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PREFACE 

A reference is invited to the prefatory remarks in the Report of the Comptroller & 
Auditor General of India - Union Government (Commercial) No. I of 2005 where a 
mention was made that reviews on the performance of Companies/ Corporations by the 
Comptroller & Auditor General of India are presented in separate Reports. This Report 
for the year ended March 2004 has been prepared incorporating the audit findings noticed 
during transaction audit of the Public Sector Undertakings (PSUs) in the Petroleum 
Sector. The following PSUs under the administrative control of the Ministry of Petroleum 
and Natural Gas are covered in the Report: 

I. Bharat Petroleum Corporation Limited (BPCL); 

2. Bieco Lawrie and Company Limited (BLC) 

3. Bongaigaon Refineries and Petrochemicals Limited (BRPL); 

4. Chennai Petroleum Corporation Limited (CPCL); 

5. Engineers India Limited (ElL); 

6. GAIL India Limited (GAIL); 

7. Guru Gobind Singh Refineries Limited (GGSR); 

8. Hindustan Petroleum Corporation Limited (HPCL); 

9. IBP Company Limited (IBP); 

I 0. Indian Oil Corporation Limited (IOCL); 

II . Kochi Refineries Limited (KRL); 

12. Mangalore Refinery and Petrochemicals Limited (MRPL) 

I3 . Oil and Natural Gas Corporation Limited (ONGC); 

14. Oil India Limited (OIL); 

15. ONGC Videsh Limited (ONGC Videsh). 

Important audit findings noticed as a result of test check of transactions carried out by the 
PSUs under the administrative control of the Ministry of Petroleum and Natural Gas, 
conducted by the officers of the C&AG of India during 2003-04 and earlier years 
wherever relevant and also early part of 2004-05 under Section 619(3)(b) of the 
Companies Act, 1956 are included in this Report. 

31 draft paragraphs and five reviews were forwarded to the Secretary, Ministry of 
Petroleum and Natural Gas for furnish ing their replies. Replies to 20 paragraphs and four 
reviews were not received from the Ministry. 

Ill 
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· Oil and natural gas are the largest ccmveritional source .of primary energy in the world arid 
constitute a cHtical input for economic groWth together with other forms of primary 
energy viz. hydro electricity, nuclear power and coaL In the year 2002 the worldwide · 
consumption of primary energy was 9,405 million metric tonne of oil equivalent, of 
which the sha,re of hydrocarbons was 62 per. cent. Thus, it is clear that the busine-ss of 
exploration, production, refining arid marketing of hydrocarbons, generically known· as 

· 'petroleum sector' constitutes a very vital sector in the national economy. Considering 
the growing importance ofoil and natural gas in our economy an attempt has been made 
to review the performance of the Public Sector Undertakings in this sector and present a 
separate Repmt. · · 

· The Report consists of following six chapters: -

Chapter-! :Petro leu~ Sector' Profile 

Chapter-2 ·.:Follow up action on auditreviews in the last five years' Audit Reports . 

. Chapter.:J Three reviews on some ofthe activities ofPSUs in Petroleum Sector 

Chapter-4 Paragraphs on individual transactions ofPSUs in Petroleum Sector · ' 

Chapter-S · . Two Reviews oniT Audit · · 

Chapter-6 · Corporate,Governance in Oil PSUs 

This Audit Re~ort includes revi~ws on Branching and capacity. augmentation ofnorthern 
region pipelin~s of Indian Oil Corporation Limited, Arbitration cases, Productioi.1 sharing 
contracts and ! IT . audit .in respect of re-engineering project (Manthan) of Indian Oil 

·. Corporation 4itnited and · pay·· roll application in ·Oil and Natural . Gas Corporation 
Limited. These themes were selected in audit for review on the basis of their relative 
importance in ~he functioning of con~ern~d organisation. It also includes 31 paragraph~ in 
respect of eight PSUs. The ciraftparagra!2hs were finalised after taking into consideration 
the replies of the Management of PSUs. The draft paragraphs wen~ also forwarded to the 
Ministry of P~troleum and Natural Gas under whose administrative control the PSVs are 
working for it~ replies/comments within a period of six weeks. Replies to 20 paragraphs 
from the Ministry were awaited. · . I .. 

The audit obsbrvations included in this report highlight deficiencies in the Management 
ofPSUs-'having serious financial implications. Some of these are: 

Review Ol!ll Br;alllicHnfil!llg ami Cajpacfity aUllgmel!lltatiol!ll of Pfipellfil!lles Ji.l!ll NortHnerl!ll Regii.ollll-
roa 1 

• 

. i . . <. : • • • ' • • • 

Increase. in thb pipe size of Mathura-Tundla Pipeline without approved proposals· for 
extension of the pipeline to"Kanpur and Gwalior and for expansion· of Mathura refinery 

I - . . . . 

rendered the e*penditure ofRs.6.20 crore on increased pipe size infrUctuous. 

(Para3.1.5) 

iv 



Report No.6 of2005 (Commercial) 

Due to delayed review of the demand~supply position, ·the Company incurred an 
infructtious expenditure of Rs.2.24 crore on the capacity augmentation of the Panipat-:­
Ambala-Jalandhar sections of the Mathura-Jalandhar Pipeline. 

(Para 3.1. 6) 

An exp~nditure of Rs.66.68 crore incurred on Phase-II augmentation of Kandla-Bhatinda 
Pipeline was avoiqable as the throughput did not at any time justify this augmentation .. 

(Para 3.1.9) 

Encashment of the bank guarantees of the contractor_in excess of requirements resulted in 
payment of interest ofRs. 70.29 crore. 

(Para3.J.JO) 

Review on Performance of Production Slhm.rnng Cmntracts with private expioratimn 
annd, production companies -ONGC 

. - " . . . . . ., 

Since 199( the Government invited foreign and domestic private sector companies to 
participate in the development of oiland gas fields, fully/partly discovered, and the 
exploratory blocks. The· audit results of the productjon ·sharing contracts (PSC) between 
the Government, ONGC and the foreign and domestic private sector companies, in 
respect of medium-sized fields, were examined and incorporated in the CAG's Audit 
Report of 1996. This report. contains a follow-up of the Audit review .of the Issues raised 
in the previous Audit Reportand the performance ofthe production sharing contracts. 

(Paras 3.3.1 and}.3.3) 

. The major issues of 'non-reimbursement of past costs-to ONGC', 'import parity price not_ 
made applicable for gas produced by national-oil companies (ONGC and OIL)' and 'non­
finalisation of agreement- for sale of crude oil and gas with the Government's nominees 
(IOCL and GAIL)' raised in the CAG's Audit Report of 1996 remained unaddressed in 
spite of the assurances given to Audit by the Government. 

(Para 3.3.4) 

Gas price allowed to different JV s was higher than the price it was sold by GAIL to 
. consumers. ONGC was asked by the Government to meet the loss suffered by GAIL on · 
this account and consequently it absorbed an adverse impact ofRS.Zi-265 crore upto March 
2004 ih respect of five medium-sized fields. 

(Para 3.3.4 ii) · 
. . . 

. The non-finalisation of the Agreements for sale of crude oil and gasled to non-recovery 
of Rs.277.15 crore for tr~msportation of gas by ONGC and short payment ofRs.300.59 
crore to ONGC towards processing charges in respectofPanna!Mukta:gas .. · · 

. (Para 3.3.5 i) 

Transportation charges and processing charges in respect of Tapti field had not-been 
finalised and the provisional tariffaffected the Government/ONGC t:aJ<e. . · · 

(Para3.35 ii) 

v 
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Deficiencies ih PSC of Ravva JV led to the disputes over calculation of profit petroleum, 
- I - - - .. -

such as computation of pre-tax rate of return (PTRR) and payment of prqduction bonus 
(Rs.47.56 cro~e) to ONGC. -

! 
(Para 3.3.5 iii) 

I 

- The recovery l of levies- by the Government was adversely affected due to absence of 
defination Of ;'wellhead value' of gas on which the royalty was to be calculated .and a 
provision in PSCs in deviation with draft PSCs approved by ONGC Board on payment of 
royalty/cess on the dovernment's share of profit petroleum. 

i 
(Para 3.3. 6 i and ii) 

i 
ONGC was obliged to bear 100 per cent royalty in respect Of pre-NELP exploratory 
blocks (Rs.22'8. 78 crore upto March 2004 in respect of two blocks) irrespective of its 
participating irterest in JV s. 

(Para 3.3. 6 iii) 

Xrregularities!on individual transactions 

The irregulariiies pointed out are broadly of the following nature:· 
. I - -

0 Und~e fa~ours to contractors/violation of contractual obligations of Rs.288.1 0 crore 
intwo casb. 

e Loss of n~venue of Rs.82.37 crore in five cases due to weaknesses in the control 
systems. ; 

I -
Wastefullipfructuous expenditure ofRs.65.56 crore inseven cases .. 

@ -Avoidable: excess expenditure ofRs.45.69 crore in nine cases. 

G) Idle inves~ment and blocking of funds of Rs.28 .22 crore in five case~. 
i 

Gist of some qfthe important p~ragraphs included in the Report is as follows: 
. I . . - . 

Engineers India Limited suffered a loss of Rs.2.60 crore in recommending incorrect 
. 1 . - •• 

specifications lin October 1999 in the consultancy work relating to transfer pipelines~ 

. . I .. _ • _ · _ (P~ra 4.1.1) 
Defective plapning and lack of .foresight of Indian Oil Corporation Limited (IOCL) 
resulted i_n irlfructuous expenditure of Rs.8.95 .crdre in 1999-00 on replacement of 
pipeline with ,~igher diameter at Kandla Port. 

(Para 4.1.2) 

IOCL purchased land for an amount of Rs.2.78 crore in July 1 ~98 to set up an LPG 
Bottling Plant! at Bhilwara (Rajasthan) without carrying out detailed feasibility study. The 
project- was ~ubsequently abandoned thereby resulting in- blockage of Rs.2.78 crore 
besides infructuous expenditure ofRs.37.90 lakh. 

(Para 4.1.3) 
I • 

IOCL incurr~d an infructuous expenditure of Rs.2.17 crore during 2000-01 on- an 
abandoned. ptoject as it decided to -shift its depot frorri Satna _to Bagha without 

vi 
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considering liability of providing employment to local people andwithout entering into 
contract with Hindustan Petroleum Corporation Limited for sharing cost of railway · 
siding, which were necessary for economic viability of the depot. 

(Para 4.1.4) 

Creation of com~uterised loading facilities by IOCL at Kamal bottling plant in July 1998 
and September 2000 without proper planning resulted ih an irifructuous expenditure of 
Rs.2.01 crore out of which only facilities costing Rs.79 lakh only could be purposefully 
used. 

(Para 4.1.5) 

Failure. to consider financial position of vendors before award of contracts and 
consequent delay in supply/installation of gas compressors led to flaring of low-pressure 
gas and consequent loss of revenue of Rs.71.02 crore during the period between August 
2001 and December 2003 t~ Oil and Natural Gas Corporation Limited (ONGC). 

· (Para 4.1.6) 

Imprudent decision of Bharat Petroleum Corporation Limited (BPCL) to augment the 
tankage capacity at Haldia refinery led to an idle investment of Rs.l1.35 crore made in 
April2000/March 2003. · · · · · 

(Para4.2.1) 

BPCL decided (February 2002) to surrender 56,779 square metres of land procured at 
Navalur to re-site the existing Depot at Hubli. This resulted in an infructuous expenditure 
ofRs.1.88 crore. . . · · 

(Para 4.2.2) 

Hindustan Petroleum Corporation "Limited (HPCL) incurred additional expenditure of 
. Rs.1.39 crore on outsourcing the bitumen filling work keeping its own plant idle during 

October 2000 to April 2004. · · · · · · 

(Para 4.2.3) 

Delay in surrender of land by IBP Company Limited (IBP) to Railways resulted in an 
avoidable payment of rent and other expenses amounting to Rs.3.66 crore during the 
period April2000 to November 2002. · 

(Para 4.2.4) 

The decision of IBP to take possession of an unsuitable piece of land and delay in 
deciding to dispose it of in July 1994 and October: 1994 resulted in bh)ckage of Rs.1.08 
crore. 

(Para 4.2.5) 

IOCL failed to comprehensively assess the demand for iow sulphur heavy ~tock .vvhich 
: led to .under utilisation of Storage tanks and railway siding constructed at a cost of 
Rs.8AO crore and commissioned during December 1999 to March 2001. 

. (Para 4.2. 7) 
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I 
I . 

The IOCL m~de an idle investment of Rs.4.03 crore in the bitumen emulsion plant made 
in April 1999: due to improper assessment of future demand of bitumen emulsion. 

(Para _4.2.8) 

ONGC incur*ed an infnictuous expenditure of Rs.38.8(:) crore during 1999-00 to 2001-02 
in setting up . offshore facilities and. te-en try in a well without assessing fully the 
hydrocarbon potential of the gas field. - - .. . . 

i (Para 4.3.1) 
I . . ·. . . . 

ONGC i:ncurked an infructuous expenditure of Rs.9.32 crore during.1999on re-entry of 
an already drilled exploratory well due to negligence in measuring length of casing pipes 
andco.nsequdntial short-landing ofthe-casing in the well. - · 

(Para 4.3.2) 
i. 

Failure of,HPCL to supply necessary iriputs. timely to the contractor _resulted in Visakh 
·Refinery loo~ing the benefit of Rs.l4.95crore, during 1997-98 to Jtirie 20oo:.o1, towards 

price reductidn for the delay in completion of the contract. · · .-· 
! (Para 4.5.2) 
! 

Due to delay lin surrendering the te}.nk the IB P suffered a loss of Rs.1.28 crore towards its 
rental chargd for the period from April 200 1 to December 2002. . I. . . 

I 
(Para 4.5.3) 

. ONGC awarded work for operation and maintenance of three mul~i support vessels to an 
. I . ..· . . ... 

incompetent ~arty and suffered a loss of Rs.205 .05 crore during 2001,-02 and 2002-03 as 
poorperform~nce of the contractor led to non-availability of own vessels. 

I (Para 4. 5.4) 
f 

Due to delay lin requesting I OCL for marketing its products within the country instead of 
exporting- to !avail benefits of excise duty exemption for north eastern refineries, the 
Bongaigaon ~efinety and Petrochemicals Limited (BRPL) had to suffer a ioss ofRs.4:09 
crore for the exports made during the period March-August 2002. 

- .. · 1· . .. · . - . ' .. . .. . . (Para 4.6.1)· 

·The BRPL failed to avail exemption of sales tax benefits on export sales and thereby 
incurred avoi~able expenditure of Rs.1.21 crore during the period from July 2000 to 
August 2001.1 · · . · .. · 

I 

1·.. . . . (Para4.6.2) 

. HPC:L failed to avail of timely customs duty exemption, which resulted in an additional 
interest cos~_o:fRs.3.36 crore during November 2001 to April2003. 

· ·. 1 . . _ .. . .· . . . .· (Para 1.6.3) 
.. .IOCL .transferred petroleum products to its locations outside Andhra Pradesh during . . . . I . . . . • 

April 2002 tq June 2003 as stock transfer instead of requesting HPCL to execute the 
supplies and attracted avoidable purchase tax amounting to Rs.l 0.39 crore: 

.. . I • . 

l· 

I 
(Para 4. 6.4) 

ONGC incuriied an avoidable expenditure of Rs.22.19 crore due to its failure to avail 
exe~ption oflcustoms duty on goods imported for use in non-designated areas during the 
penodfrom J~ne 1999 to-July 200L . . . 

. I 

I 
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(Para 4. ~.5) 

Due to lack of proper follow up ONGC could not obtain essentiality certificate from the 
Pirectorate General of Hydrocarbons for availing the benefit of 'Nil' customs duty, 
which resulted in avoidable expenditure ofRs.3.82 crore in Ma:y-:-July 2000. - · 

(Para 4.6.6) 

Injudicious concessions extended by BRPL to a private sector company in supply of 
Naphtha from July 2000 to April 2002 resulted in undue favour of Rs.28.8f crore to a 
customer and loss ofRs.54.22 crore on account of bad debts written off in the accounts~ . . 

(Para4:7.1) 

. HPCL failed to review its credit policy to Ferro Alloys Corporation Limited, which 
resulted in loss ofRs.3.69 crore plus interest dufing December 1998 to March 1999. 

(Para 4. 7.2) 

ONGC could not realise sales dues of Rs.509.07 crore 'towards supply of natural gas to 33 
consumers between April 1979 to May 19~2 as well as interest thereon amounting to 
Rs.l,875.07 crore due to disputes raised by these customers in regard to the revised price 
of gas remaining unresolved. 

(Para 4. 7.3) 
Some of the highlights in respect of Reviews on IT Audit 

Review-on Re-engineerhng Project (Manthan) of1l:ndlian Oi! Corporation Limited! 

Instead of doing the rollout of the project beyond the first 99 sites by in-house expertise 
as per plan, the work was assigned to five Ol,ltside consultants entailing an additional and 
avoidable expenditure ofRs.9.56 crore: 

(Para 5.1:4) 
. . -

Due to deiay of over two years from September 2002 to November 2004 in completion of 
the IT re-engineering project (Manthan) the Company could not derive the projected 

. benefits of Rs.358 crore per annum from on-line integrated business processes. and 
optimisation in Supply Chain Management. 

(Para 5.1.6) 

Appointment of vendor for delivery of ·-'add-ons' software packages was done without. 
inviting global tend~r. The bid was finalised after a delay cf 25 months in evaluation of 
techno-commercial bid, waiving important tender conditions. 

(Para5.1.8) 
. . ~- . 

The Company failed to identify and allocate Rs.20.32 s;rore as the cost of manpower 
deployed from various divisions towards implementation ofthe project. -

(Para 5.1.9) 

IX 
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-I 

- I - - - - -
, The Companx had not been able to provide adequate training to all users for Qperating in 

the new technblogical environni€tnt. - · 
. -I - - -

i 
- [ , -- - - -·- _ --- - - .- _ - _ _ -(Para.5;1.13) -

_ The C()mpanJhad failed to appreciate the possible ~isks of not k~eping the off-site dat~: -
back up ·at sit¢(s) other than th~ir Primary Data Centre before 'go-live' of sites. Instances 
of breakdowq of leased links~ interrupting the business transactions· occurred at sites; 
which were n9t put on the three tiers Communication Network. -

- i ~-
.1 

. - - I ' . . . . - -

- __ - __ -- · -
1~-- _ • - -- • • - - • -(Paras 5.].14 and 5.131) 

Although 'As, Is' business processes continued to be in operation, 'their nort-incorporatipn 
-as 'To Be' bJsiness processes ill the ERP ·Software resulted in gaps in' the functionalities _ 

I - - - - - - - - -
provided by s!AP~ 

[ (Para-5.1.17) 
- - I ,_ ,. . . . . . . :· . . 

-Adequate~sigrl-:bffprocedures were qotfollowed by th~_Compl:my at the time<of'go-Iive' __ 
. - I - • - • --- - - -·- -- .- - - ·• - - -

- of SAP which resulted_ in itploadingthe data without purification. This~ was confirme~l--
- _when Au<iit -~otic~d that g~ta_ in -resped'oflube inv_eritQry wa{not _correctly~ l.lPlQ.aded at 

depot- at -Ajin~r- in-~Deceinber 2003 -whieb_resulte~ _ in· dirfhence: ·of Rs.2:63 _ crore -{Ma:y-
.2004) in the physical inventory~mdst6ck-as-per.SAP~ -- - --- -- -

-·-t- - -- -- - - .-- (PatasiJ.23~iuls.J.~6J -
1 ~ - - - - - ._ - -

· _ · The Managetnent had . not carried- out· ~ny ind~pepdertt ·c-ertifications. _No ·post 
-_ implementati9n i"eview-ofthesystemwascondl.lcted-btotttsiqeag~n~ie~-) _- ,'.· >:< · --. __ 
- --·-- --l-- -__ -- --.-·_-' ---- •. -·.·~- _<· - ··:-_ (Pm:a5.1.45), 

- -- 1.--- - - - - - - -. - • - -· ----- ,_.: --- .-- - - - -- - : - -_ - -
- -- TM Compl:m)f hadnot beim able_ to identify any timgible benefits of the project so fa~. 
-Norte of the c;:ritical Success .Factors had ~een·-achlev~d'-despife implementation of SAP _at 

• 292 sites (Mt"2004). ' · ·· · · • · · c · .·. · · •· (Par~'5.J.9 an~S.1.4S) 
-I . - -.-- - ,, 

Re_v:iew on Jpiay ·,r«;)lH:appHica.tlion inLM1!D.mbai Region of ·onn ·arid' -Natuir~n Gas 
Cotpo:ratlion.timntedl ·. · -· .• ___ · -. . --~ •.. 

- . - I' . - ..• - -- --

- · - -.. • . ' I •_ .-. • - _. - :. ; · - -c_' , •·. __ . _ •._ - _ • _ _ -. • _ • : _: • _- : :· - -. 

There was :a 'provision. in -the payroll applicati6nctd: store and process data reiaJing :tO;.· . ~ . 
. advanGe.S to- dnployees ancFmopitot its recovery with interest bufdue to. incomplete data -
. entry SUCQ :opportml.ity was. not•.used whiQh Iecf to. creation·. of iriconiplete . and unrelilible . 
dai:cibase. · ! · - · · ·· · · 
-• • I ~ ~ -- ·- _;. o• • _: 

. . I~ ·. . . .. • . ·. __ . . .. ·. . . .· . (Para $__.2.9) 
-0ver payments . arid short: recoveries· of vadous · allowances and advances to the ·staff -
-~llustrated.we~krl~ss i~ Jayr,oll system being operated· ?Y lYI!Jnibai __ Regio~n/fhisresulted-; __ • 

• man exc_ess and-megular payment/shprt recovery totahng RsA crore.(lunng;2001~02 ou_t. 
- - . -- I .· . ·. . . :· . . --- . - - - - - • - - • . . • --- - .•. . • 
'of which an I amount' of Rs; 12)8 ~~- 'has been_ recovered subsequently by . the : . 
Management after having pointea out by Audit. --- . - _ . --- -~-- - -

_· I . - - . -. ., - - . 

_-'I­
! 

-! 
.·! 

---- · (Para 5.~.11) 

--_:-~--
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1.1 Introduction 

CHAPTER: 1 

PETROLEUM SECTOR PROFILE 

Hydrocarbons i.e. oil and natural gas, are today, the largest conventional source of 
primary energy in the world. Together with other forms of primary energy viz. hydro 
electricity, nuclear power and coal it constitutes a critical input for economic growth. In 
2002 the world consumption of primary energy was 9,405 million tonne (MM1) of oil 
equivalent• (OE). The share of primary energy consumption worldwide contributed by 
the hydrocarbon sector in 2002 was 62 per cent, which makes it clear that the business of 
exploration, production, refining and marketing of hydrocarbons, generically known as 
'petroleum sector' constitutes a very vital sector of global economy. In fact, it is the 
petroleum sector, which, along with financial sector, assumes the character of a prime 
mover of global economy. 

1.2 Consumption 
Hydrocarbon 

4000 
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0 
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Graph-1 
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As shown in Graph-1 , oil, coal 
and natural gas form the bulk 
of primary energy 
consumption. While the 
consumption of oil shows a 
steady increase from 3,135 
MMT OE per annum in 1990 
to 3,523 MMT OE per annum 
in 2002, the consumption of 
natural gas has gone up from 
1,771 MMT OE per annum in 
1990 to 2,282 MMT in 2002. 
Hydro electricity consumption 
has also registered a significant 
growth from 189 MMT OE per 

0 Coal 0 Hydro Electricity 
0 Nuclear Energy 

annum in 1990 to 592 MMT OE per annum in 2002. 

1.3 Per capita consumption of Hydrocarbon 

Table- I gives the average percentage of per capita consumption of hydrocarbon during 
the period 1999-2002, in some developed and developing countries. In India the average 
per capita hydrocarbon consumption during the above period worked out to 41 per cent of 
primary energy consumption. 

• oil equivalent is a unit of energy based on the approximate energy released by burning of crude oil. 
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Table-1 

Average percentage of per capita hydrocarbon consumption of primary energy 

Developed 1999 2000 2001 2002 
Countries 

USA 64.98 64.96 65.32 65.08 

Canada 56.97 56.16 57.28 58.63 
France 51.75 51.27 51.61 50.81 
Germany 62.25 60.95 61.27 61.00 
United Kingdom 73.35 73.95 72.85 73.87 
Japan 13.18 13.27 13.83 12.81 
Brazil 53.92 52.28 56.44 54.90 
Poland 32.20 34.06 33.62 33.78 
China 29.51 32.79 30.30 25.93 
Indonesia 84.09 82.61 81 .25 81.63 
Malaysia 90.53 92.86 91.09 89.72 
India 40.00 40.63 41.94 40.63 

The above figures also indicate that the hydrocarbon dependency and the per capita 
primary energy consumption in the developed and developing nations has remained static 
over a period. 

The average per capita consumption 
of primary energy in the developed 
nations is nearly five times that of 
the developing nations. India's per 
capita primary energy consumption 
is 0.32 MT OE per annum as 
compared to the average per capita 
primary energy consumption of 
developing countries which is 1.12 
MT OE per annum. 

In the case of hydrocarbon 
consumption also a similar picture 
emerges. As shown in Graph-2 the 
per capita hydrocarbon consumption 
in developed nations is 3.09 MT OE 
per annum, way ahead of the 
developing nations where the 
consumption is 0.63 MT OE per 
annum. India's per capita 
hydrocarbon consumption stands at 
0.13 MT OE per annum. 

Graph-2 
Average per capita consumption of Hydrocarbon of 

developed, developing countries and India 
(lnMT) 
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1.4 Indian contribution in the world scenario 

1.4.1 Oil and gas reserves 
Table-2 

Unit 1998 1999 2000 2001 2002 

Crude MMT World 143400 140400 143000 143000 142700 

oil lndia 716 660 703 732 741 

Natural Billion World 146311 146368 150047 154999 155706 

Gas Cubic lndia 675 648 760 763 751 
Metres 

Table-2 above indicates the reserve position of oil and gas in India vis-a-vis the world. It 
may be seen therefrom that the reserves of oil and gas in India fonn negligible part of the 
world reserves. While there is increase in world reserves of natural gas between 1998 and 
2002, declining trend is noticed in respect of crude oil. In India, however, crude as well 
as gas reserves have gone up marginally during the same period. In 2002 gas reserves in 
India have dipped slightly as 
compared to the previous 
year. 

As would be evident from 
Graph-3 and Table-3 below, 
the crude oil reserves in India 
went down from 739 MMT 
in 1990 to 733 MMT in 2003, 
with the offshore resources 
being marginally higher at 
394 MMT than the onshore 
resources that stood at 339 
MMT. 

Graph-3 
Crude Oil Reserves (Proved) 

(JnMMT) 
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Table-3 
Crude Oil Reserves (Proved) 

DOffshore 

AREA 1990 1995 1997 1998 1999 2000 2001 2002 

Onshore 307 301 310 311 308 317 326 332 
I 

Offshore 432 431 437 405 352 386 406 409 

Total 739 732 747 716 660 703 732 741 

lnMMT 

2003 

339 

394 

733 

Similarly, Graph-4 and Table-4 indicate the reserves of natural gas in India for the period 
1990-2003. It is evident therefrom that the natural gas reserves went up from· 686 billion 
cubic metres in 1990 to 854 billion cubic metres in 2003. The offshore reserves formed 
nearly 62 per cent of the total reserves in 2003. 

3 
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Graph-4 
Natural Gas Reserves (Proved) 

(In Billion Cubic Metres) 
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Table-4 
(In Billion Cubic Metres) 

Area 1990 1995 1997 1998 1999 2000 2001 2002 2003 

Onshore 229 253 274 277 279 299 301 315 327 

Offshore 457 407 418 398 369 461 462 436 527 

Total 686 660 692 675 648 760 763 751 854 

Source: MOPNG 

1.5 Production of Oil and Natural Gas 

1.5.1 Even as the oil and gas reserves did not show any substantial accretion the 
proportion of oil and gas produced also remained more or less constant. Production of oil 
and gas during the five-year period ending 2003-04 averaged 32,566 TMr per annum 
and 30,197 million cubic meters per annum. Also offshore oil fields continued to remain 
the major source of both oil and natural gas. ONGC continued to be the dominant 
producer with a 78 per cent share in the total production. The share of joint venture 
producers (NPs) was significant at 15 per cent. This is evident from the Table-S below: 

Table-S 
Crude Oil 1999-00 2000-01 2001-02 2002-03 2003-04 Average 

('000' per cent 
Tonnes) sbare 

ONGC On shore 792 1 8428 8635 8445 8384 78 
Offshore 16727 16629 16073 17559 17681 
Total 24648 25057 24708 26004 26065 

OIL On shore 3283 3286 3183 2950 3002 9 
Offshore - - - - -

• Thousand metric tonne 

4 
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To tall 3283 3286 3ll83 2950 .. 31!11[])2 
NPs/Private (])n shore 94 77 71 75 74 ll3 

I· 

0ffshore 3924 4006 . 4070 4013 4240 
I. 

Totall 40].8 4083 . 4ll4il 411!188 43ll4 
. N atumraU Gas I 

(MfimollllCM) I 
.. 

·oNGC ·<Dn shore 5478 5555 561~ 5871 5779 79 
I 

<Dffshore 17774 18465 18426 18373 17805 
I 

2402q!l 24244 23§841 · Toltall 232§2 24®4lll 
I 

. 

OIL l@n shore 1729 1861 1619 1744 1880 l{ij 
. ,I 

l@ffshore·- A A ·. A - A 
I 

1744 Totan . . 1729 1861 1619 1880 
JVPsllP'rivate <l>n shore 197 309 624 lUll 1307 ll§ 

0ffshore 3268 ·3287 3430 4296'' . 5184 
I· 

1fo1tmH 3416§ 3596 . 4t!D54 . §407 649ll 

. I 
Source: MOPNGAnnua/Report 2003-04 

1.5.2 Cost pe1 tomme of crude 

Cost per tonne of crude produced by ONGC and JVPs 
." and cost per to~ne consumed bydownstream companies 

for the liast.~o_.Years ending. March 2004. ar~ given in 
Tabie-6 and Table-7. ·· · ·. · • 

Talbne-' Olin Rllll]1l)te~) 
lU)lllsthrteallllll sed«»Ir 

.Comm~a~ 21!D02..@3 21!1@3'-®41' 

ONGC 6052 6127 
·JVPs 1268 '1317 . r . . 

n may be seen therefrom thai the cost per tonne of · 
cirude in the c~se . of ONGC · went. up, whHe. in the . 
case of down sbream companies it has decHned. 
Further, the cost of·crude ·ifoir fVPs is ·substantiaBy · 
low because of their higher production and· absence 

1faible=7' I t!IIIRRUHIJ)ees) 
' '1: ' . . 

Dowllll stiremm Sedor ·. 
Commpalllly. 

I . , • 
~I!Jl(])2A®3' . 2®03-041 

IOCL 1'10520. 10217 
BPCL I 11020 10215 oHevies/ reduced levies. · 

HJPCL I 10979 10737 

. - ·. I . ·• 
·. · 1.5.3 Refin~ry 9~ operating cost 

The o~eratingl c<Jst p~r ,ton ofcrude oif for the major 
refinenes . as reflected m Ta,b1e;,8, shows· that·· HP'CJL . ·. I · ..... · ... ··. . . . . ·.· . 
continues to record the lowest operating cost for the las~ 
two years, w~He the highest . operatin_g cost per • tonne 
has been recorred by CPCL . . 

Tmblle-~ 

Opermtillllg.a=ost l(liiDi IR1lii!Pltee§} 
Commpany 21!DI[])2A031 • 21!11[])3AilD4l 
IOCL 329 328\ 
BPCL . 413 416' 
HPCL 274 302 
CPCL ~ 583 615 
BRPL ··716 516. 
NRL · 402 431 

. 

··•· Tmbl~9 ·[IJrliRllllpee§) .·· . . . I ·.··. . .... 
· .. Marlkdin2 cost 

Name oHine ii!D02A03 2003~04 
Cmmipany J 

The marketing· cos,L per tonne incurred by major oil 
companies as shoyvn in 1'able~9 indiCates iliat lfll'CJL 
incurs. the lowest marketing costp~r tonne whine BPCJL. 
incurs the highest · 

IOCL I 585 614 
BPCL 1- 78i' 805 
HPCL I 408 446 

- I 
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1.5.4 Consumption of crude 

It may be seen from Graph-S that 
the production of crude 
continued to be way below the 
consumption, even as the gap 
between the two widened from 
54,015 TMT in 1999-00 to 
88,460 TMT in 2003-04. India 
was able to meet only 30 per cent 
of the demand, leading to import 
of crude for domestic 
consumption. 

1.5.5 Production and consumption of Petroleum products 

It is evident from Graph-6 that the 
production as well as consumption 
registered a growth in the period from 
1995-96 to 2000-01. The gap between 
production and consumption narrowed 
considerably and the trend reversed in 
the year 200 1-02 onwards as 
production overtook consumption. 

1.6 Import Intensity of Petroleum 
Products 

Graph-7 
(JnMT) 

140000 .,.-----------., 
120000 +----------,n---i 

1 00000 +--=--n-.~ 

80000 

60000 

40000 

20000 

0~LU~u-~~~~UL~ 

-20000 .................. ___.... ................... :><....L.. ........ .....__.......,..,._, 

00 01 02 03 04 

0 Consumption of crude 
• Import of crude 
0 Consumption of Petroleum Products 
0 Import of Petroleum Products 

6 

Graph-6 
(in TMT) 

140000-.-----------------, 

120000 -t:==.;;:::;;;;;~~;:;;:::;;;;r.;!!!!!!!~~~ 
100000--j ...,.,.. -

80000 -+-~---~~=-------------! 
60000 -+-..... -."'--_,.~---------------1 
40000 -t-----------------1 
20000 -t----------------1 

0~--.--.-----.,,---r--.--~ 

1- PRODUCTION - - CONSUMPTION I 

It is evident from Graph-7 that while 
the import of crude went up from 
57,805 TMT in 1999-00 to 90,434 
TMT in 2003-04, in the case of 
petroleum products India moved 
from net imports of 15,861 TMT in 
1999-00 to net exports of 6, 723 
TMT in 2003-04. 



Graph-8 shows the net import profile 
of some petroleum products in India. 
While the import of Liquefied 
Petroleum Gas (LPG) went up from 
852 TMT.in 2000-01 to 2,182 TMT in 
2003-04, the net import of Naphtha 
went down from 283 TMT in 2000-01 
to 195 TMT in 2003-04. On the other 
hand, the net export of HSDILDO 
went up from I ,597 TMT in 2009-01 
to 6,085 TMT in 2003-04. The details 
of consumption, import and export of 
petroleum products for the last five 
years ending March 2004 are given in 
Annexure- I . 

Graph-9 shows the import of Superior 
Kerosene Oil (SKO) during the last five 
years ending March 2004. It may be 
seen therefrom that owing to rise in 
domestic availability of SKO in recent 
years the import of SKO has dropped 
sharply from 6,312 TMT in 1999-00 to 
391 TMT in 2001-02, going up only 
marginally to 804 TMT in 2003-04. 

Graph-10 
(In TM1) 
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Graph-8 
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Graph-9 
(In TM1) 

7000 -r---------------, 
6000 

5000 

4000 

3000 

2000 

1000 

04---.---.-~--------~ 

1999-00 2000-{)1 2001-02 2002-03 2003-04 

J--- Import of SKO I 

The position of import and export of 
Naphtha has been given in Graph- I 0. 
In the case of Naphtha, both import 
and . export have taken place 
simultaneously. While non­
availability of customer specific 
product and attractive commercial 
terms from overseas suppliers leads to 
import of Naphtha, the domestic oil 
companies resort to exports as the 
realisation from exports was better 
than the domestic prices owing to 
duty drawback benefits on export of 
naphtha. 
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1. 7 Refining Capacity Utilisation 

There is an improvement in the availability of petroleum products as the refining capacity 
utilisation has recorded an increase especially after the entry of private players. An 
analysis of the refining capacity of public sector oil companies in Lndia vis-a-vis the 
capacity utilisation as indicated in Graph-11 reveals that while the installed capacity 
remained constant at 89,968 TMT during the period from 2000-01 to 2003-04, the 
capacity utilisation has steadily increased from 77,411 TMT in 2000-01 to 89,496 TMT 
in 2003-04. In capacity utilisation variations have been noticed among PSUs with BPCL 
recording more than l 00 per cent utilisation and HPCL recording more than 90 per cent 
utilisation, while IOC refineries were able to record only 88.33 per cent utilisatio~. In the 
private sector the refmery setup by Reliance Industries Limited at Jamnagar exceeded its 
installed capacity from 2001-02 onwards (details in Annexure-2). Today, India is at a 
stage where its production of petroleum products has exceeded the demand for them. 

Graph-11 
(In TM1J 
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1.8 Role of Ministry of Petroleum and Natural Gas 

The Ministry of Petroleum and Natural Gas (MOPNG) is concerned with the exploration 
and production of oil and natural gas (including import of LPG) and the refining, 
distribution and marketing, import, export and conservation of petroleum products. 
MOPNG gets its authority under item number 53, list 1, seventh schedule, Article 246 of 
the Constitution of India. The Ministry comprises five different wings, viz., 
Administration, Exploration, Refinery, Marketing and Finance. The chart below shows 
the organisational setup in MOPNG and organisations and PSUs that come under the 
Ministry. 

Organisational Chart of the Ministry of Petroleum and Natural Gas 

MOPNG 

Explorabon and Refining Marketing Engineenng 

Producbon 

Important areas of work allocated to the MOPNG are to regulate and control: 

• Exploration and exploitation of petroleum resources, including natural gas and coal 
bed methane; 

• Production, supply distribution, marketing and pricing of petroleum including natural 
gas and petroleum products; 

9 
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• Oil refineries including lube plants; 

• Additives for petroleum and petroleum products; 

• Lube blending and greases; 

• Planning, development and control and assistance to all industries dealt with by the 

Ministry; 

• All attached or subordinate offices or other organisations concerned with any of the 

subjects specified in this list; 

• Planning, development and regulation of oilfield services; 

• Public sector undertakings dealing with subjects e.g., Engineers India limited and IBP 

Company Limited, together with their subsidiaries, except those which are 

specifically allotted to any other Ministry/Department; 

• Administration of various acts enacted for oil related issues. 

1.8.1 Public Sector 

The structure of Upstream and Downstream oil companies in the Indian Petroleum sector 

as of now is indicated below: 

[The Indian Petloleum Sector] 

I 
Upsbeam Sector 

r 
Downstraam Sedor I 

I 

OH and Gas Elcploration Refining and Marketing Natural Gas Disbibution 

ONGC, OIL, RIL IOC, BPCL. HPCL, ONGC, Rll GAIL, RIL 
CPC1.. BRPL, KRL, NRI, MRLP 

CPCL: Chennai Petroleum Corporation Limited, KRL: Kochi Refineries Limited, BRPL: 

Bongaigaon Refinery and Petrochemicals Limited, NRL: Numaligarh Refinery ·Limited, 

MRPL: Managalore Refinery and Petrochemicals Limited, RJL: Reliance Industries Limited 

10 



The shareholl<!ing- pattern of the PSUs wherein Government holldlsmajoll'lityshalres Me·as .. 
follllows: ·I _ ·_ .. . ~- -- _ - . · · . . . · · · .. 

' 
Nmme ({J)f\tlille Compalllly ·· · lPell"cermttage ·of slb.aJreiJiloRi!llfunig-

I . . lbyGOE .· . . '; . 

L OH ~\rndl Natural Gas Coll'porationlLimitedl 74.15 
2. · Indian Oil Coll']porationlLimited .. 82.03. 
3. Hind\ustairn Petrolleuim Coll'poration Limited 5L01 
4. . Bha~at PetroieuntColl'JPOI!"I/1tion·JLimited 66.20 

'5 .. GAllL (India)'Umited .\ -- 57.35 
.. 6. ·. Engiheers India Limited -. . 90.39: 
7~ OB India Limited · ... ·98.13' 
8 . Biec~o ·JLawrie and Company Limited 57.00. 

.. . 

. ONGC is thJ:major player inthe upstream sector ~hille IOCJL is the_ major played~ the_·· . 
. ·. downstream .. ~eCtor~ A·. new·· trend of verticall integration began with. the acquisitiorn of .·· 

·MRPLby O*GC, whereby the Company entered the business ofreflningandimatketing, · . 
. laking the . ttend of vertAcatiirntegration forwal!'dl the cnownstreanm ·sector is entering tJ;ne . 
E&P b~sine~s-. •vvit~ JOCJL ·in· con~ortiu~·- w~th ot!l~r · Companies :being.· awarded- 11 . 
explloratnon ~Rocks m New. Explloratnon JLncensmg .Pohcy {NEJLP) a~d two bllocks under_~­
CBM ·t IO€JL lrna8 allso . acquired 27 per· cent participating jnterest in· the onshore 

·. exploration ~lock in Assam and Arunachall Pradesh Region. irt Jbia.s ·subsidiaries Uilke··KBP,-
. . . -I· . ·. • .. . . .·.. . . . . . . · .. · .. . 
BRJPJL, CPCJt,.·IOBJL, lLanka IOC Priyate Limited, IOTJL in the refming and.-marketing 

·· busin_es~; w~He BPCJL has KRJL -~d ·NR1L as itssubsidliMies. OVJL, a wholllly owned 
subSidiary . .om ONGC, has acquired!/ discovered producing ]properties. in Vietnam, Russia . 

· arid! Sudan .. · · · · 

·1.8.2 EmergeMce:ofthe pll'ivate sector.· .. · . . . 

. . . The .• Govem~ent of India -has· been .inviting private _invesurient· in expllorationof on and! ·_ 
gas in the copntlr)r since. 1980s. However, initiall efforts to attract priva~e investinent were: 
[hriited to. ~ffshore areas. o?llY:. Since ·1 991, .the Govemm~mt of lin(j[ia. offered··_expllorati~n. • 
bllocks . almpst J:>rn regular -b~sns for both onshore and. offshore areas .and anirnmmced snx 
bidding roun~stm J995.lin 1996-97 Government dfiridlia ll'eyiewedl .. the poHcy-ofinvitiJt11g 
investimeni irt exploration. of oi[ · and gas. ·A NEJLP ·was .atccordlingly. formulated!- in- 1997 .;, . 

. 98, which pirbvidles a level-playing field! to the private investors by giving the same fi~call 
an~ con~act I tenns as. ap~Hcab[~ to: nati~nall_ on . companies· for. the o~ered exp~oratiori. 
acreage. -~Untner NEJLP. prodluctmn· sharmg contracts for 90 exploratnon bllocl(s have 
. already been \.sigl!led:: 'The JV s and the ]priv~te players have contdbuted 4;314 TMT to the 
prodluctioiri. of' crude oil and 6,491 (mmion em) to the production of riaturall gas in 2003-

. _ 04 which corlstitutes 14 per cent of the to tan hydrocarbon procluction in the country. · ·-

.· ·. lin the. refinnJg sector Reliance Industries JLimited ·:h~ set up~ thei~-r~finery at Jamnag~; 
·. Gujarat··with\acap~cityof:27 MMTPA.e.- in 1999-00._.With the commissioning of this. 
· refinery the· imports of petroleum p~odlucts ·have _come down· from J 6.6 MMT in 1999-00 . 

. . . . . .. 

. . ~-MiliJoii metrtc tonne-per ~imu~ :·. . . I . . . . . 

·· .. n 
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io 7.8iMMt in 2003-04. The export of petroleum products has gone up. from 8.36 MMT 
' . . 

m 2000.;01 to 14.62 MMTin 2003-04. 

1.8.3 : Emerging Bminess Strategies 

Joint Ventures 

·Out of a total of 146 Production Sharing Contracts signed during the last 12 years, the 
produ6tion has started only in respect of five mid sized fields (JP'an.na, Mukta, Ravva, Mid 
and South Tapti and Kharsang) and in 10 out of 24 smaB sized discovered .fields. In the 
reimai]\ling 14 smaB-sized discovered. fie1dls (Mator,· PY.,-1, Wave[, ·AUora, Amguri, 
Dholsan, Kanawara, Modhrea, N. Balol, N. Kathana, Sanganpur, Unwara, Ognaj and 
Karjisan) the production has yet to start. 

Out of 35 exploration blocks awarded during four to nine rounds under pre-NELP, one 
block CY -OS-90/1 (PY -3 field) started producing oil dming 199il and two fields ·r..akshmi 
and Gauri have started producing oiVgas during November 2002 an.d March 2004 · 
respectively. As per the details supplied by the Directorate General of Hydrocarbons 
(DGH) about 28.40 MMT of crude oil has been produced from these blocks/fields during 
the period 1994 to 2004 as indicated in Table-10 below. The bulk of the production is 
from five discovered ·fields originaHy belonging to NOCs~ mainly ONGC. 

Talblle-.ll@ 

StNo Year Oil! (in MMT): ·Gas OIDl MMISCM) 
1 1994-95 0.25· 88.02 
2 1995-96 0.65 334.06 
3 1996-97 1.35 510.00 
4 1997-98 2.51 1680.75 
5 '1998-,99 3.04 2874.08 
6 1999-00 4.02 3464.64 
7 2000-01 4.04 3596.00 
8 2001-02 4.14 4053.80 
9 2002-03 4.09 4993.34 
w 2003-04 4.31· 5990.46 

Total 28.40 27585.15 
. Source: Director General of Hydrocarbons 

Various exploration rounds have been initiated in the lasttwo decades 1.mder pre-NELP 
and NlELP with policy packages being improved upon in each romid so as to attract more 
private ~vestment in the hydrocarbon sector; However NOCs continue to be the largest 
invest6rs in this sector. FuB details of investments made each year in the sector under 
various segments of business are given in Annexure 3. H would be observed that irn the 
midsiiedl fie[dls the total investment of both private companies and NOCs in the five 
fields .is US$ 1333·mmion. In the exp[oration blocks awarded during Pre-NELP rounds, 
the to~al investment is US$ 897 mimon~ The total investment in the blocks awarded 
during three rounds ofNlELP has been US$ 794.6 milHon (NELPJ-517.9 mHHon, NELP 
H~US$ 240.9 minion and NELP HI US$ 35.8 miHion). . . , 

12 
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The PSC's of various N provided that profit petroleum should! be shared between the 
Oovemment ~nd JV's. The revenue received by. theGovemme~t of1ndia as its share· of 
profitpetrole~m from the seven fields as shown m Annexure 4 tnli March 2003 wasta the 
tune Of US$ 2328~79 million. · 
. .. . . I 

Coal JIJed Metha~~Ni! . . . . . . l .··. -. ~- . . . . . ·· .... 
Coal Bed M;thane (CBM) is stated tp be an environment friendly and dean .fuel _similar 
to Natural Gas. The estimated CBM resources onndlia are to the tu.me of 850 bilHon cubic , I . . . . . 

metres (BCM). To give impetus to its exploration and production the Government has 
formulated a FBM poHcy. Contracts have been si~ed with PSUs/Private Companies.for 
exploration and! production of CBMin 13 blocks under two rounds" ()f CBM poHcy and! in 
three b[ocks~n nomination basis. The estimated investment in these blocks upto2003-04 
has been aboft Rs.560 crore and commercial production of CBM frqm some ofthese 
blocks is expectedto.start in J-4years. 

l.SA Pridnk ofietroleum products I . . . 
A.dministeredil Price Mechomism . . . · 

In Jtily 1975, OH Co-ordination Committee (OCC) was set- up. as per the Government 
~esol.ution ofl July ·19?5· for . adlmi~is~eiin~ OH Xndlus.try Pool Ac;counts, based! on the 
mtenm recmpmendat10ns of. t~e Od Pnce Commnttee (OPC)> ·In 1976, the OPC 

·recommended the discontinuance of the. import parity price. The OPC sugges~edl that the 
·domestiC· cost of production should 'be. the determining factor· for pricing of petroleum 
products. The Administered Price . Mechanism' (APM) was .evolved on • .· the · . 

' I . . . . . . . 

recommendations of the OPC and came into ·existence in December 1977. Under: this 
mechanism. rJfineries werea,Howedl'to retain cost of crl.ldle, refmil!llg cost and reasonable 
return mf invJstment out o.fthe 'sale proceeds: The same set of principles was ~xtended· to 
marketing· and . distribut'iorl companies as welt Government of Kndlia also·. fnxed the priCe 

.. of finished ptodlucts and! the returns of oiLcompanies were de-linked from the price at 
which the gocldls were.finaHy sold. · . · · 

The main obj~ctive oft~e OCC was to. ensure uninterrupted! suppHes ofthe·products-andl 
balantce the p~ices ·of Petroleum Products throughout the country by k.eepil!lg .the seHing 
prices of respb.ctive pro.ducts uniform, Forachievingthis, the expenditure incurred by the 
oil companie~ .. in excess. of the recovery through. pdcirig was. reimbursed by oct ~nd 

. sa~ing. in expfn~iture and. extraordinary. incon;tes wer.e reco~eredl.from' the oil companies. 
· Thxs way, the pool accounts were self 1balancmg and! the reimbursements and! surrenders 

vvere matching: .· . . ; . ·. •· . . . : .· . . . . . . 
' . i• .· . . . 

Main pool aceounts operated were: . 

(~~ . _· ·. Crude['on Pr~c~ Equalisatio; (CO~E) Account; 

(n) Cost and·Freught (C&F) Adljustmeqt Account; 

(Hi) FreigJt Surcharge fool (FSP) Account; 

(iv> Produf Pii&: Mjqsbnent(PPA> Account 
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As the reimbursement. exceeded the surrenders by the oil companies due to .non-revision 
. of the; prices of petroleum. products to consumers in line with. the cost of production~ the 
pool·account·started showing deficit. This gap widened to around Rs.20;000 croreat the 
time qf dismantling of APM from April 20p2. Since the funds available with OCC ~ere 
inot sufficient to meet the dues to the on companies,. the Government issued bonds tO the 

·oil companies in April 2902 in Heu of the balanc~ due from OCC to these companies. · 

1 Dism~ntlf~g the Administered Price Me~/Jumism . 

:A Str~tegic Planning_ Group known as 'R' group appointed by the Government in January 
l995 ·:recommended the gradual phasing out of APM in the hydrocarbon sector and 

· . introduction of free marketing mechanism. Based on this recommendatkm the consumer 
prices of all products except motor spirit (MS), high speed diesel (HSD), avia~icin turbine 
fuei (ATF), kerosene forpubHc distribution (PDS kerosene) and L]PG used for domestic 

. cooking (domestiC LPG) were decontroHed from 1 April 1998. From 1 AprH 2001 the 
, pricing of aviation turbine fuel (A TF) was also decontroUed. · 

o On 1· April 2002, an the products were removed frmn the APM. However, right of 
· fixing retaH seHing priCes of the products LPG (domestic) arid SKO (PDS) was 
retained by the Government. The under recoveries by the oH companies on account of 
th¢s·e products are partiaHy reimbursed by the Government through a body caUed 
:Petroleum Planning and Analysis CeUI (PPAC), whiCh came into existence from AprU 
2002 in·place of OCC and operates on Government buidgeta.rY support. The functions 
of PPAC are to operate the above tWo subsidy accounts, settle the dues of the OCC 
with oH coJtnpanies and facmtate transition from· APM to non.,APM regime, 

i . . . - . ' .·· . 

Ill A~ regards the pricing of petrol and diesel, J>Ost~APM, the oil. marketing companies 
(OM C) entered into agreements with the refineries as per which the former pay to ,the · 
latter the import parity prices of petrol and diesel, revised mi fortnightly basis, taking· 
into account the· international prices ofthese products~ The OMC, ;in tum, revi_ew the 
domestic consumer prices fortnightly. However,··the :right of revision of the retail 
selling prices o,f petrol and diesel was also not given to the oH companies .upto July 
'2004 and even now, ir~mainsbeyond the OMCs' powers. · 

. ·~ 

From :Augu~t 2004, MOPNG has issued. circulars to aH the oil companies to fi~ the retail . 
seHirig_prices of.the pioducts _:within a reasonable price hand. The price band is to be 

· based( on the average iritemati<mal prices ·of the previous fortnight provided that the . 
exchange rate adjusted C&F product price was within the band of 10 per cent around the 
meari;of (i) l~st three months roBing average prices i:u1d (H) Uasto~e year's average prices .. 
Xn ca~e the C&F pric~s breach the ceilmg, due to high volatility OMC should keep the 
price~ in the band and approach the MOPNG for revisio~ of prices. Prices in farfluing 
,areas: should not ex~eed prices at the nearest supply points(These directives by the 
Government have reinstalled the controls that wer€? sought to lbe dismantled with the 
disillantling~>fthe APM: ··: .. · · ·• · .·. · \ · ·.. ·· . · · · · 

1.9. FinimdalResults of PSUs- in thePetroleum Sector 
·. . . . . ' . .. . 

The/F{naricial res_tdt§. o_(§om:e of the P~trole~m sector PSlJs for. the year 2003-04 are as 
~howri :in: Table:-H iJelovv: :0 · • • · • •• • . . · · .· · • · ·· . · 
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Table-11 
(Rs. in crore) 

PSU Investment Dividend Sales Market Net Profit Percentage 
in Shares by paid on Turnover Capitali- worth Before ofPBT to 
Government Government sation Tax Net worth 

Equity for (PBT) 
the year 
2003-04 

ONGC 1,057 2,537 32,526 1,25,432 39,982 13,638 34.11 

OIL 210 294 3,145 N.A. 4,029 1,482 36.78 

IOCL 959 2,012 1,30,203 57,945 2 1,998 9,691 44.05 

HPCL 173 381 56,333 17,224 7-,743 2,904 37.50 

BPCL 199 348 52,5 16 14,378 5,849 2,669 45.63 

GAIL 485 388 11 ,296 1,80,123 7,443 2,8 12 37.78 

Total 3,083 5,960 2,86,019 3,95,102 87,044 33,196 38.14 

As could be seen from the above, on the equity capital investment of Rs.3,083 crore in 
these six PSUs the Government received dividend of Rs.5,960 crore, which works out to 
193 per cent of the investment. The t-Otal sales turnover and profit before tax during 2003-
04 were Rs.2,86,019 crore and Rs.33, 196 crore respectively. On total networth of 
Rs.87,044 crore in the above six PSUs the overall percentage of PBT worked out to 38.14 
per cent. 

