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PREFACE

Articles 169 and 170 of the Constitution of the Islamic Republic of
Pakistan, 1973 read with Sections 8, 12 and 15 of the Auditor-General’s
(Functions, Powers and Terms and Conditions of Service) Ordinance, 2001
require the Auditor-General of Pakistan to conduct audit of the receipts and
expenditure from the Federal Consolidated Fund, Public Account and that of
Government Commercial Undertakings and of any Authority or Body
established by the Federation.

The Report is based on audit of the accounts of Petroleum Division and
Oil and Gas Regulatory Authority for the financial year 2021-22. The Director
General Audit, Petroleum and Natural Resources, Lahore, conducted audit
during audit year 2022-23 on a test check basis, with a view to report significant
findings to the relevant stakeholders. The main body of the audit report includes
the systemic issues and material audit findings. Sectoral analysis has been added
in this report covering strategic review that presents an overall perspective of
audit results. Relatively less significant issues have been listed in the
Annexure-1 as MFDAC and will be pursued with the relevant Principal
Accounting Officers of the Divisions at Departmental Accounts Committee level
and in significant cases where the PAOs do not initiate appropriate action, the
audit observations will be brought to the notice of PAC through next year audit
report.

Thematic Audit - a new concept, has been introduced and made part of
this report at Chapter-4. It is an attempt to improve organization’s performance
through critically reviewing its business processes to identify those risks which
are hindering it from achieving its intended objectives.

Audit findings indicate the need for adherence to the regularity
framework besides instituting and strengthening internal controls to avoid
recurrence of similar violations and irregularities.

This Report has been finalized in light of the discussions in the DAC
meetings and written responses of the Divisions / PSEs.

The Audit Report is submitted to the President of Pakistan in pursuance

of Article 171 of the Constitution of the Islamic Republic of Pakistan, 1973, for
causing it to be laid before both Houses of Parliament (Majlis-e-Shoora).

-sd-
Islamabad (Muhammad Ajmal Gondal)
Dated: February 25, 2023 Auditor-General of Pakistan






EXECUTIVE SUMMARY

The Director General Audit, Petroleum and Natural Resources, Lahore
carries out audit and evaluation of Ministry of Energy (Petroleum Division),
Public Sector Enterprises under the Petroleum Division and Oil & Gas
Regulatory Authority under Cabinet Division.

DG Audit, has a human resource of 85 officers and staff which spent
20,922 man days in carrying out the audit. The annual budget for the audit
activities amounted to Rs 169.274 million during the financial year 2022-23.
This report contains results of audit inspection and evaluation of financial
performance of entities under the audit jurisdiction of this office for the financial
year 2021-22.

a. Scope of Audit

This office is mandated to conduct audit of revenue and expenditure of
Ministry of Energy (Petroleum Division), 14 Public Sector Enterprises /
Departments under this Ministry comprising of 109 formations and Oil & Gas
Regulatory Authority under Cabinet Division. The total financial outlay of
Petroleum Division and PSEs was Rs 9,161.412 billion and Non-Tax Receipts
was Rs 296.071 billion for the financial year 2021-22 (Annexure-2).

Audit coverage relating to expenditure for the current audit year
comprises 51 formations of Ministry of Energy (Petroleum Division), 9 Public
Sector Enterprises / Departments and one formation of Oil & Gas Regulatory
Authority under Cabinet Division having a total financial outlay of Rs 8,792.229
billion for the financial year 2021-22 which, in terms of percentage, is 96%.

Audit coverage relating to receipts for the current audit year comprises 4
formations of Ministry of Energy (Petroleum Division) having total Non-Tax
Receipts of Rs 296.071 billion for the financial year 2021-22.

Thematic Audits of Quality of Service Delivery by Gas Utility
Companies and Effectiveness of OGRA Licensing Regime regarding Petroleum
Products have also been included in this audit report to identify areas affecting
performance of these formations.
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In addition to this Compliance Audit Report, this office also conducted
two Financial Attest Audits and one Special Study. Report of this Special Study
is being published separately.

b. Recoveries at the Instance of Audit

As a result of audit, a recovery of Rs 1,103.216 billion has been pointed
out in this report. Recovery effected from January to December, 2022 on
pointation of Audit is Rs 253.443 billion which has been duly verified by Audit.

c. Audit Methodology

The audit exercise for the FY 2021-22 started with audit planning and
updating permanent files. Desk audit and in-house audit planning sessions were
held to develop understanding of the entities and define core objectives for the
subject audit. Accordingly, high risk areas of financial and managerial
significance with reference to each entity were identified. Government
regulations / BoD proceedings and other events related to the audited
organizations were used as reference. Audit tools and procedures were applied
keeping in view the nature of transactions, accounting standards and best
auditing practices. The audit exercise was conducted on the basis of sample
selection from various categories of expenditures and receipts in accordance with
the guidelines provided in Financial Audit Manual.

d. Audit Impact

This audit contributed towards improving financial transparency, internal
controls and efficient project management in the auditee organizations through
its findings. Management’s adherence to competitive procurement processes,
transparent recruitments, effective fund utilization and better service delivery
were reinforced and further strengthened on pointation of Audit. The following
incidents may be quoted as audit impact:

e On pointation of Audit, PLL’s bid document for subsequent tenders have
been amended to include the Clause for award of contract to the second
lowest bidder, in case lowest bidder withdraws its bid. [DP No. 1566 of FY
2020-21]
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e Ministry of Energy (Petroleum Division) issued new Guidelines,
“Management and Utilization of Training Fund 2020” to streamline
utilization of Training Fund on pointation by Audit. As per new Guidelines,
30% of the obligation shall be deposited by the E&P company in respective
Provincial Energy Department’s Training Fund Account which shall be used
for training and capacity building. [Para Nos. 2.4.24 & 2.1.7.23 of Audit
Reports 2017-18 & 2019-20]

e DG (Oil) did not reconcile the receipts relating to Development Surcharge on
Petroleum / Petroleum Levy booked by AGPR which were being booked
under wrong head B-03041. On pointation of Audit, the receipts of Rs 10.476
billion in the relevant financial year were booked under correct head of
account C-03901. [ Para No. 1.2.1 of Audit Report 2020-21]

e Under the Pakistan Petroleum Products (Development Surcharge) Ordinance,
1961 there was no provision for charging the markup on the late payment of
Petroleum Levy by the companies. However, on the consistent pointation by
the Audit, Clause for markup on late payment of Petroleum Levy has been
incorporated in the Public Financial Management Act, 2019. [Para No. 2.4.7
of AR 2015-16 (NTR)]

e On pointation of Audit, Ministry and PSEs reported that an amount of
Rs 80,080.864 million had been recovered and DAC also directed to expedite
the recovery of Rs 470,068.520 million relating to paras issued during audit
year 2022-23.

e. Comments on Internal Controls and Internal Audit Department

Internal controls in any organization comprise policies, procedures, rules,
regulations, and monitoring mechanisms etc. These controls help in preventing
fraud, waste, and enhance value for money, efficiency and transparency in the
processes of the management. Internal controls are essential part of
management’s efforts to achieve its objectives and goals. A number of internal
control weaknesses were observed during the audit and communicated to
respective management accordingly.

Financial management in Ministry of Energy (Petroleum Division) was
deficient owing to absence of mechanism for assessment / collection of non-tax
receipts, recovery of arrears of GDS, GIDC, Petroleum Levy and Royalties. The
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management relied only on the information provided by the companies relating
to due receipts.

In case of OGDCL, PSO, PPL, SNGPL, SSGC, PLL and PMDC,
financial and internal controls lapses were noticed in various procurements.
Recurrent violations of Public Procurement Rules leading to wastage of
company’s resources were observed. It was also noticed that the project
management was one of the weaker areas in PSEs. For example, in case of
OGDCL and SNGPL multiple projects were either time or cost overrun or could
not achieve their stated targets. Further, OGRA failed to monitor development of
storage facilities by the OMCs and could not enforce compliance to its
regulations by licensees.

It was noticed that audited annual accounts of 8 Public Sector Enterprises
/ Authority (6 pertaining to the financial year 2021-22 and 2 to the previous
years) were not finalized within stipulated time and provided to Audit by the
prescribed date i.e., December 31, 2022 (Annexure-3).

f. Key Audit Findings
I Non-production of record by OGRA relating to its regulatory functions
was reported;!

ii. Accumulation of huge receivables of Rs 570,195.111 million due to non-
resolution of inter corporate circular debt;?

iii. PSEs failed to recover outstanding dues of Rs 130,973.475 million from
customers;?

iv. SNGPL failed to recover cost of RLNG withheld by SSGC amounting to
Rs 47,524 million;*

V. Misuse of concessionary tariff of Rs 21,519.460 million of RLNG by 277
EOUs for non-export operations;

(3]

1 para 3.1.4.1

2 Paras 2.3.4.3,244.2,2545&26.4.4
3 Paras 2.4.4.1,254.6 &2.7.4.3

4 Para 2544

5pPara 25421



Vi, Petroleum Division did not recover Royalty of Rs 17,348.223 million
from E&P companies;®

Vii. SNGPL diverted RLNG of Rs 16,217 million to domestic sector in
summer months in violation of winter load management and priority
order set by GoP;’

viii.  Gas utility companies failed to complete gas development schemes / jobs
within stipulated time - Rs 15,030.490 million;®

iX. SNGPL granted excess subsidy of Rs 10,805.045 million to EOUs due to
supply of excess gas than approved contractual load;®

X. GHPL did not deposit sale proceeds of Rs 1,364.836 million relating to
permanent installation of depleted gas field into Government Treasury;°

Xi. OGDCL failed to timely install submersible pumps on production wells
which caused loss of production of hydrocarbon worth Rs 1,362.914
million;?

xii.  OGDCL did not rationalize operational expenditure of Rs 654.625
million at three depleted fields;?

xiii.  OGRA did not deposit surplus of receipts over expenditure and fines &
penalties amounting to Rs 487.478 million in Federal Consolidated
Fund;*3 and

xiv.  SNGPL unauthorizedly kept Government funds in commercial banks in
violation of Assignment Account Procedure and did not surrender saving
/ interest of Rs 266 million earned on these funds.'*

6 Para 2.1.4.7

" Para 2.5.4.26

8 Para 25.4.8

% Para 2.5.4.22

10 para 2.1.4.18

11 para 2.2.4.1

12 para 2.2.4.3

13 para 3.1.4.3

14 Para 2.5.4.13
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g. Recommendations

Vi.
Vil.

viil.

Xi.

Xii.

Xiil.

XiV.

Cabinet Division may take disciplinary action against the persons(s)
responsible for non-production of record and ensure timely provision of
record,;

Petroleum Division may take up the matter with Federal Government for
early resolution of ever increasing monstrous Circular Debt;

The management of respective organizations should strengthen the
recovery mechanism besides recovering the outstanding dues from
customers;

The management of SNGPL must effect recovery of RLNG cost from
SSGC and resolve all outstanding disputes between the two PSEs;
Petroleum Division may probe the matter for non-implementation of
Finance / Petroleum Divisions’ instructions / SOPs besides ensuring
recovery proceedings against the EOUs availing subsidy without making
any exports;

Petroleum Division may take steps for early recovery of Royalty;

The management may ensure implementation of ECC decision regarding
gas priority order in connection with Natural Gas Allocation and
Management Policy, 2005;

Petroleum Division may resolve the issue and ensure timely completion
of gas development schemes;

SNGPL must ensure the supply of RLNG on concessionary rates to the
extent of approved contractual load. The matter needs to be probed for
extending undue benefit to EOUs besides effecting recovery;

Petroleum Division must ensure recovery of sales proceeds from GHPL
and deposit in Government Treasury;

The equipment must be installed on wells operated by OGDCL at the
earliest to avoid further loss in production;

OGDCL must rationalize the expenditure of depleted fields to safeguard
the interests of the organization;

OGRA must ensure timely deposit of surplus receipts over expenditure
and fines & penalties to the Federal Consolidated Fund; and

Petroleum Division may probe violation of Assignment Account
Procedure besides deposit of interest accrued in Government treasury.

Xii



Sectoral Analysis

Ministry of Energy (Petroleum Division) administers Petroleum Sector
under Rules of Business, 1973. It deals with policy formulation, legislation,
planning regarding exploration, development and production, import and export
of petroleum products, matters bearing international aspects and administration
of the Petroleum Products and Natural Gas Ordinances, 1961 and 1967
respectively besides assisting Federal Government / Cabinet and its Committees
in decision making. The sector holds a pre-eminent position in the economy of
Pakistan due to the following salient features:

i. With a foreign direct investment of Rs 41,389.929 million (US$ 195.3
million) in FY 2021-22, the sector remained one of the leading sources of
foreign direct investment;®

ii. The sector raised significant amount of Non-Tax Revenue for the
government amounting to Rs 296,071 million;!® and

iii. Imports of crude oil, LNG and other petroleum products during the FY
2021-22 remained Rs 4,756,872 million (US$ 23,318 million).Y’

Achievement against Targets

Petroleum Division measures its performance in terms of budget,
geological surveys, exploration, production and distribution of oil and gas and
other energy resources. A review of achievement of targets set in Medium Term
Budgetary Framework (MTBF) for FYs 2020-21 and 2021-22 is tabulated
below:

2020-21 2021-22

Sr. . % %
No. Item Unit Target | Actual | Achie- | Target | Actual | Achie-

vement vement
1 Domestic Production
1.1 | Crude Qil M. B 30.00 | 27.00 90 | 28.690 26.80 93
1.2 | Gas TCF 1.43 1.27 88 1.287 1.23 96
13 | LPG M.T 753.05 | 764.77 101 | 760.941 | 782.36 103
2 No. of Wells drilled
2.1 | Exploratory | Nos. | 44 | 13 | 29 | 44 | 27 | 61

15 pakistan Investment Board Data 2021-22
16 petroleum Division Receipts
17 MOC data for FY 2021-22




2.2 | Development| Nos. | 36 | 15 | 41 | 54 | 29 | 54
3 Gas Consumers Added

31 | snepL Nos. | 405,450 262'22 64 | 303050 | 54,405 18
3.2 | SSGC NOs. 125,245 | 70,687 56 | 134,276 | 76,349 57
4 Gas Network / Transmission Extension by Gas Companies

4.1 | SNGPL Kms 6,291 | 2,947 46 1532 2327 152%
4.2 | SSGC Kms 1,206 593 49 1635 924 56%

(Source: Annual Plan 2021-22 and 2022-23 by Planning Commission and data provided by

Petroleum Division)

As it can be seen from the above data, the Division had not been able to
achieve its targets of wells exploration and gas network extension.

Position of Oil and Gas Reserves

Oil

Domestic production remained 27 million barrels against target of 29
million barrels, showing 90% achievement during FY 2021-22. According to
Petroleum Division, out of total oil reserves of 1,245.06 million barrels, 1,012
million barrels had already been consumed thus leaving a balance of 232.51
million barrels of oil reserves in Pakistan.

Oil Reserves (million US Barrels) as on June 30, 2022

- . . % age of
. Original Cumulative Production Balance
Province balance
Recoverable / Consumed Recoverable

recoverable
Baluchistan 1.99 0.27 1.72 0.74
KP 248.86 182.28 66.57 28.64
Punjab 460.39 385.87 74.53 32.05
Sindh 533.82 44413 89.68 38.57
Total 1,245.06 1,012.55 232.51 100

(Source: Data of Petroleum Division)

Gas

Pakistan had over 63.248 TCF reserves of natural gas, out of which
around 43.736 TCF had already been consumed. According to Planning
Commission, domestic production of gas during FY 2021-22 remained 1.237
TCF against the target of 1.287 TCF.




Gas Reserves (TCF) as on June 30, 2022

. Original Cumulqtive Balance % age of
Province R Production / balance
ecoverable Recoverable

Consumed recoverable

Baluchistan 20.693 15.466 5.227 26.79
KP 2.960 1.894 1.067 5.47
Punjab 4.036 2.414 1.621 8.31
Sindh 35.559 23.961 11.597 59.43
Total 63.248 43.736 19.512 100

(Source: Petroleum Division)

Natural gas forms one of the major components of country’s energy mix
with 33% of indigenous gas, 10% of RLNG and 1% LPG. Incremental increase
of 5% per year in the demand for natural gas had already exhausted the limited
indigenous gas reserves with the passage of time. Rapid depletion of existing
reserves with no substantial new discovery since 2001 was one of the main
reasons for ever-widening gap in demand and supply of natural gas in the
country. Indigenous production is 1.23 TCF per annum (3,370 MMCFD) against
demand of gas about 1.858 TCF*® (5090 MMCFD) per annum in the country,
thus, leaving a deficit of 0.628 TCF per annum (1,720 MMCFD). To make good
the total shortfall of 0.628 TCF (1,720 MMCFD), 0.328 TCF (900 MMCFD)
LNG was imported and injected in the system. Share of LNG in the natural gas
supply had risen to 29% of the total supply of natural gas in the system.
Currently, net shortfall of 0.30 TCF (820 MMCFD) of gas was either managed
through curtailment / load management across different sectors of the economy
or ultimately faced by general public.

Minerals

In accordance with Article 172 of the Constitution of Islamic Republic of
Pakistan, minerals other than nuclear minerals and those occurring in specified
federal areas, fall under the purview of provinces. The Federal Government
being responsible for formulation of national policies / plans promulgated
National Mineral Policy, 2013 which necessitated the revamping of mineral
sector and PMDC, the only federal entity involved in the exploration, mining and
marketing of minerals. But NMP, 2013 was not implemented by DG (Mineral) /
Petroleum Division and resultantly, revamping of PMDC could not be initiated.

18 petroleum Industry Report - OGRA 2020-21
3



Production of main minerals i.e., salt and coal, was 2,435,929 Tons and 854,084
Tons respectively for the FYs 2020 to 2022%°.

Major initiatives were taken by the Petroleum Division for the uplift of
mineral sector of Pakistan includes a PSDP project under Public Sector
Development Program 2022-23 and establishment of National Minerals Data
Center through PSDP at cost of Rs 295 million to maintain data repository.
Another PSDP project at cost of Rs 100 million was initiated to acquire Legal
Consultancy Services for drafting of Model Mineral Agreement and updating of
Regulatory Framework (Federal and Provincial Mineral / Coal Departments).

Issues in Ministry of Energy (Petroleum Division)

Supply chain of Petroleum Sector is broadly divided into upstream,
midstream and downstream segments. Upstream segment contains exploration
and production (E&P) activities which include conducting geological surveys
and obtaining land rights and production activities with regard to both onshore
and offshore drilling. Midstream activities include the storage, processing and
transportation of petroleum products. Downstream segment was closer to end
users of petroleum products in the supply chain. Marketing and distribution of
these products also fall under this category.

DG (PC) deals with E&P sector to formulate and implement the
Petroleum Policies, E&P Rules and Petroleum Concession Agreements. Absence
of an independent upstream regulator had resulted in in-ordinate delay in
extension of leases, award, cancellation of blocks and allocations of oil and gas
to buyers. E&P sector was confronted with multiple challenges that, inter-alia,
include slow exploration and production of hydrocarbons, OGDCL being the
largest E&P company could not achieve its own set targets (up to 53%) in last
three years due to lack of proper project appraisal and defective performance
evaluation system?. Adverse security conditions in the exploration areas caused
extra cost, damage to assets and disruption of E&P activities. E&P variable costs
of low and depleting reserves could not be rationalized over the years which
resulted in recurrence of avoidable expenses?..

19 Data provided by PMDC
20 Para 2.2.4.9
2 para 2.2.4.3



Multiple projects of E&P companies were delayed leading to cost over-
run and non-achievement of set targets of production?’. Production could not be
enhanced due to non-installation of required equipment?®. Further, unnecessary /
unjustified procurements caused blockage of funds which ultimately led to
wasteful expenses?*. Off-spec / low BTU gas could not be sold due to less off-
takes by purchasers / IPPs on the plea of not on merit order / priorities set by
NTDC, resultantly huge volume of low BTU gas had been flared / wasted since
last two years?>.

Gas Sector circular debt had risen to Rs 947.873 billion and an amount of
Rs 18.546 billion on account of sales of HSFO / HSD was receivable from power
sector. Overall petroleum sector circular debt accumulated to Rs 966.429 billion
as on June 30, 2022%. Due to non-availability of funds, E&P companies
remained unable to accelerate exploration and production activities. Public
Sector Enterprises i.e., OGDCL, PPL, PSO, and PLL working under Petroleum
Division, were facing liquidity crunch due to huge circular debt piled up due to
non / short payment by power sector companies. Apart from receivables from
power sector, gas companies remained unable in making timely payments to
aforesaid PSEs due to non-resolution of their disputes with each other, non-
recovery of huge outstanding dues from industrial consumers, unpaid subsidies
and other gas / RLNG supply chain issues?’.

Gas sector related issues could not be resolved despite highlighting time
and again rather these were worsening over the years which includes inter alia
gas shortage due to ever widening demand and supply gap, unabated UFG losses
especially of SSGC hovering around 17%2¢, and under-utilized LNG
infrastructure ranging 250-300 MMCFD every year?®. Gas shortage could have
been mitigated by utilizing this idle capacity enabling import of LNG (up to
1200 MMCFD) but LNG procuring agencies i.e., PSO / PLL failed to arrange
imports there-for and no long term contract either G2G or commercial basis were

2pgra2.24.1&2.2.45

B Para2.2.4.1

2% Para2.2.4.24

25 AIR Para 2 (F-11/2021)

% Paras 2.3.4.3,2.4.4.2,25.4.5,2.6.44 & 2.2.1(B)

27 Paras 2.5.4.4,2.5.45,25.4.6,25.4.7,2.6.44,2.6.45 & 2.6.4.6
28 Para 2.6.4.1

2 Para 2.7.4.8



executed and seemed unviable in near future due to high RLNG prices®®. RLNG
being costlier as compared to indigenous gas and most of consumers tend to use
cheaper gas unless subsidized by Government. To cope with the demand supply
issues, addressing the duality of legal regimes for indigenous gas and RLNG
especially for pricing purpose was necessary and legislation relating to
amendments in OGRA Ordinance, 2002 had been made in January / February,
2022 but the same could not be implemented yet. Resultantly, RLNG pricing
could not be brought under the OGRA Ordinance, 2002 and WACOG for
blended gas i.e. indigenous and RLNG was yet to be formulated®!.

