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I. O.KGAl!IZATIO:r OF TI:E SY:·a>OSIU~i. 

1. The UNIDU/ESCAP Symposium on Contracts for the Construction of Gil 

and Gas Pipelines was held at Jakarta from 30 August to 2 Se~te~ber 1983. 

It was jointly organized by mnnv and l:.SCAJ.>, in co-operation with u.aGAS, 
Centre for uil and Gas i)evelopment, Jakarta and with host facilities provided 

by the Department of N1.nes and Enerpy of the Governraent of Indonesia. 

2. The objectives of the Symposium were {a) to initiate a dialogue between 

suppliers and recipients of technclogy in the pipeline construction industry, 

{b) to discuss specific provisions of international offshore and onshore 

pipeline contracts between individual national oil companies in developing 

countries and international pipeline contractors including the discussion of 

the concept of fair and equitable terms, (c) to review information and current 

practice~ in those contracts in selected countries of the ESCAP region and 

(d) to develop basic guidelines as to treatment of such contracts by national 

oil companies in developing countries. 

Attendance 

3. The ~;mposium was attended by 80 participants from 10 countries 

namely, Bangladesh, People's Republic of China, Federal Republic of Germany, 

India, Indonesia, Japan, Malaysia, the Netherlands, Republic of Korea and 

Thailand. Representative of the following international professional non

r,overnmental organizations also participated: International Bar Association 

(IBA), and International Federation of Consulting Enpineers (FIDIC). 

Opening Addresses 

4. Prof. Dr. Wahjudi Wisaksono, Chairrran of the National Organizing 

Committee of UNIDO/ESCAP Symposium, welcomed the participants. He thanked 

PERTAMINA (the National Oil Company), its foreign oil contractors operating 

in Indonesia, the various national consulting engineering firms and others 

who have rendered assistance to the Oil and Gns Development Centre {LEMIGAS), 

for the successful orr,anization of the Symposium. He pointed out that all 

participants were gathered together to learn from each other and to foster 

co-operation between clients, contractors and engineers in the construction 

of oil and gas pipelines. 
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5. Innis message, Dr. V.J. Ram, Chief of ESCAP/UNIDO Division of 

Industry, Human Settlements and Technology, thanked the Government and 

the People of Indonesia for the generous assistance which enabled the 

convening of the Symposium at Jakarta. It was heartening to note that 

a number of national and international private sector enterprises were 

also participating in the Symposium. 

6. The major problems confronting developing countries arose from 

structural changes in manufacturing with special reference to increase 

in productivity. Activities relating to science and technology had, 

therefore, become increasingly relevant. The most important task per

t~ined to upgradinE of negotiating capacities of member states. There 

was a need to develop appropriate methods to ensure technology transfer 

on more equitable terms. Both UUIDO and ESCAP were actively involved in 

these activities. Contracts on pipeline construction were extremely com

plex. Technological, commercial and legal aspects constitute three elements 

which should be closely examined. The question of appropriate regulations 

of subcontracts and suppliers' involvement were also important. The Sympo

sium should also take into consideration problems of improving capacities 

and capabilities of technologists and engineers in the developing countries. 

Additionally, the problem of increasin~ use of domestic resources should 

also receive considerable attention. 

7, Mr. Johan Cramwinckel, on behalf of the Executive Director of UNIDO, 

stated that UNIDO was actively promoting accelerated industrial development 

guided by the target set by the Second General Conference of UNIDO at Lima, 

for the achievement of 25 per cent of the global industrial output by the 

year 2000 A.O. by developing countries. Technological interdependency was 

an important element in industrial development. UNIDO had concentrated on 

three principal areas; (i) system of consultation, (ii) regulation of 

technology transfer and (iii) technology transfer and foreign investment. 

In these tasks the creation of better understanding bE'tween technology 

transfer regulatory offices of developing countries and the Licensing 

Executive Society was of great importance. 