1.9.1 Contribution by Petroleum 
sector to National Exchequer 

The Petroleum Sector contributes to 
the national exchequer by way of 
royalty, cess, excise and customs 
duty, sales tax and corporate tax etc. 
Of this the maximum contribution 
comes from excise and customs duty 
followed by sales tax as may be seen 
from Graph-12. The overall 
contribution has gone up from 
Rs.59,943 crore in 1999-00 to 
Rs.92,445 crore in 2003-04. The 
details are contained in Annexure-5. 

1.10 Inventory Holding 

Graph-12 
(Rs. in crore) 
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• Corporate Tax and Others 
o Sales Tax 
D Excise and Customs Duty 
• Cess 
o Royalty 

Table-12 below shows the inventory of stores and spares and raw materials and their 
~.:onsumption by the oil sector PSUs for the period from 1999-00 to 2003-04. 
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Table-12 

(Rs. in crore) 

Year Inventory Inventory Consump- Con sump Percentage Percentage of 
value of value of tion of -tion of of raw stores and 
Raw stores and raw stores materials in spares in stock 
Materials in spares in materials and stock to to consumption 
stock stock during the spares consump- during the 

year during tion during year. 
the year the year 

1999-00 5319.63 2660.27 152277.96 1086.06 3.49 244.95 
2000-01 4846.03 2646.35 1993 10. 16 1132.52 2.43 233 .67 
2001-02 5032.98 2779.34 178183.86 1058.00 2.82 262.70 
2002-03 7185.47 2975.12 2 17882.74 1150.71 3.30 258.55 
2003-04 7619.89 3952.14 233006.85 1123.60 3.27 351.74 

It may be seen from Table-1 2 above that the percentage of stock of raw material as 
compared to the consumption decreased from 3.49 in 1999-00 to 3.27 in 2003-04. On the 
other hand, the percentage of stock of stores and spares to consumption increased from 
244.95 in 1999-00 to 351.74 in 2003-04. 

1.11 Sale to bulk consumers 

As indicated in Graph-13 and Graph-14 the main bulk consumers of HSD countrywide 
are Railways, State Transport undertakings (STUs) and major private industrial users. 
Total consumption of HSD by major consumers showed a decl ining trend from 8,641.9 
TMT in 2000-01 to 7,844.2 TMT in 2003-04. 

The main consumers of Naphtha are fertilizer industries, power/steel sector and 
petrochemical sector. The consumption of Naphtha by the major consumers also declined 
from 8,075.9 TMT in 2000-01 to 7,069.6 TMT in 2003-04. 

• STUs 
0 Railways 
• Power Plants 
• Coal 
• Mining 
0 Cement 
• Textile 
• Sugar 

Graph-13 Graph-14 

1999-2000 2003-04 

• Others (Private) 
D Others (Government) 
• Marine 
• Defence 
• Fisheries 
• Steel 
• Auto Manufacturer 

• STUs 
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Bulk Consumers of HSD 

16 

• Others (Private) 
[] Others (Government) 
• Marine 
• Defence 
• Fisheries 
• Steel 
• Auto Manufacturer 



i 
. I_ 

I 

Report No. 6 of 2005 (Commercial) 

Power and fery:ilizer industries are the major consumers of natura[ gas. The consumption 
of natural gasl in the power sector has gone up from 8,714 MCB in 1998-99 to 0,478 
HCB in 2003-04. Details of HSD, naphtha and natlllra[ gas consumption. by major · 
consumers are contained inAnnexme-6. --

1.12 Employmell1lt proflle of oil PSUs ill1ldUildfll1lg ill1ldirect employmell1lt 

The number J people employed in the sector went down from 1.38 [~kh in 1998 to 1.3 
[akh in 2003.1The major chunk of the personnel was employed in the exploration and. 
production activity foHowed by the marketing fie[d. 

'falblie-13 

. Adfivfitftes ll998 ].999 20@@ 211D!Dll 21!D!D2 2()1!D3 
I / 

Exploration 
I 

and 52909 51656 50942 50049 49540 48237 
Production 
Refining I . 25294 37619 27019 2717_8 25322 26451. 
Marketing I 37943 41806 4IUO 40852 41865 40561 
Pipelines I 3782 3803 4180 4196 4094 . 4092 
Research I and 2832 2869 2858 2723 2797 2330 
Development, 
Others I ,. 15249 13580 . 13293 9990 9992 8256 
Totan I ll381!DIID9 ll§ll333 ll394li!D2 ll34988 1336lli!D Jl2<IJ)927 

- I . - -
1.13 Resealh all1ld Dewelopmell1ld ex~ell1lses uuitcUil;r;red !by t!Jae major fSUs .. 

As is evident from Table-14, expenditure· on Research and Deve[opment (R&D) in IOC 
and BPCL shbwed a decline from Rs.90.42 crore in 2002-03 and Rs.18.98 crore to . ' I . . . . 
Rs.85.50 crore and Rs.l3.83 crore in 2003-04 respectively. However, ONGC and HJPCL 
recorded a ri1se in expendlirure, which stood at Rs.93.83 crore and Rs.2.46 crore . 

· respectively irl 2003-04. The total expenses on R&D iri the four major oH companies 
recorded a m~rgina' irncrease from RsJ 7 L 12 crore in 1999-00 to RsJ 95.62 crore in 
2003-04. 

· Tablle-14 

(Rs. ill1l c;rm·e) 

Nammtei[J)JfPSUs Yea!!" 

I 1999-®0 2000-0lt 2®0!-02 2002~03 20@3-04 
ONGC I 71.04 82J8 80.28 92.93 93.83 
IOCL I 77.00 78.00 68.63 90.42 85.50 
BPCL . I' 21.70 20.60 37.10 18.98 13.83 
HlPCL I L38 L55 1.05 1.21 2.46· 
Tl[])imn I 171.11.2 182.33 187.@6 203.54 195.62 

1.14 Strell1lJ:1hs, weakll1lesses all1ld opporlUiluaities ill1l the PetlroleUilm sedo;r 

Th;· PetroleuJ- sector in India has a· huge infrastrucmre in th~ forim of assets andl technical. 
knowhow foriexploration, production and marketing activities. We also have adequate 
domestic refining capacity (125.97 MMT as on 1 April 2004} and the avaHabHity of 
petroleum products is adequate to meet present demand (except LPG). . . 

. - I . . . . . . - . . 
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Crude on security is of particular concern for India with high crude oH import 
dependency, which presently stands at 69 per cent of the domestic consumption. The gap 
between domestic crude availability and consumption ofcrude Indicates thevulnerability 
of the Indian economy to crude oH imports. The increasing international prices of crude 
would also impact the economy. A matter of concern would also be the absence of any 
substantial finds ()f crude oil reserves in the recent years. 

ConsFquent on liberalisation of Petroleum sector, the Government oflndia is encouraging 
participation of foryign and Indian companies in the exploration and production activities 
to supplement the efforts of national oil companies to narrow the gap between supply and 
demand. Further the Government is encouraging oH sector PSUs to venture abroad to 

. . access exploration blocks and oil producing properties for equity oH either on its own or 
. through strategic alliances/joint ventures. These initiatives have provided new 
. opportunities for the petroleum sector. The recent gas found! in the Krishna Godavari 
basin by R1L and in. Rajasthan by M/s. Cairn Energy Limited could show the way for 
emergence of gas as an alternative to petroleum products. 

. ' 
i 18 
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I 
2.1 Introduction 

Some. of the I main reviews throwing light on. different activities relating to petroleum 
sector and wl hich hav~ been printed in the. las~ . five. years' Au.di~ Reports of.· the 
Comptroller and Auditor General of India m ·. respect of Umon Government 
(Comm~rcial)lPublic s_ector Undertak.ings were: - · . . . 

• Avmdable, expenditure on creatiOn of excess capacity by Oil and Natural Gas 
Corporation Limited (Audit Report No.4 of2001); . . 

e Marine Iokistics support services in Oil and Natural Gas Corporation Limited (Audit 
Report Nd.4 of2002); . . . · 

® · Purchase, I transportation, marketing of natural gas and extraction of liquid 
hydrocarbons by GAIL (India) Limited (Audit Report No.4 of 2004); 

e SaurashtrJexploration project ofOH India Limited (Audit Report No.4 of2004). 

This chapter bontains a brier' on audit conclusions/recommendations ·made in the above 
reviews, the !Action Taken. Notes (ATN) thereon of the Government and the audit 
remarks on the A TN. 

. . I . 

2.2 'Avoidable expenditure on creation of excess capacity~ relating to Oil and 
Naturr Gas Corporation Limited(Chapter 6 .of Audit Report No. 4 of 2001) 

2.2.1 Background 

Neelam oilfi~d of Oil and Natural Gas. Corporation Limited (ONGC) denominates the 
combined str4cture of B-131 Southern and B-132 Northern located in Bombay Offshore. 
The 'Delineation Reports' for both structures were prepared in July 1988. The Institute of 
Reservoir Stutlies (IRS) of ONGC prepared, in March 1989, a Technological Scheme for 
development :of the Neelam oilfield and based on that a Feasibility Report (FR) was 
submitted by pNGC and was cleared by the Government oflndia in. February 1991. The 
development of the field started in June 1989 and fuH-scale production started from· July 

1994~ I . . . . · 
Performance of the Neelam oilfield during the period JuRy 1994 to March 1999 vis-a-vis 
production fabilities created on. the field was reviewed in Audit. 

. TheATNs onlthe audit findings were furnished by the Ministry in December 2003. 
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2.2.2 The salient audit findings and action taken thereon by the Management/Ministry 
were as follows: 

(i) Creation of excess capacity 

ONGC had created (July I 994) processing capacity and supporting facilities and pipeline 
network in the Neelam oilfield for six MMTPA "", even though the expected peak output, 
as per Technological Scheme for the development of the field in the initial nine years, 
was only four MMTPA. The estimates of reserve had been grossly overstated as was also 
clear from the production profile of the field during the period 1994-95 to 1998-99. All 
through these years the actual oil production steadily declined and was far below the 
projected production profile. Audit brought out the following shortcomings:-

(a) Preparation of Feasibility Report with inadequate inputs 

The Delineation Report of 1988 was based on 2D seismic data collected between the 
period 1977 and 1984. It had been clearly recommended in the Report that collection and 
interpretation 'at the earliest' of 3D seismic data, which is more accurate and reliable, 
was necessary to know the precise structure configuration of the field and fault, if any. 
ONGC carried out 3D seismic survey in November-December 1989, and the 
interpretation report, which suggested that the structure of the field was steeper than 
earlier envisaged, thus, pointing towards the possibility of reserves being smaller than 
anticipated, was available only in 1992. 

Thus, the Technological Scheme for development of the field prepared in March 1989 
was not based on accurate information of the relative seismic data and the Feasibility 
Report submitted by ONGC to the Government for development of the Neelam oilfield 
on the basis of IRS's Technological Scheme was not well-founded. 

The Ministry in the A TN did not accept the audit findings arguing that in the Exploration 
and Production industry it is a common practice for companies to take calculated risks 
and put up facilities depending upon upside potential of the field. It was further argued 
that delayed action would have entailed loss of early cash flows and time value of money 
and that the Delineation Report had clearly mentioned that the capacity of 'Process 
Platform' should be such that it had a potential for processing oil from the nearby fields 
which were likely to be discovered. 

Audit did not accept these arguments being generic in nature and as these did not explain 
satisfactorily why 3D data was not interpreted early enough. While it is true that creation 
of additional facilities at a later stage might have involved some extra cost, investment 
without adequate exploration work and ignoring the available information resulted in 
mismatch of facilities created with the actual potential of the Neelam oilfield. Steps also 
needed to be taken to avoid recurrence of such instances in future . 

.-Million Metric Tones Per Annum 
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(b) Non-utilisation of early information regarding gas cap 

Based on the presumption that southern part of the Neelam oilfield had no gas cap, 
ONGC had estimated that geological reserves would have 196 MMT (tota l oil 167.967 
MMT) and recoverable reserves of 61 MMT of oil and oil equivalent of gas. The doubt 
expressed in the Delineation Report with regard to presence of gas cap was disregarded. 
This presumption, however, proved to be erroneous, as drilling of five wells between 
June 1989 and December 1989 confirmed the presence of gas cap in the southern part. It 
was only in 1995 when IRS took up reservoir simulation study in the field and the 
geological model was updated after incorporating drilling results of the development 
wells, that the estimated geological and hydrocarbon reserves were revised downward 
from 167.967 MMTto 11 0.88 MMTofoil. 

The Ministry argued in the A TN that presence of gas cap became known only in 1993-94, 
by which time more development wells had been drilled in the area and put on sustained 
production. 

The argument was not acceptable, as information about gas cap was known to ONGC in 
1989 itself when five exploratory wells drilled indicated higher avai lability of gas. But 
this information had not been considered seriously by ONGC before executing the 
Neelam Offshore Project. 

(ii) Loss due to flaring of associated gas 

Associated gas requires to be compressed before its transportation for further use. While 
ONGC created excess capacity for processing of oil, the capacity created for processing 
associated gas, which occurs along with oil, either as free gas or in solution, was much 
Jess than required . In the absence of adequate compression faci lities gas had to be flared 
on site in volumes above that mandated for technical reasons. ONGC created gas 
dehydration and compression capacity of 2.56 MMSCMo• . But the actual gas 
availability was much in excess of the compression capacity, which was mainly due to 
discovery of southern gas cap. 

The Ministry in the A TN argued that major portion of flaring done for technical reasons, 
was unavoidable. It added that creation of gas compression faci lities were set up on the 
basis of the gas production estimates as reflected in the Technological Scheme prepared 
by IRS and incorporated in the Feasibility Report submitted to the Government. 
However, actual Gas-Oil-Ratio was higher which led to the flaring of gas. However, the 
compressor capacity at site was enhanced from 2.56 to 3.84 MMSCMD in order to 
reduce the gas flaring. 

The contention of the Ministry was not acceptable because the development plans of 
Neelam oilfield could have been suitably modified by ONGC after it became known in 
1989 that gas cap did actually exist in the southern part of the field. 

Audit observed that flaring continued in the Neelam oilfield and that during 2003-04 
itself 72.04 MMSCM of gas was flared . 

• Million Metric Standard Cubic Metres Per Day 
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2.3 'Marine logistics support services in Oil and Natural Gas Corporation 
Limited' (Chapter 4 of Audit Report No.4 of2002} 

2.3.1 Background 

The logistics services to support the offshore operations of ONGC are met through 
offshore supply vessels (OSVs), which may be owned and hired. Even when OSVs are 
hired, their operation and maintenance may be outsourced. Besides being deployed on 
standby duty, cargo and rig move duties; OSVs are also deployed to meet contingencies 
such as fire, emergency and evacuation of personnel. 

Audit reviewed the assessment of OSV requirement, their deployment and performance, 
upkeep and maintenance of owned OSV s and related contracts during the period 1995-96 
to 1999-00. Fixation of charter hire rates for Indian National Shipowners Association 
(IN SA) vessels from inception to date (March 200 I) was also examined in Audit. The 
action taken notes on the audit find ings were furnished by the Ministry in December 2003 
and December 2004. 

2.3.2 The salient audit findings and action taken thereupon by the 
Management/Ministry were as follows: 

(i) Norms for deployment ofOSVs notftxed 

During the period 1995-96 to 1998-99 even as the number of actual duty stations came 
down from 45 to 42, the number of 57 OSVs deployed remained unchanged because of 
absence of approved norms. In spite of in-house efforts as well as reports of external 
consultants in the matter, the required norms had not materialised. It was argued that 
norms could not be accepted for two reasons (i) vessels owned by ONGC could not be 
disowned and (ii) vessels hired from INSA members could not be dehired without the 
approval of the Government. 

The Ministry in the A TN merely summarised the norms worked out in various in-house 
reports and by outside consultants. It did not address the core issue relating to the 
rationale of having so many stud ies while there was an in-built constraint in adopting any 
norms for deployment ofOSVs. 

(ii) Rates for long-term charter hire of INSA vessels 

ONGC hired 25 OSV s from INSA members during 1983 to 1985. During this period the 
charter rates, which were earlier around US$ 4500 per day, crashed to below US$ 3000 
per day. In view of this development the Indian Ship owners sought from the Ministry of 
Surface Transport and Ministry of Petroleum and Natural Gas suitable measures for 
losses. A Committee set up by the Ministry evolved (March 1984) a market driven 
formula, which was approved by the Government in August 1984, with a floor rate 
operating during depressed markets and ceiling rate operating during boom markets. The 
day rate calculated by the committee, however, slowly metamorphosed into a cost-based 
formula with complete protection for operators against market volatility, thus, depriving 
ONGC of the advantages of a competitive market price. Since during the period, ONGC 
was operating under the cost plus regime the impact of protected OSV hire rates was 
ultimately borne by the petro leum product consumers. 

22 



Report No. 6 of 2005 (Commercial) 

The Ministry in the· A 1N reported that it had decided to. do· away. with the concept of 
market, floor and ceiling rates and instead adopted 'normative rate' i.e. a cost-based 
formula, after the committee appointed by the Government had considered the practical 
aspects of operations of OSV s and indigenisation of OSV s industry from larger national 
perspective orl a longterm basis. · 

(iii) Force rajeure clause not included in the contract 

The model contract between ship owners and ONGC prepared by Director General 
(Shipping) indorporated .a force majeure condition, according to which a vessel could be 

. ·de-hired jn the inverse order of their hire dates in the eventuality of vessels being 
J .. . . 

rendered surplus due to substantial reduction in the requirement of OSV s. However, in 
the actual cbntract signed bY. ONGC with. ship owners no such provision was 
incorporated, lthus, depriving ONGC of the opportunity to reduce the fleet size in its 
offshore operations. . · · · · 

The Ministry argued in the A TN that during 1991 ,.93' OSV requirement had actually 
increased. Consequently· no loss had been suffered by ONGC due to non-inclusion of 
forcemajeurel clause in respective contracts. . . . 

The argument advanced by the Ministry at ATN stage to justify non-incorporation of 
I . 

force majeure/ clause in OSV contracts is not acceptable because on verification of facts it 
was noted th~t there was an overall drop in the number of duty points required to be 
serviced by OSVs during the period in question. Moreover, even if the requirement of 
OSVs had re~lly increased that would not diminish the merit of having a 'force majeure' 
clause in the ([)SV contracts. 

I . . . . 
(iv) Excess deployment on standby duty 

The total reqjirement of 22 standby vessels worked out in May 1992 through an in-house 
study was fu+her revised to 25 OSVs in October 1996. The actual deployment of OSVs 
on standby duties for the period from 1995-96 to 1998-99 .exceeded these worked out 
norms by fou~ to seven OSVs in different years; The cost ofdeploying OSV s in excess of 
normative re~uirementamounted to Rs.85.61 crore. 

The .· MinistJ in A TN did not accept audit findings stating that the OSV s were 
multipurpose duty vessels and that Audit ·had not considered the overlapping of duties. 

This was notl acceptable, as Audit had based its findings on the monthly standby duty 
hours recorddd in the internal reports generated by ONGC and the standby duty hours so 
considered di~~ .not include OSV s hours utilised for other duties. 

(v) HighTr deployment on supply duty 

~he . quanti~ . of cargo . delivered by. OSV s per ~ip to various d_uty stations like 
ngs/mstallat10ns was much. below· the storage capacity at each operation and also well 
below the ddliverable capacity ofOSVs. OSVs, thus, .made more number of trips and 
resultantly mbre number ofOSVs were deployed on supply duties than required. 
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The Ministry in the A TN stated (December 2003) that Marine Logistics had no control on 
the requirement of rigs/installations and it was purely decided by the particular user 
department and that there was no designated OSV for a particular rig/installation. 

The A TN was not acceptable, as it did not bring out corrective measures to address the 
issue. 

(vi) Non-utilisation of water maker 

Facility of generating potable water through the water maker had been provided on all 
owned and hired rigs as well as platforms to cater to the requirement of water supply. 
However, in most of the platforms and owned rigs these water makers were either not 
operational or water generation was insufficient. As a result, the shortage of potable 
water was made good through supplies delivered by OSVs. This was, however, not cost 
effective. The expenditure on potable water supplied through OSVs amounted to 
Rs.63.83 crore during the period from 1995-96 to 1999-00. 

The Ministry (December 2003) while admitting that the cost of producing water from 
water maker was cheaper than the water delivered through OSV, stated that 
transportation of water through OSV is resorted to, as water produced offshore is not 
sufficient as water makers mostly worked on heat recovery system. 

The A TN is not acceptable, as it did not bring out any corrective measures to reduce 
dependence on water supply through OSV. The audit finding regarding non-functioning 
of water makers was also not addressed in the A TN. 

The Ministry further stated (December 2004) that the water makers at the production 
installations were in working condition and therefore these production installations were 
not being supplied water through OSVs. Also action had since been taken to put the 
defective water makers of drilling rigs in operation so as to reduce the dependence on 
potable water. 

The action taken would be verified in next Audit. 

(vii) Discrepancy in delivery of fuel 

A review of the bulk voyage statements of five out of 52 OSVs for the years 1999-00 and 
2000-01 showed discrepancies in the quantity of fuel delivered by OSV and that 
acknowledged by the installations/rigs. 

The Ministry in the A TN (December 2003) attributed the discrepancy to the difference of 
readings of OSVs vis-a-vis the reading of rigs. However, it also stated that drilling 
section of ONGC had been asked to have the flow meters on board rigs calibrated. Also, 
Remaining on Board (ROB) survey through independent surveyors of all OSVs on their 
arrival to Base was reported to have been introduced on regular basis. This was expected 
to regulate subsequent actions like supply of fuel to vessel, recovery of fuel cost during 
non-compensable down time etc. The Ministry further informed (December 2004) that 
the supply vessels had been equipped with calibrated flow meters to monitor the quantity 
of fuel supplied. 
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On verificatiop of records Audit observed that no ONGC representative ROB and the 
vessels operated through private operation and maintenance operators. Therefore, ONGC 
had no means Ito check quantity of various materials on board as accounted for by private 
operators. ROB survey Teports had also brought out some instances where quantity of 
fuel ROB wa~ more than that accounted for, which was sufficient indication of the fact 
that accountidg of quantities by OSV operators was not free from discrepancies. The 
efficacy of th~ calibrated flow meters and their impact on the discrepancies would be 
verified in Audit in due course. 

I 
(viii) Handling of bulk cargo 

I . . . 
I . 

Bulk cargo consisting of barytes and cement was being loaded without regard to specific 
requirements ?r requisitions from the offshore rigs. The percentage of cargo remaining 
on board to cargo loaded during 1995-96, 1996-97, 1997-98, 1998-99 and 1999-00 
constituted 581.21 per cent, 44.79 per cent, 45.02 per cent, 42.74 per cent and 36.06 per 
cent respectivJiy. The number of sailings without delivering the cargo was also high. 

The Ministry I in the ATN stated (December 2003) that barytes and cement were not 
regular consufuables like fuel and water and hence it was not possible to ascertain the 
average mont~ly or daily requirement of a particular installation. 

The A TN wls not acceptable to Audit as it indicated the non-seriousness of the 
I 

Ministry/ONGC in addressing the issue. 
I . 

The Ministry further stated (December 2004) that as per the industry practice the stability 
of vessel was Jnaintained by cargo. Hence the entire cargo could Jl]Ot be delivered. 

The requiremlnt of cargo on board for stability of the vessels remained to be testified in 
Audit. I 

I 
(ix) Consu~ption of fuel. · 

Audit review lof th~ fuel consumption of OSVs for the three years ending March 2000 
revealed that ~n 1997-98 and 1999-00 per hour fuel consumption by owned OSVs was 
more than that of hired OSV. Audit also observed that even when the OSVs were berthed 
at the jetty/p~rt there were wide variations in fuel consumption by owned and hired 
OSV s. Anaiy~is of fuel consumption at Nhava Base revealed that there was no check on 
fuel consump~ion. 

The Ministry I in A TN stated (December 2003) that fuel consumption was a complex 
phenomenon and depends on various factors and that Audit had not considered all these 

. factor~. }t fu~her stated_ (December _2004) that M~nagement has take? serio~s vi~'5:" 
regardmg fuel consumption an.d contmuously carrymg out Energy Audit to brmg fuel 
consumption to minimum. ONGC is also taking constructive efforts to minimise the fuel 
consumption.~ . · 

The A TN was not acceptable because both owned and hired OSV s were operating in the 
I . 

same environment and the 'complex phenomenon' or factors would apply to both owned 
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and hired OSVs. Therefore, there was a need for corrective measures to have control on 
consumption of fuel. 

(x) Loss due to non utilisation of Global Positioning System-Assisted Improved 
Navigation System 

In order to improve navigation, reporting position of cargo and traffic management, 
Global Positioning System-Assisted Improved Navigation System {GAINS) was handed 
over to Logistics department of ONGC in April 1998. In spite of this the daily activities 
of OSVs continued to be regulated entirely on radio and GAINS had not been put to 
effective use. This resulted in infructuous expenditure of Rs.3.75 crore spent on 
procurement and commissioning of the system. 

The Ministry argued (December 2003) that in order to economise the expensive 
INMARSAT billing through which GAINS communicates with Nhava the frequency of 
reports was kept to the minimum. It further stated (December 2004) that the system had 
been used in some vessels for navigational aid for fixation of voyage course and 
guidance. 

The A TN was not acceptable, as ONGC should have considered the high cost of billing 
before acquiring the system and consider disposal of the system if it was not likely to be 
used effectively. 

(xi) Non-availability of Offshore Supply Vessels 

A comparison of the downtime of owned OSVs and hired OSVs showed that during the 
years between 1995-96 and 1997-98 the downtime of owned OSVs was considerably 
higher. The cost of the total downtime worked out to Rs.l79 .36 crore. 

The Ministry in the ATN stated (December 2004) that 16 OSVs had been handed over to 
Shipping Corporation of India on cost plus basis for operation and maintenance. 
Remaining 15 OSVs had been handed over to Mls. ICAL under new contracts where a 
lumpsum was paid to the contractor for operation and maintenance and the repairs and 
maintenance charges are borne by ONGC. Corrective action was taken immediately to 
improve the health ofthe vessels. This resulted in increased availability of vessels. 

(xii) Poor maintenance of the Offshore Supply Vessels by the operators 

Since 1990-91 the operation and maintenance contract of owned vessels had been 
awarded to private parties. The defects noticed in OSVs at the time of handing over and 
taking over (HOTO) from old operators to new contractors of the OSVs were normally 
the responsibility of the outgoing operator. It was noticed in Audit that there were 
abnormal delays in the settlement of HOTO defects resulting in poor upkeep of OSVs for 
prolonged period and leading to further deterioration of OSVs as well as increase in 
downtime. Even the responsibility in respect of defects noticed during HOTO in 32 
ONGC vessels between August 1996 and June 1997 had not been decided upto 
November 1998. As of September 1998, Rs.66. 71 lakh had been spent on rectification of 
these defects by ONGC and estimated expenditure of Rs.2.80 crore was yet to be 
incurred. This indicated that only bare minimum repairs had been carried out and the 
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l . 
major repairs for which no liability was fixed· on the contractors were yet to be carried 

~ I . . . . 
The Ministry in the A TN stated (December 2004) that ONGC had taken initiatives and 
corrective acti~m to repair the defective equipments of OSVs and thus, increasing their 
capabilities. It1· added that contracts Of all defaulting contractors had been cancelled and 
firms debarred for futUre business. · · 

(xiii) Avoidjble expenditure incurred on repairs of six vessels . 

In terms ofthl agreement entered into with M/s. Urmila and Company for operation and 
maintenance df ONGC owned vessels, the operator was required to keep the vessels in 
good running 

1

bondition. F~rther, the ope~ator was re~uired to pay for the cost of repairs 
and bear all charges, whuch were reqmred to be mcurred to make the vessels fully 

I . . 

operational. Though ONGC had noted the lllnsatisfactory maintenance of vessels on the 
part of the co~tractor it was. compeHed to extend the contracts· because the new contracts 
could not be finalised in: time. Finally the contract was terminated (March 1994) owing to 
poor perform~nce. However, instead of getting the· OSV s repaired from the outgoing 
operator as pe~ the agreed terms and conditions ONGC got these repaired at its own cost 
after taking o~er from the operator, thus; incurring avoidable expenditure ofRs.14.02 
crore. 

The Ministry in the AlN stated (December 2004) that to avoid such a situation in future 
ONGC had ~anded over the operation and maintenance of owned OSV s to Shipping 
Corporation ot India on cost plus basis. 

I . . . . . . 
2.3.3 ·Introduction of 'Offshore Logistics Module' in SAP~ system 

~n additi~n to,above, in the A~ of_Decemb~r 2004, the Ministry emphasised that a~er 
mtroduct10n 0f Offshore Logistics Module m SAP system there would be effective 
control over ldeployment of OSVs on supply duty, number of trips to various duty 
stations, fuel consumption, discrepancies in delivery of .fud and the handling of bulk 
cargo. 

However, the efficacy of the 'Offshore Logistics Module' in SAP system remained to be 
testified in Audit. 

I 
2.4 'Purchase, transportation, marketing of natural gas ami extraction of liquid 

hydrofarbons by GAIL' (Chapter VIII of AuditReport No. 4 of 2004) 

2.4.1 Background 
I . . . . . • . . 

The main objective of GAIL (India) Limited (Company)· is the construction of pipelines 
I·.· . . . . . . . . . . . . 

and transportation of natural gas. The Company has also set up plants for extractiOn of 
liquid hydrodarbcms, viz. LPG", Propane, Pentane etc. The Company is also producing 
and marketink polymers and transporting LPG. The performance of the Company in the 
purchase, trtnsportation . and marketing of .natural gas and extraction of liquid 

• Systems Applibations ~nd Products in data processing 
I 

""JLiquijied Petroleum Gas 
I . . 
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hydrocarbons for the period 1998-99 to 2002-03 was reviewed and audit findings printed 
in the Audit Report No 4 of 2004 (Commercial). Highlights of the review were as 
follows: 

2.4.2 Salient audit findings 

• The Company purchased the gas from Panna-Mukta and Tapti Fields operated by 
Private Sector Joint Venture, at 119 per cent of the International price. This resulted 
in an additional payment of Rs.2 12.86 crore to the Joint Venture. 

• Gas from the Tapti field having low calorific value was being accepted by the 
Company since June 1997 at the normal price (without discount) as the Gas purchase 
and sales agreement was not executed (August 2003). The loss suffered on this 
account was Rs.43 .68 crore. 

• The Company purchased gas from joint ventures at a price higher than the price at 
which it sold to its customers. The higher cost of gas purchased from joint ventures 
amounted to Rs.3477 crore upto March 2003. 

• Defective metering of supply from Hazira Bijaipur Jagdishpur pipeline of the 
Company resulted in short billed quantity of 1848.173 billion K cal valuing Rs.66.23 
crore from April 1999 to March 2003. 

• Despite shortage of actual availabi lity of gas, allotment and supply of gas to Reliance 
Industries Limited was increased without recovering transportation charges and by 
making cuts in the supply to priority sectors like power generation and fertilizer. This 
resulted in loss of Rs.20.74 crore on account of transportation charges to the 
Company. 

• The gas availability was not adequate to meet the requirements of company's LPG 
Plant at Usar. The Company went ahead in implementing the project at a cost of 
Rs.297.80 crore without a mid-term appraisal, rendering the investment infructuous. 

2.4.3 Action taken note from the Ministry in respect of the above review was awaited 
(January 2005). 

2.5 'Saurashtra Exploration Project of Oil India Limited' (Chapter IX of Audit 
Report No. 4 of 2004) 

2.5.1 Oillndia Limited (OIL) decided (July 1993) to drill four exploratory wells (one in 
North East Coast and three in Saurashtra Offshore) to arrive at a conclusive decision 
about the presence of hydrocarbon in those areas. On the basis of global tender, Essar Oil 
Limited (Contractor) was selected for the purpose. But scrutiny of the technical bid 
revealed that the Contractor failed utterly when deployed by ONGC on earlier occasion. 

Incompetence of the Contractor also came to light more prominently while they were 
engaged in the drilling work. Notwithstanding this, the Company continued with the 
contract and was ultimately compelled to terminate the same. The Management also 
failed to encash performance guarantee bond. 
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The impruden{ decision to. award the drilling work to the Contractor resulted in 
infructuous expenditure of Rs.74.03 crore apart from involving the Company in an 
arbitration easel. 

The review wal issued to the Ministry in May 2003. The reply and action taken note on 
the said review were not received (January 2005). 
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!Br:~!Jl.l#~g@d_~~p_il§_~!J!AugJ!.i~l!.!~#ojli?J;PJii:Jini§j~j:;y'oithejn_:!l:~i.io~] 
Highlights 

Increase in t~e pipe size of Mathura-Tup.pla. Pipeline witho~t. ~pprov~d proposals for 
extension of tpe pipeline. to Ka11pur. (lnd G.»'al~or and for expa11sion of Mathura refinery 

rendered the renditure of~.6,2Q crqre 9DinCfe&sed pip~ size infiouctuous. (Para.3.J. 

6

) 

Due to delaxed review. of the . demand-supply po~ition, the Company incurre<;l an 
infructuous e*penditure of Rs.2.24 erore ·on' .the capa~Jty a\Jg1nentation of the Panipat-

1 • • • . . • ·•· '. . • • 

Ambala,..Jalani:lhar sections ofthe Ml:lthur~::JalandharPipeline. 

· I · ... · .. • : . • · . · ·.·. ·. · · · · · • ~ · · (Para 3.1. 7) 

An expenditure of Rs.66.68 crore incurred on Phase-II augmentation of Kandla-Bhatinda 
Pipeline was dvoidable as the throughput did not at any time justify tl1is:augmentation. 

, (Para 3.J.10) 

Encashment or the bank guarantees ofthe conttact6r'iri e~dessofrequiremen~s resulted in 
payment of interest ofRs.70.29 crore. ·... · . · .· 

(Para 3.1.11) 

3.1.1 Intro1uction 

The Pipeline~ division ·of the Indian ,Oil. Corpon:ttion Limited (Company) which was 
earlier part of Refineries and Pipelines div~sion became a separate division with effect 
from Januar~ 1998. The division had two pipeliner viz. Mathura:.Jalandhar Pipeline 
(MJPL) and W.andla-Bhatinda 'Pipeline (KBPL}in the Northern Region. 

Thefunction~ of the pipelines are: . . . . . • . . • . . ·. . 

G delivery Or Crude Oil tO refinerieS t~fOUgh itS C~Ude Oil pipelt~eS; 

o taking delivery offinishe,:l'.products at t4e,refineries; , .. ; · ·. , .. 

® delivery ~f finished procluct~ ·~tth~;~~rri1irtals<~> 'of~lie MMketingi.di;ision. 
:; 

Thepipelines have en roitte pump ste~;tions and delivery stations. 

"A large storag~ site from where finished products are distributed to local area. 

I 
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3.1.2 Conceptualisation of pipeline projects with regard to source/characteristics/ tap­
off point-wise requirement is dcine by the Projects (Planning and Systems) division in 
cons\[ltation with Corporate Planning, Marketing and Refinery divisions. The Corporate 
Planriing division prepares produ~t distribution plans commencing at the stage of product 
source at the refinery upto various consumption centres. This plan is based on various 
parameters including consumption of petroleum products and end-use patterns, demand 
and availability of products. The basis ·of assumption adopted by the Corporate Planning 
division is the report of the sub-group of the Planning Commission; which determines the 
demand for petroleum products during the Plan period. The major assumptions adopted 
by the sub-group for determining the demand for petroleum products during ninth and 
tenth Plans were as follows: · · 

® Gross Domestic Product growth during the ninth and tenth Plans would be 6.5 per 
cent; 

e Growth in the population as projected by the Planning Commission; 

o Growth in the production of vehicles as per Association of Indian Automobile 
Manufacturers/National Council of Applied Economic Research; 

o . Administered prices would continue for Motor Spirit (MS), High Speed Diesel 
(HSD), and Superior Kerosene Oil (SKO) till the end of ninth Plan with a gradual 
tapering of s~bsidies on Liquified Petroleum Gas (LPG). 

3.1.3, Scope of Audit 

This ;review conduct~d during July 2003-0ctober 2003 covers branching and capacity 
augmentation activities undertaken by the Company during 1998-99 to 2003-04 on two 
major product pipelines oftheNorthern Region viz. 

e Mathura-Jalandhar Pipeline (MJPL) and 

@ Kandla-Bhatinda Pipeline (KBPL). 

The objective of the review was to see whether the branching and capacity augmentation 
of Northern Region pipelines was well-planned and well-executed and done as per 
requirements~ 

3.1.4• Mathura-Jalandhar Pipeline (MJPL) 
I 

The pipeline was commissioned . during 1982 in a phased maimer to cater to the 
requirements of petroleum products viz. SKO, MS, HSD and A \dation Turbine Fuel in 
the North and North-Western parts of the country comprising lhe states of Uttar Pradesh, 
Delhi, Punjab, Haryana, Himachal Pradesh and Jammu and Kashmir and strategic 
Defence and Aviation Centres. The Pipeline has a length of 526 kl11s consisting of three 
pipeline sections viz. (i) Mathura to Delhi147 kms with 16" dii:tmeter pipeline (ii) Delhi 
to Ambala214 kms with 14" diameter pipeline and (iii) Ambala to Jalandhar 165 kms 
with 12.75" diameter pipeline. MJPL was linked with KBPL at Panipat, in June 1995 to 
facilit,ate the pumping of petroleum products delivered at Panipat through KBPL and also 
those 'of the Panipat Refinery. 

' 
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3.1.5 · Projec~planning mnd impleme~ntation . . 

The review oflbranching and capacity augmentation activities of MJPL disclosed lack of 
coordination and monitoring and lacunae in planning amongst the various divisions of the 
Company for dxpansiori of branch pipelines as detailed below: 

3.1.6 Lack Jf co-ordination amo~ngst the various divisions ofthe Compa~ny i~n the 
revision of pipe size: Extra expenditure of Rs.6.20 crore. 

I ... . 

In January 1998, .the Board of Directors of the Company, based on the proposal of the 
. . I . . . 

Project Apprarsal Gn:mp, approved a proposal ofiaying 60 kms long 10" diameter feeder I . .. , . . . 
pipeline with r capacity of 0.8 MMTPA from Mathura to Tundla by January 2001 to 
deliver petroleum products at Tundla. 

Suqsequently, an Inter-Divisional Working Group on Infrastructure Development ofthe 
Company, suggested (May 1999) the extension of Mathura-Tundla Pipeline (MTPL) to 
Kanpur· and laying a branch pipeline from Tundla to .Gwaiior. The reason cited was the 
. expansion of Mathuni .Refinery by 2002-03. Considering the product requirements jn· 
Tundla, Gwali~r and K~mpur the throughput in MTPL was also antiCipated to incre~se to 
1.784.MMTPAin 2002-03 and 2.72 MMTPAin 2011.,.12. 

. . I ·_ . . 
Based on .higher .throughputprojections for the pipeline, the Planning and ProjeCts 
. ·•· . . . I . . . ..• ·, •·· .. · . . , . . . · ... 

Committee, oflthe .Board of.p1rectors revnsed (September 19~9) the p1pe s1ze of MTPL 
from 1 0" t9}

1
(j",, ':"ith the s9heduie,d .date .()f C()mpletionbeing September 2001. MTPL 

was "accordii1g,ly completyd: in. Eebruary. 2002 'arid commissioned in: February 2003 with 
~ 6" pipe at. a:l cost of~Rs.4? .10: cr~re. (including. a? ex~ra expenditure of Rs.6.20 crore 

. m<;u~ed·«:lueJT1JSe·of.l6'~ ptpe s1ze.~mstead oflO~' ptpe;suze):· ·.· · •·• . . 

Auditobservea that, neither the expansion of the Mathura Refinery nor the extension of 
th~ pip~line to I .£5.al1~ur .~nd G":alior. was taken up. by the Company. Resul~antly, the. ac~al 
utlhsatmn of the .p1pehne qurmg 2003-04. was 0.23 MMTPA only agam~t the p1pelme 
capacity of :Ij2o ·MMTPA. ,The extra expenditur~ of Rs.6.20 crore incurred due to 
increase in pipe size was thus rendered infructuous. 
. . . . I - .. • . . . . . . . 

The Management stated (Nove111ber 2003, May -June2004} that:-

· 0···· a proposall'was. ~oved :~or Tundla-G~.alior Pipeline_ puring .November 2002, but the 
. same. was rot pursued as the. internal rate of return ofthe project was very low; 

@ · use of .16'1' _.pipe inst~ad. of 1 0" pip_e . for Mathura-Tundla Pipeline was considered 
•. ~~~ping: in

1
yiewthe 'pro.d,ucts requirell1e1Jt atKanpur and Gwaliqrthrough this brarich 

·. line, but J~Qn:-.availability of products:at Mathura Refinery .for Gwalior was known 
from .M.ar~eting:division only in 1\.1~rch .2003. Extension of ~TPL to ~anpur .arid 

.Gwahor w
1

o,uld, be: taken up along 'Ylth future ~efinery expansmn/evacuatmn plan as 
the present level _of. product. movement requirement ex-Mathura did not justify 

, i,mmediateJex~ension. · 
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The Ministry stated (December 2004) that project approval was taken in June 1998 based 
on the then prevailing supply/demand position. However, during 2000-01 the 
supply/demand growth did not favour expansion Of Mathura Refinery and extension of 
pipeline to Gwalior/Kanpur. ·. · · 

The reply ofthe Management/Ministryis not acceptable as:-
' . . 

0 the viability ofthe Tundla Gwalior project Was assessed in November 2002 and not 
before the implementation of the MTPL project with larger diameter. The availability 
ofprodpcts for transport, demand and supply position and internal rate of return 

' : ~hol1ld h~rve been assesse.dbefore revising the pipesize and incurring the expenditure; 

e approval of the Board had not been taken for execution of works of Kanpur and 
dwalior branch pipelines before execution of the work of MTPL with a higher 
diameter pipe; 

0 no proposal for expansion of.Mathura Refinerywas i.nitiated by.the Company based 
on ·which throughput requirement~ for Kanpur and Gwalior were .worked out .and 

·. ,Icirgerdiameter pipeline was laid on Matl).ura-Tundla section; . 

®: tlie proposal for extension· of MTPL to Kanpur lacked justification because the 
.··requirement· of petroleum:. products at .Kanpur was' ·already being· met by Barauni-
K~mpur Pipeline: · · · 

Thus; lack of proper co-ordination amongst the Pipeline, Marketing and Refinery 
divisions; led to wasteful expenditure OfRs.6.20 crore on increasing the pipe size. 

3.1.7 :lmiilequate•.mlmitin'ing of the cap"adtY auginimtation o/thePanipat-'Ambala­
· .. Jalan(!har Section.; wasteful expenditure ofRs.224 crore .···: 

Based on throughputand·'demand growth·. projections 'made by the Marketing division 
(1998), the Company decided· (NoVember 1998} to ·augment the capacity of ·Panipat-

! - . - c 

Ambala (PA) section· (103 kms) frorri 3.6 MMTPA .to 4.5. MMTPA and Ambala-
Jalanphar'(AJ)section (165 kms) frorri2A5.MMTPAto· 3.1 MMTPAby installing one· 
inteLhediate pump station each betWeen the PA arid AJ sections at an estimated cost of 
Rs.6S.52 cronY by May 2001. 

While the work was under irriplemerita:tion, ·the Inter-Divisional Group in a meeting 
(December 2000) decided to defer· the implementation of the augmentation work after 
consi~ering the under-utilisation of PA and AJ sections and reckoning the demand 
position prevailing at that time. The decision was agreed to by the Board· of Directors of 
the. Compa,ny .··(March 200 1). However,. the Company had -incurred·· an expenditure of 
Rs.2.~9 crore, which ultimately proyecl to be wasteful. It was also observed that at the 
time of approval. of augmentation, the actual.throughput (1997..:98} was 2.56 MMTPA in 
PA jection · arid ' L5 6 MMTP A' in AJ section which continuously declined to 1.97 
MMTPA and 1.30MMTPArespectively in 2000-01 ~a:s detailed below: 
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~ . 
(inMMTPA 

Year I Throughput for Ambala Throughput for Jalandliar · 
1997-981 2.56 1.56 
1998-991 2.37 1.43 
1999-00I 2.12 1.37 
2000-011 1.97 1.30 

. I . 
The ManagemTnt stated (May/November 2003 and May 2004) that: . 

e the demand 'supply projections were worked out by the Company on the basis of the 
Planning cbmmission data; . · . · . . 

o Rs.34.50 l~kh had been charg~d to revenue since it pertained to staff costs on the 
project mdnagement ~and material worth Rs.l.48 crore was transferred to other 
units/projed.ts, out of which material worth Rs.25.23 lakh had been cpnsumed; 

. . -~ I . . ~· .. . .. . . ·; . . . . . . • ... --· . - . -. :· . . . . . .. 
@ . whe~ it ras. observedc in ·the . y(!ar· .zooo ~ that the :a~tmil de_mand :throughput 

~eqmremen1t~ for P A and _AJ _sectiOns were lower, a :de_cisiOn }.Vas taken to defer the 

•. lmplementrlOn oftheproJe~t- . ·_.··_ .. ·· . i . \ • • . .. .. . ... : . •• . : :• ·. . 

The Ministry ~tated (December 2004) that the proposal was initiated considering the 
buoyant situat~on of growth ofpetroleum product demand prevalent in the year 1998. 
Subsequently, :there was reduction in growth rate of petroleum products. Since such a 
decl~ne· in .. gro~~.thwas req11ired to be evaluat~d on: longtenp basis, the_ pr()ject was 
contmued. . . . . .. ... .· _. . . _ ... 

. . . v 

. I . • 

The reply of the Management/Ministry is not tenable. as the Company mainly relied on 
the data of thci PlanniQg ~om,mj~sioQ -~nd ._initiateq Jhe vvorkon: that basi_s. · Fur;ti}er, the 
Company took/more .than tWo years to take decision{Qecember 2000) to defer the project 
(24 months h~d already passed, -outofthe schedul~d<completion period of 30 months) 
despite a continuous declining trend in actual throughput during 1998 to 2000. A regular 
and timely refi~w . of.th~ proje,ct could . have ~voide~/ minimis~?d. tile procurement. of 
stores and wasteful expenditure of Rs.2.24 crore ·· (Rs.2.49 crore less. material used 
Rs.25.23 lakh)J . 

3.1.8 KandlJBhatinda Pipeline (KBPL) . 

KBPL, the lar~est multi-product pipeline in India, traverses from foreshore terminal at 
Kandla through the states ofGujarat, Rajasthan and Haryana· and terminates in Punjab. 
The pipeline Has a length of 1443 kms consisting ofthree sections viz. (I) Kandla to 
Pani~at (1113[ k~~- with 22': d~ameter) _(ii) Pan~pat to Bhati~~a (218 kms with 
14"d!ameter) a,nd (111) branch p1pelme from mtermed1ate pump_statiOn at Kot to·Salawas 
(Jodhpur) (112 kms with I 0. 75" diameter). Constructed at a cost of Rs.1853 crore, the 
pipeline was p~t into operation in a phased manner during Decemberl995toJune 1996. 
The initial cap~city of the pipeline was six MMTPA, expandable up to 11.5 MMTPA by 
providing additional pumping units. The capacity of the pipeline increased to 8.8 
MMTPA after ~ugmentation (September 2002). · · · 
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3.1.9 Pipeline projects 

The review of construction and capacity augmentation projects of the KBPL disclosed 
lack 9f planning as detailed below: · 

3.1.10 Lack of proper planning in the capacity augmentation of KBPL-Avoidahle 
· expenditure of Rs. 66.68 crore 

Within a year of the commissioning of KBPL the Company felt (January 1997) an 
immediate need for augmentation of its capacity to 7:5 MMTPA (Phase-!) upto Panipat to 
meet. the projected throughput requirements. The C:ompany augmented the capacity 
(September 1999) by installationof one .pumping unit each at Sidhpur andSanganer at a 
cost of Rs.42.62 crore. 

Before completion of the capacity augmentation (Phase-!) of KBPL, .the Company took 
up (July 1998) a further augmentation of pipeline capacity from 7.5 MMTPA to 8.8 
MMTPA (Pl:lase-U). The phase II augmentation of the capacity was completed .in 
September 2002 at a cost of Rs.66.68 crore. When the Phase~n augmentation was 
considered by the Company in July 1998, the.pipeline had recorded only 5.67 MMTPA 
utilisation which was less than the capacity of 7.5 MMTPA after the first phase of 
augrrientation and wa~ even less than the original installed capacity of six MMTP A. 
Therefore, based on the actual throughput performance of the pipeline, Phase-II 
augnientation atthe. cost ofRs,66.68 crore taken up ifl July J 998 was;notjustified. 

The position ofinstalle9 capacity, supply.pl!m meeting target.and actual throughput for 
the 1'!-stfive years ended 3;l_Mc:J.rch 2004 wasas follows: 

(in MMTPA 
Sl. Description 199~HO •2000~0ll .· 2001-02 2002~03 2003-04 
No. 

-· - -- ------ -
6.78* 7.5 

-

7.5 8.58* 1. Installed capacity 8.8 

2. s:upply Plan Meeting target 5.29 4,58 4.92 4.20 
-
3.99 

3. Actual throughput 
-

6.90 
-. 

5.93 5.60 5.09 5.00 
·-*Pro;rata as the p1pelme was augmented dunng the year. 

Itmay be seen that the actual throughput.in the pipeline during. the years 1999-2000 to 
2003:-04 range~ between 6;90 _ MMTPA to 5 ~oo MMTPA and remaiQed.less than even. the 
original_installed capacity of six MM'J'PA thro:ughoutthis period except during 1999-00 · 
when it was 6.90 MMTPA. The expenditure of Rs.66.68 crore on the Phase-II 
augmentation. was, t~erefore, not requireci. 

The Managementstated (December 2003 and May 2004)that: 

. 0 __ tproughput projections -.were re-worked . in ·October _1999 . after _ augmentation that 
. indicated marginal reduction in throughp~tprojections as compared to the projections 
wqrked out during formulation of th.e expansion prpposal. After reviewing the matter, 
a_de.cision was taken to proceed with implementation of the augmentation scheme as 
by that time, · 

o the overall-progress ofwork had already been achieved by 25 percent; 

® c?mmitments of Rs.23 crore had been made; 

35 



I' 
I 

I 
I 

I Report No. 6 of 2005 (Commercial) 

I 
I . . . . . . 

® works at Kandla and Sa:riganer statiohs were at an advanced stage of_completion and 
it was thohght that the implementation of the expansion scheme woi.lld facilitate in 
meeting th~ peak demand: - · · 

I - -
The reply of t)1e Mimagemerit, thus, proved that the augmentation; though not required, 
had to be cont/nued as fait accompli. Thus, the expenditure of Rs.66.68 crore incurred on 
Phase-Il augmentation was avoidable since the throughput did not; at ariy time, justify 
such further at\gmentation. 

The Ministry Jta:ted (December 2004) that augmentation to 8;80 MMTPA was anticipated 
considering inbreasing trend of demand prevalent in 1998. The capacity utilisation in 
1999.:00 was ] 15 per cent Subsequently there was reduction iri growth rate of petroleum 

. . I . . . 

products, whic)1 affected the_throughput of the pipeline. . . 

The repiy is !not tenable because the Coinpany initiated botli Phase"! and Phase-'-ll 
augmentations\ siinultari~ously without waiting for the a~ttlal utilisation of the pipeline 
after Phase-! augmentatiOn. The throughput always remamed less than the capac1ty after 

. I - .. 
Phase-! augmentation. 

