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This report was issued to identify potential

problems that may arise in the fuel sector if
action is not taken to develop the infrastruc-
ture facilities associated with the petroleum
industry in line with the gradual growth in the
petroleum demand of Sri Lanka. Moreover,
the storage and transportation of diesel, petrol,
aviation fuel and kerosene, which contributes
much for the entire production are only exam-
ined in detail in this report and information
pertaining to petroleum products that are im-
ported through the Port of Trincomalee and
distributed by Lanka Indian Oil Company and
the capacity of the existing refurbished fuel
tanks in connection therewith are not included
in this report.

There were occasions, where the amount of
diesel, petrol, aviation fuel and kerosene that
are currently in storage reduced up to 13 days,
08 days and 06 days respectively out of the
requirement of the country, when each type of
fuel is considered separately, at the time of
commencement of unloading after the arrival
of a fuel tanker to Sri Lanka. Furthermore, if
the existing storage capacity remains un-
changed, amount of diesel, petrol, aviation
fuel and kerosene, which are currently in stor-
age could be reduced up to 09 days, 06 days
and 05 days respectively by 2026 as per the
projected fuel demand or else, it is observed
that there is a high risk of disrupting the exist-
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ing fuel supply of the country in case a fuel
tanker is delayed exceeding the said number
of days under certain circumstances.

About seventy (70) percent of imported re-
fined products are unloaded from the Port of
Colombo to Kolonnawa terminal by the pipe
system, which is older for about 48 to 75 years
out of 04 major pipelines that currently exist
and 02 out of 05 pipes in this system are inop-
erative and frequent leakages are reported
from other pipes. Accordingly, it is observed
that there may be prolonged unloading and as
a result, delay charges have to be paid to ships
since unloading of 70 per cent of total volume
of refined fuel to Kolonnawa terminal is done
using a very old and small pipe of 10 inches,
which undergoes frequent leakages and in
case a certain damage occurs to the pipeline,
there is a high risk of occurring severe damag-
es to persons as well as to properties. Moreo-
ver, it 1s also observed that there is no inter-
change pipe system between the terminals.

It is observed that extremely risky situations,
such as, the inability of establishing a proper
stock control system owing to the lack of ade-
quate fuel storage system and infrastructure
including transport facilities associated with it
in the country, inability to resort to interna-
tional fuel procurement agreements that are
advantageous to the country, incurring high
costs for emergency purchases as well as im-
porting low quality products, managing of fuel
warehouses has become more complicated,
collapse in the entire economic process due to
the disruption of the fuel supply of the coun-
try, inability in organizing maintenance activi-
ties properly, occurrence of severe environ-
mental damages, causing heavy traffic conges-
tion, loss of international business opportuni-
ties such as marine oil trade that can be easily
activated in accordance with the natural loca-



tion of the country etc. have arisen in the
Country.

Accordingly, it is observed that it is essential
to upgrade the existing fuel storage capacity
and to improve the existing pipe line system
for improving the infrastructure in relation to
the fuel supply, which is the major source of
energy that determines the survival of the
economy of the country and to give priority to
the use of railway wagons for land transporta-
tion of fuel in order to reduce the cost and risk
related thereto.

Although the fuel tank complex located adja-
cent to the Trincomalee port could have been
easily utilized for the country's fuel refining
process, they have failed to actively utilize the
complex even up to the date of this report. Ac-
cordingly, it is emphasized by this report that
it is indispensable to do a methodical study on
the future fuel requirement of the country to
avoid the current situation of risk that has aris-
en in relation to the petroleum supply process
in the country and to expand the international
business opportunities that generate foreign
exchange and to take measures to establish a
legal framework and an independent institu-
tional structure to actively regulate and control
the overall subjective data and functioning
related to activities such as importation, refin-
ing, distribution and selling of petroleum and
to establish and to continue an updated nation-
al policy on the energy sector while rehabili-
tating and utilizing the fuel tank complex of
Trincomalee, which has been idled and /or
underutilized for a period of 9 decades, within
a systematic legal framework in order to uplift
the fuel storage capacity to suit the said re-

quirements.
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ackground and Nature of

the R eport

2.1 Basis for Audit

If infrastructure related to the petroleum indus-
try is not developed concurrently, in the back-
drop of the steady increase in demand for pe-
troleum in the domestic market over the past
few years, it may lead to a severe fuel crisis in
the future. It is of utmost importance in partic-
ular to maintain proper and adequate fuel stor-
age facilities in the country and to maintain the
pipeline system and the transport system sys-
tematically within the country. However, there
is a strong debate in the society as to whether
this infrastructure has been developed system-
atically and gradually. Accordingly, this report
is issued on the powers vested on me to issue a
special report in terms of Section 13 of the Na-
tional Audit Act No. 19 of 2018 by focusing
my attention on the development of infrastruc-
ture related to the petroleum industry in Sri
Lanka and the effectiveness of the measures
taken in this regard.

2.2 Objectives of the Report

(a) To assess the adequacy of the existing
petroleum storage capacity that is cur-
rently utilized in Sri Lanka.

(b) To evaluate the appropriateness and
productivity of the fuel transport pipe-
line system and land transport system
currently in operation in Sri Lanka.
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(c)  To make recommendations on measures
to be taken for the smooth and safe
operation of the petroleum storage
complex and fuel transport systems in
the country.



The scope of this report is to assess the adequacy of the Petroleum Storage Terminal currently
in use in Sri Lanka, and to examine the appropriateness and effectiveness of the oil transport
pipeline network and the land transport system existing at present. As there are a large number
of products relating to the petroleum industry of Sri Lanka, a comprehensive examination was
carried out only regarding the storage and transportation of diesel, petrol, aviation fuel and kero-
sene which contributes much for the entire production.

Limitations of the Scope

4.1 Information on petroleum imported through the Port of Trincomalee and distributed by
the Lanka Indian Oil Company and on capacities of the existing refurbished oil tanks in
close proximity to the Port of Trincomalee, are not included in this report.

4.1.1 Even though a study on scientific researches conducted by other parties regarding the suit-
ability / qualitativeness of the pipeline network and storage system, had been carried out,
an examination thereon had not been carried out by me.

4.1.2 There are a large number of products relating to petroleum industry of Sri Lanka and
overall productions have not been included in this report. Computations have not been
carried out separately as Lanka Petrol 95 Octane and Lanka Petrol 92 Octane and as
Lanka Super Diesel, Lanka Auto Diesel.
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03

Methodologies followed

The following methodologies were followed
in issuing this report.

5.1 The following documents, books

and records were examined.

5.1.1 Ceylon Petroleum Corporation Act,
No.28 of 1961 and amendments there-
to.

5.1.2  Relevant Chapters of the Annual Re-
port of the Central Bank of Sri Lanka -
2019

5.1.3 Documents relating to this subject,
made available to Audit by the Legal
Division of the Ceylon Petroleum Cor-
poration from the year 2015 to the
year 2018

5.1.4 Common User Facility Agreement dat-
ed 13 December 2003, entered into
among the Government of Sri Lanka,
Ceylon Petroleum Corporation and
Ceylon Petroleum Storage Terminal
Limited.

5.1.5 Examination of all procurements car-
ried out by the Term Contract and the
Spot Contract based on long term loan
facilities during the year 2018.