8. In his inaur,ural address, Mr. Sutaryo Sigit, Secretary General of 

the Department of Mines and Energy, observed that Indonesia has had a 

varied and wid~ experience on the subject of oil and r;as pipelines con

struction, which had hecoMe more ~nd more complex with the advancement 
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of the industry. Production of oil in Indonesia dated back to 1885 when 

the first cil pipeline was constructed. During the last 12 years, with 

the introduction of modern technology, Indonesia has been able to achieve 

substantial progress. Offshore -:>il exploratiou commenced in 1967/1968 and 

the first offshore oil production commenced in 1971. The disccvery of large 

onshore and offshore gas resources led to the construction of LNG plants. 

Constructions of new plants were still underway to support industries which 

were being set up in South Sumatra. The utilization of natural gas in Indonesia 

was still expandin~. 

9. Pipelines provided the cheapest and safest way of despatching oil and 

gas. Ccnstruction and laying of pipelines were therefore a decisive factor 

in determi~ing the economic feasibility of new projects. With Indonesia's 

experience over the years it had been possible for Indonesia companies to 

have obtained extensive knowledge in this area of work. Today domestic 

firms provided designs and undertook engineerinb construction, radiographic 

inspection and construction manafement. The role of foreign companies were 

!'elated to financing arid supplying of equipment. 

10. The Symposium provided an excellent opportunity to discuss the various 

aspects and problems of pipeline construction contracts. He hopc<l t~at the 

Symposium could provice guidelines on legal, financial and technical aspects 

of contracts and that special attention would be paid to promotion of national 

interests. The other important aspects related to training optimum utiliza~ion 

of domestic se:vices and ~aximum employment of national labour and manpower. 

In that respect terms and conditions of contracts should also include a 

"national content". 

11. The Secretary General extended a warm welcome to the participants and 

expressed the confidence that their deliberations would lead to practical 

recommendations for formulating basic guidelines for contracts for the 

construction of pipelines. 

12. Ar, exhibition next to the conference room was alsc held by national 

Indonesian contractors, engineerinr consultants and manufactures of their 

activities in +he pipeline construction and manufacturing industry. 

/13. 
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13. A visit to the Krakatao StPel Plant,120 kms. west of Jakarta, which 

uses natural 8as for its energy and produces steel iron pipes was organized 

for the participants. 

Election of Officers 

14. The Symposium unanimously elected Mr. Wahjudi Wisaksono (Indonesia) 

as Chairman. Mr. 7.N. Bhargava (India) and Mr. Bodin Asavanich (Thailand) 

were elected as Vice-Chairman and Rapporteur respectively. 

Adoption of the agenda 

15. The Symposium adopted the following agenda: 

1. Opening 

2. Election of the Officers 

3. Overview of contracts for the construction of oil anc gas 

pipelines in developing countries 

4. Transfer of technical know-how 

5. Development of local engineering capabilities, construction 

skills and use of locdl materials and equipment 

6. Closing 

II. CO!ISIDERATIOh OF ISSUES 

Overview of Contracts for the Construction of Oil and Gas Pipelines in 

Developing Countries (Agenda Item No. 3) 

16. The Symposium took note of two papers prepared by the secretariat 

(IHT/SYM83/Tl and IHT/SYM83/TlA), which stress, a.o. the importance of 

defining clearly the parties to the agreement, and mentioned the unfavour

able influence of undue risk allocation to the contractor on the overall 

price payable by the employer. The papers also made reference to n~w forms 

of international pipeline construction developed by various national oil 

companies of developing countries active in this field. 

/17. 
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17. The following country papers were introduced briefly, highlighting 

in the important issues, by the respective country participants: Bangladesh 

(IHT/SYM83/T4), People's Republic of China (IHT/SYM83/T5), India (IHT/SYM83/ 

T6), Indonesia (!HT/SYM83/T7), Malaysia (IHT/SYM83/T8), Republic of Korea 

( IHT /SYl-183/Tl4) and Thailand ( IHT /SYM83/Tl0}. 

