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INTRODUcnON 

I, the Chairman, Committee on Public Undertakings having been 
authorised by the Committee to present the Report on their behalf, 
present this 36th Report on Gas Authority of India Limited. 

2. The Committee's examination of the subject was mainly based on the 
Report of the Comptroller & Auditor General of India (No.9 of 1990). 

3. The Committee on Public Undertakings (1993-94) took evidence of 
the representatives of Gas Authority of India Limited on 28th J~nuary and 
10th February, 1994 and the representatives of Ministry of Petroleum and 
Natural Gas on 30th March, 1994. 

4. The Committee on Public Undertakings (1994-95) considered and 
adopted the Report at their sitting held on 25th August, 1994. 

5. The Committee feel oblige~ to the Members of the Committee on 
Public Undertakings (1993-94) for the useful work done by them in taking 
evidence and sifting information. Tbey would also like to place on record 
their sense of deep appreciation for tbe invaluable assistance rendered to 
them by the officials of the Lok Sabha Secretariat attached to the 
Committee. 

6. The Committee wish to express their thanks to Ministry of Petroleum 
and Natural Gas and Gas Authority of India Limited for placina before 
them the material and information tbey wanted in connection with 
examination of the subject. Tbey also wish to tbank in particular the 
representatives of the Ministry of Petroleum and Natural Gas and Gas 
Authority of India Limited who appeared for evidence and auisted tbe 
Committee by placing their considered views before the Committee. 

7. The Committee also place on record their appreciation tor tbe 
assistance rendered by the Comptroller &: Auditor General of India. 

NEw DELHI; 
September 16, 1994 

Bhadra 25, 1916 (S) 

(vii) 

VILAS MUlTEMW AR, 
CIa4imuua, 

Committee on Public Undertakings 



PART A 
BACKGROUND ANALYSm 

I. ROLE AND OBJEcrIVES 

A. General Background 

1.1 Oil was discovered in Bombay Higb by the ONGC in 1974; free ,81 
at South Bassein offshore fields was also discovered in April. 1976. Tum. 
note of the potentiality for commercial exploitation of the free au and the 
associated gas arising from processing tbe crude oil. a Committee headed 
by Shri Satish Chandran was set up by the Government in 1977 to study 
the optimum utilisation of the offshore gas. This Committee. inter-alia 
recommended that the most economic use of the free gas wouid be'its use 
as feed stock for the manufacture of nitrogenous fertilizers. Two further 
Committees were set up. one by the Department of Petroleum in April. 
1980 under the Chairmanship of Shri Lavraj Kumar to study the optimum 
pipeline alignment required for tbe transportation of natural gas for the 
proposed fertilizer plants and ,the other in September. 1980. by the 
Department of Chemicals and Fertilizers, headed by Sbri K.C. Sharma, to 
study the potential locations and recommend the exact locations for the 
new six gas based fertilizer plants. These two Committees were 
subsequently asked to co-ordinate their work and tbey submitted their joint 
report to the Government in December, 1981. 

1.2 T;lc joint report of the two Committees recommended that one 
fertilizer plant at Bijaipur (Guna) in Madbya Pradesh, one fertilizer plant 
in Sawai Madhopur in Rajastban and four fertilizer planu at Babrala. 
Nara, Jagdisbpur and Aonla or Shahjahanpur in Uttar Pradesh migbt be 
set up. After examining the proposals, the Ministry observed that the land 
at Nara was fertile and that the acquisition of land and developD1ent would 
not only be costly but also time consuming at Nar ... , 10 these 
circumstances, it was decided by the Ministry in July, 1982 tbat the six 
fertilizer plants based on offshore gas would be located at Bijaipur (Guna) 
in Madhya Pradesh, Sawai Madhopur in Rajasthan and Jagdilhpur. Aonla. 
Bab[ala an~ Sbahjabanpur in Uttar Pradesh. 

1.3 ONGC was entrusted by Go·"emment with the job of layin, the 
onshore pipeline from Haura to supply gas to six fertilizer plants and their 
captive power plants as' per communications dated 8th March 1983 and 
14th March 1983 from the Deptt. of Petroleum and Deptt. of Chemicals 
and Fertilizers to the Commission, respectively. The Feasibility Report 
(F.R.) of the Project was submitted to Government by ONGC on 
18th July. 1983, Public Investment Board (PIB) gave clearance to the 
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Project on 16th February, 1984, Cabinet Committee on Economic Affairs 
(CCEA) gave approval on 31st March, 1984 and sanction for execution of 
the Project was issued by Government on 17th April, 1984 at an estimated 
cost of Rs. 1700.17 Crores (including foreign exchange (FE) component of 
Rs. 680.35 crores). 

1.4 On a proposal forwarded by Ministry of Petroleum and Natural Gas, 
the CCEA also gave approval for setting up a new public sector Gas 
Corporation and the Gas Authority of India Ltd. (GAIL) was forme~ on 
16th August, 1984. The Company was entrusted in the first instance, with 
the responsibility to execute and then to operate and maintain the Hazira-
Bijapur-Jagdishpur Pipeline Project (HBJ Pipeline Project) covering a 
distance of over 1700 KMs. for supply of natural gas primarily to fertilizer 
plants (and their related captive power plants) being set up in the States of 
Madhya Pradesh, Rajasth~n and Uttar Pradesh. 

B. Role and Objectives 

1.5 The Committee were informed by the CMD, GAIL, during evidence 
that primary source of energy all over the world was in five major forms 
viz. oil. gas, coal. hydro and nuclear. Out of the total energy sources used, 
40% is in the form of oil. 23% is in the form of gas, 27% is in the form of 
coal. 7% in the form of nuclear and 3% in the form of hydro. Against the 
world average of 23%, the source of energy from gas in India is about 
7.3% Gas has got its own advantages and disadvantages. Environmentally. 
gas is very friendly. If we have gas, the quality of the product also 
improves very much. Moreover. its combustion is complete. A gas based 
power plant in open cycle takes 18 mO'!ths and 30 months in combined 
cycle to be set up as against coal which normally takes 5 years and if it is 
hydro it takes between 7 to 10 years and if it is nuclear it normally takes 
10 years. The disadvantages of gas were its high cost of transportation and 
of its shortage. 

1.6 In view of the growing importance of natural gas as a major source 
of energy it was envisaged that a gas company should thereafter be 
responsible for processing, transportation and marketing of natural gas. 
The formation of GAIL visualised that the gas producing Companies 
(ONGC, OIL) would sell gas to GAIL just as they sell the oil produced by 
tbem, to the Oil Refining Companies. The price of gas is to be decided by 
the Government from time to time. 

It was also decided by Govt. that to begin with GAIL would take over 
the existing relevant assets of ONGC at book value and would implement 
HBJ Pipeline Project and subsequently would take aU development plans 
aod such other projects that may be required for utilisation of natural gas 
in the country. 
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1.7 Main objectives of the Company have been stated as under: 

- To transport, treat, process, fractionate, purify and to generally 
deal in marketing of natural gas and natural gas liquids. 

- To create necessary infrastructure facilities for the utiJiJation of 
natural gas-free or associated. 

- To carry out all activities connected witb the business of 
acquiring, purchasing and otherwise ensurin, natural gas 
availability in the country or purchase from .otber countries. 

- Planning and setting plants for treatment and fractionation of 
gas. 

- Planning, utilisation and taking up Projects for use of gas 
fractions for higher value applications. 

- To take over from ONGC and OIL or any other company all 
assets alongwith obligations and liabilities in connection with 
transportation, treatment, processing, fractionation, distribution 
etc. in respect of natural gas and natural gas liquids. 

1.8 When asked to state how far GAIL has been able to achieve its 
objectives, the CMD, GAIL stated during evidence: 

"I would entirely agree with you that we have not been able to 
achieve fully the objectives set before us, in this short time we have 
been in existence. This company was started in Auguat, 1984 and we 
have been in existence for about nine and a half years. For a 
company, nine and a half years is not a very long period and if we 
have not been able to achieve fully our objectives, you may pardon 
us for that." 

1.9 Later in a written reply, the Company informed the Committee that 
the Company has laid pipelines in various parts of the country for 
distribution of natural gas. The company has set up 3 LPG Plants for 
extraction of LPG and is planning to set up number of new LPG and ,as 
fractionating units. The Company is implementing U.P. Petroch.emical 
Complex at Auraiya for use of gas fractions for higher value additions. 
GAIL is also planning to upgrade its HBJ Pipeline to transport additional 
gas that is expected to be available by the year 1996. 

1.10 The Company has been signing Memorandum of Understanding 
(MOU) with the Ministry since 1990-91. The MOU for the year 1993-94 
was signed on 13th August, 1993 i.e. after four months of the current 
financial year. When asked whether it was not advantageous if the MOU is 
signed at the beginning of the financial year, the company Itated in a 
written reply: 

"The MOU for the year 1993-94 was sent by GAIL to the Ministry of 
Petroleum on 11.2.93. GAIL has given commitment of perfoJ'III8DCC 
for tbe year 1993-94 well before tbe commencement of tbe year. The 
MOU was examined in BPE durin, a meetio, held on 6.4.93. 
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Minutes were sent on 8.4.93. GAIL submitted the Mbu to the 
Ministry again after incorporating the decisions arrived in the meeting 
held on 6.4.93. The approval from the Ministry for signing of the 
MOU was received Ort -10.8.93 and MOU was signeQ' on 13.8.93. 
GAIL fully appreciates that MOU be signed at the beginning of the 
financial year." 

1.11 Whep the Ministry of Petroleum & Natural Gas were asked to 
explain the reasons for such delay in approving the MOU, the Secretary, 
Petroleum & Natural Gas stated: . 

"XUIXXX Last y~r, the signing of the MOU with GAIL was delayed 
because there were a couple of processes to be gone through. Due to 
some correspondence on delegated powers there was delay. This 
year, we have initiated action to ensure that as soon as possible the 
MOUs are signed at the earliest. We have completed the exercise and 
MOUs are awaiting the approval of the High Power Committee. As 
soon as that is cleared, we will be signing it." 

1.12 When the Committee pointed out that the late signing of MOUs 
leads to delays, the witness stated that:-

"If the MOUs are signed before March, I do not think there will be 
any problem." 

1.13 The Committee desired to know whether the company enjoyed the 
desired autonomy as envisaged in the system of MOU, the Company 
stated in a written reply: 

"While the concept of MOU is in principle correct but the manner in 
which it is actually practised leaves much to be desired. The MOU 
companies have not been given the autonomy to the extent it is 
required in fulfilling the objectives and missions. While the company 
binds itself to specific milestones and targets but there is no means to 
ensure that stipulated assistance from and responsibility, support from 
tbe Administrative Ministry and other Government Departments are 
also executed within the Scheduled time. In such a situation the 
MOU does not serve the purpose with which the' concept was 
introduced. " 

1.14 In this re.lard, the CMD, GAIL stated during evidence: 
"In concept, the M9U system is excellent. You have invested money 
and created an organisation. The money is of the public, of the 
Government and of the nation. You want a good return and you 
want the management of the company to run in a manner so that the 
money aivd a ,ood return. This is the criteria by which you judge 
the management. You introduced tbe MOU system. It has become 
one sided. A;, far as the PSU is concerned there are obligations. 
What is the obli,ation of the Ministry there? How ~ucb time do they 
take to approve a project? Take the Bombay Project. It has taken 
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four or five years. HBJ upgradation approval has taken two and a 
half years. Who has lost? Everybody has lost in this dilatory proc:ess. 
If you want to do somethil1l, where is the input coming from? Board 
is the highest place to take decisions. If you fetlll that we are not 
competent to take a decision put a representative of the Finance 
Ministry and the Planning Commission on our Board. What else is 
required? We go on giving explanations to everybody at the lowest 
level, middle level and so on. I have not seen any project not being 
approved. All that I have seen is only delay. If this rule of Bouds 
taking final decisions can be applied to others, why should it not be 
applied to public sector undertakings also?" 

1.15 When asked about the obligations of Ministry under the MOU, the 
Secretary, P&NG stated during evidence that conflict of interest is always 
there. Elaborating further. the witness stated: 

"This question of conflict arises even before the MOU as to who 
would enforce this obligation on the Government. What happens is if 
Government does not live up to its obligation the PSU sleeps over its 
target. This is the responsibility of the Government to get the things 
done from the Minsitry. 

There is a high power body which is presided over by the Cabinet 
Secretary. Certainly they will look into it. The Government can take 
all such action as they deem fit and nothing prevents them. 
Every time an assessment is also made there." 

1.16 In a written reply. the Ministry informed the Committee that in 
case there are delays on tbe part of the Ministry in the discharae of its 
obligations under the MOU which affect the performance of the Public: 
Sector Undertaking, this is taken into account while evaluating the PSU'I 
performance. 
C. Financial Pow~rs of th~ CMD 

1.17 As regards the powers of the CMD, the Company informed the 
Committee in a written reply that in September, 1990 it was decided that 
the CMD be delegated full powers for purchase and award of contracts 
and decision had to be taken by CMD in consultation with the concerned 
Director and Director (Finance). However in a Board meeting held on 
20.11.1992 Government Directors suo-moto moved the question of 
reducing the power of the CMD to the pre-l990 level viz. upto lb. 1 Crore 
only. The minutes of the above ~itting read as foUow.: 

"The Government Directors said that after due consideration they 
felt that such items should not be brought for u-posl-fllClo 
information of the Board as it did not give them an adequate 
opportunity to examine the decision taken and that luch matten 
should be implemented only after approval by the Board as was tbe 
position before the 40th Mccting of the Board. They were informed 
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that work would suffer very much if every case involving purchase 
or contract matter above Rs. 1 crore was to be got approved 
from the Boat:d bef,?r~ placment of the order or .. ward of the 
work as suagested by Government Directors. It wu agreed that 
proposal for revised delegati'ln of powers to CMD etc. may be 
put up as early as possible. 

1.18 Accordingly a note on enhancing the powers of CMD, GAIL in 
line with the Chairman, ONGC was put up to the. Board in 
December, 1992 and since then the matter has been raised by the 
management on a Ilumber of occasions and the same has not been 
considered by the Government Directors and thus by the Board. The 
matter was again put up before the Board on 29th October, 1993 but 
the agenda item was deferred again as per the desire of Government 
Directors. 

1.19 When asked to state the reasons for curtailing the powers of 
the CtdD, the Mi'listry of Petroleum & Natural Gas stated in a 
written reply as under:-

"In November, 1992, GAIL did not have a regular CMD. In the 
absence of CMD, the Director (Finance) was looking after the 
current duties of the CMD; so it was not possible for the 
delegated powers to be exercised in the manner contemplated by 
the Board in September, 1990. It was felt that such items should 
not be brought up for ex-post-facto information of the Board as it 
did not give them adequate opportunity to examine the decision 
taken and that such matters should be implemented only after the 
approval of the Board as was the position before 17.9.1990. The 
position has not changed since then." 

1.20 In this connection, the Committee were informed by the 
Company that the Chairman. ONGC had the full powers of the 
commission to award contract or issue purchase orders upto any 
amouitt with regard to the domestic bids and with regard to the 
International Competitive Bidding basis, he has powers to award 
con~racts or issue purchase orders upto Rs. 10 Crores in individual 
cases 'and upto full amount as Chairman of the Steering Committee. 