Due to weak contractual framework, disputes between two gas
companies remained unresolved such as recovery of cost of RLNG withheld by
SSGC (Rs 47 billion) prior to June, 2020, SSGC was claiming high UFG losses
due to handling of RLNG volumes in its pipeline and Third Party Audit of UFG
losses could not be finalized by OGRA32, Moreover, ECC issued guidelines for
RLNG pricing and its components in May, 2018 but OGRA could not determine
the final RLNG prices since inception of RLNG regime. In Novenber, 2021,
OGRA tasked SNGPL to ascertain RLNG price components which could not be
done despite lapse of more than one year®3,

Federal Government took multiple initiatives to mitigate gas shortage in
winter and issued instructions to SNGPL for diversion of RLNG (which was
initially meant for power / industrial sectors) to domestic sector on domestic
tariff in winter months. SNGPL claimed the difference of RLNG price and
domestic tariff of indigenous gas amounting to Rs 176.362 billion (129,106,823
MMBTU) from Federal Government for the FYs 2018-19 to 2021-22. However,
SNGPL did not arrange any measurement and billing mechanism for such
diversion to domestic consumers. Federal Government released funds of Rs 67
billion and payment was made to SNGPL during the FYs 2021-22 and 2022-23
without validating the claims of SNGPL with regard to measurement of actual
RLNG diverted. SNGPL’s claims for balance amount (Rs 110 billion) were still
pending with Federal Government®*,

%0 Para 5.3.7 Special Audit Report on RLNG Supply Chain

31 Para 5.1.1 Special Audit Report on RLNG Supply Chain

%2 Paras 5.4.1 & 5.5.7 Special Audit Report on RLNG Supply Chain
33 Para 5.6.1 Special Audit Report on RLNG Supply Chain

34 Data provided by SNGPL
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Despite diversion of RLNG in huge quantity to domestic sector, gas
shortage could not be substantially mitigated because winter load management
and curtailment schedules announced by Federal Government were not
implemented in letter and spirit because gas supply to industry / CNG sectors
were continued in violation of instructions issued by Federal Government®.
Some other related issues also remained unresolved such as non-adjustment of
indigenous gas to RLNG consumers on account of energy equivalence (Rs 68
billion) and diversion of RLNG to domestic consumers in summer months
(Rs 30 billion)®.

In order to boost exports and foreign exchange reserves, Federal
Government introduced regionally competitive energy tariffs and issued
directions to SNGPL for supply of RLNG to Export Oriented Units on
concessionary rates (at US$ 6.5 per MMBTU) from October, 2018 onwards.
SNGPL claimed / received an amount of Rs 105 billion on account of RLNG
subsidy above US$ 6.5/MMBTU from the Federal Government for the FYs
2018-19 to 2021-22%. This scheme was flawed owing to absence of any
monitoring mechanism to keep watch over exports / remittance by EOUs
benefiting from the scheme. ECC and CCoE and relevant ministries have taken
the cognizance of possible misuse of the scheme and decided to devise proper
mechanism for provision of concessionary facility to actual exporters.

Accordingly, Finance / Petroleum Divisions both issued instructions to
SNGPL to prepare master data of EOUs including FBR authentication of EOUs
data and banking information and random inspections to eliminate misuse /
unauthorized use of subsidized gas on non-export operations. But SNGPL did
not implement the instructions of Finance / Petroleum Divisions, resultantly, 277
EOUs were not making any exports according to exports data provided by FBR
but they availed the benefit of concessionary rates to the tune of Rs 21.519
billion®. Further, 128 EOUs had been enhancing their connected load than
contractual loads to obtain more subsidized gas without fulfilling codal
formalities®®. The subsidized RLNG was mainly used for power generation by

% Paras 2.5.4.27 and 5.7.2 Special Audit Report on RLNG Supply Chain

% Paras 2.5.4.26 and 5.7.1 & 5.7.3 Special Audit Report on RLNG Supply Chain
37 Data provided by SNGPL

% para 2.5.4.21

% Para 2.5.4.22



CPPs and Energy Efficiency Audits of CPPs were not conducted by Power
Division / NEECA in compliance of CCoE decision.

High prices of petroleum products were prevailing in the international
market during the FY 2021-22 causing adverse impact on the economy due to
high inflation. In order to provide relief to general public and to alleviate the
inflationary impact, Federal Government introduced fixed price for petrol in
February, 2022 which was much lower than prices in the international market.
Resultantly, Federal Government framed a mechanism of Price Differential
Claims (PDCs) for refineries and OMCs under the supervision of OGRA / DG
(Oil). Huge amount of Rs 244 billion was paid on this account to refineries and
OMCs*, Refinery Policy, 2021 was remained on the agenda of Cabinet and its
Committees but could not be approved due to disagreement on benefits given to
refineries and unsettled issue relating to retention of Deemed Duty under tariff
protection and its utilization by refineries for up-gradation of plants.

Issues relating to Oil Sector remained unresolved over the years such as
lack of demarcation of legal powers between DG (Oil) and OGRA, defective and
ineffective punitive Clauses requiring meagre amount of penalties, non-
development / non-maintenance of minimum mandatory storage and stock,
expansion of retail network without commensurate storage, sale of petroleum /
smuggled products by dabba stations / illegal petrol pumps, dumping of
petroleum products and misuse of IFEM due to absence of end-to-end
automation and digitization of reporting of whole oil supply chain and its
monitoring system by DG (Oil) / OGRA*. Port infrastructure for berthing of
vessels and unloading of petroleum products and its transportation to
interconnected storage facilities of OMCs was insufficient to cater for heavy
imports resulting in constraints i.e. port congestion, disruption in supply chain
and imposition of huge demurrages*?.

Petroleum Division and OGRA need to address the systemic issues to
make PSEs robust, transparent, efficient and sustainable besides streamlining the
gas / oil supply chains to ensure uninterrupted supply of gas and petroleum
products.

40 Data provided by DG (Qil) and OGRA
4l Paras 2.1.4.10 & 2.1.4.11
42 Para2.1.4.9



Chapter-1
Public Financial Management
1.1 Issues related to M/o Energy (Petroleum Division)

Significant paras framed during financial attest audit of Non-Tax
Receipts of Ministry of Energy (Petroleum Division) for FY 2021-22 are as
under:

1.1.1 Significant variation of actual collection with revised budget estimates -
Rs 26,473 million

According to Para 7(1)(k) of Financial Management and Powers of
Principal Accounting Officers Regulations, 2021, the principal accounting
officer shall be responsible, for budget executions according to plans, policy
priorities of the government, rules and performance agreement. This includes the
realization of economic forecasts and projections as well as achievement of goals
and targets committed with reference to objective based budgeting. Further,
according to Para 32(2)(b) of Regulations ibid, Chief Finance and Accounts
Officer under the supervision of Principal Accounting Officer shall examine
budget estimates of revenue receipts in the light of previous collections with
justification of variance, relevant enactments, regulations, rules and instructions.

During financial attest audit of receipts administered by DG (PC), DG
(Gas) and DG (LGs) Islamabad for the financial year 2021-22, it was observed
that there was a significant difference between revised budget estimates and
actual collection as detailed below:

(Rs in million)

Sr. Head of Account Revised Actual | Variation % of actual
No. Budget collection collection to
estimates Revised Budget
estimates
1 | C03906-Royalty  on 60,046 50,924 9,122 85%
Gas
2 | C03902-GDS 30,000 20,372 9,628 68%
3 | C03916-GIDC 25,000 18,618 6,382 74%
4 | C03917-Petroleum 5,000 3,659 1,341 73%
Levy on LPG
Total 120,046 93,573 26,473

(Source: Explanatory Memorandum, Federal Budget 2022-23)
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Audit was of the view that due to un-realistic revenue estimates, DGs’
failed to achieve the revised revenue targets.

The matter was reported to the management in September, 2022. The
management in its reply dated October 17, 2022 stated that non-achievement of
budgeted targets was due to non-realization of Royalty on Natural Gas from M/s
OGDCL on those fields which were governed under Pakistan Petroleum
(Exploration and Production) Rules, 1986. This non-payment occurred due to the
fact that OGDCL did not receive the invoiced amount from the gas purchasers
due to country wide circular debt. DG (Gas) and DG (Qil), explained that both
offices had achieved the revenue targets according to revised estimates submitted
by them to Finance Division based on actual collection trend of receipts.

DAC in its meeting held on October 20, 2022 directed DG (PC) to take
up the matter with OGDCL for recovery of Royalty and share the outcome with
Audit. DG (Gas) and DG (LGs) were directed to submit revised reply with
reference to budget estimates submitted to the Finance Division, targets set by
the Finance Division, efforts made for rationalization of targets and reasons for
non-achievement of targets set by the Finance Division.

Audit recommends to implement the decision of DAC.
[MR-01]

1.1.2 Poor estimation of receipts due to framing of Rules against public
interest

According to Para 32(3) of Financial Management and Powers of Principal
Accounting Officers Regulations, 2021, the Chief Finance & Accounts Officer
shall be responsible, in respect of economic forecasting to examine the budget
requirements and revenue estimations and shall also analyse financial strengths
and weakness and other related aspects. He shall assist the Principal Accounting
Officer in economic forecasting through which the Division or department or
office concerned shall be able to map its financial future and role in overall
economic picture. Further, Rule 3(a) of Natural Gas (Development Surcharge)
Rules, 1967 provides that every company shall deposit at the Government
treasury the amount of Gas Development Surcharge payable by it in respect of
the sales during the calendar month within two months of the close of that
month.
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During financial attest audit of receipts administered by DG (Gas),
Islamabad for the financial year 2021-22, it was observed that the liberty was
granted in applicable Rules to purchasers of gas to pay GDS to the gas seller. On
receipt of GDS, the gas seller was liable to deposit the same in Government
Treasury within one month of receipt of GDS. Similarly, no Rules were framed
by DG (Gas) indicating the due date of deposit of GIDC in Government
Treasury. Due to framing Rules against public interest, the DG (Gas) failed to
estimate the receipts on realistic basis which had significant implication on the
budget preparation process as no one can estimate the receipt accurately.

Audit was of the view that weak regulatory oversight resulted in framing
the Rules against public interest which led to poor estimation of receipts.

The matter was reported to the management in September, 2022. The
management in its reply dated October 17, 2022 stated that draft summary on the
proposed amendments in Gas (Development Surcharge) Ordinance, 1967 was
circulated to Finance and Power Division. Comments of Finance Division were
received and comments were awaited from Power Division. Upon receipt of
comments, the summary would be submitted to the CCLC.

DAC in its meeting held on October 20, 2022 directed the DG (Gas) to
expedite the finalization of amendment in GDS Ordinance.

Audit recommends to implement decision of the DAC.
[MR-3]

1.1.3 Undue retention of collected amount of Royalty by NBP depriving the
provinces of due share - Rs 343.724 million

According to Para 7(1)(p) of Financial Management and Powers of
Principal Accounting Officers Regulations, 2021, the principal accounting
officer shall be responsible to undertake reconciliation with accounting offices
on monthly basis related to revenues and expenditure of the division.

During financial attest audit of receipts administered by DG (PC),
Islamabad for the financial year 2021-22, it was observed that 06 challans
relating to Royalty on Natural Gas and Crude Oil amounting to Rs 343.724
million were paid by Pakistan Oil Field Limited in NBP, but no record of this
receipts of Royalty was reported to FTO by NBP. This resulted in undue
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retention of collected amount of Royalty by NBP depriving the provinces of due
share amounting to Rs 343.724 million.

(Rs in million)

Sr. | Company Month / Head of | Challan No. & | Instrument Amount

No. Name Date Account Date No. & Date

1 | POL 30.09.2021 | C-03906 | Nil dt. 30.09.21 | 99558929 9.334

2 | POL 30.09.2021 | C-03906 | Nil dt. 30.09.21 | dt. 20.09.21 2.542

3 | POL 30.09.2021 | C-03906 | Nil dt. 30.09.21 121.505

4 | POL 30.09.2021 | C-03906 | Nildt. 30.09.21 | 99558928 9.441
dt. 29.09.21

5 | POL 30.09.2021 | C-03905 | Nil dt. 30.09.21 | 99558927 50.811
dt. 29.09.21

6 | POL 30.09.2021 | C-03905 | Nil dt. 30.09.21 150.091

Total 343.724

Audit was of the view that negligence of management resulted in non-
reporting of Royalty on Natural Gas and Crude Oil as well as non-transfer of
Royalty to the concerned province. Similar nature paras were pointed out in audit
reports 2021-22 [Para No. 1.1] of Rs 8,979.803 million, 2020-21 [Para No.
2.1.7.2] of Rs 25,0582.440 million and 2019-20 [Para No. 1.2.4] of Rs 4.121
million.

The matter was reported to the management in September, 2022. The
management in its reply dated October 17, 2022 stated that the matter was taken
up with the company, bank and FTO. The FTO informed that they had adjusted
the said amount in the month of August, 2022.

DAC in its meeting held on October 20, 2022 directed the DG (PC) to take
up the matter with NBP / FTO regarding undue retention of Government receipts
for almost one year and to pay the interest for the retaining period. DAC further
directed the DG (PC) to strengthen its internal controls for timely reconciliation
of receipts.

Audit recommends to implement the decision of DAC.
[MR-4]

1.1.4 Non-availability of record for refund payment of Petroleum Levy -
Rs 47.165 million

According to Sr. No. 29 (5)(i) of Second Schedule framed under Rule 3(3)
of Rules of Business, 1973 the Ministry of Energy (Petroleum Division) is the
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administrator of the Petroleum Products (Petroleum Levy) Ordinance, 1961.
Further, according to Section 3-A of the Petroleum Products (Petroleum Levy)
Ordinance, 1961 the central Government may in such general cases if may
prescribed by rules or in particular cases by special order, exempt a refinery or
company from the payment of Petroleum Levy in respect of all or any of the
petroleum products or authorized the refund in whole or in part of the Petroleum
Levy paid by licensee. Furthermore, according to Para 7(1)(p) of Financial
Management and Powers of Principal Accounting Officers Regulations, 2021,
the Principal Accounting Officer shall be responsible to undertake reconciliation
with accounting offices on monthly basis related to revenues and expenditure of
the Division and the Rules there under.

During financial attest audit of receipts administered by DG (Oil),
Islamabad for the financial year 2021-22, it was observed that reconciliation
statement of RTO Islamabad for and up to the month of June, 2022 showed that
Rs 47.165 million was refunded on account of Petroleum Levy but no record of
refund was available with DG (Oil).

Audit was of the view that weak internal controls led to non-availability of
source document for refund of Rs 47.165 million.

The matter was reported to the management in September, 2022. The
management in its reply dated October 18, 2022 stated that FBR refunds
Petroleum Levy through their approved mechanism and reconciles the same with
AGPR office. FBR had already devised a mechanism for disbursing these
refunds according to their existing laws. Documents for refund of Petroleum
Levy were maintained by FBR.

DAC in its meeting held on October 20, 2022 directed the DG (Oil) to take
up the matter with FBR for provision of source documents and share the same
with Audit for verification. DAC further directed the Petroleum Division-DG
(Oil) to devise a mechanism for reconciliation of Petroleum Levy in consultation
with all stakeholders.

Audit recommends to implement decision of the DAC.
[MR-7]
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Chapter-2
Ministry of Energy
2.1 Petroleum Division

2.1.1(A) Introduction

The Ministry of Energy was created in August, 2017 after merging of
Ministry of Petroleum and Natural Resources with the Power Division of the
Ministry of Water and Power. The Ministry has two Divisions - Petroleum and
Power, each being administered by a Federal Secretary. The Petroleum Division
is responsible for coordinating the development of natural resources of energy
and minerals in Pakistan. It aims to ensure, secure and make available
sustainable energy supply for economic development as well as facilitate and
promote exploration and production of oil, gas and mineral resources in the
country.

The Petroleum Division also collects a number of receipts of government
of Pakistan through DG (PC), DG (Qil), DG (Gas) and DG (LGs). The DG (PC)
deals with receipts of Royalty on Crude Oil and Natural Gas, Rent of lease /
license areas, Marine Research Fee and Production Bonus etc. The DG (Oil)
deals with Petroleum Levy, Discount retained on local Crude Oil price and
Windfall Levy on Crude Oil. The DG (Gas) deals with Gas Development
Surcharge and Gas Infrastructure Development Cess. The DG (LGs) deals with
the matters relating to liquefied gases and administer collection of Petroleum
Levy on Liquefied Petroleum Gas (LPG), whereas DG (Special Projects)
coordinates between different directorates of Petroleum Division for
implementation of the decisions of Cabinet and its committees.

Geological Survey of Pakistan (GSP) is an attached department of the
Ministry of Energy (Petroleum Division) which is primarily responsible for
collection and dissemination of geological information about the country so that
the earth’s resources could be best exploited and utilized. Department of
Explosive is an attached department, which implements the enactments on the
subject and policies of the government. It is technical-cum-administrative
department and its main objective is to enhance the public safety within the
licensed premises. The Hydrocarbon Development Institute of Pakistan (HDIP)
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is an autonomous Research & Development organization under Ministry of
Petroleum & Natural Resources.

Audit profile of Ministry of Energy (Petroleum Division) is under:

(Rs in million)

Sr. Description Total | Audited | Expenditure Revenue /
No. Nos. involved Receipts
FY 2021-22 involved
FY 2021-22
1 MoE (PD)/Bodies/Dep.

(i) | Ministry of Energy (PD) 1 1 428.583 296,071.000

(i) | GSP 1 1 889.372 -

(iii) | HDIP (expenditure & 1 1 112.000 -
receipts)

(iv) | Department of Explosives 1 1 93.280 588.192
Profile of MoE 4 4 1,523.235 296,659.192
(PD)/Bodies/Dep.

2 Autonomous Bodies / 14 09 4,239,350.440 | 4,547,471.977
PSEs etc. under the
PAO

(Detail is at Annexure-2)
2.1.1(B) Comments on Budget and Accounts

A comparison of revised estimates and actual non-tax receipts of the
Ministry for the FY 2021-22 is tabulated as follows:

(Rs in million)

. . Difference from
Original | Revised . .
. Collection** Revised Target
Nature of Receipt Target* | Target* 2021-22
2021-22 | 2021-22 Absolute | Percentage
1 2 3 4 5 (4-3) 6
Petroleum Levy (C0-3901) | 610,000 | 135,000 127,483 7,517 5.57
Gas Development
Surcharge 36,000 | 30,000 20,372 9,628 32.09
(C0-3902)
Royalty on Qil (C0-3905) 35,000 | 40,000 43,484 3,484 8.71
Royalty on Gas (C0-3906) 65,000 | 60,000 50,924 9,076 15.13
Discount Retained on
Local Crude Oil (C0-3910) 20,000 | 16,000 16,503 503 3.14
Windfall Levy (C0-3915) 10,000 | 12,000 14,396 2,396 19.97
Gas Infrastructure 130,000 | 25,000 18618 | 6382 | 2553
Development Cess (CO-
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3916)

Petroleum Levy on LPG

(C0-3917) 7,600 5,000 3,659 1,341 26.82

Others (C0-3808) 450 800 32 4.00
Total | 914,050 | 323,800 296,071 | 40,359

*Explanatory Memorandum of Federal Receipts 2022-2023
** Collection according to AGPR Data

The Ministry collected Rs 296,071 million against revised estimates of
Rs 323,800 million for the FY 2021-22. It showed overall less collection of
Rs 27,529 million (-8.5% as compared with the revised estimates of receipts).
The actual collection against the original budgeted targets raised question on the
methodology of budgeting process as shortfall in collection of receipts amounted
to Rs 617,779 million (-67.59%) as compared with original budgeted targets.

A comparison of actual receipts between the FYs 2020-21 and 2021-22 is

tabulated as follows:

(Rs in million)

Nature of Receipt Collection Difference
FY: 2021-22 | FY:2020-21 Absolute Percentage
1 2 3 4 (2-3) 5
Petroleum Levy (C0-3901) 127,483 424,856 297,373 233.26
Gas Development Surcharge 20,372 22,523 2,151 10.56
(C0-3902)
Royalty on Oil (C0-3905) 43,484 22,406 21,078 48.47
Royalty on Gas (C0-3906) 50,924 48,511 2,413 4.74
Discount Retained on Local 16,503 10,332 6,171 37.39
Crude Oil (C0-3910)
Windfall Levy (C0-3915) 14,396 3,028 11,368 78.97
Gas Infrastructure 18,618 19,439 821 4.41
Development Cess (C0-3916)
Petroleum Levy on LPG 3,659 3,556 103 2.81
(C0-3917)
Others (C0-3808) 832 1,033 201 24.16
Total 296,071 555,684 341,679

(Source: Financial Statements of the Federal Government for the FY 2020-21 and AGPR Data)

The table revealed significant shortfall in collection of Petroleum Levy of
Rs 297,373 million as compared to FY 2020-21. However, there was increasing
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trend in collection of Royalty on Oil, Natural Gas, Windfall levy and Discount
Retained on Local Crude Qil Price.

2.1.2 Classified Summary of Audit Observations

Audit observations amounting to Rs 71,893.620 million were raised in
this report during the current audit of Ministry of Energy (Petroleum Division).
This amount also includes recoverable of Rs 52,673.060 million as pointed out
by Audit. Summary of the audit observations classified by nature is as follows:

Overview of Audit Observations
(Rs in million)

Sr. Classification Amount
No.
1 Irregularities -
A | Assessment and Realization of GIDC and GDS 28,349.090
B | Assessment and Realization of Petroleum Levy and 4,002.501
Windfall Levy
C | Assessment and Realization of Royalties on Crude Oil and 17,723.705
Gas
D | Issues Related to Qil 1,279.430
E | Issues Related to Corporate Affairs -
2 Others 20,538.894
2.1.3 Compliance of PAC Directives
Audit Total Compliance Compliance %age of
Year Directives Reported Awaited Compliance
1990-91 04 04 0 100
1991-92 01 01 0 100
1992-93 04 04 0 100
1993-94 01 01 0 100
1994-95 01 01 0 100
1995-96 01 01 0 100
1996-97 05 05 0 100
1997-98 03 03 0 100
1998-99 15 15 0 100
1999-00 04 04 0 100
2000-01 06 0 06 0
2001-02 01 0 01 0
2002-03 01 0 01 0
2003-04 01 01 0 100
2004-05 03 0 03 0
2005-06 02 01 01 50
2007-08 04 0 04 0
2008-09 16 10 06 63
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2009-10 11 0 11 0
2010-11 26 24 02 92
2011-12 30 13 17 43
2012-13 32 10 22 31
2013-14 40 19 21 48
2014-15 26 09 17 35
2015-16 31 07 24 23
2016-17 29 06 23 21
2017-18 21 05 16 24
2018-19 05 01 04 20
2019-20 07 01 06 14

Total 332 146 184 44

The table showed lackluster compliance of PAC’s directives in recent
years. The division, therefore, needs to take the issue of compliance of PAC’s
directives seriously to improve the current position.
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2.1.4 Audit Paras
Assessment and Realization of GIDC and GDS

2.1.4.1 Non-realization of GDS due to lacuna in Rules - Rs 24,519 million

According to Section 3 of the Natural Gas Development Surcharge
Ordinance, 1967, every company shall collect and pay to the Federal
Government a development surcharge equal to differential margin, in respect of
gas sold by it. Further, as per amended Natural Gas Development Surcharge
(GDS) Rules, 1967, GDS was payable by the company within one month of the
receipts from the consumer.

During audit of DG (Gas), Islamabad for the FY 2021-22, it was
observed that DG (Gas) did not realize GDS amounting to Rs 24,519 million
from various companies in respect of gas sold to fertilizer and power companies
as detailed below:

(Rs in million)

32‘_ Name of Company O%zﬁizi;ng

1 PPL 14,815

2 MPCL 9,704
Total 24,519

Further, no time limit had been prescribed for end users / consumers to
pay GDS to Gas Utility companies or E&P Companies. This had given leeway to
companies to withheld GDS.

