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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
¢) 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 ]

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 Company’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 ]

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 i$ 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.

tﬂNISTRY 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 take 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.

[ MINISTRY OF HEAVY INDUSTRIES AND PUBLIC ENTERPRISES ]

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.

{ : MINISTRY OF PETROLEUM AND NATURAL GAS 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

vii
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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 I 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. Bulk 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
4 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 (PI)) in
one block from M/s. 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

viii
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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 10" 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-II 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 SHIPPING, ROAD TRANSPORT AND HIGHWAYS ]

Inland Waterways Authority of India
L4 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

ix
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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.

[

DEPARTMENT OF SPACE }

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/TV/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




Report No. PA 9 of 2008

appropriate provisions 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.
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B and had forgone much- needed addltronal revenue.

’ Summar:v of recommendatwns

[ ~ MINISTRY OF CHEMICALS AND FERTILISERS = ]

CHAPTER I
'l‘he h‘ertrhsers Arrdl Chemrcals 'll‘ravancore errted

Htghltghts

' The product1on in all plants during 2002—03 to 2006—07 (except Ammonlum Sulphate in
-2002-03) was lower than installed capacity. The total value of shortfall in productlon of ,
'ﬁnal products worked out to Rs. 160 93 crore.

(Pam 1 7 I 2)

_— ’l‘he contlnued use of naphtha as feedstock as opposed to natural gas, adversely affected
- the: financial vrablhty of the Company ‘ -

(Para 1. 7 4.1 )
The Company delayed the d1sposal of accumulated 30 lakh MT of gypsum lylng in stock

(Pam 1 7.5 5')

~ The Company vented 17.26 lakh MT of carbon d1ox1de into the atrnosphere durrng 2002—
- 03 to 2006—07 whrch could be marketed for generatlng addmonal revenue.

(Pam 1 7 6)

. There had. been excess consumptron of raw materrals/utrhnes valued at Rs. 22 34 crore

durmg the perrod 2002—03 to 2005—06

(Paml/ 77) o

leelay in comnnssromng scrubbmg system equ1pment for pollutlon control led to

blocking of Rs.1.31 crore between .l'uly 2002 to May 2007 besides defeating the objectlve '

~of contamlng the emission,

N | o (Pam178l)

C_ Failure to mstall a scrubbmg unit (estimated cost Rs 2.6 crore) for reduc1ng excessive

ermssron of sulphur d10x1de aggravated a1r pollutron in the ared. _
. S ' (Pam 1L 7,8,2) :

f‘ The Company should

A avord unplanned shutdown due to controliable factors lrke shontage of raw
- material and persomrel and when these occur, the crrcumstances leadmg to rhe' o

" shutdown should be rtgomusly reviewed and. evaluated and corrective meazsures o
taken by deszgnated staff, :

2 tmplement a plan of actwn whereby surplus carbon dzoxrde is sold m genemte E

addttwnal revenues 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 March 2007, 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', Sulphuric Acid and Phosphoric Acid were produced at both
locations. Caprolactam, an industrial petrochemical, is manufactured by 50000 Ton per
annum (TPA) 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:1.1

(‘000 Ton)
Plant Annual Capacity | Actual production
in 200607
Ammonium Sulphate (682 TPD?) 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 of 300 TPD and 150 148.50 147.10
TPD)

' Ammonia production in Kochi Division (Ambalamedu) discontinued since February 2003.
? Tons per day
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L1.1 Products and inputs

A brief descnptlon of the inputs requlred in various plants of Udyogamandal D1v1sron

- and the products/mtermedlates manufactured is g1ven below:

@) Ammomum Phosphate
‘Ammonia, Phosphonc Acid and Sulphunc 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 - .

(u) Ammomum Sulphate

. Ammonia and Synthesis Gas (mixture of Carbon Dioxide and Hydrogen) from Ammoma
~ plant and Sulphur Dioxide and super-cohcentrated Sulphuric Acid (Ole_um) from -

Sulphuric Acid plant are transferred to the Petrochemical Division®of the Company for -
production of Caprolactam. For each Ton of Caprolactam produced, about 4.5 Ton of
Ammomum Sulphate solutlons are formed whlch are concentrated to form solid crystals

7 (m) Ammoma

Ammonia is- manufactured from Hydrogen (obtamed from’ Naphtha and Steam) and
Nitrogen (obtained from air). For every Ton of Ammonia produced L. 53 Ton of Carbon

. Dioxide gas is generated as a by-product

(iv)  Sulphuric Acid

. Sulphunc Acid is formed by burnmg molten and ﬁltered Sulphur w1th dry air. Durmg the v

process, Sulphur dioxide and steam are generated The Sulphur- dioxide thus formed. is
converted to- Sulphur Trioxide with catalyst and then d1ssolved in.water/acid to form

* Sulphuric Acid.

(v) ~ Phosphoric Acid

: Phosphorlc Acid is manufactured as a result of thé reactlon of Rock Phosphate w1th

Sulphuric Acid. Product1on of every Ton of Phosphonc Acid leaves four to ﬁve Ton of
Gypsum asa by-product .

(i)  Furnace oil and Steam

. Furnace oil is-utilised for productlon of steam, which in turn is used for producing captive -

power and for drying fertilisers.
1.2 F manctal performance

1.2.1 The financial performance of the Company: and the Udyogamandal Division
during 2002-03 to 2006- 07 is given below
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Table:1.2
) ' 3 (Rs in crore)
Year " Company ' - . \Udyogamandaﬂ Division
| ~ Profit/ Cumulative Operating Erofit/(Loss)

L - (Loss) ~ (Loss) Profit/(L.oss) .

W @ | e | @ | ©

2002003 | (200) 138 | (20027) L (83.61)

12003-04 | - (167) (306)  (167.14) S (8236)
200405 . {  -(168) . (506) - (132.96) - . (67.28)
200506 | 236 |- (2700 - | (118.74) - (153)
"2006—07 ooazsy 4(395)’ (127. 74) - -~ (89.76)

The Company, whlch reported proﬁts from 198384 to 1997—98 started i incurring ]losses‘
from 1998—99 due to various factors including borrowmg costs for settmg up 900 Ton

per day (TPD) Ammonia Plant at Udyogamandal, steep rise in input prices like Naphtha
and Fumace oil, unremunerative realisation from sales, non-operation of plant at hrgher
capamty owing to hqu1d1ty crunch, non-avar]labllrty of alternatlve feedstock and increase
inthe pnces of other raw materials. N

1.2.2 |The GOI sanctioned financial assrstance 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. In April 2006, GOI approved a financial relief package of Rs.670.37 crore effective

from 31 March- 2005. ‘Consequently, the Company reported a net profit.of Rs, 235.66

crore 1n 2005-06. It, however, recorded a loss of Rs.124. 73 crore m 2006—07

L3 ‘Scope of audit and Audit criteria

The Performance Audit covered the workmg of the Udyogamandal Division (Division)
for the . period 2002-03 to 200607, with reference to installed capacity, plants’

~perforrhance data, techmca]l reports, production targets, directives ‘and policies of the

Company, agenda notes and minutes of meetings of Board of Dlrectors annual reports,
etc. t .
14 \Audit 0bjectz'ves

The performance audit was conducted to assess:

R ]

the performance ‘of the plants in the D1v1sron with reference to therr installed
s ‘capacmes :

)

the implementation of action plan for performance improvement;

®

the impact of the pricing pohcy including subs1dy on the Company’s operatlons

°o the consumptlon of matenal with - reference to norms and identify excess
' : ‘consumptlon leading to losses; and -

o ‘comphance with envrronmental regulatlons w1th regard to po]l]lutlon control,
tenergy conservatron etc.

—=
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L5  Audit methodology

~ The Report was prepared based on a review of relevant agenda notes and board minutes,
annual plant reports, cost audit reports and financial statements, technical reports,
production reports, energy audit reports, industry journals/bulletins, discussions with
various levels of Management and other relevant 1nformat10n Entry and exit meetmgs o
were also held w1th the Management. :

1.6 Acknowledgement

The cooperatlon and assistance extended by the Company Management and staff at all
levels is acknowledged ,

1 7 Audit f ndings -

The main reasons. for the losses of the Dlvrsmn were h1gh cost of Naphtha as feedstock
impact of changes in fertiliser pricing pollcles and higher cost of productlon ‘The
Division was’ also adversely affected by increases in prices of Sulphur and Rock
Phosphate apart from the fact that its plants were old and less efﬁcnent

L 71 Capaczty uttllsatwn

1.7.1.1 The details of installed capacity, targeted productlon and actual production in
respect of various Plants.in. the Division durrng 2002-03 to- 2006 07 are given in
Annexure 1. :

1.7.1.2 The productron in all plants (except Ammomum Phosphate in 2002- -03) during
2002-03 to 2006-07- was lower than installed capaclty While' actual productlon to
installed capacity generally was at about 80 per cent in the plants it was 2 to 47 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 Ammonium Phosphate The
total value of shortfall in production of final products worked out to Rs.160.93 crore. To
meet the shortfall in production, the Company procured 2.16 lakh MT of Sulphunc Acid
at a cost of Rs.36.74 crore during 2002-03 to 2006-07. Shortfall in production of
Phosphoric Acid was met by import of 21313 MT at a cost of Rs.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 2006—07. :

_ Shortfall in production was due to-lower stream days3 actually achieved as compared to
the stream days designed (Arnnexure IT). The percentage of stream days to the stream
days as per design was. about 65 per.cent in all plants except in Phosphoric- Acid plant
where it was 2 to 47 per cent during the five-year period. The reasons were mainly non-
maintenance of plant and machinery, -equipment failure, shortage of raw materials,
electrical and operational faults, shortage of personnel, shortage of lomes and packlng
bags. . .

The Management stated (September 2007) that the achievement of Ammomum
Phosphate was close to installed capacity in all the years except 2004-05. It attrlbuted
the shortfall in product1on to shortage of raw materials caused by financial crunch. - ’

3 Stream days — the days on which the plant concerned was 0perated. -
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 be rigorously reviewed and evaluated and corrective
measures taken by designated 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
200405 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 load* 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 per MT whereas the sales realisation from Ammonium Sulphate
was Rs.7,156 per MT.

* 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 compared to captive
production.
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o ,The Management stated (September 2007) that h1gher cost of - productron of- Ammonium

Sulphate was due to high'cost of captive'Ammonia.. The Company had: taken steps like
resorting to import of Ammoma to: reduce ‘costs and the1r 1mpact would be. assessed il
subsequent perrods : :

1.7.4, - Conversion 0f feedstock

1.7.41 The Company used naphtha as feedstock in its. Ammoma plant and furriace oil as. -
fuel in boilers. Most fertiliser companies in India, however, used Natural Gas as
feedstock. Gas-based plants had a distinct edge over naphtha-based plants in terms of
- lower capital cost, lower energy consumptlon per output, and ab1hty to achieve hlgher
capa01ty utrllsatron

‘The Company proposes to switch over to ]LNG as. feedstock to save on cost of. productron ,
~ of Ammonia by using LNG instead of naphtha. However, this would depend-on the
- proposed LNG Terminal at’ Kochl that is expected to. be completed by lFebruary 2011.
Thus, the Company has to continue uneconormcal operatrons till completlon of the LNG
' prOJect in 201 1 dueto non-avallablllty of LNG.

' The: Management stated (September 2007) that it was explonng various opt1ons for using
‘cheaper feedstock to. bring:down the cost of productron as the proposed ]LNG termmal
was gettlng delayed. - . co : : e :

- 1 7.5 Action Plan Sfor performance rmpmvement ,

-~ 1.7.5.1 GOl sanctloned fmancral ass1stance 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 for the
period from 1998-99 to- 2001-02. Despite-this relief, the Company continued to incur
"~ Josses. The Company was referred to the Bureau for Reconstruction of Public :Sector
Enterprises (BRPSE) in 200405 as. a sick company under the provisions of Sick.
Industrial Companies (Speclal Prov1s1ons) Act 1985 GOl approved (April 2006) a
- financial relief package of Rs.670.37 crore, compnsmg waiver of all ontstandmg interest
~ as'on 31 March 2005 amounting to Rs.85. 77 crore. It also approved conversion of 50 per
~“cent of the outstandmg GOI loan of Rs.584.60 crore as on 31° March 2005 (e,
Rs.292.30 crore) into equity capital, write off of non-Plan loan of Rs.60 crore and the
loutstandmg balance of GO][ loan of Rs.232.30 crore as on 31-March 2005.:

- The Company submltted (February/M[arch 2005) an Actlon Plan to BRPS]E/GO][ that ,

‘spelt out certain short-term, medium term and long-term measures to improve its -
performance Some of key measures mcluded in the Plan and actlon taken by the
' Company are drscussed below -

’ Short=-term measures: The short-term measures - contemplated crltlcal marntenance of
both Divisions.of the Company and raising additional working capital loan of Rs.200 -
crore to ensure: sustamed produc’tlon 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: 1mproved for, low load operation to
- take advantage of the lower cost of imported ammonia. The: objective . of low load "
operation was to produce synthesis gas and carbon dlox1de at a rate that would just meet .
_the requlrements of its caprolactam productlon to’ enable max1mum “utilisation of .

imported ammonia, whenever available at a” lower - -price . as compared to captlve '

B productron and thereby reduce the cost of productlon ‘
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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 200405 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 10 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




Report No. PA 9 of 2008

and handling of imported ammonia resulted in the Division continuing to operate the .

- plant with captive ammonia and the savrngs through use of cheaper rmported ammonia

could not be achieved.

1.7.5.4 Centrallsatlon of personnel was completed in Materrals Personnel and Finance

Departments In respect of other departments, the work was in 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 dunng 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, efc. The fact
remalns that the surplus manpower was yet to. be redeployed (December 2007).

L 7 55 For disposal of over 30 lakh MT gypsum held in Company premises; the Action

manufacturing bricks' and bulldlng 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, efc., were being pursued. However, 30 lakh MT
gypsum was awaiting disposal as on 31 October 2007, and the Company had not so far
finalised any Jomt 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 200607 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
Phosphorlc Acid capac1ty in its Action Plan submitted to BRPSE/GOI in March 2005.

1.7.5.7 The Company had projected a marginal profit for the year 2006-07 whereas it

incurred a loss of Rs:124.73 crore.

Therefore, the Company was u_nable to effectively' implement 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 productlon

The Management attnbuted (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 hke high down time, excess consumption of materials and
utilities.

1.7.6 © The pIOJectlons to BRPSE/GO][ 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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,rnternally consurned: in the productlon of caprolactam The remaining - 17.26 MT- of
carbon dioxide was vented into the atmosphere, which. apart from adding to ecological
pollutron was a loss of revenue. Audit had recommended in February 2005 that the -
Company should explore the possibility of marketing the carbon dioxide that it vented to
generate additional revenue. It was only in December 2006 that the Company decided to
call for expressions of interest for outrlght purchase of carbon droxrde/processmg
(mcludmg purification and conversion to liquid carbon dioxide and/or dry ice). Though
two part1es expressed interest, the Company was yet to take ﬁnal action on the offers
(October 2007). :

. The Management stated (September 2007) that excess carbon dlox1de would not be' :
- available in the near futufe as the ammonia plant was under shut down. In-the event of

“the plant being operated at rated capacrty, the disposal of carbon dioxide Would be
explored. However, as mentioned earlier the' Company had already vented 17.26 lakh MT
~carbon dioxide durrng 2002-03 to 2006-07 and had not serrously entered into any
agreement to sell its vented carbon dioxide till such trme as. the plant was shut down and
earned addrtlona]l revenue. : .

During dlscussrons (October 2007) the Management whrle agreeing w1th Aud1t stated )
that ‘it would explore all possrble optlons to market the excess carbon dlox1de S0 as to -
generate revenues. - , :

Recommendatwm No. JZ 2

“The Company should rmplemem a pltm of action whereby surplus carbon dwxrde is
sold tow generate additional revenues for the Company "

L7 7 Consumprwn of raw matemals and utzlmes

The Company had not reviewed the consumptron of raw matenal/utrhtres SO as’ to revise
its consumptron norms/standards. The Cost Auditors analysed the consumption of certain-
raw material/utilities by the various plants with reference to the actuals for the previous
year and. reported that the standards fixed by the Company for consumptlon of raw
v materral/utlhtles ‘were on the liberal side. The value of excess consumptron during the

period 2002—03 t0 2005-06 as. calculated by the Cost Auditors was Rs.22.34 crore as:
shown in Annexure III. This was mam]ly due to recurring ‘excess consumption of steam,
power and furnace oil. The Company in its reply to the Cost.Auditors stated that excess
consumptlon was due to low load operation,” minimum maintenance of old plants due to
ﬁnancral ‘crunch, intermittent stoppage, startup and quality of sulphur The remedial
»measures 1f any, ‘taken by the Company to reduce the excess consumptron Were not on
record : ~ »

The Management wh11e conﬁrmrng the cost ﬁgures given in Annexure IH stated
(September 2007) that critical maintenance “activities were identified and carried out
during annua]l turn rounds (ATRs), to ensure availability of plants and ‘machineries for
contrnuous operations. However, running of plants at lower capacrtles due to fmancral' '
crunch adversely affected the consumptlon ratros :
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“‘Recommendatwn No 1 3

,The Company should amplement a tzme boumd actwn plan to redmce -@XCEeSS:
.conisumption 0f raw. maztertals and.- utilities, establish pmcedures and. define smff )
responsibilities to monn‘or the tmplemematwn e :

'1 7 8 Pollmwn control
L 7 8.1 Delay in commzsswmng of scmbbmg system

"The Company procured (July- 2002) equipment worth Rs.1.32 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 rectlfy the defects, the system failed. As
~ a result, the fluorine—emission level was 88 mg/Nm® as against 10 mg/Nm® fixed by the
“Pollution Control Board. The Company could rectify the system and put it in service only
in June 2007. Delay in commissioning the equipment defeated the objective of contammg g
the emlss1on levels during 2003-04 to 2006-07. -

The Management stated (September 2007) that several modlﬁcatrons were to be carned

-~ outto the scrubbmg system before comrmssronmg

‘ '1 7 8.2 F atlzure to comrol excessive emission of sulphur dioxide

It was proposed in August 2003 to install: a Scrubblng unit (estlmated cost -

Rs.2.6 crore) to reduce the excessive emission of sulphur dioxide during - start-up - of
, jsulphunc acrd plant. This was yet to .be nnplemented (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

LIS ermss1on controlled.

The Management stated (September 2007) that non-installation of the scrubber system
~was due to the financial crunch and that the Scrubblng unlt wou]ld be- mstal]ledl
November 2007

| Recommendanon No 14

- The Company should ensure that factors conmbmmg to pollmwn are conztmlled and
take correctwe actwn in a time bozzmd manner.

- L 8 Concluswn

- 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 finally led to shutting down the ammonia plant at Udyogamandal Division,
since its operation is not viable. On the other hand, 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 2011 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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conversion of some loans to equity which brought no relief by way -of desperately‘
requlredt infusion of funds to enable the Company to meet its working capital needs and
.1mplement a plan or actioni to re-generate its plants or equipment. and restructure’ its
operatnons In view of all these factors altemate measures Would be requlred to revxve the
Company s fortunes. : « , :

The mat er was reported to the Mlmstry in January 2008 reply was awalted

12
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MINISTRY OF COAL e J

CHAPTER H _ _
| Eastern Coalﬁelds Llnmnted

» ‘System of transportatmn ot‘ coall

. Hrghhghts

Due to transportatron of coal by ]longer routes, the Company mcurred extra expendrture of -
" Rs. 2 80 crore durmg the perrod from 2003 04to 2006 07. : S

(Pam 2.7, n

’VCoal produced in the colherres was not transported dlrectly to coal handhng p]lants and . -
- railway srdmgs located within a radius of one km' by departmental transport. These were
.stocked in nearby depots and subsequently transported by transport contractors which
' ,mvolved addrtrona]l loadmg, unloadrng and transportatron cost amountrng to Rs 49.05
crore.” : : : : :

(Pam 2 72) ’

‘ In Sonepur Bazarr area open tenders were 1nv1ted for transportatlon of coal and. the rates

. teceived were lower than, the ‘Schedule of Rates’ (SOR) resulting in saving of Rs.2.27 :

~ crore - during 2007- 08 - mdrcatmg that the ex1stmg SOR rates were hlgher than the '
. prevallmg rates ‘ ‘ .

(Pamz 2 7 3) .

Due to non-lnstallatron of electromc-m-motlon ra11 welghbndge and 'suspension- of static

- weighbridge in the’ Kenda area, coal had to be transported over long distances. for being

weighed. This resulted in an increase in the quantum of undertoadlng and pena]lty thereon ‘
-of Rs. 8 98 lakh besrdes shortages of Rs 32 59. lakh

(Para 2 74, r)'

ﬂ Due to detentlon ot‘ Rallway wagons beyond strpulated time, the Company pard Rs 10. 119
- crore towards demurrage charges during 2003-04 to 2006 07. '

' (Pazm 2 7.5, 1)

7 Quantrty of underloadmg of coal increased by 100 per cent though the quantity
' dispatched was almost. the same during the period. As a result,: the Company . pald.
- Rs. 38.64 crore as underloadmg charges durrng the perrod ﬁom 2003 04 to 2005 06.

‘ ‘ , (PamZ 752){
‘ jThe Company d1d not 1mpose penalty of Rs.11 27 crore on the transport contractors for

s unexecuted quantlty of. coal transportation as per the contract.
, (Para 2.7.5.3)

! Lilometre
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Snmmary af recammendatwns o

1. | The Management shanld adapt the shortest ronte to transport ‘coal: For thtsv o

- . | purpose nearest: 0peratwnal srdtng ‘should be attltsed by adjastmg the vakes
" linkage. Rallway sidings that can be put to ase with mmor modtf cations-
* -should be aperatwnaltsed, e :

2. Rehandlmg 0f coal shenla? be avotded as far as practtcable Utrltsatwn of

' | departmental dnmpers should be augmented to. avont’ rehandlmg of coal.and
‘the possrbtltty 0f extenswn af eanveyor belt at CHP Badnla shonld be praperb)'

- eansta’ered . . , e

] 3 | The. Management “should explore the possrbtltty 0f 0pen tendertng fer : o

_ : transport contracts wherever eaal handltng was above the Ievet set-by the o
o Management, e S - R :

B 4. - Electronw wetghbrtdges shonld be tnstalled at bath leadtng and’ anloadtng o

-| recoveries ejfeeted fram the transporters. Regular arrangement for annnal o
L matntenance contraets and their tmplementatwn shoald be ensnred, ®

5 . The Management shenld take all measares ~ta ensur that_ wagens are ;

1

v -The cases of increase in nnderleadmg af wagons shonld be mvestlgated and o
o analysed by the Management. : . :

20

presently operates 76 underground mmes nrne open cast mmes and four rmxed mines in

points so that shertage of eaal dnrmg transpartatmn could be ascertatned and B

nnexecnted qnantttles shanld be reeavered from ‘the. defaaltmg contractars

 West-Bengal and seven -underground mines, six open cast mines. and one mlxed mine in G
: Jharkhand n 14 areas. The Company has estnnated coal reserves of 44 49 bllllon MT

the. power sector The Company was declared a swk com any by the itd for Industnal L
‘& Financial Reconstruction (B][FR) in February 2001.‘;:The ‘rehabilitation scheme was. -
"—sanctroned in November 2004 by B][FR The scheme was rev1sed and approved by the C

. Government in October 2006. -

The coal after extractron from: the mmes is brought to the pit: head/depot by departmental

' dumpers and is further transported by contractors to rarlway siding-situated at a distance

- of 0.5 km'to 40 km. The cost of transportatron up to three km is borne: by the. Company A
. In case lof transportatlon of.coal beyond three km, the: Company is ‘entitled to recover-
transport ‘cost from the purchaser “at the rate of Rs.30 per: MT for a dlstance between 3
. kmsto. 10 kms; Rs.50 per MT for a distance exceeding 10 kms- but up- ‘to 20 kms, ‘and -

_ actual expendlture for a* drstance exceeding 20 kms. However, it was noticed that the
expendlture on transportatlon cost was higher than the- amount recovered Durmg a penod

o ,‘ of ﬁve years endlng 2006-=07 agamst the expendrture of Rs 283 01 crore 1ncurred only a-

L |
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-sum of Rs:186. 90 crore was: recovered leavmg a gap of Rs.96. 1]lcrore The transportatron -
. -cost comprrsed of 14 per. cent of the total varrable operatrng cost2 durrng this perrod

2.2 ‘Scope 0f audit .

The records .of 113 'of total 14 areas of- ‘the. Company apart from the records at -
Headquarters ‘were analysed in audit coverlng a perrod of five yéars ending March 2007. -

23 Audtt 0b]ecttves

. Performance audit on- the issues relatmg to transportatron of coal was: conducted with- a
' V1ew to assess: . : : : ‘

e the system of selectron and awardrng of transport work
’ o I) the system for ﬁxatron of rate of transportatlon of coal by the contractors
T e A‘the economy in selectron and measurement of routes '
s e g the efﬁcrency and economy of rehandlmg of coal ‘
o tthe adequacy of werghment system at 1oadrng and unloadmg pomts
) ié; the adequacy of the mechanrsm for nnposmg penalty, and :' '

o o -the adequacy of the monrtormg system wrth regard to. comphance w1th statutory
' “':‘obhgatlons : TN

| 2 4 ' Audtt crtterra

- @ .-:route measurement reports and transport contractor agreements
@ ‘schedu ofrates (SOR) and e '

o : @ 2 terms and condrtlons governlng the agreements
o 2 5 Audrt methodology o » '

“ "The performance audrt was conducted by exammmg records kept at Head quarters area,_'

~ _offices, collieries, depots welghbrrdges srdmgs and other associated units. An~ entry.

"conference -was held with’ the Management in Je anuary 2007 to-undefstand and drscuss the -

the effectrveness of varrous actrvrtres X BRI

ne issues’ relatrng to transportatlon of coa]l ‘With a view:to draw effectrve conc]lusrons and - ‘

o have coroHary evidences, as a sample three coa]l transportatron rotites were measured by
e audlt team in association Wrth Industnal ]Engrneerrng Department (IED) of the Company o
= “to” check whether shortest routes were in use. Further,- srdrngs and stockyards were

physrcally vrsrted to. examme the system of ]loadrng and transportatron The exrt -

Vartable aperatmg cost mcludes — Consumptwn of stores and spares, soctal overhead power and '

o fueI repatrs, contractual expenses (transportatwn expendtture) and cost of removal of ¢ over—burden

Sonepur Bazart, Pandaveswar, Kunustarta, Btmkola, Ra]mahal Salanpur, Sodepur, S P.. Mmes,_‘” :

- :, Satgram, Ka]or and Kenda

- * S.O.R. consists of gmdelmes wrth regard ta measurement of route dtstances, rates of transportatmn,
- award of work, system of reconctltatwn of payment, pemtlty for shartage/demarrage and responsrbtltty ‘
_— 0f contractars , . : ‘
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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 Amritnagar 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 annum’® after
considering the expenditure to be incurred on transportation of coal to Bankola No. 2
siding.

° Worked out on the basis of differential average annual expenditure incurred on transportation of coal
to POCP II siding instead of Bankola no.2 siding.
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2.7.1. 3 ‘In Salanpur area the measurement of routes’ distance for transportatron of coal

from the 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.- o

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 durmg the year 2002-03 at ﬁve-’ _
colhenes in the Salanpur area. : ‘ -

The Management in its rep]ly stated . the reductlon 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 Mouthdiki - colhery was transported through 3A and 9/ 10 pit rallway'

s1d1ng at a distance between three and four km and five and six km respectively. Though-

- the distance to-3A pit railway siding was shorter, the work order for transportatlon 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 quantrty ‘
transported through 3A pit railway siding during 2005- 06 and 2006-07. As a result, the"

- Company mcurred extra transportation cost of Rs.2.98 lakh which was avoidable.

The Management stated that the cost of transportatron for the 1onger drstance was
recovered from the consumers. The reply of the Management was not acceptable as
recovery of the extra transportatlon cost from ‘the power generatlon companies and

.ultlmately, the consumers was not an appropriate justification for using the longer route.

Further use: of longer route 1ncreases the risk of pllferage of coal ¢ en route.

Recomrnendatwn No. 2.1 -

The Management should ensure aﬁ‘er appraprrate cansrderanan, that

1) the shortest route ta transport coal ts nsed and in case af exeepnon, rt is

_ ]nsnf ed on record _
(ir') the nearest 0peranonal szdrng is ntrlrsed by ad]nsnng the rakes lrnkage, and

(iii) railway srdtngs ‘that can. be put to use with minor modifi eanons are |,
o operatwnalrsed, : '

2.7.2 Rehandlrng of coal

In-open cast mines coal is brought to pit head or depot by departmental dumpers and is
transported from pit head/depot to the railway siding or coal- handhng plant (CHP) by the
contractors. The scrutiny of records relating to eight, collieries” revealed that the coal
produced in the collieries was not, transported directly to CHPs by departmental transport -

. and the same was stocked in a nearby depot. This involved avordable loading -and
-unloading apart from transportation charges aggregating to Rs.49.05 crore during the

perlod 2003-04 to 2006-07. The instances notlced in audit are ‘discussed below

¢ Gaurandt, Dabor, Sangmmghar, Monoharbahal and Chkballavpur :
Pandaveswar, Sonepur Bazari, Ra]mahal Sldhull, ]KUmt New Kenda 2 ptt Chora 7 and 9 plt and

_.Lawer Kenda.
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2.7.2.1 Thé distance between the coal stockyards 10 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 dépot requiring -

the coal to be transported further to CHP by transport contractors who were paid loading’

“charges. for loading coal into-tippers at depots and transportation charges for carrying the .
coal to 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 dur1ng the period 2003- 04 to 2006-07 i in Ra_]mahal area.

The Management stated' that. dlrect unloadlng 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. the existing infrastructure of the . CHP unless major modification of the .

CHP was undertaken. As regards Pandaveswar, it was stated-that the. capacrty of the.

hopper of the mini CHP was low and if dumping was .done by the ‘dumpers directly it
- would delay the .dumpers’ movement and ultimately affect the ava11ab111ty of the dumpers‘
. for’ productron As regards Rajmahal area, it was - stated that in order. to -increase
productlon the coal from the face of the mine was’ “dumped (departmentally) nndway;
wherefrom it Was contractually transported to CHP due to longer lead and agemg of
' dumpers . v . . '

The: reply is not: acceptable since the Management had not conducted ‘any cost—beneﬁt
analysis “of - undertaking modification of the feeder breaker at Sonepur Bazari to
accommodate direct unloadlng by 50/120 Tonne Dumpers considering the high cost of -
rehandhng In Pandaveswar area, 35 tonne dumpers could unload the coal into-the hopper
of CHP by strengthenmg the existing -platform. The situation also needed special
attentlon considering that the dumper utilisation in this. area never exceeded 25 to 40 per -
_ ‘cent of available hours; therefore reply was not based on facts. In the Rajmahal area the
-utlhsatron of dumpers was never more than 50 per cent of available hours and there was
'st111 scope of utilisation of departmental transport as was the practice till 2002-03.

2.7.2. 2 The dlstance between p1t head at Siduli and JK. Unit and the Bahula siding was.
about one km. Therefore, the coal from the pitheads could have been transported directly
. to Bahula siding by departmental dumpers. instead of stockmg it in between and then
'transportrng it to' the siding,- as was the practice. As stuch an amount of Rs.40.17 lakh
incurred ~on this additional movement between 2002-03 and 2006-07 was avoidable.

Further, the dlstance between the CHP at Bahula and the siding was only 50 metres.

'Durmg the period 2003-04, 9.46 lakh MT coal was transported from the CHP to Bahula
siding wthrough ‘contractor at a cost of Rs.1.06 crore. Such movement ‘could be done by
extending the exrstmg conveyor belt as the, drstance between the” CHP and the Bahula
siding ; was less than 50 metres.. S :

-The-- Management stated that. transportatron of coal to the s1d1ng from CHP through
conveyor was -Umeconomical ‘considering the cost of infrastructure and its maintenance.
However the ‘Management had not explored th1s optlon Wthh would generate a
recurrmg beneﬁt to the Company ' :
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Recommeridation-No. 2. 2
The Managemem should ensure that _
G rehandlmg is avoided as far as practicable;

| @) uttltsatwn of departmenml dumpers is augmenteds and

'(iiz) possubzlujv of extension 0f conveyer 'belt at CHP Bahula is conszdered for!
' zmplemenmtwn . L :

2. 7 3 Rates for transportatwn

Rates of transportatlon of coal are: gulded 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 escalation ‘and de- escalatron Work is allocated among the regrstered*
contractors who accept the approved rates. : Cn o

: ‘][t was observed in audlt dunng exammatlon of records that Sonepur Bazari area opted for"

open tendering for transport contracts as per the dlrectlves of Vlgllance Department of
Coal India Limited. Notice Inviting Tender (NIT) was issued in ‘August 2006. The work.

was allotted to.L; bidder for loadlng of coal into tipper at surface stockyard, its®

transportatlon and unloadlng at CHP and transportatlon of crushed coal to railway siding:

A comparative statement of SOR 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:11.6 and Rs.35 ; per MT, respectively, the SOR rate ‘was Rs.14.02 and Rs.39.07 per

- MT..Award of work at open tender rates resulted in savings to the tune of Rs.2.27 crore"
~ for transportatlon of 35 lakh MT coal during 2007-08. ‘This indicated that ex1st1ng SOR

rates were higher than the prevalhng market rates.

The Management accepted the audit ﬁndlng and stated that open tendenng has been

,resorted to where coal ava11ab111ty was substantial.

: .Recommendatmn No. 2.3

The Management should explore the posstbtltty 0f open tendermg wherever ‘coal -
handlmg was: above the level set by the Management, ‘ -

2, 74 Wezghment 0f coal v ’

2.7.4.1 Outof 107 colhenes welghbrrdges were not installed at. the loadlng pomts

«of 64 collieries. In Pandaveswar area it was noticed that there was no weighbridge at any -
- of the loading pomt in any of the colherres As such, no Welghment was being done at
- loading points i.e.; pit head and coal was being transported by road up to Dalurband and

South Samla Railway siding and was being weighed there. Under this practlce there was
scope for pilferage of coal en-route which could not be determined in the absence of .

- weighing facility at loading pomts

It ‘was noticed in audit that one Pitless ]E]lectromc in-motion rail Welghbrldge was
procured (Aprll 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. After
suspension ‘of static weighbridges, coal from Kenda area was weighed either at

. Sonachora rallway siding at'a distances of six kms or at Andal railway weighbridge 14
kms away. As a.consequence the quantum of underloadmg 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 per'rake in' New. Kenda ‘
51d11ngs The area sustained loss of Rs.32.59 lakh on account of shortages. and paid excess
- underloadmg charges of Rs.8.98 lakh during the perlod from September 2006 to March:
2007 while the weighbridge remamed unmstalled and also blocked a sum of Rs.12. 46
© lakh for over 18 years. : .

'The Management stated. that ‘Pltless electronlc 1n-mot10n ra11 welghbrldge was in the '
, process of installation at Kenda Area C

- 2.74. 2 Eastern Railway granted (October 1988) a rebate of 20/30 palse per M'l‘ of bulk
coal welghed on electronic weighbridge. It was obsérved thatin some areas thére was'
abnormal delay in - installation of weighbridges and- frequent breakdown of weighing -
machmes in- splte of annual mamtenances contracts being signed. At Sonepur Bazari the

*_duration of breakdown of the weigh br1dge was to the: extent of seven to- ‘ten. months-

',durmg 2004-05 to 2006-07. As a result, Sonepur. Bazari areas could not weigh coal at .

" Pure Sltalpur 51d1ng and coal was transported to Andal Rallway s1d1ng at a distance of -

“three to four km where it was welghed as 17.43 lakh MT ‘coal from 2002-03 to 2006 07.
As a result the Company could not avall rebate of Rs 5 23 lakh besrdes leavmg scope of :
prlferage of coal en- route '

o Recommendatwn No 2 4

7 he Management shonld ensure that » :

(t) | electrontc wetghbrtdges are. rnstalled at both loadmg arid anloadtng pmnts 50
| that shortage of coal dnrtng transportatwn conld be ascertatned and recavertes -
' 1 maa’e from the transporters, and R :

(i) arrangement Jor annual maintendnce contracts of wetghbrtdges are monttared

: for timeliness of contraetzng and. thetr tmplementatton

2.7.5 ' Inaa’ence of demnrrage L

B Ra1lways charge demurrage in case loadmg of rake is not done w1th1n the stlpulated time

per1od As per clause 1.9.1 of SOR, pertaining to penalty-for demurrage there should be
-no detentlon of wagon at the rarlway siding due to failure of transportatlon of sufficient.
_ quantlty of coal to the siding and in case-of such failure, the contractor. shall be held
responsible and demurrage, if any, paid- by the Company shall be recovered from the
contractor’s blll/dues/secunty deposit.. :

2.7.5. 1 Scrutmy of records pertammg to payment of demurrage charges revealed that the :
"Company had been paying demurrage to Railway authorities for detention of wagons o
‘beyond: perrmssrble limit. The Company ‘paid Rs.10.19 crore- to Rallways ‘towards
demurrage charges from 2003 -04 to 2006-07. Detalled scrutiny of records revealed that-
-demurrage charges' in Tespect 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 Kenda area, Rs.38.73 lakh to Rs.74.83

lakh. for Kunustoria area; and Rs.17.81 lakh to Rs 56.33 Jakh for Pandeveswar area.over a. '

perlod of . four’ years endlng 2006-07. However no- amount was recovered from ‘the
contractors on thls account S : :

The Management attrlbuted the delay malnly to
‘ i)'.f supply of wagons/rakes more than the requlrement of the areas

'ii) law and order as well as 1ndustr1al relatlon problems in the areas
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| iiiy - strike/bandh called by the pol1tlcal partres

iv) heavy rainfall affectmg coal product1on and drsruptmg coal transportatron at the
- siding; and

v).' removal of shale/band/stone and other materials towards quallty loadmg of coal
However, besides above, the other 1mportant reasons notrced in audit were:

l) - _farlure of -the contractors to- load covered wagons supphed by Rallways w1th1n
“strpulated t1me : :

'il)_;' non-avallabrllty of loaders and

iit) - madequate quant1ty of s1zed/qual1ty coal.