I .. 

3.1;11 Lack of proper asse~sment of funds before invocation of Bank Guarantees iii 
. execution of KBPL Payment of interest of Rs. 70.29 crore 
. I ::·_· 

The contract for design; eX,ecution and commissioning of KBPL with ari initial design 
capaCity of six\ MM!~ A: wa~'a\\farde~ (August 1993) to a ConsortiUm ~ed by M/s. Skoda 
Export Company Limited (Contractor) as a lumpsum turnkey composite works contract 
for a total vai4e of R~d,09338 ctore. The project was scheduled tci be completed by 
February 1995] ··· 

While executijg the project,-Jhe Contractor did not provide, as envisaged in the contract; 
I • .. 

the master project schedule, due to which effective monitoring of the project activities 
was harhperedl. The Contractors failed to keep up their commitments· and, thus, the 
project could ryot be completed as scheduled in February 1995. The pipeline was taken 
into operation in phases starting from December 1995 tci Ji.me 1996, without Supervisory 
Control and Data Acqui~ition (SCADA) system"', and Permanent Cathodic Protection 
(PCP) system •\. The Contractor did not give a firm milestone to complete these balanc;e . . I . . J· .. 

jobs and there las extremely slow progress in the residual jobs. . . _- ,; -'-· 

Due to delays and rion:.completion of work by the Contractors as per schedule and to get 
the unfinishedlworks completed at the risk and cost Of the Contractor the Company 
e_ nc_ ashed 11 Bja_n_ k o_ ua __ r~ntees (BGs) ·aggregating to Rs.176.96 _ cro.re in October __ 199.6. 
The Company also termmated the contract (June 1997). The balance works were got 
completed by M/s. Coniech Iriterruiticihal, Ahmedabad (Rs.l50 crore) and M/s. ECIL, 
Hyderabad (cdntract value Rs.8.95 crore) respectively at the risk and cost cif the 
Qontra:ctor. Thbs the BGs of Rs.176.96 crdre encashed by the Company were much in 
excess of the I requirements. of Rs.l0.45 crore to complete the balance wotks. The 
Contractor invoked the arbitration clause and based on the negotiated settlement with the 

I : -
~--------~---------

• Sysfem is used fjr monitoring ~h~c01itrol of pipeline. 
#System to providk protection friim corrosion. 

I - .. , 
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Contractor and awarded by the Arbitrator (February 2001) the Company had to pay an 
interest ofRs.70.29 crore to the Contractor due to encashment of the BGs. 

The Management stated (December 2003 and May 2004) that: 

• the BGs were encashed for non-performance and to provide the Company with funds 
to get the balance works completed at his risk and cost; 

• the amount was deposited in the bank account and the Company saved interest to the 
extent of the prevailing 81 prime lending rate; 

• interest paid on encashed BGs can be treated as compensated by the notional interest 
saved by the company on this amount. 

The Ministry stated (December 2004) that based on the fmal settlement arrived at with 
the party, the payment of interest on the amount of BGs encashed was made. 

The reply of the Management/Ministry is not tenable as 

• encashment of BGs for the amount of Rs. l76.96 crore was not justified as the amount 
of Rs.l 0.45 crore only was required for the execution of the balance works; 

• the Company also cou ld not utilise the money as the need did not arise. The 
negotiating committee felt that the demand of the Contractor for interest was genuine; 

• the Company has not worked out and intimated the amount of interest actually saved 
on the amount of BGs en cashed and deposited in its special current account; 

• there was no provision in agreement regarding the payment of interest on the amounts 
of BGs en cashed for non-performance of contract. 

3.1.12 Conclusion 

The Pipelines division undertook the execution of the projects for laying of branch 
pipelines and capacity augmentation of different sections of existing pipelines based on 
anticipated throughput projections. However, after completion/commissioning of the 
projects, the actual results achieved indicated that the branching and augmentation of the 
major projects were executed on the basis of defective planning and lack of proper 
coordination amongst various divisions of the Company. Consequently, the expenditure 
incurred proved wasteful and the installed capacity could not be used. 

The Ministry stated (December 2004) that proposals were now being put up in a 
comprehensive manner involving marketing/refineries and pipeline parts as a whole. 
Pipeline-linked marketing tap-off points were being integrated and implemented by 
Pipelines division. The Company had been taking initiatives to bridge the identified gaps 
in the performance area. 

The effectiveness of fresh initiatives being taken by the Company can be commented on 
only after their implementation. 
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Highlights j _ . _ . _ • . . . _ . _ . '. . _ _ 

Non-finalisation of rates before hiring of vessels and supply of gas without finaiisation of 
price led to di:sputes ()ver t~e·r~tesiprice and consequent reference to arbitration in two 

· cases. 

(Puma 3.2.6 ii) 

Ambiguity/lac~na in clauses of contracts led to disputes and reference to arbitratio~ in 
fom cases, and eventually these being decided against ONGC. · · 

"· 
. 'fhe number of cases handled at: a time by an arbitrator ranged betwee~ ·one to 20 cases ·_ 

and! there was\ no clear-cut. poHcy for payment of fee to the arbitrators. The arbitrators . 
_were appointed from outside the regions, in deviation with its poHcy. . . 

. . t· .. . . . 

·. • I . ·· . · c .•.. ·. . . . ' (Para 3.2.7} 

There 
1
Wasno pnifqrm policy in· differeJrnt regions of ONGC in regard to appointment of 

advocates and payment of fee to them. 

.(Para 3~2.8) 

3.i.J . IntrodJ,ction· 
I . 

. In terms ?fthej_ex~sti~gcontractual p~ovi~ions ofvariqus coll1~acts in Qil·and-Narurai Gas · . 
CorporatiOn L;umtted (ONGC), arbitration ·was generally the· forum agre~d to for 
resolution. of disputes with the contractors that could not be sqlved by·mutual settlement. 

. Arbitration da~se. in the contracts stipulated that if any dispute or difference at any time 
arose be~een ~e partie~; the s~me ;would be referred ~0 arbitration in.accordance with 
the proVIsions- of the. Indtan Arbitration Act and Rules made thereunder. The clause also 

· ·stated the placellanguage and procedure for appointment of arbitrators. . -• · 

3.2.2 System ~escription . · - . 

The func~lonall wings in ONGC entere~ into various contracts for goods and services .. 
Arbitration dause was provided for in the contract as per the requirements of th~ Indian 
~rbitration Acfs, · 1940 an.? 1?96:. O~ce a. :~ispute arqse, the arbitratiOn clause was · 
Invoked. The pmcess ofarbttratxon ts given below:· . ·. -· 
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:''.G!yMg/R~~eipt··a1-~rBttiit{ofi 
Notice 

Legal and Concerned Section 

Payment /Receipt of Claim 

In order to handle the legal matters ONGC in ea~h of its regions established legal 
·sections, headed by the Deputy General Managers/Legal Officers, who reported to th.e · 
Chief General Manager (Legal Services) at the corporate level who, in tum, ~eported to 
the Diregtor (HR). · · · 

As per the guidelines contained in the compendium of important circulars of ONGC, the 
appointment of arbitrators was to be done in accordance with the following instructions. 

. ' 

Crftterna Category of :Burbfttrationn 

Arbitration matters involving ONGC offic~r above E-6 (Deputy General Manager) 
claim below Rs20 lakh level was appointed as arbitrator 

.· .; . . 
Contract value above Rs.20 Sole arbitrator 
lakh but below Rs.l crore 

Contract value of Rs.l crore . Arbitration tribunal 
and above 

.. 

Contract with. foreign parties Arbitration· tribunal 

39 
: . ..---



Report No. 6 of 2005 (Commercial) 

3.2.3 Scope of Audit · 

·This review. wls conducted d~ring February 200_4 to June 2004 and covers 195 arbitration 
cases out of 2~2 existin~/settled cases in._the five regions of ONGC {Dehradun, Mumbai 
Region Business Centre (MRBC), Western Regiort Business Centre (WRBC), Southern 
Region Busin~ss Centre (SRBC) and Eastern Region Business Centre (ERBC)}. These· 
include 126 (dut of 136) live. cases existing as on 31 March 2004 and 69 cases (out of76 

I ~ . 
cases) settled ~uring the last six years (1998-99 to 2003-04). 

I . 
3.2.4 Audit ]Jfethodology 

I . . . 
G The Auditlteamstudied the provisions ofthe Indian Arbitration. Acts 1940 and 1996; 

e collected ~ariou's circulars relating to arbitration. matters issued . by the corporate 
office of9NGC and studied them; 

e reviewed Board Agenda relating to arbitration matters; 
. I . . , 

e scrutinised the report of the internal committee constituted by ONGC to review 
various is~ues relating to arbitration. and . the recommendations of such committee 
relating to !arbitration process; . · 

® framed a Juestionnaire and check Hst for scrutinising files relating to arbitration ~ases 
and j 

1 

. . 

o scrutinised
1 

the le~al s~ction files relating to arbitration matters pending before the 
Arbitrators.. · · · 

. . . I 

3.2.5 AuditOhjective$ 

The Audit <ib~ectives ofthe review were as under: . . · . · . 

(i) To ascertaip vvhether ONGC foBowed effective contract management practic~s, which 
could have pr~vented disputes in the contracts; · · 

I . . . 
(ii) To ascertain whether ONGC set up a mechanism for handling the arbitration cases in. 

I . ' . 

an effective, efficient and economical fashion. · 

. 3.2.6 Findls relating to Audit Obje~l · · · 

. Audit observe~ that there. wen~ ·c~ses ~here the disputes could. have been avoided had 
ONGC managbd the ·contract properly~ The details are as follows: 

(i) Failurl to ascertain ~~~liability of tools to be imported from USA . . 
. . I . / . . 

(a) ONGO, during October 2000, awarded a contract for upgradation of seismic 
survey vesseliM.V.Sagar Sandhani to Western Geco International Limited. The vessel 
·. . I . I ' . 

was to be hantled,.over by the contractor on 9 July 2001. However, the handing over of 
the vessel· wa~ dt;Jayed due to restriction~ imposed by the US Government on supply of . 
the 'Geo hydrpphones' to be fitted on the- vessel. Consequently, the. vessel was handed ; 
over to ONG~ on 5 May 2002, after a delay of nine months and 28 days. ONGC 
deduct~d US$ 8.53 million (Rs.41.50 crore) for excess engagement of vessel, liquidated. 
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damages etc. The contractor went into arbitration in September 2003 mainly on the 
grounds of' force majeure., situation. 

(b) ONGC gave a letter of award to M/s. Halliburton Offshore Services, Inc. (HOSI) 
in March 2001 for hiring electro-logging services. As per projected requirement the 
Reservoir Monitoring Tool (RMT) was a critical tool to be used. This· tool was a 
proprietary tool of HOST, which had its head Office in USA. Following the letter of 
award, HOSI was unable to mobilise RMT due to restrictions imposed by the US 
Government. As such ONGC terminated the contract in December 200 I on account of 
non-mobilisation of RMT tool. The contractor went into arbitration in December 2001 for 
wrongful termination of the contract and non-payment of its dues. The contractor claimed 
an amount of US$ 26 million (Rs. l26.56 crore) plus Indian Rs.11.38 crore. 

In both the above cases, the disputes leading to arbitration were rooted in ONGC's 
inability to foresee uncertainty associated with the availability of tools proposed to be 
sourced from USA. 

The Management stated (January 2005) that both the above contractors were firms 
registered outside India (i.e. Norway and Cayman Islands respectively) and they had 
quoted for the above equipment. There~re, it was not expected that they would fail to 
obtain the equipment from USA. 

The Management reply is not tenable because both the equipment were defence sensitive 
and invited US sanctions against India following the nuclear tests conducted by India in 
1998. Had ONGC ascertained whether sanctions were imposed on these equipm~nt by 
USA and a suitable clause linked in the contract for alternate equipment, in case of non­
availability of these equipment, the disputes and the reference· to the arbitration could 
have been avoided. Further, the above case was subsequently referred to an Outside 
Expert Committee, which gave its recommendation in September 2004, but the copy of 
the award was not made available to Audit. 

(ii) Non jinalisation of rates/terms before entering into contract 

In the following cases the contractors went into arbitration owing to ambiguity in regard 
to rates/ad hoc rates at which their services were being hired. 

(a) ONGC entered into a contract with M/s. Great Eastern Shipping for deployment 
oftwo vessels (Malaviya-2 and Malaviya-8) on 31 December 1990. The charter hire rates 
were not agreed to between ONGC and the contractor. Consequently it was decided to 
hire the equipment /vessel on interim ad-hoc rate of Rs.58,374 pending finalisation of the 
rates by mutual consent. The vessels were deployed from 31 December 1990 to 31 March 
1991. However, the contractor and ONGC were unable to arrive at a mutually agreed 
rate. The contractor went into arbitration claiming an amount of Rs.42.96 lakh towards 
difference in rates (market rate: Rs.80,000 per day less ad-hoc rate: Rs.58,374 per day) 

•rhe conJracJ had a 'force majeure clause' according to which, in the event of either party being 
rendered unable by force mejeu.re (i.e. acts of God, war, fire, floods, Acts/Regulations of respective 
Governments etc.) to perform any obligation under the contract, the relative obligation shall be 
suspended for the period durirtg wlrich such cause lasts. 
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fo.r the period\ from 31 December 1~90 to 31 March 1991. ~~arbitratorsdedared an 
award m fav0ur of the contractor m November 1997, statmg that the ad-hoc rates 
considered, while hiring the vessels, didnot reflect market rates for similar vessels. . 

The Managemlnt did not respond to the above audit observation (January2005) .. · 

(b) .. ONG~ commenced s~pp.ly of gaS to seven ~ ~onsumers in Ajiril19~9 without 
finahsmg an agreement and stgmng the contract spec1fymg the terms and condtttons. The 
Agreement entered into with the parties in December 1991 provideci for recovery of 
transportation bharges also. Accordingly ONGC recovered thesechargesfrom AprH 1989 

. I. • . . . 
i.e. from the commencement of supply; The gas consumers served a notice to go in for 
arbitration (D~cember 1992/February 1993) disputing· the recovery of transportation 
charges by ONGC forthe period from April 1989 to May 1991 and claimed a refund of 
Rs.2.50 crore.jONGC appointed_its arbitra~or in_l994 ?ut th~ consumers' arb_i~ator died 
subsequently and the court appomted a new arbutrator m Apnl1999. The.deciston of the 
arbitration wa~ awaited (January 2005). ~ . . 

. . I . . .. . ·.. . . • . .· . 
The Management state9 (January 2005) that the gas consumers were billed to pay· for the 

. transportatio11 .\charges as the c,ontract signed in December 1991, effective from April 
· 1989, provided for the transportation charges . 

. The ·fact remlns. that, in ··_both the· above ·cases, the non-finalisation of rates before 
entering into tHe contracts resulted in the disputes and· consequent reference to arbitration . 

. (iii) Lacunle in contract Cla~L!s . . . . . . . .· . . . . . . . 

· (a)· ·. ONGCiplaced a supply ord~r (November l99S)'on M/s. Suria Paint &Oil Works, . 
Chennai, for supply of linseed oil valued at Rs.39.32 lakh. The supply order provided that 
'the material shmpled/bonded and accepted.Jtfter lab testwas liable for further .testing at 
the. destination! and if found suostandard, the supplier was liable to replace the same'. 
Accordingly th1e material was tested at Cl)~nnai ori 31 December 1998. On being. found to 
be conformjng\to the specifications, it was dispatched toNhava and 100 per cent payment 
was released. ONGC re-sampled and tested the material at Nhava and it was found that 
the . paint did I not conform. to specifications. ONGC, therefore, asked . the .. supplier 
(February 1999) to replace the materiaL When ·the supplier -failed to comply, QNGC 

. initiated arbitdtion proceedings, claiming from the supplier an amount of Rs.40.06 lakh~ 
. The claim wa~, however, rejected by the Sole Arbitrator (Pecember 2001) stating that 
clause numbe~ ten of the. supply order· stated that the same sample of linseed oil 
sampled/bonde~ at Chennat and accepted after lab test should have been. tested at the 
destination and that the relevant clause in the contract did not allow fpr taking a fresh 
sample. I · ·.. · . . ··.. . · - · · . . .I . . - . . 
The Management stated (January 2005) that the contract had~ clear provision for further 
sampling and t~sting of the material atthe destination. · . · · · 

The reply. was hot tenable as. the corttract stipulated only the testing of th~ samples at the . 
des~inat~on and! the contract was siient a~out fres? ~amp ling at the d~s_t~nation~In order to 
avmd dtspu_te, eNGC sh.o~l~ h,ave .had· anexphctt and clear .cla~se m the contract.for 
fresh samplmg at the destmatton. . . . ·· - · · . · 

i· . . 
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(b) ONGC awarded a contract (May 1992) for construction of warehouse complex at 
Uran to M/s. My Construction Company. After completion of work the contractor 
claimed extra amount of Rs.17.71 lakh for providing extra thickness of fibreglass and 
removing encroachment on the land. ONGC refused to pay the amount and the contractor 
went into arbitration in January 1995. The arbitrator allowed (June 2001) the extra claim 
made by the contractor (Rs.17.71 lakh) on the plea that the contract had not specified the 
thickness of fibreglass and the hut owners were not the original land owners (as per 
contract terms only solving of the problems raised by original land owners was the 
responsibility of the contractor). Thus, due to lacunae in the contract clauses ONGC had 
to bear an additional expenditure of Rs.17.71 lakh. 

The Management stated (January 2005) that the contract was drawn in line with standard 
practice. The Management added that the issue regarding vacation of encroachment had 
been found to be addressed in the bidders' conference and the agency had, at that time, 
not raised any query regarding the thickness of the fibreglass. 

The reply is not acceptable because, in order to avoid dispute, the contract should have 
specified the thickness of the fibreglass and explicitly stated the responsibility of the 
contractor towards the. removal of encroachment. The contracto'r took advantage of the 
absence of clear terms in the contract and, therefore, the arbitration award went against 
ONGC. 

(c) ONGC placed a supply order (April 1988) for supply of port point depressant 
(PPD) on M/s. Dai-lchi. The order had provision for placement of repeat order of upto 50 
per cent of the original ordered quantity. ONGC accordingly placed repeat orders in 
February 1990/January 1992,which contained a delivery schedule for the supply of 
material. These repeat orders could not be executed due to disputes raised by the supplier 
over some of the terms of the repeat orders. However, while finalising the amended 
repeat order (October 1992) no delivery schedule was specified. The supply was delayed 
(February 1993) and resulted in ONGC recovering an amount of Rs.24.06 lakh towards 
liquidated damages. The supplier went for arbitration. The arbitrator allowed (March 
200 I) the supplier a refund of liquidated damages on the ground that the amended repeat 
order did not provide for a specific delivery schedule. Thus, by failing to specify a 
delivery schedule in the amended repeat supply order ONGC placed itself in a 
disadvantageous position during the arbitration proceedings. 

The Management stated (January 2005) that the supplier raised various issues in February 
1992 but did not comment on the delivery schedule given by ONGC to the supplier in 
January 1992 and the letter provided that all other terms and conditions of the order 
would remain unaltered. However, the arbitrator held that the rights and liabilities were to 
be governed by the amended repeat order of October 1992. 

The reply is not acceptable because the delivery schedule was a variable factor and the 
same should have been specified in the amended order. The contractor took advantage of 
the absence of the delivery schedule in the amended order by referring the matter to 
arbitration. 

(d) ONGC entered into a contract with M/s. Birla Technette Gas Exploration Limited 
(February 1993) for drilling of oil wells in Gandhar belt at Ankleshwar Asset on meter 
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ratt? basis. in 1998, the contractor went into arbitration to pursue its claim for pay~~nt of 
cost of escalation of fuel (high speed diesel) and lubricants amounting to Rs\ 1.07 crore on 
the ground that t~e contract contained the foHowing clause. 

·'If there is· a change in or enactment of ariy law in India or interpretation. of existing li~w 
in India after the date of opening the price bid whiCh result in substantial variation in 
operating cost :(increase. or debrease) to. contractor under this agreement, the variatkm 'ih 
cost\(increase or decrease) win· be discussed and mutuaUy agreed to between the two 
parties and the · increase/reduction in cost wm then be borne . by/or reimbursed: to 
operator'. · · 

. . . 

It was observed that the term substantial variation in the clause of. the contract was 
ambiguous, a;s 

1

the same was not expre~sed in quantitative t~rms. As such, the ambigUity 
in regard to the substantial variation in operating cost was left to interpretation in any 

. manner. The party thus took advantage of this ambnguous term: used in. the contract and. 
filed a claim for· Rs: 1.07 crore on account of price escaiation of high speed diese[ and 
other lubricants. The award went in favour of the coptractor (June 2000). 

i . 

The Management, while endorsing the audit observations, stated (January 2005}th~t th.e 
improvement in the. contract· clauises was a continuous exercise and they had since. 
prescribed a standard dause regarding "change in law to take care of the shortcoming in 
the contract cla.use. . · · . 

·· It would thus emerge that a substantial number of arbitration cases were grounded in 
inadequate attention to detail in dnifting of contracts, which l€?ft scope for di~putes with. 
the contractors' and lied to arbitration proceedings· against ONGC. · 

. ~ 

(iv) · Deployment of hired equipment after expiry of comlU'acd period 

ONGC entered into a contract with M/s. Sedco Forex, during May 1995, for hiring rig 
Trident- U at a. day rate of US$ 22,000 per day. The contract was initiaHy for a period of 
one year and could be extended by ONGC in· two insta[ments of six months each at , 
mutually agreed price. As per terms of the contract, at the end of contract/extended period 

· 03 May 1997), the wen in progress/weBs on pliatform.onwhich rigs were deployed, were 
to be completed by the contractor at the same day .rate. The rig was, however, dep[oyed 
by ONGC on a new well no. B-121 'D', that was spudded (July 1997) aft~r the expiry of 

. the extended period of contract, without fixing a muruaHy ·agreed price. The contractor 
claimed highe~ day rates for rig deplioyinent after expiry of the contract period, which 
ONGC refused to pay. The contractor went into arbitration in August 1997. The 
arbitrators in their award (September 1998) accepted .its daim for payment at higher rate 
an'dl avowed it ~n amount of US$ 2:54 mimon (Rs.W.04 crore). ·.·· "' . 

The Management stated (January 2005) that the wen· 'D' was· initiaHy ·not planned to. b~ 
completed by Trindent.,;II as .it was not . a conventional w~H · tmt it was released as a 

. conventional well after May 1997. The Mairna:gemerit adlded thatthe wen 'D' was sjmddedl 
·prior to 13 May 1997 but the. Arbitrator did not consider it under the categm)' .. of 'welis. in 

. l . 
progr~ss . 

/ 
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The Management reply is not tenable because as per the Well Completion Report the well 
' D' was spudded in July 1997 (i.e. after the expiry of the 'extended period of the contract) 
and hence the well could not be considered to be a 'well in progress'. Had the well been 
released as conventional well and spudded before the expiry of the extended contract 
period, the reference of the dispute to arbitration could have been avoided. 

3.2. 7 Findings relating to Audit Objective-// 

Appointment of Arbitrators 

(i) ONGC had not framed a 
clear policy relating to distribution 
of cases among the arbitrators. The 
basis on which a case was assigned 
to an arbitrator was not recorded. In 
WRBC and MRBC regions of 
ONGC, Audit found that the cases 
with arbitrators varied from one to 
20 cases with an arbitrator at a time. 

(ii) The retired High Court/ 

25.-------------~---------

20 
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Supreme Court judges, who ~ere on the panel of ONGC as arbitrators; were entitled to 
and accorded facilities equivalent to Directors of ONGC with regard to accommodation, 
travelling, local conveyance etc. In order to bring economy in legal expenses, ONGC' s 
Corporate office vide circular no. Legal/HQ/ARB/98 dated 10 July 1998 had emphasised 
that in order to minimise cost it should be ensured that arbitrators were invariably 
appointed from the place where the arbitration proceedings were likely to be held. 
However, Audit found that of 72 cases in MRBC, in 38 cases the arbitrator was from 
outside the region. Similarly, of eight cases in WRBC, in three cases the arbitrator was 
from outside the region. 

(iii) ONGC had not framed a clear-cut policy for payment of fee to arbitrators. 
Payment of fees was determined on case to case basis. The fees of the arbitrators were 
not fixed at the time of empanelment but decided by the arbitrators themselves at the time 
of appointment. ONGC did not have any control in respect of arbitrator's fees and 
generally a fee demanded by the arbitrators was accepted. The fee was generally on ' per 
sitting basis' and not on 'per case basis'. This resulted in increase in legal expenses with 
each additional sitting. 

Audit felt that ONGC might consider approaching institutions like the Indian Council of 
Arbitration," which charged lump sum fee per arbitration case on the basis of amount of 
claim of individual cases and a one-time registration fee, for settlement of disputes. 

The Management, whi le noting the audit observations, stated (January 2005) that 
instructions had been issued in November 2004 that the appointment of arbitrators should 
be made with prior consultation with Chief, Legal services and utmost care would be 
taken to make the system more effective. The Management also assured that it would 
work on the suggestion of Audit for approaching the institutions like Indian Council of 
Arbitration. 
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3.2.8 Appointment of Advocates 

ONGC had also not framed any clear-cut guidelines/procedures for appointment of 
advocates for pleading its cases in arbitration or for payment of fees to them. There was 
no uniformity in the procedure followed by ONGC in different regions for appointment 
of advocates as well as payment of fees to the advocates. The following comparative 
table shows the difference of procedures being followed in various regions:-

MRBC WRBC SRBC Other regions/locations 

Dehradun New Delhi CRBC ERBC 

Fees In the Rs. On the Rs.IOOO per Rs.500 (Jr. Rs.4000 Rs.750 (Jr. 
range of 5000 basis of fee hearing Advocates) per Advocates) 
Rs.4500 per schedule (Rs.2000 

Rs.2500 
hearing 

Rs.2000 
to hearing fixed by the outside 

(Middle (Middle 
Rs.7500 High Court Dehradun) 

Level Level 
per da:r 

Advocates) Advocates) 

Maxi- No max. Rs. No max. No max. No max. No max. No max. 
mum limit 60,000- limit limit limit limit limit 
fees 
per 
case 

During the year 2002, the Internal Audit Department of ONGC had conducted a study 
relating to procedure for appointment of advocates by its various regions and it observed 
that various regions were not following uniform guidelines or system for empanelment of 
advocates. The time interval of their empanelment was irregular. Across the regions, 
there was no uniform list of services required to be provided by the advocates. Although 
the findings of the Internal Audit were presented to the Board of Directors of the 
Company by the Director (Finance), no remediaVcorrective action was taken by ONGC 
to streamline the procedure for appointment of advocates. 

The Management stated (January 2005) that they had the schedule of fee for different 
places duly approved considering the locations and the status of the advocates. The 
Management added that a working committee of Senior Officers of Law Department was 
constituted to look into the report on 'System of empanelment of advocates and periodic 
review of their performance'. 

The fact remains that no resolute action was taken (December 2004) on the 
recommendation of Internal Audit for having uniform guidelines as regards the time 
interval for empanelment of advocates, the list of services to be provided by them and the 
procedure for appointment of advocates. 
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3.2.9 Pendency of arbitration cases 

The table below shows the pendency of arbitration cases in ONGC. 

(Number of arbitration cases) 

Years MRBC Dehradun/CRBC/ WRBC SRBC Total 
ERBC 

Live Settled Live Settled Live *Settled Live Settled Live Settled 

I< 13 4 0 6 I NA 0 0 14 10 

1-3 17 14 15 12 7 NA 0 I 39 27 

3-5 17 8 15 9 4 NA I 0 37 17 

5-10 20 9 1 14 4 I NA 0 1 35 14 

>10 7 I 4 0 0 NA 0 0 II I 

Total 74 36 48 31 13 - I 2 136 69 

• Detatls m respect of 7 settled cases of WRBC were not available. 

ONGC had I I arbitration cases 
going on for more than I 0 years. 
The highest pendency (seven) 
was in MRBC region. Of the 
cases settled, it was noticed that 
the largest number of cases were 
settled between one to three 
years. 

70 .------------------------------------------------------------------------------. 

The Committee on Public 
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Yr. 
3to5 5to10 10Yr.& 

Yr. Yr. Above 

Undertakings (1992-93) also had • Live cases • Settled Cases I 
taken note of inordinate delays 
and recommended that a time-bound program should be drawn up in settling the cases 
through conciliation/negotiations. 

Audit found that ONGC had taken a policy decision (July 1998) to resolve the disputed 
cases by conciliation through an Outside Expert Committee (OEC). However, despite the 
formulation of the policy, ONGC took considerable time to initiate and approve the 
proposals-for referring the individual cases for settlement by OEC. In respect of MRBC, 
three cases pending before arbitrators for more than I 0 years were being referred to OEC. 
Proposal for referring the cases to OEC was submitted in January 2003 to ONGC 
corporate office, whose approval was still awaited (December 2004). It was also observed 
that in two cases in WRBC the time taken for constituting the OEC was eight and 12 
months respectively. In two cases in MRBC, ONGC took nearly a year to constitute 
OEC, resulting in the contractor refusing to refer the cases to OEC. Consequently, the 
arbitration proceedings had to be recommenced. 
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Audit found that OECs took an average time of 10.6 months, to settle the five cases 
referred to them, which was substantially less then the average period of 46 months taken 
for settlement of cases referred for arbitration. In view of the above it is recommended 
that ONGC should refer cases to OEC expeditiously so as to settle them in a timely 
fashion. 

The Management, while accepting the audit observations, stated (January 2005) that 
instructions had been issued to all senior legal executives to go in for suitable arbitrators 
considering their age, knowledge, integrity, experience and disposal rate so as to have 
expeditious di sposal of the cases. The Management added that, as per policy of ONGC. 
consent of the parties were sought for reference of their cases to OEC for conciliation 
instead of going for arbitration, so as to minimise cost and time. 

3.2.10 Cost of arbitration 

The total cost of arbitration during the period under review was Rs.7.56 crore. The largest 
expenditure on this count was incurred by MRBC, which spent Rs.6.89 crore on 
arbitration. The region-wise detail of the cost is given in the table below: 

(Rs. in crore) 

R~ion Settled Live Total 
MRBC 2.80 4.09 6.89 
WRBC 0.11 0.27 0.38 
SRBC 0.17 0.12 0.29 
Total 3.08 4.48 7.56 

6.89 

• MRBC • WRBC o SRBC 

The cost per arbitration case ranged from Rs.44,000 to Rs.48.58 lakh. The details for 
three regions are given below. Most of the cases in MRBC region cost between Rs.5 lakh 
to Rs.l 0 lakh, while most of the cases in WRBC region cost Rs.l lakh to Rs.5 lakh. 
SRBC had only three cases of which two cases cost Rs. l 0 lakh to Rs.25 lakh each. 
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25,----------------------------------------------------------------, 

20~----------~~~~~~~~=-------------------~ 
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o+---
Below Rs. 1 lakh 1 to 51akh 5 to 10 lakh 10 to 25 lakh 25 lakh and above 

I ~ MRBD - WRBC SRBC 

(Number of arbitration cases) 

Region Below Rs.l lakh Rs.Slakh Rs.lO lakh Rs.25lakh Total 
Rs.llakh to 5 lakh to 10 lakh to 25lakh and above 

•MRBc 10 22 21 12 6 71 

•WRBC 3 14 0 0 0 17 

SRBC 0 0 I 2 0 3 

Total 13 36 22 14 6 91 

• Deta1ls of the cost m respect of 39 cases ofMRBC and 3 cases ofWRBC were not avrulable. 

3.2.11 Defence of the case 

Audit found that in some of the arbitration cases ONGC failed to produce records before 
arbitrators. 

(i) ONGC placed an order for the first time on M/s. Ruchika Cables (December 
1989) for supply of I 00 COP seismic cables. ONGC was to supply connectors to the 
party for fixing the cable. The firm intimated (January 1993) that the cables were ready 
and waiting for connectors. ONGC supplied connectors without obtaining any security 
for the same. A joint inspection of the material supplied by the contractor was carried out 
(July 1994). The cables did not conform to the specifications and were rejected. ONGC 
cancelled the order and asked the firm in September/October 1994 to return the 
connectors. As the party did not respond, ONGC filed a case against the firm (July 1997) 
for the recovery of the cost of connectors along with interest amounting to Rs.36.31 lakh. 
During the arbitration proceedings, the arbitrator directed ONGC (September 2001) to 
submit a copy of Joint Inspection Report indicating rejection of cables. But ONGC could 
not submit the Joint Inspection Report as the concerned file had been stolen. Thereafter, 
more than three years had elapsed but ONGC could not submit the required Report before 
the arbitrator. The case was pending in arbitration. 
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The.Managem'ent accepted the audit observation and stated (January 2005) tliat the 'First 
Information Report' and 'non-traceable reports' were medl with the arbitrator an.d 
pronouncement of the award was expected soon. 

The Arbitrate~ announced the award on i.O January and directed ONGC to pay Rs.3.76 
iakh to the firm towards cost of76 cablesand colllflection chargesthereof, which the firm 
had already done, and the firm to return the balance connectors to ONGC. 

: 

(ii) M/s. Birla Technette Gas Exploration Umited was awardledl a contract for the 
. work of drillin'g of oil weBs on meter rate basis. in Gandhar belt at Ankleshwar Asset The 

contractor initiated (1998) an arbitration case to pursue its claim for refund! of Rs.33 .20 
lakh recov.ered by ONGC towards damages caused to the oil wen dlue to negligence on 

--- the part of thei contractor and interest thereon~ It was observed that the recovery made by 
ONGC on account of damages of oH weBs was as per the terms and conditions of the 
contract but QNGC failed to estabHsh in the arbitration proceedings, the negHgence on 
the part of thb contractor that caused damage to the oH weBs. The arbitrators aHowed 
(June 2000) the full claim of the contractor. _ 

The Managem:ent stated (January 2005) that the arbitration award was chaHenged in the 
Court as none of the arbitnttors had technical knowledge regarding the well and its 
difficulties. ! · · 

The Managenient's contention·is not tenable because ONGC was to appoint one of the . 
arbitrators of the arbitration tribunal and, therefore, it was responsible for not appointing 
a technical pe1;son as arbitrator. 

i . 
3.2.12 Collection ~~award 

Audit found tl~at ih the following cases ONGC was unable to coUect the award given by 
.the arbitrator. . 

(i) ONGd entered into a contract with M/s. · Geo Consultant Instrument, USA 
(August 1980) for providing services at a total cost of US$ 0.78 minion. (induding US$ 
0.18. million towards Consultancy). The firm was paid! a processing fee of US$ 0.43 
minion and a 1 consultancy fee of US$ 0.12 minion between 1980 and 1983. without 
obtaining any; guarantee or security. The firm defaulted and failed to deHver required 
services, as it, did not undertake the work, as envisaged in the contract ONGC invoked 
(October . 198_8) the arbitration clause of the contract, five years after default had 
occurred. Though the arbitrator gave an award of US$ 0.55 mHHon (Rs.2.67 crore) in 

• I . . 

. favour of O~GC (January 2002), ONGC was unable to coHect the award! as later 
investigations i through the Indian Embassy in USA revealed that the firm was non­
existent. 

The Management stated (January 2005) that action was being taken to engage an 
advocate for filing the original a:ward'iirn District court, Dehradlun, for making it a deere~. 

\ 

(ii) ONGC placed a supply order (October 1993) for procurement of 292 drums of 
pipes/lubricants on M/s. M J Enterprises, Kolkata, at a total cost of Rs. n·.09 iakh.­
However, the material supplied faHed to meet the dedared specifications and! the supplier 

' 
j 

'I 
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i . 

did· not replace the same. ONGC. initiated (January 1997) arbitration for recovery of an 
t· . . . : . 

amount of Rs. 7.48 lakh with interest. The arbitrator awarded an amount of Rs.6.82 Ial¢ 
with :interest in favour of ONGC in October 1997 but the same could not be executed, as 
the whereabouts of the firm were _not known. . 

The Management accepted (January 2005) that in the absence of the whereabouts of the 
contractor the awards/decree w~re pending for execution. · 

! 
3.2.13 Conclusion/recommendations 

I . I . . . 
A more efficient and effective contract management mechanism may reduce the ·. 
incidence -of disputes and arbitration in ONGC. It also needs to frame ·clear policies 
relat~g to appointment of Arbitrators and Advocates, payment of fees and time period · 
for ~nalising the· cases in order to ensure timely and economical settlement of cases. 
Timely pursuance of the conciliation mechanism may also help ONGC in settlement of 

I . 

. pend,ing cases. · . . 

The ~~magement, while appreciating the audit observations, stated (January 2005) that 
ONGC was initiating process to further improve the p'olicy regarding engagement of 
advocates and arbitrators and assured that it would continue in its endeavour to constantly 

· imprpve the systems, procedures and contract management programme. 

The review was issued to the Ministry in October 2004; its reply was aw:aited (March 
2005). . . . 

! . 
' 

I 
. I 
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I. 

Higlkffiglkds 

Since 199J, the Government invited foreigri and· domestic priv~te sector companies to 
participate in !the development of oil and gas fields, fuHy/parUy discovered, and the 
exploratory blocks. The audit results of the production sharing contrac~s (PSC) between 

·the Govermn~nt, ONGC and the foreign and domestic private sector companies, in 
respect of medium-sized fields were examined and incorporated in the CAG's Audit 
Report of 199?. This report contains a follow-up of the Audit review of the issues n:tised 

. in the previous: Audit Report and the performance of the production sharing contracts. . 

· (Para 33,1 ali8d 333) 
' . . ' 

The major issues of 'non-reimbursement of past costs to ONGC', 'import parity price not 
made applicab~e for gas produced by national oH companies (ONGC and OIL)' and 'non · 
finalisation of agreement for sale of crude oil and gas. with the Government's nominees 
(IOCL and GAIL)' raised in the_CAG's Audit Report of 1996 remained unaddressed in 
spite of the assurances given to Audit by the Government. · 

(Para 33;4) 

Gas ·price aHoWed to different JVs was higher than the price it was sold by GAIL to 
consumers. ONGC was asked by the Government to meet the loss suffered by GAIL on 
this ·account ard consequently it absorbed an. adverse impact· of Rs.4,265 crore upto 
March 2004 in1respec(offom medium-sized fields. 

(Para 33A,ii) 

The non-finaHsation of th~ Agreements for sale of crude. oil and! gas led to non-recovery 
of Rs.2T7 .15 crore for transportation·. of gas by ONGC amLshort payment of Rs.300.59 · 
crore to ONGC towards processing charges in respect ofPamm/Mukta gas. · 

(Pam 33,5 i) 

.Transportation i charges arid processing charges in respect of Tapti field had not been 
finalised and t~e provisional tariff affected the Govemment/ONGC take. · 

i (Para 33,5 ii) 
I 

Deficiencies in: PSC of Ravva JV led to the disputes over calculation of profit petroleum, 
such as compu~ation of pre-tax rate of return (PTRR) and payment of production bonus 
(Rs.47.56 crore) to ONGC. · 

(Para 33,5 iii) 
I . . . 

The recovery 9f levies by the Government was adversely affected due to absellllce of 
defirnation of '~eHhead value' of gas on which the royalty was to be calculated and a 
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i . 

provision in PSCs in deviation with draft PSCs approved by ONGC Board on payment of 
I , . . 

royalty/cess on the Government's share of profit petroleum. . . · · 

(Para 3.3.6 i and ii) 

ONGC was obliged to bear 100 per cent royalty in respect of pre-NELP exploratory 
blocks (Rs.228.78 crore upto March 2004 in respect of two blocks)· irrespective of its 
participating interest in JV s. . . 

(Para 3.3~ 6 iii) 

3.3.1 Introduction 
i 

(i) i Efforts to involve foreign and domestic private sector companies in the business 
of exploration and production· of oil and gas in India began as early as 1973. In 1974, 
however, a inajor hydrocarbon discovery was made by Oil and Natural Gas Corporation 
Limited .(dNGC) in Bombay High and production therefrom started flowing two years 
later

1

in 1976." Though the irtitiative to involve private sector apparently went into the 
bacKground, it was continued through the 1980s on .a low key. Three rounds of bidding _ 
betWeen 1980 and 1986 did not yield any concrete results. Meanwhile consumption of. 
petrqleum products kept r_ising and domestic production. of hydrocarbons reached a 
plateau. Consequently, import intensity of Indian Petroleum sector became· a critical 
factor iri the management of the economy. Responding to this· situation, the Government 
decided in 1991 to invite foreign and domestic private sector companies to participate in 
the development of discovered oil and gas fields and, in Some cases, partially developed 
by the national oil companies (NOCs) viz. ONGC and Oil India Limited (OIL): 

I 
(ii) The. decision to involve private . sector in the devdopmerit of discovered and 
parti,ally developed oil fields licensed to NOCs was an adhoc measure taken. to meet the 
then: existing foreign exchange crisis. However, the Government, in 1993, introduced a 
policy of round-the-year bidding for exploratory blocks. A further step forward was taken 
in 1i997 with the announcement of New Exploration Licensing Policy (NELP) to 
rati6milise o~erall policy framework for the hydrocarbon sector. Consequently, upto 
2003~04, 10 rounds of bidding (pre-NELP six rounds and four rounds under NELP) were 
held1 and with "the experience gained, the. package of incentives to attract private 
investment, both domestic and foreign, in the hydrocarbon sector was improved upon 
froll} time to time. Annexure-7 maps out these developments in detail. 

(iii) • Under the pre-NELP initiative, 20 medium-sized and 64 small-sizt,;:d fields were 
offered (August 1992/0ctober 1993) for development under the production sharing 
arrahgement with private sector companies. The Production Sharing Contracts {PSCs), 
ho~ever, materialised in respect of only 29 fields comprising of five medium-sized and 
24 Small-siz~d fields, the contracts for whkh were signed"' between September 1994 and 
February 200L ONGC had a participating interest of 40 per cent in PSCs in respect of 
medium-sized fields. However, it had no partiCipating interest in PSCs in respect of 

I / . . . 

small-sized fields. 

"'PSCs were 'signed between the Central Government and the contractor (private sector/foreign 
co'mpanies and ONGC). 

I . . . 
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3.3.2 Issues raised in Audit Report, Union Government No.5 (Commercial) of 1996 

Audit examined PSCs relative to three medium-sized fields viz. Panna/Mukta, 
Mid & South Tapti and Ravva during 1995-96. The results of Audit were incorporated in 
the CAG's Audit Report, Union Government No. 5 (Commercial) of 1996. The salient 
issues raised in the Audit Report were as under: 

• · PSC signed with Enron Oil and Gas India Limited"' (EOGIL) - Reliance Industries 
Limited (RIL) consortium did not provide for the past cost reimbursement of 
Rs.676.52 crore to ONGC in respect of Panna/Mukta and Mid & South Tapti fields 
(Paras 2.15 to 2.20). 

• There was discrimination against ONGC for reimbursement of pre PSC expenditure 
(Rs.7.58 crore) relative to other parties ofPSC (Paras 2.23 to 2.25) . 

• Signature and production bonuses paid to ONGC by private companies were not 
based on well defined rationale (Paras i .26 to 2.29). 

• There were infirmities in PSC on account of un-guaranteed production and undefined 
operating expenditure (OPEX) levels (Paras 2.35 and 2.36). 

• Joint Venture (JV) operated Panna/Mukta fields at higher costs as compared to their 
bid projections and also to ONGC's costs while operating the field prior to PSC 
(Paras 2.40 to 2.42). 

• Concessions given to JV in the form of frozen royalty and cess on oil were not 
specifically apprised to the Government (Paras 2.44 to 2.46) . 

• PSCs of Panna/Mukta and Mid & South Tapti fields did not indicate detailed 
abandonment procedures (Paras 2.47 and 2.48) . 

• PSCs had left no level playing field for NOCs as compared to JVs in matters of price 
for crude oil and natural gas, royalty, cess, and customs duty etc. (Paras 3.1 to 3.7). 

3.3.3 Scope and objectives of present Audit review 

(i) A follow-up of the issues raised in the previous Audit Report on PSCs between 
the Government on the one hand and ONGC and the private parties on the other, was 
carried out during July-September 2004 with reference to records available in the 
Ministry of Petroleum and Natural Gas (MOPNG), Director General of Hydrocarbons 
(DGH), Petroleum Planning and Analysis Cell (PPAC) and the offices of ONGC 
connected with the implementation of PSCs relating to three medium-sized development 
fields viz. Panna/Mukta, Tapti and Ravva covered in the earlier Audit Report. In addition, 
records relating to two small-sized exploratory blocks viz. CY-OS-90/ 1 (PY-3 field) and 
CB-OS/2 (Lakshmi field), in respect of which PSCs were executed between 1995 and 
1998 and in which ONGC held a participating interest of 40 per cent were also examined 
in Audit. 

• Participating interest of EOG/L has since been taken over by BG Exploration and Production llldia 
Limited. 
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(ii) The objectives of Audit were broadly as under: 

• To· verify the extent of compliance with assurances given by the Government in 
response to issues raised in the CAG's Audit Report No.5 of 1996 (Commercial) and 
its consequential impact on the performance of PSCs (Para 3.3.4); 

• To examine other issues thrown up during implementation of PSCs and their impact 
on the quantum ofONGC as well as the Government take• (Paras 3.3.5 and 3.3.6 ); 

• To ascertain the overall performance of PSCs and assess the post-award economics of 
oil field development projects undertaken under different PSCs (Para 3.3.7) and 

• To study the Government monitoring over JV operations (Paras 3.3.8). 

3.3.4 Follow-up on the Government assurances in response to the Audit Report of 
1996 

The follow-up by the Government/ONGC on various assurances given in response to 
certain issues raised in CAG's Audit Report of 1996 is discussed below: 

(i) Reimbursement of past costs 

ONGC had incurred substantial past costs• in developing the oiVgas fields offered for JV 
operation. However, PSCs did not provide for compensation of past costs to ONGC. This 
was discussed in Paras 2.15 to 2.20 of CAG's Audit Report No.5 of 1996(Commercial). 
In pursuance of CAG's report, the Government appointed a Group of Ministers (GoMs) 
comprising Deputy Chairman, Planning Commission, Finance Minister and MOPNG to 
review the issue of past cost compensation to ONGC. ln October 1997, MOPNG 
requested ONGC to make a representation to GoMs on net past costs calculation (after 
adjusting for ONGC share in JVs, tax benefits already derived by ONGC, production 
already taken by them and any benefit taken by inclusion of these costs under 
Administered Price Mechanism) in medium and small-sized fields . Based on a 
presentation by ONGC, GoMs recommended (October 1997) to MOPNG that the issue 
be settled by the Government and NOCs after approval by the Cabinet. ONGC 
communicated (December 2002) details of field wise net past cost of Rs.997.77 crore for 
reimbursement. However, MOPNG felt (April 2003) that ONGC's claim for past cost 
compensation could be processed only after the claims were established to its satisfaction 
through Petroleum Planning and Analysis Cell (PPAC) which in turn asked ONGC 
(Febl}lary 2004) to submit field-wise cost data along with complete reconciliation with its 
books of accounts of respective years. It also asked ONGC to link up the same with cost 
data submitted in the past. 

The Management stated (January 2005) that the matter was being pursued with 
MOPNG/PPAC for an early decision in the matter and the additional details called for by 
PPAC in respecf.ofRavva field were submitted in November 2004. 

The fact remains that the reimbursement of past costs remained unsettled (January 2005). 

• Take refers to rtvenues arising from JV operations. 
• Costs Incurred by ONGC In carrying out the petroleum operations In the contract area prior to effective 

date (date of signing of contract) In respect of fields offered under JV. 
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(ii) lm;pmrd !Patll'idy J!D!l'ice I!Wd rfllJPJPlicabffe do grfll~ JPD'Odiaacedl by NOCs 

In Para 3J of CAG's Report No.5 of 1996 Audit commented! about the discrimination 
between NOCs and JV regarding payment of oii/gas price. International crude and gas 
price was payable to Ns lLllnder the respective_ PSCs whereas NOCs were receiving an 
administrativeiy determined Hower price for the crudle produced by them. Similarly, the 
gas price com~itted! under different PSCs was based! on 'fuel oH parity price', which was 
again. more ttn;:nn the administered price payable to- NOCs. Responding to the concerns 
expressed by • Audit i]ffi this behalf MOPNG .fuiiy endorsed (January/July 1996) the 
concept of piroviding level playing field to NOCs and stated that under the New 
Exploration Po Hey ilie qpl.llestion of paying NOCs the international price· for the crude 
produced by ~bern was· being considered!~ While the Government had since aU owed 
(March 2002) !NOCs the international price for crude, it had not decontroUed rnarural gas 
price. Conseql.uendy NOCs continued to receive, for the nattnral gas produced by them, a 
price that was! substantially lower than the international price as well as the price aHowed! 
to JVs in terms of respective PSCs. This will be evident from the table below, which 
gives a comparative picrure of narural gas prices received by JVs and NOCs vis-a:.vis 
international pirice. -

TabRe-1 
t ftllll llJS$/MMlBtl!ll 

Year lbderm~atio!lllaR Pannlli/ . Rawm Cmnsllllmer PD'o~hncer 
!l'l!lleH ({])ftD paD"nty MIDJ!k.fta ~lmd ]pllriiee pri~e (pH'nce _ pruce (pnriice 
I pll'ice Taptn Jpnrnce cHnmD"ged · by payabHe to 

GAJIL to NOCs) 
~iiJI!IDSllll;mell'Sil 

2000-01 i .. 3.89 3.ll 2.96 1.57 1.28 

2001-02 
·' 

3.19 3.H 2.96~ L51 1.20 

.2002-03 4.17 3.U 2.96 1.48 1.13 

2003-04 4.14 3.H 2.96 1.56 1.25 

2004-05 i 4.85 3.1 1* 2.96 1:59 1.19 

*in accordance with the pricing formula given under article 21.5.13 (d) of Tapti PSC, the gas price was 
. revisedupwardiriJu/y 2004 (after seventh years ofcommencemerll of production) to US$ 4.85 MMBtu. . 

. -

. A~ brought ou~ above, PSCs of different JV s provided for purchase of gas produced by 
JV s by NOCsi .at predefined price band which was substantially higher than the price 
received by NOCs on their own. production of gas as weB as the price at which NOCs 
cou.dd sen the gas to consumers. Consequently GAIL, which purchased the gas from JV s 
as the nominee of the Government, could! not recover the price it ·paid from the 
consumers. The Govemment, in order to offset this loss, asked (September 1997) ONGC 
to compensate !GAIL to the extent of the price differential, which during the period 2001-
.02 to 2004-05 ,ranged from US$ 1.52 MMBtu to US$ 1.63 MMBtu in the case of Pann.a­
Mukta and! Tapti fields and US$ 1.37 MMBTu to US$ L48 MMBTu in case of Ravva 
field!. The total financial impact thus absorbed! by ONGC with referell'lce to each JV, tm 
March 2004, is: given in the table-below: . 

i . . 
i 

·) 
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Table-2 

@_. in crore' 

JV Field Amount 

Panna/Mukta 1095 

Mid & South Tapti 2674 

Ravva 369 

Ravva satellite 127 

Total 4265 

This extra financial liability on ONGC would substantially reduce its effective take in 
JVs. 

The Management stated (January 2005) that the gas subsidy was a policy decision and 
pertained to the Government. The Ministry's response was awaited (March 2005). 

(iii) Non-jinalisation of Crude Offtake and Sales Agreement (COSA) and Gas Sales 
and Purchase Agreement (GSPA) 

As per terms and conditions of PSC the Government and/or its nominees (GAIL and 
IOCL) were to enter into a crude offtake and sales agreement with the constituents of the 
'Contractor'. Also a crude oil lifting procedure was to be agreed upon by the parties as 
soon as possible but not later than two months after the effective date of the contract. In 
para 2.50 of CAG's Report No.5 of 1996 Audit had commented about the non­
finalisation of Crude Offtake and Sales Agreement (COSA) in respect of medium-sized 
fields offered under JV operation viz. Panna/Mukta, Mid & South Tapti and Ravva. 
MOPNG in its reply had stated that the agreements were likely to be finalised soon and 
had also assured Audit that in future care would be taken to finalise the crude offtake and 
sales agreement in a timely manner. However, till date (January 2005) neither COSA nor 
GSPA had been finalised in respect of any of the medium-sized fields given over to JVs 
almost ten years ago. The non-finalisation of COSA and GSPA was also observed in 
respect of small-sized fields viz. Asjol, Barkol, Lohar, Dholka and Wave! in respect of 
which PSCs were entered into subsequently, during February/March 1995. 

The Management stated (January 2005) that COSA for Panna-Mukta oil could not be 
finalised due to dispute between JV and IOCL on the transportation charges and the 
delivery point and, therefore, COSA was being finalised keeping these two issues parked. 
GSPA with GAIL cou ld not be finali sed due to difference on its primary terms and 
conditions. 

