ar to April 
2005 

Ws mtell & CliSCO Up fo Aprill 05 

M/smfosys _April 200!4 to Jooe 2006 
Mis llimfosys Octolber 2004 to Aprill 

. 2005 
Zee Next Alllglllst 2006 to Felbruary 

2007 
S11111iP'll'<1Pt111U 

M/sVSNL . Aprill'04 to !Felbrwrury 
2005 

M/sVSNL Marclm 2004 to Jume 2006 
.·Asiimet May 2005 to Marclrn 2006 

· SlllllJ-'Ji'qptdlJU· 

NCR Cor]poratiolli · May 2005 to Marclln 2IOI06 

Sliofb,, 'lf'qpteJJJ · 

Glia!lnn<li! 'll'@ttsnK 

· :l!ITepilar «lllist1:®unntt 
:mllll111rweQll 

.. ffi.s inn Hmll) 

5.07 

5.@i 

rn.22 

5.16 .. 

li7.88 

41.26 

-49.49 

36.51 

20.90 
24.8li 

77.81 

2@~.51 

14.li2 

7.86 
LSO 

' 

23.48 . 

5.07 

5.@i 
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Report No PA ;9 of 2008 

A1mnexure-XI 
(Referred to .in para 4. 7.3) 

Downtime analysis 

Downtime of Paper Machines ofNPM for last five vears (2002-03 to 2006-07 ) 

(Figures, in per cent) 

Year 2002-03 2003-04 2004-05 2005-06 2006~07 

Particulars Nonns Jessop 'L&T ·Jessop L&T Jessop L&T Jessop L&T Jessop L&T 

Allnual Shut 4 3.3 '3.4 . 4.3 4.5 3.6 3.7 3.2 3.3 3.4 5.2 

Planned Maintenance 2.2 3.8 4.7 2.8 2.8 3.2 3.4 1.6 2.9 2.0 1.9 

Mechanical 1 3.0 2.2 2.6 0.8 1.5 1.8 3.1 1.8 l.9 1.6 

Electrical 0.5 1.3 3.3 1.3 1.6 0.8 1.0 1.4 3.3 0.9 1.6 

Instrumental 0.5 0.7 0.7 0.8 0.5 0.6 0.5 0.9 1.0 0.7 1.5 

Utilitv 0.5 0.8 0.8 1.4 1.4 1.4 0.7 0.8 o.7 0.5 0.4 

Process troubles 1 2.2 2.5 2.7 1.7 1.6 2.3 3.8 3.8 3.5 2.5 
Pulp Mill Problems 0 1.8 1.7 2.7 2.1 2.7 2.9 3.0 .. 2.0 6.5 5.2 

Others ' 0 1.4 0.9 1.6 0.7 0.5 1.4 0.2 ·0.2 0 0 
Total 9.7 18.3 20,2 20.2 16.l 15.9 17.7 18.0 19.0 19.4 19.9 

Downtime of Paper Machines of CPM for five vears (2002-03 to 2006-07 ) 

Year 2002-03 2003-04 2004-05 2005-06 2006-07 
Particulars Norms Jessop L&T Jessop L&T Jessop L&T Jessop L&T Jessop L&T 
Annual Shut 4 6.1 5.6 9.3 7.9 6.7. 6.3 4.0 3.3 2.9 4.5 
Planned Maintenance 2.2 1.7 1.9 1.7 1.5 1.9 1.8 3.1 3.5 2.3 2.7 
Mechanical 1 1.7 2.1 2.2 1.3 1.6 0.7 1.6 1.8 1.0 3.0 
Electrical- 0.5 2.0 1.9 1.3 1.2 0.9 1.3 2.4 1.4 1.1 1.3 
Instrumental ' 0.5 0.5 0.4 0.2 0.3 0.3 0.6 0.7 0.5 0.4 0.7 
Utility 0.5 2.1 l.2 . 2.3 1.9 2.2 1.8. 0.7 0.9 1.2 1.0 
Process troubles 1 4.4 3.7 4.2 3.4 3.4 3.4 2.8 4.1 3.4 3~6 

Pulp Mill Problems 0 8.3 5.5 5.3 4.4 2.6 2.6 3.8 4.8. 2.6 3.0 
Others 0 LO 1.7 . 0 0 9.9 8.8 1.4 0.4 0.9 0.6 
Total .. 9.7 27.8 24 26.5 21.9 29.5 27.3 20.5 20.7 15.8 20.4 
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Report No PA 9of2008 

Name of 
the Mills 

NPM 

CPM 

Annexure-Xfi 
(Referred.to in para 4. 7.3) 

Statement showing loss of production due to downtime 

2002~03 2003-04 2004'-05 2005-06 

Loss of Loss of Loss of Loss of 

Production (MT) Production (MT) Production (MT) Production (MT) 

19752 11680 7766 11558 
'. 

22294 20109 25666 14808 

Total Loss of production (in MT) due.to down time during the period 2002-03 to 2006-07 

165 

2006-07 

Loss of 

Production (MT) 

14881 

10047 

158561 MT 
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Annexure-XID 

(Referred to in Para 4. 7.5) 

Excess consumption of Inputs 

NPM 
Inputs Unit 2002-03 2003-04 2004-05 2005-06 2006-07 

Nonns Actual Con tr.loss Nonns Actual Con tr.loss Nonns Actual Contr.loss Nonns Actual Contr.loss Norms Actual Coo tr.loss 
(JU in (JU in (Rs in (JU in (JU in 
lakh) lakh) lakh) lakh) lakh) 

Bamboo MTG 1.97 2.041 167.9 

Caustic MT 0.045 0.067 144.01 0.053 0.6 74.98 0.0515 0.0682 177.17 0.055 0.6 53.47 0.055 0.0815 290.37 

Chlorine MT 0.08 0.08 26.16 0.08 0.083 20.84 0.07 0.08 70.71 0.07 0.0878 75.81 

Salt Cake MT 

Alum MT 0.042 0.045 12.92 

Lime MT 0.5 0.533 86.82 0.5 0.505 13.39 0.5 0.513 31.02 0.5 0.5204 63.27 0.5 0.5203 66.39 

Rosin MT 0.011 0.012 23.55 0.011 0.012 23.6 0.011 0.0128 38.66 0.012 0.0131 30.73 0.012 0.0125 15.35 

Coal MT 1.4 1.456 92.09 1.2 1.2275 66.08 

FO KL 

CI02 MT 

H202 MT 

Power KWH 1450 1462 0.27 1420 1542 2.59 1420 1493 I.SS 

Total 553.45 133.08 249.44 219.73 514 

Contribution Loss"'(Nonn-Actual)Quantity•Rate per MT 
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CPM 
Inputs Unit 2002-03 2003-04 2004-05 2005-06 2006-07 

Norms Actual Contr.loss Norms Actual Contr.loss Norms Actual Contr.loss Norms Actual Contr.loss Norms Actual Contr.loss 
(RJ in lakh) (RJ in lakh) (RJ in lakh) (RJ in lakh) (RJ in lakh) 

Bamboo MTG 2.1 2.17 169.04 3.81 4.07 331.28 3.81 4.05 338.12 

c.ustic MT 0.055 0.068 74.2<4 0.055 0.071 138.66 0.055 0.079 190.47 0.055 0.085 362.27 0.055 0.083 334.76 

Chlorine MT 0.08 0.082 11.57 0.078 0.95 89.89 0.078 0.09 54.34 0.078 0.082 18.24 

Sall Cake MT 0.06 0.068 <48.41 0.06 0.061 7.13 

Alum MT 0.025 0.042 66.33 

Lime MT 0.555 0.559 9.69 0.54 0.555 40.14 0.54 0.515 108.83 

Rosin MT O.ot I 0.013 49.27 

Coal MT .... 1.52 16<4.09 1.45 1.54 134.96 1.42 1.45 47.92 1.25 1.3 113.96 1.25 1.44 480.19 

FO KL 0.008 0.011 31.73 0.008 0.009 1<4.58 0.003 0.006 47.94 0.003 0.004 26.57 

002 MT 0.004 0.005 33.46 0.004 0.005 45.08 

H202 MT 0.003 0.006 76.36 

Power KWH 
Total 563.53 465.99 699.7 11>25.46 904.84 

Contribution Lou-(Norm-Aclual)Quantiiy-Rate per MT 
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Year 

2002-

03 

2003-

04 

2004-

05 

2005-

06 

2006-

07 

Reporl No PA 9 of 2008 

ANNEXURE-XIV 

(Referred to in Para 4. 7. 7.2) 

Region-wise Sales Performance 

North East 
North Zone East Zone West Zone 

Zone 

Target Actual 'Jfarget Actual Target Actual Target Actual 

77400 86729 24700 24158 23400 19893 29400 30234 

92000 104179. 24500 23739 20500 23841. 29000 19795 

97100 69321 27000 16381 24000 19527 31400 42139 

' 

95392 75956 27200 28047 24000 22331 31500 40121 

69600 83161 22120 35620 31000 21643 47000 29461 

·• *Above targets and actual do not include deemed --exports. 

'~ . 

- .. , 168 .. 

South Zone 

11.'arget Actual 

39200 38123 

38800 31756 

31500 29566 

31500 28783 

41280 25082 

(in MT) 

Total* 

Target Actual 

194100 199137 

204800 203310 

211000 176934 

209592 195238 

211000 194967 
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Report No ~A 9 of 2008 

Annexure-XVI 

(Referred to in Para 6. 7.5.l(i)) 
St t h ' er t A . f T b' F I atemen s owin2 ISCOU.Il on via mn ur me ue 

Airlines 2003-04 2004-05 
. i Sales (in Discount (in Discount Sales (in KL) Discount Discount 

-· KL) Rs. Lakh) Rs. per KL (Rs.Lakh) Rs.per KL 

Lufthansa 
' 

52,020 214 411 153476 2,026 1320 
(1.12.2003 to 
31.03.2004) 
Singapore .. 