5.1.6 Technical and analytical reports made
from time to time by the Corporation
and affiliated parties thereof, were ex-
amined.
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Ex:-

5.2

5.2.1

522

523

524

525

5.2.6

- Preliminary Inspection Report on
the Trincomalee Upper Tank
Farm.

- Report on the impact of present
condition of pipeline and discharg-
ing facilities of imported refined
petroleum products in the country
and the way forward.

Other Methodologies

Analysis of information and reports
made available to Audit at various
times by the Ceylon Petroleum Corpo-

ration

Checking the relevant information ob-
tained through the SAP Computer Sys-
tem which is used by the Ceylon Pe-
troleum Corporation and affiliated in-
stitutions thereof

Holding discussions with parties who
undertake storage and transport of pe-
troleum

Examination and analysis of infor-
mation on capacities of fuel storage
tanks of fuel storage terminals main-
tained island wide by the Ceylon Pe-
troleum Corporation and Ceylon Pe-
troleum Storage Terminals Limited

Holding discussions with relevant par-
ties of the Ceylon Petroleum Corpora-
tion and Ceylon Petroleum Storage
Terminals Limited

Making forecasts using statistical ana-
lytical methods based on past infor-
mation relating to the sale of petrole-
um products



Process

6.1 Organizational Structure for supply of

Petroleum

6.1.1

The Ceylon Petroleum Corporation was
established by the Ceylon Petroleum
No.28 of 1961
(Annexure 01) to operate the petroleum

Corporation  Act,

business in Sri Lanka through importa-
tion, refining, distribution and selling of
crude oil and finished petroleum prod-
ucts. Accordingly, the said Corporation
had met the petroleum requirement of
the whole country up to the year 2003.

According to a decision reached by the
Government of Sri Lanka in the year
2003, the Lanka Indian Oil Company
(LIOC) had joined as a private party for
meeting oil requirement of Sri Lanka.
the
Storage Terminals Limited has been

Accordingly, Lanka Petroleum
established for operating the storage
and distribution of oil and it is imple-
mented under the co-ownership of the
Ceylon Petroleum Corporation and the
Lanka Indian Oil Company. Out of
shares of Lanka Petroleum Storage Ter-
minals Limited, 2/3 is owned by the
Ceylon Petroleum Corporation and 1/3
is owned by the Lanka Indian Oil Com-
pany. According to the Annual Report
for the year 2018 of the Lanka Indian
Oil Company (Annexure 02), the Lanka
Indian Oil Company had met 13 per
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6.2
6.2.1

6.2.2

cent of the local petroleum demand.

According to fuel requirements of the
Ceylon Petroleum Corporation and the
Lanka Indian Oil Company, fuel in de-
pots which are controlled by the Lanka
Petroleum Storage Terminals Limited,
is distributed island wide by the Lanka
Petroleum Storage Terminals Limited
itself. Accordingly, distribution of fuel
is implemented island wide by the said
Company through the Kolonnawa In-
stallation and Muthurajawela Terminal.
Moreover, outside the Lanka Petroleum
Storage Terminals Limited, the Ceylon
Petroleum Corporation issues oil
through the Sapugaskanda New Termi-
nal and the Lanka Indian Oil Company
issues oil through the oil tank complex

in Trincomalee separately.
Demand for Petroleum in Sri Lanka

The demand for petroleum in the
country fluctuates due to various rea-
sons. The variation of the demand for
fuel which is used for generation of
electricity depends on changes of the
natural environment. However, in ob-
serving the behaviour of demand for
fuel during past periods, it is regularly
increased.

In considering the period of 09 years
from 2011- 2019, the daily average
demand for diesel, petrol, aviation fuel
and kerosene is approximately 7,131
KL, 4,137KL, 1,394KL and 551KL
respectively (Subjected to limitations
of scope - 4.1 of the report). The daily
average demand for each product dur-
ing several preceding years, is given in
Table 01.

Table No.01 - Daily Average Demand for
Petroleum Products - 2011-2019



Diesel 6,574 7,135 6,081 7,097 6,553 7,713 7,835 7,285 7,902 7,131
Petrol 2,408 2,644 2,687 2,862 3,631 4,572 4926 6,420 7,084 4,137
FAJ;‘;‘“OH 1,091 1,128 1245 1350 1319 1471 1578 1,727 1,640 1,394
Kerosene 539 465 417 420 463 501 601 776 777 551
KL :- Kilo Liter
Figure 01
Daily Average Demand for Petroleum Products- 2011 - 2019
Demand for Petroleum in preceding years
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6.2.3 According to the above Diagram, daily =~ 6.2.4 The annual demand for petroleum

demand for all products is gradually
increased. Moreover, it indicates the
rapid growth in the demand for petrol
and aviation fuel.

Figure 02
Daily Demand forecasted for Petroleum Products - 2020 - 2026

forecasted for several ensuing years
according to the Method of Least
Squares based on the behaviour of de-
mand for each product, existed in pre-
ceding years, is as follows.
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Accordingly, daily demand forecasted for each product for several ensuing years, is indicated in
Table No. 02.

Table No. 02 - Daily Demand forecasted for Petroleum Products - 2020-2026

Diesel 8,425 8,717 9,008 9,300 9,592 9,883 10,175
Petrol 5,563 5,948 6,333 6,718 7,103 7,488 7,873
Aviation Fuel 1,838 1,931 2,025 2,119 2,213 2,307 2,401
Kerosene 742 780 818 856 894 932 970

6.2.5

6.3

6.31

6.4

6.4.1

KL :- Kilo Liter

According to the above computations, Dolphin Jetty in the Colombo Port are
it is indicated that there is a tendency stored in the Kolonnawa Terminal
to increase regularly in the demand for while only imported finished petrole-
fuel forecasted for several ensuing um products unloaded through the Sin-
years. gle Point Buoy Mooring (SPBM) lo-

cated approximately 06 km off

Introduction on Importation of Pe- Kerawalapitiya coast, are stored in the

troleum in Sri Lanka Muthurajawela Terminal. Further, a

According to the Annual Report for separate storage system has been es-
the year 2019 of the Central Bank of tablished to retain petroleum products
Sri Lanka (Annexure 03), the annual produced from the refinery located at
expenditure on importation of crude Sapugaskanda until those products are
oil and refined products, is approxi- interchanged to other terminals.

mately Rs.657 billion and it represent- 6.4.2 In taking into consideration the total

ed 18 per cent of the total expenditure number of oil storage tanks currently

on importation of the country. in use, which are controlled by the

Facilities for Storage of Petroleum Lanka Petroleum Storage Terminals
in Sri Lanka Limited, capacities of two main termi-

nals in Kolonnawa and Muthurajawe-

Storage and issuance of fuel are car- la, 12 bulk depots and the refinery in

ried out by 14 bulk depots island wide Sapugaskanda owned by the Compa-

including main installations in Kolon- ny, are 401,637 KL, 28,123 Kl and

nawa and Muthurajawela belonging to 35,899 KL respectively. Accordingly,

the  Lanka  Petroleum  Storage two main fuel storage terminals in-

Terminals Limited. Moreover, petrole- clude more than 86 per cent of the to-

um products from the refinery located tal storage capacity.
at Sapugaskanda and finished petrole-

um products unloaded through the
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Table No. 03 - Fuel Storage Capacity

