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INTRODUCTION

I, the Chairman, Committee on Public Undertakings having
been authorised by the Committee to present the Report on their
behalf, present this Sixty-Sixth Report on the Indian Oil Corpora-
tion (Pipelines Division).

2. This Report is based on the examination of the working of
Indian Oil Corporation upto the year 1969.

3. The Committee took evidence of the representatives of the
Indian Oil Corporation on the 20th and 21st August, 1969 and the
Ministry of Petroleum & Chemicals and Mines and Metals (Depart-
ment of Petroleum) on the 3rd September, 1969.

4. The material relating to the Indian Oil Corporation (Pipe-
lines Division) was processed at various stages by the Study Group
III on Electronics, Petroleum and Oil Undertakings of the Com-

mittee.

5. The Report was considered by the Committee on the 22nd
and 24th April, 1970 and adopted on the 27th April, 1970.

6. The Committee wish to express their thanks to the officers ot
the Ministry of Petroleum & Chemicals and Mines and Metals (De-
partment of Petroleum and Chemicals) and the Indian Oil Corpora-
tion for placmg before them the material and information that they
wanted in connection with their examination. .

New DeLHr; M. B. RANA,
A_grz! 29, 1974_).__‘;_* Chairman,
Vaisakha 9, 1892 (S). Committee on Public Undertakings.

(vii)



I
HISTORICAL BACKGROUND

At the time of construction of the Gauhati Refinery in 1961, it
was estimated that bulk of its production would have to be trans-
ported outside Assam. In addition, a small consignment from the
Digboi Refinery was also expected to be transported. In order to
ensure economic and reliable transportation of these quantities,
Government sanctioned a project study for the construction of a
pipeline between Gauhati and Siliguri. A similar study was made
in 1962 of the requirements of transportation of the products of the
Barauni Refinery towards Calcutta as well ‘as towards Delhi. Even-
tually the Gauhati-Siliguri pipeline was sanctioned by Government
in October, 1962, and the Haldia-Barauni-Kanpur pipeline in July,
1963.

1.2. In June, 1962, Government decided that the Indian Refine-
ries Ltd., (since merged with the Indian Oil Corporation Ltd. which
was at that time responsible for constructing and running the Gau-
hati and Barauni Refineries) would also be responsible for under-
taking the Gauhati-Siliguri Pipeline Project. A similar decision
was taken in October, 1962 in respect of the proposed Barauni-
Delhi and Barauni-Calcutta Pipeline Project. In the beginning of
1962, the project planning reached an advanced stage and a Gene-
ral Manager was appointed to look after these projects. He was on
the strength of Indian Refineries Limited.

1.3. On the 1st of September, 1964, the Indian Refineries Ltd.,
was amalgamated with the Indian Oil Company Ltd., which was
renamed as the Indian Oil Corporation Ltd., with two Divisions,
namely Refineries Division and Marketing Division. The Pipeline
Projects formed a part of the Refineries Division. However, on the
11th March, 1965 three separate Divisions—Refineries, Marketing
and Pipelines were created. The Refineries and the Marketing
Division were to be looked after each by a separate Managing
Director. The Pipelines Division was put under the charge of a
separate Director-in-charge. The Pipelines Divigion was to be res-
ponsible for the construction, maintenance and operation of pro-

duct pipelines.

1.4. The Koyali-Ahmedabad products Pipeline was constructed
by the Italian firm Snam-Saipem under the supervision of the Pipe-
lines Division. The Pipeline was originally assigned to the Oil
and Natural Gas Commission. Government of India subsequently
decided to transfer the ownership of the pipeline to the Indian Oil
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Corporation Ltd., (Pipelines Division). *The pipeline was held on
lease and formal transfer of the ownership was expected to take
place with effect from 1st July, 1968.

1.5, In their Thirty-Sixth Report (Third Lok Sabha) the Coum-
mittee on Public Undertakings had recommended as follows:

“The Committee, however, found that the Pipelines Division
had its full-fledged office with its own Financial Control-
ler, Administration Department, Accounts Department
etc. apart from the Technical Departments and Officers.
The Committee wonder whether there has been any de-
finite advantage in effecting the separation of the Divi-
sion. It has certainly added to the overhead expenditure
That there has been lack of coordination between this
Division and the Marketing Division is only too obvious.
It is only now that the coordination meetings have becn
taking place at which the Pipelines Division is represent-
ed. The product pipelines are managed by the Pipelines
Division and monetary transactions between the Pipe-
lines Division and Marketing Division entail several ac-
counting procedures and accounts staff. The Committee
do not consider that this has led to efficiency and econo-
my. It should be examined whether the Division could
be amalgamated with either the Refineries Division or the
Marketing Division.”

In their Action Taken Report—Twenty-Fourth Report (Fourth
Lok Sabha), of the Committee on Public Undertakings the Gov-
ernment have stated as follows:—

“Government agree with the recommendation that the Pipe-
lines Division may be merged with one of the two Divi-
sions, namely Refineries and Marketing of the Indian
Oil Corporation Ltd.”

On 16th February, 1968, the Government of India intimated
their decision regarding the abolition of the Pipelines Division with
effect from 23rd February, 1968 with the result that the work of
the Pipeline Division was entrusted to the Managing Director (Re-
fineries Division) from the same date pending final arrang>
ments.

“The permanent set-up of Pipelines organisation has since
been finalised by the Board of Directors. Pipelines main-
tain a separate entity within the Refineries Division.”

8 15 R B sirnt

*At the time of fectual verificstion ministry has informed «The lease however conti-
m from 1 4-66 to 31-3-70 and formal transfer of the ownership has been effected
‘lﬂ"?ﬂ."
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1.6. An independent examination of the Pipelines Division of the
Indian Oil Corporation Ltd. has not been done either by the Esti-
mates Committee or the Committee on Public Undertakings. But
the working of the Indian Oil Corporation Ltd., and erstwhile Indian
Refineries Ltd. had been examined by the Committee on Public
Undertakings in 1966-67 and their recommendationsjobservations
are contained in their Thirty-fiftth and Thirty-sixth Reports, (Third
Lok Sabha). The replies furnished by the Government indicating
the action taken by them on the recommendations contained in the
Reports were considered by the Committee on Public Undertakings
in 1968-69 and Reports thereon (Twenty-fourth and Thirty-ninth
(Fourth Lok Sabha) were submitted to the House.



I
GAUHATI S8ILIGURI PIPELINE

The main features, working in financial and physical terms,
Organisational and other related matters of Gauhati—Siliguri Pipe-
line are given below:

A

Main Features

(i) Construction Contractors + SNAM-SAIPEM
Subsidiary of State owned Ita-
lian Co ENI.
(ii) Design Engineers and overall RECHTEL CORPORATION
Supervisors OF USsA
(iii) Date of commencement of
construction - . . 1-3-1963
(iv) Target date of completion - © 31-8-1964
(v) Actual date of completion © 24-10-1964
(vi) Length and inner diameter of
pipeline - . . . * 426 Km.—8'
(vii) Actual installed capacity * : 480,000 M. Tonnes per year

(Since increased to §59,000 M.
Tonnes per year ).

(viii) Project Cost :
Original estimates . + Rs. 650 Lakhs
* Final Estimates - . + Rs. 775 38 Lakhs increased to
Rs. 847 38 Lakhs due to
devaluation.

-

2.2. The maintenance of the pipeline is being done by Messrs. Oil
India Limited, as this line has also been laid on the common Right-
of-Way with their Oil crude oil line at an agreed rate of service

charge.

23. The system provides for reverse flow facilities also, i.e., in
case it is necessary to carry products from Siliguri to Gauhati, it
can be done,

*Subje ¢ to varistion on finalisation of Cermain adjustments in capital account,
4



Working of the Pipeline

2.4. The Pipeline was commissioned in October 1964. During the
last 4 years, a total of about 15.8 lakhs metric tonnes of petroleum
products have been transported from the Gauhati Refinery to Siliguri
terminal. The year-wise and product-wise break-up as well as the
number of working days during the last 4 years was as follows:—

(figures in m. 1.)

1965-66 1966-67 1967-68 1968-69

Motor spirit 137,517 135,204 128,793 130,244
Inferior Kerosene 65,383 41,024 §0,350 48,859
Superior Kerosene- .. 6,904
HS.D. - 163,588 170,344 157,322 170, OSI
Diesel Oil - 16,056 62,372 §1,350
Iomex 9,292 31,310 5,644

ToTAL 366,488 371,920 436,951 406,148
No. of fiys worked : 274 279 324 294

Percentage of Utilisation

2.5. The percentage of utilisation during last three years was as

follows:

2.6. The main factors affecting the utilisation of the pipeline are—

1965-66
1966-67 -
1967-68
1968-b9 -

76.2
76.6

91 4
84.6

(a) the availability of products from the Refinery which in
turn depends upon the capacity of the Refinery, and

(b) off-take at the Siliguri terminal by the Marketing Division,
in respect of both quantity and regularity.
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2.7. The financial results of the working of the pipeline are given
below:

(Rupoes in  lakhs)

Income 196568 1966-867 1967-68 1968-69

Freight recovery from

Marketing Division 106 86 112 49 132 87 137 36
Miscella cous . o 13 0 07 0.21 o013
ToTAL - 106.99 112 $6 133 o8 137 49

Operating expenses
including deprecia-

tion * . . 84.98 92 98 90.61 81.07
Ner Prorrr - 22.01 19.70 42 47 56.42
Return on  Invest-
ment éEquity) after
providing for de
reciation  (Equi-

ty) is Rs. 350
lakhs . . 6.47% §.63% 12 13% 16.12°,

2.8. During the following two years, the profit are expected to be
as follows:

o OSSO VPR P - — s . el S st Lo e i

Year (Rs. in lakhs) --

1969-70 - . . . 56 32 *Subject to adjustment
on finalisation of accounts,
tg70-71 . . . 63 45 Asper budget Estimates.

29 In April, 1961 the Indian Refineries Ltd, requested Burmah
Ofl Company (Pipelines) to prepare a preliminary study for a pipe-
line from Gauhati Refinery to Siliguri. Accordingly B.O.C. (Pipe-
lines) submitted a preliminary Project Assessment. Salient features
of this study were:

Construction Design Data: The Study assumed the length of
pipeline to be 250 miles of 8-5/8” O.D. pipe size initially
capable of transporting 3,00,000 M. Tonnes of products per
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annum from Gauhati to Siliguri One pump station
having two pumps of 100 Hydraulic Horse Powers each
was considered adequate for the above throughput.

Capital Costs: Considering that the pipe required would be
available from Rourkela Steel Plant, the study envisaged
the total capital cost of the pipeline as Rs. 600 lakhs includ-
ing a foreign exchange element of Rs. 200 lakhs.

Annual Operating Costs: The operating costs were considered
as Rs. 10.08 lakhs per annum. These costs, however, did
not include depreciation finance and administrative charges.

2.10. Based on the above cost estimates and the operating costs,
the cost of transporting the products by pipeline from Gauhati to
Siliguri was considered as Rs. 11 per tonnes as against the corres-
ponding Railway freight of Rs. 28 per tonne which could be reduced
to say Rs. 25 per tonne on long distance traffic.

2.11. Later, in order to get a clear idea of the scheme a detailed
study in the form of a Project Report was got prepared by M]s.
Bechtel Corporation of U.S.A.

2.12. In reply to a Committee’s question, it has been stated that
Mis. Bechtels were introduced to the Indian Refineries Ltd. for the
first time for the preparation of the project Report for Gauhati-
Siliguri pipeline. In reply to another question as to how Bechtels
were given the contracts, the Ministry have furnished the following
extract from the Minutes of the meeting of the Board of Directors
held on 3-7-1961.—

..As regards the consultants for the preparation of the
project report, Managing Director stated that there were
three parties in view namely ENI of Italy, Bechtels Cor-
poration of the USA and John Brown of the UK.

The Bechtels Corporation have already worked in that area
in 1965 and they recently indicated that they can prepare
a report in about 4 to 6 weeks... In a recent telegram the
Corporation have indicated the possibility of reducing the
cost of the Project study and they may be able to
persuade the World Bank or other agencies in the USA
over the question of financing of the foreign exchange
component of the project cost if we entrust to them the
preparation of the project report.”

2.13. The Ministry has further stated that—

“In the light of the foregoing the Board felt that in order to
get a realistic picture on all the techno-economic issues it



8

was necessary to obtain a project report and for this
purpose the Bechtel Corporation may be entrusted with
the work if the ENI credit is not forthcoming and subject
further to the condition that a reduction in fee and other
favourable terms can be secured.”

2.14. The Ministry have further stated “At the meeting of the
Board of Directors held on 10-10-1961 it was decided to carry nego-
tiations with Bechtels Corporation for their undertaking the techno-
economic study. The relevant extract from the minutes of this
meeting is reproduced below:

“Managing Director reported that the Government have since
concurred in the proposal of IRL undertaking a techno-
ccomomic study of the product pipeline between Noonmati
and Siliguri and sanctioned a foreign exchange not ex-
ceeding Rs. 50,000 for this purpose. From this discussion
with the Government we understood that credit from ENI
for this study and project is not available. Therefore,
the alternative was to obtain this techno-economic study
from Bechtel Corporation of U.S.A. He, therefore, sought
the Board’s approval to carry on negotiations with Bech-
tel Corporation for their undertaking the techno-econo-
mic study within the ceiling fixed by the Government.
The Board approved of this.”

2.15. Messrs Bechtel Corporation of U.S.A. were entrusted to pre-
pare a feasibility Report on the Gauhati-Siliguri Products Pipeline
at a total fee of Rs. one lakh—half of it being in foreign exchange.

2.16. In reply to a query it has been stated that the Board of
Directors of Indian Refineries Ltd. recommended Bechtel as they
had some years before carried out certain preliminary studies on
such project for the Assam Oil Company and appeared to be in a
position to prepare the report, as envisaged within a period of four
to six weeks. The Government's approval to the appointment of the
firm as consultants for the preparation of the Project report was
received on the 1st December, 1961.

2.17. The Project Report was submitted in February, 1962. A
summary of the same was sent to Government on April, 16, 1961
along with a request for sanction of the project. The pipeline project
was expected to cost Ra. 600 lakhs. Itwasalsopointed.outthnt
subject to approval being obtained by June, 1962 the pipeline could
be commissioned by June, 1963.

2.18. Bechtels also reported on the estimated throughput and
revenue for the period 1963 to 1972. According to that forecast, the
throughput was to start with 457,000 tonnes in 1963, and decrease to
322000 tonnes by 1972 making a total of 3,895,000 tonnes for 10
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years. The gross revenue earned for the same period was to be
Rs. 1596 lakhs. After deduction of operating costs, interest on debts
and amortization of loan, the net earning before taxes for the ten
year period was expected to be Rs. 564 lakhs. An increase in
throughput of 200,000 tonnes per year was envisaged from 1966 on
the basis of the proposed increase in the capacity of the Gauhati
Refinery from 0.75 million tonnes to 1.25 million tonnes per year.

2.19. The Government of India conveyed their approval on 5-10-62
vide their letter No. 31!6{62-ONG dated 5-10-62 to the Managing
Director Indian Refineries Ltd. which stated as follows:—

“] am also directed to convey the approval of the President to
the Indian Refineries Ltd's proposal to entrust Bechtel
Corporation Ltd. of USA with the design, engineering and
the management of the project at a total cost of Rs. 41.20
lakhs (Rupees forty ome lakh twenty thousand only) in-
cluding foreigm ®xchange cost of Rs. 18.21 lakhs (Rupees
eighteen lakhs twenty one thousand only)”.

2.20. The Ministry have stated “Whilst the study report was
awaited, it was considered that the process involved in the examina-
tion of the report and in the receipt of Government’s sanction for the
project was time consuming and therefore, it was recommended that
Bechtel Corporation be commissioned to undertake the designing of
the pipeline project, preparation of tender documents etc., so that
a start on the execution of the work could be made in the winter
months.”

2.21. The Ministry have further stated, “Bechtels were, therefore,
apparently given the contract for design and engineering manage-
ment for fhe Gauhati-Siliguri Pipeline primarily because of the ex-
perience that they had in that area.”

2.22. The Committee pointing out that while approving the
appointment of Bechtel Corporation for preparation of feasibility
study in April, 1862, Government had stated that no other contract
should be given to that firm without inviting global tenders and
asked whether global tenders were invited before Bechtel Corpora-
tion was awarded the subsequent contract for Design Engineering
and Supervision. The Ministry have in reply stated:—

“In accordance with the resolution passed by the Board of
Directors at their meeting held on 27th February 1962 the
Sub-Committee of Directors met on 8th and 15th April,

1155 (Aii) LS—2.
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1962, to consider the project report submitted by Mijs.
Bechte! Corporation of U.S.A. for the Gauhati-Siliguri Pro-
ject. In the minutes of the meeting of the sub-Com-
mittee the {following was inter alia recorded:

..The Sub-Committee also went into the question of the
fees demanded by the consultants in the event of their
being engaged in the management of the construc-
tion, testing and commissioning work of the pipeline.
and the guarantees offered by them. Managing Director
mentioned that the question of fees asked by Bechtel
Corporation for their services rppresented about 8 per
cent of the total cost of the Project. As against this,
the fees being churged by BOC (Pipelines) for similar
services on the crude oil pipeline represented about 7
per cent of the total capital cost of the project (BOC
Pipelines fees were Rs 3.13 crores on a total capital of
Rs. 43.79 crores). On this basis there appeared to be a
case for asking Bechtel Corporation to reduce their fees
to 7 per cent. The Sub-Committee agreed with this
view and requested the Managing Director to negotiate
this point with the representatives of Bechtel Corpora-
tion..”

“....In the light of the preceding discussion the sub-com-
mittee took the view that the scheme as recommended
by M!s. Bechtel Corporation of U.S.A. should be approved
and sent to Government for acceptance....”

“....the sub-Committee authorised the Managing Director
to approach the Government for sanction to the follow-
ing:

(1) Project being undertaken at a total estimated cost of
Rs. 6 crores of which the Foreign Exchange component
will be Rs. 1.3 crores.

(ii) Bechtel Corporation being entrusted with the design
engineering and management of the Project the
remunerstmn payable being:—

(a) the reimbursable expenses far all services rendered
outside U.S.A. at Rs. 19.75 lakhs of which 32 per cent
will be payable in Dollars; and

(b) for services rendered outside India and towards fee
for Betchels know-how services ete., a sum not ex-
ceeding Rs. 27.65 lakhs of which 43 per cent will be
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payable in Dollars (M.D. will endeavour by nego-
tiation with Bechtel to secure a reduction in the
amount of this fee by about Rs. 6 lakhs).”

It has been further stated:

“The Board was apprised of the above decisions of
the sub-committee at the meeting held on 28th
May, 1962 and was also informed that Bechtel
Corporation had since agreed to the reduction of
Rs. 6 lakhs in their quotation for engineering ser-
vices and management. At this meeting one
of the Directors suggested that it might be useful
to call for tenders for engineering and manage-
ment services in order to verify the reasonable-
ness of the offer made by Bechtel Corporation
particularly as some delay appeared inevitable in
deciding the question of the product pipeline
crossing the rail bridges. The Managing Director
stated that a decision about the use of railway
bridges was expected to be taken soon or alterna-
tive arrangements for independent crossing
would be made. He also stated that in any case,
as the Bechtel Corporation’s offer compared quite
favourably with the similar jobs executed else-
where and offers received for other jobs the
calling of tenders at that stage would merely
delay the project. The Board noted this clarifica-
tion’ and observed that a decision had already
been taken by the sub-committee of Directots
empowered to deal with the matter.”

2.23. The Government of India approved the Gauhati Siliguri
Products Pipeline Project in October, 1962 and conveyed their inten-
tion to include this project in the Government of India ENI Credit
Agreement of August, 1961. It has been stated that ENI were agree-
able to do the entire construction of the Project under the Credit
Agreement concluded with the Government of India in 1961. Under
the Agreement it was open to IRL either to advertise and invite
global tender or to negotiate with ENL It is stated that if adver-
tising were resorted to, there was no certainty that any other party
would come forward with better terms than the one which ENI
might offer in the context of the fact that Mis. Snam- Saipem of
Italy in collaboration with M's. Mannesmannsaipn of Germany had
already constructed the crude oil pipeline from Naharkatiya to
Barauni for Oil India. They besides the requisite experience and
knowledge of the terrain of the route possessed the necessary const-
ruction equipment in India which could be immediately switched
over to the Gauhati-Siliguri pipeline project if the work was en-
trusted to ENL
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2.24. 1t was, therefore, felt by LR.L. that it would be expeditious
and economical if the work was entrusted to E.N.I. after negotiating
a turn-key contract with them with the assistance of M|s. Bechtel
Corporation who had already been entrusted with the design engi-
neering and the management of the project with the approval of the
Government. The rates offered by Snam-Saipem for construction
of the project and supply of imported material were carefully check-
ed with reference to the charges earlier contracted for by Oil India
Ltd. for their crude oil pipeline after receiving global tenders and
the final offer of Snam-Saipem was considered as reasonable.

2.25. Accordingly, with the assistance of Bechtel Corporation nego-
tiations started with the ENI and the construction contract was
awarded to Snam-Saipem (belonging to ENI group of Italy) on the
15th January, 1963. The construction started on 1st March, 1963 and
completed on all essential points by 31st August, 1964. Thus the
time taken for completion of the Gauhati-Siliguri pipeline, which is
about 426 Km. long, was little over 14 years. Due to difficulties en-
countered with certain imported equipment during testing and start
up, actual pumping tests could be undertaken only on the 15th Octo-
ber, 1964, and regular operations started on the 25th October, 1964,
with the pumping of motor spirit.

2.26. In reply to the Committee’s query as to what were the basis
for not inviting global tenders for the construction of pipelines and
who was responsible for it, the Chairman, IOC stated that in respect
of the Gauhati-Siliguri Pipeline, they had decided tc entrust the
work to the party who had experience and the knowledge of the
terrain of the route. The Chairman added, “In the Agreement con-
cluded with the Government of India in 1961, it is open to the Indian
Refineries Ltd. (IRL) either to advertise and invite global tenders
or to negotiate with an Italian firm E.N.I. The process of advertising
is time consuming and even after advertising it is not certain that
any party will come forward with better terms than one which ENI
may offer.”

2.27. He added, that “M!s. Saipem of Italy in collaboration with
M's. Mannesmann of Germany have already constructed the crude
oil pipeline from Naharkaitya to Barauni and they have, therefore,
the advantage of necessary experience and knowledge of the terrain
of the route, besides possessing the necessary construction equipment
in India, which could immediately be switched over to G.S. pipeline
project, if the work was entrusted to ENI1” From this point of
view “it is considered that it will be expeditious and economical if
the work is entrusted to EN.I.”

2.28. The matter was also referred to the Board of Directors,
wherein it was proposed to negotiate the turnkey contract thh_ENI
for the construction of the product pipeline from Gauhati to Siliguri
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with the assistance of Mjs. Bechtel Corporation of USA, who would
also be responsible for designing, engineering and the management
of the project. ,

2.29. The Committee find that there were three reasons mentioned
at the meeting of the Board of Directors of Indian Refineries Ltd.
of 3rd July, 1961, for preferring Bechtels to ENI of Italy and John
Brown of UK., for the preparation of the Project Report.

First that Bechtels had worked in the area in 1955. Secondly that
Bechtels would prepare thc Project Report in about 4 to 6 weeks and
finally they might be able to “persuade the World Bank or other
agencies in the USA on the question of financing the foreign exchange
component of the Project”. The Board of Directors had, however,
clearly directed that Bechtels might be entrusted with the work “if
the ENI credit is not forthcoming.”

2.30. The Committce would, therefore, like to take up first the non-
availability of ENI credit. The Minutes of the meeting of the Board
of Directors held on 10th October, 1961, show that the Managing
Director reported that “from his discussions with the Government,
we understood that credit from ENI for this study and Project is
not available.”

In this connection, the Committee would like to recall that the
agreement with the ENI for foreign credit was concluded by the
Government of India in August, 1961, and it was Government’s inten-
tion to utilise it for Pipeline Projects also. It stands to reason that
if the credit was available for the Project costing over Rs. 6 crores
as a whole, it should have been possible to accommodate an expendi-
ture of a few lakhs which would have been incurred on the prepara-
tion of the Project Report.

Further, it was obviously in the interest of Snam Saipem (belong-
ing to ENI Group) to prepare the Project Report, which would have
greatly facilitated the execution of the Project by them.

2.31. Even if for the sake of argument, it is assumed that ENI ere-
dit was not available for preparation of the Project Report, the Com-
mittee are unable to understand how Bechtels could be singled out”
for being entrusted with this work, specially when it is on record"
in the Minutes of the meeting of the Board of Directors of 3rd- July,’
1961, that “there were three parties in view namely ENI -of: Maly]:
Bechtels Corporation of the USA and John Brown of UK:”' If:-ENIL:
credit was not available, it only meant that ENI might net be giveni'
the projects straightway in preference to others; but- -hew couldit:
be construed as doing away with the need for calling of offers from:
experienced undertakings of national and international standing
which were evincing keen interest in the Projeet?—~: .Y T ¢

faaf® ynioann o doaraateror) 91
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2.32. The Committee are not inclined to give much weight to the
experience cluimed by Bechtels as it reldted to 1955 (6 years earlier).
If experience was the criteria, the Committee could understand the
work of preparation of the Project Report being entrusted to B.O.C.,
who had enrlier prepared preliminary Project Report for this Pipe-
line and were actively associated about this time as technical super-
visors with a bigger pipeline project for carrying crude oil from
Naharkatiya to Barauni, and who had also experience of dealing
with Snam, the contractors who were ultimately could understand the
execution of the Project.

2.13. Another advantage claimed for Bechtels is that they would
“Prepare a Report in about 4 to 6 weeks.” The Committee are not
nble to attach much importance to this elaim as in actnal faet the
time taken for concluding the agreement with Bechtels for preparing
the Project Report after their name was first mooted in the Board
meeting of drd July, 1961, amounted to nearly 5 months (the agree-
ment was concluded only in December, 1961).

2.34. As regards the claim that Bechtels might be able to “persu-
ade the World Bank or other agencies in the USA on the question of
financing of the foreign exchange component of the Project”, the
Committec need only point out that in actual fact the Corporation/
Government decided not to call for global tenders, anid entrusted
the Project to Stam Saipem (belonging to ENI group) to be financed
from ENI credit, agreement for which had already been concluded
in August, 1981 i.c. four months before Bechtels were formally com-
mixsioned for the Project Report.

2.35. The Committee are unable to accept that ENI credit was not
available for the Project study in October, 1961, for they find that
Government had informed the Indian Refineries Ltd. on 17th Ocilt-
ber, 1961, that the Project Report for Barauni-Calcutta, Bm:aum-
Delhi—n bigger pipeline—had been entrusted to Snam Progetti (be-
'anging to ENI group). If, therefore, the Project stn.dy of a l}iggcr
nipeline project could be entrusted to Snam Progetti (belonging to
ENI group) by Government at that time—October, 1961—the Com-
mittce are unable to understand how Indian Refineries Ltd./Gov-
ernment could persaade themselves to entrust the Preject study of
Goadeth-Siliguri pipeline to Bechtels to the exclusion of others. As
the .hdwection of Bechtels in the pipeline project ot unfounded
githdi kaé led to several complications lnter in this and Haldia-
Barant-Kempur _pipeline project. the Committee cunnot bat take
a;geave view of this failure of IRL/Government to idp the misthief
in:the hudi- ¢
coihan)s betoritriatag &

2.36. The Comnfitted: sfe -dven more puzzled by the decisions of
IRL!Governmeat to appoint Bechtels as design engineers and over-
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all supervxsors for this pipeline and pay Bechtels as much as Rs. 51.26
lakhs in rupees (Includes Rs. 2248 lakhs as Incomé Tax liability)
and 2.86 lakhs dollars (Rs. 13.63 lakhs).

2.37. The Comcmittee note that one of the Directors of IRL had
pointed out at the Board meeting held on 28th May, 1962, that it
might be useful to call for tenders for engineering and management
services in crder to verifv the redsonableness of the offer made by
Bechtel Corporation.” The Cotrimittee are unable to appreciate how
this reasonable proposition was talked out of hand on the ground
that “Bechtel Corporation’s offer compared quite favourably with
similar jobs executed elsewhere and offers received for otlicr jobs”,
and “the calling of tenders at that stage would merely delay theg
Project”. It is also on record that the Board noted “this clarification”
and observed that “a decision had already been taken by the Sub-
committee of Directors empowered to deal with the matter.”

2.38. The Committee are unable to appreciate how the Board of
Directors could allow an issue which involved payment of nearly
half a crore of rupees to be peremptorily taken out of their purview
and considered judgment merely because they had asked a Sub-
committee of their own Directors to go into the matter.

The Committee are baffled how a part of a dirécting body could
dictate in this manner to the patént body to the detrimeni of public
interest.

2.39. Moreover. the claim that the offer of Bechtels “compared
quite favourably with similar jobs executed elsewhere and offers
received for other jobs” is open to question. It is on record that
BOC pipelines fees for Naharkatiya-Barauni pipeline amounted to
about 7 per cent of the capital cost. At the relevant time, the esti-
mate of capital cost of Gauhati-Siliguri pipeline was Rs. 6 crores
while the amount paid to Bechtels has worked out to Rs. 51.26 lakhs
in rupees (Includes Rs. 22.48 lakhs as Income Tax liability) and 2.86
lakhs in dollars (Rs. 13.62 lakhs) which would wor out to 10.81 per
cent, a much higher percentage than 7 per cent.

2.40. The Ccmmittee would also like to point out that Government
sanction (vide letter No. 31 662-ONG dated the 5th October, 1962)
was for the IRL proposal to entrust Bechtels with “the design engi-
neering and the management of the Project” at a total cost of Rs. 41.20
lakhs including foreign exchange cost of Rs. 18.21 lakhs.” The Com-

mittee would like Government to verify whether payvment in excess
of their sanction was made, and if so, by whom and on what autho-

rity, and fix resvonsibility for the lapse.

241. To conclude, the Comm‘ttee are not able to appreciate the
reasons why Indian Refineries Ltd./Government did not invite offers
for undertaking engineering and supervision work from several
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well-known experienced parties of national and international stand-
ing before favouring Bechtels with the assignments on rates which

proved to be far from competitive and without any commensurate
benefit.

2.42. The Committee are also not able to appreciate why Indian.
Refineries Ltd.|Government did not call for global tenders for execu-
tion of the Project specially when the ENI credit which was ulti-
mately availed of for the Project contained a specific provision to
the effect that IRL could “advertise and invite global tenders”.
While the Committee appreciate that Snam Saipem had the experi-
ence and knowledge of terrain, it would not have been unreasonable
to expect that Snam Ssipem would have offered even more competi-
tive rates to gain the new contract in the face of keen competition
by firms of national and international standing who were openly
evincing keen interest in the work. The Committee need hardly
point out that ENI group of companies had already their machinery
equipment and men in the country for execution of the Naharkatiya-
Barauni crude pipeline and it was obviously in their interest to gair
another pipeline contract. The Committee are of the view that had
global tenders been invited nothing would have been lost, while there
is every reason to believe that IRL would have considerably gained
by inducing the firms to give most competitive offers in respect of

cost and accommodation for foreign exchange component of the
Project.
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HALDIA-BARAUNI-KANPUR PIPELINE

Haldia-Barauni-Kanpur Products Pipeline is comprised of two
major sections namely: —

(a) Barauni-Kanpur - 688 Km. line, and
{b) Barauni-Haldia 524 Km. line plus a branch
line of 58 Km. from Baradabar to-
Maurigram.

Main  Features—Barauni-Kanpur  line

(i) Construction Contractors : SNAM-SAIPEM

(ii) Design E. gineers - SNAM-PROGETTI
(iii) Project Managers and
Design Monito:s - Bechtel Corporation up to 30-6-65
?6% thereafter Pipelii 8 Division of

(iv) Date of commencement
of construction . + October, 1964

(v) Target date of completion  30-6-1965
(vi) Actual date of completion: 17-8-1966

(vii) Reasons fo: the delay (if

any) The delay was largely due to late

completion of rail bridge crossings.
delivery stations and pump stations
(viii) Length & inner diameter of
the pipeline . © 668 Km. —12” dia.

(ix) Actual installed capacity 1,512,000 M. T. per annum.
(x) Capital cost of the pipeline Rs. 145034 lakhs (Approx).

(Subject to certain adjustments to be carried out in the martter of
final payments to the contractors)

Working of the Pipeline

3.2. The pipeline was commissioned on 26.9.1966 and since then
a total of 10,57,866 metric tonnes of petroleum products have been
transported from the Barauni Refinery to the delivery points of

17
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‘Marketing Division at Patna, .Allahabal, Mughalsarai and Kanpur
till 31-3-1960. The product-wise bredk-up as well as the number of
‘working days are given below:

1966-67  1067-68  1968-69
[Products in{MT) }

et v mtene St e AL v A Py —

Motor Spirit . . . ’ 44,337 147,450 126,710
Superior Ratosene - . . 14,926 §2,125 40,540
HSD. . . 38,566 240,542 320,242

97,829 440,117 519,920

(including 32.428 of inferior Kerosz ¢)
Number of days worked . 2% 117 128

e e e L e ek Gt e e 6 YASTAMMI R et ot 1 S [N

3.3. The percentage of utilisation was ‘6.4 per cent in the year
1966-67 and 29.1 per cent in the vear 1967-68, and 34.4 per cent in
1968-69.

34. The finencial resilts of the working of the pipeline are
given below:—

N ARA AL i AR - % R e e e e s

Income 1966-67 1967-6§T 1968-69

W e b e e Ay S 4 4 Sk et e o bt e

{Rs. in lakhs )

Frcxght recovery from M-rkenng
Diviston © 21464 203.62 235.08
Miscellareous . . . 013 0.29 0.36

.3ty 233 91 235.44

Operating expcnses xm.ludm: de- _
preciation - LR 173 47 Iﬁo:,l_!

N e . N . . ; . » )
‘;,533"”(} so 12 (+)30 44 (+Y75.33
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The initial phase of the operation was upto Patna which was

subsequently extended upto Kanpur in March 1967. The pipeline is
running satisfactorily.

3.5. The pipeline is expected to show the following profits* during
the current and the next four years: )

(Rs. in lakhs)
]969-70 . . . . . . 150.15
1970-71 - . . . . . 224.10
1971-72 . . . . . . 390.65
1972-73 . . . . . . 429 .20

3'6. Maim Fearures—Barauni—Haldia Pipeline

(i) Construction Contractors * Snam-Saipem

(ii) Design Engineers *  Snam-progetti
(iii) Design Monitors and Pro-
ject Managers - . Bechtel Corporation up to  30-6-65
and Pipelines Division of I0C
thereafter.

(iv) Date of commcncement of
construction . March 1964

(v) Target date of completion 30-4-1965

(vi) Actual date of completion  Mainline construction was completed
by May, 1966.

(vii) Reasons for the delay - The main reasons for delay were the
land acquisition for the pump
stations, Railway permits’etc.

(viii) Length and Inner diameter

of the pipeline - - Haldia-Barauni 524 Km,
Baradabar Maurigram 58 Km.

Total : 582 Km.

Both 12”
{(ix) Capital Cost of pipeliné - Rs. 1581 lakhs (approximately),
{Up to 318t March, 1968) subject to ccrtain adjustment yet to

be carried out in the matter of
final payments to contractors.

*At the time of fac:ual verification, the Ministry gave the following ﬂgures of profits
during the years 1969-70 & 1970-71:—

1969-70 Rs. 195:00 lakhs (subject to  adjustment on
finalisation of sccount)

1970-71 . Rs. 17227 lakhs (As per budget cstimates)
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3.7. The Pipeline from Barauni to Maurigram was commissioned
on 23rd Sept. 1967 on trial run, in stages, except a small portion from
Baradabar to Haldia which was commissioned on 2.8.1868. Since com-
missioning, a total of 456.973 M. tonnes petroleum products have
been transported from Barauni Refinery till 31.3.69. The product-
greise break-up as well as the number of working days are given

low:

PO U s e e han s P

1967-68 1968-69

Product (in M. T) M. Tonnes M. Tonnes
Motor Spirit . . . 98,953 269,291
Superior Kerosene . 2,636 19,852
H.S.D. ’ . . . . 6,031 60,210

107,620  3.49,353

No. of Working days 33 91

3.8. The pipeline is expected to show the following profit* during
the next four years: —

(Rs. in lakhs)
1 969.70 D . . . . . . 41° 70
]970.7! . . . . . . . 98 50
1 971 _72 . . . . . . . 1 30 63
!973,73 . . . . . . . 21535

ot

39. Like the Gauhati-Siliguri Pipeline Project, the Haldia-
Bmuni Kanpur Pipeline Project was also financed from the ENI
t. Accordingly, an offer was received from Snam

credit Agreemen
Progetti (a Design Engineering Company of the ENI Group of

* At the time of factual verification, the Ministry gave the following figures of profits for
the year 1969-70 and 1970-71 =
(Rs. in Jakhs )

. 15-0c (subject to  finalisation of
19670 5 accounts  for the  yesr)
197071 . . . 200t {As per Budget Estimates).




21

Italy) for the preparation of preliminary project Report and tender
-documents, which were accepted by the Government of India for a
total fee of Italian Lire 40.5 million. Whilst the preliminary project
Report was awaited, Snam Progetti submitted another offer for the
preparation of a detailed project report, which, on an examination
by the Board of Directors was accepted at a total fee of Rs. 39 lakhs.
The original scope of the Project was to lay the pipeline from Cal-
cutta-Barauni and Barauni-Delhi, but in the light of the Govern-
ment’s decision given in early 1963, the former sector was changed
to Haldia-Barauni. It was also decided to lay a branch line from
Baradabar to Haurigram so as to feed the Calcutta area. On the
Barauni-Delhi Sector, it was decided to lay the pipeline upto Kan-
pur only as it was felt that the products beyond Kanpur towards
Delhi could, with advantage, move by railiroad. The cost estimated
for Haldia-Barauni-Kanpur with necessary pumping stations was
about Rs. 29 crores (covering a length of 723 miles of pipeline with
a diameter of 12”). The discussion with the Government revealed
that, in view of the foreign exchange available from the ENI Credit
Apgreement negotiations for executing the project might with ad-
‘vantage be undertaken with ENI with the assistance of Bechtel Cor-
poration to advice on certain aspects of designs. A series of dis-
-cussion were accordingly held with the representatives of ENI and
Bechtel Corporation, which resulted in bringing down the estimate
-of Rs. 29 crores to Rs. 26 crores. It also included the cost of turnkey
contract to be awarded to Snam-Saipem a total value of Rs. 13.4
-crores which included the supply of all the material and equipment
required for the pumping stations etc., but excluded the cost of the
pipes and telecommunication system.

3.10. Following these negotiations, four contracts were signed
with the following parties for the construction of Haldia-Barauni-
Kanpur Pipeline after obtaining Government’s approval:--

(i) Snam-Saipem in July, 1963.
(ii) Bechtel International Ltd., March, 1964, and

(iii) Bechtel International Corporation Ltd., in February|
March, 1964; and

(iv) Bechtel Asian Corporation in June, 1964.

'3.11. The Barauni-Kanpur Section of the pipeline was complet-
«d in August, 1966 and its commissioning in gradual stages com-
mencted on the 26th September, 1966. Construction of the main line
of the Barauni-Haldia section was completed by May, 1966—and
trial run with water completed by 2nd June, 1966.
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312 Aiked by the Committee whether any fresh Detailed Pro-
ject Report was prepared after it was decided to change the Barauni-
Calcutta and Barauni-Delhi pipelines to Haldia-Barauni-Kanpur, the
Ministry have in their Note stated:—

“In the Government ENI agreement of August, 1961, a product.
pipeline from Calcutta to Barauni to Delhi was envisag-
ed. This was intended primarily to transport the pro-
ducts of the Barauni Refinery but certain products that
might have to be imported through Calcutta to feed the
U.P. and Delhi areas might also be moved: ENI were
asked to prepare a detailed project report and also, to
save time, to go-ahead with the engineering of the sys-
tem. The Preliminary project Report of June, 1962 en-
visaged for the Barauni-Calcutta section, two. products
pipelines one 8” line for the movement of products from
Barauni to Rudrani (70 miles short of Calcutta) and the
other for the movement of imported products from Cal-
cutta (Budge-Budge) to Barauni, the second line being
8” from Budge-Budge upto Asansol and 8" from Asansol
to Barauni. The project report alco considered the possi-
bility of having one 12” line between Baraunj and Cal-
cutta through which the products could move in both
directions and came to the conclusion that it would be
more economical to have the 2 lines of a smaller diameter
mentioned above. In support of the proposal to lay a
pipeline from Calcutta to Barauni, the project report took
into account the quantities of imported products that
would ‘he moved initially by pipeline to Asansol and from
there distributed to destination points by rail'road. It also
envisaged a 12”7 line from Barauni to Delhi.”

313, “On examination of the above proposals, it was found that
there was no justification for the two proposed lines between Cal-
cutta to Barsuni consistent with the economics of marketing and
the quantities of products likely to be available for movement from
Barauni or needed to be moved in the reverse direction.”

3.14. The Ministry have further stated that the decision to cons-
truct pipeline upto Kanpur only was based on the considerations
firstly that the bulk of the products of the Barauni Refinery even
on 3 million tons throughout would be absorbed at Kanpur well be-
fore 1971 and secondly that meeting the demand beyond Kanpur
from imports through Calcutta would be unsound having regard to
the pattern of pricing of supplies derived from alternative ports
t(hBt:mlmy, Kandla and Calcutta). The Ministry have also added

t{ O

“ENI concurred in these conclusions and produced in
October, 1962 fresh e timates for (a) 8 line from Cal-
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cutta to Barauni; (b) a 10" product-cum-crude linef rom
Calcutta to Barauni; and (c) a 12” product line from Ba-
rauni to Kanpur.”

3.15. In January, 1963 in the context of Emergency, it was decid-
ed that as a measure of abundant safeguard, pipeline from Haldia to-
Barauni should be built for a possible transport of 3 million tonnes.
of imported crude oil. In normal times (i.e. when uninterrupted
supplies of crude oil are available from Assam), the line will work
as a product pipeline as earlier envisaged though line capacity
would be greatly under-utilised. For the objective aimed at, ENI
suggested that the pipeline would have to be of 12” diameter size
and that greatly increased pumping capacity must be provided. In
March, 1983, ENI gave following estimates of costs:

(a) 12” line from Haldia to Barauni Rs. 13.50 crores.

(b) 12” line from Barauni to Kanpur Rs. 15.57 crores.

3.16. The Board of Directors approved the above estimates and
desired that Government be addressed to sanction the estimates.
Accordingly in March, 1963, IRL requested the Government for ap-
proval to the execution of the project at an estimated cost of
Rs. 29.07 crores. After this the execution of the project and the
estimates for the work were the subject of a number of discussions
with the Government. In July 1963, IRL approached the Govern-
ment for approval to (a) IRL entering into a contract with SNAM
for the total value of Rs. 13.44 crores with a foreign exchange com-
ponent of Rs. 6.22 crores to be financed from ENI credit and (b)
the estimated project cost of Rs. 26.42 crores

3.17 The Ministry have concluded:—

“No fresh project reports as such were prepared consequent
upon the changes made from time to time mentioned
above. However, the economics of the project had veen
gone into in sufficient detail in the project repnrt which
established that the pipeline movement would cost in this
case about 40 per cent of rail freight. Further the justifi-
cation for the project was based on the necessity of adopt-
ing modern and reliable means of transportation of a
growing volume of oil products in the country. Asked
whether the considerations which led to the decision of
constructing pipeline upto Kanpur only were lost sight of
at the time of entering into Agreement with ENI in 1961
and preparation of DPR which envisaged Calcutta,
Barauni-Delhi, the IOC in a written reply has stated that.
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the Ministry of Mines and Fuel after examining th» prob-
lem of movement and distribution of the oil products in
Eastern India supplied to ENI the figures for processing
the study of the following pipelines: —

“(i) Barauni-Delhi, Passing through (or near enough to
serve) important consumption-transport points and
route including Patna, Mughalsarai or Varanasi, Alla-
habad, Kanpur and Agra.

(ii) Barauni-Asansol, Calcutta (Budge Budge) with the
possibility also of the pipeline terminating at proposed
new subsidiary port at Haldia south of Calcutta.”

3.18. The above was done at the time of negotiating the Govern-
ment of India-ENI Agreement of August, 1961.

3.19. The preliminary project report of June, 1962 received from
Snam and studies conducted by Indian Institute of Petroleum re-
<eived in August, 1962, was examined by IRL. The Indian Insti-
tute of Petroleum recommended that oil products from Rarauni
should be piped only upto Kanpur- It was further stated that
Delhi and Tundla areas were one of the natural markets for the
petroleum products of the Koyali Refinery. ENI, who were con-
sulted on this point, agreed to modify the project accordingly.

3.20. During the course of evidence of the Ministry of Petroleum
& Chemicals and Mines & Metals, the Committee enquired from the
Special Secretary of the Ministry as to why ENI was allowed to
«<commence the engineering works before the completion of the De-
tailed Project Report and whether any special advantage was gain-
«d by such procedure or not. The Special Secretary of the Minis-
try informed the Committee as follows: — '

“It appears that the main and possibly the compelling final
reason for following this procedure was that in the in-
terest of speed. The documents recorded at that time
indicate that both the Government as well as the Board of
Directors of IRL considered that it would be possible in
this way to start the work in the 1962-63 working sea-
son. The Engineering works, as it is now described, was
simultaneously started with the Preliminary Project Re-
port. This speed was also achieved, even it were con-
sidered to be a mistake in retrospect. This was also
achieved at small cost, the amount involved being Rs. 39
lakhs.

As it happens, no sdvantage was in fact gained because of
certain complicating factors which could not be envisaged
at that time. The complicating factors were these:
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First of all, the Chinese Invasion occured in 1962. Soon after
that, at ome stage, Government thought that this parti-
<cular project (pipeline project) at that time should be
put in the cold-storage for various reasons. Soon after
that, at the end of 1962, Government reviewed the whole
situation and thought that it would be useful to go ahead
with the Project at a much greater speed, though with a
partially different objective. The objective was to cons-
truct the Barauni-Haldia Pipeline as a two-way pipeline
carrying the products normally, but with the ability to
carry crude in case there was a crisis as a result of which
the Assam was cut off. The whole project has to be re-
vised again and its whole scope changed considerably. The
reason for the decision to go in for detailed Project Re-
port planning was to achieve speed, particularly to achi-
eve the working season 1962. In fact certain complications
occurred which could not be envisaged at that time.”

3.21. To another question whether the Ministry had any de-
tailed Project Report, the representative of the Ministry informed
the Committee that they had got preliminary project report and
afterwards they had the executive project report containing work
specifications of the project and these two constitute the Detailed
Project Report. The representative of the Ministry informed the
Committee that on 12.10.61, Government of India had accepted the
offer of ENI for the preparation of the Project Report and tender do-
cuments. In January, 1962, they were asked to prepare the exe-
cutive project Report.

3.22. The preliminary project was received in July, 1962 and the
executive project report started coming in the form of drawings and
specifications in 1963 and was finally completed in 1966.

3.23. To a question as to when the project for Haldia-Barauni
pipeline was sanctioned, the witness informed the Committee that
the sanctioning of the Project might be considered in two parts. It
was accepted in principle as an dejective by the Cabinet decision
made in January, 1963. Formal sanction to go ahead with the parti-
cular contract to achieve the project was given by Government on
the 31st July 1963.

3.24. To another question whether it was Government’s decision
that instead of one pipeline for transport of imported crude oil, two
way pipeline should be laid, the witness informed the Committee
that the decision was in terms of using the already planned pipeline
from Barauni to Calcutta in a manner so that it could take two way
transport of products, if things were normal, and of crude, if there
Was a crisis. ;
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. 325. As the two contracts for Qauhati-Siliguri Pipeline and
Haldia-Barauni-Kanpur Pipelines were not placed simultaneously
and there was some time lag in between the two, the Committee felt
that there was no great hurry for the second contract, and therefore
pothing could have been lost if global tenders had been invited.
Since there were 8* companies interested in the job and all of them
were even ready to provide the foreign exchange as credit, the Com-
mittee enquired the reason for not doing so. The witness stated,
“As a matter of fact, there was an original thinking in the Ministry
on 15th May, 1963 that Global tenders might be invited from USA,
France, UK. etc. Subsequently further discussions were held. I
quote from a letter written by the management of the IRL to the
Secretary, Government of India, Ministry of Mines & Metals, dated
6th July, 1968. It says:

“The execution of this project has been the subject of a
number of discussions with the Government, the final
outcome of which was as follows: —

(i) The execution of the project may be settled by negotia-
tion with the concerned ENI company. An earlier deci-
sion to invite tenders from a number of selected com-
panies being given up, mainly because of the probable
difficulty of finding the foreign exchange involved and
also because of the likely delay in execution ...... ”

~ 3.26, The Committee wanted to know whether the other compa-
nies which had offered credit were in a position to give it or not.
The witness stated as:

“There is some record of 15th May, 1983 which I quote: ‘As
regards the main pipeline, Shri Nayak stated that several
companies had offered to undertake the work, and in
addition expressed the possibility of furnishing credit...”

Asked whether this aspect was examined the witness stated:

“There is nothing on record, except that there have been some
discussions between the Ministry, the Government and the
Management of IRL, and this was decided. It was
thought thereafter that credit may not be available....”

The Committee pointed out that that was all conjecture and there
was no basis on which that decision was taken.

The Chairman, IOC stated:

“At that stage, and even today, we face so many diﬂicult;es
about the procurement of foreign exchange. The foreign
exchange availability is a very very major factor. We

#The names of firms which had expressea interest ictendi-g for the execution
of H B.K. pipaline with their capecity and referance, are given in apperdix 1.
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cannot ignore that. And then it woiild have meant look-
ing for foreign credit, which would have lost three or four
months unnecessarily.”

3.27. To another question, if glohal tenders had been invited it
would have indicated whether the IOC figures of contract were
reasonable or not, the Chairman, IOC stated as follows:

“Global tenders would have given us a more certain picture,
but the fact remains we would have lost four months and
unless the possibility of free foréign exchange was there,
there was no point in floating the global tender.”

The Chairman, IOC added, “My candid opinion is if I am given
free foreign exchange, I am definite free to get a competitive price.”

3.28. Asked whether it was within his power to call for tenders or
not, the Chairman, I0C stated, “In this particular case the power
lay with the Board and not with the Managing Director, but he was
in touch with the Ministry throughout and there were discussions
with the Ministry and decision taken. As the quantum of money
involved was above Rs. 50 lakhs and free foreign exchange was also
involved the Company could not take the decision without the appro-
val of the Government.” '

3.29. The Committee pointed out that there seems that no effort
to get the competitive rate even for the second project had been
made by IOC and asked, whether it was pressed upon the Ministry
of Economic Affairs that the country would gain if free foreign cur-
rency could be found, the witness stated that at the meeting held
for the purpose a representative of Economic Affairs was also pre-
sent, who said that the foreign exchange picture would become
clesr only after the consortium meeting, but it appeared unlikely
that UK. credit would be available as it’s position was not as good
as it was before. The Committee asked whether the Department of
Economic Affairs specifically said that 1.0.C. must limit only to the
[talian credit. The Chairman, IOC, stated that “Between 15th May
and 6th July, 1963 there were a number of discussions with the Gov-
ernment and decision was that we should go ahead with ENI. When
the Government approved, it meant it went to Economic Affairs.
It was not without their consent. They were fully in the picture”

3.30. The Committee enquired from the Chairman, IOC as to what
was the special advantage in two sets of engineering firms in respect
of Gauhati-Siliguri products pipeline and Haldia-Barauni pipeline
whereas for koyali-Ahmedabad pipeline, the work for construction
and designing was entrusted to only one group of firms i.e., ENI. The
Committee further wanted to know whether it would not have been
economical to entrust the whole job to one group of engineers which
would have avoided duplication of work and extra payment.
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3.31. The Chairman, IOC informed the Committee as follows:—

“These are two jobs, One is designing, engineering, drawings
and construction. The other is monitoring them and
supervisory work. It is not good to entrust all these jobs
to a single firm. They wanted to have experts who could
monitor design and do construction supervision also. At
that stage we did not have expertise for all these jobs
within India. We got exports by this time Gujrat pipeline
came. We did monitoring and construction supervision
ourselves. Before that Gauhati Line and HBK Line, we
had to depend on foreign firms.”