When the Committee desired to know the rationale behind 
delegation of powers to. CMD. GAIL being different from those of the 
Chairman. ONGC, the Ministry informed tbe Committee as follows:-

"The delegation of powers depends on the specific requirements 
of the indjvidual companies and, therefore, the level and extent 
of delegation of powers determined by their respective Boards of 
Directors differs from company to company. In respect of this 
need-bascd issue, it is neither necessary nor desirable that there 
should be uniformity amonl the companies. There are variations 
in the delegation of powers to the Chief executives of the 
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different public sector undertakings of the same schedule under the 
administrative control of this Ministry." 

1.21 In this connection, the Secretary, Petroleum &: Natural Gas stated 
during evidence: 

"ONGC earlier was a statutory corporation. They had their own 
separate regulations. But, that apart, as I said, so far as project 
expenditure is concerned, the PSU Board has got the power to 
sanction up to Rs. 50 crores. The internal power sharing arrangment 
between the Chairman and the Government is governed by their 
Byelaws. If the GAIL wants to be on par with ONGC, the 
Government will have no objection. It is governed by their Articles 
of Association and Byelaws. 

1.22 On being asked whether these byelaws are required to be 
approved by the Ministry, the witness answered in affirmative and stated 
that if GAIL wants to be on par with ONGC, the Ministry will 
recommend it. 
D. Steering Committee 

1.23 The Committee were informed by GAIL in a note that a Steering 
Committee was appointed by order issued by Ministry of Petroleum and 
Natural Gas in August, 1990 in GAIL on the pattern of ONGC and OIL. 
This was done in view of the delegation made by the Government, 
authorising CMD, GAIL to release foreign exchange. Members of the 
Board as well as representatives of Ministry of Petroleum &: Natural Gas 
and Ministry of Finance were made Members of the Steering Committee 
to examine each proposal requiring release of Foreign Exchange above 
Rs. 50 lacs. According to the Company this concept has become 
redundant from March, 1992 due to convertibility of rupee, as no foreign 
exchange is now required to be released by Government. However, the 
institution of Steering Committee is being continued vide Ministry's letter 
dated June 24, 1992 for "expediting all decisions in cost effective manner 
in view of the imperative need to ensure timely execution of projects 
without time and cost over-runs." 

1.24 It was also stated that while ostensible purpose of continuation of 
the Steering Committee is to avoid time and cost overrun. in actual fact 
this Steering Committee examines and deals only with purchase cases 
where International Competitive Bidding (ICB) is resorted to of value 
above Rs. 5 crores (in ONGC the comparative figure is Rs. 10 crores). In 
any case, purchase cases above Rs. 1 erore go to Board for ultimate 
approval. 

1.25 In this regard, the company further informed the Committee as 
under: 

"It takes lot of time to take approval first from 'he StccriDI 
Committee and then from the Board. Preparing a very detaikd 
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Blenda note IS required by tbe Steering Committee and fixing 
meetings to suit the conveniences of aU concerned takes !ot of time." 

1.26 The Company also made a suggestion before tbe Committee that in 
the interest of speedier aecution of the projects, it is necessary that 
Steering Committee be abolisbed, as sucb a concept does not exist in any 
other Ministry nor in relation to any other organisation except for ONGCI 
OIVGAIL, even within tbe Ministry of Petroleum &. Nat~ral Gas. 

1.27 When the Committee desired to know how far the continuation of 
the Steering Committee was relevant after the convertibility of rupee, the 
Ministry of Petroleum .t Natural Gu stated in a post evidence reply as 
under:-

"The question of continuation or otherwise of the Steering 
Committee after tbe introduction of the Iiberalised exchange rate 
m~agement system (LERMS) was examined. It was then noted that 
over a period of' time Steering Committee has been rendering useful 
advice to ONGC etc. in the matter of evaluation of tenders/award of 
contracts. Since a large number of tenders costing huge amount are 
required to be handled by ONGClOIUGAIL, it was observed that it 
would be useful for tbem to have a Committee of this nature with 
representative from tbe Ministry of Petroleum &. Natural Gas and the 
Miniatry of Finance. Moreover, the Government is vitally interested 
in the speedy decisions by these companies, apart from the fact that 
this Ministry is answerable to the various donor and financing 
agencies who would like the Ministry to monitor various projects. It 
was noted that the Steering Committee could, with the participation 
of Government Members, auist ONGClOIUGAIL in taking 
expeditious decisions. It was, therefore, decided with the approval of 
the Minister tbat tbe institution of Steering Committee should 
cqntinuc even after. " 

1.28 On being pointed out by the Committee whether tho approval of 
c:uq first by the Steering Committee and tben by Board of Directors did 
DOt reablt in duplication, the Ministry of Petroleum &. Natural Gas stated 
• under:-

"In tbe cue of GAIL, the Board is the competent authority to 
approve the award of contracts even in respect of those cases which 
are CODIidered by the Steeria, Committee, which is to BUist tbe 
ManaaemcD) and which bas no delegation of powers. Accordingly, 
the cuca CODIidcred by the Steering Committee are placed before the 
Board for apprcwal." 

1.29 In rCapon.c to a query, tbe Ministry of Peb'oleuJp &. Natural Gas 
iDfonDed the Committee that it wu not aware of any Steering Committee 
of identical nature func:tionina in other Ministriet, 
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E. Appointment of Regular CMD 

1.30 The company is operating through a Board of Directors with 
Chainnan &. Mg. Director as Chief Executive assisted by four functional 
Directors viz. Director (Finance), Director (Planning), Director (projects) 
and Director (Personnel). The Board also consists of part time Directors 
from the Government. The full time Directors are functionally and 
administratively responsible to the Chairman &. Mg. Director. 

1.31 The post of regular CMD in the company has been vacant since 2nd 
November 1991. The Ministry have stated that Public Enterprises Selection 
Board recommended on 16th September, 1992, a particular name for being 
appointed as CMD, GAIL. They had to get some vigilance clearance and 
there were some other clarifications also required by the Establishment 
Officer. When asked whether the vigilance clearance was required in all 
cases, the Secretary, P &. NG informed the Committee that the vigilance is 
sought only in respect of the people whose names are recommended to the 
Appointment Committee of Cabinet (ACC). The witness further 
elaborated:-

"I may submit one more thing. If the date of demitting office of 
CMD is known earlier, we take prompt action to fill the vacancy. 
Normally. three months' time is available for us. In this period we 
make efforts to fill the vacancy. But in the present case the 
incumbent abruptly resigned from office. Moreover we have selection 
system for selecting to various public sector undertakings. A person 
selected to ONGC may also be selected for GAIL. He will have the 
option to accept one. This process also takes time." 

F. Corporate Plan 

1.32 Gas Authority of India Ltd. prepared a Corporate Plan for the 
period 1990-2000 and submitted the same to the Ministry of Petroleum &. 
Natural Gas in January, 1990. In view of the fact that the 8th Five Year 
Plan was rescheduled to commence from 1.4.1992 instead of 1990, the 
Ministry of Programme Implementation desired Gas Authority of India 
Ltd. to dovetail its Corporate Plan with the commencement of the 8th Five 
Year Plan. Accordingly. GAIL updated the Corporate Plan in the month 
of February 1992 for the period 1992-2002 and submitted the same to the 
Ministry of Petroleum &. Natural Gas for its consideration. 

1.33 When the Committee desired to know whether the Government has 
approved the Corporate Plan, the company stated in a written reply that 
the approval of the same is awaited. When asked from the Ministry the 
reasons for such an inordinate delay in approving the Corporate Plan, the 
Secretary, Petroleum &. Natural Gas stated durinl.evidence:-

"Let me submit that I have checked up not only in my Ministry but 
with tbe BPE also and there is no policy or instruction or guidcliD~ 
that the Corporate Plan or the perspective Plan of a PSU should be 
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approved by the sdminiJtrative Ministry. GAIL seems .10 be under 
the impression that it should be approved. I have asked the BPE to 
aive us in writinl. Once they write to us, we shall clarify to all PSUs 
that 10 far as Corporate Plan is concerned, no approval from the 
Goverament is required. I do not think there is anythina to show that 
they have soulht our approval." 

OJ 1.34 The Committee were further informed by the Ministry that the 
Company sent the Corporate Plan under the impression that the Ministry 
sholild approve it, and since there was no specific request for approval, the 
Miniltry felt that they had sent it for record. 

When asked whether the Government Directors on Board were not 
coordinating with them. the Secretary stated: 

•• '#~ 1bat shows that this iuue has not been brou,ht to our notice at 
.. anytime." 



n. HBJ PIPEUNE PROJECI' 
2.1 Initially, ONGC was entrusted with the job of layiq the obIbore 

pipeline from Hazira to supply ,U to six fertilizer pllDt.. The FeuibUity 
Report of the project wu submitted to Government by ONGC I on 18th 
July, 1983, Public Investment Board (pm) ,ave c1eUIDCC to the project OD 
16th February, 1984, the Cabinet Committee OD Economic Main 
(CCEA) gave approval OD 31st March, 1984 and UIlctioD for the oxecutioD 
of the project was issued by Government on 17th April, 1984 at aD 
estimated cost of RI. 1700.71 crores (indudiD, foreign eEllaDae 
component of Rs. 680.35 crorcs). As against this tbe apeaditurc iDcurrcd 
upto 31st March, 1993 was RI. 1621.93 crores. GAIL took the proJect 
from ONGC on its formation OD 16th August, 1984. The pipeliDe (Hazira 
to Bijaipur) became operational from Aupst, 1987. 
A. ExtcUlion of H BJ Project 

2.2 For purposes of procurement of equipment aad coaatruction work, 
the main project was "divided by ONGC aDd En. into the following six 
packages: 

(i) Procurement of Steel ,ipes; 
(ii) Procurement of pipeline material; 

(iii) Coating and wrappin, of pipes, layin, of pipeliDe; 
(iv) Cathodic protectionj 
(v) Compressor stations and allied facilities; and 

(vi) Tele-metry and tele-supervisory systems. 

(These six packages were estimated to COlt RI. 1.15.18 CI'OIa according to 
June, 1983 price level). 

2.3 Global tenders were invited by ONGC in AprillMay, 19M for the 
first three items and the clOlinl dates for receivina offers were Junc.cnd 
and mid-July, 1984. In respect of the remainin, 3 items, tb.e iDdiieooua 
angle wbich was noticed, was decided to be examiaed in depth. When this 
matter was placed before a meeting of the Secretaries of the Govemment 
held 00 7th May, 1984, tbe procedure adopted by ONGC ind ElL for 
competitive bidding for different ICJDlents of tbe project wu agreed to 
~ut when GAIL and ElL flDalilCd tbe propoul and "submitted their 
recommendations to tbe Government in February, 1985, Goveramc:1t 
appointed a high level committee headed by Prof. M.G.K~ Menon to SO 
into the capability qf GAIL and ElL to implement the Project. This 
Committee observed that managemeDt and orpnisarinaal aspect ad 
timely completion of the Project w. likely to be IOUI'CCI of coasiderabIe 
concern and recommended that for cftectivc project coordiaatioll and 

11 
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"a single point responsibility" might be given to "one agency for the 
execution of the pipeline laying work". Based on these recommendations, 
Government decided in April, 1985 that fresh consolidated tenders be 
invited for all packages of the project except the one relating to 
procurement of pipes (i.e. for item (ii) to (vi) of para 2.2). Audit have 
pointed out that as a result of this the entire operations 10 far carried out 
over a period of one year in inviting tenders, their evaluation etc. were 
rendered infructuous; apart from tbe inevitable postponement of the time 
frame for completion of the project by over a year. Further, in so far as 
last item of package on tele-metry and tele-supervisory system is 
concerned, it could have been included in an indigenous tender since 
adequate technical capability was available in the country. 

2.4 The Committee desired to imO\\' what were the considerations which 
weighed with the Government to verify the capability of ElL &: GAIL at 
such a late stage. The Ministry of Petroleum &: Natural Gas informed the 
Committee in a written note: 

"As recorded by the Secretary (P&:NG), the then Energy Minister 
had, in October, 1984, expres~d certain misgivings about the 
capabilities of GAIL and ElL to implement the project, which was 
the first major high-pressure cross-country pipeline in the country 
involving considerable technologl~1 sophistication and calling for 
proven expertise and experience in this field. The Minister had 
directed that the matter ~ examined by an expert Committee. 
Accordingly, the M.G.K. Menon Committee was set up to go into 
the questions relating to the competence of ElL and GAIL to handle 
the HBl pipeline project." 

2.S Fresh bids which were received on 3rd April, 1986 based on 
Government's instructions, were opened on the same date. The table 
below indicates the comparative position of the foul' offers; as evaluated by 
GAIL: 

S.No. Name of 
ConlOrtium 

Buk Price 
(Rs.) 

Evaluated Price 
. (Rs.) 

1. MI,. 5pie Capta 760,Sl,94.000 881,77,42,SOO 
2. Mis. Condix 7SS.SO.22 ,363 887.99.03,S43 
3. Mil. Snamprogettl 817.49.08.020 960.31,57,890 
4. MI •. Novo Corpn. 909,44,71.167 il16.S6,91 ,372 

As seen from the above, the offer (basic price) of Mis. Condix became 
the lowest. When the offers were placed before the Board of Directors of 
GAIL on 4th April, 1986 the Board decided to forward the bid evaluation 
to GovemlQent for award of contract but did not recommend any specific 
party for the award of the contract. 
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2.6 On receipt of the reviled bids, the Ministry of Petroleum .t Nltural 
Gas requested Finance Ministry to work out the evaluation, tlkina iato 
account the technical and commercial Ioading- in respect of .. bidden. 

The Finance Ministry analysed the bids in detail; taItina into account the 
technical and commercial loadinl and also after taki ... into conaidCratioa 
firm credit package as confirmed by the concerned embuaiea and reviled 
the bid analysis as indicated below: 

S.No. Name of Billie Price e ........ Price 
ConIoniwn (RI. ill crora) (RI. ill c:rores) 

1. MI.. Spie Capa, 760.48 71 UNO 
2. MI •. Coodix 7.5.5.30 116U16 
3. MI.. Sum Proplti 817.49 146:394 
4. MIs. Novo Corpn. 909.45 936 . .549 

2.7 When asked how the evaluated price of Spit ClpaS became th~ 
lowest, the CMD, GAIL stated during evidence: 

"The Government has evolved a procedure. First there is the technical 
and commercial evalultion of the bids. Secondly, the Government 
considers how to pvc credit to thOle who pve IOft-IoaDi. The 
Government worles out how the money would be paid over I period of 
20-30 years. Then, they discount it and bring it to the present value. 
Earlier, the method was that they used to discount It I uniform rate of 
10 percent whether it wu DoUar or Yen or OM. The present vllue 
would be deducted from c:uh value to Irrive at pnt element. They will 
use that figure. Whether it is a biaer loan or IOfter loan, they Jet a 
greater credit for the grant element. Those who are aiviD, Commercial 
loans they do not get much because the diIc:ount is 10 percent. navin, 
done that evaluation, you load foreign exchaDge further with 25 percent 
in rating the parties and in that rlting MIs. Spie Capa, was tile lowest." 
2.8 In this regard the Ministry of Petroleum and Natural Gu iaforMed 

the Committee as under: 
"In the letter dated 3rd April, 1986 GAIL had forwarded the CYlluation 
report by its task force to the Ministry. In that report, the&ut force bad 
quoted the offer of Spie-Capag as RI. 76O.S1 crare. for llfernative 2. 
The Finance Ministry in its evaluation had quoted dais fiaure as 
Rs. 760.48 crores. The difference is only RI. 3 Iakhs whith could be duc 
10 a typrographical error." 
B. Litigation with COMortium 

2.9 Two agreements were sisned by GAIL and the CoDJOrtium on 10th 
May, 1986 for execution of the contract. Clause 3.8.1 of the agreement 
with the Consortium provided that in cue the CoDlOrtium fai.Ied to 
complete the work within tbe stipultted period, thea, unlca lach failure 
was due to '1orct l1I4}turt" or due to owner'. default, the Consortium 
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would pay liquidated damages (not as penalty) for every week of delay or . 
part thereof to be calculated at the prescribed rates. For delay in 
constructions of various sections (excluding Compressor Stations and 
Telecom!felesupervisory System), GAlL called upon the Consortium on 
23rd August, 1988 to pay liquidated damages estimated at Rs. 75.51 Crores 
(as per GAIL, it works out to over Rs. 149.81 crores) (as per exchange 
rate of 30.12.93). The Consortium did not accept the claim but instead 
preferred a counter claim of Rs. 638.54 crores (Rs. 1418.42 crores as per 
exchange rate of 30.12.93) against GAIL aUeging that the Consortium was 
prevented from fulling obligations in the manner and in the time frame 
foreseen under the Contract due to following reasons:-

(i) Consistent late approvals of drawings, designs, specifications, 
materials etc. 

