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CORRIG~NDA 

. . . 'I.9. . ".' "'.. .. 
Fiftieth Rep6rt of Estimate~ Commdttee on the 
Ministry of Petroleum and Chemicals - Petroleum 
and Petroleu1D Pro~uc·tt'pre~entea pn :;1.6 .4_l96~. 

. ' : .. , .. 
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~ 'VIII Distribution "~," -, .' "., 
Page 6, para 1. 23, line 1, {or: '9G~~. ~ t 1964 ,~. '. 
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f.Q!: . '1 : 5' ~ ,! Il. 5'.'.'.- :'. . 

p'~ , " '. ',' 

Page 5R, para 4.86, 11ne 2';';·!nserji 'Q~' after 
'estimates'. ' . " .' . ~ . . . . ",".~ . . . 
Page 60, para ,4.93, ,line 3, insert·''', ~y" after ", . 
, en'lui ry' • ", . '. . . 
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~ 'Rererring'. 
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t noted'. 
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INTRODUCTION 

I, the Chainnan, Estimates Committee, having been authorise« by 
the Committee to submit the Report on their behalf, present this 
Fiftieth Report on the Ministry of Petroleum and Chemica1s-Petro-
leum and Petroleum. Products. 

2. The Committee took 'evidence of the representatives of the 
Ministry of Petroleum and Chemicals. Indian Oil Corporation and Oil 
& Natural Gai Commission on the 13th, 14th, 15th and 18th Decem-
ber, 1967. The Committee wish to exp~s their thanks to the Sec-
retary and other officers of the Ministry of Petroleum and Chemicals, 
Chairman, Indian Oil Corporation and other officers of the Corpora-
tion and the representatives of the Oil and Natural Gas Commission 
for placing before them the material and infonnation desired in com-
nection with the 'examination of the estimates. 

3. The Committee also wish to express their thanks to Shri J. N. 
Talukdar, Chairman of .the Working Group on Oil Prices for giving 
evidence and makini valuable suggestions' to the Commitiee. 

4. They also wish to express their thanks to all those who fur-
nished memoranda on the subject to the Committee. 

5. The Report was considered and adopted by the Committee on 
the 28th and 29th March, 1968. 

6. A statement showing analysis of recommendations contained in 
the Report is also appended to the Report .(Appendix VII). 

NEW DELHI-I; 
April 5th. 1968. 

~...,--~ 

ChaitTa 16, 1890 (Saka). 

(vii) 

P. VENKATASUBBAIAH, 
Chairman, 

Esti'Jrultes Committee, 



I 

INTRODUCTORY 

A. Brief History 

1.1. As far back as archaeologists have traced the origins of civili-
zation, evidences of the use of petroleum have been found. The 
earliest known evidence is probably the finding of asphalt mortar in 
buildings erected o~er 6000 years ago on the banks of the Euphrates 
river in what is now Iraq. Petroleum in the form of asphalt was 
a common article of commerce at the beginning of civilization. 

1.2. Other oil and asphalt seeps existed on the tributaries of the 
Indus river and probably suppU"ed the needs of the civilization that 
developed in the valley of the Indus in West Pakistan. The Chinese 
civilization that devel'Oped on the yellow river also knew and used 
petrol"eum, obtaining it, in all likelihood, from wells drilled primarily 
to produce salt. At least 20~ years ago some Chinese used petroleum 
oils and gas for heat and light. The gas was conducted from the 
wells in bamboo pipe. As civilization spread, men used petroleum 
wherever oil and asphalt reached the surface. Where suppliers were 
large, a local oil industry of considerable magnitude developed. An 
outstanding example is the oil business of ancient origin that has 
\)@en carried on at Baku on the West coast of the Caspian Sea. When 
Peter the Great conquered the area in 1723, he established a "master 
of refining" to supervise the handling of oil products and their ship-
ment to Russia. Today Baku remains one of the world's major oil 
ftelds. 

1.3. The men who pioneered the oil industry overcame many 
difficulties. With no experience to draw on, they obtained their ope-
rating procedures from other industries. The first well drillers 
borrowed from Artesian Well drillers and developed dnlling techni-
ques by trial and error to suit their needs. 

1.4. The first refineries-called distilleries-consi:;ted of facilities 
similar to those used in the coal oil industry. They were operated 
without controls and without much skill to produce a dozen or so 
barrels a week of stinking oil which, if it did not explode in a lamp, 
burned with a smoky flame. By trial and error, however, the secrets 
of refining were learn'ed. 
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1.5. Those who first entred the oil business did so as individua1s..or 
small companies. The tendency was to specialise. Thus some men 
became drillers; others produced the crude oil and still others trans-
ported it. The refineries also specialised. Most concentrated on 
making kerosene but others produced only naphtha, lubricating oils 
or waxes. Oil products were sold through existing Jobbers who nor-
mally handled hardware, foodstuffs and the like. Shipment of both 
crude oil and products was at first only in barrels. Wagons and 
teams of horses usually moved barrels of crude oil to the rail lines 
which hauled the barrels to distant refinreries. 

B. Deftnition 

1.6. The word oil is used to designate a variety of different liquids 
that are used. as foods, medicines, perfumes, paint and varnish com-
ponents, fuels and lubricants. Until a century ago, oils were ob-
tained from or:ganic sources such as Olive fruits, castor beans, flax 
seeds, the fats of hogs, cattle, fish and whales. An 011 obtained in 
small amounts from the earth and used chiefly as a medicine was 
also known. As early as the fourteenth century this oil was named 
rock oil or in Latin PetTa Oleum which became Petroleum. 

1.7. The name Petroleum emphasizes the fact that Petroleum 
differs in chemical composition from all other oils. Nevertheless, oil 
is now synonymous with Petroleum where there can be no confusion 
of meaning. Oil from the' earth is called mineral oil, Petroleum, 
crude petroleum. crude or simply oil while usage tends to belie it, 
the proper term is Petroleum. 

1.8. Petroleum varies in appearance from a straw coloured, mobile 
liquid t. a black, viscous, even semi-solid material. No two petro-
leums are alike, each of the thousands of oil fields throughout the 
world produces its own particular kind of Petroleum. Most petro-
leums, however, are dark-coloured, are almost as fluid as water and 
are composed of liquids in which gas is dissolved and solids are 
both dissolved and dispersed. 

1.9. A large part of the gas associated with petroleum separates 
from the liquid components when the petroleum reaches the surface 
of the earth. Sometimes it separates by natural processess while 
the Petroleum is under ground, and the gas is found as natural gas 
some distance from any oil well. This is the origin of many gas 
fields. 

c. Importance of Petroleam 

1.10. Petroleum, more than any other energy source yet avallable, 
meets the requirements of modem industrial expansion. Because 
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Petroleum is a liquid, it can easily be pumped. wherever pipes can 
be laid-from oil field to refinery or from oil tank to engine. When 
burned, it provides heat without ash. A pound of petroleum provides 
as much heat as a pound and a third of coal, a pound and a half of 
alcohol, two and a half pounds of wood or seven pounds of dynamite. 
Because of its high energy con~nt it is the only fuel suitable foc 
aircraft. It permits ships to travel three times farther without re-
fuelling than any other fuel except atomic energy. In diesel engines, 
it pulls bigger trains farther and faster at lower cost than· steam 
locomotives. A farmer with hand tools would require thirty times 
as many hours to produce an acre of wheat as would a farmer with 
petroleum powered equipment. 

1.11. OVer ninety per cent of petroleum is used for heat, light and 
power. The remaining ten per cent is the ~ource of products without 
which the modem world would pe impossible. For example, modem 
machines could not operate without the lubricants made from petro-
leum. The first lubricants, which came from animal fats and vege-
table oils, could not stand up to the severe demands of modern 
machines even if they could be made in the volumes reqUired. Synthe-
tic lubricants are yet too specia1is~ and much too costly to take the 
place of petroleum lubricants. Petroleum in the form of lubricants 
is essential to the operation of every machine regardless of the kind 
of power that operates it. 

1.12. Petroleum is also the direct sourCe of many materials that 
'are part of, or are used in the production of almost everything we 
eat, wear or use. Petroleum solvents, for 'example, have a place in 
products and operation ranging from floor polishes to cleaning 
clothes. Asphalts from Petroleum are used in the construction of 
paved roads, airport runways, roofs, black paints, electrical 
insulation and tyres. Thousands of tons of waxes from petro-
leum are used annually in the food packaging industry for bread 
wrap, milk cartons etc. Petroleum in one form or another is an 
essential ingredient in thousands of common place articles from lip-
sticks to weedkillers. Besides the above, petrrueum is the raw 
material from which over half a million organic chemicals can be 
made. 

1.13. Half of the world's consumption of energy at present comes 
from this one source--oil and natural gas, the remaining half is 
accounted for by all forms of energy put together. The trend is for 
a further increase in the share of oil and gas. Oil is likely to retain 
its pride of place until means are found to harness nuclear energy 
and solar energy for commercial uses and at competitive rates. 



1.14. No other sector of our economy was so much ignored dur-
ing the British regime as oil. Th~ common notion was that except-
ing Digboi there was no oil elsewhere in India. 

1.15. 31 years after the first oil well was found in the United 
States 'by Edwin Drake the Assam RaiLway and Trading Company 
dug the first Indian oil well in Digboi in 1890 and since tb:en about 
1000 wells have 'been drilled around the Digboi refinery owned by 
the Assam Oil Company. The production of crude in 1947 was 
2,52,100 tonnes per annum coming from the Digboi field. 

1.16 The first refinery was built by the Assam Railway and Trad-
ing Company in 1883 at Margherita. After the discovery of 011 ill 
the Digboi field, a new refinery was commissioned in 1901 and the 
first kerosene from it was marketed in December 1901. Th~ BUlinah 
Oil Company came into the picture in Assam in 1915 having acquired 
the oU interest of the Buddorpore Oil Company. Because of the 
increased crude oil production in 1925, the Digboi refinery was en-
tirely rebuilt and enlarged. This refinery has an operating capacity 
of 0.45 million tonnes per year. 

1.17. On the marketing side the Asiatic Petroleum Company enter-
ed the Indian market in 1903 and later in 1921 the Burmah Oil Com-
pany started marketing in India. The present Bu.rrn8h SheD Com-
pany was formed in January 1928 and since then it has bUilt up an 
e~tensive net work of distribution facilities throughout India. In 
September 1933 the Standard Vacuum Oil Company ~ 0pe-
rations and also set up extensive marketing facilities in India. ESSO 
eame to India on March 31, 1962 when the Standard Vacuum Oil 
Cornpatly was reorganised and named ESSO Standard Eastern India, 
wholly owned by the Standard Oil Company (New .Tersey), 'nle 
other rnajor marketing companies were the Caltex Ctlinpany. the 
Burmah on Company (IT) Limited, the hitter operating exclustvely 
in Assam and now known as the Assam on Company. 

1.18. Thus on tile e,'e of IndependenCe when the demand for pet-
roleum products was about 2.2 million tonnes, roughly 0.2 million 
tonnes were produced in the country and the balance imported i.e. 
almost the entire CC'DSWIlption of petroleum products was :rrom 
imports. 



E.Growth of Petroteum 

(i) Crude Production 

. 1.19. During the First and Second Plan periods, the production of 
crude in the country was 1.35 million tonnes and 1.74 million tonnes 
respectively. The production of crude during the Third Plan was 
about 9.5 million tonnes only. Production by 1970-71 is expected to 
be around 9-10 million tonnes of which 6.23 million tonnes is cxpec~ 
ted to be in the public sector and the balance in the private sector. 

1.20. The following figures indicate India's production of crude 
during the three years (1964 to 1966) as against the figures of world 
production of crude: 

Year 

1964 

1965 

1966 

World In(,ija's 
prodl,lction production 

(in million tonnes) 

. 2'21 

(U) Refining Capacity 
\ 

%0£ 
Iq.dia's 
share in 
world 
production 

. 16 

'2 

1.21. At the commencement of the First Plan, practically the en-
tire demand of the country for petroleum products was met by im-
ports as the output of Mis. Assam Oil Company's refinery at Digboi 
SJP.Q\IDted b.~rdly to about 5 per cent of the requirements. 

1.21. With the aettiag up of JV1lneries botfI in public and private 
seeton, the production of petroleum J)r~ increased to 3.80 mil-
lion tonnes in :t968 ad to 5.5865 million tonnes ia 10e0. By early 
1966 operating refinery capacity stood at H".8 Tllillion tonnes. By 
197~71 a production of 20 million tonnes of petroleum products is 
envisaged in the country. 

1.23. The following figures show the respective contrihution of 
tndia and some selected countries to the world production of petro-
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leum pt'oducts during 964: 

Country 

U.S.A. 
Italy 
U.K. 
India 
Japan 
Pakistan 

(iii) Consumption 

Total % contribution 
to production of pet-
rolemo products .. 

38 
4'9 
4. 8 
0'7 
5'2 
0'2 

1.24. The consumption of petroleum products in India was 2.2 
million tonnes on the eve of Independence. It increased from· 4 
million tonnes in 1951 to 5.3 million tonnes at the end of the First 
Plan Period, to 8.3 million tonnes at the end of the ~ Plan 
period and to 1~ million tonnes at the end of the Third PIan. The 
consumption is estimated at about 23 million tlonnes by 197()"71 and 
at about 30 million tonnes by 1975. 

1.25. The following statements indicate the peT capita consump-
tion of Petroleum Production in India and other countries during 
1965. 
,~~-.-~-.-.-----------------

Country 

U.S.A. 
France . 
West Germany 
U.K. 
Indin 
Dunna 
Ceylon 
Indonesia 
Pakistan 

Kilo Litre/Capita 

2748 
no 

1407 
1373 

25 
24 
89 
73 
34 

1.21. It will be ... from the ."ve ftcures that tbe per capita 
couamptioa .. Petroleum pI'Oduets ill 1Ddi. is mach lower t .... that 
of ita aeiPt.ouriac eouatries like Ceyl., Iad .. _ ad PakistaD. 
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EXPLORATION/PROSPECTING 

A. Delay in implementation of Industrial Policy Resolution 

2.1. Till independence, exploration and production of oil was in 
the private sector. The Industrial Policy Resolution of April, 1948 
placed 'Mineral Oils', in the group of industries where the State was 
exclusively responsible for the establishment of new undertakings. 
The Industrial Policy Resolution of 1956, also included 'Mineral Oils' 
in Schedule 'A' industries, the future development of which was the 
exclusive responsibility of the State. Thus after independence, the 
main development of exploration for oil was to be in the public 
sector. As to the steps taken by Government for oil exploration in 
the country in pursuance of the resolution, it has been stated that 
in 1955, a delegation led by Shri K. D. Malaviya (the then Ministel" 
of Mines and Fuel) visited U.S.S.R., Sweden, U.K., Netherland, 
Switzerland, Rumania, France and West Germany to study explora-
tion techniques and organisation in these countries and to ascertain 
the scope for technical and financial collaboration with the State and 
in joint enterprises. 

2.2. The Government also invited Mr. N. A. Kalinin of U.S.S.R. 
and others in 1955 to advise on an exploration programme in India. 
Based on the recommendations of' Mr. Kalinin, an oil exploration 
programme with an outlay of Rs. 30 crores was drawn up for the 
Second Plan period. SimnItaneously in October 1955 the Oil and 
Natural Gas Directorate was formed under the then Ministry of 
Natural Resources and Scientific Research. Thereafter in August, 
1956 the Oil and Natural Gas Commission was set up as a Govern-
ment Department which in October 1959 became a Statutory Com,. 
mission wholly owned by the Government of India. 

2.3. Asked about the reasons for the delay in the setting up of the 
Oil and Natural Gas Commission, the Secretary of the Ministry of 
Petroleum and Chemicals stated during evidence, that while it was 
true that the Industrial Policy Resolution 1948 listed the mineral oil 
industry as one of those which is the exclusive ~esponsibi1ity of the 
State for developmental purposes, there was also a proviso that if in 
the national interest it was necessary to associate private enterprise 
with governmental effort there would be no bar to thU:. He added 

7 
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that as far back as 1949, the Government had permitted the private 
oil companies to carry out certain aeromagnetic and geological sur-
veys as a result of which the Indo-Stanvac Project was launched in 
1952-53. Though the discovery of oil in Naharkatiya, thereafter 
sparked the Government's interest in oil exploration, yet the Gov-
ernment felt handicapped by lack of technical and financial assist-
ance that was necessary for the large scale development. Even 
though initiatives were taken in organising a search for oil from 
1948 onwards it took shape only after 1955. It was also stated that 
right upto 1953-54 the Government were thinking essentially in 
terms of collaborative effort and that it was only later in the liSht 
of promised assistance from the Soviet Union and Rumania that the 
Government decided to launch on exploration as a full fledged pubUe 
sector enterprise. 

2.4. The Government was concerned first to find the necessary 
technical collaboration and secondly to secure necessary financial 
assistance. From 1953 onwards, the matter was greatly under con-
sideration. Soon after that in 1954-55, a delegation led by Shri K .. 0. 
Malaviya the then Minister in-charge of Oil visited the U.S.S.R.. 
Sweden, U.K .• Netherlands, Switzerland, Rumania, France and West 
Germany to study exploration techniques and organisation in those 
countries and also to ascertain the scope for technical and finaDcial 
collaboration with the State and as joint enterprises. The official 
witness further added that Government had also invited experts 
from the Soviet Union and other countries to study the p~t for 
oil exploration in India. It was as a result of these initiatives and 
visits of experts that the Oil and Natural Gas Directorate was set 
up in 1955. which was later converted into a Statutory CommissioD 
ill 1969. Elucidating further he stated that upto 1953.54. G<wem. 
rnent was thinking essentially in terms of collaborative e«orts and 
that it was in the light of· promised assistance from the &Met Unton 
principally and from Rumania that it was decided to launch a full 
fledged public sector enterprise in this field. The witness admitted 
that the real systematic approach to oil exploration by the Govera-
ment through a Government agency started in 1956 when the Oil 
aJMI Natural Gas Directorat. was set up. 

Z.S. While the Committee realise that at the time of adoptfoa of 
the 8rst Industrial Policy RMehatiOD ill 1MB, Govermneat laeked ade-
quate technical and flnandal resourees iDcluding foreip ~XC"81lge 
resources for the import of rip and other highly sophisticated f!qnipoo 
ment for survey, prospecting ad exploration of oil in the COUDhy, 
they are unable to appreciate why It should have taken the Govern-
IDent more tban seven years to set liP the Oil ad Natural OIlS Dir-
ectorate. In the absence of such organisatien whatever e.orts were 
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.made ia dais IM:IaaIf lacked drive and d.irectioJi. The eom.iUee ce~ .. 
si_ that in any case the eflorts ilaitiated ill 195$ to al'l"uge for tecb-
nicaI aad Jinaacial a_stance for oil exploration could well have been 
preeecled by measures to set up all organisation for oil exploratiOit in 
161 at least when they entered iato ~nts for setting up coas-
tal re.fiDeries in tile private sector h¥ed on i.ported emile. The 
Committee cannot help feeling that till 1955 the programme of ex-
ploration aDd prospecting for oil in the country was not gi"en the 
serious attention that it deserved. The steps taken by Government 
for exploring oil through collaborative efforts could only be consi-
d.,... half-heaned. Viewecl in the liJJJat Qf the wide I~P between 
the availability of iRcligenous crude ami the requirements thereof 
for the numu.g of ~ set up in the couatry alld the time taken 
ill exploratiGla anel coppaercial pro,hll:ticm of oil, ~ Committee con-
sider that a ~~nniDed eflort wa$ requhecl to push through the pro-
gr~e of expl_atien apd pro&pec.tipg fQr ,.HI ip. the COlUltry frolR 
the very beginning. The Committee recolQDlend that energetic 
eaorts should DOW be _de by Governm.ent to accelerate the pace of 
exploratioa and prospeetmg of oil in the co~try so as to taeet dom-
estic demand from ind.ig~cms production and obviate the necessity 
for iQlporis as early 8S possible. 

B. Visits by Foreign Experts 

2.6. The Committee have been infonned that three foreign ex-
perts were invited by Government to advise on oil exploration pro-
gramme in the country-H) Dr. N. A. K~1inin (USSR), (ii) Dr. Levor-
son (USA) and (iii) Dr. Bentz (West Gennany). In 1955, Mr. N. A. 
Kalinin from U.S.S.R. and his team visited the country. After ex-
tensive tours, Mr. Kalinin submitted a detailed report on 15th April, 
1966 which pointed out that exploration activities should be carried 
out in all sedimentary areas so as to get a picture of the oil bearing 
possibilities in various regions in India. He suggested that ~tten­
tion should be concentrated in the Punjab and Rajasthan about 
whieh some information was available and where prospects were 
considered encouraging. He made recommendations .:m the organi-
sational set up for oil exploration/exploitation organisation in India 
and suggested th .. t 14 g~logical parties, 14 gravay ~rties, 10 seismic 
~ies, 5 struct\U"al drilling parties and 5 deep drilling parties be 
-org;p1ised. B~ on these r~~tions, an oil exploration pro-
graIJPJl,e with an outlay of Rs. 30 crores was cbtlwn up by the Com-
mission f'lr the Second Five y~ Plan period. 

2.7. In ~ch, 1956 Dr. Levorson, an Americafl petroleum geologist 
visited India and assessed the petroleum possibilities in the country. 

"3802 (Aii) LS--2. 
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He submitted his report on the 5th April, 1956. During evidence the-
Secretary of the Ministry stated that Mr. Lev01'8Oll did not give aDT 
estimate of oil reserves. He expressed his view on the geological 
features. He said that certain areas, like the Ganga Valley, were· 
prospective, that work might be organised there. Aceording to l1iIq 
the prospects in India for large oil resources being discovered, are-
good and justify strong exploration programme. He felt that the 
chances of finding oil in Assam, Bengal were speeially good but other 
areas could also equally well deserve attention. 

2.8. Dr. Bentz of West Germany also visited the country in 1~ 
and s:ubmitted his report on the 10th April, 1956 on the search for oil 
in India. It has been stated that Dr. Levonon of U.S.A. and Dr. 
Bentz of West Germany gave general reports about prospects of oU 
In India. Mr. KaIinin's report is said to be the most comprehensive 
of all the three reports. Elucidating further the representative of 
the ONGC stated during evidence that Mr. Kalinin came here along 
with a very good geologist and a very good Drilling engineer. This' 
team toured around aD our sedimentary areas. They examined the-
geology of the rocks outcropping at the margins of the basins. They 
came here around December, 1955. Their report was actually based 
on a study which extended over a period of a few months. 

Summaries of the reports/recommendations submitted by the 
three experts are given in Appendix I. 

2.9. The reports of Dr. Levorson and Dr. Bentz were submiitted 
on the 5th and 10th of April 1956 respectively while that of Shri N. 
A. Kalinin was submitted on the 15th April, 1956. Asked about the 
reasons for inviting the three experts, it has been stated that the' 
object of inviting the experts from three difterent countries was to 
obtain independent advice from different sources as oil exploration 
was a costly and risky venture involving an outlay of several hun-
dred crores of rupees including large amounts of foreign exchange~ 
Government wanted to fortify themselves with the best advice p0s-
sible before committing themselves to a hUll! expenditure. 

2.1 O. In this connection the representative of the ONGC stated 
during evidenct' that the task before the Oil and Natural Gas Direc-
torate was to launch a heavy exploration programme in the sedl. 
mentary areas of India. The most important problem then was to 
dt'{'ide which areas to start the work in, what kind of work to do, 
how much geological and how much geophysical work to be done, 
where to drill. how to drill-these were the problems before them 
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in those days. By obtaining the services of three independent ex· 
perts particularly from difterent countries the Government came to 
know really as to what was the course to be followed in the best in-
terest of oil and natural gas exploration in India. 

2.11. The Secretary of the Ministry added that "as a result of 
three independent reports it was found that there were three areas 
of agreed promise. It is interesting that they recommended three 
are~Punjab, west Bengal and Rajasthan-as important, prospee-
tive areas. This would have given the Government a greater mea-
sure of confidence in going ahead with the exploration in these 
areas." 

2.12. The Committee are unable to appreciate why it was neces-
sary for Government to invite foreign experts from three different 
countries almost simultaneously to advise on oil exploration in the 
country. Experts from U.S.A. and West Germany were invited when 
the Russian Team was already working in the country and had not 
even submitted the report. According to the Government's own 
admission the report of Mr. KaIinin of U.S.S.R. was comprehensive 
enough to form the basis of the oil exploration programme in the 
Second Plan while the reports of the other experts were considered 
too general Even if second opinion was considered necessary the 
normal course would have been to await the report of the first 
expert. The Committee hope that such instances would not be re-
peated in future. 

C. Private Sedor's Role in Exploration 

(i) Indo Stanvac Venture 

2.13. The Industrial Policy Resolution of 1948 made the State 
exclusively responsible for the mineral oil industry but it also gave 
an option to the State to secure the cooperation of private enter-
prise if it was considered necessary in the national interest sub-
ject to such control as the Central Government may prescribe. 

2.14. The Committee have been informed that as eil exploration 
is a costly and risky venture, Government endeavoured frotnj the 
beginning to interest foreign oil companies in the oil exploration 
program!me in India on mutually acceptable tenos. As a result of 
this, in late 1949, the Standard Vaccum Oil Company carried out 
detailed geological surveys in West Bengal and the adjoining areas 
in Assam. This was followed by an air-borne magnatometer sur-
vey of the alluvial region of West Bengal in Jate 1951. which out-
lined the configuration of the shelf and the geosynclinal areas and 
enabled a fair assessJlllent of the thickness of sediments in different 
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parts of the region. In December 1953, the Indo-Stanvac Explora-
tion Agreement was signed with the Government of India under 
which an area of about 10,000 sq. mi!es in West Bengal was set aside 
for joint exploration effort with the Government of India participat-
ing up to 26% of the total cost of the venture. The newly fonned 
Indo-Stanvac Petroleum Project (I.S.P.P.) continued the geophysical 
and geological surveys and between the years 1957 and 1960 drilled 
10 exploratory wells in different parts of the concession area. These 
10 wells, though yielded valuable data of fundamental geologic 
interest yet could not provide suftlcient information regarding the 
hydrocarbon prospects in the area. The gas shows in almost all the 
wells, oil shows in Debagram and Jalangi wells and the presence 
of asphalt in the Burdwan wells were not considered to be of r:om-
mercial importance. The area, therefore, was relinquished and the 
project itself was wound up in late 1960. Under the Agreement 
Government and Standard Vacuum Oil Company were to share the 
expenditure in the ratio of 25:75 and the Government's total contri-
bution to the project amounted to Rs. 1.84 crores. 

2.15. It has been stated that ONGC is exploring again in the 
West Bengal basin as it was thought that something may have been 
IIlisIed or wrongly understood or interpreted earlier. The Russians 
advised and Indian experts agreed that this area deserves further 
exploration. Explaining the position further, the technical expert 
in the Ministry viz. Chief of Exploration Planning &: Development 
who was associated with the Indo Stanvac venture stated "we found 
that the Stanvac did not evaluate completely certain areas'#. 

2.16. Asked to furnish detailed reasons for conducting surveys 
in the same areas after the failure of the Indo Stanv8C venture, the 
Government in a written note have stated as follows: 

"The West Bengal region explored by the I.S.P.P. forms part 
of the peater Bengal Basin covering the whole of East 
Pakistan and parts of Tripora and Surma Valley. 

Exploration carried out in East Pakistan by various oil 
companies has already resulted in the discovery of several 
commercial au fields near SyIhet. Chatak, Rashidpur, 
luHas Tina, Titas and other places. Further east. in the 
Surma Valley, the rocks which are Bas-bearing in East 
Pakistan, contain oil. In fact, oil at 20,000 tons/year was 
produced from these rocks at Badarpur by the Assam Oil 
Cornt:»any. The field was abandoned due to production 
dlftlculUM. In the light of these facts, there Wa$ • general 
feeling that there is a case for pursuing further explora-
tion in the area. 
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During 1962-63, the Commission re-examined the available 

geological, geophysical and drilling data collected by 
I.S.P.P. This study revealed that: 

(a) the Bolpur and Galsi wells were located on the very 
fringe of the basin where the Eocene and Miocene 
prospective sections were hardly more than a few 
hundred feet; 

(b) The Ghatal well which was drilled on a circular 
gravity high, as a carbonate reef prospect within the 
Eocene, did not have any closure at all, the gravity 
positive anomaly being due to an anomalous sand 
build-up; 

(c) the fault closures at Burdwan, Debagram and Jalangi 
locations were of Miocene or post-Miocene origin and 
there was a possibility that the hydrocarbons, if 
generated within the basin, had migrated [urther up-
dip before the fault closures were formed; 

(d) the Isochron thill, on the basis of which the Memari 
well was drilled, was not based on very reliable 
seismic markenl; 

(c) of the two locations drilled near Ranaghat, the W~t 
Ranaghat was better situated to test the hydrocarbon 
prospects in the Miocene section, but unfortunately 
the well was abandoned at a premature depth. 

(f) the Port Canning location was on the nosal part of a 
closure. 'Ibis sequence appears to rise tawar6a 
Bodra. The drilling data showed that thmoe are high 
pressure gas and water sands which could not be 
controlled during drilling. 

In addition, a review of the testing results showed that uut 
of the 51 tests carried out in the various welh;, 31 testa 
.had indicated presence of gas With ~kish water and 
some free gas. 

In short, the assessment made by the Commission indicated 
that the work carried out by I.S.P.P. should be cCiIlsidered 
as the beginning and not the end of exploration in West 
Bengal. On the basis of this, the Commission felt that 
additional geophysical surveys coupled with drillinr 
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might yield hydrocarbons. Similar view was also expres-
sed by the Soviet experts associated. with the Commission 
then. 

The Commission has since then, carried out additional seismic 
surveys in Ranaghat and Port Canning areas. The Com-
mission also decided to and is presently drilling a deep 
exploratory well near Bodra about 5-6 miles northwest 
of the Port Canning location." 

2.17. The Committee regret that Government spent a sum of Rs. 1.84 
erores u their share in the Indo StaDvac Petroleum. Project-a joint 
venture of the Government of India and the Standard Vacuum Oil 
Company-which proved a failure. It is unfortunate that certain 
areas -in the West Bengal basin where it operated, were not com-
pletely evaluated by the StanV8C. In this CODIlection it is s.ignHkant 
to note that commercial gas fields have been discovered in Ea10t 
Pakistan which forms part of the greater BaIpI basin. The Com-
mittee are ,lad that the Oil and Natural Gas Commission has re-
started exploration work in that area. They hope that the explora-
ti_ pJ'OlRDllDe In that area would be aceelerated so as to conectly 
..... its oil potential .. early u poIIIIible. This is particularly 
important as the Haldia reRnery whieh is being set up in that 
l'elion, would have to depead on imported crude till the domestic 
IUpply is euured. , . 

(li) Oil India Limited 

2.18. Government entered into an agreement with the Burma 
Oil Company/Allam Oil Company to exploit Naharkatiya, Hugrijan 
and Moran areas in 1958. As a result Oil India Limited was formed 
in 1959 with the Government having 31 1/8% and Burmah Oil Com-
pany / Assam Oil Company 66 2/3% interest. Subsequently by a 
supplemental agreement dated 27-7-1961, Government and Burmah 
Oil Company became equal partners in Oil India, Limited. The 
Company holds roncessions in Upper Assam. The crude produced 
by Oil India Limited is supplied to the Digboi refinery owned by 
Assam Oil Company and the two public sector refineries at Gauhati 
and Barauni. The Committee have examined the working of 'Oil 
India Limited' and have commented thereon in a separate Report. 

D. Land Sedimentary Area and its Exploration 
2.19. India has a land Sedimentary area of over' one million square 

kilometres which has prospects of bearing petroleum.. An approxi-
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mate State-wise break up of the above inland sedimentary area is 
:given below: 

Stale 

Assam (mcluding Tripura and Manipura) 

West Bengal } 
. Orissa 

PUnJab: 
Himachal Pradesh 
Jammu & Kashmir 
Rajasthan 
Gujarat 
·Ganga Valley (U.P. and Bihar) 
Madras 
Andhra Pradesh 
l<.erala 
Andaman & Nicohar Islands 

Sq. Km. 
(Appro.) 

1,29,5CO 

1,20,435 
1,78,315 
3,67,780 

44,039 

24,6°5 
15,540 

7,700 

10,63,3°5 

2.20. Of this, an area of 115,103 sq. kIn. has been covered by 
·semi-detailed/detaUed. mapping, 400,000 sq. Ian. by gravlty-cum-
magnetic seismic surveys and 427,901 sq. Ian. by reoonnatssance/ 
..4etailed seismic surveys. 

2.21. In Gujarat, Assam, West Bengal, Rajasthan and Madras, a 
total of 71 structures have been discovered so far. 49 out of the 
structures have been tested by drilling and out of them, 16 have 
given indications of the presence of oill gas. Four structures have 
already been put on commercial production and four more have 
·been found to be conwnercial and will soon be put on commercial 
production. In the other oil bearing structures, further exploration 
is stated to be in progress. 

2.22. Asked by what time it was proposed to complete the explo-
ration of all this area, the Government have stated in a written 
note that as exploration is a continuous process, it may take several 
decades before a fair idea of the oil potentialities of the entire area 
~ be obtained. The Government, however, purposes to intensify 
.the exploratory and development operations of the Oil and Natural 
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Gas Commission by increasing the number of seismic parties f.rom 
24 at the end of the Third Plan period to 40 in the current Plan 
period and to drill a total ~terage of 1.27 million metres as againSt 
0.69 million metres during the Third Plan period. 

2.%3. 'l'be Committee regret to note· that even after two decades 
of the attainment of independence and the Industrial Policy Reso-
lution of. 1948 the progress made by G6Venunent in the exploration 
and aaaesament of oil poteatiaUties in the land sedimentary areas 
of the country has been far from satisfactory. Hitherto out of. over 
18 lakh sq. kilometers of land sedimentary area, 4.3 sq. a.Jdl k.m. 
has been covered by reconnaissance/detailed seismic sa-ey ... .t blkh 
sq. Jun. by gravity-cum-magnetic seismic surveys and only 1.15 lakh 
sq. k.m. by semi-detailed/detailed mappinr. The Committee are-
unhappy that about CJIl&tbird of the structures discovered so far, 
have not yet been tested by drilling. 

2.14. The Committee realise that there are various stages in 
petroleum explOl1ltion which is beset with many UDcertainties and 
tbat heavy capital investmeDt is also required fOt' petroleum explo-
ratioIl and prOlpectinC. Nevertheless it is of partlmeant importanCe 
f .... country like India which larply depeDds OIl impo~ crude 
to develop its own oil resources faUm, which there will be aD ever-
m~ dram OR the country's foreign exchange resources. It is, 
therefore, imperative that known sedimentary areas in the eountry 
are explored for oil as early as poII8ible. This calls for intensive 
reophysical and geological surveys and exploratory drilling. 

z.a. The CdduIlItuIe feel that a detC!irbdbed bid fbi' tID aeceierated 
p~l'tdb.ble of ri'plo'l'tltiOll a1Ul Jtt'OSt*tiDt 1Il a big way df aD the 
sedimentary areas of the country is called hr. Care s'hoa1l a1so 
be taken to avoid deAay in testiDa aad assessing the oil potentiality 
of the strudune after they have heeD c1iscoverea. 

E. O.-sh~ Setsmle/DriIHIIa' Opentt.s 

(i) Gulf of Cambcly 

2.26. The Committee have been informed that the O.N.G.C. has 
undertaken off-shore seismic work with the help of one departmen-
tal off-shore seismic party and the aid of a Soviet offshore seismfc 
party. The Soviet Offshore seismic party has operate« in the Cauvery 
Basin. in the Gulf of Kutch. in the Gulf of Cambay. off the coast of 
West Bengal, the Mahanadi river and the Godavari river. The 
results have shown that interesting structures exist in the Gulf of 
Cambay and elsewheze. 
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Government is now negotiating with foreign oil companies to 
·find a suitable basis for carrying out drilling operations in the Gulf 
of Cam bay. 

2.27. Furnishing details of the offshore work conducted so far, 
the representative of the Ministry stated during evidence that the 
Oil and Natural Gas Commission had a seismic ship of its own which 
was working since 1963. In addition the Government had obtained 
the services of a Soviet seismic ship which worked in the country 
for about 21 years from 1964 onwards. Extensive seismic surveys 
had been delineated and recommended for testing. Preliminary 
work had also been done in the Cauvery basin, Coromandal coast 
and Bay of Bengal where the preliminary conclusions pointed to the 
need for further seismic work. But in the Gulf of Cambay, struc-
tures have been delineated and it has been ~ecommended that they 
should proceed to test the structures. He estimated that the Gov-
ernment wautO require about 20 million dollars to explore the known 
pr~tsiil the Gu1f of Cambay excluding the expenditure on the· 
drilling by the Oil and Natural Gas Commission: in the smaller struc-
tures as well as drilling of prospects in the deeper sections of the 
Gulf of Cambay. 

2.28. Asked if the results of the work in the offshore areas of· 
Cambay would help in bridging the gap between the crude produc-
tiOB aDd its requiremehts by 1970-71 he stated "We have certain pro-
poSals under considertltWn. What decisions will ultimately be 
reached it is itotpdasible fot me to say today. But I do not think, 
by 1970-71, anything we do now or in the next year can help to bring 
up any large production. By 197D-71 it may be possible, if we are 
fortunate to know the results, but what commercial production can 
be secured, it is difficult to say. I believe it takes anything from 
fOUr to six years frmn the time of discovery to exploit commercially." 

2.29. On being asked to enumerate the steps taken to carry out 
drilling operations in the Cambay area, the Government have stated 
in a written reply that two structures were located in the Gulf of 
Cambay in 1964 by the Indian Offshore seismic party. Almost imme-
diately after the first structure in the Gulf of Cambay was discover-
ed, negotiations were held with Mis. SNAM S.P.A. for carrying out 
drilling. using their own mobile offshore drillitlg platform. A con-
tract with MIs. SNAM was signed on 26.9.64. However, before com-
ing to India, SNAM platform was destroyed in September 1865 
while engaged in drilling in the Adriatic sea. As SNAM was not in 
a position to provide anOther platform, the contract had to be termi-
nated. 
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2.30. The ONGC have also considered the possibility of carrying 
out the drilling operations departmentally with the help of Soviet 
.assistance using a fixed platform. The Soviet authorities have been 
requested whether they would be in a position to supply certain 
essential items of equipment as well as certain essential drawings, 
specifications etc. The position regarding the feasibility of under-
.taking offshore drilling in the shallower areas with Soviet aid will 
be known only in the next few months. In the meantime, Oil and 
Natural Gas Commission was embarking on drilling one of the 
structures partly in the gulf area and partly under land. 

2.31. The Government have also stated that the negotiations with 
some foreign oil companies for collaboration in offshore exploration 
in the Gulf of Cambay were in progress and that the negotiations 
with one of the companies had reached an advanced stage. 

2.32. The Committee note from a reply given by the Minister of 
State in the Ministry of Petroleum and Chemicals in Lok Sabha on 
the 11th March, 1968 that a team of Russian oU experts visited India 
during February, 1968. Though their report is awaited, their main 
recommendations are stated to be: 

(i) Off-shore drilling be commenced with on the Aliabet 
structures of the Gulf of Cambay, 

(it) after gaining experience on the Aliabet structure, oft-shore 
drilling using fixed platforms be carried out on the Tapti 
structure and later, on the South Tapti structure, and 

(iii) increase in the volume of seismic work and training of a 
large number of Indian specialirts on offshore drilling in 
particular. 

2.33. The Committee feel that the progress of drilliac operatitms 
!n the Gulf of Cambay where interestbac struetans were located in 
IH4 is slow. It i. unfortunate that the eontraet with MIs. S.N.A.M. 
S.P.A. for carrying out drilling in that area had to be tenninatecl on 
aceount of the destruetion of their mobile oibhore tIril1ing platform. 
As there are bright proapeets of diseoverlae oil in the Gulf of Cam-
My area, the Committee strongly nrge that negotiations with foreigD 
011 companies fOl' offshore exploration in that area should be 
e-xpedited. Simultaneously Government should vigorously pursue-
the- feasibillty of undertaking departmentally ollshore drilliDg ill 
shallower areas with Soviet asslstan~. 

2.34. The Committee also urge the Government to take expedi-
tions at'tion on the report of the So,iet Team so as to aecelerate the 
pace of off-shore driUbag in the ('Gnntry. 
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(ii) Persian Gu.lf Operations 

2.35. The Committee are informed that for the purpose of explo-
ratory operations in the Persian Gulf, a Joint Structure Agreement 
.dated the 17th January, 1965 (effective from 13.2.65) was concluded 
.between the National Iranian Oil Company as the First Party and 
AGIP, Phillips Petroleum Company and Oil and Natural Gas Com-
mission as the Second Party. The three entities constituting the 
Second Party fonned a joint stock company, viz. Iranian Marine 
International Oil Company (IMINCO) for managing the exploration 

. .operations on a no profit no loss basis. The funds required for 
carrying out the exploration operations were to be provided by the 
three entities of the Second Party in equal shares. 

2.36. The National Iranian Oil Company, however, communicated 
its disagreement to deal with the Oil and Natural Gas Commission 
which, they felt, was a part of the Government of India. To over-
come this objection, Hydrocarbons India Private Limited was formed 
as a private limited company, as a subsidiary of the Oil and Natural 
Gas Commission, which could be a direct party to the Joint Struc-
ture Agreement. The Oil and Natural Gas Commission has trans-
ferred all its rights and obligations under the aforesaid Joint Struc-
ture Agreement to Hydrocarbons India Pvt. Ltd. although it still 
has the ultimate responsibility for discharging the obligations under 
the said Joint Structure AgreemeIl'l:. 

2.37. The advances made by the ONGC to Hydrocarbons India 
Pvt. Ltd. up~ 31.3.1967 are as under: 

Year 

1964-65 
1965-66 
196&-67 

Amount of advance 
(in lakhs of Rs.) 