“The other point, whether it cost more or less, I have to say
that all these jobs cost a certain amount of money. If
you enstrust the job to the same party the amount may be
same. If you entrust to an outside party to supervise the
construction it will cost more, I would hesitate to give
it all to one party. It is just like when you construct a
house, the contractor builds it, but you rely on the archi
tect for supervision.”

3.33. To another question as to whether it was a fact that payments
a fact that Bechtel started working for IRL before signing of con-
tract, the Chairman, 10C replied as follows:—

“The contract was signed later and as the requirement of the
job wanted consultation with them, they were associated
earlier.”

3.33. To another question as to whether it was a fact that pay-
ments were made to Bechtel in respect of H.B.K. Pipeline before the
contracts were executed, the Chairman 1.0.C. stated as follows:—

“The reimburseable payments in rupees were made to them
before the contract was signed. But the dollar reimbur-
seable payments were made only after the contract was
signed. When they were operating, some payments had
to be made to them to cover the expenditure in India.
So, the Indian rupee reimbursement was made before the
contract was signed while the dollar payment was made
only after it was signed.”

3.34. Asked as to when the first payment was made to the
Bechtel in respect of H.B.K. Project, the Chairman IOC informed
the Committee as follows: — }

“The first payment was made to Bechtel in December, 1963
in rupees while the dollar reimbursements were made on
the 26th October, 1964 after signing of the contract.”

e
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3.35. Asked by the Committee as to what was the normal pro-
cedure for payments, the Chairman 1.0.C. stated as follows:—

“Strictly according to financial codes...... The normal pro-
cedure is to make payment only when the contract is
signed and the work is to start thereafter. But it depends
upon the exigencies...... As soon as the work starts, pay-
ment have to be made to the contractors, even though
formal contract may not have been signed at that time.
‘Work done payment made’ that is the theory.”

3.36. Asked whether the IOC was satisfied with the duties and
responsibilities discharges by the contractors, design engineers and

overall supervisors and project managers, the Corporation has in
reply stated:

“We are satisfied with the performance of duties and responsi-
bilities by the Contractors, Design Engineers and Overall
Supervisors and Project Managers to a large extent. How-
ever, in regard to two matters (design capacity and cor-
rosion of a portion of the Haldia-Barauni pipeline) it was
noticed, recently, that there had been some delay/failure
on the part of SNAM and Bechtel. SNAM have since
given suitable compensation for making up the shortfall
in the capacity of Haldia-Barauni pipeline for movement
of crude. They have also since repaired the corroded
portion of the pipeline under an agreement reached with
them in the nature of a package deal, whereby the cost
of repairs and some materials was borne by SNAM and
IOC had to incur an expenditure of about Rs. 4 lakhs on
the supply of materials for the job. The exact nature and
extent of lapses on the part of Bechtel and others con-
cerned is being looked into by a Sub-Committee of the
Board of Directors of I0C.”

3.37. The Committee after examining all the material submitted
to them by Government|l.O.C. and also after taking evidence asked
certain questions to elicit further information. The fresh set of
information has been submitted to them by the Ministry/IOC on
13th April, 1970, as asked for by the Committee vide the L.S.S. letter
No. 16 (PU)-68, dt. 28th March, 1970. After examining this material
the Committee have noted the following facts regarding Haldia-
Barauni-Kanpur Pipeline:

3.38. In May, 1967, the designed capacity of Haldia-Barauni pipe-
line was examined by Pipeline engineers, and it was found that the
actual capacity of Haldia-Barauni Pipeline for transportation of
crude oil was lower than 2 million tonnes per year.
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3.39. The findings of the Pipeline Division have been spelt out
by the Director-in-Charge of Pipeline Division of 1.O.C. in a note
dated 16th May, 1967, for the consideration of the Board of Directors
of the Indian Oil Corporation. The note inter alia states as follows:

“A Committee of six engineers in the Pipelines Division was
recently asked to examine these specifications in the light
of the hydraulic gradient of the Haldia-Barauni pipeline,
the specification of the pipe and the maximum pressure
which can be built up by the pump installed. It was
found that even with all the pumps at Haldia, Burdwan
and Asansol working 24 hours a day for 335 days a year.
it is not possible to deliver more than 1,774,800 metric
tons of Kuwait type of crude to Barauni. If the crude
is lighter (like Agha Jari) the quantity will be even
smaller. However, it may be pointed out that it is not
usual that all the pumps will work all the time and accor-
ding to SNAM's own design concepts, as followed in the
pumping stations at Gauhati, Barauni and Mughal Sarai,
one pump at least is always kept as a stand-by and the
station is assumed to work 8000 hours per year. There-
fore, under normal operating conditions, even with 335 x
24 hours pumping, when provision for stand-by pumps is
kept as would be necessary at Haldia and Asansol, the
quantity of crude that can be delivered at Barauni will
be less than even 14 million tonnes per year.

This discovery of the shortfall of line capacity means that
SNAM Progetti has failed in more than one document
forming part of their contractual obligations to make a
correct statement of what the pipeline capacity is. Even
Bechtel who was closely associated on our behalf in the
examination of the design and engineering failed to notice
this anomaly.”

3.40. The Board of Directors of the Indjan oil Corporation decided
at a meeting held on the 1st July, 1967 that “the Chairman may go
into the entire matter and place his findings before the Board for
further action.”

The Board at its meeting held on 27th November, 1967 considered
a note submitted by the Director-in-Charge, 1.0.C., Pipeline Division,
on the subject of review of payments to SNAM Ltd, and decided
that “no payment should be made to SNAM Ltd. for the time being,”
and constituted a sub-Committee of Directors, consisting of the
Chairman, Shri S. K. Guha, Shri M. V. Rajwade and Shri R. S. Gupta
for “(i) a detailed study and report to the Board, and (ii) holding
discussions without delay with Messrs. SNAM and other and to take
action thereafter in the matter at their discretion.” ,
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3.41. The Sub-Committee of the Board of Directors held several
meetings between the 18th and 23rd December, 1967, 12th January
to 24th January, 1968, with their (SNAM’s) delegation led by Dr.
Gasparine, and with the representative of Bechtel, Mr. H. MeCanish
from 12th to 18th January, 1968. The report of the Sub-Committee
of Directors was circulated by a note by the Chairman, IOC, dated
25th January. 1968 and was considered at a meeting held in Hydera-
bad on 3rd February, 1968. An extract from the minutes of the
meeting is reproduced below:

“Item No. P|45: Before taking up the next item of the agenda,
the Board decided to proceed with report of the Sub-
Committee constituted vide item No. P|33. The Secretary
pointed out that on the same subject, a note has been
desired to be circulated by Shri S. K. Guha Director-in-
Charge as also another item has been circulated by Pipe-
lines Division (i.e. item No. P|42).

The Chairman pointed out that the Director-in-Charge had
signed the Sub-Committee’s report and as such asked the
Director-in-Charge if he still desired the note to be circu-
lated as also the item No. P|42 already circulated, to be
discussed.

With the permission of the Chair, Shri S. K. Guha, withdrew
item No. P|42 as also the note dated 18th December, 1967.

A very lengthy discussion took place on the Sub-Committee’s
report. The report was supplemented by the verbal
information provided to Board by the Chairman, Shri
M. V. Rajwade and Shri S. K. Guha. The Chairman
pointed out that irrespective of our claim on M|s. SNAM
Ltd., the pumping capacity of the Pipeline has to be
brought to 2 million tonnes at the earliest possible oppor-
tunity. He also stated that M|s. SNAM did not accept the
liability for this work. The Board decided that the case
may continue to be studied in its all aspects and suitable
action taken for bringing the capacity to 2 million tonnes;
the cost of which may be tried to be recovered from Mis.
SNAM to the extent possible depending on our case and
circumstances.

In regard to the capacity to be raised from 2 million to 3
million tonnes, a view was expressed that the Government
had already desired the capacity to be 3 milllon tonnes
and as such action for it lay with the Corporation. The
Board, therefore, directed that the matter may be consi-
dered by the Pipeline Division and a note submitted to

the Board as early as possible.
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About the second part of/ the Sub-Committee’s report the
Board approved that the first part and second part may
be de-linked as desired by M|s. SNAM. The recommenda-
tions of the Committee on second part to the effect that
to rectify the corrosion of pipeline on the Haldia-Mahi~
shadal Section, the pipes and other materials costing
about Rs. 20.00 lakhs be provided by the Corporation
while M's. SNAM will provide the workmanship; the cost
of which was estimated at about Rs. 16.00 lakhs. The
Board accepted the Sub-Committee’s recommendations
about the package deal and observed that the leakages in
the pipeline should be rectified if possible before the onset
of monsoon.

On an enquiry, it was revealed that about a crore of rupees
were due to M|s. SNAM Ltd. A major part of which will
have to be released to them as a part of the package deal.
The Chairman informed that in pursuance of this, the
Sub-Committee had already indicated to Mls. SNAM that
that 50 per cent of the payment can be released which
Mis. SNAM were reluctant to accept. The Board authori-
sed the same Sub-Committee to decide about the quantum
of release of payment to them keeping in view the fact
that sufficient amount to cover the estimated expenditure
on increase of pumping capacity to 2 million tonnes of the
pipeline be retained as far as possible under the circum-
stances with the Corporation.

About the internal administrative action for any lapses in the
matter it was desired by the Board to be thoroughly
enquired into by the Sub-Committee as soon as the

records are made available to them.”

3.42. The Committee find that the further report on the internal
administrative lapses in the matter of occurrence of shortfall in the
designed capacity of HBK Pipeline Section was gone into, in pur-
suance of the decision taken at the Board meeting on 3rd February,
1968, the Sub-Committee of the Directors consisting of the Chair-
man, S{Shri M. V. Rajwade, R. S. Gupta and Maj. Gen. Sarda Nand
Singh (Retd.) met on 13th May, 12th, 15th, 16th and 27th July and
on 18th December, 1968 and 4th and 10th February, 1869 and gave a
Report in two parts, dated 10th February, 1969, dealing with corro-
gion and shortfalls in design capacity. The Report of the Sub-
Committee was placed before the meeting of the Board of Directors
on and the Board passed the following Resolution: —

“After a lengthy discussion, the Board approved of the recom-
mendations made by the Sub-Committee and passed the
\ following resolution:
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“Resolved that the Board accepts the recommendations
made by the Sub-Committee appointed by it vide item
No. P|33 of 27th November, 1967 and P|45 of 3rd Febru-
ary, 1968, for going into the internal administrative lapses
in the matter of occurrence of corrosion and shortfall in
design capacity of Haldia-Barauni Pipeline Section.”

“RESOLVED FURTHER that the Board’s acceptance of the

findings of the Committee be conveyed to the Govern-
ment of India.”

“The Members of the Board, however, expressed serious con-
cern on the question of non-availability of records. They
were particularly perturbed to note the findings of the
Committee as contained in paragraph 17 of its report to
the effect that it seemed that due care had not been taken
in scrutinising, editing and assembling the contractual
documents. 1t was revealed that the file which should
have indicated the movement of the contractual papers,
was not available. The Board therefore, decided that the
Managing Director (R&P Division) may conduct further
enquiries as to the loss of the file and also fix responsi-
bility, if possible. The Managing Director (H&P Division)
was requested to report his findings to the Board as its
next meeting.

Emanating from the discussions on this item, the following
points and decisions were also made:

(1) that in view of the fact that the compensation for the
shortfall in the design capacity of the pipeline having
been obtained from M|s. SNAM, there was no further
action necessary against M.s, SNAM; -

(2) that the capacity of the pipeline will ultimately have
to be raised to three million tonne in due course of
time. In view of this, therefore, it was decided by the
Management that to bring the capacity upto 2 M. Tonne
now would be an infructuous expenditwre once the
capacity has to be raised to 3 M. Tonne.

On the suggestion of some Dirdctors, it was décided thet this
aspect of the matter may be specifically brought to the
notice of the Government.

Looking into the dealings and records of M|s. Bechtel, the
Board decided that the Corporation will not have any
dealings in future with the party.”
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343. The Committee find that Shri Arun Roy Choudhary,
Director, 1.0.C. dissented with the above decision of the Board and
handed over a note to the Chairman at the meeting of, the Board on
6th August, 1969 which was referred to Managing Director (Re-
fineries and Pipeline) for examination and reply. The note of
dissent of Shri Roy Choudhary has been reproduced in Appendix
II and the comments of the Managing Director (R&P) thereon are
reproduced in Appendix III. The matter was discussed by the
Board of Directors at a meeting held in February, 1970 when the
following Resolution was passed by the Board:

“Shri Roy Choudhary did not so far circulate any further note
but indicated that he had already taken up the points in
his minutes of dissent with the Ministry. The Chairman
stated and the Board agreed that the Board was the proper
forum for a Director to discuss such matters. After a
lengthy discussion it was agreed to file this item.”

The Committee find a reference in these notes, particularly in the
note of dissent by Shri Roy Choudhary to the Report of the Internal
Audit Officer. As this is a detailed report, the Committee have
reproeduced it as Appendix IV.

3.44. The Committee would like to bring to light the observa-
tions contained in the afore-mentioned document under the follow-
ing heads:—

(i) Contractual agreement with Snams;

(ii) Floating of global tenders;

(iii) Engagement of Bechtels as Management Supervisers and
Design Monitors;
(iv) Capacity of Haldia-Barauni line.

The Committee note that the management of the Indian Oil
Corporation have already reported the matter in detail to the Gov-
ernment of India. The Committee also note that Shri Roy
Choudhary, Director, who had dissented with the decision of the
Board had already taken up the matter directly with the Govern-
ment. The Internal Audit Report is already available on record. The
Board of Directars have themselves gone on record to the effect that
due care “had not been taken in scrutinising, editing and assembling
the contractual documents. It was revealed that the file which
should have indicated the movement of the contractual papers, was
not available.” i e
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3.45. It would be recalled that the Sub-Committee consisting of

the Chairman, IOC and other Directors had made the following
observations in their Report:—

“The construction contract signed with Snam Saipem on 31st
July, 1963 did not mention the quantities of various pro-
ducts or crude oil to be transported through the pipeline
in the preamble. However, on page 1 of Part-III “Job
Description—Construction specifications—Exhibits” of the
same contract it is mentioned that the quantities of pro-
ducts and of crude oil to be carried by this system are
shown in the Enclosure-18. This document, however, is
not available in the records of the Pipeline Division. . .”

3.46. The Internal Audit Report records the following decisions
were taken in the Ministerial meeting: —

(The date of the meeting is not mentioned, but presumably it
relates to 15th May, 1963).

“As regards the main pipeline contract, Shri Nayak stated in
the meeting that several companies had offered to tender
for the main work and in addition had expressed the
possibilities of furnishing credit on the same terms and
conditions as E.N.I. credit.

As soon as EN.I. submitted the tender documents by about
7th June 1963, L.R.L. will direct enquiries for the pipeline
execution work and for the supply of technical services
and equipment to the firms which had earlier expressed
interest in tendering for the work, viz.,, Bechtel Corpora-
tion (USA), William Bros.” Construction, John Brown &
Motterwell of UK., Entrepos and Sociate Parisenne of
France, Snam of Italy, Mannesman of West Germany.”

3.47. On 25th May, 1963, the Managing Director wrote to Bechtels
Asian Corporation indicating:

“Indian Refineries Limited have decided to enter into a con-
tract with Bechtels for certain technical services
connected with and the management of construction of
the Haldia-Barauni-Kanpur pipeline.”

3.48. It was also intimated by the Managing Director:

“That it was their intention, subject to satisfactory agreement
being reached as to cost, to execute this work through
Saipem and E.N.I. Company on the basis of a negotiated
contract and Bechtel’s services will be required during
these contract negotiations and eventually in supervising
the construction work as Manager.”
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349. The sub-Committee of Directors of I0C have j
inter alia in the Report as follows;— recorded

“In May|June, 1863 Bechtel were engaged to assist IRL in
conducting negotiations for executing the project with ENI
and to advise on certain doubtful points about design and
specifications. The design concepts for the pipeline were
discussed by Bechtel representative with Snam in Milan.
Subsequently a cable was received on 24-6-1968 from
Snam Saipem seeking certain clarifications with regard
to the line of approach to be adopted about the designs
of Snam Progetti (who were entrusted with the prepara-
tion of the project design vis-a-vis Bechtel's concepts
about the designs. To this a reply was sent on 25th
June, 1963 by the Managing Director imdicating that “we
desire adoption of Bechtel's concepts agreed by you. In
event of disagreement matter may be referred to us for
deciding further action.” A further cable to Snam
Progetti was addressed by the M.D. on 1st July, 1963
requesting them to send a report on the subject with a
copy simultaneously to Bechtel's representative for his
comments. Accordingly, a letter was addressed by Snam
to IRL on 4th July, 1963 with a copy to Bechtel indicating
details of SNAM’s original design, Bechtel concepts and
compromise concepts in respect of Haldia-Barauni and
Barauni-Kanpur pipeline systems.”

8.50. Bechtel's representatives summed up the Corporation’s
stand before the sub-Committee of Directors in the following words:

“It was not Bechtel's duty to approve the final design as this
remained IRL’s responsibility.”

3.51. The Committee on Public Undertakings find that the con-
tract with Bechtels International Corporation was signed only on
17th March, 1964 and was made effective from 1lst September 1963
and that the agreement with Bechtels Asian Corporation was signed
on 26th June, 1964 and made effective from 1st September, 1963.
They are, therefore, not able to understand how Bechtels plgyed a
crucial role in the negotiations at Milan leading to the finalisation
of the construction contract of July, 1963.

$52. It has also been recorded in the Minutes of the Board of
Directors of the IOC that “Looking into the dealings and records of
M!s Bechtels, the Board decided that the Corporation will not have
any dealings in future with the party.”
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The sub-Committee of Directors which went into the ques-

tion of design capacity of Barauni-Haldia Pipeline have
also made the following observations: —

“The sub-Committee could not find any contractual docu-
ment modifying the scope and facilities with regard to
the provision of pumping capacity for 2 million tonnes
(and 3 million tonnes as future solution) of crude per
year as contemplated in the amendment to the contract
in July, 1964.”

3.53. The Committee also find that the Project Manager of
Bechtels had written a letter on 26th September, 1963 to Indian
Refineries Ltd. (which has been reproduced in the report of the
sub-Committee of the Board of Directors of IOC) which contains a
proposal for location of pump station and delivery point in Asansol
and states: “The selection of this location would, however, cause a
decrease of 1,95,000 metric tonnes per year in the actual maximum
capacity obtainable from the presently proposed facilities of 1 crore
and 90 lakhs metric tonnes per year.” On this letter there is noting
by the then General Manager of the Pipeline Project, to the effect
that “we may agree”, which was confirmed by the Managing
Director on 29th September, 1963. The sub-Committee have pointed
out: “The mention in this letter of 1.9 metric tonnes of crude oil per
year (as against 2 million tonnes envisaged till then) is rather intri-
guing. The circumstances in which a lower figure was not objected
to and a still lower figure was endorsed in the context combined
pump station distribution point near Asansol are not quite discerni-
ble at this belated stage.”

3.54. The minutes of the meeting of the Board held on 3rd Febru-
ary, 1968, at Hyderabad have placed on record:

“The Chairman presented his report vide item No. IMP|77
relating to amendment of main contract with Saipem in
July, 1964, HBK Pipeline. Out of the report and the dis-
cussions thereon, it emerged that the Board had been
bvpassed in the matter. The Board was very empbhatic
that the matters of such importance should necessarily
be reported to the Board at the earliest possible oppor-
tunity. The Board also wanted to place on record that in.
future all such important matters which entail in itself
any project of capital nature involving its performance,
its capacity, design or of financial implications should be
brought before the Board for its notice and appropriate
action. The Board’s decision in the above matter also
applies and applies to any significant amendments which
are of the above rature to any existing contracts or

project.”
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355, A suggestion was made by no less than three Directors of
the Indian Oil Company that the matter relating to missing docu~

gents and other related matters should be entrusted to the Central
ureau of Investigation.

3.56. The Committee have noted the following facts in respect of

sanctioning the HBK Pipelines by the Government and by the Board
of Directors:—

“On 26th March, 1963 an jnter-ministerial meeting was held
to discuss matters relating to the Haldia-Barauni-Kan-
pur Pipeline in which Secretary, Ministry of Mines and
Fuel, Managing Director, IRL Joint Secretaries, Minis-
tries of Mines and Fuel, Department of Economic Af-
fairs, etc. participated. At this meeting a note dated'
25.3.63 prepared by the then Managing Director, I. R. L.
was considered. In this note, it was inter alia explain-
ed that Bachtel’s estimate of cost of the project would be
Rs. 28.1 crores (initially) plus Rs. 1.50 crores (for ex-
pansion by 1966) for completing the 2 lines by August,
1964 the capacity of the Haldia-Barauni line being 2 mil-
lion tonnes initially of crude but to be expanded to 3
million tonnes by early 1966 (when Barauni Refinery ex-
pansion may be completed.)”

~ 3.57. At the meeting of the Board of Directors on 5th July, 1963
the Managing Director IRL was authorised to approach the Gov-
ernment for sanction to the award of the contract to ENI at a total
value of Rs. 13.4 crores with the foreign exchange component of

Rs. 6.21 crores. The estimated cost of the project was worked out
as Rs. 2642 crores.

358. Accordingly the Government was approached on 6th July
1983 by IRL for according sanction to the project at the cost of Rs.
26.42 crores and entering into a contract with Snam Saipem. On
24th July, 1963 Managing Director IRL sent a note to the Ministry
of Mines and Fuel in which he clarified certain issues connected
with the execution of the project. A portion of this note having a
besring on the question of cost estimates of the project and reduc-
tion in pump capacity reads as under:—

“Indian Refineries Ltd. had addressed Government on 22nd
March, 1963 for approval to the execution of a pipeline
project Haldia-Barauni-Kanpur at an estimated cost of
Rs. 2007 crores. Subsequently the estimate for this
work and the manner of its execution have been the sub-
ject of a number of discussions. As a result of these, it
was finally decided that the work may be executed
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through ENI and that the Indian Refireribs Ltd. may
make use of the services of Bechtel for resolving certain
questions of designs, specifications and cost. The results
reached early this month are embodied in my letter to
Government of the 6th July, 1963 in which approval to
the project cost estimate and to the execution of a con-
tract with Saipem were requested. At that time, some
of the points as detailed in para 3 of my letter had been
undecided. Subsequently, as I had informed Shri
Govindan Nair, Additional Secretary, EAD on the phone
last week issues relating to pumping stations and tank
farm have been settled following discussions amongst
IRL, Bechtel and ENI. 1 had informed Shri Govindan
Nair that the changes made as a result of these discus-
sfons have yielded a reduction in the proposed Saipem
contract as follows: —

(a) In the foreign exchange cost, a reduction of $ 1,926,784.
(b) In the rupee cost, a reduction of Rs. 118,72,611]-
(c) Adding (a) and (b) a total reduction of Rs. 2,10,44,109/-

These reductions follow substantial reductions in the number
of pumping stations and pump capacity and of tank
farms.”

3.59. In this connection, the Committee on Public Undertakings
have further noted the following observations from the Internal
Audit Report:

Receipt of Government sanction:

“On 31st July, 1963, Government of India, Ministry of Mines
and Fuel in their letter No. 31.12.63jONG dated 31.7.1963
conveyed the approval of the President to the I. R. L. en-
tering into a contract with Messrs Saipem for the com-
pletion of the following works relating to H.B.K. pipe-

lines:

(a) Construction of the mainline, the submerged river
crossings the rail bridge crossings and minor canal and
road crossings.

{b) The industrial civil works and the electrical and
mechsnical erection work of the pump station; and

{c) The complete works of the tank farms at a total cost
of Rs. 113234892 including foreign exchange compo-
nent of Rs. 5,29,83,415. It was indicated in the sanc-
tion of the Haldia-Barauni Pipeline will start in Nov-
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ember 1963 and will be completed by 31st December,
1964 while the construction of the Barauni-Kanpur pipe-

line will commence by end of September, 1964 and be
completed by end of June, 1965.

No mention was, however, made regarding approval of the
estimated project cost of Rs. 26.42 crores.”

3.60. The Committee on Public Undertakings find that this
observation of the Internal Auditors is based on the Government of
India, Ministry of Mines and Fuel letter No. 31j12/63]ONG dated
31.7.1963 addressed to the Managing Director which was submitted
to the Committee.

3.61. The Committee find that Government entrusted the pre-
paration of Preliminary Project Report at a cost of 40.5 million
Itallan Lira to Snam Progetti for Pipelines between Barauni-Cal-
cutta and Barauni-Delhi. The Preliminary Project Report was to
cover inter alia detailed estimates of likely cost of the projeet, ana-
lysis of the estimated annual cost of operation and transportation
per tonne per mile, total tank movements and calculation on its
economic feasibility. On 15th November, 1961, Snam Progetti were
informed that they would have to go into the question of desir-
ability of having pipeline for the prospective movement of petro-
leum products throughout Barauni-Calcutta and off-takes at various
points between Calcutta and Asansol and beyond Kanpur, and
present data and proposals, on the basis of which the economic
justification of the Calcutta-Barauni Pipeline would be viewed and
appropriate decisions taken. The Committee understand that Snam
Progetti sent an offer on the 20th November, 1961, for preparation
of the Executive Project Report (that is, report containing detailed
technical specifications, workings (drawing, etc.,) ‘of the pipeline
Barauni-Delhi and Barauni-Asansol-Calcutta. The Board of Direc-
tors decided at a meeting held on 12th December, 1961, that if the
Executive Project Report was taken up only after a decision was
taken on the Preliminary Project Report, one working season
would be lost and as it was intended to make every effort to com-
plete the work as carly as possible, it would be desirable to have
the work on the Preliminary Project Report and Executive Project
Report carried out simultaneously. The Board approved the pro-
posal to have the Executive Project Report also to be prepared si-
multanecusly, with the proviso that Snam Progetti give a rebate
out of the agreed fees if they were asked within 30 days of the
receipt of the Preliminary Project Report that the work for the
Barauni-Calcutta line be discontinued. Government appro'ved the
proposal on 15th January, 1962 and Snam Progetti were informed
of the acceptance of the offer on 16th January, 1962, that they gould
prepare the Executive Report simultaneously with the Preliminary
Project Report.
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3.62. While the Committee can understand Snam Progetti being
entrusted with the work of preparation of Preliminary Project
Report, they are puzzled by the acceptance of Indian Refineries
Limited|Government of the offer of Snam Progetti to prepare the
Executive Project Report, without first taking a firm decision on the
feasibility of the pipelines and their alignments having regard to
the economics of operaion and other relevant factors. The Com-
mittee cannot appreciate the plea that it was done in the interest
of saving one working season for the execution of the Project was
taken up in actual fact only in March, 1964, that is after more than
18 months of commissioning Snam Progetti for the preparation of
the Executive Project Report. The plea, therefore, is entirely un-
tenable and unacceptable to the Committee and they deprecate the
illusion of urgency which was created for telescoping the two dis-
tinct stages of preparing a Preliminary Project Report and Detail-
ed Project Report to facilitate the I. R. L./Government to take
rational decisions.

3.63. The Committee also find that the Government consulted the
Indian Institute of Petroleum, Dehra Dun, and other Indian ex-
perts, about the general alignments and terminal points for the
pipeline, only in 1962 and decided in 1962 that the pipeline should
be laid only between Haldia-Barauni and Barauni-Kanpur. The
Committee feel compelled to observe that had Government taken
the elementary precuation of settling the terminal points and"
general alignment of the pipeline in consultation with the Indian
Institute of Petroleum, Dehra Dun, economists and other experts
in the field, they would have saved both money and time by indi-
cating clearly the requirements to the foreign company. The Com-
mittee would like Government to take remedial measures to ensure
that such costly lapses which affect the very basis of planning and
have grave financial and economic implications, do not recur.

3.64. The Committee have already commented in Chapter II on
the manner in which the Managing Director had inducted Bechtels
Corporation as Design Engineers and overall supervisors for Gauhati-
Siliguri pipeline project. The Committee find that the Managing
Director of Indian Refineries Ltd. was also primarily responsible for
bringing them into Haldia-Barauni-Kanpur pipeline project. The
Managing Director in his letter of 5th April, 1963 to Government had
stated inter-alia that “Bechtel Corporation have stated that modifi-
cations -and simplifications in the ENI, design for the project can
be made, without sacrificing safety and technical considerations so
as to yield substantial economies in project cost....Even if even-
tually, it is decided not to proceed with the construction of the
system through Bechtel, it may be worthwhile to engage the ser-
vices of this firm to advise us on the changes that may be introduced

1155( Aii)LS—4.
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in the ENI design. We had envisaged earlier that if the ENI build
the pipelines, Bechtel’s services might be engaged to supervise the
construction.”

3.65. The Managing Director had further stated in his letter of
6th July, 1963 that “as certain aspects of design and specifications
in the scheme of the project drawn up by SNAM-Progetti appear-
ed to be of a somewhat doubtful nature and as certain economies
in total project cost estimate appeared probable, the design and
specification should be reviewed in discussion with SNAM-Progetti,
and for this purpose the services of Bechtel Corporation of the
USA whose employment for the Management of construction was
in view should be utilised...... ”

As regards the fees to be paid to Bechtel the Managing Direc-
tor addressed the Ministry of Mines & Metals vide his letter No.
S-187|P&P dated 16-9-63. Relevent extracts from this letter are re-
produced below:

“In the last few months, we have had prolonged discussions
with the Bechtel Corporation about the cost of their ser-
vices. To start with, Bechtel had given the following
figures:

(i) costs of construction supervision and other responsibi-
lities in India, on a reimbursable cost basis, estimated
at a total of about Rs. 60 lakhs.

(if) costs of services to be performed outside India (e.g. in
the U.S.A., Italy and Japan), also on a reimbursable
cost basis, estimated at $1.55 million.

(iii) a fixed fee for all services rendered (in India and
abroad) of $1.25 million, India Refineries Ltd. to be
free to pay all or part of it in India, but in that event

to bear the Indian Tax liability.

As a result of our many discussions agreement has been reached
between IRL and Bechtel on the following basis:

(1) Two contracts will be executed, one with Bechtel Asian
Corporation Ltd., for all services to be rendered in India
and the other with the Bechtel International Corpn. for
services to be rendered outside India.

(2) The Contract with Bechtel Asian Corporation will be in
the sum of:

(a) Rs. 41.65 lakhs as a ceiling for reimbursable costs.

(b) Rs. 4.76 1akhs as a fee (net of Indian taxes) for ser-
vices rendered in India. ’

(c) Rs. 4.16 lakhs as a provision for contingencies.

This makes a total of Rs. 50.58 lakhs as a ceiling.



43

(3) The contract with Bechtel International Corporation will
include:

(a) a sum of $518,980 as a ceiling for reimbursable costs,

(b) a fee of $900,000.
This makes a total of $1,418,980 or Rs. 67.54 lakhs.

(4) Payment in Indian rupees under (2) are to be made
monthly and those in foreign exchange under (3) will be
made in 8 equal quarterly instalments (the first of them
30 days after the signing of the contract) and a final ins-
talment after the work is concluded.

The grand total of the two contracts comes to Rs. 118.12 lakhs.
Of this, Rs. 70.81 lakhs is in the nature of a ceiling of expenditure
and we have reagonable expectations that some savings will accrue.

On a totel project costs estimate of Rs. 24.5 crores the cost of
these contracts is about 4.8 per cent. We consider this to be reason-
able. The percentage on the Gauhati-Siliguri arrangement with
Bechtel, as approved by Government was about 7; this was also
the figure for the BOC (PL) services rendered to the Oil India
Crude Oil Pipeline. It is, of course, correct that Bechtel services
in the present case are not as expensive as the functions involved
in the other two instances. Bechtel are not responsible for the pre-
paration of detailed working drawings (though they are rendering
assistance to ENI); this is an ENI function, for which we have a
separate contract in the value of about Rs. 43 lakhs. Including that
amount, the cost of design, engineering, construction supervision
and project management comes to about 6.5 per cent of the total
project cost.”

The Ministry|[IOC have further stated that:—

(d) “For the services to be performed outside India the fees
had to be paid to Bechtel and these payments were not to
attract Indian Income-Tax.

(e) Only in respect of the contract with Bechtel Asian Cor-
poration for Gauhati-Siliguri project an amount of
Rs. 22.48 lakhs by way of income tax liability was borne
by 1.0.C. The question of shifting the income tax liabi-
lity from. Bechtel to the Corporation does not arise as in
their offer of March, 1962, Bechtel had stabed that their
quotation was exclusive of applicable Indian taxes but
inclusive of applicable taxes elsewhere and this contract
with them had also a stipulation to this effect.”
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3.66. The Committee are not able to appreciate why it was neces-
sary to bring Bechtels on to the scene when they had already com-
missioned Snam Progetti both for the preliminary Project Report
and the Executive Project Report.

3.67. As regards the plea that it was found possible to effect a
saving of nearly Rs, 3 crores by associating Bechtels in finalising the
design and specifications of IRL., the Committee would like to quote
the considered view of the Director incharge of Indian OQil Corpo-
ration who has gone on record on 13th June, 1967 to the following
effect:

“The advice given by Bechtels appears to have been based on
false premises because an economy brought about by re-
ducing capacity and by eliminating various facilities
.......... is not a real economy, but an illusory one.”

3.86. As regards the reasonableness of the amount of about Rs. 87
lakhs (comprising Rs. 51.19 lakhs fees and the balance reimbursable
costs) which has been paid to Bechtels for acting as design monitors
and project managers, the Committee would like to recall the fol-
lowing extraordinary provisions which they find incorporated in
the agreement with Bechtels.

“The HB.K. project covers a span of 22 months commencing
from 1st September, 1963 to 30th June 1965 and Bechtels responsi-
bilities hereunder are limited to performance of its service during
such period. 96 per cent of the lump sum fee shall be payable in
eight equal instalments, the first payable within 30 days after the
signing of this contract and subsequent instalments quarterly there-
after. The remaining 4 per cent of the said fee shall be payable
upon acceptance of the H.B.K. project for start up and operation,
but in no event shall payment of said final 4 per cent deferred be-
yond 30 days after payment of the eighth and last quarterly instal-
ments.”

3.69. It is evident from the above that the agreement with Bech-
tels for payment is not related to the progress of the work, instead
it was made time-bound, with the result that Bechtels managed to
clear the scene after drawing more than a crore of rupees as fees
and charges while the project was still in midstream as it was com-
pleted only in August, 1966 and commissioned on 26th September,
1966.

3.70. It would be pertinent in this connection to recall that while
agreement with Bechtels as design monitors and project managers
was concluded only in March|April, 1964, the Indian Refineries Ltd.
had started making payments to them as early as December 1963
without waiting for Government’s approval to the agreement on the
plea “work done, payment made”. The Committee would have very
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much appreciated if the hypothesis had been applied by Govern-
ment to ensure that payment was only made after the work was
completed. The Committee cannot help the conclusiom that the
Indian Refineries Ltd. showed more concern for Bechtels interests
than for the project and in fact so arranged the events that Bechtels
became a reality as design monitors and project managers even be-
fore the approval of Government had been taken thereto.

3.71. The Committee are also not convinced that the Pipeline
Division of 1.0.C. who looked after the crucial phase of completion
and commissioning of the pipeline project after Bechtels clearcd
off the scene on 30th June, 1965 could not be trusted with the res-
ponsibility of project managers and design managers from the very
inception.

3.72. The Committee have dealt at length with the role of Bechtels
in advising Indian Refineries Ltd. to stick to the alignment of the
pipelines through coal-fields in Chapter VII from which it would be
seen that Bechtels shifted their ground in crucial matters of align-
ment more than once.

3.73. Later in this Chapter the Committee have pointed sut how
the actual throughput capacity of Haldia-Barauni pipeline for pump-
ing crude oil has been found to be even less than 1.5 million tonnes,
as compared to Government’s intention of building a pipeline with
3 million tonnes capacity to match the plans for expansion of Barauni
to 3 million tonnes by 1966. It is also on record that certain portions
of the pipelines were found to have corroded necessitating replace-
ment at the cost of Snam (Estimated Rs. 15 lakhs) and 1.0.C. about
(4 lakhs).

3.74. The above instances are indicative of the failure of Bechtels
to discharge faithfully their responsibilities as design monitors and
Project Managers.

3.75. The Committee are convinced that the favoured treatment
meted out to Bechtels and the unusual provisions in the Agreement
made with them could not have been possible without the know-
ledge of the Undertaking and the Government both of whom should
be held to account for the serious lapses to safeguard public interest.

3.76. The Committee find that the Managing Director of Indian
Refineries Ltd., in his letter of 5th April, 1963, had informed Gov-
ernment inter-alia that: “The 9 firms addressed, including ENI—
there are two each from USA, UK and France and one each from
Italy, West Germany and Japan—have all expressed their keen
interest in the work and have also stated that they expect to be
able to offer credit for the foreign exchange cost involved.”
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3.77. The Committes are, therefore, greatly surprised to find that
the Managing Divector masubnqumtletﬁer of 6th July, 1963,
addressed to the Seeretary, Ministry of Mines & Metals, stated inter-
alia: “The execution of the project may be settled by negotiation
with the concermed ENI company, an earlier decision to invite
tenders from a number of selected companies being given up,
mainly because of the probable difficulty of finding the foreign
exchange involved, and also because of the likely delay in execu-
tion.” The Committee are not able to appreciate how the difficulty
of foreign exchange could be made an alibi for not calling for global
tenders when it is on record that out of the 9 firms including ENI
addressed by Indian Refineries Ltd. two each from the USA, UK
and France and one each from West Germany and Japan, had all
expressed their keen interest in the work and also indicated that
foreign exchange credit for the cost involved could be offered. It
would also be recalled that the ENI credit itself contained a clause
that global tenders by advertisement could be invited. The Com-
mittee are baffled with the manner in which the Managing Director
reversed the earlier indication of going in for global tenders in his
letter of 5th April, 1963 to Government by making all manner of
assumptions in his latter letter of 6th July, 1963, of foregin exchange
difficulties got accentuated during the brief period of three months
to such an extent that even calling of global tenders linked with
accommodation for foreign exchange component could be arbitera-
rily ruled out. If Government had made full use of the enabling
provision in the ENI credit, they could have induced ENI group
of firms to improve their terms, as they already had their machinery,
equipment and men in India for execution of the pipeline project
about this time between Gauhati and Siliguri. The global tender
would have had the additional benefit of giving the Government
an opportunity to test the offer of ENI against technological deve-
lopments in the field all over the World and it is uite possible that
the shortcomings, particularly in the capacity anl alignment which
came to mar the Project at a later date would haws been avoided.
The Committee would like Government to fully mnvestigate the cir-
cumstances under which IRL and Government allowed themselves
to be persuaded to hand over the construction contract to Snam-
Saipem exclusively without putting it to sure and practical test of
global tenders.

3.78. The Committee had desired to know from the Government
and IOC that detailed facts about the shortfall in the capacity of
Haldia-Barauni pipeline as compared to the intended and designed
capacity. Government/IOC have supplied notes/reports of Direc-
tor-in-charge (Pipelines) 10C. (Appendix V), Chairman, I0C
(Appendix VI), Sub-Committee of Directors of IOC (Appendix VII),
on the subject, together with the decisions of the Board of Direc-
tors, IOC, thereon.
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3.79. A ¢opy of the minutes of disent by oh& of the Diréétors of
IOC and a detailed note prepared by the Managing Director (R&P)
thereon and Board’s decision on this aspect, have also been commu-
nicated. The Government have also supplied a copy of the Report
of the Internal Audit Officer of IOC on the subject as it figured in
the note of dissent by a Director of IOC as well as in the note pre-
pared by the Managing Director (R&P) on it.

3.80. Before dealing with the reasons for shortfall and respon-
sibility therefor, the Committee would like to recall the facts as
set out in paras 2 and 3 of the note dated 18th.May, 1967 on the sub-
ject by the Director-in-charge (Pipelines), IOC:

“A Committee of six engineers in the Pipelines Division was
recently asked to examine these specifications in the light
of the hydraulic gradient of the Haldia-Barauni pipeline,
the specification of the pipe and the maximum pressure,
which can be built up by the pump installed. It was found
that even with all the pumps at Haldia, Burdwan and
Asansol working 24 hours a day for 335 days a year, it is
not possible to deliver more than 1,774,800 metric tons of
Kuwait type of crude to Barauni. If the crude is lighter
(like Agha Jari), the quantity will be even smaller. How-
ever, it may be pointed out that it is not usual that all the
pumps will work all the time and according to SNAM’s
own design concepts, as follewed in the pumping stations
at Gauhati, Barauni and Mughal Sarai, one pump at least
is always kept as a stand-by and the station is assumed to
work 8000 hours per year. Therefore, under normal
operating conditions, even with 335 x 24 hours pumping,
when provision for stand-by pumps is kept as would be
necessary at Haldia and Asansol, the quantity of crude
that can be delivered at Barauni will be less than even 1%

million tones per year.”

“This discovery of the shortfall of line capacity means that
SNAM Progetti has failed in more than one document
forming part of their contractual obligations to make a
correct statement of what the pipeline capacity is. Even
Bechtel who was closely associated on our behalf in the
examination of the design and engineering failed to notice
this anomaly.”

3.81. The Committee find that while most of the issues have been
identified, the conclusions reached cannot command unquestioned
acceptance, as, in the first place, these were inquired into either by
Chairman, I0C, or a Committee of the Directors of I0C who can-
n'ot, in the nature of things, be expected to probe, without reserva-
tions, into the action of the then Managing Director of Indian Refi-
Deries Ltd., as he was occupying at the time of inquiry by I0C the
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strategic position of Secretary of the Ministry of Petroleum and
Chemicals, and under whose administrative control 10C fell.

3.82. Moreover, the Sub-Committee of four Directors of 1I0C (one
of whom was later replaced on his transfer by another Director) who
made inquiries into the matter included some high-ranking officers
of 10C two of whom were earlier directly connected with the mat-

ter at the relevant time as Joint Secretary, etc., in the administra-
tive Ministry of Mines & Fuel

3.83. Further, some of the conclusions reached naturally are far
from conclusive and appes~ more like a possible hypothesis to save
the trouble of a detailed and searching inquiry.

3.84. For example, on the important question of effect of amend-
ment made in July, 1964, to the original agreement concluded with
Snam in July, 1963, the Chairman, IOC, in his Report dated 25th
January, 1968 has inter alia observed:

“The question, therefore, is whether the reduction in prices
as indicated above is commensurate with the reduce erec-
tion work included in the amendment. This is a matter
on which it is extremely difficult to pass any judgment at
this point of time. The decision at that time was appa-
rently guided by the categorical advice given by Bechtel
in writing to the effect that they had made a thorough
review of the actual erection cost and considered the price
finally agreed as reasonable. It has to be appreciated
that Bechtels were appointed as the IRL’s ManageriAgent
to deal with certain aspects of the design of the pipeline
system prepared by Snam Progetti with a view to effect-
ing economy in project cost and to supervise the cons-
truction jobs of the pipeline and as such the Management
had to reply on their judgment. In case, however, the

Board desire to go into this matter further, it will have
to be a very "exhaustive exercise, to be undertaken by the
senior engineers and accounts.”*
3.85. The Sub-Committee of Directors, while discussing in their

Report dated 25th January, 1968 the deﬁciency noticed and measures

required for bringing up the capacity of the pipeline to 2 million
tonnes have inter alia observed:

“The deficiency can be made good and the transport of 2 mil-
lion tonnes of Light Iranian crude oil ensured by the fol-
lowing measures, under normal operating conditions and
normal safety factor:

(i) Establishment of two new pumping stations at locations
¢Un Jerliving do:ie by the Committee,
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between Haldia and Barabadar on one side, and between
Asansol and Barauni on the other;

(ii) Provision of standby mainline engine and pumps at
Haldia and Burdwan;

(iii) Certain readjustments in the location of pumping capa-
city as between Haldia and Asansol.

The cost of the above modifications has to be estimated care-
fully, but prima facie it can be stated that this will be
in excess of S 200,000 mentioned by Bechtel. All pump-
ing units will have to be imported."'—'

3.86. The Committee are constrained to say that while issues are
posed, the problem is not faced squarely us evidenced in the first
case from the observation “it will have to be a very exhaustive
exercise to be undertaken by the senior engineers and accountants”,
and in the second case in respect of the cost of modification for
reaching 2 million tones pipeline eapacity—that it would have “to
be estimated carefully, but prima facie it may be stated that this
will be in excess of $ 200,000 mentioned by Bechtel. All pumping
units will have to be imported.”

Loss of documents pertaining to Agreement with Snam

3.87. The Board of Directors of I0C considered in detail the
report of the Sub-Committee of the Directors on the loss of papers
and documents pertaining to agreement with Snam and have gone

on record at their meeting held on 26th March 1969 to the following
effect:—

“The members of the Board, however, expressed serious con-
cern on the question of non-availability of records. They
were particularly perturbed to note the findings of the
Committee as contained in paragraph 17 of its report to
the effect that it seemed that due care had not been taken
in scrutinising, editing and assembling the contractual
documents. It was revealed that the file which should
have indicatedthe movement of the contractual papers,
was not avoidable. The Board, therefore, decided that
the Managing Director (R&P) may conduct further
enquiries as to the loss of the file and also fix responsibi-
lity, if possible. The Managing Director (R&P Div.) was

requested to report his findings to the Board at its next
meeting.”

3.88. The Board Of Directors at their meeting had also desired
that the Managing Director (R&P) should conduct further enqui-
ries as to the loss of the file and also fix responsibiﬁty, if - possible,

*Underlining Zo:.e by the Committce.
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and report to the Board. Accordingly, the matter was' further gone
into in detail by the Managing Director (R&P) and the results of
the investigations are contained in his report dated 30th May, 1969,
Some relevent extracts from his report are reproduced below:

“The then Officer-in-charge of the IRL's Secretariat was there-
fore consulted. According to his recollection, there were
no such file (s)|papers. The finalisation of contractual
matters was mostly done through discussions|negotiations
across the table. No. record was kept of those discussions
at various stages. The final comparing of the draft con-
tract documents was also dealt with in a similar fashion,
understandably to save time. This view is based on the
appreciation of circumstences obtaining then &s under-
stood from the following:

In January 1963 the Govt. of India in the Ministry of
Mines and Fuel, on a reappraisal of the oil position on
account of the Emergency had taken the following
decisions:

(2) The construction work at the Barauni Refinery should
be intensified and speeded up in order to bring it into
production at the earliest possible moment.

(b) The Gauhati and Barauni Refineries, as at present
planned, should be expanded to achieve actual

throughputs of 1.25 and 3 million tonnes per annum
respectively by 1965-66. In the first instance, they
should include the utilisation of the excess built-in
capacities available and later such de-bottlenecking
measures as may be found necessary should be adop-
ted in order to achieve the expanded throughputs.

(c) An oil pipeline from Haldia|Calcutta to Barauni be
Constructed for transport of crude oil to feed the
Refinery, should this at any time be found necessary
or to move products.

(d) IRL should proceed expeditiously with the construc-
tion of the Gauhati-Siliguri Products Pipeline Project
as already sanctioned by the Government.

The early completion of HB.K. Pipeline Project for strategic
reasons had become the most important objective before the Gov-
ernment and the Indian Refineriés Limited, and the project matters
had naturally to be handled in the most expeditious manner.”

3.89. The Committee take a very serious view of the fact that the
important records of IRL, particularly the Enclosure 18 of Part II—
‘Job Description’, etc.—and papers indicating the stages of processing
of contract documents at the various levels of management, are not
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available and are reported to be missing. The loss of stch vital do-
ments cannot be treated with complacency. What amazes the Com-
mittee the most is that “no record was kept of those disoussions at
various stages” which led to the “fimalisation of contractual matters”.
All this is sought to be justified on the ground that the work was
handled on a “war footing”. The Committee are unablé to accept
this plea; as they consider it the first and foremost duty of those who
are handling important negotiations involving crores of rupees to
maintain faithfully contemporaneous records of the negotiations so
that these can be suitably drawn upon for settling details of the
agreement and for informing the Board of Management|Government
of the nuances of the various clauses of agreement and how maxi-
mum gdvantage has been secured for the Public Undertaking and
every care exercised to safeguard public interest. The Commitiee
cannot resist the impression that the negotiations were not carried
out with diligence or care; otherwise how else can the defective
nature of agreements with foreign companies be explained.

3.90. Moreover, the procedure of dealing with such matters on a
war footing has given neither results in the matter of expeditious
completion of the pipeline (it was delayed in commissioning by more
than 18 months), nor achieved the objective underlying its construc-
tion in as much as the capacity established is far below the 3 million
tonnes capacity of Barauni refinery.

3.91. The Committee would like Government to take very serious
notice of this lapse on the part of those who were entrusted with the
negotiations and take suitable action against them.

3.92. The Committee would also like Government to issue stand-
ing instructions in consultation with the Ministry of Finance and
the Comptroller & Auditor-General of India on the manner in which
contemporaneous records of such negotiations should be kept for
future reference. As copy of these instructions may also be furnish-

ed to the Committee for information,

Casual Attitude of General Manager|Managing Director

3.93. The Sub-Committee of Directors of IOC which looked into
the internal administrative lapses in the matter of occurrence of cor-
rosion and shortfall in the Haldia-Barauni pipeline section have
inter alia stated:

“The Sub-Committee came across a letter written by Bechtel
on 26th September, 1963 to IRL on the subject of location
of the Asansol pump station and wouild like to reproduce
below the same as it touches on the capacity of Haldia-
Barauni line for crude oil movement.



52

“Subject:—Location of the Asansol pump station HBK pipe-
line project.

In order to combine the pump station with a delivery point for
distribution of products at Asansol, Snam India Branch have propcs-
ed that the pump station be located on the outskirts of Asansol,
which is 24 miles north of the calculated ideal hydraulic location. Qur
Milan Office has informed us that the selection of this location would
result in no significant reduction in crude oil throughput, and would
still allow the transport of 1,705,000 metric tonnes of kerosene equi-
valent per year which is greater than the estimated required capa-
city. The selection of this location would, however, cause a decrease
of 185,000 metric tonnes per year in the actual maximum capacity
obtainable from the presently proposed facilities of 1,900,000 metric
tonnes per year. It would also result in a decrease of 330,000 metric
tonnes per year (kerosene equivalent) from the 2,850,000 metric t~n-
nes per year maximum capacity which could be obtained from the
system by the additlon of additional pump stations.

It would appear reasonable to us to accept the combined pump
station distribution point at the convenient location adjacent to
Asansol in view of the fact that the somewhat lower throughput
figures resulting from this are in any case considerably greater than

anticipated needs, but please let us know your decision in this
matter.

Yours truly,
Sd.}- H. M. McCamish,
Project Manager.

Sd|-. M. Gopal Menon, GM
29-3-63.

Sd|- P. R. Nayak, MD
29-3-63.

The mention in this letter of 1.9 metric tonnes of crude oil. per
year (as against 2 million tonnes envisaged till then) is rather intri-
guing. The circumstances in which a lower figure was not obje_cted
to and a still lower figure was endorsed in the context gf cog:bmgd
pump station distribution point near Asansol are not quite discerni-
ble at this belated stage.”

" 3.04. The Committee too are greatly “intrigued” how a very
important communication fro::di?‘echtd:‘whii;:g clo;uﬂy m;,::i(;l::
ca of the e as 1.9 million tonnes y
i, o 2 e et e e, S
todtupndhkeaﬁrmandunequivocdstmdonthisattriﬁonof
the capacity of the pipeline. The Committee are amazed that the
reduction of the throughput capacity of the pipeline could have been
dealt with in such a casual and perfunctory manner. The Committee
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consider .that the matter cails for thorough investigation for fixing
responsibility on all those officials who were lax and casual in dis-
charging their responsibilities. .

Defective Agreement with Snams

3.95. The Sub-Committee of Directors of IOC in their report
dated 25th January, 1968, have also observed:

“The primary design was done by Snam Progetti of the ENI
group by an agreement arrived at through the exchange
of letters in November, 1967. This document also does not
provide for any penalty for any lapses by Snam Pro-
getti for arbitration.” (Para 10 iv of the Report).

3.96. The Committee need hardly point out that it is not without
significance that the date of sanction of Government letter to Indian
Refineries Ltd. to enter the construction contract and the actual date
of signing of the contract by the IRL with SNAM SAIPEM is the
same viz. the 31st July, 1963. The Committee are not able to appre-
ciate the great haste with which such an important contract involv-

ing over Rs. 11 crores was concluded without fully safeguarding
Government’s interests.