Audit was of the view that defective regulatory frame work resulted in
non-realization of GDS. Similar nature paras were also pointed out in audit
reports 2021-22 [Para No. 2.1.4.2] of Rs 42,959.380 million, 2020-21 [Para No.
2.1.7.2] of Rs 25,0582.440 million, 2019-20 [Para No. 2.1.7.3] of Rs 20,582.840
million and 2018-19 [Para No. 2.1.5.1] of Rs 30,088.610 million.

The matter was reported to the management in August, 2022. The
management in its reply dated December 07, 2022 stated that prior to
amendments in GDS Rules, GDS was payable within two months which was
amended to one month. An amount of Rs 14,815 million pertained to PPL for the
period July, 2021 to June, 2022. According to Finance Act, 2012, the company
was responsible to make payments into the Government Treasury only after the
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same had been recovered. GENCO-II has continuously been defaulting in timely
settlement of gas sales bills due to which PPL was unable to make timely
payment of GDS. Out of Rs 9,704 million, an amount of Rs 2,866 million has
been recovered from MPCL in the month of July 2022 and the same was verified
by Audit.

DAC in its meeting held on December 28, 2022 directed the management
to take up the matter with Power Division for early settlement of the issue and
expedite recovery of remaining amount of Rs 21,653 million. Para was reduced
to the extent of recovered and verified amount of Rs 2,866 million.

Audit recommends to amend the Rules in public interest besides recovery
of billed GDS.

[DP No. 1958]
2.1.4.2 Inadmissible Payment from GIDC - Rs 2,296.760 million

According to Section 4(1) of Gas Infrastructure Development Cess Act,
2015, the Cess shall be utilized by the Federal Government for or in connection
with infrastructure development of Iran-Pakistan Pipeline Project, Turkmenistan-
Afghanistan-Pakistan-India (TAPI) Pipeline Project, LNG or other ancillary
projects.

During audit of DG (Gas), Islamabad for the FY 2021-22, it was
observed that ISGS spent an amount of Rs 2,296.760 million from GIDC for the
repayment of principal amount of loan and interest thereon amounting to
Rs 1,660 million to GHPL and also accrued operational cost of Rs 636.760
million, which was in violation of above-mentioned Act. However, these
payments were made in pursuance of the decision of the ECC dated December
24, 2020. This resulted in inadmissible payment of loan, interest and operational
cost paid from GIDC of Rs 2,296.760 million.

Audit was of the view that weak monitoring by DG (Gas) resulted in
inadmissible payment of loan from GIDC of Rs 2,296.760 million.

The matter was reported to the management in August, 2022. The
management in its reply dated December 07, 2022 stated that ECC of the
Cabinet in its meeting held on February 10, 2020 approved the rationalized
expenditure for the company as approved by the ISGS Board including TAPI
and NSGP commitments to be funded through GIDC funds, if possible. Further,
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ECC of the Cabinet in its meeting held on December 24, 2020 approved that all
direct and indirect costs in relation to ISGS gas import and infrastructure projects
should be met through the GIDC funds until any of ISGS’s projects generated
revenue. Furthermore, GIDC High Powered Project Review Board in its meeting
held on December 28, 2020, among others accorded its approval for repayment
of GHPL loan and operational cost of ISGS. The payment of loan and utilization
of Cess for operational cost was made after approval of relevant forum and was
in line with Section 4 (i) of GIDC Act, 2015.

Audit contended that no infrastructure was developed by the company
since its establishment in 1996. Repayment of loan and meeting expenditure of
company from GIDC funds was not admissible.

DAC in its meeting held on December 28, 2022 directed the management
to seek clarification from Law & Justice Division and share the outcome with
Audit.

Audit recommends to implement the decision of DAC.
[DP Nos. 1959 & 1960]

2.1.4.3 Inadmissible adjustment of GDS resulting in short realization of
Government revenue - Rs 1,125 million

According to Section 3 of the Natural Gas (Development Surcharge)
Ordinance, 1967, every company shall collect and pay to the Federal
Government a development surcharge equal to the differential margin in respect
of natural gas sold by it. Further, the Section 8(4) of Oil and Gas Regulatory
Authority Ordinance, 2002 provides that if the Federal Government fails to
advise the Authority within forty days and the prescribed price for any category
of retail consumer for natural gas is higher than the most recently notified sale
price for that category of retail consumers for natural gas, the Authority shall
notify in the official Gazette the prescribed price to be the sale price for the said
category of retail consumers for natural gas.

During audit of DG (Gas), Islamabad for the FY 2021-22, it was
observed that M/s MARI adjusted an amount of Rs 1,125 million on account of
negative differential margin against the GDS payable to Government of Pakistan.
The adjusted amount represents the amount which was generated against the
Government on the reasons that the prescribed price of the gas exceeds the
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notified sales price of the Natural Gas. In the Administrative Act (The Natural
Gas (Development Surcharge) Ordinance, 1967) and rules framed thereunder,
there is no provision for adjustment of negative differential margin against the
Gas Development Surcharge. The inadmissible adjustment led to financing of
gas producer companies from the GDS which was payable to Government and
resulted in reduction of GDS. This situation arose due to failure of OGRA to
enforce its regulatory function for notification of prescribed Sales Price and DG
(Gas) being the administrator of Gas Development Surcharge Ordinance failed to
submit the position to competent Authority to safeguard government exchequer.
This resulted in inadmissible adjustment and short payment of GDS of Rs 1,125
million.

Audit was of the view that weak monitoring by DG (Gas) resulted in
inadmissible adjustment of GDS Rs 1,125 million. Similar nature paras were also
pointed out in audit reports 2020-21 [Para No. 2.1.7.3] of Rs 3,884.600 million,
2019-20 [Para No. 2.1.7.2] of Rs 34,168.003 million and 2018-19 [Para No.
2.1.5.2] of Rs 2,25.644 million.

The matter was reported to the management in August, 2022 and to
OGRA in December, 2022. The management in its reply dated December 07,
2022 stated that amendments in GDS Ordinance were in process. The issue of
negative GDS would be addressed in proposed amendments. Management
further, explained that Petroleum Division had submitted a summary for review
of category wise gas prices to the ECC and the ECC considered the same in its
meeting held on July 07, 2022 and asked for fresh submission after re-
consideration of the Minister In-charge of Petroleum Division. The presentation
on the issue has also been made to the Prime Minister being Minister In-charge.
The matter was also referred to Finance Division. Meanwhile, the OGRA had
held public hearing for revision of ERR and determination was expected soon.
The Government would consider the OGRA determination for revision in gas
prices effective from January 01, 2023.

DAC in its meeting held on December 28, 2022 with Petroleum Division
directed the management to finalize the amendments in the GDS Ordinance and
to resolve the issue in consultation with all stakeholders and share the outcomes
with Audit. Whereas DAC in its meeting held on December 26, 2022 with
Cabinet Division directed OGRA to furnish reply regarding audit observation.
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Audit recommends to take corrective action for self-adjusted amount of
GDS and expedite the process of amendment in Law.

[DP Nos. 1963 & 1964]

2.1.4.4 Non-realization of mark up on the delayed payment of GIDC -
Rs 408.330 million

According to Section 3(3) of Gas Infrastructure Act, 2015 a mark-up at
the rate of four percent above three months KIBOR prescribed by the Federal
Government shall be payable by the gas consumer or the company on any
amount due, if the said amount is not paid by the said gas consumer or by the
said company. The Supreme Court of Pakistan in the case of Civil Appeal No.
1113/2017 directed that as all industrial and commercial entities which consume
gas for their business activities pass on the burden to that customers/client
therefore, all arrears of Cess that have become due up to July 31, 2020 and have
not been recovered so far shall be recovered by the companies responsible under
the GIDC Act, 2015 to recover from their consumers. However, as a concession,
the same be recovered in twenty four equal monthly instalments starting from
August 01, 2020 without the component of late payment surcharge. The late
payment surcharge shall only become payable for the delays that may occur in
the payments of any of the twenty-four instalments.

During audit of DG (Gas), Islamabad for the FY 2021-22, it was
observed that DG (Gas) did not initiate any action for the recovery of Late
Payment Surcharge from SNGPL, MPCL and PPL who failed to deposit the
instalments on due date. This resulted non-realization of mark up of
Rs 408.330 million as detailed below:

(Rs in million)

Sr. Name of Company Amount
No.
1 SNGPL 215.280
2 MPCL 136.442
3 PPL 56.608
Total 408.330

Audit was of the view that weak monitoring by DG (Gas) resulted in non-
realization of mark up on the delayed payment of GIDC of Rs 408.330 million.

The matter was reported to the management in August, 2022. The
management in its reply dated December 07, 2022 stated that in pursuance of
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SCP judgment SNGPL raised invoices of GIDC to consumers on monthly basis.
However, most of the consumers disputed the claims and obtained restraining
orders from the relevant forum. Further, MPCL and PPL had deposited GIDC
principal amount. However, no payment on account of mark-up was involved.

DAC in its meeting held on December 28, 2022 directed the management
to expedite the recovery within one month and pursue the case in the court of
law.

Audit recommends to expedite the recovery and pursue the case in the
court of law.

[DP No. 1961]

Assessment and Realization of Petroleum Levy
2.1.4.5 Short-realization of Petroleum Levy and LPS - Rs 3,884.878 million

According to Section 3 of Petroleum Products (Development Surcharge)
Ordinance, 1961, read with Section 3A(2)(b), every company, refinery and
licensee is obliged to pay a Petroleum Levy to the Federal Government at
prescribed rates in the same manner as an import duty is payable under the
Customs Act, 1969. Further, according to Section 40-B of Public Financial
Management Act, 2019, non-tax revenue shall be levied and charged in
accordance with the provisions of relevant laws. Furthermore, Section 40-D of
the Act ibid provides that an amount equal to monthly weighted financing cost of
Government’s domestic borrowing shall be payable during the period of default,
in addition to the amount due under Section 40-B, if not paid within stipulated
time.

During audit of DG (Qil), Islamabad for the FY 2020-21, it was observed
that M/s Cnergyico Limited on the one hand paid less amount of Petroleum Levy
on the sale of refined petroleum products and on the other hand deposited
Petroleum Levy with considerable delay which necessitates LPS. In another
case, invoices issued by M/s Cnergyico Limited to different OMCs for sale of
POL products were shown missing in the monthly sales summary of Refinery.
This led to short-realization of Petroleum Levy and LPS amounting to
Rs 3,884.878 million.

Audit was of the view that weak monitoring by DG (Qil) resulted in
short-realization of Petroleum Levy and LPS of Rs 3,884.878 million.
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The matter was reported to the management in August, 2022. The
management in its reply dated December 07, 2022 stated that concerned
company was directed to deposit the outstanding amount of Rs 3,744.589
million. The management further explained that an amount of Rs 140.291
million was not due. M/s Cnergyico Limited intimated that missing invoices
were related to other than POL products except four sales invoices of HSD
pertaining to first half of March, 2022 when the rate of Petroleum Levy was
zero, hence no PL was due.

DAC in its meeting held on December 28, 2022 directed the management
to recover the outstanding amount within 15 days and get the same verified from
Audit. An amount of Rs 140.291 million was reduced from the para as it was not
due amount. In case of issue of missing invoices, the DAC directed DG (Qil) to
probe the matter and submit the report within one month.

Audit recommends to recover the outstanding amount on account of
Petroleum Levy and LPS besides probing the matter to ascertain the actual
position regarding due amount of Petroleum Levy and its payment.

[DP Nos. 1952, 2165/K, 2166/K & 2167/K]

2.1.4.6 Non-realization of Petroleum Levy on internal consumption of HSD -
Rs 117.623 million

According to Section 3 of Petroleum Products (Petroleum Levy)
Ordinance, 1961 amended through Petroleum Products (Petroleum Levy)
Amendment Act, 2011, every company, refinery and licensee shall pay to the
Federal Government a Petroleum Levy on petroleum products at such rates as
may be notified by the Federal Government in the official Gazette, from time to
time. Further, Ministry of Law and Justice vide F.N0.694/2021-Law-I dated
November 24, 2021 clarified that Petroleum Levy is to be paid on the petroleum
product produced and is not dependent on its usage or whether it is sold directly
or through nozzle, henceforth it was stated that petroleum products used by
companies for their own consumption are not exempt from the payment of
Petroleum Levy.

During audit of DG (Qil), Islamabad for the FY 2021-22, it was observed
that DG (Oil) did not recover Petroleum Levy on internal consumption of HSD
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by the licensees. This resulted non-realization of Petroleum Levy of Rs 117.623
million.

Audit was of the view that weak monitoring by DG (Oil) resulted in non-
realization of Petroleum Levy of Rs 117.623 million.

The matter was reported to the management in August, 2022. The
management in its reply dated December 07, 2022 stated that M/s APL had
already paid Petroleum Levy on internal consumption of HSD as well as on
PMG, so an amount of Rs 0.524 million was not due. M/s Cnergyico had
informed that they had consumed Light Diesel QOil (LDO) instead of HSD. An
amount of Rs 11.77 million have been recovered / not due and verified by Audit.
M/s PRL had been directed to deposit the due amount.

DAC in its meeting held on December 28, 2022 directed the management
to expedite the recovery of balance amount within one month. Para was reduced
to the extent of recovered / not due amount duly verified by Audit, Rs 11.77
million. DAC further directed to provide the reconciled data of all production
and Petroleum Levy for the FY 2021-22 in respect of M/s Cnergyico for
verification of Audit within a week. In compliance of DAC directives, M/s PRL
deposited an amount of Rs 4.933 million on account of Petroleum Levy on
internal consumption of HSD on January 10, 2022 and verified by Audit.

Audit recommends to recover remaining amount besides implementation
of the decision of DAC.

[DP No. 1951]
Assessment and Realization of Royalties on Crude Oil and Gas
2.1.4.7 Non-realization of Royalty on Oil and Gas - Rs 17,348.223 million

According to the Rules 35 and 36 of the E&P Rules, 1986 and 2001, the
licensee or holder of a lease shall pay a royalty at the rate of 12.5% of the well
head value of the Petroleum produced and saved. Royalty is payable monthly
within 10 days of the expiry of the calendar month in question under E & P
Rules, 1986 and within 45 days under E&P Rules, 2001. Further, Rule 35 of
Pakistan Onshore Petroleum (Exploration and Production) Rules 2013, provides
the mechanism for renewal or re-grant the leases after the expiry of a lease
period.
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During audit of DG (PC) for the FY 2021-22, it was observed that DG
(PC) either did not realize Royalty on Crude Oil and Natural Gas or
miscalculated Royalty from ten E&P companies on accounts of 42 Blocks on
production and sale of crude oil and natural gas. In another case, PCA was not in
line with the Model Petroleum Concession Agreement, 1994. The company was
allowed to charge finance cost on account of facility costs against the sales value
for determining the wellhead value of petroleum produced and saved. This
resulted in non-realization of Royalty amounting to Rs 17,348.223 million.

Audit was of the view that weak monitoring and non-compliance of
Rules resulted in non-realization of Royalty on crude oil and natural gas
amounting to Rs 17,348.223 million. Similar nature paras were also pointed out
in audit reports 2021-22 [Para No. 2.1.4.7] of Rs 10,720.230 million, 2020-21
[Para No. 2.1.7.6] of Rs 9,657.272 million, 2019-20 [Para No. 2.1.7.11] of
Rs 344.944 million and 2018-19 [Para No. 2.1.5.17] of Rs 186.690 million.

The matter was reported to the management in November, 2022. The
management in its reply dated December 05, 2022 stated that an amount of
Rs 2,973.696 million had been recovered from M/s UEPL and Bow Energy and
the same had been verified from Audit. Further, an amount of Rs 847.625
million had already been recovered and verified by Audit. An amount of
Rs 11,576.38 was recoverable from OGDCL pertaining to circular debt.
However, the company had been requested to deposit the amount. Furthermore,
recovery of Rs 627 million was being pursued from M/s Spud Energy, OGIL,
PEL and Pyramid.

DAC in its meeting held on December 28, 2022 directed the management
to expedite the recovery of balance amount of Rs 13,361.144 million within one
month. Para was reduced to the extent of recovered amount of Rs 2,973.696
million and not due amount of Rs 847.625 million. DAC further directed to
ensure timely reconciliation of receipts with E&P companies on monthly basis.
DAC in the case of charging of Finance Cost against Royalty and charging of
RPCs in case of Mazrani Gas Field directed the Petroleum Division to probe the
matter and submit the report within two months.

Audit recommends to implement the decision of DAC.
[DP Nos. 2097, 2108 & 2103]
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2.1.4.8 Blockage of Government Revenue (Royalty) due to non-allocation of
Hydrocarbons - Rs 375.482 million

According to Clause 18 of Sui Oil Mining Lease, the lessee shall pay to
the Governor General within two months after the end of each year of the term
hereby granted the royalties on all crude oil won and saved by the lessee from
the said lands 12.5% on the well head value.

During audit of DG (PC) for the FY 2021-22, it was observed that PPL
was producing condensate from the Oil Mining Lease No. 1 Balochistan. The
record of M/s LMKR revealed that production of condensate commenced since
1998 but neither the company nor DG (PC) initiated any steps for allocation and
sales of condensate. This resulted in blockage of government revenue on account
of Royalty on Crude Oil of Rs 375.482 million.

Audit was of view that weak regulatory oversight resulted in blockage of
government revenues Rs 375.482 million.

The matter was reported to the management in November, 2022. The
management in its reply dated December 05, 2022 stated that Condensate
produced from the Sui Mining lease was not crude oil but it was by-product of
dry gas and the condensed due to change in reservoir condition to surface. No
condensate from Sui field had been sold out to refinery till to date. However, due
to reservoir depletion and eventual produced condensate volume, company had
now surplus condensate which would have to be sold to M/s PARCO and
allocation and approval had been provided by the Ministry. PPL would deposit
royalty upon commencement of condensate sale to refinery.

DAC in its meeting held on December 28, 2022 directed the management
to get the stated stance verified from Audit within a week. No further progress
was reported till finalization of the report.

Audit recommends to implement the decision of DAC besides recovery
of Royalty on the sale of condensate.

[DP No. 2101]
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Issues Related to Oil

2.1.4.9 Loss due to payment of demurrages - Rs 1,279.430 million

According to Article VIII(ii)) of General Terms and Conditions of
agreement between PSO and Kuwait Petroleum Ltd. dated February 21, 2019,
the buyer shall pay demurrage to the seller, at the rate specified in the agreement.

During audit of PSO for the FY 2021-22, it was observed that the
management failed in timely clearance of shipments of petroleum products.
Consequently, PSO had to pay demurrages amounting to Rs 1,279.430 million
(US$ 6.246 million @ Rs 204.85 on 70 consignments). This resulted in loss due
to payment of demurrages amounting to Rs 1,279.430 million.

Audit was of the view that poor planning of the management resulted in
payment of demurrages amounting to Rs 1,279.43 million. Similar nature paras
were pointed out in audit reports 2021-22 [DP No. 1646 & 1648] of Rs 839.900
million and 2020-21 [Para No. 2.4.6.5] of Rs 1,792.350 million.

The matter was reported to the management in October, 2022. The
management in its reply dated January 09, 2023 stated that 90% of subject
demurrages incurred due to “Port Congestion” while only 10% of the total
demurrages incurred due to the reasons attributed to operational delays. The core
reasons owing to demurrages were including but not limited to port congestion,
operational delays and storages / ullages constraints/sales fluctuations. It was an
industry-wide issue which was not attributed to PSO or PSO’s planning in
scheduling of cargoes but because of the reasons such as port congestion,
operational delays, abrupt change in market dynamics that were beyond the
control of PSO. Furthermore, PSO was taking all necessary measures with
concerned authorities to mitigate the incidence of demurrages and continuous
efforts were being made to address the aforesaid issues. Audit contended that
yearly demurrages during FY 2017-2021 merely was showing that decrease in
demurrages was due to decrease in number of cargos. Furthermore, days in delay
of unloading exceeded the allowed laytime which were ranging from 0.158 days
to 17.068 days.

The DAC in its meeting held on January 09, 2023 directed the
management to take further steps to reduce the demurrages.
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Audit recommends to devise a mechanism to avoid / control such
recurrence in future.

[DP No. 1981]

2.1.4.10 Non-redressal of long outstanding issues and operational lapses by
Petroleum Division and OGRA resulting in oil shortage

According to Rule 37 read with Rule 69 of Pakistan Oil (Refining,
Blending, Transportation, Storage and Marketing) Rules, 2016, every oil
marketing company shall maintain such minimum stocks of petroleum products
as the Federal Government may, from time to time, by order in writing specify.
Further, according to Rule 30-B of Pakistan Petroleum (Refining, Blending and
Marketing) Rules, 1971, where the production of petroleum products by the local
refineries is found insufficient, the Authority (DG Qil) may, subject to such
condition as it may impose from time to time, a marketing company may import
such products.

During audit of DG (Oil) / OGRA for the FY's 2020-21 to 2021-22, it was
observed that a countrywide shortage of PMG was occurred in June, 2020 and
consumers at large faced difficulties in getting supply of PMG such as closure of
retail outlets and long queues at retail outlets of PSO which were supplying
PMG. Several operational lapses, mismanagement of Petroleum Division /
OGRA and legal lacuna were identified contributing to oil shortage in June, 2020
which could not be resolved till December, 2022 as given below:

i. Defective assessment of demand of petroleum products without
considering the quantity of 20 days minimum mandatory stock as
envisaged in Oil Rules, 2016 and license condition imposed by OGRA
which created a shortfall of 177, 953 M. Tone, oil shortage could have
been mitigated if stock of 410,932 M. Tone was kept by the OMCs as
required under the law but OMCs kept 232,979 M. Tone on June 01,
2020. This shortfall minimum mandatory stock was still continued and
not formed part of demand as yet as detailed in Annexure-4(i);

ii. DG (Qil) while holding PRM fixed low target for local production by
refineries as compared to huge targets for import of PMG. Petroleum
Division did not ensure optimum production of PMG from the refineries
despite oil shortage in June, 2020. The refineries were allowed to reduce
the committed supply from 205,000 M. Tone to 154,500 M. Tone for

31



June, 2020 as compared to the production of 274,880 M. Tone during
May, 2020. Further, refineries were not directed to bring stock of PMG
(37,261 M. Tone) in the market to mitigate the oil shortage as detailed in
Annexure 4(ii);

iii. Physical movement of the PMG could not be monitored by the DG (Oil) /
OGRA due to absence of physical reporting system, tracking system /
digitalization of data relating to whole supply chain. to validate the
reported dispatches from depots actually delivered to respective retail
outlets and en-route dumping and hoarding of product in the tank lorries;
and

iv. Maximum penalty up to Rs 10 million envisaged in the Pakistan
Petroleum (Refining, Blending and Marketing) Rules, 2016 did not create
deterrence so it may be revised keeping in view of inflationary rates and
time value of money.

Audit was of the view that due to non-redressal of the legal lacuna and
operational deficiencies; oil sector was still facing these problems which may
cause another crisis in future and functioning of OMCs and refineries could not
be streamlined.