18. Some countries expressed their concern on unfavourable influence of 

unusual weather conditions (e.g. early monsoon or other unpredictable 

weather conditions) on time of completion and costs for their pipeline 

construction contracts. Furthermore, it was mentioned that shortage of 

time was a severe handicap to ~horough survey and design. Other problems 

during the commissioning stages were also mentioned. In gener~l, the 

occurrence of force majeure events seems to cause problems. In some cases 

the employer was not able to provide, in due time, right of way. In some 

cases material to be imported was late. It also happened, that the supply 

of local materials was interrupted. 

19. It was mentioned that in one case, insufficient supply of energy 

made it impossible to complete the performance tests as foreseen in the 

contract. 

20. On the commercial side, currency fluctuations have increased iroject 

costs for local employers. In the taxation areas contracting with consortia 

has caused problens to local fiscal authorities. 

21. Finally the representatives of UNIDO, IBA and FIDIC introduced their 

papers. UNIDO mentioned that the implementation of technology transfer 

regulations, in some developing countries will havP. an impact on inter

national pipeline construction contracts and their terms in the future. 

IBA stressed the importance of an need for appropriate allocation of risks 

between contractors, employers, and indeperu.l.ant consulting engineers. FIDIC 

warned against the use of turn-key concepts as they would not be in the 

interest of the developing countries. 

22. On the basis of the overall experience of the co1Jntries, the Sympo

sium noted that lack of inforr.ia.tion and adequate knowledge were seve~e 

handicaps in the preparation of suitable contracts. It therefore urged 

that UNIDO/ESCAP in collaboration with others interested should formulate 

guidelines or standard for.ns to assist pipeline construction companies, 

engineers and employers in the preparatio1., and negotiation of pipeline 
I 

construction contracts. 

I /23, 
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23. Frorn tf>e papers p:.'"'.2:::::ent~d the following areas of conc~rn we;.'"'e 

identified and disct:ss~C. in det:: il: 

{a) Cor.c~":'.'n P.rcc. !;o. 1: The pa;.'"'ties and the contract between them 

24. It str ~ss~:i t::2t ::..n case o: conJ:rc.cting by several parties (on 

C'.)ntracto::-'s Oi.' S:.~;;>l'.lyo.:;r's siC.e), c.:!cl1 pi'.:.'i:Y sl~ould sign the agreer.:.ent. 

For reascas o'.: cl.:->..:.."'ity, ~orr.::il .::.gr::c::'.:.!I1ts s-:c:n to be preferable to Letters 

of Orcler u.nd sep.-:-.r:.tc. Lctt0r2 0£ t . .:~<Y':<:;;c3. !he views varied to what 

extent c.r:p1'0'\·21 of th.:! Err.;:.lo?==' ~c-::- ~~'.co .. i:i.'0.Ctin.:; by the Contractor should 

be rcquireC:.. A ·,·ic~; i·-..s 0:':'.'r.-:s-:£J. f~_-_.-y __ riar, prior c>pprov<!l to all sub-

contracti:>:, acti·,;iJ..:ie::; or: ;;:~·.: Co~:\::'~ ;;·i.:or i:! ord,;r to ke"p ccntrol on the 

project. l.r.othr:".' vic;·r v:c.s L~p:.-2:::.::"() ·:o ,li::?c:1se ui tl1 c>.p:1roval requirements 

altog~thr::r, a:: li.:.biJ.ity cor,ti:-xc .. ·-:o J:e on -::i:c side of the Contractor. 

One coun-i.:ry tlicu:~l1t th::!t .::.t ].c:. s': ".:::; t~c:mica! and corr.;r.;rcial capability 

of Sl'::icontractor.> stculd be; ex<~ . .'.:::d <:-ir.l a:_:;.prov_:;d vy the Em:nloyer without 

cont~~ctual rir,hts against the 

Contr:::c ;:o:.'. 

25. It w2s p~·c.~1'.)::;r.d that clc-.-.' r::~:·::.u.-::i.o::~ :::r,-:-u.l<l b-; m:::ne with regard 

to the au~n:-t o~ s·:)'22.ics .--.ii•: ~·s-::viccr; to ;>~ch ·t:he Co11tractor is obliged. 