Kolonnawa 201,495 43.27%
Muthurajawela 200,142 42.98%
Peradeniya 1,975 0.42%
Galle 3,000 0.64%
Kurunegala 2,195 0.47%
Batticaloa 1,151 0.25%
Anuradhapura 1,817 0.39%
Badulla 1,551 0.33%
Kankasanthurai 13,218 2.84%
Kotagala 1,775 0.38%
Haputale 346 0.07%
Matara 689 0.15%
Sarasavi Uyana 258 0.06%
Vavuniya 148 0.03%
Sapugaskanda 35,899 7.71%
Total 465,659 100.00%

Figure 03 - Fuel Storage Capacity

regional Fuel Capacity as per Depots

Depots Sapugaskanda
28,123KL 35,899KL

6% y

N

6.4.3 A summary on storage facilities reserved for each product relating to products revealed by
this report, is indicated by Figure 04 below. Accordingly, 36 per cent, 45 per cent, 5 per
cent and 14 per cent had been allocated from the entire oil storage system for petrol,
diesel, kerosine and aviation fuel respectively.
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Figure 04- Storage Facilities allocated for each Product

Composition of the Storage Capacity as
per the type of the fuel

Kerosene,
22,557 KL

6.4.4 Petrol and diesel is mainly stored in the Muthurajawela Terminal and other products as
well are apparent on a very small scale. All types of products are stored in the Kolonnawa
Terminal and details on the total capacities which could be stored in both Muthurajawela
and Kolonnawa Terminals are shown below.

Table No. 04 - Fuel Storage Capacity of each Terminal (KL)

Kolonnawa 201,495 50.2%
Muthurajawela 200,142 49.8%
Total 401,637 100.0%

Figure 05 - Fuel Storage Capacity of the two main Terminals

Fuel Storage Capacity of the two main
Terminals
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6.4.5

The storage capacity of the two main terminals are critical in unloading and storing

imported finished petroleum products or local refined petroleum products. That is, the

said operations are based on the capacites of stores in the two main terminals. Details on

fuel storage capacities of the main terminals relating to each product covered by the report

are indicated by Table No.05.

Table No.05S — Storage Capacities allocated for various products in the Muthurajawela and

6.4.6

6.4.7

Kolonnawa Terminals

tion Report on the Trincomalee Upper
Tank Farm” presented on 06 February
2016 by a committee consisting 5
Technical Officers of top level in the
Ceylon Petroleum Corporation
(Annexure 04), 99 tanks with a
capacity of 12,500 cubic metres per
tank constructed during the Second
World war, of which the possibility of
use had been confirmed for storing
fuel after minor constructions, are
located in Trincomalee and onlyl4
tanks out of those are being used by
the Indian Oil Company since the year
2003.

According to the report mentioned in
paragraph 6.4.6 above, by using tanks
not used presently, the fuel tank
complex of the upper part is equipped
with a capacity of 1.5 times of the total
fuel storage capacity in the country at
present. Futher, acording to the said
report, that;

Terminal = Muthurajawela

Production (KL)
Petrol 69,965
Diesel 130,177
Kerosine -
Aviation fuel -

Total Capacity (KL) 200,142

According to the“Preliminary Inspec-
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Kolonnawa Total Capacity
(KL) (KL)
75,864 145,829
57,097 187,274
19,787 19,787
48,747 48,747
201,495 401,637
a. anumber of large oil tanks that can

be used after minor constructions,

exist

the

Trincomalee Harbour which is one

oil is unloaded from
of the deepest harbours in the world
and it has been estimated that a cost
of approximately 6.5 US$ is
incurred to reuse more than 12
tanks with infrastructure facilities
It has been
estimated that the annual saving
the by

distributing fuel to areas close to

necessary therefor.

from transport  cost
Trincomalee by those tanks, is

approximately Rs. 620 Million.

as Sri Lanka is located close to the
international sea route, the ship oil
business in Sri Lanka can be more
conveniently carried out by imple-
menting this project.

opportunity of using the system of
railways and railway wagons al-
ready established for the Trincoma-



lee fuel tank complex and harbour
1s more beneficial

e. an opportunity of acting as a Re-
gional Energy Hub as implemented
by Singapore had been further
mentioned

6.4.8 Even though an oil tank complex is
constructed in close proximity to the
Hambantota harbour, even those tanks
are not made use of for storing oil.

6.4.9 If matters such as implementation of a
proper stock control system, reaching
of fuel ordered to stores on time,
of fuel with

specifications at all times, operation of

reaching required
ships and other modes of transport at
optimum level, preventing hindering
to unloading of fuel by the internal
out
fuel
terminals and depots without delay are
fulfilled to the maximum, the total
capacity of the two main terminals and

pipeline  system, carrying

interchanges easily between

regional stores could be made use of to

the maximum level.

6.5

6.5.1

Utilization of Petroleum Depots

Considering the total number of petro-
leum depots presently in use in Sri
Lanka, covered by the report, in the
event where all those said depots are
assumed to be fully (hundred per cent)
utilized, based on the fuel demand of
the year 2019, Table No.06 indicates
the number of days for which the
of fuel
presently in Sri Lanka would suffice to

capacities depots  used

cover the country’s requirement

Table No. 06 - Number of Days capable of covering the Country’s Fuel Requirement when

all depots are fully utilized

Product Diesel Petrol Aviation Fuel Kerosine

Total storage capacity in use

o 210,207 166,927 65,968 22,557
( Kilo Litres)
Daily petroleum demand — Year
2019 (Kilo Litres) 7,902 7,084 1,640 777
Maximum No. of days capable
of covering out of storable 27 24 40 29

capacity

6.5.2 The number of days that can be covered by the fuel stored in the usable total fuel storage

system in Sri Lanka by the year 2026, is estimated as mentioned below according to the en-
tire requirement of the country and by taking in to consideration the estimated average fuel
demand by the year 2026 with the assumption that there will be no change in the current
fuel storage capacities.
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Table No. 07 — The volume of fuel adequate to meet the requirement of the Country (When
the usable fuel storage capacity remains unchanged)

Total usable storage capacity

(Kilo Litres) 210,207 166,927 65,968 22,557
Daily petroleum demand by the

year 2026 (Kilo Litres) 10,175 7.873 2,401 970
Maximum number of days that

can be covered by the currently 21 21 27 23

used storage facilities

6.5.3 The conditions stipulated in Tables No.
06 and No. 07 can be executed in an
instance where all the factors indicated
in 6.4.9 of this report are operating in
their optimum level. However, it has
not yet been observed that the depots
could be utilized in such a maximal
condition.

6.5.4 The buffer stock or the capacity of fuel
that is present in terminals and depots
for using in an emergency situation is
of utmost importance. However, a dis-
tinguishable buffer stock is not main-
tained in the country at present. Ac-
cordingly, the number of days that the
volume of fuel present in the depots
could be consumed was computed by
the time, a shipment of diesel, petrol,
aviation oil and kerosene is ready to be
unloaded to terminals. For this pur-
pose, the existing stock in relation to
each product was obtained through the
SAP computer system before unload-
ing all types of fuel tankers imported
to Sri Lanka in the year 2018 and its

average was calculated.

Accordingly, the number of days that
the stock of diesel, petrol and aviation
fuel and kerosene in depots was suffi-

6.5.4.1
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cient when each type of fuel is consid-
ered separately, at the time of com-
mencing the unloading of fuel after the
arrival of a fuel tanker based on the
volume of fuel available at the time of
the arrival of fuel tanker to Sri Lanka
in 2018, is indicated below. Computa-
tions had been done by considering the
actual daily demand for each product
in relation to the years 2018 and 2019
and considering the estimated daily
demand for fuel calculated using the
least square method for the demand of
fuel in the years 2020-2026.