The Management stated that demurrage charges could not be recovered from

transporters brll 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 attrlbuted to the contractor to mmrmrse

- delays and recover costs.
" 2.7.5.2 Clause 1.9.2 of the SOR provrded that the contractor engaged in loadrng the ‘

railway wagon ‘shall. ensure under the supervrslon of the colliery Management that

- wagons were loaded as per their capacity and no overloading and underloading was done.
~ Audit not1ced that underloading charges amountlng to Rs.38. 64 crore were ‘paid -to
. Rarlways from 2003- 04-to 2005- 06. : S

The Management stated that the maJor compellmg reasons for overloadmg/underloadmg .

- were:

i) ‘frequent and umlateral revision of minimum perrmssrble carrylng capacrty of
different types of wagons by the Railways,

ii) failure to load Ranlganj coal of Grade A and Grade B, bemg lighter in we1ght in '
- wagons to the extent of minimum perrmssrble carrymg capacrty, and '

) 111) lack of facrhtles at different railway yards avallable to adjust underload quantrty at

- the welghbrldges except at Rajmahal area.

The reply of the Management reflected lack of co- ordrnat1on between the Company andi
the Railway . authorities. As mentioned’ earlier, there was lack of arrangement for pre-
weighted loading by installing electronic weighbridges. Furthermore, test check of

~ records of Pandaveswar, Kunustoria, Sonepur Bazari and- Bankola areas revealed that .
~ during 2004-05 to 2006-07 the quantity. of underloadmg mcreased by about 100 per cent'

whereas quantity of dlspatch was almost the same..

2.7.5.3 As per clause 1.9.4 of Part-Il[l[ of SOR the contractor has. to ensure the requrred -
progress of work as stipulated by the' Company In case of failure on the part of the

" contractor, penalty to the extent of 25 per cent of the unexecuted quantity assessed on
] weekly basis at the awarded rate would be 1mposed and deducted from the contractor’s
' brlls/dues/securrty deposit.

- Audit scrutiny revealed ‘that the contractors transported lesser quant1ty of coal than
-required under the contract in Kunustoria, 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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However the Company did not’ recover any amount by deductmg the same from the
contractors bllls/dues/securlty depos1t

The Management stated that since the coal produced and avallable for transportatlon was
fully transported to the s1d1ng by the contractors, the questlon of 1mposrt10n of penalty on
the contractor drd not arise.”

The reply is not based on the facts since the production 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 perlod 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 in
Kunustoria the quantities executed were 246.34 lakh MT, 34.59 lakh MT and 37.69 lakh
MT, respectlvely The unexecuted: quantities were to the extent of 60.71 lakh MT, 7 59
lakh MT and 11. 38 lakh MT respectlvely :

,Recommcndanon No. 2.5
The Management shonld take all measures 10 ensure thnt
G- wagons are reqntsrttoned as per reqmrement,

: (t’i) recovery of penalty for. detention of wagons beyond sttpnlated ttme where
ottrtbntable fo- transport contractors is enforced :

contractors, and

; (nt) lpenalty in respect of nnexecnted qnanttttes ts recovered from the defanlttng IR

L (rv) ‘the Management shontd tnvesttgate and analyse the reasons and canses for o

tncrease in nnderloadtng of wogons Lo

2' 8 Conclnsron '

Eastern Coalﬁelds Llrmted had been suffenng losses and transportatron costs const1tuted’f‘ § ‘
14 per cent of the total variable cost. Audit assessed the i issues relatlng to transportanon -
of coal. Audit review revealed deﬁcrencres in-the use of shorter routes; minimising: . -

; "rehandllng of” coal avallablhty of the we1gh1ng facilities “at- loadlng points at collieries

and srdmgs hlgh incidence of” demurrage and -underloading of - wagons. The review -~ o
',revealed that the Company failed to ensure accuracy of. weighing by mstallmg

.welghbndges at the loadmg and the unloadlng points ina large number of collieries. This

nledto uncertamty in weight of coal transported and consequent leakages losses and -
X penaltles Shorter ‘routes were not availed for. transportatlon of coal leading to h1gher S
* ¢ costs. High- demurrage charges were paid each year for delayed loadmg of rakes. The . - -
Company also failed to verify whether adequate stocks were transported to the s1d1ngs to .
* ensure that the contracted quantities were- l1fted by the’ contractors There was a 100 per B
© cent 1ncrease 1n underloadmg of wagons. : : : '

o The matter was reported to the Mmlstry in Ja anuary 2008 reply was awa1ted
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- delayed b1llmg and consequent leakage of revenue. .

' CHAPTER I o
Bharat Sanchar Nigam Limited
- 'Revenue earnﬁngs from Leased Line Services

" Hrghhghts

Delays in prov1s1on of leased c1rcu1ts resulted in. potent1a1 loss of revenue of
Rs.28.12 crore. ’

(Pam 3.7 1)

Lack of- proper database in respect of leased circuits resulted in 1ncomplete and o

(Pam 3. 72) |

.'Non-recelpt and/or delay in recerpt of comrmsswnrng reports non~ava11ab1hty of
. billing data arid non-receipt of- complete data from: field “units resulted in non-
ﬂbrllmg for Rs.14. 46 crore and delayed bllhng of Rs 70 73 crore '

(Pam3 73) o

Non-rece1pt of commrssromng reports in. respect of s1ngle wmdow customers‘ S
' resulted in non-brlhng of crrcurts of the order of Rs. 55 10 crore..” : o

(Pam3 74) -

o "Incorrect apphcatlon of tarlff resulted in short bllhng of Rs 14 89 crore mamly on
.+ account -of non- apphcatlon of revised tariff and rate “of “service tax; non- . B )
'apphcatlon of tariff as per resources ut1hsed 1ncorrect grant of dlscount and non—"_ o
v-recovery of compensatron ' : - : s

'.l‘" Although there was no scope for accumulatron of outstandrng dues i rn respect of
. leased circuits as all the dues and rentals ‘were to be collected in advance -
" Rs. 292 65 crore ‘was outstandmg as of October 2007 i :

(Pam 3 7, 6)

B

L The ‘TVAR][T’ software package developed for leased 11ne servrces proved to be"'f“ 3
_ 1neffect1ve as only 52 per cent of the c1rcu1ts could be processed by the software

(Pam 3779
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Summary of recommendations

L 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.

X 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 fixed 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
Jollow-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 taking 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 ‘TVARIT’
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 generatwn

-The revenue projected and earned from the leased hne servrces of the Company for the -
last s1x years ending: March 2007 are grven below: ,

Tabﬂe-3 I: Revenue projected and earned over the years

Year " ‘Revenue projected = |- Revenue earned Shertfall (-) or excess (+)

T v?(Rs im crore) - - (Rs in crore) - - L e s

| “2001-02 | Not Available | A 348.89 A ]

[72002-03 [ 735000 | 46657 | 11657

" 2003-04 ’ © 606.00 . -500.80 | .- ()105.20

2004-05 : ©525.00 42098 (910402 |
- 2005-06° | - 350.00 ;o 52994 . o 17994 ) -
‘-_2006 7. ... . 350.00 . . - 52172 | .. : 171. "/2,;. :

The 73 per cent mcrease in revenue prOJected from 2002-03 to 2003 04 was on account
of anticipated increase in revenue under the single window scheme. In order to meet the -
competition from other telecom players, leased line tariff was drastically reduced from
May. 2005 and the prOJected revenue for 2005- 06 and 2006 07 was also accordmgly

: _ reduced

Revenue earmngs s1nce 2002 03 started 1mpr0v1ng Wlth the 1ntroduct10n of smgle
window scheme.

3.3 , Audtt 0b]ectwes '

The main obj ectlves of audlt were to assess that:

o there was a proper system in p]lace for trmely and effectlve provrsron of leased hnes

" and.

o the system for billing andcollection of revenue of leased lines'was vveM'*established ‘
and functioning to ensure revenue. was efficiently billed and co]llected and there were
no leakages. ' C

3 4 Audxt crtteria

o The ‘main audit cr1ter1a used were:

o codal provrs1ons and orders issued from t1me to time by the Company and Telecom
‘ Regulatory Authorlty of India (TRAI) relating to the leased hnes

© ‘the system prescrlbed for billing and collection of revenue and

e ;database relatmg to leased lines.
3.5 Scope 0f audit

The performance audit covered. the perlod from 2001-02 to 2006-07 and exannned the
relevant records pertaining to 17 c1rc1es (including one telecom maintenance region, i.e.,

" Northern Telecom Region and two telecom districts i.e., Chennai and Kolkata) and. about

30 per cent of total Secondary SW1tch1ng Areas (SSAs) in each of these se]lected crrcles '

1 Andhra Pradesh Assam, Bthar, Gu]arat Karnataka, Kerala, Madhya Pradesh Maharashtra, Orlssa,

Punjab, Ra]asthan, Tamil Nadu, Uttar Pradesh (East) and West Bengal.
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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 codal 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 districts®
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, Kerala, 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 pomted out by Audlt most of the SSAs accepted the facts, stat1ng 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 serv1ces ‘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
areas in SSAs as well as in their respective circle offices.

Audit scrutiny of the récords 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: : :

: (@ . In these circles- and. telephone dlstncts although the sanctrons for prov1s1on of
leased circuits had been issued, the. basic data relating to the sanctions, their dates of -

provision, particulars of local leads prov1ded types of circuits. and the media provided to
the subscribers were not maintained in the circles. Audit also noticed that no database__ ‘

' regardlng the techmcally feasible areas was. maintained in the SSAs.

o ‘-'V(n) ‘In these circles,- the database contalmng partrculars of: requ1s1tlons recerved for
. provision-of circuits, demand notes issued and collected, and-circuits comrmss1oned were

also not maintained for the subscnbers opt1ng for s1ngle window scheme

:_(111) ‘No. database was mamtamed in-the- circle ofﬁces relatmg to md1v1dual category o
) § customers’ such as the Railways, Defence, .Central/State Government organlsatlons and
- others in respect of the 01rcu1ts leased to these orgamsatlons

(iv) Under the smgle w1ndow scheme while the data on number of subscnbers was'._ -

~available at the Corporate office and in the circles, there-was no’ information’ on the-
: number of leased. cncults provrded to the® subscrlbers or the date from whlch the cncults .
" were comrmss1oned

: 'bAudlt also observed that lack of proper database resulted in 1ncomplete and’ delayed; _;
Ly blllmg and ‘consequent suppress1on and leakage of revenue ln the cases dlscussed in’ the

succeedlng paragraphs

-3 73 Non/delay in. issne 0f annaal bzlls
" The Corporate office 1nstructed (November 2002) that the rentals for the first year were
“'to be recovered in advance for 12 months from. the date. of- mstallat1on/prov1s1on 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 billing month. For the third - -

year, annual rentals were to be recovered as per the conventional - billing cycles®. These:
1nstruct1ons were not adhered to which led to loss of revenue in the followmg s1tuat10ns

3 Each exchange under-a SSA has a particular billing cycle, c'alled conventional billing cycle’, th its

billing -system for issuing rental bills. The period of the second year’s. annual advance rentals of a

- particular leased circuit subscrtber under that exchange is to be adjusted .with or fitted tnto that

conventmnal billing cycle for issuing of bills. .
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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
districts* 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 less 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 circles’ 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, Kerala, Madhya Pradesh, Maharashtra, Northern
Telecom Region, Orissa, Rajasthan, Uttar Pradesh (East) and West Bengal telecom circles as well as
Chennai and Kolkata telephone districts.

 Andhra Pradesh, Gujarat, Karnataka, Kerala, Madhya Pradesh, Maharashtra, Northern Telecom
Region, Tamil Nadu and Uttar Pradesh (East).
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3.7.5 Incorrect applrcatwn of tariff -

Inadequate internal controls and failure to adhere to the instructions of the Corporate
office resulted in incorrect. appl1cat10n of tariff for leased circuits. leading to-short billing .
and consequent leakage of revenue in the cases: -discussed in the succeedmg paragraphs

3. 7 5.1 Short btllmg due to non=rewswn of tariff

The Company issued- several tanff orders andinstructions from time fo 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 énsure - their -

implementation' by maintaining a tariff-order reg1ster bes1des 1ns13t1ng on submission of
1mplementatron certificates from the SSAs.

Test check of records- (between November 2006 and March 2007) of the rental b1lls of
leased line services pertaining to 22 SSAs in.eight circles and ‘two telephone districts®

~ 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,
resultmg in short billing of Rs.2. 78 crore as detailed in Annexure VIIL.

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

3.7.5.2 Short btllmg due to non-application of tariff as per resources utilised

The codal provisions stated that the- leased circuit prov1ded within a Short Distance -
Charging Area (SDCA)’ 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 provrded 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. tarlff for leased circuits
was revised from 1.May 2005.

| Audit scrutlny (between September 2006 and March 2007) of records 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 wire charges This
resulted in short billing ofRs.3.75 crore for the above period. '

On this being pointed out, four SSAs stated (September/lDecember 2006) that

supplementary bills to the tune of Rs.22.83 lakh had been issued. Further, Hyderabad
SSA sstated (December 2006) that the clarificatory orders issued by the Corporate office

- were contradictory and it was decided (August 2005) to charge at smgle rate 1rrespect1ve ,b

of two wire/four wire with effect from 1-May 2005.

The above reply is not tenable because the aforementloned order of August 2005 was not.

applicable in these' cases as Audit observation related to the period J anuary 2001 to April
2005 Further these cases were also related to the leased ‘circuits within SlDCA i.e., local’

¢ Andhra Pradesh, Assam, Gu]arat Kerala, Madhya Pradesh Maharashtra, Ra]asthan and Tamil Nadu
-as well as Chennai and Kolkata telephone districts. '
7 It is the smallest territorial unit for charging purpose, ‘normally cmnctdes wrth Tehstls 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, Tamil 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
Annexure 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 remalnmg years, including the

_ year in which it was surrendered.

Audit reviewed (June 2006 and February 2007) the records pertamlng to Karnataka c1rcle '
as well as Chennai and Kolkata telephone districts and found that circuits wetre 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.four years to nine years, but the SSAs failed to recover
compensation of Rs.1.73 crore for the unexpired period of guarantee. This was mainly.on

-account of omissions, wrong application of rates of compensatron and non—rece1pt of
'closure advice notes by TRA units. S :

On this bemg pomted out by Audit, the circles and telephone drstncts accepted the facts "
and stated that act1on was be1ng initiated for recovery. '

3.7.5. 6 Short bdlmg of circuits Ieased to the Radways

As per codal provisions, rentals for lines and speech circuits leased to the Rallways were
to.be finalised every five years by the Company-in consultation with the Railway Board.
The rentals applicable for the block of 1991-92 to-1995-96 and for the block of 1996-97

. t0 2000-01 were finalised in February 2002 and August. 2006, respect1vely The rental for

the subsequent block was yet to be finalised pending which the rentals were to be billed
on prov1s1onal basis at the tarlff fixed for the precedmg block ' :

- Audit scrutiny of records (between November 2006 and March 2007) for hnes wires and

speech circuits leased to the Railways relating to Gujarat and Madhya Pradesh circles as
well as Kolkata Telephone District, disclosed that bills for the rev1sed rental were not '
issued resultmg in short claim of rental of Rs.3.40 crore,

' ‘On this being pointed out, all the above circles and Kolkata Telephone Dlstnct stated

(between November 2006 and April 2007) that they would issue supplementary b111s

3.7.6 Inadequate momtormg of 0utstandmg dues

All the dues and rentals in respect of leased c1rcu1ts ‘were to be collected in advance as
per the codal provisions. Hence, there was l1tt1e scope for accumulat1on of outstanding
dues. The Corporate office also issued (December 2002 and June 2003) instructions

_ regarding steps to be taken by the c1rcle offices and SSAs to minimise outstandmg

telephone revenue dues

‘However as of October 2007 an amount of Rs.292.65. crore was outstanding agalnst:

various categones of subscribers of leased line services. The category-w1se break-up of
total outstandmg dues were as below .
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'l‘able=3 2 Categor‘y=wrse posmon of outstandnng dues im leased line servrces -
L ; - (Rs'in crove) -

Year Defence Central ‘State Govt. | . - Private parties - -
! L ‘ Govt. ' ' ‘ i
Upto 2001 02 1. 808 | 14.79 690 4644 1
200203 © L | ¢ 0191 i 5630 0914 o v o0 1615 )
i 2003-04 - oo 1481 - 1003 o149 e s -0 19.07
1200405 [ - . 129 . ...478 ) - 097 ¢ - - - :2733
1 200506 . | 186 . o245 - 154 - .- . 4173
2006-07 ] 306 | - 427 - - 095 oo - 69.54
“ A ]17 68 _ .. 4195 12. %y " 22@ 26
Total outstandmg | o 292 65 o .

Out of the total outstandmg amount of Rs 292 65 crore; 75. 26 per cent ‘was outstandmg ~

agalnst private subscribers, 20 38 per cent against Central Government -departments ‘

'mcludmg Defence, and 4.36 per cent was outstandmg against' various State Government

departments The amount of outstanding bills against private subscribers was mcreasmg )
‘every year since 2002-03 and in the year 2006-07 alone, the outstandlng dues agamst this
category 1ncreased by Rs.27.81 crore as compared to the. prevrous year. -

Audit observed that. the outstandlng were- prlmarrly due to ‘delays ‘in dlsconnectlon of
. circuits | for non:payment. of bills, non-regularisation of accounts in- respect of closed
connections, non-reconciliation. of dues. and payments inadequate. monitoring of '
collectron of revenue and 1nadequate follow-up regardlng recovery of outstandlng dues

" 3.7.6.1 Alccumulatton of outstanding revenue due to n0n=dlsconnectwn/delay in
dzsconnectmn for non-payment . ) S -

As per the exrstlng instructions, payment of rentals for leased lme connectrons Were ‘to be
made in' ‘advance within 21 days from the date of issue of bills. Farlure to pay the bills in
time rendered the connection liable to be disconnected on the 35® day from the date of
issue of the bill.: The Accounts Officer, Telephone Revenue (AOTR) is to issue
dlsconnectlon orders and on receipt of the same, the exchange officer. should disconnect
such connectlons on the dates indicated therein. The Corporate office also Jissued
mstructlons for issue of letters. of notice to the defaulters prior to disconnection, besides
telephonlc reminders. Further, prompt;action was to taken to collect the outstandmg
revenue and accounts were to be regularlsed on account of closed connectlons

Test check of records in nine SSAs under Andhra Pradesh Blhar Rajasthan and Tamrl
Nadu circles as’ well as in Chennai and. Kolkata telephone districts disclosed that in
respect | lof 36 cases, despite non—recelpt of payments within the scheduled dates, these -
SSAs d1d not disconnect the circuits in time and allowed the circuits to function. Audit

observed that the reasons: for non-disconnection were non-receipt of disconnection list, .

dlsputes in payment/blllmg, 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
Kolkata telephone district, there were 285.cases where the SSAs delayed disconnection
despite non-payment.of dues, resulting in accumulation of outstanding revenue of Rs.8.36
crore. The delays in disconnection ranged from one to nine months.

On this belng pointed out by Audlt the SSAs stated that the matter would be: venﬁed and
requlred action would 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 above, 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 ‘TVARIT’, for provisioning and upkeep of the point-to-point leased line
services. “TVARIT’ was an online 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 Mb® link installed in Delhi, Chennai and
Kolkata, respectively. The Corporate office also issued (April 2002) guidelines for
utilisation of ‘TVARIT’ 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 “TVARIT" 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 “TVARIT’
system to the existing Data Centre (i.e., National Internet Backbone Project III) at
Mumbeai in order to arrest the deficiencies of the “TVARIT’ 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.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 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

* Mega bits
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‘different branches 'and also between : its cucles -and momtormg .of outstanding.
: Computensmg all activities related to the leased line services would effectively support
the Company to ensure maximum output economlcally and efﬁcwntly

The statements of facts of this report have been accepted by the Ministry.
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CHAPTER HV

@ -

- Constraints existed in procurement of basic inputs.

- Hﬂndnstan Paper Corporatnon anted

' Prodnctuon pert‘ormance of the paper mills and marketmg of paper
szghlzghts B '

Agamst the installed capacity of 200000 MT, the productlon durlng 2002-03 and
2006-07 ranged between' 1.97 lakh MT and 2.10 lakh' MT mdrcatmg capacity

utilisation between 98.7 per cent and 105 per cent. The Company achieved the

msta]lled capacrty when it produced ]hlgher gram per square metre (GSM) paper. -
(Paras 4.7.1 and 4. 72) i

Excess downtime led to loss of production of 1,58,'561 MT. Controllable factors

like mechanical maintenance, paper breaks, spool jamming and shortage of pulp '
were responsrble for the maximum downtime during 2002 03 to 2006-07.

(Pam 4.7.3)

: ‘Desprte encouragmg results and adoption of alkahne 51zmg by its competltors the.
~ Company d1d not sw1tch over to alkahne 51zmg from acid. srzmg

(Para 4.7.4.1)

Excess consurnptlon of raw material and other inputs over the norms fixed by the.

‘Company also led to loss of contribution amounting to Rs. 53 30 crore during the

period under Teview. -
' (Pam 4.7.5)

(Pam 4.7.6)

The Company’s market share declmed 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 remamed between 1.80 lakh MT and 2 lakh MT.

- (Paras 4. 7.2 aznd/# 7 71)

The Company could not achreve the overall target of sales durmg 2004-05 to
2006-07.

: (Pam 4.7.7.2)
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Summary of reeommendations

1.

Marketing efforts were not adequate and were  not supplemented with better

- market intelligence and there was 1no. mechamsm for assessmg the performance of
Sales Depots

(Paras4 7.7.3 and 4, 775) ,

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

(Para 4.7.7.5)

‘The Company could not comply w1th envnronmental requlrements as stlpulated in -
.the Corporate Responsibility for Environmental Protection (CREP) guidelines.

" (Para 4.7.8)

Zl‘ he Company should examine ‘the basis of determznatton of capaczty of the

paper mills for a more realistic and proper appreciation of the performance of
the two mdls :

, T ne Company should formulate and tmplement a eomprehensrve maintenance

‘poltcy Jor_its mills that includes defined responsibilities of the various
Sunctional wings. It should consider introducing a combination of predtcttve, '
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 monttormg equipments should be installed in
alt the identified inaccessible zones. T he Company should streamlme the supply

' of bamboo and chemicals to minimise shut down of pulp mill.

The Company should introduce alkaline Stzmg at the earliest to extend the
product range to value added products Roll handlmg and wrapptng of paper
should be mechanise to the extent possible.

'The Company should review the recommendations from various studies/reports

. ‘relating to reduction in consumption of various inputs and on the basis of the
ireview, implement the accepted recommendattons ina time-bound manner.

‘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 cultwatton and provtdmg dtrect f nancial benefit -

~ 'to bamboo growers.

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

The targets for each zone should be set based on realistic assessmient of
-markets.
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8 T he: Company shonld establlsh procedure and def ine staff accountabilities to:
strengthen. its market intelligence system and expand n‘s stockists’ base .

9. The Company shonld strengthen its Qnalny Control Departrnent. o

- 10, - The- Company shonld ‘achieve “zero stock’ of finished goads at the end of -
S fi nancial year by establishing systems and procedares after dae review and ’
- ymplemenang the eonsnltants recommendatwns

- _71 1 Complzance wnh _environmental reqntrements as sapnlated in the CREP
' guidelines shoald _be prioritised for implementation.

4.1. Introdacaon

lendustan Paper Corporatron lerted (HPC) was mcorporated on 29 May 1970 asa .
wholly owned Government Company under ‘the Ministry of Heavy- ][ndustry The
Company has two paper miills, 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 obJectlve of using locally available bamboo
~ resources to produce pnntlng and writing paper for mass consumption in the education -
‘sector. The Company was, therefore, generally producing low value 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. involves pulp. making (chipping of basic raw materials, digesting, washmg, '

_screening, cleaning and bleaching) and conversion of pulp into-paper by mixing of
- chemicals, calendarmg and beatmg/reﬁnmg of pulp The flow chart of the paper makmg
process 1is glven mAnnexnreX '

4. 2 Scope of aadn

A Performance Audlt was conducted of the productlon and marketmg actlvrtres of the
- Company covering the five year period from 2002-03 to 2006-07.. The Corporate office at
Kolkata, the paper mills-at Nagaon and Cachar. and three of the five- Reglonal Offices -

- were covered in this review.

4.3 Audit objectrves ' - T

" The Performance Audit was conducted to assess: that:

o paper rmlls were,operated and maintained efficiently;
o procurement policy of major inputs was effective; | ,
o prodnction planning, and marketing etrategy was well co-ordinated; and
_@‘ | 'tﬁe internal controlt's‘ystem was well established. A

44 Andtt crn‘erta

_ "The follow1ng cnterla were adopted for Judgmg the performance of the Company: -
© InstaHed capamty of the machines.

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

e Norms fixed by the Company for consumption of inputs.
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. Industry best practices.
< Maintenance schedule given by original equipment manufacturers.

B 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  Audit 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 utilisation 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 GSM' 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 utilisation 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 utilisation 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, Tamil Nadu Papers Limited
(TNPL) on the other hand increased with the expanding market as is evident from the bar
chart below:

Chart 4.1

" Production performance
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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 Annexure XI, a brief summary of the same is given below:

Table 4.1
Name of Downtime Actual Downtime (per cent)
the Norms
Machine (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)
Jessop | 9.7 27.8 [ 183 265 1202 [295 159 | 20.5 180 | 158 19.4
L&T 9.7 24 20.2 22.00 | 16.1 27.3 177 1.20.7 19.0 | 204 | 199
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-The excess downt1me at CPM and NPM resulted n productlon loss of 1,58,561 MT of

paper dunng 2002-03 to 2006-07 (Annexure XID. Analysis of. downtrme for this period -
1nd1cated that controllable factors like ‘mechanical maintenance, paper breaks, spool

jamming and. shortage of pulp were responsible for.the maximum downtlme These are

~ discussed in detail in the followmg paragraphs

4 7.3.1 Mamtenance

To contain downtime on account of mechamcal problems w1th1n the norm of one per cent
as fixed by the Company, it was required to follow a sound mamtenance policy. However
the following deficiencies were noted:

° The Company had not developed a comprehenswe mamtenance pol1cy

e Though the Company adopted preventive and predlctlve malntenance schedule
neither did the preventive maintenance schedule (PMS) cover all equlpment/parts
as required in ‘the original equipment. manufacturer’s manual nor was it followed
stnctly The Company’s Procedure and Work Instruction Manual covered only
preventlve mamtenance of major equ1pments : SIS

e Though predlctlve mairitenance ‘was 1ntroduced in NPM the Management had not

: 1dent1ﬁed “inaccessible - locations. for . installation - of - ‘condition’ - monitoring

equlpments It 'was observed that out of 543 maccessmle locatlons in CPM, the
Cornpany installed cond1t10n monltormg equlpments in only 97 locatlons '

In the absence of documented policies in respect of replacement and revampmg, such
works were undertaken on.a need basis and not in a Systematic manner: Test check of
mmutes of productlon meetings also revealed lack of adequate plannmg for carrying out
shut down activities, poor 1nter-dlsc1plmary coordination among different work groups
and absence of checklist for: shutdown activities. The consultant appomted for technology
upgradatlon, also had - observed (December. 2005) ‘that due’ to Jlack of adequate
refurb1shment a consrstent stable and efﬁment operatlon was not p0551ble in the nnlls

The Management stated that both preventlve and predrctlve malntenance were - taken
recourse to- depending upon the criticality-of the equipment in product1on line. The shut
down act1v1t1es were charted out in the form of-a bar chart. and ‘action’ ‘plan was drawn

accordmgly much in’ advance and that comphance of checklist and. co- ordlnatlon of -

related activities had helped to curb unwanted machlne down—tlme and tlme over run of
- annual shutdown : D e 4 ,

The Management s content1on is not supported by the fact that down t1me on account of
mechan ical problems during: the period under review was generally h1gher than the norm "
“of one per ‘cent and-touched - three per- cent in’ the case of L&T ‘machine in- 2006 07.-.

TNPL, on “the “other - hand; was able to- brmg down the downtime -on account of
: mechan ical problem from 0. 7 per cent (2002 03) to 0. 33 per cent (2006 07)

A 3 2 The aud1t rev1ewed the reasons for excess. downt1me and noted the followmg

o L Downtune due to’ hlgh mc1dence of process trouble hke paper “breaks andj-j '

Jammmg of wrappmg machme (spool) dunng 2002 03 to 2006 07 ranged between E

2 Predtctxve mamtenance A mamtenance whtch models past behakur to predtct fatlures
Preventtve maintenance: A maintenance in which machines are checked permdtcally
Eqmpment to assess the condttton 0f machine and equtpment.

|
i
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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 21 hours at CPM and 35 hours at
NPM against the norm of 14.88 hours for each mlll :

o  Since the pulp mills had a storage capacity of 10-12 hours, there should ordmanlyv

be no downtime in the paper machines due to shortage of pulp. Scrutiny, however,
revealed that durinhg the period of review, downtime due to pulp shortage ranged -
between 307 to 1211 hours annually. The pulp mill downtime is also attrlbutable _
to shortages in availability of bamboo (refer para 4.7.6), 11quor shortage (cooking
media), accumulation of unbleached pulp and problems in machines and the
- processing of 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

@ formulate and implement a comprehenstve Maintenance Poltcy Sor its mills that
includes defined responstbtllttes of the various functional wing;

(ii) consider mtroducmg a combination of predictive, preventive and proactwe
: maintenance and for this may obtam necessary data/i nformatzon Jfrom other |
- PSUs in this sector;

(iii) introduce an online integrated information system for maintenance
" management and reduction of downtlme,

(iv) install condition momtormg eqmpments in all the identifi ed macceSStble zones;
and :

™) | streamlme the supply of bamboo and chemicals to minimise shut down of pulp
mill.

4.7.4  Operational constraints

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 of this
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 commercial benefits. The Company in its reply resorted to a general response. Besides,
to be successful, the Company needs to ensure time bound pI'O_]eCt evaluation' and

1mplementat10n 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 DCW®, 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 LSRP® 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 Washer
* LSRP-Lime Sludge Reburning Plant
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sources ‘to -ensure -sustainable supply -of bamboo through Farm- Forestry Scheme® and

Tissue Culture, the Company 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 heneﬁt_to the farmers through NGOs. Further, the
progress of the Bamboo Resource 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 not progress due to non- -settlement of the
issues relating to compensation with the Government of Assam.. While accepting the
audit observation, the Management stated that they had taken action to improve the
monitoring of the Farms Forestry Scheme.

Recommendatwn No. 4.5

The Company should establish proper arrangements to sustam its co=-0rdmatton 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 culttvatton and provtdmg direct f nancial benefit to bamboo
growers.

4.7. 7 Marketing set=up

The Company marages its marketmg act1v1t1es through its Marketmg 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 nelghbourmg
countrres through Merchant Exporter i.e., Deemed Export.

4 7 7.1 Sales peiformance

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 between 1.8 lakh . MT and 2.1akh 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 ] products outside the govemment departments/rnstltutlons ,

The Company also faced increased competition from B grade mrlls even in its market-

' w1th Government agencres

Recommendation No. 4.6
The Company should.
(i) take steps to buzld bmnd tmage of its products, and

(i) include value added products to ltS product basket.

4772  Monitorin g regz0n=w1se sales performance

Review of sales target vis-a-vis actual sales of the five regions during 2002-03 to 2006 07
(Annexure XIV) revealed that the targets were not reahstlcally fixed as evrdent from the
followmg :

¢ Farm Forestry Scheme - A scheme under which financial assistqncé is given to willing farmers for
supply of bamboo when harvested to HPC.
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° ;Desplte 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
ireglons were increased by 29 per cent and 31 per cent, respectrvely in 2006-07
! over the prevrous year’s target

o ' 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 sales in 2005-06.

© Though the sales ‘'of West Zone declined sharply in 2006 07 when compared to
1 2005- 06 the Management had not analysed the teason for it

Audrt observed that while- fixing targets the Company drd not take into account
followmg factors, which resulted in setting of unrealistic targets. :

© the strength and business practlces of the competrtors
o loyalty and expected performance level of stockrsts
. o product wise demand potential i ina partrcular state; and
o mechamsm for correctly assessing the performance of sales depot offices.

 The Company thus could not achieve the overall target of sales durmg 2004-05 to 2006-

07 due to ineffective market mtelhgence and a shrinking stocklst base as brought outin

the subsequent paragraphs

-The Management contended that although the sales targets were ot ﬁJlﬁlled the actual
closing stock had come down every year. The Management’s contention is not tenable as
stock 11qu1datron was due to special measures taken to reduce mill closing stock (for

details refer Para 4.7.7.5) Further, the ‘Management’s reply is - silent- on settmg of -

unreahstrc sales targets.

Reeommendnnon No. 4.7

-

The targets Jor each zone shonld be set based on realzsttc assessment af markets.

- 4.7.7. 3 Ineﬂ’ectwe market mtelltgenee and shrmkmg stockist network

The Company mtroduced market mtelhgence system ‘in December 2002 to receive

information and feedback on business practices of competitors and price movement, and-
the Company s Strategic Business Plan (2006- 11) emphasised the need for better market

mtelhgence 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 Strateglc Business Plan (SBP) envisaged increasing the depth and

coverage of the Company’s stockist network for better market ‘penetration. In fact, the -
- Company’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 that TNPL’s stockist network mcreased »

durmg 2000—01 to 2006-07.

Reeommendatwn No. 4. 8

T he Company should establtsh procedure and def ine staﬁ acconntabtltttes te '

strengthen its market zntelltgence system and expand ltS 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 of Rs.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 failed to comply with the CREP guidelines with
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respect to AOX’ 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 stated
(October 2007) that in line with CREP gurdehnes the Company had drawn action plan to
be 1mplemented with MTUP.

478 2 Bamboo dust gasifi catmn plant and lime sludge reburmng plant

Lime Sludge Reburning Plant (LSRP) at NPM and CPM was approved (N ovember. 2003)‘

~at a cost of Rs.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 generatlng producer gas for partial substrtutlon 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

Compltance with enwronmental requtrements as stipulated in the CREP guidelines
should be prtortttsed for tmplementatwn :

4.8 Conclusmn

The Company faced problem. of excess-downtime due to poor maintenance and pulp
shortage leading to consequentidl 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 perlod 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 revampmg
its marketing efforts.

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

” AOX- Absorbable Organic Halides
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MINISTRY OF PETROLEUM AND NATURAL GAS

CHAPTER V

=] .

- 0il resultlng in loss of Rs.127.79 crore.

- Indian Qi Corporanon anited
" Operanon of Haldna Reﬁnery N

) Htghhgh ts

Planmng for productlon of Euro III -high speed d1esel from D1ese1 Hydro v
Desulphurlsatlon Unit was inadequate. : , '

(Para 5. 72)

; Re51d Fluidised Catalytlc Crackmg “Unit - (RFCCU) could - not process. planned

quantity .of short residue (SR). The unprocessed SR was disposed of as Furnace

(Para 5.7.3. 1) '

: The. capac;lty of RFCCU was not deSIgned in line Wlth the crude processing

capamty of the refinery resulting in diversion of available unprocessed feedstock
for productlon of low value product. : o

(Para 5.7.3. 2)

* Despite adequate domestic demand capamty utilisation of Catalytlc Iso-Dewaxmg :
~ Unit. for production of Group II Lube 011 Base Stock (LOBS) ranged between 32
' per: cent and 67 per cent

(Para 5.7.4)

. 'The consumptlon of naphtha for productlon of hydrogen in. Hydrogen Generatlon .
_Unlt (HGU) was in excess of norms resulting in loss of Rs. 15 80 crore.

(Para 5 7. 5)

Summary of recommendattons

1

MOU . target of the ref nery may be ﬁxed conszdermg the potentlal ref mng
-capacuy ,

The. Company should commensurate the capaaty of the secondary processmg
units of the refi inery w1th its crude processing capacity and properly plan the

| production of environment fnendly petroleum products as per time frame _

prescrtbed by the Government of Z[ndta. _
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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 CIDWU
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'. 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 requirement.
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 MMTPA 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 1I 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 2001-02 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

! Million Metric Ton Per Annum

? The eastern region consists of West Bengal, Orissa, Assam, Arunachal Pradesh, Manipur, Meghalaya,
Mizoram, Nagaland and 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 Annexure 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 following criteria were adopted for judging the performance of the Refinery:

. 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.