TOTAL 

560.62 
157.35 
324.99 

1042.96 

2.38. So far 9 exploratory wells and 1 relief well have been dril-
led on four structures contained in three blocks, out Of 4 blocks 
assigned to the group under the Joint Structure Agreement. No 
well has been drilled in the fourth block so far. Wells drilled on 
Structures "D", ''0'' and "T" were found dry and had been abandon-
ed. On "R" structure, four wells have been drilled and eil was found 
in three of them. The ~ommercia1ity of the producti01l established 
'was being examined. 
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2.39. During evidence the representative of the Ministry stated 
that the total area of operations in the Persian Gulf was 8000 sq. 
kilometres. Asked if the resUlts obtained were commensurate With 
the investment made, he stated that the Government had reason to' 
believe that the picture was not unpromising and that certain amount 
of oil would be found there. He expected the country to get oU 
from this venture latest by 1970. He further stated that India's 
share of crude oil from source was one-sixth but that the Govern-
ment had an opportunity to purchase another one-sixth. 

z. .... The Committee are "ad to Ilote that GovemJlMllt has looked 
beyond its own &obtiers to explore hi' oil to meet domestie demand. 
Tbey are happy th.t GoVernmflnt ... e hopeful about ot.t.inmc oil 
from the Penian Gulf operations by 1970. In view of the wide 
lap between productio. and requirements .f erude in the eountry, 
the Committee would urge intensification of exploration aetivities 
ill tlte Peraiaa GuH wbieb ill .tated to have promiaiDe possibilitiea. 
Thq Iaope that the loac experieDee of the other partners in this 
vent.e would be of imJneIUIe beneftt ill this recard. 

F. FAt.bUshed Oil/Gas Reserves 

2.41. It has been stated that the country has established a total 
proved and indicated 011 reeerves of 1M million tomlee and 83808· 
million cubic metres of gaB. The areas in which these Iesef'ftS have 
been establiahed are as follows: 

I. Oil India Limited 

2. Assam Oil Co. 

TOTAL 

3. O.N.G.C. (1-10-66) 

Assam 

Gujarat 

Gawm TOTOL 

• 
Crude oil Natural gas 1000 million cu. 
in million metreS 
toooes 

46·6 37· so (as on I-I~7) 

2·077 0·026 (as on 31-3-67) 

48·677 37'526 

42·S9 4'~ 

65.32 24.38 

107'91 28·72 

156· S8 66·246 
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2.42. The Government have stated in a written reply that all the 
<oil bearing areas have not been fully explored and that it would 
take several decades before all these areas are explored for estab-
lishing oil reserves. 

2.43. In reply to a question it has been stated that from the areas 
which have been discovered hitherto the estimate of indigenous 
crude production by 1970-71 would be 9 to 10 million obonnes, while 
the requirements would be 20 to 22 million tonnes. Thus there would 
be a gap of about 11 million tonnes. By 1975-76, the production is 
roughly estimated at 16 million tonnes and the demand 30 million 
tonnes. The gap between crude production and demand would thus 
increase from 11 million tonnes in 1970-71 to about 14 million tonnes 
in 1975-V6. 

1.44. The Committee note that the existing proved and indicated 
oil reserves in the eountry are eapahie of giving an annual Cl'udel 
production of about 9 to 10 milliontonnes by 1978·71 as against a 
demand of about 20 to 22 million tonnes by 1970-71 and 30 million 
tonnes by 1975·76. Thus there will be a wide gap between bltli· 
genous production and demand for oil which is estimated at 11 
million toones in 1.70-71 and 16 million tonnes in 1975·76. This 
underlines the imperative need to iutensify the search for oil In 
tlae co1Ultry so a8 to increase the quantum of the available reserves 
.. early 88 posJihle. 
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PRODUCTION OF CRUDE 

3.1. There is much more to producing oil than just exploring it. 
After exploration comtes development of the oil field and then pro-
duction. Delineating the boundaries of the field, assessing the cha-
racter of the rocks through which the oil is expected to flow, collect-
ing data about the properties of oil to be tapped and also about the 
gas above and the water below oil are imperatives for planning the 
production.. The pressure in the "oil reservoir', the rate at which 
this pressure is likely to faU, the ratio of oil and gas in the crude, the 
pressure at which the two are likely to separate-all this must be 
known before production is started. 

A. Tarlets and Achievements duriDc various Plan Periods 

3.2. At the time of independence in 1947 the only crude produc-
ing field was the Digboi field in Upper Assam, which was owned by 
the Assam Oil Company in the private sector. It was producing 
2' 52 lakh tonnes of crude oil per annum. In May, 1952 Naharkotia 
well No. 1 was spudded and oil production started from this field in 
1954 which was being supplied to the Digboi refinery of the Assam 
Oil Company. Later in 1956 the Moran field in Assam was also dIs-
covered. As already stated Oil India Limited-a joint venture of 
Government of India and Burmah OU Company-was incorporated 
in 1959 to explore and produce oil in Assam. 

(i) Targets during the First and Second Plans 

3.3. It has been stated that no targets were laid down in the First 
and Second Five Year Plans for production of crude, in the private 
sector. The Assam Oil Company produced l' 35 million tonnes and 
l' 18 million tonnes during the First and Second Plan periods res-
pectively while Oil India Limited produced '0' 56 million tonne.; of 
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crude during the Second Plan period. A table giving the produC'bion. 
of crude during the First and Second Plan in the country by these 
companies is given below: 

(In million tonnes) 

Plan 

First 

Second 

TOTAL 

Production 

A.O.C. O.I.L. 

1'35 

1'18 

Total 
Productkn 

I' 35 

1'74 

3.4. There was no indigenous production of crude in the public 
sector during the First two Plan periods as the ONGC, the only 
public sector organisation engaged in the exploration and exploita-
tion of the hydrocarbons re-sources of the country, started produc~ 
tion only in 1961. 

3.5. The Committee regret to note that there was no production 
of crude oil in the public sector during the first two Plan periods. 
This is not a happy reflection on the Government's role in the 
Implementation of the Industrial Policy Resolution 1948 regardil18' 
setting up of new UDdertakings in this field of mineral oil iu the 
public sector. Had the Oil and Natural Gas Commission been set 
up soon after 1948 or even in early fifties, it would perhaps have' 
been p'lSsible to produ('e crode on a commercial scale in the public) 
sector at least during the Sec:ond Plan period. 

(ii) Targets during the Third Plan Period 

3.6. The target and achievement regarding production of crude by 
the O.N.G.C. in the public sector during the Third Plan period have' 
been as under: 

(i) Original Target 6.00 million tonnes 

(ii) Mid-term Appraisal 4.68 million tonnes 

(iii) Achievement 3.42 million tonnes. 

3.7. In the private sector, the Third Five Year Plan (;nvisaged 
that Oil India Limited would be in a position to produce about 2.75 
million tonnes by the end of the Plan i.e. :75 million tonnes for the-
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-Gaubatf refinery and 2 million tonnes for the Barauni refinery. This 
target is stated to have been duly achieved. The actual production 
was, however, restricted to the actual offtake by the Government 
refineries at Gauhati and Barauni. No targets wel'e fixed for thE' 
Assam Oil Company whose field was a declining one. The actual' 
production by the Oil India Limited and Assam Oil Company during 
the Third Plan period was 5.15 m:illion tonnes and 0.88 million 
tonnes, respectively. 

3.8. The shortfalls in the achievements of the targets of produc-
tion in the public sector during the Third Plan are attributed by the 
Government to two main factors. First exploration of Kalol, Nava-
gaon and Rudrasagar fields proved to be much more complex opera-
tion than assumed in the beginning. Exploration effort became quite 
intensive and the proving of the reserves and the preparation of a 
development plan for these three fields took much longer. The 
other factor was that the Gujarat refinery went on strenml only to-
wards the end of the Third Plan period in October/November, 1965, 
n.e. about 12 months later than originally estimated. The oU at 
the Ankleshwar field had therefore to be kept underground as there 
were no offtakes excepting one million tonnes annually that was 
being sent to the Bombay refineries. 

3.9. Elucidating further the Secretary of the Ministry stated dur-
ing evidence that "Targets were fixed in 1961 when some discoveries 
had just taken place and there was a mid-term appraisal. These 
targttts were revised in 1963. In 1963-64 we had come to know that 
these are ~reas whtch require much gre .. ter exploration before a 
scientific development plan could be formulated. So in 1961 it was 
an eager hope baaed on initial discovery. Perhaps this also empha-
sises the need to take these forecasts of expected or Bllticipated oU 
production targets with some dearee of conservatism." 

3.10. The Committee observe that there bas been heavy 
shortfall in the produ~tion of crude oil in the pahU~ sector during 
the l1lbod Five Y ..... Plan. Corp ..... t. the ~ taqet ,I 6 
_iUioD t_~ the am" pf04lueu ...... 3.41 mUliew. ton~ i.e .• Itovt 
54S per cent. This achlevemetat fell far shott of even the ta.,.t .£ 
4 .• million tonnes fixed at the time of mid-term .)ap .... is... It is re-
rrettable that this shortfaU Is partly attrRmted to the delay of about 
12 mODths in the eeauaiuieaiac of the Gwiuat ......,.,. .. ~ 
of which oil at the AIak .... war field ha4 tQ he kept \Iaderpound. 
The Committee are ~rned to Dote that the shortfall in the pre-
dueti. of ~ by u.e Oil I ..... ".. also .au ...... iaabiliif af the 
'Go\'enuMDt ...a.aeries at t4.m.ti ... ~ ... lift ~ ~ 
q~U. ef crwP- ~ faU-.s Qf tbe ~ .. th. ,. ... 
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. sector to adhere to the scheduled timings of commissioning resultei 
iJa llOD-utiHsBtion of the ~ production capacities created at con-
siderable cOsts. These instances undedine the importamee o{ closer 
eoOrdination between inter-related industries and caU for determine4t 
etforfs by an Coacemed to atlhere to ttae schedutes with. a view to 
avOid idle capacities and consequential losses. The Committee urge 
that Government should also keep a close watch on the progress 01 
interlinked industries so as to avoid a recurrence of such ma~~erl. 

3.11. The ~mmittee would furq.er lUte to empl;iasise tbat every 
care should be ta\teD.by Gove~ to fix reali~tie targets a~ t~ 
ensure that once the targets bave been fixed, aU efforts are mad.e to 

'. " ',1 

aebieve them. 

(iii) Targets tOT the Fourth Plan Period 

3.12. In the preliminary material furnished to the ~ommittee, it 
has been stated by Government that the Fourth . Five Year Plan 
of the ONGC originally envisaged a production target of 6.5 million 
tonnes of cru~e per annum with a cumulative production of 22.5 mil-
lion tonnes during the Plan period as under: 

Annual Production by 1970-71 

Ankleshwar 

Kalo 1 

Navagam 
:Rudrasagar 

Lakwa 

TOTAL 

Cumulative 1!roduction during 4th Plan 

Ankeshwa 

Kalol 

Navagam 

Rudrasagar 

TOTAL 

0·8 

0'25 
0·80 

12'75 

2·89 

0·86 
2'05 

(Million tonnes) 

3' 7 (Guj"lrnr) 

2 . 80 (As~am) 

6'50 

16· 50 (Gujarat) 

3'95 6'00 t1\ssam) 

22'50 
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3.13. According to the information furnished by the Govern-
ment subsequently, it has been stated that ONGC expects to estab-
lish an annual production rate of 6.23 million tonnes of crude oil by 
the end of 1970-71 and to obtain a cumulative production of 19.2 
million tonnes of crude oil during the five years of the Fourth Plan 
h against the earlier estimates of 6.5 million tonnes per year rate 
and 22.5 million tonnes cumulative production. 

3.14. As regards the private sector, it has been stated that from 
April 1966 to 31-8-1967, the Oil India ha.c; produced 3.39 million 
tonnes and Assam Oil Company 0.21 million tonnes of crude. From 
1968 onwards Oil India is expected to produce at the rate of 3 mil-
lion tonnes per annum provided the Government refineries are in a 
position to lift the same. 

3.15. The Committee are UDhappy at the sealing down of the tar-
get of cumulative produetion of crude by 1910-71 in the public sec-
tor from. 22.50 milUon tonnes to 19.2 miUioa. tonnes and the rate 
of annual production from 6.50 million toDD" to 6.23 million tonnes 
in 1970-'11. In view of the annual requirements of !O-2! million 
tonna of crude for various refineries in the country by 1970·71 and 
the anticipated gap of about 11 million tonnes between ftquirements 
and indigeDous supply, they caDDot but eoosider this reduction in 
the targets as unfortunate. It is hoped that Govenunent would 
spare DO efforts to reduce this gap as much as possible by determin-
ed efforts to increase the output of indieeaous emde. The Com-
mittee woo1d therefore strongly emphasise the imperative Deed of 
upward revision of targets of crude production in the country by 
intensifyilll exploration, prospecting and development efforts in 
thi. field. 

B. Perspective Plan""', 

3.16. The Committee have also been informed that the Govern-
ment have not prepared any production plan, beyond 1970-71 as it 
was felt that such a plan could not be drawn up concretely as it 
depended on the results of the exploration work to be undertaken 
in the various parts of the country. According to the Governm~nt 
it was unlikely that India could produce by 1971 all the crude ml 
needed for the Indian refineries. 

3.17. During evidence the representative of the Ministry stated 
that by 1970-71 the indigenoUs crude production would be around 
10 million tonnes against an estimated requirement of 20 to 22 mil-
tion tonnes. The Government had a rough i~ that by 1975-76 the 
production might be about 16 million tonnes against a demand of 
30 million ton.nes i.e. the gap would be increasing from 11 million 
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. tonnes in 1971 to 14 million tonnes by 1976. He put the foreign 
exchange expenditure in 1970-71 for import of 11 to 12 million tonnes 
of crude at approximately Rs. 110 crores. It may also be stated 
that as against the Government's demand estimate of about 30 mil-
lion tonnes by 1975 the Indian Institute of Petroleum has recently 
estimated the requirement of 32 million tonnes refinery capacity by 

..1975. 

3.1S. The Committee note that Government have not prepared. 
any long term perspective plan for the indigenous production of 
crude. While conceding that there may be d.i1Iiculties in the prepa-
ration of such a plan, it is nevertheless desirable that Government 
should have a broad idea of the long term objective in this field for 
which a plan of action should be prepared well in advnncc. Consi-
.cfering the heavy outgo of foreign exchange on crude imports which 
~ estimated at Rs. 110 crores annually by 1970-71, it is all the more 
essential for Government to aim at self-sufficiency in crude produc-
tion which calls for long term planning for extensive and intensive 
geophysical and geological surveys and exploratory drilling etc. The 
Committee therefore strongly urge that Government should pre-
pare a perspective plan covering a period of 15 to 20 years which 
should aim at maximising indigenous production of CIl'ude so as to 
reduee crude imports to the minimum. All exploration and produc-
tion of crude is a long process and is full of' uncertainties, thel 
need for a perspective plan becomes all the more greater. The 
Committee recommend that immediate action should be faken by 
Government towards this end. 

c. Production of Crude by the Oil and Natural Gas Commission in 
the Eastern Zone 

3.19. Oil was struck by the Oil and Natural Gas Commission in 
Rudrasagar structure in January, 1961 and in Lakw:l structure in 
February, 1965 since then a number of wells are stat~d to have been 
.drillM ot'1 these structures. 

3.20. As per figures furnished by the Government the established 
-crude reserves In the Eastern Zone mz. Assam are ,.s under: 

Oil India Ltd. 46·6 million tonnes. 

Assam Oil Company z· 077 million tonnes. 

Oil and Natural Gall C.ommjs-;ion. 42"59 million tonne8. 
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3.21. The production of crude by Oil India Limited from the~ 
fields at Naharkatiya and Moran was 2.14 million. tonnes in 1~. 
The production capacity of these ftelds was already stated to be-
2.75 million tonnes which could not. be achieved on account of lesser 
otl'take by the Gauhati and Barauni refineries. The present ca~­
city of the Oil India Limited is 3 million tonnes per year. 

3.22. As regards production by the Oil and Natural Gas Commis-
sion, commercial production from Lakwa is expected to start from 
the summer of 1968. For this purpose a pipeline is being laid f~om 
Lakwa to the installations of Oil India Limited at Moran. From 
Moran, the Lakwa crude will be transported to the refineries at 
Gauhati and Barauni through Oil India's crude oil pipeline. 

3.23. Test production on a s~ll scale was started from Rudra-
lagar from March, 1966 at the rate of about lQO tonnes/day. The· 
oil is being tra~rted by rail to the Gauhati refinery. A pipeline 
is expected to be laid from Rudrasagar either directly to Moran or 
to Lakwa where Rudrasagar crude will be blended with the Lakwa 
crude and then pum~ to Moran. This is expec~ed to materialise· 
during the end of the year 1969 when commercial production from 
Rudrasagar is expected to' commence. 

3.24. By the end of Fourth Five Year Plan, the Lakwa and Rudra-
sagar fieldS are together expected to yield between 1 million and 1:5 
million tonnes per year. 

3.%5. The Committee note that while the Oil India Limited and' 
the Oil and Natural Gas Commission have established crude 
reserVes of almost' the same level ~ the Eastern Zone their an;'~aI 
rates of production tnz. 3 million and 1.5 million tOIlDeS respecth'ely 
vary widely. The Committee are uaable to understand why the 
p~udlOil of crude per ,.~. "y the oil and NatUrat Ga~ Commis-
siOn sbo~d be ~ ~ ~ ~~. Oil' India ~~. They feel!~~~ 
with more vlgOI'OUS elloris it should be ~~le to impl'Ove prot\n~­
tiOD of crude in the Rudrasagar and Lakwa &.e1.ds. The Committe& 
~derstaDd that the crude requirelll~ of the Baltlia refinery and 
the third million ~nne requirement- 0( «ae ~~ ~ ale 
proposed to be met by imports. The Committee cOllSider that hav". 
IDe established sutlicient Pl'Oved and indicated oil resel'Ves in the 
Eastern Zone of the country, it should be Government's endeavour 
to meet the full cnade requirements not only of the Barauni refinery-
but of the- Baldia refinel'Y also fl'Om indigenous sources. Tbeyp 
therefore, emplaasiH t1ae imperative need to intensify commercial 
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production of ernde from the Rudrasagar an~ Lakwa fields of the 
Oil and Natural Gas Commission, so as to meet the erude require-
ments of Barauni and Haldia refin~es from these sources, as soon 
.s possible.. At the same time the CoIniniI:fee womd illio like ihe 
Government to study and examine the question of transporting tbi, 
cn.de 1'0 these iOD~ cen~~ 



IV 

PRODUCTION OF PETROLEUM PRODUCTS 

4.1. The crude oil that is produced at the well-bead. cannot be-
readily.used. Aviation gasoline, motor spirit, kerosene, high speed 
diesel, light diesel oil, lubricating oil, heavy fuel oil, &sphalt that tore·· 
sold in the market are all derived from crude oil by a series of pro-
cesses. All these processes are collectively known as refining. Re-
fining does not mean only the removal of impurities. In the modem 
context, it means separating oil into a number of fractions as well 
III refining. 

4.2. The consumption of petroleum products in the country has 
increased rapidly since independence. From four million tonnes in' 
1951, it increased to 5.5 million tonnes in 1956, 8.4 million tonnes in 
1961 and 13 million tonnes in 1966. It is expected to increase to· 
about 22 to 23 millions by 1971 and to about 30 million tonnes by 
1975. The production of petroleum products in the country on the 
other hand was :25 million tonnes in 1951, 3.9 million tonnes in 
1956. 6 million tonnes in 1961 and 10 million tonnes in 1966. It is 
expected to increase to 20 million tannes in 1971 and to 30 million 
tonnes In 1975. 

4.3. A total of eight refineries with a capacity of over 15 million' 
tonnes are at present operating in the country-four in the private· 
sector and four in the public sector. The particulars of these reflne-
rics together with their present capacity are given below: 

(i) Private Sedor 
-------..,..--------- -_. -----

1. A..O.C. Dilboi Refinery 

2. SSSO Refinery 

3. Burmah Shell Refinery 

4. Caltc:X Refinery 

30 

Commis- Present 
sioncd capacity 

'(inmiWon 
toones) .. 

1901 

J9S4 

J95S 

19S7 

0'50 

3'7S 

J'SS 
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(ii) Public Sector 

I. Gauhati Refinery 

2. Barauni Refinery 

3. Gujarat Refinery 

4. Cochin Refinery 

Commis- Present 
sioned capacity 

1962 

1964 
rg6s 

1966 

(in million 
tonncs) 

0'80 

2'00 

2'00 

2'35 ----
7'15 

------_._---------------------
4.4. Three refineries in the private sector viz. Burmah. Shell, ESSO 

and Caltex and the Cochin refinery in the public sector are based 
on imported crude. The other four refineries viz. Digboi in the pri-
vate sector and the three reftn.eries in the public sector viz. Ganhati, 
Barauni and Koyali! are based on indigenous crude. 

U. The main products which are now produced by each of these 
refineries in the country are as follows: 

Private Sectl1r Refineriel 

AlIClm Oil Company Ltd. 

Motor Gasoline 
Kerosene Superior 
Kerosene Inferior 
High Speed Diesel 
Light Diesel Oil 
Furnace Oil /Tea Driver Oil 
Bitumen 
Lube Oil 
Wax 
Petroleum Coke 

Caltez Oil Reyinery (India) Ltd. 

Motor Gasoline 
Kero&eDe Superior 
High Speed Diesel 
Light Diesel Oil 
Furnace on 



r 
Naphtha 
~quified Petroleum Gas 
!'linedl Turpentine 

~~rm4h-Shell Refineries Ltd. 

Motor Gasoline 
KeroSene Superior 
Aviation Turbine Fuel 
High Speed Diesel 
Light Diesel Oil 
Furnace Oil 
Carbon Black Feed Stock 
, } •.. ,~t-.~:.~!_ • .r ~\ 

~ute Batchiul on 
Bitunieft 
ttQUmect liMiO\e\WA tt~s 
Naphtha 
'&n'~ral tJrpm~ 
ReftneryGas 

ESSO Standard Refining Co. • 

Motor Gasoline 
Kerosene Superior 
Aviation Turbine Fuel 
High Speed Diesel 
Light Diesel Oil 
Furnace Oil 
Hot Heavy Stock 
Jute Batching on 
Bitumen 
LiquUled Petroleum GM 
Naphtha 
Hexane 
Special Boiling Point Sptrlt 
Reftnery au 



~ 

PubZic Sect-at- R~~ 
Gauhati Refinery 

Motor Gasoline 

~e~~~e g~~~i~~ 
Kerosene Inferior 
High speea Diesel 
r.1kht blesei on 
1'; .. r.", .1. 

Furnace Oil 
Iomex 
Petroleu& CoKe 

Jfa'r~~nl 'R~nJr~ 

~::~~atf~"~r 
~#io~ Tur~ Fuel 
!.~~ :, ... \' V''': 
High Speed Dlesel 
Light Diesel Oil 
Low Sulphur Heavy Stock 
Liquified Petroleum Gas 
Petroleum Coke 
Mineral Turpentine 
~aphtha 
Bitumen 
Lubricating Oils 

Gu;aTat Reji:neT'Y 
Motor Gaso11ne 
Kerosene Superior 
Ethylised Gasoline 
JP-4 
High ~~d Di~ 
Low sUiphur HeaVy Stock 
Light Diesel Oil 
A viaticm turbine Fuel .... , 

Cochin RefiMry 
Motor Gasoline 
Kerosene Superior 
High speed Diesel 
U4ht. Di. Oil 
lftm\~ Oil· 
N8R4tba 
Bitumen 
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A. Production of Petroleum Products duri:Dg Plan periods 

(i) Performance in the Pri11Gte Seetor 

4.6. At the commencement of the First Plan, practically the en-
tire demand of the country for petroleum products was met by im-
ports, as the output of Mis Assam Oil Company's refinery at Digboi 
amounted hardly to about 5 per cent of the requirements. The 
First Plan pr~ded for the esiabIisliment of three refineries based 
on imported crude oil and two of them N. those of Mis. Standard 
Vacuum Oil Company and MIs Burmab. Shell were commissioned in 
August, 1954 and January, 1965 respectively:- The third refinery at 
Vishakhapatnam belonging to the Caltex organisation went on 
stream in April, 1957. The original installed capacity of the three 
coastal refineries at Bombay and Vishakhapatnam was 2.92 million 
tonnes in all. Thereafter these refineries were allowed to increase 
their throughput capacity gradually. As a result, the capacity of 
these reftneries in the private sector increased from 2.92 million 
tonnes to the preaent capacity ot 7.80 million tonnes as indicated 
below:-

(Million Tonnes) 

Chan&es in capacity with d9tes Present 
capacity 

BSSO 0'92 1'21 2.50 
(II!SI) (4/52) (1/63) 

Burmah Shell 1"50 2"00 
(1'6~~ (12/51) (4/52) 

3"75 

Caltex o"so 0"675 I"OS 
(3/'3) (II!S4) (10/62) 

1"55 

1"'5 (1/68 

2"92 7"80 

4.'7" The following statement shows the production of petroleum 
products in the private sector during each yeai-of the ftrst three 
Plan periods and the Ntimates tor the Fourth Plan period: 

,~. 
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;'1. 
1.8. ~t ~ ~ ~I?: t~~\ th~ P~.04uction of petroleum products in 

1l].~ '~!\va~ij, '~~~or. re~~~es 'Yltich was 0.25 million tonnes in 19p~ 
increased 10 3.89· million tonnes in 1956, to 6.09 million tonnes ill 
1961 and to 8.09 million tonnes in 1966. 

4.9. As has already been stated aU the refineries in the private 
sector (excePt the 'Digboi 'refinery) refine imPorted crude. Govern-
ment have however stated that the net foreign exchange saving per 
tonne in refining imported crude instead of importing a tonne of 
refined petroleum product ranges between Rs. 31 and Rs. 46. 

4.10. 'ftle Com~,ttee note the phenomenal increase in the 
quantity of petroleum products produced in the private -;ector. From 
a smaIl beginning of :%5 million tonnes at the start of the First 
Plan, the petroleum products increased to 3:9 million tonnes by the 
end of the Plan period and thereafter registered. an increase of 
about ZOO per cent by the end of the Third Plan. Out of the total 
indigenous production of about 11:5 million tonnes of petroleum 
pr.oducts in the country in 1966-67, the share of private sector was 
about 8 million tonnes i.e. about 70 per cent. This has not only help-
ed in meeting the Petroleum, Oil Lubricants (P.O.L.) requirements 
of the country indigenously but has resulted in cOllsiderable saving 
of foreign exchange which would otherwise have to be spent in im-
porting refined products which are costlier than the imported crude. 

(ii) S1wrtfalls in the Pu'6lic Sector Refineries 

4.11. The four public sector refbieries in operation at present, the 
dates when they went on stream and thefr present capacities are a~ 
under: 

Refinery 

Gauh&ti 

Barauni 

Gujarat 

Cochin 

Date when went on Present 
Stream capacity 

1-1-62 

First million tonne unit January, 1965 "} 
Second million tonne unit September, 1966 J 
First million tonne unit October, 1965 \ 

Second million tonne unit October, 1966 J 
September, 1966 

(in 
million 
tonnes) 

----------- --------_._------_ ... -
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In additiOn two other refineries viz. the Madras Refinery an. 
Haldia Refinery are expected to go on stream during the Fourth 
Plan period. 

4.12. The following statement snows the targetslachievements In 
the production of petroleum products in the public !ector reftnerles 
-since the first one at Gauhati went on stream: 
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4.13. It will be observed from the above statement that except for 

the year 1964-65 the actual perfoimance 01 the public sector refine-
ries hu aU alOll8 been much below the targets laid doWn. It wiU. 
further be seen ~at during t~e years 1966 and 1967, the actual pro-
duction in the Barauni and Gujarat refineries has been much below 
the rated capacity. 

4.14. The following figures indicate the capacities for which the 
four public sector refineries have been licensed and their correspond-
ing levels of operation during 1966 and 1967: 

Name of Refinery 

Geuhati 

Baruani 

Gujarat 

Cochin 

Capacity 
as 

licensed in 
terms of 
Industries 
(Dev. & 
Reau-
larlon) 
Act 

0'75 

2'35 

(Figures in million tonnes) 

Crude Throughput Re-asor.s for Shortfalls 
against licensed 

c8pacity 

0'74 

0'45 

0·80 

I . 57 ") Second . million 
}-tonnes unns went J irto regular opera-

I' 71 tion from September 
& October, 1966 
respectively. 

2' 26 Refinery commis- ~ 
sioned in September, 
1966 and attained fulf 
scale production rete 
with effect from 
26-5-1~7. 

4.15. Explaining the reasons for shortfall since 1962-63, it has been 
atated by Government that during 1962-63 and 1963-64, the only pub-
lic sector refinery in operation was I.O.C·s Gauhati ReBnery. The 
shortfall in production during the first of these years at {:;auhati was 
due to troubles In the kerosene refining unit and the limited off-
take of products as a result of the sam-e:-These persisted durmg 
the ftrst few months of 1963-64 also. An added diftl.culty'in the latter 
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year was regarding break-down in water supply due to an unprece-
dented shift in the course of Brahamputra river from the intake 
point. 

4.16. During 1965-66 and 1966-67 Barauni and Gujarat refineries 
went on stream one after the other and the overall shortfall was 
largely due to the fact that these two refineries were having certain 
initial "teething" troubles. -4.17. Barauni refinery could not operate at the designed capacity 
during 1966 for many reasons, the main of which were the non-com-
missioning of lube oil plant and a limited market for L.S.H.S .• 
which meant that the upliftment of some of the products turned out 
from the refinery was not to the extent- envisaged. In Gujarat re-
finery, the shortfall in throughput was due largely to poor and er--
ratic upliftment of L.S.H.S. by Dhuvaran power station. The short-
falls in these refineries have been reduced to a great extent during 
1967. 

4.18. Elaborating the reasons for shortfalls in production in the 
public sector refineries, the Secretary of the Ministry of Petroleum 
and Chemicals stated: -"The targets were fixed with reference to estimated start up. 

The start up has been delayed in some cases. Secondly 
the targets were fixed on certain assumptions which 
our technical collaborators suppo~ed-that the refine-
ries would be able to go into fulf production by such and 
such .time, but some of these assumption were again not 
borne out .......... I would not like to say that we 
have fulfilled our responsibility hundred per cent. Just 
as defaults or delays have occurred in the discharge of 
responsibility by our collaborators, we may have also 
erred. . . . . . . . .. The problems of delay and teething 
troubles may at worst set us back by a year or a year 
and half, it is not a continuing problem. After that the 
plants will be worked to optimum operating capacity." 

4.19. The Chairman of lO.C.' also attributed the shortfalls in pro-
duction in the public sector refineries to initial ddays in completion . 
of the projects and the teething troubles. He stated that the refine-
ries in the private sector hai been working for a number of yea1'l" 
and so their production has been stabilised. He thought that 
Gauhati reftnery was more or less stabilised and that Barauni re-
bery was also getting stabilised. In Koyali there is dtfftculty due to 



Dhuvaran power house but the I.O.C. is keen to touch the 
500n. 

4.20. The Committee regret to observe that there hav~ heeD 
slaortlalls ill production of the pUblic sector refineries since ~ wa.ea the ant reJbaery at Gaubati went on stl'eam. They note tluat 
these shortfalls have been attributed to initial delays in the com-
pJetion of the different units of the refineries as a result of which 
the nudn uBita of the plaats could not be operated uninterrupted, 
and abo tbat there have been teething troubles with aU tlIese 
re8aeriM. TIle Committee regret that there have been defaultfi .... ' 
detay. OIl the part of the foreign collaborators also and tbat in a.e 
cue of Gtljant re8neries the shortfaHs have been maiaIy due to the 
prob1e1lUl of di.,... of the by-pnMIuda of the reJiDery. 

4.21. The COlJUDittee have no daubt that Government would 
profit by the experience gained in the setting up of the th. 
refineries at Gaubati, Barauni and Gujarat and would take timely 
IMaSUJ'fIS to .asure that tIae Madras ud Baldia .a.eries are cetn-
lIIiuioaed on sehedule aDd start productioa acc:ordiDc to their ra," 
capacity as early as possible. 

(iii:) Fourth Plan T4"geta 

4.22. The target of petroleum prod~ts induded in the draft out-
l~ of the Fourth Plan provides for the production of 20 million 
tonnes of petroleum products by 1970-71. This is proposed to be 
achieved by the addition of two new refine~ne at Madras and 
anotheT at Haldia near Calcutta with a total capacity of 5 m..illion 
tonnes per annwn. These two refinery projec1's are '~ ~ cost 
R& 90 crores. 'Mle Fourth Plan provides, for a total tnvestm'ent 01 
1\8. 84.20 crol't!s on account of the Madras refinery, Hald3a refin~ 
and a new refinery which is to be staI1;ed in the Norih-West region.. 
The Plan also provides for a spill..over in the investment on account 
of ijle Barauni, Gujarat and Cachin reftnery to the extent of Rs. 5'30 
cr0re6. 

ua. ~ the Fourth Plan proviaioD of Ba. ". 20 crores on 
account of 14adNs, Baldia and North West refiDeri,e:It it. bas ~ 
stated that tile Madras refinery project is now UDlier ex~"\iPn ___ . 
tlae project is expected to be completed by early 1869. The H:~ 
~ ...., be eommi_~ d\lring 19'70-71. The N~ W~ 
re&eJY p~ect. ... bleen studied with refereDee to ~ ~ mi~ 
aad· loeaijon 01. .. reftnery. Work on the ~t;Ot 1llBY ~ 1,aAe ~ 
the Fourth Plan. " r' 1 
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4.24. The tar$ fj9 'be ~evec;l during tbe F~ I?~. i,o. ~ 
ot the ~1ic sector ~ are 8.$ foJil.9ws: 

(figures in '000 tonnes) 

1966 1967 1968 1969 1970 

qaub,ati 8so 850 8so 850 8so 
BlJrauni 1,2 50 2000 27S0 ~ooo 3000 

Koyali 1500 2QOO 2750 3000 3000 
Cochin Soo 2000 2300 2300 2300 
Madras 17So 2Soo 
Haldia 1000 

4100 ~SO 8650 lQ900 u6so 

• 4.2$. The Co~ttee. 'l'ou.¥., ~~ tile ~ernm~t to ~~e 8,11 i;le«re.t· 
~ 5~ to e~ tha~ the p~u~OJI. ~ets laid, d.~:wn, f~r ~c~ 
re6Dery in the public sector are adhered to in &dual·practice. 

~. ~ sufJered by Gujarat Refinery on ~OUDt of less otfta~e o~ 
Low Stock Heavy SuI.,hur by Dhuvann Thermal Station, 

4.26. As already stated Gujarat reftaery has been ready to operate 
at 2 million tonne capacity since June, 1966 but one of the bottle-
~ has been the dis{losal at L.S.KS. because of less offtake by 
Dhuvaran Thermal Station. 

4.27. As per information furnished by Gujarat refinery to a Study 
Group of the Committee the details of loIIes sdere.cl by ~ ~ en account of low offtake of L.S.H.S. by Dhuvaran b.ve been ~ 
mated as Wlder: 

(Rs. in lakhs) 

Ap~il 67 Oct. 57 Total 
to Sept. to March 
19&7 1968 

I. ~ ~e to less p(OCeSS~ of CI'1Mk 33'37 

2. Loa in foreign ex ... due to ~ . ~ .......... "'" ... ~.~p&~...,...., 
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4.28. Asked if it bas been ensured that Dhuvaran's oJItake will be 
fully restored by March~ 1968, the Managing Director (Refineris 
Division) of the I.O.C. stated duri.n:g evidence that the position wu 
now better as Dhuvaran was now taking nearly 880 tonnes a day 
which is what they were committed to take from the 2 million tonne 
stage of the refinery. Asked if the contract does not have a penalty 
clause to save I.O.C. from such losses, he stated "We have never had 
penalty clauses either in this agre:entent or in any other agreement 
with Government organisations or undertakings. Of course they 
(Dhuvaran) have had some failures. Even if penalty claUSe had been 
there, the force m.a;eure clause would have saved them from being 
penaUsed" 

4.29. Elucidating further the representative of the M'mistry of 
Petroleum and Chemicals stated that in the circumstances that 
prevailed in GUjarat any such penal clause would have been infruc-
tuous as that would have been treated as a situation of force m.a;eure 
whereby penalty clause becomes inoperative. While legally it was 
possible to insert it there was a practical difficulty in negotiation far 
insertion of such a clause while dealing with a Government agency. 

4.30. Asked what the practice in the private oil companies wasp 
the Managing Director (Marketing Division) of the I.O.C. stated that 
there were penalty clauses in private oil company's agreements but 
he thought that in the case of a break-down of supplies for example, 
to such a large thennal plant, the company could not have impl~ 
mented or enforced the penalty clause. Insertion of penalty cla~ 
was a matter for negotiations between ijle buyer and the supplier. 
In certain cases the buyer does not accept a penalty clause. 

4.31. In this case there was only one customer and the Secretary 
of the Ministry admitted during evidence that the question of a 
penalty clause was not di9CUSSl!d. 

4.32. 'l11e Committee are unhappy about the losses suffered bT 
the Gujarat refinery on aeCOUDt of less otftake of Low Stock Heavy 
Sulphur (LS.H.S) hy Dhuvaran Power House, whielt restricted the 
refinery's aude throughput for a IoDc time resulting in ~ODSiderable­
loa. The Committee are SUl'Priaed to Dote tlaat there is DO penalty 
daue ill the qreemeat between the refinery aDd Gujarat State £lee-
tricit, Board regard .. the supply of L8.B.s. to the Dbuvanm Power 
Boase_ It may he that tile ..-aIty dause would DOt have heeD ope-
..ted ill the prest'Gt case which is Itate.t te .... 'Force Majeure' .ut 
what is IIUI'PI'isiDc is that .. tJaia partieuJar cae, the questIoa of ia8er-
.. of. a ,...tty cl .... was DOt at aD coasWerild. 



W. The·' Committee suggest that in such cases GovenunCl)t 
should consider the feasibility of including a penalty clause for 
.failure of the party to carry out its obligation made in the contract. 

C. In-built Capacity in Refineries 

.(i} Private Sector 

4.34. The original and the existing capacity of the three coastal 
:refineries in the private sector is given below: 

-I. Burmah Shl!ll Refinery, Bombay 

2. ESSO Refinery, Bombay 

3. Caltex Refinery, Vishakhapatnam 

(million tonnea) 

Original 
c1!1acity 

Present 
capacity 
(1967) 

(as per CO.'s first letter) 

3'75 

0'50 

2'92 7'80 

It will be seen that the rated capacity in the three refineries has 
.been increased by more than 2t times over the years. 

4.35. Asked about the reasons for the increase in th'e capacity of 
these refineries, it was stated by the representative of the Ministzy 
-of Petroleum and Chemicals during 'evidence that "the refineries were 
.designed or at least reported to have been designed for the capacities 
approved. There is always about 10-15 per cent reserve but over the 
years they have done various modifications, debottlenecking and so on 
which they claim has increased the capacity to almost twice. Eluci-
dating further, the Secretary of the Ministry said ihat "So far as the 
private sector go~s it is not improbable that initially these refineries 
had large in-built additional capacity. At the same time they have 
also done a number of maintenance and other improvement jobs and 
increased their pumping and other capacities which if done in our 
refineries can also increase our capacity upto 40 '~ cent." • 

4.36. As1ted what was the machinery in the Ministry to check that 
th~ private sector refineries ~re conforming to the licensed capacity 
and that they were not over-design.ed the repreeentative of the 
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MmUtry of PetroleUm. and. Chemicals stated during evidence "There-
are two aspects of thia matter. At what level do they operate frOm 
time to time? This is fUlly Under our control because it is we who 
permit the quantities of crude which they can process. To that extent 
we are able to COIltrol the actual throughout. '!be second aspect of 
it is actual design and 'erection of the refinery. In the past, one must 
confess, this aspect of the matter may not have been adequately 
looked after. But today in dealing with sizing of refinery «luipment, 
in dealing with the import licensing of plant and equipmelllt, com-
pressors etc. adequate care is taken both in our Ministry and in the 
Directorate General of Technical Development to ensure as far as 
poaaibl'e-I cannot say this is a fool proof arrangement-that excess-
capac1ties are not built into plant llicensed to certain levels." 

4.37. AB regards ensuring that the private sector refineries import-
ed crude only to the extent 1:.hey were licensed and not beyond, he 
stated that based on a certain price the Government "releases certain 
amount of foreign exchange within which import must take place. 
It is the responsibility of the port trust and customs authorities to 
ensure that measured quantitie; not in excess of those licensed are 
in fact imported." According to him there was no likelihood of 
more crude coming to India than is paid. for. He added that the 
Govemment also studies every month refinery runs. product. avail-
ability ete. and tries to ensure that production is proportionate to 
what is imported. 

4.38, Asked if these refineries had approached Government reg«td-
lng expansion of capacity the Secretary of the Ministry of Petroleum 
and Chemicals stated "Expansion of capacity through capital 
investment is a matter which requires ~ernment approval To mY 
knowledge, these refineries have not come to seek our peftl\tSBion. 
They have been telling us that they have carried out Sdme improve-
ments essentially in the nature of revenUe ~~ changing a 
pump here or a pipeline there. . .. In future we can adequately con-
tra' sucb thtqIL 

4.31. The Committee leam with cObcern that expMslea of the 
reIlaeries iD the private sector was carried out withoUt t1ae _ ... '\1.' 
of GovemJDeJlt Inasmuch as Government's permisd_ was JIot 
-aPt for capital iDvestmeIU for this purpose. The Cemminee are 
doubtful th.t the capacity of the re&neries can 1:te ~ to 
a1tout two times with miDor modifi.dicllts aDd impl'OVemellt~ oft1,-
...... the .ddit ..... capacity was ~emplated and hw"t into tbe 
_ric\aa1 plat and eq1Iipment itself. 
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.. te. ~ Committee caaaot help concluding ~t Government 
.... aet take. su8icieo.t care ia tile beginning to cheek over-design-
ing of capacities of refineries in the private sector. What the Com-
lDittee feel more ~ncerned about is that even now the existing 
machinery and 81'1'aDgement for exercising checks regarding over-
4esigniDg of plants are not fool proof as admitted by the Se~retal':V 
to the Ministry during evidence. This is a serious matter as the 
very purpose of licensing and regulation of industries is vitiated by 
such irregular expansions and the Govemment is at times faced with 
a fait acompli. 

4.41. The Committee, therefore, strongly recommend that Go,,"-
emment should immediately evolve a suitable machinery to ensure 
that no industrial unit is able to imrease its Ikensed capacity in 
this manner without prior approval of the Govemment. 

(ii) Public Sector Refineries 

4.42. The Committee have been infoxmed that there is an in-
built capacity in the Gauhati refinery which was designed for 75 
million tonnes per annum. It is presently operating at a through-
put of O' 85 million tonnes per annum. 