Audit examined the issues under dispute and observed that disagreements were due to 
ambiguities prevailing in the PSCs already signed. However, in the absence of definitive 
COSA and GSPA the petroleum operation of JV was regulated by interim agreements 
which, in turn, had adverse impact on different elements of the Government take, such as 
levies and profit petroleum which are presently being calculated and remitted to the 
Government on adhoc basis. These issues are discussed in the following paragraphs. 
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view that as per Article 21.5.13 (e)• of PSC, the delivery point of gas was onshore i.e. 
ONGC's Hazira Terminal and thus transportation charges should be borne by N. Thus 
the different provisions of PSC lend themselves to conflicting interpretation by different 
parties, which itself underlines an infirmity in drawing up the contract. 

In the absence of any reconciliation of views on the delivery point, between JV and 
GAIL, MOPNG instructed GAIL (January 1998) to make to JV adhoc payment of 90 per 
cent of the sales values and to withhold ten per cent amount, to be kept in a separate 
' escrow account', towards transportation charges till finalisation of the issue. JV 
meanwhile was treating the withheld amounts along with interest• thereon, as 
'receivable' in its books of accounts. 

The opinion of the Ministry of Law obtained by MOPNG in the matter in April 1998 
stated that as defined in Article 21.5.13 (e), delivery point should be downstream 
facilities owned by ONGC at Hazira. The opinion of the Ministry of Law was conveyed 
(May 1998) by MOPNG to JV through DGH instructing it to pay transportation charges 
to ONGC. This was, however, not agreed to by JV. The Ministry of Law reiterated (May 
2000) its earlier opinion that JV had to bear the transportation charges. Thus, due to non­
settlement of the issue ONGC was not able to recover an amount of Rs.277. 15 crore on 
account of transportation charges from the commencement of gas delivery to date i.e. 
February 1998 to June 2004. 

The Management accepted (January 2005) the above audit observation. 

(b) Processing charges for gas 

As regard charges for processing of Panna!Mukta gas, ONGC was raising the invoices on 
JV @ US$ 0.39 per thousand standard cubic feet (MSCF). However, JV had not agreed 
for this tariff and was paying the processing charges @ US$ 0.0585/MSCF. Short 
payment by JY to ONGC on this account worked out to US$ 64.64 million (Rs.300.59 
crore) for the period February 1998 to June 2004. 

Audit observed that till date (January 2005) no consensus had been arrived at between 
ONGC and the 'Companies' for appointment of an internationally recognised expert even 
though seven years had elapsed since JV commenceQ utilising ONGC's facilities. The 
non-receipt of transportation and short receipt of processing charges by ONGC had also 
held up the finalisation of GSPA between JV and GAIL. This had also affected the 

• Article 2I.5.13 (e) of PSC stated that 'parties acknowledge that Gas is to be received by GAIL at Hazira 
downstream of separation and sweetening facilities owned and operated by ONGC. In order to 
compensate ONGC for the cost of ownership and operations of these facilities contractor shall ·make 
payments to ONGC on the basis of the cost fued on an incremental basis by an internationally 
recognised expert who shall be selected by two members of the operating committee from a panel of 
three internationally recognised experts selected by ONGC. In case there is no agreement between the 
compames and ONGC on the advice tendered, the matter shall be referred to the Government. The 
decision of the Government shall be final and binding on all the parties. 
•Article 18.5 of PSC provides that all amounts unpaid by the Government by the due date shall, form 
the due date, bear interest calculated on a day-to-day basis at the LJBOR plus one percentage point 
from the due date computed daily until paid. 

59 



Report No.6 of 2005 (Commercial) 

payment of royalty and profit petroleum"' to the Government because royalty on gas was 
calculated on wellhead value, which in turn was calculated by deducting processing and 
transportation charges from the sale value. 

The Management while admitting the above facts stated (January 2005) that ONGC's 
efforts to finali se the processing fee through appointment of sole expert was not eliciting 
favourable response. 

The reply is not acceptable as the matter was not referred to the Government for decision 
r.s per Article 2 1.5.13 (e) of PSC, according to which, in case of disagreement between 
the Companies and ONGC, the decision of the Government was final and binding on all 
the parties. 

(c) Delivery point for crude oil 

PSC of Panna/Mukta field provided for evacuation of crude oi l through tanker. The crude 
oil of Panna/Mukta field was pumped through Single Buoy Mooring (SBM) into a 
storage tanker called mother vessel, hired from Shipping Corporation of India (SCI), by 
means of noating hoses, then lighterage operations are carried out through daughter 
vessels also hi red from SCI for supply of crude oil to the SBM of IOCL at Yadinar on 
Gujarat coast. During monsoon, however, mother vessel itself makes the voyage to 
Yadinar to ensure safety of SBM in Panna/Mukta field . The following diagram gives 
graphica l presentation of this arrangement for evacuation of crude oi 1: -

IOC Shore Tanks 

Panna/Mukta Crude Evacuation at Panna Offshore - Schematic 

PannaSBM 

Subsea Pipeline 

Storage Tanker (Mother vessel) 
Vessel) 

Ltghtering Vessel (Daughter Vessel) 

Mother/Daughter Vessel 

······· 

.. JV was calculating the profit petroleum by considering 90 per cent of sale value i.e. tile actual sales 
realisationfrom GAIL. 
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The delivery of crude oil by JV was to be on FOB (Free on Board) basis. As per 
international practice, in case of sale of crude oil on FOB basis the buyer's tanker is 
required to be filled up within 36 hours and the buyer is under obligation to bear the 
tanker cost within this period. The present crude oil production of JV is about 26,500 
barrels of oil per day (BOPD). With this rate of production 12 and 27 days, respectively, 
were taken for loading cargo size of 40 Thousand Metric Tonne (TMT) and 90 TMT, 
being deployed by JV for evacuation of crude. The payment of detention charges of these 
tankers beyond 36 hours, thus, became a point of dispute between JV and IOCL, the 
nominee of the Government for purchase of crude. MOPNG was of the view that JV 
should bear the detention charges of tankers as per international practice. JV, however, 
was of the view that delivery point as per Article 1.27'" of PSC was the point at which 
petroleum reached the upstream weld of the outlet flange of the delivery facility, which in 
Panna!Mukta case, was SBM. Hence storage tanker being a facility in the downstream of 
the delivery point did not come under the purview of JV. Consequently the associated 
costs were not to be borne by it. IOCL as well as DGH on the contrary contended that JV 
had to ensure loading of crude oil free from water within 36 hours as per international 
practice, which JV would not be able to ensure without a storage facility, which in the 
present case was being met by the ' mother vessel ' . JV, however, contended that all tanker 
related costs should be borne by IOCL because (a) at the time of signing of PSC, the 
Gqvernment was aware that Panna/Mukta crude was to be evacuated through tanker, (b) 
at the time of submission of bid/signing of PSC production profile of the bidder was 
known to the Government, (c) the Government had approved both bid and the 
development plan without any provision for tanker or storage facility and finally (d) 
OPEX did not include tanker costs. 

MOPNG decided (March 1995) that contractor should be asked to create a storage 
facility at the offshore delivery point and in case the need arose the cost of such facility 
can be considered beyond CAPEX (capital expenditure) limit of the project provided in 
PSC. The contractor was accordingly asked to hire a tanker for serving as storage facility 
and to bear all charges of hiring such tanker till JV created an independent offshore 
storage facility. JV, thus, had borne the tanker cost amounting to US$ 67.29 million 
(Rs.219.97 crore) till March 2004 but under protest and without prejudice to its position. 
Consequently it was also accounting this expense for cost recovery purpose. 

Given the peculiar arrangement existing in the Panna/Mukta field at the time of bidding 
and the background of both, the bid as well as development plan of consortium being 
silent on this aspect, PSC was not appropriately worded. On the contrary, contradictory 
provisions on the subject were incorporated in the contract and the term 'delivery facility' 
left undefined which led to different interpretations of PSC provisions by JV and 
IOCL/DGH. The inclusion of tanker cost for cost recovery also reduced the net cash flow 
to the Companies, which, in turn, also adversely affected the Government take in profit 
petroleum. 

The Management confirmed (January 2005) the above facts and figures. 

• Delivery point means, except as otherwise herein provided or as may be otherwise agreed between 
Government and the Contractor, tire point at wltlclr petroleum reaches tire upstream weld of tire outlet 
flange of the delivery facilities either offshore or onshore and different delivery points may be 
established for purpose of sales to the Governnft!nt, export or domestic sales. 
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(ii) Transportation am! processing charges for Mid & South Tapti Gas 
; . . . . 

PSC of Mid 15{. South Tapti provided"' for JV to lay its own gas export line to Hazira arid 
an option was' given to it to either use ONGC's onshore facility at Hazira for processing 
of Tapti gas dr to construct its own onshore terminal before delivery of gas to GAIL at 
Hazira. In the Management Committee meeting of JV (December I 995) it was decided 
that JV would lay a pipeline connecting with ONGC's existing 42" SBHT pipeline and 
utilise ONGC~s pipeline and Hazira terminal for transportation and processif)g of Tapti 
gas as well as associated condensate prior to sale to GAIL. This decision was taken to 
ensure that th(;( capacities already generated by ONGC with respect to transportation and 
processing at :Hazira. were optimally utilised. Since the Companies (EOGIL and RIL) 
were insistent ;on laying a separate line for which ONGC would had to bear 40 per cent 
share of exper)diture, the Government (DGH) decided (February 1996) that tariff to be 
charged from JV should be based on avoided cost of JV facilities. However, agreement 
for calculation: of tariff for transportation and processing charges as well as mandatory 
transportation and processing losses of gas and condensate could not be reached between 
ONGC and JV. While ONGC proposed a tariff of US 27 cents/MCF of gas, the 
Companies were ready to pay only USI4 cents/MCF. After prolonged negotiations JV 
agreed (June I997) to an interim tariff of US I 8 cents/MCF and an interim agreement 
(MOU) was executed in June I 997 to that effect between JV (as shipper) and ONGC (as 
transporter). · · 

The Management; while confirming the above facts, stated (January 2005) that based on 
• I 

the transportation and processing tariff and the draft gas transportation agreement worked 
out by an international consultant, a high level negotiating team was negotiating the tariff 
with JV. 

The fact remains that no definitive transportation and processing agreement between JV 
and ONGC had been signed and the adhoc arrangement referred to above continued till 
date (January 2005) due to disagreement over tariff and transportation/process losses of 
gas. The prov,sional tariff affected the overall take of the Government as well as of 
ONGC the impact of which could not be quantified. 

(iii) . Ravva PSC 

PSC of Ravva, JV provided for sharing of profit petroleum between contractor and the 
Government o~ the basis of Post Tax Rate of Return (PTRR) actually achieved by the 

~Appendix 5: Co~mitted Development Work Programme for Tapti Block stated for laying export gas 
pipeline by JV from Tapti field to ONGC's onshore reseperation facility located at Hazira. Appendix-1 
dealing with payment for use of onshore plant stated that· 'parties acknowledge that gas is to be received 
by GAIL at Hazir,a downstream of receiving and separation facilities owned and operated by ONGC In 
order to compensate ONGC for cost of ownership and operation of these facilities, Contractor shall 
make payments to ONGC on the basis of the costs ftxed on an incremental basis by an internationally 
recognized experi who shall be selected by two members of the operating committee from a panel of 
three internation~lly recognised experts selected by ONGC In case there is no agreement between the 
companies and OfvGC on advice tendered, the mater shall be referred to Government. The decision of 
Government shall: be final and binding on all parties.' 
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Company (ies) at the end of the preceding financial year. PSC further provided that the 
value of profit petroleum to be shared between the Government and the contractor shall 
be determined for each quarter on a cumulative basis. Pending finalisation of accounts, 
delivery of profit petroleum shall be taken by the Government and the contractor on the 
basis of prov isional estimated figures of the contract cost, production, price, receipts, 
income, etc. However, within 60 days after the end of the financial year, the final 
calcu lation of profit petroleum wou ld be made based on the actual figures. 

Ravva JV reached profit petroleum regime during 1999-2000. Audit observed that the 
profit petro leum of this field was being shared on a provisional basis due to the 
disagreement between contractor and the Government over the manner in which the 
profit petroleum was to be calculated. The issues lead ing to these disagreements are 
discussed in the succeeding paragraphs. 

(a) Computation of Post-tax Rate of Return (PTRR) 

The method for computation of PTRR has been la id down in Appendix-D of PSC. Clause 
2 of thi s Appendix states that PTRR earned by Company (ies) in the contract area over 
any period would be net cash fl ow of Company (ies) arising from the contract area for 
each year separately after taking into account cost petro leum, profit petroleum and other 
incidental incomes as reduced by cost related to exploration, development and production 
of oi l and gas in the contract area as well as the notional income tax payable by Company 
(ies) on the profits and gains from the contract area. Clause 7 of the Appendix states that 
the notional tax liability in respect of contract area sha ll be determined for each Company 
comprising the contractor as if the contract of petroleum operations by the Company in 
contract area constitutes the sole business of the Company. Consequently, two sets of 
notional income tax calculations were made, one for the Companies as a who le and the 
other for each individual Company. During the relevant period viz 1994-2004 the rates of 
corporate tax in respect o f domestic Companies ranged between 46 and 35 per cent 
whereas for the foreign Companies it ranged between 50 and 40 per cent. Thus, foreign 
Companies had an inherent advantage in calculating PTRR with reference to notional 
income tax for each individual Company whereas in the case of domestic Companies 
advantage lay in calculating PTRR with reference to aggregate notional income tax 
payable by Companies as a whole. This di fference of approach in computation o f PTRR 
by foreign and domestic Companies was faci litated by the fact that in the relevant clauses 
of the PSC two different wordings viz 'Company ' and 'Company (ies)' were used. Thus, 
ambiguity in the word ings of the contract resulted in different computation of profit 
petroleum and individual stake of different parties to the contract. 

The Management stated (January 2005) that the issue was referred to arbitration and it 
awarded that PTRR calculation should not be performed individually for each Company 
but on joint basis. 

The fact remains that the ambiguity tn the wordings of the contract led to undue 
advantage to the foreign Compan ies. 

63 



Report No.6 of2005 (Commercial) 

(b) Base development cost 
I . 
' 

Operator in April 2002 moved a resolution for inclusion in the base development cost"' a 
sum of US$ 37:92 million on account of certain works, which were yet to be approved in 
the Managemeht Committee because the Operator had failed to indicate the major 
elements of these costs. Operator, however, included these items of work as base 
development cbst without the above resolution having been passed by the Operating 
Committee and :reckoned the same for computing PTRR. This resulted in increase of cost 
petroleum and payment of lesser profit petroleum to the Government to the extent of US$ 
5.69 million (Rs.24.68 crore). 

The Management stated (January 2005) that the issue of approval of the additional base 
I 

development cost was under discussion for settlement. 

The Management's contention is not acceptable because the Operator had incurred 
certain expenditure in excess of CAPEX limit specified in PSC and hence the Operator 
should not have been allowed to include the same as base development cost for the 
purpose of corriputation of profit petroleum until the requisite details of the costs were 
provided by them and approved by the appropriate authority as per PSC. 

(c) Payment of production bonus to ONGC 

As per the PSC~ ONGC was to receive production bonus at the rate of US$ 1.8 million 
for production of every five million barrels of oil. However, beyond production of 100 
million barrels,: PSC stipulated that production bonus could be payable to ONGC at 
mutually agreed rates subject to a ceiling of, US$1.8 million over five million barrel 
tranche. Audit observed that as of July 2004, Le. the ten year of production, Ravva field 
had already produced I30 million barrels of oil. However, bonus in respect of prodQction 
achieved beyond I 00 million barrels was pending agreement over the rate of bonus. 
While ONGC had been insisting on continuation of bonus at the rates at which it has been 
paid for the firs't I 00 million production, the operator is unwilling to pay bonus at this 
rate. lit would, thus, appear that provision for a negotiated settlement of rates beyond 
production profile of I 00 million barrels in respect of Ravva oil field was not judicious 
because having once parted with control over the oil field· it should have been obvious to 
the GovernmeniJONGC that the benefit, pending negotiation would remain with the 
operator. 

As consensus had not been reached on the rate of payment of Production Bonus beyond 
IOO million barrels, ONGC could not receive Production Bonus ofRs.47.56 crore" sofar 
(January 2005). : 

""Article 15.5 of PSC interalia states that the contractor shall be entitled to recover out of cost petroleum 
the aggregate of development costs incurred under the Ravva Development Plan limited to Base 
Development Cost plus five per cent The parties also agreed that for the purposes of this Article the 
Contractor's Base '/Jevelopment Costs shall be sum of US$ 188.98 million. Article 15.5 (e) (iii) (ee) 
further stqtes that i'n the event that the Contractor's Base Development Costs are exceeded by more than 
five per cent as a r'~sult of a variation to the Ravva Development Plan then the Management Committee 
shall·at the request of the Operator consider and promptly approve the same. 
"US $1,800,000x (lJ0-10015) x 44.04=Rs.47.56 crore (as on 31 March 2004). 

I 
I 
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The Management stated (January 2005) that the Companies had since offered 75 per cent 
of US$ 1.8 million for every five million barrels o f o il beyond I 00 million barrels and 
upto 125 million barrels and the same had been approved by the ONGC Board as an 
interim measure. 

The fact remains that due to the scope left in PSC for negotiation over the rate of bonus in 
respect of production achieved beyond I 00 million barre ls, ONGC remained at a 
disadvantageous position because it was not able to recover the production bonus at the 
original rate provided for in the PSC. 

3.3. 6 Payment of statutory levies 

In respect of medium/small-s ized discovered fields and pre-NELP exploratory blocks 
awarded under JV arrangement the Government froze the rate of royalty and cess in 
respect of crude oi l at Rs.481 per MT and cess at Rs.900 per MT respectively, throughout 
the contract period. However, royalty on natural gas was made applicable at I 0 per cent 
of wellhead value of gas. In the case of discovered/partially developed medium/small­
s ized fie lds liability for statutory levies was on the basis of participating interest of JV 
partners in PSC. In respect of pre-NELP exploratory blocks the Government designated 
ONGC as licence holder and made it liable to bear I 00 per cent royalty and cess 
irrespective of its participating interest in the respective JVs. 

Audit examined the correctness and timely remittance of statutory lev ies in respect of 
medium-sized fields. The impact on ONGC's take due to 100 per cent liability towards 
payment of statutory levies was also examined . 

The findings of Audit from this examination are discussed below: 

(i) Calculation of wellhead value of gas 

Sub-section 4 of section 6A of Oi lfields (Development & Regulation) Act, 1948 
empowers the Central Government to amend the schedule to the said Act, by notification, 
so as to enhance or reduce the rate at which royalty shall be payable in respect of any 
mineral oil, subject to the cond ition that the rate of royalty in respect of any mineral oil 
shall not be fixed so as to exceed 20 per cent of the sale price of any mineral o il at the Oil 
fi elds or the oil wellhead, as the case may be. 

In the absence of a definition of 'va lue at wellhead ' e ither in the Act or in PSC, each 
party to PSCs was paying royalty on gas on the basis o f its we llhead value arrived at by 
deducting the processing and transportation charges from the sale va lue of gas. However, 
Audit observed that no uniformity exists in reckoning different cost element in computing 
wellhead value and the parties to different PSCs were considering different cost elements 
for this purpose. This is evidenced from Annexure-8. 

The Management stated (January 2005) that, on the specific instructions of MOPNG, 
ONGC had been making the payment of royalty on invoice price and it had requested 
MOPNG in December 2000 to prescribed the methodology fo r dete rmination of the 
wellhead value. The Government had constituted a committee to suggest the 
methodology; its report was awaited (January 2005). 
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In the absence' of a specific definition of wellhead value either in the Act or in PSC, scope 
was left open \for calculation of royalty on gas on varying basis, which might result in 
short-collection of the Government revenue. This lacuna had not been plugged by the 
Government (~anuary 2005). 

(ii) Payment of royalty on the Government's share of profit petroleum from 
Panmu/Mukta and Tapti .IV 

The draft PSC of Panna/Mukta, Mid & South Tapti was circulated to all parties to the 
contract (inclu

1
ding ONGC) for vetting. The Board of Directors of ONGC approved the 

draft PSC on 22 December 1994 and the contract document was signed between the 
contractor an9 the Government on the same day. Audit observed that the provisions 
regarding payment of statutory levies to the Govemment, as approved by the ONGC 
Board and those incorporated in the signed PSC were not identical. The draft PSCs of 
both the JVs !ibid,· as adopted by the ONGC Board, stated that 'parties comprising 
contractor shall be liable for payment of royalty @ Rs.481 per MT and cess @ Rs.900 per 
MT for oil anp royalty @ ten per cent of wellhead value for gas respectively on their 
participating i~terest', whereas Article 15 .6.1 of signed PSC stated that 'the constituents 
of the contractor shall be liable to pay royalties and cess on their participating interest 
share of crude !Oil and natural gas saved and sold in accordance with the provisions of this 
agreement'. Tllis difference between the draft and the actual PSC led to dispute between 
JV and the Government over payment of statutory levies on the Government share of 
profit petroieutn. N was of the view that it was not liable for payment of statutory levies 
on the Government's share of profit petroleum owing to specific provision of Article 
15.6.1, paragraph six of preamble of PSC"' and paragraph two~ of the Government's 
resolution gra~ting the mining lease (ML) to JV and published in the Extraordinary 
Gazette of India on 7 December 1995. DGH was, however, of the view (June 2000) that 
royalty which :Was payable by any holder of ML in respect of any mineral oil mined and 
collected by it from the lease area at the rate specified in the Schedule was a statutory 
requirement and was subject to modification only with legislative approval, as per the 
provisions of l sub-section 3 of section 6 and section 7 of Oil fields (Regulation & 
Development) ;Act 1969.:.. Therefore, the holder of ML was required to pay royalty on 
total production of petroleum including the Government's share therein. 

I . 

The Govemm~nt started receiving profit petroleum from Panna!Mukta and Tapti fields 
from 2000-01 ~nd 1999-00, respectively. MOPNG issued notice to the constituents of the 
contract in September 2002 for payment of outstanding royalty on the Government's 
share of profit, petroleum amounting to Rs.64.96 crore along with a penalty of Rs.36.51 

"'The Government is satisfied that it is in the public interest to enter into this contract on terms different 
from those specified in section 12 of the Oil.fields (Regulation and Development) Act, 1948, and the 
Governmentis:entering into this agreement on the terms and conditions spe.cijied herein. 

0 7/"he grant of mining lease is subject to the terms and conditions to be intimated to the lessee and as per 
the production :sharing contract signed on 22 December 1994. 

'"Subsection (2) of section 6 state that ' the holder of ML shall pay royalty in respect of any mineral oil 
. mined quarried, excavated or collected by ldm from the lease area at the rate for the time being 

specified in thqt schedule in respect of mineral oil. ' Sub section. 3 states that 'subject to sub section 2 
no royalty shall be payable in respect of crude oil, casing head condensate or natural gas which is 

· unavoidably lost in operation of production of petroleum operation'. Section 7 states that 'the power of 
modification to, the existing/ease is with the House of People'. 
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crore. In November 2002 the constituents of the contract paid their share of outstanding 
royalty (excluding penalty) on the Government's profit petroleum, under protest and 
without prejudice to the contractor's position. The contractor further stipulated that it 
continued to believe that it was not liable to pay royalty on the Government's share of 
profit petroleum. Till March 2004 JV paid US$ 2.92 million (Rs.l2.67 crore) towards 
royalty and US$ 3.15 million (Rs.l3.66 crore) as cess for Panna/Mukta and US$ 11.70 
million (Rs.50.77 crore) as royalty on Tapti towards the Government's share on profit 
petroleum. 

Audit observed that (a) in the case of Panna/Mukta and Tapti JVs the main dispute over 
the payment of statutory levies arose due to the wording of Article 15.6.1 of the PSC 
which was different from the draft provision approved by ONGC Board and (b) even 
though the Ravva PSC was evaluated during the same round of bidding in which 
Panna/Mukta and Tapti fields were evaluated, and was signed much ahead of the PSCs of 
Panna/Mukta and Tapti i.e. in October 1994, it did not contain any such provisions. 
Article 17.2 of Ravva PSC which stipulated that the contractor would be liable for 
payment of royalty and cess, therefore, did not correlate the royalty to be paid by each 
party to its participating interest in JY. Therefore, JV partners of Ravva were paying 
royalty for the entire crude produced including the Government's share of profit 
petroleum. 

The Management stated (January 2005) that both industry and the Government were 
passing through a learning curve and that different contractor parties were involved in 
Panna-Mukta, Tapti and Ravva respectively. 

The reply is not acceptab le, as it does not explain the reasons for adopting wording in 
PSCs of Panna!Mukta and Tapti different from the stand taken by the ONGC Board. The 
Ministry's response in the matter was awaited (January 2005). 

(iii) Payment of 100 per cent royalty and cess in exploratory blocks by ONGC 

As pointed out above, in respect of Pre-NELP exploratory blocks the Government 
designated ONGC as licence-holder and made it liable for payment of I 00 per cent 
statutory levies, MLIPEL charges, land compensation etc. irrespective of its participating 
interest. Considering the huge financial implication of this decision, estimated by ONGC 
to be between Rs.l388 crore and Rs.6451 crore with reference to projected production 
profile of the first three out of 26 Pre-NELP blocks viz. PY -3 , Lakshmi and Gouri, 
ONGC requested the Government (May 1997) to exempt it from payment of statutory 
liability in respect of pre-NELP exploratory blocks. 

ONGC had borne Rs.228.78 crore upto March 2004 on the share of other JV partners of 
the two blocks (PY -3 and Lakshmi where production had commenced). Consequently 
ONGC's investments in these blocks became a loss-making proposition as the projected 
NPV to ONGC worked out to be negative. ONGC's request for reimbursement of royalty 
& cess payable on such blocks was considered by a Group of Ministers (October 1997) as 
well as by a Committee of Secretaries (February 1998) which both recommended that 
ONGC should be reimbursed for the actual liabilities undertaken by it on behalf of other 
partners in P Cs. However, the final reso lu ~ion of the matter was still pending with the 
Ministry (January 2005) and ONGC co lUed to pay I 00 per cent statutory dues in 
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respect of Pre~NELP JV s irrespective of its share of participating interest. The entire cost 
of royalty arid cess incurred by ONGC on behalf of other partners of PY-3 JV was not 
allowed as a; set-off against its share of profit petroleum and ONGC paid under protest 
Rs.8.05 cron:! upto 2003-04. 

i 

(iv) Late payment ofroyalty in Panna/Mukta 
' I 

Section 23(1) ofPNG rules 1959 states that all licence fee, lease, royalties and other 
payments un~er these rules shall, if not paid to CentralGovernment or State Government, 
as the case 111ay be, within the time specified, be increased by ten per cent for each month 
or portion ofa month during which such fees, royalty or other payments remain unpaid. H 
was noticed that there was delay in payment of royalty by JV operating in Panna/Mukta 
field. Instead, of making the first payment of royalty immediately after it fell due in July 
1995, the a~tual payment was made in November 1995. The Pay & Accounts Office 
(PAO), MOPNG served a demand notice (March 1996) upon JV for Rs.4.20 crore 
towards penJlty for delayed payment of royalty and rejected (April 1996) the stand taken 
by N that the delay was on account of late payment by the Government's nominee i.e. 
IOCL. H insisted (September 1996) for payment ofRs.5.25 crore inclusive ofincremental 
penalty. Audit noted that the matter remained unresolved till date (January 2005) even as 
according to! PNG-rules and conditions of ML it. was the primary responsibility of the 
licensee to pay the statutory levies (royalty) based on the production extracted. The fact 
whether or not the sale proceeds had been received had no relevance to the legal right of 
the Government to receive royalty as specified. There was also no provision in the PNG 
rules for waiying any such penalty. In fact, section 23(2) of the PNG rules specifies that if 
any license (ee, royalty or other payment due· in respect of a license or lease is in arrears 
for more than three months, the Central Government or the State Government, with the 
prior approval of Central Government, may cancel such licence or such lease. From the 
correspo_ndeqce made available to audit it was observed that this issue was not pursued 
vigorously by the PAO ofMOPNG, resulting in non-compliance with PNG rules as well 
as delay in r~alisation of the Government dues. 

3.3. 7 Overall Performance of PSCs 
i 

(Ji) The overall performance of various JV s in terms of production (projected and 
actual), revenue, cost of petroleum product, levies and taxes collected and share of profit 
derived by QNGC and Government oflndia is given in the table below: 
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I 
i 

·t 

I Table-3 
Element Unit Panna/Mul<ta Tapti Ravva 

As per Actual as Percen As per Actual 'as Percen ··As per Actual as Percen· 
PSC on tage of PSC on tage of PSC. on tage. of 
through 31.3.04 actual through 31.3.04 actual . through 31.3.04 ·actual 
out to PSC out I to PSC ·out to PSC 
contract figures contract figures contract figureS 
period as ·on period as on period as on 

i 31.3.04 31.3.04 31.3.04 
Contract I Years 25 10 25 IO 25 IO 
Period -I 

! 
Revenue 

I 
US$ in 3559.00 2066. I4 58.05 24I7.5I I3I2.95 54,3I . 2007.05 3276.30 I63.23 
MM 
(millions) 

Contract cost US$MM 
'I 

2303.00 I I49.I5 89.08 I I I4.90 652.94 58.56 I039.55 I2I6.33 I I7.00 

i 
Total protif US$ MM 1290.00 916.99 73.00 1302.6I 660.0I 50.67 . 967.50 2059.97 2I2.92 
petroleum I 

! 
I 
I I 

Companies I US$MM 7I6.40 522.68 73.00 625.25 3I6.80 50.67 480.39 741.59 I54.37 
shares of 
profit i petrohium 

I 
I 

ONGC profit US$MM 477.60 348.46 73.00 4I6.84 2I 1.20 50.67 320.26 494.40 I54J7 
petroleum 

I 
GOI profit US$MM 
petroleum I 

62.00 45.85 73.94 260.52. I32.00. 50.67 '166.84 823.98 493.87 

CAP EX I US$MM 577.00 534.00 92.55 545.00 . 375.00 68.8I I88.98 3I9.00. 168.80 i 
OPEX I US$MM 757.I9 246.37 32.54 294.80 138.39. 46.94 .182.85 I69.60 92.75 

Production 1 MM I46.00 67.28 46.08 I3.3I 4.30 32.30 100.75 I24.50 I23.57. 
of Oil plus1 Barrels 
condensate I 
Production i Billion I0.30 6.50 63.I I 31.38 I2.60 40.15 2.55 3.40 I33.33 
of Gas I Cubic I 

I Metre 

I Actual figures takenji·om the year end statement of ' operator: for March 2004 and DGH letter no 
! DGH!CC/51!2004r dated 24 August 2004. · · 

Note (a) 

(b) 

(c) 

[ Projected revenue, contract cost and profitpetro/eum were taken from the Bid documents. 

! Projected CAP EX. OPEX and production were taken from PSC. 
! . 

The f~llowing observations • have, however, been made ;by audit ih regard to actual 
. performance of these contracts: 

I. 

i . . . . . . 

(ii) I Economics of JVfor Mid& SouthTapti 
I : . . . 

The main bid evaluation criterion for award of fields under JV operation was the highest 
share bf project Net Present Value (NPV) to the Govern,ment and ONGC. Under. this 
criteriqn future cash flows as well as projected expenses were discounted to present value 
at the rate of ten per cent per annum to arrive at NPV during the contract period. NPV to 
the G~vernment included its share of profit petroleum, income tax and levies. NPV to 
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ONGC included signature and production bonuses, past cost compensation, if any, and its. 
share of profit petroleum. 

PSC for Mid 81:, South Tapti gas field was signed during December 1994 between the 
contractor (consortium of EOGIL and RIL) and ONGC on one part and Government on 
the other part. 'This bid registered the highest aggregate NPV of US$ 652.56 million, 
which included NPV of US$ 587.12 million for both the Government and ONGC and 

. I . . 

US$ 65.44 million for the Companies. The actual consumer price of gas even at the time 
of floating the tenderand award of field under PSC was only US$ 1.49 per MMBtu; yet 
the Governmerit evaluated the bids considering the floor price of gas at US$ 2.11 per 
MMBtu throughout the contract period. To that extent NPV computations made for the 
purpose of eva~uating various bids were not realistic in as. much as the impact of price 
differential in purchase price and sale of gas was not reckoned for the purpose of 
computing NPV. Subsequently, however, the Government directed ONGC (September 
1997) to bear tile differential JV gas price and consumer gas price {see Para 3.3 .4 (ii)}. 
Considering that ONGC had already absorbed price differential of Rs.2,674 crore upto 
March 2004, it is evident from computation made by Audit (Annexure-9) that at the end 
of tenth year (seventh year at end of production) i.e. 2004 the Government take 
(including ONGC) from Tapti field was negative to the extent of US$ (-)15.974 million 
(Rs.69.31 crore). 

According to Article 21.5.13 of the PSC of Tapti field JV could sell gas to GAIL in the 
price band of US$ 2.11 MMBtu to US$ 3.11 MMBtu during the initial seven years after 
production commences. However, as per Article 21.5. 13 (d) of PSC, in the subsequent 
years it had the;option to raise the price as per a given formula. Consequently, JV raised 
the gas price td US$ 4.85 MMBtu with effect from July 2004 {refer to para 3.3.4(ii)}. 
This would raise the price differential to be borne by ONGC further to US$ 3.26 MMBtu 
{i.e difference ~etween N price of US$ 4.85 and consumer price of US$ 1.59, as per 
para 3.3.4(ii)}. Considering·the projected increase in production in the Tapti field from 
5.09 MMSCMD to 6.71 MMSCMD from October 2004, NPV of the Government take 
including that ofONGC would turn even more negative. 

I 

The Management stat€d (January· 2005) that, as intimated to ONGC in November 2004, 
MOPNG had taken a decision according to which the additional gas produced by Panna­
Mukta, Tapti and Ravva JVs beyond the average availability level of the year 2003-04 
would be sold by GAIL at a price in terms of the respective PSC. In case GAIL was 
unable to do so,.JVs would market these additional volumes directly; effective from April 
2005, at a price higher than the price offered by GAIL. 

The fact remain;s that the Government's direction of September) 997, asking ONGC to 
bear the differerytial in N gasprice and the consumer price, was issued without properly 
assessing its impact on the. financial working of ONGC. MOPNG's recent decision, as 
mentioned above in the Management reply, may give some relief to ONGC in future but 
largely there ren;mined an overall uncertainty in regard to the impact of the Government's 
policy of September 1997 on the financial working of ONGC. · 
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3.3.8 Government's monitoring ofjoint ventures 

(i) Government Audit of JV operations 

As per Article 25.5 of PSC, the Government shall have right to Audit the accounting 
records of the Contractor in respect of petroleum operation as provided in the Accounting 
Procedure• laid down in the PSC. It was, however, observed that the Government (DGH) 
did not exercise its rights in a timely and effectively manner. The first such Audit• by the 
Government, of Panna/Mukta and Tapti JV for the accounting records from 22 December 
1994 to 31 March 1998 was carried in September 1999 and the relevant Audit 
observations were notified to the Contractor in December 200 I i.e. after 26 months. 
Subsequent Audit of the accounting records from I April 1998 to 31 March 2002 was 
carried out in September 2003 and Audit exceptions were notified on 14 June 2004 i.e. 
almost six months late. Arrangements for Audit by the Government of JV accounts were, 
therefore, far from satisfactory and need urgent attention ofMOPNG. 

(ii) Insurance 

PSC provides that ' the contractor shall, during the term of the contract, obtain and 
maintain insurance coverage for and in relation to the petroleum operations for such 
amount and against such risk in accordance with generally accepted international 
operating practices as are set forth therein and shall furnish to the Government 
certificates evidencing that such coverage is in effect' . 

Audit examined the compliance with the above provision of PSC and observed that 
though PSC did not explicitly provide for each participant to carry a separate insurance 
policy, each constituent of Panna/Mukta and Tapti JVs was securing insurance to cover 
its participating interest. Though this arrangement was agreed to by the Government it 
suffered from an infirmity in as much as participants could take respective insurance 
policy on terms, which might not be comparable and not necessarily compatible with the 
aggregate interests of JV. Consequently constituents of JVs were covering different types 
of risks to different extent. DGH could not produce to Audit the insurance certificate in 
respect of Panna/Mukta and Tapti JV except for the year 200 l-02. ' Operator' had sent the 
certificate only in June 2001 and ONGC had sent its certificate in September 2001. It was 
also observed that the JV property to the extent of ONGC share was not covered for the 
first 40 days of2001-02. This exposure of JV property to risk had not been objected to by 
DGH; nor had it pointed out non-submission/late submission of insurance certificates by 
different N partners. 

The Management stated (January 2005) that ONGC already had a policy for all its assets 
in place in December 1994 when the JV operations started and therefore, it did not join 
the JV policy in order to avoid duplication of cost. It further stated that 40 day's delay in 
200 1-02 was due to placement fai lure on account of hardening of insurance market. 

•Accounting Procedure 1.9. 1 limits the Government's right to inspect and audit the books of account 
within two years or such longer period as may be required in exceptional circumstances from the end 
of a financial year. Further, Accounting Procedure 1.9.4 stipulates that audit observations shall be 
notified by the Government to the Contractor within 120 days after the completion of audit. 

• Audit undertaken through private firms appointed by the Government. 
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The fact remains that non-monitoring of insurance provisions may attract huge risk, 
which is evident from the fact that JV property remained un-insured without any. 
objection. from monitoring body. Further, the adherence to generally accepted 
international firactices needs close monitoring which was not being done. 

3.3.9 ConncllllllsnoJJJI.s 

{i) The ~ajar issues of 'non-reimbursement of past costs to ONGC', 'import parity 
price not made applicable for gas produced by NOCs' and 'non-finalisation of 
agreements for sale of oil and gas (COSA and GSPA)' raised in the CAG's Audit Report 
of I 996 rem'ain.ed unaddressed in spite of the assurances given to Audit by the 
Government in 1996. 

(ii) Deficiencies in formulation of production sharing contracts led to disputes over 
the transportation/processing charges for Panna!Mukta and Tapti gas, delivery 
point/facilities for Panna!Mukta crude oil and in case of Ravva joint venture over the 
computation df post-tax rate of return and the production bonus. These disputes, in turn, 
led to non-finalisation of agreements for sale of gas/oil and consequent non­
recovery/short-recovery by ONGC towards transportation & processing charges and 
production bonus. 

(iii) The Gbvern.ment decision. for ONGC to bear the differential between JV gas price 
and consumer gas price made NPV of the Government (including ONGC) in respect of 
Mid & South Tapti gas field negative. 

i . 

(iv) The Government did riot adhere to PSC provisions relating to the Government 
audit of joint venture operations and the insurance of joint venture assets in a timely and 
effective manner. 

3.3.Hll ·RecomllJJJI.enntdla~noJJJI.s 

(i) Utmost care should be taken in the formulation of production sharing contracts so 
that scope is not left for (a) varying interpretation of the words/clauses contained in the 
contract and (b) negotiation in fixation of quantum of the liabilities and rights of the joint 
ventures and their constituents. The disputed issues arising out of ambiguities· in the 
various provisions of PSC should be resolved and agreements for sale of gas/oil (COSA 
and GSPA)of joint ventures finalised expeditiously. 

,· 

(ii) ONGC, being a commercial undertaking, needs to be proviOed level playing field 
particularly in regard to the pricing of gas and the payment of statutory levies 

I . . • 

(royalty/cess) on gas and mi. 

(Hi) As royalty of natural gas is based on 'wellhead . value' of the gas, the term 
'wellhead value' and the method for its computation need to be prescribed by the 
Government \Vithout delay. 

(iv) The dovernment's monitoring over the joint venture operations needs to be 
strengthened to ensure fair implementation of the production sharing contracts and 
adequate protection of the national assets. 

The review was issued. to the Ministry in December 2004; its reply was awaited (March 
2005). 
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Report No. 6 of 2005 (Commercial} 

4.1 Project lfla!tming am! Execution 

4.1.1 Loss due to recommending incorrect specifications 

COJmj[llmnny . snnft"Jferedl a llOJss OJJf JRs.2.16i® II!Imre nnn reii!Gmmennidlnnng nnnii!Gned 
S eiCfifn!Catll:llOJIIDS finn 11:llne ii!OliiDSIIDfill:atiiDIC WOJrJk. ll"i!!llat11:finn 11:0l 11:mnnsJfer ll ellfinnes. 

I 

Engineers India'Limited (Company) entered (February 1998) into a contract with Indian 
Oil Corporation Limited (IOCL) for undertaking project management, process design,· 
detailed engineering, procurement, tendering for construction work, inspection and 
expediting for ~U-V project at Gujarat Refinery. The Company prepared the material 
requisition (August 1998) for transfer pipelines of Feed Preparation Unit (FPU) Revamp 
as per the .terms of the contract and recommended procurement of SS-41 OS (32" dia) 
transfer pipelin¢s to IOCL. IOCL placed orders on the suppliers (January 1999) at a cost 
ofRs.L05 crore~ which were.received in October 1999. IOCL, however, raised doubts on 
the correctness of SS-410S clad metallurgy for FPU transfer lines on account of high 
corrosion rates ~ith an expected life of one year only. It, therefore, became necessary to 
replace the transfer lines with SS-316 L clad metallurgy. Accordingly, IOCL requested 
the Company (October 1999) to take immediate corrective action besides compensating 
the loss. The C<;>mpany accepted the mistake (November 1999) and IOCL placed orders 
with the revised specifications at a total cost of Rs.l.20 crore (January 2000). The work 
was completed i~ April2000 after a delay of four months. 

! 

IOCL recovered an amount of Rs.l.32 crore (October 2002) as landed cost spent on the 
pipelines with i1,1correct specifications from the amount payable to the Company against 
another project besides levying liquidated damages of Rs.l.28 crore. The efforts made by 
the Company tci re-utilise the transfer line material in some other project or to sell the 
same did not m~terialise. These pipelines continued to lie at the project site in an open 
area for more thi:m four years. 

The Management stated (March 2004) that such error in consultancy business could not 
be totally eliminated. They further stated that there was chance of utilising the pipelines 
in some of the future jobs to be taken. up by them. They also stated that the Company 
would be liableionly to the extent of 20 per cent of the modification cost on account of 
any error or omission. The reply is not tenable as the contract provided that in the event 
of faulty engineering i.e. error or commission in technical studies performed by the 

I 

consultants, they shall furnish corrective technical studies and engineering as might be 
required withou~ any additional cost to the owner. Since the changes warranted in this 
case were due to the mistake on the part of the Company, the entire loss was to its 
account. Besid~s, the Company as a Project Management, Design and Engineering 
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I 

Con,sultant was not expected to make_ fundamental errors in recommending technical 
specifications. IOCL had since recovered the full amount from the final payment of 
another project and conveyed to the Company that the matter was closed (October 2002). 
Thej Company also provided for the amount as bad debts in its accounts during the years 
2000-01 to 2003-04. · 

Thei Company, thus, suffered a loss of Rs.2.60 crore due to recommendation of incorrect 
specifications for the transfer pipelines for the work executed for IOCL. 

Thei matter was repotted to the Ministry in March 2004; its reply was awaited (January 
I 

2005). 
' 
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4.1.2 lnfructuous expenditure in replacement of pipeline 
I 

Defective planning and. lack of foresight of the Management resulted in infructuous 
expenditure of Rs.8.95 crore on replacement of pipeline with higher diameter at 
Kandla Port. 

In. bctober 2000, Indian Oil Corporation Limited (IOCL) completed laying of 24" 
diadteter pipeline, in replacement of the existing 16" diameter pipeline from Kandla jetty 
to the main terminal at Kandla Port at a cost. of Rs.8.95 crore. The Board of Directors of 

I . , 

IOCL had approved the project in May 1998 and the work thereon commenced in June 
1999, on the premise that the demand for Petroleum, Oil and Lubricants (POL) at the 
main terminal of Kandla Port Trust owned by IOCL would rise from 9.10 MMTPA ~ in 

I 

1996-97 to 18 MMPT A by the turn of the century. Contrary to this, the actual quantity 
han~ led by IOCL at the main terminal as well as foreshore terminal at Kandla_ Port during 
the years 1999-00 to 2001-02 ranged only from 0.118 MMT to 3.04 MMT, rendering the 
entire expenditure ofRs.8.95 crore infructuous. 

I 

Audit revealed (October 2001) that the projection of demand of 18 MMTPA made by 
IOCL was based on the Report (December I 996) of the Industry Working Group on 
Kan~la Port. However, at the time of approval and initiation of the work, IOCL did not 
take into consideration subsequent significant developments in the region like (a). 
enhanced refinery capacity in the country with the commissioning of Panipat Refinery, 
EssJr Refinery, expansion of Gujarat Refinery and Reliance Refinery at Jamnagar and (b) 
imp~ct anticipated with the commissioning of Jamnagar-Kandla pipeline by the end of 
I 999. Since, as a result of these developments, POL traffic to Kandla Port was likely to 
fall ~teeply, the projected viability was at a very high risk from the beginning. Though the 
Management, iri September 1999, did consider a proposal to abort the pipeline project, 
the ~ecision was taken to go ahead with the work as about 85 per cent of the work had 
already been completed and extra expenditure was involved in dismantling the facilities 
already created. However, the scope of work was reduced by dropping establishment of a 
boo$ter pumping facility that was expected to cost Rs.18.17 crore. 

• Million Metric Tonnes Per Annum 
I 
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The Management stated (August 2004) that the project work relating to replacement of 
the pipeline wi~h higher diameter was part of recommendation submitted by the Industry · 
Working Group in December 1996, which was approved by the Government. The 
Management ft;~rther stated that had Reliance Refinery (commissioned in July 1999) been 

. delayed, the faCility could have been of vital importance for maintaining product supplies 
to North and Northwest. 

The reply of the Management is not tenable as it failed to take due cognisance of inherent 
risks of the project, which were examined· and clearly identified by IOCL's Project· 
Appraisal Group in September 1997 and its Shipping Department in February 1999, and 
foresee, well irt time, the apparent underutilisation of the facility in future. The Shipping · 
Department had intimated to the Engineering Department as early as in February 1999 
that there woufd be no traffic to Kandli Had the progress of the Reliance Refinery and 
other industry; developments identified by various groups of IOCL been given due 
cognisance in ~ime, i.e. before approval or commencement of the work, the infructuous 
expenditure ofRs.8.95 crore could have been avoided. 

The matter wa~ reported to the Ministry in June 2004, its reply was awaited (January 
2005). 

4.1.3 lnfruct~ous expenditure due to wrong estimation of demand 

Inndlnann OnU (OirJPOiratnonn Limntedl (Com]panny) JPUHirclluasedl llanndl to set unJP a LJPG 
lbotttllnnng JPllannt! at Blluftllwara · (Rajastlluann) wntlluount canyftnng ount dletailledl· Jfeasftlbnllnty 
stundly. 'JI'Ilue JlllirOject was sunlbseq[unenntlly albanndlonnedl; tllneirelby resunlltftnng nnn lblloclkage of 
Rs.2~ 78 cmre innndl.ftnnJrUJictunouns exjpenndlfttmre of Rs.37.9G llalkllu. 

The Company: envisaged (June 1996) setting up of LPG bottling plant at Bhilwara in 
Rajasthan in order to bridge the gap between projected demand and availability of the 
LPG bottling capacity in the State of Rajasthan. Accordingly, the Company acquired 
(July 1998) 40, acres of land on 99 years lease from the Government of Rajasthan, for 
Rs.2.78 crore (including Rs.18.22 Jakh, registration charges). In addition, the Company 
also spent Rs.3 7.90 lakh towards construction of boundary wall. The lease deed was 
executed in No~ember 1998. At the time of acquiring the land in 1998, the Company did 
not review the ~alidity of the demand projections considered in June 1996 . 

. Within three months of acquisition of land, the Executive Director, Marketing (Northern 
Region) of the; Company recommended (September 1998) deferment of the project as it 
would be profitable to continue the existing arrangement of supplies from Ajmer instead 
of Bhilwara. Again in December 1998 he recommended dropping of the proposal stating 
that the availab'le bottling capacity in the State in 2002 would be more than the estimated 

· demand and thy proposal was not economically viable. The Company, therefore, deferred 
the project. the project was again reviewed by the Company at the end of the y~ar 2000 
and was dropped (February 2001). The Company made efforts to return the land to the. 
Government of Rajasthan and obtain refund of the money paid. However, no refund 
could be obtain:ed (July 2004). · · · 

75 



Report No. 6 of 1005 (Commercial} 

The Management stated (January 2004) that: 

• demand projections were worked out assuming per capita consumption of 147 kg per 
annum from 1995-96 and an increase of two kg per year till 2001-02. However, the 
projections could not materialise and the actual consumption carne down to around 
136 kg per annum in 1998-99; 

• the matter of refund had already been taken up with the Government of Rajasthan. 

The reply of the Management is not tenable because: 

• as admitted by the Management no detailed feasibility and financial viability study 
had been conducted for Bhilwara Plant prior to acquisition of land. The detailed 
feasibi lity study should have preceded the purchase of land and pre-project activities; 

• no refund had been received from the Government of Rajasthan (July 2004). 

Thus, abandonment of the LPG plant which was taken up without any detai led feasibility 
study, resulted in blockage of funds amounting to Rs.2.78 crore for the last six years apart 
from an infructuous expenditure ofRs.37.90 lakh on the boundary wall. 

The matter was reported to the Ministry in February 2004; its reply was awaited (January 
2005). 

4.1.4 Jnfructuous expenditure due to defective planning and decision making 

IOCL incurred an infructuous expenditure of Rs.2.17 crore on an abandoned 
project as it decided to shift its depot from Satna to Bagha without considering 
liability of providing employment to local people and without entering into 
contract with HPCL for sharing cost of railway siding, which were necessary for 
economic viability of the depot. 

In May 2000, Indian Oil Corporation Limited (lOCL) decided to shift its depot at Satna 
to a nearby land at Bagha in Madhya Pradesh at an estimated cost of Rs.27 .12 crore, 
including the cost of railway siding for unloading of products that was proposed to be 
shared with Hindustan Petroleum Corporation Limited (HPCL) which were also resiting 
their depot at Bagha. The decision to shift the depot was taken keeping in view a notice 
served by the District Collector, Satna on IOCL to shift the depot to a safer place away 
from main town, after occurrence of a fire accident in the depot in June 1997. The land at 
Bagha, on which the depot was to be shifted, had been acquired by IOCL at a cost of 
Rs. l .50 crore on the basis of an agreement with the District Administration to use the 
land exclusively for construction of an Liquified Petroleum Gas bottling plant and give 
employment to 28 project-affected persons (PAPs) . The plan to construct the bottling 
plant was, however, dropped subsequently (August 1998). 

It was noticed in audit that the liability on account of employment to be given to 28 PAPs 
was not disclosed in the proposal submitted to the Board of Directors for approval of 
shifting of the depot. The profitability and the cash flow analysis was worked out without 
taking this factor into account. Further, IOCL started the project at Bagha and incurred an 
expenditure of Rs.5.42 crore without entering into a contract with HPCL for sharing cost 
of railway siding. Meanwhile, HPCL backed out of the project on the issue of offering 
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employment PAPs. They maintained that they would join only if PAP problem was not 
thrust on th~in. Resultantly, IOCL had to re,.examine the economic and · project 
justification t;:tking ihto account the PAP and HPCL factors; In March 2001, while 
reviewing economic viability of the project, IOCL observed that they did not need any 
additional ma~power at the depot, as it was a case ofresitement only and decidedto drop 
the n~sitement[ of Satna depot to Bagha. · 

In September/2002, the Board of Directors decided to drop the project, transfer the 
material valuing Rs.3.25 crore to other Iocationsand write offthe balance expenditure of 
Rs.2.17 crore (Rs.5A2 crore minus Rs.3.25 crore). 

In June 2004) the Management stated that the District Magistrate was approached for 
takeover of the land by the State Government who clarified that . in terms of the 
agreement, in!case the land at Bagha was not used for the purpose of acquisitionor the 
use was stopped subsequently, the land along with the property/building constructed 
thereupon was liable to forfeiture and no compensation was payable to the Company. 
However, the lnatter of surrendering the land and refund of the deposit was being pursued 
with the Advobate General of the State Government. 

. i. 

Thus, due to I defective planning and decision-making, IOCL incurred an infructuous 
expenditure ofRs.2.17 crore. 

:-·. 

The matter w~s reported to the Ministry in June 2004; its reply was awaited (January 
2005). i 

i 
4.1.5 lnfruduous expenditure on idle computeris~d loading facilities 

Creation of c~mputerised loading facmties at Kamal bottling phmt without proper 
planning ,res~lted in an infructuous expellllditure of Rs.2.01 crore out of which only 
facilities costiimg Rs. 79 lakh could be purposefuRly used. 