5.5  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  Audit findings
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 Percentage of
(MMT) (MMT) processed Utilisation to
(MMT) installed capacity

2002-03 6.0 4.1 4.51 752
2003-04 6.0 42 452 753
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 5.84 973

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 ie., 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) should be the performance 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
performance 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 Haldia
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 refinery may be fixed considering the potential refining capacity.

5.7.2 Capacity limitation 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 DHDS 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. modlﬁed (December 2000) to produce HSD. Wlth sulphur content.

0.05 per. cent by weight. following -instruction (January 2000) of Government of India "
(GOI) ‘for supply of HSD -of that specification to the metros. With the: 1mplementat10n of
auto- fuel policy, MOP&NG directed (February 2002) that supply of HSD-would be (i)
BS H HSD (0.05 percent by wt ‘S’ ") for entire country from April 2005 and. (i) Euro IIT
HSD (0.035 percent by wt S”) for four metros and seven other’ maJor cities’ from Aprrl

- 2005 and for entire country from Apr11 2010.

'.In November 2000, the Company decided to set up facﬂrtles for 1mprovement in d1ese1
* quality and distillate yield:(Hydrocracker Project) at Haldia Refinery at an estimated costr i
of Rs.1518 crore. The, basic objective .of this project was 'to produce Euro — IIT HSD in -
- line with the existing- crude processing capacity (six MMTPA from 1998) of the refinery.

- Since the entire Euro III' HSD would be available from the proposed Hydrocracker unit,
‘the reﬁnery did not-consider: enhancing the capacity of DHDS for production of Euro I -

HSD in-line with its crude processing capacity. It was subsequently. decided. (April 2003)

- to defer the implementation of Hydrocracker project till April 2010 as a major portion of

projected output from the unit would be surplus since supply of Euro III HSD would be

applicable for the country from April 2010. DHDS unit was modified in‘November 2005
- for production of Euro III.HSD but without enhancing its capacity in line with the crude
__ throughput-(six MMTPAY) of the refinery. In June 2006, the refinery decided.on a low

cost: revamp- of DHDS. unit to 1.5 MMTPA .at a capital cost of Rs.7.80 crore with a .
completlon schedule of November 2007. The work is yet to be. completed (January 2008)

" . Asis ev1dent from the sequence of events narrated above, the Compariy took three years |
-~ (from 2003 to 2006) to decide on the upgradation of the DHDS unit to meet the Euro 1
‘norms and to enhance the capacity of the unit to match the refinery capa01ty The _

refinery,. therefore, could not meet the requrrement of HSD (BS II and Euro TIT) of the

'regron and brought about 663 TMT HSD (1nclud1ng 242 TMT Euro III "grade) into

eastern ‘region during 2005 06 and 2006-07 to meet the deficit. The reﬁnery, however,

.produced about 100 TMT Euro II HSD. from CIDWU (set up for productron of Group o
LOBS) during 2005- 06 ‘and 2006-07 by- not fully ut111s1ng the CIDWU for productlon of v
.. Group II LOBS desplte the ex1stence of domestlc demand for such LOBS (refer to para -
- 5.7.4). : : .

"~ While the Management in its reply Jjustified the ch01ce of Hydrocracker technology over
“the other alternatives, ‘it did not Justlfy the delay in exploring the possibility: of a low cost - '
revamp to tide over intervening period. The decision to modify the unit for productionof =
“Buro IH HSD and the ‘capacity revamp at-a low cost could have: been taken after the .
_ postponement of the Hydrocracker pI‘OJCCt in Apr11 2003, ’ :

. Recommendatwn No. 5. 2
|7 he Company should _’ ;

(@) commensurate the capacity of the secondary processmg units of the ref nery

with its crude processing capacny, and

(u) pmperly plan the production of environment fmendly petmleum pmducts as per
_ time frame prescrzbed by the Government of India.

- 5.7 3 Resrd Flmdlsed Catalytw Cmckmg Unit (RF CC 0

.1 Audlt notlced constramts in the de31gn and operatlon of RFCCU as dlscussed below o
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@

" 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 MMTPA)
- of the unit was fixed on the basis of refinery crude throughput of 4.6 MMTPA

(i)

although the crude processing capacity of the refinery had- gone up to six-
MMTPA in 1998. Consequences of this mismatch in capacmes have been
discussed in para5.732. -

One of the basic objectives of RFCCU was to process Short Resrdue (SR) Wthh
would otherwise be disposed off as FO (a low value product), for production of
value added products. If SR is disposed off as FO without processing in RFCCU,
the refinery has ‘to blend distillate product (HSD) as cutter stock to make SR

marketable 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, Il and -

III) were considered for finalisation of design of RFCCU. While SR was- not
included in Feed I'and II; Feed I consisted of SR to the extent of 20 per cent.
Though RFCCU 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 Il i.e., w1thout SR as a feedstock component. The

result of the RFCCU’s mablhty to process- SR to the extent of 20 per cent due to
problems in RR section has been d1scussed in para 5.7.3.1.

5.7.3.1 Inability to process SR as per the deszgn feed

RFCCU was. commissioned in September 2001 at a cost of Rs. 362 82 crore. Since its
commissioning, 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 quantity 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

'refmery to the extent of Rs.127. 79 crore’.

: : Table — 5.2 : .
Year | RFCCU SR processed | SR not processed in. | HSD blended as Distillate
: Throughput in RFCCU RFCCU & diverted cutter stock - loss due to
(feedstock . (asa " to FO* with blending of
processed) percentage of (TMT) unprocessed SR | HSD as
(TMT) Jeedstock (TMT) cutter stock
processed) _ S (Rs. in
' ) crore)
Q) (03] ©)] “) 5 6
2002-03 635 11.0 58 19 . 9.04
2003-04 577 8.9 64 21 . 12.63
2004-05 730 6.0 © 102 - 34 33.04
'2005-06 | . 738 7.6 - 92 30 34.73
2006-07 ' 812 -10.1 80 . 27 38.35
Total 396 131 127.79

* thferencé between 20 per cent of feedstock processed and the SR processed in RF C cU

3 Rs.127. 79 crove is the differenti'al cost.
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The Management stated (August and November 2007) that: - -

o The unit was unable to process more SR due to operatlonal problems and -
. maximisation of SR processmg would result in lower LPG productlon and- lower
 liquid distillate yield. : : :

0 The present viscosity® of SR was more than that consndered for de51gn1ng of
' - RFCCU resulting in lesser SR processing. -

e RFCCU processed 730 TMT to 812 TMT of feed dunng 2004-05 to 2006-07
~ against its capacity of 700 TMTPA 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 not tenable in view of the fol]lowmg

e . With six per cent SR processing the LPG y1eld 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

processmg With 8.9 per cent SR processing the yield of liquid 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. '

° The addntlonal margin earned by the refinery during 2004-05 to 2006-07 by
increasing the-throughput of RFCCU had no relation with the quantum of SR not "
processed in the REFCCU. The fact remains that RFCCU, which was installed to
‘process 20 per cent SR of the feed could not meet its objectlve

The Management -further stated that revamp of RFCCU capacity w1th modnﬁcatlons in
the design of its reactor and regenerator section with the assistance of the process licensor
would be considered after implementation of Hydrocracker pmJect (2009 10)

5.7.3.2 Capacwy lzmzmtmn

The feedstock processing capacity (0.7 MMTPA) 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 MMTPA in 1998. The details of reﬁnery and RFCCU
_throughput, feed avallabnhty and dlversmn of unprocessed feed to FO in the five years
ended 2006 07 is given in Table — 5.3. :

* Property of liquid indicating resistance to flow.
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Table - 5.3
Year Refinery RFCCU RFCCU Unprocessed | Opportunity | Total
Throughput | Feed Throughput | RFCCU feed | loss due to | (Rs. in
(TMT) Availability | (TMT) diverted to | not crore)
(TMT) FO (TMT) producing
value added
product
(Rs. in
crore)
(H (2) ) 4| (=314 (6) ()
2002-03 4513 700 635 65 26.27 | 100.61
2003-04 4518 700 577 123 74.34
2004-05 5418 850 730 120 101.53 | 285.00
2005-06 5502 850 738 112 94.09
2006-07 5836 900 * 812 # 88 89.38
Total 385.61 | 385.61

* Proportionate to 0.85 MMTPA RFCCU capacity at refinery capacity of 5.5 MMTPA as
assessed by the Management
# Throughput was increased by operating the 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 utilisation 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.100.61 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 crore’.

Besides, it was assessed that the availability of feedstock for RFCCU at the refinery
throughput level of six MMTPA was about one MMTPA. 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 CIDWU,
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
availability for RFCCU increased from 850 TMT to 900 TMT during 2004-05 to 2006-07
which was more that its capacity.

¥ Rs.285 crore have been calculated based on the difference between the value of distillate products that
could be generated from such feedstock in RFCCU and FO.
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| Recommendatton No. 5. 3
:T he Company should

\@  augment the feed processzng capacity of RF CCU so as:to process the avazlable
' feedstock for generating movre distillate product; and .

_' (ii) ~ remove the problems in the reactor and regenerator section of RFCCU for.
processing planned quantzty of SR in a ttme bound manner -

5.7.4  Capacity nttltsatzon of CID WU for productton 0f Group I LOBS o

In order to enhance LOBS production with 1mproved quality oils, the Company decided
(July 1999) to'install Catalytic Iso-Dewaxing Unit (CIDWU) for production of 140 TMT.
per annum. Group II LOBS. The capacity of this unit was fixed based on ‘projected .
~ indigenous demand. The CIDWU set up at a cost of Rs.361.84 crore, was commissioned
~ in March 2003. The year wise market demand and productlon of Group i LOBS by the
reﬁnery during the four years endmg 2006- 07 are given 1n Table — 5.4. ,

) * Table-5.4 )
Year . Domestic market .Group IX LOBS productlon Actual:Group ‘|. Percentage of .
' demand of Group I capacity of CIDWU ) IILOBS | capacity |
" LOBS (IMT) =~ | production in utilisation of
- (TMT) ' . : CIDWU CIDWU for
: . ' (TMT) . | production of -
B . , Group II 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° - 6T

¥ Pro]ected by the Marketing Division

. The Management stated (N ovember 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 mstalled capacity during the period from 2003-04 to 2004-05.
During 2005-06 and 2006-07, the production of Group II LOBS was only 55 per cent to
- 67 per cent of the installed capacity and the spare capacity of the unit was utilised for
productlon of Euro TII HSD (71 TMT in 2005-06 and 28 TMT in 2006 07) due to_
: capacrty 11mrtat1on of DHDS unit (refer to ]Para 5.7.2). ‘

The. Management further stated that Euro III HSD was produced from CIDWU by usmg
“the available spare capacity 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 mcreased dur1ng 2005- 06 and 2006-07 as thls operatlon boosted the reﬁnery

throughput

The contention of the Management is not tenable since there was adequate domestlc

- 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
productlon the Management could have achieved hlgher reﬁnery throughput and gross
margln in 2005 06 and 2006-07.
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The Management also stated that there was limitation of gradewise productlon 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 N/H 500) was more than its production
capacity dunng all the four years from 2003-04 to 2006-07.

Recommendatwn No. 5.4

assessing extstmg and futuré demand for these products.

The Company should maximise the production of Group II LOBS Sfrom CIDWU after '

'5.7.5 Excess consumption of naphtha in Hydrogen Generatton Unit (HGU) for
productwn of Hydrogen

. To meet the requirement of hydrogen for DHDS unit, one HGU with a capacity of 11,000

MTPA was installed in July 1999. The capacity of HGU was subsequently (June 2003)
enhanced to 15,000 MTPA. Hydrogen was produced from this unit by processing naphtha

(distillate product) as input.- The design yield of hydrogen from naphtha was 26.5 per

cent. It 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

generatron of the required quantity of hydrogen. It was observed that such excess

consumption of naphtha was the result of frequent start up and shut down of the unit due
to unreliable power supply.

The Management stated (November 2007) that modlﬁcatlon jobs in the electrical system
were taken up for improvement in reliability in power supply. _

Recommendatwn No. 5.5

naphtha in HGU :

The Company should institute corrective measures to reduce excess consumptwn of

5 8 Conclasmn

The capa01ty utlhsatlon of Haldia Reﬁnery was low during 2002-03 to 2005-06 and the
Company had to bring in products from other regions to meet the demands of the regions.

Capacmes of the secondary processing units like DHDS and RFCCU 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 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
. (Buro IIl 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 only under utilisation of CIDWU but the unit was used for generatlon of Euro IIT

_ HSD. , .
. The matter was repOrted to the Ministry in January 2008; reply was awaited.
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CHAPTER VI

Indian 011 Corporatron Limited

Marketmg of petroleum products to buﬂk consumers

,9--

| Highlights

Indian Oil Corporatlon lerted (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 7.1(i5)

Durrng 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. 1.86 million metric tons due to
shrftmg of customers to alternate fuels. ' - : ‘

(Pams 6.7.2.1 and 6.7.2.2)

: Non—1nclus1on of bulk products in performance parameters in Memorandum of

Understanding (MOU) with the Government resulted in incomplete evaluation

and ratlng of performance of marketmg activities of the Company.

> , . B ~ (Para No. 673(1)) »

There had been contmuous increase in dlscount 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 dunng the same

- period. In case of FO/LSHS and naphtha there was a decline in sales volume -

after 2004—05 despite enhancement in dlscounts offered by the Company
(Para No. 6.7.5()

The. Company extended discount of Rs.1 ,336.63 crore on sale of. High Speed
Diesel and Rs.352.11 crore on sale.of Aviation Turbine Fuel during the period
2002- 03 to 2006-07 w1thout any structured discount pohcy for the products. .

(Para No. 6. 751(1)) :

* 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.
' (Para No. 6.7.5.1 (uz))

‘In Punjab, Maharashtra and RaJasthan State offices. the sales targets for certain

products like FO, LSHS, light diesel oil. (LDO) and bltumen could not be

B achleved even after extens1on of dlscount beyond cap.

' (Para No. 6.7.5.1 (i)
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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.. A

(Para No. 6 7.5.1(v)

As 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)

Kerala State Road Transport _Co_rporatioh 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 31 March 2007.

(ParaNo 6762())

o Three hundred and e1ghty nine consumer pumps valuing Rs. 6 80 crore and nine
‘Railway : consumer depots valuing Rs.2.44 crore were idle and 950 consumer

pumps Valumg Rs.16:62  crore were underutilised thereby making a total
investment of Rs.25.86 crore wasteful :
(Para No 6 7 9)

The Company suffered under recoveries of Rs.212.73 crore on account of-

transportatlon charges of LDO and naphtha and Rs.145.54 crore on transportatlon '

of high speed d1ese1 and motor sp1r1t dunng 2005-06 and 2006-07.
(Para No.6. 7. 1 0)

Summary 0f recommendatwns

I

‘The Company should consider tncludmg all its major products for evaluatzon as

per the set peiformance parameters and targets in MOU with the Govemment of
Indta : :

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 approprtate authority and should be -

closely monitored at Head office. -

 The Company should formulate a formal policy for extension of credit for

aviation turbine fuel supplies to airlines and monitor adherence to it.

' 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
Management in taking conscious decisions and the monitoring of outstandmg'
. dues beyond credit period is made more rigorous. . -

The Company should streamline its internal systems to ensure billing and Sfollow
up with the DGS&D consumers for ttmely issue of bills and collectwn of
payment.

The 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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T he Company should review its poltcy on recovery 0f transportation costs for
sales to bulk consumers to safeguard its mterests

6.1 Intmductmn

7.

- Indian Oil Coxporatlon lented (Company) was mcorporated in 1964 '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
of R5.7,499 crore for year 2006-07. The Company and its subs1d1anes account for 47 per
.cent of the market share of petroleum products.

" The Company has its marketmg network spread throughout the country. The Marketing
Division, with Headquarters at Mumbai is headed by Director (Marketing). It 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:

DG&SD consumers, i.e., paramilitary forces, rallways army, air force and navy;
and . o :
(b))  Non-DG&SD consumers con31st of various other sections mainly airlines, thermal-

- and power companies and fertilizers companies.

-As per the statistics' of March 2007, the Company had 48164 bulk consumers which
~'included 339 DGS&D consumers and the. remammg 47825 consumers were non-
DGS&D consumers.

The total share of sales to bulk consumers was 41 42 per cent of the total sales in 2006- o
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 Qil/Low Sulphur Heavy Stock,
constituting 33.36 per cent and 32. 99 per cent, respectively of the. quantltles sold to bulk -.
consumers in 2006-07. '

6.2  Scope of Audit .

A review of the perfortnance of the marketing activities related to the bulk c'onsumers
~ sales in respect 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 Reglonal offices.

6.3  Audit objecttves
Performance audit was carried out to assess the effectiveness of '
@) 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;
(i) . systems established for achievement of bulk sales targets as envisaged in the
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Memorandum of" Understandmg (MOU) entered with the Government of India
(GOD); s

.(iii) the infrastructure facﬂltles created by the Company for supply/transportatlon of
petroleum products to bulk: customers and mechamsm estabhshed for recovery of
costs; and :

(iv) pohcy to manage competltlon from other 011 marketmg companles (OMCs) and -

altemate fuels.
6.4 Audit criteria
The following criteria were adopted for assessmg the performance

e . Sales data pertaining to the penod 2002 03 to 2006 07 mcludmg sales targets and
1 MOU fargets. : .

® - The policies and guldehnes on’ marketlng act1v1t1es and sales promotlon 1ssued by
the Management. :

Company

° Various schemes introduced by the Marketmg Division to boost sales
performance

° Polrcles regarding providing infrastructure facilities to bulk consumers.

6.5 }Jludit 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 meetings during the audit. The Management’s replies received in OCtober 2007 and
November 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
petroleum product, were selected. Of the femaining, a sample size of 250 non-DGS&D
bulk consumers representmg 0. 5 per cent of total non—DGS&D consumers were covered
in aud1t :

6.6 Acknowledgement

Audit takes this opportunlty to thank the Management and the staff of the Company for
their co-operatlon and assistance in the conduct of th1s Performance aud1t

6.7 Audtt f ndmgs _
6.7.1 Market share of bulk sales

@) Durmg the period from 2003-04 to 2006-07 the quantrty of bulk sales to. total sales
' of the Company dechned from 44.67 per cent to 41.42 per cent as shown below:

The credit policies, discount pohcles and cheque facility pohcy fo]llowed by the |
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Cons1dermg 2002 03asa base year the bulk sales increased by three per cent; upto 2006— -
07 which was not commensurable with growth of total turnover of the Company whrch
grew by 10 per cent dunng the same penod as shown below:

Tah}le=6 1 Comparnsorr of bulk saﬂles to tota]l. sat]les

ear 200303 2@@3-@4_ [ 2004-05 | 2005-06 | 2006-07

| Total sales (in TMTs) . - lasxea - | 461956 "4879:7.2" 47700.7_ | 50751.5

| Bullcsales nTMT) = | 204001 | 200041  |213195 | 200660 | 210224
Per cent growth m total sales quantlty* , ‘100' . |.101 , -1‘05' S 1'03.’. - s-llb '
Per cent growth in bulk sales’ quantlty* i 100 _ 102 ' '-17057, : 99 103 -

: '*Conszdermg 2002—03 as a base: year -

=(r.11) Comparny s market share ws a vis othe}r @MCS,

The. posrtlon of market share of the Cornpany in companson to other ‘hajor competltors
in the mdustry durmg the perrod 2003 -04 to 2006- 07 in various products was as below:
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Table 6.2: Market share of major players of oil industry (per cent)

Naphtha
Year 10CL BPCL' HPCL? RIL? Others
2003-04 28.0 10.4 11.2 443 6.1
2004-05 46.4 14.5 20.2 9.4 9.5
2005-06 21.8 12.1 9.8 524 3.9
2006-07 23.8 11.1 10.3 50.0 48
FO/LSHS
Year 10CL BPCL HPCL RIL 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 18
2006-07 56.8 21.3 17.8 1.8 2.3
Bitumen
Year 10CL, BPCL HPCL RIL Others
2003-04 61.2 11.8 18.9 - 8.1
2004-05 63.3 13.1 15.9 - 27
2005-06 62.8 14.6 149 = 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: -

- 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.

6.7.2  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.

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

’H‘able 6.3: Movement of customers with quantnty from Company te other OMCs

2002-03 | 200304 | 200405 | 2005-06 | 200607 | Netloss
, Figures in brackets show net gain to the Company
g LB = LBl & B -« | _E “ | & “ | B »
£ |35 (3E| 5 |%E| B |%E| B 3F| E3F %
& Zil& 53| & |%E| & %5 B FE| &%% &
(3] i 51 31 Q| 9 . [31
FO/LSHS | 25| 94626 | 8| 40859 | 5| (35532) | 104| 295406 | (6) | (29664) | 136 | 365695
BSD - 3| (4870) | 7| (12017) | (14) | (15940) | (7) | 155597 | (28) | (41958) | (39). | 80811
Naphtha | 0 ‘0l 0] 0] o 0] o0 0| 2| 28000| 2| 28000 | -
- LDO 6| 21850 | 1| 3705| (3] 76202 | 14| (5327)| (D-| (3759) | 11| 24089
Bitumen | 7| 11050 (- 6 | 14 4| 11800 3| (1800) | 3) | A1150) | 17| 9914
SKO 0| - o0 0o o0 1| 7200 2 359 0 0| 31 7559
HPS 1 850-| 0 0 0 0] o 0]l 0 0 - 1| . 85
| Total 42 | 123506 | 22 |. 32561 |. (7) | (24852) | 116 | 444235 | (42) | (58531) | 131 | 516919

*All figures have been worked out after reducing the customers/business gained by the Company Srom
the customers/busmess lost. : : , )

I'Audlt 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 PSU Compames and w1th 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-ablé to increase thelr market share by
S offermg more discounts than those offered by the Company ’ - : '

The Management s reply-is- not acceptable because the amount of. discounts offered by
the Company also increased durmg the penod under review as discussed in para 6. 7. 5 (@)
wrthout resultmg in commiensurate 1ncrease/retent10n of market share.

6.7.2.2 Swztchmg over of consumers 1o altemate fuels

Due to a r1s1ng trend in crude pr1ces petroleum products became costher over the years
resulting in switching over of bulk consumers to other sources of fuels like electricity,
coal and gas. Consequently petroleum products like naphtha lFO and LSHS- became
surplus : L :

Table-6. 4 below 1nd1cates the product wise loss of busmess by the Company durmg

2002-03 to 2006-07 due to customers shifting to alternate fuels.

Table-6.4: Loss of business due to shnftmg of customers to aiternate fuels

(in MTs)

roducts 2002-03 2003-04 2004-05|- 2005-06 2006-07 Total
'Naphtha - 0 103915 131707 609961 14638 860221
FO 48580 24950 . 83602 168363 203322 .528817
LSHS 30000 0 205127 400 11800 247327
HSD 56260 1352 13882 8241 42648 122383
LDO 10860 21420 18113 29883 6628 86904
HPS 0 0 0 16228 1772 18000
Total 145700 151637 452431 833076 280808 1863652
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_Duringé 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 cent, respectlvely of the total sales of these products durmg the penod under review.

The Management stated that drop in naphtha sales was due to customers.switching over
to gas. To utilise surplus naphtha, installation of . naphtha cracker and Coker units at -
refineries was under consideration and till such trme as the umts are comrmssmned the

vsurplus naphtha was being exported

The reply was not tenable because in-the s1m11ar market condltlons 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 incurred a loss of Rs.598.99 crore-on export of naphtha durlng 2005-

06 and 2006-07.
6.7.3 Targets for marketing activity

The Company enters into a MOU with the GOI every year ﬁxmg ‘the performance
evaluatlon parameters and targets for its various activities 1ncludmg marketing. The
" deficiencies observed in this system of performance evaluatlon and fixing targets were as
follows: -

i) :Non-inclusion of bttlk products in MOU targets

Till 2004 05, the Company did not include sales of bulk products for ﬁxmg performance
evaluatron 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,
b1tumen and ATF, which constituted 27.6 per cent of the total sales’ of the Company in
2006—07 still remained excluded from the MOU.

The Management stated that MOU parameters were decided by an mdependent 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 1ncluded 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

con81dered for market share calculations.

The reply was not tenable because MOU parameters were decided by the task force on
the bas1s of proposals made by the Company. The Company did not propose targets for
bulk marketmg of these products because of its constraints and thereby completely

excluded these items, whrch constltuted 27.6 per cent of the total turnover from the’

MOU..

Exclusmn of these bulk products resulted in mcomplete evaluatlon 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 consrdered when
_ evaluatmg the performance of the Company by the Mmlstry : ,
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- (ii) Revisions and downsrzmg 0f sales targets fixed.in internal M OUS

- 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 excluding ATF. Audit noticed .
that the Company revised. its annual mtemal 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 in performance 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 1.51 per cent to 7.11 per cent, the downward revisions in non-
"MOU products ranged from 3. 43 per cent to 59.41 per cent. ‘

- The Management stated that targets were downs1zed 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 availability of the product, viz., LSHS/LDO due to

‘processing of economrcally advantageous high sulphur crude. Targets are not revised due .
to any loss of sales to the competitor. In respect of HSD (bulk sale) the targets and the

- achievement have been consistently going up which proves that the target setting process.

and momtormg -of sales are 1nst1tut10nahsed processes duly 1ncorporat1ng mld-course

- correction in the Company : : :

* The reply is not tenable because rnternal targets were generally down31zed in respect of -

those consumer- products (FO/LSHS, bitumen and naphtha) which are not included in. -
. performance: parameters in MOU with the Government. This mdlcated that the marketing
- activity did not:adequately focus on non-MOU" products desprte constrtutlng a maJor

portion of the bulk product trade as drscussed above.

Recommendation No 6. 1

| The Company should cansrder including all its major produets for evaluatwn as per
the set performance pammeters and targets in M OU with the Government of India.

E 6.7. 4 Marketmg 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, cred1t and cheque facility for different products and segments of consumers.

‘ Audit revrewed the formulation process of the Marketmg strategy and its 1mplementat10n
~and ansmg observatlons are dlscussed below ' v :

6.7.5 Discount polrcy

The dlscount policy empowermg the Heads of State ofﬁces to offer dlscounts on FO,
LSHS, LDO and other free trade products was approved by Director (Marketing) in -
January 2002 in order to combat the competition arising out of imports by traders, direct
import by customers and also from other OMCs including standalone Reﬁnerles
._Drscount 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 ana1y31s of 1mplementat10n of d1scount pohcy 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 g sale
(Rs. in crore)
(TMT)
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
per 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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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 OMCs who had 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 finding difficult to withstand competition from OMCs and could-
not retain its market share in FO/LSHS, naphtha and bitumen as brought out in para
6.7.1(ii) above. : .

6.7.5.1 Defi ciencies in the implementation of the discount poltcy

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:

(@) 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 of Rs.1,336.63 crore on sale of 31757 TMTs of HSD 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 durmg 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 GOL.-

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 0£31757 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 1rregular1t1es in dealing W1th
+ cases on stand alone basis. '

(i) Extension of addttto_nal discount to settle old dues

Uttar Pradesh State Office had been supplying HSD to UP* State Road Transport
Corporation (UPSRTC) under an agreement signed with them from 1 December 2003 to
30 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 discount 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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dlscount of Rs. 11 81 crore : for settlement of outstandmg dues. and mterest thereon. The

amount of dues mcludmg 1nterest aggregatmg to Rs.3. 38 crore. could not be adjusted so

far (qune 2007)

The Management stated that, the discount was mcreased from Rs.150 per KL to Rs.310
per KL|as Reliance Industries Limited (RIL) was a competltor It was a business decision

to adjust old outstanding of Rs.10.04 crore and to waive mterest Volume was now t1ed :

" upto September 2008. -

The reply is not acceptable as settlement of old debts of the customers by way of offermg

B additional discount tantamounts to waiver of bad debts and therefore, required the .
: approval of the Board of Directors. This was against the ﬁnancml dlsmphne and

delegatron of ﬁnanclal powers

(iii) Frequem revisions and violation 0f the terms 0f agreemem -

As per‘ agreement for sale of HSD to- Rajasthan State Road Transport Corporatlon

Llrmted (RSRTC) signed in February 2004, the Company allowed a discount of Rs.450
per K]L Though the agreement was for a perlod of three years, the- Company increased
the dlscount to Rs.650 per KL in July 2004, with effect from February 2004 and again to
-Rs.850/ per KL in July 2005 on the justification of competition from RIL. The Company
also converted Rs.50 per KL prompt payment discount as per agreement into regular
discount from July 2005 thereby. increasing the total discount to Rs:900 per KL. Frequent
revisions in -terms of agreement resulted-in a loss of Rs:13.78 crore (Rs.2:59 crore on

account of change in credit terms, Rs.10.24 crore on account of increase in discount and-

Rs.95 Iakh on account of converting Prompt Payment Discount into-trade discount). In
addltlon to increased discount, the Company also revised the payment terms of the
agreement allowing the customer to pay in three fixed instalments in 4 month instead of
payments for actual supplies thrice a month. The relaxation of the commercial terms was
to be viewed in. the light of the fact that the Company already had a negatrve marketing

‘margin | ’on the sale of HSD to the customer ‘which increased to Rs 17.83 crore- after the

above fman01al concessions.

The Management stated that commercial terms for RSRTC had been rev1sed from time to
time to| protect volumes of 10000 KL per month due to threat. from entry of Reliance

][ndustrres Limited during 2004. ]Durmg February 2007 Rajasthan State” Ofﬁce was the
first state to reduce discount from Rs.900 per KL to Rs.500 per KL. :

The reply is not tenable because frequent rev1srons in the terms of agreement defeated the
very purpose of entermg 1nto a long term agreement. :

(lv) Extenswn of dtscount beyond the discount cap

Ina test check of records of Northern and Western Reglons (sample spread over. Punjabf
“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 dlscount cap of Rs.148.82 crore by these-three state offices during the period 2004-05
to 2006-07 ‘The excess discount was granted mainly on FO, LDO, LSHS and ‘bitumen.
: Desplte exténsion. of discount beyond cap the actual sales of these products (2129. 19
T™MT) fell short of the target of 25 19 TMT as detalled in Annexure X VH

i
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(W  Extension of dzscoum‘ beyond the marketmg margm

In test check of records in Rajasthan, ]Delh1 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 Annexure XVIII). In the Rajasthan state, the market margin was
exceeded despite overall discount cap being exhausted resultmg in total fman01al outgo of

Rs.8.53 crore.
- i) N0n=zmplementatzon of controls envisaged in the dtscoum pollcy

3 _lFollowmg deﬁcrencres in- the implementation of the controls env1saged in the drscount
pohcy were noticed:

e " Asper gurdehnes 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 ‘competifors or minutes of negotiations with the

customers. In the Western Regronal office of the Company, audit scrutiny of 278 -

‘discount cases revealed that in 112 cases (i.e., 40 per cent of the cases revrewed) the -
" proposal was processed by the Company w1th0ut any’ supportmg documentary evidence

as required under the guldehnes

The Management stated that it was not: poss1ble to collect such documentary evrdence as’

 customers were not ready to give th1s information in wrltmg

The reply is ; not. tenable because the Company did not follow its own guldehnes and in

‘'such cases did not even record the minutes of negotiations with the customer. ~

°®  The Company policy requ1red that proposals for extending 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 pohcy

As per the delegatron of powers State heads could  not further delegate the1r

delegated powers to officers down the line. 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, wh1ch was subsequently not approved

. In case discount extended by DGM, UPSO the Management stated that the State ofﬁce
~ had. been advised to get the. d1scount proposal ratified ﬁom the State-head.

Recommendatton No 6. 2

| The State Offices should be stmngly adwsed to adhere to dtscount caps and the sales

target. Discounts above the caps should be fully justified in a transparent manner and |
reviewed pertodzcally by next approprtate authorzty and should be closely monitored

| at Head office.
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6.7.6 Credtt policy

The cred1t pohcy 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 credlt worthmess and the security avallable

6.7. 6.1 Extenswn 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 2007. 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 (detalls in Annexure
- 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 fortnightly payments on the 15™ and the 30™ of each month and cover the shortfall by
' 10t of next month. However, settlement and reconciliation of dues-with these airlines
was delayed and the outstanding dues of these airlines started accumulatmg over the
period.

The Management stated ‘that outstandmg dues and collections from airlines were
monitored continuously at apex level and efforts were made to minimise the outstanding.

The repiy 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.

Recommendatmn No. 6. 3

The Company should formulate a formal policy for extenswn 0f credit for ATF
supplies to airlines and monitor adherence to it.

6.7.6.2 Lack of controls in the lmplementatwn of credit policy

In accotdance with the credit policy, the State Office is responsible for monitoring the -

~outstanding 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 into 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 outstandmg
dues of non-DGS&D customers indicated substantial outstandmg dues beyond cred1t for
“the perrod 2002-03 to 2006- 07 as detarled below:

* Beyond credit period or limits

}
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Table-6.6: Outstanding dues of non-DGS&D customers

(Rs. in crore)

Per _Pe;.' ' _

' T ' © |centof| - cent of Per cent of | Per cent
{Particulars 112003-04| total | 2004-05 | total [2005-06 . total 2006-07 | of total

Beyond credit v_ 711 267 605 194 673 162 963 - 25

Within credit period | : 1 ‘ o il
. 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 86l 251 8.0 242| - 5.8 238 6.2

It was observed that desp1te a small reductlon in total outstandmg dues in 2006-07 as
compared to previous year, there was a substantial increase in the dues beyond credit. As
on 31 March 2007, out of the total outstandmg dues of Rs.3,859.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. : : _

" It was also observed that out of total (47825) non—lDGrS&D customers, 12 major bulk
customers -(Annexure XX) alone accounted for 82 per cent (Rs.593.66 crore) of dues
- beyond credit resulting in blockade of funds of the Company Nme of these 12 customers
related to aviation sector. . : :

The Management stated. that the sales were momtored through different trade categorles
viz., state transport undertaklngs fertilizers, power plants, aviation, marine, private and
LPG, etc., and in each category, the market condition and competltlon 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 mamtam 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. ThlS 1ndlcated that the recovery system in the Company ‘
was deficient.

In addition to above aud1t of the Reglonal and State Ofﬁces of the Company revealed the
followmg cases

@) - . The credlt limit for Kerala State Road ’l‘ransport Corporatron (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 outstanding 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 which 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 31 March 2007.

Gi)  In Eastern Regronal office of the Company it was observed that Fertlhzer ,

Corporat1on of India, Sindri (FCI) was a major customer of the Company for FO/LSHS * -

-and had a credit 11m1t of Rs 36 crore durlng 2001-02. Outstanding dues from FCI as on 1
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July 2001 towards such supply were Rs.35.04 crore. The Company could not recover the.
dues from 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 (March 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) remamed
unrealised from FCIL

The Management stated that FCI, Sindri 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 pr1n01pal '

amount of Rs.45.26 crore, which was still under cons1derat10n

Thus, w1thout ensuring settlement of old outstandmg dues, the Company cont1nued to
supply products to a sick and financially strained customer, resultrng in non-recovery- of
dues of Rs. 80 89 crore.

(iii) Dunng the year 1992, to rmtrgate the hardshrp faced by Orissa Road Transport -

Corporation (OSRTC) and to h_elp them tide over their financial crunch, the Company
‘made supplies of HSD on credit amounting to Rs.1.29 crore of which Rs.1.22 crore could
not be realised. OSRTC offered to settle the amount of Rs.55 lakh, which, although

accepted by the:Company did not translate into actual payment. Hénce, due to supplies to

|

the customer in- financial crisis the Company blocked its own dues to the extent of-
. Rs. l 22 crore. »

The Management ‘stated that follow up ‘was on with OSRTC for recovery, failing ‘which o

necessary approval would be taken from competent authorlty for absorptron of this loss.
6.7.6.3 Defi ciencies in the lzmplementatton and momtormg of the credit policy

The following deficiencies in the implementation and momtormg of cred1t policy came to
~ the notice of audit: -

() - . As per Head Office instructions of January 2003, statement of 1nterest loss due to

delayed payment beyond approved credit period had to be prepared customer-wise and
put up ;to Head Office on quarterly basis. Though major customers like State Transport
Undertakmgs and Power Plants under State sector delayed payments beyond approved
credit perrod nerther any interest was charged thereon nor statements of 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 staternent of interest loss due to delayed

payment beyond approved credit were not being prepared customer-wise and put up to
Head Office on quarterly basis. In the absence of this important information, the cost of -

credit given to the major customers.was not available with the Management, and to that
extent curtarled effective monitoring and dec1sron-mak1ng

(i)  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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overrldden for - maJor'customers like Indian Airlines, State Transport Undertakings and
Power Plantsto allow invoicing resulting in compromlse of the credit control features of
the ERP system.

The Management stated that after introduction of SAP system, the erstwhlle 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. However, extensive monitoring process was in-
- place through various MIS, review meetings at different levels and the status of
' outstandmg are completely known at different management levels.