Otl::::Hise. =J.r' Ji tic::~:l 1'nfo:..'.:!S~<0n cos ts couJcl ~:.'ise to the Employer. Con

tr2.ctcrs c:::'r'.::c'S :d i:l··::- »Tier tli<:.t tb.ey could o~ly i)e e:~pectcd to deliver 

\-:hat th:.y h2d l'-;.::n 2.s~~c<l L'r ir: t>-; cc!itra:.t. !~1 case of technological 

develop:::2nt.3 ::.itc:.."' C;):,tr ~c;: d.::-::es, o.c1:: i·do:ia l co:: i:S c.:J.used theI'eby should 

be recoverable by th~ C0nt:.Yc:.:or. It wJs :r:·3:itioned that the problem was 

dininished in ca:>es in ;•hich th~ I:c.'..1loyc:.' ccr.tributed most of the materials 

(line pipes and other :'.'ltc:..'i2l.s) fc. ::- t'.~e pip::?lir.e syste:-:1. It was finally 

felt that in those c.'.'.<:!CS the no<--~ efi5cicnt '.:::iy for the solution of the 

problem should b~ C:.i~cl1 sc::.:l ..:.11d ~:.reed be s~cr. tl 3 Contractor and the 

Employer. 
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( c} Con1.:er-r1 Ar·ea No. 3: Tz.~ansportation of line pipes, other 

materials and equipment 

26. In order to allocate responsibility, it was proposed that thorough 

checking und inspection of materials prior and after transpcrtation should 

tak~ place. The point of ~anding over of materials before transportation 

and after transportation and the influence of possible transfer of risks 

should be clearly defined in the agreement. It was mentioned that early 

regulation of transportation questions would facilitate logistical consi

derations and appropriate allocation of transportation activities within 

the overall construction concept. The view was expressed that the Con

tractor was normally in a better position to affect transportation than 

the Employer. The Symposium n0ted that in one country, in order to avoid 

risk of damage to the coating of ti1e line pipes, small coatir:g yards close 

to the job site were established. It was mentioned that in other countries 

local transportation companies existed who should be engaged in the trans

portation within the country. 

(d) Concern Area ifo. 4: Price and terms of payment 

27. It wc.s felt that in pipeline construction lump sum, unit price and 

daily rates should be normally the appropriate price system. Only in 

exceptional cases costs plus arrangements were felt feasible. Consequences 

of inflation could be covered by escalation clau~es and use of national 

living cost indices. Delay through currency transfer restrictions could 

also be covered by escalation clauses. Anticipated local supplies and 

services should be paid in local currency. A view was expressed that 5 

per cent down payment and 10 per cent retention (to be released with the 

expiration of the warrart:y period) was a usual payment term. Concerns were 

expressed that contractors be sometimes misused as financing agencies. 

In addition, they were concerns that b..idpetary restraints and other 

internal regulations within Employer's organization has been often the 

cause for payment delays. 

(e) Concern Area No. 5: Time of delivery - delay - consequences 

of delay 

28. It was generally felt that in many c~ses the period allowed for 

completion of tr~ work was extremely short. The date for the start of 

/the 
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the construction program.ile seems to b~ differe~1t and be sometimes receipt 

of the letter of intent, conclusion of contract, receipt of L/C or down 

payment. It was felt th2.t circumstances of force majeure should excuse 

Contractor's delay in completion and relevant idle time would be compensated 

to the Contractor. In case of unexcusable delay, the Contractor should be 

obliged to make good the delay ~t his own cost. If he exceeded relevant 

dates, liquidated damages should be payable with a maximum amount being 10 

per cent of the contract price. So~e particularly referred to a grace period 

which could be provided for in the contract or granted to the Contractor in 

case the Employer does not suff8r di8advantage from delay especially in cases 

in which he is not yet ready to use the pipeline system. The discussion 

focussed on the appropriate definitio~ of force majeure by the parties (nar

row and wide version). It was fel+ t~at shortage of own materials should not 

excuse contractors for delay, tut that any reason beyond the reasonable con

trol should do so. As consequence of the E~~loyer's interest in early coM

pletion, the granting of a bonus fur completion should also be considered. 