4.43. Asked as to why the public sector refineries have 'flot been 
provided with additional 100% in-built capacity as has been done 
by the private RCtor refineries, the representative of the Minis-
try of Petroleum and Chemicals stated during evidence that "T do 
not think it is correct to say that the private refineries were designed 
with 100% in-built reserve. Our note probably gives that 
impression. I think the refineries were designed for the capacities 
approved. There is always about 10-15% reserve but over 
the years they have done various modifications, debottlenecking and 
so on which they claim has increased the capacity to almost twice . 
.. . . . . After 10 years I have 'i10 doubt public sector refineries will 
have increased throughput, of course with certain additional invest-
ments and they will have increased facilities, more pumping capa-
city, more cbmpressors, large sizes of pipelinies, some readjustment 
of distilling column-all th~ things th~t have been carried oot 
in these private refineries." He added that "we can work Gaubati 
at 15% increased capacity. We have operated it upto O· 85 
million tonnes at tim'es without any c~ge. With small invest-

.ments, the capacity of Gauhati refinery can be increased to 1'1 mil-
lion tonnes but the matter was under examination as I.O.C. was 
likely to stIfter certain eco'flomic disadvantages if th'e capacity of 
Gauhati refinery was extended to that level." 
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4.44. Elucidating further the witness stated that "Cochin refinery 
18 designed for about ::l·a or 2'4 million tonnes. We deliberately 
went about designing the main distillation colum'a for a capacity of 
8i million tonnes because we feel that in five years time we may be 
reaching that capacity. This was done all an extra cost of about 3 
lakh dollars". It was added that it will save a lot of mon'ey when 
the refinery is expanded further. 

4.45. The Committee are constrained to observe that while the 
private sedor refineries appear to have been originally designed 
with additiODlll in-built capacities which were later on expanded 
with very little cost, DO such in-built capacities were provided in the 
public sector refiBeries with the result that their npacities are now 
beiq increased at considerable additional costs. The Committee 
urge that in designing the Madras and Haldia refineries, this asped 
wUl be kept in view. The Committee would further suggest that 
the feasibility of maximising the output from the existing refiJaerie. 
by changes in processes, may be examined. They hope that C811-

tinuous attention would be paid to explore possibilities of applyu.. 
1\eW developments in petroleum refining to the existing processes. 
With a view to lnerease the refinery throughput M much as posst-
.le. 

D. Refinery Location 

4.46. Of the eight refineries operating in the country at , pre~4t 
in the public and private sectors together, four have a coastaliocatioo 
and the other four are situated in inland areas. The following state-
ment shows the location of the refineries with their preSent refininl 
capacities: 

(in million tonne s) 

Present Capacity 
-- ._------------------------------------------------
CotUrttl 

liurm .h Shell (Bombay) 
BI.\SO (Bombay) . 
Calrex (VishUhapatnam) 
l..ochin 

Gauhati 
Barauni 
Gujarat 
A.O.c. 

3'75 
2'50 
I'SS 
2'30 

------------- ----_._---------
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4.47. Two more refineries of 2.5 million tonnes capacity each viz. 

Madras and Haldia, both in the coastal areas, are likely to go on 
'Stroom in 1969 and 1970 respectively. The coastal refineries are refin-
ing imported crude. Crude for the Madras and Haldia refineries will 
also be imported. 

4.48. The inland refineries are all operating on the indigenous 
crude produced by the O.I.L. and the Oil and Natural Gas C0mmis-
sion. Digboi refinery is partly processing the crude produced in their 
own fields. I 

4.49. The Fourth Phm envisages another refinery in the North-
~ region and its location is yet to be decided. 

4.50. From the above details it would be observed. that in Bombay 
alone a refining capacity of 6 to 7 million ton'n.es is available. It was 
learnt during evidence that about 50% of the products of the Bombay 
refineries are being moved offshore to other coastal areas and about 
three-fourth's of such movement was stated to be in foreign tankers. 

4.51. Asked whether there was any proposal of further expnnsion 
of the private S'eCtor refineries, the representative of the Ministry of 
Petroleum and Chemicals stated during evidence that the Govern-
ment did not see any need to expand the refining capacity in the pri-
vate sector till 1970-71 and that what has to be done after 1971 was 
still to be studied. 

4.52. As per a recent study by the P~'ldian Institute of Petroleum 
regarding the necessity for expansion of the refinery capacity in 
India, the demand for petroleum products in 1975 would require a 
refining capacity of 32 million tonnes per year and in this connection 
they have suggested the need for respective expansion of each of th~ 
public and private sector refineries year-wise upto 1975. 

4.53. In view of the above study of the Indian Institute of Petre>-
leum the Government were asked to state the latest position in the 
matter and the following written reply has been furnished by the 
Government: 

"A detailed study baa been completed by tqe !nstitute of Petro-
leum on the subject. This has looked at -the demand and 
supply situation in difterent zones of the country upto 1975. 
According to this study, additional ea~ty in the Bombay 
IIllpp1y area will be neceesary from about 1973. This matter 
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and other questions arising out of the Indian Institute of 
Petroleum study are receiving Govenunent's considera-
tion. Meanwhile, it is not correct that Govemunent are 
thinking of permitting expansion of the Bombay refineriES. 
owned by foreign oil companies." 

4.54. The Committee observe that the refinery capacity in the 
country is not evenJy distnDuted among the different ZOBes of the 
count.ry with the result that the products of the refineries are being 
sent to far off areas at cObSiderab1e cost. 

4.55. The Committee further note that there is heavy concentra-
tion of refining capacity in Bombay. They understand that the 
present trend in other countries is to loeate refiDeries near the COD-
surning centres. With rapid industrialisation in the country, indus-
try will expand from coast to the interior of the country. There is 
thus a case for loeating future refineries bathe iDterior which woaId 
give a boost to the industrial development of those areas. The Cam-
mlttee therefore reeommend that Wore selecting the location of a 
refinery or for allowing expansion, Govenunent should take into 
account fadon like the level of consumption, the need for reducing 
the disparities in the levels Of development between different 
regions,. the strain on the transportam. system. avoidallce of over-
crowdina' of particular areas etc. They hope that the location of 
the proposed rdnery In the North West region would be dedded 
in accordance with these com.iderathms. 

4.56. The Committee appreciate Government's decision not to 
permit expansion of the Bomhay refineries. In the opinion of the 
Committee aay further exp....... of thele nfiDeries is inter alia 
likely to result in: 

(I) oVer-CODC'8I1t1'ation In Bombay area, 

(ii) pattmg «J"C!8ter .train OIl the tnmaport system of the cOUD-· 
try in moville the products. 

(iii) repatriation of'tnore pl'O'ftts by these refineries in fweign 
exch.allae, 

(iv) import of more erade from their own !IOWaJL 

E. Imbaiaace betAeea pl'4Mfattiea aad delaand ..... Peboleum 
PMuets 

4.5'7. As ab'ea~ stated. the conswnption of petroleum produeb 
bas inere*sed from 2.9 miDion tonne! in 195b to 7:8 mDlion tonnes 
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'in 19"60 and tb 13 million tOm'les in 1966. This shows there WIliS a 
rapid increase in cdiiSUmptien of petroleum products not only in 
the first two Plan periods but in the Third'Plan period also. There 
was hoWever a corresponding growth in the refining capacity in the 
country which is stated to have been around 12 million tonnes in ,. 
1967, when all the eight refineries' were in operation. 

4.58. From the figures furnished by the Government it is observed 
that during the Third Plan period, while the country was exporting 
motor spirit, wax and naphtha, certain products like aviation gaso-
line, ATF, kerosene, and lubricants were being imported. This 
shows there was an imbalance between production and demand for 
petroleum products in the country. 

4.59. This imbalance between the produeti~n and demand for 
petroleum products is stP-ted to arise frorrttbe fact that the rate of 
growth in the demand for lig:lt distillates viz. motor spirit and 'naph-
tha is low as compared to the growth in demand for middle distil-
lates viz. H.S.D. and kerosene. 

4.60. As per a recent study by the I.I.P. the pat~rn of demand fOI 
petrolemn products in 1975 is going to be still different requirin~ 
major changes in the production pattern. It is expected that the 
demand for naphtha and to some extent that of diesel oil will in-
crease at a much faster rate than kerosene, faeI on etc. 

4.61. As regards produt pattern of the refineries the Committee 
have been informed that the product-mix of each of the refineries is 
determined by the type of crude used, the need for various products 
and the extent to wlliehprOducts reqUired could be produced for 
('onsumption within the economic area assigned tQ each refinery. The 
Government is stated to endeavour constantly to review the product 
pattern adopted and suggest to the refineries where that could be 
improved. 

4.62. During their tour of Eastern Zone in September, 1967 a 
Study Group ot the Committee have been informed that the Digboi 
refinery is producing an unusually large variety of petroleum pro-
duct~ totalling over 100 in numDer. . 

4.63. The Committee understand that the operatio!)' of a petroleum 
refinery to some extent is quite flexible and it may be possible for a 
refinery to operate the refinery in such a way 88 to meet the reqUire-
ments of difterent products as required b.l._ consumers. As a matter 
of fact the consumption pattern of various Petroleum products in 
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:any country has been changing and the refineries have been able to 
meet the changing requirements fairl~ satisfaCtorily . 

. 4.64.The CoJDJDittee are unhappy about the imbalance betw_ 
the production aJUl consumption of certain petroleum products iR 
tbe country, ueeeuitatiDc imports and exports of some prodUcts. 

4.65. Tbe Committee reaIi&e that the product pattern of a refineQ' 
i. larIely determined by the type of crude used. Even so there is 
_ope for ftexibility as is evident by the product pattern of Digboi 
refinery wbich uses the same crude as the Gauhati and Barauni 
refineries but produces a much wider range of products. They re-
.("ommend that a detailed review of the product pattern of all tbe 
reliJieries in the country may be carried out with a view to assessinc 
the possibility of reducing imbalance in demand and supply throng" 
alteration in the product pattern. The Committee would also lik. 
Government to undertake continuous planning to meet the cbang-
ing market requirements indigenously so as to reduce the imbalance 
to the minimum in the Fourth Plan period and to eliminate ih 
altogether soon thereafter. 

4.... The Committee are also unable to understand why the 
public sector reftneries at Gauhati and Banum produce fewer items 
compared to private sector refinery at Di,boi although all of them 
process the same crude. The Committee. therefore. stress the need 
to diversify the product pattern of the public sector refineries, which 
would not only Improve their product realisation but increase their 
refinery margin also. The Committee would also like the Govern-
ment to keep the flexibility of product pattern in view at the tim. 
of deslping of tbe refineries in future. 

F. Production of Kerosene 

4.67. The targets and achievements regarding production of bro-
!It'ne i'tl the public l'f'C'tor refineries have been as follow~: 

Year 

(in • 000 tonnes) 

Target Achieve-
ment -- .......... ---.- ... -- -_ ...... _-------------

1962-63 
1963-6.4 
14)64-65 
11)65-66 
1966-67 

49'6 
98'00 

108'0 

1 ... ·6 
IIIS'9 

47'2 
94'0' 

119'7 
]69-7 
663'1 
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•. 68. It will be seen from the above figures that the performance-
of the public sector refineries in the production of kerosene, parti-
cularly in the year 1966-67 has been much below the expectations. 
Asked about the reasons therefor, the -Committee have been informed 
during evidence that kerosene is one of the fractions obtained while 
refining the crude and that production of kerosene was linked with 
the throughout of crude. It is only marginally that one can increase 
or decrease its production. The shortfalls in 19fi6-67 were due to the 
reduction in the quantity of crude refined as the refineries did not 
operate at the targetted capacity. 

4.69. From subsequent written information furnished by the Gov-
ernment it is understood that another reason for shortfall in kero-
sene produtcion was a change in the product mix in Gujarat refinery 
whereby the output of high speed diesel oil was maximised and a 
certain quantity of aviation turbine fuel was produced to meet the 
demand for these products and that this had taken· place at the ex-
pense of kerosene production. The production of kerosene in 1967 
was 1.2 million tonnes in the public sector, .8 million tonne in the 
private sector and .5 million tonne had been imported thus making a 
total of 2.5 million tonnes. The -approximate cost of the import of 
kerosene is stated to be Rs. 8 crores per year. 

4.70. The representative of the Ministry of Petroleum and Chemi-
cals stated during evidence that as per latest estimates of the· Gov-
ernment the country is likely to be self-sufficittnt in kerosene by 
1970-71 provided the Haldia refinery is completed in time i.e. by 
1970. He added that about a 100,000 tonnes will have to b'e import-
ed in 1970 if this refinery was not completed as per schedule. 

4.71. As regards the possibility of completion of the Haldia re-
ruiery in time the Managing Director (Refineries Division), lO.C. 
sUited that LO.C. had just been entrusted with the work and it was 
difficult to predict at this· stage because of certain factors like soil 
con,ditions there, a,.;ai!ability of indigenous eqUipment and arrival 
of equipment from abroad. 

4.7Z. The Committee are CODStrained to observe that the country 
is still deficient in kerosene production and had to irnl,ort about 
,. per cent of its reqairemeats in 1167 at.a cost of about Rs. 8 ~rore~. 
'nle Committee DOte that G4wel"lllllellt a:peds .. the country to be 
seIf-sufIident in kero&eae by 1970.71 wilen H8ku!l refinery is 
scheduled to be commjssioned. ~ eo.nmittee would like to point 
oat that with rapidly rising population, inereasing rural incomes and 
aaaisation, the demand for kereseae· as .. iJJam;naDt and cook-
hit·fue1 is boaDd to ~c:reae.- It is, therefOre, eaential that effective, 
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steps are taJr.- f_ iB~ tile production of t~ fuel as early 
as possible. TIle CelDlnit~ strongly ~ that Government shoultJ 
take con.c:erie4 lDeasuna f ... timely completion of tJ:ae Baldia refinery. 
Simul.taneoual,. it • aeeasary to maximise the recovery of kerosene 
distillate fractions from crude oil beiD« processed ia other refineries 
to meet the growiBg demand of this ~t. The Committee re-
cOllUllend that Government should investigate the pos~i1ities o~ 
adieviag this objective by iatroduciog advanced. technological pro-
c ... ia tbe reIiDiDg of CJ1Ide oil ill the existing refineri~s. 

G. Production of Liquified Petroleum Gas (L.P.G.) 

4.73. Liquifted petroleum ga~ is gradually replacing kerosene as a 
domest;c fuel. It has a higher calorific value than kerosene, 1 tonne 
of LPG b~ing equal in thermal replacement value to about 1.07 tonnes 
of kerosene. It has been stated.· by Govenmient that by 1970 the 
Gujarat refinery" is expected to increase the production of LPG to 
about 21,000 tonneslyear. This should replace about 22,500 tonnes 
pt>r annum of kerosene as domestic fuel. 

4. 74. Asked why the Cochin refinery was not producing LPG, 
the Government have stated in a written reply th.at this was not in-
cluded in the original yield pattern of the company developed in 
1962. A project report for the production of LPG at CochiJl refinery 
has already been .prep&red and is under examination of the Board. 
(If Direteors in consultation with Indian Oil Corporation and Manag-
ing Director, Madras Reftneries Limited 

4.75. It is also seen that the Madras and Haldia refineries wm 
alsg ~ p!'04ucing LPG along with other products. 

4.'ffl. The Committee understand that sAol'tage of cylillders hu 
so far been a handicap in I.O.C's effo.rb to reach more and more 
homes in towns through their LPG named "INDANE' and that with 
thE' availability of additional eyliDders Ul. larp quan.~ties U1 the 
months to come they hope to eater to the I)8ed.s of a larger number 
of towns and ind~ ~. 

"11. The COIOIqittee are .... ,. to aete the ~ of 
JJiD~ ~to the. manet by LO:t. ftey .......... with .. ___ 
.... ~ of Mad"'", Jiahlia .eIBeries,·tM ...... ~u.. fIf LifI ..... 
~ Ga, (L,P.G.) wBJ he .de.taate ...... tile •• m.... fw 
dI~ pnd1Id ~ • ~.we ..... " 

4.71: WWJ. .....wac tIIat LI'G was aot ~ed in u.e ~ 
.............. ., tile 0wIQn ~ .... ~. ~ ~ 



to note that a project report for the production of ~ .t tIa.is 
nmnery is also under examiBation. by its Board of Directors. They 
hope tJaat an early decision will be taken in the matter and no 
time will be lost in starting its production. Government should also 
examiRe the feasibility of producing L.P.G. at Gauhati. 

4.79. The Committee would like to emphasise that the availability 
of LPG would minimise the use of kerosene and other fuels whicb 
are ill short sual-y in the country. They would urge that Govern-
ment should give inereasing importance to the production of LPG 
in the refineries and the development of other fuels like town gas 
whieh would relieve the pressure on kerosene. 

H. Production of ~bricating Oils 

4.80. The country's needs of lubricating oils were met in the 
First and Second Plans almost by imports except for a smal i prod1lc-
tion at the Digboi refinery of AO.C. In the Barauni refinery of 
Indian Oil Corporation, a provision was made to produce about 
45,000 tonnes of lubricating oils per year. From a consumption 
of 336,781 toMes in: 1962, the consumption of lubricating oils in 
19'1~71 is expected to increase to 8,00,000 tonnes. A number of llew 
~ are proposed to be set up in the country to take care of thi$ 

,demand SO that the country may be self-sufJicient in lubricating 
oils b.y 197.0-71. TlJe demand is expect;ed by the Government to be 
met from the following 8OW'~ 

Tonnes 

(.) Indian Oil Corp0f8tion Barauni refinery (presently Wl~ 
production) . 40,000 

(i.) Aspm Oil Co., Digboi (presently under production). 35,000 

(in) Lube India Ltd., Bombay (under construction) 1,50,000 

(ill) J.b.dras refinery (under construction) 2,00,000 

(v) Hqldia refinery (already approved) • 2,00,000 

("') Anoth'!r phnt ~:-:r at CoclJ,io or ~o¢ler sUe to t;>e ~h Q.SCJl 
(under ex .. iaa~) I,SO,OOO 

4;.81. ~ fol~~ 1jgures .bow the 9uantmes of lubricatin, 
Gila aloDg with 1 spective costs, imported year-wi8e during the 



Third Plan period: 

Year Quantity Value 

(in m.t.) (in 1akhs. of 
Rs.) 

300,768 1473'80 

2Z9,132 1146 '35 

353.285 1784'96 

363,257 1995'96 

269,088 1329'67 

TOTAL 15,15,53° 773°'74 

From the above figures it would: be observed that between 1961. 
and 1965 the crountry had been importing' these oils on an average: 
of 3 lakh tons per year coating about Ra. 15 crores per year. 

4.82. Asked what was the reason for not planning the produc-
~ of lubricating oil in the country till almost the end of the Third 
P1~ period especially when it was clear that rapid industrialisa-
tion of the country will increase its demand manifolds, the Govem-' 
ment fUrnished the following written reply: 

.' 

"The consumption of lubric3ting oils, during the Second Plan 
period was about 250,000 tons per lMDum. The private 
sector 011 companies owing refineries in India and process-
ing imported crude oil did· notevinQe much interest in 
establishing facilities for the manufacture of lubricating 
oils, partly because the cost of the facilities to be provi-
ded was not commensurate with the quantum of sales 
realisations. It was therefore decided. in August 1956 to 
invite offers for assistance in establishing a plant in public 
sector with a capacity of 100,000 tons per annum. While 
endeavours were being made to obtain these offers, pri-
marily to undertaking a teclmo-economie study. the out-
line of the Third Plan listed this as a category 'D' pr.ojlrl, 
and on this score, because of difficulties in finding foreign 
exchange money,thePJ'eP8l'8.tion of the project reP9rts 

,was not authorised untill Kay 1961. 'Ihereafter. one such 
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ofIer received against this enquiry from ESse, for a 
participatory project, was approved by Government in 
May 1963. 

.As the result of the study prepared by the working groups 
consisting of Indian Institute of Petroleum, Ministry of 
Petroleum and Chemicals, Indian Oil Corporation (Mar-
keting) and taking i'llto consideration previous studies 
made by companies like Badger of U.S.A. and EN! of Italy 
and the actual sales figures suppli~ by the various com-
panies importing lubricati'llg oils, the demand for 1970-
71 was estimated at 800,000 tonnes/year. But on the basis 
of consumption in the last 2 years and assuming that the 
industrial growth will catch up, it is now estimaied tha~ 
the demand in ]970-71 will be around 540,000 tonnes/year. 
and lube oil production capacities are being cstab1ish~d 
accordingly. The plants that will go into production by 
1971 are lube plant at Bombay, Madras refinery and Hal-
dia refi'n'ery with a total capacity of 550,000 tonnes/year. 
With the capacities available from Digboi and Rarauni: 
refineries, this will make the installed production capaci-
ty to about 650.000 tonnes/year. In order to meet any 
possible increase in demand, after 1971, a 150,OClO tonnes! 
year plant is being studied for establishment at Cochin, 
if otherwise found feasible. The three plants at Bombay 
Madras and Haldia are at different stages of rl;esign, ~. 
construction, and according to the present available infor-
mation, they all: will go into productiO'llby 1971, meeting 
the country's essential demand for lube oils at that time." '" 

4.83. It was admitted by the representative of. the Ministry of 
Petroleum and Chemicals during evidence that in the case of Gatt-
hain the first public sector refinery in the country, proouction of 
lubricating eils was not thought of. He however added that even if 
it is now thought of in retrospect, the output would have been very. 
very small because of the capacity of the refinery. 

4.M. The Committee regret to note that almost the entire demand 
fw lubrieatbag oils ill the country is beinc Inlet 50 far through 
imports and that it woald eoatinue to be 80 t.J n considerable 
erleu.«I tiD 1971. They consider it unfortunate that this items, 80 
IIIISEDtiaI for the wbeeIs of the industry, was lis!ed as a category 
c.D' project in the ontliRe of the Tbird Plan with the result that thft 
pnparatioD of tile project reports fer this itena was not authoriled. 
till May, 1161. 

. .. ~I 



58 

4.85. Since the setting up of lubricating oil plants in the eOUD-
try has beeo badly delayed and lubrieants eontinue to be import-
ed at an average cost of more than Rs. 15 c:rores per year, the 
Conumttee cannot too strongly streSs upon the Govemment the 
aeeesslty for eDSUri.ng that aU the proposed projects for the pro-
duetiOll of lubricating oils in the eountry are eompleted in time So 
that valuable foreign exchange, may DOt be spent on their imports 
after mi. 

'-88. The o-nmittee would further like the Government to 
keep the estimates denumd for lubrieaots UDder eoastant review 
and tab timely measures to Bet up additioaal capacity to meet the 
hacreuecl demand. 

0'7. The Committee would also sagge8t that the feasibility of 
redaeiq the DUmber of poades of IabrieaDts to the minimum 1IlII7 
_ eDlDiDed u that would help in redudnc cost and improviDc 
oIldeaq. 

I. Lube ladia Ltd., Bombay 

'.88. The Committee have been informed by the Government that 
originally when the project for a lube oil plant in Bombay was put 
up for the approval of the Cabinet in 1963. the total cost of the 
project was estimated at Rs. 5.89 crores (excluding working capi-
tal). When the agreement was concluded on 1~9-1965 between 
the Government of India and ESSO. the total fixed capital cost of 
the project was estimated at Rs. 7.16 crores (excluding working 
capital). This cost was subject to a subsequent detailed techno-
economic survey being carried out by ESSO under para 15 of the 
said Agreement. This was completed and report submitted in 
October 1965. when on the basis of a preliminarJ assessment of 
the increased rate of import duty, the fixed investment cost had 
increased from Rs. 7.16 crores to Rs. 7.50 crores (excluding work-
ing capital) . 

•. a9. The cost of the project is now provisionally estimated at 
Rs. 14.40 crores (19.2 million dollars). though IlD increase beyond 
this figure is not ruled out. since the project is bP.ing executed OIl 
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;a. reimbursible cost plus fee basis. The break-up of the same, 
including increase in cost by $4.22 million is given below: 

(amount in '000 $ equivalent) 

1. Estima'ed cap;tal cost as included in the L'Jbe Refinery Agree-
ment (Sept. 1965) (Rs. 7.16 crores). . . . . IS,OCO 

~I. Main varia+ions : 
(a) O.nissions in estimate at I now included: 

(i) Pre-start up interest . 1,045 

(,i) Construction services agreement expenditure 750 

{b) Changes found necessary on preparation of detailed 
design: increased expenditure mainly on vacuum pipe-
still, phenolfiner and hydro-refiner. . .. 4cO 

{c) Additional expenditure on account of sharing of facilities 
with ESSO refinery not considered possible now 245 

I(d) Increac;e \n expenditure on account of extension of work 
schedule and completion date (by rune month!;), partly 
oft"et by reduction of proVision for custOJTlB euty, (the 
rate being 27·5% as against 35% to 45% taken in the 
ori gina! estimates) . 150 

'(e) In-:re~e in rupee expenditure as a result of devaluation 
(8%) 700 

'(f) Pr,wis;on of additional un;ts not included in the original 
estimate: 

(i) Transcor:ner oil b.'!,e stock plant • 450 

(ii) AC:d treating urut for colour stability of the pro-
ducts ~.co 

'(g) Net p.ftect of other minor; ncreases and decreases (in-
cluding world market price variations) 80 

In Revised Est;mates (I) plus (II) 19,2;&0 
or Dollars 19' 2 milliOn 
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4.90. Asked if this was the last revision in the costs the repre-

sentative of the Ministry of Petroleum and Chemicals stated dur-
ing evidence that it was difficult for him to say wnat the ultimate-
cost would be but added that the Government were- doing their-
best to control the costs as much as possible. He could not gua-
rantee that the costs will remain at Rs. 14 crores and odd. Asked· 
if the revision had the approval of the Cabinet he stated that the 
revision had the approval of the Ministers of Financ~. and Petro-
leum and Chemicals. It was also stated that. t"ertain costs were 
estimated for certain equipments but at the time of actual bidding 
the costs were found to be higher. He admitted that it might 
be due to an error in estimating. Another reason lor increase in 
cost estimates was stated to be the interest charges on construc-
tion over a lo.nger period due to delay. He admitted that there 
was no provision in the agreement for fixing any liability for-
delay. 

4.91. The work at site is stated to have started and the expect-
ed date of completion of the project is October, 1969. 

'-92. The Committee are deeply concerned about the upward revi-
aioes in the cost estimates of the lube project which have gone up 
from 8&. 5.89 crores to as. 14.40 crores. What is more disturbing is 
that Govenunent are UDable to guarantee that there will not be any 
further upward re.uion of the cost eatimates. The Coaanittee regret 
that this matter involVing about Z50 per cent increase in the cost 
estimates of the project had not even been brought before the Cabi-
net for their appI'OV8l. 

4.93. The Committee note that a number of items were omitted to· 
be included ia the origiaal estimates. They l'eCOmmerui that a. 
thoroup eDquiry experts should be conducted into thtt ftl880DS for 
these omissioas 80 as to fix responsibillty therefor. The Committee· 
further recoJDmeIDd that such steep rises Ia the estimates should he 
lOt approved by the CabiDet. 

4.94. The CODUnIittee are also unhappy to Dote that whUe more-
than a milliaa dollars are to be paid by way .f interest charges for 
the pre-start up period, the ~ does DOt prn~'iclr for any 
Uability for the clelay - the part of the parties concerned. In this 
eoftnectiOD they note that there has beeIl furthet' iDCTe8se in expea-
dlture OIl aedOUllt of the exteasion of work schedule and date or 
completion (by aiDe IDCIIlths). 

4.95. The Committee caDDOt but COIlclude that due care in draw-
lac up the qreemeat to safecuard the iIatereata of the eoaatry whidlt 
ftUld have beea taka. was Dot takea. 
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J. Reclamation of uSed lubricating oils 

4.96. The objective of any reclamation process is to restore the 
.contaminated\used oil sufficiently to perform its original functions 
satisfactorily. The ideal process, known as refining, makes use of 

-a combination of equipment in an attempt to restore lubricating 
oils to a new conditions. The other extreme is the process, ~nown 
as oil reconditioning, which is followed by industrial units when 
any considerable volume of oils is involved and positive circulation 
to the machine parts is required. The reclamation of lubricating 
oil is, therefore, ~ common practice, the extent of which depends on 
the economics of the process employed. 

4.97. The Committee have been informed that the subject at 
reclamation of used lubricating oils was referred by the Govern-
ment to the Indian Institute of Petroleum, Dehradun for study and 
recommendation. In 1I.P., laboratory studies and pilot plants 

,study for reclaimJng motor oils have been carried out successfully. 
A pilot plant of 200 tonnes per annum capacity has been designed, 
fabricated indigenously and is in operation since 19M. Research 
-designs and standards organisations, Ministry of Railways have 
also developed methods for reclamation of used oil. Similarly De-
'fence Research Laboratory (Materials) at Kanpur, have designed 
:and. installed a pilot plant for reclaiming used lubricating oil. Its 
capacity ofreftniDg is only 45 kl. per year. It is still in the experi-
mental stage and the actual retlning process has ~ been. started. 

"The process has been. forwanied to National Resean:h Development 
<CorpOration, New ,Delhi, who are negotiating for licensing the pr0ee8s 
"to suitable firms. 

4.98. Two private parties have been permitted to set up reclama-
tion units with the know-how developed by I.I.P. They are stin 
in correspondence with I.I.P. Several private entrepreneurs have 
approached U.P., Defence Research Laboratory, Kanpur and also 
. Railways either for technical assistance or for setting up oil re-
clamation plants for reclaiming the oil available with Railways 

.and Defence. 

4.99. According to the Government there are some practical 
difticu1ties in exploitation of re-refining process of used oils pn a 
wide scale. To establish an economical re-refining unit a large 
quantity of feedstoc'k of used oils has to be co1lected on a regular 
basis. This large quantity of used oils would have to be collected 
from numerous users 'involving a large area. The collection of a 
'large quanti!y would not be economical due to double freight 
.charges. Anothet- Wiftlc:ulty is that various grades of different kinds 
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of lubricating oils are being indiscriminately mixed. together. Un-
\eBs the used oils of different specifications are kept separately, no< 
guarantee can be given in respect of quality of the re-refined 
products. 

4.100. The process of deconditioning of oils which is rather a simple-
process like filteration, etc. is stated to be already followed as a 
normal practice by the users themselves. Government have also 
stated that the I.I.P. is making every effort to develop and popularise-
the process of re-refining of used oil as far as possible. 

4.101. The Committee are happy to note that the Indian Institute-
of Petroleum, Research Design. and Standards Organisation, 
Ministry of Railway. and Defence Research Laboratory (l\Iaterials), 
Kanpur have successfully evolved methods for l1"Clamation or 
ued lubricating oil&. Since lubricating oils are a deficit item in 
the country being imported at an average cost of Rs. 15 crores per 
year, the Committee strongly urge that the Government should ex-
pedite commercial exploitation of the process evolved by the above 
research organisations so that at least a part of the demaud for 
lubricating oils is m,et from the used lubricating oils reclaimed in 
tbe country. While the Committee agree that Cf)st of collection 
of used lubri.catiDg oils from over a large area tends to make the 
process UD8Conomical, they feel that it would not be uneconomical 
to establish such plants near the major industrial complexes in 
the country. Apart from saving in freight charges such a step will 
lead to ready availabiUty of the lubricants SO essential for the iDdu .. 
trial machinery. 



\- V 
PRICING OF CRUDE AND PETROLEUM PRODUCTS 

A. Prieing of Cnule 

(i) Imported Crude 

5.1. As already stated, out of the 8 refineries operating in the 
country, 4 refineries viz., Burmah Shell, ESSO, Caltex and Cochin 
refinery are based on imported crude. The other 4 viz., G:lUhati, 
Barauni, Koyali and Digboi process indigenous crude only. The 
price of crude oil is a major element in the products costs. The 
price of the indigenous crude is also linket! to the price of imported 
crudes and hence the price of the imported crud'e is very important. 

5.2. It has been stated that in the agreements made by the oil \' 
companies with the Government of India in the years 1951 and 1953, \ 

I 
under which the three coastal refineries have been established by ! 
Bunnah Shell, ESSO and Caltex, the oil companies have been given i 
the freedom to make arrangements for importing crude oil from) 
source of supply of their oW'n selection, subject to the obligation to 
use, under certain conditions, crude oil produced in India. 

5.3. These Refinery Agreements contain the assurance that for 
importation of crude oil, foreign exchange will be provided as re-
quired. In addition, th'e Refinery Agreements also contain further 
assurance to the effect that no import duty will be imposed on crude 
oil imported for the refinery unless and until this is required for the 
purpose of protection to indigenoUs crude oil. Assurance is also 
given for regulation of the inward and outward wharfage rates on 
crude oil and products. Extracts of the relevant clauses of the Refi-
nery Agreements of the three companies regarding the import of 
crude oil are given at Appendix II. 

5.4. It will be seen that while in the Agreements for ESSO and 
Caltex refineries, it is mentioned that the purchase will be maue 
at world market prices prevaling at the time and place of shipment, 
there is no similar provision in the Burmah Shell agreement. In 
the case of Cochin refinery in the public sector, ,the agreement with 
the Phillips Petroleum Company provides the!t for a period of 15 
years Phillips will; as Agent of the Refinery Company, make arran-
gements for the purchase of imported crude oil on the best terms 
possible. 

63 
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5.5. The price of imported crude is not fixed by Government. 
Crude oil is imported by those companies on the basis oi posted 
prices of crude oils in Middle East. Discounts on purchases for India 
was allowed for the first time in June 1960. Since then some further 
reduction in the C & F cost of imported crude are stated to have been 
secured. The following statements show· the break up of the landed 
costs of oil imported by the coastal refineries during September, 
1967; 
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It WiD: be seen that the landed cost of imported crude per tonn~ 
varies from Rs. 93.57 in the case of Cochin refinery to Rs. 109.702 
in the case of Caltex refinery. 

5.6. The difference in the net C.I.F. prices of various crudes im-
ported by the coastal refineries are stated to be due to the following 
reasons: 

(i) F.O.B. posted prices are quoted in U.S. dollars and cents 
per barrel and are variable for different crudes of vary-
ing A.P.I. gravities; 

(ii) When barrels are converted to metric tonnes, then· is 
bound t~ be differenCe in the conversion factor used for 
each type of crude on the basis of A.P.I. Gravity of each 
crude; 

(iii) When conversion is made from dollars to Indian currency, 
the Exchange Bank rate prevailing on the date on which 
a particular transaction is made is taken into account ond 
results in some difference. 

(iv) Freight charges are variable according to the type of tan-
ker and distance covered.. 

5.7. It was stated during evidence that the cost of crude to Co~hin· 
refinery was cheaper on account of the fa:ct thllt they had made a 
tanker contract for transportation of crude at a more favourable rate 
and that there was a difference in the wharfage charges also as 
between Bombay and Cochin. Asked why the other compa'1lies 
should be allowed to make their own tanker arrangements for trans-
portation of crud:e when such charges were higher, the Secretan 
of the Ministry of Petroleum and Chemicals stated that an additions, 
Indian fleet was in the process of being developed and the Govern-
ment would be pressing the oil companies to use the Indian tankers 
for all their traffic. The matter was stated to be nnder discussiQn 
with the Transport Ministry. He also stated during 'evideonce:-

"The prices vary for different crudes because of difference in 
qualities; they are not of the same type. Each has a re-, J 
cognised posted price. Each is available to India at Bf( 
certain discount. That is the result of our best efforts td 
reduce prices from tjme to time. In 1000 we were getting 
no discount. Aghajari and the Light Iranian crude were 
being sold at a dollar and 78 cents in 1960 and to-day at 
a dollar and 40 cent&. Over this period we have been able 
to reduce these prices. Import parity works on the prin-
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ciple of what is being paid today, what is being paid for 
compara,ble qualities. We are all the time trying to reduce 
the cost of imported crude oil 'That is one of our principal 
endeavours." 

5.S. In this connection it may be stated that the Working Group 
-on Oil Prices suggested that imports of crude oil should be made at 
least at the following discounts off f.o.b. posted rates: 

Light Crude ,.g. . 
Light Iranian Aramico . 
Lighter Crudes ,.g. Qatar 

Medium crudes, ,.g. Kuwait, Khursaoi-
yah 

Heavy crudes, ,.g. SaC,niya 

Cents per barrel 

Effective Current Minimum 
date rate of rate 

discoWlt recom-
mended 
by the 

Working 
Group 

• 1-7-65 30 } 40 · 1-2-65 23 

. 1/62 21 45 

· 6/60 3 30 

6160 16 21 

5.9. The current rates of discount on imported crude oil (effective 
1st January, 1966) were however stated to be as folJows:-

Type of crude imported 

Light Crudes ,.g. Light Iranian 

Medium Crudes: 
Kuwait 
Khursania . 

• 

Current rates of 
discount 

(cents per barrel) 

38 

25 
21 

5.10. Regarding the discoU'4ts recommended by the WorkiDg 
. Group on on Prices, the representative of the MinistI'y stated that 
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-they did not know if the Working Group had based those figures on 
-any definite evidence. 

5.11. The Working Group on Oil Prices also made the following 
-observations in their report submitted in 1965: 

"The prices of different crudes are "posted" or published by 
the international oil companies at the oil ports, but a 
"temporary" discount or "indulgence" (as one oil com-
pany would prefer to call it) is allowed under the counter 
and the net f.o.b. is thus determined. The discount is not 
published. It is diftlcult for a outsider to judge whether 
the prices paid in particular cases are fully competitive 
in relation to the market conditions. Crude oil has been a 
buyer's market for a long time and 1964 has done nothing 
to reduce the pressure of supplies. (Petroleum Press Ser-
vice December 1964). But the posted. prices have not been 
changed since October, 1960. One reason for this may be 
that the Government of the producing countries do not 
like any change to be made in the posted prices as their 
share of the oil profits is calculated on such prices. Dis-
counts on the posted prices have steadily increased with 
the result th:at the published prices have tended to be-
come 1tlU"ealisttc." 

04'Unlike countries of Western Europe and some of the count-
ries of Asia, the foreign owned refineries in India are 
free from internal competition. There are no independent 
refineries in India to compete. The public sector refineries 
with their total output in 1964 of O' 90 million tonnes only 
have not yet attained adequate stability of operation and 
.also suffer from other handicaps and ofter no real compe-
tition. Indigenous crude cannot replace the crude import-
ed by them except to a vary limited extent. In such a posi·. 
tion it is not surprising that the oil companies have had' 
little urge to obtain better discounts on crude supplies in 
a falling market. The discounts hitherto obtained have 
gradually resulted from forces other than I!ommercinl 
competition, such as pressure exerted by Go,·~rnment 

from time to time". 

5.lZ. The Committee are eontemed to note that though the pri-
-vate sector refineries had started protessing of imported cnv)c from 
1.154 onwards, no discounts on aexount of purchase of imported crude 
'Were alloWed by thein; till Jane, 1160. Atcording to the 
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agreements with these refineries the purchases of the crude are 
to be made by them at world market prices fer wIUdt foreign ex .. 
change is made available by Government. It was, therefore, the 
duty of the Ministry to ensure that the prices charged by these re--
fineries for the import of crude were the real market prices. As 
the giving of discounts is a IIIOrmal practice in the oil market, it is 
lQIfortanate that the Ministry did not keep itself posted with the 
latest price trends in the world oil market and did not press the 
refineries to allow the available d~ounts resulting in avoidable 
outgo of scarce foreign exchange. The Committee are unable to 
understand why even now, the rates of diseou:nt allOWed by the 
coastal refineries are less than the minimum discounts recommended 
by the Working Group on Oil Prices. It appears that Government 
are still unaware of the latest price treDCIs ill world oil markets and 
rates of diScounts available. As the number of refineries based on 
imported crude is increasing and there are no immed1ate prospects of 
meeting the requirements of the refineries from indigenous crude, 
tlae Committee recommend that Government should take immediate 
measures to collect uptodate information on the trend of oil prices 
in tlae world market i~lud.in, the discounts available frpm time to 
time and insist on the oil refineries to nllow maximum discounts sO 
as to reduce priees. In case the refineries are unwilling to do so, Gov-
emment should not hesitate to make arrange1llents to procure their 
requirements of crude from the cheapeSt available source. Since the 
Indian Oil Corporatioa has already gained eXl'erience in impomng 
petroleum products, it should not be diflicult for them to arrange for 
the import of crude for the mastal refineries aad to keep themselves 
)MHIted with the latest price trends in world -..met. Considering the 
~ imports of crude oil whieh are estimated at about Rs. UO· 
crores per annum by 19'10· 'l1, it is necessary to 5eC1a'e the maximum 
price advaatage in the import of crude oil as the price reduetion 
of a few cents per barrel would result in saviDg eGDSidenble foreigD 
exchange. 

5.13. The Committee further note that 0Ile of the retlsons for tile-
eheapaess of the crude bnportecl by the Coehin re8nery is that they 
have made a tanker contract for ~ of erade at mol'e' 
favourable rates. There is a diftelelKe of over as. 5 per toa in the 
fnicht paid by CoehiD re6aeries which is Bs. U.t! compared to 
... "'1.6 by Burmah Shell and about Rs. 17 per ton by the ESSO reI-
aenes. Calealatiq Oft the average savinc of Be. 5 per ton OD. 

freltht. the aanual -vine oa the impari of over' miIUoa t.aes 
of erade by Ute Bembay f'flIaeries woaJd amoaat to ahoat Bs. a 



crores in foreign exmauge. The Committee see DO reason why the 
Bombay refineries C8DD.ot be asked. to make similar, arrangements 
fo~ the transport of their crude as have been made by the Cochin 
refineries. 

5.14. The Committee cannot over-emphasise the need of briDg-
ing down the prices of the imported. crude as these have a very im~ 
portant elect on the price of petroleum product&.c The Committee 
therefore recommend that immediate action should be taken by 
Government to secure the maximum discounts on imported crude 
and cheapest tanker freight rates. 