The following table shows the num-
ber of days that the stock of diesel in
the depots is sufficient for the diesel
consumption of the country at the
time a fuel tanker prepares to unload
in the country, considering 2018 as
the base year. That is, the number of
days that it would take for the coun-
try to run out of diesel owing to a
delay in the arrival of a fuel tanker.



Table No. 08 - Number of Days that the existing Stock of Diesel is sufficient for Consump-
tion at the time of the arrival of a Fuel Tanker as per the Average Stock pre-
vailed in the year 2018.

The quantity of diesel
in the entire storage at
the time a fuel tanker
was ready to unload

Average 141,626 141,626 141,626 141,626 141,626 141,626 141,626 141,626 141,626
Minimum 93,327 93,327 93,327 93,327 93,327 93,327 93,327 93,327 93,327
Maximum 179,924 179,924 179,924 179,924 179,924 179,924 179,924 179,924 179,924
Daily fuel demand 7,285 7,902 8,382 8,662 8,941 9,221 9,501 9,780 10,060

Number of days that
stocks in depots are

sufficient for

consumption

Average 19 18 17 16 16 15 15 14 14
Minimum 13 12 11 11 10 10 10 10 9
Maximum 25 23 21 21 20 20 19 18 18

Figure 06 - Number of Days that the existing Stock (Diesel) is sufficient for Consump-
tion at the time of the arrival of a Fuel Tanker

Number of Days the Existing Stock (Diesel) is
Sufficient at the Time of Arrival of a Fuel Tanker
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6.5.4.2 The following table shows the number of days that the stock of petrol in depots is suffi-
cient to meet the petrol requirement of the country at the time a fuel tanker prepares to
unload, considering 2018 as the base year. That is, the number of days that it would take
for the country to run out of petrol owing to a delay in the arrival of a fuel tanker.
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Table No. 09 - Number of Days that the existing Stock of Petrol is adequate for
Consumption according to the Average Stock prevailed in the year 2018

The quantity of
petrol in in the
entire storage at
the time a fuel
tanker was
ready to unload

Average 90,474 90,474 90,474 90,474 90,474 90,474 90,474 90,474 90,474

Minimum 49,426 49,426 49,426 49,426 49,426 49,426 49,426 49,426 49,426

Maximum 228,355 228,355 228,355 228,355 228,355 228,355 228,355 228,355 228,355

Daily fuel de-

6,420 7,084 5,563 5,948 6,333 6,718 7,103 7,488 7,873
mand

Number of
days that stocks
in depots are
sufficient  for

consumption
Average 14 13 16 15 14 13 13 12 11
Minimum 8 7 9 8 8 7 7 7 6
Maximum 36 32 41 38 36 34 32 30 29

Figure 07 - Number of days that the existing stock is sufficient for consumption (Petrol)

Number of Days the Existing Stock (Petrol) is
Sufficient at the Time of Arrival of a Fuel Tanker
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6.5.4.3. The following table shows how long the stock of aviation fuel and kerosene in depots is
sufficient to meet the aviation fuel and kerosene requirement of the country at the time a
fuel tanker prepares to unload, considering 2018 as the base year. That is, the number of
days it would take to run the country out of aviation fuel and kerosene owing to a delay

in the arrival of a fuel tanker.
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Table No. 10 - Number of Days that the existing stock of Aviation Fuel and Kerosene is
sufficient at the time of arrival of a Fuel Tanker as per the Average Stock
of the year 2018,

Quantity of aviation fuel
and kerosene available at
the time of preparation for
unloading a fuel tanker

Average 33,791 33,791 33,791 33,791 33,791 33,791 33,791 33,791 33,791
Minimum 15,786 15,786 15,786 15,786 15,786 15,786 15,786 15,786 15,786
Maximum 93433 93433 93433 93433 93,433 93433 93,433 93433 93433

Daily Demand for Fuel 2,503 2,417 2,575 2,705 2,836 2,967 3,097 3,228 3,358

Number of days sufficient
for stocks available in

depots

Average 13 14 13 12 12 11 11 10 10
Minimum 6 7 6 6 6 5 5 5 5
Maximum 37 39 36 35 33 31 30 29 28

Figure 08 - Number of Days that the existing Stock is sufficient at the time of arrival of a
Fuel Tanker (Aviation Fuel and Kerosene)

Number of Days the Existing Stock (Aviation Fuel and
Kerosene) is Sufficient at the Time of Arrival of a Fuel
Tanker
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6.6 Introduction on Oil Transport System 6.6.1 Pipeline Network

Two main modes are used for transportation 6.6.1.1 The pipeline network is mainly used in
of oil in Sri Lanka. Sri Lanka for transportation of oil

from a fuel tanker to the main termi-
i.  Transportation through pipeline networks nals and to the refinery and from the
ii. Transportation by the land refinery to the storage terminal and to
companies by which small - scale elec-
tricity is generated. Accordingly, main
pipeline networks currently in use are

as follows.
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il.

1il.

1v.

Pipeline network from Colombo Port to
the Kolonnawa Terminal

Pipeline network from Single Point Buoy
Mooring (SPBM) located in the middle of
the sea to Muthurajawela across the sea
and land

Pipeline network from SPBM located in
the middle of the sea to the Sapugaskanda
Refinery

Pipeline network from the Sapugaskanda
Refinery to the Kolonnawa Terminal

6.6.1.2 Out of those pipeline networks, the

pipeline networks installed for trans-
portation of crude oil from SPBM lo-
cated in the middle of the sea to the
Sapugaskanda Refinery and transpor-
tation of finished petroleum related
products from the Refinery to the
Kolonnawa Petroleum Installation, are
owned by the Ceylon Petroleum Cor-
poration and other pipeline networks

are owned by the Lanka Petroleum
Storage Terminals Limited which is
the subsidiary of the Ceylon Petroleum
Corporation.

6.6.1.3 As mentioned in paragraph 6.6.1.1(1)
of the report, the pipeline network
installed several decades ago from
Colombo Port to the Kolonnawa Ter-
minal which is controlled under the
Lanka Petroleum Storage Terminals
Limited, consists of five pipelines.
Each pipeline of this pipeline network
is 45 to 75 years old at present. How-
ever, those pipelines were constructed
with a 25 year guarantee period. Ac-
cording to the Cabinet Memorandum
No0.48/2018 dated 11 September 2018
submitted by the Minister of Petrole-
um Resources Development
(Annexure 05), the condition of the
said pipeline network is given below
and the said condition remains un-

changed even up to now.

Table No.11 — Present operational condition of the pipeline network from Colombo Port to

Kolonnawa Terminal

Capacity of Pipeline Product
10” Diesel
10” Other White Oil
10” Naphtha
12 Naphtha
14” Furnace Oil

Present condition

In operation and leakages were reported frequently.

Fuel was being transported from Kolonnawa to the
Kelanithissa Power Station only and leakages were
reported frequently.

Not in operation (removed from use)

Not in operation and being renovated by CPSTL.

In operation and leakages were reported frequently.
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6.6.1.4 Leakages were being reported fre-

quently in the said pipeline network
from Colombo Port to Kolonnawa
Terminal and 06 instances of fuel leak-
ages have been reported only during
the years 2018 and 2019. Seventy per
cent of the imported refinery products
were being transported through this

pipeline.