Effect of July, 1964 Amendment on Cost of Civil Works

3.97. There is yet another aspect which has been hinted at in the
Chairman’s note dated 25th January, 1968 relating to the effect of
amendment of July, 1964 on the original agreement of July, 1963 in
respect of the cost of civil works which were excluded from the
responsibility of Snam and taken over by IOC. The Chairman ob-
served inter alia in this note:

“However, in order to reach a firm conclusion whether the ex-
clusion of civil industrial work in pumping stations from
Snam's responsibility worked out to the disadvantage of
the IOC needs a very exhaustive comparison of the items
and extent of work contemplated in the original contract
and the work actually executed by the IOC wunder the
supervision of Snam. This comparison could best be made
only with the detailed working drawings of all civil en-
gineering works at pumping stations, if they were at all
available at that time. Therefore, here again the consider-
rations advanced in the preceding paragraph equally
apply in this case. It has, however, to be kept in view
that all contracts for these jobs were approved by IOC
(IRL) before acceptance.”

3.98. It has also been stated by I0C|Government in a written note
to the Committee that:

“The representatives of Snam were invited for a discussion on
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the question of making up the shortfall in the 2 M. Tonnes
capacity. The agreement arrived at with them in regard
to the shortfall in design capacity was placed by the Sub-
Comr?ittee before the Board at its meeting held in August,
1968.”

Full details of the agreement have not been given to the Com-
mittee.

3.99. However, the Committee find an incidental reference to it
in Para 18 of the report of the Sub-Committee of Directors of 10C
dated 10-2-1969, which went into the question of internal adminis-
trative lapses in the matter of shortfall in design capacity of HBK
pipeline section and occurrence of corrosion. Para 18 of the Report
of the Sub-Committee of Directors of 10C reads as follows:—

“Lastly, so far as Snam are concerned, their liability in the
matter of design capacity of the line has been the subject
matter of a series of discussions with them. As a result,
they have already made good the deficiency in the design
capacity in full by affording a credit to I0C of Rs. 14.62
lakhs plus US dollars 1,75,200 the estimated cost of bring-
ing the capacity to 2 million tonnes of crude oil per year.
No further action is, therefore, warranted against them.”

3.100. The reported agreement between IOC and Snam needs care-
ful scrutiny of Government to make sure that full damages have
been recovered from Snam for the proved deficiency in the capacity
as compared to the commissioned capacity.

Legal Responsibility of Snam and Bechtels

3.101. The Committee have been informed in a note by IOC|Gov-
ernment that “the opinion of Shri A. A. Peerbhoy, Bar At Law and

former Director, IOC’s Board, on the exact nature and extent of
responsibility of M|s. Snam and Bechtel in regard to shortfall in the

design capacity was obtained.”

3.102. The Committee, however, have mot been furnished the full
text of the legal opinion of Shri A. A. Peerbhoy as to the nature and
extent of responsibility of the contractors om the relevant issues.
The Committee would like Government to obtain the legal opinion
at the highest level so that the best construction can be put upon it
and no effort is spared to bring home the responsibility for this
{ailure to Messrs Snam and Bechtel.
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Dealing with Bechtel

3.103. The Committee have in the earlier Chapter commented on
the induction of Bechtels into the Gauhati-Siliguri pipeline project
at the instance of the then Managing Director of IRL. It is also on
record that the initiative for bringing Bechtels into the HBK pipe-
line was also taken by the then Managing Director of the IRL. The
dealings of Bechtel and the quality of service rendered by them
have been the subject of comment by the Sub-Committee of Direc-
tors of the IOC in their Report dated 25th January, 1968, and by the
Chairman, IOC, in his Note dated 25th January, 1968. Some of the
observations made in the afore-mentioned Report/Note are repro-
duced below:

“The fact remains that Bechtels were introduced to ENI as
the spokemnan of IRL in matters of design. However, in
the contiractes with Bechtel for the consultancy-manage-
ment services for this pipeline, there is no provision frr
any penalty in ease of any default on their part. There
is, however, provision for arbitration in London under
the London Chamber of Commerce. Furthermore, Bech-
tels appear to have covered themselves in the matter of
all supplementary contract documents advising IRL in
writing of the action they were taking.”

{(Para 10 (iii) of the Report of the Sub-Committee of Directors)

“ENI maintain that with the appointment of Bechtel to review and
monitor designs the final responsibility is no longer with
them. Bechtel, however, states that the primary respon-
sibility for engineering design is that of Spam Progetti
even though ‘they may have suggested certain modifica-
tions.”

* L [

“In so far as the IRL is concerned, complete reliance was plac-
ed on Bechtel in the matter of design and other technical
matters as they were the advisers, consultants and Project
Managers. Bechtel claimed that at every step IRL’s ap-
proval was obtained.”

(Para 10(i) of the Report of the Sub-Committee of Directors)

3.104. The Chairman, IOC, in his noted dated 25th January, 1968,
has remarked:

“As regards the Bechtel’s responsibilities and powers as de-
fined in the Amendment, it is a matter of fact. The ques-
tion whether these powers were necessary or liberal has
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to be viewed in the context of the IRL’s organisation and
capacity at that time to deal with a Project of this com-
plexity and magnitude and Bechtel’'s performance in the
case of Gauhati-Siliguri Pipeline contract. It is indeed
difficult to judge this question at this point of time.”

(Para 12 of the Chairman’s Note dated 25-1-196€)

3.105. It would be pertinent to recall the conclusion of the Board
of Directors of I0C after a lengthy discussion about the dealings of
Bechtels. The minute of the Board’s meeting held on the 26th March,
1969, inter alia records:

“Looking into the dealings and records of M/s. Bechtel, the

Board decided that the Corporation will not have any
dealings in future with the party.”

3.106. The Committee need hardly point out that the Resolution
of the Board of Directors of I0C is conclusive on the subject and
underlines the need for a thorough investigation by Government to
determine the manner and the reasons for which M|s. Bechtels were
brought on to the scene, first for Gauhati-Siliguri pipeline project
and later for HBK project and paid over Rs. 1.5 crores (comprising
Rs. 75.46 as fees and the balance as reimburseable cost) with hardly
sny commensurate benefit to the Project. In fact, but for their inept
technical advice at crucial stages the history of the project of HBK
pipeline may well have been different. The Committee would like
Government to pursue the matter to its logical conclusion and take
up with all those concerned with the introduction of this party to
the Pipeline projects and the undue favours which were shown to
them at every stage as evidenced by the unusual provisions of the
agreements. The Committee cannot help pointing out that the
then Managing Director, IRL, who was signing the agreements on
behalf of IRL showed more concern for the interests of the Bechtels
than for the public money he was entrusted with.

Failure to inform the Board|Government

3.107. The Chairman of IOC in his note dated 25-1-1968 has clear-
1y pointed out:

“In so far as the remission of this matter to the Board is con-
cerned, it seems that no reference has been made to the
Board ever since it authorised the Managing Director to
approach the Government for award of the contract t»
Snam at its meeting held on the 5th July, 1963.”

The Board have also gone on record to the effect, at the meeting
held on 3rd February, 1968, that:—

“Out of the report and the discussions thereon, it emerged that
the Board had been by-passed in the matter. The Board
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was very emphatic that the matters of such importance
should necessarily be reported to the Board at the earliest
possible opportunity. The Board also wanted to place on
record that.in future all such important matters which
entail in itself any project of capital nature involving its
performance, its capacity, design or of financial implica-
tions, should be brought before the Board for its notice
and appropriate action. The Board’s decision in the above
matter also applies to any significant amendments which

are of the above nature to any existing contracts or pro-
ject.”

3.108. The above extracts from the Resolution of the Board of
Directors of I0C would conclusively prove that the then Managing
Director was acting on his own in his dealings with Snams as well as
Bechtels in vital matters concerning the capacity of the pipeline;
by-passing thus the Board of Directors. He also failed to obtain
prior specific approval either of the Board of Directors or Govern-
ment to the deviations which adversely affected the capacity of the
Project without any commensurate saving in expenditure. The
Commiittee are puzzled how the Board of Directors/Ministry allowed
the then Managing Director to act in this manner to the detriment of
public interest. The Committee would like Government to fully
investigate the matter and fix responsibility.

Note of Dissent by Director of I10C

3.109. Reference has been made earlier to the note of dissent
dated 6th August, 1969 by a Director of IOC. The Committee are
informed that a detailed note giving comments of the Managing
Director (R&P) IOC on the aforementioned note of dissent was
circulated to the Board of Directors on 28th August, 1969. The mat-
ter came up for consideration at the meeting of the Board of Direc-
tors of IOC in February 1970 and the following Resolution was pas-
sed by the Board:

“Shri Roy Choudhry did not so far circulate any further note
but indicated that he had already taken up the points in
his minutes of dissent with the Ministry. The Chairman
stated and the Board agreed that the Board was the pro-
per forum for a Director to discuss such matters. After
a lengthy discussion it was agreed to file this item....”

3.110. The Committee note that Government are already seized
of the subjects mentioned in the note of dissent of the Director. In
particular, the Committee would like to draw attention to the fol-
lowing observations made in the note of dissent by the Director:

“The Internal Audit Report throws further light on the
subject and records the effect of the Amendment of
(July 1964) on the main subject.

1155 (Aii) LS—5,
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It also makes an important observation in the concluding
part of the report that *“Banction of the Government
does not appear to exist for the execution of the HBK
project at a cost of approximately Rs. 26.42 crores.
Sanction only exists for entrusting the work to Snam-
Saipam at a cost of Rs. 11.33 crores.”

3.111. The Committee have noted with grave concern the obser-
vations of the Internal Audit Officer that there does not appear to
exist any sanction of Government for the execution of the Haldia-
Barauni-Kanpur projects over which an expenditure of over Rs. 26
crores has already been incurred. The Committee would like to be
informed of the factual position. If the pesition as stated im the
Report of the Internal Audit Officer is correct, the Committee ex-
pect Government to take action against all these who are respon-
sible for this lapse.

3.112. The Committee are not able to appreciate how this impor-
tant Audit Report dealing with several matters of vital importance
to I0C could be allowed to remain without detailed investigation
and report both to the Board of 10C and Government. The Com-
mittee need hardly stress that the various other issues raised in the
Audit Report should be thoroughly examined in consultation with
the Comptroller and Auditor General and the responsibility for the
loss suffered by the Undertaking|Government fixed and deterrent
action taken against all those whe have shown laxity in the dis-
charge of their responsibilities.
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KOYALI-AHMEDABAD PRODUCTS PIPELINE

This pipeline is a part of the Gujarat Pipelines owned by ONGC
and is on lease with 1.0.C. w.ef. 1st April, 1966.

4.2. The main features of the pipeline are given hereunder:

Main Features

(i) Construction Contractors . SNAM-SAIPEM subsidiary of
State owned Italian Company
EN.L
(ii) Design Engineers & over all .
supervisors . . . SNAM-PROGETTI
(iii) Date of commencement of
Construction . +  I-1-1965

(iv) Actual date of completion - 3-2-1966
(v) Length & inmer dlameter of

pipeline - 114 Km.—8" dia.
(vi) Actual installed capacity -  7,00,000 metric tonnes per
year
(vii) Capital cost - . - Rs. 271.86 lakhs.

Working of the Pipeline

43. Since the date of its commissioning viz. 1st April 1966, a total
quantity of 13.84 lakhs metric tonnes of petroleum products upto
1968-63 have been transported from the Koyali Refinery and pro-
ducts are moved to Sabarmati for distribution in the meter gauge
areas. The product-wise break up as well as the number of the
working days are given below:

1966-67 1967-68 1968-69
(M.T) (M.T.) (M.T.)
Motor Spirit -+ 63,406 90,499 A 139,973
Superior Kerosene . . 117,893 187,016 227,153
H.S.D . 102,137 111,254 183,596
- ATF. 92,674
TotAL - . - 283,436 388,769 Naphtha 68,518

Number of days worked - 175 219 327 711,914
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44 The percentage of utilisation was 41 per cent in 1966-67,
55.5 per cent in 1967-68 and 102 per cent in 1968-69.

4.5. The financial results of the working of the pipeline are given
below:

Income 1966-67 1967-68 1968-69
(Rs. in lakhs)
Freight recovery from Marketing Divi-
sion : ’ : . ' 30.45 39.05 66.49
Miscellancous - . . . . 0.07 0.1I 0.11

30.52 39.16 66. 60

Operating expenses including deprecia-

tion . . 21.46 21.61 24.35

NEgT PrOFIT . . 9.06 17.55 42.25

4.6. The pipeline is expected to show the following profits during
the current and the next four years*:—

(Rs. in lakhs)
1908°69 . . . . . . . 25.79
1969.70 . . . . . . . 33. 60
1970—71 . . . . - . . 32. 40
1971-72 . . . . . 36 92
1972-73 . . . -+ 37.45

4.7. The pipeline was built by Oil and Natural Gas Commission.
The construction contractors were M|s. SNAM-SAIPEM, and Design
Engineers and overall supervisors were SNAM-PROGETTIL.

4.8. The completion schedule as originally contemplated was as
under:—

Starting Completion date
1-7-1964 31-12-1964

«At the time of factual verification, the Minjstry stated :—
“The&peyli::. is:-e:pected to show the fllowing profits/losses during the following
(+) (=) 1969-70 . (—)25°79 lakhs (Provisional)
1970-71 . (+) 40°22 lakhs.
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In the actual execution, the work was started on 16th January
1965, the line was tested and kept ready for commissioning on 3rd
February, 1966 and actually commissioned on 1st April, 1966.

49. On 8th August, 1964, the Government of India decided to
transfer the Koyali-Ahmedabad Product Pipeline to IOC after cons-
truction by ONGC on cost price. ONGC handed over the pipeline
to IOC on 1st April, 1966. The formalities like the execution of
transfer deeds etc. were not however, completed. In December,
1966, IOC took up the question of formal transfer of this pipeline
to IOC. The Government of India issued a directive under sub-sec-
tion 3 of Section 14 of Oil and Natural Gas Commission Act direct-
ing ONGC to transfer the pipeline to IOC from 1st April, 1968.
The Government of India also advised IOC and ONGC that the
possession and use of pipeline by IOC from 1st April 1966 to 31st
March, 1968, may be regularised by entering into a lease deed by
I0C with ONGC.

4.10. It has, however, not been possible to effect the formal trans-
fer. Certain differences between 1.0.C. and O.N.G.C. relating to
the value of transfer, determination of lease charges for the period
durmg which the pipeline has to be treated as on lease with IOC
remain unresolved and the matter is under consideration of the
Government.*

4.11. In the apsence of transfer of ownership to IOC and mutual
agreement on lease charges, IOC has been providing a liability for
rent (lease charges) in its books of accountants on a provisional
basis. The rent shown as payable to ONGC is a deductable expendi-
ture in the computation of profits and gains of business as per the
precisions of Indian Income Tax Act.

4.12. During evidence the Committee were informed that the
case had been pending for decision in the Ministry since 1967.

4.13. The Committee regret that although the defacto transfer of
Koyali-Ahmedabad Pipeline has taken place the question of dejure
transfer of the Koyali-Ahmedabad ‘Pipeline has not been settled
since 1967 in spite of the fact that both I0C and ONGC are under
the administrative control of the same Ministry. Such prelonged
indecision and delay in the Ministry, in the opinion of the Com-
ittee, are not indicative of expeditious and business-like ap-

proach, which should distinguish a Mnustry administering Pubhc
Undertahngs

*At the tim: of factual verification tr.e Ministry stated:

R the matter was finally settled in October, 1969 and the f ormal transfar
has since been effec.ed on 1-4-70. The amounts of lease charges for the years concerned

th};vle SICSO been decided and paid/being paid to the Oil & Nataral Gas Commission by
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ESTIMATES

The Table below gives the original Project Estimates amd final
Project Estimates in respect of the three Pipelines:—

Gauhati-Siliguri Pipeline

‘Rs. in lakhs)
Original Estimates - . . . . §91.20
First Revision 28-1-63 . . . 661.52
Second Revision 15-2-66. . . . 775.38
Final Estimates August, 1966  * . . 775-38
Haldia-Barauni Kanpur Papelme
Original Bstimate . . . 2642
First Revision July’ 65 . . . © 2741.89
Second Revision Aug,’ 66 s 3083.42
*Final Estimatess - . - Under preparation.
Koyali Ahmedabad
Final Estimates . . . . - 271.86*
*Final Estimates . . + Under preparation.

52 The Ministry have funished the following Note on the rea-
sons for increase in the Estimates from Rs 591.20 lakhs to Rs. 775.38

lakhs in respect of Gauhati Siliguri pipeline:

~ “The Government approved the project cest of Rs. 591.20 lakhs
for the Gauhati-Siliguri Pipeline Preject on 4.10.62. Subsequently,
the Board of Directors, in their meeting held on 28th January, 1963
approved the project cost estimate of Rs. 661.62 lakhs, In his letter

*Subject to variation on finalisation of certain adjustments in capital amount,

63 - . o e

(2

s
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dated 22nd December, 1962, to the Secretary to the Government of
India, the Managing Director stated that:

“the increase of about Rs. 62 lakhs over the estimates sanction-
ed by Government is due mainly to the following reasons:

(a) Extra cost on Rourkela pipe; the original estimates of
ex-mill cost was taken as Rs. 823 per tomme, but the
present assumed cost is Rs. 1300 per tonne. This alone

would increase the cost by about Rs. 60 lakhs.

(b) As a result of the likely inclusion of light Diesel
Oil in the products to be moved, it has become neces-
sary to have one intermediate pump station, besides the
main one at Gauhati. In any case, it has been considered
desirable to make provision in the project for reverse
pumping from Siliguri to Gauhati to provide for any
emergency in Assam. The second pump station referred
to will, therefore, in the first instance, be set up at Sili-
guri. The extra cost on this pump station is about
Rs. 10 lakhs.”

“ENI have stated that their present offer is open only upto 12th
January, 1963, the date on which their credit insurance arrangements
in Italy expire—and they require that the contact be concluded with
them by that date. In that event the work will start in March, 1963
and be completed by August, 1964. SNAM have explained that, as
things are, it is impossible to complete the work by March, 1964, as
originally enviaged except at an increased cost of nearly Rs, 85 lakhs
over the present terms. This inerease is not considered worthwhile.”

“As the Government is aware, this line is an urgent necessity
and is essential for the proper functioning of the Gauhati Refinery.
We, therefore, recommend that the SNAM offer for construction, as
explained in this letter, may be ac¢cepted and Government’s approval
conveyed to us by the 5th January, 1963 at the latest:”

The contract with SNAM will be as follows:
(Rs. in lakhs)

Totat Indizn  Foreign

Construction contract . . - 281.73  166. 84 114.89

Supply of material contract - - 38.07 3.05  35.02
319.80  169.89 149.91




Contingencies 5%, 15 99 8 49 7 50

—— s — ———

GRAND TOTAL : * 33579 178-38 157. 41

“The sanction requested is to a contract of the total value of Rs.
335.79 lakhs with a foreign exchange component of Rs. 15741
lakhs, but the initial payments to SNAM of 5 per cent on the foreign
exchange component will be based on the cost exclusive of contin-
gencies, i.e,, Rs. 149.91 lakhs. It may be noted that on the construc-
tion works only, the foreign exchange component comes to about
40.4 per cent the corresponding figure in the OIL Contract is report-
ed to be about 58 per cent. The reduction in the present case is due
to the existence in India of a good deal of Italian personnel and
equipment and certain other factors.”

5.3. Accordingly, Government sanction was issued on January 21,
1963,

oo

5.4 The project cost of the Gauhati-Siliguri Pipeline was discussed
again in the board meeting of IOC (RD) on 31.1.66. The revised pro-
ject cost estimate was Rs. 775.38 lakhs. It appears that after having
secured Government sanction to the part relating to the main line
construction work under the contract with ENI-SNAM on 2Ist Jan-
uary, 1963, the Board considered appropriate to go upto the Govern-
ment for sanction to the revised estimate only on the completion
of the work. This is borne out by such stipulation occurring in the
agenda note circulated for the meeting of the Board of Directors on
21.1.66 and also by the letter written by the Financial Controller to
Government on 15th February, 1966 by which he sought Govern-
ment's approval to the revised cost estimate of the above pipeline
for a total sum of Rs. 775.38 lakhs. Government examined the revised
project cost estimate of Rs. 775.38 lakhs for the Gauhati-Siliguri
Pipeline and after having been satisfied, the above revised project
cost estimate was approved on 2nd February, 1967.

8.5. The table below gives the project cost estimates of the Gau-
hati-Siliguri Pipeline Project as it was sanctioned on 4.10.1962 by
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Government, 28.1.63 by the Board of Directors and 2.2.1967 by Gov-
ernment.”

(Rs. in lakhs)
Govt. First Final
sanction Revised Estimates
Particulars of Estimates
4-10-62  approved
by the
Board,
28-1-63
1. Right of way . . . 10,00 5 00 16.35
2. Pipeline Material - . . 185.00 252.39 26I. 50
3. Pipeline Installation . . 325.00  328.43 348.32
4. Engineering Management Fee 21.27 24.27 24.27
5. Engineering Management Ex-
penses . . 16.93 16.98 16.63
6. Expenses of Indian Staff and
facilities - . n. f3.00 39.3¥
7. Contingencies . . . 30.00 3I.50 3I.50
ToTtAL . . . 588. 20 661.52 737- 88
8. Interest on capital loan . 37.5C

GRAND TOTAL * . 588.20  661.52 775.3%

The Committee find that the Ministry of Finance had raised the
following queries while examining the estimates of this pipeline:—

(i) Reasons for increase in the cost of pipeline material when
pipe had actually gone down;

(ii) Reasons for low provision in the first revised estimate
under the head “Expenses of Indian staff and facilities.”

(iii) Tax liability reimbursible to SNAM; and
(iv) Effect of final estimate on the economics of the Pipeline.”
5.7. The Ministry have in reply stated:
“Reasons for increase in the cost of pipeline material

The cost of the pipeline material according to the first revised
estimate was Rs, 252.39 lakhs and according to the final estimate, it
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is Rs. 261.50 lakhs, The break-up of these two estimates is as
follows: —

(Rs. in lakhs)
First Revised Final
Estimate Estimate

Main Lne Pipe - . . . . 11750 157°24
Primer & eramel . . . . 15-97 26-41
Casing Price . . . . . 410 2°29
Other materials . . . . . 29-82 52°49
Cement & Steel . . . . §°-00 0-38

ToTAL . . 252°39. 249 5I

It will be seen from the above that the cost of the main line pipe
had been reduced by about Rs. 20 lakhs on accout of price reduction
of Rs. 125|- per ton and the quantity of pipe consumed was 12,000
tons. It may also be added that the figure of Rs. 261.50 lakhs shown
in the final estimate includes Rs. 12 lakhs on account of a part of
income tax reimbursible to SNAM.

Reasons for low provisions in the first revised estimate under the
head Expenses of dndian Staff and facilities

The construction of the Gauhati-Siliguri Products Pipeline com-
menced after the first revised estimates were approved by the Board
in January 1963. It appears that the Board did not have a clear idea
of the number of personnel required at that stage and an ad hoc
provision of Rs. 3 lakhs only was provided under this head. It may
also be noted that the total of Rs. 39.31 lakhs (final estimate) inclu-
des items such as aircraft charter-Rs. 2.59 lakhs, erection insurance-
Rs. 3.18 lakhs, cost of project report-Rs. 1 lakh and head office over-
heads Rs. 3 lakhs, which were apparently not envisaged at the time
of preparing the first revised estimate in January 1963. Of the total
of Rs. 39.31 lakhs, the item relating to salaries and allowances of the
staff and travel expenses comes to only Rs. 11.55 lakhs. It, therefore,
appears that the low provision was due tq lack of experience of
pipeline operations this being the first line built by EO.C. in this
connection, attention is invited to the fact that the comstruction
spread over two seasons instead of one season as originally esti-
mated and increase in the staa‘ requirements and poor Communica-
tions in the refiion through which pipeline passes.

Tax liability reimbursible to SNAM

The tax liability relmbursible to SNAM is about Rs. 26 lakhs,

This has been included under three heads as follows: —

(i) Pipeline material . . . . . Rs. 12 lakhs
(ii) Pipeline installation . . . . Rs. 5 lskhs
(iii) Contingencies . . . . - Rs. 9 lakhs
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It will, therefore, be seen that provision has already been made
in the final estimates for reimbursing Rs. 26 lakhs to SNAM on ac-
count of income tax.

Effect of final estimate on the economics of the pipeline

It will be seen that the transportation earnings during 1965-66
from Gauhati-Siliguri Pipeline amounted to Rs. 106.88 lakhs on a
throughput of 3.66 lakhs tonne which works out to an income of Rs.
29.16 per tonne as against the operating cost of Rs. 22.97 per tonne,
leaving a profit of Rs. 6.19 per tonne. On an equity share capital of
Rs. 350 lakhs apportioned to this pipeline, return on equity at 6
per cent will come to Rs. 5.73 per tonne. It will, therefore, be seen
that the return on this pipeline even now is morethan 6
per cent. If LDO is also pumped through the pipeline as is likely to
happen very shortly, the earnings of the pipeline would increase
further.” e Wi

5.8. During the course of evidence of the Ministry of Petroleum
and Chemicals and Mines and Metals, the Special Secretary of the
Ministry informed the Committee that the sanction of Government
to the final estimates was given on the 2nd February, 1967 after the
Board’s resolution was sought on the 31st January, 1966. During
this interim period of one year IOC continued to incur the expendi-
ture. In a written reply to a question as to how 1.0.C. incurred ex-
penditure beyond 10 per cent without obtaining the sanction of the
Ministry. The Ministry have stated as follows:

“It has not been possible to trace the exact reasons why 1.0.C.
continued the completion of the project at the enhanced
cost without getting interim sanction for this.”

5.9. In respect of Haldia-Barauni-pipeline, it has been stated that
the final estimates are under preparation. The second revised esti-

mates prepared in August, 1966 show a rise by 15 per cent
approximately.

5.10. The Committee find that the Estimates of the Gauhati-Sili-
guri Pipeline have escalated to the extent of 25 per cent during the
course of 3 revisions. Whereas in the case of Haldia-Barauni-Kan-
pur Pipeline the estimates have escalated to the extemt of 15 per
cent in the course of two revisions. The final estimates of Haldia-
Barauni Pipeline are still to be prepared.

5.11. The present system of control on public undertakings envi-
sages a three tier system of Financial Control:—

(a) Contrel of Board of Directors,
(b) Centrol of Government,
(c) Control of Parliament.

5.12, The Committee are concerned to find that the whole sys-
tem‘ of three tier financial control has not been properly applied i
controlling the finances of this Undertaking, They find that the
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Project estimates of G.S. Pipeline for Rs, 591.20 lakhs were sanc-
tioned by Government on 4-10-1962. After this sanction, the Un-
dertaking went on spending money on its own far in excess of the
sanctioned estimate of Rs. 591.20 lakhs and submitted to Govern-
ment only in January, 1966 the final estimates of the Project as
Rs. 775.38 lakhs after the completion of the Project. The Com-
mittee find that this excess expenditure of Rs. 184.18 lakhs for the
completion of the Project was done by the Undertaking without
any proper approval of the Government, although according to the
prescribed financial procedure and rules not more than 10 per cent
of the sanctioned amounts, an Undertaking could incur without the
Government’s sanction. To a question as to how the Government
permitted this unauthorised expenditure beyond 10 per cent of the
sanctioned estimates by the Undertaking, the Ministry in a written
reply have stated as follows:—

“It has not heen possible to trace the exact reasons why 10C
continued the completion of the Project at the enhanced
cost without getting interim sanction for this.”

5.13. The Committee find that the Board revised the estimates
of the Project for the first time on 28-1-1963 as Rs. 661.52 lakhs.
The Committee fail to understand why these revised estimates
were not referred to the Ministry and also why the Ministry’s re-
presentative on the Board did not take note of it and informed the
Government of this unusual escalation of cost.

5.14. The Committee understand that the Indian Refinieries Ltd.
had a Financial Division. They are, therefore, unable to appreciate
how the Financial Controller could allow the expenditure to be in-
curred without proper sanction for revised estimates of the Board/
Government. The casual and leisurely manner in which the Indian
Refineries Ltd. have approached the question of revision of the es-
timates and its expost facto regularisation by Board/Government are
indicative of the fact that effective control and direction are not
being exercised. It is for this reason that the undertakings have
come to play with the tax-payer’s money without paying adequate
attention to the prescribed procedure of obtaining Government’s
prior approval to the revised estimates. The Committee would like
in this connection to draw attention to Paras 1.7 and 1.9 of the
Fiftieth Report of the Public Accounts Committee Fourth Lok
Sabha) on New Services and New Instrument of Service, and stress
that effective action should be taken by the Government te imple-
ment the recommendations and take prior approval of Parliament
in case of substantial revision. The Committee also expect that
while examining the question of according approval to revised esti-
mates, Government would seriously consider its effects on the eco-
nomics of the project. The Committee feel that where the econo-
mics of the projects are adversely affected as a result of revised
estimate of expenditure, the matter should be specifically brought
to the notice of Parliament without avoidable delay.
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5.15. What amazes the Committee most is that the Government
did not bother to examine the type of control that they had on the
Undertaking and allowed complete freedom to the Undertaking
‘which were not permitted even by the delegation of powers.

5.16. The Committee recommend that the circumstances under
which the Undertaking was allowed to spend money beyond 10 per
cent of the sanctioned estimates without the approval of the Gov-
ernment should be investigated and the persons responsible both in
the Undertakings and the Ministry should be proceeded against.

5.17. The Committee strongly recommend that in future the pres-
cribed principles of financial control should be adhered to by all
Undertakings including the 1.0.C.

5.18. The Committee regret that in no year the Demands for Grants
of the Ministry provided for the expenditure and for full six years
Parliament was unaware of what was happening in the financial
-administration of the undertaking. Taking strong exception te by
passing of the Parliament’s financial control, the Committee recom-
mend that in future all cases of Project Estimates/Revised Esti-
‘mates should be given effect to only after Parliament has approved
of the total Capital Expenditure on the entire project or the revi-
:sion of the project estimates as the case may be.



VI
DELAY IN CONSTRUCTION AND COMMISSIONING

A. Construction

The table given below shows the target date for completion of
construction, the actual date of completion and the time by which
target date for completion of construction exceeded in the cons-
truction of each pipeline:—

S. Pipeline Target date  Date of actual Time which
No. of completion complction of target date for
construction  construction completion of
construction
was exceeded)
1. Gauhati-Shiliguri 31-8-1963  24-10-1964 I month as
24 days
2. Baruni-Kanpur 30-6-1965 17-8-1966 131 months.
3. Barauni-Haldia . 30-4-1665§ 31-10-1966 1 moath

4 Koyail-Ahmedabad . 31-12-1661 3-2-1966 13 months

Delay in construction

6.2. The reasons for delays have been stated as follows:

(i) GAUHATI SILIKURI PIPELINE

It has been stated that the construction work was basically com-
pleted by August, 1964 and the pump station was ready for start-up.
However, the pump station could not be started until 15th October,
1964, due to the supply of a motor, which was in itself sound and a
starter which though sound was not coordinated to operate the
particular motor and had to be changed. First test-run was con-
ducted on the 15th October, 1964 and on 24th October, 1864, the
pumping of Motor Spirit commenced at Gauhati Pump Station.

The Ministry have stated “thus, the small delay was in the na-
ture of an unfortunate lack of coordination between the Design En-
gineers and the Construction Contractors.”

70
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(i) BARAUNI-HALDIA PIPELINE
1. Acquisition difficulties:

(a) Land: There were delays in selecting the sites for pump
stations and delivery points and shifting of originally selected sites
at some stations so as to suit the requirements of the Marketing Di-
vision.

(b) Right-of Way: On several occasions, in connection with the
acquisition of the right-way various types of obstacles and difficul-
ties like the non-availability of required area, opposition by farmers,
etc. were encountered. At times the originhal alignment had to be
changed and the drawings revised to meet the requirements of the
situation.

{c) Stoppages of work: Construction work had to be stopped
for over 3 months in various stages of construction due to obstruc-
tion by land owners, non-availability of permission and permits for
laying the Pipeline in the Durgapur Industrial Area, for crossing
the land under the jurisdiction of Indian Air Force near Faridapur
etc.

(d) Haldia-Pump Stations: The decision regarding the location
of pipeline facilities at Haldia could not be taken for a long time.
The delay in this regard occurred because of the non-availability of
clearance from Calcutta Port Commissioners, who in turn, depended
upon their own alignment for the railway marshalling yard and
other facilities in view of the development of Haldia as a major port
and industrial complex.

2. Civil Works at Pump Stations:

The contracts for civil work at pump stations could be awarded
only on 24th December, 1964, after fixing the exact locations. The
contractor for civil works at Haldia, Asansol and Burdwan stations
faild to execute the job and therefore, the contract was terminated
in April, 1965. The work was reawarded to other contractors. The
contractor for Burdwan also failed and the work was reawarded in
February, 1966.

3. Railway permits for railbridge cressings

In the Haldia-Barauni-Kanpur Pipeline system, a number of
railbridge crossings, some of which on very big rivers like Ganga
and Some were involved. Several technical difficulties were en-
countered in deciding the preliminary and final constructional de-
designs of railbridge crossings. Almost every design had to be re-
vised several times to meet the requirements of the Railways. These
types of designs were new to the Railways and they found it difficult
to evaluate the details of the designs with their existing engineering
staff. The processes of scrutiny and the procedures for approval of
the designs thus became cumbersome and time consuming. The
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«drawings had to pass through the offices of Chief Inspector of Ex-
plosives, Additional Commissioner of Railway Safety and Chief En-
gineer of Railway concerned etc. In actual practice, the issue of per-
mits by the Railways for railbridge crossings took 4 to 9 months
from the date of submission of the drawings to them. The belated
‘approval of the drawings led to delay in procurement of indigenous
materials for the construction of railbridge crossings.

4, Monsoon shutdowns

In Haldia-Barauni section, particularly in the Bengal region the
monsoon season is longer and the extent of rains is quite heavy.
During four to five months of monsoon the construction work re-
mained virtually suspended. The actual construction span of
Barauni-Haldia section (March, 64 to October, 66) involved two mon-

soon seasons, accounting for the stoppage of work for about 10
‘months.

(iii) BARAUNI-KANPUR
1. Acquisition difficulties

(a) Land: There was delay in selecting sites for pump stations
and delivery ponts and shifting of originally selected site at some
station so as to suit the requirement of the Marketing Division. Par-
ticularly regarding Kanpur terminal site, great difficulties were ex-
perienced when the Nagar Mahapalika of Kanpur (owners of the
land) raised certain objections to the site allocation. Similarly for
other staions sites at Patna, Mughalsarai and Allahabad great diffi-
culties were experienced by Marketing Division.

(b) Right of way: On several occasions in connection with the
acquisition of the right of way difficulties a like non-availability of
required area, opposition by farmers etc. were encountered.

(c) Stoppage of work: Construction work had to be stopped
near Fatehpur in U.P. during October|November 64 due to certain
alignment problems and for waiting for cutting of crops by farmers.
2. Civil works at Pump Stations

The contracts for civil work at pump stations could be awarded
only in December, 1964 after fixing the exact location of the pump
stations and terminals and after due processing of the various
offers received from the indigenous contractors. The contractors
for cicil works at Barauni and Patna failed to carry out the work in
time. The work had to be got done through SNAM SAIPEM.

8. Railway Permits for Rail Bridge Crossings

‘There are five major rail-bridge crossings in Barauni-Kanpur
section alongwith which the pipeline has been laid. It took time
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to decide the preliminary and final constructional designs of rail
bridge crossings.

Apart from the above, other factors like late deliveries of
owner-furnished materials viz. cement and coal tar enamel and
primer to the contractor, Monsoon shut-down and non-procurement
of vehicles in good time for supervision works because of late re-
ceipt of permits from Governments etc. also contributed to the de-
lays in the completion of the Project.

6.3. In the reply to a query it has been stated: “There is noth-
ing in record to indicate that these details were brought to the no-
tice of the Government specially for resolution at Government
level. These are details of day-to-day operations, with which the
company is usually concerned.”

B. Commissioning

6.4. The table given below shows the date of completion of cons-
truction of each pipeline and the date on which it was commis-
sioned: —

S. N~ Pip-line  Target date of Date of com- Date of com-

commis-ionirg pletion of misciorinrg

con-truction
1. Gauhati-Siliguri June, 1963 24-10-1964 Oct. 1964
2. Konyali-* hmedabad N.A. 3-2-1966 1-4-1966
3. Barau i-Karpur 30-6-1965 17-8- 1966 29-9-1966

4- Barauni-Halil'ia 30-4-1265 31-10-1¢66 23-9-1967

6.5. While there has been a time lag of about one|two months
between the time of completion of construction and the date of
commissioning in the case of Koyali-Ahmedabad and Barauni-Kan-
pur pipeline, the time lag in the case of Barauni-Haldia pipeline
was about 11 months.

6.6. Thus it is seen that there was long delay in Actual com-
pletion of construction and commissioning of Ha'dia-Barauni-Kan-
pur pipelines.

6.7. During the course of evidence of the Ministry of Petroleum
and Chemicals and Mines and Metals, the Committee pointed out
that there was too much delay in the actual completion of the pipe-
line as compared to target dates and wanted to know the machi-
nery that existed in the Ministry to watch the progress of the pro-
jeets. The witness stated that the machinery that existed in the

Ministry to watch the progress of the projects was of two kinds—
1155 (aii) LS '
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regular kind of activity and ad hoc kind of activity. The regular
kind of activity was that a Progress Review meeting was conducted
by the Secretary of the Ministry where all officers concerned were
present. The second was the monthly progress reports from the
Undertaking.

6.80. There was another ad hoc type of machinery where series
of consultations were held whenever a particular problem was
referred.

6.9. The Committee are surprised to learn from the Ministry that
the various reasons that caused the delay in the construction of the
pipelines were not specifically brought to the notice of Government
for resolving at Government level. To them, it appears, that the
“emergency” and “speed” stated to be involved in the projects was
only confined to the entrusting of works to the foreign contractors
without inviting Global Tenders. Afterwards, both the Undertaking
and the Ministry hardly took any cffective measures to expedite the
completion of the project. The Committee expect the Ministry to
take initiative in matters involving clearance by Government|Minis-
try in the interest of timely exccution of vital project.

6.10. The Committee are convinced that the Ministry do not make
any effective use of the reports from the Undertakings nor do they
have technically qualified personnel to scrutinise them. They are
of the view that the existing machinery in the Ministries is not cap-
able of effective supervision of Public Undertakings. They recom-
mend that the Government should appoint a Committee consisting
of Management experts|Sccretaries of Ministries controlling major
Undertakings to evolve a proper machinery for their respective Min-
istries capable of exercising effective control on their Undertakings.

6.11. This Committee of Experts should also advise as to how the
existing procedure of control in the Ministries could be further
streamlined to enable them to have a grip on:—

1. Progress of construction of project from time to time;

2. Financial matters with specific reference to the progress of
actual expenditure vis-a-vis the target and according to
the sanctioned estimates;

3. The information reeeived from the projects from time to
time and to ensure that the materinls are scrutinised,
digested and co-related promptly and put up to the Secre-
tary|Minister without any loss of timc to cnahle them to
know the true picture at any given time so that in the
event of any weakness being detected prompt action is
initiated hy the Ministry;

4. The administrative ministries should develop a central con-
trol agency on the pattern existing at the head quarters of
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Railway and Defence Ministries to deal with their respec-
tive departmental undertakings and also in existence at
the head quarters of giant internationzl enterprises after
suitable adoption and meodifications 50 that the ministries
could have not only complete grip over the vrogress and
functioning of Public Undertakings but are also furnished
the information and data after proper screening and sift-

ing. . 4

5. Study of important areas in the Undertakings and techni-
que including PERT SYSTEM to locate the critical areas
in every Undertaking.

6.12. The Committee reommend that the proper machinery
should be evolved to provide an effective leadership to the Under-
taking through the medium of technically qualified cell. Unless
this is achieved the Committee is convinced that the Ministries will
not be able to discharge their responsibilities to the Undertakings.



v
LAYING OF PIPELINE THROUGH COAL BEARING AREAS

The Haldia-Barauni-Kanpur pipeline passes through coal bearing
areas under Police Stations Solanpur, Kulii, Asansol, Raniganj
Jamuria and Ondal in Burdwan district in the vicinity, of Asansol.
The right of way was to be acquired under the Petroleum Pipe-
lines (Acquisition of Right of User in Land) Act, 1962. Under sec-
tion 3(1) of the Act, notifications were issued for the purpose of
inviting objections., On September, 17, 1963 the competent authority
for West Bengal reported that the Mining Adviser to the Govern-
ment of West Bengal had objected to the laying of pipelines within
the coallfield area in Police Stations Solanpur, Kulti, Asansol, -Rani-
ganj, Jamuria and Ondal on the groun that after depillaring in the
working mines the land over the coalfields will subside and cause
damage to the pipeline and that there was a danger of fire spreading
over the whole coalfield area. He further reported that the Mining
Adviser, West Bengal, had recommended diverting the route of the
pipeline away from the coalfields. The Government of India were
apprised of this position. Discussions were held with Snam Ltd.,
Indian Branch, as well as with the Coal Mining Adviser to the
Ministry of Mines and Fuel. On the 14th October, 1963, the Coal
Mining Adviser to the Ministry of Mines and Fuel wrote to express
his agreement with the opinion given by the Mining Adviser to the
Government of West Bengal, and suggested changing the route of
the pipeline if possible and if it is decided to carry the pipeline
over the coal field area, a proper survey will have to be conducted
to determine the actual position of coal below the route of the pipe-
line. On the 15th October, 1963, a meeting was held in the Ministry
of Mines and Fuel which was attended among others by representa-
tives of Snam and Bechtel. Both Snam and Bechtel stated at this
meeting that there should be no difficulty about constructing the
pipeline over the coal mines.

7.2. On the 24th October, 1963, Bechtels wrote to say that ac-
cording to information received from their representatives in Milan,
the design of the project was likely to be held up because of lack
of information|decision on the part of Indian Refineries Ltd. in res-
pect of the route of the pipeline. This matter was discussed by the
Managing Director Indian Refineries Ltd. with the representatives
of Snam and Bechtel on the 19th November, 1963 and again on the
28th November, 1963 it was confirmed on behalf of Indian Refineries
Ltd. that there will not be any change in the alignment of Haldia-
Barauni Section of the pipeline, nor will there be any branch line
to Budge-Budge, '

76



77

7.3. Subsequently Snam wrote on the 3rd December, 1963, to say
that the question of avoiding the coal mines area from Ondal to
Solanpur was rejected because of the foliowing reasons:—

(i) the town of Asansol will be completely out of the route
of the pipeline;
(ii) the length of the pipeline will be slightly increased;

(iii) valuable time will be required for the survey of the new
alignment and a new design;

(iv) the hydraulic calculation of the line would have to be
revised and probably lead to making the equipment al-
ready ordered useless; and

(v) the above factors would lead to delay and increase in the
cost of the project.

7.4. Snam concluded that the selected alignment was completely
safe for the mines as well as for the pipeline. In a letter dated 20th
December, 1963, Bechtels also reiterated that “the crossing of the
coal mining area presents no technical difficulties to the products
pipeline construction or operation”. Bechtel added: “We can make
this statement without reservation, based upon our knowledge of
pipeline engineering and our previous experience with pipelines
under similar conditions.” Bechtel stated categorically that from
their experience of construction of pipelines in coal mining area in
the USA, France and Germany, no difficulty has been experienced,
and no special steps need be taken by the owners of the coal mines
because of the presence of the pipeline and that the coal mine opera-
tors may proceed to mine below the pipeline as they normally would
and so no reservation of areas wil] be required,

7.5. These views were brought to the notice of the Coal Mining
Adviser to the Department of Mines and Metals (previously Mines
and Fuel). He wrote to say that as the Chief Inspector of Mines,
Dhanbad, was responsible for the safety of mines, consulting him
was essential. Subsequently, a discussion took place on 21st Dec-
ember, 1963, with the (i) Chief Inspector of Mines, Dhanbad, (ii)
Adviser to the Planning Commission, and (iii) Coal Mining Adviser
to the Department of Mines and Metals with the participation of
Snam and Bechtel, after which the Coal Mining Adviser wrote ton
say that it would be very unwise to lay the pipeline where the coal
mines are being worked below and at places at shallow depth. In
reply to this letter it was stated on behalf of Indian Refineries Ltd.
that according to the experts (namely, Snam and Bechtel) there
would be no danger to the pipeline if it was laid in the coal mines
and if any protective measures were necessary for the pipeline at
certain specified points, they would be undertaken by the pipeline
authorities. At the same time, the Ministry of Petroleum and
Chemicals (formerly Mines and Fuel) was requested to obtain the
necessary clearance from the coal mining experts,
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. 17.6. On the 22nd October, 1964, the Chief Inspector of Mines,
Dhanbad, the statutory authority under the Indian Mines Act for
safety 1n Coal munes, nad sia.ed 10 a leiter 10 the vinstry of Petro-
leum and Chemicals that it would be necessary to provide adequate
width on either side and below the pipeline in the coal seams as a
measure of protecuon. OUn the Zlst December, 1964, he wrote to
Messrs. Lodna Coinery, one ot the coal companies affected, that res-
trictions on the working will have to be imposed if the pipeline is
permitted to pass over coal bearing areas,

7.7. Acquisition of right-of-way for the pipeline in the ccal min-
ing areas was suspended from September, 1963 to April, 1864. In
January, 1964, the construction team was still near the starting point
at the South end, i.e.,, near Haldia in Midnapur District, and actual
construction started on 8ith March, 1964. However, an additional
construction team started from south of Burdwan (approximately
100 kh. from the coal mining area) and began to work its way up-
wards towards Asansol and Barauni from 16th March, 1964. On this
basis the land was required in the Asansol area sometime in April,
1964. Accordingly, the Indian Refineries Ltd. management kept on
requesting the Ministry of Petroleum and Chemicals to issue instruc-
tions to the coal mining experts of Government for removing their
objections so that notification for acquiring right of way over the
coalflelds could be issued. On the 8th April, 1964, the Ministry of
Petroleum and Chemicals issued a letter addressed to the Govern-
ment of West Bengal (Appendix VILI) in which it was stated that
there need be no apprehension regarding the safety of coal mines
as a result of laying the petroleum pipelines. It was added: “How-
ever, if any safety or protective measures are required for the safety
of the pipeline, the same will be adequately provided for at the cost
of the pipeline authority.” After the issue of this letter the noti-
fications for acquisition of the right of way in the Police Stations
Jamuria, Raniganj, Ondal, Asansol, Kulti, Salanpur, etc., were issu-
ed. However, the construction team could complete laying only upto
Ondal by the 18th May, 1964, when construction activities were sus-
pended owing to the monsoon. By the middle of February, 1965,
the pipeline was laid over the whole of the coalfields area.

7.8. The portion of the Haldia-Barauni pipeline laid in the coal
field area which is between Ondal and Salanpur about 45 kms., one
third of which lies over lease hold areas and the rest passes over
abandoned coal fields and unleased coa] bearing areas. Several coal
companies like Lodna Collieries, Bengal Coal Co., Andrew Yule Co.,
Madhavpur Coal Co. Private Ltd. and National Coal Development
Corporation had interests in the area,

7.9. At the end of January, 1965, M|s. Lodna Collieries served a
notice demanding compensation of Rs. 49 lakhs for alleged loss of
28 lakh tonnes of coal locked up under the pipeline and stated that
the notifications issued under the Petroleum Pipelines (Acquisition
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of Right of Users in Land) Act, 1962 were ultra vires of Article 14
of the Constitution. At the beginning of February, 1965 M|s. Lodna
Collieries obtained a rule under Article 226 of the Constitution from
the Calcutta High Court to show cause, why a writ of Mandamus
should not be issued directing the cancellation of the notifications
issued under the Petroleum Pipelines (Acquisition of Right of User
in land) Act, 1962. A similar rule was obtained at a later stage on
behalf of Bengal Coal Co. which claimed a compensation of Rs. 213.68
lakhs for alleged loss of about 122 lakhs tonnes of coal.

7.10. In May, 1966, the petition for writ of Mandamus filed by
Bengal Coal Co., was dismissed by the High Court as the party could
not produce any evidence to show that they had been restrained in
any way from the extraction of the coal under the pipeline.

7.11. In respect of Lodna Colliery, the Calcutta High Court gave
its judgement on 25th August, 1967, on the writ petition, and the
Court ordered that the compensation claims for the Right of User in
Land in the coal field areas should be heard denove by the Compet-
ent Authority under the Petroleum Pipelines (ARUL) Act, 1962, as
the Lodna Colliery could produce letter dated 21st December, 1964
from the Chief Inspector of Mines (now Director General Mines
Safety) Dhanbad in which the latter had declared his intention to
apply restriction on coal mining under the pipeline. The Compelent

Authority who heard the case directed the Lodna Collieries to
arrange for the inspection of the documents by the Solicitors of the
IOC showing their mining rights etc. In the area concerned and to
supply full particulars as to how the claimant had arrived at the
estimate of 28 lakhs tonnes of high grade coal which had been alleg-
ed to been blocked on account of the laying of the Pipeline and for
which a compensation of Rs. 49 lakhs had been demanded. The
Lodna Collieries did not produce any documents in support of their

claim,

7.12. In the judgement delivered by the Calcutta High Court on
25th August, 1967, mentioned above it was ordered that the Compe-
tent Authority should commence the rehearing proceedings within
the first week of February, 1968, and complete the same within 4
months from the date of hearing. The first hearing took place on

' rebruary, 1968 and, therefore, as per orders of the Court the
whole proceedings should have been completed by 7th June, 1968.
As the petitioners did not produce any document in support of their
claim the Competent Authority could not complete its proceedings by
the stipulated period and, therefore, Solicitors on behalf of IOC
filed a petition in the High Court praying that an order be issued
to the Competent Authority asking him to dismiss the claim of
Mj|s. Lodna Colliery or to direct the Competent Authority to decide
and determine the said case within a reasonable time. The petition
which was admitted is stated to be still pending in the High Court.
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7.13. In addition to the claim of Lodna Colliery mentioned above
compensation claims in respect of three more collieries (viz, Sibpur
Coal Co. Rs. 80.50 lakhs, New Bribhum Coal Co. Rs. 211.75 lakhs; and
Bengal Coal Co. Rs. 224 lakhs) are stated to be pending for hearing
in the Dist. Judge’s Court at Burdwan. These claimants could not
so far file necessary evidence and documents in the court in support
of their claim and, therefore, the cases have not come up for hearing
8o far. So far as Bengal Coal Co. is concerned their earlier writ
petition in the Calcutta High Court was dismissed by the Court as
the party could not produce any evidence to show that they had
been restrained in any way from the extraction of tie coal under the
pipeline. The other two collieries have also not so far produced

any evidence to show that they had been restrained from extraction
of the coal under the pipeline.

7.14. In February, 1965 Bechtel's representatives in Delhi had
written to his principals in San Francisco asking for advice on the
problem of building pipelines across coalfields. The San Francisco
office replied on the 8th February, 1965 that in such matters it would
be necessary to obtain the advice of a mining consultant engineer
for recommendation on the nature restrictions to be imposed on the
mines near the pipeline.

7.15. In June, 1965 Bechtels wrote to Indian Refineries Ltd. that
Shri C. J. J. Raju, a mining consultant engineer, may be engaged for
the above purpose. Shri Raju who was appointed to further study
the problems of the HBK Pipeline routed through the Raniganj coal
fields, was a consultant to the Government of Orissa Miving
Carporation and he was recommended to Bechtel by a Technical
Engineer from AID New Delhi and this recommendation was also
supported by a former consultant to AID in India who was then
posted in Washington.

7.16. At the beginning of August, 1965, the Ministry of Petroleum
and Chemicals wrote to Indian refineries Ltd. recommending the
engagement of the Mining Expert suggested by Betchel. Shri C.J. J.
Raju was accordingly retained to give his opinion on the problem.
After studying the problem in consultation with various authorities
and after a detailed tour of the areas, Shri Raju submitted a report
on the 18th November, 1965 in which he stated inter alia that “it
would be a desirable step to divert the pipeline or lay a new pipeline
over nearby areas free from coal deposits. In the meantime it may
be possible to keep up the pumping of oil through the present pipe-
line with the advice and guidance of the Chief Inspector of Mines.”