{f) Concern Area No. 6: Taking-over and use of pipeline system 

29. The Symposium agreed chat after mechanical completion and successful 

completion of performance test, the pi?elinc system should be taken over by 

the Employer. A view '\\as expressed ur~5.u~ thr.t the Contractor should remain 

responsible for a specified perioc aft~r the take-over. It was mentioned 

that the take-over Pl"Oced.ures :for oil :md r;as pipelines are different, but 

that in any case tak·~-over activities should be planned well in advance. 

In order to reduce stand-by and other costs chargeable to Lhe Employer in 

cases in which performance test c.nd take-o;'P.l" could not take place due to 

reasons fer which the Employer· is responsible. A view was expressed stres

sing the need to cowe to divercing take-over ~rrangements in such cases. 

In appropriate cases the possibility of takin~ over of part of the pipeline 

system was mentioned. It 11as also propo::;ed that in such cases part of the 

performance guarantee should be releilscd and it was felt adequate that 

additional bank charges for tte non-released part should be compensated 

to the Contractor by the Employer. 

/(g) 
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(g) Concern Area No. 7: Warranty - guarantee - liability 

30. A view of concern was expressed chat .:;ngineering companies were 

held liable under their contracts for damilges cor:ipletely disproportionate 

to the fee received under the a[rec;. . .ont and the vie'" was expressed that 

engineers' total liability should be limited to their contract fees. With 

regard to the Contractor, it ililS felt that it could only be liable for 

defects in materials delivered by the Contra~tor and for its workmanship, 

but not for materials supplied by Employer. A view was expressed that 

clear stipulation should be made for speedy repair or replacement of parts 

by the Contractor during the ,,arranty pe:'.'ioJ; thz Employer could not be 

expected to incur heavy losses if the Contr~ctor delayed repairs or re

placement. It was felt that the sti~ulation of a one-year warranty period 

would be approp.1.·.ic::te. tiowevel~, a view ·11as expres.3ed urging to consider 

appropriate extension of warr&nty fc~ latent ~efccts. It was the general 

vie...i t:hat the Contractor should not l:·c lic•ble for consequential losses of 

the Employer as a consequence cf dcfer:ts. !-~c,fer'.:!nce was made to available 

testing procedures to detect ·<:·xisd!!g defect::- during the original we.rranty 

period. It was mentioned th:.t ~fter longer p.3riods allocation of respon

sibility would be cxtrcr~ely difficult. In c.:i.ses in which the l'.'.rnployer 

delivers to the Contractor tt-,, cor,;ple t3 dcsioi ancl P.n'jineerir.g for the 

pipeline, no need for m:tensio:1 of J.iabili ty i-:ould exist. Hi th regard to 

arising damage~ and Con-.:ructor':::; pc·ssi~le responsibility trerefore, the 

need f~r appropri:i.tc _;_,1surance coverage in favour of Employe1° or Contractor 

(as the case may :Je) was st ... 0esst:d. 

31. With regard to the Contractor's tote:tl liability, it W3.S felt that 

a maximum amount stipulated in the com.:ract should be reasonable, to 

enable appropriate price calcul1tion f>:; Contractor. Considerable envi

ronmental risk as a conse~·ence of pipeline construction projects should 

be covered by appropriate proj8ct lnstr,0 :cince. 

( h) Concern Arca Ne. 8: S3c~ri ~y 

32. It was the gener:tl vbw that bid bonds and performance bonds were 

justified security. A view '1-:as e:~pressed ".:hat, just as a contractcr is 

required to give security for bis bid, so the I:r.1ployer should reciprocate 

by giving the Contractor t~c security of an assurance that a contract would 

/actually 
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actually be awarded to one of the bidders (award guarantee). Furthermore, 

in the interests of creating good relationships between Employers and 

Contractors, a view 1,as expressed that the Employ2r, before going out 

for international ~endering, should ensure and declare that all necessary 

consents (so far as possible) nec<l3d by the Employer had been obtained 

and other pre-conditions been fulfilled; other~ise, it would be most 

unfair to a Contractor forced with p~~ring the expenses of bid preparation, 

if the Eraployer after further cl:1rific:.tions would abstain from the project. 