(ii) Unwarranted comments' on the Consortium design submissions, 
piecemeal review of the same, the imposition of requirement over 
and above the accepted design criteria without the issue of a change 
pursuant to tbe provisions of general conditions. 

(iii) Beth the late supply of pipe and the supply by GAIL of pipe 
unsuitable for the purpose necessitating additional work andlor 
repair to the same by the Consortium. 

(iv) Non-availability andlor lack of information in regard to the right of 
way and land for sites. 

(v) Lack of nomination of the Engineer and thereafter nomination of the 
Engineer(s) from within the organisation of GAIL. 

(vi) Total disregard for the contractual provisions concerning extensions 
of time despite requests having been made by the Consortium. 

2.10 When asked about the Company's comments on the reasons 
attributed by Mis. Spie Capag for delay in completion of work, the 
Company stated in a written reply:-

"As per contract, Owner's obligations are limited to issue of Line 
Pipes, ROUlLand for site, Frequency clearance for permanent 
installation and Statutory clearances for RaillRoadlWater crossings. 

• No delays occurred in these areas. Therefore in our view delays were 
not attributable to the owner." 

2.11 When the Committee desired to know the present stage of the case, 
the CMD, GAIL stated during evidence: 

"There are two disputes. In April, 1990, Spie Capag wrote to ICC 
International Chamber of Commerce referring the dispute between 
GAIL and Spie Capag. Now we have told ICC that they have no 
jurisdiction to arbitrate on these disputes. We acted and wrote to 
Indo-Suez which bad given us Performance Guarantee for encashment 
of their guarantee. Therefore, the dispute got divided into three parts. 
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We went to the Indo-Suez saying you encash their guarantee because 
Consortium had delayed the implementation of the project. With 
regard to Delhi High Court, a single bench gave judgement that our 
stand essentially was correct. That means with regard to 450 million 
dollars, ICC has got no jurisdiction. Now regarding LD claim of GAIL, 
ICC has started the proceedings. and we have nominated our nominee. 
We have made it clear that our nominee, ex-Chief Justice of India will 
specificaUy be for liquidated damage claim." 

2.12 When the Committee enquired about the action taken by the 
Company to recover tbe liquidated damages, the Company stated in a 
written reply;-

"GAIL invoked the Performance Bank Guarantee in April, 1990. The 
Consortium obtained a stay from the French Commercial Court. In 
September, 1991. GAIL got the stay vacated and the French Bank! 
Consortium were ordered to pay the amount to GAIL, on furnishing 
of a bank guarantee of equivalent amount from a front ranking bank in 
France. GAIL after obtaining all requisite approvals informed its 
readiness to Banque Indo Suez to provide bank guarantees as per 
court's orders. But the Indo Suez Bank did not pay the amount on tbe 
one pretext or the other and in the meantime SPIE had appealed in 
the higher court in Paris. The case is since pending befdre the court." 

2.13 [n this regard the Ministry of Petroleum &. Natural Gas informed 
the Committee in a written reply that the Ministry did not consider it 
appropriate to intervene in the dispute between GAlL and Spie-Capag 
whicb were of a commercial nature. However, at the request of tbe 
French Government. the Government of India appointed a Joint 
Committee in March, 1993 with the approval of the Prime Minister to 
resolve the dispute between the two companies. The Committee has had 
four rounds of discussions but has not yet made any recommendation to 
the Government. 

2.14 On being asked as to what extent the Consortium was responsible 
for delay in implementation, the CMD, GAIL stated during evidence: 

"We had Bid evaluation criteria which they bad met. The delay wu 
due to various reasons. Two of the rea'ons were that the consortia 
consisted of NKK &. Toyo from Japan and Spie Capa, from France. 
These two nationalities which had come together to execute this 
project, tbeir personalities were different. There was cluh of 
interests between the members too. Within Spie Capag, there wu 
clash even within their own organisation. There were professional 
pi!'Cliners and others coming from a particular Institute. That clash 
was very much responsible for delays and the Project Director who 
was initially there, whom we rated vcry high. was removed. 
Somebody else was brouJht in who did not know how to take 
decisions. The project thus got delayed Spie Capag Company 
has some history. There were some other places too where 
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they have done similar tbiDp (larae claims). The flCt-of the matter is 
that tbey had JOt sood uperience of layin, pipeline." 

1.1S When Ministry wu liked u to what lteps have been taken to lettle 
the dilpute, the Secretary, Ministry of Petroleum .t Natural Gu Itated as 
under:-

UThey went to arbitration lint. It was appealed .. aiDlt in the Delhi 
Hip Court. Durin, our Prime Ministtr'. visit to France, a view was 
expreued that this dispute is comia, in the way of French inveatment 
in India. Ministry wu of the view that it was purely commercial 
dispute and, therefore, it lhould be lettled on that basil. We aIIo want 
a quick settlement. It was aareed that a Committee would-be 
appointed to look into this and recommeod jointly to the two 
Governments if there is any way of reaolvia, this dispute. The 
Committee hu had three or four sittings. They have not come to any 
conclusion. They agreed to meet finally and make recommendationa to 
Govcinment ... 

C. Putduut of Stttl Pipa 

2.16 In the project eatimatea provision to the foUowia, extent had been 
made for purchase of steel pipes comprisin, linepipes:-

ColI at PIpea 
ColI at CMiDa Pi,. 
c::..oa. Duty 
HudIiIIa. 'I'ruIport etc ..... 

Total 

390.210 
3.34 

190.42 
55.15 

639.R1 (FE 317.36) 

(Ra. ia Crorea) 

(FE 317.36) 

2.11 For purcbuc of 36" liDepipea of varyin, thickneuea, (0.625", 
0.875'" .t 1.062") 9 offen were received. These were opened on 10th July, 
1984 .• Out of the 9 tenden, only two-a JapanClC Co~lOrtium and a 

• BruiIiaa firm were qualified to be recommended for financiD, the project 
Under the overseU Economic Cooperation Fund (OECF). The technical 
evaluation of the tenden wu done by ElL which recommended acceptancc 
of the offer of the Japanese Conaortium for linepipe of tbickneu 0.875" .t 
1.062" and that of BruiIiaa firm for 0.625" and 0.75" tbic:kneu. However, 
the tender committee of GAIL recommended on 26th July, 1984 to 
Government the KceptaDce of offer of- Japaaeae Consortium for the entire 
quantity after holdiq neaotiatioaa witb the Japanese Conaortium 10 as to 
match tbe pricea with the Iowcst offer received. In makiq this 
recommeodauon, the teDdor CODUDittee had oblerved tbat.it was aware of 
the need to split the ofter "IiBce Do angle IUpplier can be trusted for the 
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total supply". On 7th May, 1985, Government Idvilcd GAIL to iIaue 
Letters of Intent to both the panics for purcbue of liDepipea of 
approximately 350 Kms. from each. 

2.18 In the meantime on 8th March, 1985, the JapaDcsc CoDlOnium 
offered 11 % discount provided orders for entire quantity ,were placed with 
it. This discount offer wu nelotiated with the Conaonium OD 17th and 
20th May, 1985 when the Consonium alreed to exteDd the diIcoUDt even if 
at least 60% of the order wu placed on it. 

2.19 The matter wu referred to GovernmeDt of India for 
reconsideration in the light of the discount offer and with OovenuaeDt 
approval, finn orders were placed on 15th July, 1985 with the BnzililD 
Firm for linepipcs for a length of W Kms. aDd with Japanese CoDIOrtium 
for linepipes for lenath of 373.5 Kms. However, accordiD& to Audit eveD 
after giving allowance for the discount of 11 % the offer of Japanac 
Consortium wu not cheaper than the Brazilian offer; the placemeDt of 
orders for linepipes for thickness of 0.625" and 0.75" with the Broilian 
Firm and balance with Japanese Consortium would have reaulted in 
substantial saving of foreign exchange to the tune of RI. 10.88 crores (US $ 
95,45,665). 

2.20 The Committee desired to know the reasons which wei,hed with 
GAIL to go in for procurement of linepipes from Japan at a loss of Rs. 
10.88 crores in preference to the Brazilian firm which wu also eligible for 
OECF loan. The Company stated in a written reply as under:-

"ElL recommended procurement of 455.5 Km. from Japanese 
Consortium and 200 Km. from Brazilian finn taking into consideration 
the criticality of project, reliability of delivery from the parties and 
availability of OECF loan. Finally 373.5 Km. was awarded on 
Japanese Consortium and 287 Km. on Brazilian Firm after 
negotiations with the parties and obtaining 11 % discount from 
Japanese Consortium who agreed to give the discount of 11 % jf order 
quantity was .. at leut 60%. 
It is felt that chances of getting OECF loan might have got 
jeopardised if no procurement of pipes had been done from Japanese 
Consortium even though they had five large mills compared to only 
one mill with Brazilian Finn of smaller size." 

2.21 In this connection, the CMD, GAIL deposed before the Committee 
as under: 

"All the decisions with regard to the award of contract that 60% of 
36" diameter pipes will be awarded to Japanese and 40% to Brazilian 
Firm was in accordance with the decision of the Government of India. 
The brief history of this case is, this purchue was initiated in April, 
1984 before GAIL wu formed. ONGC had received the tenders for 
the linepipe. In July, they had made a recommendation to the 
Government of India for this. GAIL was fonned in August, 1984. In 
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May, 1985, we received the deeiaion of the Govemmcnt of India 
sa,yjog that we should have a discussion with the Japao~ and teU 
them this is the possibility ... We bad a discussion with thF Japanese, 
who said tbat tbey wiU give us 11 % rebate if 60% is Jiven to them. If 
this was done, there was a saving of 2.8 million dollars and we 
communicated to the 'Government of India and we received approval 
from tbe "Government of India. The over-aU saving is there. We have 
got the contract on that .buia." 

The witness further added: 
~ 

"When we called tbe tenders, the position of Brazilian firm was not 
very good. The first phase was to be completed in a short time. They 
bad written that they will start supplying after 392 days." 

2.22 The Secretary, Ministry of Petroleum cl Natural Gas stated in this 
connection:-

"It was felt tbat it ·was better to bave more reliable supply from five 
mills of Japanese firm. But it is true tbat even after deduction, 
Brazilian was cheaper." 

2.23 . Wben asked wbether the Japanese firm bad any local agent, the 
CMD stated: 

"We negotiated with the Japaoese themselves. When we placed the 
order, tbey had not mentioned any IndiAn asent. When we placed the 
order, a,ainst tbe column 'Indian agenll' they have written 'Nil'. 
That means they have not informed us whether tbere is an Indian 
lIent." 
However, in a written reply, the Company stated as under:-

-"AI. per the Bid Package and Supply Order, the Japanese 
Consortium had no Indian Agent. It was subsequently discovered that 
they bad appointed MIs. JyollDa Holding Pvt. Ltd. as their 
'Consultant' and paid Japanese Yen 906 Million (lpprox,.) to them. 
GAIL lodged a claim apinal Japanese Consortium for compensation 
Of an equal amount. The cue is pendin, before Arbitration." 

2.24 In this regard tbe Ministry informed tbe Committee "'at there was 
nothin, on record to show. tbat the Consultant MIl. Jyotsna Holdin, Pvt. 
Ltd. played any role in the neFtiations. The Ministry came to know of the 
matter from newspaper repom published on 29th July, 1988. It was 
ascertained that the Sumitomo Corporation bad violated the condition of 
the teader and. colltract in as mucb as the appointment of MIl. JyollDa 
Holdinp Pvt. Ltd. as the qeDt was not disclOlCd in the bid documenll. 
The OpiDiOD of the Attorney General was obtained and GAIL and ONGC 
were directed in Dccomber, 1989 not to bave further businCl' dealinp with 
the SumitoalO Corporation. In February, 1990 this order was extended to 
aU the Public Sector Undertakinp under this MinistlY. Subsequently, the 
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matter WII coDSidered by the Cabinet Committee OD Political Affain on 
April, 1992, and it WII decided tbat the ban on future business should be 
lifted and that wu done. Besides, GAIL andONGC were instructed to 
pursue their claims throuJh arbitration. 

D. Cancel/QJ;on of Bortri Sawai MadJtopur PipeliM 

2.25 The HBJ Pipeline Project had provided for a branch line from 
Boreri to Sawai Madhopur ellclusively for supply of ,. to Fertilizer Plant 
at Sawai Madhopur. As there wu no firm schedule of commissionin, of 
the fertilizer plant, GAIL decided to abandon the Boren-Sawai Madhopur 
Section from the scope of the project and accordinaly intimated tbe 
Consortium (Mis. Spie-Capa,) on 27th May, 1988. The Consortium wu 
also requested to refund all payments consequent on the alteration on' the 
scope of Contract. The Consortium, however, contended in its reply dated 
18th July, 1988 that the CQntract anticipated completion of the line upto 
Sawai Madhopur, that because of the late issue of intimation for stopping 
work at Boreri, it became unavoidable for substantial COlts to be' incurred 
by it. While admittin, reduction in cost by Rs. 9.60 crores, Mis. Spie-
Capag perferred an additional claim amounting to RI. 9.50 Clores due to 
cancellation of this section. 

GAIL has oot, however, aceepted the additional claim preferred by the 
Consortium and the matter has been raised by the Consortium in the 
arbitration case filed by them in the French Court. 

2.26 When uked to state the reasons for not intimatin, the 
Consortium in 1987 to cancel construction of the branch line, the company 
stated in a written reply u under: 

"Though the possibility that the Fetilizer Plant would not be 
established at Sawai Madhopur became known by Augut, 1987, a 
clear decision could not be taken to cancel tbe contract since 
a decisioo was awaited from the Ministry of Fertilit.en, in this 
regard. 

Department of Fetilizer vide letter No. 189I2189-F.S.U dated 11th 
October, 1988 conveyed their approval of ehan,e· of location of 
Fert.ilizer Plant from Sawai Madhopur to Gadepan and immediately 
the cancellation of this portion of the pipeline was communicated to 
Mis. Spie Capag." 