(ii) Pricing of Indigenous Cmde 

5.15. The price of indigenous crude is based on parity with the 
equivalent quality Middle-East crude. Under the pricing arrange-
ment enforced from 1st February 1966, indigenous crude was priced 
at the import parity taking into account the full posted prices (with-
out discounts) of analogus crude in the Middle East. This was 
done in order to obtain a fair price for indigenous crude. From 
6th June, 1966 the Governme'1lt however reverted. to the earlier 
method of parity with discounted prices because devaluation had the 
effect of increasing the parity priO'e in rupees substantially. A model' 
calculation of Ankelshwar crude furnished by the Government is 
reproduced below: 

Model calculation 
Price of Ankleshwar 
Crude-API 49 
price as on '1-4-1967 

Iranian Light 
Ex-Bandar Mashur 

Posted F.O.B. 3~34'9° API perbarre1(34'9726 
IG) ....... $1'78 

DiscoWlt per barrel 

Escalation per barrel (13 X 2) _ 

Conversion Factors 

Exchange rate 

'". 22Q09IG= I Litre 
1249 Litre=1 MT 
·7' 929 Brls= I MT 

I$=Rs.7·SO 
I£=Rs. 21-00 

- ·Conversion factor applicable for crude of 470 API gravity. 
380a Aii LS--6 



Model calculation Price of Ank1eshwar crude-API49 
Price as on 1-4-1967 

Posted F.O.B. 
Discount 

Escalation 

Ocean freight US. 9. 6. D 
(ex-Bandar Mashar) 
Insurance (0'1018% on A) 

Ocean Loss (0'60% on B) 

Import Wharl'age 
Other receiving charps (8. per Burmah-SheU infor-

mation) 

LANOBOCOST 

Tra:1i.n Light Ex 
Balldar Mashur 

Rs. 105 '.8522 
Rs. (22' 5977) 

83'2545 
RS.IS·4612 

RS·98·7I S7 

Rs. 12'3900 
A. Rs. 111.1057 
o· 1131 

B. III '2188 
0-6673 

119'4614 

5.16. It will be noted from the above calculations that while pri-
clng crude at the imported parity with discount various elements like 
ocean freight, insurance, ocean loss, import charges etc. have been 
added. Asked if the inclusion of these elements did not boost the 
price of indigenous crude the Secretary of the Ministry stated during 
evidence: 

"We do wish the indigenous crude to have a proper value. I 
thi'nk. there are two factors operating here. We have a 
lot of crude imported. This is priced on the import parity 
basis. So long as this situation has to CO'lltinue, that is to 
say. the crude has to be imported in a substantial way. 
the prices have to be fixed on he basis of import parity. 
I think it is only right and proper that indigenous Cnlde 
should also be based on parity with the imported crude 
We have to see the economics of production here and in 
foreigft countries. 1 think there is every justification f", 
pricing indigenous crude higher because the factors of 
production cost here, the circumstances in which we pro-
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duce the crude, the small per well out put per day point 
out to the necessity of higher price. As a matter of fact, 
in February, 1966 when prices abroad were coming down, 
the Government even took resort to the levying of a; 
protective duty so as to give indigenous crude a reason-
able measure of protec1lion against imports at a time of 
falling prices. This prO'tective duty was taken of! after 
devaluation which provided a c'ertain measure of protec-
tion. In OUr judgment the establishment of the parity 
prinCiple is essential so long as we continue to have 
imported crude." 

5.17. Asked why the prices of indigenous crude should not be 
'fixed on parity with the import price with discount and without 
°inclusion of all the other elements he stated, 

"For example, A:illc:elshwar· crude is delivered at Koyali re-
finery at the delivered price, including the element of 
transportation, including sales tax a'adsuch other levies 
which are locally paya:ble. And our, endeavour is that 
Koyali refinery should get this at t'be parity price. And 
thus the Oil and Natural Gas Commission pays the tra~ 
portation cost from Ankleshwar to Koyali. It pays the 
sales tax. On imported crude there is no sales tax. This 
is the basis." 

5.18. Regarding the cost of production of indigenous crude by 
-()NGC and Oil India-the two organisations engaged in the explo-
ration and production of crude in the country, the Committee have 
been informed that the provisional cost of crude oil up to the year 
1983 produced by Oil India Limited consisting of seven elements 
·W. 

1. Drilling Expenditure; 
2. Production Expenditure; 
3. Amortisation of exploration expenditure aM development 

drilling expenditure incurred in earlier years; 
4. Interest; 
5. Miscellaneous expenses; 
6. Depreciation I Development Rebate; 
7. Royalty. 

;based on certain ass11lnptions e.g. secondary recovery schemesl in-
1iller drilling etc. comes to about RB. 40 per tonne. 

, , 
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5.19. The cost of Ankelshwar crude oil comprising 9 elements viz: 

1. Operational cost of production; 
2. Royalty; 
3. Depletion of the field; 
4. Field exploration expenses; 
5. Amortisation of the expenditure on exploration· in other-

areas, 
6. Cost of transportation to the point of delivery; 
7. Sales Tax; 

8. Handling charges; and 
9. Octroi duty. 

came to RB. 57.15 per tonne in 1967. 

5.20. Since the cOBt of production of crude by Oil India Ltd.. 
i.e. Rs. 40 per tonne was worked out on a discounted basis over a 
period of 15 years the Government were asked to furnish the annual 
production COlt of Oil India Ltd. as has been done by O.N.G.C. The-
figures indicating the annual cost per ton by Oil India sinee 1959-
as furnished by the Government are given be1~ 

Year 

1959 

1960 

1961 

Cost per tonne 

Rs. 

64·6:1 

67"7:1 

1$7'64 

99'43 

80'91 

59'64 

49'78 

44'48 

5.21. It has been stated by Government that the costs of proc1uco-
tion of Oil «Ad Natural Gas Commission compare very favourably 
with that of Oil India Ltd. 
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5.2a. ExpJaining the oosts structure of crude produced by Oil 
India Ltd. and Oil & Natural Gas Commission, the Secretary of the 
Ministry state during evidence: 

"The O.N.G.C. have been followed the practice of coming up 
with proforma cost of production for each year. OU 
India, on the other hand, have been trying to work out the 
cost per ton of oil on a discounted basis over a 15 year 
period. Oil India's costs have been generally worked out 
on the basis of the total life of the oil field. On that basis, 
for example, for 15 year period in Naharkatiya and Moran 
in these years the Oil India have come up with a figure of 
about Rs. 40/- per tonne as cost of production. So, the 
comparisons will not be very helpful. In one case it is 
an average cost of produCtion over the life of the field-say 
15 year period, in the other caSf' these are costs for every 
year." 

5.23. It will be noticed from paras 5.18 and 5.19 that in working 
()ut the cost of crude in the case of Oil India Ltd. only seven el~ 
menta of cost have been take4 into account, while in working out the 
eost of Ankleshwar crude, nine elements have bee'4 taken into ac-
eount. Asked what were the difficulties in working out the cost in 
both these cases on the basis of similar cost elements so as to com-
pare the performanC'e and efficiency of each organisation, the Gov-
er4ment have stated that "The question of having a uniform proce-
dure for collection, analysis and compilation of costs for both Oil 
India and Oil and Natural Gas Commission is being examined. As 
the aecounting procedure of these two organisatio'4S are sIight1y 
different, a strict comparison is not possible at present." 

5.U. The Committee agree that in pricing the indil'enous crude 
a measure of protection is desirable. At the same time, jt is neces-
sary that the O.N .G.C. and Oil India should work efficiently and 
economically so as to keep down the cost of production of indige-
nous crude to the maximum extent pOSSible. The Committee note 
that at Pl'esent the indigenous crude is priced at import parity 
which includes ocean freight, insurance, ocean losses, wharfage and 
landing charges. Besides, devaluation has resulted in further in-
ueasing the price of im,Ported crude by over 58 per cent. It is 
therefore a matter for consideration .what should be the extent of 
protection which should be given to the indigenouoj crude, with 
particular refereaee to the conditiODS prevailing for the exploration 
and exploitation of oil in the country aad the need for eftlciency 
and economy in the working of the O.N.G.C. and Oil India. The 
Committee therefore reeommend that the Government should re-
examiDe the question of linking the price of indigenous crudes with 
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that of the equivalent quality of imported ernde. Forthis'purpos. 
a committee consisting of experts in petroleum technology, cOStinc" 
and fulanclal matters should be appointed to review the whole-
basis of pricing of indigenous crude--i.e. whether it should be im-
port parity or cost plus basis or any other suitable basis. In parti-
cular, the question of inclusion of cost elements like ocean freight, 
ocean loss, insurance, wharfage, etc. which are merely notional for 
the purpose of computing import parity pric.~, shouhl be fully 
examined. 

5.25. The Committee are surprised that no UDiform procedure 
is followed by the O.N.G.C. and Oil India in calculating their pro-
duction costs. They regret that Government who are also 50 per cent 
partner in the Oil India Ltd. had not looked to the aspect of laying 
down a common costing pattern for both the organisations which 
would have facilitated comparison of their respective performances.. 
The Committee however note that the matter is now under exami-
Dation of the Government. The Committee recommend that a 
UDiform proeedure for collection, analysis and compilation of costs 
by both thelle organisations should be laid dowa without further 
delay. 

B. Pricing of Petroleum Products 

(i) General Background 

5.26. The oil companies were, in the past, fixing the prices of" 
petroleum products after consultation with the Government. With 
effect from 1st April, 1960, the basic selling prices of all the major-
petroleum products, except Bitumen and Lubricants, marketed in 
India were governed by an agreement known as Valued Stock 
Account (V.S.A.) procedure, entered into by Burmah Shell with-
the Government. According to the V.S.A. formula, the prices for 
all bulk refined petroleum products, were determined by adding 
(0 f.o.b. Ras Tanura (formerly U.S. Gulf) price on date of loading; 
(ii) ocean freight from Ras Tanura to Indian port, or ports, of des-
patch irrespective of actual source of supply; (iii) M.arin~ and War 
Risk Insurance on insurable value; (iv) Ocean loss; (v) Remune-
ration at 10 per cent on c.il. plus charges post c.i.f. (excluding 
duty. rent and hire on facilities, rail freight and. sales tax); (vi) 
import duty; (vii) interest a'Ad Del Credere on duty at 2! per-
cent and (viii) charges from c.il. to ex-inStallation/local pump_ 
The V.SA Agreement was subject to termi'Aation at a month's notice-
on either side and related to Government purchases only; but 
Burmah Shell charged the other CODSUmeI'S the same price .. 
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applicable under the said Agreement (except certain extra conces-
sions to Government on bulk purchases). The other oil convpanies 
had not such formal agreement with Government but continued to 
charge the same prices as Burmah Shell. 

5.27 ~ The V.S.A. Agreement did not provide for audit by Gov-
ernment of the V.S.A. The Government were unable to judge the 
propriety or otherwise of the quantum ,of the various post c.i.f. 
charges included in V.S.A. on account of the absence of material 
for this purpose. 

5.28. In August, 1957. the Government decided that the then 
existing pricing procedure, including the V.S.A. Agreement, should 
be revised and replaced by a new Agreement. It was also decided 
that the broad basis for pricing should be actual (and not assum-
ed) cost plus reasonable profit. Neg~tiations were actually pur-
sued with Burmah Shell (which was tl).e price leader for petroleum 
products as well as the contracting party under V.S.A. Agreement) 
and also with the other oil companies. In May, 1958, after protract-
ed diSClOssions, the Valued Stock Account Procedure, which gov-
erned the basic selling prices of principal petroleum products, was 
terminated by mutual consent of parties. The ad hoc reductions in 
prices were mJ>Pped up by Government through 'the imposition of 
additional (non-recoverable) excise and customs duties payable by 
the companies with effect from 20th May, 1958. The selling prices 
chargeable to the consumers remained unchanged. 

5.29. The Chief Cost Accounts Officer of the Government of 
India was deputed to conduct the necessary examination and he 
made his detailed proposals on the new price formula based on the 
principle of import parity in tenns of assurances in the Refinery 
Agreements concluded with Burmah Shell, Esso and Caltex from 
1951 to 1953. He submitted his report on 28-3-1959 regarding bulk 
refined products only as no details could be had from the oil com-
panies regarding lubrica'1lts, greases and specialities. The oil com-
panies did not agree to the price reductions re-.!ommended in the 
report but after protracted negotiations agreed in October, 1959 to 
an ad hoc agreement which provided for further reductions, which 
were again mopped up by levy of additional (non-recoverable) 
duties. This arrangement covered the period 1-4-1959 to 30-9-1961. 

5.30. In the meantime, Government had set up on 2-8-1960, the 
Oil Price Enquiry Committee to examine the principles and elements 
according to which the selling prices of various petroleum products 
should be deteI1Di'lled in the future. In determining the basic ceiling 
8elling prices, this Committee provided for 12 per C'ent return 0'4 



80 

capital employed Ciompriaing net fixed assets plus CUIlTeIlt asaeta 
minus current liabilities. This Committee also recommended deter-
mination of prices on the principle of 'import parity' with certain 
discounts on f.o.b. cost of products in Abadan, on the basis of the 
information available to it. This Committee also recommended for 
the first time 'block control' on marketing charges and profit by fix-
ing ceiling limits for all products classified as lubricant greases and 
specialities. The 'oil companies were permitted to frame the prices 
of the individual products coming under these groups in such a man-
ner that during a financial period, the recovery towards marketing 
charges and profit margin per unit quantity for each of these groups 
did not exceed· ceilings laid down. The companies were permitted to 
recover cost of marketing charges and the packaging and filling-in 
charges on actual rates. 

5.31. The recommendations of this Committee were applied from 
1.10.1961 and remained in force upto 31.1.1966. 

5.32. In the meantime, Government had set up on 12.5.1964, the 
Working Group on Oil Prices which submitted its .report in August, 
1965. It has been implemented from 1.2.1966 with the modifications 
let out in the Government of India Resolution No. 101 (26) 165-ppn 
of 1st February, 1966 (Appendix III) which provides for the follow-
ing variations from the report of the Working Group: 

(a) A protective import duty of 20 per cent ad valorem was 
imposed dll crude oil. 

(b) The price of indigenous crude was increased to the extent 
of the discounts available to the refineries on imported 
crudes of equivalent quality. 

(c) Ex-ref\enry prices of bulk refined products have been' 
flxed at higher levels on the basis of import parity stnrt-
ing with full f.o.b.'s posting (i.e. without discounts 35 in 
the past since 1961). 

The decision at (c) was taken to compensate to the extent neces-
sary for the eftect of the decisions at (a) and (b) on the economics 
of the refineries. The protective import duty on crude was abolished 
from the date of devaluation i.e. 6th June, 1966. 

5.33. Consequent on devaluation, c.i.f. cost of imported crude and 
also of imported chemicals and equipment etc. from which petroleum 
products are processed increased by 58.81 per cent. 'ntere was also 
corresponding inerease in the price of indigenous erude which Is 
currenUy determined on 'import parity'. The ex-refinery price of 
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'the products also mcreased by 58.81 per cent. But certain additional 
non-recoverable duties were levied. In order to keep the consumer 
prices of products unaffected suitable adjustments in the rates of 
basic duties were also made. As a result of this arrangement, the 
mcrease in the cost of crude to the refineries has been reimbursed 
to the companies by the Central Government by appropriate adjust .. 
ment of the duty rates and the selling prices of the products to the 
-consumers have not been enhanced. 

5.34. Thus, there has been no rise in the basic ceiling selling pri. 
~ of these products consequent on devaluation except to the extent 
of variation in port dues which has recently taken place in some 
-cases. 

5.35. In addition to the above mentioned major products, lubrl-
-eating oils and greases (which are also petrO'leum based) are in 
-common use. The products are either imported. in the finished state 
or processed indigenously from imported base oUs. To enable the 
oil companies to recover the additional cost of imported material 
after devaluation, increase in the selling prices of these produ~ts haa 
been allowed from 1-7-1965 by 18 paise/litre for high grade lubri-
cants md greases and 11 paise/litre for other lubricants and greaseg. 
This increase in the selling prices of these products is intended to re-
imburse the companies the increase in the costs of imported material. 
Necessary steps have been taken by the oil companies to advertise 
-their selling prices (including the authorised increases) in the news-
papers, to post them at the retail outlets for general information and 
to ensure that the selling prices throughout the country by their 
agents/dealers are not increased by more than the aforesaid amount. 

The State Governments and Union Territory administrations have 
also been advised to watch that selling prices are not increased be-
yond the authorised limi1s. 

5.36. However, the following increases in the sellipg prices of the 
following special petroleum products used by industr~al Cdnsumers 
have been allowed w.e.f. 3-3-1967: 

(i) Jute Batching oil, 
Mineral Turpentine, Solvents, 
S.B.P. Spirits, Hexanes. 

(ti) Refinery GM 

(iii) Naphtha 

Rs. 35:00 
per selling 

unit (KL/MT) 

Rs. 20.00 
per MT. 

RI. 20:00 
per MT. 
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5.37. The selling prices of these products had remained. unaltered 
sirree devaluation despite pressure from the companies and the 
above increases have been allowed on a temporary basis, subject 
to review. 

5.38. Further, the rates of additional (non-recoverable duties have-
been reduced from 27-3-1967. with a view to reimbursing the oil 
companies a part of the loss resulting from the lower marketing 
charges and profit, allowed by the Working Group on Oil Prices 
which assumed a higher volume of trade for these companies which 
eventually did not materialise. 

5.39. Selling prices of bulk refined petroleum products (except 
kerosene, ATF whose prices are S'tatutorily controlled) and Bitumen 
are on1y informally controlled by agreement with the oil companies. 
This arrangement is stated to have worked satisfactorily ~d there 
has been no rise in the selling prices of these products of a specula... 
tive nature except for occasional reports of increases in prices at 
i~olated points due to local scarcities. In respect of kerosene, how-
ever, statutory control has been applied. on the selling prices at all 
ltages in terms of the Essential Commodities Act 1965 (10 of 1955). 

(U) Basis for pricing of Petroleum. Producta 

15.40 The prices of the major petroleum products imported from the 
Middle East have been taken as the basis for fixing prices lor com-
parable indigenous petroleum products. The refining C<.'mpanies: 
have accordingly been permitted to establish the prices of their 
various products ex-their refineries, from time to time at any level 
not higher than the landed costs of comparable products on import 
from the Middle East market. Thus import parity is the basis for 
pricing the products. 

5.41. The F.O.B. prices of the various petroleum products are 
posted by the major oil companies of di1ferent ports- of loading 1n 
the Middle East. These product postings are the starting point in the 
build-up of import parity prices in India. The import parity prices 
(\f the products are thus determined. by adding together, the lowest 
F.O.B. quotatians ex-Abadan (as on 18-5-1965) and now ex-Bandar-
Mah-Shahr (as on 25-7-1967), the ocean freight and Marine Insu-
rance, with an allowance for ocean loss, and then by adding to the 
C.I.F. price, port and other lanaing charges and the import duty. 
The import parity prices differ from port to port, depending on the 
freight and the lading charges. The installation, administration 
and distrlbution charges and the profits--elements of :narketing-are 
then added to the landed. cost to get the basic c:eiling seDing prtea 
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of various petroleum products ex~ompanies' storage points at 
various ports. 

5.42. For detennining the prices at u~ountry points, rail freight 
by the most economical route sales tax and other local levies appli-
cable at the place of sale, if any, are allowed to be . added to the 
basic ceiling selling prices. 

~.43. Under the pricing arrangement implemented from 1-2-1966, 
the landed cost of bulk refined petroleum products for the purposes 
of internal pricing has been determined with F.O.B. at Abadan and 
ocean freight from Abadan to Indian ports (with AFRA variation) 
as on 18-5-1965. The notional landed ('ost of main petroleum pro-
ducts as on 1-7-1967 with C & F as on 18-5-1965 adopted for internal 
pricing (on pre-devaluation as well as post-devaluation rates) is 
given in statements Nos. 1 to 14 in Appendix IV. With the stoppage 
of product price postings at Abadan and fntroduction of postings at 
Bandar Mahshar, the prices have now been built up, with effect from 
11-9-1967, on ,the F.O.B., at Bandar Mahshar, which marginally re-
duces the C & F price at Indian ports. It will be seen thst while 
determining the import parity price of petroleum products apart 
from the posted. prices, ocean freight, marine insurance, port and 
other charges, import duty has also been added. Asked what walt 
the amOJlllt of the import duty on petroleum and petroleum products' 
the Government have stated that import duty on petroleum products 
are levia.ble at the counter railing rate of excise duty. 

5.44. According to them the inclusion of import duty on products 
does not result in any uncalled for' increase in the ex-refinery prices 
as whatever is recovered by the refinery from the marketing com-
pany towards basic duty is also paid by the refinery to the revenue 
authorities, except for the reduction in basic duty carried out in the· 
wake of devaluation which is retained by the refinery towards the 
increase in the ex-refinery price due to it on the notional principle 
of import parity, as a result of devaluation. However, these amounts 
do not accrue fully to the refinery as additional (non-recoverable) 
duty is also payable by the refinery as a result of the devaluation 
exercise. 

5.45. Asked whether devaluation has not given the refineries an-
unintended. benefit of 58 per cent, Governm.ert -have stated in a 
written reply that: 

"'The point has been kept in view in the adjustments of the 
rates of basic (recoverable) and additional (non-recover-
able) duties carried out as a result of devaluation. In· 
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doing so, (i) the basic ceiling selling prices to the con-
wmers were not altered but reduction in the rates of basic 
(recoverable) duties was made to allow for increase in ex-
refinery prices as a result of devalution, on a notional basis. 
Simultaneously, (ii) the actual increase in cost of refinery 
operation on account of increased cost of imported and/or 
indigenoils crude, imported chemicals, equipme'4t etc. was 
calculated -and the incidence of increase determined per 
unit of each major products. Th~ difference between (i) 
and (ii) represented the adventitious gain to the refineries 
on account of the devaluation, which has been mopped 
up by leavy of additional (non-recoverable) duties. In 
consequence to this arrangem~nt, the refinery economics 
pre and post devaluation has been kept almost on an 
even keel." 

5.46. The following statement shows the variations made in the 
Tates of basic and additional duties. The net relief shown in 
column (8) represents the extra cost to the refinery as a result of 
devaluation of the increase in cost of imported ti4d/or indigenous 

. crude, imported chemicals and equipment etc. The amount mopped 
up per unit of each product is shown in column (5) thereof: 

S1. Product Unit Deere- D~- Net Increase Total 
No. ase in luation relief in basic net 

basic add!. (4)-(5) ceiling relief 
duty duty selling/ (6)-+-(7) 

ex-
refinery 
prices 
9110wed 
w.e.f. 
16-12-66 

-----
( 2 3 4 5 6 7 8 

--------------
Rs. Rs, Rs. Rs. Rs. 

1. Aviation Spirit! 
Motor Spirit . KL'j 59'45 5°·55 8-90 8·90 
~ ATF/Sup. Kero-: 
sene u 69'75 33·25 36 .50 36-50 



I 2 3 4 5 6 7 8 

3. H.S.D. Oil K.L. 58 '45 25. 65 32 .80 32 .80-

4. Vaporising Oil . " 58'45 27'7° 3°'7° 3°'75 

5. Inf. Kerosene " 55'10 27'90 27'20 27'20 

6. L.D.O. MT 65'22 45'20 20'02 20'02 

7. Furnace Oil '" 36 '95 21'4° 15'55 15'55 

8. Bitumen Strlight 
Grades " 36 '5° 9'7° 26·80 tI'84 38.64-

9. Bitumen Cut-
backs " 51'60 23'00 28'4° 45'65 74'2~ 

5.47. Explaining further about the changes in the rates of duties 
consequent on devaluation the Secretary of the Ministry stated 
during evidence: 

"By levying some non-recoverable excise duty, we may be 
able to mop up the di1!erencebet.ween the increased im-
port parity on products and the increased import parity 
on crude. The fortuitous difference has been mopped up 
by levying certain additional duties which are non-re-
eovera);)le. That means the oil companies are not entitled 
to recover them from the consumer. They fallon the oil 
companies .... We have'levied dertain nan-recoverable 
excise duties with a view to mop up the difference-·the. 
fortuitous advantage they gained on devaluation. . .. I 
can g!~e an example like this. Suppose a ton of crude 
used to cost Rs. 601-. On devaluation it became Rs. 951-~ 
There was an increase of RB. 351- in cost. 

A ton of crude which produces worth Rs. 1001- on the import 
parity basis yielded Rs. 150\-. Rs. 571- wes the gain as 
against which they had Rs. 351- increase in the cost of 
crude. So, the difference that was left out waR Rs. 221-. 
This was mopped up from the oil companies by levying 
non-recoverable excise duties. This is non-recoverable 
in the sense that it cannot be passed on to the collSWlli-
ers. It must be bome by the oil c.xnpanies. This gain 
which would have accrued to them solely, as a result of 
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devaluation, has been taken away by Government levy-
ing this duty." 

5.48. The Committee note that Government have made adjust-
·ments in the rates of basic (recoverable and additional/non-recover-
able duties) consequent on devaluation So as to keep the refinery 
economics pre and post devaluation on an even keel. They however 
find that the total net relief given to the orefineries as a result of 
these adjustments to compensate them on account of extra cost, due 
to increase in the cost of imported and or indigenous uude, import-
ed chemicals and equipment etc. as a result of devaluation, ranges 
between &. 8.19 per kiIolitre in the case of motor spirit and 
Rs. 74..%3 per metric tonne in the case of Bitumen cutbacks. In the 
case of kerosene superior, the net relief to the refinrics is Rs. 36.50 
per kilolitre. The Committee are doubtful if the reliefs provided 
in all these cases are justified. Since the pricing of petroleum pro-
duets is a complicated matter and has been further complicated by 
the devaluation of the rupee, the Committee recommend that the 
question of pricinc of refiDery products should also be gone into 
thorouchly by the committee of experts suggested by them in para 
:.5.z.&. . 

(iii) Prices of pen-oleum products in India a:nd other cou.ntrie. 
5.49. The Committee desired to be furnished with a comparative 

statement regarding the price of petToleum products paid by con-
sumers in India and other countries. Government have stated that 
d1ft'erence grades of petroleum products under different nomencla-
tures are marketed in different countries and the prices of such pro-
·ducts in each country differ depending upon the source from which 
supply is drawn. as the f.o.b. cost, ocean freight, etc. from such 
~ource to the importing country differ depending upon the postings 
in such source, the distance from such BOUTee to the importing 
country etc. Other factors which contribute to prices are duties, 
taxes, etc. levied in the countries concerned. Also the consumer 
'prices in the same country may differ from place to place depending 
upon the distance of such place from the main port of supply, as 
rail or road freight and other charges' are incurred by the distri-
buting companies in arranging supplies from the main port to the 
places at u~untry points. As such, a comparison of the co~umer 
prices of petroleum products in India with those obtaining in 
foreign countries may not be useful. The Government have, how-
ever, furnished the following three statements showing the com-
parative prices of some selected products viz. gasolines, kerosenes 
and lubricants as on 31 .. 12-1965 in various countries and ex- Bom-
ibay. The government have also stated that the latest prices -In 
foreign countries are DOt known to them and. hence comparison 
"With the current prices in Bontlay was not possible. 
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Statement show;n'g retail prices including duties and taxe. of selected pe tro-
leum products in selected countries (ar on 31-12-1965) 

(i) GASOLINE 

(U.S. Cent per U.S. Gallon) 

Country Region/City Grade Retail Duty Taxes 
price 

----
I 2 3 4 5 6 

-----------
U.S.A. WashingtOn Regular 31'9 1'26 10'0 

D.C. Premium · 36'9 1'2.5 ,10'0 
U.K. London Regular ( 90 Octane) 56 '8 37'7 

Premium (97 ,,) 60'0 37'7 
Premium (100 ,,) 62.·8 37'7 
Aviation (100/130 

Octane) 60'8 37'7 

Pakistan . Karachi Regular (1/ Octane) 
Aviation 100/130 

56'0 2.8'0 12'0 

Octane) 63'0 28'0 10'0 

Japan Tokyo Regular SO'S 2'3 30 '2 
Premium 58'9 2'3 3°'2 

Italy Regular (84/86 
Octane) · 66·S 2'8 46 '9 

Premium (98/100, 
Octane) · Aviation (100/130 

72 .6 3'0 47'8 

Octane) 76 '4 2'9 46·S 

lndia . Bombay Regular (79 Octant') 
Aviation (100/130 

68'3 36 '3 8'7 

Octane) 69'4 36'3 4'0 

West Hamburg Regular (91/93 
Germany Octane) • S4'4 6% 3°'3 

Premium (89/100 
Octane) 60'1 6% 3°'3 

Aviation 59. 6 6% 27'0 

France . Pari! Regular 89 R Octane 72 '1 o'S S4'9 
Premium 97 " 79'0 o'S S7'6 
Aviation (100/130 

Octane) 82'2 0·8 57'4 
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(iii) LUBRICATING OIL 

(U.S. Cent per U.S. Gallon) 

COWltry': Region/City Grade Retai 
Price 

Duty Taxes 

r. .:.,:. 
·U.S.A.'] · ~ Washington Premium 

D.C. 
248 .0 2'0 6'0 

U.K. London SAE 256 '0 2'9 
20 
30-40-so 

'Pakistan Karachi SAP. 30 I63'0 8'0 21'0 
.Japan · Tokyo Standard n.a. n.a. n.a. 
Italy Standard .. 
'India BomblY 30 13o'2 65% 5% 

20 
30/40 160'0 6,% 5% 

-West Hamburg Standard 227'1 7% 3°'0 
Germany Premium 34°'6 7% 3°'0 

~France P"ris Standard 98'0 2'S 31 '7 

-Canada Ottawa Standard 170 '6 I2'S% 8'I 
Heavy duty 201'7 I2'S% 11'2 

:Burma · Rangoon Standard 158 '5 n.l. 
Premium 184.9 n.a, 

Australia M'\lboume Standard 142'5 5'1 ° Special 16'8 S' I 0 . 
.ceylon Colombo Standard 113'0 29'0 ° Prem.ium 133'0 29'0 ° 

It will be noticed from the above statements that the retan 
'prices _ of gasoline and kerosene are much higher in India compared 
to U.S.A., U.K.. Pakistan, Japan, Burma, Australia and Ceylon. 

5.50. Asked for the reasons for the high priCes of these products 
'ill India compared to other countries many of which also imported 
ftUde and petroleum products like us, the Government have stated 
-in a written reply "It is not possible to indicate precisely the reasons 
-for the high prices of certain products in India compared to other 
C)untries. The principle of pricing of the petroleum products foIlow-
~02(Aii) LS-7. 



ed in India is import parity. It is not-known Whether in the countries-
mentioned also this principle is followed There is, therefore. no real -
basis for comparison. One possible reason for high prices- in India is-
the quantum of excise duty levied on these products. Some other-
possible reasons are as follows: 

(a) The comparatively much higher coIl~ption of ~~o­
leum products in countries like U.S.A., U.K., Japan may 
result in selling prices being mOre favourable than in a 
country like India with much lesser consumption. 

(b) The lower level of prices in a country like Pakistan may 
be due to plentiful availability of other competitive fuels' 
such AS natur~l ga~. 

(c) In countries where selling prices are not determined by 
the inter-play of supply and demand, the prices of com-· 
mon user items like gasoline and ~rqseAe may be pur-
posely pitched at levels cOlQ.P8l'atively lower than those-
pevaiUng for other .products used by industrial and other 
major co~umers which may be in a ~ion to carry a 
.light\y b1.ghe1'l burdenth4n the ordinary co~. 

(d) The pattern of distribution may also difter from country 
jD country. Our basic ceiling selling prices have heeD 
~rmined for delivery .x~mpaniets storage points. 
The point of delivery in other countries may not be 
exactly bldentical resulting in certain elemjents not being 
iincluded in the price build-up thus leading to dispari-
ties. To illU$llte, our ceQing selling price ex-plrt/)~ 
pump of gasolJne includes charges for free delivery 
within specified limits, whereas in some other coun~ 
no similar charge may be included or the limits of the 
free delivery zone and the "expanse of maintaining it 
may be different. 

(e) '!be cbal"acte~ of Ule ~cts may also di#er from 
~tyto~~. 

(l) ADoUw .jfic;l~t factor in the ~y of ~ ~D 
is that our actual b-.ic ~ seUingpn_ fttl' lIlaiM' 
products are not what they IIhould _y.e lMen if ~ __ 
d~ in prices from time to ~ ba~ bf!ea PIlWE!d ilD 
to ·tbe ~_D"NII'S .~ of being ~ up 1ur Gev-· 
~t. 'I'hua. our selling prices are not realistic in .. -
same sense as the selling prices may be in other coun~ 



81 

wnere sil:nilar mechanism may not exist of mopping up 
by Government of reductions otherwise due to be passed 
on to cpnsu,m~r. In this eontext, any such comparison 
Will not be Wr." 

5.51. To illustrate the high dncidence of excise duty on petroleum 
products in the country, Government have furnished the following 
break-up of the retail price of motor gasoline 19 Octane ex-company'. 
p~ ip. Bomp~y ex:clusive of Octroi surcharge and sales tu: 

Rs. 

(a) Ex-refinery o· 15 

Cb) Basic duty (recoverable) o· 54 

(.c) AdditiorW duty (nOll~oovcrable) bome 
by the marketins cQlllplPY 0.038 

Cd) Marketing cOJIlpany's net charges and 
I'rofit 0·122 

1.12. The Committee regret to note that the prices of petroleum 
pro4iItHts Uke ga_l_e and kerosene are m1.lCh higher in India as COlOr 
pared to other coun.tries like U.SA., U.K., Pakistan, Japan, Burma, 
Australia and Ceylon. They are surprised that Government are not 
.... re of the basis of pridDc of petroleum products in other coun-
tries. The Committee reeolllJDeDd that the Government should 
~dy ~ p~ ,~ of petroleum procIu~ ia ot.ll,e.. 4:ountries 
Jl)dicuJari, JMJighb.cIwiP.g c:4III.1Jltries .. as to find -' tbe ¥eaSQU for tw !UP prices m pet.Eoktvua ~ucts in the ooaatry uti deviee 
_suns ~9 J"ed",ce .t~ same· 

c. MJsuse Qf brosene on account of heavy excise duty 0:-1 hiP speed 
diesel oil 

5.53. It has been represented to the Committee that the levy of 
heavy exicse duty on H.S.D. has created certain rroblems. It has 
ittcreasetl the di1!erence in price between kerosene and H.S.D. to 
!JW!h an extent that large scate misuse of kerosene as fuel in lorries 
MHI buses has occurred and is occurring thereby re8\llting in loss 
ef nwenue to Government. These two produe:ts are closely allied 
and tile wide disparity in the levy of excise duties on the products 
bas resulted in large consumption of kerosene to the detriment of 
H.S.D. The excise duty on kerosene is stated to be of the order of 
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R~. 240/- per kilo litre, whereas that on H.S.D. of about 510/- per 
kilo litre. 

5.54. Asked if this was a fact, the Government have stated in a 
written reply that there is a difference of about Rs. 268 per tonne 
in the ex-installation. price of kerosene and H.8.D. which acts as an 
incentive to use kerosene as automative fuel in adulteration with 
H.S.D. 

5.55. As regards the steps taken by the Government to check 
such a misuse of kerosene it has been stated that "Last year raids on 
retail outlets were organised to detect and check such adulteration. 
The possibility of USIng chemical markers in kerosene is also being 
examined." 

5.56. The Committee are unhappy to learn. about the large scale 
ml!luse of kerosene as fuel in lorries aad bases because of the price 
difference 'between kelO¥De and BigIt Speed Die8e1 (B.S.D.) on 
account of a heavier rate of excise duty on the latter. Apart from 
the loss of revenue to Government caused by its misuae kerosene 
is also a deficit produd being imported at present and is an article 
of daily use for the common man. The Commit~ would, therefore, 
stroncly emphasise the need to take effective measures to stop the 
misuse of kel'08eDe as fuel for automotion. They hope that it would 
soon be possible for the Government to use chemical markers in 
kerosene to avoid its adulteration with U.S.D. 

D. Under.recoveri~1 of freight on account of import parity basis of 
pricing 

5.57. The pricing of petroleum products is based On the principle of 
import parity. Eight ports Viz., KandIa, Okha, Bombay, Goa, 
Cochin, Madras, Vishakhapatnam and Calcutta have been made the 
pricing points and the country has been divided into eight economic 
supply areas, based on these ports. As a result of this, the price at 
T'Ort towns are lower than at uJH:ountry points which would in 
addition have to cover transport costs. For example, Barauni and 
Gauhati refineries are not pricing points but the prices of products 
from those refineries are fixed for various places with reference to 
the pricing point at Calcutta. As a result of this, !l consumer at 
Barauni has to pay a highE'r basic price for refined products than at 
Calcutta. Further. if products from one area are sent to another 
area. the .!!.aUway ,~ b;= thG pricingp9iDt~L~e_.~iying ~ 
only is ~~!!l~ -!hls~e.§... ri!ie to ~~Vf!r or under·~9very of 
fr~t~h un the establishment. of the public sector reflnerse. was not a seriOUS problem.- ~- -_.. -. - .---- . 
<.. .. - " ... -- .... 
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1.58. AB a result of the inland location of three public sector 
refineries and the import parity basis having been adopted for pric-
ing, heavy under-recoveries in freight are being borne by the IOC 
when distributing the products. The under-recoveries borne by 
Indian Oil Corporation on account of railway freight during the last 
three years is stated to be:-

(Rs. in lakhs) 

68'92 

5.59. The W.G.O.P. made the following observations about the 
position of the refineries in the East aet regards 'aIlder-recovery of 
freight is concerned: 

"The position of Gauhati refinery is particularly difficult as 
only a small part of its production is consumed in Assam 
and the balance has to be sent outside. Up to SiIiguri it 
incurs no under recovery of freigb t . but practically for all 
despatches beyond Siliguri there is under recovery. Ac-
cording to the information supplied by the IOC about 16 
per cent of the products despatched from Gauhati refinery 
in 1964 was sent to ABsam zones, 9 per cent to the area 
from Assam to Siliguri and 75 per cent beyond Siliguri. 
Over 80 per cent of Digboi's products are consumed in 
ABsam and the balance has to be sent outside. The posi-
tion for both the refineries has been worsened by the com-
missioning of Barauni refinery in August 1964 as Siliguri 
is nearer to Barauni than to Gauhati and also the areas 
beyond Siliguri where Gauhati products are sent now are 
much nearer from Barauni, and there will be no freight 
under recovery, in majority of the cases (in fact some 
over recovery) if these areas are supplied from Baraunl. 
The products of these three refineries are now sent not 
only to Calcutta supply area but also to other areas in 
North and North Western India faDir.g within Bombay 
and Kandla supply areas. The movement is regulated by 
order of the Ministry allocating the products of these 
three refineries to different zones to reduce their under-
recoveries and cross haulage. In this process, surplus 
from Assam refineries (i'n. the case of Gauhati, the major 



portion of its production) is disposed of in zones ..arer 
to Barauni, thus reducing BwawU's. profitability. Bataald 
is situated 500 Kms. awa, from Calelttta w:hich, w", the 
neighbouring industrial areas constitutes the mam em-
sumption - area. There ia under reeovery of freight if 
Barauru products are sent there. ThUs Gauhati has ~ 
only affected the economy of AOC refinery in some 
measure but very markedly also that of Barauni refinery 
which is itself at a cQnsiderable disadvantage due to its 
location. " 

5.80. Asked if the under recoveries of freight was involved in 
the case of private sector refineries also, the Secretary of the Minis-
try stated during evidence that, under recoveries of freight was in-
volved in the case of private refineries too. Citing the example of 
Bombay refineries he stated "Bombay product goes to Calcutta. In 
terms of C.I.F. price a'tiSombay and at Calcutta the difterence may 
be Rs. 101-. But the actual coastal freight from "BomOay to Caleutta 
\s Rs. 251-. There is under recovery of Rs. 151- on that." It was also 
stated during evidence that about 50 per cent of the products of 
130mbay refineries were being moved offshore to other eoastal loca-
tions and that probably three-fourth, of the movement took place in 
foreign tankers. _. ,-~' 

5.61. Asked specifically to fumish the figures of under recoveries 
of freight borne by the private sector refineries during the last three 
yevs, it has been stated by Government that this information is 
not available. 

5.62. The inland refineries in the public sector are producing sub-
lItantial quanties of petroleum products. Asked to 9tate the reasons 
for not treating inland refineries as the pricing points, Government 
bave furnished the following written reply: 

tCOne reasons for following import parity principle is the 
assurance given in the various refinery agreements with 
the private' oil companies that they will be permitted to 
establish ex-refinery prices not higher than import parity. 
Making the inland reftneries as pricing points would in-
volve a breach of this agn!ement. Further, the system of 
~emtining prices on import parity provides a reason-
ably coatinous price pattern for each product for the 
whole ef the country and is self-regulating. 'nte establish-
ment of new refineries at Coehin. Madras and Baldia is 
a recognttlon of the same eeonomic position. 'nle inland 
refineries at Digbol, Gauhati, Barauni and Itoyali have 



been fitter into the existing pattern of pricing in relaticm 
to the main port econonje supply area to avoid dIstur-
bance to the pattern of pricing and to promote the un-
disturbed growth of petroleum based industries on the 
established lines. Moreover, the coastal refineries cater to 
bulk of the requirement of the country. Tt is but natural 
that the inland refi~eries with lesser production: should be 
fitted into the system applicable to the cdaStal reftnerles. 
It is not necessarily correct to assume that by treating the 
inland refineries as pricing points the prices to the consu-
mers in its neighbourhood will be lower, because, tn any 
system of pricing based on cost of individual refineries 
the pri~ of the products will depend upon crude cost, 
operating CdSt, size of refinery, capital investment etc. 
This may result in differene prices for the different in-
land refineries. In view of these factors the ex-refinery 
cost of the inland refineries individually determined may 
not essentially be lower than the relative cost based on 
import parity. The difference does, howe\rer, arise on 
account of freight, which is presently included on a 
notional basis from the port town, say, from Calcutta to 
Patna for supplies of motor spirit made from Barauni at 
Patna. The demand in the neighbourhood of the inland 
refuieries is not adequate to absorb the entire production 
and the surplus has essentially to be moved to areas of 
greater demand, such I!.S Calcutta in the South, U. P. and 
Punjab in the North. The surplus production wlll have 
to be sOld at the import parity price in these areas, in 
competition with the private oil companies which move 
their surplus production from the coastal refineries to 
Calcutta by coast and to U.P. and Punjab by rail. Thus, 
the products of the inland refineries will sell at two diffe-
rent rates, one built on the basis of the inland refinery 
as the pricing point for the consumers in the neighbour-
hood and the other built on import parity for distant 
consumers. It is also doubtful whether this system will 
save losses to IOC on account of under-recoveries of 
freight as the surplus products may stm have to be sold 
in the distant areas because of the paucity of demand tn 
the neighbourhood of the inland refineries." 

5.63. The Secretary of the Ministry also stated during evidence 
-nte present arrangement is there because of crtain reqUIremenT" 
-of refinery agreements. The refinery agreement provides the nE!lCell!lJ 
for the imp>rt parity as the basis for prices. UnlesI'they are modi-
fied there is DO &copt: for departing from import parity principko." 



96 

5.64. He also drew a distinction between pricing area and supply 
area and stated "there is difference between supply areas and pricing 
areas. Each refinery has its supply area. It may not be able to 
market all its products in that supply area. It has to send something 
outside. That is where under recovery comes. That is why there 
is a distinction. Pricing area is today a different concept from SUI>-
ply area." Asked why should the Government cling to this basis of' 
pricfllg he stated "This is one of the consequences of our refinery 
agreements. I think so long as this remains, we are pinned to this 
system. Whether a better system can be found requires considera-
tion and will be considered as soon as we are fre-e from this fetter ... · 

5.65. Asked about the impact of public sector refineries on pricing 
of petroleum products in the country it has been stated by Gov-
ernment that it is 'nil' as the basic ceiling selling prices of bulk 
refined petroleum products are determined on the principle of import 
parity and this position would not change so long as the principle-
of import parity in the determination of the ex-refinery prices in 
terms of the refining agreements continue to be applied. 