Indian Oil Co;poration Limited (Company) proposed to pump the entire LPO production 
ofPanipat refinery through pipeline to Kamal from where the surplus LPG, after meeting 
the bottling requirements of Kamal bottling plant, wasproposed to be dispatched to other 
plants. The · <;;:ompany accordingly decided (June 1995) and created computerised 
facilities for'LPG tank truck loading at(\ cost ofRs.2.01 crore at the Kamal bottling plant 
{Tank Lorry Filling Shed, pump house, purging unit for bulk trucks and centralised 
control room ~t a cost of Rs.l.22 crore (July 1998) and' loading arms"" for tank lorry 
filling at a c9st of Rs.79 lakh (September 2000)}. Before creating the facilities the 
Company did .not assess/projec'tthe availability of the surplus quantity ofLPG proposed 
to be dispatch~d to other locations. · · · 

. ' . 

i 
These. facilitie~ could not be put to use as adequate surplus LPG for loading to other· 
locations was i not available after meeting the requirements of Kamal bottling plant. 
Subsequently, [the Company used loading arms as a replacement to the existing Tank 

""Attachment us~dfor loading /unloading of products 
I 
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Lorry Decantation facilities • in Kamal and centralised control room for housing the 
Kamal Area Office which was earlier located in the Company's own marketing complex 
adjoining the Panipat Refinery. The other facilities continued to remain idle (July 2004). 

The Management stated (January/May/July 2004) that the LPG bottling plant at Kamal 
was utilised to the maxi mum capacity (upto 149 TMTPA • against the rated capacity of 
88 TMTPA) resulting in reduced avai lability of surplus LPG at Kamal for loading to 
other locations. Though it resulted in idling of the loading facilities, the LPG demand of 
the adjoining consumption zones was met economically because movement to other 
locations would have resulted in additional transportation cost. As per the latest 
projections, the LPG production at Panipat Refinery was expected to increase from the 
present level of 200 TMTPA to 900 TMTPA from the year 2006-07 and it was expected 
that these facilities cou ld then be put to use. The Ministry also reiterated (September 
2004) the views of the Management. 

The reply of the Management/Ministry is not tenable as:-

• the Company did not assess/project the availability of the surplus quantity of LPG 
that was proposed to be despatched to other locations; 

• the Company was aware that the actual bottling capacity was generally much 
more ( 130 per cent to 150 per cent of the rated capacity) than the rated capacity of 
the LPG bottling plants; this aspect should have been considered before setting up 
of the handling facilities ; 

• the computerised contro l room was being used for housing the Area Office which 
was earlier in the Company's own building; this was not the purpose for which it 
was originally envisaged; 

• the facilities had id led for fou r to s ix years. 

Thus, improper planning resulted in an infructuous expend iture of Rs.2.0 I crore out of 
which on ly facilities costing Rs.79 lakh being the value of the loading arms could be 
purposefully used (March 2004). 

Oil and Natural Gas Corporation Limited] 

4.1.6 Loss due to avoidable flaring of gas 

Failure to consider financial position of vendors befo re award of contracts and 
consequent delay in supply/installation of gas compressors led to flaring of low­
pressure gas and consequent loss of revenue of Rs.71.02 crore during the period 
between Aue:ust 2001 and December 2003. 

Due to increased production of low-pressure gas in Gand har fie lds and non-availabili ty of 
gas compression faci lity, Oil and Natural Gas Corporation Limited (ONGC) was flaring 

• Facilties used for unloading LPG in case of sick wago11/tank lorry!ta11k trucks. 
• Thousand Metric Tonne Per Annum. 
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the gas in the air. In order to arrest the flaring, the Board of Directors of ONGC approved 
(November 1998) installation of compressors within 32 months i.e. by July 200 I. After 
finalisation of bid evaluation criteria, ONGC invited tenders in May 1999 and placed 
work order on Bharat Pumps and Compressors Limited (BPC), in September 2000 for 
supply of seven compressors within 12 months and on Engineering Projects (India) 
Limited (EPI), in October 2000, for installation and commission ing of the compressors 
by 5 January 2002. 

BPC supplied only one compressor in time and the remaining compressors were suppl ied 
in phases between October 200 I and December 2002 against the contractual date of 
September 200 I. The compressors were commissioned, also in phases, between 
December 2002 and January 2004, more than one year later than the scheduled date of 
July 200 I approved by the Board. During the interim period, ONGC hired two 
compressors. The capacity of the hired compressors was not adequate to compress th~ 
entire quantity of the available low-pressure gas and hence, ONGC had to flare the 
remaining gas in air. The value of gas flared during the period between August 200 I and 
December 2003 worked out to Rs.73.72 crore. The delay in adhering to the time 
schedule Jed to loss of revenue of Rs.7 1.02 crore to ONGC (after taking into 
consideration liquidated damages of Rs.2.70 crore recovered from BPC). 

Audit observed that ONGC not only took excessive time in placement of the work orders 
but also selected parties (BPC and EPI) that were facing financial problems right from the 
beginning, which Jed to further delay in execution of the project. In fact, BPC did not 
have funds to open letters of credit (LC) for import of necessary parts like gas engine. It 
could not provide even bank guarantee for obtaining ten per cent advance payment from 
ONGC as per the terms of supply order and ONGC paid the advance against indemnity 
bond to arrest the delay. In March 2002, when BPC again asked for extra-contractual 
financial support from ONGC for opening of LC, ONGC had to make an extra 
contractual advance payment of Rs.6 crore in June 2002 in order to arrest further delays. 
In the case of EPI also, ONGC had to agree to release the progressive payments of bills 
within 15 days, against 45 days as per the contract. 

In August 2004, the Management/Ministry stated that ONGC had followed standard 
established procedure for procurement of high value compressors through International 
Competitive Bidding. The contractors fulfilled the bid evaluation criteria and were found 
to be techno-commercially acceptable. 

The reply is not tenable because the essence of the project was the timely commissioning 
of the compressors, as it involved the commercial interests of ONGC as well as the 
proper utilisation of valuable natural resources of the country. Therefore, due 
consideration should have been given to the state of financial affairs of the vendors in 
their selection for the project. It was noticed in audit that, while BPC had a negative 
networth in 1998-99 and stood referred to Board of Industrial and Financial 
Reconstruction since 1992, EPI also had huge negative networth and consistently 
incurred huge loss in the three years ended March 1999 (i.e. the period before the award 
of contracts). Thus, there were adequate indications that these parties might default in 
timely execution of the project, which ONGC failed to consider in selection of the 
vendors. 
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Bharat Petroleum Cor oration Limited 

4.2 Asset Acquisition and Utilisation 

4.2.1 Idle investment due to unrealistic assessment of requirement 

Imprudent decision of the Management to augment the tankage capacity at Haldia 
without realistic assessment of its requirement led to an idle investment of Rs.l1.35 
crore. 

Bharat Petroleum Corporation Limited (Company) was having a tankage capacity of 
45,200 Kilo litre (KL) for the storage of various petroleum products at its Haldia coastal 
terminal. Although, the tankage capacity of 25,000 KL earmarked for High Speed Diesel 
(HSD) and 3,000 KL earmarked for Superior Kerosene Oi l (SKO) was more than 
sufficient to meet the requirement due to low throughput in the terminal, the Company 
assessed (February 1999) that the existing tankage capacity would be inadequate for 
receiving mult iple products, full tanker parcel size or for handling simultaneous operation 
of product receipt from Haldia Refinery and tanker discharge. Despite the low capacity 
utilisation of existing facilities, the Company augmented its capacity by constructing 
(April 2000) additional capacity of 31,000 KL (HSD-2 X 12,500 KL and SK0-2 X 3,000 
KL) at a total cost of Rs.l 0.43 crore. These additional capacities could not, however, be 
put to use due to low throughput in the terminal and the Company, for smooth evacuation 
of Naphtha from Numaligarh Refinery Limited (NRL), converted (March 2003) two 
tanks of HSD of 12,500 KL each into Naphtha tanks at a total cost of Rs.92 lakh. This 
facility also could not be utilised yet (August 2004) due to non finalisation of evaluation 
work with NRL. 

The Management contended (June 2003) that the tankage at Haldia was augmented to 
meet the demand of West Bengal and neighbouring States, which were economical to 
feed from Haldia in order to meet the future demand. It further contended that additional 
tankage had been created keeping in mind the long-term requirement of the Company in 
the deregulated scenario and that it was essential for the export/coastal evacuation of the 
increased production of NRL Naphtha through Haldia. The Ministry endorsed (January 
2005) views expressed by the Management. 

The contention of the Ministry/Management is not tenable in view of the fact that (i) the 
assessment was made without analysing the data relating to the utilisation of capacities in 
earlier years and any market survey was not conducted to assess the future requirement of 
petroleum products in the hinterland locations that could economically fed ex-Haldia and 
(ii) the existing tankage capacity remained underutilised during the last two years prior to 
taking decision for augmentation of capacities in February 1999 as the Company handled 
16,055 KL and 15,547 KL of HSD, 3,662 KL and 3,132 KL of SKO on an average 
monthly basis during the years 1997-98 and 1998-99 respectively. This low uti lisation of 
existing facilities did not warrant further augmentation of the tankage capacity at Haldia. 

Thus, the imprudent decision of the Company to augment the tankage capacity without 
realistic assessment of its requirement led to an idle investment of Rs. l1 .35 crore. 
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4.2.2 lnfructuous expenditure on development of land 

of Rs.1.88 crore on 

The Hubli POL • depot of Bharat Petroleum Corporation Limited (Company) did not 
have adequate infrastructure facilities. The Railwdys as a part of their gauge conversion 
policy were also requesting the oil industry to resite the existing depots located on meter 
gauge at Hubli to new location on broad gauge line. 

The Company acquired 63 ,602 square metres ( 15 acres) of land at Navalur in July 1997 
from Karnataka Industrial Area Development Board (KIADB) at a tentative cost of 
Rs.67.50 lakh on lease for a period of II years. The lease could be converted into sale 
subject to payment of cost finally fixed . The Company incurred an expenditure of Rs.4.64 
crore towards land development (Rs.90 lakh), construction of compound wall (Rs.56 
lakh), materials (Rs.2 .92 crore), security cabin (Rs.3 lakh), lube oi l godown (Rs.l7 lakh) 
and other expenses (Rs.6 lakh) . 

However, the Company decided (February 2002) to abandon the Depot project at Navalur 
on the ground that the project was economically unviable in the rapid ly changing market 
conditions. The Company approached KIADB (May 2002) to surrender 56,779 square 
metres of land after retaining 6,823 square metres for lube oil godown. However, the land 
was yet to be surrendered (September 2004). This resu lted in avoidable expenditure of 
Rs.l.31 crore being the proportionate cost of land development and construction of 
boundary wall on the land subsequently earmarked for surrender. 

The Company stated (Ju ly 2003) that they had made a review of the project proposal in 
the light of impending deregu lation and changing scenario and it was found economically 
unviable and hence decided to abandon the project. The Company added that certain risk 
elements were inherent in the changing business and could not be avoided. The Ministry 
endorsed the views of the Management (August 2004). 

The reply is not tenable as dismantling of the Administered Pricing Mechanism and move 
to Market Determined Pricing System was anticipated even in 1997. Hence the decision 
to undertake the work of land development and construction of compound wall should 
have been carried out prudently after a thorough review of the utilisation aspects. 

Thus, procurement of land without proper study and the subsequent decision to abandon 
the Depot project resulted in an avoidable expenditure of Rs.l.31 crore and loss of 
interest to the extent of Rs.57 lakh calculated at the rate of 12 per cent per annum (July 
2004). 

• Petrol, Oil and Lubricants 
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· 4.2.~ Avoidable expenditure due to ofjloading of bitumen filling work while keeping 
. in house facility idle 

The CompaJrny iJrnclll!rred addlfttionan expenditure of Rs,1.39 crore on outsourcing the 
bit~men fillin work when its own Rant remained ftdle. · 

The ivisakha Refinery of Hindustan Petroleum Corporation Limited (Company) has a 
Bitumen Filling Plant (BFP) originally commissioned in May 1985 at a cost of Rs.8.18 
crore. The BFP was operational till September 1997 when it was damaged due to a fire 

I 

accident. After carrying out repairs at a cost ofRs.25.85 lakh, it was put back into service 
in January 1999. 

Des~ite having its own BFP, the Company decided to outsource the work of bitumen 
fillirig. It placed (June 2001) a work order retrospectively on M/s. Baba Containers 
Manufacturers (BCM) for filling bitumen into drums, loading them into trucks, invoicing 
the customer etc. at a cost of Rs.l28 per MT for a period of one year from 1 October 
2000. This was extended from time to time and in December 2003 without re-tender, it 
was 1extended upto 30 September 2005 with a provision to extend it for a further· period of 
two 'years at the same price, terms and conditions. For transportation, of the bitumen in 
bulk from the Visakha RefineryNisakha Terminal to the contractor's site, the Company 
entered (November 2000) into a contract with another party. The Company spent Rs.1.85 
crore from 1 October 2000 to 30 April 2004 on transportation and filling of bitumen 
whil,e its own bitumen filling plant was lying idle, which lacked justification. · 

The Management stated (May 2004) that: 

® 
1

The decision to outsource the bitumen filling activity was taken in view of low 
offtake of 6.269 TMT"" during 1998-99 and 12.486 TMT during 1999-2000 and 
!safety aspects of running bitumen drum filling plant in proximity to a major refinery 
processing unit; 

I . . 

® :There were no idling costs as the BFP had 'fully paid out'. The manpower was also 
'' :redeployed elsewhere; . . j . . 

0 1 As againstthe outsourcing cost of Rs.128 per MT, the in house filling cost was about 
: Rs.iOO per MT based on packing oi 36 TMTPA •. · 

The: contention of the Management is not tenable due to the following: 
. I 

I 
e the low offtake in the years immediately after fire accident was a temporary phase as 

i is evident from the fact that the CoJnpany placed orders on BCM at an average of 54 
'TMTPA in subsequent years; I 

"'Thousand metric tonne 
+ : I 

TMTPA-Thousand Metric Tonnes per Annu'r 

I 
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o as regards the safety aspects, the BFP was functioning in the same place for 15 years 
without m}y problem. If there were any such concerns, the Company should not have 
invested Rs.26 lakh on its repair and refurbishment; 

@ the Comp'any's contention that outsourcing was more economical than doing it in­
house is not correct since while the cash outflow on account of outsourcing was 
Rs.l28 p~r MT, the cash element (variable expepses) of in house cost of Rs.200 per 
MT was only Rs.56.20 per MT. Further, there was nothing on record to show thatthe 
decision to outsource was taken after due consideration of comparative advantage as 
above; · · . 

0 'BFP had; fully paid out' is not factual since its written down value as on 31 March 
2003 was[Rs.83.23 lakh and Rs.47.07 lakh had been charged as depreciation thereon 
during 2003-04; 

I 

. c deploymep.t of manpower elsewhere is also not correct as Rs.7.33 lakh had been 
charged a~ salary and wages to BFP during 2003-04. 

. . 

Thus, the Management's decision to outsource. the filling of bitumen without ariy analysis 
of costs of alternatives, resulted in an additional expenditure of Rs.l.39 crore (Rs.1.85 
crore minus Rs.46 lakh being the cost of in-house filling) on 82,805 · MT of bitumen 
filled/handled pY the outsourcing agency during October 2000 to April 2004. · 

The matter was reported to. the Ministry in May 2004; its reply was awaited (January 
2Q05). ' . 

ifijP;r:~ohiii~~~J;hrii~~ 

4.2.4 Avoidable expenditure due to delay in surrender of land 
j . . . 

IDellay nJm SllllirireJmdleir {)):![ lla~mdl 11:o Ralillways Iresllllll1l:edl film ann avolidlalblle jpatymenn11: o:!f Irenn11: 
anndl o11:llneJr ex ennses amoux~m11:ftnn 11:o Rs.3.66 «!ll"'Oll"e. 

IBP Company! Limited (Company) was having apetroleum product depot on 8309 square 
metres land at· Shakurbasti on lease from Railways. Due to changed policy of Railways 
for moving the petroleum products on full rake basis and inadequate tankage capacity at 
the depot, the Railways had stopped (1985) loading tank wagons to the Shakurbasti 

I . ' . . 

depot. Conseq'uently, the major operations of the depot were closed and the depot was 
used as a Central Inventory Point for storage of lubricants/greases and for filling of lubes 
in barrels. In i October 1998, the Board of Directors decided to shift the activities of 
Business Group (Petroleum) to Manesar and as such Manesar became the Central 
Inventory Point for storage and distribution of lubricants and filling of small containers 
etc. After a delay of two years the Company decided (March 2000) to close the 
Shakurbasti. d~pot and dispose of the balance stock. The Company finally handed over 
the land on 22:November 2002. 

The delay in ~urrendering the land cost the Company Rs.3.66 crore (rent Rs.2.38 crore, 
property tax provision Rs.25:35 lakh, Central Industrial Security Force-deployment 
expenses Rs.Ii crore .and power and fuel Rs.2.16 lakh) from April 2000 to November 
2002 for the lease hold land. 
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I 

· The Management stated (February 2003) that though the decision to close the depot was 
takeri in 1999, the process of redeployment of staff and shifting of stock etc. involved 
time~ 

The Ministry stated (July 2003) that the
1 

Company had a large stock of lubricants worth 
Rs.4~50 crore and engineering goods worth Rs.one crore and decided to clear this stock 
and also decided not to receive product lfrom any location. Further the labour union had 
resorted to agitational approach to shiifting of Shakurbasti operations and hence the 
Company needed time to resolve the issu1le of redeployment of manpower. 

The reply of the Management /Ministry is not tenable since the Management had delayed 
the decision of closure of the Shakurba~ti depot from October 1998 to March 2000 and 

, I . 

further delayed handing over of land. The Management could have better planned the 
closure of Shakurbasti depot with arl eye on the high cost of retaining the land 
unn~cessarily. Even after settlement wit~ the labour union in July 2001, the Management 
took: more than 15 months to close the aepot and surrender the land. Thus, delay on the 
part ?fthe Management resulted in an av1~idable expenditure ofRs.3.66 crore. 

4.2.~ Blockage of funds due to acquis~tion of unsuitable land 

The decision of IBP Company Limited to take possession of an unsuitable piece of 
land and delay in deciding to dispo~e it of resulted in blockage of Rs.l.08 crore 
sin~e 1993. I . 

IBP :Company Limited (Company) appLached Meerut Development Authority (MDA) 
for allotment of approximately ten actes of land at Partapur, Meerut, to develop a 
ston1ge/distribution depot to meet the re~uirements of petroleum products in the areas of 
Uttar Pradesh. MDA offered a plot ofl8.397 acres of land in April 1992. at a cost of 
Rs.ll08 crore. The Company accepted tfue offer of MDA and deposited Rs. one crore as 
an advance in June 1992. The Com~any considered the plot as just sufficient to 
accommodate the facilities and requested MDA to allot additional land of approximately 

' I 

seven acres in contiguity of the earlier pjot for additional tankage to be built by 1999-00. 
MDA then allotted total land in two pilots measuring around 16 acres (including plot 
offe~ed in April 1992) for the value of Rls.2.06 crore payable by July 1992. However, the _ 
allotted land was in two non-contiguous tlots separated by a public road. 

In spite of not getting contiguous plots t~e Company released a further payment of Rs.90 
lakh in July 1992 followed by Rs.l 0 lakh in August 1993 and also took possession of the 
smal~er plot (7.53 acres) in July 19941and larger plot (8.397 acres) in October 1994. 
MDA, thereafter, demanded balance pa~ment in November 1994. The balance amount 
was 

1
withheld by the Company as MD~ did not make the two plots contiguous. The 

amo~nt ot Rs.32.93 lakh representing) balance cost of land (Rs.6.34 lakh), freehold 
charges (Rs.4.13 lakh), lease rent (Rs.20.63 lakh), fencing and documentation charges . . I . 
(Rs.l.83 lakh) was however, released in January 2000 though the plots were not made 
conti1guous. The Company also paid an ihterest of Rs;53.77 lakh on the withheld balance 
to ~DA. The Company constructed the depot on the smaller plot, while the larger plot 
was ~ying unutilised (July 2004). 
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Though the plot could neither be made contiguous nor could be utilised since 1994, the 
Company decided to dispose it of only in 2002. The possibility of surrenderii1g the land 
to MDA also did not materialise as MDA had surplus land available with them and were 
not interested in taking back the land from the Company. 

The Management stated (July 2004) that: 

• MDA had assured that they would resolve the matter of closing down the said road; 

• smaller plot which was offered subsequently and on which facilities were put up was 
more suitable being next to Indian Oil Corporation Limited and Hindustan Petroleum 
Corporation Limited and resulted in saving of railway siding and pipeline receipt 
faci lity; 

• in the event they were able to dispose of the land to Bharat Petroleum Corporation 
Limited (BPCL), the current price would fetch a substantial amount which would be 
many times more than the total cost paid for both the plots. 

The reply of the Management is not tenable as: 

• the Company paid for and took possession of the land without settlement of the 
material issue of contiguity of land; 

• the amount of Rs.l.08 crore remained blocked since 1994. It is not correct for the 
Company to try to compare it with the current price of land. The Company is not in 
real estate business; 

• BPCL informed Audit (Apri l 2004) that they had not made any formal proposal for 
purchase of land at Partapur from the Company. They were examining the feasibility 
of purchasing the land (April 2004). 

The incorrect decision of the Company to take possession of an unsuitable piece of land 
and delay in decision to dispose it of resulted in blockage of Rs.I.08 core. 

The matter was reported to the Ministry in May 2004; its reply was awaited (January 
2005). 

4.2.6 Extra expenditure due to delay in surrendering vacant quarters 

As a result of Management indecision, 140 vacant quarters could not be 
surrendered in time, which resulted in avoidable expenditure of Rs.82.68 lakb 
towards maintenance and service charges. 

IBP Company Limited (Company) was having 197 quarters of different categories in the 
housing colony ofNational Thermal Power Corporation Limited (NTPC) at Korba. These 
quarters were constructed by NTPC at the request of the Company at a cost of Rs.2.17 
crore. As per agreement (September 1982), the quarters were licenced for a period of 40 
years and the Company was to pay licence fee at the rate of Rs.2.65 per square meter per 
annum, in addition to service charges, for sharing of common amenities at mutually 
agreed rates on monthly basis. Further, in terms of the agreement, the Company could 
surrender all or any of these quarters with the consent of NTPC after giving six months 
notice of its intention and, in such an event, NTPC would refund the amount paid by the 
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Company for construction after deducting depreciation as per the Income Tax Act and 
Rules made thereunder. 

As the occupancy rate of these quarters started to decline due to transfer and voluntary 
retirement scheme for employees, the Company wanted (December 1998) to surrender 36 
quarters. NTPC was willing to accept the surrender provided the quarters were handed 
over in blocks (January 1999). The Company, however, did not take any action and in the 
meantime the number of vacant quarters increased to I 40 by May 2002 on which it had to 
incur extra expenditure of Rs.82.68 lakh towards maintenance and service charges before 
surrendering the same in December 2003. 

The Management/Ministry, while accepting (December 2003/May 2004) the loss, 
attributed the delay in handing over the vacant quarters to NTPC, which took a long time 
in deciding the depreciation rate to be charged. They further contended that since NTPC 
desired to accept quarters in blocks, quarters lying vacant in the block could not be 
surrendered due to occupancy of other quarters in the same block. 

The contention of the Ministry/Management is not tenable in view of the fact that (i) 
NTPC had given its consent to take back the vacant quarters in January 1999 whereas the 
Company decided only in June 2002 to give six months' notice as per provisions of the 
agreement for surrender of quarters (i.e. after a delay of about 4 I months), (ii) though 
NTPC's desire to accept the flats in blocks was outside the scope of the agreement, the 
Company did not pursue the matter accordingly and (ii i) even to honour NTPC's desire in 
its own interest, the Company could have made entire block vacant by shifting the 
occupants from the blocks sought to be surrendered expeditious ly to other blocks. 

Thus, due to delayed action of the Management, the Company had to sustain an extra 
expenditure of Rs.82.68 lakh towards maintenance and service charges of vacant 
quarters. 

, 
!!!_dian Oil Corporation Limited 

4.2. 7 Investment in idle assets 

Indian Oil Corporation Limited constructed LSHS"' tanks and railway siding at a 
cost of Rs.8.40 crore at their Wellington Island terminal. Barring movement of 
two rakes during commissioning in March 2001 the siding had not been utilised, 
resulting in idle investment of Rs.5.60 crore besides payment of lease rental of 
Rs.70 lakh as of December 2003. The tanks constructed at a cost of Rs.2.80 crore 
remained severely under-utilised. 

The Board of Directors of Indian Oil Corporation Limited (Company) approved (January 
I 996) a proposal for construction of 24,500 KL LSHS storage tanks and railway siding 
along with total revamping of terminal at a cost of Rs.22.35 crore at Wellington Island 
terminal. The Company envisaged a demand for LSHS at 5.7 lakh MTPA • for three 

• Low Sulphur Heavy Stock 
• Metric Ton Per Annum 
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power plants being set up by the Kerala State Electricity Board and one plant of 
Karnataka Electticity Board at Yelahanka. 

The storage and handling facilities were meant for import of LSHS for further 
distribution. Thb railway siding was intended to move LSHS by rail to Y elahanka, near 
Bangalore. The: Company procured (December 1998) 2.99 acres land on lease from 
Cochin Port-Tru~t for construction of the railway siding. 

The storage tan~s and railway siding constructed at a cost of Rs.2.80 crore and Rs.5.60 
crore were cotlimissioned during December 1999 to February 2001 and March 2001 
respectiveiy. · 

Scrutiny in audft (October 2002) revealed that against the envisaged movement of 1.5 
lakh MTPA, only 2 rakes totaling 1,965.299 MT of LSHS were moved to Yelahanka in 
March 2001 du~ing commissioning of the railway siding. The rake movement since then 
had not taken place as the product was moved from the Company's Gujarat refinery 
(Koyali) to Yel~hanka directly. As against the proposed LSHS off-take of 4.2 lakh MT 
per annum for t~e power plants in Kerala, the total movement during the last four.years 
(2000-01 to 2003-04 upto January 2004) was meagre 1.43 lakh MT for the plant at 
Brahmapuram only. The demand for LSHS for the other two power. plants did not 
materialise. Thd Company had no firm commitment of demand for these tWo power 
plants frQm the Kerala State Electricity Board. · · 

Thus, the railway siding constructed at a cost of Rs.5.60 crore remained virtually idle 
·Since commissioning. Besides, the Company incurred an expenditure of Rs.70 lakh on 
lease rental (@ Rs.l4 lakh per annum) for the idle railway siding during the period from 
January 1999 to December 2003. Also, the storage tanks constructed for LSHS were 

·grossly underutilised as the projected demand for LSHS did not materialise. 

The Management stated (July 2004) that the railway siding was not in use and they were 
·able to meet the 

1

,demand ofthepower plantonly because ofthe storage capacity available 
at Wellington Isl~md. · · 

The reply of the[ Company is not tenable as domestic production of LSHS was sufficient· 
to meet the demand and there were no imports during the period 1990-91 to. 1998-99. 
Further, the Corppany failed to take cognisance of the impact on the supply of LSHS 
subsequent to c9mmissioning of their own refinery at Panipat in October 1998, which 

. resulted in S!Jrplus at Koyali. This was before the award of Letter of Intent (March-1999) 
placed with RI'I[ES for construction of the railway siding. The Company also did not 
review· the proj~ct for downsizing after Bharat Petroleum Corporation Limited entered 
into fuel supply! agreement (January 1999) with the Kerala State Electricity Board for 
supply of LSHS :to one of their power plants. Further; the Company had sufficient storage 
capacity available at Wellington Island besides the four tanks specially constructed for 
imports. i 

i 
Thus, the expenditure of Rs.8.40 crore incurred on storage tanks and the railway siding 
during the period 1999 to 2001 was avoidable, as the Company failed to comprehensively 
assess the demdnd for LSHS with reference to the facts available with them before 
incurring the said expenditure. 

! 

! 
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The' matter was reported to the Ministry in April 2004; its reply was awaited (January 
2005). 

4.2.'8 Idle investment in bitumen emulsion plant . I 

C~mpany's inability to make a pr~per assessment of future demand for bitumen 
emulsion led to an idle investment of Rs.4.03 crore in bitumen emulsion lant. 

I 
The Haldia unit of Indian Oil Corporation Limited (Company) had been marketing small 

I I .. 

quaptities of bitumen emulsion, an ~mproved quality of conventional bitumen, by 
processing bitumen as per formulations of the Company, through private parties. In the 
light of the directions of the Ministry /of Surface Transport (Road Wing) to their field 
staff to use bitumen emulsion for repairs during monsoon and renewal coat in the 
immediate pre monsoon period and recommendation for using the same for tack coat 

. wo~k also, the Company anticipated· thft the demand of bitumen emulsion in the eastern 
region would become ten thousand m

1
etric tonne (TMT) per annum by the year 1998 

whi,ch would gradually. increase to 25 TjMT by the year 2009. In anticipation of the above 
req~irement, the Company decided (February 1997) to set up its own bitumen emulsion 
plant (Plant). I 

Accordingly, the Company set up the P:Iant of 47:5 TMTPA• capacity (the minimum size 
available in the market) in April 19.9i at a cost of Rs.4.03 crore. As per the demand 
projections made in the initial proposal, the Company should have produced and 
marketed 53 TMT of bitumen emulsibn during the period from April 1999 to March 
20q3. Against this projected demand, tfue Company could produce 6.07 TMT of bitumen 
emulsion only during the above periotL As such there was a gross underutilisation of 
caphcity, which led to an idle investmedt of Rs.4.03 crore made on the plant. 

Thd Management stated (July 2003) thlt (i) in case. the demand of bitumen shifted from 
conventional bitumen to eco-friendly ~itumen emulsion, as expected, it would have lost 
both bitumen sales and crude througHput; as such it felt necessary to set up its own 
facility for bitumen emulsion to safegu~rd its throughput loss and (ii) it was expected that 
den:Jand would shift towards bitumeh emulsion with the growing concern towards 

. environment. The Ministry endor.;ed (iril2004) the views of the Management. • 

The contention of the Ministry/Manag~ment is not acceptable due to the reasons that (i)) 
no 1data with respect to the market size of bitumen emulsion was available with! the 
Company for making future projection~, (ii) against the existing installed capacity of i .31 
lak~ MT in the country, actual prodJction of bitumen emulsion was only 22.5 TMT 
during the year 1995-96 and the target/for 1996-97 was only to the tune of 32 TMT. As 
such, in the absence of any reliable aata and with such a low utilisation of existing 
ins~alled capacity in the country, the cbmpany did not have any reason to believe a spurt 
in demand of bitumen emulsion to the[ extent that would require more installed capacity 
after utilising the existing installed capacity in full and (iii) future expectation of increase 
in demand with the growing concerh towards environment was not based on any 
auientic data and thus, did not merit inrestment ofRs.4.03 crore. 

9 
Thousand Metric Tonne Per Annum 

I 
I 

! 
I 
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4.3 Exploration 

4.3.1 lnfnuct'umas expenditure on a single exploratory well 

ONGC nnncnnire«ll ann nnnfrunC1tunmns . le:XJlllenn«llnttunre Gf JRs.38.816i crGre «llnnrnnng Jl911Jli!Jl-@@ tG 
2@0Jl-«D2 finn sdttfinng llllJPI GffsllnGre facfillfitfies amll re-eirntry inn a wellR wfit!lnGunt assessnnng funllny 
ttllne llnydlrGcar~Gnn JPIGtenntfiall of tllne gas fnelldl. 

i . . 

Oil and Natural Gas Corporation· Limited (ONGC) had, in mid:-nineties, drilled three 
exploratory wells in GS-23 field in Krishna-Godavari offshore. Out of these only one 
well 'GS-23-l'i was found gas-bearing and was temporarily abandoned for re-entry at a 
future date. In July 1996, the Southern Region of ONGC, in consultation with IOGPT"', 
IEOT~ and IRS~? developed a scheme for exploitation of gas from GS-23-1 and its 
contiguous field GS-15 by setting up two independent offshore platforms with a 
connecting sub~sea pipeline for the gas collection. At this stage, however, delineation 
activities of th€? two fields were in progress and estimation of integrated hydrocarbon 
potential was yet to be completed. 

A Feasibility Report on the above scheme was prepared in March 1997, .which envisaged 
a total production of 218 .. 62 MMSCM* gas from the well GS-23-1; Based on the fact that 
the field was still being explored and the reservoir behaviour was yet to be fully 

. I 

understood, in :July 1997, the Director (Finance) asked the Director (Exploration) to 
ensure fully that after the facilities were put in place; the actual hydrocarbon reserves 
would not fall much below the projected level and, in case of any doubt, advised to wait 
for 3D seismic 'survey or any other exploratory data before undertaking the scheme. In 
response, the Director (Exploration) stated (September 1997) that the scheme was 
reviewed and f~und viable. Th-e proposal was then put up to the Chairman and Managing 
Director, who also advised a 3D seismic survey of the gas fields before undertaking the 
project. The So~thern Regional Management, however, communicated (February 1998) 

· that the scheme ,was independent of any 3D survey as it involved exploitation of gas from 
the existing wells. ONGC's Board of Directors approved the scheme in June 1998. 

! . 

The work of cr~ation of offshore platform and the sub-sea pipeline was awarded to M/s. 
Clough Engineering Limited, Australia, in October 1999 without . conducting the 3D 
survey. The totdl cost incurred in building the offshore platform for GS-23-1 along with 
construction or the sub-sea pipelines. was Rs.28.08 crore. After installation of the 
platform and th~ sub-sea pipeline, ONGC re-entered the well GS-23-1 in September 2001 
at a cost of Rs.!10.78 crore and put the well on production. Within five months, i.e. in 
February 2002, the well ceased to produce gas due to low hydrocarbon potential and high 
water-loading. The well could produce only 3.26 MMSCM of gas as against the 
projection of 218.62 MMSCM. i.e.1.49 per cent of the total estimated gas production. The 
actual revenue g'enerated from gas and oil sales from this well was only Rs.1.24 crore. In 

. I 

! 
I 

"'Institute of Oil and Gas Production Technology 
6 /nstitute of Engin~ering and Ocean Technology 
"Institute of ReserVoir Studies 
"'Million Metric Stdndard Cubic Metres 

I 
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April 2003, the Reserve Estimate Committee (REC) stated that the recoverable reserve in 
the entire GS-23 field was 'Nil'. . I 

Thus, creation of offshore facilities aryd re-entry of the well without fully assessing 
hydrocarbon reserve potential of the fie~d led to an infructuous expenditure of Rs.38.86 
crore (Rs.28.08 crore plus Rs.10.78 crore). · 

The.Management stated (July 2004) ~hat11 (i) uncertainties with regard to predictive aspects 
of reservoir behaviour and production patterns had only limited relationship with the 
acqJisition and interpretation of seismic data, (ii) the producing sand in GS-23-1 was 
tested conclusively and· based on the resblts the gas production scheme was finalised, (iii) 
GS-23 field had ultimate reserves of 223 MMSCM of free gas of which GS-23-1 
accounted for 168.6 MMSCM. 

The! r~ply is ~ot tenab_le as 3D_ ~eis~ic data indicates a b~tter picture of geological 
fon11at10ns, whrch help Irt ascertammg t~e hydrocarbon potentral more accurately. In fact, 
the Director (Exploration) had approved, in June 1994, a proposal for inviting tender for 
cardring out 3D seismic survey in GS-213 and GS-15 field. However, ONGC invited the 
te!lders in June 1999 and awarded the fOrk order in November 2001. Thus, the scheme 
was1not independent of 3D survey. The 13D seismic data collected during 2001-02 was yet 
to be interpreted. Had ONGC condu1bted 3D seismic survey, obtained the data and 
interpreted it expeditiously in order to olbtain a complete and !llOre reliable assessment of 
the hydrocarbon potential of the field or waited for its results before creation of the 
offshore facilities, it could have avoided the infructuous expenditure in GS-23-1 well. As 
regards the revision of the recoverable r~serves from 'Nil' in April2003 to 223 MMSCM 
sub~equently, the basis of such revisibn was not made available to audit. The fact 

I . 

remains that the expenditure of Rs.28.08 crore incurred on creation of offshore facilities 
and :Rs.1 0. 78 crore on the well became ihfructuous. 

. I 

The matter was reported to the Minist\-y in June 2004; its reply was awaited (January 
200S). . I . 

4.3.2 lnfructuous expenditure due to kegligence in measuring length of casing pipes 
I . I 

ONGC incurred! an Jinfmchnous ex~enditure of Rs.9.32 crore on re-entry of an 
already drmed exploratory well dlu~ to negligence in measuring length of casing 
pipes and consequential short-landlin~ of the casing iin the well. 

Oil and Natural Gas Corporation Limitbd (ONGC) drilled an exploratory well 'MRAB' 
in Assam Arrakan Basin and lowered basing pipes in the well during February 1998 to 
May 1998. However, the actual lengt~ of the pipes used was shorter than the required 
len,ith mentioned in the drilling plan. 'Ilhis resulted in short-landing of the casing pipes in 
the \veil by 11 metres and termination Jf the drilling in June 1998, after testing only two 

I . 

'obj
1

ects"'' ou~ of six identifi~~ 'objects( ~or assessing the potential oil-bearing zones. To 
complete testmg of the remammg four obJeCts, ONGC re-entered the well on 6 December 

"''Objects' are those strata of the drilled well which are not covered by the casing pipes and used to test 
for Jl.resence of hydrocarbons on the basis of g4ophysical examination reports. 

I 
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1998 by 'sidetracking• '. The rig deployed in the well remained occupied on the well till 
20 June 1999 when it was transferred to another project. In this process, due to the short­
landing of casing pipes, ONGC used up additional 179 days ( 197 days between 6 
December 1998 and 20 June 1999 less 18 days planned for testing of the remaining four 
objects), which could have been avoided had ONGC engineers taken special care in 
measurement of the casing pipes to avoid short-landing of the casing pipes, as required 
by the guidelines to achieve success in lowering of casing in deep wells. The infructuous 
expenditure on re-entry worked out to Rs.9.32 crore, on the basis of proportionate 
al location of the total expenditure of Rs.25.76 crore incurred on the project (in 495 days 
between I 0 February 1998 and 20 June 1999) to the additional 179 days (i.e. Rs.25.76 
crore x 179/495 days=Rs.9.32 crore). 

A departmental enquiry into the case conducted by ONGC concluded (June 1999) that 
even though the required number of casing pipes had been lowered into the well, the 
length written (after measurement) on the body of the casing pipes was more than the 
actual length measured. This resulted in short-landing of casing pipes by II meters. 
However, no individual responsibility cou ld be fixed and the personnel in charge were let 
off with mere warning to exercise more care in future. 

In June 2004, the Management stated that the sidetracking of the wel l was not entirely 
necessitated by short-landing of casing alone but also because of technical complications 
arising due to failure of setting the bridge plug at the desired depth for block cementation. 
It also stated that an enquiry was set up wh ich weighed the overall situation and serious 
punishment on the entire crew was not felt appropriate, as stringent penalisation of entire 
crew could have severely affected the morale of other officers in an already disturbed 
area. 

The reply is not tenable as the well completion report clearly stated that the sidetracking 
was resorted to because of the short-landing and subsequent parting of casing. Further, 
the prescribed guideli ne for taking special care in measurement of the casing pipes was 
not followed and though the personnel responsible for the negligence were identified in 
the enquiry report, no action was taken by the Management to avoid recurrence of such 
expensive negligence in future. 

The matter was reported to the Ministry in June 2004; its reply was awaited (January 
2005). 

• By sidetracking is meant a situation when drilling is carried out obliquely from a depth shallower titan 
uplo wlticlt lite wellltas been initially drilled. 
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i 

~~l::!:~~~ri~~ 
4.4.{ Supply of sub-standard materia~ and resultant loss 

Supply of sub-standard bitumen to tlie Public WorkS Department, Bikaner without 
carrying out adequate quality cont~ol tests and! delay in its disposal by Bharat 
Pet~oleum Corp01ration Lftmfited resulted in a loss ofRs.96.70 lakh. 

. I 
Bha~at Petroleum Corporation Limited ~(Company) supplied (December 1996) 1500 MT 
bitulnen valuing Rs.l.25 crore (inclJding taxes and freight) to the Public Works 
D~p1.artment (PWD.), Bik~ner. The bitmren ~~PP)ied was ~ot found to be i~ conformity 
witH the standards as It had lower 1 ductility . Accordmgly, PWD clmmed refund 
(December 1997) of full amount paid lily them including. freight charges. The Company 
proposed to improve the quality of bitJmen supplied by blending it with a higher grade 
bitulnen at the site itself but this was noj accepted by PWD (December .1997). 

Thei Company, therefore, refunded (March 1998) the full amount deposited by PWD to 
therit. The bitumen returned by PWD w~s finally disposed of for Rs.63 lakh in September 
2003 after more than five years. The dJJay in disposal of the bitumen for five years also . 

' I cost the Company a rent of Rs.34. 70 lak!h towards storage. 
! I 

The. Management stated (May/December 2003) that: 

® ductility tests were not carried out ko frequently as ductility was normally within the 
permissible limits; I 

0 . based on the observations during tJis incident the ductility test was being carried out 
; on all the product quality certificatibn samples; · . 

0 bringing the product back to Mumiai was costly and they were not able to firm up a 
· viable proposal for correcting the product, resulting in delay in disposal of the 
: product. I · o 

Th~ reply of the Management is not tenable since: 

a 1 failure to conduct ductility tests ·~on the presumption that ductility was normally 
. within the permissible limit, led to the supply of sub-standard bitumen; 

o ' the Company failed to initiate tim~ly actio~ to dispose ~f the material and took more 
. than five years resulting in an avoidable payment of rent ofRs.34.70 lakh. 
i · I 

Thus, inadequate quality control tests before supply of mat~rial followed by inordinate 
delay in disposal of material, resulted i? a loss of Rs.96. 70 lakh to the Company (Rs.l.25 
cror.· e being value of bitumen plt~sJRs.34

1
. 70 lakh rental charges less Rs.63 lakh recovered 

on disposal of bitumen). 

I 

I 
I 
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The matter was reported to the Ministry (January 2004); its reply was awaited (January 
2005). . 

' ' 

4.5 Contract Mcuwgement 

4.5.1 Avoid~ble expenditure due to contracting more demand than required 

Corrn~rmd d!emarrndl of 2,81[])1[]) KV A mgafirrns~ t!lne reql!llii.remerrn~ of :U.,81[])1[]) KV A resGntedl inn 
mvofidlmlblle e:xperrndlfi~l!llre of Rs.92.95 llmlklln to tllne Comparrny dll!lle ~o selt"Vice line charge 
mrrndl fn:xedl power Sl!liJ!liJPillY c!lnarges. 

GAIL (India) ~imited (Company) got power requirements for its Samakhiali Intermediate 
Pumping· Stat~on assessed (August 1999) from Engineers India Limited (Consultant). 
Though the C~msultant had assessed the requirement of the Station as 521 KV A to 1,654 
KVA per mo~th for the years 2001 to 2008 and 1,906 KVA to 2,889 KVA per month for 
the years 2009 to 2012, the Company entered into a contract (July 2000) for a demand of 
2,800 KVA f~om a 66 KV feeder with the Gujarat Electricity Board (GEB). The acM:i] 
consumption of power at the Station during December 2000 to March 2004 ranged. 
between 212 KV A and 1, 751 KV A per month except from November 2003 to January 
2004 when it ranged from 1,823 KVA to 1,932 KVA. Based on the actual power 
consumption, ~he Company approached GEB (March 2001) for reduction in the contract 
demand, which was rejected by GEB as the minimum agreement period of two years was 
l).Ot over. The: Company then had to approach GEB again in December 2002 whereby 
GEB agreed ~o reduce the demand to 1,800 KV A subject to installation of specified 
Current Transformer and Potential Transformer. The Company installed these 
transformers ip December 2003 after placing purchase order and work order and the 
demand was accordingly reduced by GEB with effect from 1 January 2004. 

As the fixed i demand charges and service line charges were based om the contract 
demand; the ~ompany could have saved Rs.92.95 lakh (Rs.83.95 lakh on account of 
fixed demand! charges and Rs.9 lakh on account of proportionate service line charges) 
during the pe~iod from December 2000 to December 2003 if it had initially entered into 

· contract for a pemand of I ,800 KV A considering the assessment by the consultant for the 
initial years. 

The Ministry ~tated (April 2004) that: 

o the Cons~ltants had calculated the power requirement as 2,800 KVA; 
i· 

c obtaining :power from GEB is a very time-consuming exercise and hence even prior 
to selecti~m of the main equipment, power requirements were calculated by the 
Consultants based on the average/worst scenario basis; 

i 

o the Comp~ny had requested (March 2001) GEB for reduction in the contract demand 
but GEB tejected their request because of their voltage level policy under which the 
contract demand for 66 KV supply was to be 2,500 KV A. As a special case GEB 
agreed for reduction in contract demand from 2,800 KVA to 1,800 KV A. 

: 
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The reply of the Ministry is not tenable as: 

• the demand of 2,800 KVA was required during the year 20 12. For the initial eight 
years i.e. from 200 I to 2008 the maximum demand assessed by the consultant ranged 
between 52 1 and I ,654 KV A only; 

• in the present case, the Company got the power allocation from GEB (December 
1999) within four months of its application in August 1999; 

• the GEB had declined (March 200 I) to entertain the request of the Company for the 
reason of minimum agreement period of two years not being over. The Company 
could have obtained the contract demand load of I ,800 KVA from GEB initially in 
2000 itself as it did subsequently. 

Thus, the Company incurred an avoidable expenditure of Rs.92.95 lakh by entering into 
an agreement for 2,800 KVA instead of I ,800 KV A. 

industan Petroleum Cor oration Limite 

4.5.2 Failure to supply necessary inputs timely to the contractor resulted in foregoing 
the benefit of price reduction 

Delay in providing free issue materials and utilities to the Contractor resulted in 
foregoing the right of price reduction benefit of Rs.J4.95 crore. 

In order to conserve and upgrade the environment, Visakh Refinery of Hindustan 
Petroleum Corporation Limited (Company) was setting up therein Diesel Hydro de­
sulphurisation Unit (01-fDS) Project and associated uti lities so as to supply High Speed 
Diesel with 0.25 percent weight (max) sulphur with effect from I April 1999, as per the 
commitment given to the Supreme Court of India. In order to de-sulphurise the diesel, 
several processing units were proposed to be put up under DHDS Project for which 
Engineers India Limited (ElL) were consultants. The Company invited tenders (June 
1997) and based on the recommendation of the consu ltants (December 1997), awarded 
the contract upon Larsen & Toubro Limited (Contractor), being the lowest bidder at a 
total lumpsum contract price of Rs.304.16 crore against ElL's estimate of Rs.325.62 
crore and the work was completed at a cost of Rs.309 .46 crore (May 2000). 

The contract stipulated the following milestones for achievement: 

• Sea Water Cooling Tower ready for commissioning by due date of 24 
December 1998; 

• DHDS Block ready for commissioning (except reformer and sea water cooling tower) 
by 24 April 1999; 

• Commissioning of the entire DHDS Block i.e., DHDS Unit, Hydrogen Unit 
(excluding reformer) utilities and offsite to be completed within one month from the 
date plant made ready for commissioning. 
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While the firsti milestone was achieved on 11 December 99 as against the contractual date 
of completion 

1

of 24 December 1998, the second milestone was achieved on 21 May 2000 
against the due date of 24 April 1999. The third milestone was, however, achieved in 
time as stipulated in the contract. Against the delay, the Company levied total damages of 
Rs.21.66 crore·. After successful completion of the project (June 2000), a Committee was 
constituted by the consultants to review the request of the Contractor (February 2000) for 
granting exten~ion of time till actual date of completion of each milestone. 

The Committe:e recommended (December 2001) granting of extension of time till the 
actual date of1 achieving the first milestone upto I I December 1999 and in respect of 
second milestone upto 19 May 2000 as the major delay was attributable to the Company 
in providing sire clearance,· engineering inputs, free i.ssue of materials and utilities for pre 
commissioning and a delay of two days only was on the part of contractor for which the 
Committee reqomrilended (May 2003) price reduction and levying of damages, which 
worked out to Rs.6.64 crore. · 

The functional; directors considered the views of the consultants and recommended to the 
Board (May2003) extension of time for completion of the contract and levy of penalty of 
Rs.6.64 crore ,and refund of net damages of Rs.15.02 crore as against the original 
damages of Rs;.21.66 crore imposed on the contractor. The Board of Directors approved 
the proposal (June 2003). H was, however, observed that a sum of Rs.6.7I crore was 
actUally levied! as penalty and accordingly a refund of Rs.l4.95 crore was made to the 
Contractor (September 2003). Thus, due to its failure to supply the necessary inputs in 
time, the Company suffered a loss ofRs.I4.95 crore on this account. 

The Management stated (November 2004) that the delay in free issue of materials and 
utilities was due to delay on the part of the sub-vendors against whom suitable action was 
taken as per the provisions of respective purchase orders. It further stated that a fire 
accident in Sep~ember 1997 was the prime reason. The replies of the Management are not 
convincing, as lthe Management had not furnished the amounts recovered from the sub-

' vendors agains~ the loss of Rs. I 4.95 crore. Further, attributing the delays to the fire 
accident is also. not correct as this contract was awarded in December 1997 by which time 
the impacts and implications of the fire accident were well known to the Management. 

I 

The matter wa~ reported to the Ministry in October 2004; its reply was awaited (January 
2005). ' . 

. fm1R;?eoll1lim;~n\V :uimfite!di 
~t-~~~..:::±.:::.-b ___ :,_~~-~~~::-,;;~-.:::=.:.-;:;;:-:i:Hi ~ 

l 
4.5.3 A. voidable loss in hiring of tank 

I 

Dune to ldlellmy\ finn smrrennldlernnng tHne tamlik oJf llnfigllner CatJPatdcy~ tllne ComJlllanny llnad! to 
sunstmfinn at lloss 'oJf JRs.1.28 crore towmrldls renntmll cllnar es Jfor fildllle Jfadllfitfies. 

In view of deregulation of Furnace Oil (FO) with effect from 1 April 1998, IBP Company 
Limited (Company) felt it desirable to facilitate the import of FO for a few large FO 
consumers. Accordingly, the Company hired (March I 999) a storage tank for FO of 
10,157 K.L capacity at Budge Budie initially for a period of three years at a hire charge 
of Rs.75 per K!L per month. The Company, however, signed a faulty agreement to the 

l 
! 
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extent that it did not include any provision for premature exit in its interest from the 
contractual obligation. 

Meanwhile, the Oil Marketing Companies reduced their selling prices of FO and the 
Government of India put a ban (June 2000) on interstate movement and also on 
appointment of agents for selling such products. These developments made imports of 
FO unattractive and the Company's plan for FO import facilitation for actual users 
collapsed. Thus, in the changed circumstances it became obvious to the Company that the 
hired capacity of I 0,157 KL would not be utilised. But due to contractual ob ligation the 
tank could not be de-hired before the expiry of the agreed period of three years. The 
Company's stocks of FO decreased from 8,203 KL in August 2000 to 520 KL on I 
March 200 I when it again procured two small consignments of 555 KL in March 200 I 
and I ,648 KL in November 200 I. After selling I ,508 KL therefrom during the period of 
two years (346 KL in 2001-02 and 1,162 KL upto December 2002), the Company 
surrendered the tank on I January 2003 by disposing of the leftover quantity to IOCL 
(holding Company) and incurred avoidable hire charges of Rs.l.67 crore from April 200 I 
to December 2002 and suffered a loss of 1.28 crore (after adjusting Rs.39.26 lakh 
contribution received from sale of FO during the above period). 

The Company could have avoided this loss, had it included the exit clause in the 
agreement of hiring the tank or else it could have at least reduced the loss by Rs.42.53• 
lakh had it surrendered the tank immediately on expiry of contract period in March 2002. 

The Management stated (June 2003) that it was genuine business failure on account of 
unexpected market development in a deregulated scenario. It, however, remained silent 
on the issue as to (i) why the agreement was signed without any exit clause and (ii) why 
the tank was not surrendered in March 2002 (immediately after the expiry of contract 
period) especially when FO import facilitation plan collapsed after the ban was imposed 
on interstate movement of FO/appointment of agent etc. in June 2000. However, no 
attempt was made to fix responsibility for this loss. 

The matter was reported to the Ministry in May 2004; its reply was awaited (January 
2005). 

Pil and Natural Gas Corporation Limited 

4.5.4. Loss due to award of a cofltract to afl iflcompeteflt party 

Infirmities in bid evaluation criteria and inadequate due diligence in assessing the 
financial capability of the bidders led to award of work for operation and 
maintenance of three multi support vessels to an incompetent party. Subsequent 
poor performance of the contractor led to non-availability of the vessels. The loss 
to ONGC on account of non-availability of vessels worked out to Rs.205.05 crore. 