7.17. Shri Raju's report was discussed in the inter-ministerial
meetings attended by the representatives of the Ministries of Petro-
leum and Chemicals, Mines and Metals, Coal Controller, Chief Ins-
pector of Mines, Planning Commission and 1.0.C. Taking all the
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factors into consideration, it was felt that the best way would be
to plan for restricted diversion of the pipeline within the next two
or three years which could fit in with the diversion over the com-
plete coal field area should such a course be found necessary at a
later date, and the pipeline permitted to be in operation till then
with proper safeguards.

7.18. Pollowing that decision, a survey and design team was
stationed at Asansol under a senior engineer of the Pipelines Divi-
sion. The Survey Report was received on the 2nd November, 1966
and it was found that it would be necessary to build a diversion of
93 Kms. in order to avoid coalfields spread over 75 Kms. of the pre-
sent pipeline. Construction of this diversion was estimated to cost
about 195 lakhs. The matter was placed before the Board of Direc-
tors on the 28th December, 1966 who sanctioned the same. Since it
involved a capital expenditure in excess of Rs. 50 lakhs, it was
necessary to obtain the approval of the Government of India under
article 116(4) of the Articles of Association of the Corporation.
Sanction of the Government of India was received on the 12th May,
1967.

Investigation Committee

7.19. An Investigation Committee consisting of the representa-
tives of the Director-General, Mines Safety, National Coal Develop-
ment Corporation, Government of West Bengal and IOC was cons-
tituted in May, 1968 to conduct actual ground study of the coal
mining areas through which the pipelines passes and to examine and
report on the following points in particular and on other possible
related matters.

(i) The Portions, if any, likely to be affected taking into consi-
deration possible subsidence fire-hazard, coal workings
etc., and the extent thereof;

(i) The nature and extent of restrictions which may have to
be imposed under various Acts and Regulations on Mining
Coal in the actual coal working areas;

(i:i) To prescribe ways and means to reduce loss of coal by
modification of mining and that of Pipelines maintenance

practices.

7.20. The report of the Committee was received on 16th September,
1968.

7.21. The Investigation Committee in this report stated that
“Consider'ng all aspects of the problem the Committes has come to
the conclusion that laying of the pipeline in the present alignment
through the coal field area has not been a happy choice. In its wake
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it has brought up a number of problems which have to be faced by
India Oil Corporation throughout the life of the pipeline at a heavy
recurring cost. It will have to maintain a constant vigilance over
the pipeline with a special squad sufficiently equipped with men and
materials for the purpose. Even then Indian Oil Corporation would
not at any time be free from constant anxiety regarding their pipe-
line and the fear of affecting the mines. However, in view of the
fact that laying of the pipeline is a “fait accompli” and it is in com-
mission the Committee has recommended certain preventative and
palliative measures in general considering that the pipeline is of
national importance, the Committee only hoped that the mine
managements will give a little more enlightended consideration
while extracting coal in the close vicinity of the pipeline.”

7.22. The Investigation Committee also recommended that *“a
portion of pipeline over a length of approximately 12,4000 ft. should
be diverted. ” (Findings of the Investigation Committee are at
Appendix 1X).

7.23. In reply to a question as to why it was decided to lay the
pipeline through coal bearing areas when it was objected to by the
Chiet Inspector of Mines and Mining Adviser of West Bengal Gov-
ernment, the Corporation has stated as follow:

“The Mining Adviser to the Government of West Bengal in
his letter No. 3158-Mines, dated 18th September, 1963
addressed to the competent Authority had objected to the
laying of pipelines thro’ coal bearing area on the follon-
ing grounds:

(i) Laying of the pipeline would permanently block a huge
quantity of coal and the cost of coal which would be
a loss to the nation would come to about Rs. 350
crores out of which Rs. 20 crores would be the loss
to the State Government by way of royalty.

(ii) The conditions of some of the old workings of collieries
were not known and the same might cause subsidence.
Any subsidence in the pipeline area was bound to
affect the pipeline itself. If the pipeline, due to subsi-
dence, bends and cracks and if the petroleum pro-
ducts flowed into any working mine through any sur-
face cracks, the mine would be lost as it would be
difficult to pump out petroleum from the working
mine and if the petroleum product found its way into
any fire area, present or future, the situation would
be beyond control and the resultant fire would fur-
ther affect the pipeline.
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(iii) In spite of the best efforts by the Mines Inspectorate ana

other Organisations, there might be subsidence in the
mines adjacent to the pipeline and the subsidence
could affect the pipeline itself. Depillaring in the
adjacent area might cause fire and the Raniganj cocal
was very liable to spontaneous combustion. The
fire might grdually eat up the coal barrier under the
pipeline. This barrier would invariably be punctured
at many places for effecting entry into the coal bear-
ing land on either side of the pipeline and the fire,
which might develop into the depillared area, would
aggravate the situation as it would pass through the
connecting roadways through the barrier. Moreover
coal was burnt in open stack extensively in the coal
field for manufacture of soft coke and it might be
difficult to control such open stock fire. Any fire on
the surface or under ground would be a potential
source of danger to the pipeline itself”.

7.24. The Corporation has stated that the Chief Inspector of
M:nes advised the following objection in his letter of 22nd October,

1964: —

Sas
L=

“From a scrutiny of the plan that had been forwarded by the

Coal Mining Adviser it was seen that the pipeline will
pass over mines where a number of seams have been
developed. The depth of the cover below the pipeline
near the outcrops of the seams is negligible. In fact the
pipeline cuts across and outcrops of several coal seams.
The extraction of seams in these seams by caving method
is bound to result in subsidence of surface which will
depend on the thickness of the seams. As the cover will,
in some places be as small as 30/40 ft. the subsidence in
such cases may be as much as 2/3 metres in a seam 4/5
metres thick. This subsidence will increase if two or
more seams are extracted beneath the proposed pipeline.
The subsidence caused by the extraction of one thick
seam will be sufficient to cause a serious damage to the
pipeline as the ground supporting the pipeline will sink
almost vertically leaving no support for it

7.25. It may not be enough to provide, as proposed, a minimum
width of 10 ft. or 5 ft. on either side of pipeline under which there
would be no extraction of coal. The extent upto which such sup-
port for the protection of the pipe will be necessary would depend
upon the thickness and depth of the same underneath.”
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7.26. Aga'n the Chief Inspector of Mines in his letter dated 15th
January, 1965 to the Ministry of Petroleum and Chemicals disagreed
with tho opin‘on of the expert of the Indian Refineries Ltd., and
brought out the following points:

“As 1 have already indicated in my letter No. 5638 I-G, dated
22nd Oclober, 1964, I cannot agree with the opinion of the
expert of the Refinerics Ltd., that there should be no min-
ing restrictions on coal mining operations below the oil
pipeline at depths of 100 ft. and more. I do not know the
basis of this opinion. So far as experience in this country
goes there will be a considerable subsidence if a thick
seam is extracted by caving system. The extent of subsi-
dence would of course depend on the depth of the cover
and the thickness of the seam as also on the method of
extraction. Thick seam when extracted at a depth of
say 430 to 500 {t. even “would cause considerable subsi-
dence on the surface and there have been cases in coal
fields where subsidence at such depths has exceeded 3 to
4 metres in depth. 1 am therefore not prepared to accept
that depillaring at depths greater than 100 ft. would not
cause any damage to the p.peline. In my opinion it
would be necessary to leave at least 25 feet solid coal on
cither side of the pipeline if damage to the pipeline is to
be prevented while a thick seam is extracted with caving
system in vicinity of the pipeline. More support may
however, be necessary if there are any faults or dykes
traversing the ground near the pipeline. If extraction of
coal is done in conjunction with hydraulic sand stowing
the depth beyond which no such restriction may be laid
would depend upon the thickness of the seams extracted
and depth of cover.”

I may add that the subsidence may not only course damage
to the pipeline but would also result in oil leaking into
the underground workings through the broken ground.
This could be a source of danger as the oil may cause fire
and explosion which in turn are likely to cause loss of
life. I would also like to point out that with the pipeline
laid over the coal bearing area huge quantity of coal be
locked up because this department would not permit de-
pillaring underneath the pipeline without laying down
the restrictions regarding leaving of solid support for the
pipeline as indicated above.”

7.27. The Committee enquired when the Mining Adviser to the
Government of West Bengal had objected and had stated that ‘it
would be very unwise to lay the pipeline where the‘coal-mines were
being worked’, why was it decided to lay the pipeline through that
area. The Ministry have in reply thereto stated:
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“So far as the objection raised by the Mining Adviser to the
Government of West Bengal is concerned the matter was
considered at length at a mceting held on 15th October,
1963 by the Government of India, Ministry of Mines and
Fuel in consultation with the experts of Snam Progetti
of Italy, who designed the pipeline system and the
Bechtel Corporation of U.S.A., who were IOC’s managers
and technical consultants for the pipeline. Both Snam-
Progetti and Bachtel, with their worldwide experience of
laying pipelines, including those over coal bearing areas,
were firmly of the view that:

(i) There was no danger to the pipeline in coal bearing
areas where the first working has been done and
the coal was standing on pillars, even though such
subsidence might occur on depillaring operations.
The pipeline would be able to adjust itself to the
subsidence that normally occured in such areas. There
was also no danger of leakage arising on this account
and causing any danger to the coal fields.

(ii) So far as the pipeline was concerned, it was not neces-
sary to provide any protection by way of keeping
some coal bearing areas unworked.

(iii) No special steps were necessary by the owners of coal
mines merely because the pipeline passes thro’ the
area, and there was, therefore, no question of any
compensation.

(iv) Altering the alignment will involve new design and
possibly new equipment, leaving Asansol completely
out, a proportionate increase in the length of the
line and substantial delays in the completion of the
work.”

7.28. “There was again another meeting on 21st December, 1963
between the Coal Mining Adviser, Ministry of Steel Mines & Heavy
Engineering, Chief Inspector of Mines, representatives of Bechtel
Corporation and of the Ministry of Petroleum & Chemicals, and the
General Manager (Pipelines) of IOC. At this meeting, the Bechtel
representative again reiterated their views and added that where
the overburden was more than 100 ft. there should not be any res-
triction for any sort of mining.

7.29. Taking all the factors into account the Ministry of Petroleum
& Chemicals with the cor.currence of the Department of Mines &
Metals addressed the West Bengal Government in their letter
dated 8-4-1964 answering the objections raised by the Mining
Adviser to the Government of West Bengal.”
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7.30. During the course of evidence the Committee drew atten-
tion of the representative of the Ministry to their letter No. 21|62{63-
ONG, dated the 8th April, 1964 to the Government of West Bengal
Commerce & Industries Development, Calcutta (Annexure VIII) re-
garding laying of pipelines through Raniganj Coal fields, which
was issued with the concurrence of the Department of Mines &
Metals, Ministry of Steel, Mines and Heavy Engineering and enquir-
ed whether the Indian Mining expert agreed to the laying of pipe-
lines through coal fields before the above letter was issued. It was
stated that the Ministry of Mines & Metal got the approval of the
Mining Adviser to the issue of that letter.

7.31. The Committee pointed out that whenever the Indian
experts of the Ministry of Mines and Metals and the West Bengal
Government were consulted, they were all of the view that it was
not safe to lay pipelines over the coal belt area. Inspite of that,
why the Ministry thought it fit to accept the advice of 1.0.C’s expert
—M]|s. Bechtel, that the pipeline would be safely put over the coal
bearing areas. The Special Secretary to the Ministry, stated that
in order to get the perspective as to how that thing came to be, it
might be useful to consider the period prior to 8th April, 1964, as
a separate chronological entity from the period after 8th April, 1964.
The reason being that particular clearance of the Ministry was
issued on that day i.e. the 8th April, 1964, when a firm decision had
been taken and acted on. He stated that it was true that prior to
8th April, 1964, there were cautionary elements in the advice of
Indian Mining Experts of the Government of India and the West
Bengal. But against that advice, they had the advice not only from
Betchel, but from Snam also which was in favour of laying the pipe-
line in the coal bearing area. Several discussions between the
Indian Experts and Bechtels were arranged. These differences of
opinions came to a point where Government had to take a deci.si'on.
The advice given on the letter of the 8th April, 1964 by Coal Mining
Adviser reproduced below revealed the circumstances: —

“I had separate discussions with Shri Kashyap and he men-
tioned to me that the pipeline project was very important
and required to be completed without any delay in na-
tional interest. As reported in note (42) above, GM (PP)
was unable now to alter the alignment as suggested by me
earlier i.e. along the railway line or the G.T. Road, since
laying of pipeline as per the present alignment is a must,
it was agreed that the Indian Refineries Ltd. may under-
take to provide necessary protective works for safety of
the pipeline in the coal mines as per rules and regula-
tions relating to the working of the coal mines.
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In view of the circumstances explained above, and provision
for necessary safety measures, I feel we can now concur
to the issue of the letter to the Government of West
Bengal.”

7.32. The Committee drew the attention of the Special Secretary
of the Ministry to the fact that as the Coal Mining Adviser was
subordinate to the Ministry and as it was stated “Since laying of
pipeline as per the present alignment is a must. . . . “The Coal
Mining Adviser had to accept the decision of the Ministry. The
Coal Mining Adviser, by adding the line in his note that “as per the
present alignment is a must . . .”, in fact was not a party to that
?elclision. The Special Secretary of the Ministry replied as
ollows: —

“My own assessment of the position is this. We had practi-
cally no experience in this country about taking such a
pipeline over such an area. It was our first job. Our
Mining experts also had no experience of that in regard
to this country. Their acknowledge on the subject was
academic and, to some extent, based on any observation
they may have made outside the country. We got cate-
gorical advice from the persons who claim to have laid
pipelines in various countries of the world in other some-
what similar terrain.

I think, the process that worked was that the Ministry
thought the advice was of a more practical content,
possibly, because we are also conservative by temperament
and so on, and, therefore, they were thinking on those
lines. I think, some such psychological or emotional pro-
cess took place. While these things went on at a particular
time, our experts thought, taking the administrative
Ministry’s position into consideration together with the
guarantee by the Ministry that they would provide any
protective works that were necessary, about these things
and decided to let them go ahead. I think something of
that kind happened.

There is a little bit of retrospective history to suggest that
perhaps, though it might have been wiser to avoid this
hazard altogether, to some extent, the decision taken was
not unwise because we have run that line for almost two
years and, as far as the breaches and leakages and all that
in that line go, that has proved incorrect. In fact, com-
sidering this case I am told there are cases where some-
times breaches and leakages have occurred, without

damage.
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7.33. In regard to the other points of actual mining operations
have been done under these very specific areas, that of course has
not been put to test. But a part of the fears have ben put to test
and have been found so far, over two years, not well-founded
though two years experience may not be adequate. But it is some-
thing, I think some kind of psychological thinking as described
determined the position. Then, there were also other factors like
the survey of the area, particular alignment fixed and so on.”

7.34. Regarding the Ministry’s note, the Special Secretary
informed the Committee that there was a note of the time which
reads as follows:—

“The question of carrying petroleum pipelines over coal flelds
was discussed in detail, in the room of Shri S. N. Sahgal,
C.M.A,, today Shri M. Gopal Menon, BM. (PP) and Shri
B. Subba Rao, Under Secretary, were also present.

GM (PP) pointed out that it was not possible under the
present circumstances, to change the alignment of the
Haldia-Barauni pipeline so as to take it along side railway
lines or the national highway. This would not only mean
extra expenditure on account of the increased mileage
resulting from the detour, but also the pipeline project
would get delayed by about a year. The Cabinet had
given the top most priority to this pipeline and had de-
sired that it should be taken up on an emergency basis.
Therefore, the original pipeline alignment over the coal
fields could not be changed. The only alternative was,
therefore, to meet the objections of the coal mining
authorities for so laying the pipelines.

C.M.A. pointed out that in view of these circumstances, there
was no alternative but to take the pipeline on the coal
field although he was persoaally not in favour of such a
step. CMA pointed out that in certain areas, where the
over-burden was extremely thin, safety measures such as
stov'ng etc. may have to be taken. In some areas coal may
have to be reserved in order to avoid a danger to the

pipeline.

After detailed discussions, it was agreed that in case any pro-
tective works became necessary in the coal mines for the
safety of the pipeline then such safety measures will be
adequately provided for in accordance with. the various
rules and regulations relating to the working of coal
mines. This was agreed to by the GM (PP).
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A draft letter to the West Bengal Government was then pre-
pared and the concurrence of both CMA and GM (PP)
was taken. This draft is placed in the file below. Depart-
ment of Mines and Metals may now kindly accord
concurrence to the issue of the said letter.”

7.35. The Committee regret to note that the entire question of
laying the pipeline through the coal bearing area has not been
dealt with care and caution it deserved. They note that India
Technical opinions had been throughout against the laying of pipe-
line through the coal bearing area. The Mining Adviser to the
West Bengal Government (on 17-9-63) followed by Chief Mining
Adviser to the Ministry of Mines and Fuel (on 14-10-63) and Chief
Inspector of Mines, Dhanbad (on 21-12-63) had emphatically and
repeatedly objected to the laying of this pipeline through the coal
bearing areas. The foreign technical advisers of the Corporation
viz.Snam-ProgettiBechtel however, held contrary views and cate-
gorically stated that no technical difficulty or risk was involved to
the pipeline or to the coal bearing areas and insisted that the pipe-
line should be laid as suggested by them. Ignoring the warning of
the Indian experts, LR.L, accepted the advice of their foreign tech-
nical advisers and wrote as follows in their letter of January, 1964:—

“There will be no danger to the pipeline if it is laid in the
coal mines and if any protective measures arc necessary
for the pipeline at certain specified points, they would be
undertaken by the pipeline authorities and at the same
time requested the Ministry to obtain necessary clearance
from the Coal Mining experts.”

7.36. The Committee is surprised to find that Bechtels, ihe con-
sultants of IRL in their letter, dated the 20-12-1963 confirming that
the crossing of coal Mining areas presents no technical difficulties
to the products pipeline stated categorically that from their expe-
rience of construction of pipeline in coal mining areas in the US.A,
France and Germany no difficulty has been experienced. @ While
accepting the advice, the Committee find that Bechtel did not point
out any specific instance of a place or area in a foreign country
where the pipeline has been laid through the coal fields.

7.37. The Committee find that while the question of laying pipe-
line through coal bearing areas was being discussed in November-
December, 1963 in consultation with the Coal Mining Adviser to the
Government of India, the Managing Director, Indian Refineries
Limited is on record as having stated at a meeting with representa-
tives of Bechtels and Snam regarding the location of Ruderani Ter-
minal that “there will not be any change in the alignment of the
Haldia-Barauni Section of the Pipeline.” This would suggest that
the issue had been foreclosed at administrative level of Indian Re-
fineries even while the discussions were going on with the Mining
experts of the Government.
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7.37. After the completion of project again in February, 1965
Bechtels representative in Delhi wrote to their principals in San
Francisco Office asking for advice on the problem of laying pipelines
across coalfields. The San Francisco office replied on the 8th Feb-
ruary, 1965 that in such matters “it would be necessary to obtain
the advice of a mining consultant engineer and they recommended
that Shri C.J.J. Raju be consulted”. The Committee find that Shri
Raju in his report has inter alia observed that during his visit to
Jharia coalfields, he found that “the safety pillars left below the
township and public roadways are liable to be destroyed due to the
fires in the neighbouring goafs and that cracks extended to the sur-
face above the safety pillars were emitting smoke. Mr. Hoaffert of
Bechtels on his note on the visit to the coalfields on 8th April, 1965
noticed fire on the surface”. In the opinion of Shri Raju “this
hazard of the pipeline being exposed to hot smoke due to fire, ete,,
the cracks cannot be ruled out. This aspect of the problem did not
seem to have been given the necessary consideration by Snams
Engineering while planning the layout of the pipeline. Even when
the question of advisability of laying the pipeline was questioned,
both Bechtels (consultants to I0C) and Snam (Design Contractors)
did not seem to have studied it in all its aspects and given the
necessary advice at that stage in which case the difficult problem
could have been avoided”. Shri Raju in his report also stated “that
it would be a desirable step to divert the pipeline or lay a new
pipeline over nearby areas free from coal deposits”,

1.39. The Committee further find that neither Indian Refineries
Limited nor Government had consulted the Geological Survey of
India or asked them to prepare the section showing the outlay of
coal seems along the pipeline till Shri Raju specifically asked for
the map which was prepared for the first time at his instance.
Shri Raju in his report has mentioned that a number of collieries
over which the pipeline passes viz Sripur, Satram, Madhavpur etc.
have gassy fires and that in some of these collieries, particularly
old ones, where working has been discontinued, fires may start any
time,

7.40. Shri Raju's report was discussed at a Inter-Ministry meet-
ing on 8-2-1966 and a decision was taken to “plan for a restricted
diversion of the pipeline over the worked leased held areas within
the next two or three years and the pipeline permitted to be in
operation till then with proper safegards”.

741. It was ultimately decided by the IRL Beard|Government
on the Report of a Survey and Design team set up for the purpose
to a diversion of 9¢ kms, to avoid the coalfields at a cost of Rs. 195
lakhs, which was sanctioned by the Government of India on
12-5-1967.
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7.42. The Committee feel that it is indeed unfortunate that the
Government disregarded the opinion of the Indian Mining Experts
and completely relied upon the advice of the foreign experts for
laying the pipeline through the coal-fields. As the events have
proved, the views of the Indian experts have ultimately prevailed.

7.43. The other point that the Committee have noted with regret
is that IRL made a commitment of providing necessary protective
measures in the coalfield area without examining and knowing the
financial implications for such a commitment and even without
knowing fully what those protective measures would be. Curiously
enough, the protective measures were to cost Rs. 18 crores as against
the laying of new pipelines which was to cost Rs. 2 crores. The
Committee are extremely surprised to find that the IRL|Govern-
ment had never applied its mind to the economies of the protective
measures vis-a-vis the expenses of laying new pipelines which is
unpardonable. What surprises the Committee most is that IRL|
Government before making their commitment amounting to Rs. 18
crores for protective measures never deemed it necessary to scek
the prior approval of the Finance Ministry which was obligatory.

7.44. The Committee find that Government consulted the Burma
0il Company (Pipelines Division) in London in 1967 taking into
account the fact that BOC Pipelines Division were working as con-
sultants to Oil India in Naharkatiya Barauni crude pipenines. The
Committee feel that the expert advice should have been sought at
an earlier date so that their recommendations about the use of regu-
lated mining practice, adoption of hydraulic and stowing etc. could
be brought to the notice of the mining experts and mining concerns
for consideration and allay their fears. The Committee are also
of the view that the Investigation Committee which was appeinted
in May, 1968 should have been appointed in 1963 when the Mining
Advisers to the West Bengal Government and the Advisers to the
Government of India had objected to the laying of pipelines
through the coal bearing areas in no uncertain terms and if that was
done all these lapses would not have occurred.

745. The Committee regret that the indifference of IRL|Gov-
ernment went to the extent of ignoring to ask for a third set of
independent opinion before accepting the defective advice. The
Committee is convinced that such gross indifference dereliction of
duty of the officials of Government{IRL being inexcuseable, impar-
tial inquiry followed by severe punishment of guilty officials for
the lapses is called for.

7.46. The main contention of the IRL in not agreeing to consider
the proposal for diversion of alignment of the pipeline through the
coal-bearing area in 1963 and 1964 was that a decision to realign
the pipeline would result in considerable delay. The Committee
desired to know the estimate of the delay that would have been
caused, but no precise reply was forth-coming from Government.
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7.47. The Committee would like to point out in this connection
the following two salient facts:—

The first contract for construction work was signed with
Snam on 31st July, 1963. The first objection of the West
Bengal Government Mining Adviser to the West Bengal
Government to the proposed alignment of the pipeline
through coal-bearing areas was raised on 18-9-1963. The
actual construction was started only in October, 1964.

7.48. It is also pertinent to recall that the Executive Project
Report in the form of “drawings and specifications” came in piece-
meal from 1963 till 1966 when the Project was completed.

7.49. Another rcason put forward by IRL for not considering
realignment of the pipeline is that it would have involved payment
of damages to the contractors for down time for keeping their
machines and men idle on the job., No estimate of the down time
payment has been given to the Committee but judged from the
actual rate of down time payment made to the contractor for non-
availability of land etc., the Committee feel that its quantum would
have been far less than the cost that would have been incurred for
realigning the pipeline at that stage to avoid the coal-bearing area.
The least that the Committee could expect from IRL|Government
was that they should have carried out a most careful appraisal of
the various alternatives such as cost of realignment and payment of
down time vis-a-vis the grave hazard of pushing the pipeline through
the coal mining area against the advice of mining experts of Gov-
crnment. The Committee have pointed out elsewhere in the Report
how the existing alignment of pipeline through the coal-bearing area
is alleged to have resulted in locking up of coal reserves to the
tunc of Rs. 350 crores and carried an implied commitment to thc
tune of Rs. 18 crores on stowing works to minimise the hazard of
fire in the area surrounding the pipeline.

7.30. It is, therefore, cvident that in actual fact there was a
time lag of over one year in the signing of the agreement and its
execution which could have been used with prudence te go into all
aspects of realignment and taken a decision in the over-all interest
of the Project.

751. Another fact which comes prominently to motice in this
casc is that complete reliance was placed by the Public Undertak-
ings/Government on foreign companies for the preliminary Project
Report, cxecutive Project Report, engineering details, project exe-
cution, design monitoring and management supervision without
cxercising their right to over-see and scrutinise their actions to en-
sure that they were in the best interest of the country. The abject
reliance on foreign companies went to the extent of rejecting out-

right the expert advice of Government's own Mining engineers.
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752. The Committee would like the Public Undertakings/Gov-
ernment to learn the lesson from this costly lapse that the respon-
sibility for over-seeing the work of foreign collaborators should in
no circumstances be compromised and that vigilance should be
exercised at every stage to hold the foreign collaborators responsi-
ble for discharging their obligations under the contract faithfully.
Government should also take care to make adequate provision in
the agreements to safeguard their right to recover money for da-
mages suffered or short-falls in capacity as compared to the designed
capacity contracted and paid for.



Vil
CENTRAL VIGILANCE COMMISSIONER

The circumstances in which a portion of the Haldia-Barauni pipe-
line was laid in Bengal coal fields area was entrusted by the Govern-
ment of India to the Central Vigilance Commissioner for investiga-
tion on 30-6-1967.

8.2. During the course of evidence of the Ministry of Petroleum
and Chemicals and Mines and Metals (Department of Petroleum and
Chemicals) the Committee enquired as to why did the Ministry refer
the case about laying of Haldia-Barauni pipeline through coal bear-
ing areas to the Central Vigilance Commission and what were the
terms of reference?

83. Following were stated to be the terms of reference of the
Rau Committee:

“To enquire into and report on the circumstances underlying
provi:ional selection of the pipeline alignment between
Ondal and Salampur, the objections raised thereto, the
considerations given to the objections by IRLL and the
Government of India, the decision of the Government in
April, 1964 to confirm the alignment, the further course
of events leading upto the laying of the pipeline in late
1964 and early 1965 and the eventual decision to realign
the route.

Without effecting the generality of the foregoing scope, the
enquiry shall deal with the following matters in parti-
cular:

(i) Can the pipeline Engineers, Snam Progetti be assumed
to have exercised due diligence and given adequate re-
gard to Indian laws and regulations in proposing the
alignment of the pipeline between Ondal and Salampur?

(ii) On the receipt of the West Bengal Government’s objec-
tions, were the different aspects of the matter considered
with proper care and in full consultations with the se-
veral authorities concerned? If not, what deficiencies have
arisen or defaults been committed, and who if any one,
should be held responsible therefor?

94
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(iii) What view must be held about the expert advice given
by Bechtel and Snam Progetti on the objections to the
proposed alignment? Should or can either or both of
them be held in any way responsible legally or other-
wise for the loss now being caused to I.0.C. and should
any further action be taken about any such liability?

(iv) On the clearance of the alignment by the Government
of India in April 1964, did IRD|IOC address itself pro-
perly to a determination of the safeguards to be provid-
ed on the proposed alignment and the costs likely to be
incurred? Has there been any delay, or omission in this
matter, and if so, who is responsible for it?

(v) With the receipt of many represeritations from mine
owners and in the light of the further discussions with
the coal mining authorities in the second half of 1964,
should or could IRL|IOC have decided to abandon the
alignment and adopt an alternative one, having regard
also to the known delay in the completion of the Barauni
Refinery and the need to operate the pipeline? In not
taking such a course, did the Company act in an impro-
per or hasty or reckless manner?

(vi) Was the Board of Directors of IRL|IOC kept informed of
the developments in this matter and was the Board ap-
proval obtained to the steps taken from time to time? To
what extent, if any, have there been improper omissions
in seeking necessary approvals and sanctions? Who
should be held responsible for any such omissions?

(vii) Should any of the officials concerned with this matter
in the Ministry of the Government ‘of India and the IRL)|
IOC be held to have been prima facie careless or negli-
gent in the discharge of their responsibilities? Should
any action be taken against any of them. If so, what?

(viii) Any other related matters.”

8.4. In response to the Committee’s query as to why did the Min-
istry think it fit to refer the matter of laying the Haldia-Barauni
pipelines to Vigilance Commission, the Special Secretary of the Min-
istry informed the Committee that Government had decided to divert
the pipelines away from the coal fields at a cost of approximately
Rs. 2 crores, and for that they had to go to the Ministry of Finance.
The then Finance Minister (Shri Morarji Desai) when saw the whole
case, said in his note reproduced below that he was not quite satis-
fled with regard to the sequence of events in that case and advised
that an enquiry may be made into it:

“I agree, in the circumstances. that diversion is inevitable and
this may be approved.
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This appears to be a very bad case and has led to a wasteful
expenditure of nearly Rs. 2 crores. This seems to be due
almost entirely to the negligence and to the number of
errors committed by those concerned. In particular, I
note that, while the Chief Mining Inspector was consult-
ed at the beginning and he had objected to the laying of
the pipeline through the coal field and this objection had
been repeated by other technical officers like the Chief
Mining Adviser to the Government of West Bengal and
the Coal Mining Adviser to the Government of India also,
all this advice was disregarded.

Further, a commitment appears to have been made in the Mi-
nistry’s letter to the West Bengal Government that we
would undertake protective and safety measures and pay
for the same, without any calculation or.idea of the costs
involved in such measures. It was only much later on
that it was reported that these measures might cost as
much as Rs. 18 crores. This commitment was made with-
out any intimation or consultation with the Ministry of
Finance.

It is not clear how this matter was dealt directly between the
pipelines Division and the Ministry. The Boards of IRL
and the IOC, who were primarily concerned with the mat-
ter, do not seem to have been consulted in any way after
the first objections from the We:t Bengal Government
were received in September, 1963.

All these matters need an immediate “Enquiry” with a view
to fixing responsibility on the officials concerned at all
levels, both in the Pipelines Division and in the Ministry.
I would like the Minister for Petroleum & Chemicals to
consider instituting such an “Enquiry” straightaway, and

I shall be glad to be kept informed of the results of the
same.

I would also like the matter to be pursued further as to the
extent to which we can hold our technical consultants M;s.
Bechtels etc. responsible for the wrong advice they had
given to us and for the recovery of damages from them.”

&5. On an enquiry the Special Secretary informed the Committee
that Shri Rau, the Vigilance Commissioner, was entrusted with this
inquiry on 30.6.67 with the approval of the Minister for Petroleum
and Chemicals and the Prime Minister. On the 19th June, 1967, the
then Minister for Petroleum and Chemicals addressed the Prime Mi-
Minister regarding appointment of Shri Rau.



97

8.6. The Special Secretary of the Ministry stated in evidence as
follows: —

“Then Mr. Nayak wrote this note on 26.6.1967: —

“Shri Rau has agreed to carry out the Enquiry but wishes it
be entrusted to him as C.V.C. I see no objection to this.
Secondly, he says that since he must attend to the En-
quiry in addition to his other work, it may take 3 to 4
months before he can submit his Report. This also seems
acceptable. Finally as regards the terms of reference,
with which he generally agrees, he wanted that a clause
may be added to deal with “Any other related matters.”

8.7. On the 26th June, 1967, Mr. Nayak reported tc the Minister,
the result of his discussions he had with Shri Rau for entrusting the

enquiry into H.B.K. pipeline to him. On the 30th June, 1967, Mr.
Nayak addressed to Mr. Rau as follows:—

Following our discussion and your agreement, I am writing to
communicate to you formally the Government of India’s
deci-ion to entrust to you as Central Vigilance Commis-
sioner an enquiry into the circumstances in which a por-
tion of the Haldia-Barauni Pipeline was laid it now seems
wrongly in the Bengal Coal field area”.

8.8. The Committee were also informed that Shri Rau, Chief Vi-
gilance Commissioner retired “on the 23rd August, 1968” and again

after retirement he was appointed to carry on that investigation “in
his individual capacity”.

8.9. The Committee enquired as to who re-appointed Shri Rau
after retirement. In a written reply, the Ministry informed the
Committee that “Shri N. S. Rau’s agreement to complete the inquiry,
in his personal capacity, into certain matters connected with the
laying of the Haldia-Barauni Pipeline through the coalfields of West
Bengal even after having laid down his office as Chief Vigilance
Commissioner on 23rd August, 1968 was examined by the then Se-
cretary in consultation with the then Minister.”

The Committee has taken note of the reply given by Minister to

S. Q. No. 6829 on 20.4.1970 in Lok Sabha on this subject, which is
as follows: —

“(d) Minister’s written Order on the date on which extension
- was granted is not available in our records. Subsequently,
however, the then Minister of Petroleum & Chemicals, has

given in writing that the extension to Shri Rau Wwas
granted after taking his prior approval.”
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8.10. The Committee asked the Special Secretary of the Ministry
to read out the letter asking Shri Rau to continue the investigation
on retirement in his personal capacity. The Special Secretary read
out the following letter, dated the 20th August, 1968 from the then

Secretary, Shri Nayak to Shri Rau:—

“Dear Shri Rau:

The inquiry into certain matters connected with the laying
of Haldia-Barauni pipeline through the coal-fields in
West Bengal was entrusted to you last year in your
capacity as the Central Vigilance Commissioner. We un-
derstand that while the inquiry is nearly complete and
that it may take only a few weeks more for you to fur-
nish your report, you are due to lay down your present
ofice on the 23rd August, 1968. You have orally
offered to continue and complete the work thereafter in
an honorary capacity. I write to say that Government
thankfully accepts your offer. Any secretarial or other
agsistance that you may need from Government here-
after will be readily made available.”

8.11. The Special Secretary also read out the letter dated 21|22
August, 1968 from Shri Rau in reply to the letter of the Secretary of

the Ministry.
“Dear Shri Nayak:

When 1 had the pleasure of meeting you today, I mentioned
to you that I had received your letter of yesterday and
that I would like to mention one or two things which
would bring what is stated in the letter in conformity
with what I had in mind. It is stated in that letter that
I had orally offered to continue to work. What I had
indicated in the course of nry earlier talk we had was
that since I had not been able to complete my work
though it had progressed substantially, 1 should be glad
to complete the work in my individual capacity even
after I laid down my office as Central Vigilance Commis-
sioner if Govt. wanted me to do so. It would, therefore,
be appropriate to say that I agree to the Government’s
request that I should continue and complete the work.

As regards the stage of the inquiry, it is stated in the letter
that you understand that the inquiry is nearly complete
and that it would take only a few weeks more to furnish
the repart. I would like to say that a substantial part
of the inquiry has been completed and I also think that
the remaining part of the inquiry should not take a long
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time. 1t would, in the very nature of things, be very
difficult to say what time it will take, though, of course,
1 would like to complete the work as early as possible.
In this connection, I may also reiterate that after I lay
down my office on the 23rd instant, I would not be able
to take up the work for about a month since I have to
attend to some things which need immediate attention
and which I had planned to attend to on the basis that
I will have no commitments after I laid down my pre-
sent office. You agreed that the clarifications mentioned
above were in order.”

On 23rd August, 1968 Shri P. R. Nayak, Secretary, Ministry of
Petroleum & Chemicals wrote to Shri N. S. Rau as follows: —

“I have received your D.O. letter No. 58/CVC|R|68 dated the
21|22 August, 1968 and write to confirm that I am in agree-
ment with the position as explained by you.”

8.12. At the time of evidence (3.9.69) on enquiry from the Com-
mittee, the Joint Secretary of the Ministry stated:

“I have been in direct contact with Mr. Justice Rau. I met him
during the Budget Session of 1969. Thereafter, he had
been to Bangalore because he was not well. He came back
around the day the last session of Parliament was to com-
mence, i.e. 20th July. I contacted him again. I contacted
him on last Sunday again, i.e. on the 31st August. There is
one point which I am unable to say, because he has not
disclosed to me, as to what has been delaying it. But 1
think it is this as he indicated to me has made certain in-
quiries from one of the two foreign experts. With them,
I suppose, some point has been hanging fire for sometime.
His latest indication to me was that, in about a month’s
time, he should be able to submit the report.”

8.13. In a written reply to a query it was stated that it was not
considered necessary by the Ministry of Petroleum and Chemicals to
consult the Ministry of Home Affairs on the initial appointment of
Shri N. S. Rau, to enquire into matters relating to the HBK pipe-
line. Approval of the Prime Minister had already been obtained on
his original appointment. It was added “The report to be submitted
by Shri N. S. Rau would have the same force as any other report
submitted under either the Commissions of Inquiry Act or by De-
partmental Inquiring Officer or under Arbitration Act.”
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8.14. In reply to a question in Lok Sabha on 20th April, 1970 it
has been stated that following expenditure has been incurred on the
Commission of Inquiry upto 28th February, 1970: —

Rs.
*Trayclling cxpenses . . . . 33,750'95§
Board and lodging expenses . . . 11,778:91

Telephone charges . . . . 1,589 45

Miscellancous expenscs . . . . . 24812

Honorarium to his former PS . . . 4:500°00

Statf car (expenscs on petrol alone) . $,337°00

ToraL . . 57,204°43

e onm—

“In addition, it is also proposed to g};nt an honorarium (;f
R 7,500 to Prof. K. V. Subrahmanyam of Osmania Uni-
versity for assisting Shri Rau on technical matters.”

It has also becn stated that no expenditure was incurred on the
Commission of Inqury pror to the retrement of Shri N. S. Rao.

8.15. The Committee find that when the proposal for diverting
the Pipeline from the coal bearing areas for about a total length of
about 93 kmas. at a total cost of Rs. 195 lakhs was sent te the Minis.-
try of Finance for their approval and concurrence, the then Deputy
Prime Minister and the Finance Minister, while approving the
scheme of diversion on 6th May, 1967 remarked that “this appears
te be & very bhad case and had led to a wasteful expenditure of
nearly Ra. 2 crores and suggested an enquiry in the matter” with
a view to fixing responsibility on the officials concerned at all levels
both in the Pipelines Division and in the Ministry”. As a result
the matter was referred to the Chief Vigilance Commissioner Shri
N. §. Rau on 38th June, 1967, for investigation. The appointment
was appreved by the Prime Minister. Although it was expected
that the report would be submitted in 3 or 4 months time the report
was actually submitted as late as on 16th April, 1970. Shri Rau
retired as CVC on 23rd August, 1968, before submitting the report
on HBK Pipeline. Before his retirement, however, the Secretary
of the Ministry had discussions with him and he was requested to
continue the investigation in his personal capacity even after his
retirement as Vigilance Commissioner (the letter dated 20th August,
1968 from Shri Nayak to Shri Rau and the letter dated 21{22nd
August, 1962 from Shri Rau to Shri Nayak reproduced at (Paras
810 and 8.11 of this report may be referred.)

8.16. The Committee made cnquiries as to how Shri Rau was
asked to carry on the investigation in his personal capacity on his

e mns

*At the time of fac.ual verifiearion, the Ministry statcd that before the retircment of
Shri Ran. Rs. 2809 0y were incutred by the 1. O. C. by way of T.A, sl incidental
incidental of Shri Rau wd staff.
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retirement as Vigilance Commissioner and at what level the deci-
sion was taken. The Ministry have given a written note that the
question of Shri Rau’s continuing to do the investigation was exa-
mined by the then Secretary in consultation with the then Minis-
ter and after prior approval of the Minister, Shri Raoc was advised

to continue the investigation.

The Committce have taken note of the reply given by the Minis-
ter in the Lok Sabha on 20th April, 1970 in which it has been

stated:

“Minister’s written order on the date on which extension was
granted is not available in our records. Subscquently
however, the then Minister of Petroleum and Chemicals,
has given in writing that the extension to Shri Rau was

granted after taking his prior approval.”

The Government has given no explanation as to why the work was
not allowed to be done by Shri Rau’s successor as CVC. The Com-
mittce are surprised that such an important appointment was made
by the Secretary by taking only verbal orders of the Minister and
only subsequently the written orders of the Minister were obtained.
It is a fit case to be enquired into as to on what dates the subscquent
orders were obtained hecause the Committee have noted that the
Ministry failed to produce this paper hefore the Committee at the
time of evidence when they wanted the Ministry to produce any
written evidence available with them. The Committee were told
that the relevant file was with the CVC and hence they could not
produce it.

8.17. The Commitiee arc distressed with the manncr in which
the then Secrctary to the Minisiry of Petroleum and Chemicals was
allowed to play on his own a crucial role in meeting and persuading
Shri Rau three days before his retirement to continue the investiga-
tion in his personal capacity even after retirement. It is pertinent
to recall that one of the subjects of enquiry was whether “any of
the officials concerned with this matter in the Ministry ot the Gov-
ernment of India and the IRL/IOC” was “prima facie callous or
negligent in the discharge of their responsibilities” and what action
if any, should be taken against them. As already pointed out ear-
lier, the post of Managing Direcior of Indian Refineries Ltd. at the
relevant time pertaining to the enquiry was occupied by none other
than the person who was then heading the Ministry of Petroleum
and Chemicals as Secretary. In the circumstances, it would have
evidently been more appropriate if the entire question of referring
the issues raised by the then Deputy Prime Minister and Finance
Minister for investigation had been entrusted by Government to
the Cabinet Secretariat and necessary action taken in the matter
by the Cabinet Secretary in comsultation with the Minister con-
cerned and the Prime Minister whose approval had originally been
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taken to entrust the enquiry to the Central Vigilance Commission.
The Committee cannot resist the feeling that in persuading Shri
Rau to continue with the enquiry even after retirement in his per-
sonal capacity in circumstances which are not free from doubt can-
not be expected to settle the matter conclusively. The Committee
feel compelled to record their fear that the whole investigation has
got vitiated in the circumstances and the objective underlying it
has been defeated.

8.18. The Committee feel that the work of the investigation ought
to have been done by the CVC and not by Shri Rau in his indivi-
dual capacity. The Committee have also noted with great regret
that this enquiry has been allowed to be dragged on for a number
of years. Although it was stated to the Committee that the work
was being done in an honorary capaciy the Committee find that the
enquiry has already cost the exchequer an amount of Rs. 57,000
upto 28th February 1970+ Rs. 7,300 to be paid as honorarium to a
Professor of Osmania University. The .Committee fail to under-
stand that when the investigation was being done by the CVC how
it was withdrawn with the retirement of Shri Rau from the post
of CVC. The Government has not given explanation as to why the
work was not allowed to be done by Shri Rau's successor as CVC.

8.19. The Committee also made enquiries as to what would be
the status and force of the rcport submitted by Mr. Rau in his per-
sonal capacity. The Secretary in his wriiten note has stated that
“the Report would have the same force as any other report sub-
mitted under either the Commissions of Enquiry Act or by Depart.
mental Inquiring Officer or under Arbitration Act.” The Com-
mittoe do not agree with this view of the Ministry. In the view
of the Committee the report submitted by Shri Rau in his personal
capacity would not carry convictions nor will command the respect
which a report of this nature could do when submitted by CVC.
In view of the fact that Shri Rau's re-appointment was made in a
very suspicious manner, thec Committee further feel that a report
Submitted by Shri Rau in his personal capacity, is not worth consi-
dering. The Committee would, however, also suggest that enough
information and evidence are available on the basis of which the
Government should proceed departmentally as the rules may per.
mit under the Conduct Rules to take suitable action in the matter.



IX
CONCLUSION

The Committee have commented in Chapters II and III in detail
on the induction of Bechtels in the Pipeline Projects on unfounded
grounds which have led to several complications. They are rather
intrigued by the manner in which Bechtels were first introduced
into the Pipeline Project by the then Managing Director of IRL on
three grounds, viz. that they worked in the area in 1955, that they
would prepare the Project Report in about 4 to 6 weeks, and finally
that they might be able to persuade the World Bank or other agen-
cies in the USA in the question of financing the foreign exchange
component of the Project. None of these considerations can hold
the ground as Bechtels had worked in the area 6 years earlier from
the time in question; they completed the Report not in 4 to 6 wecks
but in 11 weeks and in actual fact, the Corporation|Government
decided not to call for global tenders, and, therefore, the question of
taking the assistance of Bechtels for persuading the world Bank for
financing the foreign exchange component of the Project did not
arise. The Committee cannot but take note of the grave failure
of the IRL|Government to nip the mischief in the bud.

9.2. The Committee are even more puzzled by the decision of
IRL{Government to appoint Bechtels as design engineers and over-
all supervisers for Gauhati-Siliguri pipeline and pay Bechtels as
much as Rs. 51.26 lakhs in rupees and 2.86 lakhs of Dollars (Rs. 13.63
lakhs), including an income-tax liability to the tunc of Rs. 22.48
lakhs. The Committee have also showed how the payment made
to Bechtels for their services works out to 10.81 per cent of the
cost of project as compared to 7 per cent which are reported to
have been paid for Naharkatiya-Barauni pipeline which was execu-
ted about the same time.

9.3. The Committee find that the Managing Director of IRL was
also primarily responsible for bringing Bechtels into Haldia-Barau-
ni-Kanpur pipeline project on the ground that Bechtel Corporation
could bring about “modifications and simplications in the ENI de-
sign for the Project ........ without sacrificing safety and technical
consideration so as to yield sufficient economies in Project cost”
Bechtels thus got induced into the HBK pipeline project as design
Mmonitors and project managers at a colossal charge of about 81
lakhs, Bechtels managed to clear off the scene by 3th June, 1965,
by contriving an agreement which made payments to them time
bound without relating it to the actual progres of work. The result
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was that Bechtels vanished from the scene nearly a year before the
completion and commissioning of the Project. They also managed
to get payments with retrospective effect on the ground that “the
work done—payment made,” but the same hypothesis was not
stretched by Government to ensure that payment was made to Bech-
tels only after the work was completed. The Committee cannot

help the conclusion that the IRl, showed more concern for Bechtels’
interests than for the Project.

9.4. Bechtels played a crucial role in the discussions at Milan in
July, 1963, which lead to the conclusion of faulty agreement with
Snams for construction of the pipeline with capacity of even less

than 2 million tonnes against the intended capacity of 3 million
tonnes,

9.5, It is also on record how Bechtels changed their stand about
alignment of the pipeline through the coal-ficld area after the pipe-
line had actually been laid. The Committce see no reason why
Bechtels could not have referred the matter earlier say in 1963
instcad of 1965 to the San Francisco office when the Indian mining
consultants were unanimously of the view that the pipeline should
not be laid in the coal bearing arca, and why they could not suggest
cxamination of the coal fields by an Indian expert earlier than 1965,
The net result is that besides the hazards to which the pipeline has
been unnecessarily exposeZ by laying it in the coal area, it would

cost nearly Rs. 2 crores to re-align the pipeline to aveid the coal
fields.

9.6. As regards the claim that the introduction of Bechtels would
result in cconomy, the Committee would like to recall the consi-
dered views of the Director-in-charge (Pipelines), I0C, that the
cconomy achieved was more illusory than real, as the facilities and

capacity werc considerably reduced without commensurate reduc-
tion in cost.

9.7 The dealings of Bechtels were critically reviewed by the
Board of Directors of 10C at their meeting held on 26th March
1969, and they recorded inter alia—

“Looking into the dealings and records of Mis Bechtels, the
Board decided that the Corporation will not have any
dealings in future with the party.”

9.8. The Committee need hardly point out that the Resolution of
the Board of Directors of 10C is conclusive on the subject and
underlines the need for a therough investigations by Government
to determine the manner and the reasons for which Mjs Bechtels
were brought on to the scene, first for Gauhati-Siliguri pipeline
project and later for HBK project and paid over Rs. 1.5 crores with
hardly any commensurate benefit to the Project. In fact, but for
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their inept technical advice at crucial stages the history of the pro-
ject of HBK pipeline may well have been different. The Com-
mittee would like Government to pursue the matter to its logical
conclusion and take up with all those concerned with the introduc-
tion of this party to the Pipeline projects and the undue favours
which were shown to them at every stages evidenced by the unusual
provisions of the agreements. The Committee cannot help point-
ing out that the then Managing Director, IRL, who was signing
the agreement on behalf{ of TRL showed more concern for the in-
terests of the Bechtels than for the public money he was entrusted
with,

Non-Calling of Global Tenders

9.9 The Committee have not been able to appreciate why Indian
Refineries Ltd.|Government did not call for global tenders for exe-
cution of Gauhati-Siliguri Pipeline and Haldia-Barauni-Kanpur Pipe-
line, especially when the ENI credit, which was ultimately availed
of for the project, cantained a specific provision to the effect that
IRL could advertise and invite global tenders”. It is on record that
there were as many as 8 other foreign companies of international
standing, two each from USA, UK. and France and one
each from West Germany and Japan, who were evincing keen
interest in execution of the project and were also willing to extend
credit terms to meet the foreign exchange component of the project
on terms and conditions which were not less favourable than ENI
credit.

9.10. While the Committee appreciatec that SNAM-SAIPEM had
the experience and knowledge of Indian conditions, it would not
have been unreasonable to expect that SNAM-SAIPEM would have
offered even more competitive rates to gain the new contract in the
face of keen competition by firms of national or international stand-
ing, who were openly evincing keen interest in the work. The Com-
mittee need hardly peoint out that ENI group of companies had
already their machinery, equipment and men in the country for
execution of the Naharkatya-Barauni crude pipeline and it was
obviously in their interest to gain further pipeline contracts. The
floating of global tenders would have had the additional merit of
making the companies compete amongest themselves to construct
a pipeline in keeping with the latest technological developments and
experience over the world. It is also not illogical to believe that
the details of these quotations would have enabled IRL|Government
to make a comparative study and decide about the optimum design
and pumping capacity for ensuring for achieving the pres-
cribed throughput. The importance of this aspect cannot be over-
stressed for it has been found that Haldia-Barauni Pipeline, which is
of strategic importance, has been found to be of 1.5 million tonnes
capacity only as compared to the original intention of having a 3-
million ton capacity pipeline.



3106

9.11. The Committee are of the considered view that had global
tenders been invited, nothing would have been lost, while there is
every reason to believe that IRL would have considerably gained
by inducing the firms to give most competitive offers in respect of
cost, design and accommodation for foreign exchange component of
the project.

9.12. Another aspect, which intrigues the Committee, is the
reversal in the stand of the Managing Director that the contract
should be given on exclusive basis to SNAM, when only a few weeks
earlier he is on record to the effect that global tenders should be
floated. The Committee would like Government to fully investi-
gate the circumstances under which the Indian Refineries Ltd. and
Government allowed themselves to be persuaded to hand over the
construction contract to SNAM-SAIPEM exclusively without putt-
ing it to sure and paractical test of global tenders.

9.13. Another aspect which has greatly worried the Committee
is the halting and somewhat contradictory manner in which Gov-
ernment|/IOC have approached the probe into the affairs of the pipe-
lines inspite of the fact that the matter has been agitated on the
floor of the House through questions, including a Short Notice
Question on 1st April, 1970. It is on record that the then Deputy
Prime Minister and Finance Minister had given orders as early as
May, 1967 that a thorough investigation should be held into the waste-
ful expenditure which would be incurred on the project and that
responsibility should be fixed on the officials concerned at all levels
in the Pipeline Division and in the Ministry. It is pertinent to recall
how the appointment of the Central Vigilance Commissioner to hold
the inquiry, the terms of his reference and finally entrusting Shri
Rau even after his retirement as Chief Vigilance Commissioner
with the task of inquiry, was allowed to he handled by an officer
whose conduct, while holding esrlier the appointment of Managing
Director of Indian Refineries Ltd.. was in question. It would evi-
dently have been more appropriate if the entire puestion of refer-
ring the issues raised by the then Deputy Prime Minister and Finan-
ce Minister for investigation had been entrusted by Government the
Cabinet Secretariat and necessary action taken in the matter by the
Cabinet Secretary in consultation with the Minister concerned and
the Prime Minister’s approval had been taken to entrust the inquiry
to the Central Vigilance Commissioner. If these elementary pre-
cautions had been taken, the Committee would not have been com-
pelled to record their fear that the whole investigation done so far
has got vitiated in the circumstances and the objective underlying
it has been defeated.