5.66. It was also ~lmitted by the representative of Government 
during evidence that, by way of reduction in price no benefit has 
accrued to the consumer as the system of price fixation was quite 
independent of the existence of the Indian Oil Corporation. 

5.8T. The Committee regret to DOte that the emergence of the· 
Indian Oil Corporation and the public sector refineries bas not been 
able to make any impact on the price of petrol~ products in tbe 
country as import partiy has been tbe basis of pricing. According 
to Government, the position would not change so long as the 
principle of import parity continues to be applied. In the OpiniOD 
of the Committee this principle of import partiy, apart &om 
studiDr in the way of bringing down the prices of petroleum pro-
ducts, has resulted in under-recoveries of freight to the tune of 
about Ba. Z» c:rores duriDg the last two yean by the Indian Oil 
Corporation. It appears that tbe pnsent system of import parity is 
more diaadvantageous to the Indian Oil Corporation than to tbe 
private sedor refineries as tile &cures of undK-recoveries by the 
private sector refiDeries were not made available to the Committee 
presumably becaU8e they were DOt quite comparable with those of' 
the I.O.C. Further the present basis of priciDg on import parity is 
aDGmaloua as the price of petreleam products is more at Banuni 
i.e. the produciag centre than at Calcutta as has heeD. foreefally 
poiated out by the eea.ittee OIl Pabli~ UndertUi.oga ia paras .". 
aDd 8! 01 their 35th Report (Thinl Lok Sabba) OIl LO.C. (Marketiac 
DI ...... ). The CoauDIttee share the views of the Committee .... 
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Public UDdertakings in this regard and recommend that GoVerft--
meat should expeditiously find a way out of the anomalies pointed 
out by the Committee on Public Undertakings. The Comntdttee 
consider that the refinery agreements with the coastal refineries 
should not stand. in the way of any solution to this problem as the 
throughput of the coastal refineries has been more than doubled 
since the eoaclusion of these agreements in 1951, and the original 
clause in this regard could at best be applicable to the ori~nal 
capadty. 

E. Refining costs per tonne 
5.68. Operating costs are stated to be within the control of th( 

companies. The Govsmnent however keeps on stressing on the-
companies the need for effecting economy in the cost vf their 
operations. The per tonne refining costs of private sector refineries 
and the public sector refineries for the year 1963 to 1967 have been 
. furnished by the Government which are as follows. The Govern-
ment have also stated that the figures are not exactly comparable 
with the figures of the private sector refineries on account of th" 
fact that the processes involved are different for each refinery 
depending upon the products being produced. Besides, facilities 
like Water, Power, etc. in respect of the public sector refineries are 
their own as against the private sector refineries who draw these 
facilities from the common grid. 

Coastal Refineries 

Comparative Refining Cost per tonne 

(X) Excluding interest 
(Y) Including interest 

IOC Refineries (financial year) 1963-64 

1965 

1965-66 
4 1 2 

Burmah Shell 

Throughput in MT 

Calta 

x 
Y 

Throughput in MT 
X 
Y 

1026000 
20·27 
21·29 

.21·17 

1115659 
18·39 
22·73 
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I 2 3 4 5-

Ih., 
Throughput in MT 2404000 2720590 2599958 217691 

X 14,86 II'I8 12'98 12'33' 
Y 16, II 12'19 13'°4 I:J·n 

Gauhati 

Throughput in MT 5.fJS34 749T84 799434 742946 
X 37'5° 27'35 22'17 24·62 
Y 43'94 33'00 26'53 28'56 

B4f'atmi 

Throulhput in MT Trial run 744S40 1II388S 
XI 39'78 31'86 
Y 52'.,. 42'70 

G·tjaral (Jan, to March) 

Throughput in MT 267215 1377537 
X 37'46 25'76 
Y 43'75 31·66 

It may be noticed that there are wide variations in the refining 
costs per tonne of the refineries wlpch during 1966-67 ranged from 
Rs, 12.33 in the case of Esso to Rs, 31.86 in the case of Barauni, 

5.69. Explaining the reasons for such wide variations in the re-
fining costs per tonne the Secretary of the Ministry stated during 
evidence that one should compare the costs at comparable periods 
In the life of a refinery as the costs were certainly going to be higher 
In the beginning. coming down as the throughput increased, 

5.70, On being asked to furnish figures of the operational costa 
of the refineries in the public/private sedor dlUtag the first three 
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years 1# their operation the following figures have been furntshecl 
by the Government: 

ComparatifJt Refining Cost per metric ton ( rupees) 

Burmah-Shell 

1955 1956 1957 1955 

Gauhltti 

75.52 43·94 33·00 

Bsso Cattex 

1957 1957 1959 1959 

Ihrauni Gujarat 

52·44 

1966-67 Ig6s-66 1966-67 
(Jan-Mar '66) 

42.70 32·77 

5.71. At the present stage of their operations, the public sector 
refineries are stated to be operating at refining costs which are 
higher than the private sector refineries mainly because of their 
higher capital cost. 

5.72. The Government have also stated that the capital invest-
ment in the pubUc sector refineries is high, e.g. for Barauni r~finery 
India Oil Corporation had 1;(j spend neatlY' Rs. 45 CTores for its 2 
million ton stage, whereas Burmah Shell for a similar refinery Fpent 
only Rs. 25 crores. This is the result of their inland location, pro-
vision of facilities E1d amenities not found in other refineries (e.g. 
power plant, large housing colony) and technolOgical reasons related 
to th~ -nature of the crude oil to be processed. The public sector 
refineries were built many years later, when costs had gone up 
substantially. 

5.73. Asked if the costs of production of the refineries in the 
public sectors have ever been. systertlatically eXamined by the Cost 
Accounting Branch of the Finance Ministry the Government have 
stated, "An examination of the cost of production of the refineries 
in the public sector has not so far been made by 'the Cost Acc0unt-
ing Branch of the Finance Ministry. In the case of Indian Oil Cor-
poration Ltd., the Barauni and Koyali Refineries have yet to attain 
their full rat«! throughputs. The Cochin refinery has gone into 
commercial production only from 26th May, 1967." 
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5.74. During evidence the Secretary of the Mjnis~ry stated that 
it was too early to undertake a detailed cost study as the Govern-
ment would like these refineries to stabilise at their optimum levels. 
He added that Indian Oil Corporation has a rigid system of cost 
accounting and that they have a month to month profit and loss 
statement. 

5.75. The Committee are UDhappy to note that the refinitut cosU 
per toaDe of the public sedor refineries do not compare favourably 
with the corresponding costs of the private sedor refineries. While 
this may partly be due to the higher capital costs of the publie sec-
tor reftDeries, there is eDough scope fO!' improvements in this regard. 
The Committee, therefore, emphasise upoo the Government the need 
to reduce the operational costs of the refineries in the public sector 
and for this purpose they ccmsider it rather essential that a periodl-
eal euminatiou. of the costs of produdion of these refineries should 
be doDducted by an outside ageDey i.e. other than Indian Oil Cor-
poration. 

F. Refining Margin 

5.76. Reftt4ing margin, which is a concept used in refinery ~o­
nomJes, is the difference between the cost of a barrel of crude on 
import and the receipts from its refined products. Mter deducting 
the cost of refining from the gross refinery maTgin, the income from 
refining is obtained, which is a measure of its profitability. The re-
finery margin is a true index of the working efficiency of a refinery. 

5.77. The following statement furnished by the Government 
shows the refinery margins/processing fee per tonne: 

(Rupees) 

1962 1963 1964 1965 1966 

PritJQtt Sector 
t. Bunnah-SheU 

(processing fee) 43'38 37'37 3S'61 32'35 4°'77 

2. Esso (Margin) 32·88 3°'71 22'72 20'96 16'43 

3. C..altex (processing fee) 27'S8 25'63 21·06 20'']6 20'83 

1962-63 1963-6.4 1964-65 1965-66 1966--67 
Pwblie Stet",. 

I. Gauhati (Margin) . 34'4° 39'77 37·6S 4°'10 42'84 
2. Barauni (00.) 36.62 46"19 

3. Gujarat (Do.) 3°'91 29'S4 
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5~78. The Committee are glad to note that the refinery margins 
of the public sedor refineries eomparefavourably with the refinery 
Margins/processing fee in the case of private sector refineries. 

G. Committee set up by Govemment 

5.79. Two committees had been set up by the Government during 
this decade in connection with the fixation of selling prices of 
various petroleum products in the country. The following are the 
-details about these committees and their terms of l"eference etc. 

(i) Oil Price Enquiry Committee 

5.80. The Government of India, MiniStry of Steel, Mines & Fuel, 
Department of Mines and Fuel, in their Memorandum No. 101(11)1 
"6O-PPD, dated the 2nd August, 1960 appointed a committee consist-
ing of the following members to examine the principles and ele-
ments according to which the selling prices of various petroleum 
products in India should be determined after lst April, 1961 and to 
;submit its recommendations by December, 1960: 

(1) Shri K. R Damle, I.C.S., Secretary to the Governme.ut of 
India, Ministry of Food and Agriculture (Department of 
Agriculture) -chairman. 

(2) Shri P. N. Sapru, M. P.-Member (resigned-w.e.f. 14-3-61 
on grounds of ill health. Shri C. P. Sinha retired Chief 
Justice of Assam High Court was appointed as a member 
In his place). . 

(3) Shri N. Krishnan, Chief Cost Accounts Officer, Ministry 
of Finance, Government o~ India-Member. 

5.81. In conducting the enquiry the committee was requested 
~nter alia to examine and report on:-

(a) The 'cost at which crude oil and the various refined pet-
roleum products can be imported; 

(b) whether the "port charge elements" in oil prices can be 
adjusted on a flat basis irrespective of the particular port 
to which any supply area is linked; 

(c) in keeping with the relevant clauses of the existing 
Agreements relating to the establishment of the two re-
fineries at Bombay and tire refinery at Vishakhapatnam, 
how should the ceilings be determined for the ex-retlnfery 
prices of their products; 
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(d) whether the time is opoprtun.e for evolving a railway 

freight pool system ill ...,..t at on produets; 

(e) whether along with. such pooling, or irrespective of the 
same, m~n of the imbUance in consumption par-
ticularly, principles can be evol'Ved for having a common 
tariff of railway freight in respect of petroleum pFoducts 
irrespective of whether they are of the dangerous or non-
dangerous category; 

(f) to what extent more eftlcien.t and economic arrangements 
can be introduced for Uflload.ipg, storage and diatriblltioll 
of petroleum products inland; 

(g) the best m.anner in which Ule Qil industry can e~ ~~ 
vj.ce cowerativ~ in tbe IIUlrMting and. distributioP Ql 
such petrol,epm Pl"cKlucts as ¥e in daily ~ in alnulst 
ev~ hou.ebpld like, particWarly ker~. 

(11) in ~ing with the needs of conservation of foreign ex-
change, sUlbiUsati® of pricee, ~ of interDal resources 
and the overall developlPent ot tl\e plan.ned ecollQmy, to 
what extent the pricing mechanisJn in respect of petro-
leum products should be \l~tor p~ve influencing 
change, stabilisation of prices, raising of internal resourc'es. 
pa~ 

5.82. The Oil Price Enquiry Committ~ subrqit~d its report on the 
19th July, 1961. This committee recommen4e<i inter .alia a pricing 
fonnula on the basis of import parity for bulk refined petroleum 
procl~ (e.g. aviation gasolinee, aviaUon turbilae fuel, mo~ spirit. 
high speed diesel oil, kerOll'Ae superior/inferior, vaporising oil, light 
diesel oil, furnace oil) and bitumen. On account of the difficulty of 
evolving a pricing fannula for a multipliCity of grades of lubricants, 
greases, and specialities, with varying specifications, the Oil Price 
Enquiry Committee recommended a system of block control on 
marketing charges and profits in respect of these categories of pro-
ducts. 

5.83. The recommendations of Oil Price Enquiry Committee were-
aooepted by GoYernment itt. toto and implemented wi1h effect from 
1st October, 1961; to remain in force upto 31st March, 1965. This 
atTangement was subsequently extended upto 31st January, 1966. 

(ii) Worlti1&g Gt"Ot4p on Oil Prices (WGOP) 

6.84.. Later on in 19M the (rl)venunent of India in the Ministry 
of Petroleum and Chemicals, in their Memo. No. 1M(35H~PPD, 
dated the 12th May, 1964, appointed. a Working Group consisting of 
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,4Iae fD~ members, todet.ennine the ceiling prices ex..coa~ 
aies atonlge points of various petroleum products in Inm.: 

1. Shri J.N. 'i'~ukdar, I.e.s. (Retd.) ex-Chief Secretary Gov-
ernment of West Bengal, Calcutta--Chairman 

2 Shci S. S. sm.r~, AQc:1i.tional Secretary, Ministry of 
Financ~ember 

3. Sbri N. Krishnan, Chief Cost Accounts Oflicer, Ministry at 
Finance-Member 

5J15. The W~king Group was also requested to examine and 
repprton: 

(i) the manner of detennination of the ex-refinery prices f1 
refined petroleum products, including bitumen produced 
by the refineries; 

(ti) the manner of detennination of landed prices in respect of 
similar products which may be imported; 

(iii) determination of marketin~ and distribution charges of 
products mentioned in (i) and (ii) above; 

(iv) the d.etenninatiDn of ceiling selling prices in respect of 
lubricating oils, greases and. specialities; 

(v) the possibility of linking prices with the physical supply 
areas for the products of individual refineries, and to con-
sider the possibility of uniform or pool prices for tJle. 
whole of the country or in different zones which maT' 
be created for the purpose. 

5.86. The Working Group on Oil Prices submitted its report ill 
August, 1965. The Report has been implemented by the Govem-
JIU!!lt with certflin rnodific~tions which provide for the following 
varJCitjons from the report of the Working Group: 

(~) A protective import duty of 20 per cent ad valorem w.' 
imposed on crude ojl 

(b) The price of indigenous crude was increased to the extent 
of the discounts available to the refi.ne:-ies on imported 
crudes of equivalent quality. 

(c) Ex-refinery prices of bulk refined products have been-
fixed at higher levels on the basis of import parity start-
ing with full f.o.b.'s posting (i.e. without discounts as in 
the past since 1961). 

The decision at (c) was stated to have been taken to compensate-
to the extent necessary for the eBect of the decisions at (a) and (b) 
on 1he economics of the refineries. 
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5.87. According to Goverl!ment of India Resolution dated the 1st 

February, 1966 the decision about the prices of oil products was 
to remain in force till 31st December, 1967 to begin with and Gov-
enunent could extend their validity for a further pe,riod or periods. 

5.88. Asked what was the basis of selecting the personnel, com-
position of these bodies and what were the reasons for not associat-
ing persons with intimate knowledge of petroleum technology with 
these bodies, the Secretary of the Ministry stated during evidence 
that there was ~ problem of refining or technology involved as the 
two committees were essentially appointed to advise on the prices to 
be fixed in the marketing operation returns. This was stated to be 
essentially an economic study like Tariff Commission Enquiry as 
to the prices etc. He also 'added that SOO K. R. Damle was former-
ly Chairman of the Tariff Commission. As regards Shri J. N. 
Talukdar who was Chairman of the Working Group on.Oil Prices, 
the Committee had been informed by Shri Talukdar himself that 
he had little acquaintance with the oil industry till 1964 when he 
was asked to take up this enquiry. 

5,81. The Committee are not convinced by the reasoas advaneed 
by Government for not 88&OCiating persons acquainted with the pet-
roleum industry with the two committees set up to advise them on 
petroleum prices in the country. They feel that the apopintment of 
persona having aD intimate knowledge of petroleum industry and 
,of its marketing techniques would have been of distinct advant.ap 
particularly as the petroleum industry is a very eomplicated indus-
U'y and has world wide ramifications. It is well known that inter-
national oil cartels operate in this industry and infIueaee produd 
prices. The Committee have Iftommended the appointment of an 
expert committee to &'0 into the question of fixation of pnce. of 
indigenons crude and petroleum produets in paras 5.14: aad 5.48 of 
-tliis report. They hope that earnest eoasi4eratioD weald be given 
to the selection of competent men ill appointing this expert eom-
mittee. 
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IMPORTS/EXPORTS 
A. Imports of Crude 

6.1. There was no import of crude till 1954 as there was no refin-
Ing capacity available in the country excepting the Digboi refinery 
with an operating capacity of .45 million tonnes only. In the Agree-
ments made by the oil companies with the Government of India in 
the years 1,951 and 1953 under which the three coastal refineries have 
been esta~lished., the oil companies have been given the freedom to 
make arrangements for importing crude oil from source of supply 
~f their own selection, subject to the obligation to use under certain 
conditions crude oil produced in India Accordingly these coastal 
refineries are processing imported crude excepting for a small quan-
tity of indigenous crude from Ankleshwar field processed by the 
Bombay refineries. In addition the Cochin refinery in the public sec-
tor which went on stream in 1966 is also processing imported crude. 
Refineries at Madras and Haldia which are expected to go on stream 
in 1969 and 1970 respectively would also be processing imported 
-crude. 

6.2. Government have furnished the following figures regarding 
the quantities/values of crude imported since 1954: 

Year 

1954 

I95S 

19S6 

1957 

19S8 

1959 

1960 

380% (Aii) L S-3 

Quantity 
(in 000' tonnes) 

496 

3004 

3710 

4368 

4608 
5327 

5723 

105 

Value 
(Rs. lakhs) 

not available. 

" 
" 

" 
" 

741 '21 

4°57'49 



Year 

196[ 

1962 

[963 
1964 
1965 

1966 

'. 

106 

Quantity 
(in ooo'tonnes) 

5~ 
6022 

5519 
6791 

~II 

7.57 

Value 
(Rs.1akhs) 

3931 • IS 

3872 .92 -

4178.42 

4259·04-

4937.89 
5610 .37 

6.3. As regards the position daring the Fourth Plan period Gov--
emment consider it unlikely that India C'8Jl produce by 1971 all the 
crude oil needed for the refineries in the country. According to the 
Government the imports will be necessary for the entire Fourttl-
Plan period and perhaps thereafter also. 

6.4. Assessing the future requirements of crude. and its indi .. 
OUi production, the Secretary of the Ministry of Petroleum and 
Chemicals stated during evidence that "Our estimate of crude pro-
duction by 1970-71 is between 9 to 10 million tonnes from areas in 
which we imv'e ~ered oil hitherto and our reqUfri!m~ts inay 
be 20 to 22 tonnes .... as Such there will 1:5e a gap of 11 million tOn-
nes. By about 197>76 our rough idea is that the production might 
be 16 million tonnes and demand may be 30 million tonnes .... 'the gap-
is increasing-from 11 million tonnes it will go upto 14 million ton-
nes .. ··The balance, of course, has to be imported. Some of it is 
already arranged for on forward basis. For exiunple, the reqtUJoe.-
menta of the Madras refinery have been contracted for with our 
partners in the Madras refinery. Similarly, part of the crude for 
the Haldia refinery has been ctmtracted for with our co1111boratom. 
We expect some part of the balance to be met by our share in crude-
i'n the Iranian veDture." He 'eStimated the import bill for crude at 
about Rs. 110 crores per year in foreign exchange. 

6.5. The Indian Institute of Petr'Oleum has gone a step further 
in estimating the need fOr a refinery capacity of 32 million tmnea. 
by 1975 which would obviously increase the gap between the indi-
genous production of crude and its total requirements. 

.... 'l1Ie CamDUttee are pert1uW at the ever iJaaoeuiDc ........... 
WD for crade. ftey BOte that tile gap betweelS tile ~ ,..... 



107 
~ Of CrUde ailit its total ~ts -.ouhl ·eon6irile to Widell 
In. the COndftg ,..,.rs :fesalttitg JD an lDc:reaSbag Outflbw ~ 01 
~~. till;·~ n.uSe tIdt tiD~ of er1ide Hi 
pt*essb1g ttl the country Is more eeonom.ical th.d the hnPoi-t dl 
tbdSh'eti Peird1Main produCts paitieularly as. the req1tienieats 6f if8t-
r..1.eum. p~U are ever iDcieasing. The Committee, therefore, ri-
emphasise the urgent need for increasing the indigenous producdbi 
of cntde at a laster rate to reduce the fol"eign exchange drain ... 
much as possible. 

6.7. The Committee would also like the Government to explore 
the possibility of unporting the entire crude requirements of the 
eountry through a single agency viz., the LO.C. as that would resiiti 
in substantial economy because of the large scale bulk purchases 
mvolved. They hope that in the interest of reducing the drain on 
the foreign exchange resources of the country Government woUJ~ 
make every etfort to pursuade the oil companies to agree to the 
modification of their agreements to give up their rights of importiDc 
erude from their own sources. 

B. Imports of Petroleum Produds 

6.S. The main petroleum products in which, the country is stated 
to be deficient at present are aviation, gasoline, kerosene superior 
and lubricanting oils. The following statement shows the imports of. 
these products during the years 1961-65; 

Imports of Main Deficient Petroleum Products dun'17g I96I~5, 

Product 

~ Q ==Quantity in Metric t.ons) 
(V == Value in lakhs of Rs,) 

1963 196s 

_.-----------------------------------------
I. Aviation Gasoline 115/145 Q 24,265 

V 73'31 
19,657 29,588 

59'21 89'55 

'2. Kerosene Superior 

3. Lubricating Oils, , 

QI01I,756 1031,879 757,983725,949 1122,343 
"1597'37 1633'83 1220·61 1082'42 1391'59 

Q 300,768 229,132 353,285 363,257 269.oSfl 
V 1473'80 1146'35 1784'96 1995'g6 n~Q 67 
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6.9. In April 1965. Government decided to discontinue imports at 

"kerosene, etc., from free sources and to resort to imports from the 
U.S.S.R. and Rumania. The foreign oill companies w. Burmah 
Shell, Esso and Caltex declined to handle the distribution of bulk 
petroleum products imported from these sources. Their distribution 
had to be undertaken by the I.O.C. It has been stated by Govern-
ment that the import of bulk refined petroleum products except 
Avgas are now being channelised only through the I.O.C. In the 
case of Avgas also the imports are stated. to be made through the 
I.O.C., as far as possible. 

6.10. During evidence the Secretary of the Ministry, however, 
stated that kerosene wes imported entirely by the I.O.C. and lubri-
cating oils are imp('lrted by three or four oil companies of the private 
sector. These companies were also stated to be importing small 
quantities (approx. 50 to 60 thousand tonnes) of aviation gasoline. 

8.11. The following statement furnished by the Government fnd1-
cates the import requirements of petroleum products during the 
Fourth Plan period: 
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(i) Import of Lubricants 

6.12. From. the above two btatements it will be noted that lubri-
Gating oils had been imported during the Third. Plan period on an 
average of 3 lakh tonnl!s per yf!at costing about Rs. 15 crores. The 
corresponding figures for the Fourth Plan period are estimated at 
an avera~ import of 3',5 lakh tonnes per year costing over Rs. 25 
crores annually. 

6.13. From the jnfonnc;Hon furnished by Government it has been 
observed that guite a s"bstantlal portion of imports of finished ~be 
oils, greases, base oils and additives d~g th~ last three years ",ere 
made from U.S.A., U.K., France, Italy etC. Asked to statewh8.t part 
of the imports of lubricating oils were under rupee payment arrange-
ments, Government furnished the follOwing figures of imports of 
lubricants under f:he ru~ P.flyment ~entIJ: 

(Rs. lakhs,) 

1964~s 1965~ 1966~7 

Pinished LuhI Oils : 

Rumania 34'73 37'65 157·50 
Yugoslavia 159' 50 

1Mb. Greases Nil, N"tl. Nil. 

Bau Oils: 
Yugoslavia 146'52 lSo'SO 253'48 
Additives 

6.14. Government ha\'~ also stated that in the rupee payment 
area, these pt"O'iucts atf' availQble only from Rumania and Yugos-
lavia and qU'antities of th~ products supplied during these years 
represent the <.'Ppacities of the countries to export the items. What-
ever was availablE' from them was obtained and the remaining quan-
titles were procurPd from fn-e foreign exchange sources. 

6.15. Asked if the impo'1 of lubricants etc., which are at present 
bnported by tbr1"e or f( ur oil romoanies, could not be channelised 
through a single agency e.g., the I.O.C. which would lead to a mor& 
economical arTall",ement the Secretury of the Mirustry stated c:IurInC 
evidence CCOn lubTicnntcl we ha,i not 50 far considered the possfbDIty 
for importing through one channel at the best price that can be 
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.,c::a.u'ed. But aft~r t~ COlJI.Plittee's questionnaire reachea us we 
_~v~ t~en up this m2tt~~ for ('OllSideration. We ate trying to see 
whether we can. import all J:equiremen.ts through one chann€l at the 
best competitive price .... ~re is one limitation. A substantial 
part of our imoort h1l .. n~cel'lsa!Uy to be taken from the U.S.A. It 
is procured with the U.S. Aid Funds. How exacUy we should be 

.all to operate through this one channel from this one source is a 
matter which requires detailed examination. This is what we are 
doing today." 

., 6.16. The Committee have already commented upon the delay 
in ~ng up of lubrica~ipg oil ,l~~ ~ the cr~~ ~ a result of 
~ th~ ~~. for ~~ .,~~cts ha4 ~ ~ ~e~ a1m~t enti~l:y 
throop import ~volv~ f1~e ~t!i of f~~i~ exc~ange. The 
~1;tee Pre ~JlPf ~ ~~~ ~~_t ~~~ij~g ~u.~ ",ill contw~ 
to be imported throughout the Fourth Plan periOd at an average p~ 

. of 3.5 lakh tonnes per year ~ over Ba. 25 crores a year. ID 
view of ~~ ~ ~~~, ~ ~preign ex.c~f~ qavolved in the 
im~rts, th~ Co~~ c~t ~~er emphasise the ~~d to chalQJ.~­
. He th~ ~po~ o~ lubri~~~t~ thr0~h th~ LQ~. ,,!(hich as the soJ~ 
~po~ of 1M.JIk q1Janti~es, w~cl ~ ~. a ~"ch better PGllition to 
purchase them at the most competitivf;? p~es. . . , 

(il) Imports of K~~ne 

&.17. FrQlll the .statement indicating the iJDport requirements of 
~leWlJ. products during the Fourth Plan period it would be seen 
that substantial quantities of kerosene will h.8ve to be imported dur-
ing the entire Fourth Plan period 

6.18. The Secretary of the Ministry stated during evidence that 
the production of kerosene during 1967 was 1.2 million tonnes in 
Public Sector, 8 million tonnes in the private sector and ·5 million 
tonnes had to be imported thus making a total of 2.5 million tonnes. 
He also sta ted. that according to the latest estimates of Govemm~nt, 
the country was likely to be self-suftlcient in kerosene -by 1970-71 
provided Haldia refinery was completed. in time. A provision for im-
port of 2 lakh tonnes of kerosene costing Rs. 4 crores had however 
been made for 1970-71 only as a precaution against any poss~ble 
delay in the completion of this refinery. He added that actual im-
port will be alloWed by the Government only after considering the 
supply {demand position existin~ at that time. 

6.l.~. ~ already stated the entire imports of JLel:osene since 1965 ' 
()nwards. have been made through the r.o.c. as Government had 
then decided to impon this item from U.S.8.a and Rumania. 
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6.ZO. While the Committee repel that kerosene will eontiaue t.-

he imported ev_ durin&' the Fourth Plan period, they are ha~ 
to DOte that this produet is imported through ODe organisation only 
,vb., the LO.C_ The eoa.aittee hope that the Govenunent wiD 
make ever)' e&.:t to see that the eountry attains seU.suftieiency in 
JEero.ae positively by the end of the Fourth Plan period and that 
there will Bet! be aDy need to import this produet thereafter. In 
daiS eemaectiaIl the Committee would also refer to their earlier 1'&-' 

eommendatioa in para 4,72 OIl this subject. 

C. Exports 

6.21. Exports of petroleum products are being made by the foreign 
oU companies in the priv. sector since 1955. Prior to that Mis 
Assam Oil Co. have been producing paraffin wax in their refinery at, 
Digboi and surplus production was being exported by Mis Burmah 
Shell. 

6.22. The first coastal refinery (S.V.O.C. now ESSO) based on im-
ported crude came on stream in July' 1954 and the second coastal re-
finery (Burmah Shell) also based on imported crude went into pr~ 
duction in January 1955. Both these refineries have been inter alia 
producing motor spirit, kerosene, High Speed Diesel, Light Diesel 
Oil, Furnace Oil. Burmah Shell refinery also produce Bitumen I 
Asphalt. Motor spirit and Furnace Oil being surplus were exported 
for the first time in August 1955. These two products were exported 
to Australia, New Zealand, East Africa, Ceylon, Philippines, Singa-
pore, Burma and West Pakistan. 

6.23. The third coastal refinery (Caltex), also based on imported' 
crude, came on stream in April 1957 and there was further surplus 
motor spirit and Furnace Oil. This position continued upto the End 
of 1959 and in the beginning of 1960 exports of furnace oU were stop--
ped as the internal demand for this product increased due to rapid 
industrialisation of the country. In 1961 and 1962 small quantities 
of Bitum.enIAsphalt were also exported by S.V.O.C. (now ESSO). 
Motor spirit exports declined in 1964 as there was indigenous demand' 
for naphtha. 

The oil companies in the public sector did not aport any petr0-
leum products upto the end of 1966 and exports by Indian Oil C0r-
poration !larted only from January 1967. 

6.2.. As per information furnished by the Government at present 
the exportable surplus petroleum products are motor spiritlnaphtba, 
High Speed Diesel, Furnace Oil and parafIln wax. Exports of these 
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products are being made by the international oil companies (Bu.I'JIUili 
Shell, ESSO and Cal'tex) operating in India, as well as ,by Indian Oil 
Corporation Ltd. (in 19(7). While motor spirit and naphtha exports 
are, at present, being made to Singapore, New Zealand, Japan, U.K. 
and U.S.A. Paraffin wax is exported to various countries all over the 
world. High Speed Diesel and Furnace Oil are being exported to 
Thailand. 

6.25. Paraffin wax is produced only at the Assam. Oil Company 
Refinery at Digboi. Its export in recent years had declined mainly 
due to increase in internal consumption and decline in production. 
Looking to the heavy demand in the country and reported shortages 
of paraffin wax it has been decided by the Government to reduce the 
exports of paraffin wax to the extent of 50 per cent of the last year's 
(1966) exports. 

6.26. Owing to the establishment of new refineries andlor expan-
sion of existing refinery capacity almost all over the world, the in-
ternational oil companies, operating in India, are, it is understood, 
finding it increasingly difficult to get suitable markets for exports of 
motor spirit. Till lately Burmah Shell, one of the principal expor-
ters of motor spirit used to dispose of the bulk of their motor spirit 
in Singapore in addition to arranging a few exports to 'Inle Isle of 
Grain in U.K. There is a glut in motor spirit supplies at Singapore-
and the disposal in this market is practically blocked. In view of 
their difficulty in exports of Motor Spirit, Burmah Shell, depending 
upon circumstances and type of demand at the time, are exporting 
either "leaded" or "unleaded" motor spirit for delivery either to a 
refinery for further processing or to a marketing company for subse-
quent sale to an ultimate consumer. The other two exporters 'Viz. 
ESSe> and Caltex have been exporting naphtha only in lieu of motor 
spirit. Both naphtha and ''unleaded'' motor spirit fetch much lower 
netback on their exports as compared to exports of finished gradelf 
of "leaded" motor spirit. 

6.27. Indian Oil Corporation started their exports ex-Cochin port 
only in the beginning of 1967. They exported high ~ade motor spirit 
(leaded) or motor spirit (unleaded) i.e. naphtha, High Speed Diesel 
and Furnace Oil during the first half of 1967. State Trading Corpo-
ration is also stated to be helping Indian Oil C01"pOration in dispos-
ing of their surplus products viz., naphtha. State Trading Corpora-
tion has also exported petroleum coke to African' countries. 

6.28. Statement I indicates the position regarding exports of main 
petroleum products from the country since 1955. 

Statement II indicates the names of different countries to which 
exports have been made during the year 1963 to January, 1967. 
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Statement No. D 

Ezporta C1f Bulk Refined Petroleum products during the period 
1963 to Ja:nJulJ:ry/June 1967. 

I. Singapore 

2. U.K. 
3. New Zealand 
4. U.S.A. 

S· Japan 
6. Thailand . 
7. Holland . 
8. Malaysia . 
9. Australia . 

10. Aden 
II. East Mica 
12. Behrain . 
13. Indonesia. 

(in order of importance) 

116 

Quantity Value 
(M. T.) (Rs./Lakhs~ 

673,°32 983 '98 
546,275 563'67 

331,860 381 '51 

19'J,SS7 151 '50 

117,493 121'55 
83,065 112'53 

97>419 78'57 
57,34° 72 '73 
33,680 44'80 
28,611 4°'03 
3°,826 39 ·63 
15>407 13'75 
6,836 9 '11 
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6.29. It will be seen that Singapore has been the oldest and best 
market for Indian petroleum products followed by U.K., New 
Zealand, U.S.A., Japan, Thailand, Holland, Malaysia, Australia, Aden, 
East Africa, Behrain and Indonesia. It has also been S'Ilated that 
Singapore, U.K., U.S.A., Thailand and Japan are the current impor-
tant markets. 

6.30. The Committee note that the country has at present an ex-
portable surplus of motor spirit/naphtha, high speed diesel, fumace 
oil They are glad that paraftin' wax produced at the Digboi refinery 
is being exported to various countries all over the world. 

6.31. The Committee note that there is a glut in motor spirit sup. 
plies at Singapore practkally blocking the disposal in this market as 
a result of which the oil companies have been forced to export naph-
tha and 'unleaded' motor spirit which are stated to fetch much lower 
price. The Committee, therefore, urge the Govemment to make in-
tensmed efforts through the Stale Trading Corporation and other-
wise to explore alternate markets for motor spirit, as the exportable 
~urplus of this product is likely to increase in the coming years with 
the coJllllllissiouing of Madras and Ualdia refineries aud the expan-
sion of Barauni and Gujarat refineries. 

D. Export Potentiality ()f Products 

6.32. Asked if Government have made any efforts either to intro-
duce products having export potentiality or to increase the export 
potentiality of the surplus products through suitable modifications, 
Government have stated in a written reply that "No specific instruc-
tions have been given to the refineries in this respect. But the oil 
companies themselves have been manufacturing these products with 
an eye on the demands of their foreign consigners, because under the 
refinery agreements the oil companies in the private sector are res-
ponsible for the disposal of their surplus prodUcts. They have there-
fore been manufacturing S.R. Tops I Naphtha, motor spirit 80 Octane 
(leaded I unleaded) , . motor spirit 83 Octane (leadedlunleaded) , C.C. 

Gasoline and Platfonnate, as per the requirements of. foreign buyers. 

Cochin Refineries Ltd., in their refinery at Cochin have also manu-
factured 95 Octane motor spirit for supply to Thailp.nd by the Indian 
Oil Corporation Ltd" 

6.33. The Committee are unable to appreciate why Government 
have not made any Special eftorts to inerease the export potentialities 
of petroleum products of the CIOIIIDtry'S reftn.eries. In view of the 
rapid increase in the refiDinc capacity envisaged in the Fourth Plan 
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pWfo4, the C6tniDiltiie 'strOiigly st:nss the need for aScertaining the-
ti:q;ort poteDtia1lty ot the surpliis ttems that would be coming out or 
the reftneiteL SIRe ~ are stated to be ccmstantly re-
,iewing the product: jattern of all the reftneries, the Commit~ 
1Voidd Uk:e the GoveHiine:nt to keep this aspect also in view so as to" 
suggest such changes in specificatiODs of the produds as would help 
them in findiDc ready foreign markets. 



VIi 
AGREEMENTS WITH OIL COMPANDS 

A. Morts to modify Agreements with private Oil Companies 

7.1; THere are th:i'ee agreements With fOreign oil companies namet1.-
agreement dated 3()"1l-1951 With Standard Vacuum. Oil Company 
(now Esso Standard Eastern Ittc.), agreement dated 15-12-1951 with· 
Anglo-Saxon Petroleum Company Ltd. and Burmah Oil Company Ltd. 
(Burmab-Shell Refin~) and agreement dated 28-3-1953 with Caltex 
(India) Ltd., (Caltex Refinery). Under these agreements and the 
revisions subsequently agreed upon, the following capacities were 
licensed: 

ESSO Refinery 
Burmah-Shell Refinery .. 
Caltex Refinery. 

Crude oil throughout 
in million tonnes 

per annum. 

7.2. A number of assurances and concessions regarding importing 
of crude oil, pricing of petroleum products, duties and distribution etc. 
were granted to these oil companies under the respective agreements 
as listed below: 

Bunnah-Shell ESSO 

Price PBra 7 6(6) 
DutieS Para 9(7),(8)&(9) 6(4),(10)&(1 I) 

impon and distribu- Para 9(6) 6(3) non. 

Caltex 

7 
9(h),(i) &(j). 
9{g). 

'.3. BeSides the abOve the respective agreements contained til. 
~ that tar a period df 2S yean frOm the commencement of 
ibD~8le refmeIy operatroris the same malt not be acquIred nor ~. 

119 
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.operation taken over by the Government and if it is acquired there-
after a reasonable compensation shall be paid. An assurance was 
also given that in the matter of taxation the Indian company will not 
be treated less favourably than if it would have been operating in 
India as a subsidiary of the parent foreign company. 

7.4. It has been stated that these companies have surrendered the 
.concession regarding duty protection voluntarily even before the 
expiry of 10 years mentioned in the agreements. The Burmah Shell 
.and ESSO refineries surrendered duty protection on motor gasoline 
with effect from 1-10-1956 and Caltex refinery with effect from 1-10-
1959. The duty concessions on diesel oil, fuel oil etc. were also 
surrendered by these cmopanies from the dates indicated below:-

ESSO Refinery 

Burmah Shell Refinery. 
Caltex Refinery 

15-11 -60 

1-7-59 
1-4-63 

It has been stated that none of the private sector oil companies enjoy 
any duty protection at present. 

7.5. Among the various assurances and concessions granted to the 
-oil companies, the follOwing two are very important:-

(i) Rights I)f the oil companies regarding import of crude oil, 
(ll) Pricing of the petroleum products on the basis of import 

parity. 

7.6. The Oil companies have been given the freedom to make 
arrangements for importing crude oil from sources of supply of 
their own selection subject to the obligatiOIlj to use under certain con-
ditions crude oil produced in India. Assurance has been given to 
the companies for release of foreign. exchange as required for the pur-
pose of importing crude au. 

7.7. The oil companies have also been given assurance that they 
will be permitted to establish the prices of the products ex-refinery 
from time to time at any level not higher than landed cost on com-
parable products of import. There is further assurance that if any 
other refinery producing similar products from imported crude is 
granted terms generally more favourable than those granted to these 
refineries such terms will be made applicable to them also. The 
import parity prices of the products are determined by adding t0ge-
ther the lowest f.o.b. quotations ex Abadan at the time (less discoUll'f:). 
the ocean fright and marine insurance, with an alloW8l1CEl for ocean 
loss, and then by adding to the c.i.f. price, port and other landing 
charges and also the duty. 
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7.8. A knowledgeable person has expressed the following views 
about these conditions in the Refinery Agreements. 

"Another stipulation that was made was that they would be 
allowed to bring 111 crude from their own sources. This 
is a very important consideration with the refinery com-
panies. They are more or less subsidiaries of other big oil 
companies in the world. There are eight big international 
oil companies-one of them is the British Petroleum 
Company and another is the Royal Dutch Shell 
Company. This is partly owned by the Dutch and 
partly owned by the British. Another is a French Com-
pany. The rest of them, five, are aU American Companies. 
These eight companies are very powerful. You will find 
them almost everywhere where there is a prospect of find-
ing oil. Everywhere they have a ~ubsidiary. And there is 
no competition among themselves. They are so interlocked 
with one another. For example, in India, there are three 
companies they are prepared to compete. But you cannot 
expect a free competition from them. One of the conditiollS. 
as I said, was that they will be allowed to import crude oil 
from their own sources. This was veTy important for them. 
Crude oil used to come from other countries but most of 
it is now produced in the Middle-East. Another condition 
which was stipulated was it was accepted by Government 
of India also-that the price for the products will be fixed 
at a level not higher than their imported value. The 
landed cost of the imporled oil products at Bombay 
would be the determining factor. And it will not go above 
that. If in future, any other refinery which works on 
imported crude oil is given more liberal terms, the 
same will be made applicable to these companies. These 
are the three or four conditions against which the Govern-
ment of India have to build up the petroleum industry in 
the public sector 80 per cent of the foreign trade in pet-
roleum is in the hands of these eight companies in one form 
or another. The source of supply is from Middle-East. The 
crude oil that we get from there is cheaper than what we 
are getting from other sources. We are getting the crude 
from that source also. But, as it is a transaction betwen a 
company working there is a subsidiary to the parent com-
pany and the subsidiary of the same company in Bombay 
there is no price competition. They have to accept what-
ever prices are dictated to them. It is only through the 
vigilance of the Government of India that we have been 
able to get quIte reasonable discounts." 

3102 (.i~ LS-9 
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·'7.9. Asked if at the time of sanctioning expansion in the capacities 

of the private sector refineries any eftorts were made by Government 
to modify the terms of original agreement as regards import if crude, 
the Seeretary of the Ministry stated during evidence: 

••.... efforts to have the Agreements modified have been made 
for the last four or five years. But, we have not succeed-
ed in getting these Agreements terminated. There are only 
two or three provisions in the Agreements which now re-
quire to be amended such as the right to bring crude from 
their awn sources, the right to establish product prices On 
a import-parity basis. These are two major questions 
which, I think, ought to be modified in the public interest. 
Up till now, we have not succeeded though we have nego-
tiated on quite a number of occasions." 