In February 2000, Oil and Natural Gas Corporation Limited (ONGC) invited tenders for 
Operation and Maintenance (0 & M) of its three Multi Support Vessels (MSYs) meant to 

• Hire charges of Rs. 75.42 lakh for April 2002 to December 2002 minus Rs.32.89 Ia kit corresponding 
contribution from FO sale during tire above period. 
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service and opyrate in Mumbai High Oil Fields, with the due date for submitting the bids 
by April/May ~000. However, some of the Hon'able Members of Parliament (MsP) in 
their communications to the Ministry expressed (May/June 2000) doubts about the 
appropriateness of Bid Evaluation Criteria (BEC), in as much as it did not make it 
essential for the prospective bidders to prove their financial capability. The Regional 
Tender Committee (RTC) of ONGC, in pursuance of this concern, asked the bidders 
(June 2000) toi submit letters from Nationalised/Scheduled Indian Banks supporting their 
creditworthineSs for a sum of Rs.l 0 crore per vessel, the estimated investment required 
by the contractprs towards 0 & M cost per vessel before being re-imbursed by ONGC. In 
September 2000, RTC approached the Executive Purchase Committee. for adopting the 
above criterion in assessing financial capability and short:..Jisting of the bidders, which 
was in additio~ to the existing criterion based on past turnover of the bidders. However, 
in October 2000, the Executive Purchase Committee asked for fresh tenders to be invited 
after incorporating in the BEC suitable parameters to judge the financial capability of the 
prospective bidders. In November 2000, ONGC was also advised by the Ministry to re­
formulate the BEC in regard to financial capability of prospective bidders, as the matter 
pertained to costly vessels that provided various important services to offshore platforms, 

I 

which yielded halfthe production ofONGC. 
I 

Audit revealeq (May 2004) that the BEC incorporated in the fresh tender invited in 
December 2000 did not make it mandatory for the prospective bidders to prove their 
creditWorthiness and the bidders were required to qualify with reference to either of the 
two financial parameters viz. minimum turnover of Rs.l8 crore during the two preceding 
years or creditWorthiness of Rs.l 0 crore per vessel. 

On evaluation bf eight bids that were received in response to the fresh tenders, the bids of 
Ganesh Benzoplast Limited (GBL) for two vessels and Ganesh Anhydride Limited 
(GAL) for on~ vessel, being the lowest financial bids for the three MSVs, were found 
acceptable and the contracts were awarded to them in April 2001. Both the parties were, 
h0wever, sister; concerns as they belonged to the same group of companies. 

! 

GBL and GAL were not able to run and maintain the MSVs satisfactorily due to lack of 
adequate working capital, as they could not make payment to their back up contractors 
who in turn w:ithdrew their support. The dockyards where the 'vessels were dry-docked 
and the statut~ry authorities were also not paid their dues, as a result, the authorities 
withdrew the seaworthiness certificate of the vessels. As of March 2003,- the liability 

I 
accrued by both the contractors aggregated to Rs.24.53 crore and the three MSVs were 
not available for a total of 375 vessel days upto March 2003 and the same were in need of 
major repairs. IThe non-availability of the vessels, in turn, seriously affected the work 

I 

relating to release of drilling locations and installations of new platforms, besides 
accumulation qf inspection, maintenance and repairs jobs. Further, the oil installations .of 
ONGC in Mumbai High were put to grave risk owing to inadequate coverage for fire 
fighting facilities. In March 2003, ONGC terminated the contract with both the parties 
and awarded the contract to Shipping Corporation of India Limited, a public sector 
undertaking, on nomination basis. Meanwhile, ONGC had to meet its critical 
requirements by charter hired vessels. it estimated a loss of Rs.205.05 crore (on the basis 
of the chartere~ rate per day of the vessels) due to the non-availability of its vessels, on 
account ofthe under performance of the contractors. · 
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Audit observed (May 2004) that in one of the Hon'able Member of Parliament's 
communications to ONGC, it was clearly cautioned (March 200 I) that GBL was a very 
unscrupulous company, which had forged (September 1999) a letter on ONGC letterhead 
to get their bank guarantee, related to an earlier tender, released. The forgery case was 
under investigation (November 2004) by Central Vigilance Commission (CVC). He 
further stated that the requirement of turnover alone could not be an appropriate criterion 
for assessing the financial soundness of the contractors as the same could be manipulated 
by booking dummy transactions. However, ONGC did not attend to the matter with due 
seriousness and it failed to ensure the financial soundness of the bidders since the 
creditworthiness of the bidders was made only an optional parameter. Sufficient scope 
was, thus, left open for the bidders to pass through the tender process without proving 
their financial capability. 

In July 2004, the Management stated that: 

• upto July 2003, the financial criterion was never a standard condition in ONGC for 
determining the BEC; 

• GBL had qualified the creditworthiness criteria against the first tender invited in 
February 2000 when clarifications were sought from all the bidders, even though, 
GBUGAL qual ified on the basis of operational turnover against the fresh tender 
invited in December 2000; 

• its vigilance section had already investigated the forgery case but it cou ld not 
establish the involvement ofGBL. 

The fact remains that (i) GBUGAL were shortlisted on the basis of turnover despite all 
the cautions received by ONGC to bring stringent criterion in BEC for ensuring financial 
soundness of the bidders (i i) the significance of the parties having been exonerated by the 
initial internal vigi lance enquiry diminished as the forgery case against GBL was referred 
to and was under investigation by CVC. It was apparent that ONGC fai led to show due 
diligence in formulation of BEC and undue bias in favour of the parties could not be 
ruled out. 

The matter was reported to the Ministry in July 2004; its reply was awaited (January 
2005). 

Bongaigaon Refinery and Petrochemicals Limited 

4.6 Statutory Levies 

4.6.1 Failure to avail of the benefits of excise duty exemption 

Due to delay in requesting IOCL for marketing its products within tbe country 
instead of exporting, so as to avail benefit of excise duty exemption on domestic 
sales granted for north-eastern refineries, the Company bad to suffer a loss of 
Rs.4.09 crore. 

Bongaigaon Refinery and Petrochemicals Limited (Company) entered into an agreement 
with M/s. lndian Oil Corporation Limited (IOCL) (March 1999) for marketing its 
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petroleum·products. As per the agreement, IOCL would ensure evacuation of the entire 
product of the Company produced in its Refinery as per the production schedule. 

In order to overcome the constraints of small-sized units of the northeast, the Government 
of India grantbd 50 per cent excise duty exemption from I March· 2002 to the north­
eastern refine*ies. The exemption was, however, not available for any petroleum 
products, if eXported. Though the excise duty exemption was available since I March 
2002, the Company requested IOCL as late as in August 2002 riot to export its products 
but to market the same within the country to avail the benefits of excise duty exemption. 
Meanwhile, IQCL had already exported 17,984 KL of High Speed Diesel arid 3,572 KL 
of Motor Spirit of the Company during the period from May to September 2002 after 
which it stopped exporting the Company's products. Consequently, the Company had to 
forgo the benefits of excise duty exemption of Rs.4.09 crore on the exported quantity. 

The Managem¢nt, while accepting the loss, stated (June 2003) that (i) IOCL took the 
decision of export of Company's products keeping in view the overall economics as 
export of their pwn Barauni refinery products would have been costlier and (ii) had IOCL 
not exported Company's products, the same would have to be carried over a long 
distance n~~sulth1g in considerable freight under-recovery. The reply is, however, silent as 
to why the Company requested IOCL so late in August 2002 not to export its products 
but to market: the same within the country for availing the benefit of excise duty 
exemption. 

Further, the reply is also not tenable in view of the fact that (i) the impact of freight 
under- recovery was negligible as it was only 2.26 per cent of the total revenue during the 
year 2002-03 ~s compared to excise duty exemption not availed of 9.29 per cent and (ii) 
export had cau~ed the Company to suffer a loss of Rs.4.09 crore. The matter was referred· 
to IOCL (May 2004) for comments; .their reply was awaited (January 2005). 

Thus, due to dt:Hay in making the request to IOCL not to export its products but to market 
the same within the country to avail the benefit of excise duty exemption granted by the. 
Government o£ India, the Company had to forgo the benefit of excise duty exemption on 
its products exported during·the period from May to September 2002 and suffer a loss of 
Rs.4.09 crore. 

The matter wa~ reported to the Ministry in June 2003, its reply was awaited (January 
2005). I 

1 

4.6.2 Avoida~le payment of sales tax 

Tllne Cl[]lmjplanny Jfafilledl ti[JI. avafill exemjpltfrl(]lnn I[Jijf salles tax lbennefn11:s l[]lllll exJ!llm1 salles anndl 
tllneJrelb finncun~redl avl(]lfidlalblle ex enndlfitunire I[Jijf JRs.Jl.21 em Ire. 

Bongaigaon R~finery and Petrochemicals Limited (Company) entered into an agreement 
with M/s.Indian Oil Corporation Limited (IOCL) (March I999) for marketing its 
petroleum products. As per the agreement, IOCL would furnish exemption certificate of 
sales tax to the Company for all export sales at the end of the month to enable the 
Company to finalise the payment of sales tax as per provisions of the Central Sales Tax 
Act, 1956, according to which export silles did not attract sales tax. 
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During the period from July 2000 to August 200 1, the Company transferred 36,289 MT 
of light diesel oil (LDO) to IOCL out of which IOCL exported 27,534 MT. As per the 
arrangement, the Company raised invoic;es against IOCL by charging Central Sales Tax 
(CSt) at the rate of four per cent on e"'-refinery price and deposited the same to Sales 
Tax Authorities. This included Rs.l.21 drore in respect of the prqportionate CST on the 
·quanrities of LDO exported by IOCL. T~e Company could not claim sales tax exemption 
bene"fits available for export sales as the export of its. product was neither recorded 
separately by IOCL for the fulfillment of the provisions of the agreement nor the 
Company made/asked IOCL for any ardngement for keeping separate records for export 
of their products to enable them to avail1claim this benefit. As such the Com-pany had to 
suffer a loss of Rs.1.21 crore by not availing sales tax exemption benefits on export sales. 
The matter was referred to IOCL (Ma~ 2004) for comments; their reply was awaited 
(JanJary 2005). 

While accepting the loss, the Management contended (June 2003) that what happened 
was beyond their control as the export Jas made from the pool of LDO which consisted 
of p~oducts of the Company and other *orth Eastern Refineries and it was not possible 
for IOCL to identify particular consignm,ent of the Company from which the LDO was to 
be e~ported. I _ _ · 

The Management's contention is not t~nable in view of the fact that in terms of the 
provisions of the agreement, the Company was to obtain exemption certificate of tax for 
all e~port sales at the end of the mo~th and for this purpose identification of the 
consignment of the Company from whidh exports were made should have been done as 
per contract. The matter was not taken hp by the Company vigilantly in order to watch 
their 

1

own financial interest. · I 

Thus, the Company had to incur an avoidable expenditure of Rs.1.21 crore by paying . 
CST: on export sales which were otherJise exempted and could have been avoided had 
the Company requested IOCL to mai~tain proper documentation of export of their 
prod~ct immediately after noticing (Jun~ 2000) that IOCL was planning for export and 
when they gave their consent for the exp~rt. . 

. The ;matter was reported to the Minist~ in June 2003; its reply was awaited (January 

;:~:V~t;iri ~r~;'e}fii\liriift~·:Eiiili~ 
4.~.}- De;~; i~- a~ailing -~~ cu~~o~ 1~~;-~~=;tion resulting in blocking up of 

borrowed funds and consequent 1loss of interest 
I 

Lack of efficient day-to-day administration resulted in delays in utilisation o 
customs duty exemptimn benefits leadi~g to additional interest cost of Rs.3.36 crore. 

i I . 
In terms of para 7 (2) of the Export and Import Policy 2002-2007, prior to manufacture of 
export products an exporter can apply fbr an advance licence to import permitted inputs 
free 6f duty under Duty Exemption Schdme and can latter discharge the export obligation 
within the allowed time period mentione~ on the licence. · 

. I 
I 

I 
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The Visakha R;efiriery (the Un:it) of the Company imports crude and exports petroleum 
products viz. f\lmace oil, low sulphur heavy stock, motor spirit and naphtha processed 
from it. As su~h it is entitled to custom duty exemption benefits on the import of crude 
under Annual .Advance Licence Scheme even before exporting the petroleum products. 
The Unit applied and obtained two Annual Advance Licences, one in November 2001 
and the other iq October 2002. The first licencewas for exemption of custom duty on the 
import of crud~ of FOB value US$ 93.75 million (Rs:455.63 cr9re) after 7 November 
2001. The Corporate 9ffice, Mumbai transmitted the licence to the Unit ornly on 3 
January 2002 ~.e after a delay of 56 days. The Unit, which received the licence on 8 
January 2002; got it registered on 21 February 2002 i.e. after a further delay of 43 days. 
As a result, the, Unit could not utilise the licence on crude, which was imported between 
23 November 2001 to 20 January 2002. It availed the duty exemption ofRs.45.49 crore 
on subsequent imports of crude from 9 February 2002 to 19 June 2002. 

' 
It received another licence for· exemption of customs duty on import of crude of FOB 
value US$ 103:.20 million (RsA94.33 crore) after 25 October 2002. The second licence 

·was· issued on :25 October 2002, the Unit received it on 1 November 2002. It needed 
. . I . . . 

correction in the name of Port, which took about 53 days i.e. 25 December 2002. The 
Unit gor it registered and availed it on 28 March 2003 after a further delay of 93 days. As 
a result the unit could not avail customs duty exemptiem on import of crude received from 
12 November 2002 to 30 December 2002. It utilised the licence for duty exemption of 
Rs.48.95 crore ?n import of crude only from 28 March 2003 to 10 April2003. 

Thus, there were delays ranging from 78 days to 159 days in availing the customs duty 
exemption to ; which the Company was entitled to • under the advance licences. 
Consequently, Rs.94.44 crore of borrowed funds of the Company were blocked with an 
avoidable additional interest burden of Rs.3.36 crore thereon @ ten per cent per annum 
from November 2001 to April2003. 

The Manage~ent stated (April 2004) that due to wrong indication of port of registration 
and address of:the Company in the advance licences issued by DGFT•, Mumbai, there 
was delay in ;obtaining the advance licences duly rectified. Further; the delay .was -
primarily due to customs authorities not allowing them to utilise advance licences for 

'·· import on. account of custom revenue targets and it was not attributable to improper 
I . 

planning. · : . .· ·· · 
! 

The contentio~ of the Management is not tenable as the delays were due to lack of 
internal controls of the organisation and could have been avoided had the Management 
been sensitive to controlling costs and having an efficient day to day administration. As 
for the revenuetauthorities denying the benefits, the matter has been taken up separately. 

!· 

The matter was'reported to the Ministry in May 2004; its reply is awaited (January 2005). 
I 

·' i 

~Director Generaf of Foreign Trade 
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r-~-~-----·-·-·-------·-·--·- I 
]!,J!!~d,iian Oil Co~po ratiq!!_~~im~-'~~; 

4.6.~ Avoidable expenditure on purchfse tax 

Indi~n On! Cmrporatnon Lnmnted resorted to purchase of petroleum products at their 
Visakha terminan Jfmm Himlunstan JPetfoleum Corporation Limited for transfer to its 
!oca~ions outside Andhra Pradesh J wlllich attracted! avoidable purchase tax 
amounting to Rs.HD.39 crore. i 

: I -
As p~r the provisions of Andhra Pradesh General Sales Tax Act, 1957 sale of petroleum 
products from one Oil Marketing Comp~ny (OMC) to another is exempt from tax within 

I . 

Andhra Pradesh (AP). However, sale o~ products from one OMC to another within AP 
and its subsequent stock-transfer by the purchasing OMC to its locations outside AP, 
attracts purchase tax @ I 0 per cent for Motor Spirit (MS), High Speed Diesel (HSD) and 
Light Diesel Oil (LDO) and eight per tent for Superior Kerosene Oil (SKO). Product 
movement from one OMC to another b~ way of sale outside AP is subject to four per 
cent Central sales tax. I 
Indian Oil Corporation Limited (Comp~ny) purchased petroleum products (MS, HSD, 
LDd and SKO) at their Visakha terminal from Hindustan Petroleum Corporation Limited 
(HPCL) and despatched these products tb locations outside AP during April 2002 to June 
20031

• The Company purchased these prJducts from HPCL without payment of sales tax, 
I 

as transactions between OMCs within AP are exempt from payment of sales tax. During 
the said period the Company, after purcHase from HPCL, despatched these products to its 
unitsr by way of stock-transfers outsidd

1 
AP. This attracted purchase tax amounting to 

Rs.l8.80 crore. Had the Company placed the order on HPCL for the supply of products to 
its vhrious locations as final destinatiorl, it would have incurred only Rs.8.41 crore as 
Central sales tax on the movements oft~ese·products. Thus, the system of stock-transfer 
of products by the Company to its locati~ms outside AP resulted in avoidable expenditure 

. . I 

ofRs.I 0.39 crore (Rs.18.80 crore minus is.8.41 crore) on account of purchase tax. 

The ',Management stated (April 2004/~anuary 2005) that because of purchase tax 
involvement, HPCL was requested for direct supply of products from Visakha refinery to 
the dompany's interstate locations and dccordingly stepped up its tank wagon loading at 
HPCL siding. This led to bunching/idlin~ of tank wagons due to non-availability of night 
shift'operation at HPCL siding. Efforts /made with HPCL for third shift operation were 
not fruitful due their internal labour problems. Subsequently, after resolving internal 
problems, HPCL introduced three-shift oberation on need basis for .ffi-tank/wagon loading 
from 1 its siding and the process became steamlined gradually._ 

The reply of the Company is not tenable as supply from HPCL refinery directly to the 
Company's interstate locations was in I vogue earlier also. Further, HPCL confirmed 
(September 2004) that its railway siding was operating in two shifts since April 2000 till 
date ~hich was more than sufficient to meet the product requirement of IOCL as well as 
othet industry members. . I · . 

' ' 
I. 
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Therefore, failure of the Company to co-ordinate supplies to its interstate locations 
directly through HPCL during April 2002 to. June 2003 resulted in avoidable expenditure 
ofRs.10.39 crore. 

The matter was reported to the Ministry in May 2004; its reply was awaited (January 
2005). 

lOif~iidFN~1~'!Fan·:c3ts'€6i"o~~tnolrl~:"tfimntedlf "'""';;,-'~c_:__:._~:;~----'-==~--.2---'l!t~=·~d~=~-·~"""""-=""'..=d. 

4.6.5 Failure to avail zero customs duty benefit 

Ofill ami! Natumrall Gas Coirporatfionn lLfimnte~ nnncunll"'l"e~ ann avon~albllle expenndntunire of 
Rs.22.n9 cirore dlune to fits fanllunli-e to avanll exemptnonn of cunstoms dlunty onn goodls 
fim]plortedl foil" unse finn nnonn-dlesngnnatedl aireas. 

The Customs Act, 1962 provides for transshipment of imported goods, without payment 
of customs duty, to offshore operational areas that do not fall under the jurisdiction of 
Indian Custom~, unless the Governmen(has notified these areas as 'designated areas' for 
bringing the same under the Customs Act. The goods cleared on a transship permit under 
Section 54 or warehoused in a customs bonded warehouse under Section 59 of the 

I . . • 

Customs Act apd subsequently taken to the 'non-designated areas' were exempt from 
customs duty provided an Export Shipping Bill is filed with customs authorities under 
Section 69 of the Customs Act. 

During 1999-00, Neelam project of Oil and Natural Gas Corporation Limited (ONGC) 
shipped three solar mars gas turbines to M/s:Solar Turbine International Company, USA, 
on 'repair and :return' basis. The gas turbines were re-imported after repairs between 
June 1999 and' April 2000 by paying Rs.5.29 crore as customs duty. Similarly, SHG 
platform of ONGC shipped five gas turbines/generators during October 1999 to 
December 2000 to M/s.Rolls ·Wood Group, UK for overhaul and re-imported the same 
between April 2000 and July 2001 by paying Rs.l6.90 crore as customs duty. Audit 
observed that the· Neelam project and the SHG platform were located in the non­
designated areas but ONGC failed to avail the zero customs duty benefit, resulting in 
avoidable expenditure of Rs.22.l9 crore. 

In July 2004, the Management stated as follows: 
. I . 

"' since ONGC had already forwarded the list of these offshore platforms to the 
Government for notification thereof as designated areas as early as 1994, it was 

I 

improper and incorrect to take the customs duty benefit in respect of such locations; 

@ to reduce the cost of production per barrel of oil, its experts in the field advised in 
October 2000 that the zero customs duty benefit could be availed on goods imported 
for consurription in non-designated areas. Therefore, Neelam project availed zero 
customs duty benefit for around one and a half years till February 2002 when the 
Customs Act was extended to these locations by notification of the Government and 
thus, the payment of the customs duty in the past was an one-time event. 

The reply is not tenable because until the offshore locations were notified as designated 
areas by the Government, the zero customs duty benefit was available to ONGC if the 

\.~ 

103 



Report No. 6 of 2005 (Commercial} 

prescribed procedure was followed, ev
1

en though it had written to the Government for 
notification of its offshore locations as designated areas. Further, even after the clear 

I 

advice of the experts in October 2000 for availing the zero customs duty benefit in 
respect of Nee lam project and SHG plJtform, ONGC paid, in May 2001 and July 2001, 
the .customs duty on turbines re-import6d after repairs for use in its SHG platform. This 
indicated that there did not exist prope~ internal control to ensure availing of maximum 
cus~oms duty benefit. j . 

Th~ matter was reported to the Minis~ry in June 2004; its reply was awaited (January 

2oo
1

s). I . 

4.6.6 Non-availing customs duty benefit 
, I . 

Due to lack of proper folllow up Oil a~d Natural Gas Corporation Limited could not 
obt~in essentiality certificate fll'om ~he Directorate General of Hydrocarbons for 
availing the benefit of 'Nlll' customs duty, which resulted in avoidable expenditure of 
Rs.3.82 crore. · I · . 

. I .· 
Customs Notification of February/April 1999 exempted payment of customs duty on the 
goqds meant for use in areas for wh+h Petroleum Exploration Licence (PEL)/Mining 
Lid:nce (ML) was issued or renewed after April 1999. For availing the concession Oil 
and, Natural Gas Corporation Limited CpNGC) had to produce an Essentiality Certificate 
(EC) from Directorate General of Hydrocarbons (DGH). However, due to lack of co­
ordination in following up with concerried agencies, ONGC could not avail the benefit of 
exe,mption resulting in avoidable payrr\ent of customs duty amounting to Rs.3.82 crore 
during May/ July 2000. 

ONGC had placed orders in October 1999 for import of goods meant for use in Assam 
an9 Krishna Godavari (KG) projects for which it had already applied for grant/re-grant Of 
PEL. These goods arrived at the Indi:an ports between May 2000 and July 2000 and 
ONGC got them cleared after paymen~ of aggregate customs duty amounting to Rs.3.82 
crore. Audit, however, observed that PEL for KG project was granted on 14 February 

. I 
2000 (for block- lA) whereas the goods were cleared from Chennai port on 9 May 2000. 
In respect of Assam, the PEL was granted on 22 May 2000 while the goods were 
received at Kolkata port on 6 July 2000. Thus, it was possible for ONGC to complete the 
pro;cesses necessary for availing the be~efit of 'Nil' customs duty.· 

Th~ Management replied (July/Octobdr 2003) that though the date of issue of PEL for 
KG project was 14 February 2000 it ~as actually received on 20 April 2000. Similarly 
PEL of Assam Project was actually rec~ived on 3 July 2000. Therefore, time available for 
obtaining EC from the DGH was insufficient. 

Th~ reply is not tenable since DGH intLacts with ONGC to finalise the work programme 
requirement in the PEL areas before reJ:ommending issue of PELs to the Government. EC 
is '?ade available to the ONGC at sho* notice (in a matter of a day or so). In the case of 
KG project ONGC had 20 days time to obtain the EC even after considering the date of 
receipt of PEL as 20 April 2004 as st1ated by ONGC. In the case of Assam Project the 
re~ly is factually incorrect since PEL ias issued by the Government on 22 May 2000 and 

I . 
I 
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only an amendment had been issued on I2 June 2000 and ONGC could have applied and 
obtained EC b~sed on the PEL of May 2000. 

Had the ONqC monitored and followed effectively the issue of PELs with respective 
State authorities, the payment of Rs.3.82 crore as customs duty could have been avoided 
by availing the: Nil customs duty benefit. 

i 
i 

The matter was referred to the Ministry in March 2004: its reply was awaited (January 
2005). -

Oijli~tai:'P.~1l~i¢~~c~~~~r~H~Ill'JGimxie~ 
. ~:=:;:.-~.:==:=--=-..=.=::.:::l!'"t:::'"' -~~"":! ,... ....... ~=---==. 

4. 7 Marketing and Credit Policy 

4. 7.1 Unduefavmur to a customer 

Inn]unldlficftouns c~nncessfionns ex11:emlleldl !by Bllnam11: lP'e11:mlleunnnn <Co~rpo!l"a11:fionn Lfinnnft11:eldl 11:o a 
JP!rftva11:e sedor~ companny finn sunpplly of Napilll1l:llna Jresunll11:eldl iinn unmllune favoun!l" of Rs.28.81 
Cll"O!l"e 11:o a cuns¢onnnell" amll lloss of Rs.54.22 Cll"O!l"e. 

BPCL, while ~aving accepted the decision (June 2000) of the Oil Industry to withdraw 
credit and discount facilities from customers, went against the decision by agreeing to 
give National prganic Chemicals Industries Limited (NOCIL) a discount ranging from 
Rs.200 per MT to Rs.600 per MT on declared price as well as credit of 60 days during the 
period between July 2000 and March 2001. On the request of NOCIL, BPCL further 
increased the credit period to 90 days and offered a discount of Rs.570 per MT with 
effect from I' April 200I with a condition that, as security, NOCIL should create 
mortgage on its property in favour of BPCL.. On 15 August 200 I, BPCL temporarily 

I 

suspended the 'credit supplies as NOCIL had failed to create a mortgage on its property 
and the outstanding dues had gone upto Rs.l34.6I crore. 

In the hope ofrecovering the accumulated dues, BPCL resumed supplies on 21 August 
2001 on cash and carry basis, at heavy discounts ranging between Rs.I ,433 and Rs.l, 748 
per MT, with the condition that NOCKL would make the payment towards outstanding 
dues in mutually agreed instalments. Also, it was reiterated that NOCIL should mortgage 
its property in favour ofBPCL but NOCXL failed to meet its commitment and the plant of 
NOCXL \,VaS shut down on 22 November 2001. NOCIL's plant again worked for a brief 
period fr~m 5 March 2002 to 16 April 2002 and supply .of Naphtha was made this time 
by BPCL at Refinery Transfer Price (RTP)~ against advance payment resulting in 

I . 

discountofRs.I,l05 perMTto Rs.l,170 perMT. 
' . 

NOCIL's pl~nf was closed down in May 2002 and was not reopened (June 2004). Finally 
BPCL initiated legal action in June 2002 and filed a winding up petition for realisation of 

. outstanding dues. The issue of payment of outstanding dues of Rs.ll1.22 crore was 
mutually settled with NOCXL in December 2003 for a full and final payment of Rs.57 
crore and the ,balance of Rs.54.22 crore was approved for write off by the Board of 

I 
I 

'Refinery Transfer price is the price ut which the products are transferred from Refinery to Marketing. 
I 
I 
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Directors of BPCL. NOCIL paid Rs.57 crore as full and final settlement by December 
2004. 

Thus, BPCL's decision to extend discounts and credit facili ties to NOCIL, despite the 
decision of Oil Industry to withdraw both discount and credit facilities from the 
customers, resu lted in undue benefit of discounts of Rs.28.81 crore between July 2000 
and April 2002 besides loss of Rs.54.22 crore due to non-recovery of billed dues. 

The Management/Ministry (March 2003/Jan uary 2004) replied that: 

• NOCIL consumed 25,000 MT Naphtha per month and any change in the consumer 
would have created containment problem in BPCL refinery; 

• export ofNaphtha by BPCL, as an option, would have reduced its sale realisation; 

• continued operation ofNOCIL plant was essential for recovery of outstanding dues; 

• the winding up petition would put pressure on NOCIL to dispose of its properties and 
settle BPCL's dues. 

The reply is not tenable in view of the facts that (i) NOCIL was in deep financial crisis 
since 1999 and could, therefore, in no way import Naphtha without a credit facility (ii) 
containment in its refinery would not have been a major problem for BPCL as it met 52 
per cent of Naphtha requirement of NOCJL by drawing the same from HPCL refinery 
during the year 2000-0 I (iii) though the option of exporting Naphtha was not attractive, it 
would still have been financially a better proposition, as the loss due to lower export price 
would have been only marginal. Also, BPCL did exercise the option of exporting 
Naphtha after the closure of NOCIL plant in May 2002. It clearly failed to secure its 
financial interests. 

Hindustan Petroleum Corporation Limited 

4. 7.2 Loss due to extension of unsecured credit facility 

Failure of the Company in reviewing its credit policy to FACOR resulted in loss of 
Rs.3.69 crore plus interest. 

Yisakhapatnam Regional Office (Unit) of Hindustan Petroleum Corporation Limited 
(Company) supplied its products to Ferro Alloys Corporation Limited (F ACOR), 
Yishakhapatnam. The Unit used to extend an unsecured interest bearing (@ 18.5 per cent 
per annum) credit facility to FACOR. While this arrangement continued, FACOR·s 
financial conditions worsened with the networth getting completely eroded due to losses. 
By the time F ACOR was referred (November 1998) to Board of Industrial and Financial 
Reconstruction (BIFR), it already owed the Unit Rs.66.45 lakh plus interest against the 
supplies made prior to 1998. Of this, Rs.38.20 lakh related to period before March 1995. 
However, disregarding the above pointers, the Un it extended the credit facility without 
recording any reasons therefor and made further sales of Rs.3.03 crore from December 
1998 to March 1999 on credi t, taking the total dues from FACOR to Rs.3.69 crore plus 
interest. In December 2000, the Company fi led a petition before BIFR to include its name 
under creditors list ofF ACOR and also sought permission to take legal action against the 
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party with no result. The Company has been unable to realise Rs.3.69 crore plus interest 
due from FACOR so far (Apri12004). · 

The Management stated that credit facility to F ACOR was continued as it was a major 
I 

customer having a long association of over two decades and the storage facility was 
already set up by the Company at F ACOR premises. The credit facility beyond 1998 was 
further extend~d with a view to supporting the customer during bad times and not to lose . · 
business to the competitors. The Ministry confirmed (July 2004) the views of the 
Management • 

The reply is not tenable as F ACOR had been defaulting on payment of principal amount 
for as many a~ three years and it had not paid any interest at all. This should have made 
the Unit review its policy of further extending unsecured credit. Once it was known that 
F ACOR was referred to BIFR, prudence required that the Unit Should have avoided 
making further; credit sales to FACOR. 

Thus, the Con;tpany suffered a loss of Rs.3 .69 crore plus interest due to its failure to 
review its credit policy to F ACOR. 

· Lg!~~~~~JLNf1!M!:~~~~s.:~jtH~2!~,!,:!2LT"~~~~~Q 
4. 7.3 Noui-re'alisation of dues towards sale of natural gas 

I . 

r;:-·-·-- : -----·---;------------------------·------------·-------------------- --------, 
1
0NGC could not realise sales dues ofRs.509.07 crore towards supply of natural gas to 27 
!consumers in • private sector (Rs.78.57 crore) and six consumers in public sector I 
lcRs.430.50 crore) for the period from April 1979 to May 1992 as well as interest thereon 

1 

!amounting to ~8.1,875.07 crore due to disputes raised by these ~ustomers in regard to the ! 
jrevised price r~maining unresolved. . . . . . _ . -· ·· J 
•-•MOHoO .. OOHOO~--------•••••••-;•···-HOoOO ________ ,, __ ,,,,Ho-o••o0H--•••H-~--·-•••HOOOO--OOOHO_o _____ ,,,,,,,,,,,_,,,,,,,,,_,,,,,,H ________ HOOOHOH-oHOO ___________ _ 

])unes Jfrom cmnsunmers finn Jpllrfivate sedor: 

ONGC was di~ectly marketing natural gas produced by it to industrial consumer§, both- in 
private and puplic sector, under formal contracts till the marketing function of the gas 
was handed over to Gas Authority of India .Limited (GAIL) in May 1992. In 1979, 
ONGC increased the natural gas price based on thermal· equivalence of alternate fuel. 
However, 19 yonsumers in the private sector formed an 'Association of natural gas 
consuming indi.Istries of Gujarat' and challenged (March 1979) the increased price in th~ 
Gujarat High qourt. The Court passed an ex-parte interim order restraining .ONGC from 
discontinuing the gas supply and also permitting the consumers to continue to pay the 
price of Rs.504 per thousand cubic metres i.e. the rate contained in the then existing 
contracts. In November 1982, the High Court fixed an interim price of Rs.l 000/- per 

I ' . ' 

thousand cubic, metres for the consumers and in July 1983, it gave the judgment in favour 
of the consumers. Thereupon ONGC appealed in the Supreme Court (September 1983) 
and in May 1990 the Supreme Court upheld the right of ONGC to charge the gas price 

I 

based on the thermal equivalence with alternative fuel for the period upto 29 January 
1987. In July 2001, the Supreme Court also upheld the claim of ONGC for interest on 
delayed paymeht, as per the terms of contracts. From 3o January 1987, the Government 
fixed the gas price under Administered Price Mechanism (APM) but all the :consumers 
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incl11ding 19 consumers forming the A~sociation continued to pay only the interim price 
fixed by the High Court. The status of dues from these 19 gas consumers (grouped under 
cate'gories I, II and III) and 14 other corlsumers in the private sector not covered under the 

- I -
Co~sumers' Association, as on 30 Septerber 2004, was as follows: 

Cat:gory -1: Consisting of 10 gas corumers who offered! to pay principal arrears. 

ONGC could realise an amount of Rs.28.92 crore towards principal arrears and interest 
thereon from five consumers only. Oneiconsumer who ~as referred to BIFR made a one­
time payment of Rs.4.97 crore. The recovery of interest at compounded rate from the 
remaining four consumers was pursuJd through the Supreme Court, as they did not 
accept ONGC's offer of April 2002 to accept the interest even at simple rate: The 
Sup1reme Court, however, upheld (April12004) ONGC's decision to recover the interest at 
simple rate and directed ONGC to redJce its claim in respect of two consumers covered 
under Drug Price Control as per th~ir demand. Further development in regard to 

I - I 
settlement of dues from these four consumers was awaited (December, 2004). 

- - I 

Even after fixation of APM price by the Government, effective from 30 January 1987, 
these four consumers continued to pdy at the interim price. The _principal arrears of 
Rs.9.47 crore on this account remaine~ un-realised (December 2004). The claim was 
being pursued through a legal suit filed in District Courts of Gujarat since 1993. 

Category -II: Consisting of four gas consumers who did! not offer to pay even the 
I 

· principal arrears 

In May 199( ONGC filed a petition in the Gujarat High Court for execution of the 
Supreme Court's decision again~t the f0ur consumers who did not pay even the principal 
arrears. The decision of the court on this petition was awaited (December 2004). The 
principal arrears of Rs: 10.84 crore ahd interest thereon of Rs.42.15 crore remained 

I I 

unr~alised (December 2004). One of these consumers (principal arrears: Rs.9.36 crore 
andf interest thereon: Rs.36.34 crore) w~s under liquidation since January 2001. -

Category -III:Five gas consumers wJo were eftther facing BIFR proceedings or were 
· under liquidatnon at the time of Supreme Court's decision of May, 

1990 

In respect of these parties, ONGC filed claims (August 1990 to November 1999) with the 
offipial liquidator for recovery of principal arrears of Rs.41.99 crore and interest thereon 
(Rsf165.63 crore at simple rate). Howerer, no recovery could be made so far (December 
2004). I 

14 consumers in private sector who \\olere not covered by the 'Consumers Association' 
and! the Supreme Court's order of May 11990. These consumers had not paid the principal 
arrears of"Rs.l6.18 crore (including Rs.l.75 crore pertaining to pre-APM price) and 
intdrest thereon of Rs.55.04 cror~ at the simple rate. Having no financial 
security/commitment to recover the dues, ONGC filed legal _ cases against these 
consumers, which were also pending in various courts in Gujarat since 1993. 

. . 

! 
I 
I 

I 
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Thus, as ONGC had not obtained any financial security/commitment to ensure recovery 
of dues it could not recover the principal arrears of Rs.78,57 crore and interest of 
Rs.398.30 crore from private sector consumers as per details given below: 

{Rs. finn cll'oll'e)) 
lllletafills of lllunes fmm Pll"fivade Pll"firrncfiJPall llll!"l!"eal!"s llrrndel!"est (at 
Parr1fies I 

sfimJPlle SunpJPiies priol!" do 30 SIIJPJPllies af4ell" 30 'fotall 

! Jarrnunary R987 Jarrnunary R987 rade) UIJPdO 
Sejptemi!Jer 
20114 

Four consumers of category-! 0.09 9.47 9.56 135.48 

Four consumers who did not 7.59 3.25 10.84 42.15 
offer to pay principal arrears 
(category-H) 

Five consumer.s which were 27.93 14.07 41.99 165.63 
either sick or under liquidation 
(category-III) '. 

Other 14 consumers not covered 1.75 14.43 16.18 55.04 
by Supreme Court decision 

'fotall l 37.36 41.22 78.57 398.30 

JIJlunes ffll'om l?§U colinsunnnnell's 

Seven gas consumers in the public sector had not agreed to pay the revised price fixed by 
ONGC, the interim price fixed bythe Gujarat High Court in November 1982 and even 
APM price fixed! by the Government in January 1987. ONGC since recovered an amount 
of Rs.63.88 crore (October/November 2004) towards the principal arrears from the 
Gujarat Eiectri'city Board and the interest amount was settled at Rs.86.99 crore to be 
received in 60 instalments, the first instalment of which was received in December 2004. 

I . 

The principal arrears from the other six consumers amounted to Rs.430.50 ·crore as per 
details given b~low: 

N arne of lP'§1lJ lP'II"lliiUII!llJ!llall dlunes lP'II"firrndpall dlunes foil" 'fotall ][)lunes towal!"dls 
foll" sunppllfies sunppllfies fll"om 3«JJ firrntel!"esf at sfimplle 

i unpto 29 Jarrnunary JJarrnunary 1987 to mte I 
1987. May 1992 (AlP'M 

! 

p_ll"ke) I 

Cerrntn"all Govell"rrnmerrnt 
lP'§1IJ 

i. 
IFF CO"' 217.52 0.33 217.85 728.16 

' 
I 

Heavy Water Plaht 49.82 9.20 59.02 247.16 

"'Indian Farmers Fertiliser Cooperative Limited. 
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Gujarat State PSU 

GSFc• 112.74 5.36 118.10 391.92 

GNFC' 0.00 0. 10 0. 10 0.43 

Gloc • 0.4 1 0.00 0.41 1.71 

BMC• 20.0 1 15.0 1 35.02 107.39 

Total 400.50 30.00 430.50 1476.77 

In terms of the Government's order of 30 January 1987, ONGC submitted (May 1987) 
details of dues from PSU consumers to the Ministry and requested it to take up the matter 
with the Administrative Ministries and the Committee of Secretaries for recovery of the 
arrears. The PSU consumers, except Heavy Water Plant (under the Department of Atomic 
Energy), did not even sign the contract for supply of gas due to non-settlement of arrears 
for the period from April 1982 to 30 January 1987 but ONGC continued supply of natural 
gas to them till May 1992 without insisting on contract or settlement of price arrears. 
Heavy Water Plant, however, signed the contract with a provision that the decision of the 
Government would be binding in respect of arrears on gas supply upto 29 January 1987. 
The final decision of the Government was still awaited (December 2004). 

Meanwhile the marketing of natural gas was taken over by GAIL from May 1992 from 
ONGC. As per the memorandum of understanding (MOU) entered into between ONGC 
and GAIL in December 1990 for handing over of marketing activities, GAIL was to 
provide all assistance to ONGC to liquidate the above arrears, including stoppage of 
supply of gas to any specific consumer. Yet, ONGC was unable to recover the dues. It 
was only in December 2002 that ONGC requested GAIL to examine the possibility of 
coercive action, like stoppage of gas, against the defaulting consumers. ONGC also 
requested the Ministry (February 2002/April 2003) to take up the matter with the 
Administrative Ministries and the Committee of Secretaries. 

In May 2004, ONGC also issued a legal notice to IFFCO, presently being non-PSU, 
demanding settlement of dues within 30 days from date of notice. However, IFFCO 
denied its liability and the recovery of dues was awaited (December 2004). 

It was observed that there was no financial security/commitment from these PSU 
consumers for payment of dues. Further, ONGC did not have any business relation with 
them that could be leveraged for settlement of dues. 

The Management stated (December 2004) that ONGC was taking all possible efforts to 
realise the dues by initiating all the available legal recourses. It added that the process 
was time consuming and considering that the dues were very old, it would take time to 

•cujarat State Fertiliser Corporation Limited. 
'Gujarat Narmada Valley Fertiliser Corporation Limited. 
' Gujarat Industrial Development Corporation. 
• Baroda Municipal Corporation. 
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recover the dues. I~ case of PSUs, based on the notice of stoppage of supply issued by 
GAIL, it was expected to coerce the consumers for payment of dues. 

The fact remains that a large amount of dues remained unrealised due to continued supply 
of gas without financial security/commitment from the defaulting consumers. Also; the 
dues became old because no resolute action was taken during 1990 to December 2002 
either by ONGC or the Ministry against the defaulting PSUs to effect recovery of the 
dues. 

The matter was referred to the Ministry in January 2005; its reply was awaited (January 
2005). 

· [lffiai~orrf~~c~Jf;-R~'~lfi~Tt;dl 
. I 

4.8 Entitlement 

4.8.1 Indiscriminate payment of overtime allowance to some employees at Haldia 
Refinery 

Albsennce of .te1!'Jfednve conn~mlls onn over~nme. resunll~eldl finn albnnormall paymenn~ per 
emplloyee per monn~lln Jfmm 251 llnmnrs ~o 4410 llnmnrs fi!rnvoRvnnng fnllllanndall nmpllncationn oJf 
lRs.7fUll3 llaklfu. 

According to :the rules of the Company, overtime should be authorised only under 
exceptional circumstances. On an average, there are 720 hours per month out of which 
normal shift hours at the rate of eighfhours per day for 26 days work out to 208 hours. A 
normal worker also needs some time for rest and sleep for which the Factories Act, 1948 
(Section 52) and West Bengal State Factories (Exemption) Rules, 1982 prohibits working 
for more than ten days consecutively without a full day holiday and for more than two 
shifts continuously respectively. This leaves a balance of only 224 hours for which an 
employee can avail overtime. Therefore, any figure of overtime in excess of 250 hours is 
not only in contravention of these enactments but also is prima facie suspect. 

A test check of overtime records for the years 200 1-02 and 2002-03 revealed that in · 
contravention of the statutory provisions Haldia Refinery engaged workers to perform 
shift duty·in excess oftwo shifts continuously which ranged from three shifts to even 14 
shifts and paid overtime allowance (OTA) upto 440 hours per month. A further scrutiny 
of payment of overtime involving 251 hours or more per month per employee for the 
years 2001-02 ,and 2002-03 revealed the following: 

Overtftme ·llnmmrs per No. off emplloyees OTA ammnnnll: (Rs. finn 
monnll:lln llakllnl 

2001-02 2002-03 2001-02 2002-03 
40 1 and above - 1 - 0.83 
351-400 2 3 I 1.30 1.75 
301-350 16 5 9.11 2.84 
251-300 ' 90 45 41.97 20.23 
'fo~all 108 541 52.38 25.65 
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From! the above, it would be seen that H,aldia Refinery paid overtime allowance for 251 
hours: to 440 hours in 162 cases involving a financial implication of Rs. 78.03 lakh for the 
yearsi2001-02 and 2002-03. I . 

The Management stated (April 2004) th1:1t increase in the number of overtime hours was 
due t6 exigencies of work or absence ofrbiiever and shortage of manpower. However, the · 
Man~gement has decided to form a Comrhittee of Senior Officers to investigate the entire 

matte~. I . · 
The reply of the Management is not tenable as the payment of overtime for such number 
of hours was improbable and indicated fraud in booking and payment of OTA and 
abse~ce of effective controls. . I . 

The tpatter was reported to the Ministry in May 2004, its reply was awaited (January 
2oos). I 
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Highlights 

rnJ~na~'OH Co~po~ratfronni~~ftt~dJ 

(R~~~ngiheert~ci:Pi-~J~~~:(!f!dUJithan;l 

The Company failed to evolve a long range plan and strategy, duly documented with 
performance indicators and targets. 

(Para 5. 1.4) 

The Company could not develop adequate in-house expertise even after implementation 
of 99 sites as per tpeir plan. The rollout beyond 99 sites was assigned to five outside 
consultants entailing an additional and avoidable expenditure ofRs.9.56 crore. 

(Para 5.1.4) 

An exclusive Committee to monitor all aspects of 'Manthan', the IT re-engineering 
project, which impacts all aspects of the functioning of the Company, was absent for 
most part of the project. 

(Para 5.1.5) 

Heavy reliance was placed on the consultant firm, which was appointed after inviting 
limited tender. Extra payment of Rs.33.27 lakh was made to the Consultants for selection 
of Enterprise Resource Planning software and vendor, which was not in the work scope 

I 
of the Consultants. , 

(Para 5.1.6) , 

Non-synchronisation of various phases of project resulted in a delay of over two years 
from September 2002 to November 2004 in completion of the project and the Company 
could not derive the projected benefits of Rs.358 crore per annum from on-line integrated 
business processes and optimisation in Supply Chain Management. 

(Para 5.1.6) 

Appointment of vendor for delivery of add-ons software packages was done without 
inviting global tender. The bid was finalised after a delay of 25 months in evaluation of 
techno commerdal bid, waiving important tender conditions. 

(Para 5.1.8) 

The Company had not been able to identify any tangible benefits of the project till now. , 

(Pam 5.1.9) 
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The Company failed to identify and allocate Rs.20.32 crore as the cost of manpower 
deployed from various divisions towards implementation of the IT re-engineering 
initiative. 

(Para 5.1.9) 

The Company had not effectively communicated the fT roadmap to a ll levels of the 
organisation. It had also not been able to provide adequate training to all users for 
operating in the new technological environment. 

(Paras 5.1.11 and 5.1.13) 

The Company had fai led to appreciate the possible risks of not keeping the off-site data 
back up at site(s) other than their Primary Data Centre before ' go-live' of sites. Instances 
of breakdown of leased links interrupting the business transactions occurred at sites, 
wh ich were not put on the three tiers Communication Network. 

(Para 5.1.14) 

Primary Disaster Recovery Centre with in the same premises as of Primary Data Centre, 
exposed it to the same immediate risks of physical disaster. Site selection of Alternate 
Disaster Recovery Centre also did not take into account all the threats to the centre. 

(Para 5.1.14) 

Non-configuration of all 'As Is' and 'To Be' business processes into SAP. Although the 
processes continued to be in business operations, their non-incorporation in the ERP 
Software had resulted in gaps in the functionalities provided by SAP and the business 
processes. 

(Para 5.1.1 7) 

Adequate sign-off procedures were not followed by the Company at the time of 'go-live' 
of SAP which resulted in uploading the data without purification. This was confirmed 
when Audit noticed that data in respect of lube inventory was not correctly uploaded at 
depot at Ajmer in December 2003 wh ich resu lted in difference of Rs.2.63 crore (May 
2004) in the physical inventory and stock as per SAP. 

(Paras 5.1.23 and 5.1.36) 

Data loaded on SAP was authorised only by the Middle Management and not by Head of 
Department of the site. 

(Para 5.1.36) 

The Management had not instituted any system of regular reviews for ensuring the 
fulfilment of the quality assurance commitments made contractua lly by the Consultants, 
vendors and suppliers of annual maintenance services. 

(Para 5.1.45) 
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Neither the evaluation of compliance and performance of the Availability Plan had been 
conducted by the Internal Audit Department of the Company nor was any post 
implementation review of the Availability Plan conducted by outside agencies. 

(Para 5.1.45) 

None of the Critical Success Factors had been achieved despite implementation of SAP at 
292 sites (March 2004). 

(Para 5.1.45) 

5. 1.1 Introduction 

The Indian Oi l Corporation Limited. (Company) has an annual turnover of Rs. l ,30,203 
crore (2003-04) and commands 51 per cent share o f petro product market of all the PSUs 
of the country. Its operational infrastructure consists of I 0 refineries having 7,575 kms of 
pipeline and marketing network of22,465 reta il outlets. 

In 1996 the Company fe lt a need for tr• re-engineering as it observed that over the years 
several need based modules were developed leading to creation of is lands of information 
which lacked integration across the Company. Towards this the Company appointed M/s 
Price Waterho use Associates (PWA) {April 1997) after lim ited tendering as Consultants 
to the IT re-engineering project (Manthan). The scope of the project broadly included 
developing a corporate IT strategy, formulation of design parameters for core integration 
of functional modules to be used at all the units of the Company from Board room to the 
refineries and upcountry sales offices, developing the required system architecture, 
determining the needs for upgradation and addition of hardware and software, integrating 
the existing modules as well as new modules and standardisation and implementation of 
the integrated system across the Company. The project was to be carried out in four 
stages, namely, Conceptualisation and Design, Development and debugging. Trial 
Implementation and Stabi lisation and Standard isation. T he project was to be completed in 
29 months (i.e. September 1999). 

Under the project. the Company, on the advice of the Consultants, selected SAP./RJ 
along with the associated o il and gas specific software IS-OIL and C!N as the ERP• 
solution for customisation and implementation across the Company, integrating important 
functions such as Finance and Contro lling, Human Resources, Production Planning, Sale 
and Distribution, Material Management Plant Maintenance, Project System and Quality 
Management. Th is was to be supplemented with 'add-ons' i.e. additional software 
solutions, which could be seamlessly integrated into the ERP environment. The 'add-ons' 
addressed vital functions such as demand forecasti ng, distribution planning, crude 
selection and refinery planning. 

•Information Technology. 
•Systeme, Amlwendtmgen, Produkte in der Datenverarbeltung which, translated into English, mea1rs 
Systems, Applications, Products in data processing. 
'Enterprise Resource Planning- refer to Annexure 13 
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The Company had implemented (March 2004) SAP/ R3 at 292 out of 530• sites 
scheduled to be completed by September 2002 (as per the initial targets) at a cost of 
Rs. l82 crore (against the initial estimate of Rs.95.95 crore including hardware software 
and consultancy). The 'add-ons' were still at various stages of implementation as detailed 
in paragraph 5.1.6 below. 

5.1.2 Audit scope and methodology 

In order to assess the IT governance framework and to evaluate various components of 
planning and execution of such a large IT project, Audit felt a necessity to benchmark the 
processes with g lobally accepted frameworks. Accordingly, COBIT+ was chosen as the 
standard frame of reference. Details about COBIT and Audit methodology are given in 
Annexures I 0, I I and 12. 

The audit was conducted between August 2003 and June 2004 at 25 sites and at the 
Corporate IT System Department. Detailed audit findings for each of the fo ur domains 
are g iven in succeeding paragraphs. 

5.1.3 Planning and organisation 

Audit assessed whether the Company's planning and strategy were a ligned to ensure that 
contribution o f IT was aligned with the achievement of the business objectives and 
whether the strategic vision was planned, communicated and managed for optimum 
results. 

5.1.4 Defining a strategic IT plan 

The Audit objective was to seek assurance that there existed a strategic IT plan to strike an 
optimum balance of IT opportunities and IT business requirements as well as ensuring its 
further accompl ishment. However, Audit found an absence of enterprise oriented, 
documented IT long range strategic and short range implementation plan. 

Ti ll 1996, IT was implemented by the Company on an 'as needed ' basis in response to 
specific business requirements and IT development was decentralised at the divisional 
level rather. This resulted in the development of a variety of need-based modules leading 
to ' is lands of information' lacking on-line integration with a ll the business functionalities 
across the Company and technological gap in areas like software development and 
networking infrastructure. 

The job of analysing the business requirements of the existing available technology and 
the benefits which would be derived from ERP Software implementation was assigned by 
the Company (June 1997) to the Consultants (PW A), at a cost of Rs.30.42 crore. The 
Consultants were appointed without resorting to global tender and since then had a major 

"Reduced to 429 sites (June 2004). 
• Control Obj ectil•esfor Information and related Technology. 
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influence in aspects like selection of ERP vendor, add-ons vendor etc, which were not in 
their initially given mandate. 

PW A developed a Conceptual Technology Plan (CTP) for the IT re-engineering project. 
Though the CTP set forth strategies for various aspects of IT architecture that needed to 
be closely aligned with the requirements for implementation in the target areas, it was 
essentially a Project-oriented Plan. Though the CTP did address the functional and 
operational requirements including performance, safety, reliability, compatibility, 
security and legislation of ERP Solution (SAP/R3) the Company failed to evolve a long 
range strategy :and pian, duly documented with performance indicators and targets. 