The matter was reported to MoE / PD in September, 2021. DAC in its
meeting held on November 03, 2021 directed DG Oil to expedite the
amendments in the Rules to regulate the proceedings of PRM under the
Jurisdiction of OGRA. DAC also directed DG (Oil) / OMCs to justify the
position regarding low local production of PMG by refineries and fixing
unrealistic targets of imports. DAC further directed the MoE (PD) / DG (Oil) and
OGRA to devise or maintain database (digitization) of oil supply chain to
account for opening stocks, purchases (local and imports), sales to retail outlets
and closing stock of petroleum products on real time basis besides monitoring of
movements of products by using tracking system in tank lorries to verify actual
delivery of products. Further, progress, however, was not received till
finalization of the report.

Audit recommends to take expeditious steps for redressal of chronic issues
and removal of legal lacuna besides to implement the decisions of DAC.

[OMC’s Forensic Audit Report]
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2.1.4.11 Inaction against delinquent OMCs and departmental officials for oil
shortage

According to SoP for berthing of vessels circulated by OCAC in April,
2018, vessels would be berthed in turn/sequence (based on laycan) and even if a
company is dry/going dry, its vessel would be berthed only on its turn and not
before. On 26 March, 2020, MoE / PD withdrew the authority of approving the
laycan and berthing of vessels from OCAC and took the charge to DG Oil
henceforth. According to Rule 30-B of Pakistan Petroleum (Refining, Blending
and Marketing) Rules, 1971, where the production of petroleum products by the
local refineries is found insufficient, the Authority (DG Oil) may, subject to such
condition as it may impose from time to time, a marketing company may import
such products. Furthermore, according to Clause (ix), (x), & (xiii) of Rule 53 of
ibid and license conditions of OMCs, all licensees, in relation to their regulated
activity, shall not to abandon any regulated activity, as a part or whole, resulting
into discontinuation of supply of petroleum products or its sale in any area
without the prior written consent of the Authority.

During audit of MoE (PD) / DG (Oil) for the FY 2020-21, it was
observed that a countrywide shortage of PMG was occurred in June, 2020 and
OMCs indulged in hoarding of PMG (according to Fuel Crisis Committee
Report), delayed berthing of vessels and discontinued the supply of petroleum
products as evident from decrease in market share as given below:

i. OMCs placed orders for import of 682,008 M. Tone of PMG against
import quota of 702,000 M. Tone for the month of June, 2020 and a
substantial quantity of 154,437 MT were not unloaded at Ports by OMCs
due to delay in berthing of the vessel and delayed approval of laycan. In
addition to this, imported / bonded product of 108,371 MT was not
cleared / ex-bonded from Customs during the month of June, 2020 for
bringing to market, thus aggravating the oil shortage for fetching benefit
of expected price increase. But punitive action against delinquent OMCs
and departmental officials was not initiated. This resulted in non-imports
/ delayed berthing of vessels and delayed ex-bonding of PMG available
in bonded warehouses of OMCs, aggregating shortage of 262,808 MT of
PMG as detailed in Annexure-5(i); and

ii. The OMCs reported overstated sales 734,900 M. Tone to PRM against
actual sales in light of available stocks was 607,188 M. Tone. The OMCs
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reported opening and closing stock of 267,139 M. Tone and 267,668 M.
Tone respectively and purchased a quantity of 607,719 M. Tone of MG
(local purchase plus import as per customs record) thus total quantity of
874,858 M. Tone was available for sale during June, 2020. However, the
OMC:s had closing balance of 267,668 M. Tone, consequently the OMCs
sold 607,190 M. Tone (on the basis of import / ex-bonding as per
customs). Further, the market share of most of the OMCs, except PSO,
decreased during June, 2020 due to less sale of PMG by the OMCs as
detailed in Annexure 5(ii).

Audit was of the view that due to delinquency on the part of the MoE
(PD) / DG Oil and OMCs, imported PMG could not be brought into the market
for sale to end consumers thus creating artificial shortage to fetch benefits of
anticipated higher prices.

The matter was reported to MoE / PD in September, 2021. In DAC
meeting held on November 03, 2021 SPL stated that SPL’s vessel was decanted
in two berthing based on ullage in tanks at SPL’s Kemari terminal and jetty
availability at KPT. SPL had an operatable storage of (24,000 MT) based on
which the request for 2" berthing was done when ullage was available. Audit
highlighted that OMCs could not finalize their imports in first half of June, 2020
as directed by DG (Qil) in PRMs and approval of berthing was delayed despite
oil shortage in the country. This resulted in oil shortage because the product
could not be reached market despite its imports by OMCs and OMCs reported
overstated figures of sales on the basis of ordered quantity irrespective of actual
imports and unloading from the vessels.

The DAC directed the management of OMCs to provide the import /
sales data with supporting documents to Audit for verification and justify non-
finalization of imports in first half of June, 2020. The DAC directed DG (Qil) to
take up the matter with OGRA to finalize the punitive action against the OMCs
with declined market share. Further, progress however not received till
finalization of the report.

Audit recommends to take punitive action against the delinquent OMCs
and departmental officials for non-import and delay in berthing and ex-bonding
of bonded product besides to ensure compliance of the decisions of DAC.

[OMC’s Forensic Audit Report]
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Issues Related to Corporate Affairs

2.1.4.12 Appointment of Chairperson of SNGPL Board without explicit
approval of Federal Cabinet

According to Rule 4(4) of Public Sector Companies (Corporate
Governance) Rules, 2013 the Chairperson of the Board shall be elected by the
Board of Directors of the Public Sector Company. However, this provision shall
not apply where Chairperson of the Board is appointed by the Government.

During audit of SNGPL for the FY 2021-22, it was observed that
Petroleum Division submitted two names in order of priority (at Sr. No. 1 Ms.
Roohi Raees Khan and Sr. No. 2 Mr. Rizwan Ullah Khan) in its summary dated
June 04, 2020 for nomination for election of Directors / Chairperson on the
Board of SNGPL. Federal Cabinet approved the name at Sr. No. 2 by omitting
name at Sr. No. 1 to be elected as Chairperson. The deliberate omission of the
name at Sr. No. 1 tantamount to rejection / non-clearance of the candidature at
Sr. No. 1 (Ms. Roohi Raees Khan) as possible Chairperson. Petroleum Division
forwarded the name to SNGPL Board in the same sequence as sent to the Federal
Cabinet in its initial summary dated June 04, 2020. On July 13, 2022, BoD of
SNGPL in its 555" meeting elected person at Sr. No. 1 as Chairperson of BoD
for three years who was not approved by the Federal Cabinet. Audit contended
that the letter dated June 09, 2020 was not reflective of the decision of the
Federal Cabinet as possible Chairperson. Resultantly, a member not approved by
Federal Cabinet, as possible Chairperson, was elected as Chairperson of the
Board.

Audit was of the view that wrong communication of Federal Cabinet
decision by the Petroleum Division resulted in appointment of Chairperson who
was not approved by the Federal Cabinet.

The matter was reported to the management in October, 2022. The
management in its reply dated January 12, 2023 contested the stance of Audit on
the ground that Section 4(4) of Rules ibid was applicable in respect of those
Public Sector Companies where the Chairman was also the Chief Executive
while in the case of SNGPL, Managing Director, was the Chief Executive who
was appointed by the Federal Cabinet while Chairperson being a non-executive
position was not appointed by the Federal Cabinet rather was elected by the
BoD. In the instant case, the person approved by the Federal Cabinet as possible
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Chairperson, resigned from the Directorship, therefore, the BoD by exercising its
legal authority under Section 192(1) of companies Act, 2017 elected the other
person as Chairperson.

Audit contended that the GoP has 57% stake in the company and specific
rules of Public Sector Companies (Corporate Governance) Rules, 2013 had been
framed by the Federal Government. According to Section 4(1) of Rules ibid, “the
office of the Chairperson shall be separate, and his responsibilities distinct, from
those of the Chief Executive”. Therefore, the management contention that Rules
ibid were applicable where Chairperson and Chief Executive were same, was not
correct. Moreover, in view of the Rule 4(4) of Public Sector Companies
(Corporate Governance) Rules, 2013 and persistent previous practice of the
appointment of the Chairperson after obtaining approval of possible Chairperson
by Federal Government, the resignation of nominated person must have been
brought to the notice of Federal Cabinet to seek advice / approval of some other
name as possible Chairperson.

The DAC meeting was not held on this para by Petroleum Division
despite repeated requests.

Audit recommends to probe the matter with a view to fix responsibility
for wrong communication of Federal Cabinet decision by the Petroleum Division
and non-obtaining of nomination after resignation of the approved candidate.

[DP Nos. 2183, 2184, 2185, 2186 & 2199]

2.1.4.13 Non-compliance of laws related to appointment on casual vacancy of
the Director

According to Section 155(3) of Companies Act, 2017 any casual vacancy
on the board of a listed company shall be filled up by the Directors at the earliest
but not later than ninety days from the date, the vacancy occurred. Further,
according to Rule 3A(3) of Public Sector Companies (Corporate Governance)
Rules, 2013 (3) a Director nominated by the Government shall hold office in
accordance with Section 183 of the Ordinance.

During audit of SNGPL for the FY 2021-22, it was observed that
Government nominated Director elected in AGM meeting held on July 06, 2020,
tendered resignation on December 04, 2021 resulting in casual vacancy of
Director. However, this casual vacancy had not been filled despite lapse of 90
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days as prescribed by law despite the fact that company informed Petroleum
Division to get approval for nomination from the Federal Cabinet. This resulted
in non-compliance of laws related to appointment on casual vacancy of
Government Director.

Audit was of the view that non-compliance by Petroleum Division
resulted in weak oversight related to appointment on casual vacancy of the
Director.

The matter was reported to the management in October, 2022. The
management in its reply dated January 12, 2023 stated that the company vide
letters dated January 07, 2022, February 10, 2022, March 01, 2022, April 25,
2022 and October 7, 2022 had repeatedly requested the Petroleum Division for
nomination of a Director to fill the casual vacancy.

The DAC meeting was not held on this para by Petroleum Division
despite repeated requests.

Audit recommends that matter may be looked into besides seeking
approval of Government nominated Director.

[DP No. 2189]
Others

2.1.4.14 Non-incorporation of PDC in Annual Budget Statement leading to
understatement of budget deficit - Rs 9,014 million

According to Article 80 of the Constitution of Islamic Republic of
Pakistan, the Federal Government shall in respect of every financial year, cause
to be laid before the National Assembly a statement of the estimated receipts and
expenditure of the Federal Government for that year. Further, Annual Budget
Statement, which shall show separately charged expenditure and other
expenditure required to meet from Federal Consolidated fund.

During audit of DG (Qil), Islamabad for the FY 2021-22, it was observed
that the office of DG (Qil) submitted guaranteed payment either on account of
short fall in Annual throughput, or Price differential claims, and other claims to
the extent of Rs 19,014 million, but the PAO failed to incorporate the same in the
Annual Budget Statements and only Rs 10,000 million were incorporated in the
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Annual Budgeted Statement, which resulted in understatement of budget deficit
Rs 9,014 million.

Audit was of the view that weal internal controls resulted in non-
incorporation of PDC in Annual Budget Statement leading to understatement of
budget deficit of Rs 9,014 million.

The matter was reported to the management in August, 2022. The
management in its reply dated December 07, 2022 stated that Rs 19,014 million
was demanded in the FY 2021-22, however only lump sum amount of Rs 10,000
million was allocated. The matter was taken up with Finance Division regularly
for allocation of requisite funds.

DAC in its meeting held on December 28, 2022 directed the management
to pursue the matter with Finance Division for allocation of requisite funds. DAC
further directed to prepare the appropriate budget estimates according to
provisions of PFM Act, 2019.

Audit recommends to take up the matter with Finance Division for
allocation of requisite funds so that the budget documents may represent the fair
picture of the receipts and allocation of funds.

[DP No. 1954]

2.1.4.15 Non-incorporation of exchange losses in Annual Budget Statement
on account of Foreign Exchange loan

According to Rule 3(3) of Rules of Business, 1973, read with Sr. No. 29
Para 4(ii) of 2" Schedule, the matters relating to the business of Federal
Government shall be carried by the Ministries / Divisions, relating to Federal
investments and undertakings wholly or partly owned by the Government in the
field of oil, gas and minerals, excepting those assigned to the Industries and
Production Division.

During audit of DG (Qil) for the FY 2021-22, it was observed that PSO
was availing foreign exchange loan (FE-25) facility since 2015, on the advice of
Finance Division. Due to availing this facility, the PSO had occurred exchange
losses of approximately Rs 54.6 billion as on July 29, 2022, which was borne by
government. Audit observed that no separate head of account for discharging of
this exchange losses was available. In financial year 2019-20, the Petroleum
Division after seeking approval of ECC paid Rs 27,890 million to PSO on
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account of exchange losses. In the same line the ECC in case No. ECC-
231/25/2022 dated July 31 2022 approved Supplementary Grant of Rs 30,000
million for PSO to meet its International Contractual Obligations. This resulted
in non-incorporation of exchange losses in Annual Budget Statement on account
of foreign exchange loan.

The matter was reported to the management in August, 2022. The
management in its reply dated December 07, 2022 stated that Rs 19,000 million
were demanded in the FY 2021-22, however, only Rs 10,000 million were
allocated as lump sum. The matter was being taken up with Finance Division
regularly for allocation of requisite fuds. Audit contended that:

i.  Non-incorporation of exchange losses in Annual Budget Statement led to
understatement of budget deficit;

ii. As the expenditure was ab initio known to Petroleum Division, thus
Supplementary grant was against the spirit of Article 84 of the
Constitution; and

iii. Delayed payment on account of committed cost put severe impact on
liquidity of PSO.

DAC in its meeting held on December 28, 2022 directed the management
to pursue the matter with Finance Division for allocation of requisite funds. DAC
further directed to prepare the appropriate budget estimates according to
provisions of PFM Act, 2019.

Audit recommends to implement the decision of DAC.
[DP No. 1955]

2.1.4.16 Loss due to payment against shortfall in guaranteed annual
throughput - Rs 4,471 million

Pursuant to the Implementation Agreement (IA), a Fuel Transportation
Agreement (FTA) was executed on May 13, 2004, between PSO and Asia
Petroleum Limited (APL) for the supply of Residual Furnace Oil (RFO) to
HUBCO whereby an annual guaranteed throughput of 1.5 million M. Tones was
committed by PSO to APL in its Clause 1.1(e) and 6.1.1(f) at an agreed tariff
(US$ 12.13/tone for first 19 years and thereafter, US$ 8.49 per tone). Further,
according to Section 18.1 of agreement ibid, which would be valid till 2027.
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GOP under Schedule-3 of the IA had provided a sovereign guarantee to pay for
any shortfall in the above-guaranteed throughput.

During the audit of DG (Qil), Islamabad for the FY 2021-22, it was
observed that Petroleum Division paid Rs 4,471 million to M/s Asia Petroleum
Ltd. through PSO on account of shortfall in the annual guaranteed throughput of
Residual Furnace Oil supplied for the period from October, 2019 to June, 2021.
On the basis of merit order, the plant was not utilized in full capacity, which
resulted in payment of guaranteed throughput of RFO to Asian Petroleum Ltd.
was not met.

Audit was of view that defective consultative process in determining the
merit orders resulted in loss of Rs 4,471 million.

The matter was reported to the management in August, 2022. The
management in its reply dated December 07, 2022 stated that according to
government’s policy, Power Division had to utilize most economical energy
efficient fuel for generating electricity depending upon the ranking of power
plants in the Merit Order. Since, most of the time RFO for HUBCO plant did not
qualify in the Merit Order, therefore, HUBCO plant was not operated in full
capacity; as a result thereof, the guaranteed throughput of RFO was not met and
shortfall was generated. Further, the matter had been taken up with Power
Division for reconsideration of cost.

The DAC directed the management to pursue the case with Power
Division and share the outcome with Audit.

Audit recommends to initiate consultative process for deciding merit
order to make it more meaningful to avoid guaranteed payments.

[DP No. 1956]
2.1.4.17 Non-utilization of training fund - Rs 2,051.442 million

According to Para 2 of Guidelines for Management and Utilization of
Training Fund 2020, any unspent training amount generated under PCAs and
PSAs maintained by DG (PC) shall be utilized for capacity building,
strengthening of the Policy Wing of Ministry of Energy (Petroleum Division)
and Natural Resources, Provincial Governments, relevant Government agencies,
remunerations of outside professionals engaged on contract, part time legal
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advisors/technical consultants and Policy promotional activities, workshops,
seminars, conferences & symposia etc.

During audit of DG (PC) for the FY 2021-22, it was observed that DG
(PC) did not incur any expenditure for capacity building, strengthening of the
Policy Wing of Ministry of Energy (Petroleum Division) and Natural Resources,
of the Provincial Governments. During the FY 2021-22 only Rs 64.294 million
was utilized, mainly for the payment of salaries of consultants (legal advisers,
Petroleum Economists, Assistant Manager Accounts etc.). The bank statement
showed that an amount of Rs 2,051.442 million was available in this account as
on June 30, 2022. This resulted in non-utilization of Rs 2,051.442 million on
core objects of training funds.

Audit was of the view that non-observance of Policy Guidelines resulted
in non-utilization of Training Fund of Rs 2,051.442 million. Similar nature paras
were also pointed out in audit reports 2020-21 [Para No. 2.1.7.11] of Rs 600.226
million and 2019-20 [Para No. 2.1.7.23] of Rs 385.977 million.

The matter was reported to the management in November, 2022. The
management in its reply dated December 05, 2022 stated that in order to develop
an adequate system for utilization of training fund for its core purpose, currently
comprehensive, sustainable and realist Training Fund Guidelines 2022 were in
process, which had recommendations to set up a Training Cell headed by a
Training Co-ordinator. Further, a Training Plan (2022-23) had been developed
to equip 15 employees of Main Secretariat and 50 employees of Policy Wing
(Petroleum Division) with the required Capacity Building Trainings related to
Petroleum Industry, specific operational, technical, commercial and policy
related functions.

DAC in its meeting held on December 28, 2022 directed the management
to chalk out a training programme according to Policy Guidelines for capacity
building of the Petroleum Division officers / officials within three months and
share the same with Audit.

Audit recommends to implement the decision of DAC.

[DP No. 2098]
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2.1.4.18 Loss due to non-deposit of sale proceeds into Government Treasury -
Rs 1,364.836 million

According to Rule 69(2) of Pakistan Petroleum (Exploration and
Production) Rules, 1986 when a lease has expired or has been surrendered
wholly or partly, or use of installations and facilities has come to an end, the
Government has the right to take over the permanent installations including
related equipment in the lease area which are necessary for the production of
Petroleum. This also comprises pipeline transportation and related facilities
installed by the holder to secure the shipment.

During audit of DG (PC) for the FY 2021-22, it was observed that
M/s OMV Maurice Energy Ltd. being the operator of Rehmat Development and
Production Lease, surrendered the Permanent Installations and related equipment
including the Plant to the Government of Pakistan on the termination of lease.
The DG (PC) vide letter No. Prod-2 (98)/2006 dated June 30, 2016 nominated
and authorized GHPL to act on behalf of Ministry and take possession of the
permanent installation and related equipment and take decision for utilization /
disposal of the same on commercial consideration. GHPL through open bidding
auctioned the plant to PPL on “as is where is” basis. But record of the DG (PC)
did not show the deposit of sale proceeds into Government treasury. While,
accounts of the GHPL for the year 2016-17 showed the other income of the
company on accounts of sales of Rehmat Gas Processing Plant. Audit holds that
although GHPL was owned by the Federal Government, but handing over the
plant and retaining the sales proceeds by the company on the direction of DG
(PC) was not covered under the prevailing rules. Non-deposit of sale proceeds
into Government treasury and reporting the sale proceeds as income of the
GHPL resulted in to loss of Rs 1,364.836 million to Government exchequer.

Audit was of the view that non-observance of rules and not taking the
issues at competent fora resulted in loss Rs 1,364.836 million to Government
exchequer.

The matter was reported to the management in November, 2022. The
management in its reply dated December 05, 2022 stated that GHPL had been
directed to deposit the sale proceeds of Rehmat D&PL Lease Plant into the
Government treasury.
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DAC in its meeting held on December 28, 2022 directed the management
to ensure deposit of amount (in US$) within 15 days and get the same verified
from Audit.

Audit recommends compliance of decision of DAC.
[DP No. 2099]
2.1.4.19 Non-utilization of funds for capacity building - Rs 600.087 million

According to Section V of Pakistan Petroleum Exploration and
Production Policy, 2012 the funds generated through sale of technical data and
unspent training amount generated under PCAs and PSAs shall be utilized for
capacity building, strengthening of the Policy Wing and Ministry.

During audit of DG (PC) for the FY 2021-22, it was observed that funds
of Rs 600.087 million was so far generated from the sale of technical data since
1991, but no mechanism was available in the Ministry for the utilization of these
funds for its core purpose. These funds were available into Federal Treasury
Account and National Bank of Pakistan as detailed below:

(Rs in million)

Federal Treasury 278.788
National Bank of Pakistan 321.299
Total 600.087

The non-spending of funds resulted in blockage of funds.

Audit was of the view that non-observance of ibid Policy resulted in non-
utilization of Rs 600.087 million for capacity building.

The matter was reported to the management in November, 2022. The
management in its reply dated December 05, 2022 stated that matter regarding
utilization of funds from sale proceeds was still pending due to Account
maintenance dispute between Finance Division, CGA and DG (PC) office.
According to Section V of the Petroleum Policy 2012, the funds generated
through the sale of technical data shall be utilized for capacity building,
strengthening of Policy Wing Petroleum Division and this should not be part of
Government Revenue.

DAC in its meeting held on December 28, 2022 directed the management
to pursue the matter with Finance Division / CGA for finalizing a mechanism for
utilization of funds within a month and share the outcome with Audit.
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Audit recommends that comprehensive plan be devised for utilization of
these fund for its core objects or otherwise surrender it to government exchequer.

[DP No. 2100]

2.1.4.20 Non-realization of Production Bonus —Rs 286.451 million

According to Section 4.1.2 of Petroleum Policy, 2012, Production Bonus
of US$ 600,000 will be payable on a concession area on commencement of
commercial production.

During audit of DG (PC) for the FY 2021-22, it was observed that DG
(PC) did not recover production bonus of US$ 600,000 from M/s UEPL and
OGDCL in respect of commencement of commercial production from Digri
(2568-19 Zone-111) and Togh & Togh Bala fields. This caused non-realization of
production bonus of US$ 1,200,000 equivalent to Rs 286.451 million.

Audit was of view that weak regulatory oversight resulted in non-
realization of Production Bonus of Rs 286.451 million. Similar nature paras were
also pointed out in audit reports 2021-22 [Para No. 2.3.4.6], 2020-21 [Para No.
2.1.7.9] of Rs 2124731 million, and 2018-19 [Para No. 2.1.5.15] of
Rs 1,291.470 million.

The matter was reported to the management in November, 2022. The
management in its reply dated December 05, 2022 stated that M/s United Energy
Pakistan (UEP) deposited US$ 600,000 which was verified by Audit, while the
remaining amount was under recovery.

DAC in its meeting held on December 28, 2022 directed the management
to expedite the recovery of balance amount of US$ 600,000, and get it verified
from Audit within a week. Para reduced to the extent of verified amount of US$
600,000.