9.14. Similarly, in the case of inquiries held by the IOC regard-
ing shortfall in the capacity of the pipeline as compared to the inten-

ded capacity or design capacity, the matter has been investigated by
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a Sub-committee of the Directors of I0C, which had on it a number
of officials who had earlier been connected actively with the Depart-
ment of Mines and Fuel at relevant time.

The Committee have also pointed out how issues have been posed
but the problem has not been faced squarely.

9.15. The Committee also take a very serious view of the fact
that the important records of IRL, particularly Enclosure 18 of
Part II—Job Description’ etc.—~and papers indicating the stages of
processing of contract documents at the various levels of manage-
ment are not available and are reported to be missing. The loss of
such vital documents cannot be treated with complacency. What
amazes the Committee most it that “no record was kept of these
discussions at various stages” which led to the “finalisation of con-
tractual matters”. The Committee cannot accept the plea of dealing
with such important matters on “war footing”, as it has neither
given results in the matter of expeditious completion of Haldia-
Barauni-Kanpur Pipeline (it was delayed in commissioning by more
than 18 months), nor achieved the objective underlying its coms-
truction in as much as the capacity established is far below the 3
million tonnes capacity of Barauni refinery.

9.16. The Committee have also pointed out the casual manner in
which an important communication from Bechtels which clearly
mentioned the design capacity of Haldia-Barauni-Pipeline as 1.9
million tonnes per year did not take the then General Manager|Mana-
ging Director of IRL take a firm and unequivocal stand on this attri-
tion of the capacity of the pipeline.

9.17. It is also a matter for concern how an agreement with Snams
for Haldia-Barauni-Kanpur project was executed on 31st July, 1963,
the very day on which sanction of the Government for it was rece-
ived. The expetition in dealing with the matter would have been
commendable but for the fact that the agreement suffers from many
defects, including absence of any provision for penalty for any lap-
ses by Snam-Saipem.

9.18. It is also on record that the amendment effected in July, 1964
to the original agreement of July. 1963 of LR L. with Snams had in
all probability resulted in increacing the liability of I0C for civil
works without any commensvrate benefit.

9.19. It is also on record that the Managing Director was acting
on his own in his dealings with Snams as well as Bechtels in vital
matters concerning the capac’tv of the vipeline. hvnassing thus the
authority both of the Board of Directors and Government. The
Board of JOC have also gone nn record ta the effect. at the meeting
held on 3rd February, 1968, that: “Out of the report and the discus-
sions thereon, it emerged tha¢ the Board had been bypassed in the
Matter. The Board was very emphatic that the matters of such
importance should necessarily be reported to the Board at the earliest
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possible opportunity. The Board also wanted to place on record
that in future all such important matters which -entail in itself any
project of capital nature involving its performance, its capacity,
design or of financial implications, should be brought before the
Board for its notice and appropriate action. The Board’s decision in
the above matter also applies to any significant amendments which
are of the above nature to any existing contracts or project.””

9.20. The Commiittee feel that in the interest of ensuring that the
high officers entrusted with the responsibility of managing public
undertakings and of carrying out delicate negotiations with foreign
companies discharge their responsibilities diligently, honestly and in
the best public interest, the ahove-mentioned lapses should be inves-

tigated fully without fear and favour and all those found at fault
awarded deterrent punishment.

9.21. The Committee find that estimates of the Gauhati-Siliguri
pipeline have escalated to the extent of 25 per cent during the course
of three revisions, whereas in the case of Haldia-Barauni-Kanpur
pipeline, the estimates have escalated to the extent of 15 per cent in
course of two revisions. The final estimates of Haldia-Barauni
pipeline are still to be prepared. Such frequent escalations of esti-
-mates deserve, in the opinion of the Committee, the prior approval
of the appropriate authority. The Committee, therefore, deprecate
‘such unauthorised revision of estimates and commend that appropri-
ate authorities should have been consulted and their concurrence
obtained before going ahead in excess of their estimates. Revision
of estimates is frequent in a large number of Undertakings. The
“Committee notice that the present system of control on Public
Undertakings envisages a three tier system of financial control viz,,
(a) control of the Board of Directors; (b) Control of the Govern-
ment; and (c) control of Parliament. As regards (a), the Com-
mittee find that the Public Undertakings can spend up to 10 per cent
of the sanctioned amountlestimates without the approval of the
Government. In regard to (b) for expenditure heyond sgnctioned
amount exceeding 10 per cent, the Government approval becomes
unavoidable. As regards (c). the Parliament approval has to be
taken on the entire scheme followed by approval of the Budget
every year. The Committee strongly recommend that all public
Undertakings in future should obey the prescribed principles of
financial control at the stages indicated at (a), (b) and (c) above.
The Committee further recommend that all cases of Project esti-
mates|Revised estimates should be given effect to only after Parlia-
ment has approved of the total capital expenditure on the entire
Project or the revision of the project, as the case may be. The
Demand for grants of concerned Ministries should make specific
provisions regarding the capital outlay to be made for the entire
period of construction of the Project initially and -annual approval
of the Parliament should be taken of the amount sanctioned by
Parliament on principle at the project stage.
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9.22. Another matter, which has greatly exercised the mind of
the Committee, is lack of record of negotiations carried out by the
Managing Director of the Indian Refineries Ltd. with the foreign
companies leading to the .conclusion of the agreement. The Com-
mittee have urged that Government should issue standing instruc-
tions in consultation with Ministry of Finance and the Comptroller
and Auditor-General of India about the manner in which the con-
temporaneous record of such negotiations should be kept for future
reference and use of the Board of Management|Government to
enable them to appreciate nuances of the various clauses of an agree-
ment and satisfy themselves that maximum advantage has been
secured for the public undertaking and every care has been exercised
to safeguard the public interest.

9.23. Yet another aspect which has greatly worried the Com-
mittee is the abject abdiction of the right by the Management to
oversee the design with particular reference to such vital matters as
capacity and alignment to foreign companies. This dependence of
the advice of foreign companies went to the extent of rejecting out
of hand the expert advice of Indian engineers with the result that
costly blunders were committed.

9.24. The Committee are distressed to find, after a careful exami-
nation of all the papers and other evidence on record that there have
been serious lapses and dereliction of duty by the then Officers of
IRL and the Ministry in the discharge of their responsibilities in
executing the Pipeline Project. The Committee have pointed out
several instances where the Managing Director exceeded the
authority available to him; they have noted with regret that the
Board of Management and the Ministry were mot vigilant enough
to check firmly and in time this excessive use of authority by him.

9.25. The Committee also feel compelled to record their feeling
that instead of holding the Officers responsible for their lapses, there
appears to have been a persistent effort to slur over their dereliction
of duty and not to fix the repsonsibility though copious facts to
substantiate such lapses have come on record. The .Committee
would, therefore, like Government to take immediate steps to bring
to book the guilty officers on the basis of evidence that is already
available. The least that could be done is to proceed depariment-
ally without delay against the Officers concerned under the relevant
Govt. Servants Conduct Rules. The Committee feel that Govern-
ment, in the larger interests of the public sector, should net allow
a feeling to go round that officers could commit such grave lapses
and indulge in dereliction of duty with impunity and go unpunished.

NeEw DeLar; M. B. RAMA,
April 29, 1970 Chgirman
Vaisakha 9, 1892 (S) Committee on Public Undertakings.



APPENDIX 1
(Vide Para 3.25)
Names of the parties who were keen to get the pipeline Contract

together with short note on the capacity of each one of them,
their experience, etc.

Following firms had expressed interest in tendering for execution
of HBK Pipeline Project.

(i) W lliam Bros. - . . . ) .

(i1) B.chtcl Co: poration - . . . . U.S.A.

(iii) En cpose . . . . .

(iv) Societies’ Parisiene - . . . . }Fratrcc

v) Motherwell . . . . .

g"?) Constn. John Brown . . . ; }-U.K.

E"ﬁ) SNAM S (1

viii) M nnesmann . . . . ) West Ge v

The information regarding the capacity and experience of these
firms is given below:—

(1) William Brothers, USA.

M/s. William Brothers are one of the reputed pipeline construc-
tion companies of USA having their home office at Tulsa, Okala-
homa. They have got many overseas offices. They have construct-
ed pipelines in Oman, Libya and other parts of the world.

(ii) Bechtel Corporation

They have world-wide experience of planning, engineering and
constructing petroleum refineries, preparing feasibility studies, de-
signing & construction of cros-country pipelines. They undertake

construction, supervision and engineering management of large scale
projects.

110
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(iii) Entrepose—France.

It is a French Company of repute, particularly engaged in the
construction of petroleum pipelines, Gas Feeders, cable conduits, coal
slurry transportation, aerial pipeline bridges, submerged river cros-
sings, undersea pipelines, etc.

(iv) Societie’s Parisienne

It is a subsidiary of the well-known company, Societie Francaise
Des Petroles BP of France which are known as refiners, transporters

and dealers in mineral oils of all kinds, with sales in France and its
colonies and protectorates.

(v) Motherwell—U.K.

This company is mainly engaged in petroleum field in the Middle
East. It undertakes construction of storage tanks, pressure vessels
and Pipelines, etc. They have constructed 40” crude pipeline in
Saudi Arabia, 16” line in Nigeria and at various other places.

(vi) Construction John Brown—U.K.

This is one of the leading pipeline firms of Britain. It undertakes
complete designing, engineering consultancy, pipe laying welding
supervision, etc. It has completed over 6400 KMs of pipelines the
world over.

A

(vii) E.N.I—Ttaly

E.N.I is a national undertaking of the Government of Italy. Gne
of its subsidiaries Snam undertakes pipeline design and construtcion
work. It is one of the highly rated pipeline design and construction
firms in the international market. It undertakes execution of all
kinds of petroleum pipelines, Refineries, Petro-chemicals plants, »il
drilling and thermo-electric power plants, etc. It has constructed
Italian Gas Pipeline Net work, Oil Pipeline from Genoa to Lacchirel-
la, etc. in Italy, Argentina, Brazil, Pakistan, Iran, Iraq and UAR. It
also collaborated with Mannesmann of Germany in the construction
of OIL’s pipeline from Nahorkatiya to Barauni.

(viii) Mannesmann—West Germany.

It is one of the reputed construction firms of Germany having
done work in many parts of the world. It undertakes complete work
of designing, supplying and laying of pipelines, storage tanks tanker
terminals, compressors and Gas Engines, etc. It has constructed Oil
India’s 14” crude pipeline from Naharkatlya to Barauni in collabo-
ration with Snam of Italy.



APPENDIX 11
(Vide para 3.43)

Note of Dissent from Shri Arun Roy Choudhary, Director

The question of examining internal administrative lapses in the
matter of occurrence of shortfall in the pumping capacity of Haldia-
Barauni Pipeline Section in the Haldia-Barauni-Kanpur Pipeline sys-
tem and increasing the pumping capacity at least to two million ton-
nes per year was entrusted to a sub-Committee of Directors in the
I0C Board’s Resolutions dated 27th November, 1968 against Agenda
Items No. P/33 and P/45 respectively. The report of the sub-Com-
mittee was considered briefly on 26th March, 1969 at Barauni.

In the findings of the sub-Committee of S/Shri N. N. Kashyzp
(Chairman), Major General Sardanand Singh (Managing Director,
Refineries and Pipelines), M. V. Rajwade (Joint Secretary, Ministry
of Petro-Chemicals) and R. S. Gupta (Joint Secretary, Ministry of
Finance), it was inter alia mentioned that important records were
missing and due care appeared not to have been taken in scrutinis-
ing, editing and assembling the contractual documents and that the
papers indicating the stages of processing the contract documents by
the various levels of management were not available. At this stage,
a suggestion was made by S/Shri K. L. N. Prasad, Petachi and my-
self that the matter be referred to CBI for inquiry. The Board, how-
cver, agreed to the Chairman’s suggestion that the Manager Director
(Refineries) may look into the matter further and report his findings
to the Board within a month.

On 7th May, 1969 at the Board meeting held in Delhi, while con-
firming the minutes of the meeting held on 26th March, 1969 when
it was pointed out by me that the relevant minutes on the shortfall
in the pumping capacity was not drawn up correctly and the detail-
ed discussion on the report of the sub-committee was yet to be held,
it was decided to discuss the item afresh. At the 46th meeting of
the Board held on 4th June, 1969 the item was decided to be post-
poned for consideration in the next Board meeting. Eventually, on
2nd July, 1969 the item was taken up for discussion under Agenda
Item No. P/23 when all the Directors were present.

Two aspects of the matter, viz., pumping capacity and loss of
papers were discussed at length. During the discussion on pumping
capacity, I felt it necessary to trace the background of a very com-
plicated subject and qucted the relevant minute, under Agenda Item
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No. P/45 of the Board meeting held on 3rd February, 1968 at Hyder-
abad.

For the purposes of record and reference it is reprcduced below:

...... A very lengthy discussion took place on the sub-Com-
mittee’s report. The report was supplemented by the ver-
bal information provided to the Board by Chairman Shri
M. V. Rajwade and Shri S. K. Guha. The Chairman point-
ed out that irrespective of our claim on M/s. Snam Ltd.,
the pumping capacity of the pipeline has to be brought to
2 million tonnes at the earliest possible opportunity. He
also stated that M/s. Snam did not accept the liability for
this work. The Board decided that the case may continue
to be studied in all its aspects and suitable action taken
for bringing the capacity to 2 million tonnes; the cost of
which may be tried to be recovered from M/s. Snam to
the extent possible depending on our case and circum-
stances.”

While discussing this item on 2nd July, 1969, Chairman’s atten-
tion was drawn to his own observations as recorded above, that the
Board stood committed to raise the pumping capacity to at least 2
million tonnes at the earliest possible opportunity. It was also point-
ed out that the recovery of the sum of Rs. 14,62,000 and $ 1,75,000
from M/s. Snam having been effected already to meet the estimated
cost of raising the capaicty to 2 million tonnes, there is no reason
why an accepted Board decision should be keld over.

The view expressed by MD (R&P) which was supported by the
Chairman that with the Haldia Refinery coming up by 1972, the
necessity of having a 3 M|T crude pumping capacity in the Haldia-
Barauni Pipeline section as originally envisaged needed a fresh re-
view is not acceptable to me for the following reasons:—

(a) the Emergency concept and strategic reasons which guid-
ed the Government of India’s decision, as conveyed by
Shri P. R. Nayak, the then Managing Director of the erst-
while Indian Refineries Limited to the Board of Directors
of IRL at the meeting held on 28th January, 1963 will be
seriously compromised and may become a security risk
involving defence services, vital public utilities important
industrial projects and general consumers. In the evont
of non-availability of crude oil from Assam oil fields, the
Barauni Refinery may have to be closed down unless in-
interrupted supply of imported crude through the Haldia-
Barauni Pipeline is ensured.
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(b) the question of augmenting the existing shortfall is sup-
posed to be under examination by a committee as repoxt-
ed by the Managing Director (R&P) in paragraph 8 of the
Agenda Item No. P/62 discussed in the IOC Board meeting
held on 24th August, 1968. The Board's directive of 3rd
February, 1963 on pumping capacity is quite clear. Gov-
ernment’s view in this matter, as communicated by Chair-
man on 3rd February, 1968 is equally clear. This featur-
ed repeatedly in “action taken notes” of the Agends
papers. For ready reference it is reproduced below:

Item No. P/45 of 3rd February, 1968.

SusJsecT: Pumping capacity of Haldia-Barauni Pipelines
and payment of outstanding claims of Snam.

Decision taken by the Board: (i) In regard to the capacity
to be raised from 2 to 3 million tonnes a view was ex-
pressed that the Government had already desired the
capacity to be 3 million tonnes and as such action for it
lay with the Corporation. The Board, therefore, direct-
ed that the matter may be considered by the Pipeline
Division and a note submitted to the Board as early as
possible.

The course of action suggested by MD (R&P) viz., a fresh feasi-
bility study is totally unacceptable to me. Reference of this subject
to a so-called study group sometime in May 1968 was quite outside
the terms of reference before the Sub-Committee of Directors in-
guiring into the question of shortfall. To the best of my knowledge
this study group probably met only once, about a year ago. Even
before the fruits of their exercise is made available to the Board,
creation of yet another study group with a fresh deadline as envi-
saged on 2nd July, 1969 cannot be rationally explained. I do not
wish to be a party to what appears to be a game of scuttle involving
national security and a defence-oriented project.

So far as internal administrative lapses in the matter of shortfall
In the pumping capacity is concerned, I beg to differ with the con-
sensus of the Board that “no useful purpose will be served in pursu-
ing the matter further”. The argument advanced by MD(R&P) in
the relevant agenda note that “the processing of Haldia-Barauni-
Kanpur pipeline project was done on a war footing” and “the finali-
sation of contractual documents was mostly done through discus-
sions|negotiations across the table” is not acceptable to me.

Subsequent to the Board meeting held on 2nd July, 1969, I have
come across a document titled “internal Audit Report on Snam’s
\I-B-K contract” by L. S, Subramaniam, Internal Audit Officer in
the Pipelines Section. Should this be a genuine document—and I see
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no apparent reason to doubt its authenticity—the issue of pumping
capacity, the induction of Snam’s and Bechtels and views expressed
by the Government from time to time on the H-B-K line capacity
would emerge in a clearer perspective. This document refers to the
existence of several files, particularly under the heading S-II Con-
struction—Volumes 1 to 5 which form the basis of the internal audit
report.

In paragraph 10 of this report, what appears to be the Union
Cabinet decision on pipeline capacity, has been reproduced and this
mentions 3 million tonnes per annum crude pumping capacity to feed
the Barauni refinery “should this at any time be found necessary
or to move products”.

I deeply regret to have to record in this note of dissent a serfous
ommission in the Agenda note of Item P|20 discussed on 2nd July,
1969. In para 3 of this note the Government of India’s decision on
pumping capacity has been quoted. Sub-paragraph (c) of this note,
I find, is silent on the 3 million tonnes capacity while the audit re-

port has recorded it clearly. MD (R&P) may throw further light on
this phenomenon.

During the Board meeting, on 2nd July, 1969, I had drawn the
attention of the Chairman and the Board to the intimate link bet-
ween the issue of shortfall in pumping capacity and the Amendment
of the main contract on H-B-K- Pipeline in July 1964. The Board,
after an exhaustive discussion on this subject on 3rd February, 1965
had recorded the following minutes.

“Reference Item No. Imp|16. The Chairman presented his re-
port vide Item No. IMP|77 relating to amendment of main
contract with Saipem in July 1964—HBK Pipeline. Out of
the report and the discussions thereon, it emerged that
the Board had been bypassed in the matter. The Board
was very emphatic that the matter of such importance
should necessarily be reported to the Board at the earliest
possible opportunity. The Board also wanted to place on
record that in future all such important matters which
entail in itself any project of capital nature involving its
performance, its capacity, design or of financial implica-
tions should be brought before the Board for its notice
and appropriate action. The Board’s decision in the above
matter also applies to any significant amendments which

are of the above nature to any existing contracts or pro-
jects.”

The Internal Audit Report throws further light on the subject
and records the effect of the Amendment of main contract. It also

makes an important observation in the concluding part of the report
that “sanction of the Government does not appear to exist for the
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(b) the question of augmenting the existing shortfall is sup-
posed to be under examination by a committee as report-
ed by the Managing Director (R&P) in paragraph 8 of the
Agenda Item No. P/62 discussed in the IOC Board meeting
held on 24th August, 1968. The Board’s directive of 3rd
February, 1963 on pumping capacity is quite clear. Gov-
ernment’s view in this matter, as communicated by Chair-
man on 3rd February, 1968 is equally clear. This featur-
ed repeatedly in “action taken notes” of the Agends
papers. For ready reference it is reproduced below:

Item No. P/45 of 3rd February, 1968.

SusJsect: Pumping capacity of Haldia-Barauni Pipelines
and payment of outstanding claims of Snam.

Decision taken by the Board: (i) In regard to the capacity
to be raised from 2 to 3 million tonnes a view was ex-
pressed that the Government had already desired the
capacity to be 3 million tonnes and as such action for it
lay with the Corporation. The Board, therefore, direct-
ed that the matter may be considered by the Pipeline
Division and a note submitted to the Board as early as
possible.

The course of action suggested by MD (R&P) viz., a fresh feasi-
bility study is totally unacceptable to me. Reference of this subject
to a so-called study group sometime in May 1968 was quite outside
the terms of reference before the Sub-Committee of Directors in-
quiring into the question of shortfall. To the best of my knowledge
this study group probably met only once, about a year ago. Even
before the fruits of their exercise is made available to the Board,
creation of yet another study group with a fresh deadline as envi-
saged on 2nd July, 1969 cannot be rationally explained. I do not
wish to be a party to what appears to be a game of scuttle involving
national security and a defence-oriented project.

So far as internal administrative lapses in the matter of shortfall
In the pumping capacity is concerned, I beg to differ with the con-
sensus of the Board that “no useful purpose will be served in pursu-
ing the matter further”. The argument advanced by MD(R&P) in
the relevant agenda note that “the processing of Haldia-Barauni-
Kanpur pipeline project was done on a war footing” and “the finali-
sation of contractual documents was mostly done through discus-
sions|negotiations across the table” is not acceptable to me.

Subsequent to the Board meeting held on 2nd July, 1969, I have
come across a document titled “internal Audit Report on Snam’s
H-B-K contract” by L. S. Subramaniam, Internal Audit Officer in
the Pipelines Section. Should this be a genuine document—and I see
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no apparent reason to doubt its authenticity—the issue of pumping
capacity, the induction of Snam’s and Bechtels and views expressed
by the Government from time to time on the H-B-K line capacity
would emerge in a clearer perspective. This document refers to the
existence of several files, particularly under the heading S-II Con-
struction—Volumes 1 to 5 which form the basis of the internal audit
report.

In paragraph 10 of this report, what appears to be the Union
Cabinet decision on pipeline capacity, has been reproduced and this
mentions 3 million tonnes per annum crude pumping capacity to feed
the Barauni refinery “should this at any time be found necessary
or to move products”.

I deeply regret to have to record in this note of dissent a serious
ommission in the Agenda note of Item P|20 discussed on 2nd July,
1969. In para 3 of this note the Government of India’s decision on
pumping capacity has been quoted. Sub-paragraph (c) of this note,
I find, is silent on the 3 million tonnes capacity while the audit re-

port has recorded it clearly. MD (R&P) may throw further light on
this phenomenon.

During the Board meeting, on 2nd July, 1969, I had drawn the
attention of the Chairman and the Board to the intimate link bet-
ween the issue of shortfall in pumping capacity and the Amendment
of the main contract on H-B-K- Pipeline in July 1964. The Board,
after an exhaustive discussion on this subject on 3rd February, 1965
had recorded the following minutes.

“Reference Item No. Imp|16. The Chairman presented his re-
port vide Item No. IMP|77 relating to amendment of main
contract with Saipem in July 1964—HBK Pipeline. Out of
the report and the discussions thereon, it emerged that
the Board had been bypassed in the matter. The Board
was very emphatic that the matter of such importance
should necessarily be reported to the Board at the earliest
possible opportunity. The Board also wanted to place on
record that in future all such important matters which
entail in itself any project of capital nature involving its
performance, its capacity, design or of financial implica-
tions should be brought before the Board for its notice
and appropriate action. The Board’s decision in the above
matter also applies to any significant amendments which

are o’f’ the above nature to any existing contracts or pro-
jects.

The Internal Audit Report throws further light on the subject
and records the effect of the Amendment of main contract. It also

makes an important observation in the concluding part of the report
that “sanction of the Government does not appear to exist for the
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(a) The emerg=ncy concept and stra-
tegic 1easons which guided the
Govt. of India’s decision, as con-
veyed by Sri P.R. Nayak, the then

» IRL to the Board of Direc-
tors of IRL at the meeting held
on 8-1-63 will be seriously com-
promised and may become a secu-
rity risk involving Defence
services etc.

The Sub-Committee of the Di-
rectors which met on 13-5-68
in pursuance of the Board’s
resolution on Item P/45 of
3-2-68 had considered this
question in all details and the
views expressed by them were
as under:

““On examining the above docu-
ments the  Sub-Committee
noted that it has all along been
the intention that Haldia-
Barauni Pipeline should have
a capacity of 2 M.T. per year
initially which should be capa-
ble of expansion of 3 MT.
eventually when the expansion
of the Barauni Refinery was
completed. This position was
fully known to the Govt. of
India in the Ministeries of
Mines & Fuel as well as
Finance. This fact was also
within the knowledge of the
Board when at its meetin
held on 15-3-63 it decided,
inter-alia, that the capacity of
the Halida-Barauni section
should be upto 3 M.T. when
required and felt that this
requirement was mainly to
cater for any possible emer-
gency. Therefore in the views
of the Sub-Committee, the
decision to have an initial
cafacify of 2 MT. was a
calculatea and del'berare ac-
tion an ¥ was within the know-
ledge of the Govt. of India
and the Board.”

In view of what has been stated
above and the Board’s decision
thet the capc’'ty of the p'pe-
line will ultima*~'y have to be
raised to 3 MT. in due
course, it will be clear that
nothing is sought to be com-
promised.




119

I

2

(b) The question of augmenting the At]its meeting held on 3-2-68

existing shortfall is supposed to
be under examination by a Com-
mittee as reported by the MD

R&P) in para 8 of the Agenda

Item No. P/62 discussed in the
IOC Board meeting held on

24-8-68. The Boards’ decision
of 3-2-08 on pumping capacity is
quite clear. Govt’s view in this
matter as communicated by Chair-
man or 3-2-68 is equally clear.
The course of action sug-
gested by MD(R&P) viz. a fresh

feasibility study is totally un-
acceptable to me. Reference of
this subject to a so-called study

group sometime in May, 1968 was
quite outside the terms of refer-
ence before the Sub-Committee of
Directors inquiring into the ques-
tion of shortfall. To the best of
my knowledge this study group
probably met only once about a
year ago. Even before the fruit
of their experience is made
available to the Board, creation
of yet another study group with
a  fresh dealing cannot be
rationally explained.

the Board had, inter-alia, di-
rected that the Pipelines Divn.
should consider the question of

raising the capacity from 2
MT to 3 MT and submit a
note on the subject to the
Board as early as possible.
The cost estimates were
prepared by the Pipeline En-
gineers and placed before the
Sub-Commiittee of the Board
on 13-5-68. The Sub-
Committee noted that ‘the
cost estimate made by the
Pipeline Engineers to make up
the deficiency for achieving a
throughout of 2 MT per year
would be of the order of Rs. 43

lakhs of which about Rs. 30
lakhs would be in foreign ex-
change. This estimate is based
on providing a new pump

station, of 300HP, a stand-by

pump at each of the three
existing stations and the pro-
posed new station and about
20Y%, increase in the pumping
capacity by carrying out certain
modifications in the pumping
stations”. Also that ““a further
expenditure of about Rs. 2
Crores will be necessary if the
throughput of the pipeline is
to be stepped upto 3 MT per
annum’. With these estima-
ted expenditures, the Sub-
Committee considered the
question whether it was
necessary to make up the defi-
ciency in rhe existing through-
put to 2 MT pe- year and
from2 M T to3 M T per year
and desired that a detrailed
agsessment of the various as-
pects be made by a study
group. That such an assess-

ment, particularly in the
changed con‘*ext now, is
absolutely necessa~y  before

deciding upon investing fa'r ly
large amournts (part of which
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(iii) So far as internal administrative

lapses in the matter of shortfall in the
pumping capacity is concerned, I
beg to differ with the consensus of
the Board that ¢no useful purpose will
be served in pursuing the matter
further.” The argument advanced by
MD (R&P) in the relevant agenda
note that “the processing of Haldia-
Barauni-Kanpur  Pipeline  Project
was done on a war footing” and
“the finalisation of contractual
documents was mostly done thro’
discussions/negotiations across the
table” is not acceptable to me.

(iv) In the Internal Audit Report of the
IAQ, Pipelines, the existence of several
files particularly under the heading
S-1I Construction Vol. 1 to s has been
mentioned.

(v) In para 10 of the Internal Audit,
Report, what appears to be the Union
Cabinet decision on pipeline capacity
has been reproduced and this men-
tions 3 MT per annum crude pump-

ing capacity to feed the Barauni

Refinery “should this at any time be

in foreign exchange) for aug-
menting the existing capacity
is stating an obvious and
prudent course of action.

It is true that the study group
has met only once so far.
It decided to collect requisite
statistical information from
various sources including De-
fence for its examination.
The collection and compila-
tion of information has taken
quite a lot of time and certain
particulars are still under col-
lection. Unless all the material
required for coming to firm
conclusions is available it will
not be useful to have further
meetings. However, vigo-
rous efforts are being made
to have the examination of
the matter expedited.

The conclusion that ‘“‘no useful

purpose will be served in pur-
suing the matter further” has
been arrived at after carefully
considering in detail all the
circumstances which one is in
a position at this point of time
to visualise intelligently. Not
only the files referred to in
the Internal Audit Officer’s
report but scores of other
avgilable files have alrcady
been looked into. No effort
has been sparcd in the matter
of locating and examining of
relevant papers.

In the report of the sub-Commit-

tee (constituted by the Board
at its meeting held on 27-11-
1967 — Agenda Item
P/33) submitted to the Board
at 1ts meeting held on 3-2-68
(Agenda Item No. P/gs) it
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found necessary or to move products.”
I deeply regret to have to record in
this note of dissent a serious omission
in the Agenda note against Item P/20
discussed on 2-7-69.
this note the Govt. of India’s decision
on pumping capacity has been quoted.
Sub-para (c) of this note, I find is
silent on the 3 MT capacity while the
audit report has recorded it clearly.
MD(R&P) may throw further light on
this phenomenon.

In page 3 of

was recorded in the very second
para of Annexure I Part I
that on the 28th Jan. ’63, the
Board of the IRL was informed
that on a reappraisal of the
oil position on account of
“Emergency”’ Government
have decided that Barauni
Refinery should be expanded
to a capacity of 3 MT per year
and that an oil pipeline from
Haldia/Calcutta to  Barauni
should be constructed for
transport of crude oil to that
Refinery. What the Internal
Audit had reproduced is noth-
ing but what has been men-
tioned by MD, IRL, in his
note submitted for the Board
meeting held on 28-1-63 the
details of which will be found
recorded in the Sub-Commit-
tee’s report submitted to the
Board on 3-2-68 (Agenda
P/45) mentioned above.

While the agenda item P/45

of 3-2-68 dealt with in detail
the Sub-Committees  report,
the agenda item P/20 discussed
on 2-7-69 dealt with only the
internal administrative lapses.
In this agenda item reference
has also been drawn to the
Sub-Committee’s report sub-
mitted to the Board vide
agenda item P/45 of 3-2-68
mentioned above.

It will thus be seen that the sug-

gestion that facts as they are
available, have not teen placed
before the Board from time to
time is unwarranted and re-
grettable.

(vi) During the Board’s meeting on It is true that the Internal Audit

2-7-69 I had drawn the attention of
the Chairman and the Board to inti-
mate link between the issue of shortfall
1n pumping capacity and the amend-

Report records the effect of
the amendment to the main
contract This is nothing but
factual information given in

1155 [Aii] LS—)
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ment of the main contract on HBK
Pipelinc in July, 1964  The Internal
Audit Report throws further light on
the subject and records the effect of
the amendment of the main conrract

(vii) Internal Audit Report makes an
important observation in the conclud-
ing part of the report that “Sanction

of the Govt. of India does not appear

to exist for the execution of the HBK

Project at a cost of approx. Rs. 26 42

crores. Sanction only exists for en-
trusting the work to Snam-Saipem at

a cost of Rs. 11-33 crores”™.

On 31st July 63

the report in chronological
sequences. The Board has al-
ready discussed matters relat-
ing to amendment of the main
contract at its meeting held
on 3-2-1668 (Agenda item
P45 refers).

The execution of the Project had
been the subject matter of
number of discussions between
IRL and Govt. and the final
outcome was recorded in the
letter dated 6-7-63 addressed to
the Secretary to the Govt. of
India, Min. of Mines & Fuel
by the MD, IRL. In this
letter Govt’s approval was
sought for the following :

(i) IRL entering into a con-
tract with Snam in the total
value of Rs. 13,43,79,001
with a foreign exchange
component of Rs. 6,21,54,973
to be financed from ENI
credit. 59, of the foreign
exchange component is to
be paid on the signing of
the contract.

(ii) The estimated project
cost of Rs. 26-42 crores.

On 24th July, 1963, IRL
intimated the Govt. that
further reductions to the
tune of Rs. 2,10,44,109 in
the contract amount with
Snam had been secured.

the Govt. of
India, Min. of Mines & Fuel
conveyed the approval of the
President to the IRL entering
into a contract with Snam-
Saipem for Rs. 11,33,34,892.
It is true that the Govt. letter
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(viii) After careful consideration I feel

obliged to reiterate my submission that:

(i) the whole issue of shortfall in the
HBK Pipeline capacity, including
the question of missing records be
referred to the Central Bureau of
Investigation of the Govt. of India
without further delay.

(ii) effective steps be taken forth with to
augment the pumping capacity to 3
MT as originally envisaged by the
Govt. of India.

did not specifically mention
approval to the total project
cost. This may, at best be
deemed to be a clerical omis-
sion and is of little consequen-
ce, considering that the exe-
cution of the Project at various
stages has been reported to
the Govt. and their approvals
to the capital cost budgets
had been taken year after
year.

All matters connected with short

fall in the design capacity and
the non-availability of the re-
cords etc. have already been
gone into in detail. The
examination has been quite
thorough and adequate and it
is difficult to appreciate the
nature and prupose of further
arobe and that too by the Cen-
tral Bureau of Investigations.

As already explained it will be

prudent to embark on any such
project after getting competent
technical assessment of the
various aspects of the matter.
Further action in this regard
will be initiated immediately
after the report of the study
group is available.

Before concluding, I would like to bring to the notice of the
Board a rather unusual feature connected with the Internal Audit
Report, a copy of which has been appended by Shri Roy Choudhary
to his Note of Dissent. It is understood that only this particular In-
ternal Audit Report given by the Internal Audit Officer on 1st
August 1967 to the then Director-in-Charge (Pipelines Division) was
cyclostyled under the orders of the latter and about 40 copies made.
These were kept in the personal custody of the then Private Secre-

tary to the Director-in-Charge and the disposal of these copies is
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not known. No cyclostyled copy is available at present in the Pipe-
lines office. This phenomenon appears to be extraordinary particu-
larly when action, if any, on the report was required to be taken in
the Pipelines office by not more than one or two officers. In fact,
there is no evidence to show ta office files that the Director-in-Charge
even marked any point|observation in the Internal Audit Report to
any of his officers.

New Drvar; S|d SARDA NAND SINGH,
28th August, 1969. Managing Director (R&P).



APPENDIX IV
(Vide para 3.43)
Report of the Internal Audit Officer

Haldia-Barauni-Kanpur Pipeline Contracts

1. Contract for Establishment of Petroleum Projects in India

On 29th August 1961 an agreement was entered into between
Government of India and E.N.I. (Ente Nazionale Idrocarburi) ot
Italy for the establishment of Petroleum Projects.

2. Barauni-Delhi & Barauni-Calcutta Products Pipeline

In their letter dated 17th October 1961, the Ministry of Steel
Mines and Fuel intimated the Managing Director of the India Re-
fineries Ltd. that the project work pertaining to Barauni-Delhi and
Barauni-Calcutta Products Pipeline will be looked after by the
Indian Refineries Limited.

On 6th November, 1961 in a meeting held between Dr. C.
Gaspirini of ENN.I. and LR.s representative, the total prospective
movements through the Barauni-Calcutta pipelines and off takes at
various points between Calcutta and Asansol and beyond Kanpur
were discussed. IR.L. was then asked whether any definite view
on the desirability of this pipeline can be expressed by them. The
Managing Director in his letter dated 15th December 1961, informed
Dr. C. Gaspirini that Snam Progetti will go into this matter in detail
and present data and proposals on the basis of which the economic
justification of the Calcutta-Barauni pipeline can be viewed and
appropriate decision taken.

3. Snam Progetti’s Offer for Designing

On 26th September, 1961 Snam Progetti submitted their offer for

the Project Report and the tender documents for the Oil Product
transmission scheme in India. It was indicated in their letter that
the project report will cover the following oil product transmission
pipelines:

(1) Barauni-Delhi
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(2) Barauni-Asansol-Calcutta-Budge-Budge (with the possi-
bility also of the pipeline terminating at the proposed new
subsidiary port at Haldia south of Calcutta).

The major aspects to be covered in the Project Report were
indicated as under:

(i) Route plotted on 1”—4 miles survey of India maps for
each of the two. proposed pipelines;

(ii) Exposition of special engineering features in respect of
‘any portion involving major river crossings or other diffi-
cult terrain;

(iii) Examination and recheck of the year to year expected
consumption demand for each of the products at each of
the offtake points that are proposed, together with the
assessment of stqrage capacity for the efficient operation
of the pipeline at each such offtake points;

(iv) Detailed examination of the economies determining the
size of the pipelines & the initial number of pumping
stations recommended including the number of pumping
stations that will have latter to be added to increase the
throughput of the pipelines to the maximum potential of
the particular size of the pipe that is recommended:

(v) General flow sheet required in connection with size and
suitable location of the pumping stations;

(vi) Indication of the power requirement at each of the pump-
ing stations;

(vii) Itemised breakdown of various engineering and construc-
tion materials that will be required for the eprojects;

(viii) Detailed estimates of likely cost of the project covering
in particular the main item as the line pipe;

(ix) Breakdown of the detailed cost estimates into rupees
costs and foreign exchange costs;

(x) Detailed analysis of the estimated annual cost of opera-
tion in the initial stage and a subsequent stage mcludmg
interest charge and depreciation;

(xi) Detailed analysis of the estimated operating cost of trans-
portation per ton|mile between the offtake points
recommended;
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(xii) As assessment in broad terms of the total wagon move-
ment that will be obviated on account of the projected
pipelines being laid to enable an estimate being made of
investment cost on such alternative likely to be thus
saved;

(xiii)) An assessment of the requirement of technical personnel
indicating minimum qualification and experience that will
be required for the operation of the pipeline on their
completion.

The remuneration demanded by Snam Progetti for the services
was Italian Lire 40500.000 of which 21,000.000 to be paid in India in
the equivalent amount of Rupees.

4. Acceptance of Snam Progetti’s Offer for Project Report

The offer of Snam Progetti for the preparation of detailed Project
Report etc., indicated above was accepted by the Govt. of India,
Ministry of Steel, Mines and Fuel in their letter No. 24(5)61-Oil (PL)
dated 12-10-1961.

5. Executive Project Report

On 20th November, 1961 an offer for the Executive Project Report
i.e. report containing detailed technical specifications, working,
drawings etc.) of the Pipelines Barauni-Delhi & Barauni Asansol-
Calcutta was submitted by Snam Progetti and the total fee for the
services was indicated as 512000,000 Italian Lire. Ordinarily, the
preparation of the Executive Project Report would have been taken
up only after a decision was taken on the preliminary Project
Report as to which of the pipelines are actually to be consiructed.
It was, therefore, explained to the Board of Directors in their meet-
ing held on 12-12-1961 by the Managing Director I.R.L. that if the
Executive Project Report is taken up only after a decision is taken
on the Preliminary Project Report the working season of 1962-63
would be lost and it was the intention of the I.R.L. to make every
effort to complete the work by July|August, 1963 and it was there-
fore considered desirable to have the work on the Preliminary
Project Report and Executive Project Report carried out simul-
taneously. The Board’s approval was also sought for advising the
Government to accept the Snam Progetti’s Offer. Tn the circum-
stances explained by the Managing Director I.R.L. the Board approv-
ed of Messrs. Snam Progetti’s offer with a proviso that Snam Progetti
will give a rebate out of the agreed fees if they are asked, with in
30 days of the receipt of the Preliminary Report that the work on
the Barauni—Calcutta line be discontinued.
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6. Approval of the Government for Preparation of Executive Project
Report by Snam Progetti

After the approval of the Board was obtained, the full details of
the case were explained to the Government by the Managing
Director LR.L. in his D.O. letter dated 20-12-61 addressed to the

Deputy Secretary, Ministry of Mines & Fuel inter-alia indicating as

under the breakdown of the fee asked for by Snam Progetti for the
‘Executive Project’ Report.

(Rs. in lakhs)

Foreign  Indian Total
Exchange Rupees

Barauni-Delhi
Barauni-Calcutta . . . . . 2710 1190 39-00

Breakdown figures
(Rs. in lakhs)

Foreign  Indian
Exchange Rupees

(1) Pipelines . 15°§ 10°2
(2) Pumping Stations & Line Storage Facilities 7-8 0-5
(3) Civil Works . . . 34 o7
(4) General Expd. . . . 04 o5

TorAL . 27-10 119

It was also indicated in this D.O. letter that the work will be
completed within a period of about nine to eleven months from the
date of acceptance of Snam Progetti’s offer and Snam Progetti have
agreed to give a rebate of 62 million Lire (Rs. 4.7 lakhs) if they are
intimated within 30. days of the receipt of the Preliminary Project
Report, to discontinue work on the Barauni-Calcutta line. The
approval of the Government of India was also sought.

Approval of the Government of India for accepting the offer of
Messrs. Snam Progeiti for the preparation of the Executive Project
Report simultaneously for both the pipelines (viz. Barauni-Delhi
and Barauni-Calcutta) at a cost not exceeding 512,000,000 Italian
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Lire was accorded in the Ministry of Steel Mines & Fuel leiter No.
24(5)61-0il (PL) dt. 11{15-1-1962. The sanction, inter alig, stipu-
lated that if in May 1962 after a study of the detailed Project Report
the Barauni-Calcutta line is found by the I.R.L. to be not financially
justified, Messrs. Snam Progetti should be asked to stop the work
within 30 days of the preliminary report and that Messrs.

- Snam
would give a rebate of 62 million Italian Lire.

On 16th January 1962 Snam Progetti was informed of the accep-
lated that if in May 1962 after a study of the detailed Project Report
Report simultaneously for both the pipelines vide IRL letter No.
5-C|247 dated 16-1-1962.

7. Proposal given in the Project Report

In the Project Report Snam Progetti suggested {wo products
Pipelines, one 8” dia line for the movement of products from Barauni
to Rudrani (70 miles from Calcutta) and the other for the move-
ment of imported products from Calcutta (Budge-Budge) to Barauni,
the second line being 8" dia from Budge-Budge to Asansol and 6"
dia from Asansol to Barauni. In the note circulated by the Manag-
ing Director I.R.L. on the subject as Agenda Item 88 of the meeting
held on 24th August, 1962, it was recommended that only one 8” dia
line between Barauni and Calcutta would be adequate for the move-
ment of the products in both directions. The Board agreed to this
recommendation. The Board also agreed that Messrs. Snam Progetti
may continue their work on the Barauni-Calcutta section of the
pipeline.

On 25th August, 1962 Snam Progetti was informed that only one
line between Barauni-Calcutta (Budge-Budge) would be adequate
for the movement of products both ways instead of having two lines

as suggested in their Project Report and their views in the matter
were requested.

8. Modification in the original proposal

In the note submitted by the Managing Director as Agenda Item
No. 112 for the meeting of the Board of Directors held on 20-10-1962
it was explained by him that the studies since made by the Indian
Institute of Petroleum as regards the Barauni-Delhi line, have shown
that the pipeline from Barauni westward should terminate at
Kanpur instead of at Delhi and the ENI who were consulted in tl}e
matter have agreed with this modification. It was also indicated in
the note that, as a result of this change, the E.N.I. have stated that
the Barauni-Calcutta line should be of 10” dia instead of 8” dia and
the Barauni-Kanpur line should be of 12” dia instead of 107 ongma'lly
planned and the Barauni-Calcutta line will be capable to deal w1t.h
a throughput of about 0.5 million tons per year and the Barauni-
Kanpur line with a througput of about 1.7 million tons per year.
The cost of the pipeline as thus revised was estimated as Rs. 25
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crores as against the original estimate of Rs. 27 crores. The Board
took note of this information and authorised the Managing Director
in its meeting held on 20-10-62 to negotiate with E.N.I. for the exe-
cution of the work subject to such further check as may be possible
about pipe size etc. In the Board’s meeting the Managing Director,
IR.L. stated that the provisional plans for the execution of the pro-
ject as discussed with the E.N.I. would be as follows: —-

Barauni-Kanpur Section—Start in Oct. 1963 & Complete in
June, 1964.

Calcutta-Barauni Section—Start in Oct. 1963 & Complete in
April, 1965.
This time schedule was, however, subject to availability of pipes in
proper time.

The Managing Director I.R.L. also stated in the meeting that he
had given further thought to the earlier decision to entrust the
work pertaining to the construction of the Calcutta-Barauni-Kanpur
lines to E.N.I. and he is of the view that it will be of advantage if
the management of construction is carried out by the Bechtel Corpo-
ration who have already been entrusted with similar work on the
Gauhati-Siliguri line subject to Bechtel agreeing to suitable terms
of remuneration. The Board agreed to this proposal and authorised
the Managing Director to negotiate in the matter and to obtain the
approval of the Government of India.

9. Project kept in abeyance

In the meeting of the Board of Directors held on 29-11-62 the
Managing Director stated that as a result of the emergency Gov-
ernment’s intention was that the Barauni-Calcutta and Barauni-
Kanpur pipelines projects may be kept in abeyance for some months
and in the meantime all preparatory work such as designs, land
acquisitions etc. may be completed so that in the event it is decided

later to implement the project further delays are avoided.

On 20th December 1962, the Managing Director L.R.L. wrote to
Dr. Gaspirini of E.N.I. requesting for the postponement of the dead-
line for entering into a contract under E.N.I—Government of India

from 31-1-63 to 31-1-64 owing to the emergency in India.
10. Reappraisal of the Oil Position on account of emergency

In the note submitted by the Managing Director LR.L. as Agen.da
Item No. 139 for the Board’s meeting held on 28-1-63 it was explain-
ed by him that the Government of India Ministry of Mines & Fuel
on a re-appraisal of the oil position on account of the emergency

bad taken inter-alia the following decision:

“An oil pipeline from Haldia|Calcutta to Barauni be construct-
ed for transport of crude oil up to 3 million tonnes per
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annum to feed the Refinery should this at any time be
found necessary or to move products.”

It was also explained by the Managing Director that this pipeline
must be of a dual purpose line so as to serve the purpose of product
movement also if necessary and it will be necesseary to align the
pipeline through Calcutta to Haldia and the full financial effect of
the scheme will have to be worked out in detail after discussion
with E.N.I. which were in progress.

11. Fees demanded by Snam

In their letter dated 8th February 1963 addressed to the Indian
Refineries, Snam Ltd. India Branch indicated that as a result of the
conversation they had with the I.R.L. it was decided that the new
terminal of the Barauni-Calcutta pipeline would be at Haldia
instead of at Calcutta (Budge-Budge) as planned before and this
being the case a complete new survey of the section Rudrani-Haldia
was necessary and complete re-elaboration of all the data already

acquired for the old route would be necesseary and their fees would
be 62,500,000 Italian Lire.

12. Details of the Proposed Pipeline System

In a note submitted by the Managing Director I.R.L. as Agenda
Item No. 164 for the meeting of the Board of Directors held on 15th
March, 1963 the following details of the proposed pipeline system
were given.

1. The LR.L. have recommended to the Government that it
would be expedient from the point of view of execution
of work and overall economies, if alongside the Barauni
Haldia/Calcutta pipeline, the Barauni-Kanpur pipeline is
also taken up for execution and Government appear to be
in agreement with this view.

2. Details of the pipeline system:
(i) Total length of the pipeline 723 miles

(ii) Pipe size . . 12” dia.
(iii) Annual throughput
Haldia-Barauni Section
Up to 3 million tonnes of crude oil when required. Ordinarily

about 500,000 tonnes of products from Barauni to Calcutta and
Calcutta to- Barauni and westwards.
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Barauni-Kaenpur Section
Up to 1.7 million tonnes of products.
(iv) Estimated cost of the Project . . . Rs. 29 07 crores
Barauni-Kanpur line

(Rs. in crores)

Pipeline and Telecommunication system I1-92

Pumping stations 2:27

Tank Farm . . 1'38
TorAL . . 15°57

(excluding dormant interest)

Barauni-Haldia Line

(Rs in crores)

Pipeline (excluding telecomminication system) 828
Pumping stations . . . 358
Tank Farm . 1-64
TorAL . 13-50
(excluding dormant interdst) _—

3. It was mentioned in the note that it had earlier been
thought that the construction of this pipeline should be
done through a negotiated contract with EN.I. How-
ever in view of the large estimate of cost of the project,
the Managing Director was of the opinion that competi-
tive tender should be invited from selected firms. In
informal discussion, Government have agreed with this
view.

4, The Government’s decision to provide a pipeline from
Haldia (instead of from Calcutta) to Barauni has neces-
sitated a fresh survey of contours and alignment from
Rudrani to Haldia. For doing this additional work ENI
have asked for a payment of Rs. 198 lakhs in Indian

Rupees.
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The Board’s approval was sought for the following: —

(a) The estimate of Rs. 29.07 crores for the Calcutta/Haldia-

Barauni-Kanpur Line (Government being addressed to
sanction the estimate).

(b) Payment of a sum of Rs. 1.98 lakhs to the EN.L or the

additional work involved on the Rudrani-Haldia line.

(c) The adoption of the tender procedure outlined in para 4

of the Managing Director’s note.

The Board was also informed by the Managing Director that the
construction of a 12” dia line from Haldia to Barauni as against an
8” dia line for the expected throughput of products will involve an
increase in outlay of Rs. 6.27 crores and the I.R.L. have been given
to understand that the Government are likely to give a subsidy to
this extent.

The Board accorded its approval for the items brought out in the
agenda note. In the minutes of the meeting of the Board the follow-
ing was also recorded:

“On an enquiry from Sri Govindan Nair, Managing Direclor

explained that the increase in the Haldia-Barauni line is
on account of the large pipe size (12” as against 8” for the
product line) another increased number of pumping sta-
tions (estimated to be 8 or 9) handle 3 million tonnes of
crude oil per year. Since this requirement is mainly to
cater for any possible urgency, the Board felt that it may
be advisable to take afresh view specially as regards the
number of pumping stations in the next few months.

13. Request for Government’s approval

On 22nd March, 1963 approval of the Government of India was
sought for the following:

()

(i)

the execution of both the projects at an estimated zost of
Rs. 29.07 crores.

Payment to Messrs. Snam of RS. 2.79 lakhs in Italian
Lire and Rs. 1.98 lakhs in Indian Rupees for the detailed
survey and design work, i.e., the preparation cf the Exe-
cutive Project Report for the portion from Barauni to
Haldia which is an extra work over and above the work
Messrs. Snam have already carried out on the Barauni-
Calcutta route. The payment of Rs. 2.79 lakhs in Italian
Lire will be offset against the reduction of a similar
amount which Messrs. Snam have agreed to give as a



134

result of curtailment of their work in view of the Barauni
westward line now terminating at Kanpur instead of
Delhi as previously envisaged; and

(iii) Subsidy to LR.L. from Government to the extent of the
difference in cost estimated at Rs. 6.27 crores between the
8” dia. product line between Calcutta-Barauni and a 12”
dia. crude oil from Haldia-Calcutta-Barauni. The difference
in the original estimate of Rs. 7.23 crores and the present
estimate of Rs. 13.50 crores for the Barauni-Haldia line was
explained as under:

" (Barauni-Budge Budge Line 8-62s”  (Barauni-Haldia Line—
0-D.) 12-75” O.D)

Original  Revised Difference

(in crores) (in crores) (in crres)

1. Pipeline (excluding telecommunication) 486 8-28 30°42

2. Pump Station . 1°45 358 2-13

3. Tank Farm . 0°92 1-64 0-72
——;—-;8 - 13-50 6-27

..

[The main increases are on account of the large size of the pipe-
line and the number of pumping stations (estimated at 8 as against
5 originally envisaged) and the large capacities in order to pump
three million tonnes per year of crude oil].