For the on-going process of identifying future trends and regulatory conditions relating to 
IT development the Company placed heavy reliance on the Consultants, without a 
corresponding, emphasis on the development of in-house expertise, to ensure continuation 
of the IT re-engineering efforts and future direction. This is clearly shown by the fact that 
the roHout beyond 99 sites was assigned to ·five consultants entailing an additional and 
avoidable expenditure of Rs.9.56 crore though the Board had decided (March 1997) that 
the task of 'go-live' beyond 99 sites (including 22 pilot sites) would necessarily be done 
by the in-house trained engineers. 

I 

The Company, replied (January 2005) that, keeping in view the target date of rolling out 
of the software at 330 locations, the expenditure of Rs.9.56 crore was incurred towards 
appointment of five consultants. At approximately 90 locations in-house resources were 
deployed exclusively for rollout. 

The reply is not tenable as approval of Rs.9.56 crore was necessitated due to non­
development of adequate in-house expertise and non implementation of SAP at 99 sites 
within 29 months from the date of approval for the appointment of Consultants as 
envisaged. 

5.1.5 1111ladequuute system for the mol!1litoring al!1ld evaluuatioll1l of IT plans 

Audit observed that the Steering Committee constituted in 1996, for the evaluation of 
Manthan and the status of the Project, held only four meetings over a period of seven 
years (1996-97 to 2003-04). The last meeting of the Steering Committee was held on 30 
March 2000 ~fter which the Committee was discontinued. From February 2000 the 
monthly progress report of Manthan was being placed before the Corporate Management 
Committee (a Committee constituted for the evaluation of all corporate projects). Thus, it 
is seen that an exclusive committee to oversee all aspects of Manthan, IT re-engineering 
project which ,wouldimpact all aspects of the functioning of the Company, was absent for · 
most part of the project.· This led to delays in implementation and deficiencies in various 
processes remaining undetected, causing delay of two and a half years and denial of 
expected benefits ofRs.358 crore per annum as described later. 

' . ~ . 

The Management stated in their reply (January 2005) that a system to place the monthly 
progress report of Manthan Project before the Corporate Management Committee had 
commenced from August 1999 and a designated core group headed by the Executive 
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i 
I 

Director monitored the progress of the project. It also stated that presentations on the 
progress of the project were made to j

1

the full Board, Audit Committee of the Board, 
Project Evaluation Committee of the Board as well as Executive Committee of the 

Boa,rd. I 
I , 

The, reply of the Management is not acc~ptable as the Corporate Management Committee 
was on no occasion convened specifically to review the progress of Man than Project. The 
morithly progress of the Man than Proje4t was reported along with those on other projects 
in the Company. Moreover, the status l-eports were placed only sporadically before the 
various committees. 

I 

During Audit it was also seen that the Management had decided (June 2004) to reduce 
SAP implementation from duly identifi~d 530 sites to 429 sites due to non-availability of 
Leased Line Links and other techniJai problems. Since the Management had not 

f ·I 

comprehensively deliberated the issues involved in SAP implementation, the benefits that 
were originally envisaged on implementation of SAP at all the identified sites, could not · 
be availed of. Alternatively, the plan should have duly been developed after addressing 

I 

the key issues, requirements and foreseeable limitations, if any, regarding the number and 
location of actual sites that were to be !identified in order to have· a realistic perspective 
plan: for the Company, duly encomp~ssing the scope and coverage of the IT re-
engiheering project. I . 

I 

5.1.6 Project management I 

Aud
1

it aimed at finding whether . the I processes satisfied the requirement of setting 
priorities and delivering the project on time and within budget. 

Audit observed that frequent modificltions and non-adherence to the time-schedule 
orig~nally envisaged, resulted in the derlial of the projected benefits of Rs.358 crore per 
anm\m from on-line integrated busine~s processes and optimisation in Supply Chain 
Ma~agement as detailed below: . I . . 

The. Company, while making a business case for implementing the IT re-engineering 
initiative, projected a benefit of Rs.358 crore per annum due to implementation of ERP 
and :Rs.215 crore per annum due to implementation, of add-ons. This benefit was 
supposed to flow after implementation of the project from (i) inventory optimisation 
(Rs.i47 crore), (ii) reduction in transJortation expenses (Rs.70 crore), (iii) saving in 
banking cash (Rs.33 crore), (iv) reducti~n in demurrage costs (Rs.31 crore), (v) discount 
through accounts payable management ;(Rs. 30 crore), (vi) reduction in cheque holding 
time; (Rs.l5 crore), (vii) reduction in acdounts receivable (Rs.l2 crore), (viii) reduction in 
time\ overrun in project implement~tion (Rs.ll crore) and (ix) reduction in 
communication expenses (Rs.9 crore). The benefits from 'add-ons' were expected to flow 
from crude mix optimisation· (Rs.l15 crbre) and yield improvement in refineries (Rs.1 00 
crore). j 

The bosition oftarget dates a~~ actual djtes of completion are given in Annexure 14. 
1 I 
: ' 
' ' : 
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From the Annexure 14 it is evident thatthere was a delay of 30 months apart from extra 
time of 14 months (July 1998 to September 1999) taken. for selection of 
software/softWare vendor which was not provided in the project schedule. This resulted 
in denial of projected benefits of Rs.3 58 crore on a yearly recurring basis as stated in the 
cost-benefit analysis subiTiitted to the Board (July 1998). This delay in ERP 
implementation also caused a delay in the implementation of 'add-ons'. 

It was also observed by Audit that the Management had revised the implementation · · 
schedule for the Project due to delay in the selection ofERP Software (SAP/R3) although 
its procuremerh was required to be synchronised with the completion of Stage I by the 
Consultants. l\1oreover, the task of selection of ERP was subsequently entrusted to the 
Consultants, at a further cost ofRs.33.27 lakh and the scope of the work, thus, stood 
modified. 

' 

It was further observed in Audit that as per the terms of the purchase order (August 
1999)~ the vendor was to supply the software SAP/R3, within 30 days which had to be 
extended subsequently to 75 days from the date of receipt ofthe purchase order. 

I 

The Management stated (April 2001) that the delay in.the supply of software was due to 
non-finalisatiori of the contractual and legal issues~ The Management further replied 
(January 2005) that the total delay in implementation. of the project was only six/seven 
months, hence it could not be concluded that the organisation had lost Rs.358 crore on. 
yearly recurring basis for a much longer period as a result of delay in implementation. of 
ERP. , 

This reply of the Management is not borne out by facts as the delay, when calculated by 
comparing thei final target date with the actual implementation date, as shown in the table, 
was 30 mont~s for ERP implementation and seven months for implementation of 'add­
ons' (Phase-I)~ 

5.1. 7 Non-sY,nchronisation ·of different items of conceptual technological plan/work 
plan · 

Audit revealed that there were deficiencies in synchronisation of various stages of the 
CTP implementation as neither the completion of the Local Disaster· Recovery Centre 
(DRC) nor that of the alternative Disaster Recovery Centre at Sanganer (Jaipur) was 
synchronised with 'go-live' plan of SAP/R3. In. a highly centralised ERP environment 
non-availability of alternate.offsite DRC is an. unacceptable operational risk. 

i 

5.1.8 . Mandging IT investment 

The Audit objective was to see whether a system was in place to ensure that funding and 
control over fihanciai resources was adequate, 

The project estimates (including software, hardware and consultancy costs) of Rs.95.95 
crore in March 1997 escalated to Rs.273 crore in September 2002; Rs.l82 crore had been. 
spent on the·p~oject (March 2004). 
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Limited tenders were issued (Septemb~er 2000), based on the recommendation of the 
Consultants (PW A), to only three parti~s (M/s. Tata Honeywell, M/s. Aspentech Inc and 
Mls; Invensys India Private Limited). T?e Company took 25 months to finalise the tender 
(October 2002) and waived three important terms and conditions of the General 
Conditions of Contract {GCC) in the sdlection of 'add-ons' viz. condition of visiting the 
site~ of vendors by Company representatives, users' feedback of projects implemented by 
the vendors and submission of 100 per[ cent bank guarantee (The Company accepted 50 
per cent bank guarantee including ·l 0 ~er cent performance guarantee). The Company, 
thus, failed to avail the benefits of competitive bidding. It was also not clear how the 
Management assured itself of the suitatiility of the vendors for such a critical and costly 
project without observing important cbnditions as described above. The Management 

. I 

also failed to hedge the risk by waiving lthe condition of I 00 per cent bank guarantee. No 
justification for the waiver ofthe terms Jnd conditions ofGCC was on record. 

The I Management stated (January 2005)1 that all such software solutions needed a critical 
review of the functionalities offered. qut of the three vendors, two of the vendors had 
their Headquarters outside India and, therefore, required constant interaction with their 
principals for any deviation in the con~ract conditions required to be finalised with the 
Company. They had finalised the tenaer in the optimum time for finalising such a 
gigaptic Supply Chain Management proj:ect of the Company. 

I I 
The· Management reply is not acceptab:le to the extent that the recommendation of the 
Consultants for the limited tender to three vendors deprived the Company of the benefits 
of competitive market in the field of S~pply Chain Management System suppliers. The 
Company took more than two years irl the finalisation of techno-commercial bids and 
finally accepted the deviations after wai~ing important tender stipulations. 

I 

5.1.9 Cost benefit monitoring I 

I 
Audit observed that after commencetVent of implementation of ERP there was no 
effective system in position to regularly monitor, by benchmarking performance with 
pred~fined performance indicators, the Jvaluation of the realisation of both tangible (like 
inventory optimisation and reduction in transportation expenses as discussed in paragraph 
5.1.6 above) and intangible benefits (}eduction in lead time and improved customer 
service, warehouse management expebted to reduce the book and physical stock 
discrepancies and tracking of complete history of each product to -JlSSist in trouble 
shooting) that were anticipated and tealised on a project of such magnitude and 
inve~tment outlay. i 

The Management stated (January 200S) that though there was a well defined cost 
mon!toring process to compare the I actual expenditure/commitments vis-a-vis the 
budgetary amounts in the organisation, the quantified tangible benefits accruing from the 

I 
implementation of ERP could be detern).ined for the entire organisation once the system 
was :operational for at least six months at all units of the organisation; the intangible 
benefits such as uniform coding structbre for material master, unique customer code, 
uniq~e vendor/service providers code,[ common chart· of accounts, centralised price 
update and a robust communications system had already accrued to the organisation. 

I I 

The reply of the Company is untenable il~ view of the following: 
I 
I 
i 
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(i) . . Though by April 2004 in three out of four divisions (Refi111.eries, Pipelines and 
Research and . development) Man than.· had been implemented, the Company, in the 
absence of predefined performance indicators, could not even identify, let alone have a 
preliminary. qualitative. assessment of, the tangible benefits even though more than six 
months had passed after the implementation in these divisions; 

(ii) The reply of the Company also does not address the key and fundamental benefits 
that would accrue in terms of improved visibility of information, leading the. way towards 
enterprise transformation and evolution of performance indicators for measuring and 
regularly evaluating the Return on Investment; 

(iii) The intangible benefits. quoted by the Management are 'To Be' processes and not 
benefits; 

(iv) As regards the robust communication system, . the same is to be viewed as a 
fundamental pre-requisite for the effective functioning of the centralised architecture and 
not as a benefit ofJT re-engineering efforts. 

U was also observed during audit that the Company failed to identify. and allocate 
Rs.20.32 crore as the ·cost of manpower deployed from various divisions towards 
implementation of the IT re-engineering initiative. Proper apportionment of identified 
costs for a project is necessary for post implementation cost benefit study. 

5.1.HJ Commumicoltitm of Moumogemei!Rt aims ami directioi!Rs 

The objective of audit was . to seek assurance that processes existed to ensure user 
a:waren~ss ar1d understanding of the Management aims and directions. 

5.1.11 A.bsei!Rce of coi!Rtimumus commumicatiolfR program ai!Rd checkii!Rg compliance 

It" was· observedduring Audit that: 

•!<> There was' no effective plan in position to communicate the IT Roadmap and IT 
Vision to all levels .of the organisation. Though the ·corporate Vision was communicated 
to officers upto the Middle Management. level, the IT Strategic Planni~g was not 
communicated to all levels of Management and users. It remained confined to the higher 
echelons. pf Management (members of Steering Committee and Review Committee and 
the Heads of Divisions); ' . 

•!<> In the • absence of . any documented IT Implementation Plan, the task of 
communicating, i1wolving, ·.mobilising and educating the users regarding the new 
capabilities available in the technological environment did not· take place.· Further, even 
the decisions of the Top Management and the Work Plan of the Consultants were not 
cqmmunicatecl to the users acro~s the various functional divisions of the Company. · 

The Managemenf stated. (January 2005) that the IT plan as well as progress of 
implementation was continuously communicated across the organisation by hosting the 
information about implementation progress of the project on the intninets of the 
organisation and also through the Manthan Infokits circulated in the organisation. 
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The reply is not tenable because the measures taken such as disseminating information on 
intranet and Manthan Infokits etc. by the organisation did not seem to be sufficient to 
address the specific requirements of end users since it was observed during the audit of 
25 units where SAP was implemented, that users at different levels including the end 
users in most of the units, had no communication about the IT vision and IT plans of the 
Company. 

5.1.12 Management of human resources 

Audit assessed whether the Management had been able to maintain a motivated and 
competent workforce and impart training in a structured manner. 

5.1.13 Insufficiency of IT trained staff and absence of regular IT training of users 

Based on the identified needs, the Management should define the target groups, identify 
and appoint trainers, and organise timely training sessions. A training curriculum for each 
group of employees should be established and training alternatives should also be 
investigated (internal or external site, in-house trainers or third-party trainers, etc.). This 
is especially true of implementation of ERP projects where IT re-engineering is closely 
aligned with business processes re-engineering. 

However, in Audit it was observed that the Company did not have a formal, documented 
detailed training plan for its employees. As a result the capabilities and familiarity with 
the new system varied widely. 

The Management stated (February 2004) that in itially Consultants gave training to the 
core team (BASIS Group) and thereafter the core team provided on-site training to the 
users at the time of implementation of SAP. But during audit it was found that the 
training was inadequate and was not according to training courses prepared by the 
Consultants. At the pilot sites the users, under different categories, were not imparted the 
requisite formal training for performing their daily business transactions in an optimal 
manner in the new technological environment. User feedback during the audit of 25 sites 
indicated that due to the absence of skill upgradation, through adequate training and 
awareness, the users at most of the units were not comfortable in the ERP environment 
(May 2004). 

The Training Software costing Rs. l.06 crore was not used to impart training to the users. 
The organisation, thus, failed to comprehensively address the necessity for 
institutionalising education and trai ning program focused on Corporate IT Systems in a 
manner that would ensure its strategic alignment with business processes. This hampered 
the efforts of the Company to get full benefits of the latest technology. 

The Management, in its reply stated (January 2005) that the Corporation had adequate IT 
professionals to take care of the requirements in the organisation and a large number of 
users from the functional groups in the organ isation had acquired technical skills to 
operate even the complicated SAP software. It was not correct to infer that formal 
training in relation to IT was confined to only the Information Systems group and large 
number of training programmes had been organised for end users, functional users and 
internal audit. 
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The reply of· the Management is not tenable ·because the necessity to appoint five 
consultants, by paying them Rs.9.56 crore, to rollout the project beyond 99 sites shows 
that even after 65 months sufficient in-house skill was not generated. The training was 
actually . imparted to personnel ·in functional group of Corporate Office (Information 
Systems· Department). Hence, mobilisation and education of the end-users regarding the 
new capabilities · available in the transitional environment did not take place. The 
Management also failed to. furnish any document in support of their reply regarding 
utilisation of training software. Moreover, the user feedback, as found by Audit, indicated 
that the training was inadequate to equip the users for their designated role~. 

5.1.14 Assessment of risks 

The Audit objective was to seek assurance that the Management had identified and 
implemented important decision factors to respond to actual or perceived threats. 

Audit found that the onsite Disaster Recovery Centre (DRC) was located within the 
compound of the main processing centre though the consultants had suggested it to be 
located at least 10 kms away. Moreover, the alternate DRC was being constructed at 
Sanganer (Jaipur) 300 kms away. While the onsite location of DRC exposed it to the 

· same immediate risks of physical disasters as the main processing centre, the alternate 
DRC, because of its geographicallocation, was also susceptible to strategic threats. The 
organisation cl~arly failed to comprehensively assess the risks to its operation in case of a 
physical disaster/threat. · 

The Management stated (January 2005) that the Company was well aware about the risk 
identification and impact analysis of any disaster and a four tier Risk Management 
System had already been instituted in the organisation and was being implemented in the 
orgimisation, commensurate with the number of sites going live. 

The reply is not tenable, Though the Company had followed four tier Risk Management 
System as per recommendation of the Consultants (PW A), it had failed to appreCiate the 
strategic significance of Remote Disaster Recovery Site at Jaipur which was approved in 
September 2002 but had not yet been commissioned (December. 2004). 

' 
5.1.15 Acquisition and implementation 

Important aspects of organisation's acquisition and implementation plans and strategy 
regarding IT solutions are covered in this domain. Audit assessed whether the IT 
solutions identified, developed and acquired were adequately implemented and integrated 
into the business processes of the Company.This was done by examining: 

0 

acquisition and maintenance procedures of application software and technological 
infrastructure, 

' ' ' . 
' development of procedures for operation requirements and service levels and 

Ill. circulati,on of user procedures, operational and training manuals. 

123 



Report No. 6 of 2005 (Commercial} 

The domain is divided into high-level control objectives. The relevant audit findings are 
detailed below: 

5.1.16 Acquisition and Maintenance of application software 

The Audit objective was to see whether the organisation was successful in acquiring and 
maintaining desired automated functions, which effectively supported the business 
processes. 

Audit observed a number of deficiencies in the acquisition process of the application 
software, which are detailed below: 

5.1.17 Non-configuration of all 'As Is' and 'To Be' business processes into SAP 

During the testing of the Finance and Controlling Module and the Human Resources 
Module, Audit observed that some of the 'As Is' processes had not been mapped and 
configured into the SAP Software as 'To Be' processes. Although the processes 
continued to be in operation, their non-incorporation in the ERP Software had resulted in 
gaps in the functionalities provided by SAP and the business processes. Moreover, it was 
observed that there was no structure within the SAP, which could enable comparison and 
analyses of which of the 'As Is' processes were omitted and which had been mapped and 
configured into 'To Be' processes. 

5.1.18 Configuration of business processes 

Although business processes were configured and tested as per the documented Testing 
Strategy and Plans, Audit observed gaps and deviations, which are detailed below: 

• Area Office, Chandigarh, was found not using the sub-modules such as-Receipt and 
Issue of Stationery, Subscription Vouchers (SVs) and Transfer Vouchers (TVs) 
Control and On-line Reconciliation of SVs and TVs. The Management stated (May 
2004) that these processes, though provided for in SAP, were not practicable with the 
resources available at the Area Office. This shows the inadequacy of the training 
strategy of the Company. 

• At Mathura Refinery and Pipeline Head Office, Noida, Project Monitoring was not 
being done through SAP (June 2004). The existing Software 'Primavera' was being 
used for the purpose. 

• At Mathura Refinery, sub-modules like previous employers details, property details; 
passbook details were not being used (June 2004). 

• Plant Maintenance Module was not being used in the LPG Plants, Depots and 
Terminals. Instead existing Software was being used. 

• The Human Resource Department of Mathura Refinery was using (June 2004) 
existing software ' Integrated System for Human Resource' (I-SHURE) which had no 
interface with SAP. The Management stated (June 2004) that the Company was in the 
process of procuring and installing an additional software (access control system) 
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from M/s Tata Honeywell at a cost of Rs.25 crore, which was likely to be 
implemented by August 2004. T~is showed that all the needs ofthe Company were 
not mapped into the IT re-engineering efforts. · 

o ·Although 'interface between the users and the machine (Software, Hardware and 
Networking) had been established through training scripts, it was observed during· 
Audit Evaluation and Testing of the SAP Modules implemented at various sites that 
the users had not been imparted training in the handling of software and hardware. 
Further, there was no procedure to impart cross-functional training and knowledge. · 

o It was observed during the audit of Ambala Terminal (May 2004) that there was no 
validation check on the date of Instrument (cheque, DD etc.) as the field properties 
were set as alpha numeric instead of date field. Further, Audit observed during testing 
that a cash receipt and bank deposit slip could be generated even for a post-dated 
cheque. Thus, the system had no validation check/control on the field, i.e., date of 
instrument~ This had resulted in acceptance ofboth pre-dated and post-dated cheques. 

"' Testing of; SAP implementation at the Panipat Refinery (pilot site) revealed that the 
end users dealing in bank deposit slips had encountered problems in customised sub­
modules in the preparation of non-SBI deposit slips. This slnows th~t process to 
differentiate between sm cheques and non-SBI cheques were not defined and 
incorporated into the system. 

o In a ca:se at the Mathura Refinery Terminal it was found that a transport trm;:k was 
loaded with material worth Rs.3.75 lakh although there was no balance at credit in the 
account of

1

the party. This shows non-incorporation of proper validation check in the 
system. 

0 At the sa~e Terminal, in another case, it was noticed that despite a party having 
deposited a .sum of money towards the shipment of a product; the same could not be 
cleared, as :there was no balance in the account of the Party. This shows no real time 
updation of records in this case. 

o It was also :noticed that in the case of outstation cheques; outstation charges were not 
being debited to the concerned user accounts at Mathura Refinery Terminal (June 

· 2004) immediately,· thereby resulting in incorrect accounting. This shows that 
processes were not defined and incorporated in the system to identify outstation 
cheques and calc.ulate charges accordingly. 

The absence of adequate validation checks assumes considerable significance in a large 
on-line netwo~k system where iterative transactions could be voluminous, thereby 
adversely affecting the reliability of data generated by the system. The above illustrations 
also highlight the necessity for examination of the customisation process by obtaining 
feedback from the end users. · 

! . 

The Management accepted the specific observations listed above and stated (January 
2005) that thei System Design Reassessment for addressing the logical and• technical 
discrepancies would be an on-going exerCise and carried out by various functional teams 
at Corporate Office (Information System). It further stated that with the implementation 
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of SAP at various units and increasing awareness of the end users about the 
functionalities of various modules of the AP, more and more end users would make use 
of these functional modules. The use of legacy and existing software was only a 
temporary phenomenon and would gradually phase out. As regards cross-functional 
training, the details of the software were known to the officers working in Corporate 
Office (Information Systems) who were only authorised to carry out any modification 
required by the end users. 

The reply shows that instead of having a structured training plan to educate and train 
users for optimal util isation of the system and ensure that there was no discrepancy 
between the technological capability of the workforce and the available functional ity of 
the system, the Management had adopted a ' learn as you work' approach. This approach 
is unsuitable for such a large IT re-engineering project which not only brings in new 
technology but also seeks to change the existing ways of working of the organisation. 

5.1.19 Porting of master data 

During the field audit of SAP implementation it was observed that Management had not 
communicated the Data Migration Strategy in the absence of which no sign-off of input 
data and migrated data could be done at the time of 'go-live'. On the date of 
implementation, the existing application software was terminated and the running data at 
the close of the day was uploaded onto the application and the transactions were 
commenced with the uploaded Master Data, treating the same as opening balances of the 
current transactions. 

5.1.20 Source data without Audit trail 

It was also observed that at the time of ' go-live' of ERP, the closing balances of running 
transactions were frozen and uploaded into the appl ication as the opening balances. Thus 
for tracing the source data, there was no Audit trai l in existence and the user had to take 
recourse to the legacy system for the same. 

The Management accepted (January 2005) that though the closing balances of 
transactions had been frozen and uploaded into ERP as the opening balances on the day 
of 'go-live', the Company was planning to collect the detailed transactions constituting 
those balances and replace the opening balances by the transactions. The exercise wou ld 
be taken up after stabilisation of the system by I Apri l 2005. 

5.1.21 Development and maintenance procedures 

Audit assessed whether the Company had ensured proper use of the applications and the 
technological solutions put in place, by adequately circulating the various manuals. 

Audit evaluation revealed that: 

• Though the Users Procedure Manual had been documented and communicated 
through Intranet, the end user lacked awareness about the utilities of system software 
as the users had not been given adequate and regular training to operate the software. 
The Consultants at the time of implementation of SAPIR3 at a particular site gave 
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only awareness training which according to some users . was not sufficient to 
understand the operational technicalities; User Operating Manual/Guidelines were 
only communicated to a limited group (Core-Group). As a result the end_user lacked 
awareness aboutthe utilities of system software. Similarly the documented Operation 
Guidelines/Manual, Quality Control Manual, System Security Controls and business 
requirements. had not been adequately communicated for the benefit of the end users. 

5.1.22 Installation and accreditation of the system 

The Audit objective was to seek assurance that the Management had verified and 
confirmed that. the IT solution was fit for the intended business purposes of the 
organisation. 

5.1.23 · No signc:off of the SAP implementation and standardisation 

XT·installation and accreditation of 'To Be' business processes in SAP/R3 Software was 
certified· and signed-off only by the Process Owners and Core-group responsible for 
software implembntation. The Management stated (June 2004) that the signing.off of the 
completion of ERP Implementation by the Consultants (PW A) and standardisation 
certification froirl them had not yet been obtained. 

5.1.24 No parallel rum of the existing system 

It was observed that no parallel run was conducted at any site after ERP implementation. 
In the absence of a parallel run, performance analysis and ·critical evaluation of the new 
system as against the existing system could not be done. 

5.1.25 Record. of baseline configuration was missing in SAP/JIB 

It is necessary to ensure that a record of baseline configuration items is kept as a 
checkpoint to return to, after changes. Although the baseline configuration had been 
preserved as 'As!Is' process these were not mapped into SAPIR3. Thus, for changes after 
go-live, the user had to revert to Manuals of 'As Is' business processes which was time­
consuming and also defeated the purpose of an Online Information System. 

5.1.26 Delive~ ami Support 

This domain esSentially addresses the aspects relating to the actual delivery of the 
. required services like traditional security operations, system security and maintenance of 
business continuity. Audit examined whether the services and support processes had.been 
properly designed and implemented by the organisation to ensure the same. 

The domain is divided into high-level control objectives. The relevant Audit findings are 
detailed below. 

5.1.27 Manag~ment of third parly services 

The Audit objective was to see whether implementation was done according to the agreed 
terms and conditibns with the third party service providers. 
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5.1.28 Extra payment to SAP IndiaiforAMC due to defective planning 

It ~as observed in Audit that the free !maintenance services for SAP software were valid 
for a period of 12 months commencing from 1 October 1999 and thereafter the software 
w~s covered for preventive maintenan6e under an AMC", for which the Company paid an 
arriourit of Rs.4.85 crore for a twoiyear . period commencing from 1 October 2000. 

· However, implementation of the first go-live was on 1 August-2001. 
i I . . 

The above sequence reflects the absence of effective planning and synchronisation, 
I . 

resulting in the denial of benefits inc~uding those resulting from coverage through free 
maintenance service, which were to accrue to the Company through ERP. · 

I 

Tqe. Management stated (January. 2d
1

05) that dur.ing the AM~ vendor~ upgraded the 
versiOn of software and gave online [Support services. Hence It was wrong to say that 
there was absence of effective planning and synchronisation in the software proct)rement, 
customisation and implementation. : 

. I . . . 
The reply is not acceptable. Had the[ ERP been implemented at 99 sites timely by. 30 
Se'ptember 1999 it could have· been ~overed under free maintenance period (1 October 
19:99 to 30 September 2000). The C01fpany paid Rs.4.85 crore for maintenance contract 
for two years upto September 2002 when only 16 sites had been covered under ERP. 

I . 

Thus the payment was made for underutilised maintenance services. 
I • I . 

5.1.29 Management ofperformanck and capacity 
. . . I . . 

The Audit objective was to see whet~er optimal use was made of the internal reporting 
processes. It was observed in Audit th1at though the Management had developed a systell1 
of: users' feedback to take corrective a~tion, no record ~f rectifications made was kept for 
future reference. In the absence of the required documentation of action taken on the 
feedback, the system improvement obj~ctive was limited. . · · · · 

I . . 

5.1.30 No development of trend an~lysis and reporting system · 
I ·I ' 

The reports with regard to customer :queries were to be adequately amllysed ·imd acted 
upon and trends were to be identified.! During the audit it was observed thatno proced11re 
w~s in place to assure adequate repo~ingwith regard to customer queries and resolution, 
response times and trend identificatibn. Thus, one very important benefit of an ERP 
solution was not being availed of. I · · . · 

: I 
I 

5.1.31 Ensuring continuous servic~ 
I 

The objective of Audit was to seek assurance that systems were in place that made sure 
that IT services were available as req~ired and there was minimal business imr.actinthe 
event of a major disruption. To have an effective Continuity Plan the Management should 

, I 

provide for Continuity Plan Maintenance procedures aligned with Change M~nagemerit 
and Human Resources procedures an~d needs to have regular testing of the plan. Audit, 
hmyever, observed that . since the pisaster Recovery Plan had not yet been fully . . . . . ! 

I ' 

"Annual Maintenance Contract 
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iirnplemented, the integritY of Continuity Pian including -testing and its maintenance could 
not be determined: Xt also observed that neither the local DRC"nor the alternative DRC at 
San.ganer (Jaipur} was synchronised with 'go-live' Plan of the ERP solutii::m; Though the 
Board decided (July 1998) to implement Disaster Recovery Plan by duplicating the 
sen'ers at a' suitable site dluly interconnected in order to have ·safe airrangernent in the 
event 9f untoward incident at t~e central site the approval was sought only after fom 
years in July 2002. The alternative DRC at Sanganer (Jaipm) V\fas stm unaer·construction 
(June 2004). In a highly centralised ERP environment non-avaiiabHity ofaUernate offsite 
DRC for a Company, which plays an important mle in national defence preparedness, 
poses a very high and unacceptable risk. This· assumes even· greater importance as the 
project had .already gone live and the Company h·ad dispensed with the legacy systems 
without maintaini~g offsite. back-up storage. This aspect is to be viewep in ·the context of -
the Company having already faced a recovery problem during a major breakdown,at thyir 
Data Centre in Gurgaon,. in August2002, which highiighted the need for off-site ~torage~ 

The Management stated (January 2005) that the Metro Disaster-Site at Gurgaon, whiCh 
was under implementation during August '2002 i.e.· at the time of major. breakdown of the 
Data Centre,.was fully commissioned only by November 2002. The malfunctioning ofthe 
system liappened due to logical· error and reversion to stand-alone systems at· units 
(legacy syst~m). A part of Business Continuity Plan was resorted to, to meet this 
exigency. 

The reply of .the Ma~agem~nt shows. that th~ Company only had an onsite DRC, as of 
l!1low, which faced the same physical threats as the main servers and in no way obviated 
the threat to the Company's operation. The· Company had also .faced hardware and 
networking failure for 48 hours in August 2002 when the transactions in critical business 
divisions were switched over to legacy system. Similarly, another breakdown occurred. at 
marketing terminal at Bijwasan, on 26 and 27 September 2003 when the legacy system 
was brought hackto conduct the business of the terminal. · , · · 

5.1.~2 Eoosurilmg system security 

The Audit objective was to see whether the organisation had a plan to safeguard 
information against unauthorised use, disclosure or modification, damage·or loss. 

Audit obser~ed that thqughthe project had already gone live and become operational, the 
Company hadnot yet documented aniT Security Policy. Since, the Management was stm 
in the process of preparing the IT Security Policy, the assessment of the impact of 
implementation and monitoring of IT plan on the business requirements of the. Company 
could Jnot be evaluated . 

At the Ajmer Depot, the users were found doing multiple jobs by sharing of passwords 
with one another; users in the Supply and Delivery JQepartment were found using the 
password .of the Depot Manager. 

It was al_so found that"thou.gh th~ Management had developed a system of <;ommunication 
of incidents of security lapse/errors and response by the BASIS Group through email, the 
e-mail boxes were emptied regularly lboth by the users and the members of the BASIS 
Group. Consequently there was no record of incident handling which could be used! as . 
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input/f~edback for future developments \for trouble-:shooting. The system of taking 
corrective action through e-mail without keeping a record would deprive the 
Manag~ment of deriving the benefits of pas~ experience in trouble-shooting. 

, .. · . I 
5.1.33 ' ManlJgement of problems and incidents 

The Audit objective was to identify proJsses to resolve problems and investigation of 
the causes to avoid recurrences. I · 

I · I 

5.1.34 : .. Problem tracking and Audit trail 

It was ;observed· that there was no system of problem tracking and therefore no Audit 
Trail·could be established in the absence of a Problem Management System whereby the 
~ec?rd of all the· operational events are keJr Consequently, all operational e~ents such as 
mcidents, problems and errors that were I not part of the ·standard operation were· not 
recorded and analysed in a timely manner. 

5.1.35 Management of data I 
The A~dit objective was to find whether the

1

1 Company had controls in place to ensure that 
data remained complete, accurate and valid. . 

. . . I . 

5.1.36 Source document uploaded without proper checking and authorisation in 

It was :o:erl during Audit that the dJ loaded on SAP was authoriSed only by the 
Middle Management and not by Head of !Department of the· site. This poses the risk of 
inaccurate data being posted into the sy~tem. For example, Audit found that data in 

. I 

respect of lube inventory was not corredly uploaded in December 2003, at the Ajmer 
Depot, r~sulting in discrepancies amountirlg to Rs.2.63 crore between the physical stock 
and the stock as per the application. The ptoblem remained unresolved (May 2004). Thus 
the Management had failed to follow apdropriate Data Migration Procedures to ensure 
the integrity of the input data at the time ofl'go-live'. 
. I 

5.1.37 No archiving policy . [ 

The Management should implement policy and procedures for ensuring that archive 
meets :legal and business requirements. IAudit observed that though the Consultants 
(PW A) recommended that the data should be archived on a regular basis at milestone 
points,r each time when there was a change to the system and when an upgrade for the 
software was released, the Company had not developed any policy regarding archiving Of 

, I 
data. ' · 1 

In the :absence of archiving and documen~ation thereof, the preservation of data for the 
purpos,es stated above, in respect of crit~cal business processes could not be ensured. 
Accessing of significant data could, thus, !Decome a time-consuming exercise without any 
certainty regarding its availability. I 

I 
! 
i 

! 
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5.1.38 7/'#tle unanagement of opemtions 

The Audit objective was· to see whether processes existed which· would ensme that IT 
support fu.mctions were performed regularly and in an orderly fashion. 

Audit of locations reveah~d that instructions of what to· d~, wheri to ··do and in what ~rder, 
were neither documented nor communicated to users. Thus, IT. support op~rations were 
informal . and ~Intuitive and there was high dependence on .. the skins and abilities of 
individuals. · · · 

5.1.39 Monitoring 

This domain ~ssentiany-addresses the Manage~ent oversight of the orgaiJisation's 
control process¢s. for: proviqing assurance on the system. Audit reviewed the adequacy of 
the monitoring· processes . and how much these had been successful in continuous 
improyem~nt of the system ... 

The domain is :divided intohigh-level control objectives. The relevant audit findings are 
detailed below: -

5.1.40 Moni~oring of the process 

The Audit objective was to identifY processes which ensure tine achievement of 
performance objectives set for the IT processes .. 

5.1.41 A.bseffN:Ce of reporting to Senio~ Mamagementfor decision making . 
• I • • • 

There was a need to submit status reports to _Senior Management regarding achievement 
of planned objectives, deliverables obtained, meeting of performance targets etc and any 
such information as inay be required by the Senior Management for monitoring and 
review regarding the progress made towards achievement of the identified gc:lals~ Such 
reports could greatly facilitate Managemerit in initiating timely action and controlling the 
effective progress of the Project. 

However, Audit found that Business Warehousing and'portal for Management Reporting 
as nicomrriended by the Consultants had not beeri installed (Ji.me 2004). In the absence of 
the same, · Management reporting through SAP· was virtually absent. Though basic 
measurements to . be monitored had been identified and assessment methods and 
techniques ha~ been defined, the processes had not been adopted across the entire 
organisation and decisions were rriade based on the expertise of a: few individuals. 

5.1.42· Assessment of lntemal Control adequacy 

The Audit objective was to seek processes, which ensure the achievement of the internal 
control objecti\(es. 

5.1.43 No document oin Ma'nagement reporting on lnteiruial Control 

During the audit it was observed that there was rio document on Management Reporting 
on Internal Cqntrol. There was· no system of cross checking of the authentiCity and 
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accuracy of business transactions executed in the new IT environment. The performance 
monitoring scripts that contained the corrective action parameters were also not examined 
by the Technological heads. 

5.1.44 No Independent Audit of operational security and internal control assurances 

Operational security and internal control assurance should be establ ished and periodically 
repeated, with self-assessment or independent audit to examine whether or not the 
security and internal controls are operating according to the stated or implied security and 
internal control requirements. 

It was observed during audit that the Operational Security and Internal Contro l Assurance 
were neither subjected to self-assessment nor to Independent Audit in order to examine 
whether or not the security and internal controls were effective and operating according 
to the stated or implied security and internal contro l requirements. Thus, there was a need 
for assessment of the adequacy of internal contro l mechanisms and institutionalisation of 
suitable systems and for the generation of Exception Reports for taking necessary 
corrective action . 

5.1.45 Obtaining independent assurance 

The Audit objective was to see whether the organisation obtained independent assurance 
to increase confidence and trust amongst the organisation, customers and third party 
procedures. 

It was observed during audit that the Management had not carried out any independent 
certifications and accreditation for effectiveness evaluation. There was no independent 
assurance of compliance with laws, regulatory requirements and contractual 
commitments. No third-party service provider review and benchmarking was carried out. 
In the absence of the above, it would be difficult to instill confidence and derive 
assurance both from within the organisation and amongst customers and third-party 
service providers, that IT services duly addressed and satisfied the business requirement. 

IT Management should also seek internal audit involvement in a proactive manner before 
finalising IT services solutions. It was observed during Audit that Internal Audit 
Department of the Company was not involved in the IT Re-engineering Project 
(Manthan) and there was no proactive Internal Audit involvement prior to the finalisation 
of IT services and during the implementation. It was also observed that none of the 
critical success factors had been achieved despite implementation of SAPIR3 at 292 sites 
(Total 530 sites subsequently revised to 429 sites) and there was no involvement of 
internal audit in monitoring the critical success factors brought out in the ' Availability 
Plan'. Moreover, no ' Post Implementation Review' was conducted by any external 
agencies for these critical success factors . This was indicative of weaknesses in 
monitoring of performance indicators. 

Executive Director (Optimisation) of the Company stated (January 2004) that the 
Company was in the process of development ofTT System, which would help the Internal 
Audit Department to conduct the Audit of IT System. The Management further stated 
(January 2005) that once the system was configured, total involvement of the Internal 
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Audit Department to study the system configuration., customised to generate various/ 
reports, was ensured from early 2002 and Internal Audit Department had been carrying 
out audit of the configured system and providing their observations on the system 
configured_anQ:Hnplemente& · · ·· · · 

However, no report of the Internal Audit Departrn'~nt was '~ade available to Audit 
(January 2005)~ 

' . . . . 
The Management in their reply (January 2005) had no comments to offer in respect of 
observations -in paragraphs 5.1:19, 5;1.23; 5.1.24, 5J.25, 5J.29, 5.1.32,- 5.1.34,~ 5J.36, 
5;L37, 5.1 .38, 5.1.41, 5.1.43 and 5.1.44. 

5.1.46 Cmu:lMJsimm auu! recommeuu!atioJJ1J 

The Company, which decided to implement ERP solution, a state of t~e art technology, 
towards its IT re-engineering efforts and sperit vast sums of rrwriey had f'~iled to -get fl,ill 
benefits. of the' system: This was a result of deficiencies. in planning~ monitoring, training 
and' communication· of the Company's vision to all levels of the organisation, which ledl 
to· delays, reliahce on outside experts and lacunae in integration and implementation of 
the project. The Company also failed to comprehensively assess the risks and frame an 
effective mitigation strategy for the same. 

The ·system is 
1 
working. because of the expertise and involveme~t. of individuals but 

improvements were. not ingrained into. all the relevant processes of the organisation. as a 
·whole. . · · · · · · · · . . . .· 

In order. to complete all aspects of the re-engineering effort and exploit the fuH potential 
of thetechnology, the C9mpany needs to focus on areas such as training, monitoring the, 
processes and taking and analysing user feedback to plan and improve process~s. . . 

: . - . ' ' . ... . 

The Review was issued .to the Ministry in January 2005; its reply was ~aw~ited .(March 
2005). 
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Highlights 

The payroll application was complete!~ input-dependent for the accuracy. of outputs. 
There ·was very little validation contrdl embedded in the application to automatically 
detect input errors. J . . . . 

. : . I . · (Para 5.2.4) 

There . is a provision in the payroll application to store and process data relating to 
advances to employees and monitor its tecovery with interest but due to incomplete data 

I . . . . 

entry ~uch opportunitY was not used which led to creation of incomplete and unreliable 
database. 

(Para 5.2.9) 

In 44 cases, the basic pay was drawrt more than maximum of the pay scale; which 
indi~ated that basic pay was not linked jwith scale of th~ pay. Man~gement subseque.ntly 
~eco,vered RS..35,832 from an emplo~ee. _The slab-w1se profess10_nal tax. deductiOns 
mcorporated m the payroll program we,re different from rates prescnbed which resulted 
in short recovery ofRs.4.26 lakh. I 

I (Para 5~2.1 0) 

Over payments and short recoveries bf various allowances and advances illustrated 
weaJrness in payroll system. This resJlted in an excess and irregular payment/ short 
recovery totalling to Rs.4 crore out of which an amount of Rs.l2.18 lakh has been 
reco;vered subsequently by the Managenient after having pointed out in Audit. · ·· 

(Para 5.2.11) 

5.2.1 Introduction 

! 
Oil and Natural Gas Corporation (ONGC) is one of India's largest companies having an 
exp~rience of 40 years in the explorati9n and production of oil and gas. It has, over the 

: years, developed comprehensive IT in~rastructure both for technical and administrative 
fun~tions. The payroll function in reSpect of employees in its Mumbai Region was 
computerised in 1975. The Payroll apdlication program was modified to meet the new 
requirements of the Company. The ~rogram was recast in 1999 to make it Y2K"~ 

' I 

compliant and reinstalled at the EDP• facility at the Mumbai Regional Head Quarters at 
Vasudhara Bhavan, Bandra. The Persortal Claims Sections (PCS) of 14 different units of 
the Region send the input data through floppies to EDP section for batch processing 
every month to generate the payroll for ~round 6,800 employees of the region. 

' I· 
""Year 2000 
• Electronic Data Processing 
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5.2.2 System description 

The hardware used in the EDP section at Mumbai Regional Head Quarters is VAX 4200 
with VMS 6.0 as operating system. While the main application in the EDP section was 
developed in VAX COBOL\ data input was done at different locations on personal 
computers using a variety of application software like Fox BASE, Dbase etc. 

5.2.3 Input Management by Personal Claim Sections 

The payroll application is based on the principle of "Posting by Exception" whereby the 
PCS enter into the database, on a monthly basis, only the changes to the employee's 
entitlement in pre-designed input formats, namely the card codes numbering one to nine. 
These cards contain recurring (for regular payments/recoveries) and non-recurring (for 
arrear payment/recovery of excess paid) codes for data input. The card codes, after being 
filled in, are then copied in floppies and forwarded to the EDP section. While Card Code 
I form contains static data about an employee and is to be entered only at the beginning 
of an employee's account, card codes 2 to 9 contain such data, which could change an 
employee's remuneration for that particular month. In case no changes are required and 
the employee's remuneration remains the same as in the previous month, no card code 
data is transmitted to the EDP section. 

Entitlements of an employee would comprise both recurring and non-recurring elements, 
each one designated by a specific data code. Only the data received from the units under 
the recurring codes of the pay elements are validated and screened by the EDP section. 
The data received against the non-recurring codes such as operational allowance and 
Conveyance Maintenance Reimbursement Expenditure are, however, taken into the final 
output without subjecting it to validations except numeric and list checks in the EDP 
section because it is backed up by a specific office order duly validated by respective 
PCS. 

5.2.4 Processing in EDP Section 

The Payroll application in the EDP section has two batch processing modules namely 
'Payval' and ' Paycal '. The 'Payval' is run to validate the data for data type errors and 
perform some basic checks in regard to the name, uniqueness of Employee Identification 
Number (namely Contributory Provident Fund Number) etc. After completion of this 
process in the EDP section, the error list is sent to the PCS again for rectification. The 
representative of PCS manually verifies the errors, rectifies the same and gets the 
approval of the competent authority. The ' Payval ' module in the EDP section again 
validates the rectified data. These procedures are expected to go on till all the errors are 
completely rectified. 

The second module namely ' Paycal' is run to compute the pay and allowances of an 
employee for the month. This process generates two main output files viz. Pay file that 
contains the dues and recovery details for the month for all the employees and the Output 

• Propriety Software of Vax Server 
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Master file"' that contains the recurring pay and recovery data of an employee besides the 
special codes and personal details. The hard copy of the pay bill report generated through 
the Payroll system is sent to respective locations for verification manually and approval 
of the Drawing and Disbursing Officers. This is followed by generation of main reports 
like pay slip and Last Pay Certificate and other reports like bank schedules, journal 
vouchers, acquittance roll and so on. 

The EDP section also simultaneously sends the data in fl oppies to the concerned banks 
relating to the net amount payable to the employees. This is followed by the bank 
schedule. The locations receive the Cash/Bank Bill (which serves as acquittance roll) 
from the EDP section, based on which they draw a cheque in favou r of each bank for the 
total amount of the salaries payable for the month by different banks. Based on the data 
received from the EDP section by the banks, employee's accounts are credited with 
designated amounts. 

Audit observed that the Payroll application was completely input-dependent for the 
accuracy of outputs. There was very little validation control embedded in the application 
perse to automatically detect input errors. A foolproof input management system, 
therefore, is absolutely essential for ensuring reliability and integrity of the system. 

5.2.5 Scope of Audit 

Audit of Payroll application was conducted for Mumbai Region covering the Regional 
Head Office and its 14 units located around Mumbai. Audit covered the year 200 1-02 
which was extended to earlier periods wherever required. 

5.2.6 Audit Objectives 

The basic objective of audit was to ascertain the reliability and integrity of the Payroll 
Application. 

5.2. 7 Audit Methodology 

The Payroll data (Pay data files, transaction and master fi les) for the period 2001-02 was 
received from EDP section in the fixed length flat file format. In addition to the 
examination of system procedures, substantive tests were also carried out to check the 
reliability of payroll data using the interrogation software IDEA • . The necessary 
evidence to support audit observations was collected from the manual master data like 
registers for long-term advances and short-term advances as well as source documents 
like claims, authorisations and other payroll documents. 

•rhe Output Master File of tile current month will be used as Input Master File of tile succeeding 
month. 
•Interactive Data Extraction and Analysis software. 
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5.2.8 AIMdit Filndings 

The foHowing deficiencies were noticed in payroll application: 

5.2.9 Deficiencies of inp~Mt momagement procedm·es and their Impact on data 
integrity and completeness 

It was observed in audit that there was no unique reference' number on the input forms 
used by· PCS 1 that ·could be used for croSs-referencing the source document and to 
establish an audit trail. H was also observed that no input control register was maintained 
at any PCS to keep track of the total number of input documents received during a period. 
Thus, there· was no way to· ascertain that all the inputs required to be generated by the 
PCS had indeed been generated on the basis of authentications/office orders received 
from the Personnel and Administration section, the competent authority in such cases. 

The Management in its reply stated that (i) the unique reference was always the 
Contributory Provident Fund· (CPF) number of the employee, (ii} PCS officers were 
keeping all the source documents in a separate file, which could. be verified by linking 
with ·the CPF nuniber and (iii) though the system might not be perfect the source 
document could be located for audit purpose from the relevant files. The Management's 
view is not tenable as the .CPF number. could only trace an employee's claim in the 
system and not the source document which is an. authentic record duly approved by the 
competent . authority. Further; the problem highlighted in audit concems the internal 
control system within the organisation and not the availability of documents for the 
purpose of Audit. In its latest reply (December 2004) the Management stated that the 
deficiencies pointed out by audit had been taken care of in the new system. 

Although there is a provision in the payroll application to store and process data relating 
to total amount of interest bearing loans sanctioned and disbursed~to each employee, the 

. PCS had not been furnishing qomplete data on this score to the EDP section.. If this had 
been done it would have facilitated monitoring of loan instalment recovery against the 
sanctioned loan. · 

An extraction from the EDP pay file of February 2002 (YTD~ columns) with regard to all 
interest bearing advances viz. House Building Advance (HBA), Car and Scooter 
advances revealed the following discrepancies: 

'll'yJPie o!F l JP'IIllrtficunlllllll"S ofF ][))fisCiri!JPI!IlllllClli!S NunllllllilJeir Rallllge 
adlvallllce o!F cases o!F idlell:ny 
HBA Cases. where recovery of principal was completed but interest · 101 

recov~ry was not commenced 
HBA Cases. where the recovery was yet to be started but disbursem~nt of 7 

maxir~mm amount of advance of Rs.7.50 lakh had already been 
made .. 

Car Cases where recovery· of interest on advance was not commenced 24 1 to 12 
thougJ;t principal amount of advance was completely recovered. months 

Scooter Cases, where recovery of interest on advance was not commenced ·98 
though principal amount of advance was completely recovered. 

"'Year to date 
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From the above table it is evident that the delay in input extends upto 12 months. 

All these facts show that though the application provides the opportunity to monitor the 
recovery of advances and interest once it is manually fed , due to incomplete data entry, 
such opportunity was not being used in the cases tabulated above. 

The Management stated that in cases where the details of original amount of loan and 
date of drawal was not available in old cases, dummy amount such as ' 999999' was 
reflected in payslip. Also the recovery of interest was calculated and entered into the 
system, manually. The Management did not clarify why the details of original amounts of 
loan etc. were not available, nor did it indicate the basis for treating these cases as old, or 
the reasons due to which the data got eroded, or the authenticity of these manual 
calculations. This led to creation of incomplete and unreliable database relating to the 
recoverable advances. The Management in its reply (December 2004) stated that in the 
new system under SAP"', advances would be paid after checking all the rules such as 
entitlements, eligibility, limits, seniority etc. These checks were built into the Payroll 
module of the new system to ensure that the recoveries were made in the relevant month. 

5.2.1 0 Programming error 

Basic pay exceeding the maximum of the scale of pay 

Audit review revealed that in 44 cases basic pay drawn was more than the maximum of 
the scale of pay indicating that in the application the basic pay was not being linked with 
the scale of pay. The Management confirmed the audit observation in its reply and 
attributed the discrepancy to non-updation of designation code and stated that the code 
had since been corrected. It also stated that the lapse had no financial implication. 
However, verification of the reply revealed that in respect of CPF number 45,166, the 
Management subsequently recovered an amount of Rs.35,832 being excess pay drawn on 
account of above discrepancy. This c learly demonstrates that non-updation of designation 
code could have financial implications. Moreover, it is also evident that the relevant data 
lacked reliability. 

Slrort recovery of professional tax 

As per the amended provisions of the Maharashtra State Tax on Professions, Trades, 
Callings and Employments Act, 1975, different rates of professional tax to be deducted 
from the salaries of different classes of employees (with effect from I April 2000) were 
prescribed. An examination of pay bill data for the year 2001-02 and payroll program 
relating to deduction of professional tax revealed that the slab-wise professional tax 
deductions incorporated in the payro ll program were different from the rates prescribed in 
the above mentioned Act. It was noticed that more than 95 per cent of the employees 
came under the slab of salary more than Rs. l 0,000 per month and therefore invited a 
recovery of Rs.200 per month (Rs.300 in the last month of the financial year). However, 
the program previously designed to recover only Rs.l75 per month , the then prescribed 
rate of professional tax, was not updated to ensure deduction of Rs.200 per month as per 

•Systems Applications and Products i11 data processi11g. 
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revised rates effective from April 2000. This resulted in short recovery of Rs.4.26 lakh in 
the case of 4236 employees during tine .year200 l-02: . . 
' . 

Tine Management stated that the short. recoveries were on account of non-availability of 
professional tax circulars and tlnat necessary corrections were carried out in the program. 
Iri its reply (December 2004), the ~amigement stated that the recoveries had been made 
'and a proper mechanism to update the rates in the new system had also been established. 

5;2.11 ·Ovell'piayme~mts due to weak~messes in the system 

An analysis of the data for-the year 2001-02 revealed innumerable cases of overpayments 
and short recoveri~s that illustrated the weaknesses in the payroll system . 

. · AllRow3lmice 

Furniture 
Advance 

· Conveyance 
Maintenance : ·. 
Reimburse­
ment 
Expenditure 
(CMRE) 

Conveyance . 
Maintenance : , 
Reimburse­
ment .. 
Expendi11llre .. 

,Operatim)at 
Allowance 

Oveir - JReasmns 
paynnnerrn~/ 

UrrndleJr-
Irecovery 
Rs.2.65· 
Iakh 

:•Rs.0.66 
Iakh 

R~.4.83 
crore 

Rs.2.21 
crore 

Recovery was --
discontilmed in 104 
cases without any 
recorded reasons. 