A view was expressed hm:ever tha.t r::!~<':van-c risks were considerably small as 

feasibility stu:lies he.d proven foa.3ib.:.lity of the project prior to bidding 

stage. Another view w:is expres:::.:;d str:~:ssing -.:hat any Employer should have 

the liberty, not to award the con~r3ct, if justified reasons were given. 

In certain countries bid !::onris i:1 ·th; , ::-Dunt of up to 10 per cent of the 

contract value with t!1ree rr.o::ths 1 11 '..°c tic-.~ :::;ee;n to be used; performance 

bonds between 10 and 15 per cent o:: the ::o~tract 'Talue are normal practice. 

It was recognized th~t for smaller proj~cts the relative amount of the ~id 

bond could be higher than for larger projects. 

33. Various concerns were expressed 2ga5_nst the use of on-demand bonds 

by the Employer. It Has mentioned that bonds should be payable upon ob

jt~ctive events or should be conditioned upon deli•:Ary of acknowledging 

arbitration awards. 'rhe 3ympos ii;, : v·<· s 2.clvi ~e·:l o:' cases where a Contractor 

who had to supply ~n on-dcmanrl p~·-·f':':..-. ·-c'1c'-" f'.U"'"'~.11tee had successfully asked 

the Employer to agree -::-o a co'J.m:.:..1"-~1 1 .::rantc'" to he provided by the Employer, 

if he wanted to c1ci1 the guaran~ee. 

( i) Concern Area !lo. 9; Tc.·minr.tion - cancellation 

34. It was felt that any temin3:tion or cancellation of a pipeline 

construction contract will delay the project and cause 1311ormous additional 

costs and should therefore re very cari.:fuL~.y considered by the parties and 

especially the r:mployer. A view 1ms c::~ressr~d that in case of u.ny breach 

of contract by the Co::itractor 1 th0. E:cploye1' should be entitled to cancel 

the agreement and the Contractor 5hould ])-)Clr Llll costs in this case. It 

was su!'_;gested that in addition to te!"T!ination and c<:ncellation the possi

bility of suspension of a project siiould be l"egulated in the agreement. 

It was felt that esrieci<'lly du~ to n3tiondl eco;io'.Tlic reasons, interruptions 

/of 
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cf the project ?.'ealization c::o11ld tak~ place. In order to safeguard in 

such instances 7 regulations on Contractor's rights wer~ felt to be 

justified. The view was express.ad that the Contractor should be com

pensated for additional costs in this case. 

(j) Concern Area No. 10: A~plicable law - settlement of disputes 

35. It was discuss2d tha~ various ndtional laws could apply to a contract: 

local laws, the laws of the cou;.1try whose language was used in the contract, 

the laws stipulated in the contract "'nd tt.e laws applicable in the country 

of arbitration. It was fe.lt that pro11le::is could arise from different a:,:>pli

cable laws ·~n the main contract ar..-2 a pzrti.cul.'ir subcontract. A view was 

expressed that country's national laws should apply to all contracts executed 

in the country and also that it woulJ. b~ reasonable to have all contracts 

concluded in 10c~l language. it was stres~cd that in cases of use of a 

language difforent to tb"? applical:>le iaw, the laws of the country whose 

language was used might govern the int8rprctation of the agreement. 