Audit recommends that recovery of balance amount be expedited besides
strengthening of its internal controls.
[DP No. 2102]

2.1.4.21 Non-realization of Training Fund - Rs 201.734 million

According to Annexure 3 of Pakistan Petroleum (Exploration and
Production) Policy, 2012 the E&P companies shall incur US$ 50,000 per year on
training of local inhabitants according to training guidelines issued by the DG
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(PC) during Exploration and Production phase. Further, Para 4 (i & iii) of the
Guidelines for Management and Utilization of Training Fund 2020, issued vide
letter dated March 16, 2020, 30% of the annual obligation shall be deposited in
DG (PC) Training Fund Bank Account and 40% shall be earmarked by the
Operator for training of their Pakistani national employees. In case, the Operator
fails to utilize the training fund according to the approved program, a case for
carry forward of such unutilized amount shall be submitted to DG (PC).

During audit of DG (PC) for the FY 2021-22, it was observed that
OGDCL and PPL did not pay the 30% of training fund in respect of seven
Blocks. It was also observed that both companies neither utilize 40% share of
training fund obligations nor this amount was deposited in to DG (PC) account.
This resulted in non-payment of training fund Rs 201.734 million.

Audit was of view that weak regulatory oversight resulted in non-
realization of Training Fund of Rs 201.734 million.

The matter was reported to the management in November, 2022. The
management in its reply dated December 05, 2022 stated that matter was
subjudice and company was paying the Social Welfare Obligation according to
old Policy 1994 / 1997 and would pay the balance amount after the settlement of
issue from the court. Last date of hearing was June 30, 2022 and next date was in
office. OGDCL explained that the company had already spent its share, but the
company failed to feed data into newly adopted ERP. In case of PPL, the
company endorsed that an amount of US$ 289,635 was still lying unspent.

DAC in its meeting held on December 28 to 30, 2022 and January 11,
2023 directed the management to pursue the court case vigorously. Para was
reduced to the extent of recovered/not due amount duly verified by Audit of Rs
1.3 million. DAC also, directed the management to share the latest position and
get it verified from Audit. DAC further directed the management to continue to
take the matter with DG (PC).

Audit recommends to implement the decision of DAC.
[DP Nos. 2110, 2248 & 2303]
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2.1.4.22 Non [/ short-realization of License and Lease Rent from E&P
companies - Rs 122.561 million

According to Pakistan Petroleum (Exploration and Production) Rules
2001, 2009 & 2013, the licensee shall pay to the Government annually an
advance Rent at prescribed rates for onshore and offshore areas.

During audit of DG (PC) for the FY 2021-22, it was observed that in 96
cases, the DG (PC) either did not recover or short recover the license and lease
rent from the concerned E&P companies. This resulted in non / short realization
of Rent amounting to Rs 122.561 million.

Audit was of view that weak monitoring resulted in non / short realization
of rent amounting to Rs 122.561 million. Similar nature paras were also pointed
out in audit reports 2021-22 [Para No. 2.1.4.9] of Rs 46.917 million, 2020-21
[Para No. 2.1.7.3] of Rs 147.811 million, 2019-20 [Para No. 2.1.7.24] of
Rs 67.570 million and 2018-19 [Para No. 2.1.5.20] of Rs 118.870 million.

The matter was reported to the management in November, 2022. The
management in its reply dated December 05, 2022 stated that an amount of
Rs 2.807 million had been recovered, and amount of Rs 35.891 million was not
due. Recovery of Rs 46.919 million was in process.

DAC in its meeting held on December 28, 2022 directed the management
to recover the balance amount and get the same verified from Audit within 15
days. Para was reduced to the extent of verified and not due amount.

Audit recommends recovery of license and lease Rent besides improving
monitoring system.

[DP Nos. 2105 & 2109]

2.1.4.23 Non / short deposits of Social Welfare Obligations - Rs 491.943
million

According to Annexure VII of the Pakistan Petroleum (Exploration and
Production) Policy, 1994 and other policies introduced from time to time read
with clause 4 of Social Welfare Guidelines, 2021, E&P companies will open a
joint bank account with DCOs/DCs concerned and will deposit the social welfare
contribution fund within one month of signing of PCA and subsequently by 31
January each year. The amount of Social Welfare Obligations pledged by the

companies in their respective agreement and deposited in the joint account
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opened for the purpose are required to be utilized to give lasting benefits to the
communities, where exploration is being carried out.

During audit of DG (PC) for the FY 2021-22, it was observed that six
E&P either companies did not deposit or short deposited Social Welfare
Obligation in the joint accounts of the concerned DCO/DCs accounts. It was
further, observed that OGDCL deposited Social Welfare Obligation in the joint
accounts of the concerned DCO/DCs late ranging from 26 days to 162 days, but
no Clause existed for charging the late payment surcharge. This resulted in
non/short-realization of Social Welfare Obligation Rs 491.943 million during FY
2021-22.

Audit was of view that non-observance of Policy guide lines resulted in
non/short-realization of Social Welfare Obligation of Rs 491.943 million.
Similar nature paras were also pointed out in audit reports 2021-22 [Para No.
2.3.4.6] of Rs 1,985 million, 2020-21 [Para No. 2.1.7.12] of Rs 245.771 million,
2019-20 [Para No. 2.1.7.25] of Rs 112.190 million and 2018-19 [Para No.
2.1.5.20] of Rs 61.550 million.

The matter was reported to the management in September & November,
2022. The management in its reply dated December 05, 2022 stated that E&P
Companies had been directed to deposit the amount. In case of OGDCL, it was
explained that payment was made at the prevailing exchange rate on the day of
payment. Further, in some cases the matter was sub-judice. An amount of
Rs 5.71 million was recovered and the same was verified by Audit.

DAC in its meeting held on December 28, 29 and 30, 2022 directed the
management to recover the amount and get the same verified from Audit within
15 days. The DAC further directed to pursue the court cases vigorously and
reduced the para to the extent of recovered and verified amount. In case of
charging of late payment surcharge on late deposit of Social Welfare Obligation,
the DAC directed the management to take up the matter with DG (PC) for
inclusion of LPS Clause.

Audit recommends to implement the decision of DAC.

[DP Nos. 2020, 2016, 2304, 2104 & 2106]
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2.1.4.24 Non-performance of mandatory functions by DG (PC)

According to E&P Rules, the Government has to take certain action on
the existing of certain conditions, for example Rule 39(e) of Pakistan Petroleum
(Production) Rules, 1949, empowers the Government to exercise the right to
cancel the license or lease if the licensee of lessee violates the undertaking given
in accordance with Rule 4(6) or fails to remedy any breach of the provisions of
the license or lease within the period of three months from the date such breach
is brought to his notice by the Director of Petroleum, provided that such breach
be not the subject of any question or dispute under reference to Government or
under arbitration in accordance with Rule 40. Further, the Rule 69(2) of Pakistan
Exploration and Production Rules, 1986 provides that when a lease has expired
or has been surrendered wholly or partly, or the use of installations and facilities
has come to an end, the Government has the right to take over the permanent
installations.

During audit of DG (PC) for the FY 2021-22, it was observed that DG
(PC) failed to perform its mandatory functions such as:

i.  M/s PEL continuously committed breach of contract by non-payment of
Royalty since 2016 and extracting hydrocarbons from the expired leases
and DG (PC) failed to revoke the leases;

ii.  Data base had shown that 61 leases were expired which were to be dealt
either by taking over the permanent installations into government
ownerships and dispose of accordingly or in case of producing fields, these
may be renewed or regranted whatever the case may be;

iii.  The DG (PC) was ignorant of conducting of joint venture audit by operator
of Block 22, for the period from FYs 2012-13 to 2019-20, this revealed that
operator got the accounts audited from the firm of chartered accounts,
which was not approved by the operating committee and even the
Regulator was not aware of execution of audit. It is also important to
mention here that DG (PC) did not take into accounts violation pointed out
in audited accounts by the auditors.

This all revealed weak monitoring by the DG (PC) and not initiating any
action for non-observance of terms of agreements between the working interest
OWners.
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Audit was of view that DG (PC) being the Regulator of upstream
activities failed to discharge its mandatory functions which had a serious
implication.

The matter was reported to the management in November, 2022. The
management in its reply dated December 05, 2022 explained that in case of
material breach of contract, it was informed PEL had not discharged financial
obligation, therefore, the request of extension of this lease was not entertained
and the company was advised to clear outstanding obligations with ten (10) days,
however, the company failed to do so. In one case the company requested for
incentive of marginal field as the fields were un-economical to produce at
prevailing price. In case of expired leases it was explained that due to certain
unavoidable circumstances, reasonable time was required to decide way forward
of the Leases. DG (PC) was holding regular meeting with E&P companies and
PPEPCA on various issues to resolves the same in a prudent manner in
accordance with applicable Rules. Moreover, PEL had been directed to conduct
subject audit by appointing a reputable audit firm in consultation with all the JV
Partners from the period from FYs 2012-13 to 2019-20 and submit reports within
30 working days.

DAC in its meeting held on December 28, 2022 directed the
management to resolve the matter regarding recovery of outstanding amount in
consultation with Law Division and FBR within 15 days and share the outcome
with Audit. DAC further, directed the management to submit a detail report
regarding settlement of all pending leases within a month.

Audit recommends to implement the decision of DAC.
[DP Nos. 2114, 2115 & 2116]

2.1.4.25 Non-renewal of license agreement of land of LPG plant with NRL

According to Clause 3 of Agreement of PSO with National Refinery
Limited (NRL) signed on August 01, 2000, licensee can get extension in period
of licence for further period ending on July 30, 2015 and if license is not
renewed, the licensee shall have the right to remove all such buildings, fixtures,
erections or buildings materials as vested in him within three calendar months
from the date of such expiry or determination.
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During audit of PSO for the FY 2021-22, it was observed that LPG Plant
at Korangi was located at the land owned by NRL through an arrangement vide
license agreement dated March 10, 1981 with an initial period of 15 years which
expired on March 09, 1996 and was further extended up to July 30, 2015. The
management of PSO took this matter with NRL for an extension of the
agreement for the period of at least 8 years, however, agreement could not be
extended. Thus, the PSO was carrying on business activity without any formal
agreement and due to non-extension of agreement LPG business of PSO was
also at risk.

Audit was of the view that weak internal controls resulted in non-renewal
of licence agreement with NRL putting LPG business at risk.

The matter was reported to the management in October, 2022. The
management in its reply dated January 09, 2023 stated that High Court of Sindh
had ordered that PSO should not be dispossessed / evicted from the said property
without due process of law.

The DAC in its meeting held on January 09, 2023 directed the
management to pursue the case with court.

Audit recommends to implement the decision of DAC besides to share
long term plan for re-location of plant.

[DP No. 1982]
2.1.4.26 Non-compliance of Public Accounts Committee (PAC) directives

According to Para 1 of National Assembly Secretariat (Public Accounts
Committee Wing) OM No. P.10 (4&7)/2012-PAC dated September, 03 2012, the
Public Accounts Committee directed in its meeting held on August, 29 2012 that
the agenda and minutes of all the meetings of all the Executive Boards of all the
State Corporations/ Concerns, Autonomous and Semi-Autonomous Bodies, the
audit of which may be conducted by the Auditor-General of Pakistan, must be
brought on the websites of the said organizations immediately before and after
holding the said meetings, accordingly. Part-2 states that the Compliance Report
on the above directives may be furnished to this Secretariat for the perusal of
Public Accounts Committee.

During audit of PSEs for the FY 2021-22, it was observed that the

management did not follow the directives of the Public Accounts Committee.
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The agenda and minutes of all the meetings Board and its sub committees were
not uploaded / placed on the company’s websites. This resulted in non-
compliance of PAC directions which was a serious lapse on the part of
management of PSEs.

Audit was of the view that due to negligence of managements of the
PSEs, the desired information was not available at website.

The matter was reported to the management in October, 2022. In DAC
meetings held in December, 2022 and January, 2023 the management of PSEs
stated that there was no requirement in the Corporate Governance Rules, 2013
for uploading of BoD minutes on websites. Audit contended that PSEs were
bound to upload the agenda and minutes of all the meetings of all the Executive
Boards of all the State Corporations / Concerns, Autonomous and Semi-
Autonomous Bodies, as envisaged in Para 1 of National Assembly Secretariat
ibid.

The DAC directed the management of PSEs to ensure the compliance of
PAC directives.

Audit recommends the implementation of the decision of DAC.
[DP Nos. 2054, 2300, 2193, 2226, 2310, 2309, 1871 & 2067]

Geological Survey of Pakistan

2.1.4.27 Unjustified payment of contingent advances to the employees —
Rs 28.394 million

According to O.M No.TM/Assmnt/A/C/1285, dated October 06, 1982 of
Accountant General, Pakistan Revenues Sub-Office Quetta, General Financial
Arrangement of GSP was authorized subject to condition that no money would
be drawn from the Assignment Account unless they are required for immediate
disbursement or have already been spent out of permanent advance or imprest.

During audit of GSP, Quetta, it was observed that in 25 cases, an amount
of Rs 28.394 million was sanctioned to various officers / officials as “contingent
advances” during the period 2016 to 2020 without any logical reasons. Later on,
these funds were adjusted through different bills after keeping these amounts in
private accounts for a period ranging from 4 to 38 months. Further, no proof of
payments made to vendors / suppliers was placed on record in respect of these
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advances. This resulted into irregular payment of contingent advances and
keeping of public money into the private accounts of employees
Rs 28.394 million.

Audit was of the view that weak financial and internal control led to the
irregular payment of contingent advances to employees and the retention of
public money into private accounts.

The matter was reported to management in October, 2022. The
management in its reply dated January 02, 2023 explained that GSP was a
research-based organization that reports to the Petroleum Division. Research was
conducted throughout drilling operations mainly for mineral discoveries.

DAC in its meeting held on January 11, 2023 directed the management to
conduct fact finding inquiry and submit the report to Audit within three months.

Audit recommends to implement the DAC directives.
[DP No. 2236]
Hydrocarbon Development Institute of Pakistan

2.1.4.28 Potential loss due to undue delay in execution of contract -
Rs 1,612.599 million

According to Para 6 of the Hydrocarbon Development Institute of
Pakistan (HDIP) Act 2006, the Board of Governors shall have the power to
supervise, control, direct, and regulate the affairs of the Institute. Further, in
compliance with Para 4.4 of the 25" meeting of HDIP’s Board of Governors
dated August 07, 2018 read with decision No.21/7, all CNG stations located at
Islamabad, Lahore, Peshawar, and Quetta were to be leased out.

During audit of HDIP for the FYs 2020-21 & 2021-22, it was observed
that the BoG decided to lease out the four CNG stations located at Lahore,
Islamabad, Quetta & Peshawar for 15 years. A tender was floated in the
Newspaper on 05.07.2018 and after codal formalities, M/s Attock Petroleum Ltd,
Rawalpindi was declared the highest bidder who deposited Rs 40 million (non-
refundable) and 4.506 million per month rent with 5% annual increase up to
initial 03 years and thereafter 10% increase for next twelve (12) years. However,
despite lapse of more than 04 years, the management failed to hand over the
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CNG stations to the successful bidder, resultantly, sustained potential loss of
Rs 1,612.599 million aggregated amount of rent and non-refundable security.

Audit was of the view that non-handing over of the CNG stations to the
successful bidder due to ineffective decision-making caused potential loss of
Rs 1,612.599 million. Similar nature paras were also pointed out in audit reports
2019-20 [Para No. 2.1.7.29] of Rs 54.066 million and 2020-21 [Para No.
2.1.7.21] of Rs 54.066 million.

The matter was reported to the management in September 2022. The
management explained that HDIP had also filed a suit in Islamabad High Court
in response to APL and next date of hearing was February 23, 2023.

The DAC in its meeting held on December 27, 2022 directed the
management to pursue the court case vigorously.

Audit recommends to pursue the court case vigorously and share its
outcome with Audit.

[DP No. 2068]

2.1.4.29 Non-recovery of sample testing fee from OMCs and various other
departments — Rs 93.888 million

According to Section 9(f) of the Hydrocarbon Development Institute of
Pakistan Act 2006, the fund of the Institute shall consist of fees and charges for
the services rendered.

During audit of HDIP for the FYs 2020-21 & 2021-22, it was observed
that certain Oil Marketing Companies (OMCs) and departments availed sample
testing services from HDIP Labs. However, the amount/fee of 976 tests was still
outstanding from OMCs/ various departments. This resulted in non-recovery of
testing fee of Rs 93.888 million.

Audit was of the view that poor financial management resulted in non-
recovery of testing fee amounting to Rs 93.888 million.

The matter was reported to the management in September, 2022. The
management in its reply dated October 11, 2022, stated an amount of Rs 56.734
million had been recovered. Moreover, the credit policy and late payment
surcharge policy shall be shared with Audit.
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The DAC in its meeting held on December 27, 2022 reduced the para to
the extent of recovered amount and directed to recover the balance amount
besides getting the stated stance verified from Audit.

Audit recommends to implement the decision of DAC.
[DP No. 2073]
2.1.4.30 Unjustified operational losses on CNG stations - Rs 89.808 million

According to Para 10 of General Financial Rules, every public officer
authorized to incur expenditure from the public funds should observe high
standards of financial propriety and is expected to exercise the same vigilance in
respect of expenditure from public money, as a person of ordinary prudence
would exercise in respect of expenditure of his own money.

During audit of HDIP for the FY 2018-19, it was observed that CNG
station located at Lahore was non-operative since February, 2015 and the
management did not take any action to start the operations. This resulted in
unjustified expenditure of Rs 45.183 million on account of salaries and allied
expenses without earning any sales revenue. Further, HDIP CNG Station, Quetta
sustained losses of Rs 44.625 million for the last six consecutive years from
2016-17 to 2021-2022, however, the management did not take sufficient steps to
make the CNG station profitable or close it down. This resulted unjustified
operational losses of Rs 89.808 million on both CNG stations.

Audit was of the view that negligence of management resulted in
unjustified operational losses of Rs 89.808 million on CNG stations. Similar
nature para was also pointed out in audit reports 2019-20 [Para No. 2.1.7.30] of
Rs 36.212 million.

The matter was reported to the management in September, 2022. The
management in its reply dated October 11, 2022, stated that the reasons of loss
were old equipment installed at Quetta CNG station which required high
replacement cost, operational hours 12 in a day, electricity load shedding and
smuggled gasoline available in Quetta, therefore, customers shifted to gasoline.
Further, case to outsource the CNG station Lahore was pending with Honorable
Islamabad High Court and case of extension of lease of Quetta CNG station was
pending with Honorable Supreme Court of Pakistan.
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The DAC in its meeting held on December 27, 2022 directed the
management to provide relevant record to Audit for verification and pursue the
court cases vigorously.

Audit recommends to implement the decision of DAC.
[DP Nos. 2069 & 2071]

2.1.4.31 Possible loss due to non-up-gradation of existing infrastructure for
testing of LPG Cylinders at Islamabad - Rs 45 million

According to section 4(p) of the Hydrocarbon Development Institute of
Pakistan Act, 2006 the HDIP will establish laboratories, facilities, and
infrastructure anywhere in Pakistan, and to take all steps and measures which are
necessary to promote, implement and undertake assignments and tasks to fulfill
its objectives and functions. Further, to act as an organization for checking of
quality, standards, and specifications of hydrocarbons including crude petroleum,
petroleum products, liquefied petroleum gas, and natural gas.

During audit of HDIP for the FY 2019-20, it was observed that the
management placed the matter of facility of testing LPG cylinder in the BoG
meeting dated November 17, 2017, as an agenda item for seeking permission to
undertake LPG Cylinder testing functions. The management explained to the
Board that Rs 15.0 million would be required to upgrade the existing lab
infrastructure within one year with expected annual revenue of Rs 9 million
(Approx.) aggregating to Rs 45 million up to 2022 with existing manpower. The
Board approved the proposal and allowed HDIP to undertake testing functions in
collaboration with the public-private sector until its own lab becomes
operational. However, since 2017 the management neither took steps to attract
bidders to acquire the lab services from the private sector nor established /
upgraded existing infrastructure for testing of LPG cylinders in its own Lab. This
resulted in a possible loss of revenue of Rs 45 million.

Audit was of the view that non-establishment / up-gradation of existing
infrastructure for testing of LPG Cylinders at Islamabad resulted in possible loss
of revenue of Rs 45 million.

The matter was reported to the management in September, 2022. The
management in its reply dated October 11, 2022, stated that the matter was taken
up with OGRA through MoE (PD) and it was requested to OGRA to assign the
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exclusive task of LPG cylinder testing to HDIP, however, OGRA being regulator
did not allow. Reply was not tenable as same was in contradiction to the agenda
proposed before the BoD in its meeting dated November 17, 2017. Moreover,
since 2017 the management did not take steps to acquire the lab services from
the private sector nor established / upgraded existing infrastructure for testing of
LPG cylinders as approved by the Board.

The DAC in its meeting held on December 27, 2022 directed the
management to establish/upgrade the existing infrastructure of testing of LPG
cylinders at Islamabad.

Audit recommends to implement the decision of DAC.
[DP No. 2070]

2.1.4.32 Excess charging of crude oil testing fee - Rs 28.800 million

According to Section 9(f) of the Hydrocarbon Development Institute of
Pakistan Act 2006, the fund of the institute shall consist of fees and charges for
the services rendered and sampling collection charges of imported crude oil is
fixed at Rs 30,000.

During audit of HDIP for the FYs 2020-21 & 2021-22, it was observed
that HDIP, Karachi charged Rs 60,000 per sample per tank instead of the
approved rate of Rs 30,000. This resulted in excess charging of crude oil testing
fees amounting to Rs 28.800 million.

Audit was of the view that weak internal control resulted in excess
charging of testing fees of crude oil by HDIP.

The matter was reported to the management in September, 2022. The
management in its reply dated October 11, 2022, explained that the stance of
Audit was correct and disciplinary proceeding would be initiated against the
responsible.

The DAC in its meeting held on December 27, 2022 directed the
management to conduct inquiry and fix responsibility on the person(s) at fault
within three months.

Audit recommends to implement the decision of DAC.
[DP No. 2075]
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2.1.4.33  Irregular promotion of HDIP employees from ESG-1 to ESG-2 and
ESG-3 to ESG-4

According to Clause 3.9 of HDIP Employees Service Regulations, 2017,
an employee inducted on the basis of Matric, Intermediate or Diploma will only
be eligible for promotion to higher management grades i.e. from ESG-1 to ESG-
2 if he / she has acquired a master degree in a relevant discipline. Further, the
Board vide its decision No. 24/10 advised that basic qualification of the post
would be a pre-requisite for promotion from ESG-1 to 2 for all cadres.
Furthermore, according to Clause 3.12(7) of Regulations ibid, promotion from
ESG-3 to ESG-4 required 12 years’ service in ESG-2 and above or 7 years’
service in ESG-3 in case of direct recruitment in ESG-3 in this institute.