2.27 In this connectioo the CMD, GAIL stated during evidence: 

"I can not tell the contractor to cancel it unless I get the full 
clearance from the Government. If I uk him to cancel it and if the 
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Governmcnt says 'no' to it thcn I may be asked as to how did I do it 
without gctting thc approval of thc Govcrnmcnt." .. 

Thc witne.. further stated: 

"In June 1987, we brouaht it to the notice of the Government. When 
they conveyed the decision within onc or two days, wc asked him 
(contractor) to cancel it." 

2.28 The Ministry of Pctroleum &. Natural Gas informed thc Committee 
in a written reply as under: 

''The Departmcnt of Fertilizers approved thc rclocation of thc Sawai 
MadhopJll' plant to Gadcpan in October, 1988 but did not inform 
either GAIL or the Ministry of this decision. Prior to that GAIL 
camc to know informally that the SawaiMadhopur site would have to 
be· cbaDaed because of objections from thc Ministry of Environmcnt. 
GAD.. accordingly notified thc contractor in May, 1988 that the 
particular branch line had been cancelled." 

E. HBI Upgradalion Project 

2.29 For Upgradation of existiD, HBJ Pipeline Systcm, so that GAIL is 
able to supply ,as to various consumers by 1995-96, to wbom las bad been 
allotted, a Teclmo-economic Feasibility Report was submitted to 
GovcrDlDcnt of India, Ministry of Pctroleum on 20.11.1990. The revised 
eatimatcd coat as on March, 1993 price lcvcl works out to Rs. 2482 crores. :rIB considcred thc proposal on 22.1.1993 and gave the first stage 
clearance. Final PIB clcarcnce was accorded on 4.11.1993. Pre-project 
activitics likc surveys, Basic Engineering and Selection of packages ctc. 
laave been completed. 

2.30 When asked to state the coat escalation of the project due to delay, 
the CMD, GAIL stated durin, evidencc:-

"We ve waiting for the approval of HBJ Upsradation Project. There 
is DO CIC&lation in COlt in thc ICDSC that this is thc first estimatt. 
We have worked out this fiaure bued on the latcst excbange 
rate." 

The wilDe. further ltatecl:-

''Tune overrun is there once I project is approved. Time ovcrrun is in 
the exec:udon of projects. The approval of project takes time. I do 
DOt know of any major project which WIll approved in 6 months time. 
Our experience is every project is taking 3-4 years' time." 
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2.31 In a post evidence reply the company stated u undcr:-
"In the TEFR submitted in November. 1990 the total COlt of the 
scheme was envisqed at RI. 1.427 crares (FE compoaeat RI. 812 
crores) as qainst pretent estimated COlt of RI. 2.376. 'CronI 
(FE component of RI. 1,330 crores). Analayllil 'Of the rciaOiu for 
variation is submitted below:-

(RI. in Crans) 
(a> Due to change in exchange rate cl resultant increue in 599 

Custom Duty 
(b) Due to Escalation in prices-the TEFR prices were bued 222 

on November 1990 price level while the approval by pm 
were based on November, 93 price level 

(c) Due to increase in financinl coat due to chanae in Debt: lSI 
Equity ratio from 1.3:1 to 3.1 

(d) Othen (Design Enn., Supervision, continlencies) 39 
(e) Net effect due to chanlCl like deletion of additional (-)62 

compressors at Bijaipur consequent to increue in size of 
pipelines from JO" to 36" and other deletion like Auralya 
Compressor Station Upgradation, Gadepan Une cl 
terminal, new termin~ at Babrala cl Shabjabanpur, 
expansion of existing terminala at Anta cl Auraiya, since 
required urgently to meet the IU delivery commitments, 
have been taken up separately. 

Total 949 

2.32 Stating the reasons for delay in approval of the RBJ Upp-adation 
project, the Ministry of Petroleum" Natural Gu stated:-

"The HBJ Upgradation Project has since been aproved by tbe CCEA 
on the 23rd February, 1994 and the Government sanction bu ~een 
issued. The delay in the PIB clearance wu mainly due to the 
examination of tbe availability of IU for tbe uparadation. The Gas 
Linkage Committee recommended the upgradation in its meetin, 
held on 21.2.1992. Thereafter, the Prime Minister ordered a review 
of gas availability/commitments. A preseDtatioD wu made in AUJUlt, 
1~ to the Prime Minister who approved the propoaedActioD Plan 
of the Ministry and also directed that the projects required to be 
completed for acbievina the au profile be completed expeditiously. 
The decision tG approve the upgradation wu taken in view of that 
directive. 

The project COlt at the TEFR atqe wu RI. 1427 cron:a at 
November, 1990 prices. The approved COlt is RI. 2376 CI'QI'U at 
March, 1993 pric:ea." 
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F. City Gas Distribution 

2.33 The company have stated that Techno-Economic feasibility studies 
have been conducted for utilisation of natural g85 as a Domestic, 
Commercial & Industrial fuel in (a) Greater Bombay including city and its 
Eastern and Western Suburbs which would help in reteu;-g 1.07 lakh 
tonnes of LPG and 40,000 tonnes of Kerosene annually and (b) Delhi 
Kanpur & Noida which would help in releasing 2.09 laleh tonnes of LPG 
and 51911 tonnes of kerosene in DelhiINoida and 31588 tonnes of LPG 
and 17294 tonnes of kerosene in Kanpur per annum. 

2.34 When asked to elaborate the reason for delay in taking up tbese 
projects, the company stated in a written reply as under: 

"GAIL is in the process of finalising tbe Joint Venture Company with 
British Gas Co. for undertaking the City Distribution Project of 
Natural Gas in Bombay. The Joint Venture company once formed, 
would draw up its plan for implementation of this project. 

The PIB took considerable time to get the imputed value of 
Natural Gas determined as well as in establishing the additional 
availability of gas for the project. As availability of gas has been 
indicated to be lower then the earlier figure of 1.S MMSCMD, it has 
been considered to implement this project at this stage for Domestic 
and Commercial Sector only. It was only in September, 93 that GAIL 
was advised that PIB approval is not necessary for formulation of 
JVC as GAIL's equity would be less than Rs. 50 Crores." 

2.35 When the Committee desired to know that how much time it will 
talee to supply the gas for the project, the CMD, GAIL stated during 
evidence:-

"Keeping in view the fact that gas was not fully available Ministry of 
Petroleum and Natural Gas reviewed the availability of ,as and said 
that gas may not be made available for industrial use now, they .witl 
make it available after 2002. If additional gas is available, then it may 
be made available to industries." 

2.36 On being asked about the supply of gas in Delhi, tbe CMD, Itated 
u under:-

"We had submitted a proposal to our Ministry about 8-10 months 
ago.The proposal is under consideration because there is a problem. 
There was a party to whom the au had been allocated. DDA says 
they will not allow to lay pipeline to them because there was 
explosion in their factory. We have therefore proposed we will supply 
gas to 2.5 lakh houses. We submitted proposal to the Government in 
this regard and since. the IRR is lood, it is worth implementing. I 
think thr. Ministry is baving some problems because if they give ,U 
for this project, then other customen will say that we are Dot giving 
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gas 10 dl\J5e who are already allocated gas. If we It art with 20,000-
30,000 houses, then in few years at least one lakh connections would 
bave been done. We are trying to convince Ministry tbat our ltand is 
correct and we have asked them to help us." 

2.37 In tbis regard tbe Ministry of Petroleum" Natural Gas Itated in a 
written reply:-

"GAIL bave proposed a city ga.c distrubution project for Delhi at a 
cost of Rs. 294 crores to supply gas to 2,31,000 bouse bolds and 
commercial units. The requirement of gas is 0.344 MMSCMD. The 
project is being processed for fint stage clearance." 

2.38 A pipeline supplying gu to Maruti Udyo& Limited separately 
sprung a leak at Dbaula Kuan in July, 1993. TIac pipeUne was stated to 
contain 30 Kgml of Natural Gas at any given time. When the Committee 
desired to know the facts of the cue, the CMD, GAIL Itated during 
evidence: 

"There was a very small leakage of gas in the pipeline from DESU to 
Maruti. The gas pipeline is pusing above and a cable is there below. 
Wben the pipeline was laid. there wa.~ soil in between. During the 
rainy season last year water JOt collected like a pool above it. Our 
pipeline is one metre below the surface of the earth. The soil 
between the cable and the pipeline got eroded and the cable came in 
contact witb the pipeline. It is possible tbat a portion of the cable was 
nked and there, short circuit took place. Then las bubbles started 
coming out and since there was water pool, it was possible to see. It 
was visible to a worker and be reported tbe maner and we were there 
in sbort time. HaviDl seen this sort of a thing, we have taken 
preventive action all over the city. Whcrevcr there is crossing of , 
cable and a pipe, we bave now put a strong material 10 that tbey can 
never come in touch and tbis sort of thing wiD never happen in 
future." 



III. PROJEcrs FOR EXTRACTION OF LEAN GAS 
A. Selling of Rich GIU IU Laua GIU 

3.1 The chemical composition of the lIS beinllUpplied through HBJ 
Pipelines is as under:-

Methane (Cl fraction) 79.80/0 
Ethane (C2 fraction) 7.7% 
Propane (C3 fraction) 4.6% 
Butane (C4 fraction) 1.8% 
COR fraction 5.5% 
Other fractions put together 0.6% 

Total 1()().OO% 

The entire gas is termed IS rich gas; while the Cl fraction, after 
extraction of other fractions (mainly C, C3, and C4) is termed as lean 
gas. The requirements of fertilizerlPower plants are met by lean gBJ while 
a combination of fractions CZ and C3 is used for petrochemical production 
and a combination of fraction C4 with a equal quanity of fraction C3 is 
utilised for supply of Uquified Petroleum Gas (LPG) for domestic 
consumption. It was envisa&ed in the Feasibility Report of the HBJ 
Pipeline Project that though rich IU would be transported by Pipeline, 
ONGC would integrate the requirement of LPG and extraction of C, C3 
& C4 fractions. 

According to Audit, the PI users whose demands are confined to lean 
gas are being supplied rich gas which contains about 14% of fractions not 
needed to their use; these fractions not only get wasted in the production 
operations of the fertilizers and power plants without any ultimate national 
benefit, but also go to increase the cost of fueVraw material suplied to the 
customers by GAIL. 

The value of such unutiUsed part of the gas supplied upto March, 1990 
was estimated at over Rs. 128.73 trores as per details below: 

Quantity sold since 1987-88 to 1989-90 
14% thereof being CZ, C3 and C4 
fractions 
Cost thereof @ Rs. 22SQI-per 
1000 CM 
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4086.684 MMSCM 
572.136 MMSCM 

128.73 Crores 
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3.2 The Committee desired to know the reasons for ignoring the plants 
for treatment and fractionation of gas. The CMD, GAIL stated during 
evidence: 

"I think there is misunderstanding which I would like to clarify. As 
you have rightly observed, gas has got many componeDts which are 
C1, C2 i.e. Methane, Ethane. Propane. etc. C3 and C4 is knowD 
as LPG when it is mixed in certain proportion. ID India we mix it 
in 50 ratio. C2 is known as ethane from which Dormally 
petrochemicals are made. 

Let me clarify that whether it is C2, C3 or C4 these rich 
fractions can also be used for production of fertilizers, for power 
or for Methanol. So with the lesser quantity of ricb ,U you caD 
produce more power etc. Take for example the case of fertilizers. 
In fertilizers, you are first producing Ammonia. For producing 
Ammonia all that you have to do is to take out tbe Hydrosen 
component of the gas. It is not when you supply rich ,U C2 or 
C3 is being wasted. It is utilised in the productioD of these 
items ... 

3.3 Elaborating further, the witness stated: 

"There is a value added use of 0, C3 and C4. GAIL was earlier 
given a task of layin, pipelines and also gaa transportatioD. For 
petrochemicals there were another company viz. IPCL. ID 1988-89 
they wanted to put up a petrochemicals plant at Auralya. It was 
thought that as far as GAIL was concerned, it will not ,0 iDto the 
production of petrochemicals. In 1989 we moved in 
petrochemicals. In 1992 it took us about three yelrl' CODtinuous 
effort to get tbat propoaal approved. However, it doea not meaD 
that this plant could have been set up much earlier.· A 
petrochemical plant costs about RI. 3000 crores and you cannot set 
up a petrochemical plant which bas an etbylcnc capacity of Ica 
than 300000 tonnes per annum. World over you have plants whicb 
have an cthylene capacity of about 400000-SOOOOO tonnes per 
annum for which you require minimum 11 M cubic: metre of PI 
per day. Therefore, you must havc down stream USCl'l otherwise 
this petrocbcmicalJ plant cannot be profitably used, .uch a hUle 
capacity will remain idle. Therefore, kindly bear in mind that if we 
bad by mistake invested such a lar,e amount, and if wc were Dot 
assured that down stream uscrs were ready to. take 11 MMSCM 
,as on a re,ular basis, it would bave been a wute of money, wbicb 
we cannot afford in tbiJ country." 
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B. LPG Plllnrs 

3.4 LPG Phase I plant at Vijaipur was commissioned in February 1991 
(7 months ahead of scheduled completion). The production capacity of the 
plant is 2,03,000 TPA. As against the projected capacity utilisation of 60% 
in the first year, the actual achievement was 105% i.e. 213.292 MT of LPG 
was produced durin, the year 1991-92. 

LPG Phase II with the same capacity as Phasc·1 was commissioned in 
February, 1992. But this plant cannot be fully utilised for want of ,as 
throu,hput and downstream consumers, for lOme time to come. Whatever 
is the lIS surplus to Phase I shall be processed in Phase II. 

Total production of LPG from the above two trains durina 1992-93 bad 
been 342,802 MT. LPG Plant of 73,000 MTPA capacity to procca 2.S 
MMSCMD of rich lIS at Va,odia was commissioned on 27th January, 
1993 within a record time of 25 months from its approval as aaainst 
approved commiuionina date of March, 1994. Cumulative LPG production 
for the quarter endin, March, 1993 is 5,320.7 MT. 

3.5 The Committee desired to know that by what time the LPG plant 
(phase II) is expected ~o achieve 100% capacity utilisation. The company 
stated in a written reply as under: 

"The plant can achieve 100% capacity at any time. However, for 
achievin, 100% capacity utilisation a ,as flow of 15 MMSCMD in 
the pipeline at Vijaipur is needed and this is expected to be 
available in 1996-97 as per the present projections." 

3.6 In reply to a question as to what projects for LPG production were 
beina undertaken by the company durin, the 8th Plan, the company stated 
in a written reply that the fonowin, planta are proposed to be put up 
durin, 8th Plan besidca existin, plants at Vijaipur and Va,hodia. 

1. LPG plant at Lakwa, Assam-capacity 85,000 MTPA 

2. LPG plant at Ussar, Mabarashtra-capacity 139500 MTPA 

3. Gu Proccssin, Plant, Gandhar-capacity 393,000 MTPA 

A fourth LPG plant alon, HBJ pipeline to take out LPG from 
additional ,15 that win Dow on its uparadation is also .planned tentatively 
at Vijaipur. 