Transfer cf Technological Know-how (A_f,enda Item lb. 4) 

36. ESCAP introduced the general paper on the subject (IHT/SYM83/T3), 

which pointed out that parties to the contr~ct should carefully investigate 

their status of technolor.;ical ca?ab ... ll tfr 3 "!.rd ·;;hen a.r::-ar.ge in the most 

appropriate way for the triin3fer o"'.' -'"::.ch;-ioL''.:,7 from the donor's to the 

recipient's side. Furth•.;H.:Jrc, exc:·.mpl<?s ~:ere ?,i ven for the most appro-

priate arranGer,":nt cf tecl-inoJ og<; tra.r>sfer during the vario-.is phases of 

pipeline construction contracts. 'T'wo other pa.pers (IHT/SYM83/Tll and IHT/ 

SYM83/Tl 7) gave exariples of technology transfer arrangements in Indonesia 

and hir;hlighted risks and '._)Ossibilities in relevant reeulations. It was 

especially stressed that turn-key <::.cqubition of pip0line sy3tems would not 

promote the desired transfer of tcr:h::clo~ir.:al ~<nowledge and that a detailed 

concept for the achievement of tc.chnc~.ol'.~' transfer should be elaborated and 

fixed already 3t the zeasibili ty staGE . '.:'i1e second paper on experience in 

Indonesia m~ntioned th3 various i:echnolor;ical c;:ipabilities developed through 

transfer of knowledge in th'.: pipeline l"'O:J.struction area in the past. However, 

in sophisticated ~reas as for' ex:1 .. ple autom.3tic welding; and the entire area 

of offs tor~ construction, national c-3.;.-ialJ.:.lide;, did not eY.ist yet. Training 

should therefor·e be intensif lee: in th~3e areas. The participants were in

formed that economic X'P.cession st,o'..lld ir, no c3.Se J ead to a slo~1ing-down of 

the technology transfer proce~s. 

/(37) 
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37. The discussion on the technology transfer subject brought out that 

the promotion and acceleration of the technology transfer process was in 

the national interest of the developing countries. Each country should, 

therefore, develop a detailed strategy on the choice of technologies in 

the pipeline construction industry and the effect of the development of 

rclevdnt national engineering, contracting and subcontracting capabilities 

on other sectors of the industry in the country. It was generally felt that 

a price had to be pairt for the acquisition of technological knowledge and 

that relevant costs should finally be borne by the country and not necessa

rily by the Employer if he was a private company. It was warned against 

arrangements being made with a view to national technology transfer policies 

but with no real intent to transfer valuable skills. The importance of 

technological qualification of local persor.nel was mentioned, especially 

the necessity to be able to receive, retain a""d absorb relevant technological 

knowledge. Action should be taken to ensure that acquired skills would not 

be lost. One country mentioned in this respect risks if trained personnel 

were shortly after training transferred to other jobs. 

Development of Local ~ngineering Capabilities, Construction Skills and Use 

of Local Materials and Equipment (Agenda Item No. 5) 

38. The Symposium noted the various joint activities of ESCAP and Ul'1DO 

(IHT/SYM83/T4A) in promoting the dev3lopment of engineering capabilities 

of the developing countries of the ESCAP region and the proposed establish

ment of a regional. network of industrial consultancy. A paper brought out 

in detail the project organization in the Indonesian Badak-Bontang Gas 

Pipeline Construction Project (I!IT/SYM83/Tl2). It was shown that appro

priate contractual a~rangements between a variety of parties involved and 

especially the use of a separate engineering and project management contract 

had promoted necessary training on the job and transfer of valuable techno

logical skills. 

39. In case of use of local materials, quality problems should not be 

underestimated; furthermore, higher prices than prevailing in the inter

national market could be expected. Document (IHT/SYM83/Tl3) dealt with 

the risks, which a local contractor had to face in Indonesia. From 

problems in the local ~aterial supplies market changes in specifications 

had arisen in some cases and caused delay and additional costs to a contractor. 
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It was stressed that the technical qualification of the local work-force 

was still very low which was reflected in low discipline and productivity 

of work. To support the development of local engineering capabilities 

and relevant appropriate contractual arrangements, government assistance 

would be welcomed. In this connection, reference was made to the consensus 

between Ministers of Industry of the ESCAP region reached in 1979 and 1980 

in Bangkok to the effect that there w2s a need for the creation of the basic 

capabilities for the generation and implementation of industrial projects. 

The document (IHT/SYM83/Tl7) also stressed that technclogy transfer could 

only be achieved through communication between people and appropriate 

communication arrangements should at the latest be elaborated and agreed 

upon at tender stage. Detailed work programmes, responsibility charts and 

job descriptions were needed to enable the choice of qualified candidates. 