6.6.1.5 There were two pipelines in the net-

Table

work which used to transport the im-
ported finished petroleum products up
to the Muthurajawela installation
through the Single Point Buoy Moor-
ing (SPBM) facility located in the mid
sea about 6 km from the shore and 7.2
km from Muthurajawela Terminal as
stated in 6.6.1.1(i1) in the report.
About 30 per cent of the import of to-
tal refinery products was being un-

loaded at this terminal and the petrole-
um products such as diesel, furnace oil
and kerosene has been separately
transported from Muthurajawela Buoy
to Muthurajawela Terminal through
one pipeline since the inception of the
Muthurajawela Terminal in the year
2004. Then, after the installation in the
year 2010, petrol has also been distrib-
uted in addition to the products men-
tioned above. The current position of
these 02 pipelines controlled under the
Ceylon Petroleum Storage Terminal
Ltd, is given below.

No.12 - Operational condition of the pipelines which transport fuel from

Muthurajawela Buoy to Muthurajawela Terminal

18" Furnace oil

In operation but not being used at
present.

18" Diesel/ Kerosene /Petrol

In operation

6.6.1.6 A pipeline network with a pipeline of

24” dia. is being used for the transpor-
tation of crude oil from the SPBM lo-
cated in the mid sea as stated in 6.6.1.1
(iii) above, to Sapugaskanda Oil Re-
finery through the Orugodawaththa
Terminal and this is operational at pre-
sent.
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6.6.1.7 The pipeline network which transport

fuel from the Sapugaskanda Oil Refin-
ery as stated in 6.6.1.1(iv) above, to
Kolonnawa petroleum installation, is
comprised of 03 main pipelines. Its
operations are given below.



Table No.13 - Operational condition of the pipeline network which transport fuel from the

Sapugaskanda Oil Refinery to Kolonnawa petroleum installation

Capacity of

Pipeline Production
6" Naphtha
8" Diesel/ Kerosene
12" Furnace oil

When the fuel is transported by the furnace oil
pipeline of 12 inches which stated in Table
No.13, there is an area that both pipelines are
commonly used. As such, the furnace oil pipe-
line of 14 inches which stated in Table No.11
cannot be used concurrently.

6.6.2 Transportation of Fuel on Land

There are two main modes of transportation
on Land.

1. Transportation by fuel bowsers
ii. Transportation by railway wagons

6.6.2.1 Petrol, diesel, kerosene and aviation
fuel and other products were being
transported by bowsers and railway
wagons from the Kolonnawa Terminal
to the depots established island wide.
The bowsers owned by the Ceylon Pe-
troleum Storage Terminal Ltd and also
the bowsers obtained on hire basis
were being used for transportation.
Moreover, the aviation fuel was being
transported from the Kolonnawa Ter-
minal to Katunayake by using railway
wagons and bowsers.

6.6.2.2 Mainly, only the diesel, petrol, kero-
sene and aviation fuel were being
transported by railway wagons.

6.6.2.3 Mainly, only the products of diesel
and petrol were stored at the Muthura-

Present Condition

In operation
In operation

In operation

jawela Terminal and the petroleum
was being transported from this Ter-
minal to the regional depots estab-
lished island wide using only the bow-

SCTS.

6.6.2.4 The petroleum was being issued by
fuel storage terminals established in
Kolonnawa and Muthurajawela and by
the new terminal in Sapagaskanda and
also to the consumers directly.

6.6.2.5 About 49.8 per cent of the storage ca-
pacity of two main terminals pertain-
ing to the products covered by the re-
port as stated in 6.4.4 of the report,
was located in the Muthurajawela Ter-
minal. Nevertheless, railway wagon
facilities or any other pipeline network
have not been established for the trans-
portation of fuel from Muthurajawela.

6.6.2.6 According to the agreement entered
into by the Ceylon Petroleum Corpora-
tion on 13 December 2003 with the
Lanka Indian Oil Company and the
Ceylon Petroleum Storage Terminal
Ltd and the agreement entered into by
the Ceylon Petroleum Corporation
with the Ceylon Petroleum Storage
Terminal Ltd on 21 May 2019, the
Ceylon Petroleum Storage Terminal
Ltd recovers the expenditure incurred
on the transportation of petroleum
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from the Ceylon Petroleum Cor- 6.6.2.8 The average transport costs incurred
poration and the Lanka Indian Oil for the transportation of one kilo litre
Company. of fuel for a distance of 1km by rail-

) way wagons and bowsers are given
6.6.2.7 The selection of mode of transporta-

tion of fuel is basically decided by the
Ceylon Petroleum Storage Terminal
Ltd and based on the details submitted
by them, payments are being made by

below.

the Ceylon Petroleum Corporation.

Table No.14 - Average transport costs incurred for the transportation by railway wagons

and bowsers

Petrol 92 Octane

(Upcountry route) 3.81 12.94 9.13 240
Petrol 92 Octane

(Low Country route) 3.26 10.91 7.65 235
Kerosene 411 1204 0 83 s
(Upcountry route) ) : .

Kerosene 3.5 1091 30 1o
(Low Country route) : : .

Lanka Auto Diesel 444 19.94 250 o1
(Upcountry route)

Lanka Auto Diesel

(Low Country route) 3.81 10.91 7.10 186
Aviation Fuel 4.70 8.78 4.08 87

According to the particulars aforementioned, the cost incurred for the transportation of one kilo
litre of fuel for a distance of 1km by railway wagons is more beneficial as compared to the cost
incurred for the transportation of one kilo litre of fuel for a distance of 1km by bowsers.
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7.1

7.1.1

07

Audit Observations

Audit
Facilities

Observations on Storage

The entire capacity of fuel storage in
the country for each type of fuel as stat-
ed in 6.5.1. of the report, is that the re-
quirement of diesel for 27 days, petrol
for 24 days, kerosene for 29 days and
aviation fuel for 40 days. However, all
tanks should be filled at the time of im-
port for the optimum use of said capaci-
ties and all matters mentioned in 6.4.9
of the report, should be fulfilled. Never-
theless, such situation was not obvious
practically and it was observed that the
remaining stock (Buffer Stock) in the
country for the use in an emergency is
only for the requirement of country for
a very short period relatively. Accord-
ing to 6.2.40f the report, it was ob-
served that the estimated demand for
fuel is likely to be increased gradually
within several ensuing years. As such,
if the fuel depots existing at present re-
main unchanged, the depots in the
country by the year 2026 will be suffi-
cient for diesel for 21 days, petrol for
21 days, aviation fuel for 27 days and
kerosene for 23 days. It was observed
that this situation would adversely af-
fect the fuel supply in the country with-
in several ensuing years.
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7.1.2 When considering 2018 as the base

year which indicated in Table No.8 per-
taining to the remaining stock at the
arrival of a fuel tanker as described in
paragraph 6.5.4 above, the average
stock of diesel remaining at the arrival
of a fuel tanker in the year 2019 had
limited to only 18 days. Thus, in case of
a delay in the arrival of a fuel tanker for
12 days at its minimum level, the entire
diesel supply of the country would be
disrupted. The demand for diesel in the
country had gradually increased and an
increase was observed according to the
forecast as well. According to the aver-
age demand forecasted and if the stor-
age capacity in the country is not in-
creased, the remaining stock of diesel at
the arrival of a fuel tanker by the year
2026 would be sufficient for only 14
days that is, for two weeks. When con-
sidering the minimum position thereof,
it would be sufficient for only 09 days.
As such, in case of a delay in the arrival
of a diesel tanker due to any reason, it
was observed that the diesel stocks in
the country would run out in 09 days.