Afr lines 12,290 13 106 35,135 155 441 
(1.12.2003 . to 
31.03.2004); 
British Ain\rays 6860. 9 131 22;'!,77 295 1318 (1.12.2003 . to 
31.03.2004)! . ·-
Saudi Arabian 
Airlines 18304 130 710 38,365 274 714 

(1.10.2003 ; to 
31.03.2004)' 
Austrian 
Airlines ) 3696 6.5 176 17,727 153 863 
(l.l.2004 to 
31.03.2004). 
Eva i Air 
(l.l.2004 to 9150 55 601 37,172 225 605 
31.03.2004) 
Thai Aii:"ays 
(1.11.2003 ' to 5467 17 311 16,551 145 876 
31.03 .2004) 
Kuwait. Airways 
(1.10.2003 : to 10193 73 716 23,876 170 712 
31.03.2004) 

I 117980 5].7.5 344679 3443 

Statement showing discount on HSD during 2005-06 

Naµte of the customer Estimated sale in KL Discount allowed Rs. 
I per month per KL 

UP State• Road Transport 12000 810 
Corporation' 
Rajasthan State Road Transport 8000 900 
Corporation 
Paradeep Carbon Limited 120 200 
Himachal ' Pradesh Road 3000 380 
Transport Corporation 
Kerala S~te Road Transport 6200 500 
Corporation: 
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State office/ 
Product 

Rajasthan state 
office 

FO 

Punjab State 
Office 

FO 

LSHS 

LDO 

Rajasthan State 
Office 

FO 

LSHS 

LDO 

Bitumen 

Maharashtra 
State office 

LSHS. 

Rajasthan State 
office 

FO 

LDO 

Totals 

Report No PA 9 of 2008 

Annexure-XVIJ[ 

(Referred to in Para 6. 7.5.l(iv)) 
Statement showing cases where discount cap was 

excee e WI ou mee n2 sa es ar2e d d 'th t ti I . t t 

Sales target Actual sales Discount Cap Actual discount 
ITMTI (TMTI (Rs in crore) Rs. in crore 

2004;05 

295 234.67 32.29· 39.33 

2005-06 

252 204.6 12.09 13.13 

677 631.4 8.63 13.02 

33 27.7 1.44 2.18 

257 218.26 22.36 35.45 

89 61.02 8.26 10.17 

29 27.04 3.20 3.72 

144 123.06 3.30 3.80 

2006-07 

467 345.9 20 31.89 

246 225.86 33.50 40.35 

30 29.68 3.75 4.29 

2519 2129.19 148.82 -v 197.33 
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Annexure XVIII 

(Referred to in Para 6;7.5.l(v)) 
Statement of discounts 2:ranted beyond man!in to customers 

Ra.iasthan State Office (2005-06) 
Avg. Discount 
Disc.o beyond 
unt margin 
per 

Customer Product Sale(MT) MT Rs.Per MT 

1 Ginni :rllternational FO 8300 1439 19 
2 Ace Cemerit Works FO 3358 1451. 31 
3 Rttn FO 11309 1938 518 
4 Bhilwara Spinners FO 6009 2014 594· 
5 Bsl . FO 4722 2006 586 
6 Raj. Spg. Mills FO 11375 2006 586 
7 Raj. Spg. Mills FO 6493 1998 578 
8 Nitin Spinners FO 5170 1575 155 
9 WINSOME BREWERIES FO 1126 1511 91 

10 SHREE' SHY AM FILAMENT FO . 209 1880 460 
11 ADITY A CEMENT, SHAMBHOOPURA FO 896 2254 834 
12 AMBUJA CEMENT, RABRIA WAS FO 5554 2052 632 

BANSWARA SYNTAX LTD, FO 14909 1923 
13 BANSWARA 503 
14 Birla Cements, Chitorgarh FO 359 1825 405 
15 GRASIM INDUSTRIES LTD FO 51 1823. 403 
16 HZLDEBARI FO 1122 2111 691 

J K CEMENTS, NIMBAHERA & FO . 
17 MANGROL 

8203 2037 617 
18 MAHARAJA SHRI UMAID MILLS, PALI FO 15151 1945 525 
19 SHRI RAJASTHAN SYNTAX LTD, D.PUR FO 5428 2148 728 

SHRI RAJASTHAN TEXCHEM LTD, FO 6109 1971. 20 D;PUR: 551 
SHRI RAJASTHAN POLYCOT LTD, FO 459 2061 21 D.PUR 641 
RAJ SPNG & WEAVING MILLS, FO 18309 1998 22 BANSWARA 578 
RAJ SPNG & WEAVING MILLS, FO 6853 2005 23 RISHABHDEV 585 

24 HZL, Chandaria LSHS 13543 1750 270 
25 HZL, Debari LSHS 29624 1750 270 
26 HZL,Zawar LSHS 6891 1750 270 

. Delhi State Office 2006-07) 
27 Asahi India Glass Ltd. FO 9234 1500 75 
28 Jindal St~inless Ltd. FO 34979 1500 75 
29 JindalStainless Ltd. (CR. Div.) FO 7935 1500 75 
30 YKK. India Ltd. FO 2386 1500 .75 

Pun.iab State Office (2006-07) 
31 Floorex Tiles; Chandigarh FO 2000 1811 321 

Total 
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Amount in 
lakh 

1.61 
1.06 

58.56 
35.72 
27.66 
66.69 
37.5 

. 8.03 
1.02 
0.96 
7.48' 
35;1 

74.94 
1.45 
0.21 
7.75 

50.63 
79.56 
39.53 

33.65 

. 2.94 

. 105.92 

40.09 
36.57 
79.98 
18.63 

6.93 
26.23 

5.95 
3.22 

6.42 

901.99 
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Annexure XIX 

(Referred to in Para 6. 7. 6.1) 
s tatements h . . d" d f Airli (})Wmg outstan mg ues o nes 

Amount outstandi.ng as on . Amount outstanding as on Amountoutstandfug as mn 
31March2005 Rs. in crore 31 MaJrch 2006 Rs. in crore 31 March 2007 Rs. in cJrore 
Within Beyond Withlin Beyond Within Beyondl 

Customer credit credit credit credit credit credit 
Indian Airlines 0 22.8 0 36.59 0 272.3 
Alliance air 0 1025 0 23.7 0 24.71 
Sahara Airlines 0 0 0 3.79 93.06 0 
Royal Nepal 0 ·i.8 0 1.42 0 0 
Ah-France 6 o.w 0 0.93 0 0 
Roval Jordanian · 0 0 0 0.19 0 0 
Srilankan 0 0.01 0 0.12 0 0 
JAG son Airline 0 0.01 0 0.01 0 0 
MESCO. 
Airlines 0 0.08 0 0.01 0 0.14 
Kyrghistan 
Airlines 0 0.02 0 0 0 0 
Kuwait Airline 0 0.03 0 0 0 0 
Lufthansa ' 0 1.55 0 () 0 0 . .. 
Aeroflot 0 0.69 0 0 0 ·" 0 
Jet.AirWays .• 0 0 0 0 211.62 0 
Air India o_ 0 0 0 ·. 0 13,09 

Jet Airways-Intl 0 0 0 0 0 . 14.84 

OOAir 0 0 0 0 0 12.63 

King Fisher () 0 0 0 0 11.99. 

Air India Exp 0 0 0 0 0 5.97 

Total 0 38.03 0 66.76 304.68 355.67 
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I 

Annexul!"e :XX 

(Referred to in Para 6.7.6.2) 

Details ~f amounts ou.tstandillllg beyond credit from major Noim-DGS&D customers as 
on 31Mf!rch2007 · 

i. 

SI No 
I .· 

: Name ofthe eustomer Amount outstanding Rs in Sector 
I ·crore 
i 

1. I Indan Airlines 275.37 Aviation 
I 

2. ! Alliance Air 24.86 Aviation 
I 

3. •Air BP Limited 29.50 Aviation 
.. , 

4. iAir India 15.63 Aviation 
I 

5. \Jet Airways International 14.83 Aviation 
', 

6. \Go Air 12.63 Aviation 

7. !Kingfisher 11.99 Aviation 

8. !Air Deccan 35.19 Aviation 

9. 
! . • 
. ,Paramount Airways 38.98 Aviation 
I 

10. :Kerala State Transport 89.68 Transport 
Undertaking 

11. ~aranataka State Transport 26.21 Transport 
Undertaking 
i 

12. MFL Tamil Nadu 18.78 Fertiliser 
! 
il'otal 593.65 
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Annexure-XXI 
(Referred to in para 7.1.3, 7.1. 7, 7. 7.1.2) 

Details of nine nomination blocks 

SI. Block Name Acreage Year of No. of No. of No. of Cumulative Date of expiry olf 
No. (Sq.Km) acquisition wells weils wells expenditure PEL 

(original committe drilled in drilled incurred 
grant period . d in _original. beyond from 2002-
is four years original grant original 03 to March 
from date of grant period grant 2007. (Rs. 
acquisition). period. period crore) 

(March 
2007) 

1. GK-DW-I 16557 1998 1 2 282.07 30.09.2009 

2. BB-OS-DW-I 7537 1998 1 - 13.17 27.12.2009 

3. BB-OS-DW-II 8950 1998 1 1 221.95 27.12.2009 

4. KK-DW- 12750 1997 0 1 - 18.98 . 31.03.2008 
12&17 

5. KK 320 1994 2 1 111.38 24.04.2007 

6. KG-OS-DW 551 1994 4 2 3 326.89 31.01.2007 

7. KG-OS-DW- 768 1997 1 1 96.77 31.01.2008 
EX1N 

8. KG-OS-DW-III 1194 1997 3 2 4 534.84 14;05.2008 

9. KG-OS-DW-N 119 1997 3 1 6 167.23 · 14-.02.2009 

Total acreages. 48,746 16 6 18 1773.28 

Note: Apart from the above one more block viz. KK.-DW block was surrendered in December 2003 

175 



Report No PA 9 o/ 2008 

Annexure-XXII 
(Referred to in para 7.1.5) 

Procedure for bidding in NELP blocks offered by Directorate General of Hydrocarbon 

Invitation of 
Bids 

S\1Wa5rsiaa 
of Wet v....­

to DOB 

Issue of Data viewing 
Notice by Company in 
Inviting Data viewing 

~ offer ~ room 
~ .. 

Purchase of Data package/Basin lnformat1on 
Docket by willing companies 

Evaluation 
.__ _____ ...J-----~~ of bid . .. 