'UO: Blueidating further, he stated: 

"We have agreed. to let them operate on these capacities because, 
it was thought, that it wC!Uld be in the COUll'try's interest 
to utilise this eapacity. Now, baving allowed them to run 
almost twice the amount of crude for four or five years, I 
think, wha'tever use we might have made of this situation, 
. i& ~o longer available. As a matter of fact, in 1963, 1964 
aDd 1965. we did try as a result of the increased through-put, 
to aet them to surrender 01' agree to modification of the 

. Reflnecy Agreements. But, as I said, we did not succeed. 
To-day, I think, we will have to make use of some other 
freah opponunity that might come on. our way to nego-
tiate for these modifications. . ... They feel they have a 
.card in their hands. Firstly they feel that the use of this 
c.apaA:ity cannot be dispensed with by us attlUs juncture 
.... At one stage, they were willing to accept some cbanges 
in napect of the right to use certain types ot.. crude from 
Govemment and so OIL If I could hazard the guess, it was 
th. decilion of the Government in the first half of 1965 to' 
step all imports of products thro. the agencies of these 
complmies that made them· change their mi:ods. In April-
May, 1965 we decided that there should be no import of the 
de1iclt petroleum pcoducts ~ these companies. We said 
that the IOC will be the sole importer. We changed to ire-
port essentially from the Rupee souna-the Soviet Union 
and 8(). 011. This meant a loss of almost 2 mUJiOIl tonnes of 
ilnportsto these companies. It may be that this was a 
Ulm.ing point because, uptil.l then, they Weft still negotiat-
ing wiUl us." 
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1. 11. Analysing the situation further he stated: 

"We have entered into agreements with them. We cannot 
abrogate them now; We can only change them by mutual 
agreement. At the time of the Chinese agreeaion in 1962. 
there was need to make the fullest possible use of all avai~ 
lable capacities in order to make the nation self-sufficient; 
then the Government decided to allow ,these refineries to 
go up to what they said was their capacity then. We have 
kept more or less to that since then. In 1962-63 they were 
allowed to run additional crude of 21 million tons in one 
case and 3! million tons in another case. By doing so 
we avoided the import of finished products. The advp.n-
tage to the country in terms of foreign exchange savings 
was considerable. Secondly, at that time, even in 1963. 
1964 and 1965 the various new refineries which we had 
planned for in Cochin and Madras had not come into 
operation. Barauni and Gujarat were still not in opera-
tion. We were in need of petroleum products and the 
best way in which we could have met this demand was 

. by making use of the available capacity inside the country 
in full. It was in this sense that this helped the country',; 
interest. The alternative was, as Mr. Kashyap reminded 
me, to import these prodUCts. We are constantly on the 
look-out for an opportunity to modify the unsatisfactory 
provisions in the agreement." 

7.12. Asked if the question of reduction in the price of crude 
imported by the Oi] companies was put to them, when the companies 
approached the Government regarding expansion of their capacities, 
the Secretary of the Ministry stated: 

''Reduction in the price of crude has been our constant effort 
all the time .... I have said that the question of price reduc-
tion has been tackled from time to time and constantly 
irrespective of the extent of crude that is run in this refi. 
nery. As a matter of fact the first crude price reduction 
came in 1961. Then, I think it was reduced again in 1964-
65. There were three reductions .... In 1963-64 we did 

negotiate. .. By then capacities had already been increased 
by the end of 1962. It was only later to alow the continu-
ance of those capacities at those levels; and this gave us 
an opportunity to talk to them. They expressed the relldi. 
ness to negotiate for the modification or change of the refi-
nery agreements. In 1963-64 we did have long negotiations. 
Even there were some provisional drafts which were drawn 
up. But in 1965 certain things happened; I explained a 
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litlie while ago that made these companies to go back on 
the understanding we had with them in regard to the modi-
fication of these agreements. In 1965 we had to stop all oil 
products to be imported through their sources, I have a 
feeling this is what made them suddenly drop the negotia-
tions." 

7.13. The Committee regret to observe that even though Govern-
ment realise the need to modify the agreements with the oil refiner-
ies, particularly with ~ard to their right to import crude from their 
c;tWJl sources, and the right to establish product pria!S 011 import 
parity basis, they have not yet been able to do so. The Committee 
are unable to understand why the Government did not avail them-
selves 9f the opportunity to modify the agreements when the oil 
companies approached them for permission to operate beyond their 
original licensed capacities from time to tiDre. It is really surprising 
that the oil eompmaiea could CO back from the understanding in rp.-
gard to the modification of these ap-eements, particularly when 
viewed against the following background: 

(i) the refineries expanded their capacities to over 100 per Cel'lt 
without obtaininc any prior approval of Gov.,rnment 
which euables them to import larger quantities of crude. 

(il) these expansions in the capacities have resulted in large 
seale coastal movements of petrvieulllt products in foreie:n 
takers involving substantial expenditure of foreign ex-
chaa,re on freilht. 

7.14. A view can also be taken that the original agreements gh'ing 
the coastal refineries the right to import erudr from their own 
S011J"CeS, should appropriately relate to the original capacities of these 
refineries. For the expanded capacity, it should be possible for Gov-
ernment to make the re&neries agree to the imports of crude through 
Govenunent at the best poSsible prices. This assumes importance in 
view of the continuiag foreign exchange ditlieulties experienced h~' 
the country and the need to save as much free foreitlD exchange as 
possible. The Committee have no doubt that Government should be 
able to bring about suitable modifications in these agreement!> with 
the CODSeDt of the oil re&neries. They hope that in the larger public 
interest GovernlDi8Dt will be able to aeeotiate the modification of the 
re8nery agreements in resped of import of crude and fixation of 
prices of petroleum products on import parity. 

B. GoveJ'llment COIltrol over the product pattern of the Oil Companies 

7.15. It has been sta1)ed by the Government that the Ministry of 
Petroluern and Chemicals exercises close watch on the availability 
and the demand of petroluem produ.c~. This is done in meetings 
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which are known as Supply Plan meetings held with the oil com-
panies towards the end of each month. Among the many items dis-
cussed and finaliged at these meetings is the production of the indivi-
dual refineries in the ensuing month. In doing so, special note is 
taken not only of the anticipated level of the overall requirements, but 
also of the special nered.s of the regions served Iby the individual refi-
neries. The oil companies, with their network of agents and distri-
butors and with their market intelligence, normally t8!ble realistic 
production figures. It has been stat~ that the need for the Govern-
ment to prevail upon the oil companies to increase or decrease the 
production of particular products, therefore does not ordinarily arise, 
except for th'e specific purpose of determining from month to month, 
the production of ATF and LDO. particularly the latter. 

7.16. The demand for LDO is seasonal, being heaviest during the 
period October to February, when this fuel is used to run low speed 
engin'eS for irrigating the Ra:bi crop. The demand is the heaviest in 
GUjarat, followed by Maharastra and Rajasthan. The Ministry deter-
mines the level of demand each month, in consultation with the State 
Governments. Thereafter, production and movement schedules for 
individual refineries and oil companies or prescribed and their imple-
mentation assured. Similar plans have to be made for the production 
and movement of ATF. 

7.17. The agreements with the three foreign oil companies for esta-
blishment of private sector oil refineries stipulate, in identical terms, 
that the refining company may change the relative portion of the 
products manufactured at the respective refinery, provided that the 
output of the kerooenes as estimated in not substantially lowered 
thereby. This provision was made with the specific intention that 
the three refineries continue to produce this deficit item at an output 
which approximates to the d'esigned one. 

7.18. The three private sector refineries are stated to have followed 
this stipulation and presently prodUCing quantities of kerosen'es either 
in excess of or approximating the design yield, as shown by the follow_ 
ing figures: 

---------.- -

Bmmah-shell ESSO Caltex 
-----

Dergn percentage of 12.75% II. ~:i% I~.2% 
kerosenes to crude 
thrO".Jgh put. 

Actual production of 196,4 21. 84% ~4·S7% 18. 36°/() 
_ Kerosenes over crude i96s 18·55% 14.45% 17.1% 
.through put. 1¢6 16.13% 13.00% 12.67% 
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7.19. Asked to state the reasons why the foreign oil eomparliM. 

following th-e closure of the Suez Canal reduced produ.et.i.on of fuel 
oil preventing the country from earning foreign exchange, the Secre-
tary of the Ministry stated during evidence: 

"It is true 1ttey have reduced the production of fuel oil. It is 
also true that this caused some difficulties in the country, 
especially in meeting the requirements of international 
bunke!"B. But, th·e LO.C. and the Cochin Refinery were 
able to overcome most of the handicaps. The cochin 
Refinery was able to increase its fuel oil production by 
20,000 tons per month and the IOC was able to meet the 
needs .... The IOC was able to h'elp in maintaining the 
bunkering services in an adequate manner, as a result 
of the steps they took. I would like to emphasise one 

point here. The IOC was able to build up iis position ill 
the fuel oil business because of their changing the pI'&" 
duction pattern. 

7.20. The Managing Director (Marketing Division) IOC stated in 
this connee1lion: 

"In the ease of ESSO the fuel oil production came down to 
15,000-18,000 tons pier month after this change of produc.-
tion pattern and in the case of Bunnah Shell the reduc-
tion. was 1ess-7,000 or 8,000 tons. When we were trying 
to enter, to crash our way in the fuel oil marltet, this 
reduction helped us very considerably to pick up addi-
tional trade in fuel oil. But for this, we would have had 
to give substantial rebates in order to establish a si7.eable 
share of m.arket; that would have cut intJo our profit mar-
gin. When this change took place, we were able to pick 
up this business without having to concede any substan-
t:ial rebates. It would have taken quite a few years 1b 
capture this market but for this opportunity." 

7.21. Asked why did these companies change their product pattern 
he stated .... "They wanted 10 produce more of the more profitable 
items like kerosene." 

7.22. Asked why was it not considered desirable by the Govern-
ment to exercise their powers to check such manoeIlVlWl of tb& aoJIl-

panies, the Secretary of the MiniStry stated: 

"At that point we could have exercised our statutory authority, 
direetiag them to do certain things. 'nle qU8BtlOll is 
whether we should have used that power tbeD to Jaeet 
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our objectives. Under the Essential Supplies Act we 
could have given directions as to what they will produce 

. etc. It is a matter of deciding when you should use the 
big stick. I think the decision is a decision which the 
Government hu to make in consideration of all the fac-
tors," 

7.%3. It is unfortunate that the foreip oil c.mpaaiee reclaeed the 
production. of fuel oil followiJle the closure of Suez Canal wJajeh, .. 
has been admitted, had caused some difficulties ia the couatry. espe-
cially in meeting the requirements of the International Bunkers'. 
While the Committee appreciate the role of JOC which rose to the 
occasion in meeting the demand for fuel oil in the country, th~y feel 
that Government should not have allowed the oil companies to 
change their production pattern to suit their own business interests 
to the detriment of the Nation's. The Committee recommend that 
Government should not hesitate to use their powers reprd111R deter-
mination of the production pattern of the oil compauies in the lal'l_" 
pUblic interests in future. - , 

C. Cochin RefinerJ 
7.24. The Agreement for the formation of a n'eW company known 

as 'Cochin Refineries Ltd: was signed on the 27th April, 1963 between 
Government of India, PhilUps Petroleum Co. U.s.A. and Duncan 
Brothers and Company, Calcutta. The authorised equity capital of 
company is approximately Rs. 15,00,00,000 comprising 1,500,000 equity 
shares of a value of Rs. 1001- each. Thepanicipation in the equity 
capital of the company is as follows: 

Gmt.ofIndia 
Phillips. 
Duncans 
State Go\t. 
LI.C. 
General Public . 

(i) Role of Duncan BTos Ltd. 

5! 
25% 
2% 
7% 
7% 
8% 

·1.25. Asked about the reasons for giving 2 percent equity partici-
pation to Mis. Duncan Brothers, it was stated. ~at they were reqon-
sible for bringing Mis. Phillips to the dis:ussion ta9le and were their 
associates during all these negotiations. 

7.%6. The Committee are surprised that M,' s. Duncan Brothers 
were allowed Z per cent equity participation simply because they 
breaPi M / s. Phillips to the negotiation table and were their asso-
dates during the negotiations. 
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(ii) InCTeQ8e in Ca.pital Cost 

7.27. It bas been stated that the origina1 cost estimate of the Co-
chin Refinery was Rs. 19.85 crores with a foreign exchange content 
of about 101 to Rs. 11 crores at the then rate of exchange. The pre-
sent estimate is Rs. '1:1.70 crores with a foreign exchange content of 
Rs. 17 crores at the new rate of exchange. 'lbe reasons for the in-
crease were stated to be devaluation and the cost of additional facili-
tI:es provided. The following item-wise break-up of the increase in 
cost estimates has subsequently been furnished by th'e Government. 

7.28. The main reasons constEtuting the increase in costs together 
with amounts involved are: 

Rs. i.n l.akhs 

(i) Land having to be paid for (against the 88-

aunptlon of 8 free gift from the State Govt.) 

(il) Cost (of shore-ta-refinery pipeline due to the 
present site being eight miles away from the 
water front) 

(Iii) Cost of construction of a private railway siding 
of a total. length of 8 miles (against tess than 
l mUe originally planned for) 

(iv) Increase in Customs duty over the initial provi 
sion (additional payment) 

(v) Additional shipping freight having to be 
incurred. 

(vi) Interest payment on loans during constnlction 
having been more than provided for. 

(vii) Effect due to devaluation. of the nJpee in that 
when the dollar loans are repaid there will be 
more outgo of rupees at the post-devaluation 

. coversion rate. 

(viii) Increase in size of key vessels in anticipation 
at future expansion needs 

(ix) Various other factors 

Total: 

61.96 

143.86 

115.S7 

201.53 

2'7.95 

19.53 

487.00 

13.15 

33.76 

1084.31 
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7.29. It has been stated that the increase in cost has been due to 
many items which would noti have been in existence, had the land 
originally been selected, been available. The initial estimates were 
prepared at a time when a site, different from the one where the re-
fineries are now located was in vi'ew. Another major increase is due 
to devaluation which could not be foreseen earlier. 

7.30. illustrating that some of the above items could not be fore-
seen the r~resentative of the Ministry stated during evidence "ori-
ginally the land wa.s to come as a free gift from the State Government 
but ultimately it had to be paid for and this !COSt Rs. 61.96 lakhs. Then 
the refinery site was changed to a place about 8 miles away costing 
Rs. 143 lakhs on laying of pipelines upto the water front." 

7.31. The IXlyment for land was stated to have been necessitated 
by a decision of the Government not to accept free gifts of land 
from the State Government and elaborating the same the Govern-
ment have stated in a written reply that at one time, it was envisa-
ged that the site will be given free of cost by the Kerala Govern-
ment. From the past experience of such offers of free land for the 
refinery and other projects,. the Government of India took the view 
that, for. purely commercial projects, the acceptance of such a gift 
was neither expedient nor desirable. In the context of financial 
participation by the Governments of Assam and Bihar in the oil 
refineries at Gauh3ti and Barauni respectively, it was decided by 
the Chairman, Planning Commission that the said Government 
should be paid for the land inspite of their earlier assurance to 
make land available free of cost. On the same analogy, it was consi-
dered that it would not be correct to accept gift of land from the 
Kerala Government for the Cochin refinery. 

7.32. The Committee regret to observe the steep increase in the 
eost estimates of the refinery from the original &. 19.85 erorp-s to the 
antieipated Ks. Z8 crores. They note that an iacrea~ of over &. 3 
erores is d.irectly attributable to the change in the site of the refinel')' 
neeessitating, in addition to the payment for the bnd, payments of 
as. 143.86 Iakhs for a pipeline from the shore to th~ Refinery and 
Rs. 115.57 lakhs for a private railway sidine, 

7.33. The Committee need hardly ~ that the estimates of 
C4NIts should be prepared after leleetioD of site aDd shoulct be more 
realistic. 

(iii) Technical Seroices fee for se",ices outside Indiaiin India. 

7.34. The constru:tion work of the Cochin Reftnery has been 
.lone on turn-key basis by Messrs Phillips Petroleum International 
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Corporation. Besides, the Phillips Company is to provide tecruli-
cal services to the refinery for which they are to be paid fixed SUJD8 

for a number of years. The details of these provisions are given 
below. 

7.35 Under the Technical Services Agreement entered into by 
the Cochin Refineries Limited with Mis. Phillips Petroleum Co., 
the Company has requested Phillips to provide and. Phillips has 
agreed ,to provide the technical services necessary 'for the operation 
of a refinery to be located at or near Cochin 

7.36. C1'8use 3.3 of the above agreement prOViding for Technical 
Services Fee for services and research outside India reads as follows: 

"3.3. Technical Service Fee for Services and Research Out-
side India-for technical services, including technical achi-
evements and experience and for further technical de-
velopments and reearch during the term of this agree-
ment, conducted outside India all relating to refinery 
operations, the Company shall pay t.o Phillips a technical 
!'Iervice free as follows: 

<a) 110,000 US dollars per quarter for the first five years 
from the date of COmmissioning of the refinery;' 

(b) 100,000 U.S. Dollars per quarter for a further period ot 
five years subsequent to the first five years period; and 

(c) 90,000 U.S. Dollars per quarter for the next fiVe years 
subsequent to the period specifled to (b) above. The 
first such sum shall be payable on the first day of the ftrst 
calendar month after the commencement of commercial 
operations of the refinery and thereafter on the first day 
of each quarter year commencing after the initial pay-
ment. 

7.S7. Clause 3.4 providing for technical service fee for technical 
Ie'l"Yice in India reads as follows: 

(a) For the 1urnJshing of technical service for the operation 
of the refinery in India, the Company shall pay to Phillips 
a fee of the rupee equivalent of 2! US Cents per barrel 
for each barrel of crude oil which the reftnery charges 
Mch tnOIlth for a period of six years after the commence-
ment of commercial,pperations. " 

(b) After the expiry of the six year period indicated above. 
the fee shall be reduced to the rupee equivalent of 11 U.S. 
Cents per barrel of crude oil charged for- a further period 
of three years, and 
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(c) the amount of barrels upon which such fees are payable 
shall be the amount of barrels of crude oil actually char-
ged at the refinery each month, but shall not average less 
than 40,000 barrels per day nor more than 55,000 barrels 
per day. After the expiry of the first nine years of com-
mercial opeMtions of the refinery, the amount of techni-
cal service fees payable to Phillips for services rendered 
by them in India shall be as may be determined by the 
Company and Phillips. 

7.38. Payment of the technical service fees in India shall be made 
monthly within 30 days after the end of the month in which the 
crude oil was charged by the refinery after the commencement of 
oom~rcial ()perations. 

7.39. The amounts paid by Cochin Refineries Ltd. to Phillips Pet-
roelum International Corporation from the start of its commercial 
production on 26th May, 1967 upto 31st December. 1967 under the 
above heads are stated to be as follows: 

(i) For technical services. . . . $330,000 
fee on services and research outside India or Rs. 24' 75 lakhs. 

(ii) For technical services inside India. Gross amount 

Net paid. 

TOTAL 

Rs. 21,12,367' 58. 
-Less inrome tax 

deducted at source 
@70% 

Rs. 14,78,657' 33. 

Rs. 6,33,710' 25 

Rs. 31' 09 lakhs. 

7.40. As per information fW'D.isbed. by the Government the Annual 
foreign exchange outgo on account of the above clauses of the COD-
tract will be as follow.: 

Year. fn India. Outside 

J 2 3 
(Rs. in lakhs) ($in lakhs) 

1967-68 32 '63 4'4 
J968~ 32 '55 4'4 
1969-70 32 '55 4'4 
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.-.--------

1970 -7' 
197.1-72 

1972 -73 
[973-74 
[974-75 
[975-76 

'976-77 

[977-7'3 

'97R-79 
1979-8J 

1980-81 

3 

32 '55 
32 '7° 
2R'43 
16'2R 
16'28 

12'23 

2 

4'4 
4'3 
4'0 

4'0 

4'0 
4'0 
3',9. 
3,6- ~ 

3,6 

3- 6 
3,6 

(about Rs. 4' 2 crore~). 

(Jnco:n~-t'lX at current folte of 70% is howt'vcr deduct able at source in 
re~p:ct of s~r\'ic'!~ inside Indi'l). 

It has been stated that the payments made in rupees are also 
subject to conversion under foreign exchange regulations, 

7.41. The Committee are deeply COIlceraed about the.f~gn ex-
change outgo durbag the next Meea years on aceount o(~ledmical 
services fee for services aDd research outside badia amolmting to 
about Rs. 4.2 erores, They also note that in addition to this, the ...,...ts reeeivecl in rupees for serviee& ill lDdia' which would 
........ t to about Rs. %.36 crores duriGg the &iDe years may also be 
eonverted into forelp cul'l'eftcy ad can be taken out of the country, 
The Committee feel that these payments together with the share of 
M i" Phillips ID the process IIUlrIin of the re8aery will result in a 
substantial foreip enhance dndn, 

(iv) Supply of crude 

'1.42, The relevant, clauses of the Agreement regarding supply of 
crud£' oil utilisation of Indian Flag Tankers. and utilisation of fndf-
genous crude oil read as follows: 
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~7.43. lO.L Supply of Crude Oil. The New CoD1pany will purchase 
the crude Oil suitable for use in the refinery from imported or indi .. 
genous sources as may be determined. For a period of 15 ye~rs 
from commencement of commercial operations Phillips will act as the 
agent of the New Company, and will make arrangements for thta 
putchase of imported crude oil on the best terms possible. 

The quality and type of the crude oil. or blends of cl'udc oils. 
shall be suitable for use in the refinery, as designed, to facilitate the 
p~uction of the types and quality of products described in Appen-
dix II. Phillips shall also act as agent of the New Company in mak-
ing arrangements for chartering tankers to transport the imported 
crude oil and such of those products as may be exported from the 
refinery at the most advantageous rates available but at rates not 
exceeding 6revailing INT ASCALE rates. .. 

7.44. 10.2. Utilisation of Indian Flag Tankers-If at the time tanker 
arrangements are made, Indian flag tankers are available, they will 
be engaged by Phillips/New Company provided the freight rates 
are competitive in relation to tankers chartered!hired on a long term 
basis in the world tanker market. Phillips! New Company will pro-
vide Director General of Shipping, Government of India data on re-
quirements, requirement dates and physical dimension of tank ships 
required. Upon Director General of Shipping providing assurance 
that such tank ships will be made available, Phillips!New Company 
will enter into a long term charter agreement with each companies 
as are nominated. by the Director General of Shipping fQ1" use of 
these tank ships. Rates will be those prevailing for such long term 
charters at the time of signing of this charter agreement and wi1I he 
payable in U.S. dollars or Pound Sterling. If Indian tankers are not 
ava:ilable initially, then Phillips authority shall be limited f01"1 a 
period of 5 years to charter foreign tankers. 

7.45. 10.3. Uiilisation of Indigenous Crude on. If at the time 
crude oil arrangements are made, indigenous crude oil is avajlable it 
will be utilised by the New Company in preference to the imported 
crude oil provided such indigenous crude oil is available in sufficient 
quantities and suitable for use in the refinery. The imported crude 
oil contractli .. negQtiated by Phillips shall provide for reductions in 
amount to accommodate the usage of Indian indigenous crude oil." 

7.46. It has been stated that an agreement fer thE supply of crude 
to the Cochin Refinery for a period of 4 years P.as been entered into 
between ~tandard Oil Company of California (SOCAL) and Co chin 
Refineries Ltd. In terms of the contract, the ~rude oil shall be sup-
plied during the first year of commercial operation of the said refi-
nery, @35.000-55,OCn bbls.1day at buyer's option, and hr later yenrs 
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@50,OOO bbls./day, 10 per cent more or 1Ms at buyer's option. The 
oil supplied shall be Light Iranian (Agha Jari) crude oil of 3!.~ 
85.9 API gravity at 60. F. (which may be substituted, in case of its 
non-availability under certain specified conditions, by Stabilised 
Arabian crude of 34.0-34.9 gravity). The Agba Jari crude, pre-
sently being used by Oochin reft.nery, is to be supplied. at price which 
is the lowest f.o.b. P~rsian Gulf price at which the same is available 
to either of the three private sector oil refineries in India (and which 
is taking the same at a rate of not less than 10,000 bbls/day on a con-
tinuing basis). This corresponds to $1.40 per barrel on the present 
posted price less discounts. 

7.47. Under the tanker charter contract between Cochin Refiner-
ies Ltd. and MIs. Triton Shipping Inc., the ocean freight ex-Kharg 
Island to Cochin is 20.10 eents per baTrei; this is cheaper than the 
freight charges paid up to Bombay by private sector refineries. The 
f.o.b. price plus the lower freight charges paid by the Cochin. reftnery 
are thus cheaper than similar costs paid by the other companies 
baaed 011 import parity. For Haldia refinery, the Government have 
contraded with MIs. Total International of Bermuda for supply of 
u,ht Iranian crude oil of 32.0-35.90. API gravity from Kharg Island 
at a f.o.b. price of $1:39 per barrel with possibility of further rE:bates 
as IDIIY be mutually agreed upon. Cochin refinery could 111so import 
crude at limllar price, but for commitments in SOCAL contract 
whereby the price is linked, in the way mentioned above, to that 
obtained by private sector refineries. Asmming that Cochin refin-
ery wauJd operate at a level of 50,080 to 55,000 barrels I day. a lower 
pri,ee by every $0.01 from that quoted above woUld resUlt in a IIrf'iDg 
of approximately $0.17-0.1~ million per year »Cochin refinery. 

7 .48. It was stated during evidence that the crude was earlier he-
inl{ brought into India at 2 dollars and 2 cents and that M! s. Phillips 
o~ to bring the crude at 1 Dollar and 94 cents. As regards the 
advantage from the clause the Secretary of the Ministry stated ., At 
least the price of crude would not if> up. "I:oday's arrangement is 
valid for 3 years more and at the end of three years it is ()pen to us 
to direct the Phillips to act in any particular manner in arranging 
for further imports .. ' .. I think on the next occasion in 1970 when 
a fresh crude supply arrangement is likely to be made, I hope, the 
Cochin refineries will take steps to direct Phillips to act in a parti-
cular manner. The first crude contract which is valid for four years 
was negotiated by Phillips on their OWn and after the expiry of this 
contract we wlll teU them how exactly they win go about the busi-
ness of making contracts on behalf of the Company". 
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7.49. He also added "uptil now they are bringing the crude at the 
same f.o.b. prices available from the Persian Gulf to others. We be-
lieve it is possible to get crude at cheaper rate". 

7.50. Asked for the reasons for appointing a minority partner as 
an agent for the purchase of imported crude it was stated "this arises 
out of the statement by Phillips that they will produce crude at a 
delivery price not in excess of dollar l.94 per barrel. They said if 
you give in the responsibility for arranging supplies we will ensure 
that the crude will be available at a price not in excess of it." 

7.5l. The question of M Is. Phillips acting as agent of the New 
Company in making arrangements for chartering tankers fOT the 
import of erude was also stated to be linked with their offer ollRlp-
ply of crude at 1 dollar 94 cents per barrel. 

7.52. The Committee are unhappy altout the present arrangements 
for the supply of crude to the Cochin refinery whereby A minority 
partner to the CODtract has been appointed agent for the purchase of 
imPOrted cracIe. They feel een.cerne4 about the fact that while tile 
Govenuaent believe that it is possihle to get cntde at a cMaper rate 
they eaaaot do anythiae ia this matter till It70. upto when tbe pre-
seat eoatract fer the supply of crude is stated to be bindin&". more 
so, when it is estimated that every reduction of $0.01 per barrel 
w01lld mean a saving of about Rs. 13.5 lakhs to 15 lakh" in foreip 
exe~e per year to this refinery. 

7.53. The Committee, therefore, strongly impress IIpon the Gov-
ernment the need to make an alternate arrangement for the supply 
of crude as soon as the period of the present contract is oVP", and also 
in the meanwhile to seek through negotiatiOlls on a reduction in tbe 
pl'iC'e of crude supplied to the CodIin refinery. 

(v) Process Margin 

7.54. Clauses 14.1 to 14.4 of the Agreement regarding process mar-
gin to be paid to the New Company read as follows. 

'1.55. "14.1. The New Company will process the crude oil deliver-
ed to it either from indigenous or imported 9Ourees. In processing 
such crude oils, tM New Company shall have a margin of the rupee 
equivalent of 1'35 U.S. dollars per barrel of cr'..lde charged for the 
first 10 years of the commercial operations of the refinery based on 
the contemplated yield pattern and volumes c'.:mtained in Appendix 
II attached hereto. 'Mle initial landed cost of the crude oil, per bar-
rel, plus the process margin of the rupee equivalent of 1: 35 U.S. dol-
lars shall not exceed the average product prices ex-refinery as detafl-
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ad in the Oil Price Enquiry Committee Report and in force on the 
~ate of this Agreement." 

7.56. "14~ 2. After the first 10 years of the commercial operations 
of the refinery, the process margin shall be reduced from the rupee 
equivalent of l' 35 U.s. dollars per barrel to the rupee equivalent of 
l' 30 U.S. dollars per barrel for a period of 5 years. 

7.57. "14.3. If during any year, the delivered price of crude oil, 
and the ex-refinery prices as detennined by Government of India 
from time to time, are such that the process margin as actually 
achieved is not as great as 1:35 U.S. dollars or 1~30 U.S. dollars as 
may be applicable, the Government of India agrees to make such 
arrangements as may be necessary to guarantee the attainment of 
1he minimum process margin having regard to the revenues to be 
realised by the refinery and on the basis of which the process mar-
gin of l' 35 U.S. dollars or l' 30 U.S. dollars has been specified." 

7.58. "14.4. The Government of India will, however, make no 
payment if at the end of a financial year the total process margin 
from start up of operations of the refinery to the end of that finan-
cial year is in surplus. When at the end of any financial year, there 
is a surplus in the total process margin provided since the start of 
the refinery operations and there exists a net balance of payments 
by the Government of India to the New Company. the New Com-
pany will refund to >the Government of India such surplus to the 
extent of the net balance of such payments. For this purpose, the 
New Company shall keep separate accounts of the surpluses and de-
ficiencies in the process margin. financial yearwise, during the entire 
period of the Agreement." 

7.59. It may be noticed from the above clauses that the proce"s 
mnrgin has been fixed in terms of foreign currency t'iz. Rupee 
equivalent of l' 35 U.S. Dollars per barrel. This will amount to a 
process margin of about Rs. 80 per tonne. post-devaluation. 

7.60. Asked what was the basis for fixing such a high process 
margin for this refinery the Government have sta~ in. a written 
reply that during the course of negotiations loading to the conclu-
sion of the Formation Agreement. Phillips had been insistent upon 
a guarante~d processing fee which was initially desired to be dollar 
l' 90 per barrel. SubsequenUy the figure of dollar 1- 35 per barrel 
was agreed upon. In arriving at this figure, the delivery cost of 
imported crude Dollar 1- 94 per barrel and the then current ex-refin-
ery prices based on import parity and a reasonable rate of return 0!1 
investment had been taken into account. 
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7.61. As ~gardS tile effect of devaluation towards increasing this 

margin furthet' ~'Government have stated that the devaluation 
has not matep.afly affected the extent of process margin. The 58 
-per cent inFfease in rupee value of the Dollar in process .margin has 
been offset' by a similar increase in landed cost of products ex-Co-
chin refinery which are based on import parity. To the extent that 
there has been an adventitious !!ain to the refinery consequent upon 
devaluation, the increase in ex-refinery product prices being more 
than the increase in landed cost of imported crude, the Government 
have imposed an additional non-recoverable excise duty on the saie, 
'ex-refinery, of the said refined products, to mop up the fortuitous 
:gain. 

7.62. Asked why was the same not fixed in terms of Indian cur-
rency, 'the Secretary of the Ministry stated "This is the way it is 
written. I gather that this was Phillips requirement to protect them-
selves against any possible devaluation". It has also been admitted 
by the Government that with a larger process margin though the 
profit of the !'lhareholders-both the Indian and foreign-go up, it 
gets added to the costs of productiOn. The Secretary of the Ministry 
also stated during evidence "We have no such provision in other 
agreemen'ts. This is a feature of this agreement alone" and added 
that the desire to reach an agreement prompted the Government to 
agree to this special provision. 

7.63. Asked to clarify the guarantee of the process margin provid-
-ed under cl. 14.3 of the agreement he stated "It means, if, for exam-
ple, in a particular year 10 million barrels of crude have been pro-
cessed, they should, at dollar l' 35 have a total margin of 13' 5 mii-
lion dollars. This is the gross revenue that they have to realise. Tf 
in a particular year they do not realise 13' 5 milIion but realise only 
13 million the Government have to take such steps as to meet the 
remaining half a million. We have to give subsidy or ask Indian 
,on Corporation to do certain things. Indian Oil Corporation is Gov-
-ernments agents to dispose of the products of the company ..... . 
The revenue in the case of Cochin refinery is what they get in this 
manner irrespective of the other factors. If the expenditure side of 
ft goes up the additional expenditure will have to be absorbed out 
of this 13: 5 million dollars and so also the payment of debts, inter-
-est, maintaining charges, repairs etc." 

7.M. Asked way did the Government agree to guarantee the 
minimum proces& Margin, he stated "This appeared f&ir and reason-
able in April 1~ and it was neoess&I'y to accept this as a condition 

"'3802 (Ai;) LS-IO 
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precedent to the agreement being made in April, 1963 at the theD-
level of prices of crude oil, this Dollar 35 seemed fair and reasonable. 
Since then conditions have changed." 

7.65. It has also been stated during evidence that there is no-
option 10 the Government to seek a change in the provision regard-
ing process as is possible in the case of the contract for the supply 
of crude at the end of four year period. In this connection the Sec~ 
retary of the Ministry stated "We are tied up and there is no escape 
from it." 

7.66. An eminent person once connected with Petroleum Industry-
has expressed the following opinion before the Committee about this 
clause in the agreement relating to prices margin . 

.. . . . . . . This margin is not obtainable by them even in their own 
country or by any refinery anywhere in the world." 

7.67. The refining costs for this refinery are stated to have been 
budgetted at Rs. 55 per tonne for 1967-68 whereas the corresponding 
refining costs of the other public sector refineries at Gauhati, Barauni 
and Gujarat are Rs. 28: 56, 42' 70 and 26' 21 respectively. The gross 
margin per tonne for the Cochin refinery is estimated to be Rs. 16: 2i 
per tonne. 

7.68. In the Book of Demand for Grants of the Ministry of Petro-
leum and Chemicals-l968-69 a provision of Rs. 56,51,000 has been 
included on Revised Estimates 1967-68 and Rs. 75 lakhs has been 
included in the Budget Estimates 1968-69 towards the payment to· 
Cochin Refineries Ltd. on account of Process Margin. 

The note on important schemes on p. 47 of the Book of Demanrl' 
reads as follows:-

"No provision was recommended for inclusion in the Budget 
Estimates 1967-68, as at the time of budget provision last 
year, it was thought proper to wait for the operational 
results of the refinery over a period of 12 months. The' 
refinery was inaugurated in September 1966 but started 
its eommercial production from 26th May, 1967. The Com-
pany closed its first year's accounts on 31st August, 1967. 
The Government have to make a provision to pay the 
shortfall in process margin to the Company. An amount 
of R.~. 56.51.000 has now been included on Revised Esti-
mates 1967-68. to enable payment being made to CAL. of-
the said shortfall in process margin in respect of the period 
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from 26th May, 1967 to 31st August, 1967, during the cnl1'-
rent financial year. A provision of Rs. 75 lakhs has been 
included in Budget Estimates 1968-69 on account of esti-
mated shortfall in process margin in respect of the period 
from 1st September. 1967 to 31st August, 1968." 

7.&9. The Committee consider the provision for the guarnnteed 
process margin payable to Cochin refinery as a distinctly disadvant· 
ageous feature of the Agreement which cannot be justified by the 
"desire of the Government to reach an agreement." In their opinion 
the process ml8J'gin which now works out to about Rs. 80 per ton 
(post devaluation) and was about Rs. 50 per ton even in 1963 (pre-
devaluation) when tbe agreement was entered into, is vc.~ry high. 
The Committee feel that such a high guaranteed process margin will 
act as a disincentive to the company to make any effort to economise 
and to reduce their refini~ costs. This is borne out by the fact that 
while the refining costs in Gauhati and Gujarat Refineries are below 
Rs. 30 per ton (which are also higher than those of the private sector 
refineries), the refining cost of the Cochin Refinery are stated to 
have been budgeted at Rs. 55 per tOil during 1967-68. In fact pay-
ment to the tune of Rs. 56,51,000 has to be made to the Cochin Refin-
eries Ltd. on account of the shortfall in process margin in respect of 
the period from 26th May, 1967 to 31st August, 1967 for 3 months 
only. Thus the refining costs of this refinery are already higher by 
100 per cent compared to the other refineries. The Committee fur-
ther regret to note that there is no option with the Government to 
seek any change regarding the provision for process margin as is 
possible in the case of the supply of crude to the refinery when in 
1970 the contract for the same is to be renewed. 

7.70. The Committee also do not appreciate the fact that the pro. 
ce.ss margin has been indicated in terms of the currency of the coun-
try of the minority partner because of their insistence for the same. 

7.71. The Committee, therefore. strongly urge the Government not 
to accept such unusual terms in their future contracts. Further there 
should be a provision in the contracts for periodical review of the 
terms so that the GOVemDleut may have the option to modify the 
term, of a contract found to be disadvantageous subsequently. The 
Committee also recommend that all financial provisions i~ the con-
tnacts should invariably be expressed in Indian curreney. 

(vi) Exports of Surplus Products 

7.72. Clause 8.2 of the agreement regarding export of surplus pro-
ducts reads as follows: 

"8.2. Export of Surplus Products-Phillips ul".dertakes and 
guarante€s to export surplus products produced by the 



140 
ftiftnery on the best prices obtainable by Phillips on the 
world market. The New Company shall decide whe-
th~r it desires to export the surplus products on the 
terms and conditions available. Phillips has markets in 
Australia for refined products and would give first pre-
ference to the surplus products of this Indian refinery." 

1.73. During evidence the Secretary of the Ministry stated that 
MIs. Phillips had undertaken to obtain proposals for experts and 
submit them for consideration of the company and that the Board 
of Directors had not accepted in one or two cases the proposals made 
by MIs. Phillips as their prices were not satisfactory. He added 
"Guarantee to get the best price they can is really an abstruse sort 
of provision. In the cases in which they have given their proposals 
we have found that the prices they can obtain were not satisfactory. 
Our Indtan Oil Corporation has actually been able to export at bet-
ter prices the surplus products of Cochin refinery than Mfs. Phillips 
were able to offer ...... Mis. Phillips best offer were not good enough 
to us." . 

7.74. In a sub!':equent written reply the Government have staten 
that Phillips made certain offers before and subsequent to the start 
of the refinery which were found not acceptable to Co chin Refineries 
ttd. or the Government either because the prices quoted for export 
were too low and not even competitive with those obtained by the 
local oil companies including Indian Oil Corporation, or the said 
offers were va~e in their terms. After a series of discussions. it 
was a~eed that PhillipS would continue to endeavour to obtain the! 
best prices for the export of products of Cochin refinery. 

7.75. Surplus products of Cochin refinery were stated to have been 
exported by Indian Oil Corporation either by direct negotiations or 
through the agencies of State Trading Corporation. Such an ar-
rangement the Government state, Will continue, if this was in the 
larger interest of the Pl'Oject. 

1.7'. nae Committee are BOt ~ of the uaefuhaess of the 
eJause 8.1. relatiDI to exports is the C8I1tnet wlaida, as has heea .. -
mitW by the Gevennneat, is of aD allstl'WJe IUltare. It also appears 
to the Committee that per"'" MIs. PhiUitM Petroleum b .. ~ not 
made allY pauiDe .orts to fiDeI • foreign market for the refinery's 
IUrplus produets. 

'1.'11. Tb .. Cemmittee uree that Governmeat slteu.ld caqht tIMt 
e ..... of sueh c:ontratts in IDOre deflnite ~ As regard5 the dis-
peeal of the I1II'pIus products .r this refinery, the Cwnunittet~ are .f 
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$tte epiJliao ~t tlte CGcbia l'eCinery LiaUt~ sheuJdn9t bank upon 
q.e eftprfs ~ M / s. PhilUps to fiIJd fOJ:~gn Dlukets ..... should con-
tinue to explore f~gD markets for this refiaery's ~rplus products 
tlarough the agencies of fOC/STe. 

(vii) Advantages of the Agreemen.t 

7.78. Asked what has been the benefit from this Agreement, the 
Secretary of the Ministry stated during evidence "It is really a 
foreign. exchange benefit. Phillips helps to bring to us three or four 
million dollars of foreign exchange in equity. Besides they help by 
bringing 19 to 20 million dollars of loans for financing the refinery .. 
.. , .20 million dollars is Rs. 15 cron~s and 4 million dollars is Rs. 3 
crores: total Rs. 18 crores." 

7.79. The Committee have cOIDQlented on the wariGUs clauses of 
this agreement viz. those relating to the import of crude, payments 
of techDical fees to the foreign collaborators and payment of process 
JRarlin. They feel that notwithstanding the foreign ex,hange that 
-s beeR arraaged tty the fereiga collaborators for this Refinery the 
-.rreement is disadvau.tageous from an overall point of view. In the 
opinioa ef the eon.ittee Govemment have not been vigilant enough 
ia weighiag the advantages BDd disa.tvaatages of the various clauses 
ill this apeement. They would like that before entering into such 
agreemeats in futun Govenameat should scrutinise them very car~-
fuBy. ~ . '"-I '!-.11 

D. Madras BefiJaery 

7.80. The Agreement for the formatioll of the ~as Refineries 
Ltd. was signed on the 18th November, 1965 between the Government 
of India and National Iranian Oil Company and AMOCO India Incor-
porated of U.S.A. 

7.S1. The participation in the intial equity capital of the Refienery 
Company is as follows: 

Government of In1ia and such others a5 the Government of 
Ifldia m:.l.y determine, including the State of M.adras 74% 

Nation'll Iranian Oil 0) 13% 

Amoco 13% 

7.82. As regards the Management of the Refinery Company, 
2.5, 2.7 and 2.12 of the Agreement read as follows: 

"2.5 A. The Board of Directors will ~ comprised of thirteen 
dfrectors. 
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B. Nine of the said thirteen dir'ectors will be Government of 
India nominees who will be elected annual!ly by the 
shareholders of the Refinery Company. 

C. Four of said thirteen directors will be appointed by Amoco 
and NIOC, or their affiliates, so long as Amoco and/or 
NIOC or their affiliates have at least twenty-6ix per cent 
(26%) of the equity shares. Durling such time as NIOC 
and/or its affiliates holds thirteen per cent (13%) of the 
equity shares, NIOC shalll appoint two of said directors, 
and likewise, during the time Amoco and/or its affiliates 
holds thirteen per cent (13%) of said shares, it shall 
appoint two or said directors. The directors appointed 
under this clause by NIOC or its affiliates and Amoco or 
its affiliates will not ,be liable to retire by rotation but 
will serve until replaced by the parties appointing them. 

D. After the foreign exchange loans to be arranged by NIOC 
and Amoco (or their aftUiates) have been fully repa.id., 

. the provisions of Sections 2.SB and 2.SC hereinabove shall 
cease to be effective lllld all of the thirteen 

directors will be elected by the shareoolders of 
the Refinery Company according to the principle of pro-

portional representation so that each shareholder will be 
entitled to as many votes as will equal the number of 
shares carrying voting rights held by such shaI'eholder 
multiplied by the number of directors to be elected. Each 
shareholder may cast all his votes for a single candidate 
or distribute them among two or more of the candidates 
as he deems fit. 