According to the Table No. 09 relating
to the remaining stock at the arrival of a
fuel tanker as described in paragraph
6.5.4 above, the average stock of petrol
at the arrival of a fuel tanker in the year
2018 was sufficient for only 14 days
and it had decreased to 13 days by the
year 2019. When considering the mini-
mum position thereof, the remaining
stock of petrol at the arrival of a fuel
tanker in the year 2018 was sufficient
for only 08 days and it had decreased to
07 days by the year 2019. As such, in
case of a delay in the arrival of a petrol
tanker for 07 days, it was observed that



the entire stock of petrol in the country
would run out. The demand for petrol
also in the country had gradually in-
creased and a gradual increase was ob-
served according to the forecast for sev-
eral ensuing years as well. As per the
information forecasted, in case the ex-
isting storage capacity is not increased,
the remaining stock of petrol at the arri-
val of a fuel tanker by the year 2026
would be sufficient only for 11 days of
the requirement of country. When con-
sidering the minimum position thereof,
it would be sufficient only for 06 days
of the petrol requirement of country. In
case of a delay in the arrival of a petrol
tanker for 06 days due to any reason, it
was observed that the entire petrol
stock in the country would run out
causing a high risk.

According to the Table No. 10 relating
to the remaining stock of aviation fuel
and kerosene at the arrival of a fuel
tanker as described in paragraph 6.5.4
above, the average stock of aviation
fuel and kerosene at the arrival of a fuel
tanker in the year 2018 was sufficient
for only 13 days and it had increased to
14 days by the year 2019. When con-
sidering the minimum position thereof,
the remaining stock of aviation fuel and
kerosene at the arrival of a fuel tanker
in the year 2018 was sufficient for only
06 days and it had increased to 07 days
by the year 2019. As such, in case of a
delay in the arrival of a tanker loaded
with aviation fuel and kerosene for 07
days, it was observed that the entire
stock of aviation fuel and kerosene in
the country would run out. The demand
for aviation fuel and kerosene also in
the country had gradually increased and

7.1.5
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a gradual increase was observed ac-
cording to the forecast for several ensu-
ing years as well. As per the infor-
mation forecasted, in case the existing
storage capacity is not increased, the
remaining stock of aviation fuel and
kerosene at the arrival of a fuel tanker
by the year 2026 would be sufficient
only for 10 days of the requirement of
country. When considering the mini-
mum position thereof, it would be suffi-
cient only for 05 days of the aviation
fuel and kerosene requirement of coun-
try. In case of a delay in the arrival of a
tanker loaded with aviation fuel and
kerosene for 05 days due to any reason,
it was observed that the entire aviation
fuel and kerosene stock in the country
would run out causing a high risk.

Considering the information mentioned
above, it is observed that the storage
capacity in the country for the petrole-
um based products such as, diesel, pet-
rol, aviation fuel and kerosene, poses a
higher level of risk as compared with
demand for fuel.

Petroleum fuels are vital for the func-
tioning of all Even though sectors such
as transportation, and generation of
electricity, etc. As such, a breakdown in
the supply of fuel will cause a ripple
effect on all those areas of activity. As
the country does not have enough facil-
ities to store fuel , it is observed that the
economy and day to day life would
come to a standstill due to reasons such
as, breakdowns in the fuel pipe system,
refusal of oil tankers due to quality re-
lated issues, and delays of the oil tank-
ers. As an oil tanker carrying petrol had
been rejected in the year 2017, the fuel



7.1.7

supply in the entire country had been
crippled.

The oil tanks being in use today should
be maintained in a timely manner
whilst certain tanks become unusable
due to technical or other problems. It is
observed that the fuel supply in the en-
tire country would be crippled in case
of certain storage tanks becoming unus-
able. Such a situation would further be
aggravated in the event of a fuel tanker
getting delayed.

No buffer stocks of fuel had been main-
tained to be used when the fuel supply
in the country is affected due to any
uncertainty likely to occur as mentioned
above or in the international arena.
Had such a methodology been in use, it
is observed that a fuel shortage like the
one mentioned in 7.1.6 above would

have been minimized.

Proper techniques should be used to
control stocks with a view to ensuring a
continuous and smooth supply of fuel
in the country. In order for a proper
mechanism to be implemented in con-
trolling stocks of fuel, there should be
sufficient storage facilities and an ap-
propriate  purchasing methodology
should be followed. Nevertheless, due
to lack of adequate and proper storage
facilities, it is observed that re-order
levels related to each product and buff-
er stocks would be unlikely to be decid-

ed and act accordingly.

7.1.10. Furthermore, due to failure in storing

sufficient stocks of fuel, it is observed
that a myriad number of economic and
other problems mentioned below would
have to be faced.
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7.1.10.1

7.1.10.2

a.

It is a responsibility of the Govern-
ment to ensure smooth supply of fuel
in the country. Accordingly, emer-
gency purchases should be made,
given that no adequate stocks of fuel
are stored, and delays of oil tankers
would occur due to unavoidable rea-
sons. The possibility of purchasing
products of high quality would be
limited and higher costs would be
incurred due to making emergency
purchases.

In order to purchase fuel in the in-
tech-
niques are used; spot tenders / single

ternational market, various
cargo tenders , and term tenders for
instance. As for a purchase made
through term tenders, an agreement
is entered into with international fuel
suppliers to purchase fuel at a certain
agreed upon price or a price range
with respect to a certain period of
time in the future subject to some
conditions. This is observed to help
effects
caused by the fluctuations in prices

minimize unfavourable

at the international market.

Accordingly, the
Cabinet Decision, No.
2®e/12/0295/510/003/TBR, dated
14 March 2012, it had been decid-
ed that attempts should be made by

following

the Ceylon Petroleum Corporation
to enter into agreements to pur-
chase petroleum products for a
longer period on the basis of ex-
tended credit facilities thereby re-
placing the spot tender method fol-
lowed till then. Contrary to that
decision however, the Ceylon Pe-
troleum Corporation had imported



petroleum oil under the spot ten-
ders instead of the term tenders
throughout the past several years.

b. An adequate storage facility is a
must along with other infrastruc-
ture for entering into favourable
agreements when term tenders are
awarded. Given the lack of storage
facilities available at present, it is
observed that it is not likely for the
Ceylon Petroleum Corporation to
enter into favorable agreements in
the future.

7.1.11 Due to restrictions mentioned in 7.1.9

1l

1il.

above, the Ceylon Petroleum Corpora-
tion had entered into term contracts
with a view to importing a collection of
products rather than importing a single
product at a time. Despite the possibil-
ity of entering into term contracts under
more favorable conditions, it is ob-
served that the said benefit had been
considerably reduced due to entering
into term contracts to purchase fuel un-
der the parcel method.

With respect to the scarcity of a certain
type of fuel, instances are observed in
which purchases had been made external
to term contracts due to the non-scarcity
other types of fuel in the same parcel.

When entering into agreements to make
imports on parcel basis, the quantity of
one product agreed to import in several
instances is relatively low. Hence, it is ob-
served that the possibility of obtaining dis-
counts and finding appropriate suppliers
have been restricted.

As for making imports under this agree-
ment, all petroleum products in the parcel
should remain scarce in the storages at a

1v.