Award of 
block 

,. 
Announcement of Award 

·• 
Signing of PSC l 

,. 
I Grant of PEL I 
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Annexure-XXIJI 
(Referred to in para7.1. 7, 7. 7.2) 

Report No PA 9of2008 

Summary of the NELP blocks (up to NELP-VI) indicating MWP and actual work as at the end! of 2006-07 

NELP-i' 
KGcDWN-
98/2 (90% PI 
acquired from 
.CEIL in 
March 05) 

KG~DWN-. 
98/4 

KG-DWN-
98/5 

. Phase-I· 
(4 years) . 

Phase- II . / · 12.04.2004 to 
(3 years) 11.04.2007 

Phase - III 12.04.2007 to 
1 Year 11.04.2008 

Phase-I 19.05.2000 to 
(3 years) 18.05.2003 

Phase - II 19.05.2003 to 
(3 Years) 18.11.2006 

Phase-Ill 19.11.2006 to 
2 eai-s 18:05.2008 
Phase-I - 19.05.2000 to 
3 ears 18.05.2003 

Phase- II 19.05.2003 to 
Jvears) 18.05.2006 

2 

0 1400 

0 ' 1400 

1 

177 

300 

tr·;:~3.:~~~~~{!{': .. 
< 31~03;2007 LJ ' \.Lmuu} -·•· . ··, ., ' I 

~fime ': J> ',Infill, . )', ~S.Ji;«I cr~re) 
No activities were carried out by ONGC in I 1664.16 

. the firstphase ended 11.04.2004 as the block 
was acquired by ONGC from CEIL in March 
2005. 

7We1Jls 
(98/2-D-1) 
(98/2-U-l) 
(98/2 A-1) 

(98/2-W-1) 
{98/2-E-1) 
(98-2-G-l) 

-1 
NIL 

.NIL 

2Wellls 
(K-1) 

(98/4-A-1) 

NIL 

liWeilil 
Ll-lA 

79962 17542 

135458 50884· 

59187 8582· 

32224 4793' 

48241 9209 

58376 12731 

48106 21067 

637.86 

244.81 
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SI. Block Phase Period Commitment Actual Expenditure 
No Well 2D JD Well 2D(LKM) JD Upto 

(LKM) (Sq.Km.) (LKM) Jl.OJ.2007 

Prime lnfllJ (Rs. in crore) 
. --

Phase - Ill 19.05.2006 to 1 - - NIL 
(2 years) 18.05.2008 

4 MN-OWN- Phase-I 19.05.2000 to 0 1400 - - 191.91 
98/3 (3 years) 18.05.2003 

Phase-II 19.05.2003 to 1 - 100 24997 8985 
(3 years) 18.05.2006 
Phase-Ill 19.05.2006 to 1 - - - 40766 10623 
(2 years) 18.05.2008 

21241 5097 
5 NELP-11 Phase-I 16.08.2001 to 3 2000 1500 2 Wells 4007 164.56 

GS-OWN- (4 years) 15.08.2005 (GSOW2A (Combined 

2000/ 1 -1) for 2000/J 

(GSOWI- and 200012) 

IA) 
Phase-LI for 16.08.2005 to 2 - 1000 NIL 

2 years 15.08.2007 
Phase - Ill 16.08.2007 to 3 - - NIL 

2 Year 15.08.2009 
6 GS-DWN- Phase-I for 16.08.2001 to 3 2000 1500 I Well 4007 117.66 

2000/2 4 years 15.08.2005 (GSDW5- (Combined 

I ) for 2000/1 
and 200012) 

Phase-II for 16.08.2005 to 3 - 500 NIL 
2 years 15.08.2007 

Phase-ill for 16.08.2007 to 4 - - NIL 
2 years 15.08.2009 

7 MB-OWN- Phase-I 16.08.200 I to 3 2000 1500 - 2020 83.93 
2000/ 1 4 years 15.08.2005 

Phase-II for 16.08.2005 to 3 - 500 
2 years 15.08.2007 

Phase-fll for 16.08.2007 to 3 - -
2 year 15.08.2009 
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,,,'/,/· 
'-':::.w 

r:f c1~s>!n~!~r:.~f' 
84.58 

4year 

Phase~II for 16.08.2005 to I 1 I 1500 I 1000 
2 ears 15.08.2007 

Phase - III 16.08.2007 to I 1 I - I - I NIL 
2 ear 15.08.2009 

9 I KK~DWN-
I 

Phase- I Block 0 3000 - - 3004 10.60 
2000/2 3 year ·relinquished 

. hence details 
for period 

could not be 
obtained. 

Phase" II for I I 1 I 1500 I 2000 
3 years 

Phase - Ill. 
2 year 

10 I KK-DWN-
I 

Phase ~1 

I 
Block I 1 I 3000 I ~ I - I ·. 3001 I I I 3227 

2000/4 4 years relinquished 
hence details 

for period 
could not be 

obtained .. 
Phase-II for I I i I 2000 

2 }'.ears 
Phase-III for 

2 ears 
11 I NELJP-Jm Phase-I for 12.03.2003 to 1 4000 2000 - 4275 I 44590 I 6143 I 169.95 

KK~DWN- 4 years 11.03.2007 
2001/3 

Phase-II for I 12.03.2007 to I i I 1000 J 500,. I I 54514 I 11883 
2 years 11.03.2009 
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SI. Block Phase Period Commitment Actual Expenditure 
No WeU 2D 3D WeU 2D (LKM) 3D Upto 

(LKM) (Sq.Km.) (LKM) 31.03.2007 

Prime Infill (Rs. in crore) 

Phase -III for 12.03.2009 to I - 500 
2 years 11.03.2011 

12 CY-DWN- Phase-I for 12.03.2003 to 3 3500 2000 - 363 1 54398 1927 162.93 
2001/1 4 years 11.03.2007 32075 2788 

Phase -II for 12.03.2007 to 1 - 500 
2 years 11.03.2009 

Phase-Ill for 12.03.2009 to I - -
2 years 11.03.2011 

13 NELP- IV Phase-I for 17.03.2004 to 0 1000 - - 7.09 
GS-DWN- 3 years 16.03.2007 
2002/1 Extn. Upto 

16.09.07 
Phase-TI for 17.09.2007 to I - 500 

3 years 16.03.2010 
Phase-Ill 17.03 .20 10 to 2 - -
2 years 16.03.2012 

14 K.K-DWN- Phase-I for -------- 0 1000 500 - 13609 1068 84.44 
2002/2 3 years 40076 9529 

(Combined (Combined 
fig. for fig. for 

2002/2&3) 2002/2&3) 

Phase-II for 17.09.2007 to 1 - 500 
3 years 16.03.2010 

Phase-II1 for 17.03.2010 to 1 - -
2 years 16.03.2012 

15 K.K-DWN- Phase-I for 17.03.2004 to 0 - 500 - 12708 1152 31.77 
2002/3 3 years 16.03.2007 

Extn. Upto 40076 9529 
16.09.07 (Combined (Combined 

fig. for fig. for 
2002/2&3) 2002/2&3) 

Phase-II for 17.09.2007 to 1 - 700 
3 years 16.03.2010 
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SI. Block Phase Period Commitment Actual Expenditure 
No Well 2D JD Well 2D(LKM) JD Upto 

(LKM) (Sq.Km.) (LKM) Jl.OJ.2007 

Prime lnfi.11 (Rs. in crore) 

Phase-III for 17.03.2010to I - -
2 years 16.03.2012 

16 KG-OWN- Phase -I for 17.03.2004 to 4 1500 2000 - 1650 80013 16105 289.76 
2002/ 1 4 years 16.03.2008 11157 1 1863 1 

Phase -ll for 17.03.2008 to 2 - 500 
2 years 16.03.2010 

Phase -m for 17.03.2010 to 2 - -
2 years 16.03.2012 

17 MN-OWN- Phase-I for 17.03.2004 to 3 1600 2000 - 1558 72800 25457 220.71 
2002/ 1 4 years 16.03.2008 

47362 13 141 
Phase-II for 17.03.2008 to 2 - 500 

2 years 16.03.2010 
Phase-III for 17.03 .2010 to I - -

2 years 16.03.2012 
18 MN-OWN- Phase-I for 17.03.2004 to 2 2000 1500 - 2194 47565 10263 128.92 

2002/2 4 years 16.03.2008 
Phase-II for 17.03 .2008 to 2 - 500 

2 years 16.03.20 10 
Phase- Ill for 17.03.20 10 to 2 - -

2 years 16.03.2012 
19 NEC-OWN- Phase-I for 17.03 .2004 to 4 2000 2000 1 Well 84661 13862 285.73 

2002/2 4 years 16.03.2008 (MDW-3) 26302 4537 

55588 10301 

Phase-II for 17.03.2008 to 2 - 500 NIL 
2 years 16.03 .2010 

Phase-Ill for 17.03.2010 to I - - NIL 
2 years 16.03.2012 

20 AN-OWN- Phase-I for 17.03.2004 to 2 1050 1000 - 3 1.94 
2002/ 1 4 years 16.03.2008 

Phase-II for 17.03 .2008 to 2 - -
2 years 16.03 .2010 
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.· Commitment ij:xpeiiditUre ·· 

· 3D •· · • .; ,; :Upto. 
I .. ·c~~~~m.): 31:03,2001 · 

:,-:_"'.:·->. ("'""'""''; 

21 I AN-DWN-
2002/2 

22 I NELP-V 
AN-DWN-
2003/1 

23 I AN-DWN-
2003/2 

24 I NELP-VI{**) 
KK-DWN-

2004/1 

25 I CY-DWN-
2004/l 

26 CY-DWN-
200412 

27 CY-DWN.-
2004/3 

28•1 CY"DWN-
2004/4 

""'""'""'""'""'""""'·"'·"""·"'-·~'?!~ '==-. 