Only if in developing countries cleerco~cep~s in this respect existed, 

development of local skills and use of local materials could be achieved 

as required. 

40. The discussion on the subject reflected issues raised previously 

in the discussion on transfer of technological knowledge. In addition to 

necessary financial inputs for the acquisition of technical knowledge it 

w~s mentioned that funds had also to be allocated by the Employer, if local 

materials were to be used for the construction of the pipeline system. 

However, a view was expressed agrtinst unlimited risks in this respect. 

Another view was expressed that the Govern~ent should only allow a 15 

per cent price bonus for use of local industries. It was furthermore 

stressed, that mechanisms should be uo=~ed out by the countries, to make 

the investments in technology acquis:tion measurable and its effectiveness 

controllable. 

III. CONCLUSIONS AfTD RECOMHENDATIONS 

41. The Symposium commended the efforts of UNIDO and ESCAP for the 

initiation and preparation of the Symposium. It expressed its thanks 

to the organizing committee for the excellent facilities provided and 

efficient organization of the Symposium. It was felt that the discussion 

and dialogue initiated by UNIDO and ESCAP were extremely useful for the 

exchange of views and dissemination of knowledge between employers, 

/contractors 
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contractors and engineers of the region in the pipeline construction area. 

The Symposium expressed its concern on unreasonable demands being often 

made during the negotiation of pipeline construction contracts and they 

felt that any efforts of UNIDO and ESCAP would find their approval which 

could promote the idea of fair and re3sonable contract terms and facilitate 

the burdensome steps of their negotiations. 

42. The Symposium therefore recommended that ESCAP and UNIDO should 

prepare, in co-operation with relevant international professional orga

nizations and other experts a manual on the preparation and negotiation 

of pipeline construction contracts. 

43. The manual should contain guidelines to employers, contractors, 

and engineers and specify reasonable and unreasonable demands. It should 

specify risk areas which fall within the responsibility of the relevant 

parties. Appropriate regulations to ensure technology transfer and the 

use of local materials, equipment and services should also be proposed. 

The question of standard forms for pipeline construction contracts (off

shore and on-shore) for use in the region may also be examined. 

44. The Symposium urged UNIDO and ESCAP to study appropriate means which 

could activate and promote the technology transfer process in connection 

with pipeline construction contracts, and relevant use of domestic consul

tancy services and materials supplies. In this respect UNIDO and ESCAP 

should also have regard to the positive influence which international 

financing agencies could have on relevant choices. 

45. It recommended that UNIDO and ESCAP should examine and closely 

study environment risks arising from pipeline construction projects in 

order to enable the taking of adequate precautionary measures. UNIDO 

and ESCAP should also study the problems of proper installation and 

maintenance of pipeline systems or parts thereof by developing countries 

and recommend measures for its elimination. 

46. The Symposium strongly urged member countries, professional orga-

nizations of engineers and contractors and national oil companies to 

increase information dissemination and establish close linkages with 
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each other in order to promote the use of fair and equitable contract 

terms in contractual practices, the technology transfer process and the 

use of local supplies and services in the pipeline construction industry. 

Several countries proposed that the formation of a regional association 

of National Oil Companies would be extremely useful and welcomed and UNIDO 

and ESCAP should promote the idea and take all necessary anc possible action 

to achieve such target. It was also proposed that meeting of this kind should 

be convened by UNIDO and ESCAP in regular intervals to inform each other on 

new developments, problems and possibilities. 

47. The Symposium declared its willingnes~ to assist UNIDO and ESCAP in its 

work and to give both organizations all relevant information on contractual 

practices in this field to facilitate the work. 

48. The Symposium strongly urged UNIDO and ESCAP to publish the proceed

ings and papers used in the Symposium and make it ava~lable to the partici

pants and all interester..; persons and organizations. 

IV. ADOPTION OF THE REPORT 

49. The Symposium unanimously adopted the report on 2 September 1983, 
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