V.

given time; otherwise, no orders can be
placed irrespective of how favorable it is
in terms of the agreement.

When it is decided to import a fuel on par-
cel method, arrangements should be made
to ensure ullage for all the products in that
parcel. It is observed in such a case that
exchange of fuel between the tanks and
other related activities are on the increase
with planning of unloading process be-

coming intense.

Fuel, in such an instance, cannot be un-
loaded from the vessel at one go using the
same pipe. Instead, the vessel has to move
between difference pipe and place; from
Colombo harbour to Single Point Buoy
Mooring, for instance. Thus, unloading
process takes longer durations. As such,
additional expenses do incur such as, car-
go dues, demurrages, and other expenses
(charges on tags), and considerable delays
are observed with respect to the supply of

fuel.

All the types of fuel should remain scarce
in a parcel in case that parcel is to be im-
ported under parcel method. Nevertheless,
the supply of a certain scarce product can-
not be interrupted. Hence, it is observed
that making spot purchases for such prod-
ucts is unavoidable thereby restricting the
possibility of purchasing fuel at fair prices.

7.1.12 About 20 per cent of the entire fuel sup-
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ply of the country is provided by the
fuel refinery owned by the Corporation,
and this refinery was observed to have
been very old and lacked modern tech-
nology. As such, the refinery remained
shut down for 56 days in 2 instances
from the year 2018 up to the present
day. When the refinery remains shut



down for short or longer durations due
to maintenance or unavoidable require-
ments, the stock of fuel that would have
been produced during that time, should
be imported in finished stocks. As such,
the number of times for imports be-
come increased. As the number of
units being imported at a time becomes
limited, the effect caused by the delay

of a vessel become even serious.

7.1.13 Considering the gradual depletion of

7.2

7.2.1

7.2.2

7.2.3

useful life of the fuel tanks owned by
the Corporation at present, it remains
questionable as to whether those tanks
would be used smoothly in the ensuing

years.

Audit Observations on the Pipelines
System

As 02 of the 05 pipelines leading from
Colombo harbor to Kolonnawa terminal
administered by the Ceylon Petroleum
Storage Terminals Ltd., had become
non-functional, the said 02 pipelines
had already been abandoned. Leakages
were observed even with the pipelines
being in use.

According to the inspections carried out
by the Ceylon Petroleum Corporation
and the Ceylon Petroleum Storage Ter-
minals Ltd, it was verified that many a
pipeline had become rotten.

The Kolonnawa storage terminal is
used to store 43.27 per cent of the white
oil being used in the country. The im-
ported white oil is transported from Co-
lombo harbor to Kolonnawa terminal
through this pipeline. However, having
to rely on a single pipeline to transport
refined white oil from Colombo harbor
to Kolonnawa storage complex, would
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7.2.4

7.2.5

pose a risk of fuel shortage thus crip-
pling the entire country in the event of a
breakdown in the said pipeline.

All of the imported white oils stored in
the Kolonnawa terminal are transported
from the Dolphin Jetty through this
pipeline which is older than 75 years
with a diameter of 10 inches. A mini-
mum pressure should be maintained
when fuel is unloaded through this
pipeline due to its very old age and use-
ful life already exceeded. As such, the
maximum unloading capacity remains
220 metric tons per hour, thus taking 8
days or 192 hours to unload 40,000
metric tons of fuel. Considering the ad-
ditional time spent on operations, an
even more time would be taken for this
process when several products are im-
ported at once. Relatively, this situation
is observed to be extremely inefficient.
Despite the country’s demand for the
fuel, it is observed that less than 04 ves-
sels can be engaged in unloading fuel at
the rate of 40,000 metric tons of fuel

per month.

About 43 per cent of the fuel types be-
ing discussed in the report is stored in
Muthurajawela terminal to which fuel is
unloaded through Single Point Buoy

Mooring — SPBM. However, unloading
fuel via Single Point Buoy Mooring
( SPBM) becomes unsecure under the
clementine weather (as it is anchored in
sea). In such an instance, the entire
stock of petroleum oil being imported
into the country, has to be transported
from Colombo harbor to Kolonnawa. In
the given backdrop, an extensive period
of time has to be spent on unloading the
entire stock of white oil through a sin-



7.2.6

7.2.7

7.2.8

7.2.9

gle small pipeline. It is observed that
any sort of breakdown in that pipeline
would cause the fuel supply of the en-
tire country crippled.

Transportation of fuel through pipelines
is easy and economic. However, no
pipeline has been laid between the main
terminals in Kolonnawa and Muthura-
jawela to facilitate inter-terminal trans-
portation. As such, the storage complex
in Muthurajawela cannot be made use
of in an instance mentioned in 7.2.1 and
7.2.3 above, thus observing that this
would cause a remarkable impact on
the continuation of fuel supply in the
country.

A considerable financial loss is ob-
served to have taken place during the
preceding years due to wastes caused
by breakdowns often happening in the
pipeline, and continuous leakage of
fuel. this
caused a detrimental impact on the nat-

Moreover, situation has
ural environment, and compensation
had been paid in several instances in
that connection.

As a pipeline had not been laid facilitat-
ing the transportation of fuel between
the two main terminals, it was observed
that the storage facilities of those termi-
nals could not be made use of optimal-

ly.

In order to unload 40,000 metric tons of
fuel, it is agreed with the relevant ves-
sel that the stock of fuel should be un-
loaded within a period of 96 hours.
However, due to blockages in the pipe-
line and inefficiencies in the storage
system, it is observed that a period of
120 — 168 hours is spent at present for

unloading fuel from a vessel thus ne-
cessitating the Ceylon Petroleum Cor-
poration to pay demurrages in that con-
nection. The demurrages so paid during
the 05 preceding years totaled Rs. 488
million.

7.2.10 Higher risks are observed with respect

7.3

7.3.1

7.3.2
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to personal injuries and damages on
properties in consequence of the break-
downs occurring oftentimes in the pipe-
line and the continuous leakage of fuel.
A considerable financial loss has in-
curred during past several years due to
waste of fuel. This situation has also
caused a detrimental impact on the en-
vironment, and compensation had been

paid on several occasions in that con-

nection.
Observations  relating to  the
Transportation of Petroleum on
Land

As mentioned in 6.6.2.8 of the report,
transportation of petroleum through the
railways is most economic and efficient
when it comes to transporting petrole-
um on land. In relation to the cost in-
curred on railway wagons , a gain rang-
ing from 87 per cent to 235 per cent is
observed when petrol is transported
through railway. However, as for the
past several years, priority had been
given to fuel bowsers instead of trans-
porting fuel through railways.

Transportation of fuel through bowsers
is observed to be uneconomic and caus-
ing environmental pollution. Around
300 bowsers leave the two main termi-
nals per day thus observing that this
would further increase the traffic con-
gestion in those areas which already



7.3.3

7.4

7.4.1

7.4.2

experience traffic congestion.

Due to failure in establishing a cross
country pipeline system connecting the
terminal in Muthurajawela, and lack of
railway wagons , only bowsers have
become the only mode of transporta-
tion for fuel from the terminal in Mu-
thurajawela.

General Observations

As mentioned in 6.4.6 above — Prelimi-
nary Inspection Report on the Trinco-
malee Upper Tank Farm, the tank farm
located close to the Trincomalee har-
bor, can easily be made use of in the
process of supplying petroleum oils in
the country. Nonetheless, it has so far
been unable to ensure active utilization

of the said tank farm.