TTTP · 17.03.2010 to 1 • - • -· Pliase~III .for 
2 years 

Phase-I for 
4 years 

Phase-II for 
2 iears 

Phase-III for 
2 years 

Phase-I for 
4 years 

Phase-II for 
2 years 

. Phase-III for 
2 years 

(Not operated 
byONGC} 

Phase-I for 5 
years 

Phase-II for 3 
years 

Phase-I for 5 
years 

Phase-II for 3 
years 

Phase-I for 5 
years 

PhaseclI for 3 
years 

Phase-I for 5 
years 

Phase-II for 3 
years 

Phase-I for 5 
years 

~-- ~~~ -

16.03.2012 
17.03.2004 to 

16.03.2008 
17.03.2008 to 

16.03.2010 
l 7.03.2010to 
' 16.03.2012 
05.12.2005 to 

04.12.2009 
05.12.2009 to 

04.12.2011 
05.12.2011 to 

04.12.2013 

09.05.2007 to 
08.05.2012 

2 

2 

09.05.2012 to I 1 
08.05.2015 

28.05.2007to 
27.05.2012 

0 

28.05.2012 to I 1 
27.05.2015 

23.05.2007 to 
22.05.2012 

0 

23.05.2012 to I 1 
22.05.2015 

21.05.2007 to 
20.05.2012 

21.05.2012 to 
20.05.2015 

21.05.2007 to 
20.05.2012 

0 

2500 1500 

2900' 1000 

1800 300 

4100· 1520 

4600 1020 

4700 2210 

3100 1020 
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SI. Block Phase Period Commitment Actual Expenditure 
No Well 20 30 Well 20 (LKM) 30 Upto 

(LKM) (Sq.Km.) (l ,KM) 31.03.2007 

Prime In.fiJJ (Rs. in crore) 

Phase-II for 3 21.05.2012 to 1 
years 20.05.20 15 

29 CY-PR- Phase-I for 5 22.05.2007 to 1 5300 2210 
OWN-2004/ 1 years 21.05.2012 

Phase-II for 3 22.05.2012 to 1 
years 21.05.2015 

30 CY-PR- Phase-I for 5 23.05.2007 to 0 4100 2210 
OWN-2004/2 years 22.05.2012 

Phase-II for 3 23.05.2012 to 1 
years 22.05.2015 

31 KG-OWN- Phase-I for 5 15.05.2007 to 1 4600 22 10 
2004/1 years 14.05.2012 

Phase-II for 3 15.05.2012 to I 
years 14.05.2015 

32 KG-OWN- Phase-! for 5 07.05.2007 to 0 4700 1020 
2004/2 years 06.05.2012 

Phase-II for 3 07.05.20I2 to l 
years 06.05.2015 

33 KG-OWN- Phase-I for 5 08.05.2007 to 0 2400 1510 
2004/3 years 07.05.2012 

Phase-II for 3 08.05.2012 to I 
years 07.05.2015 

34 KG-OWN- Phase-I for 5 23 .05.2007 to 0 4700 2210 
2004/5 years 22.05.2012 

Phase-II for 3 23.05.2012 to I 
years 22.05.201 5 

35 KG-OWN- Phase-! for 5 2 1.05.2007 to I 4200 22 10 
2004/6 years 20.05.2012 

Phase-II for 3 2 1.05.2012 to 1 
years 20.05.2015 

(**) Phase I of the blocks under NELP VT comme11ced only in May 2007, no expenditure was inc11rred 11pto tire year 2006-07. 
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L" t f H IS o we s pen 

BLOCK. 

GK-DW-1 

KK 

KK-DW-12/17 

BB-OS-DW-1 

BB-OS-DW-II 

KG-OS-DW 

KG-OS-DW-EXTN 

KG-OS-DW-III · 

KG-OS-DW-IV 

TOTAL 

A11mexul"e-XXIV 
(Referred to in para 7. 7.1) 

d" t b d ·n d · ti bl ks mg o e n e :m nomma on oc as on 

MWlP' Completed upto 2002 

lW -
2W -
ow I 

'IW -
IW -
4W 2W 

lW -
3W lW 

3W . Drilled two shallow water well 

16 

184 

r 
I 

31032002 . . 
Pending as on 

31.03.2002 

1 

2 

-
I 

I 

2 

I 

2 

1 

11 

1r 
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Annexure - XXV 
(Referred to in para 7. 7.1) 

Number of wells to be drilled year-wise during 10th Five Year Plan and 11th Five Year plan 

W ells Date of 2000- 2001- 2002- 2003- 2008- 2009- 2010- 2011-
Block Phase committed PSC 01 02 03 04 09 10 11 12 . 

KG-DWN-98/2 4+3+ 1 0+2+ 1 12.4.2000 API API 

KG-DWN-98/4 3+3+2 O+ l+ l 12.4.2000 I APl I AP! 

KG-DWN-98/5 3+3+2 O+ l+ l 12.4.2000 I AP! I API 

MN-DWN-98/3 3+3+2 O+ l+ l 12.4.2000 I AP! I API I NIL 

GS-DWN-2000/ 1 4+2+2 3+2+3 17.07.2001 I I API I AP! 

GS-DWN-2000/2 4+2+2 3+3+4 17.07.2001 API AP! lw 

MB-DWN-2000/1 4+2+2 3+3+3 17.07.200 1 AP! AP! 2W 

MB-DWN-2000/2 4+2+2 3+1+ 1 17.07.200 1 API AP! 2W 

KK-DWN-2000/2 3+3+2 0+ 1+ 1 17.07.2001 API AP! 

KK-DWN-2000/4 4+2+2 l+ l+ I 17.07.2001 I I AP! I AP! I NIL 

KK-DWN-200 1/3 4+2+2 l+ l+ l 04.02.2003 I I I I AP! I API 

CY-DWN-200 111 4+2+2 3+ 1+ 1 04.02.2003 I I I I API I API I 2W I lW 

GS-DWN-2002/ 1 3+3+2 0+ 1+2 06.02.2004 API I API 

KK-DWN-2002/2 3+3+2 O+ l+ l 06.02.2004 AP! API 

KK-DWN-2002/3 3+3+2 0+ 1+ 1 06.02.2004 AP! API 

KG-DWN-2002/ 1 4+2+2 4+2+2 06.02.2004 AP! APl 1 2w 

MN-DWN-2002/ 1 4+2+2 3+2+1 06.02.2004 AP! I AP! I 2w 

MN-DWN-2002/2 4+2+2 2+2+2 06.02.2004 I I I I I AP! ! I API I lW 

NEC-DWN-2002/2 4+2+2 4+2+1 06.02.2004 I I I I 1 AP1 r 1 AP1 I 2W 

AN-DWN-2002/ 1 4+2+2 2+2+1 06.02.2004 I I I I I API i I API I IW 
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Wells Date of 2000- 2001- 2002- 2003- 2004- 2005- 2006- I 2007- I 2008- I 2009- I 2010- I 2011-
Block Phase committed PSC 01 02 03 04 05 06 07 08 09 10 II 12 

T 
AN-DWN-2002/2 4+2+2 1+2+2 06.02.2004 API API IW 

AN-DWN-2003/ 1 4+2+2 l+ l+ l 23.09.2005 API API I API 

AN-DWN-2003/2 4+2+2 23.09.2005 API API I API 

TOTAL 7 8 12 13 I 11 11 19 19 ls 
Niii 

Total upto 

I I 2006-01 I I I I 40 
1. It is assumed that (based on the report of NEE RI) in the first two years of the acquisition of the block AP/ will 
be done 2.In the Xlth olan wells not considered in resoect of the surrendered blocks of NELP-11 
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Annexure-XXVI 
(Referred to in para 7. 7.1.1 (i)) 

Report No PA 9 o/2008 

Number of wells planned for drilling by the Company in NELP and Nominated 
Bl 10th F" Y ocks durm2 ave ear Plan 

Basin Block 2002-03 2003-04 2004-05 2005-06 2006-07 Total 

Mahanadi Basin 

Total NELP I - 01 - - 01 2 

Total NELP II - - - - -
Krishna Godavari Basin 

In Nominated blocks 03 01 - - - 4 

Total NELPI - - 01 01 02 4 

Cauverv Basin 

ln Nominated blocks 01 - - - - 1 
West Coast 

In Nominated blocks 03 01 02 - - 6 

[n Nominated blocks 
beyond current PEL period - - 01 02 01 4 

Total NELP n - - - 13 - 13 

Future acreae:e - - - - 01 1 

Total 07 03 04 16 05 35 
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c - - ~ ... 
SI. Well Name RIG 
No. 

West 

I GKDWA-1 BD 

2 DWROl -1 BD 

3 GSDW2A-l BD 

4 BRDW-4-1 BD 

5 GSDW5- l BD 

6 GSDWl-lA BD 

7 KKD-lA BD 

8 KS-1 BD 

East 

9 LI - IA BD 

10 K-1 BD 

11 MN0-1 BD 

12 98/2-U-l BD 

13 98/2-W- l BD 

14 GD-6-1 BO 

15 98-2-G- l BO 

16 UD- 1 BD 

f 

SPUD 
DATE 

30.11.03 

05.03.04 

09.07.04 

26.07.04 

12.08.04 

05.09.04 

06. 10.04 

21.12.04 

11 .02.05 

03.06.05 

21.10.05 

01.12.05 

24.01 .06 

3 1.03.06 

13.08.06 

19.09.06 

Annexure-XXVII 
(Referred to in para 7. 7.3.2(i)) 

d time/cost with actual time/ 

Rig release Estimated Actual 
date Days Days/ total 

days 

29.02.04 90.00 92 

04.07.04 123. 14 122 

2 1.07.04 10.20 13 

07.08.04 27.50 14 

28.08.04 19.20 17 

15.12.04 29.40 39 

. 26.11.04 46.50 5 1 

19.01.05 37.70 30 

11.05.05 56.70 90 

03. 10.05 89.80 123 

25.11.05 . 28.80 36 

20.01.06 28.70 5 1 

27.03.06 28.00 63 

01 .08.06 35.60 124 

10.09.06 23.90 29 

10.02.2007 76.90 145 

188 

f th lls drilled 

% of Actual Estimated Actual Cost % of Actual Cost 
to Planned Cost (in (Rs. crore) to Estimated Cost 

Days Crore) 

102.22 177.20 17 1.00 96.50 

99.07 243.51 17 1.00 70.22 

127.45 18. 13 28.01 154.50 

50.9 1 52.90 28.53 53.93 

88.54 43.80 36.93 84.32 

132.65 54.42 63.36 11 6.43 

109.68 83.74 101.85 121.63 

79.58 67.79 48.22 71.13 

158.73 102. 15 187.00 183.06 

136.97 152.46 203.83 133.69 

125.00 51.84 66.63 128.53 

177.70 50.16 94.50 188.40 

225.00 50.57 105.24 208. 11 

348.3 1 64.02 220.95 345. 13 

12 1.34 42.96 59. 14 137.66 

188.56 138.36 255.83 184.90 
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SI. Well Name RIG SPUD Rig release Estimated Actual % of Actual Estimated Actual Cost % of Actual Cost 
No. DATE date Days Days/ total to Planned Cost (in (Rs. crore) to Estimated Cost 

days Days Crore) 