The reply is not tenable because once the ERP system is 1mplemented to (1) 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 credzt beyond permitted limits is put in place
to assist the Management in taking conscious decisions; and

(i) monitorin g of outstandmg dues beyond credit period is made more rzgomns

6. 7 7 Cheque Jacility

The. Company provides cheque famhty 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. In 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 followfmg' |

o 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.100. It was
noticed ‘that M/s" Baroda Road Corporation Limited made two consecutive
incidences of defaults due to technical reasons during May 2006.

® At Karnataka 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 from 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 terms

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 Bank.
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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 for timely issue of bills and collection of payment.

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. Similarly, out of 176 RCDs,
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nine RCDs valuing Rs. 2.44 crore were non—operatronal since 2002-03. Thus, there was an
idle mvestment of Rs.25.86 crore (approxnnate]ly) on unutrhsed or underutlhsed CPs and
RCD:s. : :

The Management stated that CPs were beinng 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 closure of certain units or completion of certain
infrastructural projects,-a few CPs come under the category of ‘nil/low sel]lmg and
. corrective action was taken as per pohcy for review. and decommissioning or re-s1tement
‘of such CPs :

The reply was not tenable as the CPs were lying idle or were ‘low- selling’ for more than
three years or even since inception which indicated deﬁcrencws in the review conducted
" by the Management.

6.7.9.1 Undemtmsatwn of facilities v

* The Company created a bulk lubes storage facility at Diesel Loco shed, Angu]l in 1999-
2000 at a cost of Rs.65 lakh for the Railways. As per the terms of the quotation, the
" Railways reserved the right to procure oil from any of the oil 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 and the 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 RCD
were drsmant]led by the Company in J anuary 2007 at a cost of Rs.3.93 lakh.

Thus, the Company provided the facility -to ‘Railways wrthout any assurance of a
: sustamed business and eventually, resulted in a wasteful expendlture of Rs.68.93 lakh.

The Management stated that the delay in dlsmanthng the facﬂlrty 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 Hazira Terminal in October 2000 at a cost of Rs.3.91 crore for supplying
directly into the tanks of large volume customers like Essar, Krlbhco Gujarat Torrent
Energy Corporation Limited, etc. However, the p1pelme 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 Hazira, 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 dec1s1on for-
alternative utilisation of the p1pehnes even after seven years.

Rewmmendatmn No. 6.6

The Company should strengthen its system of pezrmdzzcal review 0f mfmstmctuml :
faczlmes to the customers in Wder to ensure optimum return on its mvestmemo

6.7.10 Under recoveries on accoum of tmnsp@rmtwn costs -

“The Company supphes petroleum ‘products to bulk consumers on agreed terms and ‘
conditions of contracts with each consumer whlch includes supply at customer's
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l

destlnatlon and recovery -of the cost of transport from the customer through the. price -
bulld-up For transporting the product to customer's destination, the Company enters into
transportatron contracts with the transporters. :

Audit notlced that the transportatlon cost incurred by the Company was more than the

transportatlon 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 mdlcated in the
Table- 6 7 given-below. : ,

'Eahle 6.7: llnder recoveries on account of transportanon costs
: - (Rs. in crore)

Year | 200506  2006-07
LDO 2 1250 ey
Naphtha ' 83.27| - 155.59
| Total - | - _0s77| 171.96

Total uhder recoveries for both the years on account of transportatron cost aggregated to
Rs 267 73 crore which had to be absorbed by the Company

ln addrtron to. the under recoveries indicated above, the Audit of some State offices
: revealed the: under recoveries in transportatlon costs of MS and HSD also as detailed
below -

‘In ] Northern Regron at Punjab State Ofﬁce (PSO) under recovery ‘was attributable to
: chargmg 84 paisa per KL per km on MS and HSD in the price build-up whereas actual -
transportatlon rates were much higher ranging from Rs.1.25 to Rs.1.50 per KL per km in |
the plaln areas and Rs.1.75 to Rs.3.50 per KL per km for hilly locations. The PSO stated
that under recovery during the years 2005-06 to 2006-07 amounted to Rs.40 crore and
Rs.54 crore respectrvely ‘At UPSO, the under Tecovery on account of transportatron of
HSD and MS was Rs 59.78 crore during 2003-04 to 2006 07

Srmrlarly, in Eastern Region as a whole the total net under recovery on account of |
' transportatlon cost of MS and HSD for stocks transfer. from dispatching locations to '
rece1v1ng locations by road and: rarlways for the year -2006-07 worked out to Rs.49.78

crore. | : :

The Management stated that pricing of products like naphtha was based on the nearest
producing refinery on industry basis. In case the nearest refinery 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 dunng :
2005-06 and 2006-07. In case of MS and HSD under recovery' was incorporated in the

gross margm ‘at the rate of Rs.66 per KL to arrive at the desired price. which was -
relmbursed to.the Company through sharmg mechanism of under reahsatlon by: GOI .
Under r recovery on this account therefore did not exist.

- The. reply was not tenable because even. after recovery of addrtronal transportatlon costs
for naphtha at the rate of Rs.300 per MT the under recoveries to the extent of Rs.212.73

© crore could 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 approxrmately even after

|
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cons1der1ng the additional recovery based on Rs.66 per KL stated to have been made
through gross margin. : :

Recommendatzon No 6.7

The Company should review its policy on recovet:y of transportatwn costs Jor sales to

bulk consumers to safeguard its interests.

6.8  Conclusion

With the d1$mant11ng of Adrmmstered Price Mechanism (APM) in April 2002 the market
environment became liberal and more competitive. However, while:other OMCs were
able to maintain or increase their market share during the period reviewed in audit 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 declmmg market share
arising from these market developments.

The sale of bulk products (except MS and HSD froin 2004-05) was not- bemg monitored

- through performance parameters in the MOU -entered with the Government. The

discounts-in case of HSD were extended without any structured policy 11nk1ng 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 extendmg discounts beyond marketing
margins.

- Infrastructural fac1ht1es prov1ded by the Company to bulk consumers were idle or
~.underutilised for more than three years or even since inception. in certain cases indicated
- deficiencies in the Management’s review of optimum use of the investments made.

The Company"ﬁoverlooke_'d 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
- Oil and Natural Gas Corporation Limited

" Deep water exploration
. Highlights

o The Company provided for léss number of wells in the 10® Five Yéar Plan (FYP) -
- than what it committed -to the Govermnment of India/Directorate General of
Hydrocarbons which resulted in. payment of Rs.124.15 crore of pena]lty and an
expenditure of Rs.368. 89 crore that was rendered unfruitful. _
v - (Para 7 71 1()

°  The Company drilled six of the 16 wells comnntted in the ongmal grant period of
- four years in nine nomination blocks. Repeated extens1on of time was allowed by

71



Report No. PA 9 of 2008

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
10™ 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 result 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 at a final
decision for abandonment or continuation of drilling of a well resulted in extra
expenditure of Rs.11.06 crore in placing and removing of the abandonment plug.

 (Para 7. 7.3. 3(1}1)) )

The Company failed to estimate a firm reserve accretion from deep water blocks .
. for which it spent Rs.5,769.12 crore during 10" FYP period (2002-03 to 2006-
07). The Company could accrete only 172.17 MMTOE till March 2007, of which
* 73.70 per cent was from a block acquired from another party in March 2005. The
Company’s accretion till 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. : :
' x ' - (Para.7.7.4.1)

As a result of testing two hydrocarbon objects with conventlonal productron
testing method instead of Modular Dynamic Tester during the course of drilling a
well, the Company had to incur an avoidable expeudrture of Rs.9.13 crore.

(Para 7.7.4.3)

In deep water drilling operatrons several incidents of equupment damage, major
and minor injuries and in subsequent years many ‘near misses’ were reported.
One fatal accident was also reported in February 2006. These inciderices indicated
that the ‘goal zero’ of corporate environmental management which 1ncludes Zero

~ accidents; lost man days and facilities was not fulﬁlled
: (Pam 7 7.5.1)

-Time taken for pre- dnllmg 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:
_ provrsrous of the productron sharmg contracts. :

(Para 7.7.5.2(i))

Productlon Sharing Contracts srgned 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 morntor the
physrcal and ﬁnancml progress of the proj ect

(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 assigned to a party only in July 2007 to commence the work from 20
August 2007 to be completed by 4 September 2007. Thus, the. .advantage of taking

_ corrective actions to avoid cost and tlme overruns durmg the two year penod was
lost. -

(Para 7.7. 6.2)
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Summary of recommendations

The Company should:

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

b S 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 fix 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.

3 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.

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

A | Introduction

7.1.1 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
western coast of the country. Exploratory drilling activities were limited to shallow water
areas till 1979 and were extended to deep waters' from 1980 onwards as depicted below:

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

7.1.2 Deep waters of Indian offshore, divided into eight’ sedimentary Basins’, 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 XXI.

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 joint 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:

? Andaman, Cauvery, Kerala-Konkan, Krishna-Godavari, Kutch, Mahanadi, Mumbai offshore and
Saurashtra.

7 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| Dateof | Dateof | Deep| Deep| Deep Deep No. of| ONGC’s Other
Round| inviting | award water | water| water | water wells wells parties’
bids blocks| blocks| blocks | blocks | drilled] with wells with
offered bid by| awarded awarded | by the| hydro- hydrocarba:w
ONGC by the to ONGC( carbon discoveries
GOI | ONGC discoveries (As of
(As of March
August 2007)*
2007)*
I 08.01.99 | 12.04.00 12 6 T 3 3 1 21
11 15.12.00 | 17.07.01 8 6 8 6 4 - -
I | 27.03.02 | 04.02.03 9 9 9 2 - - -
IV | 08.05.03 | 06.02.04 12 11 10 9 1 - -
A4 03.01.05 | 23.09.05 6 9 6 2 B - -
VI | 23.02.06 | 08.02.07 24 21 21 12 - - -
Total 71 62 61 34 8 1 21
* As recognised by the DGH.
Chart 7.2
Number of NELP blocks alloted to ONGC by the GOI
ENELP-1
ENELP-11
ONELP-1IT
CONELP-IV
B NELP-V
EONELP-VI

One block viz., KG-DWN-98/2, was acquired from Cairn Energy India Limited (CEIL) in
March 2005 with 90 per cent participating interest (PI) 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 9" 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 exploration® 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 wells® in the Company’s nominated as well as NELP blocks. The d?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: Shortfall in drilling of wells till the end of 10" FYP in NELP rounds 1 to IV

Particulars NELP Rounds Total
| 11 {111 v

For all the three | For 3° phase of | (For ln: (For 1" | (For 1%

phases of the | one block | and2 phase) | phase)

blocks awarded | acquired from phase)

by the GOI CEIL in March

2005

Commitment 3 Nil 24 4 9 40
Actual 3 T 4 0 1 15
Shortfall 0 0 20 4 8 32

¢ Exploration involves conducting seismic surveys followed by drilling of wells.
? Delineation well refers 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 drilled 18 additional wells as shown in Annexure XXI.

7.2 Scope 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 objectives
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 procedural/statutory requirements;

. 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.
7.4 Audit criteria
The following criteria were used for the Performance Audit:

i 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.

il. 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, planned period for data acquisition, processing
and interpretation and conditions of contract.

iii.  Hiring of rigs and drilling: Minimum Work Programme, Bid Evaluation Criteria
(BEC) for hiring rigs, MM Manual, the rig hiring contracts, well objectives,
geological and geophysical data.

v. 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. Momtonng and internal control Prescnbed momtonng mechamsm 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 survey and interpretation of data,
performance/interpretation "reports 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 requlred Their co-operation facilitated the conduct of the review w1thm 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 giarantee equal to the value of shortfall in
_ achievement of MWP 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 annual 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 reserve accretion. As per the commitment made to

'MOP&NG in respect of the nominated blocks and fo the DGH under MWP for the NELP

- blocks, total 51 wells (dnnexure XXIV and Annexure XXV) were to be drilled during

the 10th FYP perrod (11 wells 1n the nomination blocks and 40 wells under NELP
blocks) » :

85



Report No. PA 9 of 2008

7.7.1.1 Planning for exploration in NELP blocks
(i) Deficiency in planning targets for the 10" Five Year Plan

In the 10® FYP, the Company envisaged drilling of 35 wells (including 11 wells of
nomination blocks) and one well for ‘future acreage’ (Annexure XXVI) to provide a
cushion for addltlonal drilling commitments in any block to be acquired in NELP rounds
within the 10" FYP period. Audit observed that in respect of PSCs signed by the
Company before commencement of 10™ FYP it had committed to drill 27 wells under
NELP blocks besides 11 wells under nomination blocks within the 10 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 10" 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-1 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-11 of MN-
DWN-98/3 block (acquired under NELP-I) 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-1 NELP-II 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 1 3 3 3 3 1 14
Actual 0 0 1 2 1 0 4
Shortfall 1 3 2 1 2 1 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 10" 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 10™
FYP formulation only those wells in the already awarded NELP blocks could be
considered which were likely to come during the plan penod As such only the wells
committed up to NELP-II round were accommodated in the 10" FYP.

The reply is not tenable in view of the fact that there were 11 wells committed in MWP
of Phase-11 of NELP-II 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 10™ 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™ FYP beginning from the year 2007-08 and noted

® Future acreage refers to the acreage that the Company was expected to acquire in Sfuture for
exploration.
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that the wells planned to be drilled were 52 as against commitment of 66 wells (47 wells
“committed and 19 wells for future acreages). Further, the drilling of four wells’ in the
Andaman block is-anticipated to commence only in 2009 10, as agamst the commltments
' expmng between 2007 and 2009 as per the MWP.

- (@) Delays in commencmg the exploratory activities due to not settmg @ tzme lme

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 detarled in Table-7.4 below: .

. Table-7. 4 Delay im commcncnng exploratory actnvntnes

Sl: Block - -  Date.of Date of obtaining PEL | Month of start of Time lag
No | . . - signingthe ~ (Effective date.) - ~ exploration - months
. ' - contract (2) 3 @-3)
_ 1. | CY-DWN-2001/1 - |" . 04.02.03 12.03.03 ] Mar 04 12
2. | NEC-DWN-2002/2 |. ) 106.02.04 |17.03.04 - April05 ~ 13
3. | AN-DWN-2002/1 | . 06.02.04 " |- 17.03.04 _ April06 - 25
4. |AN-DWN- 2002/2 . 06 02.04 ' 17.03.04 | - April 06 .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 mterpretatlon of the -available data; initiating

correspondence with DGH for furnishing field seismic data acquired by DGH, etc..
Commencement of MWP: for acquisition of two dimensional (2D) data of 2000 LlK_M8 in

block NEC-DWN-2002/2 could not be done in 2004-05 due to bad weather but three

~dimensional (3D) data for 988.1 sq. km. was acquired by the Company between March

2005 and February 2006.

The reply is not tenable as the commencement of lE][A reprocessing, correspon(lence 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 complymg 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 1mmed1ately after thie block was awarded.

' The Management further stated that EIA studies for seismic survey were also carried out

nnmedlately upon ‘the grant of PEL in NlEC-lDWN 2002/1.

- "One well commttted to be drilled in Phase-I of NELP-IV endmg 2007-08; two wells of Phase H NELP-
IV and one well of ‘Phase-T 0f NELP—Vcommttted to be drtlled by 2008—09

& Line Ktlometre
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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 (4nnexure XXI) committed in the original grant
period of four years in nine nomination blocks. As a result, it had 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 had 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 (API) of se{smic 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 of NELP contracts. Performance of the Company as regards API
of data in various deep water blocks against the MWP targets is given in Annexure
XXIII. 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 Ilate
mobilisation of vessel by the

contractor
EB-2041 4.10.2001 2™ vessel 26.01.2002 101
EB-2055 9.10.2002 Ist vessel 20.02.2003 126
2™ yessel 22.02.2003 128
3" vessel 15.09.2003 All 211
EB-2068 1.10.2003 Only vessel 06.03.2004 140
EB-2077 25.8.2004 1 vessel 13.11.2004 28
2™ vessel 28.11.2004 43
3" vessel 14.12.2004 59
EB-2094 16.9.2005 2™ yessel 29.12.2005 74
3" vessel 15.01.2006 91
EB-2088 18.10.2005 Only vessel 24.01.2006 100

(i) As per the terms of the LsOA contractors were allowed to accomplish the data
acquisition job till the end of 15 June, ie., 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 field season.

[llustrative 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 M/s. LARGE, Russia, without
specifying the mobilisation date in the contract (EB-2068). Since the vessel was
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4contracted out to another organ1sat10n the contractor moblllsed the vessel on 6 March
2004 when only 71 days of the field season were left. Acqulsmon of .data could be
completed in June 2004 i.e., after nine months from the date of issue of LOA. In the
‘meantime, 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 M/s CGG Marme
for acqulsmon of 3D data with completion by 15 June-2005 i.e., beyond the normal date
“of closure of the field season. The contractor could not ‘complete acquisition of data in-
block NEC—DWN 2002/2 of NELP-IV due to onset of monsoon. For completion of the
work’ 1nlthe subsequent field season, the Company extended the contract and advised the
contractor to complete the contract within 35 days by remobrhsmg the vessel by the end
of November 2005. The acquisition of data in the block could be completed only on 14
: 'February 2006 i.e. one year and five months after the award of contract and a delay of
~ eight months from. the target.set for the contractor. For completion of work in the next
field season the. Company had to pay remob111sat10n charges of Rs 52.36 lakh (US$
1 16357) to the contractor

o Slmrlarly under. contract EB-2094, the acquisition of data in two blocks (KG—
DWN 98/2 and’ MN-DWN-98/3) of NELP-I and one block (MN—DWN -2002/1) of
NELP-IV 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. followmg field season resulting in
delays of seven months in conducting the survey in one block and five months in two

blocks. Consequently, there were delays in undertaking interpretation of data collected,
1dent1fymg 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-IV blocks (NEC-

DWN- 2002/2 & MN-DWN-2002/1) was to expire during March 2008 whereas dnlllng of

51x wells in the area was still pending (September 2007) :

The Management stated (September 2007y that most of the vessels under different
contracts were mobilised in the month of November which was normal: The Management
- further stated (December 2007) that 45 days were an estimated average time by which
time. clearance from the Ministry of Defence (MOD) was available. It was not possible to
mobrhse vessels before 15 November since in some parts of the offshore area,
weather/sea conditions often did not permit acquisition of good quality seismic data.
Moblhsatron of vessels was dependant upon the completion of their earlier engagement
elsewhere The contractors. may load the pr1ce by the likely amount of liquidated damages
(LD) on account of expected delay in mobilisation of the vessels due to -earlier
engagement elsewhere. Specifying - date of moblhsatron may- result in restricted
competrtron no participation by the reputed geophysical contractors, besides higher
pricing and could lead to re-tendering. However, the Management assured that based on
the recommendations of audit, specrfymg date of mobrhsatlon in the. tenders was under
" their act1ve consideration. . R

The Management s reply is not acceptable. As seen from Table-7.5 above 'LSOA were
not 1ssued with proper planning to ensure that the 45 days period of mobilisation ended

before 16 October and the field season be utilised optimally. Due to non-specification of
the date of mobilisation, the contractors- were not under obligation to make the vessel
avallable ina t1me bound manner. There were delays in mobilisation of the vessels even

1
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in some cases’ 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 specrfymg the date of mobilisation in contracts awarded for charter h1r1ng of rrgs
and had not experlenced lack of competition.

7.7.2.2 Delay in API} process due to award of cantract to a financially unsound party

The terms and condrtlons of the Notlce inviting tender for. charter hmng 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 during
the period of review to a ﬁnancrally unsound party resulting in termination of the contract
before completlon of work as described below : ‘

Blocks (NEC DWN-2002/2 and MN-DWN- 2002/2) under NELP-]W were awarded to the
Company by the GOI in March 2004 for deep water exploration: 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 of 2D data in Mahanadi and -
" Andaman blocks. The contractor after ‘acquisition of data in three blocks under one
~ contract, failed. to. mobilise vessels and subsequently went into hqurdatlon (3 December '
2004) without completing the job. The acquisition of data in the second contract could
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 October2005 and completed in June 2006. As such the field season
ending mid-May of 2005- was lost.' Audit observed that at the time of awarding the two
~ -contracts to M/s .LARGE, the Company was aware that during the course of execution of
~one of the Company’s ‘other contracts, M/s. LARGE had suffered huge loss due to

..smkmg 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 of 2D 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
agalnst commitment of four wells.

The Management stated (September 2007 and December. 2007) that the performance of
M/s. LARGE in previous: two contracts was satisfactory and at the time of award of the
- contracts it could not be anticipated that M/s 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 credltors voluntary hqurdatnon 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 M/s. 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
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comm1tments The 1ndent however, was raised only in May 2005 for fresh award of the
work. ;

Recommendation No.7.2

The Company should

the field season and specify a firm date for vessel mobilisation for seismic
survey, and

(i) establish procedures to ensure that the financial capabtltty of the contractor is
evaluated/assessed before award of contract.

(i)  ensure that Letters of Award for seismic survey are issued prior to the onset of

7.7.3 Hiring and deployment of rigs for drilling 0f wells
- 7.7.3.1 Charter hiring of rigs
@) Avazlabtltty of rigs to meet the drtllmg commitments

Under the NE]LP .exploration blocks were awarded to those bidders who offered the most
competltlve physical programme in the form of MWP apart from the fiscal and other
parameters In MWP, phase—w1se targets were committed for acquisition of seismic data
and drilling of wells, which in turn was dependant on the availability of suitable Tigs

during the committed phase. Thus, the Company was to ensure availability of rigs to meet

its comnutments 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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Table-7.6: Number of wells committed for drilling vis-3-vis rigs available

Sk - Commitments ’ Previous Number of rig(s)
No. ) , backlog available for fulfilling
. _ (No. of wells) the commitments
NELP .| Commitment No. of For For | alongwith the backlog
: Period wells Nomin- | NELP ' ' :
committed ation blocks
- - ) blocks | '
1| NELP-L- |. = May 2000.to 0 12 | 0 | One own rig viz. ‘Sagar
Phase-I |  May 2003 Vijay’(SV). The rig could
drill one to two wells per
: ] ] year.
2 | NELP-II,. | August 2001 to 13 o 14* © 0| In addition to- SV, two
Phase-I August 2005 " | hired rigs viz. ‘Belford

Dolphin® (BD) and
“Discover Seven Seas’,
became  available in
November 2003 ~ and

. A February 2004.
3 | NELP-III .| March 2003 to 4 : ,
| Phase-I March 2007 . ) .\ .
NELPL, May 2003 to 3 13 0| no EISQEZZL dr;%()séher
Phase-II May/Nov 2006 AN
Total = ] 7 :
" 4 | NELP-1IV March 2004 to 16 9 0.| Asabove.
| Phase-I March 2007 ) :
5 | NELP-V | December 2005to | 1
" | Phase-I - December 2009
NELP-II, August 2005 to 10 »
Phase-II August 2007 7 7 | As above.
NELP-I, May/Nov. 2006 to 3 »
‘| Phase-IIT May 2008 -
- | Total - S 14
6 | NELP-VI | "May 2007 to ) 4
* | Phase-I May 2012 ,
NELP-III, | . March 2007 to 2 _ o SV and DSS were
Phase-II March2009 2 11 | available. Rig BD was
NELP-II, August 2007 to .1 . ‘dehired in April 2007.
Phase-III August 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; excludmg first two yéars of the I* Phase
Jor data AP].

The Company failed to ensure sufficient number of rigs in time to meet its comrmtments
of drilling . deep water wells. Audit observed that the main reasons were delay in

~ finalisation of rig hiring contracts, non—avallmg of options to hire two additional rigs and
delay in finalisation of renewal contract in respect of one rig (BD). These cases are
discussed in the following. paragraphs

(i) Inordinate delay in finalisation bf 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
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found that the Company took 522 days in finalising the contracts indented in February .
2002. The Materials Management (MM) Manual of the Company prov1ded a period of
222 days from the date of indent upto the date of award of the contract. The extra 300
days taken to finalise the contract were malnly taken in firming up the Bid Evaluation
Cr1ter1a (BEC) and specifications of the rigs. The Company had envisaged engaging:
: consultants to assist the Company to finalise the tender documents and utilise their
services for drilling. The consultants, however, were appomted on 7 August 2003 only
after the contract for hiring of rigs had been awarded. on 1 August 2003. Hence, the
Company could not avail of the services of the consultant in- finalisation of tender
document and firming up of BEC and thereby save time. The inordinate delay in
ﬁnalrsatlon of contract for charter hiring of rigs resulted n postponement of drrllmg of
eight Wellsw during the 10® FYP. :

The Management rephed (August/December 2007) that since the hlrmg of deep-water
rigs on an. integrated basis was being done for the first time by the Company, firming up
of the specrﬁcatrons/scope of work, etc., took time. It took the Company a period of 296
days between receipt of indent and NIT to finalise the manner of hiring of the services
(mtegrated or stand alone) and finalisation of all different physical inputs and services for
thé various categories. These factors needed careful consideration and deliberations. The

actual tendermg process i.e. from NIT to LOA thereafter took 227 days- only

The reply is not tenable as the Management has calculated the days ﬁom NlT Where as
audit has calculated the same from the date of receipt of indent from the user department
as prov1ded in-the MM manual.. Moreover, the proposal for hiring rigs (integrated
servrcels vis-a-vis stand alone bas1s) was first put up in tendér committee on 27 May 2002 -
and approved by Executive Purchase Committee on 19 July 2002 or after 53 days and
does not Just1fy the delay of 300 days. Moreover, the Company was aware of its technical
hrmtatlons in this area and had planned. to engage a consultant to assist them, the
appomtment of which was however delayed and the Company had to grapple ‘with the
: complex1t1es on its own.

(iii) Non-achtevement of drtllmg targets due to not hzrmg of addtttonal rigs

The Company decided - (March 2003) to hire four rigs of different capacrtles ‘and in
- August 2003 hired two rigs ‘with an option to-hire two more in next six months. Audit
observed that the option of" hiring additional two rigs was not considered till the expiry
(N ovember 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 backlog of 20 wells in respect of five NELP blocks that had to be surrendered by the
Company 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 all the four rigs been
hired i m April 2004 as envisaged, the addltlonal two rigs could have drilled 40 wells till
, March 2007 at the rate of 54 days per Well and possibly, the backlog could have been
: cleared and the eventuahty of forced surrendermg of five NELP block could have been
averted As. the Service Day-Rates for the rig DSS under the renewed contract (2007-08
to 200? 10) increased to US$ 357,000 from the earlier rate of US$;1,53 348, drilling the

10 Calculated based on the number of wells that were to be drtlled each year by the- rtgs for the perwd
of delay '

u Average days per well in case of BD and DSS rigs.
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“backlog of 15 wells would require incurring of an additional expendlture of Rs.739.01

crore.

The Managemenf replied (December 2007) that the option of hiring two additional rigs
was kept for drilling of appralsal 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 optlon to hire additional

two rigs within a period of six months plus six weeks (to review the data generated

- during the six months period) from the date of commencement of rig operations.

However, the option to enable the completlon of MWP was not exercised.

(1) 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 (M/s. 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, M/s.
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. M/s. Dolphin Drilling Limited. declined (6 October 2005) the offer as

the rig had been marketed elsewhere. Audit observed 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 conference 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 pubhcatlon 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'? 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 crore 1 Jikely to be

-incurred in future.

z NELP-I: Orie Block viz. KG-DWN-98/4, One well; NELP-IV: Three Blocks viz. KG- DWN 2002/1,
One well MN- DIWV 2002/1, Three wells; MN-DWN-2002/2, Two wells.

3 Based on the rates available JSor stmtlar rig in ‘Rig Locator’ during January 2007 (Mfedtterranean
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 Management 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 T

“The Management reply is not tenable as it ignored the advice of the consultant indicating
crltlcahty of rigs availability worldwide. The Management was also aware that volatility
of oil prices in international market and demand /supply situation of the mgs 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
reduction 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 'Deploymeiit of Rigs

@) Non -fixation of norm for drilling activities

The Company hired deep water drilling rig BD and DSS on Integrated Well Completlon
(IWC) basis, wherein the rig contractor was to provide the ng 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 varlous activities of
drilling were fixed.

Analys1s 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 above the estimated time in case of 15 wells. The time taken was more than twice of

the estlmated 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
XX’VII) 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 norms for completion 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 mfancy 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.

Management further replied (December 2007) that prior anticipation of all surprises was
not poss1b1e since ‘offset well’ 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 till the year 2007 to utilise its experience for fixation of performance
norms to monitor drilling related activities.

¥ An existing well bore close to'a proposed well.
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(i) Loss due to maa’equate contmctual provision

Within a span of 22 months of hiring of 1 rig DSS in February 2004, six major fallures ‘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 spendlng 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

defectlve equipments or services supplied by the rig contractor.

The Management whr]le -accepting (May 2007) non-existence  of a prov1s1on 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 equrpment was prone to failure.

While that may be so, however, the flaw lay in the non mclus1on of a sultable clause
which in the event of abnormal suspension of operations due to equlpment failure would
safeguard the Company ] mterest in such situations. -

. (i) Shortfall in deep water drilling due to deployment of Rtg S V

‘During the period from 15 August 2005 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
~ (98/2D1 and 98/4 A1) requiring drilling in water depth upto a maximum of 778 m a 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 an owned rig
equipped to drill in deep water to drilling in shallow waters and deploymg a hired rig to
drill in the deep water resulted in extra expenditure of Rs.41.37 crore'. 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 crore'® 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 crore®’. '

The Management replied (December 2007) that rig deployment plan was env1saged by
- the Basin group, based on the priority and available locations and the locations 98/2D1
and 98/4A1 were never planned for dnl]hng by the rig SV.

The reply is indicative: of weak planning in the . deployment of resources The Tigs
equipped for drilling in deep waters are specialised vessels ‘which come with a high
charter cost. The Company had upgr'aded its own rig SV for the speciﬁc purpose of

T The extra expendtture of Rs. 41 37 crore is the incremental expendtture of deploymg hzred rtg DSS
“over the operating expenditure of 0wned rig SV.

6 The extra expenditure of Rs.13.62 crore is the mcremental expenditure of deploying a hired shallow,' a
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
Jor hired shallow water rig to be conservative to prolect 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'®on the rig. On 15 January 2005 a
complication due to parting of 20” casing in well VA-1 developed and drilling of a new
well could not be taken up for want of another well head. The well (VA-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.11.05 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.

(i)  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

"* 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 meetlng a well
securlty requlrement

_The reply is not tenable since the act1v1t1es 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 plig. In the instant case, the same
~was not done despite there being a well established practice in this regard and a
representatlve of the G&G group dedicated to the team drilling the well.

Recommendation No.7.3
The Company should

()  finalise the tenders for hiring rigs wrthm the period prescrzbed in the Materials
Management Manual;

(i) conisider the prevallmg market rate/treﬁds while finalising/extending the
contracts for hiring rigs so as to establish the reasonability of the rates offered;

@@ii) fix norms for time required to execute various activities of drilling while hiring
rigs on integrated well completion basis so as to have an effectzve control on the
performance of the contractors; and

(iv) incorporate clauses in the contract to protect its interest in the event of id’ling of
services due to breakdown in one or more equipment supplied by a contractor
under an integrated well completion cdntract,

7.7.4. Productwn testing, well completwn and reserve estzmatmn
7.7.4.1 Non-achievement of reserve accretion 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-98/2" seven wells
- were drilled till March 2007. In Nomination blocks, 24 wells were drilled by that date.
- Unlike shallow water blocks, the Cbmpany had not fixed any firm target for reserve
" accretion for deep water blocks. Only an indicative target for In1t1al in-Place (IIP)
Hydrocarbon of 500 MMTOE from deep water was men’noned in 10% FYP without any
_ year—w1se breakup.

Audit observed that the Company had not made any estlmate of firm reserve accretion for
such a critical act1v1ty on which it spent Rs.5,769.12 crore during 10™ FYP period (2002-
03 to 2006-07). During this" period, the Company was able to accrete only 172.17
- MMTOE . tilt March 2007, of which 73.70 per cent was from block KG-DWN-98/2
acquired from CEIL in’ March 2005 and the nomlnatlon blocks as detailed in the table

- below.

1 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-98/2 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

Reser ve accretion (in MMTOE) by ONGC till March 2007
5.28

126.8

[EBidblodks and Naminated blocks
B Acquired Blodk from CEIL

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 10" 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 10" 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




. SI. ‘ Well ~. | Block: ‘Water_ No. of Actual days -| Actual
No. 'Name RIG NELP or . depth Objects taken for - - | days per
R K , Nomination | (meters) | tested testing object
1. |KD2-1 | DSS Nomination 1464 | 4| 22 55
|2 [va1  |DSS | Nomination 553 1] a7 17
3. | VA2 DSS | Nomination 689 2 10' s
4. |GD21 |SV | Nomination | 653 1 %] 2
15 | a2 SV | Nomination | - 429 1 | 14
6. | G43  |sv Nomination 525 1 5 15
7. | G44 SV. | Nomination | =~ 335 | 2 30 15
|8 los-w-1 |BD Nomination 1263 1 0] 10
9. |982A1 |DSS. |NELP 706 1| 08| 8
10. 9821 |BD  |NELP 1265 1] 12 12
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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 10% FYP was env1saged‘ .
mainly from deep water exploration. At the time of formulation of 10 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. o

v 7.7.4.2 Non ~fixation 0f norms for testing wells

To arrive at the Initial in Place (IIP) 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 days durlng A

B _ the period from 2002 03-to 2006-07 as indicated in Table-7.8 below:

3 ']i‘ablle=-7 8: Deepwater wells tested conventnonalﬂly

The Management statedf(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 types of equipments m testlng and the pattern of

,_productlon testing days a]lso vamed with water depth.

The reply is not tenable as the Company had been in deep. water dnlhng since 1999 The
n Company could have benchmarked the testing time on the basis of past experience, as the
~ norms had’ been ‘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 o
" between water depth and productlon testlng days taken '

7.7.4.3 Avoidable productwn testing m the well mterpreted to: be d’evozd 0f hydmcarbon .

‘Deep water wells are tested for presence of hydrocarbons through Modular Dynamic -
‘Tester (MDT) or conventional testing. The conventional method of production testing
being longer one in terms of number of days, MDT is generally resorted to, before,
o conductmg productlon testmg o
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The Company while testing well GD-2-1A carried out conventional production testing of
two objects’ 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 /DGH

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 DGH. The Management
contention that remaining three wells were delineation wells was not available on record.

iM) 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 DGH. In the remaining two cases (D-1 and DWN-E-1), the wells 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 DGH but the
well was abandoned due to technical problems. In case of DWN-E-1, an interim
discovery report was issued to DGH based on the MDT. In this case also, the DGH
desired carrying out of DST for notifying discovery. The DGH also clarified that the
MDT could be considered for future discoveries, if notified. The matter regarding the two
wells was still pending with the DGH (August 2007).

The reply is not tenable as the Company did not inform DGH 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-10.2 of PSC, nor invited
DGH representatives. Even after the DGH insisted, the Company did not carry out
conventional testing whereas in the four cases acknowledged by DGH, the Company had

" 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.
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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 development plan of the field under Article 10 of PSC. -

Recommendatwn No 7 4

(i) The Company should expedite API of seismic data, plan drdlmg of suﬁ" cient
number of wells and test the wells as per procedures prescribed by the DGH.

(i) The Company should fix .norms for. testmg of wells in terms of number of days
" per object by giving due weightage to the subsurface conditions of various
Basms ' , '

| 7.7.5 Health, Safety and Environment
7.7.5.1 Health and Safety 0ccurrence of acctdents

Audit observed that in respect. of deep water dr1111ng rigs one 1n01dence 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 5 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 incidences 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) 'thei 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 Envlronm_ent v
0] Delay in carrying out Environmental Impact Assessment studies

According to Article 14.5 of the' PSC, the Company was required 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 Env1ronment Impact Assessment
~ (EIA) studles are g1ven mAnnexure)O(lX
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Audit noticed that the time taken for pre-drilling EIA studies ranged from 20 to 56
months from the date of signing respective PSC. In respect of NELP- I and II blocks,
three to four years were taken for completion of pre-drilling EIA studies from date of
signing the PSC, whereas Phase | of NELP-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 relinquished 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 of NELP I, 1l and IV the pre-
drill EIA studies were conducted and environmental clearances (ECs) obtained prior to
data processing. In NELP-IV, for two blocks in possession, though phase-1 had been
completed by March 2007, pre-drilling EIA studies were initiated in December 2007. The
Management, however, did not clarify reasons for not initiating process of EIA 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, efc. One of the general conditions of EC was establishment
of ‘a separate Environment Management Cell with full fledged laboratory facilities 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
Jor its Total Productivity Management Programme.
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7.7.6 Internal Control and Momtormg System

- 7.7.6.1 Absence of gutdelznes@rocedures Jor planning actlvztzes in deep water Mocks

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 ﬁnanc1al progress of the proj ject.

The Management stated (December 2007) that Operatmg Comrmttee and M[anagement
Committee resolutions involving budgetary approvals in NELP blocks of all 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-annual =

reviews were multi-faceted control elements for the organisation in terms of both

' v_guldehnes and monitoring.

The reply is not tenable as the wells planned in the 10® plan were only 35 instead of
commitments to the extent of 51 wells. DGH imposed penalty in respect of five blocks
and the blocks had to be relinquished. If the monitoring system as stated were in place
then such situations could have been avoided.