2.7. The Cbainnan of the Board of Directors will be nominated 
annually by the Government of India from among the 
directors of the Refinery Company. 

2.12. The Managing Director of the Refinery Company ~rilJ be 
appointed by th~ Board of Directors and will be the 
nominee of the Government of India. He will have such 
duties and authority as the Board of Directors will de-
legate. The initial tenns of service of the Managing 
Director will be one year. He may be reappointed for 
a further period or periods." 

7.83. As to the advantages of the agreemlent the Secretary of the 
Ministry stated during the evidence: 

-The principal advantages of the Madras refinery agreement 
are that we are able to find the foreign finances for this 



143 

refinery. We are alble to mobilise foreign finances for a 
fertiliser plant and for other related developments. 
This agreement gave Government upto about 65 million 
dollars of foreign finance for a refinery, a fertiliser plant 
and certain chemical proj'ects. That is the principal 
reason for having entered into this agreement. Secondly 
we were able to make an agreement for the supply of 
crude for this refinery on a long term basis, on terms 
which appear to be quite satisfactory." 

7.M. The cost estimates of the refinery have been put at Rs. 45 
-crores plus or minus 5 per cent with a foreign exchange content of 
about Rs. 19 crores, corresponding to a forei.gn exchange content of 
-the same amount for Cochin refinery out of a total of Rs. 29 crores. 

7.85. Regarding the supply of crude to the refinery he stated that 
the crude will be received from the two foreign partn~s as that 
was a condition to the agreement. The price of crude is stated to 
be one dollar and 35 cents per barrel, with a condition that if they 
sell crude to somebody at a cheaper rate, they will have to sell at 
the same rate to this refinery also. It was also stated that there was 
no similarity between this Agreement and the Cochin Refinery 
Agreement. 

(i) G01)ernment's Role as Indian Partner 

7.86. Askeci what was the reason for not associating Indian Oil 
Corporation with the Madras Refinery Agreement hoe stated that on r 

of the conditions of the Agreement was that a !leparate company will 
·have to be set up. Indian Oil COJ'POration could haw been an Indian 
partner. But at that time it was thought that since the Government 
had given a large number of assurances or under1jakings to the 
foreign partners, it was best that the Governmlent became the Indian 
counterpart rather than the Indian Oil Corporation. Indian Oil Cor-
poration ·is, however, stated to be responsible for selling the product<; 
of this refinery. 

7.87. The Committee consider the Agreement for the setting up 
of the Madras Refinery as a definite improvement over the Agree-
ment of the setting up of the Coehin Refinery inasmuch as the price 
1lIld soUfte of the supply of crode to this refinery has been fixed in 
definite tenns and that the Managiag Director .f the New Company 
is a,nominee of the Government of India in this ease. Tbey are 
also happy to note th~t the foreign exchange content of the cost 
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-estimates of this prqjed is also ~" less tba.. tbat of Cochia 
Betmery. 

7.18. The Committee are, however, unable to IIPp~late why the-
Indian Oil Corporation which is responsible for nmnlng three publlic' 
sector ft!I6Reries hes not been the Indian partner to this Agreement. 
They He ,lad to note that Haldia refinery has now been entrusted 
to tbe Indian Oil Corporation. They hope that this trend will be 
,.Uauri itt future. 

(ii) Role of Engineers India Ltd. in the Rejinertj 

7.00. Asked as to what extent the services of the Engineers India 
Ltd. are 'being utilised for the construction of the Madras .refinery. 
it has been stated by the Government in a written reply that ''tn 
furtherance of the provisions of Section 3.2(c) of the Formation 
Agreement dated 18-11-65, bringing into existence Madras Refineries-
Ltd., the latter entered into a contract for en·g!neering management 
services for construction of the Madras Refinery with Mis Engineers: 
India Ltd. with a view to give the maximwn scope possible for engi-
neering desi~ and engineering organisation. 

7.90. The func1llons of E.I.L. in connection with the construction 
of the said refinex:y, are two-fold. It is the main contractor for pre-
paration of designs, equipment procurement drawings, and specifica-
tions for construction of the off-side facilities. It is also responsible 
for professional, technical and administrative services necessary for 
preparation and completion of the engineering and design. of these 
facilities, preparation 01 detailet!l Beh.edules for the performance of 
the construction and continuJng analysis of eonstnlction procedures 
and costa to obtain physieally and econOmically efficient cteBign and 
C0ft8truction. The off-site facilities, mentioaed above, include soil 
investigation, site improvement, crude oil transfer, storage tanks, etc., 
b\lt not yard-piping and the electrical distribution systelm. In th.i8 
sphere, E.I.L. are responsible for design eng1neering, and supervisicm 
over the coostruction of the said facilities. They are aIm responaI01e 
for th~ indigenous procurement of equipment for these facilities as 
wen as for the process units and power plant of the refinery. 

7.91. In tht, connection the Secretary of the Ministry stated durin. 
evidence that in designing the KIL. have no part except for decid-
ing what is indigenous and what must be importaed, Be added th~t 
designing will be done by them for the first time at Haldi.~ ReftIlery 
where they wiD be designing some of the ~ units of thea 
own. 
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7.92. Asked when the Engineers In.dia Ltd. could design for Halclia 
Refinery why could not they do iO far Madras Refinery he stated 
"They have grown ~ince those ye,ars in experience. We want to build 
E.I.L. as a self-reliant engineering company. Earlier E.I.L. was not 
in a position to take up design work. It had just been fonned." 

7.93. Asked why have the services of the Indian Engineers associat-
ed with the Russians in the designing of Koyali refinery not been 
utilised for Cochin and Madras Refineries, he stated: 

"I think the circumstances are entirely dift'erent. The Engi-
neers did work and did gain some experience. And it is 
this experience that is in fact available in E.I.L. Many 
of our Engineers in E.I.L. are those who have worked 
with th~ Russians in the Gujarat Refinery. But, they 
could not get into Cochin Refinery because the circum-
stances were different. And they were not called upon 
to work as contractors or engineers or whatever it is. In 
any case, at Cochin E.I.L. did not exist. Some of these 
Indian engineers who worked with the Russians were 
still working for the Gujarat Refinery." 

7.M. While the Committee appreeiate that services of the' 
Engineers India Limited have been utilised to some extent for the 
construction of the Madras refinery they 81'e unhappy to note that 
services of these Indian Engineers who were associated with the' 
Russians in the construction of Koyali Reflnery had not been utlUs-
eel f~ the construction of the Cochin Refinery because the cirCUJD,. 
stances there were .tated to be 'di.erent'. This may perb~ps be 
due to the Cochin refinery having bee constnaetM as a turn key 
iftlt Ity MIs. Phillips. The c.o..uNttee, Mwever, hope that the Gov .. 
enuDeftt will fully utilise iadireaeus bow-bow in aU such fuhm, 
projects. 

E. Baldia Refinery 

7.96. The Government of India has entp.red into Agreements with 
France and Rumania on 29-9-67 and 13-10-67l"espectively for the set-
ting up of a refinery at Haldia. The wor~ of implementation of the 
project has been entrusted to the Indian Oil Co:-:poration Ltd., The 
agreements provide for the submission of detailed techno-economic 
stu«Ues and conclusion of a contract for technical assistance and the-
import of equipment/materials, cost thereof ~ met either by the 
~t from the French or Rumanian finns mentioned above. 
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7.96. The refinery will be designed initially to process 2.5 million 

tonnes of crude oil per annwn. Apart from producing the conven-
tional products such a motor spirit, kerosene oil and fuel oil, this re-
finery will be designed to produce also jutebatching oil, asphalt, 
lubricating oils and L.P.G. The refinery is expected to be commission-
-ed late in 1970. 

7.97. Refinerri~ to the terms of the Agreemeuts, th'e Secretary of 
'the Ministry stated during evidence: 

"Haldili refinery is wholly Government-owned and there is no 
foreign investment. We are the whole masters. The 
French and the Rumanians gave us certain technical as-
5istance in the design and engineering of these refinpries 
and in the mater of procurement of equipments from 
Ilbroad. French and Rumanian Governments have 
jlranted us certain credits for financing the services and 
supplies. In addition, we have an agreement with the 
French for a limited purchase of crude oil from their 
sources. 50rc of our credit requirements in the first six 
years or so will be bought from the French." 

7.98. Asked why was it necessary to commit for the purchase of 
'50% of the crud-e requirements for the refinery from France he stated 
"'The reason for this is two fold. Firstly, their Government offers us 
credit for financing. Secondly, we have made this agreement on terms 
which we find are vf!fy advantageous to us .... Weare depending on 
foreign finances. Foreign finance has to come from the French Gov-
ernment or from the Rumanian Government." 

7.99. Admitting that these foreign finances ~e tied up -with cer-
tain conditions he stated "Some of these conditions are such that for 
example in eertain engineering equipments we must buy the French 
equlpmen.. After all, Frendl credit is available subject to such 
limitations just as British or any other credit is subject to limitations 
of that nature. One of the conditions was that we will buy limited 
quantity of crude from French sources--58% of the refinery require-
ments are bought for the first five or six years. After five or six 
years, we are under no abldgation to purchase from them. Afte'-
wards we Are free to buy from anywhere all the crude." . 

7.100. On the question of insistence by the collaborators for import 
of equipment from their own country be stated that there is a certain 
obligation on the part of the Government when they receive credits 
from a certain country but denied that under this agreement they 
have been compelled to import some of the equipment that was 
llvallable indigenously. 
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7.101. As regards utilisation of the services of the Engineers India 
Limited the Committee have been informed during evidence that 
for the first time desi.gn.ing will be done by Indian Engineers for 
this refinery. It is understood that in the case of licensed processes 
one has to buy know-how from others. At Haldia refinery however 
there are certain unlicensed processes which Engineers India Ltd . 
.are going to design. 

7.102. The Government have also stated in a wriUen reply that 
they hope to utilise the services of EngineerS Ltd. to the fullest extent 
possible in the design, construction and erection of the Haldia 
Refinery. 

7.103. The Committee are not happy to note that even in the case 
of Haldia Refinery which is stated to be 'a wholly Goverilment 
owned refinery' the Government had to commit themselves for the 
import of crude from French sources for SO per cent of the crude re-
quirements of the refinery, as the French credit is tied. with such R 

.condition. The Committee hope that at the end of the five 01: six 
'years as stipulated in the agreement the Govemment will he able to 
procure all the crude requirements of the refinery themselves. 

7.104. The Committee are happy to note that the services of the 
Engineers India Ltd. will be utilised to the fullest extent possib~ 
in the design, construction and erection of this refinery and also 
that the work regarding implementation of this project has heeD 
entrusted to the Indian Oil Corporation. 
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DISTRIBUTION 

8.1. The ultimate aim of all the arduous business of prospectinc. 
drilling and refining oil is to serve the consumer. To reach him, ail 
has to be channelled through the systems of transportation and mar-
keting which together maJte up one whole i.e. the distribution system. 

8.2. The marketing companies transport petroleum products in 
bulk in initial stages because of the economies of scale and as the 
point of consumption is approached, his bulk is broken into small 
lots such as in the case of kerosene, requirements are in drums, tins 
etc., and for motor gasoline and high speed diesel consumers needs 
are satisfied through retail dispensing pumps. The bulk transport is 
in coastal tankers, by rail tank wagons, pipelines and road trucks and 
to a limited extent in river crafts. In India there are at present 4 
major marketing companies w. (i) 1.0.C. (Marketing Division) ,. 
(ti) Bunnah Shell, (iii) ESSO and (iv) Caltex, which distribute 
petroleum products. These companies have port installations 't Im-
portant ports of India and company operated and agent operated de-
pots throughout the country. The depots are built in a prescribed 
manner to satisfy the requirements of the Chief Inspector of Explo-
sives. The Indian Railways carry the products from refineries to 
these depots in specially designed tank wagons. 

8.3. Prior to 1960, the import and distribUtiOn of petroleum pro-
ducts in India was handled by the following six oil distributing com-
panies: ' 'j.c:;:, 

(1) Bunnah Shell 

(2) S.V.O.C. (now ESSO) 

(3) Caltex 

(4) B.O.C. (I.T.) Ltd. (Now Assam Oil Company Ltd.) 

(5) Western India Oil Distribution Company. 

(6) Indo-Bunna Petroleum Company. 

A number of other companies were engaged in the distribution of 
lubricants and specialities. The operations of B.O.C. (I.T.) Ltd. were 
confined mainly to the Assam area. AO.C. has now taken over from 
them. 

148 
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A. htipatt ef roc on the MarkMiDg of Pe~letun Products 

8.4. The Indian Oil Company Ltd. was incorporated on 30-6-19!J9, 
115 a wholly Government owned company to undertake the sale and 
~istribution of petroleum products of the refineries in the pubUc sec-
tor. It started its marketing operations in the year 1960 with the 
kerosene and H.S.D. imported from U.S.S.R. Indian Refineries Ltd. 
and the Indian Oil Company were merged into one organisatioft 
under the name of Indian Oil Corporation Ltd. with effect from 1-9-
1964. The Marketing Division of the I.O.C. now distributes the pro-
ducts of its refineries at Gauhati. Barauni and Koyani (Gujarat) and 
-also the products of the public sector Cachin refinery. It will in 
future handle the distribution of the products of the Madras and Hal-
dia refineries, when these ito on stream. 

8.5. The Marketing Division has made rapid progress. There has 
been a,substantial inerease in its sales and market participation. Th~ 
year-wise position is indicated below: 

Year 

1960 
19t;1 
1962 
1963 

1964 

1965 

1966 

Total 
sales 

of petro-
leum 

prodcuts 

7776 
8364 
9284 
9999 

11032 

1 J868 

12406 

('000 tonnes) 

Sales of IOC's%, 
IOC share 

to o· 12 
120 1'43 
396 4'26 

844 8'44 

J349 12'23 

2604 21 '94 

3824 3°·82 

8.6. The current sales of the lOC are stated to exceed those of any 
-other oil company in India. Of the total petroleum products sold in 
the country in 1966-67 lO.C's sales accounted for 32.~%. It has been 
'Stated that by the end of the Fourth Five Year Plan, the market par-
-ticipation by I.O.C. will be more than 50%. 
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8.7" In April 1965, it was decided to discontinue imports of kerosene-
and H.S.D. from free sources and to resort to imports from the USSR 
and Rumania. The foreign oil companies namely Bunnah-Shell. 
Esso and Caltex, declined to handle the distribution of bulk petroleum' 
products imported from these sources. Therefore, their distribution' 
had to be undertaken by the roc. The import of bulk refined petro-
leum products except A vgas are now being channelised only through 
the roc, to the extent such imports are now necessary. In the case 
of Avgas also, imports are made, as far as possible, through the IOC. 

S.S. The three major international oil companies namely Burmah 
Shell, Esso and Caltex have been in the oil distribution business for 
a long time. It is expected that they will continue to market the 
products of their refineries and such other quantities as they may 
secure from the IOC, from time to time. But the share of these three 
companies in the total oil sales in the country is expected to decrease 
progressively as the consumption increases. The IOC aims eventually 
to be able to sell all or practically all of its products availabi~ity. 

S.9. The overall policy to be followed in respect of marketing of 
petroleum products. is stated to be on the following lines: 

(a) Under the refinery agreements, Government are committed 
to allow the foreign owned marketing companies to distri-
bute the products of their associated refineries; that com-
mitment will be honoured, at the level of production per-
mitted to each of those refineries. 

(b) The Indian Oil Corporation should distribute progressively 
upto 100% through its own organisation, the refined pro-
ducts of each new public sector refinery as it comes into 
production. Such distribution does not rule out product 
exchange arrangements with the other oil companies in 
the interests of orderly transfer taken. 

(c) The Indian Oil Corporation should distribute all the deficit 
products that are Imported on 'rupee" payment. 

8.10. During evidence the Secre1ary of the Ministry stated the ob-
jectives of the IOC to be as under: 

"The first objective was to help distribute the products of the 
Government refineries. Second was to help meet to the 
maximum possible extent the oil requirements of the Gov-
ernment Departments and public enterprises. Third was, 
by these means and otherwise by taking soIl1e of the pri-
vate business to reduce the repaitriable profit of the pri-
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vate oil com.panies. And the fourth was, in certain area!; 
of sensitive supply, like the border roads, certain air fields. 
to take over strategic supply service. These have been, 
the major objec.tives of the IOC". 

He also stated: 

"They are trying to do business as a business proposition. They' 
are also trying to serve a public purpose in the sense they 
are going into more difficult areas of operation, going into 
more difficult areas and less remunerative areas of opera-
tion, where the private oil companies are not interested to 
supply, and where there is a vacuum of supply. When in 
1965 the private oil companies' imports of products was· 
stopped and that created a certain artificial shortage In the 
distribution of kerosene, high speoed diesel etc. it was the 
IOC which devi..sed various mear.s to meet the shortage." 

8.11. The Indian Oil Corporation is stated to be serving the needs 
of all the public sector undertakings increasingly. On an average· 
60% of the needs of the public sector undertakings are statP.<i to be 
met by the Indian Oil Corporation. Indian Oil Corporation is expec-
ted to increase its share in the business as more products become 
available. 

8.12. It is also undesrstood that the policy of the Government re--
garding marketing of the private sector refineries is to allow the pri-
vate companies to market their products. 

8.13. In a written note subsequently furnished by the Govern~ 

ment regarding the role of the Indian Oil CorporatioD/ it has been 
stated, "As a result of Indian Oil Corporation entering the marketing 
field, all consumers have felt the benefits of keener competition, re-
sulting generally in better service. The country's dependence 011 
foreign oil companies in the vital field of storage, distribution and 
marketing of essential petroleum supplies has been reduced. 

8.14. By arranging for the bulk of the imports from rupee pay-
ment countries, Indian Oil Corporation has saved the drain of free 
foreign .exchange to the tune of several crores. But for Indian Oil 
Corporation's well developed marketing facilities, these imports would 
have been impossible, as other oil companies refused to handle such· 
products. 

8.15. Besides the concrete gains listed above, several desirable 
social and national objectives have also been achieved. Indian Oil 
Corporation is a national undertaking; its profits go to the general 
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"schequer and are used for the public good. Besides, Indian Oil 
Corporation serves remote areas and customers in out of the way 
places, even if it is not strictly profitable; for example, border area:.:: 
like Gangtok and other places in the Himalayas and customers like 
the D.G.B.R. are served by Indian Oil Corporation in the larger in-
terests of the country. Indian Oil Corporation also helps in rehabi.-
litating ex-service men by appointing them as dealers and agents, 
wherever possible, consistent with commercial considerations." 

8.16. The Committee are glad at the emergenee of loe (Market-1_ Division) as a major distributor of petroleum produds in the 
~ntry. Apart front undertaking distribution of petroleum pro-
dUd'$ in diftieult and ... sitive areu" of the COUfttry, it ha~ helped in 
I'edUcittg the re,.tria~ profits of the foreign oil distribution com-
1*nies. Since the toc has to market all the p'tOduds of the public 
serior reltneries and most of the importecl petrolemnl products, it Is 
neceilMlry that atlvance plims are matte to gear up the IOC to under-
take its responsibility of handling additional products or the public 
sector refineries in future years. The Committee not.~ that by tbe 
etld of lMi)-'71 the relbling capacity in the public sedor is likely to 
be of tbe order of 13-14 million tonnes. Compared to its present I)pe-
t'8tions amounting to about 4 ml11ion tonnes of petroleum products' in 
1"-8'7 the fOC would have to be geared to handle "bout 300 per 
('ent more petroleuml products within tbe next 3-4 years. The CODl-
mtttee would therefore like the Government to enSUre that the JOC 
is enabled to handle aU the petrolemu products of !lublic sector re-
fineries in future smoothly and efticiently. 

8.17. The Committee are unhappy that IOC-the biggest market-
itIv tmit for the pettoIeam ptoflucts, has not ~ eifettive in bring-
in« about a roeduetion In tIte prkes of ~releam predncbi beeause ., 
the 'tiQ.t 1*ritY' baSi. of prldDg. Whlte reiteratmg the need '-t 
• ~hanp ill the preRDt pricing poIiey, the ComInithie weald like tile 
.... ees ef ..,trole1liD .,'I'Odwds to he RUHle theep ... to the eonsutben 
hy ehdiq ecenomy III the mMkMint and distrihil'tlou expelUlfS of 
the mark~ COlftINIIl-

B. S.pply Areas 

8.18. As already stated there are at present eight economic supply 
areas for the whole country based on ports: Kandla. Okha, Bombay, 
Goa, Cochin, Madras, Vishakhapatnam and Calcutta which are the 
cheapest sources of the products for the area concerned, whethet-
imported or received from! coastal refineries undet import parity. 

8.19. The Govt>mment have. however. stated in a written note 
that no clear wt physical division of the C()UDtry into diffel"ent IMP-
ply imarketing areas has been made. There is an identifi&ble area as 
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1teing the area served by a particular port of import. During the 
days when petroleum. products were wholly imported, a certain pat-
tern of pricing in an area adjacent to the port of import evolved. 
'l'hus, in such an area, at the actual point of sale, freight as from the 
nearest port was added. A line of equalisation of freights as bet-
ween two ports of import evolves itself and a supply/marketing area 
thus gets defined. This practice was in vogue before Governm~nt 
took control of the pricing of petroleum products. The two commit-
tees appointed by the Government to advise on pricing questions 
accepted what was already in force. No revision has been made in 
regard to the demarcation of these areas and no redistribution of 
these areas is at present envisaged. 

It has also been stated that so long as import parity remains the 
main basis for pricing petroleum products in India, the calculation 
of freight from a port to any place within the economic supply area 
served by that port seems inevitable. 

8.20. As regards the effects of such a division of the country on 
the producers, distributors and consumers, the Government have 
atated that this arrangement has no effect, adverse or beneficial, on 
refineries. The coastal refineries get the ex-refinery price equal to 
the landed port price. The inland refineries also get ex-refinery 
prices equivalent to the import parity price at the nearest port. So 
far as th~ distributing companies are concerned, they are reimbursed 
the actual freight involved if the distribution is within the supply-
area served by the port concerned. Under-recoveries in freight are, 
however, suffered on account of coastal or out-of-zone movements' 
dictated by market requirements. In the case of supplies iTom in-
land refineries there are over-recoveries on sales in the vicinity of 
refineries and on sales within the area when the actual freight Incul"'" 
red is lower than the notional freight calculated from the nearest 
port. On movements to other supply areas, there are under-recover~' 
les of frefght. 

8.21. Consumers in the port towns get petroleum products at a 
chpsper price than inland consumers. But the marketing companies' 
have to absorb certain under-recoveries of freight on out of zone' 
movements. Therefore, the concept of zones of sUPP'-Y served from' 
di1Jf!rent supply points. serves the interests of consumers to some 
extent. 

8.22. Referring to this diViSion of the country bto dUferent sup-
ply areas the Secretary ~ the Ministry stated during evIdence: 

"It is not a question of geography but really of arithmetic. 
Distribution zones are so made as to produce a contfnu-· 
ous variation in prices. There can't be sudden brakes 10 
that on this side of a line there is a certaiu price rulin, 

]802 (Aii)LS-1I 
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and on the other side a completely disparate priee. It ' 
is not a matter of geography. It is a queStiofi of hoW' 
prices are built up. That is, statting from t'ettain bllM 
points and how they progress with the mov-eint'nt of 
transPOrt costs added on. Therefore the iKrope for tatlo-
nalisiPg distribution zones does not aris('. 'nley smle 
themaelves. ,. 

8.23. Asked if the Government were considering any redistribu-
liNn of the supply areas he stated that the present arrangement was 
there because of certain requirements of the refinery agreements. 
These agreements provide for the necessity for import parity as the 
buis for pricing and unless these agreements are modifietl ther~ is 
no scope for departing from import parity principle. 

8.24. When it was pointed out that because of this system a person 
at Barauni was paying mjOre price for a product at the doorstep cl 
the refinery than one at Calcutta he stated "the alternative is to 
make the man at Calcutta pay more." 

8.15. The Committee ... ote that no mWoll has bel!ft made of tbe 
"fleas .ppl, ~s whlal \\We iettlecl when petroleum produets 
'tWre whoUy imported. It is surtWislng that the Government do Bot 
~ any redistributiR uf these areas as aecohliD« to them, the 
pUb. ~ w .. then 1aeatase of certain requiremellts of 
tlte re6nery agreements. The Committee feel that the position as 
reprds (be indigenDus 8vail .... ilit)r of petroleum prltfiucts has totally 
eMnged in the last deeade with the settiDg up of public sector refill.; 
etiea Il1ld the eoantry is DOW self.aufIicleat in petreleum pJ'oducts' 
8Scept fw k6r08eDe, lubrieahts and Aviation Turltine Fuel (A.T.F.). 
It is ~ that the henefit of tile l0C!8tiOll" the ialuul I"Bfiaeries 
..... be felt by the COII81lIDen ill the adjaeeat areas alae. The Com-
mittee, therefore, strongly emphasise that theSe mpply areas should 
be redemiarcated taking into accomat the location of the refineries 
aad the need to make the products cheaper to the inland areas. The 
aistnce of the agreements with the coastal refi.Deries should not be 
allowN to perpetuate the anomalies inhereet in the present system. 

c. KeroseBe Quotas 

8.26. The Committee are informed that State-wise qUotas hlve 
been fixed by:the Governmrnt for kerosene. Aecording to them in. 
the case of kerosene, it was noticed that when shortages developed, 
the 00 co~panies were reluctant to move suppliea to certain areas. 
To ensure a more equitable distribution of available supplies, it was 
decided to tlx companpwise monthly quotas of keroae!le for each 
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Slate, -exee:pt for AsBam, Mampur, TripUr8 etl ~. 'the y. 
.4(Uirements of ~sene of AlfS81n ·aiea ate ~ In fIilI f>Y the p~e­
-tionof the refineries at Dfgboi 'and Gau'hati. An exal'itina'tfon -Ot 
the past Cmmuinption ~nds revealed that 'the peretlji€t4 'COhsmnp-
1icm of keroseIre ttifrered ftctrn Sta~ to State. QOOfeS ti ~cl\ ~t~ 
· w-ere fixed 'on the basis of roiutmnp'tion in 19M wllen ~ wete ntt 
shortages and the product W8ls fteety avaUWle.SupplJE!s liii'e 'ii'uic!e 
availilble to the States through the 'nonnal ehBnnels find control 'on 
distribution is exercised by the State 8uthoiitJ.1!s. 

8.27. The following statement fui'nished.by the GOvernment rsh6ws 
· the State-wise monthly allocation of kerosen:e, during 1961, 1967 and 
· the corresponding upliftmmts by tile States, which is stated to be 
,below the monthly flUOtas in most of the States: 

1966 
(March to December) 

. IfjfJ7 
(upto Augu.'It) 

Name of State 
QUota SUpplies <)u~ Supplies 
fiEd ~ 

At\dhril Pradesh 1~,~3 IS,O~I 15,2to IS.785 
Bihar 13,900 12,226 IS,SOO 12,791 

Bengal 22,870 17,942 230400 190152 

Delhi. 3,700 2,885 3,Soo 2,918 

Jammu & Kashmir 82;5 850 J,t!7 SS3 
Goa. , 9to 732 I,Odo '878 
OUjarat t~5Sb t7,~72 18,500 t6,6i42 
terata 8,800 7,842 9,600 8,386 
Madras. 21,340 190232 21>430 20,709. 

,Madhya Pradesh. 10,260 9,448 11,900 7,945 
,Maharashtra 42,950 41,005 44,700 40,639 
. Orissa. 4,885 4A31 S,750 5,383 
Punjab 10,222 9,019 12,040 7,039 
lbljasthan 5,850 4,962 6,300 4,936 
Uttar Pradesh. 18,800 16,827 21,300 18,259 
:Mysore. 10,050 9,2OJ II,200 10677 



118 
Ii will be noticed from this S'tatementthat quotas allocated to. 

States like Madhya Pradesh, Uttar Pradesh and Bihar were much 
less than that in the case of Maharashtra, Madras and West Bengal. 
Asked if in view of such disparities in quotas as well as lower up-
liftment in case of the certain States, the Government have thought 
of undertaking a revision of these quotas on a more rational basis 
the Secretary of the Ministry stated during evidence "We are pro-
posing to revise it. There is enough kerosene, on the other hanet 
there is not enough demand in some areas. In a number of cases· 
the States are not able to take quotas allotted to them." 

8.28. Referring to the faulty distribution he stated: 
"In the matter of kerosene distribution, there are statutory 

powers available to the Sta1e Governments and we have 
repeatedly requested them to use their influence and" 
authority to correct the malpractices and deficiencies, if 
any, to the extent we work through the IOC, we have 
tried to make good some of these deficiencies .... A ~e 
will come when we may not have to fix quota at all .... 
In the matter of kerosene distribution we have relied on 
the State Governments. It is the collectors who distri-
bute the quota. We have always believed that the man 
on the spot is the right person to exercise the control. 
From Delhi it is impossible for us to exercise any control 
If there is adulieration it is for the State Government to. 
take vigorous steps to stop this." 

8.29. Asked if it would be possible to have Oil Advisory Commit-
tee at the district levels, it was stated that in certain States there 
are such advisory committee advising the collectors but this was a 
matter which essentially rested with the State Governments. 

8.30. The following statement subsequently furnished by the 
Government shows the State-wise monthly allocation of quotas as 
initially fixed from 1st March 1966. with subsequent revisions there-
to. 
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3.31. Asked to indicate the improvements carried out by this R'-
"Vision of kerosene quotas the Gov:erDJIlent have stated in a writ~· 
note that when ~ allocations were fixed, some of the Stat~ Gov-
ernments represented for larger allocations on toe basis of popula-
tion. In considering their representations, it was felt that the ~ 
rumption of kerosene had a direct correlation with ,the Ilvailabillty 
of other fuels. This was elso borne out by the actual co~umptiqll 
trends during the year 1964, when kerosene was freely available all 
over the country. In that year, the States with an abundant supply 
ef coal and timber, showed a marked preference for tht!se fuels. On 
the other hand, areas located a..Vlay komtbe co&.1. fields, consumed 
large quantjties of kero.o;ene. n was, thererore, not possible to re­
allocate the State kerosene quotas on the basis of populat;lon. How-
ever, in deference to tb,e wish~s of the St@lte Governments, it was 
decided that as far as possjbl~ weightage will be given to the extept 
of 75 per cent on past consumption trends, and to the extent of 25· 
per cent on population of the individual States. 

8.32. The initial State-wise kerosene allocations were 190,300 toll-
nes. These were basE'd on the kerosene availability at that tim. 
Progressively as the availability improved, the allocations were a~(} 
increased as under: 

(a) By 10,950 tonnes between March and July 1966. 

(b) By 20,042 tonnes effective from 1st October, 1966. 

8.33. As regards further revision of the quotas the Government 
have stated "it has not been possible to make any further revisions 
in the State-wise kerosene allocations owing to difficulties in main-
taining the anticipated rate of kerosene imports from the U.S.S.H. 
following the Suez crisis. Since the la!>t revision was made on 1st 
October. 1966. the need for a further revision is recognised. It is 
proposed to undertake this revision effective from Mayor June, 1_ 
by which time it is expected that the Barauni refinery will stabilise 
its production at 2 million tonnes per annum and the Koyali refinf'lj' 

. would commission its 3rd million tonne unit. In considering possible 
increases in the kerosene allocatio.ns. full consideratio.n will be given 
to the actual consumption during the year 1967 when kero.se1Ip.. 
tbOUgh subjected. to State-w:ise quotas, for purposes of e~ring ade-

. quate. a~ailabihty, was. gener~ly Jreely available. The aetual con-
sumption trends in 196'1 t\I'e. therefore likely to be indicative o.f til. 
amtual needs of the various States." 
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8..34 The C~~ttee note that there has not been any revision m 
t1ae kerosene 4l\lot~~ for the States since lst October. 1961: and th.t 
the same is proposed to be undertaken in May or JUllC~ 19U5. From 
the quotas allotted to the various States in October, 1966, tbe Com-
. mittee note that the~ are wide disparities between the various 
States. 'fte allotment to the coastal States, particularly to l\'Iaha-
~shtra, West; Bengal, Madras are much bieher than t. the nwre po-
puJous upeOQlltry States 01' that warranted on their pupulation basis. 
la tke opbUon of the Committee- this may partly ~ due to the pre-
sent system of supply areas aad import parity pricing. Since kel'o-
seae is aa essential cOIDIllodity f .. the COIDDlOll Ulan whether in the 
villages or the cities, the Committee strongly urge the Gove~t 
to suitably revise the kerosene quotas of the various States with par-
ticular reference to the population factor so that no hftrdship is ex-
perienced by the common man in the interior which is normally the 
case now. 

8.35. The Committee note that distribution of kerosene is priJnati.. 
Iy tbe responsibility of the State Governments. Nevertheless it ~ 
the duty of the distributing companies to ensure that there I,ne no 
malpractices in the distribution of this commodity by their agents. 
The Committee urge that the Government, in consultatiun with the 
State Governments, should ensure that no inconvenience is felt by 
the people even in the remotest areas of the country in getting their 
supplies of kerosene which is an essential commodity of daily usc. 

D. Regulation of retail outlets for distribution 

8.36. The question of growth of retail outlets hml been under 
Government's consideration for quite some time. On 9th June, 1966 
the Government appointed a Retail Outlets Committee with Shri R. 
R. Morarka as Chairman "to study the growth of retail outlets in the 
country in the 'Past and to report on the desirability and methods of 
regulating future growth", with the following terms of reference: 

"The Committee WIU-

(a) make a factual study of the growth of ret.ail cutlets in th~ 
last ten years and of the volume of avernge sales per out-
let, a comparison with the position in other countries and 
an assessment of the justification for and consequences of 
the increases that have taken place shall be made; 

(b) in the light of (a) above. report on 'he need f-or the 
mtethods of regulating the growth of retail outlets in the-
future with reference: 

(i) the position in and the needs of the urban and rural areas 
separately, and 
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(ii) the expected growth of total business in the country and 
company-wise; and the criteria to be adopted in any such 
regulations; 

(c) consider the desirability and feasibility of inter-compan,. 
accommodation and/or adjustment in existing outlets. 

8.37. The Retail Outlets Committee submitted their Report on the 
14th November, 1967. In reply to a question the Minister of State 
In the Mi~stry of Petroleum and Chemicals has stated in Lok Sa1Jha 
on 11th March, 1968 that the Governmr-nt have decided to accept and 
adopt all the recommendations made by the Retail Outlets Com· 
IJlfttee. 

8.38. From the copy of the above Report furnished by the Govern-
ment, it is seen that this committee had conducted their studies with 
reference to the following regional grouping of the country: 

Group IA': The 4 metropolitan cities 
Group 'B': The 26 selected towns as under: 

I. Agra 14. J amshedpur 
2. Ahmcdab'\.J 
3. Allahabad 

4. Amritsar 
5. Bangalore 
f.. B,,"oda 
7· Coc~n-Ern3kulam 

8. Coblbatore 
9. GwaIior 

J o. Hyderabad -Sel.'Uuderabad 

J 1. Indore 
12.. J abalpur 

13· Jaipur 

15. Kanpur 

r6. Luckno,,· 

17. l\ladurai 

IR. My'>ore 

T9. NagJ"ur 

20. Patna 

21. Poona 

22. Sholapur 

23. Srioagar 

24. TiruchirapaHi 

25. Trivandrum 
26. Varanasi 

Group 'e': The r~t of the area: and 
Group 'n': :\\1 India. 

8.39. It ia observed from their report that the Government and 
the lD~an on Corporation consider it necessary to regulate the 
future growth of retall outlets in the ~untry with a view to achieY-
iDI the following objectives: 

(a) To progressively bring about a more equitable rela1ioubfp 
between the product availability with tbeiIidividual on 
companies and their access to the retail trade. 
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(b) To channelise investments on retail outlets in the more 
purposeful manner. 

(c) To improve the throughputs of the retail outlets. 

(d) To encourage setting up of retail outlets, in the new areas 
which are not developing. 

(e) To reduce costs and contain prices. 

8.40. It is also understood that the Indian Oil Corporation feel 
'hat iCa mbre equitable relationship between the product availabi-
lity with the individual oil companies and their access to the retail 
trade is not brought about quickly enough, the foreign oil compan-
Ies would retail motor spirit and high speed diesel processed in 
Indian Oil Corporation'~ refineries through their own (foreign on 
companies) retail outlets and this will increase the foreign eXChange 
liflbility of the country by way of repatriable profits. 

8.41. The Retail Outlets Committee are also of the opinion that 
orderly, growth of retail outlets in accordance with agreed principle 
is a desirable step as it would contribute towards the conservation of 
scarce resources. The Retail Outlets Committee has recommended 
certain targets for progressive improvements in the throughputs of 
the outlets and on the assumption that it would materialise. They 
have recommended 3063 additional outlets for the period 1968 to 1972 
an an average increase of 612 outlets per year. 

8.42. The Retail Outlets Committee are of the vip.w that the situa-
tion in which Indian Oil Corporation finds itself, where it is not ade.-
quately represented in retail trade in relation to its product avail-
ability, requires some special consideration for the establishment of 
new retail facilities, without disturbing the ~xisting channel of dis-
tribution, dealership, etc. To achieve tWa end, the private oil com-
panies should exercise voluntary restraint in a large measure in the 
matter of setting up new retail outlets during the next five yean i.e. 
from 1st January, 1958 to 31st December, 1972, to enable the Indian 
00 Corponrtion achieve a faster growth rate. They feel that this 
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~n be ~hiev.ed b.Y the in<buitl'y in .... hng and commissioning th~ 
new outlets in this five year period, as ~: 

IOC. Other Oil Total 
Companies 

(95%) (5%) (100%) 

4 M:tropolin.n citie'\ and the 26 selected 
tl)Wfi'i 465 24 489 

Rest of the area 2435 139 2574 ---
Total for 5 years 2900 163 3063 ----
Average per year 580 32 612 

8.43. In respect of retail ouUets of the private oil companies on 
public land. in the QrQ;m area covered by the 4 metropolitan cities, 
the 28 selected towns (excluding retail outlets on public land in 
the metropolitan 81'88 of Delhi and on land belonging to Port Trusts), 
and the 4 towns witQ. a prM;)u.lAltkm of 2.5 lakhs and above, i.e. Bal"PlJ.~ 

ly. Jullundur, Meerut and Surat, they have recommended that the 
private oil compa,nies. Sh01Ud {ollow the pr-ocedtu-e prescribed by the 
committee for an orderly transfer Qf the retail outlets to the Indian 
Oil Corporation and to develop alternative sites in lieu of outlets 
taken over by the Indian on Corporation. 

8.44. They have al~o observed that a retail outlet may not be sus-
'tainable in the rural areas from the commercial point of view of the 
oil companies as weB as the dealer while on the other hand, it i!'J 
MCessary to take essential petroleum products into the rural area to 
support the large expansion plans for intensive cultivation, lift irri-
gation, etc. 

8.45. And for this purpose they have commended the proposal of 
one of the State Government. for orpnj*jng farmers cooperatives 
1.0 operate retail outlets or Con8UD;IAl' pump; with the full coopez:ation 
of the Indian Oil Corporat\on. They have felt that wher~ it if not-
possible far the local authorities to organise such coop~rative socie-
tietl, the Indian Oil Corporation as a pubHc sector undertaking should 
aet up such outlets or ~ for packed supplies to ~ stored in the 
jrterior hinterland for sale to farmea. 

, . a.. As regards methods followed by the Indian Oil Corporation 
r~ '}lI'eseat for selection of iDdividuals, C'OOper8tives etc. for, the open-
ing of retail outlets the Gover~tmt have fum.iaheq, the following! 
written infonnation. 
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~ea Sales 0JBcer and he reports to the District Manager the suitabi-
lity or otherwise- of tile applicants. '!'he applicants found suitable 
are sublilequen1lly interviewee by the District Manager. Names of 
suitable parties are tAeo forwarded to the Branch where a selection 
committee comprising ~ranch Manager, Br~$ Sales Manager, 
Manager (Retail) and District MaQ.ageJ: finally decides. on the most 
suitable a~p1licants. For siJes in ~e m~t~~i1lan cities and for th~ 
company owned sites, approval of head office is also taken. Criteria 
for selection of such deail.ers are: 

(1) ~e fip.ancial. capab~ so t~t he h~ the capacity to 
~~ 

(ii) Experience in runniQ.g retail outlet. 

(iji) ~~C'e in simU~ ~ sucm, ~ markeSing of tyre. .. 
ba~ ~ce&.IOri. ~,tli~ boJ_.M. 

(iv) Business prestige and reputation in t;be mar~et. 

(v) Ability to organise and run the station giving coUI1leous 
and efficient serviC1l' to the consumers. 

ot~ t.l!inO. ~g eq~ pnef~euce is given to those parties. 
1Yho: 

(i) wil!l operate as working dealers rather than absentee· 
dealers operating through paid Managers/employees, 

(li) will be. 8e~ owners/~s (i.e. owners of trucks! 
~~ or sbould>haxe busilll88s relations with tranS-
~ GIl' should be opeRUing automobile workshops or 
sBouW be. in'the busi.ae1J8 of TBA items, or the like. 

(iii) are cooperative societies or to ex-servicemen of requisitle 
qualifications if they are avQnab1e." 

8.~. Asked about the concentration of outlets in the hands of 
certain parties the Managing Director (Marketmg Division) of 
Indian Oil Corporation s1:ated during evidence: 

"We avoid creating empires in the form of agencies and 
dealers. There had been one or two big parties Who were 
with the foreign oil companies and soon after the incep-
tion of IOC these big parties switc-.1l~ over to us. They 
were very powerful. They had finance; trade connections, 
organisations, lorries, tankers and so on and over-night 
they switched over to us from the foreign oil companies. 
We do nryt create agencies except those who were with 
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foreign oil companies and who switched over to us. ~e 
appoint dealers from town to town; from village to village-
IOe had to give agencies to parties who could invest 
money, credit and had facilities and so on. But in future 
we may try and split up these agencies." 

8.49. The COlllD¥ttee are happy to note the views of the Govern-
ment regarding the necessity for Ifegulation of retail outlets for 
petroleum products. The Committee fully· agree with the view of 
the Retail Outlets Committee that a more equitable relationship 
between the product availability with the individual oil companies 
and their access to the retail outlets is to be brought about for 
decreasing the sales of Indian Oil Corporation's products through 
the retail outlets of the foreign oil companies which adds to the 
amounts of profits repatriated by these oil companies. The Com-
1Dittee are happy that Government have decided to accept and adopt 
all the recommendations made by the Retail Outlets Com~ttee. 
They hope that Government will take immediate action towards 
bnplementation of the recommendations of the Retail Outlets 
'.committee. 