17 G-4-2 SNiiay 26.09.03 20.02.04 70.00 148.00 211.43 NA 66.20 NA 

18 GD-2·1A SN ii av 18.05.04 15.09.04 137.00. 121.00 88.32 68.93 46.01 66.75 

19 G-4-3 SNijay 09.10.04 24.01.05 . 88.51 108.00 122.02 . NA 38.93 NA 

20 G-4-4 SNtjay 04.02.05 OL08.05 109.00 179.00 164.22 NA 54.51 NA 

21 KD-2-1 DSS 02.03.04 11.06.04 57.00 103.00 180.70 81.02 157.07 193.87 

22 KD-3-lA DSS 27.06.04 17.08.04 42.00 52.00 123.81 59.26 86.56 146.07 

23 . GD-3-1 DSS 22.08.2004 OU0.04 3L10 40.00 128.62 50.27 70.99 141.22 

24 GD-5-lA DSS 09.10.04 1UL04 38.68 33.00 85.32 . 56.27· 55.71 99.00 

25 KD-4-1 DSS 17.11.04 12.12.04 33.33 26.00 78.01 52.44 45.66 ~7.D7 

26 GD-4-1 DSS 17.12.04 04.01.05 20.90 19.00 90.91 34.96 38.00 108.70 

27 VA-1 DSS 28.01.05' 19.03.05 26.30 51.00 193.92 42.47 74.18 174.66 

28 VA-2 DSS 24.03.05 06.05.05 26.90 44.00 163.57 43.20 75.49 174.75 

29 VA-3 (ST) DSS 10.05.05 02.06.05. 21.30 24.00 112.68 35.10 39.08. 111.34 

30 KD-1-3 DSS 07.06.05 H.08.05 23.78 66.00 277.54 38.09 101.00 265.16 

31 9812-D-1 DSS 15.08.05 B.09.05 2LOO 30.00 142.86 35.04 48.01 137.01 

32 98/4-A-l DSS 25.09.05 25.H.05 40.90 62.00 151.59 56.89 107.57 189.08 

33 98/2A-l DSS 04.12.05 26.01.06 3LOO 54.00 174.19 30.25 78.52 259.57 

34 CY-DW-F-1 DSS 04.02.<)6 26.02.06 32.00 23.00 71.88 66.10 53.14 80.39 

35 9812-E-l DSS 10.03.06 20.03.2007 5UO 32.00 62.62 80.67 168.56 208.95 

DSS BJ>3.06 X0.04.06 

36 S-1 DSS . 05.08.06 12.()9.06 2L30 39.00 183.10 36.19 47.33 130.78 
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Sl. Well Name RIG SPUD Rig release Estimated Actual % of Actual Estimated Actual Cost % of Actual Cost 
No. DATE date Days Days/ total to Planned Cost (in (IU. crore) to Estimated Cost 

days Days Crore) 

37 G-4-5 DSS 18.09.06 29. 10.06 48.40 0.00 74.56 NA NA 

MDW-2A DSS 02. 11 .06 01.01.07 15.84 62.00 39 1.41 71.80 
38 11 8.05 88.27 

MDW-28 DSS 04.11 .06 24 .11.06 17.68 0.00 32.40 

39 MDW-3 DSS 06.01 .07 03.02.07 28.00 29.00 103.57 103.34 47.47 45.94 

Total cost (excl. 4 wells at SI. No. 17, 19, 20 and 37) 2482.55 3286.57 

NA= Not Avai lable. 
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SI. Name of 
No. location 

1. G-4-2 

2. G~4-3 

3. G-4-4 

4. D-1 

5. A-1 

6. U-1 

7. W-1 

8. E-1 

9. VA-1 

10. VA-2 

11. MN-DW-2 

• 'l 

1: l' 

j i 
. I 

I 1 

:,~ , I : . .. 

Annexure-XXVIII 
(Referred to in para 7. 7.4.4) 

Report No. P.A. 9of2008 

. Details of discoveries claimed by the Company 

the Name of Date of Time lapse Date of Reasons for lllll!Dlli 
the block testing upto31.03 .07 declaration . by acceptance 

DGH 
·IG 05.02.04 - Accepted 

to 
18.02.04 

IG No Test - Not accepted Reasons may be 
stated 

IG 26.06.05 20 Not acc;epted Reasons may be 
to St;lted 
25.07.05 

-c-

KG- Testing 18 Not accepted Not accepted as 
DWN- Not Done PSC rule (notice 
98/2 

Rig of 48 hours) not 
followed ·as released 
stated by DGR on 

15.09.05 

KG- 14.01.06 25.01.06 
bWN- To 
98/2 23.01.06 

KG- 04.01.06 25.01.06 
DWN- To 
98/2 17.01.06 -
KG- - 12.04.06 
DWN-
98/2 

KG- Rig 12 Not accepted Not accepted as 
DWN- released PSC rule (notice 
98/2 on of 48 hours)° not 

10.04.06 followed as 
stated bv DGH. 

KG-OS- 15.03.05 . 24 Not accepted Reasons may be 
DW-IV · TO stated 

19.03.05 

KG-OS- 20.04.05 22 Not accepted Reasons may be 
DW-IV TO stated 

02.05.05 

23.li.06 
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s 
SI. NELP Block Name Date of 

No. Round and award 
phase 
years 

I NELPI KG-DWN-98/4 12104/2000 
3+3+2 

2 3+3+2 KG-DWN-98/5 12104/2000 

3 3+3+2 MN-DWN-98/3 12104/2000 

4 NELP 11 GS-DWN-2000/1 17/01/2001 
4+2+2 

5 4+2+ 2 GS-DWN-2000/2 17/01/2001 

6 4+2+2 MB-DWN-2000/1 17/0112001 

7 4+2+2 MB-DWN-2000/2 17/01 /2001 

8 4+2+2 KK-DWN-2000/4 17/01 /2001 

9 NELPffi KK.-DWN-2001/3 04/0212003 
4+2+2 

10 4+2+2 CY-DWN-2001/1 04/0212003 

11 NELP IV KK.-DWN-200213 06/0212004 

3+3+2 

12 3+3+2 KK-DWN-200212 06/0212004 

Annexure-XXIX 
(Referred to in para 7. 7.5.2.(i)) 

- - - - - --- - - ~ -bowin2 the time taken for ore drilline: EIA 

Date of Date of Date of Months taken 
Completion Completion Environment for Completion 
of pre of pre clearance of pre seismic 
seismic drilling ElA studies 
ElA stucties ElA studies from date of 

award 

Jan. 200 1 Mar2004 11.02.2005 9 

Jan 2001 Mar2004 11.02.2005 9 

Nov 2004 

Jan 2001 Dec 2004 9 

Nov. 2001 Aug 2003 31.12.2003 10 

Nov. 2001 Aug 2003 31.12.2003 10 

Nov. 2001 Sept2003 03.02.2004 IO 

Nov. 2001 Sept2003 03.02.2004 10 

Dec.2001 Dec 2003 16.04.2004 11 

Oct 2003 April 2005 EIA 8 
15.04.2005 

Oct2003 May2005 18.10.2005 8 

Aug. 2004 Not yet Process 6 
initiated initiated. 

Aug. 2004 Not yet Process 6 
initiated initiated. 
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d' 

Months taken for Months End date of data 
Completion of pre taken from acquisition or processing 
drilling ElA date of award on board 
studies from date to obtaining 
of award Environment 

clearance 

47 58 Acquisition 14.3.06 
(98/4-F), 23.2.07 

47 58 

56 Acquisition 26.11 .06, 
13.3.07 

31 35 

31 35 

32 36 

32 36 

35 39 

26 26 Processing March 07 
(0 I /3-1) Acquisition 
13.3.07 (01/3-11) 

27 32 Processing Sept 06 
(01/1-1), Feb 07 (01/1-
m 

43 (upto Sept. 43 (Upto Acquisition 16.12.06 
2007) Sept. 2007) (0212&3) 

43 (upto Sept. 43 (Upto 
2007) Sept. 2007) 
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SI. NELP Block Name Date of Date of Date of Date of Months taken Months taken for Months End date of data 

No. Round and award Completion Completion Environment for Completion Completion of pre taken from acquisition or processing 
phase of pre of pre clearance of pre seismic drilling ElA date of award on board 
years seismic drilling ElA studies studies from date to obtaining 

ElA studies ElA studies from date of of award Environment 
award clearance 

13 3+3+2 GS-DWN-2002/1 0610212004 Aug. 2004 Not yet N.A. (Block 6 43 (upto Sept. 
initiated surrendered in 2007) 

Au1rust 2007) 

14 4+2+2 KG-DWN-2002/1 17/03/2004 Mar 2004 Nov 2005 24.05.2006 0 20 26 Acquisition 15.3.07 
(02/1-l&E) 

15 4+2+2 MN-DWN-2002/ 1 0610212004 April 2004 Jan 2006 21.03.2006 2 23 25 Processing 15.6.06 
Acquisition 22.11 .06 
(02/1-A) & Aug 06 
(02/ 1-8) 15.3.07 

16 4+2+2 MN-DWN-2002/2 06/02/2004 Dec 2004 Jan 2006 21.03.2006 10 23 25 Processing Aug 06 
(02/2-A) 

17 4+2+2 NEC-DWN-2002/2 17/03/2004 April2004 Jan 2006 21.QJ.2006 I 22 24 Processing 30.4 .. 2006 
02/2-ll) Acquisition 

K;.5.06 (0212-III) 

18 4+2+2 AN-DWN-2002/ l 17/03/2004 Feb 2005 Process for 11 
EC initiated 

on 24.08.2006 

19 4+2+2 AN-DWN-2002/2 1710312004 Feb 2005 Process for 11 
EC initiated 

on 24.08.2006 

20 AN-DWN-2003/ 1 0511 212005 Sept. 2006 Process for 9 
EC initiated 

on 24.08.2006 

2 1 AN-DWN-2003/2 0511212005 

(Not operated 
by the 
Company -
Operator ENI) 

Note: As per PSC terms the exploration period of 8 years shall begin on effective date and shall consist of three exploration phases 
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Search 
Another 
Prospect 

Annexure-XXX 
e erred to in Para 7. 7.6.2 

AVAILABLE GEOLOGICAL KNOWLEDGE 
SATELLITE I AIRBORNE SURVEYS 

IDENTIFICATION OF PROSPECTIVE 
SEDIMENTARY BASINS I AREAS AND 

ACQUISITION OF EXPLORATION 
ACREAGE 
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DETAILED GEOSCIENTIFIC SURVEYS AND GEOLOGICAL 
MODELING 

~---- PROSPECT GENERATION 

TECHNO-ECONOMIC APPRAISAL REVIEW 

NO 

NO 

RFStR\ OIR \-.-.r-.SS\ff'\I t XTF-..DED TFSTt-..G \\D Rf SfR\ F 
F!>l J'\l \TIO-... CO\l\U.RCI \I \I \811.11 \ 

DELINEATION & 
APPRAISAL PROGRAMME 
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SI. Satellite 
No. 