Recommendatiom Ne. 7 6
‘The Company should

(i)  prescribe poluy guidelines for planning activities in deep water axplomtnon to
ensure completton of each actawty as per MWP targets; and

) '(ii) prepare activity-wise separate budget for deep water exploration pro]ect in their

. annual corporate pians for monitoring the physzcal and fi inancial progress of
the pro]ect. :

' 7.7.6.2 Delay in assigning i techmcal audit of exploratwn process

The exploratlon process followed by the Company is explained in Annwmre 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 technical

_ audit of exploration process within a period of 12 days. The work to be commenced from

20 August 2007 and 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 tnme

- 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 E]PA was apphcable to deep

water exploratlon its inapplicability to Sagar Samriddhi pmJect was not a logxcal '

“conclusionasitisa prOJect for deep water exp]loratton
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Rewmmendamon No.7., 7

The Compamy should ensure ﬂwt techmcal audit of explomtmm pmcess of each M@ck
under deep water is conducred tzmely

78 Conclzzeswn _'

> The Company envrsaged (2003) four br]lhon tons of hydrocarbon reserve from' deep
water prospects ‘in its 20 -year perspective plan and decided ‘to pursue aggressive
exp]loranon campargn in' deep waters. The Company has been in deep water
exploratlon since 1970. However, it had not set any firm reserve accretion target from

' deep water blocks. During 10“‘ FYP, and even after spending over Rs.5,769.12 crore-

Cin deep water - exploration, the Company could add only 172.17 MMTOE to IIP

reserve out of wlnch near]ly 74 per- cent was from one block acqurred by it from
C]E]DL : -

> Five year plan and annual plans did not cover adequate]ly the number of weMs to be

drﬂ]led as committed for nomination blocks and in MWP of various NELP PSCs. In.
the ]IOth FYP, the Company p]lanned only 35 wells against the commitment of 51

wells‘ resulting in non-achievement of MWP targets. As a result the progress of deep

’ water[ exploration was slow and the Company had to relmqursh five b]locks after f '

: paymg penalty to GOI for unfinished work.

> Non=cons1dleratron of the ﬁnancral condmon of the contractor at the time of award of

~contract non . specifying date  of ‘mobilisation of vessels and- consequenﬂy, non
comp]lenon of data acqulsrtron due to onset of monsoon had resu]lted in de]lays i

o compleuon of MWP targers B

> ]De]lay in_ finalisation of contracts- as we]l]l as non-consrderatron of scarcrty of deep-

water rigs in the ‘market resulted in non acqursmon of rigs for drilling of comnntted '

a number ofwe]lls in four b]locks

> rPre drﬂbng EIA studies took very ]long time ranging frorn 21 to 56 months. In some
cases ]E][A studies were not cornpleted even after comp]letlon of Phase-1 of MWP.

> Monrtonng of p]lannmg, the tender process drilling operauons and HSE pobcy K

‘implementation was weak

- The matter was reported to the Mmrstry in February 2008 reply was awarred
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WNIS'E‘RY @F SHEFPENG R@AD 'H‘RANSP@R’E‘ A.NEI?

HEGHWAYS
 CHAPTERVII = |
o Iuﬂamd Waterways Authorrty oﬂ' Ehdra
- Workmg of the Arnthorrty
Hzghltghts '

el 'Inland Waterways Authorrty of India (Authorlty) was not ablé to fully utrhse the

. funds sanctroned by the Govemment for development of National waterways. It
_did :not prepare: a-time bound :and an mtegrated plan for, development of - each f"

, ‘Natronal waterway so that performance agarnst targets ¢ could he momtored at each

stage : : : :

(Pams821 822and823)

e The Authorlty could not dredge the assessed quantltres in the three National -
' waterways which-was crucial to the development of navrgatronal channels. As a
" result the least available depth of two metre could not. be consistently and-
R contrguously mamtamed on all the stretches in the three National waterways. The
’ -dredgers procured by the Authority at a cost of Rs.44.02- crore were underutilised.
_ The underutilisation, ranged from 84 per cent 10 99 per cent in respect of four
L ,.‘.cutter suction dredgers and 84 per cent to 94 per cent’ in- the case two hydrauhc
surface dredgers durmg 2006-07. ‘ c »

(Pam 83.11)

e The. mght navrgatlonal ards provrded hy the Authorrty at a cost of Rs 4.92 crore
) - were unieliable. Moreover, there was no movement of vessels on the channels at °

- mght due‘to problem in providing contnguous channel of navrgable depth thereby -
- rendermg the expendrture unﬁrurtful C -

(Pam 8 3. 2)

. The provision: of mfrastructura]l facrhtles on the three Natronal waterways was’ not

. linked with the. development of navigational charmels, availability of .cargo and. -

. “movement of vesse]ls As.a result, the benefits of termmals constructed/under
h constructloh at. the cost of Rs. 133. 87 crore could not be avarled of. ' :

- (Para 8 4)

@ o Mechamca]l handhng equlpment and hydrauhc cranes costing’ Rs ]l3 34 crore _'
- procured in-‘some cases before constructron of" termma]ls and deve]lopment of
T navrgatronal channel were lymg uhused smce 2005 06.. : -

(Pams8412 8441and8451)
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o The procurement of cargo vessels at a cost of Rs.19.79 crore was in contravention , % :
- of the objectives of the Authority. The vessels procured were underutilised and
there was under recovery of Rs.67.93 lakh (fuel and crew salary) durlng 2006-07

in addition to mdrrect and overhead costs. s

® The Authority failed to caprtahse on the Government’s d1rect1ve 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
Authonty s ability to mamtam sufficient water depth round the year.

(Paras8522and8523)

° - Despite the Inland Water Transport Pohcy of Government of India, the Authority .
- failed to -identify projects for public private participation iri ‘development of -
:-waterways water based recreational facilities, or tourism related actlvmes

(Para 8.6.1)

o . The Authonty had not. prepared works manual, manuals on accountmg system and
. internal audit. ‘The Authority had - not established a robust Management ,
BN ][nformatlon System for monrtormg and revrew purposes '

T T T T

| |
(Para 8.5.1) |
|

Aines Ben hae IS v Eae Ban 1 T I B T N TR R e R T e e n T TR

(Para 8.7)

Summarjy of Recommendatwns

L The Authomy should def’ ne staﬁ" accountabtlmes for appmprtate and tzmely f

' utilisation of funds 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 .

0f mfrastmcmre and its optimum usage. (If considered necessary an i

mdependent agency may be contracted to conduct survey .on the potenttal and o

- usage 0f Sacilities created%burlt by the Authority). "7 _ . j

2. T he Aluthorrty should formulate an annual and a rollmg plan w:th benchmarks
and mtlesmnes to ensure that permanent/semi permanent measures are adopted B .1'
for river conservancy to reduce recurring annual expenditure on bandalling, -

- channel marking,  dredging, etc., and the plan should be reviewed and
monitored at the highest level in the Authority. It should be ensured that capital
dredging . is achieved and maintained at the required dimension of the

nawgatwnal channels. Modern, dependable and permanent mght navigation
systems are installed in a time bound phased manner. -

B e N A

3.  The Authority should ensure that all the project activities are synchronised so
" that there is no idling of facilities created due to non-completion of related
activities. Peimanent Jetties should be constructed only at terminals where it is
systemattcally assessed that there is/'would be in an estimated -tiime span,

suﬁ" cient cargo for optimuin utilisation. In other places the 0ptmn 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 facilities on the National
waterways for water based recreation activities. It should identify specific items

or cargo which could be. targeted for being transported through National
waterways and establish procedures and Sacilities to 0perattonaltse the handling
of the identified cargo/loads,

5. The Authority should ensure that the Intemal Audit functions mdependent@r'

' and reports its fi ndings directly to the chief executive and Accounting /Auditing

manual are prepared early and systems are established and staff -

accountabilities defined for a comprehensive Management Informatwn System

and monitoring . of selected performance and status reports. at approprmte
management levels, : :

6. - The Authority should ensure that mobilisation advance ave interest 'bearing as -
 per guidelines of Central Vigilance Commission and the obsolete inventories
are reviewed and segregated for appropriate dtsposal,

8 1 1 Introductwn

Inland Water Transport (IW T) is a cost. effectlve fuel efﬁcwnt and a more- envuonment

- friendly mode of transport The share of inland water transport in the total cargo split as

per the 2007 data’ was one billion ton km (btkm) consututmg 0.28 per cent of the total

~ cargo in India as compared to 15 per cent each in France, USA and 9 per cent in China.

While the share of cargo transported by road increased ten fold from 58.5 btkm in 1966 -
to 567 btkmin 1991, and that by rail from 117 btkm to 250 btkm during the same period,
the share of IWT remained almost stagnant at about one btkm. Since inception of the

'Five Year Plan commencing from 1951 56, the expend1ture 1ncurred on, the IWT sector
‘was as under: :

’K‘able=8.l :
T ' " (Rs. in crore)
| Five Year Plan ' Outlay for Transport Secter | Outlay for TWT Expenditure for IWT
1%1951-56 504 | 0 , ' 0
2 1956-61 1,299 ol - 0
391961-66 1,395 6. - NA
451969-74 - 2571 . 12 , » 11
5% 1974-79 . 54201 32 [ o 16 |
6% 1980-85 - 12,080 72 - 63
7% 1985-90 IR 22644 | 226 o 188
8% 1992-97 56090 331 @ ] 152
9% 1997-02 - 1,24,188 ' 308 ' ' 147
10% 2002-07 : 1,48.351 - T 903 .- 384 (IWAI only

8.1.2 Formation of the Authority

On the recommendation of the National Transport Policy Committee (NTPC) in 1980,
the Inland Waterways Authority of India (Authority) was formed on 27 October 1986
under the IWAI Act, 1985 to regulate and develop the inland waterways in the country
for sh1pp1ng and nav1gat10n The Authority took over assets and liabilities of the erstwhnle '

I Source: Report of the Working Group constituted by the Plannmg Commission on Inland Water

- Transport for 1 1" f ve year plan :
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: Inland Water Transport Dlrectorate Itis workmg under the adnnmstratrve control of the
‘Ministry of Shrpplng, Road Transport and nghways :

Based on hydrograph1c surveys, techno-economic feasibility studles and the pnncrples ,

recommended. by NTPC, the following three waterways were declared as Natronal
Waterways (NW) '

. Table-=8.2
Sk.- | NW ;| Name of the river | Date .. of.| Ne. of
Ne. |- ' - T declaration as | stretches
‘1. | NW1 “ Ganga-Bhaglrathl-Hooghly river between Sagar 1sland Qctober 1986 36
- and Allahabad - 1620 Km L
2. | NW2 | River Brahmaputra between Dhubri and Sadlya 891 Km September 1988 | 33
“.3. | NW3- | Kollam-Kottapuram stretch of West Coast Canal and | February 1993 11
: i Champakkara and Udyogmandal canals 205 Km . :
813 Functwns of the Authority
The main ﬁmctlons of the Authority are to:
C carry out surveys and investigations and prepare schemes for the development,

maintenance and better utilisation of the National waterways and appurtenant land
for! shrppmg and navigation; :

o provrde or permit settmg up ¢ of 1nfrastructure facrhtles for Natlonal waterways;:

LE | carry out conservancy measures and training works and do all other acts necessary ’
for; the safety and. convenience of shrppmg, navigation and nnprovement of the

" National waterways; . .

® -~ study the transport requrrement wrth a view to co- ordmate mland water transport N
with other modes of transport : '

° -lay down standards for classrﬁcatlon of 1nland waterways and ,

® conduct research in matters relatrng to IWT and arrange tramlng for IWT
personne]l :

8 1 4 Audrt objectives
The performance audit was carried out t0 assess:

® . the adequacy of development and maintenance of inland waterways

o the‘ adequacy of infrastructure facilities provided in inland wate_rways,
o . the‘ utilisation of various asse‘ts'pr'ocu'red by the Authority; and
o effectrveness of the ‘internal control and accountability mechanlsms in

' safeguardmg the financial interests of the Authorrty
8.1, 5 Scope of Audit

The performance audit of the Authority covered the perrod from 2002-03 to 2006-07. The
records of the Authority were examrned at Head Ofﬁce and Regronal offices at KOChl
Patna and Kolkata
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8. 1 6 Audit crtterm o :
The targets laid down in the- respectlve Detarled Proyect Reports (]DPRS)

recommendations of the various working groups set up for the Five Year Plans techno-

econornic studies and research papers .were taken into account for evaluatron of the
performance and achlevements of the Authorrty

8.1.7 Audit methodologv

“ The audlt programme and ob]ectrves were drscussed at the entry conference he]ld with t]he y

Authority on 15 May 2007.. 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. Exit conference was held onll]J anuary 2008.

818 Acknowledgement

- The cooperatron of the Authonty in the course of audit ‘and- durmg the meetrng is

' thankfully acknowledged
8.2 Planmng and uttlzsatwn of. ﬁmds allotted
8.2.1 Plannmg for utilisation 0f grants

. At present the Authority does not have. its -own source of revenue generatron and 1s ,

: dependent on annual budgetary grants recelved from the Governrnent of India.

The prOJectlons allocatlons budget estrmates and utrhsatron of the funds durrng the last._ ‘_

' three Five Year Plans were as under:-

Tabﬁe=8 3 - :
- - - - (Rs. in crore)
‘Plan | Projectio | Allocat | Budget | Gramts. | Actwal Average- | Percenta | Percemtage
‘ns © | ioms | aliotted | received expenditure | expendit | ge of | of Grants -
as per | appirov | by ‘by the | by ‘the | ure - per | budget | received ° lby
Working. | ed by | Govern | Authority | Authority . | amnum allotted | the- _
Group . | Planni | ment | (Plam.and | -~ | - to . - | Authority to
o |ng | non-Plan) S| | allocation | budget
| Commi | - C 1 o o by the | allocation
ssion - Lo N " [ Planning | : '
' : : [ Commiss
g™ 492.69 | 13935 |- 53.80 | - .- 3847 34.69 T - 39. 71
1 (1992|
.1997). ) : B B P b e . . .
{9® -] . 170100 308.00 205.38 16459 | - 15101 | 30| - 67, .80 |°
Plan |.- . S . g » , ;
11997 |
12002)| ol L - - ' |
10®; | 544770 | 626.73-| .559.14 +390.67: - 383.54 77 » 89 | 70
- 2002-
2007)

The Authorrty was requlred to submit proposals to the Ministry for release of budget -

“allotted by the Government .Audit observed that the. Authority could draw only between
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70 to 80| per cent of the grants budgeted by the Ministry during the 8®,.9% and 10™ 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

approved by. the Planning Commission and the budget allotted by the Mlnistry 1ncreased'

from 39 per cent in the 8 five year plan to 89 per cent in the 10th plan
8. 2 2 Preparation of Detailed Project Reports (DPR)

» Preparation of DPRs is the primary requirement to ensure a time bound and systematic B
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 NW1 earlier by the

Inland Water Transport Directorate or subsequently by the Authority. This omission -
should be viewed in the light of the fact that of the three National waterways, NW1 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
Authonty in 1990 and 1992, respectively

Audit observed that the ‘Authority did not prepare an mtegrated 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 not follow a logical sequence of development and instead formulated individual

development projects for sanction of the Board of Directors and the Ministry. No review
was conducted by the Ministry on the creation and usage of infrastructure and the °

performance of the Authority was.measured by the utilisation of the grants which resulted
in an unbalanced development of the waterways as discussed in the succeeding
paragraphs :

8.2.3 Spendmg pattern

Audit observed that in the first 10 years (from- l986 87 to 1995 96) there was no
significant activity in development of waterways. Out of the total expenditure of Rs.67.61

crore incurred in the first 10 years of the Authority, Rs.45.81 crore was spent as revenue .
expenditure.. Of Rs.21.80 crore spent on acquiring fixed assets;, except for one dredger

unit ]procured in 1988-89 for Rs.7.98 crore: for NW1- at Patna, all other assets like

vehicles, furniture and other office equipment were establishment related. There was 1o -

srgmﬁcant developmental activity on any National waterway during these 10 years. -

Out of the total expenditure of Rs.615.95 crore incurred upto 31 March 2007, Rs. 335 81
crore (54 52 per cent) was spent on acquisition of assets and Rs.280.14 crore (45.48 per

cent) on pay and allowances, administrative "expenses and other recurring river

conservancy 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 analys1s revealed that -
except for a small amount of Rs.7.35 crore spent on bank protectlon 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 constructlon at

? includes Rs.84.56 crore for capital work-in-progress-and Rs.78.38 crore as advances for capital works.

e e e e e e

i
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" Rs.133.87 crore (excluding cost of land) could not be availed due to-non-development of
National waterways as 'd{i,scussed in para 8.4. - :

Rewmmmdaﬁon No. -8 1
The Authority. shawld

| @  define smff accountabalztzes for appmprmte and tﬂmeéfy utzzlzzsaztwn of fwnds- '

allotted and received for development of waterways against a well formulated
long and shorzt term mtegmted plan for overall development of the waterways,
and

@@i) - . rigorously conduct perwdzcal review on the creatwn 0f zznﬁ'astmcttwre and. its |

. optimum  usSage.. (s considered necessary an independent agency. may be
contracted to conduct survey on the potemml and zzasage 0f faczlmes
’ ,createdf/bmlt by the Authority). ' ' S R

83 Development of waterways ) »

~ The basnc requlrements for developmem of waterways welre to:
- @ prepare fairway or nav1gatnonal channe]l w1th desired wndth and depth and
®) - prov1de navngatlona]l aids for safe day and mg]ht nav1gat10n ‘

The rmmmum dlmensnons to be achieved for the three waterways were as undler -

: _ Table-8.4
| St Name «)f_the waﬁen"way - Lemgth |Ne.. - .of| = Minimum Dnmenswns
No (in kme) stretches (im metres)
' - ] ' - Width ~ Depm o
L. [NW1 - 11620 36| . . .45 .2
2. NW2 - 891 33 - . ,
3. - INW3 : 205 o1 32/38 ' 2

8.3.1 Develapmem of nawgatwnal channels

NWI and 2 are ty]plca]l alluvial rivers wnth charactenstlcs of brandmg, meandlenng and

high barge level fluctuation (both horizontal and vertical) between summer and monsoon

months. On these rivers, several shallow areas (shoals) come up during low 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 undenakmg nominal mamtenancev

dredging.

~ As against the assessments madle by the Authorlty, Audit observed that the -progress of
-work was either very slow or non-existent as dhlscussed below

8.3. 1.1 Achievement 0f dredgmg targets

The Authority assessed (year 2000) that 15 lakh cubic metres and 14 lakh cubic metres'

had to be dredged in NW1 and NW2 waterways, respectnvely and as per DPR of NW3,

-3 Based on National 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 NW1, 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 NW1 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 NW1 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 utilisation* of two HSDs available with the Authority, one each at Patna’
and Guwahati® 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 NW1.

(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 NWI and NW2.
SNWI
SNW2
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8.3.1.2 Ensm;ing;least available depﬂz :

8

crore® on bandalling, dredging an
~ Authority was not able to maintain the
| in 2006-07 on all the stretches of three NW

“To ensure navigability in the
‘be provided round the year. It

" As per contracts for five stretches7 betwee:
- March 1998, the capital dredging was to be com
-°2003. However, dredging in only one stretch (Kochi-Allaphuza) was completed in June
thereafter as the contractors left the works on
e-award the works at an additional cost
k and cost of the original contractors, The cases were under

" 2000 and no dredging has been completed
one pretext or the other.
of Rs.7.48 crore at the ris
arbitration (September 2007).

The Authority plans.to r

channels, a
was observed in Audit that even after spending Rs.60.36
d channel . marking from 1986-87 to 2006-07, the
LAD of two metre consistently and contiguously '
s as detailed below:- IR
- Table-8.5

Report No. PA 9 of 2008

n Kochi Port and Kottapuram awarded in
mpleted between September 1998 and June

least a\}aﬂablle.,depth(]LA]D) of 2 metres;was to-

_ zWater%ay T Totalmo.of |

"No. of days in 2006-07 on which two m

etre ]LAD was available

Neo stretches im |.
T  Waterway S : _ . .
‘ S 0-90 days [ 91 to 210 days 211 -329 days 330-360 days* -
NW1 36 10 ' 4 -3 19 (53)
NW2 - 33 4 1 -2 26 (79)
T NW3 11 8 0 1 T 2(18

Due to inconsistent depths, lack of contiguity and poo
had to pmvide piloting facilities to the cargo vesse
' 83.1.3 River conservancy works in NWI and NW2.
‘While the Authority incurred Rs.40.47 crore during 1986-87 to 2006-0
inNW1 and Rs.14.22 crore.in
‘Were temporary measures,
- protection, river training and pre

8.3.14 Safety of navigatibn‘ in the channels
The movemént of vessels in the river channels w.
bridges (20 on NW1, 3 on NW2 and 34 on NW3),
~fishing nets, sharp bends and secondary channels.
action to address the problems. S

. result the recuiring expenditure on

B ‘*Figures in brackets give percent_agé of all year round availability.

r channc]l_mafkirig,‘ the Authority: ,

NW?2) on bandalling, channel marking an :
no expenditure' was incurred on permanent measures like bank
vention ‘of shoals/secondary channels formation. As a -

bandalling and -dredlgir_ig remainé_d[’unprodubtive. )

8.3.1.5 Development of features associdz_ted with creation of channels -

()  The DPR for NW2 envisaged creation
~order to stabilise the river channels to reduce ero

Is moving in the channels.

7 (Rs2625 crore
d dredging which -

as 1‘s10:>w and not safe due to prese.'nce"of .
overhead electric and telephone lines; -
The Authority had not initiated any -

of storage reservoirs and tributaries in

sion and check the formation of shifting

shoals. ‘and sandbars which were hampering river ‘transport. However, no storage -

reservoirs were created

Edapallikotta-Kollam (17 Km) and Kochi-Kottapuram (30 Km))

8 Comprises Rs.26.25 crore on NW1, Rs.14.22 crore on NW2 and

by the Authority to improve the flow and minimise costly

- A’(Kochi—Allaphuzha(@ Kth}, -Allaphuzthayamkuﬁam(38 Km), Kayamkul_am=Edapallikotm (21 Km),

Rs.19.89 crore mﬁ NWS3.
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medging and other conservancy works. The DPR also envisaged corrstructioh of a dam at

Dihang for' achieving the objective for. inland navigation. There was no evidence on

‘record to show- that the Authonty took up the matter relating to construction of dam at
Dihang with the concerned authorities as suggested in the report.

()  As per the recommendatrons of RITES Limited (December. 2001) stretches in -

Udyogmandal 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 and completed by July 2005. -
However, as against the target date of July 2005, the Authority could- complete only 845 '

km by August 2007.

From the above discussion it is ev1dent that the Author1ty did not systematlcally deploy
. its resources on permanent development of the navigational channels. The targets set for
' capltal dredging were not achieved in any year or any of the Plan periods. Consequently,
not a single waterway had been made fiilly operational for day and night movement of
vessels to attract prospective IWT operators. The dredging work taken up departmentally
in all the three waterways with the Authority’s own available six dredgers would take a
long time to complete the required dredgmg crucial to the development of waterways.

The Authorlty while confirming the. facts replied that the waterways could not be made

joperat1onal 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 more than 20 years of formation of the Authority not a smgle waterway was fully

operanonal _

8.3.2 Navtgatioh system in _]Vaﬁon'al wtttetfways

The Authorityprovided a combination of lighted buoys and manned ‘country boats fitted
with light emitting diode (LED) lights on NW1 and NW2 and hghted buoys on NW3 for

navigation at a cost of Rs.4.92 crore besides incurring a recurrmg expenditure of Rs.2. 55
crore per annum (2006- 07) on its mamtenance :

However none of the National waterways had fully developed nav1gat10nal channels (as
* discussed in para 8.3.1) and there was no movement of vessels in these waterways during
night rendermg the expenditure on providing Aids to Navigation (ATONs) for night
movement wasteful. The night navigational facilities provided on NW1 and NW2 were

‘not avallable uniformly around the clock thus making them unreliable. Moreover, .

ATONs provided had shortcomings like drifting due to heavy floods and damages due to
various river morphological factors apart from pilferage and thefts. 78 lighted buoys on
NW1 and NW2 were lost/damaged due to dr1ftmg, p1lferage and theft durmg the perrod
2000-01 to 2006-07.

In NWl and NW2, the Authority deployed small country boats at 1dent1ﬁed locat1ons of
the charinel (generally two km apart), manned with a person and light, to prevent theft
and pilferage and ‘also to provide aid in marking channels at night. The system had the
inherent! 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 entlrely with the Authority (v) operational cost was high and (vi) it was

not: effectlve during flood season. The Authority did not consider other permanent and
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dependable alternauves hke Automatlc Identlﬁcatlon System (A][S) or leferentnal Global
Posmonmg System (DGPS) that were available. : o

The Authonty stated that round the clock nav1gat10n facility needed to be prov1ded

. without waiting for actual vessels movement to convince the operators. It further stated -

that a scheme to provide the DGPS system was sanctloned and tendering process was’ m‘
progress (N ovember 2007). :

Recommendatwn No 8 2

The Authortty should formulate an annual and a rollmg plan w:th benchmarks and
milestones to ensure that : :

(i)  permanent/semi permanent measures are adopted for riverrconSewaney to
* reduce expenditure on recurring annual expenditure on bandalling, channel
marking, dredging, etc., and the plan should be reviewed and monitored at the

highest level in the Authority. (Technical help from reputed agencies could be | v

considered for river tmmmg, bank protectwn and to plug the secondary
channels); . .

(i)  capital dredging is achleved and maintained at the reqmred dtmenswn of the
_navigational channels; and

| @) modern, dependable and perManent night navigatioh systems are insmiied in a

_time bound phased manner.

84 Unplanned development of inﬁ“astmcturel facilities on the waterways

The Authority did not strateglse the phasing and planning of the three National
waterways so as to develop the fa1rway/nav1gat10nal channel and provide infrastructural
facilities once the channels’ were completed/near completion, on' the basis of
availability/estimated demand from cargo and IWT operators. The Dutch terminal expert
had recommended (July 1996) that suitable option would be to manage initially with a
floating ponteon and to construct the concrete platform at a later stage. This would keep
the handling cost low 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 in
" 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

linked with the development of fairway, avallablhty of cargo, and movement of vessels

‘as described in the following paragraphs
» Natwnal Waterway I '
8.4.1 Constructwn of terminals at Gaighat Patna

- 84.1.1 Due to large vertical and horizontal variation in water levels dunng the lean and-

flood period, the Authority decided (1998) to construct low and high level jetties at Patna,
The GOIL approved (March 1998) the revised estimated-cost of Rs.14.45 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.2.20 crore and Rs.2.51 crore to CPWD in March 1998 and July 1998,

respectively. The cost was agam revised to Rs.25.17 crore by CPWD. However, the
Ministry advised the Authority in August 2000 to suspend the project and take refund
from CPWD. However, the need for the jetty was again reviewed after declaration of new.
IWT. pohcy in 2001 and the Ministry approved (March 2002) the . proposal  for
construction of low level jetty at an estimated cost of Rs.25.50 crore. The work was
entrusted (March 2002) to CPWD who awarded (October 2002) the contract to UP State

. Bridge Corporat1on Limited, Lucknow, scheduled to be completed by March 2004. The
low level jetty was constructed and handed over to the Authonty in Aprll 2007 at-an
escalated cost of Rs.30.29 crore.. : : :

The Authonty, after approval of the Mlmstry, entrusted (July 2005) the work of
constructlon 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 tlll March 2007 though the construction work was yet to start (November 2007).

- Audit observed that at no stage in the process of preparing the project and its approval
was the cargo bemg handled considered. In the year 2002-03, when the project was
vapproved no cargo was being handled at Patna which increased during the period 2005-
06 and. 2006-07. at 5668 tonnes and 4945 tonnes, respectively. As such, the existing
ﬂoatmg jetty that was already avallable at the terminal was capable of handling this
limited ‘quantity of cargo. The Authonty 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 a' suitable option till the cargo movement substantially increased justifying’
permanent jetties. The limited resources available with the Authority would have been
better utilised for development of the nav1gatlona1 channels

'8.4.1.2 The Authority. procured one container handling crane for Rs 2.89 crore in July
2005 though 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 had remained idle (trll September 2007) since its procurement in July 2005.

' 8.4.2 Constructwn of ﬂoatmg RCC ]etty at Allahabad

The Authonty awarded (March 2007) the work of constructlon ofa floatmg jetty on river
Ganga at Allahabad on NW1 to CPWD on nomination basis at a cost of Rs.23.64 crore.
An advance of Rs. eight crore was released The work was to be completed within 24
months :

Since an LAD of two metres was required for smooth sailing of cargo vessels whlch
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 shallow depth, (often less than one
metre) . land also the. presence of some 14 floating bridges that constituted . major
unpedlments to the efficient utilisation of this section of the waterway. Further the fixed
- service ‘schedules conducted during 2004-05, 2005-06 and 2006-07 stiowed that the cargo
- movement was negligible at the Allahabad terminal with no incoming cargo during the
period. - However, the Authorlty was also in the process of constructmg one floatmg
pontoon terminal at Allahabad
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The Authority stated that as per report of National Buildings Construction Corporation,
the annual cargo projected for Allahabad 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 hkehhood of the waterway achieving the periodical annual
“cargo load. . _

8.4.3 Constructwn of floating terminals |

8.4.3.1 The Authonty approved (June 2006) a scheme for construction of 10. floating

pontoon terminals® on NW1 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 full

. work for fabrication of all the 10 floating pontoons to PWD, UP.

~ The Authority placed the order (January 2007) on PWD for éupply_of the remaihing 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 amounts of
~Rs.43.25 lakh paid in December 2006 and Rs.1.73 crore in February 2007 remained

blocked.

The. Authority stated that parallel action 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 facilities for terminals without ensurmg
availability of the land indicated defective plannmg

* 8.4.3.2 Construction of ﬂoatmg termmal at Kolkata .

The Authority approved (March 1993) a scheme for construction of a ﬂoatmg tenrmnal at |
Kolkata at estimated cost of Rs.1.98 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 measuring 11606.64 sq -
metres 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 pand the lease rent with effect from November 1998,
however, due to frequent revisions in design specifications and in the nature of facilities
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 in

January 2005 whereas the lease is due to expire in October 2008. Thus, the expenditure

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 facﬂlmes and dnrectlve of

* the Ministry to walt for decision on free transfer of land

y Factlmes at Rajmahal Sahtbganj, Mamhart, Bhagalpur, Semaria; Doriganj, Baha, Ghaztpur, Chunar

: »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
8.4.4.1 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 crore'’. 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 of Rs.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 crore'' 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 M/s Hooghly Docks and Port Engineers (HDPE) Limited at a cost of Rs.10.86
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

" Rs.30 crore for low level jetty and Rs.17.70 crore for high level jetty.
" Calculated at the rate of 10 per cent.
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2006) detachable type floating dry dock. Due to change in design, the Authority
o ‘terminated (January 2007) the contract with M/s HDPE and requested for refund of
o Rs.2.47 crore after adjusting cost of steel (Rs.14.58 lakh) and security deposit (Rs.87.30
IR lakh). M/s HDPE did not refund the amount as it had already utilised the money in the
| ' ;kpreparation of design, layout and labour. . ' ‘ : .

: , Audit observed that the project was approved even when no vessel was plying there
11os - -~ (except the four newly. acquired survey launches of the Authority) and a marine work
.o o shop existed at Pandu to cater to the present need. The substantive revisions in design of
i the dock also indicated deficiencies at the stage of preparing the DPR. '

‘ The Authority stated that the committee constituted had recommended award of the work

;;} : . again to M/s 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 deficiencies

i “in preparation of DPR and planning and the. adjustment of the outstanding from the future
bills against a new contract was not ensured as a contractual condition. o

8.4.5 National WdierWay 3

8.4.5.1 Construction of términals and procurement of mechanical handling equipment

The Ministry approved in July 1999 the construction of 11 terminals at a cost of Rs.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 dredging and also because there was negligible cargo
on this stretch; the terminals at Kottapuram and Thannermukkam could not be used as the
channel 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. terminals
at Kakkanad and Chevra had been deferred pending assessment of potential traffic and
one at Alappuzha could not be taken up as State Government expressed reservations in’
hianding 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 cost of Rs.32 lakh was also under consideration (June 2007).

- Thus, 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. ‘ o ’

- The Authority stated that efforts were being made for utilisation of completed terminals
" 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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1

Recémmendaﬁon No.8.3 - -
The Authority should ensure that

) . all the praject activities should be synchronised so that there is no idling of
- Jacilities created due to non-completion of related activities; and

(ii) . permanent Jetties shoégld 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 DPlaces the option of floating.

jetties should be considered.

8.5 ;Gargolmovement__ _ : C S : o

8.5.1 ' Procurement of cargo vessels A

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 NW1 and NW2. The

- scheme was revised (November 2001) to procure four cargo vessels (one oil tanker, one
container vessel, two general cargo vessels) for NW1 and NW2 at a cost of Rs.14.12

" crore. The Board, however, in the first instance did not approve (May 2002) the scheme
stating that running of cargo vessels was not within the mandate of the Authority which

~ was already running one cargo vessel ‘MV Rajagopalachari’ on NWI and NW2.
Subsequently, the modified proposal (November 2002 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 Rs.11.09 crore on nomination basis from M/s HDPE

frevadim

T 1 1 1 1T T T 1 71T 1 1 7T - 0.

——— oo

from June 2004 to-July 2006.

The Authority placed another order in June 2004 on M/s HDPE on 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 vessels and manpower: of CIWTC and financial resources of Authority: for
promotion of TWTs. 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

o v : o - ' " (Rs. in lakh)
Vessel - " | Cargo in | No of | No of | Revenue | POL Percentage | Salary
(Date of acqmsmon) I MT. . | Trips | empty | earned Cost = | of revenue | of the

“handled | A trips | 0 ( | to-  POL | crew
- ] . 2006-07 ] . _ cost

Rajagopalachari - . Cargo | 1669.69 | = 07 2 1776 | -25.43 " 70 | - 25.50 |
Vessel-(1993) i : ' - L . — '
Cargo Vessel | - 1548.79 08| 21 -697]. 1441 48
Lal Bahadur Shastri (]une’ ' SR : . ) : .

| 2004) s . . - .
Cargo Vessel =~~~ | 228171 11 3 873 2132 ., 41
Homi . Bhabha (December ) ' - :
2004) B e . . . -

| Oil Tanker Vrshweshsarryya .- 897.94 06| 3| 449 | 14}'.60 31|
(March 2006) ] : ’ . : s
Container Vessel R.N. Tagore -568.23 04 2 5.29 991 |.. 53
(June 2006). ’ | 1 - :
Total L : - . ' 43.241 8567 | - .25.5@

As would be seen from Table-8.6 above, the Authorrty earned only Rs.43.24 lakh agamst '
an expendlture of Rs. 1. 11 crore. The mdrrect ‘costs and overheads also could not be

-recovered.

- The Authorrty stated that CIWTC could not get sufficient cargo for econormcally Vlable

operation and MOU was m—operatlonal Therefore the Authonty decided to procure _

~ some of its own cargo vessels.

. However the operatlon of Vessels was not as per the objectives of the Authonty and

moreover WCI'C also ev1dencmg uneconomlc operatlons

- 8.5.2 Non—explmtatwn of cargo potentml on natwnal 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 efc., on NWl and NW2 wh10h~
could be transported through IWT.

~ However,’ despite inherent strength of the river transport mode, cargo transportatron by

this mode had not substantively increased in the last five years upto 2006- 07 as’ is shown'
in Table-8.7. :

.Tah]le%ﬁﬁ o

L S . (in btkm,

| Year . - NWi1 I NW2{ . - NW3 Total
2002-03 - |- 0128 G .0.004 ] . -.0.019 . 0.151.
2003-04 . | - -0.160 | , - 0.029 ~0.022 : 0.211
.2004-05 - ... - 0312 oo 0025 -~ - 0.015 - 0.352
2005-06 1. : 0411 | .0.032 | 0.017 0.460
.2006-07 .~ 0.580 . 0.173 _ 0.015 0.76
Total 1 . 1. 59]1 : 0.263 ) - 0.088 1.942

8.5.2.2 The GOI in February 1998 1ssued drrectrves to- various Mmrstnres to reserve a
minimum of five per cent of their annual movement of cargo for 1998-99 and 1999- 00
for transportatlon by waterways on those routes that were notified as operational by the
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Authority. All Public Sector Undertakings which had the ﬁnancial"capacity were also

encouraged to create captive vessel capacity. 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 d1rect1ves
and the Authority failed to capitalise on the initiative:

8.5.2, SNTPC Limited approached (2001) the Authonty for movement of coal from
"J[‘alchar and Barh coal mines, imported furnace oil and coal to Farakka and Kahalgaon
- Power 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 round the year and the project did not take off (August 2007)

'. 86 ' IWT Pmmotwn Schemes

8.6.1. With a view to prov1d1ng 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 nghways and (vii)

forelgn direct investment.