3.7 Wben tbe Committee desired to know the extent to which these 
projects will reduce import of LPG and the estimated savin, of foreign 
exthule, tbe company stated in a written reply tbat the quantum of LPG 
anticipated to be produced durin, 8tb Plan would result in saving of 
foreign exchange of about US S 450 million at average price of S 200 per 
MI. 
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C. PttrocJaemiC41 Pltmt III A",lIiytl 

3.8 The pment per capita consumption of Plutica in IDCIia ia oaly about 
1 Ka. per annum as a,ainst world averaae of 14 kp. Petrocbemic:ala arc 
widely used in household as weD as various industrial seeton. Apiculture. 
Transpo.n, Power Scc:ton etc. It is characteristic of a dcvclopiq ecoaomy 
like India that demand tends to be supply driven. Sctti ... lip of world ICIIc 
petrochemicals projects in tbe country would further accelerate tile demand 
by off erin, a vast ranp of Jradca at competitive pricca. Wi&b many of &be 
plastic products bein, UIed in bouseholds and qriculture / water 
manaaement sector, it would inevitably lead to improved standards of 
livin,. Bued on market study by a lcadin, consultant in &be flCld, &be 
demand-supply projeCtions for 1994-95 and 1999-2000 were stated to be u 
follows:-

Demand Supply Balance for Commodity Plutics: 

(000 Tonnes) 

1994-95 1999·2000 

Products Demand Supply Gap Demand Supply Gap 

lOPE 216 180 36 288 180 108 
LLDPE 150 132 18 314 252 62 

HDPE 349 190 159 528 334 194 

PVC 440 346 94 740 346 394 

POLY~ 86 46 40 162 91 71 

PP 190 133 57 365 238 127 

Total 1431 1027 404 2397 1441 956 

3.9 Ooverament hu development a Ou Use Polic:y whereby natural,. 
is beiDI considered .. a multiproduct thereby usia, each fraction of natural 
PI for hiaher value applications. Under this policy Cl/CJ frlfUons of 
natural,. are to be used for petrochemicals. In order to utiijll O/C3 
frac:tiODl from the PI supplied to the ~... through HII Pipeline, 
Gu Authority of India Ltd. is, settin, up a petrochemical complex at 
Auraiya .(U.P.), for utilisation of Cl fraction which is·scheduled to. be 
completed by December, 1996 at an estimated cost Rs. 2941'" Croce •. 
Another for utilisation of C3 frICtion at Vijaipur (M.P.) has been decided 
to be handed over the private sector; 
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U.P. Petrochemical Complex (UPPC) in district Etawab, U.P. shall have 
the foUowing capacities: 

Cl/O mix 
Ethylene 
LLDPE/HDPE 
HDPE 
Styrene 
Polystyrene 
Propylene 
Butadiene cl C4 mix 
CBFS 
Toluene 

4OO,OOOTPA 
3OO,OOOTPA 
160,OOOTPA 
100,000 TPA 
8O,OOOTPA 
4O,OOOTPA 
11,600 TPA 
11,600 TPA 
1,300 TPA 
2,OOOTPA 

3.10 The detailed feasibility report for this project wu submitted by 
GAIL in October, 1990. The Committee asked the reasons for delay of 
more than five years in preparin, DFR for the Petrochemicals Project 
since the HBJ Pipelines Project wu taken over by GAIL. The company 
stated u under: 

"The HBJ Pipeline project was set up with a view to transportina 
and supplyin, ,U to the basic industries of fertiliser, power etc. 
The DFRs for projects using the gas, whether in fertilizer. power, 
petrochemical or other industries such as LPG extraction etc. were 
separately prepared by the concerned PSUs in the relevant 
ministries. Accordingly IPCL in 1988 "proposed setting up of the 
petrochemical complex at Auraiya,. GAIL similarly proposed 
setting up LPG extraction plant and propylene·polypropylene 
complex at Vijaipur in Madhya Pradesh in 1987·88. 

GAIL on consolidatin, its position as a new company and with 
the HBJ Pipeline commissioned considered setting up the 
petrochemical complex at Auraiya in 1988 on its own. An LOI in 
respect of the Gas Cracker was granted to GAIL in September, 
1989. The Downstream units were to be in the private sector. 
GAIL pursued the concept of the entire integrated complex to be· 
put up by GAIL (as has been the case with IPCL. Reliance etc.) It 
was in April. 1991 that the Government of India ,ave a LOI to 
GAIL for the downstream units also. The project wu cleared by 
the Government in October, 1992." 

3.11 In this connection, with Secretary, Ministry of Petroleum and 
Natural Gu stated during evidence: 

"There are two things. This petrochemic:al complex from the 
beginnin, is not in the public sector. This is not a reserved item. 
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When tbe issue came up u to bow maay LOIlbould be pen etc. 
aa exercise wu doae ia petrocbemic:al Miaiatry aad DOt ia 
petroleum miaistry. The Abid Huuain Committee wu uked to SO 
iato tbia question. Whatever they blve identified. they have been 
approved by the CCEA. What bappeaa is that in ordor to bave 
that optimum size of extraction of the tractioDi. the miaimum au 
to be proceued is to be around 11 million cubic meters. -1biI 
domaad of 11 miltion cubic meters could be rcadaed ooly by that 
poiat of time aad not eartier. to 

3.12 Wben uked whetber the GAIL had submitted aay propolal in this 
regard. the witaeases stated u under: 

"A proposal wu lubmitted ia 1988. Then the Auraiya 
petrochemical Complex wu recommended to be iacluded in the 
Eiptb Plan by the Abid HUIIaia Committee. LOI for the Gu 
Creacker Complex was issued in September. 1989 with CCEA's 
approval. Subsequently GAll wanted to put up downstream 
projects also." 

3.13 When asked about effect of tbeae delays on the growth of 
Petroc:hemical industry, the witneu Itated: • 

.. It is not only important, but it is also fluctuating. Therefore, 
Investment has to be done very carefully. Even today, the private 
sector people have deferred the LOI which have been Jiven to 
them. The public sector must move very cautiously. That is why 
they have got to let up downstream industries in order to be ~fe 
in the market of OuctuatioDS." 



IV. PRODUCTION 
A. Cllpad/y Utilislllion 

4.1 The project was designed by ONGC for initial supply of au of 
18.2 MMSCMD with a future potential for 33.4 MMSCMD. However, 
when GAIL decided to put up plants for extraction of LPG OD route at 
Vijaipur and Auraiya, utilisiq in aU 18 MMSCMD of ,as for extraction of 
LPG. ONGC was prepared to commit supply of only 15 MMSCMD of IU 
throulh the pipelines. Project wise-expected capacity vis-a-vis actual 
capacity utilisation of the pipelines durin, the last three yean is liven 
below:-

1990-91 1991·1992 1992-93 

Eapeclod Actual Eapected Actual Elpected Actual 
eap.dIJ c.p.city c.p.dIJ CepllCilJ CepedtJ eap.dIJ 

Natural Ou 
(TraaaporWkla) (MMSCMD) 
HBJ 11.20 1.71 11.20 10.SS 11.20 

4.50 

13.641 

UN lTK·JC.KI) 
PipcUD .. 
Orualm 0.7S NEG 
PipeIiaeI 

4.2 When the Committee desired to know u to what were the reasons 
for underutilisation of HBJ pipeline, the CMO, GAIL stated during 
eviden<:e:-

"We are not able to meet the total demand of this country. We 
have a repstration of 260 MMSCMD of gu from various parties. 
There wu a temporary phase when availability of JU was there 
and the demand was not there; that is only for three yean. Just for 
a period of three yeall, the fertilizer plants did not come up. Then 
in 1988 they allowed us to 10 ahead with livin, connections to 
other parties. Then in 1990 they worked out the total availability 
of IU in future then they allocated aU lIS to various power and 
fertilizer plants and other consumers. Our daily problem now is 
how to ration ,as. What happened in past is not likely to happen 
now. In fact. the reverse is takina place in every areas North. 
South and West. Their demand is more and more for las. Some of 
the decision with regard to investment that Government had to 
take lot delayed because of lOme political reasons; there was 
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change in the Governments there and major decisions were taken 
recently. " 

4.3 Replying to a question as to what were the reasons for 
underutilisation inspite of the demand, the witness stated:-

"The problem is with regard to availability of gas from ONGC; it 
cannot provide more gas because investment in Bombay High were 
Dot approved in time or additional facilities that were to be created 
at Hazira have not come up. The decisions to invest at ri,ht time 
could not be taken for various reasons which the Government is in 
the best position to answer and therefore. they cannot brin, more 
than 20 MMSCMD which is designed capacity of the terminal." 

4.4 On being asked about the steps being taken to ensure that sufficient 
gas was made available to GAIL, the Ministry of Petroleum &. Natural 
Gas stated in a written reply as under: 

"ONGC is implementing the Gas flaring Reduction Project 
comprising two process platforms in Bombay High. ICP·Heera 
trunkline the second trunkline from South Bassein to Hazira and 
expansion of the Hazira Terminal. The Project is likely to be 
completed by July, 1996. With tbe completion of this project. the 
gas availability at Hazira will be 32.55 MMSCMD." 

4.5 The Committee desired to know whether the Company had got 
commitment from ONGC for additional capacity the witnesses stated that 
they get commitment from the Government that ONGC will give you so 
much gas. 

4.6 When the Committee pointed out that ONGC did not supply the 
quantity of gas committed earlier the witness stated: 

"Our failure is a national failure in this area that we could not 
pusb the fertiliser plants to come up earlier. If we work out what 
glS WIS available (since ONGC could not provide more than 
10-15 MMSCMD for the last three or four years) and this all we 
could have used, if these fertiliser plants had come up, then as far 
as GAIL is concerned, we would have got RI. 8SO per 1000 M3 
additional and in the lut three or four years, we would have ,ot 
about RI. 390 crores by way of additional transportation charICl." 
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B. Future Plans 

4.7 The Ministry of Petroleum &. Natural Gas constituted a sub-group 
for the purpose to review the availability of gas from the various fields of 
ONGC and OIL. This group submitted its report in early 1990 and the 
availability potential by 1994-95 was assessed at 98 MMSCMD. (million 
metric standard cubic metres per day) 

Based upon this availability of gas, an allocation of 95.S MMSCMD of 
gas was made. Recently, however, the availability of gu has been 
reassessed by ONGC and the revised availability potential by tbe year 
1996-97 has been assessed at 67.53 MMSCMD. While, therefore, 
formulating the Corporate Plan for GAIL for the year ending 2001-2002, 
the company have considered the availability of gas u 68 MMSCMD 
against allocation of 95 MMSCMD. The downward revision in the 
availability of gas has necessitated review of allocation. The Ministry of 
Petroleum &. Natural Gas has formed the Gas Linkage Committee which is 
reassessing the production potential and prioritisation necessary for 
deferring certain projects for avoiding the mismatch between gas 
availability and allocations. and, therefore, projects to be commissioned 
during 8th Plan maybe restricted to the extent the demand is met out of 
68 MMSCMD of natura! gas. Linkage for additional gas which will become 
available during 9th Plan will be incorporated as and when the numbers 
are firmed up. 

4.8 The Committee desired to know how the availability of gas ISRSSed 
by sub-group of Ministry of Petroleum &. Natural Gas and that assessed by 
ONGC differed by as much as 27 MMSCMD, the company stated that 
according to ONGC the number of structures which were JUpposed to be 
undertaken for development were not taken and therefore, the additional 
availability expected from the anticipated discoveries has been delayed 
resulting into reduction in availability of gas. 

4.9 The responsibilities of Gas Linkage Committee were stated to be as 
follows: 

(a) It shall periodically. review the progress of implementation of 
upstream and downstream projects for utilisation of natural gas 
with a view to ensuring maximum and timely synchronisation of 

• these facilities. 
(b) It shall consider and recommend requests for the allocation of 

natural gas, including its fractions, by downstream consumers 
keeping in view the objective of ensuring that the allocation of gas 
to downstream users is economically efficient. 

(c) It shall monitor the progrCSi of downstream units to whom gas had 
been allocated, and shall make recommendations regarding 
cancellation or otherwise of gas allocations to downstream units 
the progress of implementation of which is not satisfactory. 
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4.10 When asked whether the projects likely to be affected or deferred 
in order to avoid mismatch between gas availability and allocations have 
been identified, the company stated in a written reply as under: 

"The reivew of allocation has been made by the Ministry and GLC, 
and all "in principle" allocations have been kept in abeyance. The 
allocation made to fonowing power plants have also been reduced and 
contracts are being signed accordingly. 

Name of Consumer 

(MMSCMD) 

Earlier 
Allocation 

NTPC Gandhar/GEB Gandhar 2.25 each 
NTPC Kakinada-APSEB I.SO each 
Jegurupadu 
New Fertilizer Plant in O.SO 
K.G. Bassein 

Revised 
Allocation 

1.50 each 
0.75 each 

Kept in abeyance 

4.11 In this connection, the Ministry of Petroleum and Natural Gas 
stated that the power plant and the methanol plant in Tripura and the 
power plant in the Cauvery Basin for which 'in principle' allocations were 
made, may not be set up unless the availability of gas improves. 

4.12 The Company has made an assessment of the requirePlent of 
pipelines and other related infrastructure in order to fruitfully utilise the-
supply of potential available. GAIL would require to implement a number 
of gas Pipeline projects including the upgradation of HBJ pipeline to carry 
33.4 MMSCMD of gas, LPG Plants, C21C3 Recovery Plants and other 
related projects. The expenditure on these projects has been estimated 
during the 8th Five Year Plan (1992-97) at Rs. 65~7 crores. 

In the 9th Plan, besides completion of the on-goin, projects spilling over 
from 8th Plan, a number of new pipelines, terminals, LPG plants and 
petro-chemicals would be undertaken. In the 9th Plan an investment of 
Rs. 7364 crores is envisaged for investment in new pipelines, petrochemical 
plants, LPG Plants and terminals. However the 9th Plan projections are 
very tentative and the sbape of investments may underlo a major chanle, 
if gas pipeline from Middle-cast is laid and GAIL has to lay pipeline within 
country for distribution of gas received from MiddJe-cast. Further 
investments in Petrochemicals may also have to be reviewed. The total 
investment during 10 years period covering 8th and 9th plana is likely to be 
of the order of Rs. 13901 crores. 
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4.13 When asked to state whether the investments needed for 8th &. 
9th Plan have been tied up by GAIL, the company informed the 
Committee in a written reply as under: 

"GAIL has prcpared its present financing Plan and submitted the 
same to Ministry of Petroleum and Natural Gas and Ministry of 
Finance on a number of occasion while seeking approval to various 
projects. Tieing up of financing for the 9th Plan shall be taken up after 
the investments/projects are firmed up." 

4.14 When the Committee desired to know whether the financing Plan 
relating to investment to be made by GAIL during 8th &. 9th Plan have 
been approved by the Ministry. the Ministry stated that the 8th Plan outlay 
of GAIL has been approved by Government and the 9th Plan proposals 
will be considered by the Planning Commission only at the time of 
formulation of the 9th Plan. 

4.15 On being asked which agency will be responsible for implementing 
the pipeline project from Middle-East, the Company stated that as per 
recommendations of the Group approved by the Ministry, GAIL should be 
the nodal agency for receiving and distributing the natural gas so received 
from Middle East (Oman or/and Iran). 

4.16 On being enq~ired about the role of GAIL in this project, the 
CMD. GAIL stated during evidence: 

"This is an issue over which the Ministry is very much working hard 
on it. GAIL, as an organisation. is not fully involved in it, although 
some of our officers are working on some of the Committees 
appointed. Their expertise is being taken advantage of by tbc 
Ministry. But the GAIL. as such. is not in the total picture. What 
kind of planning is being done. who are the consumers who are tying 
up. how much gas will be made available by which time. these are aU 
issues not known to GAIL. to 

4.17 In this connection, Secretary. Ministry o(Petroleum &. Natural Gas 
stated of during evidence: 

"Discussions are still going on. The pipeline from Middle-East to India 
will be put up by those agencies. No Indian Agency will be involved. 
No final vicw has been taken who exactly would do this." 