14. Inter Ministerial Meeting

At the Inter-Ministerial meetings held on 26th March, 1963 and
10th April, 1963, Managing Director I.R.L. (Sri Nayak) was autho-
rised to discuss with EN.I. the possibility of reduction of cost and
postponement of completion date for the pipelines. In the inter-
ministerial meeting held on 15th May, 1963, the Managing Director
reviewed the discussion he had been having with EN.I. representa-
tives and he stated that EN.I's original estimate of about Rs. 29
crores for the pipeline had been calculated on a comparatively low
price for pipes. If the indigenous price of pipes was taken at about
Rs. 1500/- per tone at site, the total project estimate would go up to
Rs. 32.5 crores. On the other hand E.N.I. were proposing the
following major modifications to their original designs which would
result in a reduction of about Rs. 3.07 crores as under:

(i) Replacing the telemetering system by the Radio telephcne
system resulting in a reduction of Rs. 1.82 crores.
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(ii) Substituting 8 permanent pumps for crude oil by 8 mobile
mounted pumps for occasional transmission of crude oil.
This effects reduction of Rs. 1.25 crores.

There would be no change in the number of permanent pumps
to be installed for products transmission viz., 3 nos.

In the meeting it was stated by the Managing Director LR.L.
that E.N.I’s latest proposal on the basis of radio telephone commu-
nication system and 8 mobile pumps was for splitting up the project
on the following basis:—

(a) E.N.I. were prepared to lay the pipes and supply technical
services and equipment at a total cost of Rs. 10.54 crores
(Foreign exchange component Rs. 6.62 crores).

(b) Government’s responsibility would be to enter into sepa-
rate contracts for the following inservices/supplies:—

(i) procurement and supply of steel pipes. The Managing
Director estimated that out of the 63000 tons required
for the two pipelines, about 40,000 tons would have to
be imported at a cost of Rs. 5.5 crores.

(ii) telecommunication equipment estimated to cost Rs. 110
lakhs (Foreign exchange component Rs. 838 lakhs).

(iii) Pump stations construction—cost Rs. 40.50 lakhs.

(iv) Tank farm construction—cost Rs. 2.76 crores (Foreign
exchange component Rs. 14 lakhs).

(v) Procurement of materials—cost Rs. 80 lakhs.

(vi) Land acquisition—Rs. 65 lakhs.

(vii) Designs. engineering, administration management etec.,
—Rs. 130 lakhs.

(viii) Customs (Rs. 1 crore) and income-tax liabilities devolv-
ing on the Proprietor of EN.I.—Total cost Rs. 160
lakhs.

In all, therefore, the total cost of the project split up as indicated
above would comes to Rs. 29.91 crores (Foreign Exchange compo-
nent Rs. 13.6 crores).
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C;I‘he schedule of construction that E.N.I. had offered was as
under: —

(a) Q)ﬁipleting the Haldia-Barauni pipeline and June 1964
installation of 8 mobile pump stations for trans-
porting crude oil.

(b) Completing construction of three permanent pump December ‘64
?tations for products on the Haldia-Barauni pipe-
ine.

(c) Completing of Barauni-Kanpur products pipeline  June 1965

As regards the main pipeline contract, Sri Nayak stated in the
meeting that several companies had offered to tender for the main
work and in addition had expressed the possibilities of furnishing
credit on the same terms and conditions as E.N.I. credit.

The following decisions were taken in the Ministerial meeting: —

(a) I.LR.L. will immediately go in for tenders for 40,000 tones
of pipes on the basis of E.N.L’s specifications. The tenders
may be restricted to U.K., U.S.A, France, West Germany,
Italy and Japan.

(b) As soon as E.N.I. submitted the tender documents by
about 7th June, 1963, L.R.L. will direct enquiries for the
pipeline execution work and for the supply of technical
services and equipment to the firms which had earlier
expressed interest in tendering for the work, viz., Bechtel
Corporation (USA), William Bros., Construction, John
Brown and Motterwell of UK., Ratrepos and Sociate
Parisenne of France, Snam of Italy, Mannesman of West
Germany.

(¢) LR.L. will also take expert advice as to whether or not
the mobile skid pumps proposed by E.N.I. would prove
satisfactory and if necessary they will go in for supple-
mentary tenders addressed to the same firms for alter-
native bids on the basis of permanent pump stations for
the crude oil.

(d) Finally, as soon as possible after the tenders for main
work, LR.L. will float tenders for the installation of tele-
communication equipment and for construction of tank
farm on the basis of ENN.I’s designs. These tenders will
also be addressed generally to the countries which will

supply pipes.

(e) All the tenders indicated at (a) to (d) al?ove will speci-
fically mention that tenders will be considered only on
the condition of credit facilites being arranged for by the
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tenderer for the servicesjmaterials. The tenderer will,
therefore, be asked to indicate the best credit terms that
'‘he can offer.

15. Agreement with Bechtel for certain technical services connected
with H.B.K. -

On 25th May, 1963, the Managing Director (Sri Nayak) in his
letter No. S-11/Construction, dated 25th May, 1963 wrote to Mr.
Dorman Vice-President of Bechtel Asian Corporation that subject to
agreement on financial terms and the specific approval of the Gov-
ernment of India, Indian Refineries Limited have decided to enter
into a contract with Bechtel for certain technical services connected
with and the management of construction of the Haldia-Barauni-
Kanpur pipeline. The technical services relate to certain aspects of
the design of the pipeline system as already prepared by Snam
Progetti and Bechtel’s services were desired for consultation with
Snam Progetti on the following matters: —

(a) Pipe materials.
(b) Pump Station.

(c¢) Telecommunicating and telemetering.
(d) Tank farm

(e) Coating and wrapping.

It was also intimated by the Managing Director that it was their
intention, subject to satisfactory agreement being reached as to cost,
to execute this work through Saipem an E.N.I. Company on the
basis of a negotiated contract and Bechtel’s services will be required
during these contract negotiations and eventually in supervising the
construction work as Manager. In the concluding portion of the
letter, the Managing Director, I.R.L. recorded as under:—

“We believe that a formal agreement with Bechtel can be
settled within the next 60 days. Meanwhile I trust you
will agree to have necessary further action taken as men-
tioned above. Expenditure that Bechtel will reasonably
incur in the intervening period will be reimbursed in
Rupees, if the proposed agreement between us does not
go forward for any reason.”

On 31st May, 1963, the Managing Director LR.L. (Sri Nayak) vide
his letter No. S-11|Const., dated 31st May, 1963 informed Mr. Fidora,
General Manager, Snam Progetti as under:—

“....As I had mentioned to Dr. Gasparini and Mr. Mauro,
when we had met on the 25th instant, we are considering
the question of appointing Bechtel as Construction
Manager for the Haldia-Barauni-Kanpur Project. A final
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decision has not been taken, as this is dependent on agree-
ment about terms, etc. Meanwhile, we have asked,
Bechtel to make certain enquiries for us about the avail-
ability, price etc., of pipes from several countries in the
world, we also wish to associate Bechtel in our negotia-
tions with Saipem for the conclusion of a contract for the
execution of the pipeline. Will you kindly convey this
information to Snam and Saipem in Milan?

On 14th June, 1963 Bechtel Asian Corporation in their letter,
dated 14th June, 1963 gave a proposal for consulting and manage-
ment services for the Haldia-Barauni-Kanpur pipeline system which
inter-alia included the following: —

[

.
.

..In the discharge of its responsibilities Bechtel will consult

and advise I.LR.L. concerning major decisions and activi-
ties of the project...... ”,

...Bechtel acting as representative of LR.L. will supervise

the preparation of the detailed engineering which will be
performed in Italy by Progetti. Bachtel will perform
those functions required of I.R.L. with respect to approval
of drawings, specifications, schedules and other technical
data. Bechtel will arrange to have Progetti prepare
schedules, lists of drawings and specifications and perform
all other planning required to assure that the engineering
will be performed in an orderly and effective manner.
Programmes will be established with Progetti whereby
materials and equipments to be furnished by Progetti or
Saipem will be subjected to engineering review and check.
For such materials and equipments the manufacturer’s
drawings and specifications will be subject to the accept-
ance of IR.L. acting through its engineering consul-
tant...... ",

....Bechtel will act for LR.L. in checking the drawings and

specifications of vendors and in making certain such infor-
mation is made available to Progetti as needed for deve-
lopment of the detailed design and to Saipem for the
construction work.”

16. Government’s approval

On 4th June, 1963 sanction of the Government of India, Ministry
of Mines and Fuel was accorded to the payment by L.R.L. of Rs. 1.98
lakhs in Indian Rupees to Messrs. Snam S.P.A. for the detailed sur-
vey and design work, i.e., the preparation of Executive Project Report
for the portion from Rudrani to Haldia which is an extra work over
and above the work. Messrs. Snam have already carried out on the
Barauni-Calcutta routes. It was indicated in the sanction that the
payment of Rs. 7.79 lakhs in Italian Lire for this work will be offset
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against the reduction of a similar amount which Messrs. Snam have
agreed to give as a result of curtailment of their work in view of the
Barauni westward line now terminating at Kanpur instead of Delhi
as previously envisaged. No extra foreign exchange payment is
therefore involved. In this sanction specific mention about the
approval for execution of the project at a total cost of Rs. 29.07
crores was, however, not made.

17. Revised Estimate

As indicated in para 13 above, Government approval was, inter-
alia, sought to the execution of the Project at an estimated cost of
Rs. 29.07 crores. In a subsequent D.O. letter dated 23rd April, 1963
to the Secretary to the Government of India, Ministry of Mines and
Fuel, the Managing Director L.LR.L. pointed out that the estimated
cost may actually go up to Rs. 31.32 crores on account of the probable
high cost of pipes and for certain other reasons.

18. Programme for the execution of the Project

After the issue of the D.O. letter dated 23rd April, 1963 mentioned
in para 17 above, the execution of the project had been the subject
matter of number of discussions between IL.R.L. and Government and
the final outcome was recorded in the letter dated 6th July, 1963
addressed to the Secretary to the Government of India, Ministry of
Mines and Fuel by the Managing Director LR.L. which had tha
approval of the Board of Director (meeting held on 5th July, 1963).
Some of the more important points mentioned in this letter are
reproduced below:

(i) The execution of the Project may be settled by negotia-
tion with the concerned E.N.I. Company, an earlier deci-
sion to invite tenders from a number of selected com-
panies being given up, mainly because of the probable
difficulty of finding the foreign exchange involved and also
because of the likely delay in the execution.

(ii) As certain aspects of design and specification in the
scheme of the project drawn up by Snam Progetti appear-
ed to be of a somewhat doubtful nature, and as certamm
economics in the total project cost estimate appeared
vrobable, the design and specification should be reviewed
in discussion with Snam Progetti and for this purpose the
services of Bechtel Corporation of U.S.A. whose employ-
ment for the management of construction was in view,
should be utilised.

(iii) Banning only the procurement supply of pipes and the
installation of a communications system. Saipem will do
a complete turnkey job subject to the scope of the work
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as defined. The work to be done includes the construc-
tion of (a) the main line, the submerged river crossing,
the rail bridge crossing and minor canal and road cross-
ings; (b) the industrial civil works and the electrical and
mechanical erection, works of the pump stations; and

(c) the complete works of the tank farms, .

(iv) The total contract estimates for both the pipelines were

given as under:—

Construction Barauni- Barauni-
Haldia Line Kanpur
Line
Rs. Rs.

Maiinline construction work
Pcoducts pumping Stas. & terminals erection
Indiustrial civil work

Tank farm construction .

Foreign main line materials

Pumping & terminal stations materials for pro-
ducts . . . . N

Six crude oil pumping sets

Foreign tank farm materials-
Other services
Procurement
GRAND TOTAL

Say -

* 13.44 Cror's

. 3,62,52,237 3,92,06,030
13,74,220 27,10,782
15,00,000 25,80,000
44,79,183  1,37,55,428

4,36,05,640  5,82,52,240

32,99,508  21,65,891

99,33,440 1,19,74,560
50,88,000

1,86,620 573,104

1,76,07,566  1,47,13,553

1,00,000 1,00,000

6,13,13,206  7,30,65,795
13,43,79:001

§
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(v) The programme for the execution of the project was
given as under :

Haldia-Baraun: Line

(a) Starting date * . . . . . . . 1-11-1963

(b) End of construction work on the main line & supply CIF

Calcutta of 6 crude oil pumping sets 30-6-64
(c) Start of construction work in the products pumping

stations . . . . . . . 30-4-64
(d) End of construction work in the products pumping

stations . . . . . . . . . 30-12-64

Baraum-Kanpur Line

(a) Start of co-struction work on both main line & in the

pumping station . . . . . . . 30-9-64
(d) End of construction work on both mainline & in the

pumping station . . . . . . . 30-6-65

(vi) Snam Saipem will arrange for the procurement of all
India supplies required for the execution of the work.
For this service, Saipem will be paid a fee based on the
value of the supplies to be procured (estimated cost about
Rs. 50 lakhs). LR.L. will, however, pay the bills and
invoices on such purchases. It is considered that such an
arrangement will be conducive to good construction pro-
gress as one party will remain responsible for synchron-
ised action on all related matters.

(vii) Saipem will arrange to procure all foreign materials
required for incorporation in the project. There are many
such items as pumps motors, valves, instruments, wrap-
ping material etc. A figure of ceiling of cost on account
of such supplies is included in the price negotiated, but
payment will be limited to the actual costs plus charges
on account of procurement services, inspection, ocean
freight, freight, inland transport in India and abroad and
handling and incidental charges.

(vili) Following the negotiation carried out with Saipem. IR.L.
propose to enter into a contract with them in the value
of Rs. 134379001 with a foreign exchange compomnent of
Rs. 62154973 ($ 13,057767) i.e., about 46.2 per cent of the
total. .

- . - L
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Government’s approval was sought for the following: —

(i) LR.L. entering into 4 contract with Snam in the total
value of Rs. 13,43,79,001 with a foreign exchange compo-
nent of Rs. 6,21,54,973 to be financed from E.N.I. credit.
5 per cent of the foreign exchange component is to be paid
on the signing of the contract.

(ii) the estimated project cost of Rs. 26.42 crores.
19. Receipt of Government sanction

On 31st July, 1963 Government of India, Ministry of Mines and
Fuel in their letter No. 31st December 1963/ONG, dated 31st July,
1963 conveyed the approval of the President to the LR.O. entering
into a contract with Messrs. Saipem for the completion of the follow-
ing works relating to H.B.K. Pipelines:

(a) Construction of the mainline, the submerged river cros-
sings, the rail bridge crossings and minor canal and road
crossings.

(b) The industrial civil works and the electrical and mecha-
nical erection work of the pump station; and

(c) the complete works of the tank farms.

at a total cost of Rs. 11,33,34,892 including foreign exchange compo-
nent of Rs. 5,29,83,415. It was indicated in the sanction that cons-
truction of the Haldia-Barauni Pipeline will start in November 1963
and will be completed by 31st December 1964 while the construction
of the Barauni~Kanpur Pipeline will commence by end of Septem-
ber 1964 and be completed by end of June 1965.

No mention was, however, made regarding approval of the esti-
mated project cost of Rs. 26.42 crores.

20. Contract agreement with Saipem

On 31st July 1963 a contract was concluded and signed with
Snam Saipem for the construction of the H.B.K. pipeline. A copy
of the contract was forwarded to the Secretary to the Government
of India, Ministry of Mines and Fuel on 2nd August, 1963.

On 23rd October 1963, Government sanction was accorded to the
release of foreign exchange equivalent of Rs. 5,29,63,415/- and it was
mentioned that foreign exchange will be mete out of the EN.IL
credit and payments made as per the contract signed on 31st July,
1963 between I.R.L. and Saipem.

21. Brief Particulars of the Contract with Saipem

The contract consists of three parts, Part I—contract and exhi-
bits, Part II—General conditions and Part IIl—job description,
construction specification and exhibits.
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ParT 1

Exhibit ‘A’—The line construction ,
Lump sum amount payable:

Haldia-Barauni line 12"—) . . . . . Rs.72,19,26,552
Length approximate 520 Km. . . . . $ 30,009,508
Barauni-Kanpur line . . . . . * Rs. 2,47,05,895
12 approximate length 670 Km. . . . . $ 30,46,247

Haldia- Barauni-
Barauni Kanpur

in metres
Length of the line . . . . . 5,10,000 6,61,500
Cased crossing . . . 2,430 3,200
River submerged crossings . 8,000 3,200
Railbridge crossings . . . . . 2,100 2,100
Canal crossings  ° . . . . . 2,600 2,300

Should final measurement of above items excluding rock exceed in
plus or minus 3 per cent in quantity, an adjustment shall be
made in the prices (lump sum mentioned above) at certain
prescribed rates.

Exhibit ‘B’—Pump Station and Terminal erection

Barauni-Haldia Line Barauni-Kanpur line
Haldia products pumping Stns. Barauni Products pumping Stns.
Asansol ‘Do. Patna Do.
Barauni Deo. Dumraon Do.
Rudrani Terminal Mughalsarai Do.
1. e. 3 Products Pumping Stations Allahabad Do.

t Kanpur terminal
I terminal 2.e. 5§ Products Pumping stations &

1 terminal
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Lump Sum Lionp Sum
Rs. 8,27,087 Rs. 16,16,506
’ 1:'4:944 ‘ 2:99’89 -

B s

(In the event of pumping sations capacity and facilities being
varied hereafter the parties will re-negotiate for the fixation of
an appropriate revised prices).

Exhibdit ‘C—Civil Industrial Work in Pumping Station

(Machinery foundations and equipments beds fire fighting system,
industrial sewage system, external lighting system, industrial road
and yard, pipe yard, all separator civil construction parts, control
and pane] rooms, including procurement, expediting co-ordination,
routine inspection for the following pumping stations and terminals).

Barauni-Haldia Line Barauni-Kanpur Line
‘Haldia Product pumping Stns. Barauni Product Pumping Stns.
Asansol Do. Patna Do.
Barauni Do. Dumraon Do.
Rudrani Terminal Mughalsarai Do.
C}t::l!;s‘Oil pumping inlet & outlet mani- Allahabad Do.

Kanpur terminal
Lump Sum Lump Sum
Rs. 14,25,030 Rs. 24,51,480
$15.750 $ 27,000

(In the event of pumping stations being varied hereafter the
parties will renegotiate for the fixation of the appropriate revised

prices).

Exhibit ‘D’~Tank Farm Construction

For tank construction including civil works, erection, Indian
Materials, procurement expending, co-ordination and routine ins~
pection. ‘ e i BT

- L e A
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Haldia-Barauni Line Barauni-Kanpur Line
54250 metre 1,66,600 cubic metre
Lwonp Sum Lump Sum
Ps. 39.47,230 Rs. 1,21,21,816
$1.11,755 $3,43,196
Total per cubic metre : Rs. 92.76
$ 2.¢6

—

The above average rates per cubic metre have been calculated
and agreed on an assumed proportion of 45 per cent of allocating
rooftanks and 55 per cent of fixed rooftanks for which the rates of
Rs. 90 c.m. and Rs. 77 e.m. (excluding foreign materials) were
agreed. Should the proportion change the rates and consequently
prices shall be varied accordingly.

Exhibit ‘G’—List of Materials to be Supplied by the Contracton

Rs.
Barauni-Haldia line materials - . . . 4,58,0071 $ 5,596,828
»» Pumping stations & terminals - . 6,833,340t $14,58.386
»» Pumping set for ctude oil pumping - 2,868,000t $10,08,404
,» Foreign materiais for tank farm - . .. $ 39.205
»» Materials for electric system . . 1,88,000f  $2,58,000
Baruni- Kanpur line materials * . . .
»» pumping stitiens & terminals - . 9:44,5601 $18,72.210
,» Foreign materials for tank farm - . .. $ 1,20,400
»» Materiais for Electric system . . 2,00,0001 $ 4,03,000

30,55:7441 -$61.48,188

Exhibit ‘H’—Procurement Services of Indian Materials

Haldia Bareuni Section <0+ Rs.73.34% $5.600
Barauni Kanpur Section < . *  Rs. 73,344% $5,600
1,460,688 U 11,200
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Exhibit I—Progress Schedule

Haldia- Barauni-

Barauni Kanpur
Starting Date . . . . . . I-11-1963  30-9-1964
End of construction on the main line & supply of
six crude oil pumping sets - . 30-6-1964  30-6-1965§
Start of construction work in thc product pump-
ingstn. - . : 30-4-1964

End of construcnon work in the products pumpxng
stn. . * 31-12-1964

The above programme will be valid provided mainly that—

(i) Line pipe of the proper size and thickness also as not to
discontinue work, together with the corresponding coating
materials, are handed over by the owner to contractor at
delivery location in accordance with the programme in-
dicated in the exhibit.

(ii) Construction design including final lists and specifications
for the materials to be supplied by contractor, is made
available to contractor as per the programme indicated in
the exhibit.

22. Scope of the work under the Contract

The object of the products pipelines has been defined in Part III
of the contract under Job Description. It has been explained that
the object is to transport motor spirit, Kerosene Oil, H. S. Diesel and
Aviation Turbine Fuel from the Refinery area to be various main
consumption centres considered important for the delivery of such
oil products and which are situated along with the proposed pipe-
line route,

No where in the contract has it been mentioned as to the total
quantity of productsicrude to be transported through the pipeline.
The mainline and other pump capacity etc. have been given and on
the basis of these facts, the total capacity of the HBK Line can
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possibly be worked out. However, after the conclusion of the con-
tract Snam Progetti gave a Project design description dated 26th
February, 1964 (consisting of 17 pages) wherein the scope of the
pipe line system had been given as under:

The pipeline system shall allow the transport of the following
products:

Haldsa-Barawn;i Section
Product Starting Point Delivery Point  Quantity

tons;per annum

Crude Oil . - Haldia Barauni * 20,00,000

»» Haldia Barauni (future) ° 30,00,0C0
Kerosene . + Haldia Barauni " 2,65,000
M S. - . . -+ Barauni Rudrani 2,79,0000

Baraun;- Kanpur Section

H.S.D. - . Patna 5,12,000
Kerosene - . Barauni Mughalsarai
M. S. . . Allahabad

Kanpur 3,72,000
A TF, - - Barauni Kanpur 2,00,000 -

15,12,000
SUMMARY
Haldia Barauni Section . +  Crude Oil 2 Million tons per year
Products o .5 million tons per
year

Barauni-Kanpur Section - +  Products 1.5 million tons

23. On 26th June, 1964 a formal contract was signed engaging
Mis. Becthel Asian Corporation Ltd., as our agent to manage all
matters relating to H.B.K. Project.

24. Amendment to the contract

In July, 1964 just after a year of the conclusion of the contract
with Saipem an amendment to the contract with Snam Saipem was
issued inter-alia bringing out certain important modification to the
original contract. As indicated in para 19 above, in the various
exhibits attached to the contract agreement, it was agreed and indi-
cated that should final measurement of the items indicated in exhibit

‘A’ or in the event of pumping station capacity and facilities being
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varfed etc. the parties will renegotiate for the fixation of the appro-
priate revised prices. Apparently on account of the change made,
due to administrative reason, on the pumping station capacity etc.
an amendment was issued to the original contract in July, 1964. The
papers leading to the initiation of the amendment or reasens for ini-
tiating the same are not available and therefore whatever conclusion
we derive at will be more or less on a presymptive basis. The
details of the changes effected in the original contract and the finan-
cial repurcussion if any involved are discussed below:

Amendment to Exhibit ‘A’ Schedu e of prices for line construc-
tion
As in the original contract Asamended by the amendment of
July 1964
Lump su 1 Lump sum
Haldia-Barauni line . . + Rs. 2,19,26,552 Rs. 2,101 1,282
.r

$ 3000508 § 29,690,003
Barauni-Kanpur Line . . - Rs. 2,47,05.895 Rs. 2,47,05,895

$ 30,46,247 $ 30,460,247
Net saving as a result of amendmert

Rs. 315,270
$ 40,595

The saving is due to reduction in the scope of the work as will
be seen from amendments to other exhibits.

Pump Station & Terminal erection

Exhibit ‘B’
As in the Original As amended by the
contract =~ T amencment
Haldia-Barauni - . +  3Products pumping 3 Products 'Pumpihg

station& 1 Termi- Stn. & 1 Delivery
nal pumping station.  Point.
and
1 Crude Pumping
Station.

Barwuri-Xunpur ©+ - SProducts pumping (Booster No. 2)2
stations & I Termi- Products pumping
nal Stn. 2 Delivery

poims. 1 Terminel

Sta. -



149

Haldia-Barauni Barauni-Kanpur

Original Amended Original Amended

Products pumping station - 3 3 5 2

Crude , . . 1

Terminal - . . 1 I 1

Delivery Point  * . . .. 1 .. 2
4 5 6 5

It will be seen from the details given above that while in the
original contract 8 Nos. products pumping stations were provided, in
the amendment, the number was reduced to 5 and in lieu one crude
pumping station and three delivery points were introduced. The
original contract catered for 2 terminals while the amendment has
reduced this to one. The overall financial effect of these changes is
net saving to the Corporation to the tune of Rs. 4,72,493 plus
$1,21,334 as indicated below:

Origi: al coatract As anend:d
(8 products pumping Stns. and 2 termi- (5 products pumping stns. 1 crude
nals) pumping station and 3 delivery
points and 1 terminal)
Rs. 24,43,593 plus Rs. 19,71,000 plus
$4,14.834 $2,93,500

Exhibit ‘C’ Civil Industrial Work in Pumping Station

The original contract catered for machinery foundations and
equipment beds fire fighting system, industrial sewage system, ex-
ternal lighting system, industrial road and yeard, pipe yeard all
separator civil construction parts, control and penal rooms includ-
ing procurement, expediting co-ordinating routine inspection for 8
products pumping stations, 1 crude oil pumping station & two ter-
minals at a total cost of Rs. 38,76,510 plus $42,750.

Through the amendment the scope of the contractor’s liability for
work was reduced drastically and the contractor was made respcn-
sible only for procurement services of the industrial civil works
contracts, construction supervision and coordination etc. in respect
of 6 pumping stations and 4 delivery points at a cost of Rs. 1,57,200
plus $30,000.

On account of excluding the scope of the actual constructional
works from the contract there has been a saving of $12,750 in
foreign exhange. For procurement etc. services the amendment
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allows the contractor a sum of Rs. 1.57 lakhs plus $30,000 which
works out to approximately 7 per cent on the overall cost for civil
works actually executed. The eventual value of the contracts given
for the civil works has been stated to be Rs. 4242 lakhs plus Rs. 3
lakhs for procurement services as against the original contract
figure of Rs. 40.80 lakhs (approx.) (which included a foreign ex-
change of $42,750 U.S. Dollars).

Since the pumping stations were varied from the scope given in
Exhibit ‘C’ nf the original contract and since according to the terms
of the contract the parties will have to renegotiate for the fixation
of the appropriate revised prices, it may be difficult to establish at
this stage whether the contractor would have agreed to do the job
as per his original rates given in the contract in 1963. At any rate,
the amount paid to the contractor for procurement etc. services
which works out to approximate 7 per cent of the cost of the work
appears to be on the high side.

Exhibit ‘D’ Take farm construction

Here also the original contract catered for tank farm construc-
tion including all civil works etc. at a total cost of Rs. 1,60,69,046
plus 4,54,951 US Dollars. The total unit required was indicated as
2,20,850 cubic meter and the average rate per cubic metre was shown
as Rs. 72'76 plus US. $2.60. With the issue of the amendments the
contractor’s responsibility was limited to procurement of the con-
tract, construction supervision etc. at a cost of Rs. 50,000]- plus
$10,500. As against the originally estimated quantity of 2,20,850
cubic metre, indicated in the contract, the revised estimate was in-
dicated in the amendment as 58,250 cubic metre only. The reduc-
tion in the scope of the work has resulted in a considerable sav-
ing in the HB.K. Project. It appears that the tankage for
the different delivery stations (except Haldia) has been constructed
_by the Marketing Division at a cost higher than that originally con-
templated in the contract with Snam Saipem. Before arriving at
any conclusion, it would be necessary to examine whether the mar-
keting division has adopted the same specification etc. for tankage
as has been mentioned in Saipem’s contract.

Exhidbit ‘G’ Supply of Materials

The original Exhibit ‘G’ to the contract provided for the supply
of materjals by the contractor to the value of Rs. 30,55,744 plus
$61,48,188. The amendment limits the supply of materials by the
contractor to Rs. 29,39,167 plus $44.10,513. There has thus been a
considerable saying which was mainly due to reduction in the
scope of the work. In the amendment to Exhibit ‘G’ it has been
mentioned that the contractor will supply only materials from

foreign sources as listed in the list of materials dated 21-4-64. A
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perusal of this list of materials indicated that full specification for-
the materials to be supplied under the contract has not been given
and instead ‘CON’ NOS. have been indicated against each item.
Apparently the description of the materials would find a place in
these ‘CON’ (specifications) which are not available here. Before
making final payment to the Contratcor under Exhibit ‘G’ (as
amended) it may be necessary for the Engineers to verify whether
the materials actually supplied agree to the specifications indicated
in the list of materials dated 21-4-64, which again are based on
details given in various ‘CON’ Nos. A comparison of the original
specification and the revised one has been effected wherever possible
in respect of some of the more important items and the results are
tabulated below:

Item Original Revised
Specification Specification

Pipeline materials
Glass inner wrap unsaturated (60/gr/m2) 1470 sq. mt. 1453 m. q.

Gate valves ASA-600-12" . . . 46 Nos ‘ 40 Nos

Materials for pumping stations & term:nals

1. Diesel Engine

Station Horse Nos Horse Nos.
Power Power

Barauni . 650 2 370 2
Booster No. 2 .. 540 1
Asansol 282 3 370
Haldia 835 2 370 3
Patna 480 2
Dumraon . . 480 2
Mughalsarai . . 480 2 750 3
Allahabad . 650 2
Barauni . . . 650 2 370

480 2

750 3

16
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2. Scraper Traps

Haldis X
Barauni . 2 2
Mughalsarai . . 2 2
Kagpur . . . . b ¢ b4
Asansol . 2 2
Paina 2
Dunrarn . 2
Allahaled . 2 .
14 8
3. Gate Valves
Station Original No. Revised No.
Specification Specification
{ 2 3 4 5
Birauni-Haldia Line 12 ASA-600 19
12" ASA-600 40
Barauni-Kanpur Line 12° ASA-600 27
46 40
Barauni 6" ASA-150 8 12 ASA-600 4
8" ASA-150 16 10" ASA-600 - 6
8" ASA-600 4 8 ASA-600 6
12" ASA-6 3 12° ASA-150 5
12" ASA-150 14 10" ASA-150 19
10" ASA-300 4 8" ASA-150 18
12" ASA-300 1 6" ASA-150 1
8" ASA-150 2
- 5-0— 4" ASA-150 3
3" ASA-150 ¢
4" ASA-600 5
3° ASA-600 2
2* ASA-150 6
1}" ASA-600 s
1 ASA-600 g0
(fire fighting excluded)

170
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Asansol . . . 8 ASA-600
12" ASA-600

Rudrani . 6" ASA-150
8’ ASA-150
8” ASA-600

Haldia . . 6" ASA-150
8" ASA-150
6" ASA-600
12* ASA-600
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1 2 3 4 5
Dunarow 10" ASA-300 9
12° ASA-300 2 Nil
11
Mughalsarai . 6" ASA-150 42 12° ASA-600 4
8" ASA-150 24 10" ASA-600 11
8" ASA-300 s 8 ASA-600 s
10" ASA-150 30 10 ASA-150 3
10” ASA-300 1 8 ASA-150 8
12* ASA-150 17 6" ASA-150 6
12° ASA-300 2 8 ASA-150 2
121 4" ASA-150 X
3" ASA-150 1
4" ASA-600 2
3" ASA-600 2
4" ASA-150 2
3* ASA-150 [
17 ASA-600 1
1° ASA-600 50
104
Allahabad 6° ASA-150 13 12° ASA-600 2
8" ASA-150 17 10" ASA-150 3
8" ASA-300 1 8" ASA-150 5
8° ASA-600 4 6" ASA-150 X
12° ASA-300 1 3° ASA-150 3
12° ASA-600 1 3" ASA-150 3
12° ASA-600 1 14" ASA-600 1
37 1° ASA-600 20
35
Kanpur 6° ASA-150 13 12° ASA-600 2
8" ASA-150 17 10 ASA-150 3
8° ASA-600 1 8 ASA-150 7
12" ASA-600 1 6" ASA-150 2
32 8 ASA-150 2
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I 2 3 4 5
6* ASA-150 I
4" ASA-150 I
3” ASA-150 1
4" ASA-600 1
3" ASA-600 1
3" ASA-150 4
1§’ ASA-600 I
1" ASA-600 25
s1
Patna - . - 6" ASA-150 14 12° ASA-600 2
8" ASA-150 s 10" ASA-150 3
10" ASA-150 10 8’ ASA-150 5
10" ASA-300 5 6° ASA-150 I
12° ASA-150 3 3" ASA-150 3
12" ASA-300 2 1§” ASA-600 1
1° ASA-600 20
39 35

(plus supply to Booster Nos. 1, 2,
3 and 4 not originally contemp-

2
4

6

lated)
Booster Nos. 1,2,3 Nil. 10" ASA-600
and 4 12 ASA-600
As per original contract. 410 Nos. of gate valves.

As per the amendment

643 Nos.

. It will be seen from the details given above that in some cases the Spe-
cifications have been drastically changed and the number of units required

have been ircrezsed.
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EXHIBIT‘I’
PROGRESS SCHEDULE
Description As per the  As per the
original amendment
contract
Haldia-Barawm
(i) Starting date - ‘ . . . . 1-11-63 1-3-64
(ii) End of construction work on the main line - 30-6-64 28-2-65
(iii) Start of construction work in thc product
pumping stations - : 30-4-64 30-6-64
(iv) End of construction work in the product
pumping stations - . 31-12-64 28-2-65
(v) Start of const. work at Haldxa Stn and Boos-
ter No. 2 . . 15-12-64
(vi) End of construction work . . . 30-4-65
Barawu-RKanpur
Start of construction work at the main line . 30-9-64 1-1C~64
End of construction work on the main line . 30-6-65 30-6-65
Start of construction work at all pumping stations 30-9-64 1-9-€4

End of construction work in the pimping station 30-6-65" 350-6-65

It will be seen from the details given above that the work which
should have been started on 1-11-1963 was actually started only on
1-3-64. One of the main reasons for postponément of the starting
and completion dates was due to non-availability in time of pipes
and certain construction equipment. This has been explained in
the note indicating the progress on the Haldia-Barauni Pipeline (as
on July, 64) forwarded to the Ministry under D.O. letter No. PL|B,
dated 19-8-64 from the C.A.O.

25. Further Development of the Case after the Amendment sign-
ed in July, 1964 to the Contract.

In July 1964 an amendment to the contract with Saipem was

signed by the IR.L. just after a monith on 27th August, 1964, Bechtel
International Corporation, Sanfransisco in their lettei" ﬁo 215
MLF-203, dated 27-8-64 intimated the Bechtel Asian Corporation as
under:
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...... We wish to state the concepts under which Progetti
is presently completing design and procurement of
H.BXK. and would appreciate it if you wjll communicate
to IR.L. that no change will be made to these concepts in
Milan unless an official request is received reflecting a
precise decision to change the project scope.”

The H.B.K. design concepts were given as under by the Bechtel
International Corporation:

Product Volume From To To
commence_

Kerosene 0°265 MTA Haldia Barauni 1969
Motor Spirit 0°093 ’ Barauni Asansol 1965

»s 0° 1586 » »» Barajabar 1965

»» 0°043 s » Patna 1965
Kerosene 0°037 » " ’ 1965
H.SD. 0 0§51 ” » » 1965
M)>:or Spirit o' 0b4 v »» Mughalsarai 1965
Kerosene 0056 v » » 1965
H.S.D. 0°077 . » " 1965
Mozor Spirit 0043 5 » Allahabaa 1965
Kerosene 0°037 3 T ) 1965
H.S. D. 0051 »» ” » 1965
Motor Spirit 0278 » s Kanpur 1965
Kerosene 0242 s »» » 1965
H.S.D. 0°333 »» » »» 1965
Air actior turbine

Fuel. 0200 » » 1965
TOTAL : 2 076

Crude Oil 19 Haldia Barauni Not fixed

It was also clearly indicated by Bechtel International Corpora-
tion that as design and procurement were approaching completion
and material deliveries were underway and change effecting de-
signed facilities would be double cost of IRL and most cerfainly
would effect the project schedule.

On 4th September 1064, the LR.L. jn their letter No. PL|B|124-1I,
dated 4-94 intimated M|s. Snam Lid. the quantities which they
plan to move through the pipeline from Barauni to Haldia and Ba-
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rauni to Kanpur and also the products and quantities to be off-loaded
on the various offtake points en route. Snam was requested to work
out the pumping schedules on the basis of the above information.
The total offtakes in Barauni-Kanpur pipeline was indicated as ap-
proximately one million ton and in the Barauni-Haldia section it

was shown as O.LM.T.

On 18th September, 1964 a review of the design concepts to be
embodied in the Barauni-Haldia section was conducted between
[.O.C. Fertilizers Corporation, Snam Progetti and Bechtel and the
results of the review were embodied in a note as under:

1. IOC on behalf of Fertilizer Corporation committed to deli-
ver naphtha from Barauni to Durgapur starting in late
1967 at the rate of 15,000 tonnes per month maximum
and|or a total 175,000 tonnes per annum.

2. Snam Engineers investigated this particular condition and
reported that up to 250,000 tonnes per-annum of light pro-
ducts could be moved from Barauni to the Durgapur area
at the same time 1,000,000 tonnes of crude was moved
from Haldia to Barauni utilising a 30 days cycle. '

8. 1.O.C. confirmed that a delivery line from Baradabar to a
point opposite Calcutta near Maurigram was definitely
needed and Snam indicated that they were prepared to
undertake detailed design and location of this lateral upon
conclusion of an agreement with I.0.C. to the fee to be
paid for this service.

4 10.C. confirmed that initial throughput in the Barauni-
Haldia section would consist of 25,000 tonnes per annum
of motor spirit from Barauni to Asansol and a further
103,000 tonnes to Maurigram. This would rise to 93,000 and
186,000 tonnes respectively thereafter. Naphtha movement
when in initiated would be additional to this movement
of motor spirit.

5. 1.0.C. suggested the outside possibility of moving light
products (i.e. motor spirit, naphtha etc.) from Barauni to
Haldia for off-store delivery at some point in the future
and that design concepts related thereto might want to be
investigated at this time.

Bechtel in their letter No. 4415/FLC|677|341|688, dated 22.9.64 for-
warded the minutes of the meeting indicated above to the General
Manager with the following remarks: —

“We will appreciate you confirming the revised volumes as
submitted in the attached review and returning same to us
at the earliest so that the Engineers can prepare the final
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hydraulic gradients for the present planned facilities. We
will also appreciate you forwarding to us as soon as pos-
sible the latest motor spirit throughput schedule beyond
the initial phase through 1971. A copy of this letter to
Snam Progetti in Delhi will be a request for them to con-
firm these volumes and submit any revisions or corrections
to this office.”.

On 21st October, 1964 this was confirmed by I.O.C.

On 31st October, 1964 Bechtel Asian Corporation wrote to their
California Office as under:—

“Reference is made to the letter from I.0.C. sent by Daulat
Singh to Snam which requests certain works to be per-
formed by them. I agree that the referred quantities of
products to be moved are not the same as those originally
furnished by them and used in designing the system. Snam
Delhi has not objected to furnish the information request-
ed by the owner even though it is probably outside the
scope of their contract. It has been pointed out to I.0.C.
management that at any time the type and quantity of
product to be transported is changed a new programme
for the handling of these products will be required.

....... I agree there is still a certain amount of confusion in re-
gard to the operations and the desired quantities of products to be
transported. It has been made quite clear to I.0.C. that the design
of the pipeline has been finalised and there is only a limited amount
of flexibility in the system.”

26. Revised Design Concept of the H-B-K Pipeline Project

On 27th November 1964, nearly six months of the issue of the
amendment to the main contract, Bechtel, intimated the IR.L.
the revised design concept of the Barauni-Kanpur and Barauni-
Haldia system as under: — "

‘A’ Barauni-Kanpur system

The volume for the Barauni-Kanpur system indicate that a
total of four stations will be required in 1969. The system
is presently being designed for 1,512,000 tonnes (1.5 mil-
lion) per year which was previously forecast for 1971.
This requires two stations only.

‘B’ Barauni Haldia system

It is not quite clear just what is now expected of the Barauni-
Haldia portion of the system. Therefore we would like to
make the following observation:
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(a) As now estimated, deliveries to Asansol, Maurigram and
surplus motor spirit to Calcutta can be handled with the
facilities as presently designed. This is based on the
assumption that the products will be pumped in one di-
rection only......

It would be possible to deliver 230,000 tonnes per year of light
products from Barauni to Durgapur in addition to pump-
ing 1,000,000 tonnes of crude oil from Haldia to Barauni on
a 30 days cycle. This would, however, require a 94 per
cent load factor, which seems high considering the prob-
lems that might be anticipated in shipment in two direc-
tions. It is suggested that 90 per cent load factor be used
to estimate the delivery capacities of the pipeline. Using
this factor, only 1,50,000 tonnes per year of light products
can be delivered in addition to the deliveries to Barauni.....
unless you advise otherwise we will consider that the
design of the system will be finalised on the following

basis:
Primary (Normcl) flow
Barauni to Durgapur - . + Naphtha 175000 T/A
Light
Products 230000 ,,
Haldis . - Motor Spirit 93000
Maurigram » 184000 ,
682000 7
Emergency flow
Barauni to Durgapur - Naphtha 15000 ”
Haldia to Barauni Crude oil 1000000

1150000 7’

-

27. Addendum to the Contract

On 15.12.1965 an addendum to the contract was made for includ-

ing Branch line construction from Baradabar to Maunigram in the
purview of the contract.

28. Conclusion

1. At the 40th meeting of the Board of Directors of the Indian
Refineries Ltd. held on 15.3.63 (Agenda Item No. 164) it was decided
that H.B.K. Pipeline will have the following capacities.
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Barauni-Haldia Section

(i) Upto 3 million tonnes of crude oil when required. Ordi-
narily about 5,00,000 tonnes of products from Barauni to
Calcutta and Calcutta to Barauni and westwards.

Barauni-Kanpur Section
(ii) Upto 1.7 million tonnes of products.

In the contract concluded subsequently with Saipem on 3lst
July 1963 no mention was however made as to the total quantity of
products|crude to be transported through the pipeline. However
after the conclusion of the contract Snam Progetti gave a prajest

design description dated 26.2.64 wherein the scope of the pipeline
system was indicated as under:

Haldia-Barawn Section

Crude Oil : Haldiz-Barauni 2 Million tons per ennum

3 Million tons for future expansion.

Products : Haldia-Barauni 2,65,0C0 tons per annum
Barauni-Ruirani - ¢ 2,795000

3 3 EE]
Barawni-Kanpur sectyon

Product 15 million tons p.a.

On 27th August 1964, the Bechtel International Corporation inti-:
mated the H.B.XK. design concepts as under:

Haldia-Barauni : Crude Oil
Haldia-Burauni : Product

1'9 million tons.
27 3 3

On 27th November, 1964 the revised design concept of the Ba-

rauni-Kanpur and Barauni-Haldia system was indicated by Bechtel
as under:

Haldia-Barauni : Crude Ois . - 1 Miilion ton
Product . *0'6 M:illion ton
Barauni-Kanpur : Products . ‘1°5 Million toms.

In their letter dated 27.11.64 giving the revised design comcept
of the H.B.K. system, Bechtgl clearly indicate that unless I.R.L-
advice otherwise, the design of the system will be finalised as indj-
cated above. No reply was apparently sent to Bechtel thereby im-
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dicating that L.R.L. accepted the revised design concept given by
Bechtel. If this stand is cortect, the following capacities only:

Haldia-Barauni Barauni- Kanpur

Crude Oil - . . - 1 Million ton _—
Products - . . +  0°'6 Million ton 15 Million tors.

The present installed capacity of the Haldia-Barauni section
appears to be 1.8 million metric tonnes of crude (or 1.7 million tons)
which is more than what was contemplated in the last design con-
cept given by Bechtel in their letter of 27.11.1964 and apparently ac-
cepted by the Management.

In a recent D.O. Letter No. 15(9) |67-OR dated 3.4.67 from the
Deputy Secretary, Min. of Petroleum & Chemicals to the Director-
in-Charge it has been indicated that at present the need of the Haldia
Barauni pipeline is only for one million tonnes of imported crude and
not 2 or 3 million tonnes which was originally envisaged.

The pipeline now constructed, on the basis of the revised design
concept given by Becthel in their letter dt. 27.11.64 will therefore be
able to cater for the present day needs as indicatd in the Ministry’s
fetter dated 3.4.67 indicated above. As a matter of fact, the present
installed capacity of Haldia-Barauni Section which is 1.8 million ton-
nes of crude, is more than the requirement indicated in the Minis-

try’s letter.

The changes made in the line capacity from time to time after
the conclusion of the contract do not appear to have the approval of
the Board of Directors and decision apparently had been taken by
the local management. However, the installed capacity of the line
is more than what is now required by Govt. One point will however
emerge for consideration on account of the change in the original de-
sign concept. If the rates in the original contract (as amended)
with Saipem were based on a concept of pumping 2 million tonnes
of crude through Haldia-Barauni section (the contract is silent -on
this point) any reduction now in the capacity will result in an unin-
tended benefit to the contractor if the entire contract sum is paid to
them. So far as the material is concerned it will not be difficult to
ensure whether all the materials listed in the list of materials dt.
214.64 (which forms part of the contract through an amendment to
Exhibit ‘G’) have been supplied in full by the contract as per the
‘original specification. If there be any change in the materjals sup-
plied or in the specificction on account of the reduction in the rated
capacity of the Haldia-Barauni line, proportionate reduction in the
cost will have to be made. So, far as the payment for work done
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(Labour etc.) is concerned it is required to be examined by the
Engineers whether on account of the reduction in the rated capacity
of the line, there had been any unintended benefit to the contractor
and if so necessary amendment to the contract reducing the lump
sum rates may be necessary.

2. Amendment to Exhibit ‘G’ of the contract indicates that con-
tractor will supply materials from foreign sources as listed in the list
of materials dated 21.4.64. While Exhibit ‘G’ (list of materials) has
been amended, Part III of the contract giving material specifications
has not correspondingly been amended as a result the specifications
provided for various items in part III of the contract do not agree
with those indicated in list of materials which forms part of amend-
ed Exhibit ‘G’ Part III of the contract therefore requires suitable
amendment.

3. The project design description dated 26.2.64 which also forms
part of the contract apparently appears to be not complete and the
Engineers may like to go into the details.

4. Sanction of the Government of India does not appear to exist
for execution of the HB.K. Project at a cost of approximately
Rs. 26.42 crores. Sanction only exist for entrusting the work to
Snam Saipem at a cost of Rs. 11.33 crores. In this connection paras
16 and 19 may please be seen.

Sd|- L. S. SUBRAMANIAN,
Internal Audit Officer, Indian Oil Corporation Limited

(Pipelines Division).



APPENDIX V
(Vide para 3.78)

Note dated 6-5-1967 of the Director-in-charge, Indian Qil Corpora-
tion Limited (Pipelines Division) re. Designed Capacity of
HBK Pipelines (Agcnda Item No. P|2 of 18.5.1967)

At the 40th meeting of the Board of Directors of the Indian Re-
fineries Ltd. held on the 15th March, 1063, it was decided that the
HBK Pipeline will have a capacity to pump three-million tonnes of
crude oil per year from Haldia to Barauni. The 42nd meeting of
the same Board held on the 5th July, 63 authorised the Managing
Director to approach the Government for approval to the award of
the contract of the pipeline to the ENI. The basic design concepts
for the pipeline were discussed on our behalf by Bechtel with SNAM
PROGETTI and in a letter dated July 13, 63 to IRL, Bechtel con-
firmed that ENI had been advised about the pumping of either two
million tonnes or three million tonnes of crude oil from Haldia to
Barauni depending on the number of pumping stations eventually
to be decided. The number and capacity of the pumping stations
was decided thereafter, it being settled that there will be a pump-
ing station at Haldia with two engines of 370 H.P. each with a third
one of identical power as stand-by, a booster station at Burdwan
with one engine of 550 HP, a pumping station at Aasansol with two
engines of 370 HP plus a stand-by of equal power. In the “Project
Design Description” drawn up by SNAM Progetti on 26th Febru-
ary 1964 the same specifications were repeated with the statement
that with these facilities the Haldia-Barauni pipeline will be able
to deliver two million tonnes of crude oil per year to Barauni. This
specification was subsequently confirmed by SNAM Progetti in the
engineering Drawing No. DIS-GB-0742 which was adopted as a
hasis for the construction of the Haldia-Barauni pipeline. .

2. A Committee of six engineers in the Pipelines Division was
recently asked to examine these specifications in the light of the
hydraulic gradient of the Haldia-Barauni pipeline, the specifica-
tion of the pipe and the maximum pressure which can be built up
by the pump installed. It was found that even with all the pumps
at Haldia, Burdwan and Asansol working 24 hours a day for 335
days a year, it is not possible to deliver more than 1,774,800 metric
tons of Kuwait type of crude to Barauni. If the crude is lighter
(like Agha Jari) the quantity will be even smaller. However, it
may be pointed out that it is not usual that all the pumps will work
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all the time and according to SNAM’s own design concepts, as fol-
lowed in the pumping stations at Gauhati, Barauni and Mughal-
sarai, one pump at least is always kept as a stand-by and the sta-
tion is assumed to work 800 hours per year. Therefore, under nor-
mal operating conditions, even with 335 X 24 hours pumping, when
provision for stand-by pumps is kept as would be necessary at Hal-
dia and Asansol, the quantity of crude that can be delivered at
Barauni will be less than even 1} million tonnes per year.

3. This discovery of the shortfall of line capacity means that
SNAM Progetti has failed in more than one document forming part
of their contractual obligations to make a correct statement of
what the pipeline capacity is. Even Bechtel who was closely asso-
ciated on our behalf in the examination of the desigh and engineer-
ing failed to notice this anomaly.

4. Government have been advised in general terms of the posi-

tion already, and a further communication will be sent with full de-
tails.

5. Subject to Board approval, it is proposed that:

(a) “Final Acceptance” of the Barauni-Haldia pipeline be
withheld until SNAM gives us satisfaction on the point
(“Final acceptance” of the Barauni-Kanpur seetion was
given in August 1966);

(b) Further payments to SNAM be simultaneously withheld
till the question be settled to our satisfaction; and

(c) A suitable compensation, say, 10 per cent of the total con-
tract value, be démanded from SNAM as compensation.

Sd|- S. K. GUHA,
Director-in-Charge
May 16, 1967.

EXTRACT OF THE MINUTES OF THE BOARD MEETING HELD oN 18-5-1967
Item No. P|2 Designed Capacity of HBK Pipeline

The Director-in-Charge (Pipelines) explained the position. The
Board approved that final acceptance of the Barauni-Haldia Pipe-
line be withheld till the matter is settled to our satisfaction. The
Board alse approved further payments to Messrs. Snam be with-
held till the question is settled.

As regards compensation at the rite of 10 per cent of the tofal
contract value, the Chairman suggested that the compensation
should not be limited to 10 per cent, but should cover what may be
involved n our ot achieving full cépacity including the cost of
additional facilities to achieve the desired capacity.



APPENDIX VI
(Vide para 3.78)

Note, dated 25-1-1968 of Chairman, 1.0.C. re Amendment 0f 1main
contract with Snam-Saipems in July, 1964—Haldia,-Barauni-Kanpur
Pipeline

AGENDA ITEM No. Imp-77 of 3-2-68 meeting.

A note dated the 13th June, 1967 on the above subject was
circulated to the Board by the Director-in-Charge (Pipelines Divi-
sion), the burden of which was that the amendment of July, 1964
to the main contract for the construction of H-B-K Pipeline reduce
the scope of work of Snam-Saipems considerably, the net effect of
carrying out that work under the direct responsibility of India
Refineries Limited resulted in a substantial increase of the original
estimate, the original design capacity of the line was changed with-
out the proper sanction of the Board and in the result the Amend-
ment appeared to have given considerable advantage to Snam-
Saipems. The note concluded with a recommendation that the lists
of materials and other documents be immediately examined by an
independent agency in order to ascertain the extent of the excess.
On a consideration of the aforementioned note, the Board at its meet-
ing held on the 1st July, decided that the engineers of the Pipelines
Division should prepare an inventory along with documents so as to
verify if the equipment and material supplied by Snam-Saipems have
been received both in regard to the quantity and quality or perifor-
mance, associating, if necessary, the Accountants of the Pipelines
Division. As regards the basis of the main contract with Snam-
Saipems and the Amendment of July 1964 various aspects of the
matter were discussed including the question of sanction of the Board
of the Ministry. The Board, as such, decided that the Chairman
may go into the entire matter and place his findings before the
Board or the Ministry. The Board, as such decided that the Chair-
man may go into the entire matter and place his findings before the
Board for further action.