Audlt observed that the Authority, despite being the 1mp1ement1ng agency, had not
capltahsed on the initiatives and identify projects for Private Sector part101pat10n for
development of National waterways and water based recreatlon 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
~ distance cruises. In the case of Brahamputra River, there was a scope to develop tourism

onented cruises .connecting Guwahati and Kazhiranga, Tezpur-Smgn -Biswanath,

‘Kaziranga-Jorhat-Sibsagar, etc. Similarly on -the Ganga, cruises -could have been
' 'developed at’ Patna (Buddhlst circuit), Bhagalpur (for Devghar) and Kolkata.

Audit observed that Authority did not identify the places/locatlons of tourist 1mportance
despite emphasis in this regard in the policy. The projects of private parties like M/s
Vomsi India Limited (2002) and M/s Smita Associates (2003) could not take off due to

non-availability of required water depth between Varanasi and Allahabad. M/s Assam

Bengal Nav1gat10n (ABN), an Indo-British joint venture, was the only party to operate
river cruising in Brahmaputra river on NW2. :
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|- Recommendation No.8.4 1
 The Authority should

() identify specific ttems or cargo whzch could be targeted for bemg tmnsported '
. through National waterways and establish procedures and fucilities to
operationalise the handling of the zdentzf ied cargo/loads; and

(@) identify and assess the potential for pmjects for private sector participation for
- development and utilisation of faczlmes on the national waterways for water
based recreation activities. : ‘

87 iject momtormg and internal eontml

 The Authority has no system of penodlcal momtonng 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 at Noida, no MIS (Management -

. Information System) was introduced for monitoring the 1mplen1entat10n of the projects,
- utilisation of vessels. and dredgers agamst standards and benchmarks

The Authorlty 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 observatlon stated that the manuals would be prepared
as suggested by Audit.

| Recommendation No. 8.5
' The Authority should ensure that

@) the Internal Audit functwns mdependentbz and reports its fi ndmgs directly to
-the chief executwe,

| G- accountmg /auditing manual are prepared early; and

(i) systems are established and staff accountabilities def ned for a eemprehemswe
Management Infermatwn System and monitoring of selected perfermanee and

Status reports at appropriate management levels

- 8.8.  Other topics of interest

8.8.1 Non=dtsp0sal of dredged material

The DPR for NW3 envisaged that the dredged materlal 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 approx1mate1y) 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 conservatlve basis it could have reduced the cost of dredgmg by at least Rs.2.22
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crore had 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 matertl 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 M/s 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 of workboats

The Authority entered (January 2003) into a contract with M/s Neptune Marine Pvt.
Limited (NMPL) for supply of three work boats at a cost of Rs.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. M/s 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 interest'” 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.3.02 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 NW3 and found that the Authority was to recover
Rs.6.48 crore (excess deposit-R$.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

" Calculated at the rate of 10 per cent.
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 of its utilisation (June 2007).
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resulted in loss of interest of 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

" The Authority replied that the appea1$ sé‘eking 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 purchase 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 lying 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@daﬁon.]yb, 86
The Authority should ensure that -

(i) mobilisation advances are interest bearing as per CVC guidelines; and

89 Concl.usion

(i) the obsolete inventories are feyiew‘ed and segi‘egated fbr _appmpriate disposal.

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 appurtenants for shipping

- 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 the National waterways because of inadequate depths in the National.
. waterways. The benefits of terminals and " mechanical handling equipment

constructed/under construction at Rs.150.70 crore could not be availed due to non

development of the waterways.

The matter was feportéd to the Ministfy in January 2008; reply was awaited.
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DEPARTMENT OF SPACE

'CHAPTER IX

Antrix Corporation Limited

Performance of the Company

(2]

Rs.27.45 crore.

" Highlights

‘Company - specific guidelines/procedures for accounts, investments, personnel
etc., had not been developed even 15 years-after its creation and Government 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 Cofnpany’s interest earnings averaged around 50 per cent of the profit after |

tax during the yeats 2002-03 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.
| | SR (Para 9.7.1.3)

The Company 'creditéd the DOS share of revenue to the Indian Space Research

Organisation (ISRO) instead of the Consolidated Fund of India. 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.

Ab‘sence of a deemed supply clause in 16 contracts led to loss of revenue of

(Para 9.7.4.1)

There were delays in revenue recognition/raising bills; and important contractual
provisions in respect of performance bank guarantee, surrender or termination of

leased capacity were not followed. -

(Para 9.7.4.2)
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‘The Company extended undue beneﬁt to Space TV (Tata Sky) by reducmg the‘ E

rates originally accepted to by the customer wh1le entenng 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@ 751and9 7.5.2)

While Service Tax for ][NSAT operat1ons was being. collected the same was not
being collected in respect of foreign hired transponders resultlng in-a hkely

- l1ab111ty of Rs.16. 77 crore to the exchequer

(Para 9.7, 54

The Company. shonlal formulate and zssne gmdelmes and procedures for all

, aspects of its operaaons

The Company should prepare a table of anthomaes ensnrmg that there is
proper segregation of duties among officers and staff nawng anthonsmg,
approving or paymg responszbrlmes in the Company

The Company should devise san‘able ways to maxlmzse retnrns from its snrplas»

- cash balances.

The Company should credit the ]D@S share of revenne dlrectb) to the
Consolidated Fund of India instead of throngh ISRO. Remittances should be

 made promptly and periodical reconciliation should be carned out to enable a
- fair assessment of balances reﬂectea’ in the Aeconnts

The DOS should estabhsh norms for entrastment of commerczal contracts to
the Company consistent wnh as assrgned role and aracle of establishment of
the Company. T g :

. The Company- shonld ensire melnszon of a smtable clanse in the contracts fo

avoid idle capacity and loss of revenue due to delay in-compliance of various

" formalities by the customers. The Company should proactively interdact with
- various regnlatoty agencies and discharge its mandated role as a facalnaton

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 gnarantee and for snrrena"er or termmanon of

lease. . - R :
. The Conipany slionld en'sarerthat S'aitable prow'sions are made in the contracts
.. requiring payment of interest for delay in payments and that the eontractnal '
terms are not to the disadvantage of the Company. : '

_Even in cases where the appltcabzlny of certam taxes or duties are pendzng .

clarification, the Company shoald initiate: recovery so .as to ojfset any fatnre o
liability. : -
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9.1 Introduction

The Indian National Satellite (INSAT) 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 INSAT 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 (ISRO) to promote the
commercial exploitation of space products and to transfer the technology developed by
ISRO.

Up to August 2007, ISRO had launched nine satellites with an aggregate capacity of 199
transponders’ (Annexure-XXXI) catering to Broadcasting/TV/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:

Chart-9.1

Allocation of transponders

Ministry of NICNet & others
Defence 9 (5%)

INTELSAT 11(6%) | ¥ 6 (3%)
\ 4

=l
Educational satellite—
12 (6%)

—
~

Spare & switched ““\7
off 18 (9%) Private 88 (VSAT
(38), TV/DTH (50))
|
Prasar Bharati s
21 (11%) 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

' Transponder (derived from ‘transmitter + responder) on board a satellite transmits signals
automatically when it receives predetermined signals 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 131
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:

Chart 9.2
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It would be seen that all the. executlves 1nc1udmg the Executlve ]Dlrector constltutmg the
senior management in the Company were on transfer? from the DOS and drew a part of
 their pay and allowances from their parent departments namely DOS/ISRO>. The three
crucial functions of Finance, Spemal Projects, Commercial Marketing and Legal services,
in the Company were held by ISRO officers merely in an _ex-officio capacity, and their

entire salary ‘was being paid by DOS/ISRO There were only two permanent employees
in the ¢ Company : :

9.3 Audzt Ob]ectwe

Audit assessed the efﬁclency and effectrveness of the Company in its ass1gned role as the
contracts manager for the DOS and particularly reviewed the authorities and
accountablhtles estabhshed and defined in the Company for- 1t to carry 1ts des1gnated role.

94 Audxt Cmtena -
~Audit Was carrled out with reference to the followrng criteria

(1) Company s assigned role as a contract manager of contracts

(i) - |Company’s pohcy on-deployment of advances received for various contracts

(i)  |Agreements entered into with the DOS, Mlmstry of Defence (MOD) and other
customers '

9. 5 Scope of Audit

‘The Performance Audit of the Company was taken up fo review its performance as the
commer01al arm of the DOS and covered the perrod of five' years from 2003-04 to 2006-
07. 1 : ,

9.6 Audxt Methodology ond Acknowledgentent

. 96.1 Audrt was conducted in accordance with the Audltlng Standards and the -
. Performance Auditing Guidelines notified by the CAG of India. These standards and’ -
guidelines lay down the profess1ona1 practices that government auditors should. follow in

' planmng, implementation, reporting and quality-assurance in all performance audlts The
audit Was conducted on the basis of review of records, docurnented minutes of meetings,
and dlscussmn with senior executives. Audit objectives and criteria were discussed at the
entry conference held with the ‘management in May 2007 and audit findings- and
recomrnendatlons were discussed at the exit conference held in September 2007.

9.6.2 ~Out 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 durmg 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 broadcastmg and 67 per cent of forelgn supply & 1nsta11at10ns contracts- (Annexure—
: XXXIH) Audit also reviewed ‘all the seven foreign contracts entered into - by the
_Company for hiring transponder capacity from AAP.and NSS. : : .

9.6.3 . Audit acknowledges the co-operation and assistance extended by dlfferent levels,
‘of the management at various stages of the Performance Audit.

i

2 Not on ‘deputatwn ‘ .
3 75 per cent of the salary cost 0f the Executtve Director and three senior executives is rezmbursed to
ISRO by the Company under a cost sharmg arrangement. :
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9.7 Audit Findings | _ -
9.7.1 The following weaknesses were noticed in the prevalent operaﬁng environment in
the Company: : : : S

- 9.7.1.1 Non prepamtion 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 of India 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. ' ’ '

‘ The'Management 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-hoc and variable work procedures. Moreover, there
was also the attendant risk of diluted accountability, éspecially in view of blurred
distinction between the DOS and the Company. - o

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: - ' : o

o - 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 responsible for enforcing the conditions of the

contract. : , . o :
© The functional 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. : . B ' .
e The responsibility for Finance and Accounts of the Company was vested with a

- relatively junior functionary, while the Internal Finaricial Advisor of the DOS was
_designated as Head of Accounts & Internal Financial Advisor in the Company.
Thg: Management statéd'(Noveinber' 2007) that r_nanpchrircsources of the Company
were to be strengthened substantially when additional delegation of powers would be
- taken up-for approval with the Board.’ ' ' - ' '
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9.7.1.3 Fund management

The Workmg results of the Company durlng the ﬁve years up to 2006- 07 are detalled in

the table below:
Table-9.1
Working results _
: (Rupees in crore)
Sl | Particulars - 2002-03 | 2003-04 2004- 2005~ 2006-07
No ‘ ' ' : 05 06 -
1 Income (Operational) 1T . i
' (a) Foreign 30 15 19| 55 76
(b) Inland = - 69 279 | - 330 331 530
Income (Non-Operational) . _ .
(2)Interest .8 7 17 27 _ 56
(b)Others : S 2 1 1 1 3
Total: , 109 | 302 367 414 665
I | Expenditure - R ' ‘ :
(a) Foreign B ‘19 8 9 .35 _ 45
(b) Inland 60 253 295 | ©287| 458
(c) Others g . 2 .4 2 3 3
Total: ' 8l 265 306 - 325 - 506
III | Profit before Tax : 28 37 61 - -89 - 159
IV - | Profit after Tax (PAT) : ’ 19 24 39 61 106
VI | Percentage of Profit to turnover .26 12 17 21 ’ 24
VI | Percentage’ of Non-operational | - 53 33 46 46 | . 56
income to Profit after tax - ' ’ : '

The proﬁt before tax increased from Rs.28 crore in 2002-03 to Rs.159 crore in 2006-07.
The. steep increase in domestic revenue 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 special purpose vehicle for parking unutilised surplus
funds by the DOS. As of March 2007, the Company had Rs.828 crore in term depasits in
PSU banks '

ConSIdemng the substantial routing of funds, through the Company‘ that remained. un-
utilised, an Investment Committee was constituted in January 2003. The Board of
Directors authorised the Committee (March 2004) to invest without any ceiling which
. was 1n1t1a11y 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 of the banks. Investments made in 19 cases revealed that the Company was

deprived of income of Rs.4.54 crore by way of hlgher rate of return being offered by the -

individual PSU banks had the investments been made without any ceiling (4nnexure-

' XXXV). Tt was.also observed that huge amounts ranging from Rs.1 crore to Rs.380 crore

were’ kept idle for periods ranging from 7 to 20 days (Annexure-XXXV1), resultmg in
: substantlal loss of interest.

134

e

T

e e T

W

= ""‘ii‘\"ﬁ;m =T 1 T h 1 m Tl

=100 T 1110

s e B T

= 1 T




Report No. PA 9 of 2008

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 arrangement®, the revenue share of the DOS was to be
remitted to the Government account’ 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 ISRO 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 ISRO. 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.

* In the ratio of 80:20 for VSAT, 85:15 for DTH/TV and 40:60 for IRS operations.
’ Major Head 1425-Other Scientific Research-102.
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9.7.3 Contracts not entrusted to the Company

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 INSAT 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 of Rs.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 (I&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 (Annexure-XXXVII). Absence of 2

~deemed supply clause after a specified period M'thc“contraét/agreement also-led to pon- '
" collection of space segment charges 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 the mutually agreed time are discussed below: .

(@  An agreement. _was;entered (September 2004) with Reliance Communications

' Limited (RCL). for lease of 162 MHz for VSAT (telecommunication) : operations at
Rs.1.65 lakh per MHz per quarter for a period up to 31 March 2006. The period of lease
‘was to_commeénce from 1 October 2004 or from the ‘date of.obtaining NOCC: clearance.
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 of revenue of Rs.17.15 crore for the period October 2004 to
‘February 2006. : ' S

- When the Company informed (February 2006) the customer that the unused capacity
would be allocated to others, the latter proposed a staggelred;fslab6 of utilising the

'vallocated’cé,pacity by 31 December 2006. Accordingly, the DOS/Company decided

(February 2006) to bill the customer as per slab proposed or the actual usage whichever

“was higher. Even as of December 2006, the customer-could obtain NOCC clearance on .

(@)  Electronics Corporation of India Limited. (ECIL) with -allocated capacity of 9
- MHz; 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
Jakh 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 request that the 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 in obtaining/arranging for the NOCC clearance the Company Jost the benefit of
additional revenue of Rs:91.32 lakh. .- -~ oo L S
"The Management stated (November 2007) that: ' , ‘
e the processing/lead time taken by Ministries/Departments of Government of India
~ for administrative clearances cannot be treated as delay, which was beyond the
control of the DOS/Company. - ' ' - -

° in case ‘of RCL, the conduct of mandatory - verification tests by NOCC was very ..
- important because the INSAT 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. ' g L -

76 90 MHz by 31 March 2006, 120 MHz by 30 June 2006 and 162 MH?z by 31 December 2006.
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o delay of a few months (in-case of ECIL) need to be looked into from a larger
perspective where the customer would provrde steady revenues for many years to
come.

The reply is not acceptable as the Company failed to include proper incentive's' 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 terms of the duties assigned to it by the. DOS. Proper planning and networking would
have allowed the Company to address the concerns of regulations promptly which in turn
would have improved the commercial availability of satellites. The Company was not

able to. facﬂltate grant of ad-hoc licenses from I1&B Mlmstry to its domestic customers
whereas: 53 foreign television channels were operating in India on the ba31s of ad~hoc

licenses wh1ch were-being renewed year after year

i

Recommendatton No. 9.3

avoid idle. capacity-and loss of revenue due to delay in -compliance of various
formaltttes by the customers.

(u) T, he Company should proactively mteract with the vanous regulatory agencies
and dtscharge its mandated roleas a factlttator

(i) The Company should ensure inclusion of suitable clause in the contracts to |.

9 7.4.2 T erms of Contract

Audit ﬁndlngs on delay in revenue recognition, delay i in raising including facilitating the
realise of bills and monitoring of receivables, non enforcement 'of contractual terms and
penod1c1ty of contracts are discussed below: o

() Delay in revenue recogmtzon

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-ralsmg of commercial invoices in the first instance for certain and well defined
claims such as space segment charges and access fees, services for whrch 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 Company also did not have a system to monitor demand invoices raised and
those converted into commercial invoices. The Management stated (September 2007) that

the data relating to demand invoices converted into commercial invoices were under
compllatlon

The Management further stated (N ovember 2007) that it was a general accountrng practice
to raise demand invoice. :

138

T

T

S I NI

e RTES T R R

|

=TT

e ——reeer e R B R

=

=




Report No. PA 9 of 2008

- 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.

(i) ' . Delay in Araising 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 dunng 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).

(iij)  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 secunty :

The Company, however, had not enforced the condition in the following cases:

K 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.

K In case of 53 VSAT custemers, PBG was not obtamed 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 of VSAT operators the Company

had changed (Apr11 2005) the billing pattern from 25. per cerit advance payment to
payment before the end of the quarter. As a result the commercml services were being
provided without adequate assurance of payment.

Gv) " Surrender or terinination of leased capaaty

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 resultmg in non-recovery of space segment
charges of Rs.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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W Pertodtctty of contract and revision of rates -

A uniform 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 and there was no price revision clause in the contracts. As 4 result the Comipany
ended up havmg a long drawn contract with little scope for any price revision. However,
contracts with foreign satellite operators for VSAT (telecommumcatlon) services, had’

duration of lease period of three 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 tanff
by seven per cent after three years with effect from August 2007. -

The Management stated (November 2007) that global 1ndustry practrce was to have
longest poss1b1e period of contract so that it could 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 time of renewal in any of the contracts. Moreover, in the absence of a uniform
policy, the Company conveyed an uncertarn approach thereby giving confusmg s1gna1s to
its customers :

Recommendation No. 9.4

The Company should

collection. The Company should develop a system on the status of demand
invoices raised and commercial invoices raised there agamst to momtor the
correctness of accounting of all legitimate clazms, A :

‘ (ii) strtctly enforce the terms of the contract for the collection of PBG or advance
~ pdayment as security for the commercial services provtded '

(iii) enforce the terms of the contract whtle accepttng surrena’er/termmatwn of
lease; and. : : :

(iv) develop a umform policy for long term contracts and should consrder

()  raise bills as per the terms of the contract and take suitable steps JSor prompt '

incorporating a clause in the contract for approprtate revision of rates.

. 9743 Undue benefit by excluding conditions agreed upon

Space TV (Tata Sky) required (March 2004), 12 high power 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 ja comprehensive contract and negotiate the charges at Rs. five crore per

transponder year. Accordingly, a ‘Term Sheet’ agreement was signed in June 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.

Due to th1s reduction in lease charge, there was a recurrmg 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 mtentrons 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 formed the ba31s for the

initial commitment was for all the 12 transponders Further there was no formal request

. from the customer for reduction of lease charges or for additional-one month’s free perlod 7

after signing of the ‘term-sheet’.

—

9.7. 4 4 Contract with Bharat Sanchar Nigam Ltmwed

- Bharat Sanchar Nigam Limited (BSNL) was usmg 34 transponders 3I1-C band and 3 KU
" band) under telecommunication (VSAT) segment.- Management of all contracts of VSAT
business including those of BSNL was taken ¢ over from DOT by the DOS and transferred

to the Company in July 2003. As per the DOS directive (May 2003), 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: recervable from BSNlL from July 2003 to March 2006 aggregatlng to

-~ Rs.229.18 crore was not recognlsed in the books (2006-07) as no commer01al invoice was
o rarsed The non-raising of commercial invoice deprived the Company of its income of ‘
s Rs 40.82 crore. BSNL had been paying charges from April 2006 '

Management stated (November 2007) that BSNE had taken up the .issue wrth the -

~ .Government of- India for waiver of the transponder charges up to March 2006. -

‘Reply is not tenable since as per the DOS directive, Company was to bill for theé services
availed by BSNL from July 2003.

9. 74 5 Contracts with Mlmstry of Defence ’

Mrnrstry of lDefence (MOD) was using nine transponders for which, eleven contracts o

~were managed by the Company. Audit reviewed all-the 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 , , : A
- _An agreement was’ srgned on 3 ]December 2003 w1th ]Defence Research

Development Organisation, for leasmg 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 utilised 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 of Rs.1.32 crore. -
° Director of Concept Studies. .(DICOST) of Air Force. Headquarters was allocated
‘ 'space segment capacity of 2 MHz (October 2005) and 4 MHz (January 2006): The
Company 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 trll February 2006, due to project delays. In the
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absence of either an agreement or a MOU with the customer, the Company had to
forego its share of income of Rs.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
formalisation of all the MOUs with the MOD/MOD organisations. :

Recommendatton No. 9.5

The Company should formaltse all contracts with the M oD and bill accordmgly

9.7.5 Contracts entered into by the Company
9.7.5.1 Delay in recovery of quarterly recurrmg charges )

A contract 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 Frequency Auto Track (RFAT) uplink statron at Port Blair. :

As per the 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 levy interest on delayed payments due to absence of penal interest clause in the’

agreement. There were delays in payment rangmg a year in 2006 and QRC for 2007 was
yet to be paid (August 2007). : : A

The Management stated (November 2007) that in almost all cases of forergn contracts
the penal interest clause for levy of interest was not be1ng agreed to by the foreign
customers . :

The reply is not tenable since it was observed that in the case of the international
contracts for hiring of foreign transponders signed by the Company as customer, such
interest clause was mvanably mcluded for delay in payment on the part of the Company

9.7, 5. 2 Voluntarv reductwn in service charge

The Company hired space segments from AAP on monthly recurrmg 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
transponders, the Company was to charge 10 per cent as service charges. In April 2004
the Company voluntarily reduced its service charges to four per cerit though there was no
demand from the customers. Similarly, for hiring transponder for one customer from New
Sky Satellite (NSS) Netherlands (May 2004), the Company considered service charges at
four per cent only instéad of at 10 per cent it was collecting from AAP customers till
April 2004. 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 Management 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 tlme to time as a business strategy to win the customer.

Il_;';"“r" —
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The reply is not tenable as the number of customers involved remained seven over the
period Apnl/May 2004 to March 2007 and there was no contractual obhgatron for
reduction in service charges from 10 per centto 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 agreement 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
‘hired at the time of renewal of the agreement. The Company passed on the entire free
_ penod to its customer though the Company was not obliged to-do so. This resulted in
,foregolng revenue of US$ 2.32 million (Rs.10.09 crore).

The Management stated (November 2007) that the free perlod was normal]ly part of the
_ negotiation-and a standard approach towards the free perrod did not work in this. industry.

- The reply is not tenable as the Company was not glvrng fre¢ period to'its other customers
under INSAT after the commencement of the contract.

°9.7.54 N0n=collectwn 0f Serwce Tax

' Although the Company was collectmg service tax- from all ][NSAT customers it did not ‘
collect service tax from' customers using’ foreign transponders. The amount of service tax'
not collected was Rs.16.77 crore, as. of March 2007. ' :

The Management stated (N ovember 2007) that the issue whether serv1ce tax needed to be
collected for capacity ‘leased. on satellites had " been taken: up. with. the. concerned =
'authorltles and the clarlﬁcatron 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 ]habrhty from its own funds o

Rewmmmdatton No 9 6

@ 7T he- Company should ensure that smmble pmwswns are made in the. commctsi ,
-regarding payment of interest for delay in paymems, and that the contractual
" terms are not to the dasadvanmge of the Campany

G) The Company should initiate recovery even: in cases where the apphcabu/hw 0f
. certain_taxes or duties are pending clarif catwn so as to offset any future
liability. : ,

9. 7.5.5 Marketing of Indian Remote Sensing data
@) 'Aigreemems with Space Imaging

The Company was vested with the international marketing rights for access as 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 agréement with Earth Observation Satellite Company (EOSAT), USA
subsequently renamed as Space Imaging (SI), LLC, USA and now GEO EYE. The
agreement was amended five times and the latest was in November 2003.
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Audit noticed the following limitations in the implementation of the above contract: - o

e SIagreed to pay a royalty at 10 per cent to the Company on the sale price for the

.commercial data sales and for this purpose a quarterly statement of the products

sold by SI and International Ground Station’ (IGS) was to be provided to the

Company. In the_abse}nc‘e'_of suitable penal clause in the agreement the Company

-, Was not in a position to verify the IRS data sold by SI and IGS to. determine the
royalty due. - ) o o . ‘ -

e 'As per ‘the terms of the agreement, SI agreed for a-minimum IGS access
~ commitment of US$ 3 million® from TRS 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 statemeénts including customer data; it was not possible to realise such details.
Further; in each case of IGS. established by SI the minimum fee as specified in the
-agreement, was claimed. : - : : :

The. C{)mpany’s admits to a weakness in dealing Wwith ‘international customers and
inadequate contractual safeguards to protect its financial interests.

(ii)  Degradation of data

of the six IRS satellites in 'operation,ﬂ three sétel_lités ;l‘lad“ ogiiived their ‘life. '_Au.dit
observed that due to degradation of data from IRS 1C/1D 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
absence 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. T S h o
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 incrable. o o o ' S

The répiy is not tenable as the ,&etails of .the‘ access made_ by MOD fof the last fwo Years

were not kept on record. For the degradation of data of IRS 1C/1D, the DOS was yetto -

‘take any deciSiOQ' on MOD’s request for waiver of the -acccés fee for the year 2006-07 as
it did not appear to have proper system for verifying the 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 1C/1D 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 G(éund stations are_established at various. countries for downl_oading' iinageries. from
remote sensing satellites whenever the satellite’s foot print passes over that particular country.

1218 GSV.éaIes/upgralde.s" durfné the first three years at an annual access Sfee of US$250000 pér IGS v
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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 ISRO/DOS.

The reply is not tenable since as a contract manager, the Company had 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 ISRO/DOS and remedial action initiated periodically to
avoid accumulation of the receivables.

9.7.6 Other Points of interest
9.7.6.1 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, M/s 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 GSLV
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 M/s 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
Sacilitate 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 obltgatwns

The DOS allocated (June 2003) two transponders for- internet education. The rates fixed
for theifirst transponder was Rs.1.80 crore per annum, while the second transponder was
given free of cost for use by the Ministry of Information 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 Management stated (November 2007) that. they. would take up the matter with the
DOS. :

9.7.6.3 thts to Government servants

To commemorate its 15th anniversary, the Company gifted four gram gold coins to

15631 Government employees of the DOS, and other subordinate organisations such as

ISRO, Vikram Sarabhai Space Centre, National Remiote Sensing Agency, ISRO Satellite

Tracking Centre, Master Control Facility, etc. involving an expenditure of Rs.7.36 crore

(mcludlng fringe benefit tax of Rs.37 lakh) as an acknowledgement of the support
received from these organisations. Audit observed that since the ISRO/DOS employees -

were permanent Government servants who were also eligible for special cash incentives
at the time of every ‘successful launch’ of satelhtes the giving of grfts to govemment
employees was not justified.

The Management stated (November 2007) that it was a small gesture shown by the
Company to ISRO/DOS personnel to continue their contributions in th1s area and the
Company felt that such an action was Justrﬁed :

The reply of the Management should be seen in the llght of the fact that the value of grﬁ:s
constituted approxrmately seven per cent of the profit after tax. Further, the Central
' Vlgrlance Commission had clearly strpulated (September 2004) that no gifts should be
given to Government servants by PSUs.

9.8 Concluswn

The Company credited the DOS share of revenue to the ISRO instead of dlrectly
credltmg it to the Consolldated Fund of India. Remittances were also not doné 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

gurdelmes/procedures for accounts, investments, internal audit, personnel, etc. had not

been developed 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 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 lof appropriate provisions in the agreements; performance bank guarantee/cash

e | r . - : :
securities were not collected, and savings on free period were passed on to customers.
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Servnce tax was not collected for hlred forelgn transponders and service charges were
-~ reduced in favour of private customers

The matter was reported to the Mlmstry m JJ' anuary 2008 reply was awalted

[ PRy g W O

(BHARTH PRASAD) "

e N'esv Delhi f . o Deputy Comptroller and Auditor General
" The e o _cum Chalrpersom, Audit Board

- 24 April 2008

’- C_oﬁﬁnters’i:grlfetﬂ -

' "New Delhi T Y Comptroller and Audntor Gemerall of India
- The s - ) ‘ , -
24 Apnl 2008
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Annexure-I D
(Referred to in Para L7.LI)

‘]Déttaﬁ]ls of installed éémpacﬁty and actual pr@&ﬂuéﬁ@m

_]Pmdlﬁnct Year Installed Actual - * Shortfall in Target Percentage of
capacity | productiom _production actual production
MT MT Quantity | Value MT . | Imstalled | Target
MT Rs. in capacity
B i crore)
omia | 2002-03-] 326700 235840 90860 305250 72 77
2003-04 | 326700 | 237009, | 89691 301915 | 73 79
200405 | 326700 | 231867 | 94833 306801 | 71 76
2005-06 | 326700 260066 66634 304461 80 85
79
2006-07 | 1326700 257182 | 69518
Total 411536
S“E;‘i‘é‘“ 200203 | 379500 | 268097 | 111403 354218 | 71 76
2003-04 | 379509 267266 | 15994 360129 70 74
200'4_05. 379500 259177 | 150303 358509 68 72
200506 379500 2‘88394. 91106 345664 76 83
1 2006.07 | 3795% 29677-1 82729 78
Total 517795
Phosphoric | 2002-03 33000 9213 23787 18000 28 - 51
acid _
200304 | 33000 15607 17393 18000 | 47 87
200405 | 33000 8057 | 4043 11550 24 70
| 200506 | 33000 5983 27017 - 18 -
200607 | 33000 510 32490 , 2
Total, 125630
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Ammonium | 2002-03 | 225000 182222 1| 42778 2271 | 225150.| 81 81
Sulphate o T ,
' - | 2003-04 | 225000 190268 {34732 . | 19.22 | 219184 85’ 87.
| 200405 |:225000 | 200564 - | 24436 '14.09 | 227909 89 | 88
1200506 | 225000 | 172986 | 52014 | 3332 (222200 77 78
2006-07 | 225000 183490 | 41510 | 29.70 82
~ Total 195470 | 119.04
|'Ammonium | 2002-03 | 148500 155428 - - | 194000 { 105 80
" Phosphate ,
2003-04 1_43500 _ 141053 7447 - 542 | 195000 95k 72
200405 | 148500 | 104388 | 44112 - | 3211 | 195000 70 | 54
2005-06 | 148500 1483502 | 4900 334 | 195100 97 74
2006-07 | 148500 147102 | 1398 102 99 -
- Total 57955 -41.89

|

[ [ RO P

Ceed
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Annexure-II
(Referred to in Para 1.7.1.2.)

Stream days of p[laﬁatts

Sl.No.

Percentage of

Plant Year Stream days Actual
o as per Stream days actual to
f . design : design
1. Ammonia 2002-03 330 238 72
: - 2003-04 330 239 72
2004-05 330 234 71
~ 2005-06 330 262 79
: 2006-07 330 260 79
o 2. Ammonium | 2002-03 330 267 - 81
Sulphate 2003-04 330 279 85
- 2004-05 330 294 89
2005-06 330 253 77
2006-07 330 269 82
3. Sulphuric 2002-03 330 233 71
acid 2003-04 330 232 70
2004-05 330 225 68
2005-06 330 251 76
n - | 2006-07 330 258 78
4. Phosphoric 2002-03 330 92 28
’ acid 2003-04 330 156 47 .
' 2004-05 - 330 81 25
‘ 2005-06 330 60 - 18
j _ 2006-07 330 5 2
5. Ammonium 2002-03 330 345 105
phosphate 2003-04 330 313 95
’ 2004-05 330 232 70
2005-06 330 319 97
2006-07 330 327

99
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Annexure-EiX

(Referred to in Para 1.7.7)

Excess consumption of raw material/utilities
Year - Material | Excess Value
, quantity | (Rs. in crore)

2002-03 | Fumace oll () 2563212 | 281
2003—04 | Steam (MT) 8079.51 5.78
o ‘Power (kwh) 2772297 1.11
Furnace oil (k) 314577 0.34
Ammonium Sulphate solution (MT) | 2314 - L.10
Rock Phosphate (MT) 37342 | 0.0

200405 | Steam (MT) | 538163 | 062
Power (kwh) 7674242 3.28
Fumnace oil (k) T414.42 T 049
Suiphur (MT) ' 372178 1.61
Sulphuric Acid (MT) _ 80055 | 0.10
Ammonium Sulphate solution (MT) 2291 |0 138

"2005-06 | Steam (MT) 17765 | 281
“Power (kwh) il 1015066 |  0.37
K Furnace oil (k) - " [289.63 0.44
Total . ‘ S - 22.34

4
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Annexure-IV

(Referred to in paragraph 3 7 1 )

Non— rovnsmn/delay uu;_ovnsmn of leased clrcults and loss of ctential revenue

| Andhra Pradesh | PGMTD Hyderabad 3210 369 - S 71623 |

-2 " | GMTKhammam : 70 to 633 1935

| o GMT Vijayawada - . 321045 | - 2112

1 ' - GMT Ongole " 97to 546 . ' - 3.60 |
GMT Kumool .- © 2522
GMT Tirupathi ) ' . e 22.23

% GMT Kadapa . o ) 32.02

‘ GMT Rajamundhry - - ; R - 136 |

A GMT Ad1labad . 14.71

PGMTD Patna 11710 127

; GMTD Chapra = 122 to 430 - 4.52
GMTD Muzzafarpur o240 | C11T72
| GMTD Dharbanga- . '88t0 396 : 401 | i
| GMTD Jamshedpur - Bl | 7.30 s -l
| - GMTD Bhagalpur . 19610926 B 1121 | :

5.1 GMT Valsad . 181 -

GMTD Mehsana , -240 B 9.75
' 730 S , 1.28
; R : f - : 5.42

j , GMT Anand 2510225 337
f : GMT Nadiad - 46 to 135 ) ' 1.00

' GMTD Baroda 3710256 603}

GMTD Ahmedabad - B 1 9441
GMTD Surat. ’ 22t0228 | . : 8.11
GMTD Valsad 4210272 e c 8.27

< .Sub-Totd

. Karnatékg BGTD Bangalore 1095t0 1825 - 464.00
S o "| AGM BGTD Bangalore 210120 40.58

GMHubli - 15t0110 - : 5234

GMT Bellary 36.to 383 e 15.45

PGM TD Mangalore : : v ' 112.08

ub-Tota 844
7.l Kerala Kerala . 365 i o © 1428
- GMT Calicut | 10to02000 ' 17537

B ’ - 152
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] | GMT Trivandrum -
8. l Kolkata ‘Kolkata
Madhya Pradesh. |-GMTD Bhopal _ 59.74
’ GMTD Ratlam 78 , - 161
" GMTD Ujjain 284 | o 2.99
-| GMT Indore ‘ 51 v 620
| GMT Jabalpur , 50 B : ' 1.68
| GMT Hoshangabad -~ - |- 164 - , -~ 1.04
| GMT Gwalior o ( 2.89
10.. | Maharashtra | Mumbai - C . 1to410 . S 2675

11. Northern LDE (CR) NTR circle,

| New Delhi -

30t0 270 ' - 1066.00
Telecom Region .

J .

Bhubanswer

Su

13, Rajasthan Jaipur ' 1. 975 ; 15.66
PGMT Jaipur = - - 398 B S 2122

- GMTD Bikaner Sl 196 ' 392

GMT Kota : 912 . ) 7.65

| GMT Udaipur 0 33 .27

GMT Sriganganagar . 210 1 © 301

GMT Ajmer = - 279 , : 10.31

GMT Jodhpur . |-~ 340 " © 0 10.79
GMT Sikar - : : ' '

14. Uttar Pradesh | PGMTD Lucknow . : = 14.89 -
' (East) .GMTD Kanpur . 22 t0 1035.- ) 14.25
o | GMT Allahabad o . _ 18.58

TDM Sitapur : 9510961 | ] - 5.99

GMT Jhansi . : - 1510 198 374

GMT Gorakhpur B 8 to 480 - 13.31

" | GMT Faizabad .
/]

78 to 489 - 2.42

15. West Bengal | Asansol T30 21.13
' 1460 ’ - 9»26’*

_ or, say, Rs 28.12 crore
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Anﬁekureév | _
(Referred to in paragraph 3.7.3)

" Non-issue of annual bills in respect of ‘l’eased cii‘c’uits ,

‘Auﬁdhn‘a ]Pfddesh teﬁecom &ﬂfcﬂe : .
1. - || Tirupathi | MPLS-VP
A Hyderabad

20.38

Leased circuits

telecom circle

/| Chapra- Leased circuits " August 2005 to’ ' 6.20
SR S March 2007 . :
4. | Darbhanga - Leased circuits January 2006 to - |- 221
Y . : , - | September 2007
-5, || Katihar Leased circuits - October 2003 to 1312
qQ -0 . o " December 2007 . :
6. || Khagaria Leased circuits < June2005to . | 1216
L : . ' . December 2007 -
7. ‘| Muzaffarpur Leased circuits - . January 2006 to - 9.19
: : v D T ‘September 2007 » :
8. .| Patna | Leased circuits " October2003t6 |- - - 1038 |

'Dgce;pb T 2007

Chennai telephone district :
9. | Chennai = = Leased circuits

- 19.77

Gunj]aﬁ-axt telecom cﬁrﬁc]lé

{

~ 10. || Bhyj " | Leased circuits” _2005-2006 11.01 |
11. | Surat leased circuits May 2005 to April ‘| - 218
| : ' L B 2007 - :
12. || Ahmedabad - | Network Terminal May 2005 to April | 5.18
N Units . - 2006 o
13.. || Bhyj . - | Leased circuits " | November 2003 to T 2146
i S - : ~ April 2005 ' B

Karnataka telecom circle ’ N e
14. || Bangalore - SIMI - © | July 2004 to March |- = 33.95

| . | 2007 ,
| | 64kBPS | 05-06&0607. | 179
15. | Bellay MPLS VPN " June2006t0 | 13.24

March 2007

Kerala telecom ci;rc]‘lér~ S . S
16. | Calicut Leased circuits ‘September 2006 to 15.55 |
! : o ' - September 2007 :
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Ernakulaﬁi

Leased circuits

July 2005 to June

1829 ],

| Kolkata télephoxie district

17. .
, 2007
18. - | Trivandrum Leased circuits June 2001 to - .22.09
L March 2007 '

15.