During audit of HDIP for the FYs 2020-21 & 2021-22, it was observed
that HDIP promoted five (05) employees from ESG-1 to ESG-2 during 2019
without observing the requisite master’s degree qualification as prescribed in the
HDIP Employees Service Regulations, 2017. This resulted in irregular
promotions of employees from ESG-1 to ESG-2. Moreover, one employee was
promoted from Senior Chemist ESG-3 to Principal Chemist ESG-4 on June 19,
2019 without completion of prescribed length of service of 12 years. At the time
of promotion total length of service of the said officer was 11 years and 02
months hence, he was not eligible for promotion.

Audit was of the view that weak internal controls resulted in irregular
promotion of employees.

The matter was reported to the management in September, 2022. The
management in its reply dated October 11, 2022, stated that the condition of
qualification required for promotion from ESG-1 to ESG-2 (i.e. Grade-16 to 17)
was prescribed in the HDIP Employees Service Regulations, 2017 and was
observed. Reply was not tenable as employees were promoted without observing
the qualification as prescribed under the Service & Financial Rules, 2017. In
other case, it was replied that the officer was appointed on January 12, 2004 as a
Chemist (BS-17) on contract basis and after that her services were regularized on
October 14, 2006 by the Board of Governors. Reply was not tenable as Board of
Governors had no powers to regularize the services of any employee under HDIP
Act, 2006.
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The DAC in its meeting held on December 27, 2022 directed the
management in first case to prepare the Revised Service Rules for up-graded
post besides regularization of promotion made without finalization of revised
rules from BoG. In case of promotion from ESG-2 to ESG-3, management was
directed to seek clarification from Establishment Division regarding
regularization of contract employment.

Audit recommends to implement the decision of DAC.
[DP Nos. 2095 & 2096]
2.1.4.34 Non-preparation of procurement plan of the HDIP since inception

According to Clause 6 of PPRA Rules, 2004 all procuring agencies shall
devise a mechanism, for planning in detail for all proposed procurements with
the object of realistically determining the requirements of the procuring agency,
within its available resources, delivery time or completion date and benefits that
are likely to accurate to the procuring agency in future. Moreover, a procuring
agency shall announce in an appropriate manner all proposed procurements for
each financial year and shall proceed accordingly without any splitting or
regrouping of the procurement so planned. The annual requirements thus
determined would be advertised in advance on the Authority’s website as well as
on the website of the procuring agency in case the procuring agency has its own
website.

During audit of HDIP for the FYs 2020-21 & 2021-22, it was observed
that the management failed to prepare any procurement plan since its inception.
In the light of Clause 6 of Rules ibid, it was responsibility of the management of
HDIP to prepare its procurement plan each year besides a project-wise plan
which should include procurement process, procurement needs, project timeline,
vendor management, payment method and risk management (target &
achievement) etc.

Audit was of the view that weak internal controls resulted in non-
preparation procurement plan.

The matter was reported to the management in September, 2022. The
management in its reply dated October 11, 2022 stated that Financial Powers had
been delegated to the GMs / OICs of regional offices. Procurements were made
by observing PPRA Rules and procurement plan would be completed up to
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January, 2023. Reply was not tenable as preparation of annual procurement plan
mandatory requirement under PPRA Rules, 2004 which were not prepared by
management.

The DAC in its meeting held on December 27, 2022 directed the
management to conduct internal inquiry for non-compliance of provisions of
PPRA Rules and fix the responsibility on the person(s) at fault within a month.

Audit recommends to implement the decision of DAC.
[DP No. 2082]

2.1.4.35 Potential loss to Government due to non-establishment of LPG testing
lab

According to Cabinet Committee on Energy (CCOE) meeting held on
January 08, 2019 vide Case No. CCOE 24-06/2018/Para-11 directed the
Petroleum Division to explore the possibility of the establishment of a laboratory
at Taftan Border to check the quality of imported LPG.

During audit of HDIP for the FYs 2020-21 & 2021-22, it was observed
that case for setting up a quality control lab at Taftan border was initiated by the
MoE (PD) vide letter dated October 02, 2017. Moreover, OGRA vide letter dated
January 28, 2022 issued NOC for the establishment of LPG testing lab to carry
out checking of LPG quality/specifications imported through border areas. In this
regard, HDIP had already procured required equipment for LPG testing in its
PSDP Project for the up-gradation of Petroleum Oil and Lubricants testing
facilities at Islamabad, Lahore, Multan, Karachi, Peshawar, and Quetta. Saindak
Metals Limited (SML) was requested for the provision of at least 3-4 Rooms
with allied facilities at Saindak which was only 35 Km from Taftan. Although,
SML gave positive signals in this regard, however, HDIP failed to establish the
LPG testing lab facility at Taftan (Iran Border) so far.

Audit was of the view that non-compliance with instructions of CCOE
resulted in import of poor quality of LPG and potential revenue loss.

The matter was reported to the management in September, 2022. The
management in its reply dated October 11, 2022, stated that HDIP took the
matter with Petroleum Division for issuance of Policy Guidelines to OGRA to
approve HDIP as TPI for testing of LPG at Taftan. According to direction of
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OGRA, HDIP participated in the bid but the same was rejected by OGRA. The
matter was being pursued with OGRA. Further Custom Authorities Quetta had
allowed HDIP for quality testing of LPG in Quetta after sample collection from
Taftan. Reply was not tenable as direction of Cabinet Committee on Energy
(CCOE) should had been complied without delay.

The DAC in its meeting held on December 27, 2022 directed the
management to expedite establishment of LPG testing Lab at Taftan.

Audit recommends to implement the decision of DAC.

[DP No. 2076]
Ministry - Expenditure

2.1.4.36 Less recovery of rent from PSEs housed at Petroleum House
Islamabad - Rs 36.351 million

According to O.M No.F.12(65)/2011-Policy dated March 27, 2017
regarding revision of hiring rates for office accommodation at Islamabad,
Rawalpindi, Karachi, Lahore, Peshawar and Quetta, the rental rate of
Commercial buildings situated at Islamabad/Rawalpindi at locations other than
Blue area, Super/Jinnah Super Market, F-8 Markaz, F-10 Markaz and E-7, was
fix for basement @ Rs 40 per Sq. ft and for other floors @ Rs 60 per Sq. ft.
Further, Para 26 of GFR Vol-I read with Para 286 states that no land / building
belonging to Government may be sold or made over to a local authority, private
party or institution for public, religious, educational or any other purpose, except
with the previous sanction of Government.

During audit of Directorate General of Admn / Policy Wing (Ministry of
Energy) Islamabad, for the FYs 2019-20 to 2021-22, it was observed that
Ministry allotted / provided accommodations to various PSEs in the Petroleum
House, Islamabad on rental basis. The monthly rent of Rs 36.351 million was
lying outstanding against these organizations since the occupation as detailed
below:

(Rs in million)

Sr. Name Amount Amount Amount
No. | of PSEs | outstanding since recovered recoverable as on
occupation June 30, 2022
1 ISGS 79.009 60.873 18.136
2 | GHPL 83.211 73.340 9.871
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3 [PLL ] 45.850 | 37.506 8.344
Total 36.351

Audit observed the following irregularities:

i. Lease agreements with companies / organizations housed in petroleum
house were not available in the local office;

ii. 25% extra rent was not charged from companies being a high rise and
centrally air-conditioned building; and

iii. The maximum increase in rent 25% after 3 years or 10% per annum
policy was not followed according to O.M of Finance Division No.4(7)R-
14/07 dated June 10, 2019; and

iv. Non / Less Recoveries were made from companies/ organizations since
the occupation.

Audit was of the view that less recovery of rent resulted in loss to
Government exchequer.

The irregularity was pointed out to the department in August, 2022. The
management in its reply dated December 28, 2022 stated that PSEs were housed
in Petroleum House on rental basis as a bilateral / temporary arrangement
without having signed formal agreements in the absence of completion
certificate and formal handing-taking over of Petroleum House building. SOEs
were being rented @ Rs 60/sg. ft in accordance with referred OM of Ministry of
Housing & Works dated March 27, 2017 w.e.f. March 17, 2017. The reply was
not tenable as the SOEs housed in Petroleum House were providing cleaning and
security services so that less rent was charged. The management did not follow
the standing rules for rent charges.

The DAC in its meeting held on December 28, 2022 directed the
management to expedite recovery of amount within one month.

Audit recommends to implement the decision of DAC.
[DP No. 1970]
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2.2 Oil and Gas Development Company Limited
2.2.1 (A) Introduction

Oil and Gas Development Company Limited (OGDCL) was established
in 1961 as a public sector corporation which was converted into a public limited
company on October 23, 1997 under the Companies Ordinance, 1984 (now
Companies Act, 2017). The company is engaged in exploration and development
of oil and gas resources, production and sale of oil and gas and related activities.
OGDCL is registered with Pakistan Stock Exchange and London Stock
Exchange. GoP holds 85.02 % paid-up capital of the company as on June 30,
2022.

2.2.1 (B) Comments on Company Performance

Exploration, Production and Financial performance of the OGDCL
during FY 2021-22 is given below:

i. Drilling and Exploration Activities

Name of Activity 2016-17 | 2017-18 | 2018-19 | 2019-20 | 2020-21 | 2021-22
Exploration Licenses 58 51 49 51 59 57
Development & Production 69 72 79 76 77 77
Lease

2D Seismic Survey -Line 4,034 2,073 1,324 3,407 2,539 2,003
KM

3D Seismic Survey -Line 1,153 792 620 - 600 601
KM

Total Seismic Survey 5,187 2,865 1,944 3,407 3,139 2,604
Well Drilled (Exploratory 22 20 16 25 20 7

Appraisal, Development)

Cost of Dry & Abandoned 4,027 | 10,086 6,092 | 10,026 8,373 7,657
Well (Rs in million)

Prospecting Expense 9,242 6,104 6,408 8,187 8,994 7,929

Exploration and | 13,269 | 16,190 | 12,499 | 18,213 | 17,366 | 15,586
Prospecting Expenditure
(Rs in million)

Cost (Rs million) Per Line 1.78 2.13 3.30 2.40 2.87
KM

(Source: Annual Audited Account)
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ii. Financial Performance

‘ 2016-17 | 2017-18 | 2018-19 | 2019-20 | 2020-21 | 2021-22
Quantity Sold
Crude Oil | ‘000’ 15,744 14,867 14,555 12,919 13,230 12,528

barrels

Gas MMCF | 383,692 | 373,192 370,217 | 326,879 | 317,443 301,286
LPG Tons 164,407 | 250,984 294,167 | 269,806 | 293,310 294,619
Sulphur | Tons 23,800 24,800 20,900 19,000 24,000 15,800
Financial Results (Rs in billion)
Net Sales 171.83 205.34 261.48 232.93 239.10 335.46
Other Revenues 17.85 19.08 37.15 39.88 20.27 50.69
Trade-debt 118.575 | 163.691 242.731 | 307.563 | 358.821 456.594
Overdue amount - 82.707 | 121.131 194.179 | 262.459 | 303.853 393.170
Circular Debt
Profit before 89.14 112.63 176.60 144.36 128.99 232.52
Taxation
Profit for the Year 63.80 78.74 118.39 100.94 91.53 133.78

(Source: Annual Audited Account)

Production and volumetric sales of hydrocarbons remained stagnant
during the period whereas sales revenue had increased due to positive effect of
foreign exchange because crude oil prices were linked to a basket of Middle East
crude oil prices (Brent in US$).

Delay in completion of ongoing development projects, declining
exploration, creaming out of major fields, leads inventory (unexplored) in
portfolio and low off-takes of permeate (off-specs) gas by IPPs from gas fields
were few of the many challenges company was facing during the period.

Trade Debt had increased to 375% (from Rs 82.707 billion in 2017 to
Rs 393.170 billion in 2022) due to inter-corporate circular debt. These were
receivable from oil refineries, gas and power companies.

2.2.2 Classified Summary of Audit Observations

Audit observations amounting to Rs 11,664.686 million were raised
during the current audit of OGDCL. This also includes recoverable amount of
Rs 3,115.952 million as pointed out by Audit. Summary of the audit
observations classified by nature is as follows:
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Overview of Audit Observations

(Rs in million)

Sr. | Classification Amount
No.
1 Irregularities -
A | Project Management 3,129.482
B | HR / Employees Related Irregularities 1,248.057
C | Joint Venture Related Issues 1,250.056
D | Contract Management 279.859
E | Procurement and Store Management Related 3,706.410
Irregularities
F | Receivables / Financial Management 324.629
2 Others 1,726.193
2.2.3 Compliance of PAC Directives
. Total Compliance Compliance %oage of
Audit Year Directives Rep%rted Awgited Comgliance
1994-95 19 14 5 74
1995-96 13 11 2 85
1998-99 9 4 5 44
1999-00 11 8 3 73
2000-01 29 24 5 83
2001-02 4 3 1 75
2002-03 5 3 2 60
2003-04 15 8 7 53
2004-05 4 3 1 75
2005-06 23 19 4 83
2006-07 30 29 1 97
2007-08 17 10 7 59
2008-09 13 10 3 77
2009-10 12 9 3 75
2010-11 18 18 0 100
2011-12 26 9 17 35
2012-13 33 16 17 48
2013-14 25 11 14 44
2014-15 53 21 32 40
2015-16 30 24 6 80
2016-17 40 33 7 83
2017-18 17 13 4 76
2018-19 6 4 2 67
2019-20 1 0 1 0
Total 453 304 149 67

Overall compliance of PAC directives remained un-satisfactory.
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2.2.4 Audit Paras

Project Management

2.2.4.1 Delay in production due to non-installation of procured submersible

pumps - Rs 1,362.914 million

According to Rule 4(3) of the Public Sector Companies (Corporate
Governance) Rules, 2013, the Chief Executive is responsible for the
management of the Public Sector Company and his responsibilities include to
ensure that funds and resources are properly safeguarded and are used
economically, efficiently and effectively and in accordance with all statutory
obligations.

During audit of OGDCL for the FY 2021-22, it was observed that the
management procured electric submersible pumps for replacement of already
installed jet pumps to increase per day production of crude. 2 out of 5 pumps
were required to be installed up to June 2021 while remaining 03 were to be
installed by June 2022. However, up to August 15, 2022, only 02 pumps were
installed out of 05, causing delay in production of 203,420 barrels valuing
Rs 1,362.914 million.

Audit was of the view that weak management resulted into delay in
production to the tune of Rs 1,362.914 million due to non-installation of
procured equipment.

The matter was reported to the management in August, 2022. The
management, in its reply dated December 9, 2022, stated that delivery was
delayed due to certain unforeseen reasons. Extension in supply time was granted
on the request of supplier and LD charges were recovered. At present 4 pumps
have been installed. Installation of remaining one submersible pump was in
process.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to get the stated stance verified from Audit within a week besides
expediting the installation of remaining one submersible pump at the earliest.
DAC further directed to share the production data for verification of Audit. In
compliance of DAC directives, the management communicated a gain loss
statement of 04 pumps which revealed that production of Pasakhi-3 decreased in
November and December, 2022 to 40 standard barrel per day after electronic
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submersible pump installation. Moreover, production of Sono 4 was shown as
36,070 standard barrel per day during November, 2022 only and zero in
December, 2022. Decrease in production of 2 pumps raised question on
performance of the pumps. No further progress was reported till finalization of
the report.

Audit recommends that reasons for decrease in production of Pasakhi
North-03 and zero production of Sono 4 during December, 2022 and non-
installation of 5" pump may be produced to Audit besides installation of
remaining ESP.

[DP No. 1985]

2.2.4.2 Non-acquisition of land for permanent installation and non-utilization

of company owned land - Rs 823.547 million

According to Clause 11 (1&2) of Procedure for Land Section, after
declaration of oil and gas discovery, the well site will be treated as part of the
producing field and will be taken over by the production department. Manager
production, in consultation with operation manager (fields) will re-assess the
required land to be retailed. The land required for the development of field, base
camp, de-hydration plant and storage facilities etc., and other civil construction
to be used more than three years will be treated as permanent acquisition and
will be purchased.

During audit of OGDCL for the FY 2021-22, it was observed that
management failed to:

I. Acquire / purchase land on permanent basis which were under use of
company for more than three years and ranged up to 34 years. Initially
land was acquired on temporary basis but later on, at the time of
discoveries, management was required to prepare review reports for
retaining the land but no action had been taken for permanent acquisition
according to requirement;

ii. Utilize purchased land, at Tando Alam Oil Complex and Bobi Oil
Complex, 31.13 acre and 46 acre respectively but head office was
unaware of its utilization status and inclusion in the hired land or
otherwise. The head office management asked the regional coordinator to
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share the utilization status of said land but no requisite record was made
available; and

iii.  Remove/clear the encroachments on ROW/land. The land was being
cultivated by land owners for which company has paid hiring charges.

This resulted in non-acquisition of land and non-utilization of company
owned land amounting to Rs 823.547 million on recurring basis.

Audit was of the view that due to non-compliance to procedures and non-
adherence to rational of general prudence resulted into inefficient management.

The matter was reported to the management in September, 2022. The
management, in its reply dated December 9, 2022, stated that the land
management has taken up the matter with regional offices to initiate the cases for
permanent acquisition of land in order to save the company exchequer being paid
in the shape of rent for long period.

The DAC, in its meeting held on December 29 & 30, 2022, directed the
management to place the matter before the BoD on case to case basis for
consideration in the light of audit para. No further progress was reported till
finalization of this report.

Audit recommends to implement the decision of DAC and comply with
company Rules and Regulation regarding permanent acquisition of land.

[DP No. 2024]

2.2.4.3 Wasteful operational expenditure on depleted fields - Rs 654.625

million

According to Rule 69 (2&5) of Pakistan Petroleum (Exploration and
Production Rules), 1986, when a lease has expired or has been surrendered
wholly or partly, or the use of installations and facilities has come to an end, the
Government has the right to take over the permanent installations including
related equipment in the leased area which are necessary for the production of
Petroleum. At least one year prior to termination, the holder of a lease shall
submit to the Government a plan for the orderly closing down of his operations
and for the removal of the facilities or their transfer to the Government. The DG
(PC) vide its letter dated January 20, 2021, has invoked its right to take over
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installation of Punjpir field and has subsequently awarded the same to GHPL to
take appropriate decision for disposal of the same on commercial consideration.

During audit of OGDCL for the FY 2021-22, it was observed that the
management:

I.  Failed to submit a plan at least one year advance, to Government for the
orderly closing down of its operations and for the removal of the facilities
or their transfer to the Government. The management wrote a letter in
respect of Nandpur and Bahu Fields, in January, 2022 after lapse of two
and half years of depletion of production from last well; and

ii. Incurred un-justified employee related expense, hired vehicles, fuel,
security, cost allocation and electricity, gas & net charges in respect of
three depleted/ceased fields namely Nandpur, Bahu and Punjpir. The
production from these fields started depleting, production from last well
ceased to flow by October, 2019. As the production from these fields was
been depleted three years ago, incurrence of expenses of Rs 654.625
million during FY 2021-22 were un-justified.

This resulted in un-justified expenditure of Rs 654.625 million on such
fields which were depleted three years ago and non-submission of advance plan
to government.

Audit was of view that weak financial controls resulted in incurrence of
un-justified expense amounting to Rs 654.625 million on depleted fields.

The matter was reported to the management in September, 2022. In first
case, the management, in its reply dated December 9, 2022, stated that the matter
was repeatedly taken up with DG (PC) for closure of field. In response, DG (PC)
nominated GHPL, for the possession of all assets of the field, however, no
further progress had been made from GHPL. At present only 10 personnels had
been deployed on the field. In second case, it was explained that expenditure on
the field cannot be avoided till the possession is taken by GHPL. The reply of
management was not tenable, as incurrence of expenditure after depletion of
production is not justified.

The DAC, in its meeting held on December 30, 2022, in the first case
directed the Petroleum Division to inquire the matter, fix responsibility and
submit the report within two months. For second case, DAC directed the
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management to pursue the matter with DG (PC) and share the outcomes with
Audit.

Audit recommends to implement the decision of DAC besides avoidance
of such expense in future.

[DP Nos. 2006 & 2018]
2.2.4.4 Non-completion of process of land acquisition - Rs 94.641 million

According to Provision of Land Acquisition Act, 1894, after publication
of notification under Section 4, 17(4) & 6 and agreement U/S 41/42 of the Land
Acquisition Act 1894, LAC issues Notices U/S 9 & 10 of Land Acquisition Act
1894, to the person(s) interested and acquiring agency, for hearing of objections,
if any, on the measurements and cost of land determined by the District
Collector. Thereafter award is announced by the LAC, a copy of which is sent to
acquiring agency for getting the amount adjusted against advance of relevant
line. Finally, the land is mutated in favour of acquiring agency i.e., OGDCL

During audit of OGDCL for the FY 2021-22, it was observed that in 6
cases, the management failed to complete the process of acquisition of land
measuring 1,341 Kanals despite lapse of 8 years. In 3 cases entire cost of land
ie., Rs 94.641 million was paid as advance to the Deputy Commissioner for
acquisition of land but process of mutation of land in favour of company was not
completed. In remaining 3 cases, management failed to get estimate of cost of
land from the Deputy Commissioner. This resulted in non-completion of process
of acquisition of land of Rs 94.641 million.

Audit was of the view that due to weak internal controls, timely action
was not taken by the management for acquisition of land.

The matter was reported to the management in September, 2022. The
management, in its reply dated December 9, 2022, stated that the cases were
being pursued with district administration of Karak and Kohat. However, 5
acquisition cases had been completed and only one case was in process.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to get the stated stance verified from Audit within a week and
expedite the finalization of remaining case. No further progress was reported till
finalization of the report.
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Audit recommends to implement the decision of DAC.
[DP No. 2023]

2.2.4.5 Loss due to cost escalation of project and non-availing discount due to

repeated delay in procurement process - Rs 62.037 million

According to Rule 26(3) of PP Rules, 2004, the procuring agency shall
ordinarily be under an obligation to process and evaluate the bid within the
stipulated bid validity period. However, under exceptional circumstances and for
reason to be recorded in writing, if an extension is considered necessary, all
those who have submitted their bids shall be asked to extend their respective bid
validity period. Such extension shall be for not more than the period equal to the
period of the original bid validity. Further, according to Rule 31(1) of the Public
Procurement Rules, 2004 “no bidder shall be allowed to alter or modify his bid
after the bids have been opened.

During audit of OGDCL for the FY 2021-22, it was observed that:

I. A case for construction of road at Kunnar plant filed was first time
tendered in 2016 and lowest bid of Rs 55.139 million was received.
However, due to internal codal formalities, bid validity expired and
tender was annulled. Case was re-tendered and annulled 2" and 3" time
due to announcement of general elections and non-completion of internal
codal formalities respectively. Lastly, in result of 4™ tender, contract was
awarded against lowest bid of Rs 85.054 million in 2022 with a cost
escalation of Rs 29.915 million. It was pertinent to mention that 14 other
schemes were also pending in Hyderabad Region since long;

ii.  Management failed to procure 04 sets of Choke and Kill Manifolds after
113 days of advertisement. The case was retendered but case was again
annulled because period of extension of bid of 240 days exceeded the
period of original bid validity of 120 days. This resulted into failure in
completion of procurement process in more than two years and loss of
offered discount of Rs 32.122 million; and

iii.  In another case, management allowed to alter financial bid after bid
opening and also failed to issue letters of intent to the successful bidders
and the bid validity period expired. According to executive summary of
the case, an inquiry was recommended because the company may had to
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bear opportunity cost in the form of operational and financial losses. In
case of procurement of alternators, specifications were changed from IP-
65 Alternator to IP-23 on suggestion of a bidder which caused delay in
procurement.