D(P) was accordingly requested to furnish the relevant files,
documents, etc. on the subject. Discussions were held with him also
in July, 1967. As a result that it was necessary to certain the views
of Shri M.V. Rao, who was the Financial Controller pertaining to
that period in which the main contract of July, 1963 and the Amend-
ment of July, 1964 were executed. On an examination of the rele-

vant files Shri Rao prepared a note giving his views-copy enclosed as
166
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Annexure-I. This note was sent to D(P) for comments, are con-
tained in Annexure-II. Thereafter, the points made in both the notes
were discussed by me with Shri Guha and Shri Rao at a meeting on
the 29th December, 1967 with the help of available records and those
points are dealt with in the following paragraphs.

3. The first question is whether the original contract envisaged
any change in the lump-sum price or scope of work, which led to
the execution of the Amendment of July, 1964. In this connection
Exhibits ‘B’, ‘C’, ‘D’ and ‘G’ indicating the description of various
jobs and lump-sum prices thereof of the original contract were men-
tioned in discussions. For example, Exhibit ‘B’ stipulates that “Im
the event of pumping stations capacity and facilities being varied
hereafter the parties will renegotiate for the fixation of appropriate
revised prices”. Exhibit ‘C’ also makes exactly a similar stipulation.
Exhibit ‘D’ relating to Tank From construction anticipates adjust-
ments in the rates and lump-sum prices should the proportion bet-
ween the floating roof and the fixed roof tanks change, etc. These
stipulations indicate that there were provisions for modifications if
circumstances necessitated the same.

4. A related question in connection with the above was
whether the extension of time allowed in the Amendment was justi-
fied or not. For the sake of clarify a comparision of the time sche-
dules as in the original contract and as in the Amendment are indi-

cated below:—
Haidia-Barayni line

Original contract Amendment
From 1-11-63 to From 1-3-64 to
3c-6-64 28-2-65

(There is no change in the case of Barauni-Kanpur Line). The
above dates indicate that the next extension of time is 4 months
only after allowing for the postponment of start-up by 4 months
Under the contract, it was the responsibility of the I.0.C. to procure
pipes, to do land acquisition, secure various permits, etc. These res-
ponsibilities were time-consuming. The Rourkela Steel Plant capa-
city was fully booked and, therefore, 40,000 tonnes had to be impor-
ted from Japan and about 15,000 tonnes subsequently ordered on
Rourkela. Similarly the pipeline route covering a distance of at-ut
750 miles had to be progressively acquired in time. The conse-
quence of failure in the timely availability of any of these two items,
would have resulted in downtime payment to Snam-Saipem-.
Although no reasons are given for extension of time in the avail-
able records in the Pipelines Division, in retrospect, one has to consi-
der if it really gave any special benefit to the contractor especially
as the lengthening of the period of construction usually results im
higher over-heads and other costs to the Contractor. On the other

hand, if the Contractor had mustered more man-power and equip~



168

ment in order to complete the work within the original tirne sche-
dule, the IOC would have perhaps been in a more vulnerable

situation in having to discharge contractual responsibilities in time.
5. Mainline Construction—Exhibit ‘A’

Owing to the reduction in the scope of work under this item, the
lump-sum price in the original contract worked out at specified
rates, was reduced by 3,15270 and $ 40,695. On the completion
of the line, Snam claimed an extra amount of Rs. 16.73 lakhs on
account of the inerease in length of the rail bridge crossings over
the length mentioned in the original coentract. LO.C. have hold the
view that the quantity mentioned in the original econtract was a
typographical mistake and, therefore, their claim is unjustified.
This matter has been dealt with separately by the sub-Committee
of Directors consisting of the Chairman, Shri M.V. Rajwade, Shri
R S. Gupta and Shri S. K. Guha whose report is under submission
to the Board.

6. Erection of Pump Stations and Terminale—Exhibit ‘B’

The position with regard to pumping stations, delivery facilities
in the original contract and in the Amendment of July, 1964 is indi-
cated below:

Facility Original Amend-
Contract ment of
July, 1664
Crude Oil Pumpmg Sets wnth inlet and outlet mam-
folds . 6
Product Pumping Stations - . . . . 8 5
Terminale < < . . . 2 1
Delivery Points - . . . . . . .. 3
Booster No. I1 for Crude pumpirg . . . .. I

Exhibit ‘B’ of the original contract includes the lump-sum prices
of erection of products pump stations and terminale only at a price
of Rs. 24,43,593 plus $344,834. There is no mention of the crude oil
pumping sets in Exhibit ‘B’ as these sets were to be skid mounted
for mobility sake and; therefore, not required for erection. How-
ever, Exhibit ‘G’ representing the list of materials and prices to be
supplied by Snam-Saipems includes 6 Nos. of Pumping Sets for

erude oil at & price of Rs. 2,88,000.00 plus $. 1,008,404.00. The price
mentioned in the Amendmeént of July, 1964 for the redueed
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facilities is Rs. 19.71 lakhs plus $. 293,500. In other words, there
is a total reduction of Rs. 4,72,593 plus $ 121,334 on erection work.
The price of 6 Nos, of Crude Oil Pumping Sets is not included
in the Amendment under revised Exhibit ‘G’ which replaces Exhi-
bit ‘G’ in the original contract, which implies that I1.O.C. are not
paying for these sets. The question, therefore, is whether the
reduction in prices as indicated above is commensurate with the
reduced erection work included in the Amendment. This is a
matter on which it is extremely difficult to pass any judgement at
this point of time. The decision at that time was apparently guided
by the categorical advice given by Bechtel in writing to the effect
that they had made a thorough review of the actual erection cost and
considered the price finally agreed as reasonable. It has to be
appreciated that Bechtels were appointed as the LR.L.s Manager|
Agents to deal with certain aspects of the design of the pipeline
system prepared by Snam-Progetti with a view to effecting economy
in project cost and to supervise the construction jobs of the pipeline
and as such the Management had to rely on their judgement. In case,
however, the Board desire to go into this matter further, it will have
to be a very exhaustive exercise to be undertaken by the Senior
Eungineers and Accountants.

7. Civil Industrial Works in Pump Station—Exhibit ‘C’

The civil engineering industrial work included in the original con-
tract is related to the pumping and terminal facilities discussed in
the preceding paragraph. The original contract provides for a lump
sum price of Rs. 40.80 lakhs (including $42,750 in foreign exchange).
The Amendment of July, 1964 excluded all the civil industrial work
in pump stations, etc. but Snam Saipems was made responsible for
securing contracts and for supervision at a fee of Rs. 3 lakhs (includ-
ing $30,000 in foreign exchange). The eventual value of the contracts
for all the civil works, as indicated in the note of D(P), came to
Rs. 42.42 lakhs which, together with the fee of Rs. 3 lakhs, made a

total of 45.42 lakhs resulting in an excess expenditure of Rs. 4.62
lakhs. Exhibit ‘C’ of the original contract, however, stipulated that
“in the event of pumping stations being varied hereafter the parties

will renegotiate for the fixation of the appropriate revised prices”
Therefore, one may as well take the view that by the time the Am-

endment of July, 1964 was signed, it should have been possible to

renegotiate for the prices of the work-load imposed on Snam Saipems.
However, in order to reach a firm conclusion whether the exclusion

of civil industrial work in pumping stations from Snam’s responsi-
bility worked out to the disadvantage of the IOC needs a very ex-
haustive comparison of the items and extent of work contemplated
in the original contract and the work actually executed by the I0C
under the supervision of Snam. This comparison could best be made
only with the detailed working drawings of all civil engineering

1155 (aii) LS—I12.
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works at pumping stations, if they were at all available at that time.
Therefore, here again the considerations advanced in the preceding,
paragraph equally apply in this case. It has, however, to be kept in
view that all contracts for these jobs were approved by IOC (LR.L.)
before acceptance.

8. Tank Farm Construction—Exhibit ‘D’

Exhibit ‘D’ of the original contract provided for the construction
of tank farms of a total capacity of 2,20,850 M3 within a lump sum
price of Rs. 182.35 lakhs worked out at the rates specified therein,
namely, at Rs. 80 cum. and Rs. 77 cum. (excluding foreign mate--
rials) for floating roof tanks and fixed roof tanks and in the assumed
proportion of 45 per cent and 55 per cent respectively.
The Amendment of July, 1964 hcwever, excluded this work
from Snam’s  responsibility—they being made responsible
only for supervision and procurement of contract only in
respect of 29, 125 cum. floating roof and 29:125 cu.m. for
cone roof tanks for Haldia Pumping Station at a price of
Rs. 50000 plus $ 10,500. The original contract also provided for the
prices and rates being changed proportionately, if the proporation
between the fixed roof tanks and floating roof tanks changed. As
against this, D (P)’s original note of June, 1967 states that the Mar-
keting Division had to spend Rs. 145.55 lakhs for a capacity of
1,25,650 M®. At the time the original contract was executed the ex-
tent of tankage required at various delivery point had not exactly
been worked out. In fact, there appeared to be some rethinking in
this matter, as could be seen from the fact that the original contract
provided for a total tankage of 54,250 M?*® for the entire Haldia-
Barauni line while at the time of amendment a mention of 52,250
M? tankage is being mentioned for erection at Haldia alone. (Half
floating roof and half cone roof). Tankage at other points would have
been in addition. Further more, the proportion between the fixed'
roof tanks and the floating roof tankage at other points would have:
been in addition. Further move, the proportion between the fixed'
roof tanks and the floating roof tank alongwith the specifications
and also other facilities have to be kept in mind when making a
comparison of costs.

9. Supply of materials—Exhibit ‘G’

The Exhibit ‘G’ to the original contract provided for the supply
of materials by Snam-Saipems to the value of Rs. 30,55,744 plus §
61,48,188. The Amendment reduced the supply of materials and,
therefore the cost thereof to Rs. 29,39,167 plus $ 44,10,513 resulting
in a saving of Rs. 1,16,577 plus $ 17,37,675. The point raised in D (P7’s
note of 13th June, 1967 is that some of the facilities eliminated under-
the Amendment will have to be installed for efficient operation of the:
line. It is yet to be seen what facilities omitted earlier have been:
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considered necessary and the Board can take a view only when the
proposals in regard to them are received. The emphasis at that time
appeared to be to reduce costs to the extent possible.

10. Procurement Services—Exhibit ‘H’

Under the original contract Snam-Saipems was to receive
Rs. 1,46,688 plus $11,200 for procurement service of various mate-
rials. The Amendment increased these fees to Rs. 1,57,080 plus
$11,920 on account of the addition of cement and tank materials
(like steel plates, etc.). This matter has already been discussed
separately with Snam-Saipems in connection with the over-all pay-
ments due to them. Snam Saipems have agreed to afford credit to
1.O.C. on account of procurement services for cement and steel under
a pre-charge settlement.

11. Progress Schedule—Exhibit ‘I’
This matter has been dealt with under para—4 above.
12. Para 3 of D(P)’s note, dated 13th June, 1967

This para reads as under: —

“The amendments redefined the scope of work to be perform-
ed by the contractors, Messrs. SNAM-Saipem. Th~
materials to be supplied by them were also redefined and
reduced from the quantities originally agreed upon. The
amendment also specifically excluded crude unloading
facilities at Haldia from the responsibilities of the Con-
tractor. Finally the amendment specified Messrs. Bechtel
as the Owner’s representative in the following terms:—

The duties of Bechtel Asian Corporation within the scope of
Contractor are as follows:

In all matters pertaining to the Contract documents and
construction of the pipeline system Indian Refineries
will act by and through Bechtel and be represented
for all purposes of the contract by Bechtel Asian
Corporation Limited as Manager, Agent and repre-
sentative of Indian Refineries Limited”.

The question of redefining the scope of work and the materials to
be supplied by Snam-Saipems have already been dealt with in the
foregoing paragraphs. As regards the statement that the Amend-
ment also specifically excluded crude unloading facilities at Haldia
from the responsibilities of the contractor, a reference to para 2(c)
of the General conditions of the original contract stipulates that he
following is specifically excluded from he contract:—

(a) * *
(b) » *
(c) Sea Terminal at Haldia
(d) * .
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Nowhere else in the original contract have the crude unloading
facilities been spelt out and the Amendment has merely reiterated
that these facilities will not be carried out by Snam-Saipems.

As regards the Bechtel’s responsibilities and powers as defined
in the Amendment, it is a matter of fact. The question whether
these powers were necessary or liberal has to be viewed in the
context of the L.R.L.’s organisation and capacity at that time to deal
with a Project of this complexity and magniude and Bechtel’s per-
formance in the case of Gauhati-Siliguri Pipeline contract. It is
needed difficult to judge this question at this point of time.

13. Conclusion and Procedural aspects

In the absence of a full record giving pros and cons relating to
the Amendment one can now only deduce the reasons from a study
of facts. Shri M. V. Rao, who was the Financial Controller at that
time, has expressed the view that the intention of the Amendment
was to put the original contract on a firm and operative basis both
with regard to the facilities required as well as the schedule of
construction. Emphasis was also laid on effecting maximum eco-
nomics, more particularly in the foreign exchange expenditure. It
is also not an unusual feature to introduce amendments in major
contracts of this nature in the course of implementation especially
when the precise scope and extent of the work were matters of some
uncertainty originally.

The question whether the Board’s or Government’s approval to
the Amendment or a mere report to higher authorities about this
event would have been necessary is again a matter about which
different views can be taken in the light of the facts alluded to in
the following sub-paragraphs.

At its meeting held on the 5th July, 1963, the then Managing
Director reported to the Board that Government had advised that
negotiations for executing the project may be undertaken with E.N.L
with the assistance of Bechtel Asian Corporation to advise on cer-
tain doubtful points of designs and specifications. As a result of a
series of discussions held with E.N.I. and Bechtel, the previous
estimate of Rs. 29 crores had been brought down to about Rs. 26
crores. He, therefore, proposed to award a turn-key contract to
E.N.L at a total cost of Rs. 13.4 crores which included the supply of
all the materials and equipment required for the pumping stations,
etc., but excluded the cost of the pipes and the tele-commmunications
system. In the circumstances, the Board authorised the Managing
Director to approach the Government for approval to the award of
the centract.

Accordingly, in his letter dated the 6th July, 1963, addressed to
the Government, the Managing Director explained in detail the
scope of work, supplies and services to be performed by Snam-
Saipem at total cost of Rs. 13.43 crores, including foreign exs:hange
of Rs. 621 crores. The details of the scope of work as advised to
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Government are contained in Annexure-III to this note for pur-
poses of comparison with the modifications incorporated in the
Amendment of July, 1964. The letter also mentions that “as regards
pump station requirements, it has been agreed with Saipem that any
modifications made hereafter will be followed by a refixation of
contract costs, which are at present based on Snam Progetti’s pro-
posals”. In the case of tank farm, the letter mentions that “The
possibilities of a further reduction is under examination and in the
event of LR.L. deciding on a further curtailment, the negotiated
contract price will also be reduced proportionately”. The letter
further states that “In regard to any matter of design and specifica-
tions, which are currently under re-examination a change in the
agreed values of the work to be done will be made, should the scope
of work as presently defined be altered. This is with reference to
tank farm and pumping stations, in particular”. The aforementioned
quotations provide a good indication of the changes contemplated
in the scope of work and the contract of 31st July, 1963 was executed
with Snam-Saipems with Government’s approval, in the background
of the changes contemplated. The Amendment of July, 1964 modi-
fied the scope of work, etc., and reduced the value of the original
contract, more particularly in foreign exchange. Therefore, one
may as well take the view that no fresh approval of the Government
was necessary especially as the Amendment of July, 1964 did not
result in an upward revision of the value of the Contract as approv-
ed by the Government following the specific authorisation given by
the Board to the Managing Director. Notwithstanding the above-
mentioned view, a letter No. A (14-39) /64, dated 28th September,
1964 (i.e., 2 months after the Amendment of July, 1964) was
addressed to Government stating that “In view of some changes on
the scope of various construction and import of materials in respect
of the above-mentioned contract, an Amendment was carried out
after mutual negotiation with Messrs. Snam Ltd.” and therefore
approval was sought to the issue of an Amendment to the Govern-
ment’s earlier guarantee to the reduced foreign exchange. Govern-
ment immediately gave its approval without questioning the pro-
priety of the Amendment of July, 1964 presumably on account of the
fact that such changes were already mentioned in the Managing
Director’s letter of 6th July, 1963. It is again a question of one's
judgement whether a full scale reference to Government should
have been made or if what was done was adequate. Insofar as the
remission of this matter to the Board is concerned, it seems that
no reference has been made to the Board ever since it authorised the
Managing Director to approach the Government for award of the
contract to Snam at its meeting held on the 5th July, 1963.

The above report is submitted to the Board for consideration.

New Devrur; Sd/- N. K. KASHYAP,
Dated 25th January, 1968. Chairman.



APPENDIX VII
(Vide para 3.78)

Note of the Sub-Committee of Directors, 1.0.C. re. Pumping capacity

of Haldia-Barauni Pipeline and payment of outstanding claims
to Snam.:

(Agenda Item No. P/45)

On a consideration of a note submitted by the Director-in-
Charge, 1.0.C. (Pipelines Division) on the subject of “Review of
payments to Snam Limited”, the Board decided at its meeting held
on the 27th November, 1967 that no payments should be made to
Snam Limited for the time being and constituted a Sub-Committee
of Directors consisting of the Chairman, Sarvashri S. K. Guha, M. V.
Rajwade and R. S. Gupta for:—

(i) a detailed study of the pipeline capacity and report to
the Board; and

(ii) holding discussions without delay with Messrs Snam and
others and to take action thereafter in the matter at their
discretion.

The Sub-Committee after examining the records, held several
meetings between the 18th and 23rd December, 1967 and the 12th
to 24th January 1968 with the delegation of E.N.I. led by Dr.
Gasparini and with the representative of Bechtel Mr. H. M.
McCamish from the 12th—18th January 1968. The report of the
Sub-Committee of Directors is, therefore, being submitted in two
parts (Annexure-I and II) in pursuance of the resolution reproduc-
ed above.

Sd/- N. N. KASHYAP,
New DELHI; Chairman.

The 25th January, 1968.
Annexure-1
PART I
Report of the Sub-Committee of the Board on the subject of
“Pumping Capacity of Haldia-Barauni Pipeline”.

By their letters dated the 17th and 12th October, 1961 the
Ministry of Steel, Mines and Fuel entrusted the project for the
Barauni-Delhi and Barauni-Calcutta product pipelines to Indian
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Refineries Limited and for the preparation of the project report
and tender documents for the above pipeline to Messrs Snam
Progetti respectively. As a result the Managing Director of Indian
Refineries Limited initiated discussions regarding the requirement
of pipes as well as the pattern of movement of different products
through the proposed pipeline. On the 24th August, 1962 the
Managing Director informed the Board that Messrs Snam Progetti
had recommended two product pipelines, namely, one 8 line for
movement of products from Barauni to Rudrani (70 miles from
Calcutta) and other 8” line from Budge Budge to Asansol for move-
ment of imported products. On the 20th October, 1962 , the Board
of Directors took note of the information that a 10” line bet-
ween Calcutta and Barauni and a 12” line between Barauni and
Kanpur would cost about Rs. 25 crores with provision of two-way
flow between Barauni and Calcutta. The Board authorised the
Managing Director to negotiate with E.N.I. for the construction of
the work. However, in a subsequent meeting of the Board of
Directors on the 29th November, 1962 it was stated that as a result
of the emergency, Government had decided that the Barauni-
Calcutta and the Barauni-Kanpur pipelines projects should be held
in abeyance.

2. On the 28th January, 1963 the Board of the L.R.L. was inform-
ed that on a reappraisal of the oil position on account of ‘Emergency”,
Government have decided that the Barauni Refinery should be
expanded to a capacity of 3 million tonnes per year and that an oil
pipeline from Haldia/Calcutta to Barauni should be constructed for
transport of crude oil to that refinery. The Board approved that
the pipeline from Haldia to Barauni for transportation of three
million tonnes of crude oil per annum should be a dual purpose
pipeline so as to serve the purpose of product movement also, if
necessary. At the Board meeting held on the 15th March, 1963 the
Board noted that a recommendation had been made to Government
that alongside the Haldia-Barauni Pipeline, a pipeline from Barauni
to Kanpur should also be taken up for construction and that Gov-
ernment appeared to be in agreement with this view. On this basis,
the Board was informed that the total pipeline system would be
capable of transporting the following products:—

Haldia-Barauni section—3 million tonnes of crude oil when
required; ordinarily about 500,000 tonnes of

products.
Barauni-Kanpur section—1.7 million tonnes of products.

3. Finally the Board considered the matter again on the 5th July,
1963 when it was informed that the previous estimate for the Haldia-
Barauni-Kanpur pipeline system of Rs. 23 crores had been brought
down to Rs. 26 crores. The Board agreed that a contract be award-
ed to ENN.I for the construction of the pipeline and authorised the
Managing Director to approach the Government for obtaining the
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approval. The construct'on contract with Snam Saipems was signed!
on 31st Juiy, 1963 while contracts with Bechtel International
Limited and Bechtel International Corporation were signed in
February/March, 1964 with the dateline of 1st September, 1963 and
another with the Bechtel Asian Corporation on the 21st June, 1964
after obtaining necessary approvals from the Government. The
Board of Directors of I.LR.L. did not have any opportunity to discuss.
this question of capacity and other related issues regarding H-B-K
pipeline after this meeting.

The construction contract signed with Snam Saipem on 3lst
July, 1963 did not mention the quantities of various products or
crude oil to be transported through the pipeline in the preamble.
However, on page-1 of Part-III “Job Description—Construction spe-
cifications—Exhibits” of the same contract it is mentioned that the
quantities of products and of crude oil to be carried by this system
are shown in the Enclosure-18. This document, however, is not
available in the records of the Pipeline Division. However, on
page 2 of the Job Description referred to above it is mentioned that
the scope of Haldia-Barauni pipeline was to transport—(a) motor
spirit from Barauni to Rudrani (b) kerosene from Haldia to Barauni
and (c) crude oil (light Iranian) from Haldia to Barauni. This docu-
ment also mentions that for (c¢) above, 9 Nos. of crude oil pumping
sets, in order to run the line in full capacity are to be provided
along the line at suitable places and where necessary inlet and out-
let manifolds should be installed so that the pumping sets could be
installed in case of necessity. It was further stated that among the
materials to be supplied by Snam Saipem there would be “skid

mounted” pumping sets for crude oil.

4. It may be pertinent to mention here that the above contract
was on the basis of detailed discussions held between Snam and
Bechtels at Milan in June, 1963. In these discussions the Managing
Director, LR.L. also participated part time. Subsequently a cable
was received on 24th June, 1963 from Snam Saipem seeking certain
clarifications with regard to the line of approach to be adopted
about the designs of Snam Progetti (who were entrusted with the
preparation of the project design), vis-a-vis Bechtels’ concepts about
the designs. To this a reply was sent on 5th June, 1963 by the Manag-
ing Director indicating that “we desire adoption Bechtels’ concepts
agreed by you. In event of disagreement matter may be referred
to us for deciding further action”. A further cable to Snam Pro-
getti was addressed by the Managing Director on 1st July, 1963
stating that “Understand from Bechtel discussion held last week
Milan regarding design concept Barauni Pipelines. In view neces-
sity urgent decision, grateful if you will send us written report on
subject and give copy simultaneously Bechtel representative for his
comments to us under advice to you. Please give Bechtel copy of
this telegram”. Accordingly, a letter was addressed by Snam to
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1.R.L. on 4th July, 1963 with copy to Bechtel indicating the compro--
mise formula reached as a result of joint discussion between Bechtel
and Snam on the design concepts to be adopted for this pipeline..
In that letter Snam clarified that “our criteria of calculation are
more conservative than Bechtels this is the usual European practice
and we do not see any reason as to why a different safety factor for
India”. The letter further stated that “We fully accept, however,.
that sacrificing safety factor and flexibility of operations to the eco--
nomic factors Bechtels’ concepts are valid and technically sound..
....”" Similarly, Bechtel Corporation in their letter dated the 13th.
July, 1963 addressed to LR.L. reiterated the compromise formula
indicated in Snam’s letter of 4th July, 1963 and confirming that ihere
are no technical differences in Bechtels’ designs and Snam’s revised
designs of 4th July, 1963. The letter further stated that “the basic
decision reserved for I.R.L. is the judgment of the economic value
of the additional safety factor and flexibility proposed by Snam”.
The compromise design indicated, amongst other things, the through-
puts of crude oil at 3 million tonnes per year and 2 million tonnes
per year with an installed H.P. at pumping stations of 8300 HP and
3000 HP respectively. The construction contract of 31st July, 1963
however, included, amongst others, the supply of 6 mobile pumping
sets of 1500 HP each or a total of 9000 HP. This was, however, chang--
ed to 3000 HP in the Amendment of 31st July, 1964 to the construc-
tion contract in order to cater to 2 million tonne capacity only of
crude oil. As against this, the installed HP for crude oil movement is
2760 HP.

5. The foregoing indicates that the quantity of crude oil o be
transported from Haldia to Barauni was all along assumed to be:
3 million tonnes per year upto the signing of the contract of 31st
July, 1963. However, in the documentation thereafter, 2 million
tonne is asumed as the capacity required immediately and becomes
the basis for designs etc. While 3 million tonne was indicated as
a future target. The Amendment of July 1964 takes 2 million tonne
as the basis of designs and the construction of the pumping stations.
The line diameter was, however, on the basis of 3 million tonne
capacity. As stated earlier, at no time after July 1963 the Board
had the opportunity to discuss this matter nor was any information
sent to the Government of India regarding these changes.

6. At the meeting of the Board of Directors held on the 1st July,
1967 it was reported that the actual capacity installed on the Haldia-
Barauni pipeline is only about 1.5 million tonnes of crude oil. The
Sub-Committee decided to discuss this aspect with M|s Snam and
Mis. Bechtel as to how there was a shortfall in the capacity even
from 2 million tonnes per year. Then a delegation of representa--
tives of ENN.I. Group headed by Dr. C. Gaspirini including several
Of the designers and engineers, who were associated from the begin-
ning in the design and construction of the pipeline arrived for dis-



178

.cussion on the 18th December, 1967. Several meetings were held
'by the Sub-Committee with this Group jointly and somtime singly
"between the 18th and 23rd December, 1967. The decisions taken by
ithe ENN.I. Group in brief can be summarised as follows:—

(i) The basic decisions regarding design of the pipeline were
taken by Bechtel acting on behalf of I.LR.L., who had spe-
cifically asked Snam in June 1963 to follow the instruc-

tions of Bechtel.

(ii) From the beginning, it was the understanding that the
capacity for transport of crude oil was to be utilised under
emergency conditions by which it was the understanding
of the EXN.I. that crude oil would be transported only
occasionally which meant short periods and it was not
necessary to provide for the transportation of a given
quantity of crude oil in course of a full normal year’s

operations.

(iii) That all basic decisions regarding the design concept were
based on certain discussions held in Milan in June 1963
in the presence of the Managing Director of India Refine-
ries Limited who was accompanied by representatives of
Bechtel Corporation and that all basic decisions were
taken with the full knowledge of the IL.LR.L. management.

7. At this stage, the Sub-Committee felt it necessary to send for
-a representative of the Bechtel Corporation in order to ascertain
"what exactly were the instructions given, on the one hand by LR.L.
to Bechtel and on the other by Bechtel to ENN.I. A cable was sent to
Bechtel on the 23rd December and a representative of Bechtel final-
ly arrived on the 12th January, 1968 after arrangements had been
made to make a deposit of Rs. 20,000. Bechtel representative left

on 18th January, 1968.

8. At these discussions, the Bechtel representative stated that the
provision to carry two million tonnes of crude oil per annum was
conceived as an “Emergency” operation which in the “normal engi-
neering terminology” (as understood by Bechtel) meant its opera-
tion for a short period only. On that basis a certain load factor
was established and I.R.L. were advised by Bechtel in their letter
of 13th July, 1963 about the compromise reached between Bechtel
and Snam which ultimately formed the basis of the contract conclud-
ed on 3l1st July, 1963. There were several discussions thereafter
about the load factor, hydraulic gradient, wall thickness, pumping
stations, etc., about which Bechtel as Consultant-Managers kept the
LRL. duly informed of all these discussions. The Bechtel represen-
tative also stated that the primary responsibility for design and
engineering was that of Snam Progetti, and Bechtel's role was only
to advise LR.L. on these matters without assuming the responsibility
for final decisions. .
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9. The issues which came up in course of discussion with the
E.N.I. delegation and the Bechtel representative were covered again
in several joint meetings and in separate meetings of the Sub-com-
mittee. In course of these meetings it was established beyond
doubt that there is a fundamental difference of approach between
the understanding of “Emergency” on the part of the Government
of India and IRL-IOC on the one side and that of EN.I. and Bechtel
on the other. It is clear that by emergency it is meant in India a
state of affairs in which the Barauni Refinery has to be operated
on full through-put with imported crude oil as opposed to crude oil
brought from indigenous fields; and under these conditions no one
knows how long it may be necessary to operate. On the other hand
both E.N.I. and Bechtel maintained that their understanding of the
“Emergency” all along was a short period and occasional operation
only under emergency conditions. In other words, there is an in-
direct admission by E.N.I. and Bechtel that under normal conditions
of operation, with adequate provision for maintenance, shut-downs
due to various causes and normal safety factors as used elsewhere,
it would not be possible to transport two million tonnes of crude
oil through the pipeline. It can also be stated that these conditions,
namely maintenance requirements, provision for shut-down and
safety factors used on the other pipelines built in India by E.N.I,
(and in one case designed by Bechtel), provided for certain norms
like 760 hours of shut-down annually, provision of a spare pumping
set in each station and operating within certain pressure limits vun
grounds of safety. These factors, on the admission of both E.N.L
and Bechtel, are completely absent in the case of Haldia-Barauni
pipeline in terms of transporting even 1.94 million tonnes of Kuwait
crude oil which it can do today if all the pumps are operated all the
year round.

10. In the face of this deadlock in the discussions with E.N.I. and
Bechtel, the Sub-Committee of Directors has considered the possi-
bility of seeking remedy as open to it under the respective contracts.
In this matter the following difficulties have been encountered:

(i) As regards the relative responsibility in the matter of
design as between E.N.I., Bechtel and I.R.L., the position
is as follows: ‘

E.N.I. maintain that with the appointment of Bechtel to
review and monitor designs the final responsibility is
no longer with them. Bechtel, however, states that the
primary responsibility for engineering design is that of
Snam Progetti even though they may have suggested
certain modifications. Bechtel contract states that:

“BIC shall perform on behalf of and to the extent autho-
rised by Owner, directly or through technical person-
nel in the regular established offices and field offices
of its affiliated companies in the United States of
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America technical consulting services and assistance:
in connection with performance under the Snam con-
tracts of engineering design and procurement for the:
HBK Project. Such services will include review of
design concepts and progress, monitoring of procure-
ment procedures and progress and services necessary
in the planning and coordination of the Project”....

“Under the Snam Contracts, primary responsibility for
engineering design, material procurement, construc-
tion, completion and start up of the HBK project is-
that of Snam Progetti or Snam Saipem, Bechtel hav-
ing no such responsibility except as expressly provid-
ed herein.”

In so far as the I.LR.L. is concerned, complete reliance was:

(1)

(i)

placed on Bechtel in the matter of design and other tech-
nical matters as they were the advisers, consultants and
Project Managers. Bechtel claimed that at every step:
IRL/’s approval was obtained.

The basic design decisions, namely capacity, safety fac-
tors, etc., are alleged by both Bechtel and E.N.I. to have
been taken with the full knowledge of the I.LR.L. manage-
ment in 1963. Documentation in this case has been stu--
died and it reveals that the compromise formula jointly
recommended by BechtellSnam and to which ILR.L’s ap-
proval was obtained provided for a safety factor of 1.76
whereas the final design secures a through-put of 1.94
million tonnes of Kuwait crude on a lower safety factor of
1.54 (and operation round the clock throughout the year)..
However, in the amendment made in the Agreement in
July, 1964 safety factor is not mentioned but the calcula-
tions are on the basis of 1.54 safety factor. Snam have also
produced a letter dated 26th September, 1963 from Bech-
tel to I.LR.L. pointing out that the selection of this location
(i.e. the location of the Asansol Pump Station) would,
however, cause a decrease of 195,000 metric tonne per year
in the actual maximum capacity obtainable from the pre-
sently proposed facilities of 1,900,000 metric tonnes per
year. It, however, appears that at no stage Bechtel or
Snam advised I.LR.L. in writing about their concept of
“Emergency.”

The fact remains that Bechtel were introduced to E.N.I.,
the spokesman of I.R.L. in matters of design. However,
in the contracts with Bechtel for the consultancy-manage-
ment services for this pipeline, there is no provision for
any penalty in case of any default on their part. There
is, however provision for arbitration in London under the
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the London Chamber of Commerce. Furthermore, Bech-
tels appear to have covered themselves in the matter of all
suplementary contract documents advising I.R.L. in writ-
ing of the action they were taking.

(iv) The primary design was done by Snam Progetti of thé
E.N.I. Group by an agreement arrived at through an ex-
change of leters in November, 1961. This document also
does not provide for any penalty for any lapse by Snam
Progetti or for arbitration. In vew of the above ditficul-
ties, it is for consideration whether a recourse to arbitra-
tion will yield the desired results.

11. The question regarding the remedial measures which may cor-
Tect the deficiency has also been discussed in passing with the E.N.I
delegation and the Bechtel representative. They have claimed that
the deficiency (in terms of 2 million tonnes of capacity) can be made
good at little cost, and the Bechtel representative has casually men-
tioned a figure of $200,000. The problem has been studied very
quickly by the engineers of the Pipelines Division and they report
the following:

1

(a) With the presently installed capacity and within the
to pump annually 1:709 million tonnes of Light Iranian
to pump annually 1.709 million tonnes of Light Iranian
crude annually with 8,000 operating hours. Should, how-
ever, the calculation be made without the normal 760
hours of shut-down in a year, the figure will increase to
1.870 million tonnes.

(b) The deficiency can be made good and the transport of 2
million tonnes of Light Iranian crude oil ensured by the
following measures, under normal ‘operating conditions
and normal safety factors:

(i) Establishment of two new pumping stations at locations
between Haldia and Baradabar on one side, and bet-
ween Asansol and Barauni on the other;

(ii) Provision of standby mainline engine and pumps at Hal-
dia and Burdwan.

(iii) Certain readjustments in the location of pumping cona-
city as between Haldia and Asansol.

The cost of the above modifications has to be estimated care-
fully, but prima facie it can be stated that this will be in
excess of $200,000 mentioned by Bechtel. All pumping

units will have to be imported. -

12. Since both the sides could not agree as to the responsibility
for making up the deficiency in the design, Snam, who had earlier
insisted on IOC dropping this issue, agreed to delink it from the
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package deal, as contained in Part-II of the Sub-Committee’s report
s0 as to have further time to prove their stand. In the meantime
I0C can further go into its own documents and obtain expert ana
legal advice. This will also enable the rectification of the corrosion
in line in Haldia area in time.

(Sd./- N. N. Kashyap) (Sd./- M. V. Rajwade)
Chairman Director
(8d./- R. S. Gupta) (Sd.|- S. K. Guha)y
Director Director

P.S.—This Report was approved by the Sub-Committee of
Directors consisting of the Chairman, Shri M. V. Raiwade
and Shri S. K. Guha at its meeting held on the 25th Janu-
ary, 1968. Shri R. S. Gupta, who is also a Member of this
Sub-Committee, could not, however, be present at this
meeting owing to previous engagement elsewhere. This
Report, however, has been subsequently seen and signed
by him.

NEw DEeLnr;
The 25th January, 1968.



APPENDIX VIII

(Vide para 7.7)

Copy of Ministry of Petroleum & Chemicals letter No. 31|62|63--
ONG dated 8th April, 1964, from Shri B. Subba Rao, Under Secretary, .
addressed to the Secretary to the Govt. of West Bengal Commerce
and Industries Development, Calcutta, regarding laying of the Hal-
dia-Barauni pipeline through Ranigang Coalfield.

I am diretced to refer to your letter No. 3174-Mines dated the 20th
September, 1963 in which you have forwarded a letter from the Min-
ing Adviser to the Government of West Bengal to the Competent
Authority, enumerating certain objections to the laying of petroleum
pipelines on Raniganj Coalfield.

2. These technical objections have been carefully considered by
our pipeline experts who are satisfied that there is no danger to the
pipeline even if it is laid in the coal bearing area where the first
working has been done and where coal is standing on pillars. Some-
subsidence may, of course, occur as a result of depollaring operations,
but the pipeline will be able to adjust itself to the subsidence that
normally occurs in such areas. These experts are also pipe rupture
arising on this account and causing any damage to the coalfields.

3. In view of the above, there need be no apprehension in any
quarter regarding the safety of coal mines as a result of laying of’
the petroleum pipeline. However, if any safety or protective mea--
sures are required for the safety of the pipeline, the same will be-
adequately provided for at the cost of the pipeline authority. The
same authority shall also make provisions for such measures as may
be necessary to prevent the pipeline from causing fire or other dam-
age to the coal properties over which it passes. Incidentally, you
may kindly refer to the discussions which Shri M. Gopal Menon,.
General Manager, Pipelines Project, had with the Secretary to the-
West Bengal Government, Commerce and Industries Department on
the 17th December, 1963 when the Mining Adviser to the State Gov-
ernment was also present. It is learnt that the State Government.
Wwere satisfied regarding the explanations given to them.

4. In the circumstances explained above the competent authority
has been instructed to proceed expeditiously with the acquisition of
right of user in the land. This letter issues with the concurrence of"

183
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‘the Department of Mines & Metals, Ministry of Steel Mines and
Heavy Engineering.

Lopy to:—
1. M/s. Bechtel Asian Corporation Ltd., New Delhi (Attention:
Mr. H. M. McCamish).
2. M/s. Bechtel Asian Corporation (Att: Mr. Hoeffort), Cal-
cutta.



APPENDIX IX 3
(Vide para 7.22)

Findings of the Investigating Committee
CONCLUSION

Considering all aspects of the problem the Committee has come
to the conclusion that laying of the pipeline in the present alignment
through the coal field area has not been a happy choice. In its wake
it has brought up a number of problems which have to be faced by
Indian Oil Corporation throughout the life of the pipeline at a heavy
recurring cost. It will have to maintain a constant vigilance over
the pipeline with a special squad sufficiently equipped with men
and materials for the purpose. Even then Indian Oil Corporation
would not at any time be free from constant anxiety regarding their
pipeline and the fear of affecting the mines. However, in view of
the fact that laying of the pipeline is a “fait accompli” and it is in
commission the Committee has recommended certain preventive and
palliative measures in general. Considering that the pipeline is of
national importance, the Committee only hopes that the mine man-
agements will give a little more enlightened consideration while
extracting coal in the close vicinity of the pipeline.

RECOMMENDATIONS

In view of what has been stated earlier in the report the Com-
mittee makes the following recommendations: —

(a) A portion of the pipeline over a length of approximately
12,400 ft. (3.780m) should be diverted, new diversions
would add up to 37,000 ft. (11,280 m).

(b) Vigilance to be exercised by Indian Oil Corporation Limi-
ted should be exercised by Indian Oil Corporation Limited
should be intensified by having 24 hours maintenance gang
stationed at Asansol with proper enuipment.

(c) Pipeline valves should be installed at intervals of not
more than 7 Km. from Asansol eastward and 8 Km. to the
west of Asansol and, as soon as practicable, arrangements
should be made to control the valves electronically. Indian
Oil Corporation Ltd. should contact M/s. Bnarat Electro-
nic and other similar institutions for indigenous manuface
ture of such items. The Committee does not recommend
any expenditure of foreign exchange on this account.
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(d)

(e)
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(8)
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Temporary diversions of the pipeline may be made in con-
sultation with the Director General of Mines Safety in
the case of working quarries of underground workings in
special cases.

It is considered necessary that Indian Oil Corporation
should have prior intimation of development of workings
or extraction of pillars within 45 m. and below the pipe-.
line. For this purpose Indian Oil Corporation should
make a workable arrangement with Director General of
Mines Safety.

To offer better protection to the pipeline by reducing the
load over it before final extraction of coal is started below
any portion of the pipeline, the earth cover should be re-
moved and if necessary, it may be kept covered by mnot
more than 1 ft. of coarse sand. Particular vigilance should
be maintained over such portion by IOC and if at any
time any damage to the pipeline is noticed er suspected
the respective mine management and Directorate General
of Mines Safety should be informed forthwith.

Panel barriers should be formed by the mining companies
beneath the pipeline wherever practicable so as to affcrd
protection to it without incurring extra blockage of coal.
Indian Oil Corporation may take this question up with
Director General of Mines Safety for giving effect to this
recommendation. In virgin areas, normal development as
provided for in the Coal Mines Regulations of 1957 may
be allowed in the panel barrier to be left for the protec-
tion of the pipeline.

(h) In view of the importance of Asansol Pumping Station,

)

even development of coal has not been recommended main-
ly as a precautions against fire creeping into the develop-
ed area under the Pumping Station thus jeopardizing its
stability where highly sensitive instruments and machin-
ery are located.

No restriction on total extraction of coal below the pipe-
line is recommended where such extraction is not likely
to cause subsidence of the ground to more than the safe
span and safe sag. Due to several variable factors it has
not been possible to specify an exact depth and seam thick-
ness vis-a-vis the nature of overburden strate but it is de-

sirable to deal with each case on its merits as detailed in
the calculations given in Annexure VIIL
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(j) At comparatively higher depth of cover, danger to the
pipeline due to a fire in extracted are a need not be taken
into account. However, all surface cracks within 25 ft.
(7 m.) of the pipeline on either side should be promptly
filed in with earth.

(k) In order to reduce the depth of subsidence, only one seam
should be extracted at a time of caving and the extraction
should be conducted from top-downward as far as practi-
cable.

(1) Where stowing arrangements are available, extraction of
coal below the pipeline should be done in conjunction with
stowing. The Committee does not recommend installation
of stowing arrangements merely for extraction of coal be-
low the pipeline.

(m) At comparatively shallow depth of cover where subsid-
ence may affect the pipeline a 56 ft. width of coal belt is
recommended to be left for its protection. However, nor-
mal statutory development may be made in this belit.

(n) In order to achieve a controlled and gradual subsidence of
the ground, extraction of coal by longwell system of min-
ing wherever practicable is recommended.

(o) The behaviour of the pipeline, in order to determine its
maximum safe span and sag between two points of sup-
port, should be further examined by a competent autho-

rity.



APPENDIX X

Summary of Conclusions/Recommendations of the Committee on
Public Undertakings contained in the Report

SI.  Reference to Para Sumrnary of Conclusions/R=comm>3ndations

3

The Committee find that there were three
reasons mentioned at the meeting of the Board

No. No. in the Report
1 2
1 2.29
to
2.33

of Directors of Indian Refineries Ltd. of 3rd July,
1961, for preferring Bechtals to ENI of Italy
and John Brown of UK, for the preparation of
the Project Report.

First that Bechtels had worked in the area in
1955. Secondly that Bechtels would prepare the
Project Report in about 4 to 6 weeks and finally
they might be able to “persuade the World Bank
or other agencies in the USA on the question of
financing the foreign exchange component of the
Project”. The Board of Directors had, however,
clearly directed that Bechtels might be entrusted
with the work “if the ENI credit is not forthcom-
ing.”

The Committee would, therefore, like to take
up first the non-availability of ENI credit. The
Minutes of the meeting of the Board of Directors
held on 10th October, 1961, show that the Manag-
ing Director reported that “from his discussions
with the Government, we understood that credit
from ENI for this study and Project is not avail-
able.”

In this connection, the Committee would like
to recall that the agreement with the ENI for
foreign credit was concluded by the Government
of India in August 1961, and it was Government’s
intention to utilise it for Pipeline Project also.
Tt stands to reason that if the credit was avail-
able for the Project costing over Rs. 6 crores as
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3

a whole, it should have been possible to accom-
modate an expenditure of 3 few lakhs which
would have been incurred on the preparation of
the Project Report.

Further, it was obviously in the interest of
Snam Saipem (belonging to ENI Group) to pre-
pare the Project Report, which would have great-
ly facilitated the execution of the Project by
them.

Even if for the sake of argument, it is assum-
ed that ENI credit was not available for prepara-
tion of the Project Report, the Committee are un-
able to understand how Bechtels could be singled
out for being entrusted with this work, specially
when it is on record in the Minutes of the meet-
ing of the Board of Directors of 3rd July, 1961,
that “there were three parties in view namely
ENI of Italy, Bechtels Corporation of the USA
and John Brown of UK.” If ENI credit was not
available, it only meant that ENI might not be
given the projects straightway in preference to
others; but how could it be construed as doing
away with the need for calling of offers from ex-
perienced undertakings of national and interna-
tional standing which were evincing keen inter-
est in the Project?

The Committee are not inclined to give much
weight to the experience claimed by Bechtels as
it related to 1955 (6 years earlier). If experience
was the criteria, the Committee could understand
the work of preparation of the Project Report
being entrusted to B.O.C., who had earlier pre-
pared preliminary Project Report for this Pipe-
line and were actively associated about this time
as technical supervisors with a bigger pipeline
project for carrying crude oil froin Naharkatiya
to Barauni, and who had also experience of deal-
ing with Snam, the contractors who were ulti-
mately entrusted with the execution of the Pro-
ject.

Another advantage claimed for Bechtels is
that they would “Prepare a Report in about 4 to
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3

2

2.34
2.35

6 weeks.” The Committee are not able to attach
much importance to this claim as in actual fact
the time taken for concluding the agreement with
Bechtels for preparing the Project Report after
their name was first mooted in the Board meeting
of 3rd July, 1961, amounted to nearly 5 months
(the agreement was concluded only in December,
1961).

As regards the claim that Bechtels might be
able to “persuade the World Bank or other agen-
cies in the USA on the question of financing of
the foreign exchange component of the Project”,
the Commiittee need only point out that in actual
fact the Corporation|Government decided not to
call for global tenders, and entrusted the Project
to Snam Saipem (belonging to ENI group) to be
financed from ENI credit, agreement for which
had already been concluded in August, 1961 i.e.
four months before Bechtels were formally com-
missioned for the Project Report.

The Committee are unable to accept that ENI
credit was not available for the Project study in
October, 1961, for they find that Government had
informed the Indian Refineries Ltd. on 17th Octo-
ber, 1961, that the Project Report for Barauni-
Calcutta, Barauni-Delhi a bigger pipeline had
been entrusted to Snam Progetti (belonging to
ENI group). If, therefore, the Project study of
a bigger pipeline project could be entrusted to
Snam Progetti (belonging to ENI group) by Gov-
ernment at that time October, 1961 the Commit-
tee are unable to understand how Indian Refiner-
ies Ltd.|Government could persuade themselves
to entrust the Project study of Gauhati-Siliguri
pipeline to Bechtels to the exclusion of others. As
the induction of Bechtels in the pipeline project
on unfounded grounds has led to several compli-
cations later in this and Haldia-Barauni-Kanpur
pipeline project, the Committee cannot but take
a grave view of this failure of IRL|Government
to nip the mischief in the bud.
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3

1 2 3
2.36 The Committee are even more puzzled by the
to decision of IRLjGovernment to appoint Bechtels
2.40 as design engineers and over-all supervisors for

this pipeline and pay Bechtels as much as Rs, 51.26
lakhs in rupees (Includes Rs. 22.48 lakhs as In-
come Tax liability) and 2.86 lakhs dollars
(Rs. 13.63 lakhs).

The Committee note that one of the Directors
of IRL had pointed out at the Board meeting held
on 28th May, 1962, that “it might be useful to call
for tenders for engineering and management ser-
vices in order to verify the reasonableness of the
offer made by Bechtel Corporation.” The Com-
mittee are unable to appreciate how this reason-
able proposition was talked out of hand on the
ground that “Bechtel Corporation’s offer compar-
ed quite favourably with similar jobs executed
elsewhere and offers received for other jobs”,
and “the calling of tenders at that stage would
merely delay the Project”. It is also on record
that the Board noted “this clafification” and ob-
served that “a decision had already been taken
by the Sub-committee of Directors empowered
to deal with the matter.”

The Committee are unable to appreciate how
the Board of Directors could allow an issue which
involved payment of nearly half a crore.of rupees
to be peremptorily taken out of their purview
and considered judgement merely because they
had asked a Sub-committee of their own Direc-
tors to go into the matter.

The Committee are baffled how a part of a
directing body could dictate in this manner to the
parent body to the detriment of public interest.

Moreover, the claim that the offer of Bechtels
“compared quite favourably with similar jobs
executed elsewhere and offers received for other
jobs” is open to question. It is on record that
BOC pipelines fees for Naharkatiya-Barauni
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3

4

241
2.42

pipeline amounted to about 7 per cent of the
capital cost. At the relevant time, the estimate
of capital cost of Gauhati-Siliguri pipeline was
Rs. 6 crores while the amount paid to Bechtels
has worked out to Rs. 51.26 lakhs in rupees (In-
cludes Rs. 22.48 lakhs as Income Tax liability)
and 2.86 lakhs in dollars (Rs. 13.63 lakhs) which
would work out to 10.81 per cent, a much higher
percentage than 7 per cent.

The Committee would also like to point out
that Government sanction (vide letter No. 31|6|
62-ONG dated the 5th October, 1962) was for the
TRL proposal to entrust Bechtels with “the design
engineering and the management of the Project”
at a total cost of Rs. 41.20 lakhs including foreign
exchange cost of Rs. 18.21 lakhs.” The Commit-
tee would like Government to verify whether
payment in excess of their sanction was made,
and if so, by whom and on what authority, and
fix responsibility for the lapse.

To conclude, the Committee are not able to:
appreciate the reasons why Indian Refineries
Litd./Government did not invite offers for under-
taking engineering and spervision work from
several well-known experienced parties of natio-
nal and international standing before favouring
Bechtels with the assignments on rates which
proved to be far from competitive and without
any commensurate benefit.

The Committee are also not able to appreciate:
why Indian Refineries Ltd./Government did not
call for global tenders for execution of the Pro-
ject specially when the ENI credit which was
ultimately availed of for the Project contained
a specific provision to the effect that IRL could
“advertise and invite global tenders”. While the
Committee appreciate that Snam Saipem had
the experience and knowledge of terrain, it would
not have been unreasonable to expect that Snam
Saipem would have offered even more competi-
tive rates to gain the new contract in the face of
keen competition by firms of national and inter-
national standing who were openly evincing keen
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3

5

3.62
to
3.63

interest in the work. The Committee need hardly
point out that ENI group of companies had al-
ready their machinery, equipment and men in
the country for execution of the Naharkatiya-
Barauni crude pipeline and it was obviously in
their interest to gain another pipeline contract.
The Committee are of the view that had global
tenders been invited nothing would have been
lost, while there is every reason to believe that
IRL would have considerably gained by inducing
the firms to give most competitive offers in res-
pect of cost and accommodation for_foreign ex-
change compsnent of the Project.

Whila the Committee can understand Snam
Progetti being entrusted with the work of prepa-
ration of Preliminary Project Report, they are
puzzled by the acceptance of Indian Refineries
Limited/Government of the offer of Snam Pro-
getti to prepare the Executive Project Report,
without first taking a firm decision on the feasi-
bility of the pipelines and their alignments hav-
ing regard to the economics of operation and
other relevant factors. The Committee cannot
appreciate the plea that it was done in the inter-
est of saving one working season for the execu-
tion of the Project was taken up in actual fact
only in March, 1964, that is after more than 13
months of commissioning Snam Progetti for the
preparation of the Executive Project Report.
The plea, therefore, is entirely untenable and un-

‘acceptable to the Cornmittee and they deprecate

the illusion of urgency which was created for
telescoping the two distinct stages of preparing
a Preliminary Project Report and Detailed Pro-
ject Report to facilitate the I.R.L./Government
to take rational decisions.