Kolkata

‘ Mzidhva Pradesh felecom circle

54 MPLS VPN ©2006-07 63.11 |-
34 Mbps 2001-05 - 60.08
| OFC ~ 2004-05 - 3.97
Data circuits March 2003 to ' 43.55
R June 2004 -

Maharashtra telecom cirel

e

20. | Bhopal Leased circuits . June 2006 to 1.48
o L T March 2007 -
| 21, | Itarsi Leased circuits - January 2007 to 2.01
R , January 2008
22. | Indore Leased circuits January 2002 to 8.54
‘ : v - : | - October 2007 »
23. | Jabalpur - | various leased circuits - May 2005 to 42.90
o o January 2008 -
| 24. | Gwalior 9.6 kbps . January 1996 to’ 12.34
L - g July 2006 ’
|- 25. | Ratlam 9.6 kpbs -~ August 2002 to - 3.83
' ' March 2007 '

26.

Mumbai

'| Northern telecom region .

Leased circuits

December 2006 to.
March 2007

Orissa telecom circle

. | Northern'telecom

region

| Internet leased circuits '

March’20_02 to
March ’

Bhubaneshwar

Leaséd circuits -

2001-02 to 2006~
07

ajastﬁén té econi 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. | Kota Leased circuits 2005-07 3.58
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Uttar Pradesh (East) telecoim cxrclé

34. { Jhansi Speech circuits leased | = June2005to - | © . 16.56
) - circuits . January 2008 | :

35.- | Gorakhpur - Leased circuits ’ March 2006 to - 15.97

N S L 5 March 2007 B -

West Bengal telecom circle

37. | Silligari =~ | 2mbps o . March 1999 to 24.11
| I ' ' ' April 2004 .
38. | Jalpaiguri 64 Kbps "September 2006 to | - . 4.47
: : September 2007 o

or, say, Rs 14.46 crore
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Annexure-VE

- (Referred to in paragraph 3.7.3)
Delay in issue of bills

Ahdhra Pr-adeshv felecom;:nrcle

l.. |PGMT = - April 2006 to March | 97-279 -349.00
. Hyderabad - | 2007 . ] ’ '
Chennai telecom circle : ' o ' ’ :
2. | CAO(TR) January 1998 to 18-2400 ' 88.84
. , March 2007 - |
Kerala telecom circle o ' : : :
3. | PGM Emakulam | November 2005 to 30-365 - 1 225.23
s .| January 2007 : : ~ '
Madhya Pradesh telecom circle . E -
4. | Bhopal June 2006 to October | 31-153 | 2273.00
. 12006 3 ' : '
Maharashtra telecom circle .
5. | CGMT Mum‘bai March 2006 : 120-270 2110.00
| Northern telecom region : L o
6. | CAO(TR) March 2005 to March | 30-575 -~ ' 1591.50
’ ' 2007 . '
.Rajasthan telecom circle . S ,
7. | CGMT Jaipur, 2001-07 ©126-484 414.42
' | Bikaner, Kota & ' v '
‘Sriganganagar- .
| Tamil Nadu Telecom circle _ : ' S : .
8. | PGM Trichy - April 2006 to March | 30-180 , 20.96 |

2007

~ or, say, Rs 70.73 crore
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: Ammexure=V 0

(Referred to in pamgmph 3. 7 4)

N @1m=11§su11e of aunmluna]l Ibn]llls fm respect mf smgﬂe window suhscrnbers

S.No | Name of SSA

Particulars of Smg]le

e e B . - - .
e [ e e s e

]Permd of nom | Amount of

| window subscriber  billing | mon-billing
L S (Rs in
I lakh)

"Andhra Pradesh telecom circle L
1. | | Hyderabad Customs & Central 2005-06 164.06

i | Excise Department v _

2. | Hyderabad South Central Railway 2006-07 - 4.23
3. ' | Hyderabad .GATI Limited '2006-08 331
4. || Hyderabad SAIL , '2006-08 -4.06 |

'5. - | | Hyderabad Andhra Bank ' - 2006-08 “48.04 |
N e Sub-Total 22370 |

-| Chennai télécom circle o e -
6.} Chennai Sify April 2006 to March’ - 1.55
- - | 2007 . -

7. | Chennai - Indian Bank May 2005 to April . |. 2.09

o 8 L L2007 ,
8. | Chennai . | Indian overseas Bank | . . - e 83.58
9, | | Chennai - | Tamil Nadu January 2007 to ~ 29.20
o o Mercantile Bank - March 2008 - | - o
R ( Sub-Total o - 116.42

Gunjaimt telecom circle ° o . B
.10. || Ahmedabad | Gujarat Electr1c1ty 2006-07 © 41.06

l DR | Board o S

. _ - Sub-Total 41.06 | .

Kar’m ataka telecom cirele _ X . L ’
11. || Bangalore Canara Bank . - Septémber 2003 to 61.69-

I , S March 2008 o
12. || Bangalore " Allahabad Bank - August 2006 to 2.37
i ' T _March 2008 _ |
13. .| Bangalore Andhra Bank "March 2003 to - 80.20 |
I - March2008 ~ |
o s © Sub-Total . . - 144.26 |-

Keraiila telecom circle -~ T : E o
“ 14. !| Ernakulam Catholic Syrian Bank - | More than 3 years = 24.39

© 15 || Ernakulam Federal Bank =~ | Morethan4years | . 12.00

16. | 'Ernaku_lam : | South Indian Bank More than 2 years 5.00

L __ Sub-Total - ' ‘ 41.39

Madhya Pradesh telecom circle : o }
-| 17. || Bhopal Bank of India (Mah) l June 2006 to March . '1.00
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i | — 2007 ut
[N 18. | Bhopal PNB (NTR) , 07-08 2.00
19. | Bhopal LIC (Mah) February 2004to -| - 220.66
: : . March 2007
- . Sub-Total s 223.66
| Maharashtra telecom ¢ircle ' » S
20. | Mumbai SBI . December 2003 to . 3036.93
n . . |  February 2006 '
-21. | Mumbai SBI : : September 2005 to 152.25
' -Ch-Mumbai 155MB March 2007
22. | Mumbai | ICICI ' November 2003 to 472.85 |
March 2005
23. | Mumbai BOB September 2004 to - 69.51
_ : March 2006 : :
. 24. | Mumbai Aditya Birla " October 2004 to 3631
s __March 2005 ‘
_ _ Sub-Total . 3767.85
il | Northern telecom region : _ T
i 25. | Delhi ONGC September 2004 to 344.35
; "~ "March 2008 '
i 26. | Delhi OBC July 2006 to March 17.78
Bl . 2008 '
j : 27. | Dethi = . ‘MTNL March 2002 to .323.27
— | o ) March 2007 .
i 28. | Delhi HCL - August 2005 to "3.76
= B _ ‘March 2007 :
29. | Delhi -] Northern Railway April 2006 to March 2.47
: . : ] . 2007
30. | Delhi - DRDO, Ministry of | February 2006 to- 33.39
{ Defence ' March 2008 :
31. | Delhi VSNL ~ April 2005 to'March 154.49 |.
il . | . 2007 |
i Sub-Total : 879.51
i Tamil Nadu telecom circle _ :
il 32. |Chennai | Karur Vysya Bank | 2005-2008 - 59.95
, N Sub-Total 59.95
Uttar Pradesh (East) telecom circle : '
'33_ | Lucknow I0C September 2003 to 4.56
' . October 2005 _ :
- 34. | Lucknow LIC, August 2002 to 4,08
' . ' March 2004 '
35. | Lucknow Northern Railway ' 3.91
- Sub-Total - 12.55
Grand Total

o, say, _Rs 55.10 crore

5510.35
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o - .. Annexure-VIII -
© . (Referred to in paragraph 3.7.5.1)

Short billing due to non-revision of tariff '

Short

S.No| NameofSSA | Period of short | Type of circuits
- - billing I billing
. 1 . (Rs in lakh)
Andhra Pradesh telecom circle
1. PGMTD May 2001 to Internet leased 3.90
| Hyderabad - November 2005 - - | lines o
2. | Vijayawada . December 2003 to E1/R2 2411
' : December 2007
3. | Vishakapatnam - | December 2004 to - | R&G 5.48
il | March 2007 K '
‘ Sub-Total 1179
Assam telecom cirele , ' .
4, | Dibrugarh .October 2005- Leased circuit 17.21
1 : October 2006 | | :
5. | CGMT Guwahati | April 1991 to | L&W . 4.54
B September 1999 | .
. Sub-Total 2175
Chemnnai telephone district '
6. | Chennai -2005-08 MLLN 5513
i 2006-07 MPLS-VPN . 28.01
L  Sub-Total B 83.14
Gujarat telecom cirele : L
7. | PGMTD April 2000 to March | leased circuits 3.67
' | Ahmedabad. | 2006 ' . '
8. | GMTDNadiad | 1.5.2006 to 512 kbps data - 1.25
- ' A 31.3.2007 circuit : -
9. | PGMTD August 2001 to .{ R&G-12F OF 6.52 |
| Ahmedabad March 2007 cable & 2/34 Mb
. | equipment :
Sub-Total - 11.44 -
Kerala telecom circle _ _ T '
. 10. | Calicut | October 2005- 2 Mbps 17.30
| October 2006
11. | Trivandrum | May 2002 to March - | local leads 15.21
12005 B
, ‘ . Sub-Total . 3251
| Kolkata telephone district - - _ o
12. | Kolkata May 2005 to May Leased circuits 12.00
| - 2006 ' ' 3
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3 T ]64Kbps T 1433
: Sub-Toral ‘ o 26.33 |
Madhya Pradesh telecom circle : o '
13. | GMTD Bhopal | April 1999 to March | local leads , 4.59
. o 2006 _ - : : L
14. | GMTD Indore June 2006 to July MLLN - _ 1.89
15. | GMTID .| May 2006 to May 96kbps | 0.50 |
Hoshangabad 2007 ' L :
16. | Ratlam - -1 2002-03 to 2006-07 | local leads - " 0.46
Sub-Total o 744
| Maharashtra telecom circle ' o .
17. | PGMT Nagpur .| October2004to - | Temporary - 16.59
' - | October 2006 . circuits v R |
_Sub-Total , ' 16.59
‘Rajasthan telecom circle o e : -
18. | Ajmer | February 2000 to- | leased circuits 1.34
. | April 2004 ' - . o -
. 19, (Bikaner . | May 2003 to August | Leased circuits ’ -0.74
. - 12004 T
20. |Jhunjhunu - - | March 2000 to March | local leads - 52.60.
R 2007 . , . | e
“| 21, | Udaipur - ‘February 2000 to leased circuits .1 256
' April 2004 - L L
Sub-Total B , . 5724
Tamil Nadu telecom circle = ' ST - >
.| 22..'| Coimbatore .1 2005-07 MLLN R 7.71 |
23, | Trichy - . [2005-07 MLLN - 1.58|
- - Sub-Total . L 9.29
 Grand Total o - 277.52

- or,say, Rsl?@éﬁﬁx}e 3
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Annexire-IX
- (Reférred to in paragraph 3.7.5.4)
Irregular gram¢ of discoumt to various firms .
S.Ne | - “Name of SSA. Name of the Period - Irregular discount
S , - subscriber ' - allowed
L . : — . (Rs im lakh)
Chennat telecom cfrele - R - A L |
1. | DGM Chepnai | Indian Bank June 2005 to October 5.07
: - 2006 ‘
- : Swub-Total - - 5.07
Kolkata telephone district: , ' . o S
2. |AO(TR)LD Bharti Mobitel March 2002 to March - - 18.22
, Kolkata 3 - 2005 :
3. DGM (TR) Bharti Telesonic Ltd - 2003-04 5.16
" | Kolkata Telecom ' e '
District . - : - : ' -
4. | DGM (TR) Hutchison Telecom Ltd November 2002 to - - '17.88
- | Kolkata Telecom ° : : .. ‘November 2006
District S ' S L
S Sub-Total - 41.26
Karanataka telecom circle L 2
5. | AGM (TLC) M/s VSNL August 2004 to Aprit -49.49
BGTD o . , C 2005
6. | AGM (TLC) M/s Intel & CISCO - - Up to April 05 36.51
BGTD . : I y
7. | CAOTLC BGTD ;| M/s Infosys . -Aprit 2004 to June 2006 20.90
~ 8. | AGM (TLC) M/s Infosys October 2004 to April . 24381
| BGTD : 2005 e .
9. | CGMT (BDcell) - | Zee Next ~August 2006 to February. | 77.81
_| Bangalore. ' 2007 ‘ :
C , Swub-Total S 209.52
'| Kerala telecom circle S E ek ’ :
"~ 10. | PGMT Emakulam | M/s VSNL - ; April’04 to February - 14.12
. I . ~ 2005 :
11. | PGMT Emakulam | M/s VSNL March 2004 to June 2006 } 7.86
12. |PGMT =~~~ | Asianet May 2005 to March 20606 | . 1.50
| Trivandium - . : i .
_ o  Sub-Toial 23.48
Tamil Nadu telecom circle = - ' : ' : o
' 13. | GMT Pondicherry .| NCR Corporation - May 2005 to March 2006 5.07
Sub-Total 5.07
- Grand Totak 284.40

®E;9 gﬁyg Rs 2.84 crore
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| Annékure-XI ST
(Referred to in para 4.7.3) -
Downtime analysis

(Figures. in per cenf)

Downtime of Paper Machines of NPM for last five years (2002-03 to 2006-07 )

21.9

164 .

Year 2002-03 2003-04 2004-05 2005-06 2006-07
Particulars Nomms | Jessop | L&T | Jessop. | L&T | Jessop | L&T Jeésop. L&T | Jessop | L&T
Annual Shut 4 3.3 34 143 45 3.6 3.7 32 133 |34 52
Planned Mairitenance | 2.2 3.8 47 |28 28 32 34 |16 29 |20 1.9
Mechanical 1 3.0 2.2 2.6 0.8 15" 1.8 3.1 1.8 1.9 1.6
Electrical 0.5 1.3 33 1.3 1.6 0.8 110 |14 3.3 0.9 1.6
Instrumental 0.5 0.7 0.7 |08 05 |06 0.5 0.9 1.0 0.7 1.5
Utility 0.5 0.8 0.8 14 14 14- 0.7 0.8 07 |05 0.4
Process troubles - 1 |22 25 |27 1.7 |16 23 |38 38 |35 2.5
Pulp Mill Problems 0 1.8 1.7 2.7 2.1 2.7 2.9 3.0 2.0 6.5 52
Others - 0 1.4 0.9 16 . 107 0.5 |14 02 02 0 0
Total 9.7 183 1202 [202 16.1 {159 17.7 - | 18.0 19.0 19.4 19.9
Downtime of Paper Machines of CPM for five years (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 - [56. (93 79 167 163 [40 33 [29 4.5
Planned Maintenance | 2.2 1.7 19- | 1.7 1.5 1.9 1.8 3.1 35 (23 27
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 12 109 (13 |24 14 |11 13 -
Instrumental 0.5 0.5 04 |02 03 103 - [06 |07 05 |04 0.7

Utility 0.5 2.1 12 |23 19 (22 |18 (07 0.9 1.2 1.0

Process troubles' 1 4.4 37 |42 34 34 34 |28 41 |34 3.6

Pulp Mill Problems [0 83 " |55 |53 44 |26 26 (38 48 126 3.0

Others ' : 0 10  |17.]0 |0 (99 - |88 14 |04 [09 0.6

Total 9.7 278. (24 (265 29.5 27.3 [ 20.5 20.7 | 15.8 20.4

e ———
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(Referred to in para 4.7.3)
Statement showing loss of productlon due to downmme
. : _ 2002-03 2003-04- ‘. 2004-05 2005-06 - 2006-07
‘ _ gg::iﬁg Loss of : ._ Loss of Loss of Lossof Loss of
: Production (MT) | Production (MT) | Production (MT) | Production (MT) | Production (MT)
NPM | 19752 11680 7766 11558 14881
CPM ;2229.4 20109 25666 - 14808 v - 10047
Total Loss of production (in MT) due to down time during the period 2002-03 0 2006-07 158561 MT
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Annexure-XIII
(Referred to in Para 4.7.5)
Excess consumption of Inputs
NPM
Inputs  Unit  2002-03 2003-04 2004-05 2005-06 2006-07
Norms Actual Contrloss Norms Actual Contrloss Nomms  Actual Contrloss Nomms Actual Contrloss Norms Actual  Contr.loss

(Rs in (Rs in (Rs in (Rsin (Rsin

lakh) lakh) lakh) lakh) lakh)
Bamboo MTG 197 2041 1679
Caustic  MT 0045 0067 14401 0053 06 7498 00515 00682 177.17 0055 06 53.47 0055 00815 29037
Chlorine MT 008 008 2616 008 0083 2084 007 008 7071 007 00878 7581
Salt Cake MT
Alum  MT 0042 0045 1292
Lime MT 05 0533 8682 05 0505 1339 0.5 0513 31.02 05 0524 6327 05 05203 6639
Rosin  MT 0011 0012 2355 0011 0012 236 0011 00128 3866 0012 00131 3073 0012 00125 1535
Coal MT 14 1456 9209 12 12275 66.08
FO KL
c102 MT
H202  MT
Power  KWH 1450 1462 027 1420 1542 259 1420 1493 155
Total 553.45 133.08 249.44 219.73 514

Contribution Loss=(Norm-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
(Rs in lakh) (Rs in lakh) (Rs in lakh) (Rs in lakh) (Rs in lakh)
Bamboo MTG 21 217 169.04 3.81 4.07 331.28 3.81 4,05 338.12
Caustic MT 0.055 0.068 74.24 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
Salt Cake MT 0.06 0.068 4841 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 0.575 108.83
Rosin T MT 0.011 0.013 49.27
Coal MT 1.4 1.52 164,09 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 14.58 0.003 0.006 4794 0.003 0.004 26.57
Cl02 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 1025.46 904.84

Contribution Loss=(Norm-Actual)Quantity*Rate per MT
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ANNEXURE-XIV
(Referred to in Para 4.7.7.2)

Region-wise Sales Performance

(in MT)
: ‘ ~ North East , » . "
North Zone East Zone West Zone South Zone Total*
: v ' Zone : . :
Year :
Target | Actual | Target | Actual | Target | Actual | Target Actuél Target | Actual | Target Actual )
2002- o , - ‘ . _ - ,
03 77400 | 86729 | 24700 | 24158 | 23400 | 19893 | 29400 { 30234.| 39200 | 38123 | 194100 | 199137
2003- o : ” - - : T
04 92000 | 104179 | 24500 | 23739 | 20500 | 23841 | 29000 | 19795 | 38800 | 31756 | 204800 | 203310
2004- iy : _ ‘ ot
0‘5 97100 | 69321 | 27000 | 16381 | 24000 | 19527 | 31400 | 42139 | 31500 | 29566 | 211000 | 176934
2095- " - - o »
05 | 95392 | 75956 | 27200 | 28047 | 24000 | 22331 | 31500 | 40121 | 31500 | 28783 | 209592 | 195238
2006- - : ' ~ : : ' ’ ' :
o7 69600 | 83161 | 22120 | 35620 | 31000 | 21643 | 47000 | 29461 | 41280 | 25082 | 211000 | 194967

*Above targets and actual do not include deemed —exports.
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Annexure-XVI

(Referred to in Para 6. 7.5.1())
Statement showing discount on Aviation Turbine Fuel

———

—

T

2003-04

2004-05

Airlines

T

Sales
KL)

(in

Discount (in

| Rs. Lakh)

Discount
Rs.per KL~

Sales (in KL)

Discount

(Rs.Lakh)

| Discount

Rs.perKL

s T R

Lufthansa
(1.12.2003 * to
-31.03.2004),

52,020

214

411

153476

2,026

1320

| Singapore -
Airlines .
(1.12.2003 , to
31.03.2004):

12,290

13

106

35,135

155

441

British Airways
(1.12.2003 ¢ to
31.03.2004))

6860 °

131

22,377

295

1318

Saudi Arabian
Airlines
1 (1.102003 | to
31.03.2004)'

18304

130

710

38,365

274

714

Austrian
Airlines !
(1.1.2004 ' to
31.03.2004).

3696

6.5

176

17,727

153

863

Eva @ ‘I Air
(112004  to
31.03.2004)

9150

55

601

37,172

225

605

e S S

Thai  Airways
(1.11.2003 | to
31.03.2004)

5467

17.

311

- 16,551

145

876

Kuwait. Airways
(1.10.2003 | to
31.03.2004)

10193

73

716

23,876

170

712

i

117980

517.5

344679

3443

Statement showing discount on HSD during 2005—06

- Name of the customer: Estimated sale in KL * Discount allowed Rs.
! per month per KL

1 UP  State: Road Transport 12000 810
Corporation' ' : .
Rajasthan State Road Transport . .8000 ° 900
Corporation L . :
Paradeep Carbon Limited 120 200
Himachal | Pradesh Road 3000 380
Transport Corporation ' : .
Kerala State Road Transport 6200 500
Corporation L o

B

T T
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Annexure-XVII

' (Referred to in Para 6.7.5.1(iv))
Statement showing cases where discount cap was
exceeded without meeting sales target

State office/ Sales target | Actual sales "| Discount Cap Actual discount

Product (TMT) (TMT) (Rs in crore) Rs. in crore
200405 '

Rajasthan state

office _ . .

FO - 205 23467 2290 3933

| ' 2005-06 ‘

Punjab State '

Office ,

FO - 252 2046 | 12.09 13.13

LSHS &7 6314 863 13.02

LDO . 33 | 211 44| 2.18

Rajastha_n State | ' 1

| Office |

FO 257 21826 236 3545

LSHS | 89 61.02 8.26 10.17

LDO | 29 2704 3.20 3.72

Bitumen | R V7Y 123.06 | 330 | 3.80
2006-07 - '

‘| Maharashtra .

State office

LSHS. - 467 345.9 2| 31.89

Rajasthan Staté , ' - .

office )

FO 246 225.86 : 33.50 40.35

LDO - 30 . 29.68 3.75 429

Totals 2519 2129.19 14882 | ~ 19733
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Annexure XVIIE

(Referred to in Para 6.7.5.1(v))

Statement of discounts granted beyond margin to customers -

Rajasthan State Office (2005- 06) -

Avg. | Discount
Disco | beyond
unt margin
o : per o : Amount in
Customer Product | Sale (MT) | MT | Rs. Per MT lakh
1 | Ginni International FO 8300 |. 1439 19 1.61
2 | Acc Cement Works FO 3358 | 1451 31 1.06
3[Rm |, = FO' 11309 | 1938 518 58.56
4 | Bhilwata Spinners FO . 6009 | 2014 594" 35.72
5|Bsl- FO 4722 | 2006 | 586 . 27.66
6 | Raj. Spg. Mills FO 11375 | 2006 586 66.69
7 | Raj. Spg. Mills FO 6493 | 1998 578 37.5
8 | Nitin Spinners FO - 5170 | 1575 155 | - 8.03
9 | WINSOME BREWERIES FO 1126 { 1511 91 1.02
10 | SHREE SHYAM FILAMENT . FO 7209 | 1880 460 0.96
‘11 | ADITYA CEMENT, SHAMBHOOPURA FO 896 | 2254 834 748
12 | AMBUJA CEMENT, RABRIAWAS: FO 5554 | 2052 632 - 35.1
" | BANSWARA SYNTAX LTD, FO , - E
13 | BANSWARA | 14909 | 1923 503 | 74.94
14 | Birla Cements, Chitorgarh FO 359 | 1825 | 405 1.45
15 | GRASIM INDUSTRIES LTD ° FO 51| 1823. 403 | 0.21
16 | HZL DEBARI FO 1122 | 2111 691 175
JK CEMENTS, NIMBAHERA& FO on - ,
17 | MANGROL 8203 2037 ] 617 | 50.63
18 MAHARAJASHRIUMAIDMILLS PALI | FO 15151 | 1945 - 525° 79.56
.19 | SHRI RAJASTHAN SYNTAX LTD, D.PUR | FO - 5428 | 2148 728 .. 39.53
SHRI RAJASTHAN TEXCHEM LTD, FO 6109 | 1971 T
20| DPUR . e : 551 33.65
SHRI RAJASTHAN POLYCOT LTD, FO - o
21 | DPUR | 459 | 2061 641 | 294
- | RAT SPNG & WEAVING MILLS, FO ' :
22 | BANSWARA | 18309 | 1998 578 - 105.92
RAJ SPNG & WEAVING MILLS -FO Nk '
23 | RISHABHDEV - 6853 | 2005, 585 40.09
24 | HZL, Chandaria LSHS 13543 | 1750 270 36.57
25 | HZL, Debari 1 LSHS 29624 | 1750 270 79.98
26 | HZL, Zawar LSHS 6891 | 1750 |- 270 18.63
L Delhi State Office (2006-07) ' :
27 | Asahi India Glass Ltd. FO 9234 | 1500 75 6.93
28 | Jindal Stainless Ltd. FO 34979 | 1500 75 26.23
29 | Jindal Stainless Ltd. (CR. Div.) FO 7935 [ 1500 |- 75 | 5.95 |
30 | YKK India Ltd. ' FO 2386 | 1500 75 3.22
_ Punjab State Office (2006-07) ) ]
. 31 | Floorex Tiles, Chandigarh FO 2000 | 1811. 1321 - 6.42
Total 901.99
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"Ammnexure XIX

Report No-PA 9 of 2008

.. Stateinent showing outstanding dues of Airlines

Amount cutstanding as on

.Amount outstanding as on

Amount outstanding as on

31 March 2005 Rs. in crore | 31 March 2006 Rs. in crere | 31 March 2007 Rs. in crore
) - Within Beyond Within Beyond | Within Beyond
. Customner credit - | eredit credit credit I credit credit
| Indian Airlines | o 228 - 0 36.59 | 0 2723
- Alliance air ~ R 1025 |.- - 0 23.7 0 . 2471 |
Sahara. Airlines 0- 0 0l  3.79 93.06 |. 0
Royal Nepal . 0 1.8 0] 1.42 0| -0
Air France 0] 0.79 0| 0.93 0 0
RoyalJordanian | = -~ o0l -~ 0 0 0.19 0 0
~Srilankan |- - 0l 001 -0 0.12 0 0
. | JAG son Airline | 0| - 0.01 .0 0.01' 0 0
‘| MESCO - -t o ' . L
Airlines 0 0.08 0 - 0.01 0 0.14
- .| Kyrghistan - - , |
| Airlines -0 0.02 0 0 0 0|
| K uwait Airline 0] - 0.03 0 0 0 0
| Lufthansa ‘ 0| 1.55 | -0 0 0 0
| Aeroflot 0 0.69 0 0| . - 0| - 0
Jet Airways S0 0 0| o - 21162 0
| AirIndia~ - | . 0. 0 0 o] - .0 1309 |
- |-Jet Airways-Intl | 0 0 0 0 0 - 14.84
| GO Air. . . -0 0 0 0| 0 12.63
- | King Fisher 0| 0| 0 0 0 -11.99
|_Air India Exp 0 0 0 0 0 597
‘Total 0 38.03 0 66.76 304.68 355.67
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Details Oﬁ' amounts outstanding beyond credit from major Non—DGS&}D cusmmers as

Anmexme XX
(Referred to in Para 6. 7. 6. 2)

on 31 March 2@@7
SINo 1N ame' of ﬂie customer Amount outstandmg Rs in . Sector
: 1 . crore
1. |Indan Airlines . 27537 - Aviation
2. | Alliance Air 24.86 Aviation
3. | Air BP Limited 2950 Aviation
4. ||AirIndia 15.63 ‘Aviation _
5. %-Jet Airways International 14.83 _ Aviation
6. “iGo Air 12.63 Aviation -
7. }Kingﬁsher 11.99 Aviation
8. | |Air Decoan 35.19 Aviation _
9. .?Paramoun‘t Airways 38.98 Aviation -
10. h[(erala State Transporf : 89.68‘ Transport
‘UndertakinL ’
11. Karanataka State Transport - 26.21 Transport
Undertakm&
12. | MFL Tamil Nadu 1878 Fertiliser
Total ~-593.65
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(Referred to in para 7.1.3, 7.1.7, 7.7.1.2)

Annexure-XXI

Details of nine nomination blocks

Report No PA 9 of 2008

SL Block Name Acl;e"age- Year of | No. of | No.  of | No. of | Cumulative | Date of expiry of |
No. ' (Sg. Km) | acquisition wells “wells 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) .
L 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 5511 1994 4 2 3 326.89 | 31.01.2007
7. KG-OS-DW- 768 1997 1 1| -96.77 31.01.2008
8. KG-OS-DW-III 1194 1997 -3 2 4 534.84 | - 14.05.2008
9. | kG-0sDWIV 119 | 1997 3 1 6| 16723 | 14022009
Total acreages. | 48,746 16 6 18| 177328| :

Note: Apart from the above one more block viz. KK-DW block was surrendered in December 2003
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Annexure-XXII
(Referred to in para 7.1.5)

Procedure for bidding in NELP blocks offered by Directorate General of Hydrocarbon

- Issueof

Bids »|  offer

Evaluation Award of
of bid S — block

Announcement of Award

176




Slnmmalry oﬁ' the NELP blocks (ﬂlp to NELP

‘ Annexure—XKHI ' :
(Referred to in pam7 1.7, 7 7 2)

=—VI) mdncatmg‘MWP and actual work as atfhe‘ end of 2006-07

Report No PA 9 of 2008

: , : Prime
NELP-I +| . Phase-I 12.04.2000 to » 1000 |. 1500 No acnvmes were carried out by ONGC in- 1664.16
T oy | {eas) - | 11042004 B the first phase ended 11.04.2004 as the block |
"acijuir(ed Fom ' S ‘was acquired by ONGC from CEIL in March
‘CEIL in 2005.
March 05)
Phase- 11 - | -12.04.2004 to 2 - 7 Wells | . T ]
(3 years)- 11.04.2007 o . (98/2-D-1) 79962 |. 17542
» ' ©(982-U-1) . '
B (98/2 A-1) : -
©82-W-1) | v 135458 50884
(98/2-E-1) - 59187 8582
_ (98-2-G-1) _ : R
‘ (UD-1)
Phase -1 | 12.04.2007 to 1 - - " NIL
| |  (IYear), | 11.042008 I o o
KG-DWN- . Phase-I 19.05.2000 to 0 1400 - 'NIL 32224 |- 4793 637.86
98/4 3 years) ‘ 18.05.2003 7 ‘ ‘ ‘ B '
’ h Phase-1I | 19.05.2003 to 1 - - 2 Wells . 48241 | 9209
(3 Years) 18.11.2006 &-1) | :
e | 811200 | (98/4_A_1) 76| 127
Phase-Tl | 19.11.2006 to 1| - ) T T
- (2 years) - | 18:05.2008 .
KG-DWN- . Phase-l . 19.05.2000 -to -0 “'1400_ - NIL 244.81
| 98/5 (3years) | .18.05.2003 3 , | : | . o
‘ : Phase-II' | 19.05.2003 to 1 - " 300. 1 Well RS : 48106 21067 o
(3 years) 18.05.2006 - LI-1A| . : | ]
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Sl | Block Phase Period Commitment Actual Expenditure
B Well | 2D aD|  Well | 2D(LKM) 3D s -
. (LKM) (Sq.Km.) e .(LKM) o 05, I crers)
Phase - I11 19.05.2006 to 1 - - NIL
(2 years) 18.05.2008
4 MN-DWN- 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-III 19.05.2006 to 1 - - - 40766 10623
(2 years) 18.05.2008
21241 5097
5 NELP-II Phase-1 16.08.2001 to 3 2000 1500 2 Wells 4007 164.56
GS-DWN- (4 years) 15.08.2005 (GSDW2A | (Combined
2000/1 1) for 2000/1
(GSDW1- | and 2000/2)
1A)
Phase-II for | 16.08.2005 to 2 - 1000 NIL
2 years 15.08.2007
Phase - I1I 16.08.2007 to 3 - B NIL
2 Year 15.08.2009
6 GS-DWN- Phase-1 for 16.08.2001 to 3 2000 1500 1 Well 4007 117.66
2000/2 4 years 15.08.2005 (GSDW5- | (Combined
1) for 2000/1
and 2000/2)
Phase-II for | 16.08.2005 to 3 - 500 NIL
2 years 15.08.2007
Phase-III for | 16.08.2007 to 4 - - NIL
2 years 15.08.2009
7 MB-DWN- Phase-1 16.08.2001 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-III for | 16.08.2007 to 3 - -
2 year 15.08.2009
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1Well

2 years

8 MB-DWN- Phase- I 16.08.2001 to 2000 1000 2002 _
‘ 2000/2 4year - |- 15.08.2005 o - (BRDW-4- .
o ‘ 1)
" Phase-II for -| 16.08.2005 to 1500 : 1000 NIL
2 years 15.08.2007 »
Phase - I1I 16.08.2007 to - - NIL
, - 2 year 15.08.2009 o :
9 KK-DWN- . Phase- I - Block 3000 - - 3004 .10.60
20002 3 year relinquished ‘
. hence details
for period
could not be
S obtained.. . -
Phase-II for 1500 . 2000
3 years
~ Phase-TIL . - -
2 year : : v
10 . | KK-DWN- - _Phase -1 Block 3000 2 - - 3001 3227
' 2000/4 4 years relinquished ' B
- s - hence details
for period -
~could not be
. -obtained.. :
Phase-II for o 2000 -
2 years :
Phase-I1I for - -
2 years . : , : : '
(11 | NELP-TIX Phase-I for 12.03.2003 to 4000 - 2000 - 4275 44590 6143 169.95
KK-DWN- 4 years 11.03.2007 .
2001/3 ' ' , L .
' - Phase-II for | 12.03.2007 to 1000 500 54514 11883
11.03.2009 o B
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Commitment