4.18 However. in a written reply. the Ministry of Petroleum &. Natural 
Gas stated as under: 

"The Oman Oil Company (OOC) have completed the pre-feasibility 
study for an Oman-India pipeline system to carry 56.6 MMSCMD of 
natural gas. OOC propose to commission the first pipelines by 1998 if 
the Long Term Gas Supply Contract is signed with the Government of 
India by 1994. The pipeline will be designed. constructed, owned anti 
operated by the OOC. OOC have indicated an investment of about 
USD 5 billion for the project. 
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In the MOU signed with Iran in November. 1993 it has been decided 
that the two countries will jointly identify an agency to undertake the 
pre-feasibility study for the Iran-India gas pipeline. The task of 
identifying the agency has been taken up. 

The likely availability from Oman will be 56.6 MMSCMD. The sector-
wise utilisation of this gas is proposed to be done according to the 
Imputed Economic Values. The State-wise distribution will be decided 
aUer the locations and the requirements of the consumer units arc 
firmed up." 

C. Research and Development 

4.19 GAIL has stated that it believes in getting research work done on 
its behalf from outside expert bodies. In the year 1990-91 National 
Chemical Laboratories (NCL). Pune was asked to provide advisory 
consultancy for Research & Development activities to be taken by GAIL. 
NCL has completed this report and was paid a total fees of Rs. 75.000 for 
the same. National jas production in India is expected to increase at a 
much faster pace than that of crude oil. As India is a net importer of liquid 
fuels. there is considerable incentive for coverting methane/natural gas to 
liquid fuels to supplement the shortfall in domestic availability of these 
fuels. As per the recommendations of the NCL's report. GAIL has 
commissioned NCL to take up R&D project for conversion of Natural Gas 
to liquid Petroleum products (middle distillates). This process is a direct 
conversion process avoiding eoversion of gas to Syngas and Methanol. 
NCL will be charging total fecs of Rs.34 lakhs for this project and project 
duration will be 2 years. GAIL has already paid the first instalment of 
Rs. 16 lakhs to fIlCL in July. 1991. NCL has developed a namber of 
catalysts for oxidatie coupling of natural gas to olefins. These catalvsts are 
under further evaluation. 

4.20 The percentage of expenditure on R&D to the total turnover of the 
Company during 1991-92 and 1992-93 was 0.00075 and 0.01995 
respectively. When the Committee asked whether this expenditure on 
R&D was not very less for a company likc GAIL. the CMD. GA IL stated 
during evidence: 

"With regard to R&D. I would more than fully agree with you that it 
is very important. For a Unit to be healthy it must pay full attention 
to R&D. On that there cannot be two opinion. But ~ou would have 
also seen that there ar~ companies which employ a lot of officers but 
net result is not very lOad. We do not want to go into that category. 
Money. as you have rightly said. ~e have earned the hard way. To the 
government institutes which are there in Pune or Delhi. where there is 
manpower. we give them money and prOJect to work for example in 
Pune we gave them a project to convrrt gas into middle distillates 
which are needed. things like diesel. etc. 
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As far as R&D areas are concerned, you will agree that if we take up 
two or three projects, out of those two or three projects, if we succeed in 
one project, that would be a good thing. The project that we have 
undertaken in Pune has not been a success. Similarly, we have an Institute 
in Dehradun. We are working on a project on eNG in transport sector. 
This will suit for a particular type of car. For this we require a certificate 
for declaring these cars road worthy. That project, we have given to the 
institute at Dehradun and the Road Research Institute, Pune. These two 
projects were given and each project is costing about Rs. 28 lakh or so. 
Our basic philosophy is that instead of building up huge infrastructure 
inhouse if we can get the job done outside by professional institutes, it 
would perhaps be better." 

4.21 Later in a written reply, the company stated as under:-
"To meet the R&D requirement, GAIL is making use of state owned 
Research Centres facilities already established viz. lIP Dehradun, 
NCL Pune, and CRRI etc. These centres have highly qualified 
professional manpower/scientists and state of the art equipmentsldata 
bank to conduct the requisite R&D. However, GAIL is planning to 
set up inhouse R&D centre at Gas Training Institute at Noida." 



V. FINANCIAL MA TIERS 

A. Working Results 

5.1 The followina table gives the details regardinl turnover actual 
profits. Estd. profits (RE) value added and internal resources lenerated 
during the period 1988-89 to 1992-93 (Estimated.) 

(Rs. in Crorcs) 

1988-89 1989-90 1990-91 1991-92 1992-93 

(i) Turnover 327.06 646.53 791.01 1046.85 2783.34 
(ii) a) Actual (-)52.89 24.94 22.73 93.55 210.53 

Profits 
b) Estd. ( - )77 .57 ( - )20.23 15.35 41.85 108.08 

Profits 
(iii) Value 

added 111.59 218.18 269.05 382.15 538.00 
(iv) Internal 

Generation 67.68 162.51 195.05 306.32 440.70 

5.2 When asked whether the targets are fIXed on realistic basis. the 
company stated in a written reply:-

"Targets for profits are based on the basis of detailed Budget 
estimates prepared for the year. The estimates are based on likely 
availability of Gas and detailed production plans at gas proceuin, 
plants (LPG plants). The targets are fIXed realistically to the extent 
data is available at tbe time of formulatin, the budlets." 

B. Pricing structlUt & MGrlctting 

S.3 The price of gas effective from 1.1.1992 hal been fIXed as under:-

(i) Offshore gas at landfall 
point and onshore III 

(ii) Gas 'sold along the HBJ pipeline. 
(iii) Gas sold in North-Eastern 

States with a provision 
for discounts upto 
individual cases. 

RI. 15SO/l000 M3 
., 

Rs. 240011000 M3 
Rs .. lOOQ/I000 M3 

.Fs. 40011000 M3 in 

The above prices at (i) and (ii) above would increue by lb. 10011000 
M3 per year for a period upto 31.12.1995. 
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The transportation cost was reworked by GAIL in consultation with 
BICP on the same principles as were adopted by Dr. Kelkar Committee 
for working out the price allowed to ONGC. The transportation cost on 
this basis worked out to Rs. 1275/1000 M3. The Govt. however retained 
the old transportation cost of Rs. 85011000 M3 which was fixed on 1.1.87 
and is to remain same till 31.12.95. 

The Committee were informed by Gas Authority of India that the 
transportation charges of Rs. 85(111000 M3 allowed to GAIL, give to 
GAIL much lower return than that allowed to ONGC lOlL. To give 
GAIL the same return as has been given to ONGC, the transportation 
charges have to be increased or payment by way of marketing margin has 
to be made. 

5.4 The Committee desired to know the actual formula adopted for the 
purpose of fixing of price of gas. The CMD, GAIL stated during 
cvidence:-

"We worked out the transportation cost based on 12 per cent post tax 
return formula. Which is applicable for the case of fertiliser, etc. That is a 
well established formula and you get 12 per cent post tax return. 

Kelkar Committee recommended that transport charges of Rs.8S0may 
be given. We strongly objected to that. We told the Committee that our 
transportation charge is working out to be Rs. 1456, if return is 
14 per cent, and if return is 12 per cent, then it is Rs. 1275. The same 
principle. as applied to ONGC, may be applied to GAIL also. We had 
detailed discussions with the Kelkar Committee which ultimately admitted 
that on 12 per cent return it will come to abOut RI. 1037. But. despite our 
repeated representation to the Government of India, this figure of Rs. 850 
was not changed. I would like to place before you that even originally 
when the Ministry of Petroleum worked out the amount to be given to 
ONGC and GAIL. it said that to ONGC Rs. 1325 at the rate of 15 per 
cent return and to GAIL RS.l075 at the rate of 12 per cent return should 
be giVen. In spite of that decision. we were given Rs. 850 on the ground 
that we do not pay tax. We protested but unfortunately we did not 
succeed. Because of this we have suffered a heavy loss." 

5.5 Elaborating further the witness stated:-

"You must provide us not only this but some market margin. If 
GAIL had continued to remain as part of ONGC and seeing the 
number of projects we are taking up we would require money and 
that we can get only if we are provided with the marketing margin. 
We have been requesting the Government of India to kindly make it 
effective retrospectively. Instead to giving us RI.I075 till December 
1993 you gave us Rs. 850. You arc not increasing the transportation 
charges at all. meanwhile four increases have taken place. 



39 

Firstly, for selling the same amount of gas, we have invested 
Rs. 125 crore more in extending the pipeline to Delhi. When for the 
first time we took up this line, the dollar was about for Rs.12 and 
now it is for Rs. 35. When I repay. I have to pay large amount of 
rupees to be able to pay back the Dollar or Yen loans. The price of 
gas is also going up. Salary and wages that I have to pay and the cost 
of spare parts also have gone up. All this has been submitted to the 
Government and we asked the Government also to mention any 
commodity whose price has remained constant from 1.1.87 to 
December 1995. But, this has not been fully appreciated. 

Difference in the price of gas to the consumers along the HBJ line 
cannot be very wide. We have submitted to make the price uniform 
instead of making us suffer. That should be the right approach. We 
are not being fully compensated. We are putting it before you also 
that remunerative price has not been fixed as far as HBJ is 
concerned." 

5.6 When asked to state how the transportation cost was worked out by 
GAIL. the company stated in a written reply: 

"The transportation charges for HBJ gas supply system were fixed by 
the Government. GAil was allowed transportation charges of 
Rs. 850/1000 M3 based on 12% pre-tax return which will work out to 
around 5% post tax return compared to 15% allowed to ONGC. 

GAIL has been working out transportation charges in respect of 
consumers other than on HBl. who have been allocated gas, based 
upon 12% post-tax return on its investments." 

5.7 When the Committee desired to know whether the company ~ad 
ever approached the Government for revision of transport charges. the 
company informed the Committee as under:-

'"Based upon representations made by GAIL, to the Ministry of 
Petroleum & Natural Gas with which the latter presumably agreed it 
is learnt that Ministry while commenting on Kelkar Committee 
recommendation observed that the Committee had not taken into 
account the increase in operational costs and other orerating 
expenses and have also not adopted the principles for Walking out 
the transp)rtation charges for GAil that have been adopted for 
working of the production, transportation and sweetening cost for 
ONGC. If same principles were observed. transportation charges of 
atleast @ Rs. 1219/1000 M3 would require to be fixed for GAil 10 
that the same return on investrnent as the producer is getting. 
However. the recommendation of the Minist.: was not finally 
accepted and Govt. retained old transportation cest of Rs. 85011000 
M3. 

One way of compensating GAll for the low transportation charge 
allowed to it since 1987 would be to allow GAil to retain the 
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amount accruing in the gas pool account. In fact it was one of the 
main reasons for which gas pool account was created. Alternatively 
this amount could be allowed to GAIL as the interest free loan for 
the period of 20 years to be repaid over subsequent period of 10 
years in ten equal instalments. This alternative may be more 
workable from practical angle." 

5.8 On being asked about the Ministry's reaction on the request of the 
company to allow it to fix gas prices, the Secretary, P&NG stated as 
under:-

"Even the Ministry does not flX the gas prices as long as administered 
price continues. In this present regime the Government continues to 
fix the administered price .... What I am submitting is that when the 
Government takes a decision it should be possible to do so. Now 
what GAIL can do, it can fix its transportation charges. This also the 
direction in which we are moving. There should be no problem in 
allowing GAIL or any other transporter to fix their transportation 
charges. They have given in writing earlier, it was part of the MOU. 
Since the administered price continue, we are unable to agree with 
them." 

5.9 The allocation of gas to various consumers or group of consumers is 
made by Government. GAIL's role in marketing of gas is somewhat 
limited essentially to entering into contract with parties who have got 
allocation from Government. GAIL has, however, sought Government's 
permission to be allowed to market 12.5% of gas in different regions on its 
own. The allocation of gas is presently being done by an inter-ministerial 
Gas Linkage Committee for this purpose. The Committee among other 
things identifies the quantity of gas available in different regions. Once the 
quantity of gas available has been firmed up titc intcr sectoral allocation of 
gas is then decided by the above Committee for allocation of gas to the 
priority sectors i.e. fertilizer, power, sponge iron, petrochemical sectors 
etc. The imputed value of gas for various uses is kept in view while 
allocating gas to various sectors. The allocation of gas to individual parties 
is made by Ministry of Petroleum and Natural Gas. Keeping in view the 
rcommendation received from various Ministries allocation of gas is made 
after considering that a diversity factor of 12.5% i.e. Consideration that all 

, the consumers would not be drawing gas at all times of their operations 
due to various reasons including annual plan shutdown etc. to effectively 
utilise the gas at 100% of its availability a commitment of 112.5% is made. 

5.10 When the Committee desired to know how in the absence of right 
to allocate gas to consumers on its own, the company was able to protect 
its commercial interest, the company informed the Committee as under: 

"The Gas Use Policy Paper prepared by Ministry of Petroleum & 
Natural Gas which was accepted by Committee of Secr~taries have 
recommended that in order to optimally utilize the natural gas while 
allocating to priority sectors users in Fertilizer, Power be made by 
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High Powered Committee, allocation of natural gas for various 
miscellaneous purposes to the extent of 10% of total availability be 
made by distributing agency. Therefore, the allocations to the priority 
sector were continued to be made by the Govenment, in consultation 
with the user department, the allocation of gas to the miscellaneous 
users n.eed to have been made by the distribution company. This 
aspect has been agreed to be considered by Government in the 
MOUs entered into between GAIL and the Ministry when it was 
considered that allocation from 10 to 12% be made by GAIL. 
However, this has not come through and is resulting into non-
utilisation of gas atleast from small and marginal fields and gas in 
being flared from such structures. 

Further, situation has also arisen where the fertilizer plants along 
HBJ have go't delayed by 5-6 years for which GAIL along has 
suffered. 

In absence of such authorisation the company is not able to protect 
the commercial interest of the producer of gas as well of the 
economy. In the present context even small additional quantity of 
2000 M3, available from isolated field and if it is to be supplied to 
existing consumer who has additional demand, it needs authorisation 
from Government. 

Similarly small allocations of few thousands of cubic meteres of 
gas, if released by one customer or available otherwise requires GLe 
to sit and decide. When a marketing company specially created for 
the purpose exists, the need for Gle to go into these petty allocations 
is pointless and wastage of everyone's time and brings in bureaucratic 
delays. " 

5.11 When the Ministry was asked as to what steps have been taken by 
them on the company's request to permit GAIL to allocate 12.5% of gas, 
the Ministry stated in a written reply:-

"The MOU for 1990-91 and 1991-92 contained GAIL's request for 
permission to allocate 12.5% of gas to the consumers where gas 
replaces other fuels specially liquid hydrocarbons. The allocations 
already made exceed the availability of gas and this request would be 
considered when the availability of gas improves." 