Audit was of the view that failure in fulfilment of internal codal
formalities, delay in issuance of LOI and non-use of Section 21 of PPRA
Ordinance, 2020 resulted in loss of Rs 62.037 million. Moreover, permission of
change in financial bid after opening of the financial bid was a clear violation of
Rule 31(1) of the PP Rules, 2004.

The matter was reported to the management in September, 2022. For first
case, the management, in its reply dated December 9, 2022, stated that cost of
road construction increased form Rs 63.89 million to Rs 73 million which was
15.7% higher, while in second case, tender enquiry was annulled without
awarding any contract and fresh tender was initiated. In third case, it was replied
that case was annulled without awarding any contract and fresh tender was
issued. While in fourth case, it was replied that change of specification of IP
rating from IP-65 to IP-23 at pre-bid clarification stage was uploaded as pre-bid
clarification No. 5 on OGDCL website as per standard tendering process. Audit
contended that the reasons given by the management were not correct.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to submit a detailed report on the issues raised by Audit within two
months.

Audit recommends implementation of the decision of DAC besides
improving internal controls to avoid abnormal delay in future.

[DP Nos. 1987 & 2003]

2.2.4.6 Extra payment of land rent due to late de-hiring and excess retention of
land - Rs 93.914 million

According to Article 5, 6.2 and 6.5 of Procedure for well closing /
abandoning a drilling well site issued vide No. AAO107-32 dated September 21,
1988, a committee namely Well Site Closing Committee will be constituted. The
committee will negotiate with the land owners for the settlement of terms for de-
hiring of land. Efforts will be made to offer the structure including the civil
works and unserviceable material at the site to the land owner as compensation
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for land, clearing, levelling and bringing the site in original shape. Clearance in
the terms of settlement agreed with the land owner will be sought to Principal
Land Management Committee. Immediately after vacation / levelling the area in
proper shape, representative of the land management section will formally de-
hire and hand-over the land to the land owner.

During audit of OGDCL for the FY 2020-21, it was observed that
management:

i.  Either late de-hired or did not de-hire the land which was excess than the
requirement of the company. Late de-hiring period ranged up to 18
months. For example, in one case of Rajian well No. 10, the well was
plugged and abandoned since June 06, 2020 but its land was de-hired on
October 26, 2021;

ii.  In case of Qadirpur Well No. 62, which was plugged and abandoned on
January, 2021 land measuring 9 acre & 37 Guntas was de-hired being
excess after payment of de-hiring charges of Rs 3.97 million. But later
on, another piece of land measuring 5 acre & 30 Guntas was again hired
after payment of compensation of Rs 2.013 million. De-hiring and again
hiring of land in respect of plug and abundant well is un-justified; and

iii.  Made excess payment for annual lease rent regarding land measuring 489
acre at Kunner field which was not in use of company. Management
made payment of lease rent for 1165 acres and 14-G, however, according
to committee’s report, land measuring 676 acre & 21 Guntas was under
the use of company meaning thereby that payment for 489 acres was
made in excess/un-justified. Further, it was noticed that land measuring 2
acres 10 Gunta regarding ROW Shah well-1 appearing at Sr. No. 59 of
committee report was also not being utilized by the company but rent was
being paid. This resulted in un-justified excess payment of Rs 41.565
million.

It showed that the management did not take any serious action and land
management committee failed to fulfil its responsibilities which resulted in extra
payment of Land Rent amounting to Rs 93.914 million.

Audit was of the view that due to weak internal control; extra payment
was made owing to excess hiring of land which could not be de-hired.
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The matter was reported to the management in September, 2022. The
management, in its reply dated December 9, 2022, stated that the land
department had taken up the matter well in time regarding Rajian well No. 10
and Qadirpur No. 62. The land de-hiring was delayed due to the reason that there
was lying sufficient material of user department and no alternate space was
available. In second case, the management stated that the land was hired on the
requirement of production department. The reply of management was not
tenable, as land was being de-hired after lapse of period ranging up to 6 years
from date of plug & abandon of well and excess rent was paid in respect of land
which was not utilized by the company

The DAC in its meeting held on December 29 & 30, 2022, directed the
management in first case, to get the stated stance verified from Audit on case to
case basis and in second case directed the management to submit detailed reply
on case to case basis pointed out by Audit within a week. No further progress
was reported till finalization of the report.

Audit recommends to implement the decision of DAC besides devising
SOPs for timely de-hiring of excess / un-utilized land.

[DP Nos. 2002 & 2005]

2.2.4.7 Un-justified payment of rent and excess purchase of land - Rs 37.804

million

According to Para 3.1 of Code of Conduct of OGDCL, the directors and
employees of the Company seek to protect the Company’s assets and to ensure
that the Company’s assets and services are used solely for legitimate business
purposes of the Company. Further, according to Note: No.GM I/C
(PSV)2018/485 dated May 18, 2018, shifting of EFP-I11 Base Camp and FGCP-I
Base Camp to Ex-Sheikhan plant was approved for 1% stage and Logistic Base
Camp Kot Sarang along with Cementation / Stimulation Section, Tabular
Section, Overhauling Workshop & Base Store, R.C Office with transit camp in
2"d stage. Since the Exploration, Drilling and Production activities were in full
swing in North Region Specially Chanda, Mela & Nashpa Field, therefor EFP-I11
and FGCP-1 Base Camp was required to be shifted. For the purpose, MD/CEO
approved in principle for acquisition of land on permanent basis.

During audit of OGDCL for FY- 2021-22, it was observed that
management made un-justified / excess payment in following cases:
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i.  The management failed to shift the Regional Coordination Office, Kohat
and Kot Sarang facilities despite availability of sufficient setup / land at
Sheikhan plant, Kohat and incurred un-justified expenditure of Rs 15.61
million on account of rent of building / land. For this purpose, the
management had acquired 196 kanal, 12 marla land for Rs 79.198 million
and acquisition of 666 kanal land was under process at Sheikhan plant;
and

ii. The management purchased 73 kanal land in excess valuing
Rs 22.193 million. The item wise requirement showed that 790 kanal of
land was sufficient to meet the need of setup but management acquired
863 kanal of land.

This resulted in un-justified extra payment of Rs 37.804 million on
account of rent instead of using its owned land and excess purchase of land than
actual need of company.

Audit was of view that due to weak financial control and delayed action
on the part of management, company had to bear extra / excess cost.

The matter was reported to the management in September, 2022. The
management, in its reply dated December 9, 2022, stated that till completion of
requirements, OGDCL have to retain the hired land, otherwise, it will disturb the
smooth operations of the company. The reply was not tenable as the management
was required to expedite the shifting to reduce the dual expenditure and utilize
the already available land.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to share the complete plan along with full justification within a
week. No further progress was reported till finalization of the Report.

Audit recommends to implement the decision of DAC and ensure the
purchase of land on actual need basis.

[DP No. 2022]
HR / Employees Related Irregularities

2.2.4.8 Excess payment of Entertainment Allowance — Rs 849.353 million

According to Para 2(ii) of notification No. AAO102-06 dated March 31,
1993, Entertainment Allowance has been allowed up to 10% of basic pay on
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reimbursement basis. Further, according to Clause V (ii) of notification No. ID-
52748-810 dated July 06, 2005, the Special Allowance include servant
allowance, driver allowance, entertainment allowance, Newspaper, Petrol, Ph.D.
allowance etc.

During audit of OGDCL for FY- 2021-22, it was observed that the
entertainment allowance was required to be paid up to the maximum limit of
10% of basic pay. Contrary to above, the management paid the allowance @
10% of basic on straight line basis. Further management paid two entertainment
allowances to executive group simultaneously

i.  The entertainment allowance was being paid at rate of 10% of basic on
straight line method; and

ii.  Entertainment allowance was also being paid under head Special
Allowance, as special allowance head included the entertainment
allowance.

Hence, double payment of entertainment allowance was unjustified.
Besides above mentioned two payments, the officers and officials of company
were also being provided the facility of breakfast, lunch & tea at subsidized
rates. This resulted in excess/double payment under the head entertainment
allowance amounting to of Rs 849.353 million.

Audit was of view that weak financial control resulted in excess payment
of entertainment allowance.

The matter was reported to the management during September, 2022.
Regarding first case, the management, in its reply dated December 9, 2022,
stated that Entertainment Allowance to all grades of Officers (EG-I to EG-1X)
across the board was allowed @ 10% of basic pay since December 01, 1992 and
in second case, the management stated that the expenditure in meeting for light
refreshment was allowed to Officers Grade EG-VI and above in addition to their
own entitlement of entertainment allowance named as “Office Entertainment”
and merged in special allowance since July, 2005. The reply of management is
not tenable as 10% entertainment allowance was allowed on reimbursement
basis and payment of office entertainment allowance is double payment of
allowance.
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The DAC, in its meeting held on December 29 & 30, 2022, directed the
management to place the matter before the BoD for consideration, either to give
ex-post facto approval or otherwise, regarding payment of 10% entertainment
allowance on straight line method instead of reimbursement basis and in second
case management was directed to place the matter before the BoD for
consideration in the light of audit observation. No further progress was reported
till finalization of the report.

Audit recommends to implement the decision of DAC besides fixing
responsibility for violation of BoD direction.

[DP Nos. 2033 & 2034]
2.2.4.9 Defective performance evaluation system - Rs 137.952 million

According to Rule 8(2) of Public Sector Companies (Corporate
Governance) Rules, 2013, The Board shall monitor and assess the performance
of senior management on a periodic basis, at least once a year, and hold them
accountable for accomplishing objectives, goals and key performance indicators
set for this purpose. The Board shall set up the human resources committee to
support it in performing its functions efficiently and for seeking assistance in the
decision making process and to deal with all employee related matters including
recruitment, training, remuneration, performance evaluation, succession
planning, and measures for effective utilization of the employees of the Public
Sector Company.

During the audit of OGDCL for the FY 2021-22, it was observed that
management has failed to develop effective and transparent performance
evaluation system as detailed below.

i.  Management evaluated performance of 23 employees as “good” despite
that penalties were imposed on them like reduction to lower grade,
withholding of increments, censure, warning and recovery due to
slackness/sheer negligence, fraudulent issuance of HSD, failure to adhere
to company policy and loss to company due to non-following SOP. In
one case of Employee# 102149, company sustained loss of Rs 1.9 million
and he also failed to report the absence of his junior to head office even
then his performance was rated as good. On basis of good rating officer
was awarded 2.25 times basic salaries as profit bonus and 13% annual
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increase. He was also promoted to next grade during this year. This
showed ineffective performance evaluation and monitoring system and
excess payment of profit bonus amounting to Rs 9.727 million; and

Ii.  Management evaluated performance of exploration, drilling and
production departments (including project) as good and very good by
ignoring the operational performance of these departments. These
departments failed to achieve their assigned targets of exploration and
production. Non-achievement of target ranged up to 53%. This resulted
in excess payment of profit bonus amounting to Rs 128.225 million.

Audit was of the view that in-effective performance evaluation system
resulted in excess payment of profit bonus amounting to Rs 137.952 million.

The matter was reported to the management in November, 2022. The
management, in its reply dated December 9, 2022, stated that the performance
evaluation report (PER) of professionals were made according to existing criteria
set by the competent authority i.e. BoD, and judgment of their superiors were
purely based on target set in performance contract for the particular year. The
reply of management was not tenable as performance evaluation report of
employee was rated as “good” that cause a loss of Rs 1.9 million and similar
evaluation in other cases.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to submit a detailed reply on case to case basis for verification of
Audit within a week besides strengthening internal controls of HR. No further
progress was reported till finalization of the Report.

Audit recommends to implement the decision of DAC and improve the
performance evaluation system.

[DP No. 2302]

2.2.4.10 Non-existence of succession planning resulted in hiring of top
management positions/regular MD from market- Rs 120.084 million
According to Rule 8(2) read with Rules 12 and 5(7)(n) of the Public
Sector Companies (Corporate Governance) Rules, 2013, the Board shall set up
the human resources committee, to deal with all employee related matters
including recruitment, training, remuneration, performance evaluation,
succession planning, and measures for effective utilization of the employees. The
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Board shall also be responsible for development and succession planning of the
chief executive. The Board shall also formulate significant policies of company,
which include namely development of whistle-blowing policy and protection
mechanism

During audit of OGDCL for the FY 2021-22, it was observed that BoD
has failed to:

i.  Fulfil its responsibility regarding succession planning. The post of
regular managing director could not be filled despite lapse of about one
year. The Board in its 240" meeting dated 14" October, 2021 while
considering the filling of vacant post of MD/CEO, could not find suitable
person from top management and selected a director from Board as
acting MD/CEO. This showed poor succession planning by BoD for the
post of CEO;

Ii.  For succession planning, senior/top management position such as EDs
remained vacant due to non-availability of suitable candidates. The post
of Executive Director (service) remained vacant for four years i.e. 2017-
18 to 2020-21 and post of Executive Director (reservoir management)
was also remained vacant during last five years. Similarly, posts of top
level remained vacant due to non-existence of succession planning;

iii.  Develop the whistle-blowing policy and protection mechanism; and
iv.  Develop manual of project department of company.

Further, it was pertinent to mention that the expenditure incurred by
Board was increasing every year and it doubled during last four years as it
increased from Rs 20.03 million in FY 2018-19 to Rs 43.34 million in FY 2021-
22. Total expenditure of Rs 120.084 million was incurred during last four years.

Audit was of the view that failure of Board to play its effective role
resulted in non-filling of top management positions and thereby the performance
of company was going towards downward.

The matter was reported to the management during September, 2022. The
management, in its reply dated December 9, 2022, stated that the need for filling
in such positions had been identified and was necessitated by the management
over a period of time. Considering the same, after detailed evaluation of the
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business needs along with retirement trends at senior level, the succession
planning exercise had been completed for General Manager level positions of the
Company and where required positions had been filled through direct
recruitments, promotions or by internal transfers/postings. The reply of
management was not tenable, as management was not complying the Corporate
Governance Rules.

The DAC in its meeting held on December 30, 2022 directed the
management to ensure the compliance of the Corporate Governance Rules 8 (2),
12 and 5 (7)(n) and share the outcome with Audit. No further progress was
reported till finalization of the report.

Audit recommends to implement the decision of DAC.
[DP No. 2036]

2.2.4.11 Discrimination in disciplinary action on same offence of un-
authorized absence - Rs 80.190 million

According to Article 25 of Constitution of Islamic Republic of Pakistan,
all citizens are equal before law and are entitled to equal protection of law.
According to Rule 86 read with Rule 119 (e & f) & 122 of OGDCL Service
Rules, 2002 if any employee leaves the Company, without notice or absents
himself from duty without leave, he shall be liable to be punished under relevant
rules. The acts of habitual absence without leave or without sufficient cause and
continuous absence without permission and without satisfactory cause or wilful
absence for more than ten days shall be construed as mis-conduct. The authority
may impose on him one or more penalties. The authority may award any of the
punishments after taking into account the gravity of the grounds for punishment,
the previous record of the accused employee and / or any other extenuating or
aggravating circumstances that may exist.

During audit of OGDCL for FY- 2021-22, it was observed that in 44
disciplinary cases of un-authorized absence from duty, the management failed to
impose penalties according to gravity of offenses. As in 31 out of 44 cases, the
management imposed penalty of censure, stoppage / withholding of increment
and reduction to lower grade despite these employees were habitual absconder
and remained absent from duty from 26 to 926 days without approval. On the
other hand, in remaining 13 cases, penalties of dismissal, removal from services
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and compulsory retirement were imposed by the management. Five cases are
elaborated below:

Sr. | Employee No. of days
No. No. absent

1 | 102947 312 days in 2010 Reduction to lower grade
211 days in 2016
143 days in 2019
112-days in 2020

Penalty

2 | 212986 926 days Withholding of two increment
3 | 210440 104 days Censure

4 | 214381 61 days Compulsory retirement

5 |305178 135 days Dismissal from service

The Board’s committee also expressed serious concern in different
meetings on inquiry and recommendations of the inquiries issued by
management. This resulted in irregular payment of Rs 80.190 million.

Audit was of view that due to non-observing of the merit policy, lenient
penalties were imposed on same offenses which may increase unauthorised
absence cases.

The matter was reported to the management during September, 2022. The
management, in its reply dated December 9, 2022, stated that the disciplinary
actions against 44 employees were based on un-authorized absence / wilful
absence from duty. It was the prerogative of the Authority to impose major or
minor penalty, reduce and enhance, commute or set-aside the penalty taking into
consideration any of the extenuating circumstances on case to case base. The
reply of management was not tenable, as different penalties were imposed on
same nature of offense.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to submit a detailed report on case to case basis for verification of
Audit within a week. No further progress was reported till finalization of the
report.

Audit recommends to implement DAC decision and ensure equal
implementation of law for all employees.

[DP No. 2032]
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2.2.4.12 Inadmissible payment of Profit Bonus / Award to employees against
whom Disciplinary Proceedings were in progress - Rs 23.750 million

According to Clause 3(vi)(a) of OGDCL’s Policy Department letter No.
AAO-106-22 dated November 10, 2021, the officers / staff against whom
disciplinary proceedings are pending on or before June 30, 2021 and against
whom criminal prosecution has been initiated in connection with their official
functions or actions and case is pending before Court are not eligible for profit
bonus. Further according to SOPs for disposal of disciplinary cases,
HOD/Location Incharge / Admin officer is responsible for stoppage of pay,
allowance & benefits within 10 days from date of absence from duty.

Further, according to Notification No. AAO106-02 dated February 26,
2015, the Board in its 167" meeting held January 19, 2015, resolved that Hard
area allowance @ 25% of basic pay to regular officers and 33% of basic pay to
regular staff / employees working/posted in KUP area of Baluchistan on basis of
their actual attendance in field.

During audit of OGDCL for the FY 2021-22, it was observed that
management had:

i.  Paid inadmissible profit bonus and award amounting to Rs 22.652
million to 44 employees against whom disciplinary proceedings were
under progress;

ii. Failed to stop the salary of employee No. 304112 (Assistant Engineer-
Production) who was absent from duty since November, 2020 to
February, 2021, and his pay was required to be stopped within ten days
but pay was not stopped up to March, 2021. This resulted in excess
payment of pay & allowance amounting to Rs 0.474 million; and

iii.  Paid inadmissible hard area allowance and field allowance to employees
who were posted at head office Islamabad, base workshop, 1-9 and
Korangi Base Store. This resulted in inadmissible payment of field
allowance and hard area allowance amounting to Rs 0.624 million.

Audit was of the view that due to weak financial control resulted in
inadmissible payment of profit bonus, field allowance and hard area allowance
amounting to Rs 23.750 million.
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The matter was reported to the management in September, 2022. The
management, in its reply dated December 9, 2022, stated that no employee was
paid bonus / award when disciplinary action was pending / in progress. These
payments were related either prior to start of inquiry or after issuance of penalty /
exoneration / warning letters. Reply was not tenable, as profit bonus was paid
during the period when disciplinary proceeding was under process.

The DAC in its meeting held on December 29 & 30 2022, directed the
management to get the stated stance verified from Audit on case to case basis
within a week. No further progress was reported till finalization of the report.

Audit recommends to implement the DAC decision and ensure the
stoppage of payment of profit bonus salary according to law.

[DP No. 2052]
2.2.4.13 Irregularities in appointment of Executives - Rs 12.963 million

According to advertisement for hiring for the post of ED (JV), OGDCL,
the required qualification was B.E or B.Sc. Engineering in Petroleum /
Mechanical / Chemical or 04 years Master’s degree in Earth Science/Business
Administration or chartered accountant along with 18 years post qualification
experience in a leading company with board-based knowledge of E&P business
applicable policies, rules and procedures. Exposure to renewable energy sector
would be an added advantage. According to the press advertisement dated
August 01, 2021 for the post of Deputy Chief Engineer / officer (EG-V),
stipulated closing date for submission of application was August 17, 2021.

During audit of OGDCL for FY 2021-22, it was observed that
management:

I.  Appointed Executive Director (Joint Venture) on March 04, 2022. At the
time of appointment, the candidate was having post qualification
experience of 16 years, 5 months and 7 days while required post
qualification experience was 18 years. Further, he was a Bachelor in
Electrical Engineering which was not relevant as per advertisement.
Moreover, the management also failed to collect equivalence certificate
of the qualification. This resulted in irregular payment of Rs 11.917
million to ED (Joint venture) on faulty appointment; and
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ii.  Accepted the application for the post of Deputy Chief Engineer/officer
(EG-V) on September 01, 2021 after closing date i.e. August 17, 2021.
The application was sent to the GM (HSEQ) by HR department for short-
listing. The candidate was short-listed, called for interview and finally
was appointed as Deputy Chief Engineer. Audit held that acceptance of
application was unlawful, void ab-initio and in violation of human rights.
This resulted in irregular appointment and payment of salary amounting
to Rs 1.046 million to Deputy Chief Engineer.

Audit was of view that due to negligence of the management an irregular
appointment was made in contradiction to HR Policy/advertisement resulting in
irregular payment of salary of Rs 12.963 million.

The matter was reported to the management in September, 2022. The
management, in its reply dated December 9, 2022, stated that the post-
qualification experience possessed by the selected candidate was more than 20
years on the date of closing of advertisement. His MBA Degree was accredited.
There was no bar on hiring of dual nationals in OGDCL. In second case, the
management stated that application was received late in Recruitment Department
due to inadvertent oversight by the receptionist. Accordingly, the application was
sent to concerned department i.e. HSEQ for shortlisting. Reply of management
was not tenable as applicant was not having sufficient post qualification
experience and two year MBA degree whereas the application was received after
last date for submission of application.

The DAC in its meeting held on December 30, 2022 directed the
management to submit a detailed report with comparison of qualification and
experience of all applicants for verification of Audit within a week. In second
case, DAC directed the management to conduct inquiry in the matter and submit
report within one month.

Audit recommends to implement the decision of DAC beside observance
of merit policy and transparency in recruitment process.

[DP Nos. 2031 & 2042]

83



2.2.4.14 Inadmissible payment of car monetization despite allotment of
Vehicles - Rs 12.662 million

According to Clause 8 of Vehicle Policy, 2015 of OGDCL, an entitled
officer may opt for monetization of vehicle facility on such rates and terms as
may be fixed by the company. The Managing Director/CEO will determine and
fix the monetization amount to be paid to an officer per month by applying cost
to the Company formula on the basis of 16% IRR.

During audit of OGDCL for the FY 2021-22, it was observed that
management paid inadmissible vehicle monetization to 26 employees during
period when vehicles were also allotted to these employees. This resulted in
inadmissible payment of vehicle monetization amounting to Rs 12.662 million.

Audit was of the view that weak financial contracts resulted in
inadmissible payment of vehicle monetization.