The Committee also find that the Government
consulted the Indian Institute of Petroleum,
Dehra Dun, and other Indian experts, about the
general alignments and terminal points for the
pipeline, only in 1962 and decided in 1362 that the
pipeline should be laid only between Haldia-
Barauni and Barauni-Kanpur, The Committee
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feel compelled to observe that had Government
taken the elementary precaution of settling the
terminal points and general alignment of the
pipeline in consultation with the Indian Institute
of Petroleum, Dehra Dun, economists and other
experts in the field, they would have saved both
money and time by indicating clearly the require-
ments to the foreign company. The Committee
would like Government to take remedial mea-
sures to ensure that such costly lapses which
affect the very basis of planning and have grave
financial and economic implications, do not recur.

The Committee are not able to appreciate
why it was necessary to bring Bechtels on to the
scene when they had already commissioned Snam
Progetti both for the preliminary Project Report
and the Executive Project Report.

As regards the plea that it was found pos-
sible to effect a saving of nearly Rs. 3 crores by
associating Bechtels in finalising the design and
spedifications for L.R.L., the Committee would
like to quote the considered view of the Director
incharge of Indian Oil Corporation who has gone
on record on 13th June, 1967 to the following

effect:

“The advice given by Bechtels appears to
have been based on false premises be-
cause an economy brought about by
reducing capacity and by eliminating
various facilities . . .. ... is not a
real economy, but an illusory one.”

It is evident from the above that the agree-
ment with Bechtels for payment is not related to
the progress of the work, instead it was made
time-bound, with the result that Bechtels manag-
ed to clear the scene after drawing more than a
crore of rupees as fees and charges while the
project was still in midstream as it was complet-
ed only in August, 1966 and commissioned on
26th September, 1966,
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It would be pertinent in this connection to
recall that while agreement with Bechtels as
design monitors and project managers was con-
cluded only in March/April, 1964, the Indian Re-
fineries Ltd. had started making payments to
them as early as December 1963 without waiting
for Government’s approval to the agreement on
the plea “work done, payment made”. The Com-
mittee would have very much appreciated if the
hypothesis had been applied by Government to
ensure that payment was only made after the
work was completed. The Committee cannot
help the conclusion that the Indian Refineries
Ltd. showed more concern for Bechtels interests
than for the project and in fact so arranged the
events that Bechtels became a reality as design
monitors and project managers even before the
approval of Government had been taken thereto.

The Committee are also not convinced that
the Pipeline Division of I1.0.C. who looked after
the crucial phase of completion and commission-
ing of the pipeline project after Bechtels cleared .
off the scene on 30th June, 1965 and could not
be entrusted with the responsibility of project
managers and design managers from the very
inception.

The Committee have dealt at length with the

role of Bechtels in advising Indian Refineries

Ltd. to stick to the alignment of the pipelines

through coal-fields in Chapter VII from which it

- would be seen that Bechtels shifted their ground
in crucial matters of alignment more than once.

Later in this Chapter the Committee have
pointed out how the actual throughput capacity
of Haldia-Barauni pipeline for pumping crude oil
has been found to be even less than 1.5 million
tonnes, as compared to Government’s intention
of building a pipeline with 3 million tonnes capa-
city to match the plans for expension of Barauni
to 8 million tonnes by 1966. It is also on record
that certain portions of the pipelines were found
to have corroded necessitating replacement at
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the cost of Snam (Estimated Rs. 15 lakhs) and
1.0.C. about 4 lakhs.

The above instances are indicative of the
failure of Bechtels to discharge faithfully their:
responsibilities as design monitors and Project
Managers.

The Committee are convinced that the favour-.
ed treatment meted out to Bechtels and the un-
usual provisions in the Agreement made with
them could not have been possible without the
knowledge of the Undertaking and the Govern-
ment both of whom should be held to account for
the serious lapses to safeguard public interest.

The Committee find that the Managing Di-
rector of Indian Refineries Ltd., in his letter of
5th April, 1963, had informed Government.
inter-alia that: “The 9 firms addressed, includ-
ing ENI—there are two each from USA, UK and
France and one each from Italy, West Germany
and Japan—have all expressed their keen in-
terest in the work and have also stated that they
expect to be able to offer credit for the foreign:
exchange cost involved.”

The Committee are, therefore, greatly sur-
prised to find that the Managing Director in a
subsequent letter of 6th July, 1963, addressed'
to the Secretary, Ministry of Mines & Metals,
stated inter-alia “The execution of the project
may be settled by negotiation with the con-
cerned ENI company, an earlier decision to in-
vite tenders from a number of selected compa-
nies being given up, mainly because of the pro-
bable difficulty of finding the foreign exchange-
involved, and also because of the likely delay
in execution.” The Committee are not able to-
appreciate how the difficulty of foreign ex-
change could be made an alibi for not calling
for global tenders when it is on record that out
of the 9 firms including ENI addressed by
Indian Refineries Ltd., two each from the USA,
UK and France and one each from West Ger-
many and Japan, had all expressed their keen:
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interest in the work and also indicated that
foreign exchange credit for the cost involved
could be offered. It would also be recalled that
the ENI credit itself contained a clause that
global tenders by advertisement could be in- -
vited. The Committee are baffled with the
manner in which the Managing Director revers-
ed the earlier indication of going in for global
tenders in his letter of 5th April, 1963 to Gov-
ernment by making all manner of assumptions
in his latter letter of 6th July, 1963, of foreign
exchange difficulties. It iz difficult to believe
how the foreign exchange difficulties got ac-
centuated during the brief period of three
months to such an extent that even calling of
global tenders linked with accommodation for
foreign exchange component could be arbiter-
arily ruled out. If Government had made full
use of the enabling provision in the ENI cre-
dit, they could have induced ENI group of firms
to improve their terms, as they already had
their machinery, equipment and men in India
for execution of the pipeline project about this
time between Gauhati and Siliguri. The global
tender would have had the additional benefit of.
giving the Government an opportunity to test
the offer of ENI against technological develop-
ments in the field all over the World and it is
quite possible that the shortcomings, particular-
ly in the capacity and alignment which came to
mar the Project at a later date would have been
avoided. The Committee would like Govern-
ment to fully investigate the circumstances
under which IR, and Government allowed
themselves to be persuaded to hand over the
construction contract to Snam-Saipem exclu-
sively without putting it to sure and practical
test of global tenders.

The Committee find that while most of the
issues have been identified, the conclusions
reached cannot command unquestioned accept-
ance, as, in the first place, these were inquired
into either by Chairman, IOC, or a Committee
of the Directors of IOC who cannot, in the na-
ture of things, be expected to probe, without
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reservations, into the action of the then Manag-
ing Director of Indian Refineries Ltd., as he
was occupying at the time of inquiry by 10C the
strategic position of Secretary of the Ministry
of Petroleum and Chemicals, and under whose-
administrative control I0C fell.

Moreover, the Sub-Committee of four Direc-
tors of IOC (one of whom was later replaced on
his transfer by another Director) who made in-
quiries into the matter included some high-
ranking officers of IOC two of whom were ear-
lier directly connected with the matter at the
relevant time as Joint Secretary, etc., in the ad-
ministrative Ministry of Mines & Fuel.

Further, some of the conclusions reached
naturally are far from conclusive and appear
more like a possible hypothesis to save the
trouble of a detailed and searching inquiry.

The Committee are constrained to say that
while issues are posed, the problem is not faced
squarely as evidenced in the first case from the
observation “it will have to be a very exhaus-
tive exercise to be undertaken by the senior
engineers and accountants”, and in the second
case in respect of the cost of modification for
reaching 2 million tonnes pipeline capacity—
that it would have “to be estimated carefully,
but prima facie it may be stated that this will
be in excess of $200,000 mentioned by Bechtel.
All pumping units will have to be imported.”

The Committee take a very serious view of
the fact that the important records of IRL, par-
ticularly the Enclosure 18 of Part II—Job Des-
cription’, etc—and papers indicating the stages
of processing of contract documents at the
various levels of management, are not available
and are reported to be missing. The loss of
such vital documents cannot be treated with
complacency. What amazes the Committee
most is that “no record was kept of those dis-
cusions at various stages” which led tc the
“finalisation of contractual matters”. All this is
sought to be justified on the ground that the
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work was handled on a “war footing”. The Com-~
mittee are unable to accept this plea, as they
consider it the first and foremost duty of those
who are handling important negotiations in-
volving crores of rupees to maintain faithfully
contemporaneous records of the negotiations so
that these can be suitably drawn upon for set-
tling details of the agreement and for informing
the Board of Management|Government of the
nuances of the various clauses of agreement and
how maximum advantage has been secured for
the Public Undertaking and every care exercis-
ed to safeguard public interest. The Commit-
tee cannot resist the impression that the nego-
tiations were not carried out with diligence or
care; otherwise how else can the defective na-
ture of agreements with foreign companies be
explained.

Moreover, the procedure of dealing with
such matters on a war footing has given nei-
ther results in the matter of expeditious com-
pletion of the pipeline (it was delayed in com-
missioning by more than 18 months), nor achiev-
ed the objective underlying its construction in as
much as the capacity established is far below the
3 million tonnes capacity of Barauni refinery.

The Committee would like Government to
take very serious notice of this lapse on the part
of those who were entrusted with the negotia-
tions and take suitable action against them.

The Committee would also like Government
to issue standing instructions in consuitation
with the Ministry of Finance and the Comptrol-
ler & Auditor-General of India on the manner
in which contemporaneous records of such ne-
gotiations should be kept for future reference. A
copy of these instructions may also be furnished
to the Committee for information.

The Committee too are greatly “intrigued”
how a very important communication from Be-
chtels which clearly mentioned the design capa-
city of the pipeline as 1.9 million tonnes per
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year did not make the then General Manager,
Managing Director of IRL to sit up and take a
firm and unequivocal stand on this attrition of
the capacity of the pipeline. The Committee are
amazed that the reduction of the throughput
capacity of the pipeline could have been dealt
with in such a casual and perfunctory manner. "
The Committee consider that the matter calls
for thorough investigation for fixing responsibi-
lity on all those officials who were lax and
casual in discharging their responsibilities.

The Committee need hardly point out that
it is not without significance that the date of
sanction of Government letter to Indian Re-
fineries Ltd. to enter the construction contract
and the actual date of signing of the contract by
the IRL with SNAM SAIPEM is the same viz.
the 31st July, 1963. The Committee are not able
to appreciate the great haste with which such
an important contract involving over Rs. 11
crores was concluded without fully safeguard-
ing Government’s interests.

The reported agreement between 1.0.C. and
Snam needs careful scrutiny of Government to
make sure that full damages have been recover-
ed from Snam for the proved deficiency in the
capacity as compared to the commissioned capa-
city.

The Committee, however, have not been
furnished the full text of the legal opinion of
Shri A. A. Peerbhoy as to the nature and ex-
tent of responsibility of the contractors on the
relevant issues. The Committee would like Gov~
ernment to obtain the legal opinion at the high-
est level so that the best construction can be put
upon it and no effort is spared to bring home the
responsibilit for this failure to Messrs Snam and
Bechtel.

It would be pertinent to recall the conclu-
sion of the Board of Directors of IOC after a
lengthy discussion about the dealing of Bech-

B R e L i U
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tels. The minute of the Board’s meeting held on
the 26th March, 1969, inter alia records:

“Looking into the dealings and records of
M|s. Bechtel, the Board decided that
the Crporation will not have any deal-
ings in future with the party.”

The Committee need hardly point out that
the Resolution of the Board of Directors of I0C
is conclusive on the subject and underlines the
need for a thorough investigation by Govern-
ment to determine the manner and the reasons
for which Mjs. Bechtels were brought on to the
scene, first for Gauhati-Siliguri pipeline project
and later for HBK project and paid over Rs.
1.5 crores (comprising Rs. 75.46 as fees and the
balance as reimbursable cost) with hardly any
commensurate benefit to the Project. In fact,
but for their inept technical advice at crucial
stages the history of the project of HBK pipe-
line may well have been different, The Com-
mittee would like Government to pursue the
matter to its logical conclusion and take up with
all those concerned with the introduction of this
party to the Pipeline projects and the undue
favours which were shown to them at every stage
as evidenced by the unusual provisions of the
agreements. The Committee cannot help point-
ing out that the then Managing Director, IRL,
who was signing the agreements on behalf of
IRL showed more concern for the interests of
the Bechtels than fer the public money he was
entrusted with.

‘The extracts (given in para 3.107) from the
Resolution of the Board of Directors of IOC
would conclusively prove that the then Manag-
ing Director was acting on his own in his deal-
ings with Snams as well as Bechtels in vital
matters concerning the capacity -of the pipeline;
bypassing thus the Board of Directors. He also
failed to obtain prior specific approval either of
the Board of Directors or Government to the
deviations which adversely affected the capacity
of the Project without any commensurate saving
in expenditure. The Committee are puzzled

1155 (Aii) LS_14
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how the Board of Directars|Ministry allowed

the then Managing Director to act in this
manneér to the detriment of public interest. The
Committee would like Government to fully in-
vestigate the matter and fix responsibility.

The Committee have noted with grave con-
cern the observations of the Internal Audit
Officer that there does not appear to exist any
sanction of Government for the execution of
the Haldia-Barauni-Kanpur projects over which
an expenditure of over Rs. 26 crores has already
been incurred. The Committee would like to be
informed of the factual position. If the position
as stated in the Report of the Internal Audit
Officer is correct, the Committee expect Govern-
ment to take action against all those who are
responsible for this lapse.

The Committee are not able to appreciate how
this important Audit Report dealing with several
matters of vital importance to IOC could be
allowed to remain without detailed investigation
and report both to the Board of IOC and Gov-
ernment. The Committee need hardly stress
that the various other issues raised in the Audit
Report should be thoroughly examined in con-
sultation with the Comptroller and Auditor
General and the responsibility for the loss suffer-
ed by the Undertaking|Government fixed and
deterrent action taken against all those who have
shown laxity in the discharge of their respon-
sibilities.

The Committee regret that although the
defacto transfer of Koyali-Ahmedabad Pipeline
has taken place the question of dejure transfer
of the Koyali-Ahmedabad Pipeline has not been
settled since 1867 in spite of the fact that both
IOC and ONGC are under the administrative
control of the same Ministry. Such prolonged
indecision and delay in the Ministry, in the
opinion of the Committee, are not indicative of
expeditious and business-like approach, which
should distinguish a Mihistry administering
Public Undertakings.
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The Committee find that the Estimates of the
Gauhati-Siliguri Pipeline have escalated to the
extent of 25 per cent during the course of 3 re-
visions. Whereas in the case of Haldia-Barauni-
Kanpur Pipeline the estimates have escalated to
the extent of 15 per cent in the course of two
revisions. The final estimates of Haldia-Barauni
pipeline are still to be prepared.

The present system of control on public
undertakings envisages a three tier system of
Financial Control: —

(a) Contro] of Board of Directors,
(b) Control of Government,
(¢) Control of Parliament.

The Committee are concerned to find that the
whole system of three tier financial control has
nAt been properly applied in controlling the
finances of this Undertaking. They find that the
Project estimates of G.S. Pipeline for Rs. 591.20
lakhs were sanctioned by Government on 4th.
October, 1962. After this sanction, the Under-
taking went on spending money on its own far
in excess of the sanctioned estimate of Rs. 591.20
lakhs and submitted to Government only in
January, 1966 the final estimates of the Project
as Rs. 775.38 lakhs after the completion of the
Project. The Committee find that this excess
expenditure of Rs. 194.18 lakhs for the comple-
tion of the Project was done by the Undertaking
without any proper approval of the Government,
although according to the prescribed financial
procedure and rules not more than 10 per cent
of the sanctioned amounts, an Undertaking could
incur without the Government’s sanction. To a
question as to how the Government permitted
this unauthorised expenditure beyond 10 per
cent of the sanctioned estimates by the Under-
taking, the Ministry in a written reply have
stated as follows:—

“It has not been possible to trace the exact
reasons why IOC continued the com-
pletion of the Project at the enhanced
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cost without getting interim sanction
for this,”

The Committee find that the Board revised
the estimates of the Project for the first time on
28th January, 1963 as Rs. 661.52 lakhs. The
Committee fail to understand why these revised
estimates were not referred to the Ministry and
also why the Ministry’s representative on the
Board did not take note of it and informed the

Government of this unusual escalation of cost.

The Committee understand that the Indian
Refineries Ltd. had a Financial Division. They
are, therefore, unable to appreciate how the
Financial Controller could allow the ex-
penditure to be incurred without proper sanction
for revised estimates of the Board|Government.
The casual and leisurely manner in which the
Indian Refineries Ltd. have approached the
question of revision of the estimates and its ex-
post facto regularisation by Board|Government
are indicative of the fact that effective control
and direction are not being exercised. It is for
this reason that the undertakings have come to
play with the tax-payer’s money without paying
adequate attention to the prescribed procedure of
obtaining Government’s prior approval to the
revised estimates. The Committee would like in
this connection to draw attention to Paras 1.7
and 1.9 of the Fiftieth Report of the Public Ac-
counts Committee (Fourth Lok Sabha) on New
Services and New Instrument of Service and
stress that effective action should be taken by
the Government to implement the recommenda-
tions and take prior approval of Parliament in
case of substantial revision. The Committee also
expect that while examining the question of ac-
cording approval to revised estimates, Govern-
ment would seriouslv consider its effects on the
economics of the project. The Committee feel
that where the economics of the proiects are ad-
verselv affected as a result of revised estimate of
expenditure, the matter should be specificallv
brought to the notice of Parliament without
avoidable delay.
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What amazes the Committee most is that the
Government did not bother to examine the type
of control that they had on the Undertaking
and allowed complete freedom to the Under-
taking which were not permitted even by the
delegation of powers.

The Committee recommend that the circum-
stances under which the Undertaking was
allowed to spend money beyond 10 per cent
of the sanctioned estimates without the ap-
proval of the Government should be investi-
gated and the persons responsible both in the

Undertakings and the Ministry should be pro-
ceeded against.

The Committee strongly recommend that in
future the prescribed principles of financial
control should be adhered to by all Under-
takings including the 1.O.C. The Committee
regret that in no year the Demands for Grants
of the Ministry provided for the expenditure
and for full six years. Parliament was unaware
of what was happening in the flnancial ad-
ministration of the undertaking. Taking strong
exception to bypassing of the Parliament’s
financial control, the Committee recommend
that in future all cases of Project Estimates|
Revised Estimates should be given effect to
only after Parliament has approved of the
total Capital Expenditure on the entire project
or the revision of the project estimates as the
case may be.

The Committee are surprised to learn from ine
Ministry that the various reasons that caused
the delay in the construction of the pipelines
were not specifically brought to the notice of
Government for resolving at Government levcl.
To them, it appears, that the “emergency” and
“speed” stated to be involved in the projects
was only confined to the entrusiing of works
to the foreign contractors without inviting
Global Tenders. Afterwards, both the Under-
taking and the Ministry hardly took any effec-
tive measures to expedite the completion of the
project. The Committee expect the Ministry




to take initiative in matters involving clear-

ance by Government|Ministry in the interest of
timely execution of vital project.

The Committee are convinced that the
Ministry do not make any effective use of the
reports from the Undertakings nor do they have
technically qualified personnel to scrutinise
them. They are of the view that the existing
machinery in the Ministries is not capable of
effective supervision of Public Undertakings.
They recommend that the Government should
appoint a Committee consisting of Management
expertis|Secretaries of Ministries controlling
major Undertakings to evolve a proper machi-
nery for their respective Ministries capable of
exercising effective contrel on their Under-
takings.

This Committee of Experts should also ad-
vise as to how the existing procedure of con-
trol in the Ministries could be further stream-
lined to enable them to have a grip on:—

1. Progress of construction of projec. {rom
time to time;

2. Financial matters with specific reference
to the progress of actual expenditure
vis-a-vis the target and according o
the sanctioned estimates;

3. The information received from the pro-
jects from time to time and to ensure
that the materials are scrutinised,
digested and co-related promptly and
put up to the Secretary!Minister with-
out any loss of time to enable them to
know the true picture at any given time
so that in the event of any weakness
being detected prompt action is initiat-
ed by the Ministry;

4. The administrative ministries should
develop a central control agency on the
vattern existing at the head quarters of
Railway and Defence Ministries to deal
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with their respective departmental
unglertakings and also in existence at
the head quarters of giant international
enterprises after suitable adoption and
modifications so that the ministries could
have not only complete grip over the
progress and functioning of Public
Undertakings but are also furnished
the information and data after proper
screening and sifting.

5. Study of important areas in the Under-
takings apd teehnique including PERT
SYS'I%M to locate the critical areas in

every Undertaking.

The Committee recommend that the proper
machinery should be evolved to provide an
affective leadership to the Undertaking through
the medium of technically qualified cell. Un-
less this is achieved the Committee is convinced
that the Ministries will not be able to discharge
their responsibilities to the Undertakings.

The Committee regret to note that the entire
question of laying the pipeline through the coal
bearing area has not been dealt with care and
caution it deserved. They note that Indian
Technical opinions had been throughout against
the laying of pipeline through the coal bearing
area. The Mining Adviser to the West Bengal
Government (on 17th September, 1963) follow-
ed by Chief Mining Adwviser to the Ministry of
Mines and Fuel (on 14th September, 1963) and
Chief Inspector of Mines, Dhanbad (on 21st De-
cember, 1963) had emphatically and repeatedly
objected to the laying of this pipeline through
the coal bearing areas. The foreign technical
advisers of the Corporation viz. Snam-Progetti/
Bechtel however, held contrary views and
categorically stated that np technical difficulty
or risk was involved to the pipeline or to the
caal bparing areas and insisted that the pipe-
line should be laid 96 suggested by them.
Ignoring the warning of the Indian experts,
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LR.L. accepted the advice of their foreign
technical advisers and wrote as follows in their
letter of February, 1964: —

“There will be no danger to the pipeline if
it is laid in the coal mines and if any
protective measures are necessary for
the pipeline at certain specified points,.
they would be undertaken by the pipe-
line authorities and at the same time
requested then Ministry to obtain
necessary clearance from the Coal Min-
ing experts,”

The Committee is surprised to find that
Bechtels, the consultants of I.R.L. in their letter,
dated the 20th December, 1963 confirming that
the crossing of coal Mining areas presents no
technical difficulties to the products pipeline
stated categorically that from their experience
of construction of pipeline in coal mining areas
in the U.S.A., France and Germany no difficulty
has been experienced. While accepting the ad-
vice, the Committee find that Bechte] did not
point out any specific instance of a place or area
in a foreign country where the pipeline has been

PR laid through the coal fields.

The Committee find that while the question
of laying pipeline through Coal bearing areas
was being discussed in November-December,
1963 in consultation with the coal Mining Ad-
viser to the Government of India, the Managing
Director, Indian Refineries Limited is on record
as having stated at a meeting with representa-
tives of Bechtels and Snam regarding the loca-
tion of Ruderani Terminal that “there will not
be any change in the alignment of the Haldia-
Barauni Section of the Pipeline” This would
suggest that the issue had been foreclosed at
administrative level of Indian Refineries even
while the discussions were going on with the
Mining experts of the Government.

After the completion of project again in
February, 1965 Bechtels representative in Delhi
wrote to their principles in San Francisco Office
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. asking for advice on the problem of laying:

pipelines across coalfields. The San Francisco-
otice replied on the 8th February, 1965 that in
such matters it would be necessary to obtain.
the advice of a mining consultant engineer and
they recommended that Shri C. J. J. Raju be
consulted. The Committee find that Shri Raju
in his report has inter alia observed that during.
his visit to Jharia coalfields, he found that “the
safety pillars left below the township and
public roadways are liable to be destroyed due
to the fires in the neighbouring goafs and that
crocks extended to the surface above the safety
pillars were emitting smoke. Mr. Hoaffert of
Bechtels on his note on the visit to the coal-
fields on 8th April, 1965 noticed fire on the:
surface” In the opinion of Shri Raju “this
hazard of the pipeline being exposed to hot
smoke due to fire, etc., the cracks cannot be
ruled out. This aspect of the problem did not.
seem to have been given the necessary con-
sideration by Snams Engineers while planning:
the layout of the pipeline. Even when the:
question of advisability of laying the pipeline
was questioned, both Bechtels (consultants to
1.0.C.) and Snam (Design Contractors) did not
seem to have studied it in all its aspects and’
given the necessary advice at that stage in
which case the difficult problem could have been-
avoided.” Shri Raju in his report also stated
“that it would be a desirable step to divert the
pipeline or lay a new pipeline over nearby
areas from coal deposits.”

The Committee further find that neither
Indian Refineries Limited nor Government had
consulted the Geological Survey of India or
asked them to prepare the section showing the
outlay of coal seems along the pipeline till
Shri Raju specifically asked for the map which
was prepared for the first time at his instance.
Shri Raju in his report has mentioned that a

number of collieries over which the pipeline

- passes viz. Sripur, Satram, Madhavpur, etc. have
. gassy fires and that in some of these collieries,
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particularly old ones, where workmg has been
discontinued, fires may start any time.

Shri Raju’'s report was discussed at a Inter-
Ministry meeting on 8th February, 1966 and a
decision was taken to “plam for a restricted
divarsion of the pipeline over the worked leas-
ed held aress within the next two or three
years and the pipeling permitted to be in opera-
tion iili then with proper safeguards.”

It was ultimately decided by the LR.L.
Board{Government on the Report of a Survey
and Design team set up for the purpose to a
diversion of 96 kms. to avoid the coal fields at a
cost of Rs. 195 lakhs, which was sanctioned by
the Gowvernment of India on 12th May, 1967.

The Committee feel that it is indeed unfor-
tunate that the Government diregarded the
opinion of the Indian Mining Experts and com-
pletely relied upon the advice of the foreign
experts for laying the pipeline through the coal-
fields. As the events have proved, the views of
the Indian experts have ultimately prevailed.

The other point that the Committee have
noted with regret is that IR.L. made a commit-
ment of providing necessary protective measur-
es in the coal field area without examining and
knowing the financial implications for such a
commitment and even without knowing fully
what those protective measures would be.
Curiously enough, the protective measures
were to cost Rs. 18 crores as against the laying
of new pipelines which was to cost Rs. 2 crores.
The Committee are extremely surprised to find
that the I'RL. Government had never applied
#ts mind to the economies of the protective
measures vis-g-vis the expenses of laying new
pipdines which is unpardonable What sur-
prises the Committee most is that IRL.|Gov-
ernment before making their commitment
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amounting to Bs. 18 crores for protective mea-

sures never depmed it mecessary to - seek the
prier approval of the Fimance Ministry which
was obligatory.

The Committee find that Government con-
sulted the Burma Qil Company (Pipelines
Division) in London in 1967 taking into account
the fact that B.O.C. Pipelines lgwlsion- were
working as consultants te Oil India in Nahar-
katjya Barauni crude pipelines. The Commit-
tee feel that the expert advice should have
been sought at a earlier date so that their re-
commendations about the use of regulated
mining practice, adoption- of hydraulic and
stowing etc. could be brought to the notice of
the mining experts and mining concerns for
consideration and altay their fears. The Com-
mittee are also of the view that the Investiga-
tion Committee which was appointed in May,
1968 should have been appointed in 1963 when
the Mining Advisers to the West Bengal Gov-
ernment and the Advisers to the Government
of India had objected to the laying of pipelines
through the coal bearing areas in no uncertain
terms and if that was done all these lapses
would not have occurred.

The Committee Tegret that the indifference
of IR.L.|Government went to the extent of
1gnormg to ask for a third set of independent
opinion before accepting the defective advice.
The Committee is convinced that such gross
indifference and derelication of duty of the
officials of Government|IR.L. being inexcusable,
impartial inquiry followed by severe pumsh-
ment of guilty officials for the lapses is called
for.

The main contention of the IRL in not
agreejng to consider the proposal for diversion
of alignment of the pipeline through the coal-
bearing area in 1963 and 1964 was that a deci-
sion {o realign the pipeline would result in con-
siderable delay. The Committee desired to




know the estimate of the delay that would have
been caused, but no precise reply was forth-
coming from Government.

The Committee would like to point out in
this connection the following two salient facts:

The first contract for construction work was
signed with Snam on 31st July, 1963. The first
objection of the West Bengal Government
Mining Adviser to the West Bengal Govern-
ment to the proposed alignment of the pipeline
through coal-bearing areas was raised on 18th
September, 1963. The actual construction was
started only in October, 1964.

It is also pertinent to recall that the Execu-
tive Project Report in the form of “drawings
and specifications” came in piece-meal from
1963 till 1966 when the Project was completed.

Another reason put forward by IR.L, for
not considering realignment of the pipeline is
that it would have involved payment of damag-
es to the contractors for down time for keeping
their machines and men idle on the job. No
estimate of the down time payment has been
given to the Committee, but judged from the
actual rate of down time payment made to the
contractor for non-availability of land etc., the
Committee feel that its quantum would have
been far less than the cost that would have
been incurred for realigning the pipeline at
that stage to avoid the coal-bearing area. The
least that the Committee could expect fromr
1R L.IGovernment was that they should have
carried out a most careful appraisal of the vari-
ous alternatives such as cost of realignment and
payment of down time wvis-a-vis the grave
hazard of pushing the pipeline through the
coal mining area against the advice of mining
experts of Government. The Committee have
pointed out elsewhere in the Report how the
existing alignment of pipeline through the coal-
bearing area is alleged to have resulted in
locking up of coal reserves to the tune of
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Rs. 350 crores and carried an implied commit-
ment to the tune of Rs, 18 crores on stowing
works to minimise the hazard of fire in the area
surrounding the pipeline.

It is, therefore, evident that in actual fact
there was a time lag of over one year in the
signing of the agreement and its execution
which could have been used with prudence to
go into all aspects of realignment and taken a
decision in the over all interest of the Project.

Another fact which comes prominently to
notice in this case is that complete reliance was
placed by the Public Undertakings/Government
on foreign companies for the preliminary Pro-
ject Report, executive Project Report, engineer-
ing details, project execution, design monitor-
ing and management supervision without exer-
cising their right to over-see and scrutinise
their actions to ensure that they were in the
best interest of the country. The abject reli-
ance on foreign companies went to the extent
of rejecting outright the expert advice of Gov-
ernment’s own Mining engineers.

The Committee would like the Public Un-
dertakings'Government to learn the lesson from
this costly lap:e that the responsibility for over-
seeing the work of foreign collaborators should
in no circumstances be compromised and that
vigilance should be exercised at every stage to
hold the foreign collabartors responsible for dis-
charging their obligations under the contract
faithfully. Government should also take care
to mak~ adequate provision in the agreements
to safeguard their right to recover money for
damages suffered or short-falls in cavacitv a<
compared to the designed capacity contracted
and paid for.

The Committee find that when the proposal
for diverting the Pipeline from the coal bear-
ing areas for about a total length of about
93 kms. at a total cost of Rs. 195 lakhs was sent
to the Ministry of Finance for their approval
and concurrence, the then Deputy Prime Minis-
ter and the Finance Minister, while approving

— . —— e — - = ——— . = —————
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the scheme of diversion on 6th May, 1967 re-
marked that “this appears to be a very bad case
and had led to a wasteful expenditure of nearly
Rs. 2 e¢rores and suggestsd an enquiry in the
matter “with a view to fixing responsibility on
the officials concerned at all levels both in the
Pipelines Division and in the Ministry.” As a
result the matter was referred to the Chief
Vigilance Commissioner Shri N. S. Rau on 30th
June, 1967, for investigation. The appointment
was approved by the Prime Minister. Although
it was expected that the report would be sub-
mitted in 3 or 4 months time the report was ac-
tually submitted as late as on 16th April, 1970.
Shri Rau retired as C.V.C. on 23rd August, 1968,
before submitting the report on H.B.K. Pipeline.
Before his retirement, however, the Secretary
of the Ministry had discussions with him and
he was requested to continue the investigation
in his personal capacity even after his retire-
ment as Vigilance Commissioner (the letler
dated 28th August, 1968 from Shri Nayak to
Shri Rau and the letter dated 21/22nd August,
1968 from Shri Rau to Shri Nayak reproduced
at Paras 8.10 and 8.11 of this report may be
referred).

The Committee made enquiries as to how
Shri Rau was asked to carry on the investigation
in his personal capacity on his retirement as
Vigilance Commissioner and at what level the
decision was taken. The Ministry have given a
written note that the question of Shri Rau’s
continuing to do the investigation was examined
by the then Secretarv in consultation with the
then Minister and after prior approval of the
Minister Shri Rau was advised to continue the
Investigation. The Committee have taken note
of the reply given by the Minister in the Lok
Sabha on 20th April, 1970 in which it has been
stated:

“Minister‘s written order on the date cn
which extension was granted is not
available in our records. Subsequently



however, the then Minister of Petroleum-
and Chemiicals, has given in writing:
that the exfension to Shri Rau was-
gratited after taking his prior approval.”

The Government has given no explanation as to-
why the work was not allowed to be done by
Shri Rau’s successor as C.V.C. The Committee
are surprised that such an important appoint-
ment was made by the Secretary by taking only
verbal orders of the Minhister and only subse--
quently the written orders of the Minister were
obtained. It is a fit case to be enquired into as-
to on what dates the subsequent orders were
obtained because the Committee have noted thast
the Ministry failed to produce this paper before-
the Committee at the time of evidence when they
wanted the Ministry to produce any written evi-
dence available with them. The Committee was
told that the relevant file was with the C.V.C.
and hence they could not produce it.

_The Committee are distressed with the
manner in which the then Secretary to ths
Ministry of Petroleum and Chemicals was allow-:
ed to play on his own a crucial role in meeting"
and persuading Shri Rau three days before hic
retirement to continue the investigation in his-
personal capacity even after retirement. It is
pertinent to recall that one of the subjects cf
ehquiry was whether “any of the officials con--
cerned with this matter in the Ministry of the
Government of India and the LR.L.|JI.O.C.” was
“prima facie callous or negligent in the dis-
charge of their responsibilities” and what action,.
if any, should be taken against them. As already
pointed out earlier. the post of Managing Direc--
tor of Indian Refineries Ltd. at the relevant uim=
pertaining to the enquiry was occupied by ncne
other than the person who was then heading the
Ministry of Petroleum and Chemicals as Secre-
tary. In the circumstances. it would have evi-
dently been more appropriate if the entire ques-
tion of referring the issues raised by the then
Deputy Prime Minister and Finance Minister for
investigation had been entrusted by Government
to the Cabinet Secretariat and necessary action
taken in the matter by the Cabinet Secretary in
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consultation with the Minister concerned and the
Prime Minister whose approval had originally
been taken to entrust the enquiry to the Ceniral
Vigilance Commission. The Committee cannct
resist the feeling that in persuading Shri Rau to
continue with the enquiry even after retirement
in his persona] capacity in circumstances wkich
are not free from doubt cannot be expectea to
settle the matter conclusively. The Committee
feel compelled to record their fear that the
whole investigation has got vitiated in the cir-

cumstances and the objective underlying it has
been defeated.

The Committee feel that the work of the in-
vestigation ought to have been done by the C.V.C.
and not by Shri Rau in his individual capacity.
The Committee have also noted with great regret
that this enquiry has been allowed to be dragged
on for a number of years. Although it was
stated to the Committee that the work was being
done in an honorary capacity the Committee find
that the enquiry has already cost the exchequer
an amount of Rs. 57,000 upto 28th February, 1970
tRs. 7,500 to be paid as honorarium to a Pro-
fessor of Osmania University. The Committee
fail to understand that when the investigation
was being done by the C.V.C. how it was witi-
drawn with the retirement of Shri Rau from the
post of C.V.C. The Government has not given
explanation as to why the work was not allowed
to be done by Shri Rau’s successor as C.V.C.

The Committee also made enquiries as to
what would be the status and force of the report
submitted by Mr. Rau in his personal capacity.
The Secretary in his written note has stated
that “the Report would have the same force as
any other report submitted under either the
Commissions of Enquiry Act or by Departmental
Inquiring Officer or under Arbitration Act.” The
Committee do not agree with this view of the
Ministry. In the view of the Committee the re-
port submitted by Shri Rau in his personal
capacitv would not carry convictions nor will
command the respect which a report of this
nature could do when submitted by C.V.C. In
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" view of the fact that Shri Rau’s re-appointment

was made in a very suspicious manner, the Com-
mittee further feel that a report submitted by
Shri Rau in his personal capacity, is not worth
considering. The Committee would, however,
alsc suggest that enough information and evid-
ence are available on the basis of which the
Government should proceed departmentally as
the rules may permit under the Conduct Rules
to take suitable action in the matter.

The Committee have commented in Chap-
ters II and III in details on the induction of
Bechtels in the Pipeline Projects on unfounded
grounds which have led to several complicati-ms,
They are rather intrigued by the manner in
which Bechtels were first introduced into the
Pipeline Project by th~ then Managing Director
of LR.L. on three grounds, viz. that they worked
in the area in 1955, that they would prepare the
Project Report in about 4 to 6 weeks, and finally
that they might be able to persuade the World
Bank or other agencies in the U.S.A. in the
question of financing the foreign exchange rom-
ponent of the Project. None of these considera-
tions can hold the ground as Bechtels had work-
ed in the area 6 years earlier from the tim~ in
question; they completed the Report not in 4 to
6 weeks but in 11 weeks and in actual fact the
Corporation|Governmen* decided not to call for
global tenders, and, therefore, the question of
taking the assistance ¢f Bechtels for persusding
the World Bank for firancing the foreign ex-
change component of the Project did nov arise.
The Committee cannot but take note of the grave
failure cf the LR.L.|Grvernment to nip the mis-
chief in the bud.

The Committee are even more puzzled on the
decision of I.R.L.|Govern'nent to appoint Bechtels
as design engineers and over-all superviser: for
Gauhati-Siliguri pipeline and pay Bechtels as
much as Rs. 51.26 lakhs in rupees and 2.86 lakhs
of Dollars (Rs. 1363 lachs), (including an in-
come-tax liability to the iune of Rs. 22.46 lakhs).
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The Committee have also shcwed how the pay-
ment made to Bechtels for their services works
out to 10.81 per cent of the cost of project as
compared to 7 per cent which are reported to
have been paid tor Naharkatiya-Barauni pipeline
which was executed about the same time..

The Committee find that the Managing Direc-
tor of IL.RL. was also primarily responsble for
bringing Bechtels into Haldia-Barauni-Kanpur
pipeline project on the ground that Bechtel Cor-
poration could bring about “mcdifications and
simplifications in the E.N.I. design for the pro-
ject........ without sacrificing safety and tech-
nical consideration so as to yield sufficient eco-
nomies in Project cost.”” Bechtels thus got
inducted into the H.B..K. pipeline project as
design monitors and project managers at a
colossal charge of about Rs. 87 lakhs. Bechtels
managed to clear off the scene by 30th June,
1965, by cntriving an agreement which made
payments to them time bound without relating it
to the actual progress of work. The result was
that Bechtels vanished from the scene nearly a
year before the completion and commi-sioning of
the Project. They also managed to get pay-
ments with retrospective effect on the ground
that “the work done—payment made”. but the
same hypothesis was not stretched by Govern-
ment to ensure that payment was made to
Bechtels only after the work was completed.
The Committee cannot help the conclusion that
the IR.L. showed more- concern for Bechtels’
interest than for the Project.

Bechtels played a crucial role in the discus-
_ sions at Milan in July, 1963, which led to ihe

conclusion of faulty agreement with Snams for
construction of the pipeline with capacity of
even less tham 2 million tonnes aguinst the
intended capacity of 3 million tonnes.

It is also on record how Bechtels changed
their stand about alignment of the pipeline
through the coal-field area after the pipeline had
actually been laid. The Committee see no rea-
son why Bechtels could not have referred the
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matter earlier say in 1963 instead of 1965 to the
San Francisco office when the Indian mining con-
sultants were unanimously of the view that the
pipeline should not be laid in the coal bearing
area, and why they could not suggest examina-
tion of the coal fields by an Indian expert
earlier than 1965. The net result is that besides
the hazards to which the pipe-line has been un-
necessarily exposed by laying it in the coal
area, it would cost nearly Rs. 2 crores to re-
align the pipe-line to avoid the coal fields.

As regards the claim that the introduction
of Bechtels would result in economy, the Com-
mittee would like to recall the considered views
of the Director-in-charge (Pipelines), IOC, that
the economy achieved was more illusory than
real, as the facilities and capacity were consi-
derably reduced without commensurate re-
duction in cost.

The dealings of Bechtels were critically re-
viewed by the Board of Directors of IOC at
their meeting held on 26th March 1969, and
they recorded inter ali—

“Looking into the dealings and records of
M|s Bechtels, the Board decided that
the Corporation will not have sany
they recorded inter alia—

The Committee need hardly point out that
the Resolution of the Board of Directors of
IOC is conclusive on the subject and underlines
the need for a thorough investigation by Gov-
ernment to determine the manner and the rea-
sons for which Mls Bechtels were brought on
to the scene, first for Gauhati-Siliguri pipeline
project and later for HBK project and paid cver
Rs. 1.5 crores with hardly any coramensurate
benefit to the Project. In fact, but for their
inept technical advice at crucial stages the his-
tory of the project of HBK pipeline may well
have been different. The Commiitee would
like Government to pursue the matter to its
logical conclusion and take up witk all those
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concerned with the introduction of this party
to the Pipeline projects and the undue favours
which were shown to them at every stages evi-
denced by the unusual provisions of the agree-
ments. The Committee cannot help pcinting
out that the then Managing Director, IRL, who
was signing the agreement on behalf of IRL
showed more concern for the interests of the
Bechtels than for the public money he was en-
trusted with.

The Committee have not been able to appre-

ciate why Indian Refineries Ltd. Government
did not call for global tenders for exccution of
Gauhati-Siliguri Pipeline and Haldia-Barauni-
Kanpur Pipeline, especially when the ENI
credit, which was ultimately availed of for the
project, contained a specific provision to the
effect that IRL could “advertise and invite glo-
bal tenders”. It is on record that there were
as many as 8 other foreign companies of inter-
national standing, two each from USA, UK.
and France and one each from West Germany
and Japan, who were evincing keen interest in
execution of the project and were also willing
to extend credit terms to meet the foreign ex-
change component of the project on terms and
conditions which were not less favourable than
ENI Credit.

While the Committee appreciate that SNAM-
SAIPEM had the experience and knowledge of
Indian conditions, it would not have been un-
reasonable to expect that SNAM-SAIPEM
would have offered even more competitive
rates to gain the new contract in the face of
keen competition by firms of national or inter-
national standing, who were openly evincing
keen interest in the work. The Committee
need hardly point out that ENI group of com-
panies had already their machinery, equip-
ment and men in the country for execution of
the Naharkatya-Barauni crude pipeline and it
was obviously in their interest to gain further
pipeline contracts. The floating of global ten-
ders would have had the additional merit of
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making the companies compete amongst them-
selves to construct a pipeline in keeping with
the latest technological developments and cxpe-
the latest technological developments and expe-
believe that the details of these quotations
would have enabled IRL|Government to make
a comparative study and decide about the opti-
mum design and pumping capacity for ensur-
ing for achieving the prescribed throughput
The importance of this aspect cannot be over-
stressed for it has been found that Haldia-
Barauni Pipeline, which is of strategic impor-
tance, has been found to be of 1.5 million ton-
nes capacity only as compared to the original
intention of having a 3-million ton -capacity

pipeline.

The Committee are of the considered view
that had global tenders been invited, nothing
would have been lost, while there is every rea-
son to believe that IRL would have consider-
ably gained by induc¢ing the firms to give most
competitive offers in respect of cost, design and
accommodation for foreign exchange component
of the project.

Another aspect, which intrigues the Com-
mittee, is the reversal in the stand of the Mana-
ging Director, that the contract should be given
on exclusive basis to SNAM, when only a few
weeks earlier he is on record to the eflect that
global tenders should be floated. The Com-
mittee would like Government to fully investi-
gate the circumstances under which the Indian
Refineries Ltd. and Government allowed them-
selves to be persuaded to hand over the cons-
truction contract to SNAM-SAIPEM exclu-
sively without putting it to sure and practical
test of global tenders.

Another aspect which has greatly worried
the Committee is the halting and somewhat
contradictory manner in which Government|
IOC have approached the probe into the affairs
of the pipelines inspite of the fact that the mat-
ter has been agitated on the floor of the House
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through questions, including a Short Noiice
Question on 1Ist April, 1970. It is on record
that the then Deputy Prime Minister and
Finance Minister had given orders as early as
May 1967 that a thorough investigation should
be held into the wasteful expenditure which
would be incurred on the project and that res-
ponsibility should be fixed on the officials con-
cerned at all levels in the Pipeline Division and
in the Ministry. It is pertinent to recall - how
the appointment of the Central Vigilance Com-
missioner to hold the inquiry, the terms of his
reference and finally entrusting Shri Rau even
after his retirement as Chief Vigilance Com-
missioner with the task of inquiry, was allowed
to be handled by an officer whose conduct,
while holding earlier, the appointment of Ma-
naging Director of Indian Refineries Ltd., was
in question. It would evidently have been
more appropriate if the entire question of refer-
ring the issues raised by the then Deputy
Prime Minister and Finance Minister for inves-
tigation had been entrusted by Government to
the Cabinet Secretariat and nacessary action
taken in the matter by the Cabinet Secretary
in consultation with the Minister concerned and
the Prime Minister’s approval had been taken
to entrust the inquiry to the Central Vigilance
Commissioner. If these elementary precautions
had been taken, the Committee would not
have been compelled to record their fear that
the whole investigation done se far has got
vitiated in the circumstances and the objective
underlying it has been defeated.

Similarly, in the case of inquiries held by
the IOC regarding shortfall in the capacity of the
pipeline as compared to the intended capacity
or design capacity, the matter has been investi-
gated by a sub-committee of the Directors of
10C, which had on it a number of officials who
had earlier been connected actively with the
Department of Mines and Fuel at the relevant
time.
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The Committee have also pointed out how
issues have been posed but the problem has not
been faced squarely.

The Committee also take a very serious view
of the fact that the important records of IRL,
particularly Enclosure 18 of Part II-—‘Job Des-
cription’, etc.—and papers indicating the
stages of processing of contract documents at
the various levels of management are not avail-
able and are reported to be missing. The loss
of such vital documents cannot be treated with
complacency. What amazes the Committee
most is that “no record was kept of these dis-
cussions at various stages” which led to the
“finalisation of contractual matters”. The Com-
mittee cannot accept the plea of dealing with
such important matters on “war footing”, as it
has neither given results in the matter of expe-
ditious completion of Haldia-Barauni-Kanpur
Pipeline (it was delayed in commissioning by
more than 18 months), nor achieved the objec-
tive underlying its construction in as much as
the capacity established is far below the 3 mil-
lion tonnes capacity of Barauni refiriery.

The Committee have also pointed out the
casual manner in which an important com-
munication from Bechtels which clearly men-
tioned the design capacity of Haldia-Barauni-
pipeline as 1.9 million tonnes per year did not
make the then General Manager'Managing Di-
rector of IRL take a firm and unequivocal stand
on this attrition of the capacitvy of the pipeline.

It is also a matter for concern hiow an agree-
ment with Snams for Haldia-Baiauni-Kanpur
project was executed on 31st July. 1963, the
very day on which sanction of the Government
for it was received. The expedition in dealing
with the matter would have been commendable
but for the fact that the agreement suffers from
many defects, including absence of any provi-
sion for penalty for any lapses by Snam-Saipem.
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It is also on record that the amendment
effected in July, 1964 to the original agreement
of July, 1963 cf LR.L. with Snams, had in all
probability resulted in increasing the liability
of I0C for civil works without any commensu-
rate benefit.

It is also on record that the Managing Direc-
tor was acting on his own in his dealings with
Snams as well as Bechtels in vital matters con-
cerning the capacity of the pipeline, bypassing
thus the authority both of the Board of Direc-
tors and Government. The Board of IOC have
also gone on record to the effect, at the meeting
held on 3rd February, 1968, that: “Out of the
report and the discussions thereon, it emerged
that the Board had been bypasced in the matter.
The Board was very emphatic that the matters
of such importance should necesarily be re-
ported to the Board at the earliest possible
opportunity. The Board also wanted to place
on record that in future all such important mat-
ters which entail in itself any project of capital
nature involving its performance, its capacity,
design or of financial implications, should be
brought before the Board for its notice and
appropriation. The Board‘'s decision in the
above matter also applies to any significant
amendments which are of the above nature to
any existing contracts or project.”

The Committee feel that in the interest of
ensuring that the high officers entrusted with
the responsibility of managing public under-
takings and of carrying out delicate negotiations
with foreign companies discharge their respon-
sibilities diligently, honestly and in the best
public interest, the above-mentioned lapses
should be investigated fully without fear and
favour and all those found at fault awarded de-
terrent punishment.

The Committee find that estimates of the
Gaubati-Siliguri pipeline have escalated o the
extent of 25 per cent during the course of three



revisions, whereas in the case of Haldia-
Barauni-Kanpur pipeline, the estimates have
escalated to the extent of 15 per cent in course
of two revisions. The final estimates of Haldia-
Barauni pipeline are still to be prepared. Such
frequent escalations of estimates deserve, in the
opinion of the Committee, the prior approval of

‘the appropriate authority. The Committee,

therefore, deprecate such unauthorised revision
of estimates and commend that appropriate
authorities should have been consulted and
their concurrence obtained before going ahead
in excess of their estimates. Revision of esti-
mates is frequent in a large number of Under-
takings. The Committee notice that the present
system of control on Public Undertakings envi-
sages a three-tier system of financial control
viz. (a) control of the Board of Directors; (b)
Contrel of the Government; and (c¢) control of
Parliament. As regards (a), the Committee find
that the Public Undertakings can spend up to
10 per c°nt of the sanctioned amount/estimates
without the approval of the Government. In
regard to (b) for expenditure bevond sanction-
ed amount exceeding 10 per cent, the Govern-
ment approval becomes unavoidable. As re-
gards (c), the Parliament approval has to be
taken on the entire scheme followed by appro-
val of the Budget everv year. The Committee
strongly recommend that all Public Undertak-
ings in future should obey the prescribed prin-
ciples of financial control at the stages indicated
at (a), (b) and (c) above. The Committee fur-
ther recommend that all cases of Project esti-
mates/Revised estimates should be given effect
to only after Parliament has approved of the
total capital expenditure on the entire Project
of the revision of the project., as tne case may
be. The Demand for grants of concerned Minis-
tries should make specific provisions regarding
the capital outlay to be made for the entire
period of construction of the Project initially
and annual approval of the Parliament should
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be taken of the amount sanctioned by Parlia-
ment on principle at the project stage.

Another matter, which has greatly exercised
the mind of the Committee, is lack of record cf
negotiations carried out by the Managing Di-
“Yector of the Indian Refineries Ltd. with the
foreign companies leading to the conclusion of
the agreement. The Committee have urged
that Government should issue standing instruc-
tions in consultation with the Ministry of
Finance and the Comptroller and Auditor-Gene-
ral of India about the manner in which the con-
temporareous record of such negotiations should
be kept for future reference and wuse of the
Board of Management|Government to enable
them to appreciate nuances of the various
clauses of an agreement and satisfy themselves
that maximum advantage has been secured for
the public undertaking and every care has
been exercised to safeguard the public interest.

Yet another aspect which has greatly worried
the Committee is the abject abdiction of the
right by the Management to oversee the design
with particular reference to such vital matters
as capacity and alignment to foreign companies.
This dependence on the advice of foreign com-
panies went to the extent of rejecting out of
hand the expert advice of Indian engineers with
the result that costly blunders were committed.

The Committee are distressed to find, after a
careful examination of all the papers and other
evidence on record that there have been serious
lapses and dereliction of duty by the then Offi-
cers of IRL and the Ministry in the discharge of
their responsibilities in executing the Pipeline
Project. The Committee have pointed out seve-
ral instances where the Managing Director ex-
ceeded the authority available to him; they




have noted with regret that the Board of Ma-
nagement and the Ministry were not vigilant
enough to check firmly and in time this exces-
sive use of authority by him.

The Committee also feel compelled to rccord
their feeling that instead of holding the Offi-
cers responsible for their lapses, there appears
to have been a persistent effort to slur over
their dereliction of duty and not to fix the res-
ponsibility though copious facts to substantiate
such lapses have come on record. The Com-
mittee would, therefore, like Government to
take immediate steps to bring to book the guilty
officers on the basis of evidence that is already
available. The least that could be done is to
proceed departmentally without delay against
the Officers concerned under the relevant Govt.
Servants Conduct Rules. The Committee feel
that Government, in the larger interests of the
public sector, should not allow a feeling to go
round that officers could commit such grave
lapses and indulge in dereliction of duty with
impunity and go unpunished.

GMGIPND—LS-I1—1185 (aii) LS—7-7-70.—1700.
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