I INSAT- 2E 
2 fNSAT - 3B 
3 INSAT - 3C 
4 INSAT - 3A 
5 GSAT - 2 
6 fNSAT - 3E 
7 GSAT - 3 

(Edusat) 
8 fNSAT - 4A 
9 fNSAT - 4B 

Report No. PA 9 o/ 2008 

Annexure-XXXI 
(Ref erred to in Para 9.1) 

Statement showing band wise details of the transponders 

Date of Launch Mission No. of 36 MHz T ra nsponders 
Life 

(Years) 
ExtC c Ku s 
Band Band Band Band 

03 Aori l 1999 12 5 14 - -
22 March 2000 10 12 - 6 -
24 January 2002 12 6 24 - 3 
I 0 April 2003 12 6 12 6 
08 Mav 2003 7 - 4 4 I 
28 September 2003 12 12 24 - -
20 September 2004 7 6 - 6 -

22 December 2005 12 - 12 12 -
12 January 2007 12 - 12 12 -
(24 Transponders 
allocated w.e. f. July 
2007). 
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Total 
T ransponders 

19 
18 
33 
24 
09 
36 
12 

24 
24 
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Name of the 
satellite • 

IRS-lC/lD 

Oceansat I 

Technology ; 
Experiment 
Satellite · 

Resourcesat-1 

I 

Cartosat - 1 

Cartosat - 2 ' 

Annexure-XXXII (IRS satellites) 

(Referred to in Para 9.1) 

a emen s omn~ ae th IRSS t llit St t b"t es m or 1 

Date of launch Launch Design Payload 
vehicle life 

(years) 

December 1995/ PSLV-Cl 3 PAN with 5.8 metre resolution, LISS-3 
September 1997 with 23.5/70 metre resolution and WiFS 

with 188 metre resolution 

March 1999 PSLV-C2 5 Ocean colour Monitor (OCM) with a 
spatial resolution of 360 metre and Multi 
frequency Scanning Microwave 
Radiometer (MSMR) with a spatial 
resolution of 40 to 120 km. 

October 2001 PSLV-C3 3 PAN with a spatial resolution of < 2.5 
metre 

October 2003 PSLV-C5 5 High resolution multispectral LISS-4 
with 5.8 metre resolution, medium 
resolution LISS-3 with 23.5 · metre 
resolution and Advance WiFS with 56 
metre resolution. 

May2005 PSLV-C6 5 Two PAN cameras with a spatial 
resolution of< 2.5 metre. 

January 10, 2007 PSLV-C7 5 PAN Cameras with a. spatial resolution of 
one metre. 
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s tatement s h 
Segment 

INSAT-
(BroadcastinJiffV /DTH) 
Very Small Aperture 
Terminal (VSA n 
Suooort Services 
Indian Remote Sensing 
Satellite (IRS)-
international 
IRS - Domestic 
Launch Services 

Foreign supply & 
installations 
Contracts since closed 
TOTAL 

Annexure-XXXIIl 

(Referred to in Para 9.6.2) 

h b f d d owme: t e num er o contracts manae:e an 
Total Contracts Contracts Contracts 

contracts lo yet to reviewed 
managed operation commence 

100 49 51 97 

53 52 1 53 

7 7 NIL 7 
26 26 NIL 26 

5 5 NIL 5 
7 7 NIL 7 

21 21 NIL 14 

6 - - -
225 167 52 209 
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d rev1ewe 
Percentage of audit 
coverage 

92 

100 

100 
100 

100 
100 
67 

-
93 
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Annexure-XXXIV 
(Referred to in Para 9. 7.1.3) 

The details of amounts in PSU banks and interest earned during the period of review were as 
follows: 

(Rupees in crore) 

Year Long term Fiied Deposits in PSU Total Investments Interest Profit after 
Investment in Banks (for period from during the year earned Tax(PAT) 
UTI-MF 90 fo 365 days) 

2002-03 5 72 77 8 19 

2003-04 5 284 289 7 24. 

2004-05 5 483 488 17 39 

2005-06 I 5 462 467 27 61 

2006-07 ' NIL 828 828 56 106 
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Annexure XXXV 

(Referred to in Para 9. 7.1 3) 

Sta ti tsh --· - ' terest lost due to fi · ---- -
f ceilin!! limit 

Investment made on the Bank which offered hie;hest rate Investment made on the banks whose rates were less 
Date Name of the Bank Rate of Days Amount Name of the Bank Rate of Days Amount Difference Interest 

interest (Rs.in interest (Rs.in lost (Rs.in 
crore) crore) crore) 

05.04.06 Oriental Bank of Commerce 7.55% 249 9.08 Indian Overseas Bank 6.75% 249 3.00 0.80% 0.02 

26.4.06 Canara Bank 8.01% 384 15.00 State Bank of India 7.50% 376 60.00 0.51% 0.32 
Bank of India 6.50% 229 36.75 1.51% 0.35 
Central Bank 6.00% 258 7.00 2.01% 0.10 
Corporation Bank 6.25% . 285 37.00 1.76% 0.51 

Dena Bank 7.00% 285 14.00 1.01% 0.11 
Indian Overseas bank 6.75% 285 62.00 1.26% 0.61 
Oriental Bank 7.00% 222 15.00 1.01% 0.09 
Punjab National Bank 6.35% 229 50.00 l.66% 0.52 
State Bank ofBikaneer 7.10% 229 10.00 0.91% 0.06 
State Bank ofHyd. 6.50% . 258 15.00 1.51% 0.16 
State Bank of Mysore 6.75% 229 9.90 l.26% 0.08 
State Bank ofTrav. 7.00% 229 10.00 l.01% 0.06 
VijayaBank 7.25% 285 33.50 0.76% 0.20 

10.5.06 State Bank of Mysore 6.75% 193 10.40 Union Bank of India 6.50% 193 15.00 0.25% 0.02 
Bank of Baroda 6.25% 193 4.00 0.50% 0.01 
Bank of Maharashtra .6.25% 193 4.00 0.50% 0.01 
Corporation Bank 6.25% 193 4.00 0.50% 0.01 

.17.5.06 State Bank of Mysore . 6.75% 236 Notinves . Bank of Baroda 6.25% 236 2.00 0.50% 0.01 

18.8.06 State Bank of Mysore 7.70% 236. 14.45 State Bank ofTrav. 7.50% 236 24.00 0.20% 0.03 
State Bank ofTrav. 7.50% 259 7.50 0.20% O.Ql 
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Dena Bank 7.10% 259 15.501 o.~I 0.07 

Corooration Banlc 7.00% 259 20.501 0.70%1 0.10 

--- -- ·~--- ------ Not --- - -- -

12.9.06 State Banlc of Mysore 8.17% invested State Bank ofBikaneer 8.00% 272 40.00 0.17% 0.05 

State Bank ofMvsore 7.70% 272 5.00 0.47o/c 0:02 

9.10.06 Oriental Bank of Comm. 7.50% 272 17.75 Bank of India 7.00% 272 5.00 0.50% 0.02 

Union Bank oflndia 7.00% 272 5.00 0.50% 0.02 

' 

21.11.06 State Banlc ofMvsore 8.37% 365 12.90 State Bank of Travan. 8.15% 365 . 8.50 0.22% 0.02 

Bank of India 8.00% 365 5.15 0.37% 0.02 

Bank of Baroda 8.00% 365 5.15 0.37% 0.02 

Central Bank 8.00% 365 5.15 0.37% 0.02 

Oriental Banlc of Comm. 8.00% 203 5.15 0.37% 0.01 

5.12.06 AndhraBank 8.55% 370 3.00 Bank of Maharashtra 8.30% 279 7.00 0.25% 0.01 

12.12.06 State Bank ofTravan. . 8.70% 370 10.00 Aridhra Bank 8.65% 370 14.00 0.05% O.Ql 

State Bank ofBikaneer 8.50% 370 10.00· 0.20% 0.02 

Banlc of Maharashtra 8.50% 271 25.00 0.20% 0.04 
· DenaBank 8.50% 370 5.50 0.20% 0.01 

Central Banlc 8.50% 370 27~85 0.20% 0.06 

State Bank of Mysore 8.45% 370 12.90 0.25% 0.03 

Bank of India 8.25% 370 17.25 0.45% 0.08 

Banlc of Baroda 8.25% 370 17.25 0.45% 0.08 

Oriental Bank of Comm. 8.25% .370 17.25 0.45% 0.08 

Not 
14.12.06 State Bank ofTravan. 8.70% invested Bank of India 8.25% 367 4.00 0.45% 0.02 

Bank of Baroda 8.25o/c 367 4.0( 0.45o/c . O.Q2 

Oriental Banlc of Comm 8.25% 367 4.00 0.45% 0.02 

9.1.07 Oriental Bank of Comm 9.10% 375 6.85 Union Bank of India 8.80% 375· 18.00 0.30% 0.06 
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Union Bank oflndia 8.80% 374 25.00 0.30% 0.08 