C. Contract with ONGC for Gas Supplies 

5.12 A memorandum of understanding between GAIL and ONGe was 
arrived on 21st January, 1987 for supply of gas. Based upon this MOU, the 
detailed draft agreement was also finalised. An agree~nt was to be 
finalised by 23rd January, 1981 after ratification of the MOU by the 
respective managements. The MOU was not, however. tatified by GAIL 
management as the management of ONGC stated to have raised certain 
points contrary to the proviSions in MOU. In the meantime. based on the 
Provisions of the MOU which provided for supply of certain minimum 
quantity of gas. ONGC preferred claims for Ihe quantity falling short of 
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minimum of 80 percent of the quantity committed by GAIL on monthly 
basis and till 31st March. 1991 ONGC claims accumulated to Rs. 141.5 
crores. According to information furnished by the company, this issue is 
stated to have been resolved while signing MoU dated 27.12.1990 between 
ONGC and GAIL whcreby these claims have become invalid and GAIL 
has not made· any payment to ONGC. 

5.13 The Committee pointed out that though GAIL had to pay penalty 
for its failure to lift the gas, ONGC was not liable to pay the penalty in 
case it fails to supply the gas. In this regard the CMD. GAIL Itated during 
evidence: 

"The contract or the MoV that we signed with ONGC is on back to 
back basis. It mcans that if I do not get it, I will not pay thing to 
ONGC. so, it is not that I am going to payout of my pocket. I am 
going to retain my transportation cbarges and I am going to provide 
in a customer's contract that he will pay MGO and all that. 

With regard to you second question as to whether I will provide for 
such a clause on a reverse basis, in expansion, I have to talk to 
ONGC and make them agree on it." 

The witness further stated: 
"I will try my best." 



PART B 

RECOMMEND A TIONs/CONCLUSIONS OF THE COMMITTEE 

1. The Gas Authority of India Limited Will formed on 16th August, 1984 
to take tharle or aU the post exploration activities connected with natural 
ps •. Tbe company Will entrusted In the fInt instance with the responslbWty 
to execute and then to operate and maintain the HBJ plpe1iDe project 
covering a distance of over 1700 klns. for supply of natural &81 prlmarUy 10 
the fertWzer plants be1o& set up in the Statel or Madbya Pradesb, 
Rajasthan and Uttar Pradesh. The maln objectives of the Company are 10 
transport, treat, procesl, fractionate, purity and to generally deal in 
marketing of natural gu and natural pi Uqulds. The Committee note that 
in pursuance of Its obectlves, the company baa laid plpeliDes in various 
parts or the country. Besides settlnl up of LPG plants, the company Is In 
the process of lmplementlnl Petrochemical Complex at Auralya In Uttar 
Pradesh for use of ps fractions for hlper value additions. The company Is 
also planning to upgrade Its HBJ pipeline to transport additional las that Is 
expected to be avaIlable by the year 1996. However, the Committee regret 
to note that even after about ten years or Its emtence the company bas not 
been able 10 acbleve Its objectives to the extent It was expected to do 
partlculary In regard to setting up of fractionating facWtles for us1q the gas 
fractions for hlper value additions. Tbe Committee expect tbat the 
company would at least now gear up to meet the aallenles that are 
expected to come up In the face of the expected substanUal Increase In the 
consumption of gas. 

". The company baa been signing Memorandum of Understanding with 
the Ministry of Petroleum and Natural Gas since the year 1990-91. While 
the performance of the company Is stated to have been adjudged as excellent 
during these yean, the Committee are not bappy with the delay in sllnlng 
of these MoUs. Tbe MoU for the year 1993-94 was sllned on 13th August, 
1993 i.t. arter four months of the beginning of the current financial year. It 
Is Intrl&ulng 10 note that the MoU was sent by the company to tbe Ministry 
on 11th February, 1993 but the Ministry approved It oniy on 10th August, 
1993. Tbe Committee deprecate the Inordinate delay on the part of 
admlolstratlve Ministry In approvin& the MoU. Thougb both the company 
as well as the Mlnlstry feel that It Is more advantageous to sign the MoU at 
the bqinnlna of the ftnanclal year, no taqlble reasons could be adduced 
before the Committee for delay In slplna the MoU. The MoU for the year 
1994-95 baa abo Dot been Ilped upto the end of March, 1994. The 
Committee feel that In order to make the system of MoU more effective and 
to Ifve adequate time to tbe company.to fuIflU III obligations under the 
MoU, the same should be aigned well before the heglnnln& of the nnaodal 
year. 

43 
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3. Arter examlnln& the Gas Authority of India Limited, the Committee 
observe that In reaUty the MoU Companies have not been liven the 
autonomy to tbe extent It II required In fulftWnl the objectives and 
missions. The Committee need hardly emphasise that In case this situation 
Is allowed to continue, the very purpose of slanlnl the MoU would be 
defeated. Besides, wbile the company binds Itself to speclftc mUestones and 
targets, there are no means to ensure that the Ministry also fulfils Its 
obll&ations under the MoU. The Committee feel that the Iyltem 01 MoU 
has DO meanlnl If It Is one sided.' Both the company as weD .. the 
Ministry should share equal responslblUties to fulm the obUlatloDi 
envisaged In the MoU. The Committee are 01 the oplnlon that merely 
taklnK Into account the raUure of tbe Ministry to dlscbarae Its obDaatioDS 
under the MoU whUe evaluating the PSU'I performance would not serve 
the purpose since It only amounts to alvinl lOme concaslonl to the 
undertaking due to non-performance of MInistry. They, therefore, 
recommend that whUe making assessment 01 the MoU 01 a company, In 
case 01 the faUure of administrative MInistry to fulftU Its obligations, lOme 
responsiblllty be fixed on the Ministry allo and suitable action taken 
against the persons held responsible. 

4. Tbe Committee regret to observe that there Is disparity In the maUer 
of delegation 01 powers to GAIL and ONGC both of which are Schedule 
'A' Companies and under the. same Ministry. In September, 1990 run 
powers were delegated to CMD, GAIL for purchase and award of 
contracts and the decision had to be taken by the CMD In consultation 
with the concerned Director and Director (Finance). However, since 
November, 1992 the limit has been restricted to pre 1990 level viz. RI.l 
crore only. In contrast, the Chairman, ONGC has fuD powen 01 the 
commission to award contracts upto any amount with regard to domestic 
bids and utpo RI.IO crores with regard to International competitive 
bidding basis. Such a bUle dirrerence in delegated powers In respect 01 the 
companies belonging to the same Schedule and handllnl large projects II 
not understandable. 

5. The Committee are further pained to observe that the powers of tbe 
CMD, GAIL were reduced to the present level at the initiative of 
Government Dlrecton In November, 1991 and since then the 
management's repeated errorts to brine the matter re&ardln& enhancement 
of power of CMD before the Board bave remained unsuccessful due to tbe 
desire of Government Dlrecton to defer the matter. The Secretary, 
Ministry of Petroleum and Natural Gas wbUe Justlfyinl his stand In this 
re&ard stated that the internal power sharlnl arraneement between the 
Chairman and tbe Government Is IOverned by the Articles of Association 
and Bye laws of the Company, and In case GAIL wants to be at par with 
ONGC, the Ministry will bave no objection in recommendinl It. In this 
connection the Ministry also pleaded that In the absence of a 
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replar CMD, It was not possible for the dell!Jated powen to be exercised iD 
the manner contemplated b)' the Board iD September, 1990. 

In view of the fact that the Clause 82(1) of the Articles' of Assodatlon 01 
G.4IL clearl)' empowers the Board to delelate such 01 III powen as It ma)' 
think Ot to the Chalrman.c:um-Managlnc Director and also the lact that 
from 2nd November, 1991 to November 1991 full powen were beiDe 
enjo)'ed by the CMD who also happened tobe an acUna CMD, the 
contention put forward by the Secretary and the MInistry II unac:c:eptable to 
the Committee. The Committee are, therefor, coDStrained to lofer that a 
deUberate attempt has been made by the Ministry iD curtaWnI the powers 
01 CMD for the reasoos best known to tbem. Moreover, non-appointment 01 
a regular CMD II also nOne of the fault of GAIL. The Committee, 
therelore, take a serious note 01 such an Interference by the MInistry In 
atTairs of PubUc: Sector Vndertaklnel worklDa under their administrative 
control, which II aeainst the very concept 01 autonomy.They laU to 
understand as to bow in tbe lace 01 sucb a direct Interlerence a public 
sector unit can cI1scharge its functions efficiently. They, therefore, 
recommend that no stumbUnl block should be put by tbe Government 
Directors, In case the Board wants to delelate more nnanclal powers to the 
CMD. 

6. Tbe Committee have been Informed that a Steering Committee was 
appointed by tbe Ministry 01 Petroleum & Natural Gas In August, 1990 In 
respect 01 GAll.. on the pattern of ONGC " OIL to examine release of 
foreign eJtchange above Rs. SO lakhs. However, after the introduction 01 the 
Uberallsed exchanle rate mechanism In March, 1992, no foreign exchance Is 
now required to be released by Government, In view of convertibility of 
rupee. But the institution of Steering Committee 15 stiU being continued tu 
deal with purchase cases where International Competitive Blddlne Is 
resorted and the value Is above Rs. S crores. The Committee have been 
given to understand that such Steerlnl Committee doel not exist In any 
other Ministry Dor In relation to any other orpDlsatioD except for ONGCI 
OIUGAIL, even within the MlnJ5try of Petroleum &; Natural Gu. The 
Committee are not convinced with the plea 01 the Ministry 01 Petroleum and 
Natural las that the Steerlnl Committee has beeD renderlDl useful advise to 
these undertaklnp In the matter 01 tenders/award 01 contract. and 
lacllltatlng speed)' declsloos and It would be useful for them to have a 
Committee 01 this nature. On the other hand, the Committee wish to polnt 
out that the approval nrst b)' the Steerine Committee and theD by the 
Board resulll In dupUcation of work nlultlne In avoidable dela)'s. 
Moreover, Ifnce luch Committees do Dot exist In any other Ministry or evCD 
In relation to aD)' other pubUc uDdertaklq UDder t,be administrative control 
of the Ministry of Petroleum It Natural Cas Itself, the Committee fall to 
uadentand the relevancy of the lame with respect to these three 
undertaklnp oob'. In their opinion tIt.b II Just an avoidable encroaduDent 
upoa the autonomy of the public undertaJdDp. The Committee, therefore, 



46 

recommend that the Steerinl Committee be abollsbed forthwith under 
intimation to them. 

7. Tbe Committee bave been recommendinl from time to time In their 
various Reports tbat the post of Cbief Executive of any Undertakina should 
not be kept vacant for long. They are, however, dismayed to DOte that the 
post of regular CMD In GAIL bas been Iylna vacant for the lut more thaD 
two and a half years (since lnd November. 1991) lDspite of the fact that the 
Public Enterprises Selection Board bad made their recommeadatlon for 
appointment to the post on September 16, 1991. The Committee feel that 
the post of CMD In a company like GAIL with a huae turnover should not 
remain vacant for such a loq period. Tbey, therefore, desire that the poIt 
of CMD be filled up without any further delay and the Committee be 
Informed In this rqard at the earDest. 

8. The Committee have been Informed by the Company that it prepared a 
Corporate Plan for the period 1992-2002 and submitted the same to the 
Ministry of Petroleum and Natural Gas in February, 1991 and Its approval 
Is awalted from the MIDlstry. The Ministry on the other hand have stated 
that the company sent the Corporate Plan under the Impression that the 
Ministry should approve It, and since tbere was no speclf1c request for 
approval, tbe Ministry felt U had been sent for record oDly. In this rqard 
the Secretary, Petroleum and Natural Gas stated during evidence tbat tbere 
is no policy or Instruction tbat the Corporate Plan of a PSU should be 
approved by the administrative Ministry. Tbe Committee seriously 
deprecate this lack of coordination between the company and its 
administrative Ministry. It Is amazing that aner submlttlna the Corporate 
Plan In February t 1992, neUher the Company made any attempt to get It 
approved from the Ministry nor ,the Ministry thought It proper to Inform 
the company that U did not require tbe Ministry'. approval. The 
Committee, expect &reater and dose coordination between the 
administrative Ministry and the company lD future. 

9. GAIL took tbe HBJ pipeline project from ONGC on Its formation on 
16th August, 1984. Aner receiving tbe &lobal lenden for the project, the 
GAIL and ElL noallsed a proposal and submitted their recommendations to 
the Government In February, 1985 for three of the six packages of the 
project. Tbe Committee are surprised to note that Instead of approvlna tbe 
proposal, Government appointed a blgb level Committee headed by 
Prof. M.G.K. Menon to go Into tbe capability of GAIL and Ell to 
Implement the project. Based on the recommendations' of this Committee, 
Government decided tbat fresb consolidated tenden be invited for aU the 
packaaes of the project except the one relatiDl to procurement of pipes, 
lDsplle of the fact that the procedure adopted for competitive bidding for 
different segments of the project had beea agreed to at a meeting of the 
Secretaries held on 7th May, 1984. The Committee are not able to 
undentand tbe basis of tbe doubts wblcb arose at slKb a late stage about 
the capabUity of GAll. and Ell., resulting In the en lire operations carried 
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out over a period ot ODe year belna rendered intructUOUI apart from the 
inevitable postponemeat of time-frame tor completion ot the project by over 
a year. They would recommead that la respect or such important projects 
aU the related Issues should be examined Ia depth berore embarkla, 00 their 
implementation 10 that such avoIdable delays do not occur. 

10. Two ap'eements were sJaaed by GAll. and the Coosortium on lOth 
May, 1986 ror executiOD or the contract. Clause 3.8.1 of the acreement 
provided that In cue the CODlortium laDed to complete the work wlthla the 
stiupulated period, then the Consortium would pay liquidated damaaes ror 
every week or delay or part thereof to be calculated at the rates prescribed 
therela. For delay Ia coastruction or various sections. GAIL caUed upon tbe 
Consortium OD llrd AUlust, 1988 to pay Uquidated damaaCl estimated It 
RI. 75.51 crores (RI. 149.81 crores as per uchaale rate or 31.11.1993). The 
Coosortium did not accept the claim but lastead prererred a counter claIm 
or Rs. 638.54 aores (Rs. 1418.42 crores as per exchan&e rate or 31.12.1993) 
against GAIL aUegla, that the Consortium was prevented from rulflOlaa 
obU,atloDS under the cootract due to various reasons for whicb GAIL was 
responsIble. 

11. Tbe case reprdlag encasbment or Perrormance Guarantee is stated to 
be pendlna berore a French Court aod the case regard ina claims or 
liquidated dama," is berore the Internallonal Chamber or Commerce. It 
was on the request or tbe Frencb Government. that the Government or 
india appointed a Jolat Committee ia March, 1993 with the approval or the 
Prime Minister to resolve the dispute between the two compaales. The 
recommendations or this Committee are awaited. The Committee 
recommend that all efl'orts should be made by Government to resolve this 
dispute at the earliest under latlmatlon to them. The Committee do not 
appreciate the role or tbe Ministry Ia the matter ia as much II It did not 
coulder It appropriate to Intervene Ia the dispute between GAIL and Spit
Capag on the plea that It was or a commercial nature. 

ll. The CommlUee Dote that after techolcal evaluation or the tender. ror 
purchase or Steel Pipes. ElL recommended acc:eptaoce or ofl'er or the 
Japanese Consortium for lineplpes or thickness 0.S7S- " 1.062" and that or 
the Brazilian ftrm ror 0.625" and 0.75" thickness. Insplte 01 this the tender 
Committee or GAIL recommended on 26th July. 1984 to Government the 
acceptance or ofl'er or Japanese Consortium ror the entire quantity. On 7th 
May, 1985, GAD.. was advised to Issue Letlen of Intent to both the parties 
ror purchase or llaepJpes or approxImately 350 Kms from ea&:h. 
Subsequently, the Japanese Consortium qreed to ofl'er 11% dlIc:ount Ir at-
least 60"0 or the order was placed on It. FluaUy, with GoveromeDt 
approval. nrm orden for llaeplpes were placed on 15th July. 1985 with the 
BrazWan firm for 287 KIDs and with tbe Japanese Consortluni ror 373 • .5 
Kms. 