The matter was reported to the management in November, 2022. The
management, in its reply dated December 9, 2022, stated that according to clause
8 of the Vehicle Policy, 2015 of OGDCL, an entitled officer may opt for
monetization of vehicle facility on such rates and terms as may be fixed by the
company. The MD/CEO would determine and fix the monetization amount to be
paid to an officer per mensem by applying cost to the Company formula on the
basis of 16% IRR. Reply of management was not tenable being verbatim and
describing the procedure instead of specific reply.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to expedite the recovery and get it verified from Audit within one
month.

Audit recommends to implement the decision of DAC and ensure the
compliance of policy in letter and spirit in future.

[DP No. 2308]

2.2.4.15 Non deposit of EOBI Contribution and non-registration of employees
with EOBI - Rs 11.103 million

According to Section 13 (1) of Employees Old Age Benefits Act, 1976 if
any employer fails to pay, on the due date the contribution payable by him under
sub-section (1) of section 9, the amount so payable by him shall be increased by
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such percentage or amount as may be prescribed: Provided that in no case shall
such increase exceed fifty percent of the amount due. Moreover, if the employer
fails to deduct the employee’s contribution or pay contribution on due date, the
amount payable, shall be increased by two per cent of such amount for every
month or part of a month for which the amount is in arrears.

During audit of OGDCL for FY 2021-22, it was observed that
management failed:

i.  To deduct / deposit EOBI employee share and employer contribution in
respect of employees hired on work charge/ daily wages basis and
through third party’s contractor;

ii. To register 264 employees with EOBI, involving amount of Rs 0.450
million; and

iii.  To deduct monthly contribution from 25 employees and thereon non-
deposit of employee’s and employer contribution amounting to Rs 4.626
million.

This resulted in non-registration, non-deduction and non-deposit of EOBI
contribution amounting to Rs 11.103 million.

Audit was of the view that such practice of non-registration, non-
deduction and non-deposit of EOBI contribution was in violation of Employees
Old Age Benefits Act, 1976 and the Employees’ Old Age Benefits
(Contributions) Rules, 1976. Similar nature para was also printed in audit report
2021-22 [Para No. 2.2.4.18] of Rs 536.230 million.

The matter was reported to the management during September, 2022. The
management, in its reply dated December 9, 2022, stated that the payment of
EOBI contribution of employees hired by 3 Party was the responsibility of
contractor. The employees’ contribution of 25 employees was stopped due to
their EOBI superannuation which was, 55 years in females’ cases and employees
who were hired by the company after 60 years and employees on deputation
were not in the ambit of EOBI contribution. The reply of management was not
tenable, as per EOBI act, the payment of contribution regarding 3™ Party labour
was the responsibility of employers availing the services of employees.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to pursue the case with EOBI for seeking clarification regarding
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payment of contribution in respect of 3 party labour and registration of
employees with EOBI and share the outcome with Audit. No further progress
was reported till finalization of the report.

Audit recommends to implement the DAC decision.
[DP No. 2035]

Joint Venture Related Issues

2.2.4.16 Non permission of audit by the operator due to non-resolution of cash
call issues - Rs 805.565 million

According to Article 22.1 of PCA read with Clause 4.8 of JOA, between
the President of the Islamic Republic of Pakistan, M/s Canada Northwest Energy
Ltd, Rio Alto Exploration Ltd and OGDCL, failing amicable settlement of any
dispute within a period of three months shall finally be settled by arbitration in
Geneva, Switzerland under the Rules of Arbitration of the International Chamber
of Commerce by three arbitrators appointed in accordance with those Rules.
Further, according to Clause 3(b) of the JOA in respect of PCA of Ghauspur
Block dated July 15, 1986, a non-operator, upon at least thirty days advance
written notice to operator and other non-operator, shall have the right at its sole
expense to audit the Joint Account and related records for any calendar year or
portion thereof within nine months period following the receipt of the audited
accounts of such calendar year.

During audit of OGDCL for the FY 2021-22, it was observed that
OGDCL was a 50% JV partner in Badar Gas Field with PEL with 42.11% share
and Spud Energy with 7.89% share. Following discrepancies were noticed in the
accounts of Badar Gas Field:

(i) PEL, the operator of Badar Field, included in cash calls, lump sum LPS
for past 10 years besides unapproved expenditure of Rs 692.316 million
regarding “Reservoir Simulation Study and other expenditures” which
OGDCL refused to pay. On this, PEL declared OGDCL a “default party”,
however, management failed to get the outstanding issues resolved with
PEL;

(i) The operator raised unjustified cash calls of Rs 113.249 million and there
was abnormal increase in personnel cost and general & admin costs w.e.f
January, 2022 to onwards which were US$ 54,200 & US$ 91,667 per
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month up to December, 2021 but were increased to US$ 150,000 and
US$ 175,000 respectively;

(iii) Approved budget for the FY 2020 was US$ 3,122,500 which was US$
4,367,740 for the FY 2021 (with 40% increase) and was US$ 6,042,500
for the FY 2022 (with 38% increase). Budget for the FY 2021 & 2022
were not approved by the OGDCL; and

(iv) The management of OGDCL intended to conduct non-operator audit of
Badar Gas Field for the FYs 2016 to 2020, however, the operator did not
allow to do so which was a clear violation of Clause 3(b) of the Joint
Operating Agreement.

Resultantly, dispute of cash calls aggregated to Rs 805.565 million
remained unresolved and budget for the FYs 2021 & 2022 remained un-
approved and OGDCL also failed to conduct non-operator audit for FYs
2016-22.

Audit was of the view that non-resolution of the long outstanding matter
in accordance with prevailing rules and law and non-conduct of non-operator
audit was failure at the part of management of OGDCL.

The matter was reported to the management in September, 2022. The
management, in its reply dated December 9, 2022, stated that operator i.e. PEL
was taking all decisions unanimously without OCM approval. The matter had
been brought to the knowledge of DG (PC) / regulator for resolution in line with
JOA / PCA provisions.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to pursue the case with DG (PC) and share the outcome with Audit.
DAC further directed the management to conduct 3 Party Audit of JV
operation.

Audit recommends to implement the decision of DAC.
[DP Nos. 1991 & 1995]

2.2.4.17 Loss due to curtailment of production by the Operator without
consent of OGDCL - Rs 188.480 million

According to Clause 4.8 of the Joint Operating Agreement in respect of
PCA of Ghauspur Block dated July 15, 1986, no business shall be transacted at
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any meeting unless a quorum is present. A quorum shall include the operator and
constitute two or more working interest owners holding 75% or more of the total
working interest.

During audit of OGDCL for the FY 2021-22, it was observed that
OGDCL with 50% share was a JV partner of PEL and Spud Energy in Badar Gas
Field. PEL, the operator of the field, Shut-In the Badar-1 well w.e.f July 27,
2021 without seeking approval of OCM/JV partners, resultantly, production from
Badar field decreased. This resulted into curtailment in production and OGDCL
share for Rs 188.480 million due to shut-in of Badar-1 Well without approval of
JV partners.

Audit was of the view that one-sided curtailment of gas production
resulted not only into delayed production but also created chances of change in
behaviour of the well in future.

The matter was reported to the management in August, 2022. The
management, in its reply dated December 9, 2022, stated that Badar-1 remained
shut-in since July 27, 2021 for Gas allocation. DG (Gas) allowed operator to
contact with any 3" party for sale of gas from Badar-l through competitive
bidding process. OGDCL has repeatedly requested Operator to share the strategy
in line with DG Gas letter, however Operator was not sharing the same as
Operator illegally declared OGDCL as a default party.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to pursue the case with DG (PC) and share the outcome with Audit.
No further progress was reported till finalization of the report.

Audit recommends to take up the matter with the regulator for early
resolution besides taking action against the operator according to JOA.

[DP No. 1999]
Contract Management

2.2.4.18 Non transfer of gas sale proceeds and gas processing charges by PEL
due to unresolved cash calls disputes - Rs 268.469 million

According to Clause 4.8 of the Joint Operating Agreement in respect of
Petroleum Concession Agreement of Ghauspur Block dated July 15, 1986, no
business shall be transacted at any meeting unless a quorum is present. A
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quorum shall include the Operator and constitute two or more working interest
owners holding 75% or more of the total working interest. Any other
representative not present at a meeting may vote on any item included in the
agenda of the meeting in writing, addressed to operator, provided such vote is
received by the operator prior to submission of such item to a vote at the
meeting.

During audit of OGDCL for the FY 2021-22, following irregularities
were observed in Badar Gas Field:

Q) From March, 2022, the operator started issuing invoices showing
OGDCL 0% share in respect of gas being sold from Badar Field which
resulted in non-transfer of gas sale proceeds amounting to Rs 159.691
million;

(i)  PEL did not pay gas processing charges of Rs 44.367 million for the
period from March, 2021 to July, 2021 and Rs 51.953 million on account
of late payment surcharge for the period from August, 2006 to May, 2022
aggregating to Rs 96.320 million; and

(ili)  Gas of Badar field was being processed at OGDCL owned gas processing
plant under an agreement between PEL (operator) and OGDCL at
specified rates. In July, 2021 PEL, installed its own plant and started
unapproved gas processing charges on much higher rates than the rates
being charged by the OGDCL. This resulted into unauthorized gas
processing charges of Rs 21.083 million as 50% OGDCL share and
Rs 12.458 million were paid up to April, 2022. Further, cash calls issued
by PEL and payments thereof for the months of May and June, 2022
were not shared with Audit.

Resultantly, an amount of Rs 268.469 million was blocked by PEL due to
non-transfer of gas sale proceeds and dispute of gas processing charges.

Audit was of the view that the management failed to use its JV rights and
the operator not only installed the gas processing plant without permission but
payment of gas processing charges on higher rates by the OGDCL and non-
transfer of gas sales proceeds by the operator were deviance from provisions of
JOA.
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The matter was reported to the management in September, 2022. The
management, in its reply dated December 9, 2022, stated that the operator i.e.
PEL was not following PCA / JOA provisions and had blocked OGDCL sales
proceeds through SNGPL by illegally declaring OGDCL as a default party. The
matter had been brought to the knowledge of DG (PC) / Regulator for resolution
in line with JOA / PCA provisions.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to pursue the case with DG (PC) and share the outcome with Audit.

Audit recommends to implement the decision of DAC.
[DP Nos. 1990, 1994 & 1998]

2.2.4.19 Loss of revenue due to excess payment of transportation charges -
Rs 11.390 million

According to Clause 7.2 of the contract between OGDCL and the
contractors (transporters) for transportation of Crude Oil / Condensation from its
Oil Fields to Refineries located in the country on as and when requirement basis
“ the impact of increase / decrease in fuel prices during the period of award of
scope of work for transportation of OGDCL products shall be accounted for and
will be revised either side (increase/decrease) by 3.5% if diesel (HSD) price
fluctuation exceeds 10% from the date of fixing of transportation rates”.

During audit of OGDCL for the FY 2021-22, it was observed that
management awarded contracts for transportation of crude / condensate to 07
transporters for different routes. Record revealed that in 73 cases, prices of HSD
fluctuated to higher side i.e. more than 10%. However, transportation rates were
increased by 7% instead of 3.5% as envisaged in Clause 7.2 of the contract ibid.
This resulted into loss of revenue due to excess payment of transportation
charges of Rs 11.39 million. No record relating to quantities transported during
the period of May, 2022 and June, 2022 was produced to Audit, hence, excess
paid amount for this period could not be worked out.

Audit was of the view that poor financial management resulted in excess
payment of transportation charges amounting to Rs 11.390 million.

The matter was reported to the management in September, 2022. The
management, in its reply dated December 9, 2022, stated that OGDCL had
succeeded to save substantial amount by replacing 15% premium with SBP
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announced CPI1 and no excess payment had been made in this regard. During the
period from May 27, 2022 to June 30, 2022, the GOP has revised diesel (HSD)
prices abnormally from Rs 142.62/litre to Rs 263.31/litre (85% increase).
However, OGDCL had allowed only 17.5% instead of 23.92% according to
agreed Clause 7.2 of the agreement whereas contractors were interpreting and
demanding the differential of 6.42% (23.92% - 17.5%). The reply was not
tenable as 7% increase was granted in violation of contract.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to get the stated stance verified from Audit on case to case basis
within a week.

In compliance of DAC directives, only a comparative statement showing
7% decrease and 7% increase had been produced besides a 3.5% increase with
overall net impacts regarding 4 routes instead of all routes. No further progress
was reported till finalization of the report.

Audit recommends to produce complete record of all routes and all
parties on case to case basis beside fixation of responsibility for violation of
contract.

[DP No. 1988]
Procurement and Store Management Related Irregularities

2.2.4.20 Misappropriation and non-utilization of store and stock -
Rs 2,678.958 million

According to Para 3.1& 3.2 of Code of Conduct of OGDCL, the directors
and employees of the company seek to protect the company’s assets and to
ensure that the company’s assets and services are used solely for legitimate
business purposes of the company. The company must make and keep books and
records that accurately and fairly reflect the company’s transactions and the
disposition of its assets in accordance with Generally Accepted Accounting
Principles (GAAP) and applicable laws and regulations.

During audit of OGDCL for the FY 2021-22, it was observed that the
record of assets / store register in respect of 03 depleted fields. i.e. Bahu,
Nandpur & Punjpir field. Following discrepancies were observed:
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i.  The asset register showed 88 air conditioners as on June 30, 2022 valuing
Rs 2.829 million but as per committee report only 44 air conditioners
were available;

Ii. 689 assets like TVs/ LED, Air conditioners, fan, freezers heater, bed and
mattress were laying idle and were not utilized at other location despite
lapse of 3 years and 659 inventory items valuing Rs 67.095 million were
not utilized by shifting from other locations;

iii.  The committee report showed 1,043 assets but asset register showed 488
line items only valuing Rs 2,603.202 million. Hence, record shown in
ERP system was incomplete and assets shown in annual accounts did not
show true and fair picture of financial position of company; and

iv.  Five vehicles were not registered with provincial registration authority
and thereby deprived the national exchequer from legitimate revenue in
shape of registration fee. It was also loss as these un-registered vehicles
valuing to Rs 5.832 million could not be auctioned.

This resulted in mis-appropriation and non-utilization of store and stock
amounting to Rs 2,678.958 million as detailed below:

(Rs in million)

Sr. Description Amount Remarks
No.
1 Air Conditioners 2.829 | Mis-appropriation of assets
2 TVs/LED, AC, etc. 67.095 | Non-utilization of assets
3 Assets 2,603.202 | Incomplete in formation of
Assets in ERP system
4 Vehicles 5.832 | Non-registration of vehicles
Total 2,678.958

Audit was of the view that weak internal and inventory management
controls resulted into loss of Rs 2,678.958 million.

The matter was reported to the management during September, 2022. The
management, in its reply dated December 9, 2022, stated that 88 air conditioners
were available and were properly controlled in the book of account Only 03
unregistered vehicles were available at this location which were received from
other locations in very poor condition. Case was forwarded to Head Office
regarding unregistered vehicles but process was not completed. Only moveable
assets were recorded in the asset register. Therefore, moveable assets related to
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Nandpur, Punjpir & Bahu had been properly recorded. However, non-moveable
assets had not been removed from the account book of the company by S&FA
department. Most of the mentioned items had already been sent to other locations
as per requirement.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to reconcile the store items with concern locations and provide the
record along with acknowledgment of concerned staff and status of installation /
consumption for verification of Audit within a week. DAC further directed to
strengthen the internal controls on assets / inventory management.

Audit recommends to implement the decision of DAC.
[DP No. 2007]

2.2.4.21 Award of contract to a non-compliant bidder for Rs 474.224 million
and loss due to expensive purchase of ESP - Rs 18.135 million
aggregating to Rs 492.359 million

According to Section 4 of PPRA Ordinance, 2020, procuring agencies,
while engaging in procurements, shall ensure that the procurements are
conducted in a fair and transparent manner, the object of procurement brings
value for money to the agency and the procurement process is efficient and
economical. Further, according to Rule 4(3) of the Public Sector Companies
(Corporate Governance) Rules, 2013, the Chief Executive is responsible for the
management of the Public Sector Company and his responsibilities include to
ensure that funds and resources are properly safeguarded and are used
economically, efficiently and effectively and in accordance with all statutory
obligations.

During audit of OGDCL for the FY 2021-22, it was observed that after
codal formalities the successful bidder namely M/s Schlumberger offered
optional costs of Electric Submersible Pump for Pasakhi-5, if purchased within
35 days @ US$ 759,417.13, from 36 to 65 days @ US$ 831,015.41 and after 90
days @ US$ 894,746.98. However, the management opted for 3" option i.e.
US$ 894,746.98 instead of first as the KPIs were met within 68 days instead of
allowed 90 days which resulted in expensive purchase of Rs 18.135 million. In
another case, in tender inquiry for procurement of 05 Electric Submersible
Pumps, M/s Dowell Schlumberger (Western) S.A was declared the successful

93



bidder for Rs 474.424 million despite the fact that he failed to quote prices with
buyback option as required vide Clause 4.5.2 of Financial Proposal of TOR of
tender inquiry. This resulted into award of contract to a non-compliant bidder for
Rs 474.224 million.

Audit was of the view that weak decision making resulted into not only
costly procurement and ultimately loss of revenue but also award of contract to a
non-compliant bidder.

The matter was reported to the management in August / September, 2022.
The management, in its reply dated December 9, 2022, stated that target oil
production of 31,500 BBL was met on 68" day from the start of the trial,
however, OGDCL did not avail the option and decided to avail full trail period to
achieve confidence and train the OGDC engineers. Audit held that as the KPIs
were met earlier then allowed period, by availing first option the loss could be
covered which was not done. In the second case it was stated that the case was
processed through open competitive bidding after completion of procedural
requirements and “buy back” decision was the sole discretion of OGDCL, based
on the used GENSETSs. Audit held that the bidder was bound to submit quotation
according to tendered requirements but failed to offer “buy-back™ option, hence,
was non-compliant.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to conduct a fact-finding inquiry and submit the report within two
months.

Audit recommends to implement the DAC decision.
[DP Nos. 1986 & 2045]

2.2.4.22 Non-auction of unserviceable / scrap / obsolete items - Rs 385.421
million

According to procedure for disposal of unserviceable material
(asset/scrap) issued vide letter dated September 25, 2018.The objective of these
SOP are for proper control on inventory, an effective system to identify all
material which have ceased to be useful to the company shall operate
continuously, so that immediate follow up action is possible for their timely
discarding and disposal to recover maximum return.
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During audit of OGDCL for the FY 2021-22, it was observed that
management failed to auction 2,220 items having value of Rs 384.031 million
were lying at KPD, Chak Nurang and Kot Adhu Auction Yards of the company.
These items were transferred to these auction yards from different locations of
company across the country. Similarly 1,390 items valuing Rs 1.390 million
including air conditioners, vehicles (Hilux Pickup Single etc.), printers having
value of Rs 1,000 each were shown at different locations of company. Date of
service of these items ranged from 1978 to purchase 2010. The status of these
items was required to be determined and thereon be shifted to auction yard for
auction. The nature of items showed that these items were completed their useful
life and required to be auctioned. The goods of Rs 385.421 million were
deteriorating due to rusting and dust due to non-auction.

Audit was of the view that due to weak internal control, un-justified delay
occurred which ultimately reduced the sales proceed.

The matter was reported to the management during September, 2022. The
management, in its reply dated December 9, 2022, stated that auction was in
process.

The DAC in its meeting held on December 29 & 30, 2022, directed the
management to expedite the process of auction. No further progress was reported
till finalization of the report.

Audit recommends to implement the DAC decision besides improving
the system to avoid abnormal delay in auction process.

[DP No. 2019]

2.2.4.23 Loss due to non-award of contract to the second lowest bidder -
Rs 125.649 million

According to clarification of PPRA dated February 15, 2021, the
annulment of procurement process in terms of PPRA Rule 33 is not attracted in
case of escape of the successful bidder. Para 4 of the above letter states that “in
case of escape of the most advantageous (or lowest evaluated) bidder after the
issuance of evaluation report (and / or acceptance of any proposal by the
procuring agency), there is no available lowest evaluated bidder other than the
second one, who should be substituted as the most advantageous bidder, after
forfeiting the securities of the escapee(s), if any.
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During the audit of OGDCL for the FY 2021-22, it was observed that the
management awarded 12 months services contract to M/s GJ Allied Services
Private Ltd. being lowest bidder for Rs 490.303 million for 26-line items and
1,164 personnel of different type. However, the bidder failed to submit 10%
Performance Bank Guarantee and bid bond of Rs 8.607 million was confiscated.
However, instead of awarding the contract to the second lowest bidder for
Rs 493.404 million, the case was re-tendered with 37-line items along with 1,559
personals. Moreover, duration of the project was also decided as 09 months or
till the completion of project. Finally, contract was awarded to M/s Latif
Petroleum & Engineering Services Private Ltd. for Rs 495.702 million whereas,
in case contract would have been awarded to second lowest bidder proportionate
amount for 09 months contract would be Rs 370.053 million resulting in loss of
Rs 125.649 million due to non-award of contract to the second lowest bidder.

Audit was of the view that deviation from PPRA clarification and non-
award of contract to second lowest bidder resulted into loss of Rs 125.649
million.

The matter was reported to the management in August, 2022. The
management, in its reply dated December 9, 2022, stated that the bidder failed to
submit 10% Performance Bank Guarantee due to which LOI was cancelled. The
2" bidder was offered, however, he rejected offer of the company. Thus,
retendering of the case was initiated.

The DAC, in its meeting held on December 30, 2022 directed the
management to get the stated stance verified from Audit with reference to actual
expenditure incurred against approved estimates. In compliance of DAC
directives, management replied that the second lowest bidder was approached
telephonically who did not agree to submit 10% PBG on OGDCL’s terms and
conditions and case was re-tendered. Reply was not tenable as offer through
telephonic call was not a legal procedure and there was no room for such offer in
the PPRA Rules 2004. Moreover, the management did not share actual
expenditure incurred against approved estimates as directed by DAC.

Audit recommends to implement the decision of DAC besides fixing
responsibility for non-awarding contract to second lowest bidder.

[DP No. 1989]
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2.2.4.24 Blockage of funds and expected loss due to expiry of shelf life of
excess procured chemicals - Rs 24.023 million

According to Clause 2.1 of Procurement Manual / procedure of OGDCL,
all departments shall plan all proposed procurements on yearly basis with the
object of realistically determining the requirement, within its available resources
with complete justification with a view to procure the material / equipment /
services economically. All such requirements shall be intimated to Supply Chain
Management department.

During audit of OGDCL for FY 2021-22, it was observed that after codal
formalities, the management procured 108,010 kgs of chemical namely Methyl
Di Ethanol Amine (MDEA). While raising indent for procurement of chemical at
Kunnar LPG Plant, the indenting department showed wrong consumption pattern
of 47,730 Kg during FY-2018-19 and 51,170 Kg during FY-2019-20 and
showed the requirement of 150,500 kg for next two years.

The average per day consumption of chemical was 98 Kg during last
three year. The procured chemical shows the average consumption of 221.29 Kg
per day which was 126% on higher side. The excess procurement of chemical
resulted in blockage of funds and expected loss (in case of expiry of shelf life)
amounting to Rs 24.023 million.

Audit was of vi