17.1.07 Union Bank of India 9.05% 383 11.50 Canara Bank 9.00% 384 22.00 0.05% 0.01 

State Bank ofHvd. 9.00% 384 22.00 0.05% 0.01 

~ot 
19.1.07 Union Bank of India 9.05% invested · State Bank ofHvd . 9.00% 384 2.50 0.05% 0.00 

. Not 
. 22.1.07 Union Bank of India 9.05% invested Canara Bank 9.00% 379 10.50 0.05% 0.01 

State Bank of Hvd. 9.00o/c 379 Hi.so 0.05% 0.01 

62.07 Central Bank 9.77% 370 7.00 State Bank ofHyd. 9.76% 370 23.00 0.01% 0.00 

· Corporation bank 9.65% .153 44.00 0.12% 0.02 

ViiavaBank 9.56% 370 40.00 0.21% 0.09 

Syndicate Bank 9.50% 370 14.00 0.27% 0.04 

22.3.07 Canara Bank 11.32% 370 5.50 Bank oflndia 11.00% 215 - 4.00 0.32% 0.01 

9.4.07 State Bank of India 10.75% 253 5.00 Bank of Baroda 9.75% 370 2.60 1.00% . 0.03 

12.4.07 State Bank of Mysore 10.75% 381 14.45 State Bank'ofTravan. 10.50% 381 24.00 0.25% 0.06 

India Overseas Bank 9.75% 381 2.25 1.00% 0.02 

4.54 

:; '~ 
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Amrne:ul!re XXXVI 
(Referred to in Para 9. 7.1 3) 

. . . 
Statement !sl!nowillllg excess 1t'ulrmlls pall"Jked lillll Cll!lnellllt accoumt 

Fll"om 'fo Mfuillllllllllllllll Maximll!lm No. of days kept in 
Cmrreiid Account 

(]Rs.- lillll cl!"ore) 
7.4.06 26.4.06 7.08 371.48 20 davs 

29.4.06 11.5.06 5.82 09.28 17davs 
10.6.06 ! 30.6.06 3.58 70.58 20 days 
1.7.06 ! 12.7.06. 2.53 1L27 - 12 days 

19.7.06 I 3.8.06 3.24 52.70 16 days I 

8.8.06 18.8.06 . 7.66 40.35 11 days 
21.8.06 i 31.8.06 3.72 09.77 10 days 
28.9.06 

I 

10.10.06 1.07 28.80- 13 days I 

13.10.06 I 20.10.06 3.26 29;17 08 days 
16.3.07 ! 23.3.07 8.59 09.60 07 days 

I· 

i 

! . 

202 

l 

Date of investment 

26.04.06 
11.05:05 
30.06.06 
12.07.06 
03.08.06 
18.08.06 -
31.08.06 
10:10.06 
20.10.06 
23.03.07 
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Anniexure XXXVlf[ 
(Referred to in Para 9. 7.4.1) 
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St t t h l f a emen s owin2 oss o revenue d t d l t f ue o e ay m comme!lllceme!lll I[]) sernce-
SI. Name of the customer Bandwidth Yearly 
No. allotted Rease 

charges 
(Rs. ftllll. 
falld11) . 

' 
1 KasthUri Media Private Ltd. 4.5 60.00 
2 Sowbhagya Export Ltd. 4.5 60.00 
3 Sheethal Fibre Limited 4.5 60.00 
4 Sri Adhikari brothers*· 4.5 50.00 
5 Ortel Communication Ltd. 4.5 60.00 
6 Triveni Media Ltd. 4.5 60.00 
7 Satish Sugar Ltd. 4.5 .60.00 
8 In cable net (Andhra) Ltd. 4.5 60.00 

Bharat Broadcasting Private 
9 Ltd. 4.5 60.00 
IO India Sign Private Ltd. 4.5 60.00 

Telegu Cinema 
11 Entertainment 4.5 60.00 
12 MD Television Private Ltd. 4.5 60.00 
13 Malar Network Ltd. 13.5 172.00 
14 Bharati Hexcom Ltd.*** 17.5 142.04. 

15 Reliance Communications 162 1166.40 
16 ECIL . 18 129.60 

Total 
ServiCe commenced from 19 February 2007 
Service commenced in stages from July 2006 

203 

Proposed Loss of revenrn.e 
idla11:e of UllJ!ll 11:0 31 March. 

Cl[])mmeJmce W07 
me!lll11: (Rs. m l!alklhl) 

30-0ct-05 85.00 
30-0ct-06 25.00 
31-Jul-06 50.00 
30-Jun-06 31.83 
30-Jun-06 45.00 
30-Sep-06 30.00 
30-Jiln~o6 45.00 
30-Jun-06 45.00 

JO-Jun-06 45.00 
30-Jun-06 45.00 

01-0ct-04 150.00 
31-Dec-05 75.00. 
31-Dec-05 215.00 
23-0ct-06 51.88 

01-0ct 2004 1715.00 
01June2003 91.32 

2745.03 
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Sil.No 

1 

2 

.3 

4 

5 

·6 

7 

-.· .. 

Annexure XXX:Vill 
(Referred to in Para 9. 7.4.2 (iv)) 

Statement showing surrendering of leased capacity 

Cu~tomer Bandwidth 
surrendered(MHz) 

Indian Oil Corporation 18 

HFCL Satellite communication 18 

Bharat Petroleum Corporation Limited 4.5 

Sahara India Commercial Corporation 5 

Sahara India Media 3. 

Tata Services 4.5 

A TN International Limited 4.5 

TOTAL 

204 

Amount 

(Rs. in Lakb) 

34.93 

40.60 

3.36 

13~77 

6.25 

15.71 

.12,06 

126:68 
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GLOSSARY OF ABBREVIATIONS 

SI. Abbreviation Full Form 
No. , .. 

1. ADB . Asian Development Banlc 
2. AIS Automatic Identification System 
3. API Acquisition, Processing and Interpretation 

4. ATONS Aids to Navigations 
5. BD Belford Dolphin 

6. BEC Bid Evaluation Criteria 

7. BOT Built Operate and Transfer 
8. BTKM Billion Ton Kilometre 
9. CEIL Cairn Energy India Ltd. 

10. CESE Central Electricity Service Enterprises 
11. CSD Cutter Suction Dredger 
12. eve Central Vigilance Commission 

13. DDCL Dharti Dredger Corporation Limited 
14. DGH Directorate General of Hydrocarbons. 

15. DGPS Differential Global Positioning System 
16. DPS Dynamic Positioning System 

17. DSS Discoverer Seven Seas 

18. EC Environmental Clearance 

19. EDP Section Electronics Data Processing Section 
20. EIA Environment Impact Assessment 

21. EMP Environment Management Plan .. 

22. EPC Executive Purchase Committee 

23. FRP Buoys Fiber Reinforced Plastic Buoys 
24. FSS Fixed Service Schedule 
25. FYP Five Year Plan 

26. GOI Government of India 

27. HC Hydrocarbons 

28. HDPE Hoogly Dock & Port Engineers Ltd. 
29. HSE Health Safety and Environment 

30. IIP Initial-in-place 

31. IIPM Indian Institute of Port Management 
32. IWC Integrated Well Completion 

33. KOPT Kolkata Port Trust 
34. LAD Least Available Depth 
35. LD Liquidated Damages 
36. LED Lighting Emitting Diode 
37. LISS Loan Interest Subsidiary Scheme 
38. LKM Line Kilometre 

39. LOA Letter of Award 

40. LPP Last Purchase Price 

41. MDT Modular Dynamic Tester 

. 42. MM Material Management 
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sn. Alblbireviiatfollll . Funllll Foirm 
No. 

43. MMTOE Million Metric Tonnes Oil Equivalent· 

44. MOP&NG Ministry of Petroleum & Natural Gas 
I 

45. MOU Memorandum of Understanding 

46. MWP Minimum Work Programme 

47. NELP New Exploration Licensing Policy 

48. NF RAILWAYS Northeastern Frontier Railways 
49. NINI National Inland Navigational Institute· 
50. NOCs National Oil Companies 

51. NPT Non-Productive Time 

52. ONGC Oil and Natural Gas Corporation ' 
53: PCB Programme Control Box 
54. PEL Petroleum Exploration License 

55. PI · Participating Interest 

56. PPP Public Private Partnership 
57. PSC Production Sharing Contract 

58. PSP Private Sector Participation 
59. 'PSTM/PSDM Pre-stack Time/Depth Migration 

60. RCC Reinforced Cement Concrete 
61. RCCJETTY Reinforced Cement Concrete Jetty 
62. SASL Mis. Schlumberger Asia Service Ltd. .. 

63. WCR Well Completion Report 

•.I I 

' 
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SI. 
No. 
1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15~ 

16. 

17. 

Technical Term 

Alluvial river 

Appraisal 
Programme 

Approved Work 
Programme and 
Aooroved Budget . 
Appurtenant land 

Asset 

Automatic 
Identification 
System (AIS) 
Bandalling 

Bank erosion 

Bank Protection 

Basin 

Block 

Braiding 

Cave hole 

Cham1el marking 

Clastic 

Commercial . 
Discovery 

Deepwater Area 
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GLOSSARY OF TECHNICAL TERMS 

Description. 

Alluvium (from the Latin, alluvius, from alluere, "to wash against") is soil or 
sediments deposited by a river or other running water. Alluvium is typically 
made up of a variety of materials, including fine particles of silt and clay and 
larger particles of sand and gravel. 
A programme carried out following a Discovery in the Contract Area for the 
purpose of appraising Discovery and delineating the Petroleum Reservoirs to 
which the Discovery relates ·in terms of thickness and lateral extent and 
determining the characteristics thereof and the quantity of recoverable 
Petroleum therein. 
A work programme or Budget that has been· approved by the Management 
Committee pursuant to the provisions of this Contract. 

Appurtenant land is the portion of land that emerges temporarily/permanently 
due to shifting/change in river flow. 
It refers to art entity that is involved in production activities from the existing 
wells and transportation of oil and gas on onshore plants. 
A system used by ships and vessels Traffic Services (VTS) principally for 

·identification and locating vessels .. 

Traditional bandalling consists of a framework of bamboo driven into the 
riverbed and supported by struts. Bamboo matting is fixed to this framework 
at the water level. 