The reimbursement of Rs.0.66 
CMRE was riot lakh 
properly regulated 
during the authorised 
absence of employees. 
Employees who were 
on leave for more than 
30. or· 60 days were 
being paid full_ amount, 
contrary to the rules. · 
3338 employees who. Rs.1.7J 
had drawn iakh 
reimbursement 
charges (Rs.1.65 
crore) for bus/season· 
ticket/ .. group bus . 

. charges etc. had also 
been paid CMRE 
during the year 200 1-
02 in contravention of 
rules.. .1' · · 

Allowanc~ -paid to --­
. employees who did 
not belong to · the 
specified categories: of 
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In ·the new system 
proposed to be 
implemented under 
SAP advances will be 
paid after checking all 
rules. · 
The proposed new 
system takes care of 
the errors pointed out 
by Audit.· 

The new system 
proposed to · be 
implemented takes 
care of the errors 
pointed out by Audit. 

Management has 
refuted the audit 
contention on the 
basis of circulars and 
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' 

Drill Site 
Compensatory 
Allowance 

Productivity 
Allowance 

I. 

Rs.5A6 
lakh 

Rs.0.36 
lakh 

officials !engaged in 
operational activities 
. J m onsuore areas 
indicating! that . the 
payroll I application 
had no tontrol over 
the eligi~ility criteria 
as specifi~d by ONGC 
in alldwing the 
operation4I allowance 
to its em~Joy_ees 

·Allowance was not Rs.5.46 
excluded I by the lakh 
payroll system while 
determining total 
salary payable to 117 
employees of Mumbai 
Regional I Business 
Centre who were on 
extraordirtary leave 
c: • I • d 10r vanousg_eno s. 
43 officials were paid Rs.0.09 

I 
this allowance during lakh 
the perio~ they were 

I d' on extraor mary 
I 

leave, though not 
admissibi¢. 

' 

5.2.1:2 Conclusion I 

office orders claiming 
that the payment was 
admissible to those 
employees. However, 
these circulars do not 
bear the approval of 
Board of Directors, 
which is the 
competent authority. 

The new system takes 
care of the errors 
pointed out by Audit. 

The new system takes 
care of the errors 
pointed out by Audit. 

The iPayroll Program used at ONGC tMumbai Region) is not an online application 
package. It is an old batch processing sy~tem having lots of limitations. The performance 
of the system is highly dependent on m~nual checking and verification during all stages 
of data processing i.e. from preparation bf source documents till final verification of pay 
bills l generated by the system. It is cofupletely input dependent and therefore, all the 
manual checks envisaged to maintain t~e system have to be strictly adhered to. ONGC 
(MRBC) has been relying on this systen't and has been treating it on par with a real time 

·online system without realising its limi~ations. This resulted in an excess and irregular 
payment/short recovery of Rs.4 crore from employees under various pay heads during the 
year: 2001-02, out of which an amourtt of Rs.l2.18 lakh has been recovered by the 
Man~gement after having been pointed ort by audit. 

ONGC should make a concerted effort to streamline the existing system immediately 
I • I 

wen: before the implementation of SHRAMIK"", in order to avoid problems during 
swit(fhover from the existing system. Th~ amounts programmed to be paid under various 
pay heads by the legacy ·Payroll systeni would have to be validated systematically and 

• NJ payroll •ystem und" Sy•tem Applieatlo.) and products in daJn pmce.osing envimnmenJ. 
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adequate physical verification procedures have to be adopted and enforced by the 
supervising officers to prevent recurrence of such irregularities. 

The Management has recovered to some extent the excess payments made based on audit 
comment. However, it did not undertake any exercise to check whether such payments 
had been made: in other regimns outside audit scope. 

The new SHRAMIK system under SAP/R3 planned to be implemented in the Mumbai 
Region after January 2005 appears to take care ofthe design control deficiencies pointed 
out by Audit. As to how the system actually performs can be commented on only after its 
implementation. 

The review was issued to the Ministry in January 2005; its reply was awaited (March. 
2005). . 
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6.1 lJJ1JdmdtUcdilm. 

Corporate governance is the system by which Companies are directed and controBed by 
the management in the best interest of the stakeholders and others ensuring greater 
transparency and better and timely financial reporting. The objectives of corporate 
governance are fulfilled by setting up appropriate structure and functioning mechanisms 
for the Board of Directors and Audit Committees, as laid down by the Companies Act, 
1956. 

6.2 A.ll4dit Scope omd Objectives 

This study aims to ascertain whether the Public Sector Undertakings (PSUs) in the 
Petroleum Sect~r have an effective corporate governance mechanism. This objective has 
been further split to examine the setup and functioning of the Board of Directors and of 
the Audit Committees in the foHowing PSUs in the petroleum sector: 

1. Oil and Natural Gas Corporation Limited (ONGC), 
2. ONGC Videsh Limited, 
3. Indian Oil Corporation Limited (IOC), 
4. Bharat Petroleum Corporation Limited (BPCL), 
5. Bongaigaon Refinery and Petrochemicals Limited {BRPL) 
6. Chennai Petroleum Corporation Limited (CPCL), 
7. Hindustan Petroleum Corporation Limited (HPCL), 
8. Kochi Refinery Limited (KRL), 
9. Guru Gobind Singh Refineries Limited (GGSR), 
10. Mangalore Refinery and Petrochemicals Limited (MRPL), 
11. IBP Company Limited (IBP). 
12. Gas Authority India Limited (GAIL) 

i" 
6.3 A.tUdid FiJJ1JdiJJ1Jgs 

The audit findings vis-a-vis the audit objectives of this study are detailed below: 

6.4 Settill1Jg up of proper omd effective A114dit Committee Meciwmism 

In order to ensure transparency and accountability, clause 49 of the Listing Agreements 
read with Section 292A of the Companies Act, 1956 lays down the provisions for 
constitution of Audit Committee. Audit examined whether the Companies covered by the 
current study had complied with the above-mentio-n-eo provisions. 

6.4.1 Formation of A.tUdid Committee 

In all the PSUs examined by Audit, the Audit Committee had been formed as per 
requirements of Clause 49 of the Listing Agreement and Section 292A of the Companies 
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I 
Act,' 1956. The Audit Committee in C>NGC had been renamed as Audit and Ethics 
Committee (November 2002). · I 

6.4.~ Functioning of Audit Committe1 

In all the Companies the Audit Commi~ee was functioning effectively. The Board had 
I 

also: specified the terms of reference of the Audit Committee in the PSUs. The Audit 
Committees in most of the PSUs had !the power to investigate any activity within its 
terms of reference. In respect of IOC, a: new Whistle Blower Policy had been approved 
by the Board, under which any indi~idual coming across an unethical or improper 
practice would be able to approach tHe Audit Committee for protection from unfair 
termination or unfair and prejudicial prabtices adopted by the Management. However, the 
following deviations were observed in tfie functioning of the Audit Committee in respect 
ofBPCL, CPCL, GGSR, HPCL, KRL, NrRPL and ONGC: 

: I . 
e The Audit Committee of BPCL, CP~L, KRL, HPCL and ONGC had not undertaken 

any investigation into the matter in [relation to the items specified in section 292A. 
~or had any such item been referre

1

d to the Committee by the Board. However, the 
Audit Committee of BPCL, HPCL and ONGC had full access to the records of the 
~ompany; j 

® In the case of ONGC and BPCL, the Chairman of the Audit Committee had been 
I . 

appointed by their Board of Directors instead of being elected by the members from 
~mongst themselves; I . . 

I . 

(» ~n respect of MRPL the follow Up action taken on investigation by ·the Audit 
Committee was not discussed by the !Board; • 

... In GGSR and KRL the Chairman of the Audit Committee did not attend the Annual 
General Meeting. 

6.4.3 Role of Audit Committee in ljeviewing with tlie Management, external and 
internal auditors I 

I 

In all the PSUs the adequacy of the iniernal control system was reviewed by the Audit 
' I . 

Committee from time to time and the Management was advised, wherever required, to 
take necessary action for strengthening the internal control system. In ONGC Videsh 
Limited, the Audit Committee obse~ved that the Internal Audit system required 
strengthening and that it was continuously watching the progress in this regard. In case of 
GA~L the Audit Committee had observe~ the following deficiencies in Internal Audit: 

. . I 
.., Frequency of Internal Audit was inadequate; 

I 

w Internal Au~it was not technicallyj sound in the absence of technical staff in the 
Internal Aud1t Department; 

1 
. . 

. I 

® The Internal Audit system was not commensurate with the size and nature of the 
Company and its activities; I 

I 
Gi> Internal Audit could not obtain time bound replies from the Company. 

. I . 

I 
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Effective fu!mctimtli~mg of Board of Directors 

One =o:f the· rriail1 pillars ofCorporate Governance is a Board of Directors controlling and 
ni~uiaging··the ·comj:mny- il1 the best interests Of the stakeholders. Detailed provisions have 
been Iaid dow-n under Clause49 of the· Listing Agreement for' achieving this objective. An 
appraisal of the compliance of various provisions under this parameter· wa:s made in 
Audit: 

,:. ·. 

6.5.1 Coff1tstitutio~m of the Board of Directors 
-,. . ~ . . . •; - . -. . . 

In ·all' the PSUs tfie Board·was co'ristituted as per the requirements of Corponite 
Governance~ The Board .had an optimum combination of executive and non executive 
directors with not less than fifty per cent of the Board of Directors comprising non 
executive directors. However, in the case of KRL, out of 11 directors on the Board, only 
two were: UJl1dep~ndent directo'rs as against the requirement of one~third. Induction of 
more • niimb~r . of independent directors was under consideration. In no PSU. was the 
director fotinct·to ··be a member in more than ten committees· or actin·g as a Chairman: or 
more thanfive committees across all Companies in which he was a directo~ .. 

6.5.2 !Vaca~mcy position iff1t the Board of Directors 

The Board of'Directors was generally found to be adequately staffed. Deviations were 
noticed, however, in respect of ONGC, BPCL, BRPL and mP. While in ONGC during 
Z003-04posts of two executive directors and two non official directors remained vacant 

· from time to time, in respect ofiBP the Director (Marketing) in IOC was holding the 
. ~ddi!ional charge_ of the ·past~ .o,f Managing Director and Director (Marketing). In. BPCL 

one post. of Pirector was vacant. In respect of BRPL there were only nine Directors 
against 15 as per the Articles of Association. 

6.5.3 Holdiff1tg of Board Meetiff1tgs 

In all the PSUs the Board Meetings were being held . regularly and the requisite 
information placed b~fore the Board. The quality of the minutes of the Board Meetings 
was also found to be adequate in aH the PSUs . 

. 6.5.4 Atte~mda~mce at the Board of Directors' Meeti~mgs 
' 

The attendance at tine Board of Directors' Meetings was found to be adequate in an the 
_. ~SUs.exceptfor;the_ following three PSUs: 

(/) 

@I 

(/) 

ell 

/ 

In GAIL-the attendance of'nori:.eX:ecutive directors was not regular. Sirrtilarly; the 
Govemmet;It nominee director attended only seven out of a total of ll meetings held. 

In. IOC three to four directors did not attend eightmeetings out of 14 meetings. 

In ONGC Videsh three non-executive directors did not attend the meetings regularly. 

Board of Directors of GGSR held five meetings during 2003-04. One independent 
director att,ended only one meeting and the Government nominees attended only two 
meetings. · 
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6. 6 1 Setting up of a Strategy 

In all the PSUs the Board had set up a 
1

*ategy for the Company which was consistent 
with its vision except for MRPL which had so far not prepared its 'Vision and Mission' 

' . I 
statement stating its recent takeover by ONGC as one of the reasons. The Company was 
in th~ process of preparing the same. I 

I 

6. 7 i Disclosul!'e in the Annual Renort~ . ~ I 

I 
All the PSUs were making adequate disqlosures on Corporate Governance in the Annual 
Repo,rts except for GGSR, which did not1

1 make a mention about Corporate Governance in 
its Armual report. 

1 

6.8 
1 Con~lusion I 

Audit found that the PSUs in the petrJieum sector we~e generally functioning as per 
requirement of the Companies Act arld clause 49 of the listing agreement for the 
achievement of the objectives of Corporate Governance. 

. . I 

New1Deihi 
Dated : 24 AprDI2005 

New1Dell1Bi 

Date~ : 26 April2005 

I 

I 

I 

(T.G. SRINIVASAN) 
Deputy Comptll"oller and Auditor GeneraH 

Cllllm Chairman, Audit Board! 

Codllltersngned 
I 

.....____~~~­
(VIJAYENDRA N. KAUL) 

Comptronler and Auditor General of India 
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· Annnnexnnre-1 · 
, . (referred to in Para 1 :6) . 

S'f A U:MEN'f §!H[OWllNIG CONSlUMlP''fllON, llMlP'OR'f AND EXPORT OF CRlUDE OlllL AND lP'E'fROJLElUM 
lP'RODlUC'f§ 

A. JP>lUJBJLllC §!ECTOR (finn ~llni[])UJisaumdl ~l[])nnnne) 

lP'rmlhmds . 11999~00 ·. . 2~00-01 2«1011-02 2002-03' 2003-041 

1 2 3 4 5 6 
u .. ngllnt Dnstillllmtes' 2o4173 211 '7'70 229116 2356'7 241'739 

.. 
·.6M3 8143 LPG .6029 7310 . 9092 

Mogas 5909 . 6613 7011 7570 7921 
Naptha . 7970.: 

.. 

8059 8128 1284 7072 
NGL ·'·' 91' 6 27 32 35 
Others 474 479 440 538 619 

2.Mftdldllle Distftllll:nties .. ,, 541259 528541• 506611 50555 5«12113 . 

SKO 
. :. 

10731 
.··. 

10714 
., 
10114 9707 9403 i 

ATF 2197 2249 2256 2269 2473 

HSDO 39287 37938 .36515 36534 36625 
LDO 1512 1399 1202 1413 1145 
Others 532 554 574 632 567 

3 IHremvy lEIIIldls 1159119 115362 1155115 . 116002 1159641 

FO/LSHS 11579 11360 ·11616 11652 11385 
Lubes/Greases · 915 797 819 938 904 
Bitumen 2879 . 2618 2428 2847 . 3114 

.... 

Petroleum Coke 328 414 367 335 308 
Paraffin Wax 53 43 45 41 43 

Other Wa.Xes 89 62 51 13 20 
Others 76 68 189 176 190 

'fOT AlL( A) (lExdUildlnrrng 906511 89986 89092 901124 909116 
RlBIF) 

JB. · JP'ruV A 'lflE §JEC'li'OJR 
JP'JrOdiUildS 11999-00 2ooo-on 20011-02 2002-03 2003-04 

ll.lLigllnt Distfillllmtes 4058 '75414 6'702 81188 911'72 

LPG 392 403 418 208 216 

MS 0 0 0 0 2 

Naptha!NGL 2831 3614 3600 4645 4628 

Benzene~ 33 8 0 0 0 

Reformat!! 2061 2618 

Others 802 3519 2684 1274 1708 

2.Mftdldllle Dftstillllmtes ll1l '75 611.3 '7'78 ll51l0 ll'521l 

Sf<.D 
I 1167 593 318 698 8B4 

HSDO 8 20 31 110 245 
·-
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' LDO 0 
I 

0 390 650 438 

Others 0 I 0 39 52 34 
I 

3. Heavy Ends 1202 
I 

1931 3860 4304 4944 

'-FO/LSHS 874 
I 

1293 1366 1086 1088 
1 Lubes/Greases 328 

I 
246 318 312 577 

Bitumen 0 
I 

96 156 139 6 

Raw Petroleum Coke 0 I 
! 

34 1431 2228 2569 

CBFS 0 I 230 75 74 177 
I 

Others 0 I 32 514 465 527 
I 

Total (B) 6435 I 10088 11340 14002 15637 
I 

TOTAL (A+B) 97086 
I 

100074 100432 104126 106553 
I 
I 

. I 
II 1 Imports/Exports of Crude Oil an~ Petroleum Products 

(~ty: in thousand tonne, Value: Rupees in crore) 
I 

ITEM 1999-2000 2oop-o1 2001-02 2002-03 . 2003-04 [RJ 

Qty. Value Qty. ! Value Qty. Value Qty. Value Qty. Value 

l 1 2 3 41 5 6 7 8 9 10 11 
I 

GROSS I 

1M !PORTS I 
A. Crude Oil 57805 40028 740971 65933 78706 60397 81989 76195 90434 83528 

B. Petroleum 
I Products 

I. Light . 3504 3765 4018! 5438 3967 4287 3366 4777 4553 6071 
Distillates I 

I 

I. 1 LPG 1587 1801 8531 1332 659 810 1073 1867 2182 3187 
' 

2. · Naptha 1917 1964 31651 4106 3308 3477 2293 2910 2371 2884 

II. Middle 11319 9260 19191 2389 424 425 806 934 902 1012 
Distillates 
I. ATF I 4 I/ 3 2 9 2 7 2 9 

2. SKO 6312 5543 19181 2386 391 388 698 808 804 890 

3. HSD. 5006 3713 o! 0 
I 

31 28 106 119 96 113 

4 : Others 01 0 0 0 0 0 0 0 

III Heavy 1784 1160 3330( 4266 2618 2537 2565 2495 2442 2594 
Ends I 
l.FO/LSHS 1377 865 17281 1309 1425 1030 1256 1084 924 786 

I 
2.Lubes 407 295 16021 2957 1193 1507 1309 1411 1518 1808 

/Others 

Total (B). 16607 14185 9267 1 12093 7009 7249 6737 8206 7897 9677 

Grand Total 74412 54213 83364 i 78026 85715 67646 88726 84401 98331 93205 

(A+R) 
: 

i 
147 

I 

i 



Report No. 6 of 2005 (Commercial) 

EXPORTS 

Petroleum Products 

I. Light 714 659 4221 4935 5008 4927 4493 5475 5448 7100 
Distillates 
I. Naptha 583 520 2882 3273 25 15 2234 2067 2325 2176 2653 

2. MS 131 139 1202 1442 2406 2570 2336 3011 2979 4021 

3. TAME 0 0 137 220 87 123 90 139 83 117 

4. Reformate 0 0 0 0 0 0 2 10 309 

II. Middle 0 0 1757 2046 3084 2747 3875 4337 7841 6958 
Distillates 
I. HSD/ 0 0 1597 1872 2890 257 1 3 178 3547 6181 6763 

LDO 

2. ATF 0 0 160 174 194 176 697 790 1660 195 

Ill. Heavy 778 737 2387 691 1973 545 1921 1056 1331 968 

Ends 

I. FOILSHS 0 0 508 320 482 255 11 20 902 1310 928 

2. VGO/ 32 39 1879 37 1 272 2 11 101 109 17 36 

Lubes 

3. Coke/ 746 698 0 0 1219 79 700 45 4 4 

Bitumen 

Total 1492 1396 8365 7672 10065 8219 10289 10868 14620 15018 

NET IMPORTS 

A Crude 57805 40028 74097 65932 78706 60397 81989 76195 90434 83528 

Oil 

8 15861 13487 902 4421 -3056 -970 -3552 -2662 -6723 -7104 
Petroleum 
Products 
Grand 73666 53515 74999 70353 75650 59427 78437 73533 83711 76424 

Total 
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Annexure-2 
(referred to in para 1.7) 

Statement Showing Installed capacity and Utili ation of Refineries 

(In thousand tonne) 

Installed CAPACITY UTILISED 
Refinery Capacity 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 

as on I 
April2003 

(a)PUBLIC 89,968 68,538 74,052 77,411 77,620 82,015 89,496 
SECTOR 
IOC,Gujarat 13,700 10,935 11,109 12,006 11,697 12,434 12,758 

(80%) (8 1%) (88%) (85%) (9 1%) (93%) 
IOC, 8,000 8,909 8, 125 7, 133 8,031 8,207 8,248 
Mathura ( Ill %) ( 102%) (89%) ( 100%) _(1 03%) (103%) 
IOC,Panipat 6,000 2,208 4,153 5,707 5,822 6, 10 1 6,338 
@XQ) (37%) (69%) (95%) (97%) (102%) ( 106%) 
IOC, Haldia 4,600 4,714 4, 105 3,873 4,026 4,513 4,5 18 

( 102%) (89%) (84%) (88%) (98%) (98%) 
IOC, 6,000 2,204 3,4 11 3,122 2,876 2,994 4,304 
Barauni (37%) (57%) (52%) (48%) (50%) (72%) 
IOC, Digboi 650 553 603 678 653 581 602 

(85%) (93%) (104%) ( 100%) (89%) (93%) 
IOC, 1,000 836 9 14 707 656 458 8,91 
Guwahati (84%) (9 1%) (7 1%) (66%) (46%) (89%) 
CPCL, 6,500 6, 101 6,377 6,046 6, 123 6, 176 6,387 
Manali (94%) (98%) (93%) (94%) (95%) (98%) 
CPCL,Nari 1,000 644 636 579 566 643 6,53 
man am (64%) _(64%) (58%) (57%) (64%) (65%) 
BPCL, 6,900 8,878 8,907 8,683 8,744 8,7 11 8,757 
Mumbai ( 129%) ( 129%) ( 126%) (127%) ( 126%) ( 127%) 
KRL,Kerala 7,500 7,770 7,830 7,520 6,797 7,580 7,854 

(104%)_ ( 104%) (100%) (9 1%) ( 101%) ( 105%) 
HPCL, 5,500 5,203 6,007 5,575 5,64 1 6,078 6,108 
Mumbai (95%) ( 109%) (101 %) (103%) ( Ill %) ( Ill%) 
HPCL, 7,500 3,861 4,555 6,405 6,706 6,85 1 7,592 
Yisakhapat- (51%) {61 %) (85%) (89%) (9 1%) ( 101 %) 
nam 
BRPL, 2,350 1,653 1,905 1,488 1,475 1,463 2, 126 
Assam {70%)_ (8 1%) (63%) (63 %) (62%) (90%) 
N RL, 3,000 0 2 15 1,45 1 2,307 1,879 2,200 
N umaligarh (7%) (48%) (77%) (63%) (73%) 
ONGC, 78 0 0 0 13 93 9 1 
Tatipaka$ ( 17%) ( 11 9%) (11 7%) 
MRPL, 9,690 4,069 5,200 6,438 5,4 87 7,253 10,069 
Man galo re (42%) (54%) (66%) (57%) (75%) ( 104%) 
@ 
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!b) 2/,Q])Q])Q]) Q]) U,912 
JP>ruv A 1'JE 
§JEC'JI'O:R 
RPL . , 27,000 0 11,912 
Jamnager## (44%) 
'JI'o~mll(a+lb) 11.,11.6,968 68,533 85,964 
CmnsunmJPl~n 9(),562 97,()86 
mn 
Source: MOPNG: 
@:Commencedproductionfrom 25 March 1996 
@@;Commenced production from May 1998 
##:Commenced production from July 1999 
$:Commenced production from January 2002. 
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26,()33 29,654 3®,5441 32,3415 

26,033 29,654 30,544 .32,345 
(96%) (110%) (113%) (120%} 

•1J.,Q])3.44!4! 11.,®7,2741 11.,12,559 11. ,211. .84111. 
1l,mll,«D74 11.,®®,4132 11.,®4!,126 11.,®({),553. 



Report No. 6 of 2005(Commercial) 

I 
I 

I 
I . 

Annexure-3 
(referre~ to in Para 1.8.3) 

Statement showing inVestment in hydrocarbon sector 

A~ Medium sized fields I . 

Sl. No Year Exploration !Cost Development Cost 

1. 1994-95 ! 2.59 37.85 
2. 1995-96 I 50.20 1654.15 

~- 1996-97 I 48.98 4350.29 

~- 1997-98 1243.05 2044.41 
5. 1998-99 1186.47 1433.01 
6. 1999-00 1120.01 1012.42 
7. 2000-01 1367.13 716.69 
8. 2001-02 I 60.62 703.87 
9. 2002-03 I 91.75 95.99 
10. 2003-04 I, 13.09 98.10 
11. Total 1183.89 12146.78 

B. Exploratory blocks I. 
I 

12. 1994-95 I 6.07 0.00 
13. 1995-96 1- 22.21 6.69 
14. 1996-97 ! 96.15 326.36 
15. 1997-98 1,272.14 374.38 
16. 1998-99 \426.33 (-)6.11 
17. 1999-00 !246.21 5.73 
~8. 2000-01 \883.97 2.88 
19. 2001-02 \535.97 1404.36 
20. 2002-03 1!004.02 1321.50 
21. 2003-04 1\284.00 756.00 
22. Total 4777.07 4191.79 

C. NELP-I (Explorato11 Blocks) I 
I 

23. 2000-01 \299.45 0.00 
24. 2001-02 11294.34 0.00 
25~ 2002-03 11651.86 12.03 
26. 2003-04 11836.36 84.53 
27. Total ~082.01 96.56 

D.NELP-II (Explorator: JBlocks) I 
I . 

28. 2001-02 1,337.10 0.00 
29. 2002-03 1721.25 4.68 
30. 2003-04 1\261.05 85.41 
31. Total 2.319.40 90.09 

E. NELP-III (Exploratory Blocks) I 
32. 2003-04 !357 .. 86 0.00 

(In lakh US$) 

Total 
40.44 

1704.35 
4399.27 
2287.46 
1619.48 
I 132.43 
1083.82 
764.49 
187.74 
111.19 

13330.67 

6.07 
28~90 

422.51 
646.52 
420.22 
251.94 
886.85 

1940.33 
2325.52 
2040.00 
8968.86 

299.45 
1294.34 
1663.89 
1920.89 
5178.57 

337.10 
725.93 

1346.46 
2409.49 

357.86 
Source: Director General of Hydrocarbons 
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.AnnrnHexun!l"e-41 
(referred to in Para 1.8.3) 

Report No. 6 of 2005 (Commercial) 

Sttm~eunnennft §llnowfinng JR.evennune Gafinne«ll by GOD: ~lln!l"ounglln fi~s sllnall"te finn IPmlfH }Pteft!l"'!))llteiutunn of va!l"nouns Jofinn~ V ennftun!l"tes 

.. (.Aunnounnn~ finn 1US$) 

Name of the field 95-96 96-97 97-98 98-99 99-00 00-01 01-02 02-03 ']['I[Jitatll 

Panna- Due 0 0 0 0 0 5673815 10713081 14152062 0 30538958 
Mukta 

Paid 0 0 0 0 0 5278349 10573857 140324461 0 156176667 
Mid Tapti Due 0 0 0 0 0 33186951 32167441 34560799 0 99915191 

Paid 0 0 0 0 0 33184436 32167334 34089179 0 99440949 
Rawa Due 0 0 0 0 0 58179788 77283189 162456316 0 297919293 

Paid 0 0 o· 0 0 58193975 81878075 121834544 0 261906594 
Kharsang Due 0 0 0 0 92136 284277 285910 422750 0 1085073 

Paid 0 0 0 0 26942 281211 287353 422750 0 . 1018256 
Dholka Due 27969 79001 102014 65979 164211 156567 134606 138623 0 868970 

Paid ' 0 0 0 273186 165988 1565.68 127791 140733 0 864266. 
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Hazira Due 
(Fig in 
Rs) 

Paid 
PY-3 Due 

Paid 
Total due 
Total 

------ P~(L --

0 0 9216 182 0 39904185 

0 0 0 340000 39904437 
0 0 0 0 0 
0 0 0 0 0 

27969 79001 9318196 65979 40160532 
0 0 

- ---

Source: DGH records . 

Total revenue due: 

Total revenue paid 

0 613186 40097367 

US $ 2263. 3 I million 

US $ 2328. 79 million 
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104779940 549134233 1128 106606 0 183 1141146 

104694573 559772543 11 02 193200 0 1806904753 
0 0 1842406 0 1842406 
0 0 2476985 0 2476985 

202261338 669718460 1341 679562 2263311037 
201789112 684806953 1401481852 2328788470 

---



Royalty from 
crude oil 
Royalty from 
gas 
Oi l 
Development 
cess 
Excise and 
customs duties 
Sales tax 
Corporate tax 
and others 
Total 

Annexure-5 
(referred to in Para 1.9.1) 
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Contribution of Petroleum sector to National Exchequer 

(Rs in crore) 

1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 Total 

1708 2049 2272 2486 3187 3263 14965 

437 547 608 659 596 NA 2847 

2751 27 16 2728 2678 5047 NA 15920 

21513 32662 359 12 36377 41465 45341 21 3270 

13490 18106 23375 20090 28137 31081 134279 
2621 3863 5345 7027 12002 12760 43618 

42520 59943 70240 69317 90434 92445 424889 
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Annexure-6 
(referred to in Para 1.11) 

Statement Showing the Major Consumers of HSD, Naphtha and Natural Gas 

HSD (in TMT) 

USER 1999-2000 2000-01 2001-02 2002-03 2003-04 
STUs 1276.8 1811.2 1946.6 2080.7 2137.8 
Others (Pvt.) 1922 3009.9 2336.6 214 1.6 2063.7 
Railways 998.4 1630.3 1672.3 1651.0 1759.5 
Others (Govt.) 578.1 448.5 467.9 365.5 365.2 
Power Plants 328 375.1 362.2 3 12.7 331 .5 
Marine 164 279.4 312.8 315.4 316.7 
Coal 145.1 313. 1 307.9 242.5 254.0 
Defence NA 115.7 189.8 167.5 152.2 
Min ing 11.3 74.3 32.8 122.0 126.2 
Fisheries 11 2.3 187.4 174.5 130.5 125.1 
Cement 44.8 87.7 72.7 76.5 67.9 
Steel 31.8 72.5 78.2 45.5 47.6 
Textile 6.7 195 168.7 72.7 40.2 
Auto Mfgr. 5.7 11.3 6.7 17.7 28.3 
Sugar 5.7 30.5 48.6 37.98 28.29 
Total 5630.7 8641.9 8178.3 7779.8 7844.2 
Source: JOC Sales statement for five years. 

Naphtha 
(in TMT) 

1999-2000 2000-2001 2001-2002 2002-2003 2003-04 
Fertilizers 3890.8 3872.8 3836.0 3639.0 3925.0 
Power/steel 2308.4 2405.9 2217.0 24 11.0 22 17.8 
Petro-chemicals 133 1.4 1648.5 2090.0 1276.0 919.5 
Processors 315.6 148.7 0.0 10.0 7.3 
Total 7846.2 8075.9 8143 7336 7069.6 

Natural Gas 

(in Million C ubic Metre) 

Industry 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 

(a) Energy 
Purposes 
I. Power Generation 8714 8829 8801 9214 105 10 11478 
2. Industrial Fuel 3005 2329 2870 2979 2939 3099 
3. Tea Plantation 147 140 151 147 119 142 
4. Domestic Fuel 193 250 335 485 654 93 
Captive use/LPG 9 11 4840 5004 5339 5409 4865 
Shrinkage 
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Others 0 36 . 38 70 B6 1263 
Tl[])ltmll {m) Jl297@ .Jlr6)4124! 17Jl99' . 118234 .ll97((ii7 2@941@ 
(!b) Nmn El!llen-gy 
PUl!Ir)llli[])SieS 

.1 fertnHzer Xndlustry 8869 8592 8440 7957 7955 7889 
2.0tlners 0 ·1203 1402 937 1215 942 
3 .Petro Chemicals 650 666 779 909 1027 1128 
Total (b) I . 9519 10461 10621 9803 10197 9959 
Grand Total( a+b) 22489 26885 27820 28037 29984 30899 
Percentage to Grand 
Total 
Energy Purposes 58 61 62 65 66 68 
Non-Energy I 42 39 38 35 34 32 
Purposes 
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Annexure-7 

(Referred to in Para 3.3.1 (ii)) 

Mapping of development in hydrocarbon policies 

No. Particulars Medium-sized Small-sized Pre-NELP NELP exploratory 
discovered/producing discovered fields exploratory blocks blocks 
fields 

I Period of bidding 1992 1991 and 1993 1993 to 1995 1997 onwards 

2 Rounds One Two Six Four 

3 PSC signed 5 24 28 90 

4 Licence-holder All constituent of PSCs All constituent of PSCs NOCs irrespective of Constituents of PSCs 
according to their according to their participating interest according to their 
participating interest participating interest participating interest 

5 Participating 40 per cent Nil Upto 40 per cent NOCs to compete for 
iFiterest by NOCs acreage. Companies are 

free to have 1 00 per 
cent ·participating 
interest. 

6 Carried interest Nil Nil 30 per cent Nil 
ofNOCs exercisable on 

commercial 
discovery 

7 Liability for Constituent of the PSCs Constituents of the 1 00 per cent liability All constituent of PSCs 
payment of according to their PSCs accordingto their on NOCs !rrespective according to their 
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royalty/Cess 

_, ·-- 1--··-- ··.· ----~- -· -· .. -

8 Rate of royalty 

.9 Customs duty 
H) Price 

n Tax structure 

participating interest participating interest. 

Royalty and cess were Royalty ·and cess were 
f~ozen · throughout the frozen throughout · the 
~ontract period · @ cmitract period @ 
Rs.481/MT and Rs Rs.48l/MT- and Rs 
900/MT respectively ' .900/MT respectively 
for crude oil. Royalty for crude oil. Royalty 
on gas was @ H) per on gas was @ 10 per 
cent on weUhead value cent on wellhead value 
of gas of gas · · 

Completely exempted · 'I Completely exempted 

Jll.epon No. 6 of2@@5 (Commelf'cMliff) 

of their participating 
interest. · · Other 
participants thus 
exempted· from 
:Qayn;1ent _ of royalty 
and cess. 

Royalty and cess 
were frozen 
throughout the 
contract . period @ 
Rs.481/MT and Rs 
900/MT respectively 
for crude oil. Royalty 
on gas was@ 10 per 
Gent on weHhead 
,value of gas 

Completely exempted 

participating interest 

Exemption · from 
payment of cess. 

Royalty on land areas. 
payable at 12.5 percent 
for o:H and 1 0 per cent 
for gas. Royalty on 
_offshore areas@ 10 per 
cent for oil as wen as 
gas. Only half of the 
royalty payable in the 
initial seven years from 
commencement of 
commercial production. 
in deep water areas to 
generate an incentive 
for deep water 
exploration. 

Completely exempted 

International price I International price I International price I International price 

Rate · of corporate I Rate of corporate I Rate of - corporate I Seven years tax holiday 
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income tax leviable as income tax leviable as income tax leviable from the data of 
per the provisions of per the provisions of as per the provisions commencement of 
the Income Tax Act for the Income Tax Act for of the Income Tax commercial production 
Indian companies. Indian companies. Act for Indian 

companies. 

12 Marketing of Government had first Government had first Government had first Freedom to market the 
oil/gas option to purchase 1 00 right on purchase of right on purchase of crude oil/gas 

per cent PSC 100 per cent N 100 per cent N discovered in domestic 
production production production market 

13 Sharing of profit Based on post-tax Based on post-tax IM Based on post-tax IM Based on pre-tax IM 
petroleum investment multiple achieved by the achieved by the achieved and lS 

between (1M) achieved by the contractor or post tax contractor or post tax biddable. 
contractor and contractor or post tax rate of return rate of return 
the Government rate of return 

159 



Report No. 6 of 2005 (Commercial) 

Allllllllexun!l"e-8 

(referredl to in para 3.3.6 (i)) 

e 1[]1 m ([])JP11te »"!/ n erellll s IIlil!' em CUll :m lliilil!ll ([]) we em v:m une M'tlln rll «ti t «llb [Jl'Jf1!i tJP>SC lli' H ll f jf llllJIII «ll u 

Nmme IIlilf Jlllmll"tty /JV lEfiemellnts «lle[Jlundedl fmiiTill smlle JllilT'R~Ce lfiiliir WIIlill"lklll!llg IIliunt wellllllne:mldl vallune 
i 

IIlift'~:!llS •. 

Paxma-Mukta :& Transportation charges and processing charges, amortized p~:ocessing 
Tapti amd transportation investment {capital expenditure) and operating 

expenses for processing and transportation which are aU in the nature of 
post weHhead expenditure. 

Ravva The actual expenditure in respect of transportation and treatment costs 
were aggregated in common cost pool and u~it cost was determined b) 
dividing the common transportation and treatment cost by total 'barrels 
of oil equivalent (i.e oil plus oil equivalent of gas) to arrive at post 

i weHheadl· cost per BOE (Barrel of Oil Equivalent). This unit cost per 
BOE was then applied to arrive at cost per 1000 SCM' of gas, for the 
purpose of calculation of royalty on the gas. 

Lakslnmi Routine. production a~ treatment expenses, depreciation andl interest on 
capital employed & royalty on gas. 

ONGC ONGCpays royaUy on gas on sale price 

OIL Value of weHhead is derived backwards from sale price after dedluctmg 
gas coHection and· compression cost. 



( in US$ million) 

(·) I Less 

161 

Report No. 6 of 2005 (Commercial) 

Annexure-9 
Referred to in 
Para 3.3. 7 (ii) 

IC" -1 JV Gas Differential 
668.5 



COBlJI' fT!ozmewmrlk 

AllllmHeXIll!JT~-1 (!]) 

(referred tojn Para 5.1.2) 
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0 COBXT (Control Objectives for Information and related Technology} was first 
released by the Information Systems Audit and Control Foundation (ISACF) in 1996. 

·Since then CO BIT has been enhanced with existing and emerging international 
technical, professional, regulatory and industry-specific standards. 

e COBIT helps meet the multipl~ needs of Management bybridging the gap between 
business risks, control needs and technical issues. 

© · Business orientation is the ~ain theme of COBIT. His designed to. be employed not 
only by use~s and auditors, but also as comprehensive guidance for Management and 
business process owners. 

·.·. 

G The control objectives make a clear and :distinct link to business objectives and are 
defined in !a process-oriented manner following the principle of business re:. 
engineering. At ident.ified domains and processes a h_igh level control objectiVe is 
identified and rationale provided to document the link to the business objectives. In 

· addition, considerations and guidelines are provided to define and implement the IT 
control objective. 

; - . . . 

The classification of domains where high level control objectives apply (domains and 
processes), an indication· of the. business requirements for information in that domain 
as weB as the IT resources primarily .impacted by control objectives, together form 
the COB IT! fr~rnework~ ·The framework has udentified 34 High-Level Control 
Objectives and 318 Detailed Control Objectives. 

© ·In an organ~sation there are three Jevels of IT efforts in the management of IT 
resources. 

o Starting at the bottom ar~ the Activitie~ and Tasks needed to achieve a measurable 
result. Activities have a lifecyde concept whHe tasks ·are more discrete. The Hfecyde 
concept has typical control requirements different from discrete activities. 

o · Processes ar~ then defined one layer up as a series of joined activities or tasks with 
natural contrbl breaks. 

e .. At . the highest level, processes are naturally grouped together into Domains. Their 
natural grouping is often co111firmed as responsibility domains in an organisational 
structure and is in line with the management cycle or lifecyde applicable to IT 
processes . 

.. I - . . 
Thus, the conceptual framework can be approached from three vantage points. 
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The Framework's 
Principles 

Business 
Requirements 

,;. ). 
IT Process....___ ~ IT R 
~ esources 

(i) Business Requirements are classified into Quality (Quality, Cost and Delivery), 
Fiduciary (Effectiveness and efficiency, Reliability of information and Compliance of 
laws and regulations) and Security (Confidentiality, Integrity and Availability); 

(ii) IT Resources consist of People, Application, System, Technology, Facilities and 
Data; 

(iii) IT Processes are divided into Domains, Processes and Activities. 

• To satisfy business objectives, information needs to conform to certain criteria, which 
COBIT refers to as business requirements. These are Quality, Effectiveness, 
Efficiency, Confidentiality, Integrity, Availability, Compliance and Reliability 

In a System Development and Management four broad Domains are identified 

(i) Planning and organisation: This domains covers strategy and tactics and concerns 
the identification of the way IT can best contribute to the achievement of business 
objectives. 

(ii) Acquisition and implementation: To realise the IT strategy, IT solutions need to 
be identified, developed or acquired as well as implemented and integrated into business 
process. 

(iii) Delivery and Support: This domain is connected with the actual delivery of 
required services, which range from traditional operations over security and continuity 
aspects to training. 
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(iv) Monitoring: All IT processes need to be regularly assessed over time for their 
quality and co'mpliance with control requirements. 

AIL the control measures wiil not necessarily satisfy the different business requirements 
for information to the same degree. Various degrees are as follows: 

};> Primary is the degree to which the defined control objectives directly impact the 
information criterion concerned. 

};> Secondary is the degree to which the defined control objectives satisfy only to a 
lesser extent or indirectly the information criterion concerned. 

};>- Blank' could be applicable. However, req~ir~ments · are more appropriately 
satisfied by an; other criterion in this process and/or by another process. 

® The control oyer an IT process and its activities with specific business goals ensures 
delivery of information to the business that addresses whether the required 
information criteria are measured by Key Goal Indicators. h is enabled by creating, 
and maintaining a system of process excellence and control appropriate for the 
business. It considers Critical Success Factors that leverage specific IT Resources and 
are measured by Key Performance Indicators. 

J(ey Goal Indicators as defined are: 

© Increased level ofservice delivery; 
Q Availability of systems and services; 
G Cost efficiency of processes and operations; 
€l Confirm~tion of reliability and effectiveness; 
c Staff productivity and morale. 

@ IT performance is measured in financial terms, in relation to customer satisfaction, for 
process effectiveness and for future capability and IT management is rewarded based 
on these measures; 

0 · The proceSses are aligned with the IT strategy and with the business goals; they are 
scalable and their resources are appropriately managed and leveraged; 

! 
' 

0 A business culture is established, encouraging cross-divisional co-operation and . 
I . . , 

teamwork, .as well as continuous process improvement; , 

"-l Goals and bbjectives are communicated across aH disciplines and are understood; 

€) • A continuous prC?cess quality improvement effort is applied; 
. -· ·! ,. . 

The requir~d quality of staff (training, transfer of information, morale, etc.) and 
availability' of skills exist (recruit, retain, re-train). 
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Key ~erformance Indicators are: 

./ System downtime; 

./ Throughput and response times; 

./ Amount of errors and rework; 

./ Number of staff trained in new technology and customer service skills; 

./ Benchmark comparisons; 

./ 1Number of non-compliance reporting; 

./ Reduction in development and processing time. 

® C,OBIT provides Maturity Model for control over IT processes, so that the 
N,[anagement can map where the organisation is today, where it stands in relation to 
tqe best-in-class in its industry and to international standards and where the 
organisation wants to be (refer to Annexure 11). 
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• Non- Existent: Complete lack of recognisable processes. 

• lnitiaVAd hoc: There is evidence that the organisation has recognised that the issues 
exist and need to be addressed. There are, however, no standardised processes but 
instead there are ad hoc approaches. 

• Repeatable but Intuitive: Processes have been developed to the stage where simi lar 
procedures are followed by different people undertaking the same task. There is no 
formal training or communication of standard procedures and responsibility is left to 
the ind ividual. 

• Defined Process: Procedures have been standardised and documented and 
communicated through training. It is, however, left to the individual to follow these 
processes. 

• Managed and Measurable: It is possible to monitor and measure compliance with 
procedures and to take action where prvcesses appear not to be working effectively. 

• Optimised: Processes have been refined to a level of best practice. IT is used in an 
integrated way to automate the worknow. Provid ing tools to improve quality and 
effectiveness, making the enterprise quick to adopt. 
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Amrnex1llllre-12 
(referred to in Para 5 .1.2) 

Ailldit Me1tlbtmllology for project-mal!llthallll 

The special features of the Audit Methodology followed in the Performance Audit of 
Information Technology (IT) Re- engineering Project (Manthan) are given below: 

@ P~rformance Audit has been conducted of an ongoing IT· Project of substantial 
in

1

vestment outlay of approximately Rs.300 crore. 

o T~e Project is complex and is characterised by the involvement of multiple. third 
parties including consultants, software and hardware suppliers, maintenance 
c6ntractors and the Department of Telecommunications. 

~'> Performance Audit has been conducted in conformity with the methodology as 
e~unciated in the COBIT framework. 

0 Performance Audit has been conducted of an ongoing IT Project thereby reviewing 
the emerging transitional changes in Systems Development Implementation 'upto June 
2004.with an evaluation of the IT System and withan emphasis on IT Governance, an 
increasingly significant coricept, that is essential for the success of Enterprise 
Governance"' as itintegrates and institutionalises the best practices of Planning and 
qrganising, Acquiring and Implementing, Delivering and Supporting and Monitoring 
IT performance , with a view to ensuring that the information and technology. in the 
enterprise, support its business objectives. 

0 Accordingly, Audit had to orient its approach duly focusing on ascertaining whether 
tqe enterprise was in a position to optimise and obtain full advantage of its 
information, thereby maximising benefits, -capitalising on opportunities and 
consequently gaining competitive advantage. 

s With a view to ensuring the commencement and timely completion of Performance 
Audit within a pre-determined timeframe and with due regard to ensuring and 
f~cilitating the process of a proper appreciation ~nd understanding of the COBIT 
Framework and its various components by the Corporate Management Audit ensured 
the following: 

i 

(i) r a system of regular inter-action between the Audit Team and the Management; 

(ii) emphasising the need for swift responses from the Management to Audit 
Observations; 

""'EntJrprise _Governance has been holistically defined as " the set of responsibilities and practices 
exercised by the board and executive management with the goal of providing strategic direction, 
ensu~ing that objectives are achieved, ascertaining that risks are managed appropriately and verifying 
that 'the organisation's resources are used responsibly" (Information Systems Audit and Control 
Foundation, 2001. 
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(iii) emphasising the need for providing the requisite documentation for substantiation 
of the •. Management replies furnished through interviews, replies to Audit . 
memoranda and questionnaires; · 

(iv) . Presentations were made to the Senior Management of the organisation regarding 
the methodology proposed for adoption while conducting the Audit. It included a 
detailed coverage ofthe following: 

@) An Executive Summary; 

('} The Framework of Domains, Processes and Control Objectives covering 34 High­
Level Control Objectives and 318 Detailed Control Objectives; · 

o Management Guidelines; 

(J Audit Guidelines; 
. .; . . . . . I 

@) The con'cepts of Maturity Model, 'Critical Success Factors, Key Goal Indicators. 

A presentation: was, in turn, made by the Electronics Data Processing Management 
regarding the highlights and. salient features of the ERP Project Manthan. These meetings 
provided an effective platform for Audit and Management interface and, thus, facilitated 

. the process of understanding the entity and its environment, both prior to the 
commencement of implementation of the Project and thereafter. 

Other significant features ofthe Methodology included: 

e Preparation !and issue of detailed questionnaires for each of the four Domains (395 in 
all) under COBIT, for ensuring clear and comprehensible components for facilitating · 
the receipt of responses from the Management. 

® Structured ~nterviews and collection of Audit evidence through Questionnaires and 
Check lists. More than 35 • Structured interviews/ Meetings with a coverage of more 
than 100 offi~ers were held at various levels, followed up by a process of collection 
of documenhition. 
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® ~5 out of 99 pilot sites were visited by the Audit Te~m for on-site evaluation of the IT · 
System and collection of AudiLEvidence. In addition offices of Members Audit 
Board of other regions gave the material for nine sites. 

0 Management confirmation of Minutes of Meetings held and continuous interaction at 
· kll levels with Management of the audited entity during the period. 

e The following documents were examined in detail: 

® Ii>eliverables issued by the Consultants (Deliverables-1 to 14); 
o Installation Manual; 
® Operations Manual; 
® Security and Authorisation-Roles and Transactions; 
131 SAP Testing Strategy; 
Ill System Landscape and Hardware Sizing Document, Testing, Country India Reference 

and Info Data Base Servers; 
e Proposed Codification Structure for Company's Chart of Accounts; 
6) Disaster Recovery Guide for Data Centre and Emergency Procedure; 

The Consultant designed the above documents. · 

In addition to the above the following documents were also reviewed during the 
Performance Audit:-

® Documents relating to the Selection Procedure o.fERP vendors; 
@ Copies of Purchase Orders and Agreements with ERP vendors and the Consultants; 
0 Purchase Orders-Annual Maintenance Contracts; 
~~~ <;Jenera! Conditions of Contract; 
® Personnel Manual; 
0 Administration Manual. 
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Ellllt:erprise R.eso.llllrce lP'lianmnllllg (EJlUl') 

(i) Enterprise Resource. Planning system is ·a packaged business software system that 
I . . . . 

enables an organisation to manage and Bynergise the efficient and effective use of its 
resources: 
m Materials, 
G) People, 
e Machinery, Plant and Equipment 
It integrates:an facts of business operations. 

(ii) Important attributes ofERP are its ability to: 

(iii) 

o Automate and integrate the majority of an organisation's business processes; 
~ Share common data and practices across the entire organisation; 
co Produce, access and analyse information flows in a real-time environment that 

0 

e 

e 

@ 

® 

ID 

(!) 

s 

0 

would support decision-making at all levels by providing the required 
information to the right people at the right time and in the proper format; ·· 
Elimination of redundant data and procedural operations; 
Flexibility to allow for customisation; 
Compulsive use of best practices because of software; 
Increased efficiency hence reduced costs; 
Adaptab;ility to a changing business environment; 
Reduced cycle times; 
Functional interaction among various modules. 

Precautions necessary for successful implementation of an ERP system include: 

Effectivb cost control mechanisms due to large investment outlays as rapid 
implem~ntation would result in shortened ROI (Return on Investment) periods; 
A voida.~ce of mismatches between the proposed model, the ERP functionality 
and the customisation process so as to ensure avoidance of extended 
implementation time-frames, higher costs and the loss of user confidence; 

e, . Adherence to a . wel!-planneg and realistically assessed and structured time 
schedule for implementation and commissioning; 

C) Effective vendor management. 

Ensuring effeCtive integration and interface with the surviving legacy systems. 
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ArnmexUl!re-14 · 

(referred to in Para 5.1.6) 

Stat~ment showing tine ta~rget andl actUBal dlate of fimpllementation of ERJ? software SAPIR3 

PJroposedl hnitiai target date of Delay in months 

Descr~ption 
date ofstart completion ActUBal date of with reference 
!Actual · date Revised target date complletion to the revised 
of start of 11!ompietfion !target dates. 

Stage-! Conceptualisation April1997 October 1997 
July 1998 · seven months 

and design July 1997 December 1997 

September 1999. 
Selection· of ERP --- --- ·.The Company 
Software/vendor and paid Rs 33.27 --diversion of the scope of lakh to 
work qfConsultants July 1998 ......... Consultants for 

SAP selection 

I 

Stage~ II 
August 1998 September 1999 

Development, Testing and 
.. October 2003 12 months 

Impleinentation of SAP a 
99 sites 36 Months (as per 

October 1999 revised Targets) 
October 2002 

.. 

Roll ~ut beyond 99 sites 
October 1999 September 2002 

[', 

(Implementation of SAP a November 2004 11 months 
429 sites) November 

2003 
December 2003 

! Delay in the implementation of Supply Chain Management System (add- ons) 
I 

'Supply Chain Managemen June 2001 ·. April2002 

system 
.:• 

September 2004 seven months 
(Phas~-1) October. 200i 

16 months 
'• 

February 2004 .. 

December 
April2002 Supply Chain Managemen 2001 

System 
(Phase-II) . including --- ----
integ~ation with ERP. · October 2004 September 2005 

1"· 
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Glossary 

APM Administered Price Mechanism 
BOE Barrels of Oil Equivalent 

BOPD Barrels of Oil Per Day 
CAPE X Capital Expenditure 
COSA Crude off take and sales Agreement 
DGH Directorate of Hydro Carbon 

EO GIL Enron Oil and Gas (India) Limited 
GAIL GAIL (India) Limited 
GoM Group of Ministers 
GSPA Gas Sales and Purchase Agreement 
IOC Indian Oil Corporation 
N Joint Venture 

MCF Thousand Cubic Feet 
ML Mining Lease 

MMBtu Million British Thermal Unit 
MMSCMD Million Standard Cubic Metre per Day 

MOPNG Ministry of Petroleum and Natural Gas 
MSCF Thousand Standard Cubic Feet 
NANG Non Associated Natural Gas 
NELP New Exploration Licensing Policy 
NOC National Oil Companies 
NPV Net Present Value 
OCM Operation Committee Meeting 
OIDB Oil Industry Development Board 
ONGC Oil & Natural Gas Corporation Limited 
OPEX Operating Expenditure 
PAO Pay and Accounts Office 
PEL Petroleum Exploration License 
PMT Panna, Mukta & Tapti 
pp Profit Petroleum 

PPAC Petroleum Planning and Analysis Cell 
PSC Production Sharing Contract 

PTRR Post-Tax Rate of Return 
RBI Reserve Bank of India 
RIL Reliance India Limited 

SBHT South Bassein Hazira Gas Trunk 
SBM Single Buoy Mooring System 
SCI Shipping Corporation of India 
SR Southern Region 
IT Telegraph Transfer 
WR Western Region 
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