The cost of oil transportation can be
minimized by way of transporting oil to
Trincomalee and surrounding areas
from Trincomalee instead of transport-
ing oil from Colombo and the savings
in the year 2015 according to the Pre-
liminary Inspection Report on the Trin-
comalee Upper Tank Farm had been
estimated at Rs.618 million. Further,
this savings is approximately equal to
the cost of fully installation of 12 oil
tanks and all other infrastructure facili-
ties. That is, as estimated by the report,
the cost of developing 12 oil tanks and
its infrastructure facilities could be cov-
ered solely by the savings of the annual
transport costs. Although the above
project is more economically and envi-
ronmentally productive, it has been
failed to implement the project up to
date.
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7.4.3

7.4.4

7.4.5

Despite the possibility of productive
use of the oil tanks with the total stor-
age capacity over 840,000 Metric Tons
(over 1,000 million litres) for the devel-
opment process of the country, those
remain idle without being used for any
purpose. Nevertheless, action had not
been taken over a number of decades to
actively use those tanks in the country's
economic process.

The Sri Lanka’s ability to act as a Re-
gional Energy Hub, the kind that exists
in Singapore as an international energy
hub, can be executed centering on the
Trincomalee Port. That is, by renovat-
ing all of these oil tanks actively those
can be used to store more fuel, to make
purchases at lower prices in the world
market and keep stocks, and to easily
run the businesses such as re-exporting
when needed. However, no active pro-
cess has been set in motion to establish
such an international energy hub.

Although the country is abundant with
the required resources to comfortably
establish an adequate and appropriate
storage system and related infrastruc-
ture facilities to avoid the high risk on
ensuring the smooth supply of petrole-
um related products, the main source of
energy that determines the viability of
the country's economy, it has been
failed to take a formal action in this re-
gard. Further, this situation has thus far
failed to establish an appropriate insti-
tutional structure and legal system for
regulating the overall subject oriented
data and functionality to suit to the
needs of the country.



8.1

il.

iil.

iv.

03

Recommendations

This study confirms that a formal
study should be conducted on the fu-
ture fuel requirement of the country
and thereby, increased the fuel storage
capacity in commensurate with that
requirement. Accordingly, it is recom-
mended that the fuel storage complex
located in the Trincomalee area as set
out in the report 6.4.6, 6.4.7 should be
used with legal clarity having done
necessary renovations and thereby;

The existing high risk of fuel stor-
age shortage in the country should
be overcome and the storage capac-
ity should be increased so that the
fuel requirement of the country can
be stored for several months,

The fuel supply process of the
country should be operated more
systematic and economically fa-

vourable manner,

Adequate fuel storage facilities in
the country should be maintained so
as to do away with economic and
other disadvantages resulting from
the unnecessary emergency pur-
chases,

Study on the fluctuations in world
market oil prices should be con-
ducted in a systematic and timely
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V1.

Vii.

manner and adequate quantities of
fuel should be obtained and stored
in the event of falling prices (e.g.,
experiencing a significant drop in
world market oil prices during the
Covid 19 pandemic);

The existing pipeline system for
unloading oil in the vicinity of oil
tank complexes should be renovat-
ed to avoid possible risk in unload-
ing oil at the two main terminals set
up in a densely populated area, pub-
lic protests or environmental dam-
age should be minimized, and an
uninterrupted oil supply within the
country should be ensured.

Through the limitation of oil trans-
portation by bowsers from Colom-
bo and its suburbs to outside areas,
it is recommended to help the re-
duction of traffic congestion in Co-
lombo and its suburbs, to minimize
environmental damages and to re-
duce the high cost of transportation.

The exorbitant Demurrages Charges
arising from the delays in oil un-
loading should be done away with.

viil. Since railway wagons can be easily

1X.

handled from the Trincomalee area,
it should be managed in a more sys-
tematic and economical manner so
as to reduce fuel transport costs.

The Bunkering Oil business, which
can be easily operated according to
the natural location of Sri Lanka,
should be systematically imple-
mented within the country to enable
its implementation as a foreign ex-
change earning investment oppor-
tunity to the country.
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8.3

8.4

8.5

X1.

Measures should be taken to enable
implementation of business facili-
ties such as fuel re-importation as a
Regional Energy Hub, as presently
operative in the countries such as
Singapore.

That action be taken to increase di-
rect and indirect business and em-
ployment opportunities generated
therefrom in the country.

It is recommended that in entering into
term contracts with international oil
suppliers for oil purchases, a formal
study should be carried out on the term
contracts followed by other countries
more similar to Sri Lanka to identify
more appropriate terms and conditions
and, as far as possible, priority should
be given to enter into agreements with
the States instead of entering into
agreements with private companies in

other countries.

It is recommended that necessary steps
should be taken to renovate and reuse
the existing inactive fuel pipeline sys-
tems as a priority requirement in the
country, and to use the pipelines as
soon as possible which are under reha-
bilitation at present.

It is recommended that an interchange
pipeline is required to be installed be-
tween Kolonnawa and Muthurajawela
to facilitate the easy exchange of fuel.
It is also recommended that the said
pipeline be connected to enable the
smooth transportation of oil from the
Sapugaskanda Oil Refinery as well.

The most economically favourable and
environmentally friendly mode of
transportation for the on land transport

8.6

8.7

8.8
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of fuel is rail transportation. Therefore,
it is recommended as appropriate to
use rail media as much as possible for
fuel transportation from the main ter-
minals to the regional depots as well
as for fuel exchange between the de-
pots. This will also help reduce the
traffic congestion in Colombo and its
suburbs.

It is recommended to construct a rail-
way track or to establish suitable
measures (eg: transfer of fuel by an
interchange pipeline to a place where
the railway wagons can be used) so
that the railway wagons can be used
for transporting oil from the Muthura-
jawela Terminal.

In addition to domestic transportation,
it is essential to maintain adequate fuel
stocks in the island for industries, in-
cluding fuel supply for domestic and
foreign airlines as well as power gen-
eration and fuel supply for the security
sectors. Therefore, it is recommended
that buffer stocks, which are properly
estimated and forecast, should be

maintained in the country.

It is recommended that a legal system
and institutional structure should be
established to regulate the overall sub-
ject oriented data and activities relat-
ing to entire petroleum business, in-
cluding the importation, refining, dis-
tribution and sale of petroleum prod-
ucts, thereby enabled active regulating
and controlling of the activities such as
importation, refining, distribution and
sale of petroleum products, and estab-
lished and maintained a national poli-
cy on the energy sector in an updated

manner.



. It is concluded that the existing fuel storage facilities in the country remain at a minimum
level at present and this could adversely affect the uninterrupted energy supply in the
country and that;

. The pipeline system used for unloading and transporting fuel is in extremely obsolete and
risky condition and it is very dangerous not to attend renovations as it is a prime need of
the country;

. It is immensely unfavourable condition that priority has been given for fuel transportation
through the bowsers instead of using railway wagons for the transportation, which is rela-
tively inexpensive and environmentally friendly for land transportation; and

. The fuel storage shortage, pipeline blockages and the land transportation as discussed
above can be easily handled more efficient, effective and economical manner through the
renovation and use of the Trincomalee Oil Tank Farm.

5gd./W.P.C. Wickramaratne
Auditor General

W.P.C.Wickramaratne

Auditor General
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