13. The Committee rail to UDdentaod tbe lDSlsteace or GAIL OD larpr 
purchases beinl made from the Japanese CoDlOl1lum althoulb their offer 
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even after taking into accouot the 11 % discount, was not cheaper than the 
Brazilian offer, as admitted by the Secretary, Ministry of Petroleum " 
Natural Gas during evidence. In fact, as pointed out by Audit, tbe 
placement of orders for llnepipes of thickness 0.625" and 0.75" with the 
Brazilian firm and balance with the Japanese Consortium as recommended 
by ElL initially would bave resulted in substantial saving of foreign 
exchange to the tune of Rs. 10.81 crores. The arpments advanced by the 
company that higher order was placed with the Japanese Consortium In 
view of the availability of OECF loan and reliabUlty of supply are not 
tenable. For, the Brazilian firm was also eligible for OECF loans. 

An agent had been appointed by the Japanese Consortium to wbom 
Japanese Yen 906 million (approx.) was paid. But the Consortium faUed to 
inform the GAIL about the appointment of this qent. This amouot has 
been claimed by GAIL as compensation from the Conlrotlum and the case 
is still pending before arbitration. In the opinion of the Committee this 
aspect warrants further probe. The Committee are also unhappy over the 
lifting in April, 1991 of the ban Imposed on aU Public Undertakings on 
future business dealings with Sumltomo Corporation, which was imposed in 
February, 1990 while the compensation claim of GAIL In this matter is stin 
pending before arbitration. 

14. The Boreri-Sawai Madhopur branch ilne originally included In the 
HBJ Pipeilne Project was subsequently cancelled due to chanKe in location 
of fertlllzer Plant from Sawal-Madhopur to Gadepan. The Committee are 
constrained to observe that thouKh the possibility that the Fertilizer plant 
would not be established at Sawal Madhopur became known by AUKust, 
1987, the contractor was Informed by GAIL only in May, 1988 about the 
cancellation of that branch line. The contention of the company that it was 
awaiting a decision from the Department of FertlUzen about the relocation 
of the fertillzer plant,is not acceptable to the Committee since this decision 
was taken only in October, 1988 i.e., nve months after the cancellation of 
the Boreri-Sawal Madhopur section had been Intimated to the contractor by 
GAIL. Althouah the Committee do not appreciate the delay In takina a 
decision about the location of the fertilizer plant tbey are of the nrm opinion 
that GAIL and the Ministry of Petroleum and Natural Gas failed to pursue 
the matter with the Department of FertlUzers with a view to get an early 
decision in the matter since it was ultimately GAIL wbo was Koin& to 'lose 
by way of expenditure of the pipeline section wbich was not needed. The 
Committee are perturbed to oblene that this delay in takinK timely decision 
and communicating tbe same to the Consrotlum resulted la uncetainity 
about recovery of Rs. 9.50 crores claimed by GAIL. Tbe Com-
mittee, therefore, recommend that such lapees should not be allowed to 
recur In future. They would also like to be Informed about the nnal 
outcome of the claim preferred by GAIL on Consortium on account or 
reduction in cost. 
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15. In order to enable GAIL to supply ps to various consumen by 1995-
96, to whom pi has beeu allotted, the uPindatlon of the eutlo, HBJ 
Pipeline System Is belnl taken up. The Committee are ~hoc:ked to observe 
that thouch the Techno Economic FeaslblUty Report for the HBJ 
Upgradatlon Project was submitted by the Company In November. 1990, 
the project was ftnally approved only In February, 1994. MeanwhUe the cost 
of the project has escalated from Rs. 1417 crores to Rs. 1376 crores i.r., by 
about 66%. The Committee stronlly deprecate IUch inordinate delays In 
approvlnl the projects and desire tbe Government to evolve I system to 
ensure that such delays are avoided In future. 

16. The Committee observe that the company have taken up projects for 
distribution of natural las to domestic at commercial consumerl lD Bombay 
and Deihl. The Committee oped GAIL to Ilnallse early the proposed Joint 
Venture Company with the British Gas Company for distribution of 1.5 
MMSCMD to domestic and commercial secton In Bombay. In regard to 
supply of las to 1.38 ialms households and commercial unltl In Deihl a 
RI. 194 crores project Is sliD being processed by Governmment for ftrst 
stage clearance. While the Committee urle the Government to live an early 
clearance to thIs project, they would like to caution that lal belnl I hlehly 
Innammable substance, the slightest negligence In handling the projects may 
create a very disastrous situation In the metropolitan cities Uke Bombay and 
Deihl. The Committee need hardly emphasise, therefore. that utmost care 
should be taken lD Implemenlnc these projects and food proof arrangements 
made to prevent the kind of leakage that occured In July, 1993 In Deihl. 

17. The entire las belna supplied through HBJ pipeline Is termed as rich 
PI, while the CI lractlon .fter extracllon 01 other fractions .alnly Cl, C3 
aDd C4 Is termel! as Jean gas. The requirements of fertilizer/power plants 
are stated .to be connned to lean gas while I combination of fractions C1 
and C3 Is used lor petrochemical products and a combination of C3 and C4 
fnctlons Is utilised lor supply of LPG. The Committee have been liven to 
understand that the Company suffered beavDy over the years on account of 
sellinl of rich ps II lean las. 14% of the fractions not needed In the 
production operations of the fertilizer and power plants not only I:ct wasted 
without any ultimate nallonal benefit but also 10 to increase the cost of fuell 
raw material supplied to customers. The value of such un utilised part of the 
las supplied upto Marcb, 1990 Is estimated at Rs. 128.73 crores. The stand 
taken by CMD, GAIL during evidence that Cl and C3 fractions CIn also be 
utilised In the production of rertlllze~ and tbese are lIt1t wasted has not 
Impressed the Committee. WhUe cdmparaUvely Ies~I'r quantity of III 
coDtalnlnl rich components ml&ht be Deeded for produclion 01 fertilizer this 
certainly preveDts the rich componeall for belal utillSH ror more pFOntable 
purposes. UDder the present Government poUcy .1410 Cl and CJ tractloDl of 
aatunl pi .... to be UIed lor petrochemicals. The Committee feel that 
there wu much dela7 In coDCelYlD& the projects lor fnctioutloa of natural 
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p. wbic:b resulted In bup 10llH to the national exchequer. They, therefore, 
tecommeD,d that for the pipeline projects to be takeD up Ia future, care be 
taken so that projects for fractionatioD of pi come up simultaneously. 

18. The committee are cODstralaed to obsene that the capacity utWsatloD 
of tbe LPG plant of GAIL at Vljalpur ba. beeD very low and the plaDt .as 
able to produce only 3.43 Iakh MT of LP~lalnst a total capacity of 
4.06 Iakh MT. The reaSOD for the low capacity utUlsatloD bas beeD stated to 
be Don-availability of ,ufftclent las. The Committee are unhappy to observe 
that a Plant with I hUle lavestmeDt of about RI. 274 crores would remain 
largely uDutilised for yean to come. SlmUar Is the fate of Valodla Plant 
commissioned Ia January, 1993 with a capacity of 73,000 MTPA. They are 
led to the cODclusloD that tbls state of artaln has beeD the result of faulty 
project plaDnlnl both at the undertaklnl and the Ministry's level. They, 
therefore, recommend tbat in future projects sbould be planned In a 
manner so as to ensure tbat such type of mismatch between las IvallabUlty 
and actual requirement Is avoided. 

19. In order to utilise Cl and C3 fractioDs from the las supplied to the 
consumen through HBJ pipeline Gas Authority of India Umlted Is settinl 
up a Petrochemical Complex at Auralya. The Committee regret to note that 
though the HBJ Pipeline Projects was takeD over by GAIL in AUlust, 1984, 
the Detailed FeasibUlty Report for the Auralya Petroc:bemlcaIJ Project was 
submitted only In October, 1990. Tbe Committee are of the oplnloD that 
GAIL should have thoulht of uslnl the fractioDs of natural las for such 
higher value appUcations much earlier. What Is worse, the GoverdDlent 
lave a Letter of Intent to GAIL for tbe downstream units ooly In April, 
1991 though accordinl to tbe Secretary, Ministry of Petroleum and Natural 
Gas downstream industries bave 80t to be set up In order to be safe In the 
market of Ductuations. The project. was Dnall:, cleared by Government in 
October, 1991. The Committee deprecate this lackadaisical approach OD the 
part of GAIL and the Ministry In the formulation and approval of tb1s 
project. They Deed hardiy stress that tbe project sbould be takeD up In right 
earnest to ensure Its completion In December, 1996 as scheduled. 

10. Tbe Committee are dismayed to Dnd tbat the HBJ pipeline Is being 
heavily underutillsed. The capaelty utilisation durln& tbe last three....J&I:A ~ 
was 8.71, 10.55 & 13.641 respectively against an Installed capacity of 18.2/ 
MMSCMD. Tbe CMD GAIL informed tbe Committee durin, evidence that 
had tbe pipeline been fully utUlsed, GAIL, could have earned an additional 
revenue of about Rs. 390 crores. The under utilisation Is stated to be Drst 
due to non-c:ommlsslonlnl of fertilizer plants and then the Don-avaDability of 
las from ONGC. In the present circumstances when the demand lor las Is 
increasln, the need for makln& available sumclent gas can bardly be over 
emphasised. The Committee doubt whether the HBJ upgradatlon project 
wblch Is presently under implementation will ever be able to reuh at its iuD 
capadty. However, the Ministry have assured the Committee that with the 
completion of Gas F1arlnl Reduction Project by July, 1996 the 81S 
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a ... ailablllty at Hazlra wW be 32.SS MMSCMD. The Committee hope 
that there would be DO IUppqe In completion of this project and the 
HBJ pipeJJnes even after uparadatlon does not remain underutililed . on 
account of non.availabiDty of .... 

21. The Committee have been informed that thoulh tbe avaDablllty of 
gas was InltiaHy assessed at 98 MMSCMD by the sub-group of MInistry 
of Petroleum and Natural Gas, on reassessment by ONGC It was found 
to be 67.53 MMSCMD only whleb necessitated review of allocation to 
the various consumers. The Ministry of Petroleum and Natural Gas has 
formed a Gas Linka. Committee to reassess the production potential 
and prloritisation neeessary for deferrinl certain projects for avoidlnl 
the mismatch between pi .vail.bUlty and allocations. The Committee 
are perturbed to note that some power, fertilizer and other plants In 
different rellons may be substantiaHy delayed or may not even see the 
light of the day due to noc· ..... nabllity of las. In these circumstances, 
the proposed las pipeline from Middle East expected to carry 
56.6 MMSCMD of natural ps can be the only hope to nil the lap 
between las avaiiabiUty and requirement. They, therefore, rec:ommend 
the Government to take ell'ective steps for an early Implementatin of 
Middle East Pipeline Project and ensure signing of the 10Dl term Gas 
supply contract within this year so that the nrst pipeline for carryinl 
28.3 MMSCMD of las is commissioned by 1998. The Committee also 
feel that since GAIL bas also attained sufficient experience In pipeline 
projects, il should also be invol ... ed In the implementation of this project 
to the extent possible. 

22. R&D activities of the company is another area where the 
Committee want to express their deep concern. The percentage of 
expenditure on R&D to the total turnover the Company Is stated to be 
0.00075 .and 0.01995 durlnl the year 1991·92 and 1992·93 respectively. 
The Committee are Dot happy with the current level of expenditure on 
the R&D activities of GAIL whkh is quite insllnlncant compared to the 
total turnover of the Company. The Committee .therefore, stronll)' urae 
the Company to increase Its outlay on R&D activities. The Company at 
present Is dependlnl on external researcb bodies sucb as 'ICL, Pune, 
UP, Dehradun, TERI, Deihl and ElL for Its research work. The 
Committee feel that much research has to be done in the field of 
Natural Gas and keepiOl this In view the Company should have its own 
fuU.Oedged R&D centre. They would, therefore, utile that the proposed 
R&D Centre at Gas Training Institute at NO IDA oIihould he set up 
expeditiously. 

23. The Committee apprec:iate that the pronts· ur tbe Company are 
sbOwinl .increaslnl trend. DariD& 1990-91. 1991·92 and 1992-93 th~ 
profits of the Compauy were RI. 22. '7.l crores, Rs. 93.55 and 
RI. 210.53 crofts respecti ... ely &pinst the ~~tlmates or Rs. 15.35 crores, 
Rs. 41.85 crores and RI. 109.08 crOreS. The Committee bope tbat lb~ 
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Company will make continuous efforts to maiotaio this Iocrease 10 proftts. 
Howev~r, they feel that targets should be made more realistic: in order to 
avoid complacency and get better results. 

24. The Committee have been informed by the Company tbat the 
transportation charges of Rs. 8SMOOOM3, ftxed w.e.f. 1.1.1987 &lve to 
GAIL much lower returns. The transportation cost worked out by GAIL 10 
consultation with BICP on the same prlociples as adopted for ONGC works 
out to Rs. 127S1000 M3. Despite repeated representations by GAIL to the 
Ministry for upward revision of transportation cbaraes, these bave not been 
revised. The Committee are not convloced witta the plea of the Ministry that 
since the gas comes under administered price regime, the Mloistry bave no 
say In this matter. They, therefore, recommend that the wbole issue of 
pricing of gas be gone Ioto and suitable measures taken to &lve fair returns 
to the company. 

25. The Committee are surprised to ftnd tbat thoulh the Gas Use Policy 
Paper prepared by the Ministry which was accepted by Committee of 
Secretaries have recommended to aUow the Company to allocate 100/. of the 
total availablllty of gas on Its own, the Company bas not been liven this 
right which sometimes results Ioto non-utilisation of gas. The Committee 
have also been informed by the company that even for small allocation If 
released by one customer, the matter II discussed by the Gas Linkage 
Committee. The reply of Ministry that the request of the Company to let 
allocution right of 12.5% of gas wUl be considered when the nailabUity of 
gas improves is far from convincing. The Committee, therefore, recommend 
the Government to live some autonomy to the company 10 the matters 
relating to marketing 50 that the company may he able to Ihow better 
results. 

26. The Committee observe tliat In the MOU sianed between ONGC &: 
GAIL though GAIL, has to pay the penalty for Its faUure to 11ft certain 
minimum quantity of las, there is no such penalty to be imposed on ONGC 
in case It fails to supply the las. The CMD, GAIL has assund the 
Committee that he would take up the matter with ONGC. The Committee 
feel that it would only be falr If a provision for penalty il also made 10 cue 
ONGC faUs to suppiy the committed gas to GAIL. They would, therefore, 
recommend that tbe agreement between ONGC and GAIL shouid be 
modified accordingly. 

NEW Dt.:LHI, 
16th September. 1994 

25 Bhadra. 1916(S) 

VILAS MUTIEMWAR 
Chairman. 

Comminee on Public Undertakings. 
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