Sl. | Block Phase Period Actual Expenditure
Ne Well 2D D[  Well | 2D(@LKM) 3D Upto
(LKM) | (Sq.Km) (LKM) Ctmneads
Prime e | A ae)
Phase -III for | 12.03.2009 to 1 - 500
2 years 11.03.2011
12 | CY-DWN- Phase-I for 12.03.2003 to 3 3500 2000 3631 54398 1927 162.93
2001/1 4 years 11.03.2007 32075 2788
Phase -1I for | 12.03.2007 to 1 - 500
2 years 11.03.2009
Phase-III for | 12.03.2009 to 1 - -
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-II for 17.09.2007 to 1 - 500
3 years 16.03.2010
Phase-III 17.03.2010 to 2 - -
2 years 16.03.2012
14 | KK-DWN- Phase-Ifor | — -——-—- 0 1000 500 13609 1068 84.44
(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-III for | 17.03.2010 to | - -
2 years 16.03.2012
15 | KK-DWN- Phase-1 for 17.03.2004 to 0 - 500 12708 1152 3171
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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SL. | Block Phase Period Commitment Actual Expenditure
No Well 2D D[ Well 2D (LKM) 3D Upto
(LKM) | (Sq.Km) (LKM) 31.03.2007
Prime Infill (Rs. in crore)
Phase-III for | 17.03.2010 to | - -
2 years 16.03.2012
16 | KG-DWN- Phase -1 for 17.03.2004 to - 1500 2000 - 1650 80013 16105 289.76
2002/1 4 years 16.03.2008 111571 18631
Phase -II for | 17.03.2008 to 2 - 500
2 years 16.03.2010
Phase -1II for | 17.03.2010 to 2 - -
2 years 16.03.2012
17 | MN-DWN- Phase-I for 17.03.2004 to 3 1600 2000 - 1558 72800 25457 220.71
2002/1 4 years 16.03.2008
47362 13141
Phase-II for 17.03.2008 to 2 - 500
2 years 16.03.2010
Phase-11I for | 17.03.2010 to 1 - -
2 years 16.03.2012
18 | MN-DWN- 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 16.03.2010
Phase-III for | 17.03.2010 to 2 - -
2 years 16.03.2012
19 | NEC-DWN- 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-III for | 17.03.2010 to 1 - - NIL
2 years 16.03.2012
20 | AN-DWN- Phase-I for 17.03.2004 to 2 1050 1000 E 31.94
2002/1 4 years 16.03.2008
Phase-II for 17.03.2008 to 2 - -
2 years 16.03.2010
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. |'Ble
- - "~ Phase-Ill for | 17.03.2010 to - ~
‘ 2 years 16.03.2012 ‘
21 | AN-DWN- Phase- for 17.03.2004 to 2500 1500 31.31
2002/2 4 years 16.03.2008
' Phase-II for 17.03.2008 to - -
. 2 years 16.03.2010
Phase-III for | 17.03.2010to0 - -
- 2 years . 16.03.2012 '
22 | NELP-V Phase-I for 05.12.2005 to - 2900 1000 8.68
AN-DWN- 4 years 04.12.2009 :
2003/1 Phase-II for | 05.12.2009to - -
' ' _ 2vyears 04.12.2011
. Phase-IIl for | 05.12.2011 to - -
: ' 2 years - 04.12.2013
23 | AN-DWN- (Not operated | s
200372 by ONGC) L
24 | NELP-VI(**) | Phase-Ifor5 | 09.05.2007 to 1800 300
KK-DWN- | years 08.05.2012 '
. 2004/1 | Phase-II for3 | 09.05.2012 to
. _ years 08.05.2015
25 | CY-DWN- Phase-I for 5 | 28.05.2007 to 4100. 1520
2004/1 years 27.05.2012 ‘
Phase-II for 3 | 28.05.2012 to -
) years 27.05.2015 L
26 | CY-DWN- Phase-I for 5 | 23.05.2007 to 4600 | . 1020
© | 2004/2 years | 22.05.2012 - : .
Phase-II for 3 | 23.05.2012 to
‘ - years 22.05.2015 v
27 | CY-DWN- Phase-I for 5 | 21.05.2007 to - 4700 2210
2004/3 years ' 20.05.2012° '
‘ Phase-II for 3 | 21.05.2012 to
. years 20.05.2015 ’
128 | CY-DWN- Phase-I for 5 | 21.05.2007 to 3100 1020
2004/4 years 20.05.2012
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Sl. | Block Phase Period Commitment Actual Expenditure
| No Well 2D 3ID|  Well | 2D(LKM) 3D Upto
(LKM) | (Sq.Km) (LKM) m:‘.-:—:f:;‘;
Phase-1I for 3 | 21.05.2012 to 1
years 20.05.2015 -
29 | CY-PR- Phase-I for 5 | 22.05.2007 to 1 5300 2210
DWN-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
DWN-2004/2 years 22.05.2012
Phase-II for3 | 23.05.2012 to 1
years 22.05.2015
31 | KG-DWN- Phase-1for5 | 15.05.2007 to 1 4600 2210
2004/1 years 14.05.2012
Phase-II for3 | 15.05.2012 to 1
years 14.05.2015
32 | KG-DWN- Phase-I for 5 | 07.05.2007 to 0 4700 1020
2004/2 years 06.05.2012
Phase-II for 3 | 07.05.2012 to 1
years 06.05.2015
33 | KG-DWN- 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 1
. years 07.05.2015
34 | KG-DWN- Phase-I for 5 | 23.05.2007 to 0 4700 2210
2004/5 years 22.05.2012
Phase-II for 3 | 23.05.2012 to0 1
years 22.05.2015
35 | KG-DWN- Phase-1 for 5 | 21.05.2007 to 1 4200 2210
2004/6 years 20.05.2012
Phase-II for 3 | 21.05.2012 to 1
years 20.05.2015

(**) Phase I of the blocks under NELP VI commenced only in May 2007, no expenditure was incurred upto the year 2006-07.
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Annexure-XXIV
(Referred to in para 7.7.1)

List of wells pending to be drilled in nomination blecks as on 31.03.2002

BLOCK ' _ MWP Completed upto 2002 - Pending as on

e 31.03.2002
GK-DW-1 1w - 1
KK 2W - 2
KK-DW-12/17 oW 1 -
BB-OS-DW-I W - 1
BB-OS-DW-II 1w - 1
KG-OS-DW ' 4W 2W 2
KG-OS-DW-EXTN . 1w - 1
KG-OS-DW-III - 3W 1w 2
KG-0S-DW-IV W Drilled two shallow water well 1

16 1

TOTAL
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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

Report No PA 9 of 2008

2008-

2009-

2010-

2011-

Wells Date of 2000- | 2001- | 2002- | 2003- | 2004- | 2005- | 2006- | 2007-

Block Phase committed PSC 01 02 03 04
KG-DWN-98/2 4+43+1 0+2+1 12.4.2000 APl | API
KG-DWN-98/4 3+3+2 0+1+1 12.4.2000 API API
KG-DWN-98/5 34342 0+1+1 12.4.2000 API API
MN-DWN-98/3 3+3+2 0+1+1 12.4.2000 API API NIL
GS-DWN-2000/1 44242 3+2+3 17.07.2001 API AP1
GS-DWN-2000/2 4+2+2 3+3+4 17.07.2001 API API
MB-DWN-2000/1 44242 3+3+3 17.07.2001 API API
MB-DWN-2000/2 4+2+2 3+1+1 17.07.2001 API API
KK-DWN-2000/2 3+3+2 0+1+1 17.07.2001 API APl
KK-DWN-2000/4 44242 1+1+1 17.07.2001 API API
KK-DWN-2001/3 44242 141+ 04.02.2003
CY-DWN-2001/1 4+2+2 3+1+1 04.02.2003
GS-DWN-2002/1 34342 0+1+2 06.02.2004
KK-DWN-2002/2 3+3+2 0+1+1 06.02.2004
KK-DWN-2002/3 34342 0+1+1 06.02.2004
KG-DWN-2002/1 4+2+2 4+2+2 06.02.2004
MN-DWN-2002/1 4+2+2 3+2+1 06.02.2004
MN-DWN-2002/2 4+2+2 2+2+2 06.02.2004
NEC-DWN-2002/2 | 4+2+2 4+2+1 06.02.2004
AN-DWN-2002/1 44242 2+2+1 06.02.2004
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Wells Date of 2000- | 2001- | 2002- | 2003- | 2004- | 2005- | 2006- | 2007- | 2008- | 2009- | 2010- | 2011-
Block Phase committed | PSC 01 02 03 04 05 06 07 08
AN-DWN-2002/2 4+2+2 14242 06.02.2004 APl API 1w
AN-DWN-2003/1 4+2+2 1+1+1 23.09.2005 APl API API
AN-DWN-2003/2 44242 23.09.2005 API API API
TOTAL 7 8 12 13 : U7 7 9 9 5
Total upto
2006-07 40

L. It is assumed that (based on the report of NEERI) in the first two years of the acquisition of the block API will
be done 2.In the XIth plan wells not considered in respect of the surrendered blocks of NELP-IT
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Annexure-XXVI

(Referred to in para 7.7.1.1(i)

Report No PA 9 of 2008

Number of wells planned for drilling by the Company in NELP and Nominated

Blocks during 10™ Five Year Plan

Basin Block 2002-03 | 2003-04 2004-05 2005-06 | 2006-07 Total
Mahanadi Basin

Total NELP 1 - 01 - - 01 2
Total NELP 11 - - - - -
Krishna Godavari Basin

In Nominated blocks 03 01 - - - 4
Total NELP 1 R E 01 01 02 -
Cauvery Basin

In Nominated blocks 01 - - - - 1
West Coast

In Nominated blocks 03 01 02 - - 6
In  Nominated blocks

beyond current PEL period - - 01 02 01 4
Total NELP II - B - 13 - 13
Future acreage - - - - 01 1
Total 07 03 04 16 05 35
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Annexure-XXVII

(Referred to in para 7.7.3.2(i) )

Comparison of estimated time/cost with actual time/cost of the wells drilled

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 (Rs. crore) to Estimated Cost
days Days Crore)

West
1 GKDWA-1 BD 30.11.03 29.02.04 90.00 92 102.22 177.20 171.00 96.50
2 DWROI-1 BD 05.03.04 04.07.04 123.14 122 99.07 243.51 171.00 70.22
3 GSDW2A-1 BD 09.07.04 21.07.04 10.20 13 127.45 18.13 28.01 154.50
4 BRDW-4-1 BD 26.07.04 07.08.04 27.50 14 50.91 52.90 28.53 53.93
5 GSDWS5-1 BD 12.08.04 28.08.04 19.20 17 88.54 43.80 36.93 84.32
6 GSDWI1-1A BD 05.09.04 15.12.04 29.40 39 132.65 54.42 63.36 116.43
7 KKD-1A BD 06.10.04 26.11.04 46.50 51 109.68 83.74 101.85 121.63
8 KS-1 BD 21.12.04 19.01.05 37.70 30 79.58 67.79 48.22 7113

East
9 L1-1A BD 11.02.05 11.05.05 56.70 90 158.73 102.15 187.00 183.06
10 K-1 BD 03.06.05 03.10.05 89.80 123 136.97 152.46 203.83 133.69
11 MNO-1 BD 21.10.05 25.11.05 . 28.80 36 125.00 51.84 66.63 128.53
12 98/2-U-1 BD 01.12.05 20.01.06 28.70 51 177.70 50.16 94.50 188.40
13 98/2-W-1 BD 24.01.06 27.03.06 28.00 63 225.00 50.57 105.24 208.11
14 GD-6-1 BD 31.03.06 01.08.06 35.60 124 348.31 64.02 220.95 345.13
15 98-2-G-1 BD 13.08.06 10.09.06 23.90 29 121.34 42.96 59.14 137.66
16 UD-1 BD 19.09.06 10.02.2007 76.90 145 188.56 138.36 255.83 184.90
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SL |

Actual

183.10

Well Name RIG SPUD ~ Rigrelease Esljmated % 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 SIVijay | 26.09.03 20.02.04 70.00 148.00 211.43 NA 66.20 NA
18 GD-2-1A | S/vijay | 18.05.04 15.09.04 137.00 121.00 88.32 68.93 46.01 66.75
19 G-4-3 S/Vijay | 09.10.04 24.01.05 8851}  108.00 122.02 | NA 38.93 NA
20 G-4-4 SiVijay | 04.02.05 01.08.05 ©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
2 | KD31A 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 01.10.04 31.10 40.00 128.62 50.27 70.99 141.22
24| GD51A | DSS | 09.1004 11.11.04 38.68 33.00 85.32 1 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 87.07
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 4320 | 75.49 174.75
29 VA3(ST). | DsS 10.05.05 02.06.05 . 2130 24.00 112.68 35.10 39.08 | 11134 |
30 KD-1-3 DSS 07.06.05 11.08.05 2378 66.00 277.54 .~ 38.09 101.00 265.16
31 | 98D DSS | 150805 13.09.05 21.00 30.00 142.86 35.04 48.01 137.01
32 98/4-A-1 . | DSS | 250905 | 251105 40.90 62.00 151.59 56.89 107.57 189.08
33 | 982A1 | DsS 04.12.05 26.01.06 31.00 54.00 174.19 30.25 78.52 259.57 |.
34 | CYDWE1 | DSS | 040206 | 260206 32.00 23.00 7188 | 66.10 53.14 80.39
35 98/2-E-1 DSS | 100306 | 20.03.2007 51.10 32.00 62.62 80.67 168.56 208.95
| DSS | 13.03.06 10.04.06 o
36 DSS |. 050806 | 12.00.06 2130) . 39.00 36.19 47.33 130.78

S
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NA= Not Available.

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 (Rs. 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 62.00 391.41 71.80

38 118.05 88.27
MDW-2B 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 SL. No. 17, 19, 20 and 37) 2482.55 3286.57
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" (Referred to in para 7.7.4.4)

Annexure-XXV L1 1 |

" Report No. P4.9 of 2008

Details of discoveries claimed by the Cdmpa_ny

SL. . | Name -of the | Name of. Date  of Time lapse Date of | Reasons for mm;l'
No. | location the block | testing | upto31.03.07 | declaration . by | acceptance
' , ' : DGH
1. | G422 IG 05.02.04 - Accepted
- to '
v 18.02.04
2. | G43 - IG No Test - Not accepted Reasons may be |
‘ : . ' ' stated
3. | G-44 IG 26.06.05 20 . | Not accepted Reasons may be
TO ' stated R
v 25.07.05 ‘ : '
4. - | D-1 | KG- Testingb ' 18 Not accepted - Not accepted - as
DWN- | Not Done : PSC rule (notice
98/2 . of ‘48 hours) not
Rig .
: leased -followed as
;c;ease stated by DGH.
15.09.05.
5. A-l KG-  [14.01.06 25.01.06
: B DWN- To
98/2 23.01.06 -
6. U-1 KG- - 04.01.06 -- 25.01.06
DWN- To
982 - 17.01.06
7. | W1 KG- - 12.04.06
' DWN- :
982 -
8. E-1 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 by DGH.
9. VA-1 KG-08- 15.03.05 - '_24 Not accepted Reasons may be
DW-IV - | TO ' ' stated )
: ‘ 19.03.05 '
10. | VA2 KG-0S8- | 20.04.05 22 Not acceptéd Reasons may be
S | DW-IV TO : : stated
: 02.05.05 '
11. | MN-DW-2 23.12.06
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(Referred to in para 7.7.5.2.(i))

Annexure-XXIX

Statement showing the time taken for pre drilling EIA studies

§1. | 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 EIA | date of award | on board
years seismic drilling EIA studies | studies from date | to obtaining
EIA studies | EIA studies from date of | of award Environment
award clearance
1 NELP I KG-DWN-98/4 12/04/2000 | Jan. 2001 Mar 2004 11.02.2005 9 47 58 | Acquisition 14.3.06
3+3+2 (98/4-F), 23.2.07
2 34342 KG-DWN-98/5 12/04/2000 | Jan 2001 Mar 2004 11.02.2005 9 47 58
Nov 2004
3 3+3+42 MN-DWN-98/3 12/04/2000 | Jan 2001 Dec 2004 9 56 Acquisition 26.11.06,
13.3.07
4 NELP 11 GS-DWN-2000/1 17/01/2001 | Nov. 2001 | Aug 2003 31.12.2003 10 31 35
4+2+2
5 44242 GS-DWN-2000/2 17/01/2001 | Nov. 2001 | Aug 2003 31.12.2003 10 31 35
6 4+2+2 MB-DWN-2000/1 17/01/2001 | Nov. 2001 Sept 2003 03.02.2004 10 32 36
7 4+242 MB-DWN-2000/2 17/01/2001 | Nov. 2001 Sept 2003 03.02.2004 10 32 36
8 4+2+2 KK-DWN-2000/4 17/01/2001 | Dec. 2001 Dec 2003 16.04.2004 11 35 39
9 NELP II1 KK-DWN-2001/3 04/02/2003 | Oct 2003 April 2005 EIA 8 26 26 | Processing March 07
4+2+2 15.04.2005 (01/3-1) Acquisition
13.3.07 (01/3-1I)
10 | 4+2+2 CY-DWN-2001/1 | 04/02/2003 | Oct2003 | May 2005 18.10.2005 8 27 32 | Processing Sept 06
(01/1-1), Feb 07 (01/1-
18]
11 NELP IV KK-DWN-2002/3 06/02/2004 | Aug.2004 | Not yet Process 6 43 (upto Sept. 43 (Upto | Acquisition 16.12.06
34342 initiated initiated. 2007) Sept. 2007) | (02/2&3)
12 | 3+3+2 KK-DWN-2002/2 06/02/2004 | Aug.2004 | Not yet Process 6 43 (upto Sept. 43 (Upto
initiated initiated. 2007) Sept. 2007)
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g1. | 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 EIA | date of award | on board
years seismic drilling EIA studies | studies from date | to obtaining
EIA studies | EIA studies from date of | of award Environment
award clearance
13 | 3+3+2 GS-DWN-2002/1 06/02/2004 | Aug. 2004 | Not yet | N.A. (Block 6 43 (upto Sept.
initiated surrendered in 2007)
August 2007)
14 | 44242 KG-DWN-2002/1 17/03/2004 | Mar 2004 Nov 2005 24.05.2006 0 20 26 | Acquisition 15.3.07
(02/1-1&E)
15 | 44242 MN-DWN-2002/1 | 06/02/2004 | 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-B) 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 | April 2004 | Jan 2006 21.03.2006 1 22 24 | Processing 30.4..2006
(02/2-11) Acquisition
6.5.06 (02/2-111)
18 | 44242 AN-DWN-2002/1 17/03/2004 | Feb 2005 Process for 11
EC initiated
on 24.08.2006
19 | 4+2+2 AN-DWN-2002/2 17/03/2004 | Feb 2005 Process for 11
EC initiated
on 24.08.2006
20 AN-DWN-2003/1 05/12/2005 | Sept. 2006 Process for 9
EC initiated
on 24.08.2006
21 AN-DWN-2003/2 05/12/2005
(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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Annexure-XXXI
(Referred to in Para 9.1)
Statement showing band wise details of the transponders

SI. Satellite Date of Launch Mission | No. of 36 MHz Transponders Total
No. Life Transponders
(Years)
Ext C C Ku S
Band | Band | Band | Band
1 INSAT - 2E | 03 April 1999 12 5 14 - - 19
2 INSAT — 3B | 22 March 2000 10 12 B 6 18
3 INSAT - 3C | 24 January 2002 12 6 24 - 3 33
4 | INSAT -3A | 10 April 2003 12 6 12 6 24
5 | GSAT-2 08 May 2003 i - 4 4 1 09
6 | INSAT —3E | 28 September 2003 12 12 24 - - 36
7 | GSAT- 3 20 September 2004 7 6 - 6 - 12
(Edusat)
8 INSAT —4A | 22 December 2005 12 - 12 12 - 24
9 | INSAT -4B | 12 January 2007 12 - 12 12 - 24
(24 Transponders
allocated w.e.f. July
2007).
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Annexure-XXXII (IRS satelﬂifeS)
. (Referred to in Para 9.1)

Statement showing IRS Satellites in orbit
Name of the | Date of launch | Launch | Design Pay load
satellite - ' vehicle life
: ' (years)

IRS-1C/1D December 1995/ | PSLV-C1 3 PAN with 5.8 metre resolution, LISS-3
September 1997 with 23.5/70 metre resolution and WiFS
' with 188 metre resolution '
Oceansat | | 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. = -
Technology | | October 2001 PSLV-C3 3 PAN with a spatial resolution of < 2.5

Experiment : ' metre S

Satellite A .
Resourcesat-1 | October 2003 PSLV-C5 5 - High' resolution multispectral LISS-4
e ' : with 5.8 metre resolution, medium
resolution LISS-3 with 23.5° metre
resolution and Advance WiFS with 56

v metre resolution. '
Cartosat-1 | May 2005 PSLV-C6 5 Two PAN cameras with a spatial
‘ resolution of < 2.5 metre. i '

Cartosat-2 | January 10, 2007 | PSLV-C7 5 PAN Cameras with a- spatial resolution of

one metre.
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Annexure-XXXIII
(Referred to in Para 9.6.2)

Statement showing the number of contracts managed and reviewed

Segment Total Contracts | Contracts | Contracts | Percentage of audit
contracts in yet to reviewed coverage
managed | operation | commence

INSAT- 100 49 51 97 92

(Broadcasting/TV/DTH)

Very Small Aperture 53 52 1 53 100

Terminal (VSAT)

Support Services 7 g/ NIL 7 100

Indian Remote Sensing 26 26 NIL 26 100

Satellite (IRS)-

International .

IRS — Domestic 5 5 NIL 5 100

Launch Services 7 7 NIL 7 100

Foreign supply & 21 21 NIL 14 67

installations

Contracts since closed 6 - - - -

TOTAL 225 167 52 209 93
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The details of amounts in PSU banks and interest earned during the period of review were as

Annexure-XXXW_‘
(Referred to in Para 9.7.1.3)

follows: .
(Rupees in crore)
Year Long term | Fixed Deposits in PSU | Total Investments | Interest | Profit after
Investment in | Banks (for period from | during the year earned | Tax (PAT)
UTE-MFE 90 to 365 days) : : .
2002-03 5 72 77 8 19
2003-04 5 284 289 17 -24 . .
2004-05 5 483 488 17 39
2005-06 | 5 462 467 27 - 61
2006-07 | NIL 828 828 - 56 106
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Annexure XXXV

(Referred to in Para 9. 7.13)

__Statement showing interest lost due to fixing of ceiling limit

Investment made on the Bank which offered highest 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% 2490  3.00 0.80%, 0.02
26.4.06 Canara Bank 8.01% 384 15.00State 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
_ |CorporationBank ~ . | 6.25%| 285 37.00] 1.76% 0.51
_ [DenaBank | 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 5000 1.66%| ~ 0.52
State Bank of Bikaneer 7.10%| 229  10.00 0.91% 0.06}
State Bank of Hyd. 6.50%| - 258 1500 1.51% 0.16
State Bank of Mysore 6.75% 229 9.90| 1.26% 0.08
State Bank of Trav. 7.00% 229] 10.00] 1.01%|  0.06 -
Vijaya Bank 7.25% 285 3350 . 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
{17.506  |State Bank of Mysore - | 6.75% 236] Not inves. [Bank of Baroda 6.25%| 236 2.000  0.50% 0.01
18.8.06 |State Bank of Mysore 7.70%)| 236/ . 14.45|State Bank of Trav. ~1.50% 236 24.00) - 0.20% 0.03
. : . State Bank of Trav. 7.50%| 259  7.50]  0.20% 10.01
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Dena Bank 7.10% 259 15.50| 0.60%; 0.07
Corporation Bank 7.00% 259 20.500 0.70%| 0.10
— ‘ N . ——— . [ - —_— ""N‘O.t - - ‘ - , _ . - . Fa - N - — e e e e e . -
* |12.9.06 [State Bank of Mysore 8.17%linvested State Bank of Bikaneer 8.00% 272 40.00 0.17%| 0.05
I State Bank of Mysore 7.70% 272 5.00) 0.47% - 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 of India 7.00% 272 5.00 0.50%| 0.02!
21.11.06|State Bank of Mysore 8.37% 365 12.90[State Bank of Travan. 8.15% 365 '8.50 0.22%| 0.02
, o - Bank ofIndia 8.00%|  365|: 5.15 0.37%| 0.02
) Bank of Baroda 8.00% 365 5.15 0 037%| 0.02
. Central Bank 8.00% 365 5.15 0.37%| 0.02
Oriental Bank of Comm. 8.00% 203 5.15 0.37%| 0.01
5.12.06 |Andhra Bank 8.55% 370 3.00[Bank of Maharashtra -8.30%) 279 7.00 0.25%| 0.01
12.12.06|State Bank of Travan.’ ' 8.70% 370 10.00|Aridhra Bank 8.65% 370 14.000 0.05%| 0.01
State Bank of Bikaneer 8.50%| 370 10.00] 0.20%| 0.02
Bank of Maharashtra 8.50% 271 25.00 0.20% 0.04
" |Dena Bank 8.50% 370 5.50 0.20%| 0.01
Central Bank 8.50% 370 27.85 0.20%| 0.06
State Bank of Mysore 8.45% 370 12.90f  0.25%| 0.03
Bank of India 8.25% 370 17.25 0.45%| 0.08
Bank of Baroda 8.25% 370 17.25 0.45%| 0.08
Oriental Bank of Comm. 8.25%| . 370 17.25 0.45%| 0.08
. _ INot .
14.12.06| Statg: Bank of Travan. 8.70%jinvested Bank of India 8.25%) 367 4.00 0.45%| - 0.02
Bank of Baroda 8.25% 367 4.0( 0.45% . 0.02
Oriental Bank of Comm. 8.25% 367| 4.000 - 0.45% 0.02 .
9.1.07 Qriental 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 of India 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 22.000  0.05%| . 0.01
: - : ' ‘ State Bank of Hyd. - 9.00% 384 22.00 0.05%| 0.01
‘ C Not - o , : : I o
19.1.07 [Union Bank of India ‘ 9.05%invested - ‘|State Bankof Hyd. . | 9.00%| . 384 . 2500  0.05%| 0.00
’ . ' : .. [Not » ) .
"[22.1.07 [Union Bank of India v 9.05%linvested Canara Bank . 9.00% 379" 10.50] 0.05%| 0.01
: ' o ' - State Bank of Hyd. , 9.00% 379 10.50.  0.05%  0.01
6.2.07 |Central Bank ' 9.77% 370 7.00State Bank of Hyd. - . 9.76% 370 23.00,  0.01%| 0.00
‘ ' |Corporation bank - 9.65%| 153 44.000  0.12%| 0.02
Vijaya Bank 9.56%| ' 370 40.00] 0.21% 0.09]. .
Syndicate Bank ’ 9.50%| 370 14000 . 0.27%| 0.04
22.3.07 |Canara Bank ‘ _11.32% 370 *_5.50Bank of India 41 11.00% . 215 . 4.00] - 0.32%| 001
9.4.07 |State Bank of India ’ 10.75%). 253  5.00BankofBaroda _ |* 9.75% 370 2.60  1.00%| - 0.03
12.4.07 |State Bank of Mysore 10.75% 381 14.45|State Bank of Travan. 10.50% 381 - 24.00 0.25%| 0.06
' ' India Overseas Bank _9.75% 381 - 225 1.00%| 0.02}.
' ' | 454
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Annexure XXXVI ~
(Referred to in Para 9.7.13)
Statememfshow_mg excess fulmds ]paurkédl in Current account A .
From To ' Minimum - Maximum No. of days kept in’ Date of investment
T : Current Account . : :
_ (Rs. In crore) L ) Lo -
7.4.06 26.4.06 7.08 - 37148 . 20.days : 26.04.06
29.4.06 ;. 11.5.06 582 09.28 ~17°days o 11.05.05 .
10606 | 30606 | = 358 - 70.58 - 20 days o 30.06.06 -
1.7.06 | 12.7.06 . 2.53 1127 - - - 12days 1 12.07.06
19.7.06 | 3.8.06 324 - | 5270 ) - 16 days L 03.08.06 .
8806 | 18806 | 766 | 4035 | - 11days | g ~ 18.08.06 - =
21806 || 31806 | 372 - | 0977 ~ l0days | . 31.08.06 =
28.9.06 | 10.10.06 |- 1.07 . - 28.80- ‘ 13 days N 10:10.06. . - » B i
13.10.06 || 20.10.06..| -~ 326 29.17 08days . | - 201006 -] - E
163.07 || 23.3.07 859 - - 09.60 - 07 days ° 23.03.07. - r
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. Annexure XXXVI{}I
(Referred to in Para 9.7.4.1)

" Report No. PA 9 of 2008

Statement showing loss of revenue due to delay in commencement of service

BB Do =]

~|SL. [Name of the customer |Bandwidth| Yearly | Proposed | Lossof revenue
_ [No. ' allotted | lease date of |up to 31 March.
' ’ charges | commence 2007
“(Rs. in memt (Rs. in lakh)
lakh) - o '
Kasthuri Media Private Ltd. 4.5 60.00 30-Oct-05 - 85.00
Sowbhagya Export Ltd. 4,5 60.00 | 30-Oct-06 25.00
Sheethal Fibre Limited - 4.5 60.00 31-Jul-06 50.00
Sri Adhikafi brothers*- 4.5 50.00 30-Jun-06 . 31.83 .
Ortel Communication Ltd. 4.5 60.00. - [ 30-Jun-06 45.00
. |Triveni Media Ltd. 4.5 60.00 '30-Sep-06 30.00
Satish Sugar Ltd. 4.5 - 60.00. | 30-Jun-06 - 45.00
In cable net (Andhra) Ltd. 4.5 60.00 | 30-Jun-06 - 45.00
Bharat Broadcasting Private , ' ' :
9 L. ' . 4.5 60.00 | 30-Jun-06 45.00
10 [India Sign Private Ltd. 4.5 60.00 30-Jun-06 45.00
Telegu Cinemal - R B .
11 |Entertainment ’ 45 60.00 01-Oct-04 150.00
12 [MD Television Private Ltd. 4.5 60.00 | 31-Dec-05 75.00.
{13 |Malar Network Ltd. . 135 - 172.00 31-Dec-05 215.00
14" |Bharati Hexcom Ltd.*** 175 142.04 ' | 23-Oct-06 51.88
15 |Reliance Communications 162 1166.40 | 01-Oct 2004 1715.00
-|116  [ECIL - 18- . 129.60 |01 June 2003 91.32
ol ' Total

Service commenced from 19 February 2007

Service commenced in stages from July 2006

2745.03
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Annexure XXXVIII
- (Referred to in Para 9.7.4.2 (iv))
Statement showing surrendering of leased capacity

‘SLNo

Customer

Amount

‘Bandwidth _
S - ‘surrendere@(MHz) (Rs. in Lakh)
1 Tndian Oil Corporation 18 34.93
T2 ¢|  HFCL Satellite communication 18 20.60
3 “Bharat Petroleum Corporaﬁon Limited 45 3.36
4 Sahara India Commercial Corporation 5 1377
©5 Sahara India Media . 3. 6.25
-6 Tata Services 4.5 15.71
7 "ATN International Limited 45 12.06
TOTAL 126.68
30
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GLOSSARY OF ABBREVIATIONS

Report No PA 9 of 2008

SI. | Abbreviation | Full Form

No. : : .
1. | ADB | Asian Development Bank
2. AIS Automatic Identification System
3. APT 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 Caim Energy India Ltd. _
10. CESE Central Electricity Service Enterprises
11. CSD Cutter Suction Dredger
12. cve Central Vigilance Commission

.13. | DDCL Dharti Dredger Corporation Limited

-14. DGH Directorate Generalrof' 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 Injtial-in-place
31. 1IPM Indian Institute of Port Management
32. wcC 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
4]1. MDT Modular Dynamic Tester

“42. MM Material Management
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"SI | Abbreviation | Full Form
No. : :
43, MMTOE Million Metric Tonnes Oil Equivalent -
. 44, MOP&NG Ministry of Petroleum & Natural Gas
. |
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. | RCCIJETTY Reinforced Cement Concrete Jetty
62. SASL M/s. Schlumberger Asia Service Ltd.
63. WCR Well Completion Report
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'GLOSSARY OF TECHNICAL TERMS -

Sl

_ Technical Term Description
‘y ' No. _ _ . :

-+ 1. | Alluvial river 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. -

2. | Appraisal A programme carried out following a Dlscovery in the Contract Area for the
"~ | Programme 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.
3. | Approved Work A work programme or Budget that has been -approved by the Management
‘Programme and Committee pursuant to the provisions of this Contract.
- | Approved Budget .
4. '| Appurtenant land Appurtenant land is the portlon of Jand that emerges temporarlly/permanently
' - | due to shifting/change in river flow. .
5. | Asset 1t refers to ari entity that is involved in production activities from the ex1st1ng
' .wells and transportation of oil and gas on onshore plants.
6. | Automatic A system used by ships and vessels Trafﬁc Services (VTS) principally for
Identification '1dent1ﬁcat10n and locatmg vessels. .
System (AIS) .
7. { Bandalling Traditional bandalling consists of a. framework of bamboo driven into the
‘ riverbed and supported by struts. Bamboo matting 1s fixed to thlS framework .
. at the water level.
8. | Bank erosion - .| Bank erosion means the wearing away of rock and soﬂ found along the |-
riverbed and banks. Erosion also involves ‘the breaking down of the rock
. _particles being carried downstream by the river.
9. | Bank Protection | Bank protectlon is civil construction work on the banks of river to protect
: from the erosion. -
10. | Basin A Depression . in the earth's crust where “sedimentary materials are
g accumulated over the years. With reference to the company it refers to the
: . entity that is involved in exploration related activities.
~ . 11. | Block Area identified in a field which is offered by Government to prospective
bidders. under New Exploration Licensing Pohcy, for the purpose of
- exploration of oil and gas.
12. | Braiding A braided river is one of a number of channel types and has a channel that
’ consists of a network of small channels separated by small and often |.
temporary islands called braid bars. Braided streams aré 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.
13. | -Cave hole 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.
'14. | Chautiel marking Channel markmg 1s a process which is used for showing the nav1gatxonal
’ N fairway channel,
15. | Clastic Sediment consisting of broken fragments derived from preexisting rocks and
: transported elsewhere and re-deposited before forming another rock.
Examples of common clastic sedimentary rocks include siliciclastic. rocks
such as conglomerate, sandstone, siltstone and shale. Carbonate rocks can
: also be broken and reworked to form clastic sedimentary rocks. - -
16. | Commercial . A Discovery of Petroleum reserves which has been declared as a Commercial
Discovery Discovery in accordance with the provision of Article 10 and/or Article 21 of
o Production Sharing Contract (PSC). ]
17. | Deepwater Area Area fallmg beyond four hundred (400) metre 1sobath

207 -



Report No PA 9 of 2008

S| Technical Term Description
No. — ‘
18. | Delineation Well "Delineation well refers to the well drilled in unproved area to determine the
: boundaries or the extent of reservoir. :
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 Commercxal :
‘ : Discovery, which has been. approved by the Management Committee or the
Government pursuant to Article 10 or Article 21 of PSC.
 21. | Differential Global | An enhancement to global. position system that uses a network of fixed
‘ Posmonmg System | ground based reference stations to broadcast the difference between the
(DGPS) positions indicated by the satellite systems and the known fixed positions.
22. | Directorate General | An organisation, including its successors under the Ministry of Petrolcum
of Hydrocarbon and Natural Gas.

" 23. | Discovery. The finding, during Petroleum Operatlons of a deposit of Petroleum not
previously known to have existed, which can be recovered at the surface in a
flow measurable by conventional petroleum industry testing methods.

24. | Dredging The excavation and removal aspects for deepening or widening of silted
‘ waterways.and harbours in order to improve navigation
25. | Effective 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
n + Demobilisation fee + Custom Duty - Duty Draw back + Loading/365n
(for the contract for 'n' number of years)
.26. | Exploration Searching for oil and/or natural gas, including topographlcal 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 not be limited to: aerial, geological, geophyswal
geochemical, palaeoconttologlcal,‘palynologlcal ‘topographical and seismic
surveys, analysis, and their interpretation, investigations relating .to the
‘| subsurface geology including structural test drilling, stratigraphic test
drilling, drilling of Exploration Wells and Appraisal Wells and other related |
activities such as surveying, drill site preparation and all work necessarily
connected therewith that is conducted in commection with Petroleum
‘ exploration.
28. | Exploratory Well A Well drilled for the purpose of searching for undlscovered Petroleum
__ accumulations on any geological entity (be it of ‘structural, stratigraphic,
faces or pressure nature) to at least a depth or stratlgraphlc level specified in
1 the Work Programme.
29. | Floating Jetty A continuous flexible structure begmmng 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 jetty is afloat.
30. | FRP Buoys FRP buoys ‘are Fiber Reinforced Plastlc Buoys used for navigation and |
‘ - -| channel marking. .
31. | High level Jetty A Jetty to be ut111sed during the penod when water level is high. (Monsoon
‘ ‘ period) : .
32. | Initial in-place The estlmated quantity of oil and gas in ﬁeld
Hydrocarbon (JIP/H) . . .
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
stepped or sloped. The length is usually such as to ensure at Iow tide there is
water at the end.
34. | Lean Season

Lean Season for IWT is non monsoon period i.e October to March in NW1
and NW2
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SL| 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 lighted 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

Programme Work Programme specified 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. In planning development wells, there are usually
numerous offsets, so a great deal is known about the subsurface geology and
pressure regimes. In contrast, rank wildcats have no close offsets, and
planning is based on interpretations of seismic data, distant offsets and prior
experience.

44. | Participating Interest | In 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 height, which does not float with the level of water.

46. | Petroleum Crude Oil and/or Natural Gas existing in their natural condition but
excluding helium occurring in association with Petroleum or shale.

47. | Pontoon Pontoons are floats used to support 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. | Prospects 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 occurring 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 type jack up rigs.
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Techmical Term -

8L Description
. No,
55. | River .Conservancy | River conservancy works consists of bandalling, channel marking, dredging,
works - : etc. These works are done penodlcally to keep. the requlred depth of the
N A .. | fairway. - -
-56.°| River Training | River’ tralnmg mcludes des1gn and construction:of weirs, barrages sedlment_

. -|-control structures,. bank protectlon _spurs and aprons and water quality B
' | ‘control systems in rivers to manage river restoration and flow. .

. | Sediment.".” [ Sediment is any- partlculate matter- that can be transported by fluid flow and
- -| which eventually is deposited as a layer of solid particles on the bed . or
J oAt eret o o o | bottom of a body of water or other liquid. : '
. - .58, | Siltchange ... ..~ | Itis akind of deposit of sand, which settles down at the bottom: :
.59, |- Spud “'| Process of starting the well drilling process by removmg rock, dirt and other
N “+ .| -sedimentary material with the drill bit.
1160. ";Tertlary krtchen ¢ |- Anarea, of the subsurface of tertiary age whefre source rock has reached
AR R ’.appropnate condltrons of pressure and temperature to generate hydrocarbons
61, Well ;A borehole made by dnllmg in the course of Petroleum Operatnons but does
T " |-not include a seismic shot hole. - )
7 62. Well head - - " | ‘A 'wellhead is that part of an oil well which terminates at the surface, whether
S R on land or offshore, where petroleum or gas hydrocarbons can be withdrawn
:: 63. |/ Work Programme’ <

-Ar work programme formulated for the purpose of carrying out Petroleum
.-OLatlons - e .
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