· . Bank erosion means the wearing away of rock and soil found along the 
riverbed and banks. Erosion also. involves ·the breaking down of the rock 

. particles being carried downstream by the river. 
Bank protection is civil construction )\'Ork on the banks of river to protect 
from the erosion. 
A Depression in the earth's crust where sedimentary materials are 
accumulated over the years .. With reference to the company it refers to the 
entity that is involved in exploration related activities. 
Area identified in a field which is offered by Government to prospective 
bidders under New Exploration Licensing Policy, for the purpose of 
exploration of oil and gas. 
A braided river is one of a number of channel types and has a channel that 
consists of a network of small chanriels separated by small and often 
temporary islands called braid bars. Braided streams are common wherever a 
drastic reduction in stream gradient causes · the rapid deposition of the 
stream's sediment load. Braided channels are also typical of river deltas, 
alluvial fans and pen plains. 
The effect of a sharp change in the borehole diameter, such as that caused by 
a cave or rugose hole, on an induction log. In smooth boreholes of constant 
diameter, the effect of the borehole is well understood and can be corrected 
for. 
Channel marking is a process which is used for showing the navigational 
fairway channel. 
Sediment consisting ofbroken fragments derived from pree?Cistingrocks and 
transported elsewhere arid re-deposited before forming another rock. 
Examples of common elastic sedimentary rocks include- siliciclastic rocks 
such as conglomerate, sandstone, siltstone and shale. Carbonate rocks can 
also be broken and reworked to form elastic sedimentary rocks. 
A Discovery of Petroleum reserves which has been declared as a Commercial 
Discovery in accordance with the provision of Artfole 10 and/or Article 21 of 
Production Sharing Contract (PSC). 
Area falling bevond four hundred.( 400) metre isobath. 
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SI. Technical Term Description 
No. ~ 

;r-18. 'Delineation Well Delineation well refers to the well drilled in unproved area to determine the 
boundaries or the extent of reservoir. · 

I-
!F 
j' 

19. ·Development Following discovery, drilling and related activities necessary to begin 
production of oil or natural gas. 

20. Development Plan A plan submitted by the Contractor for the· development of a. Commercial 
Discovery, which has been. approved by the Management Committee or the 
Government pursuant to Article 10 or Article 21 of PSC. ·r-

~ 
21. Differential Global An enhancement to global position system that. uses a network of fixed 

f ositioning System ground based reference stations to broadcast the difference between the 
-

F 
(DGPS) positions indicated by the satellite systems and the known fixed positions. 

22. pirectorate General An organisation, including its successors under the Ministry of Petroleum 

F 
of Hydrocarbon and Natural Gas. 

23. Discovery The finding, during Petroleum Operations, of a deposit of Petroleum not 

~ l 
previously known to have existed, which can be recovered at the surface in a 
flow measurable by conventional petroleum industry testing methods. 

24. r;>redging 

F 
The excavation and removal aspects for deepening or widening of silted 
waterways.and harbours in order to improve navigation, 

f" 
\ 

ii 

25. i;:ffective Day Rate It is a notional rate worked out for evaluation of bids for charter hire of rigs 
(EDR) . on yearly basis. The formula for calculating EDR is : Mobilisation Fee 

+Operating Day Rate X 316 days x n + Non Operating Day Rate x 23 days x 
n+ Equipment Breakdown DR x 16 days x n +Moving Day Rate x 10 days x 

ir 
,I~ d 

I\· 

l,\r 
11-
1r 

' 

n + Demobilisation fee+ Custom Duty - Duty Draw back+ Loading/365n 
(for the contract for 'n' number of years) 

26. E('ploration Searching for oil and/or natural gas, including topographical surveys, 
geological surveys, seismic surveys and drilling wells. 

27. Exploration Operations conducted in the Contract Area pursuant to the contract for 
Operations searching for Petroleum and in the course of an Appraisal ·Programme and 

shall include but ncit be limited to aerial, geological, geophysical, 
geochemical, palaeoconttological,) palynological, . topographical and. seismic 
surveys, analysis, and their interpretation, investigations relating to the 

r subsurface geology including structural test drilling, stratigraphic test 
drilling; drilling of Exploration Wells and Appraisal Wells and other related 

·1' 
.Ir 
Ir 
Ir 
I ~ 
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1· Ir 
Ii r 

IE 

activities such as surveying, drill site preparation and all work necessarily 
conneeted therewith that is conducted in connection with Petroleum 
exploration. 

28. Exploratory Well A Well drilled for the purpose of searching for undiscovered Petroleum 
accumulations on any geological entity (be it ofstructural, stratigraphic, 
faces . or pressure .nature) to at least a depth or stratigraphic level specified in 
the Work Programme. · 

29. Floating Jetty A continuous flexible structure beginning above .the high water mark and 
extending down the ramp and on to the water to a point beyond the end of the 
ramp. As the tide rises and falls,. more or less of the iettv is afloat. 

30. F~Buoys FRP buoys ·are Fiber Reinforced Plastic Buoys used for navigation and 

' 
channel marking. 

31. High level Jetty A Jetty to be utilised during the period when water level is high. (Monsoon 
period) 

32. Initial in-place The estimated quantity of oil and gas in field. 
Hydrocarbon (IIPIH) 

F 
33. Jetty A rigid structure built out from the· land over the water at a convenient 

·height. Usually the whole deck is at the same level although some may be 

F 
stepped or sloped. The length is usually such as to ensure at low tide there is 
water at the end. 

I 

r 
34. .Lean Season Lean Season for IWT is non monsoon period i.e October to March in NWI 

andNW2 
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SI. Technical Term Description 
No. 
35. Lighted FRP Buoys When lights are fixed on FRP buoys with the objective to use for night 

navigation it is lil?bted buoys (FRP make) 
36. Low level Jetty A Jetty to be utilised during the period when water level is low. (Lean 

period) 
37. Management The committee constituted pursuant to Article 6 of PSC. 

Committee 
38. Meandering A meander is a bend in a river. A river flowing through a wide vally or flat 

plain will tend to form a meandering stream course as it alternatively erodes 
and deposits sediments along its course. The result is a snaking pattern. 

39. Mesozoic kitchen An area of the subsurface of Mesozoic age (248 to 65 million years) where 
source rock has reached appropriate conditions of pressure and temperature 
to generate hydrocarbons 

40. Minimum Work With respect of each Exploration Phase, the 
Pro2ralllme Work Prornirnme soecified in Article 5 of PSC with respect of such Phase. 

41. New Exploration New Exploration Licensing Policy was formulated by the Government of 
Licensing Policy India in 1997-98 to provide a level playing field in which all the parties may 
(NELP) compete on equal terms for the award of exploration acreage. This was for 

accelerating the pace of hydrocarbon exploration in the country through 
which various blocks including deep-water acreages were offered for 
competitive bidding. 

42. Object 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 under different sedimentary environments and holds hydrocarbon 
pools. 

43. Offset well An existing well bore close to a proposed well that provides information for 
planning the proposed well. Jn planning development wells, there are usually 
numerous offsets, so a great deal is known about the subsurface geology and 
pressure regimes. ln contrast, rank wildcats have no close offsets, and 
planning is based on interpretations of seismic data, distant offsets and prior 
exoerience. 

44. Participating Interest Jn respect of each Party constituting the Contractor, the undivided share 
expressed as a percentage of such Party's participation in the rights and 
obligations under the PSC. 

45. Permanent Jetty Permanent Jetty is fixed structure built out from the land over the water at a 
convenient heil?bt, which does not float with the level of water. 

46. Petroleum Crude Oil and/or Natural Gas existing in their natural condition but 
excludin2 helium occurrin2 in association with Petroleum or shale. 

47. Pontoon Pontoons are floats used to sunnort a structure on water. 
48. Production Testing Tests in an oil or gas well to determine its flow capacity at specific 

conditions of reservoir and flowing pressures. This phase occurs after 
successful exploration and development drilling from which hydrocarbons 
are drained from an oil or gas field. 

49. Prosoects Prospects indicate the areas of hydrocarbon accumulation 
50. Repair of Locks The navigational lock is part of a structure serving dual purpose of 

controlling salt-water intrusion and navigation. This lock requires repair as 
and when reQuired. 

51. Reservoir A naturally occurrin2 discrete accumulation of Petroleum. 
52. Rig Days No. of days for which rigs were in operation/available during a particular 

period. 
53. Rig Month Total No. of days for which rigs were in operation/available during a 

particular period.rig days divided by 30. 
54. Rigs It is an equipment used for drilling a well bore. There are various types of 

rigs like jack-up rigs, floaters, Modular rigs, etc. Further the jack up rigs can 
be further classified into Cantilever type jack up rigs, Slot type jack up rigs 
and Mat tvoe iack up ri2s. 
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SI. Teclmkal Tell"m Descl!"iptimn 
Nl!l>. 
55. River . Conservancy River conservancy works consists of bandalling, channel marking, dredging, 

works etc. These works are done periodically to keep . the required depth of the 
.. fairway .. 

.. 56.' . Rive.r J:raining River training includes d~sigri and construction of weirs, barrages,' sediment 
.·'· .. .·control. strii~tures,. ,bank protection, ·.spurs and aprons. and water. quality 

; control systems in rivers to manage river restoration and flow. . 
57. ·Sediment' · Sediment is any particufate matter that can be transported by fluid flow and .-

. . which eventually is deposited as a layer of solid particles on the bed or 
•. bottom of a body of water or other liquid. 

·- 58. Silt change · . . . .. It is a kind of deposit of sand, which settles down at the bottom: 
59. Spud .. Process of starting the well drilling process by removing rock, "dirt and other 

··1·· 
I• 

., · sedimentarv material with the drill bit. 
.•60.: ·• Tertiary kitchen · An: . ai:ea, of the subsurface of tertiary age where source rock' has reached 

. . .. · . appropriate conditions of pressure and temperature to gene~ate hydrocarbons 
. 

61.• Well · Aborehol~; made.by drilling in the course of Petre>leum Operations, but does 
;. not indude a seismic shot hole. 

62 .. : Well head. · · Awellhead is that part of an oil well which terminates at the surfl\ce, whether 
·' on land or offshore, where.petroleum or gas hydrocarbons can be withdrawn ., .. 

63. . WorkPrograriime • : A work· programme formula.ted for the purpose. of carrying out Petroleum 
. '· .. 

.: ... ·.· 

.•. Operations · 

.. · .. 
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