8.50. The Committee would also like the Government to take 
-early measures for splitting up of the agencies where there is a c0n-
centration of outlets in their hands, as that would lead to better 
aervice to the consumers and a lesser possibility of creating artificial 
local shortag(' of essential produt'ts like kerosene. 

8.51. A" reJ!ard~ dllrtributiou of products in the interior and re-
.... ote areas. the Committee suggest that the Govemment should 
.render.~ all possible belp to enCOUl'8le the farmers' ~ratives te 
andertake operation of retail outlets, as the investments involved III 
a retail outlet are beyond the reach of a COIIIbIon man In the rural 
areas. 



IX 
.REMITTANCES 

A. Remittances by Oil Companies 
(i) Remittances on account of payment towards overseas officeS-

9.1. The Oil Prices Enquiry Committee (July 1961) had observed 
that S.V.O.C. (now ESSO) paid in foreign. exchange in 1958 and 
1959 approximately Rs: 28'36 lakhs and Rs. 29'67 lakhs to their New 
Yark Office and Rs. 64,000 during each of the above two years to 
their London OffiC'e towards service rendered in obtaining supplieS' 
of crude and products and other incidental assistance. The Com-
mitee saw no justification for payment of such charges as Caltex 
had not been paying such charges at all to Caltex Trading and Trans-' 
port Limited on similar purchases or products through it. They also 
considered the amounts paid to S.V.O.C., New York as 'exhorbitant 
and recommended that the company ~hould endeavour to reduce· 
(and eventually eliminate altogether) paymefl _ this account. 

9.2. The Working Group on Oil Prices in their Report (1965) 
have observed that t!he total amounts paid in dollar/sterling by the 
different companies during the five years from 1960 to 1964 towards 
the cost of their New York/London offices were as follows:-

(Rs, million) 

Yea!' E<;SO R'l"mln A,O.C, B.O,C, Toul 
Shell (IT.) .,.... 

----, 
1960 ' 3'780 3'87° 3'339 0'460 11'449 

3'690 4'383 3'339 °'446 11,858 

3'33° 3. 83° 1'469 0·66:; 9'297 

3'760 3,659 1'469 0'334 9'2J~ 

4'T:)) 4'364 I' 736 0'534 10'734 

9.3. The paym'ents in question were said to be made by the com-
panies to meet their share of the cost of tIheir overseas offices to-
wards programming and procurement of supplies,· provision of 
training tadlities and technical and economic advice received. ~ 
fDc:reue in expenses has been attributed to general increase in costs. 

165 
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One ot the companies had also partly attributed the increase to prog-
ressive lndianization of their staff over the last few years, necessi-
tating more frequent consultation with Head Office experts. The 
-WGOP however, after due consideration, urged the companies to 
.f!ndeavour their utmost to reduce subStantiallv expenditure under 
-this head. 

9.4. In a written note submitted by the Ministry the Cottimittee 
have been infonned that the Mihistry is in ~respondeIiCe with ~ 
foreign compani~ far reduetibn in tlreir st\6:re of the ~ of ~ 
overseas offices in London and New Yo~ Wnd that some di~ 
on the subject have alSo been. held with their loeal representatives. 
AA a result of the ·~exercised on them, there has ~ 
decrease in expel1di~ under these heads, in 1966 compared to 1985, 
.as shown below: 

------- ---------~---------'---
YelT 

1965 

1<}66 

E~C;:l 
"1' 

l 
28.4,926 

. 261.826 

Ihrttnh 
She'\.\ 

l 
40 5,146 

352 ,916 

AOC/BO: C \\t~'t Tool 
(IT) 

l l l 
180,000 18,579 888)651 

135,000. . 16,363 766,105 ---
Differenc: 12.2.,546 

9.5. It has been added that the matter is under constant review 
and further reduction is expected in 1967 and the subsequent years. 
It bas been stated tjbat the expenditure under these heads cover 
technical and engineering fees, royalties, license fees and the appro-
priate amount of the head office expenses. The agreements con-
cluded by Government in 1951 with ESSO and. Burman Shell and 
in 1953 with Caltex for the establishment of the refineries at BombaY 
and Visakhapatnam contain the assurant"e that Government will 
tnake available for~ ~ to ~ the afOteSald ~ 
SimilV payments fer one Qt\ more of the afoft!ili!d ~tegof'Y " 
-.ervi_ De also bieinr ma4e in varylhg 8lMdntll tiy the ~ 
fbM-'keliQ~. The 'JIl'bg.t1!8s Of 1legottaucb tot f\Ii'tha 
red\ieUon in tMIe,e~Wfth ~ of die. ~ i. bidIeatvd 
taelor.-
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ESSO 

'!be matter bas been retently diiIcusaed by the company with i. 
principal5 in New YoHc and it expects a 1ibwnward '~B4 in future 

,charges. . ~ 

BURMAH SHELL 

This company has assured, as a result of protracted correspon-
, dence and negotiations, that the Royalty payment in 1967 will be less 
than half of the amount paid in 1966 (£ 18,518) . A furthel" step 
towards reduction in cost has been made by the abolition of the 
London Office, the long tenn effects of this change are yet to be seen. 

A.O.C./B.O.C. (IT) 

There has already been reduction in expenses in 1966 of nearly 
25 per cent. This company is, however, slightly handicapped in this 
matter because of the don. "... made by it to rejuvenate ~,H' 
Digboi Oil fields for which technical know-how and expert advice is 
stilL being imported from U.K. 

CALTEX 

The expenses of this company are already nominal and represent 
.ctuals incurred on technical assistance required hy it on specified 
projects. The act:ual cost of such assistance is sUbject to limitatdon 
laid down by the Reserve Bank of India, which has never ~ 
exceeded. 

9.6. The Committee regret to observe that iDspite of the reeoJIl-
nWlDdations made by the on Prien BDqairy COIbmtttee IB lM1 bd 
the Wo~ Group on Oil. Priees in 1965, heavy pa,..ts, amMiIt-
ing to approximately Bs. 1.6 erores are being made annually to tit. 
overseas of6ces by the various oil eomIJtBDies on account of s'erviees 
readered. The payments made by the Bmmah Shell and £sst> on 
this aceouot are very heavy. The Committee !lee no justification 
for the paymeat of sum beavy expeases. They are aot conviaeed 
that such heavy payments are covered by the .,-reements eGIleluded 
with these refiDeries. TIle CommIttee ~ that Govel'lllDellt 
-...wI take dedive measareII to draMiealq reduee payments ,_ 
this aCCf)UDt which woal4 resalt in saving ef foreip· exeh .... 

. e ... idl!l'8ltb . 
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(ii) Total remitt4nce, by Oil Companies 

9.7. As per information furnished by the Ministry the total reDlit-
taBces made by the foreign oil companies during the last five years. 
are as shown in the statement below: 

Statement showing Remittances made by Oil Companies 
(Rs. in crores) 

Name of Company 1962 1963 1964 1965 1966 

Bunnah Shell 39'99 36 '36 4°'77 36·83 31'24 

ESSO 3°'97 28'7° 25'29 23'45 3°'74 
A.O.C. 1 ·85 Nil Nil Nil ·65 

Indo-Burmah Petro-
leum CG. 0'°3 0'°3 0'04 0'°5 0'02. 

Caltex 17'76 15'°4 14'3° II'77 8'51 

TOTAL 9°'60 80'13 8o'4~ 72'10 71' 16 

9.8. It will ,be observed from the above statement that the rem.it-
tances made by the various oil companies during 1961 to 1966 involved 
very heavy amounts. In reply to a question as to the steps taken by 
Government to reduce these remittances, the Secretary of the Minis-
try stated during evidence that "I ~ this is a misleading state-
ment. It includes the remittances on account of crude oil which has 
been imported. I think it will be helpful to the Committee if ~ 
!1eparate the figures on different counts. " We will submit a re-
vised statemenl" 

9,9. Inspite of written enquiry no break up of the I"eIIlittances 
made by.the private oil companies was made available to the Com-
mittee. 

9.10. Asked about the profits repa.triabJe bytbese companies anet 
those actually repatriated. the Ministry have stated that in the agree-
ments concluded in 1951 with Standard Vacuum Oil Company (now 
ESSO) and Burmah Shell and in 1953 with Caltex for the establisIi-
m.ent of refineries at Bombay and V1S8khapatnam, an assurance has 
been provided. inter 4li4. for foreign exchange to be. mad~ avadlab1e 
for remittance of profits. These refineries came on stream in 19M, 
1855 and 1957. respeettvely. Information regarding profits repatriable 
and actually repatriated is maintained by the Reserve Bank at India.. 
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However, according to the information furnished by the refining 
.cOJr.tPa,nies, the following remittances of profits have been made by 
eadl of them upto 1966: 

(i) ESSO Refinery . 
(ii) Burmah Shell Refineries. 

(iii) Caltex Refinery. . 

Rs. 3,720,000 
Rs. 300,164,582 
Rs. 9,000,000 

.!r.ll. Information regarding profits retained in this country for 
furtiler investment is stated by the Government to be not readily 
avaiJable. However, according to the infonnation furnished by these 
companies the following foreign capital has actually 'been brought in 
during the period indicated ~gainst each:-

(i) ESSO Refinery (1953-66) 
(ii) BUTlrl':l.h Shell Refineries. Ltd. (1953-66) 

~iii) CllrIOx Refinery (1955-66) 

Rs. 2°4,400,000 

Rs. 145,383,35° 
Rc;. 85,069.566. 

9.12. In the absence of a detailed 'break up of the total remU-
ta.Dft:s, the Co~ttee are unable to comment on the need or other-
wise of the heavy remittances totalling over Rs. 394 crores made by 
tht oH companies since 1962. 

9.13. The Committee are rather surprised to note that Burmah 
SheD Refineries' Ltd. alone remitted profits to the tune of over Ks. 38 
crores upto 1966 while their foreign capital investment is stated to 
be about Rs. 14.53 crores only. They also note with concern that 
information regarding profits retained in this country by the fo~jgn 
companies for further investment. is not available with the Govern-
meDt. It clearly indicates that vital. statistics regarding the break 
lip of remittances by the oil companies as also amounts of retained 
pmfits are not maintained by Government. The Committee recom-
meat that eftecti.ve steps should be taken with immediate eftect to 
maintain such important statistics and the foreign oil companies 
should be persuaded to reduce the quantum of remittances and to 
retain more and more profits earned in this count? for further 
iJavestment. 

B. Profit Margins 

9.14. The Working Group on Oil Prices in their Report have 
observed that "We consider a return of 12% on capital employed 
as fair and reasonable for the marketing activity. .. This is generally 
in line with the policy followed by the Tariff C.ommission for price 
ma tions. " 

.3Wl (Aii) LS-12. 
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9.15. The Ministry in a written note have informed the Com-
mittee that the WGOP price formulation covers marketing actiyity 
only and came into force from 1st February, 1-2-66. The percentage' 
of profit (before interest and taxation-as adopted in the price for-
mulation) to average capital employed in the relevant accounting: 
period is as under:-
----------------------------

Percentage-
of profit 

Year befote 

(i) Burm1h Shell (Marketing). 
(ii) ESSO (Marketing) 
(iii) Caltex (Marketing) 
(iv) Tndian Oil Corpn. Ltd. 
(v) Indo-Burmah Petroleum Co. Ltd .. 

(vi) Western India Oil Distributing Co. of India 
Ltd. . . 1966 

(vii) Assam Oil Company Ltd. 1966 

interest 
and taxa-

tion to 
capital 

. employed 

7'37 
5'66 

19'12' 

9'-,6 
15'50 

Loss. 
21' 16 

The figures for I.O.C. represent both the refining and marketing 
activity as the annual account does not exhibit the position separate-
ly for the two activities. The figure for A.O.C. includes producing, 
refining and marketing associate [viz. BOC (IT) Ltd.] ceased trad-
ing from 1.1.66 and its various assets transferred to A.O.C. 

9.16. Ii has been stated that the actual profit margin of each 
company product-wise cannot be indicated as the same is not shown 
in the annual accounts. 

9.17. Regarding refinery profits the Ministry have further stated 
that according to the Agreements concluded in 1951 with ESSO and 
Burrnah Shell and in 1953 with Caltex for the establishment of the 
refineries at Bombay and Vizag., the prices of refined petroleum 
products are based on import parity, irrespective of the cost of 
crude, the cost of operations and the ultimate return to the refineries, 
This arrangement provides a self-regulaiing control on the profits 
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of the . refineries. However, these refineries were assured of 
duty. protection for ten years from the commencement of the 
full-scale production or until 31st December, 1965, whichever is 
earlier, as it was made out at the time of entering into the agreement 
that a reasonable return on capital invested would not be available 
otherwise. The economics of operations of these refineries had 
improved due to larger refining capacities compared to what was 
originally envisaged at the 'lime of conclusion of the relevant agree-
ments. In view of this, with effect from 1st October, 1956, Burmah-
Shell and ESSO were persuaded to give up their duty protection 
on Motor Spirit. Duty protection on Diesel Oils, Furnace Oil and 
Bi~n was surrendered on 1st July, 1959 by Bunnah Shell and on 
15th November, 1960 by ESSO. Caltex surrendered duty protection 
on 1.10.59 in respect of Motor Spirit and on 1.4.63 for Diesa Oil and 
Fuel Oils. With effect from 1.2.66 import duty of 20% ad valore'm 
was imposed to provide protection to indig'2noUg crude, but, this S'tep 
also indirectly resu1t~d in reducing the profits of the refineries. 
Consequent on devaluation of the rupee, the import duty on crude 
was withdrawn with effect from 6.6.66 but the amount of duty on 
crude payable was duty taken into account in variations made in 
the rates of basic and additional duties. Thus, t~e profits of the 
refineries remained reduced to the extent of import duty payable 
on crude despite the withdrawal of this levy from 6.6.66. 

9.18. As to the profits of marketing companies the first significant 
attempt to control the profits of the marketing companies was made 
in August, 1957, when the earlier arrangement for the pricing of 
products was rescinded and it was decided that the broad basis of 
pricing should be actual cost plus reasonable profit. In May, 1958. 
the companies agreed, after protracted negotiations, to an ad hoc· 
reduction in prices; which was mopped-up by Government by leVY' 
of additional (non-recoverable) duties. Thereafter, the accounts 
of these companies were examined by the Chief Cost Accounts 
Officer of the Government of India and in the negotiations that took 
place on the basis of his report of 28th March, 1959 further ad MC 
reduction in prices was achieved, which was again mopped up by levy 
of additional (non-recoverable) duties. The Government of India 
set up an Oil Price Enquiry Committee in 1960 under the Chairman-
ship of Shri K. R. Damle, on the recommendations of whi"l-: further 
reductions were applied from 1-10-1961 (remaining in force up to 
31-1-1966), which was again mopped up by levy of additional (non-
recoverable) duties. In the meantime, in May, 1964, the Working 
Group on Oil Prices WSl; appointed under the Chairmanship of Shri 
J. N. Talukdar to determine, inter alia the ceiling s~l1ing prices ex-
companies' storage points of various petroleum products in India. 
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The recommendations of the Working Group were applied froml 
1-2-1966 with certain modifications, the reductions imposed thereby 
have further been mopped up levy of additional (non-recoverable) 
duties. The cumulative effect of all these reductions at date is stated 
to be of the order of Rs. 30 crores annually. 

9.19. During evidence the Committee came to understand that the 
foreign oil companies changed their production pattern to earn more 
profits by abandoning production of fuel oil and producing kerosene. 
The Secretary of the Ministry while admitting that at that point 
Government could have exercised the statutory authority in direct-
ing them to produce certain things stated that they produced kero-
~ene which was needed in the country but even then the question 
was whether the Government should have used that power to meet 
the objectives. He, however, added that "they have lost our 
~ympathy and consideration in the process." 

9.20, The Secretary of the Ministry further stated that the p .. -ofit 
margin on marketing is determined as a result of periodic studies 
made by the Government. Several Committees have gone into this 
matter and after examining the accounts of the companies they 
submit their reports and certain decisions are taken as a result of 
their reports. He added that "we have never worked on the basis 
(,f saying that you will not make profits larger than 'X' percent. We 
have said that assuming certain things, this is the element of profit 
which we will allow in our pricing structure. Whether they make 
t.hat much profit or not is a matter firstly of efficiency of their opera-
tion, their costs and the nature of the refining operation etc ... There 
is, however, no ceiling in the sense that 'you will not make more 
profits than this'. But then we fix prices for marketing purposes 
rmd we do say that on the money which you have invested, we shall 
Rilow a return of not more than 12 per cent before taxation." 

9.21. The Committee note that there is no direct control by Gov-
nDl1lleDt over the profit margins of the oil C!OIJlpanies as their profits 
are stated to be regulated through the prices fixed for petroleuuJ 
1I'I'Of,Iucts and that there is no ceiling on profits as such. 

t.zz. The Committee note that the profit margins on aceount .. 
refining are regulated by the procedure of fixing the prices eI 
petroleum prochicts which are based on import parity. In the 
..,inion of the Committee, this system. allows a very high margin of 
.roAt to the refineries and also stands in the way of reduction ill 
the prices of petroleum products to the consumers. 'l11e Comm '!tee 
1Iave in para 5.5% of this report emphasised the need to bring down 
rite prices of petroleum produets. 
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9.23. The Committee also note that the profits on aecount of 
marketing by some companies are more than indicated by the work-
ing Group on Oil Prices. The Committee urge that Governmeat 
should devise measures so as to keep the margins of profit by these 
companies to a reasonable level. The Committee reeommend tbat 
botIl these aspeets should also be examined by the expert commit-
tee recommended in para 5.41. 

(c) Under writing of imurance for transport of crude 

9.24. The Oil Prices Enquiry Committee (1961) had been assured 
by the oil companies that they would consider insurance of their 
petroleum cargoes with the Indian Insurance Companies Organisation 
After four years the Working Group on Oil Prices (1965) stated that 
no significant progress had been made in that direction and recom-
mended that the oil companies should actively purusre underwriting 
of their insurances by the Indian parties and report progress to 
Government from time to time. Asked about the action taken on this 
recommendation the Committee have been informed during ~vjdence 
that the matter is under discussion with the Reserve Bank of India. 
The insurance covers a commodity which may have to be replaced 
in foreign exchange. A bulk of this insurance will have to be under-
written again with foreign companies. The Reserve Bank has taken 
the view that in the end no significant advantage will come in com-
pelling the insurance of these cargoes with Indian companies because 
if there is a loss then that will have to be paid for in foreign ex-
change, and as such they have not pressed the matter very hard and 
have advised that it may be left as it is. 

9.25. In another written note submitted to the Committee, the 
Ministry have stated that the total value of imports by the private 
oil companies during 1966 and the first 9 months of 1967 were as 
under which indicates the premia payable towards marine insurance 
estimated at 0.0755 per cent on f.o.h. adopted for the determination 
of the c.i.f. cost of products under the WGOP Price formulation. 

'(1) Products 

€Ii) Crude , 

Total value of imports Estimated marine in-
in Rs.llakhs ';urance premia pay-

ahle in Rs./lakhs 

1966 19<'7 
(Jan. to Sept.) 

J ,553' 46 .' J ,245 2.& 

I' 5,610"37' S,952°·4,.t 

J966 146'" 
(Jan. to Sept : 

1 '00 
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The above date shows that the liability of insurance premium aD 
imports of crude and. products by the private oil companies is of the 
order of Rs. 5 lakhs annually. 

9.26. The Government have stated that the question of under-
writing the marine insurance by Indian parties has been under 
reference to the Ministry of Finance (Department of Economic 
Affairs) which has also consulted the Reserve Bank of India on the 
subject. The Reserve Bank has stated that under the current Ex ... 
change Control Regulations marine insurance on shipments to India 
may be covered either by the shippers abroad or by the importer in 
in India according whether the contract is on c.i.f. basis or on f.o.bl 
C & F basis. Among the foreign oil companies in India, ESSO. 
Caltex and C.R.L. import their bulk oil on c.i.f. basis while Burmah-
Shell receives their supplies on consignment basis. In either case, 
since the import licences cover the full c.if. value of oil to be 
imported, it has been the practice of the oil companies to have marine 
insurance covered abroad by their principals, to recover the insur-
ance premium from the offices in India as part of the cost of oil. 
Thetefore, if the insurance is to be placed in India with Indian 
Insurance Companies it will be necessary for the Government h 
issue Ucences covering the c.i.f. value with a stipulation that insur-
ance must be effected in India with Indian insurers. The Reserve 
Bank. of India does not recommend such a departure from the normal 
practice of issuing all licences on c.i.f. basis. The Bank has further 
stated that their informal enquiries from the Oriental Fire and 
General have revealed that the insurer will be able to retain onlY! 
to per cent of the business and the remainder will be passed on to 
foreign associate and thus foreign exchange saving would be small, 
i.e. Rs. 50,000 only on the estimated annual insurance premia of 
Rs. 5 lakhs. Moreover, in the event of loss, the claim will have to 
be made good in foreign currency, which will have to be provided 
by the Indian Exchange control to the insurance companies for meet-
ing the claim. This would ultimately result in foreign exchange 
liability to India. Owning to the world wide cover held by the 
foreign oU companies and also due to the satisfactory past claims 
experience, they also enjoy comparatively lower ratE!!:: of insuranee 
premia. 

9.27. However, marine insurance on Imports of crude by Coebin 
Refineries Limited is undertaken by a syndicate of Indian compenJe8 
i.e., Oriental, New India and Home Insurance Companies. The leader 
of this syndicate is Orlental. Premium is paid to OrIental In ntpee8. 
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AIl major supplies of bulk and packed imports by IOC (MD) are 
insured by Indian parties. 

9.28. Government have also stated that as a result of their per-
suation, effective from 1-1-1965, ESSO has concluded arrangements 
with Indian Insurance Agencies to cover all major insurance riskB 
including marine risks in respect of crude and product imports. 
Burmah Shell has been insuring a part of its cargo of imports of crude 
oil and refined products with an Insurance Company in India since 
August, 1965. Burmah Shell has also made significant progress in 
-effecting other classes of insurance with companies in India. With 
the other companies the matter is still being pursued. 

9.29. The Committee are glad to leam that in pursuance of 
Government's efforts some forei~ companies are making arrange-
ments with Indian Insurance Agencies to cover all major insurance 
risks. They hope that effort!; will continue to he madt~ with otl1l'r 
ceompanies also to get all their insurance risks covered by the Indian 
;tn!iiurance Agencies. ! 



X 

GENERAL 

A. Functioning of Oil Advisory Committee 

10.1. The Oil Advisory Committee was set up by the Government 
of India vide Resolution No. 9(1) /58-0il (PI) dated 14th JaDUllt)', 
1160. According to this resolution the terms of reference of this 
Committee are inter aLia the following: 

(a) Preparation of forward estimates, product-wise a!,-1 tr.~\1 
area-wise, of consumption of various petroleum products 
with periodical revision at least once a year if not on::e in 
six months, of such forwarded estimates. 

(b) Determination, from time to time, of the extent of likely 
deficit regarding particular products for the country as 
a whole and in particular areas, after taking intn aeount 
the likely effect of plants in other spheres of the econ::>my 
and the effectiveness of measures to curb or disco;;~agp 
consumption of such deficit products. 

(c) Examination of ways and means to reduce, or eliminate 
surplus' in any particular products, through increase in 
their consumption or exports or development of potential 
new uses for such products (or the distillate concerned). 

(d) Preparation of product-wise forward estimates of refinery 
production, and periodical review and assessment of 
actual production so as to suggest ways and means of 
reaching the realisable product pattern best suited ts the 
consumption pattern in the country, including modifica-
tions i,n existing specifications with due regard to quality 
control and safety. 

(e) Determination. first on freight basis, of the area of econo-
mic supply for each refinery (existing and future) and. 
after assessing the relative deficits and surpluses of each 
product in the area which could be linked to the refinery 
concerned. examination of further adjustments in 'actual 
supply areas to reduce such deficits or surpluses while 
avoiding cross haulage. 

(f) Assessment of the changing pattern of imports to meet 
sueh over-all deflcits and yet to minimize actual <rutglJ of 
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foreign eXchange, and of improvements that may be ne-ed-· 
ed in existing port facilities for handling of petroleum 
products. 

(g) Ways and means to ensure fullest utilisation of Indian fialt 
ocean-going and coastal tankers to reduce outgo of foreign 
exchange on freight. . 

(h) Assessmer.· of the needs of tanks wagons and other railway 
facilities to ll'eet, in time, the movement requirements for 
petroleum products and also. the possibility of n<tvinl.! 
product pipelines to relieve the Railways on section.. on 
which particularly heavy petroleum traffic can be antici-
pated. 

(i) Any other particular matter regarding refining and distri-
bution of petroleum products that Government, on their 
or on suggestion made by the Committee, may from time 
time include in the terms of reference. 

10.2. The composition of the Committee is given at Ap~ndix V. 
It would be seen therefrom that the Oil AdviSOry Committee was 
reconstituted on 16th May, 1967 and 14th July. 1967. 

10.3. It has been stated that only six meetings have been held by 
this Committee so far, two of which viz on 4-6-1965 and 23-4-1966 
were held during the last three years. According. to this resolution 
the meetings of the Oil Advisory Committee were to be held at least 
once every three months and oftener, if considered necessary by the 
Chairman. 

10.4. Asked for the reasons for not holding the meeting o~ the 
Oil Advisory Committee as frequently as laid down by the Govern-
ment in this behalf the Committee have been informed that the main 
item which the Oil Advisory Committee noW considers from year to 
year are projections of future consumption estimates of petroleum 
products and examination of the data and factors on which these are 
based. And for this purpose it has not been considered necessary to 
hold more meetings as earlier envisaged. 

10.5. On a specific enquiry by the Committee it has further been 
stated that no meeting of the reconstituted Oil Advisory Committee 
has been held so far "for want of sufficient material for discussion". 

10.6. TIle CommiUee ue coueemeci to .ote that the Oil Advisory 
Committee which was set up ill 1HO. with VfJf'Y wide aIId importa"t 
terms of refel'ellce, has not been fundioning pmperly. While the 
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<:GQUDittee was originally intended to meet at least once in every 
,three months and should have therefore met 32 times since 1960 it 
has met on'ly 6 times so far. It is surprising that no meeting of this 
Committee has been neld since April, 1966 for want of sufficient 
material for diseussion. The Committee are also unable to under-
stand why the Oil Advisory Committee was at all reconstituted in 
May, 1967 when no meetings of this Committee were to be held 
thereafter. The Committee recommend that the whole matter 
regarding the utility of having an oil advisory committee should be 
examined thoroughly by Government and if it is considered essen-
tial it should be made to function effedively and play its intended 
Tole by calling periodical meetings of this committee. 

B. Manufacture of d·rilling and other Equipments in the country 

10.7. At present most of the drilling equipment used in the 
-country is imported. A major portion of the refinery equipment is 
also imported. 

10.B. The value of'imports of oil and gas drilling equipment and 
accessories. during each year of the Third Plan has been as follows: 

------.--.----

11}61-62 

1962-63 

1953-64 

1964-65 
1965-66 

Year. 

TOTAL 

Value 

(Rs. in lakhs) 

273'53 
812'92 

922'72 

665-77 

276 '35 

295 1 '29. 

10.9. As regards the quality of drilling equipment etc. with the 
,Oil and Natural Gas Commission, the representative of the Ministry 
,admitted during evidence that with the kind of equipment that the 
·Commission had it took a little longer to de-rig, transport and rig 
up and that certainly added to the total cost as it was reflected in 
the per metre cost of drilling. Admitting that the quality of drilling 
,equipment had an impact on the operational eftlciency he added 
"but we have to cut our coat according to our cloth. The limitation 
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on Qur ability to find the necessary kind of resources for the equip-
ment that we may Wish to possess is also a factor to be taken into 
consideration .... the only country which was prepared to assist us 
with equipment with credit at that time was the Soviet Union. 
Even today, we have great difficulty in getting free foreign exchange 
for maintenance purposes even." 

10.10. As regards the question of manufacture of drilling rigs 
and. machinery in the country the Minister for Industrial Develop-
ment and· Company Affairs stated in reply to a question in Lok 
Sabha on the 20th February, 1968 "lt is not proposed to set up any 
new plant for the manufacture of drilling machinery. Heavy 
machine building plant of Heavy Enginf:ering Corporation Ltd., 
Ranchi, is already designed for the manufacture of heavy oil drilling 
rigs." 

10.11. The Committee note that there have been heavy imports 
of drilling equipment and accessories during the Third Plan period. 
They regret to learn that because of the difficulties in getting free 
foreign exchange the best available drilling equipment could not be 
imported. Since the quality of equipment has a direct bearing on 
the operational efficiency, the Committee feel that the programme 
of exploration and production of crude are bound to be adversel,. 
affected in the absence of the best possible drilling equipment etc. 

10.12. The Committee feel that for accelerating the programme 
of exploration and exploitation for oil in the country, it is neceS-
sary to manufacture drilling and production equipment indigenous-
ly. It need hardly be emphasized that for overall progress in this 
field as well as for effecting savings in foreign exchange, Govern-
ment should aim at attainment of self-sufficiency in equipment all 
early as possible. The Committee, themore, stJ'Ongty recommend 
that effective measures should be taken urgently by Government for 
the manufacture of driWng equipment as weD. as reftnery equip. 
mellt In the country. This, the Committee feel, should not be dftIl-
cult as idle capacity may be available in mest of the engtneerinc 
units and partieu1arl:" in the Heavy EngIneerinc Corporation, Bandtt 
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which is stated to be already designed for the m.aDIIfaetare of Iteavy 
oil drilling rip. 

C. Capital Costs of the Public Sector Refineries 

10.13. A1s per information furnished by the Government the total 
costs of the Refineries in the public sector are as follows: 

Capacity Cost CUpto 
30 - 6-67) 

(Rs. ero;: es) 
Gauhati ·8 m.t. I7'43 
Barauni 2 m.t. 46·88 
Gujarat 2 m.t. 2~'85 

Coehin 2'5 m.t. 29'0:l 

Madras. 2'5 m.t. 46 ' cK) 

(estim4ted) 

Haldia 2'5 m.t. 4f>·OO 
(estilr. :it.!':) 

10.14. Explaining the wide variations in the capital costs ~ the 
above refineries the Government have stated in a written note that 
"The reasons for variations in capital costs of refineries in public 
sector are due to various factors, such as, date of construction, num-
ber of products produced, types of process units installed etc The 
refineries that have been, or are being. put up later, haYe cost more 
than those put up earlier due to a steady increase in costs of 
materials and services that are components of the aggregate capital 
cost. Further, Madras and Haldia refineries are being constructed 
when the rupee value (due to devaluation) of the foreign exchange 
component of capital cost has increased by 58%. Gujarat refinery, 
mainly, and Cochin refinery, partly, have been constructed in the 
pre-devaluation period. 

10.15. Certain variations in costs also occur because of the vana-
tions in designs of the refineries as well as the facilities pro\rided. 
Indian Oil Corporation's refineries have been equi~ With their 
own ancillary services like thermal power station, water supply: etc., 
which is not always true of. other public sector refineries. Thus 
Madras refinery. is expected; to have its own powersta.~ion but not 
water supply, while Cochiri' refinery takes power from the Iteral. 

r. State Electricity BOard." . '. 



.L81 

10.16. As . regards checks exercised ,by the Ministry in this regard, 
it »as been stated th,at ·the proposals put up .for the construction of 
~ refinery are examined in great detail by thE' Ministry in consul· 
ta!ton with technical experts and Finance Ministry. A comparison 
w~ similar costs in refineries already erected in the public sector 
is invariably made. During the construction stage, the refinery 
-companies and the Ministry's nDminees Dn the Boards of Directors 
of these companies ensure that the said standard purchase and 
financial policies are - followed and a strict watch is kept Dn the 
project expenditure through monthly and quarterly reviews. 

10.17. In this connection it was also stated during evidence that 
thE' refineries, Indian Oil CorporatiDn and other agencies were close-
Jy associated for the negotiations of the contracts, fixation of prices 
etc. and that the Government was fully h the picture at every 
stage. The Secretary of the Ministry was of the opiniDn that no 
other special measures were necessary. 

10.18. The Committee, cannot over-emphasise the need to keep 
to the minimum the capital costs of the refineries as they vitally 
aftect the production costs and ultimately the efficiency of the 
refineries. They hope that the experience gained in the setting up 
ef the refineries in the public sector would prove of immense bene-
fit in this regud. 

D. Coordination between Oil and Natural Ga:o; Commissien and Oil 
India Limited 

10.19. The two organisations engaged in the explDration and pro-
duction Df crude in the country are Oil and Natural Gas Commis-
~ion-which is a statutory body and Oil India Ltd. in which Govern-
ment are an equal partner with BOCIAOC. 

10.20. The representative of the Ministry admitted during evid-
ence that there is no regular exchange of informlation between the 
Oil and Natural Gas CommiSsion and Oil India. ~td. regarding per-
fonnance and standard cost etc. but that occasionally when they 
(Oil and Natural Gas Commission) need some information they re-
quest the Oil India Ltd. to furnish the same and this is done 
through the Ministry of Petroleum and Chemicals. 
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10.21. The Committee are constrained to observe that there is bO 
proper coordination between the Oil and Natural Gas Commission 
aDd Oil India Limited regarding regular exchange of information 
about exploration, drilling etc. In the opinion of the Committee 
the Ministry of Pekoleum and Chemicals who are mainly respOnsi-
ble in the matter, should bring about close coordination between 
these two organisations particularly when the samle Joint Secretary 
.f the Ministry is on the Board of Management of both these or-
pnisatfons. 



XI 

CONCLUSION 

11.1. In the modern world Oil has an important role in the eeo-
nomy and industrialization of a country. Defence and economic 
development are not possible without Oil. The consumption of' 
pertoleumproducts in fact is often taken as an index of the extent 
of industrialization of a country. 

11.2. The per capit4 consumption .of petroleum products in India 
is about the lowest and is even lower than that of its neighbouring 
countries like Ceylon, Indonesia and Pakistan. The reqUirements 
of pert oleum products, at present, are largely met by the various 
refineries set up in the country but more than half the crude which 
is processed by these refiniries is imported. During 1966-67 indige-
nous production of crude amounted to about 6 million tqnnes 
while the imports came to about 8 million tonnes. In 1970-71, it is 
estimated that the requirements of imported crude would be about 
10 to 11 million tonnes consting about Rs. 110 crores in foreign ex-
change. This gap will increase further and by 1975-76 it is . e$tf-
mated that about 16 million tonnes of crude valued at ru. 160 crores 
per annum would be imported. 

11.3. During the British regime there was no sector of our eco-
nomy so neglected as oil. The common notion was that except 
Digboi, there was no oil to be found elsewhere in the country. After 
independence the Industrial Policy Resolution of 1948 made the 
State responsoible for the development of oil industry. There wUt 

however, no systematic exploration for oil conducted tm 1955 when 
the Oil and Natural Gas Directorate was set up. With a sedim'entary 
area of 10 lakh sq. kilometers from Ladakh to Andaman and 
Nicobar islands, the progress in the exploration and prospecting for 
oil in the early years was halting and slow. . 

11.4. In view of the wide gap between demand and supply of 
crude in the country which is increasing year by year, it is of 
utmost importance for India to intensify the search for crude within 
the country so as to make it self-su..fflcient. The Committee note 
that in the various countries of the world, increasing investment Is 
being made on petroleum' exploration and production. 
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11.5. The Committee recommend that an all out-eftort should be 
m~cle on exploration of oil in the country particularly in areas 
whlth have a promising geological strata. Unless such a programme 
is planned and implemented, the country is likely to be tied eter-
n~.;lJy to the international market wh~re crude fluctuates from year 
to year. 

11.6. The Committee are glad that a network of refineries have 
iJet.D set up in the country since iBd.ependence which meet practi-
cally all the demands for petroleum products of the country. Ex-
('('pa for kerosene and lubricants, India has achieved self-sufficiency 
in all other types of petroleum products. With the setting up of 
lIaldia Refinery and the various lubricating plants, India will be 
~ ... If-sumcient in these items also. This progress towards self-
sufficiency in petroleum refining is hearteniDl! as it has resulted in 
('onsiderable saving of foreign exchange. It is also a matter of 
~ti6faction that the country is now exporting some lJetroleum pro-
darts like High Speed Diesel Oil, Furnace Oil. Motor Gasolene and 
''I axes. etc. 

11.7. One of the disquieting features which has particuJady 
struck the Committee is the policy regarding pricing of crude and 
JH'froleum products. The Committee have note that the prices of 
nude and petroleum products art" based on the principle of import 
p ... rity. It ha. .. bet>n stated by Government that this principle is the 
'I'fflut of the agreements with the private sector coastal refinel'ies. 
T~ coastal refineries have been given the right to import crude 
bom their own sources as also to price the petroleum products on 
tht> basis of import parity. The Committee have noted that th" 
In';r~ for the importrd nude ~har~ed by these ·refineriec:: haw' Y\ot 
hw:n tht- most economic pri~s as no discount was alloweil by th~ 
H'lineri("; till June. 1960 and even thereafter the full diS('ount BS 

",.,.ilabl«.> in the internAtionpl oil mvke~ i~ not ac('otmt~ fOT '>l 
lbt'lll with the result that there is larger outgo of scarce foreq,. 
e:uhange on this account. The pricing of petroleum products on 
import parity has also cre!lted an anomalous position in that petro-
!t"Um produds are cheaper in the coastal areas than' the hinterland 
~.h ... re public sector refiDerie~ a'!'e located. This has natural1 ... ~ven . 
-;''-E' to complaints of discrimination espet'ia'ty front -St~tes like 
A!'.'iam and Gujarnt which produce the crude. While t i;e,e might 
h1>:,'e been justification for the adoption of principle of irport parity 
rn 1951 when the-re was pradieany no refining capacity in the coun-
ty).. the continuance of this prinriple is open to question after large 
-fining upadties have been set up iD the inbmd areas. The Com-
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'IIlittee, have therefore recommended the appointment of a committee 
.consisting of experts in petroleum technology, costing and financial 
-matters to review the whole basis of pricing of crude and petroleum 
products. They hope that this committee will be able to bring 
:about reduction in the priee of crude as well as of petroleum pro-
·d~cts so that the general public also feels the impact of the birth of 
;the petroleum industry in the COUlltry. 

Ntw DELm; 
Dated the 5th April. 1968. 

Chaitra 16, 1890 (Saka). 

3802 (Aii) LS-13. 

P. VENKATASUBBAIAH, 
Chairman, 

Estimates Committee. 
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APPENDIX I 
(Vide para 2.8) 

Summary of Report on "Oil and Natural Gas Exploration in India'P 
By Mr. N. A. Kalinin 

The areas recommended as promising were Punjab, Rajasthan,. 
Cambay and West Bengal. In the Punjab, gas shows are known 
from Jawalamukhi, Balh and Nurpur and they are related to favour-
able geological structures and fault-planes. The Punjab area is. 
bordered on the west by Jammu and Kashmir which in turn is. 
adjacent to the Pakistan oil fields of Khaur, Dhulian etc. and hence 
Punjab appears to be the most promising area. Rajasthan deserves 
attention as it represents the marginal extension of Baluchistan 
occurrences of petroleum. In the Combay region there are many 
gas srows reported (e.g. at Gogba). On the whole, this region 
seemed to be promising but the geological conditions of the area 
needed more detailed investigation. The same considerations were 
true regarding West Bengal which is linked with East Pakistan 
Burma basin. The Ganga valley, which is not linked up with any 
oil-bearing areas, excepting those of the Assam in the east and 
those of Punjab and Pakistan in the west may turn out to be one of 
the biggest sedimentary basins and is highly encouraging. If it is 
confirmed that there are real margin sediments, apart from thick 
alluvium and fresh water deposits, this region (Ganga Valley) 
deserVes the top-most priority. Considering the conditions and also· 
depending upon available direct or indirect evidence the following 
scheme of priority is suggested and the volume of geological, ge0-
physical and drilling work to be carried out in each of these areas 
was given as (1) Punjab, (2) Rajasthan, (3) Ganga Valley, 
(4) Cambay region. 

A draft Five Y ~ Plan for 195~1 for oil and gas prospecting in 
India in which Mr. Kalinin suggested inter alia, the following ac-
tion, was also prepared by hiro:-

To concentrate attention o.n two States-Punjab and Rajasthan 
(Jaisalmer area) which were then most studied and where the-
prospects were encouraging. Simultaneously it was essential to 
carry out geologit'al and geophysical investigations, as well as deep-
test drilling, to a smBll extent in the Ganga Valley and west 
Bengal, geological and geophysical surveys and core drilling in 
Cambay area, geophysical and geological investigations on the-
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Madras coast. The latter four regions will constitute a reserve for 
eXtending the exploration during the following years and could 
compensate the first two regions in the case of possible failures. 

2. To prepare by seismic surveys 16 areas and, by core drilling 
13 areas, for deep tests. To cover by gravity and magnetic survey 
163,000 sq. miles and by geological mapping 11,000 sq. miles. 

3. To investigate by deep drilling oil and gas potentialities ot 
five areas in the Punjab (Jawalamukhi, Balb, Nana, Dharamsala 
and Janauri) as well as the are~s in the Jaisalmer region (Bandha 
and Thanot). ,r~ 

4. To start deep test drilling in the Ganga Valley afber aeromag~ 
netic, gravity, ground magnetic and seismic surveys if the results 
warrant it, in order to ascertain its oil prospects, in the West Bengal 
(the areas which were not under licence then) and in the plains of 
Punjab. 

5. To organise research work for oil geology in order to hy the 
scientific foundation for oil and gas prospecting in India. 

2. Conclusions and Recommendattions Contained in the Report ttEx-
ploration for Petroleum in India" by Mr. A. I. Let'erson I 

The conclusions and recommendations are summarised below: 

1. The prospects for important oil and gas deposits in India seem 
to be good and justify a S'tirong exploration programme in order to 
locate these deposits. Petroleum may be said to be created by dis-
covery, because undiscovered petroleum is of no use to anyone. . 

2. Oil occurs under a wide variety of geological conditions and fat 
that reason, a wide variety of exploration, ideas and methods must 
be applied, if mOS't of the o!l is to be discovered. 

3. The best way of finding petroleum suspected of being present, 
is by bringing in many explorers. Each will search. in his own way 
and the cUmulative effect of applying many ideas to the search would 
lead to discoverey. 

4. A single operator, whether a commercial or a goyernment or-
ganisation, exhausts its ideas and the inevitahle result is that a 
small fraction of the oil is discovered. A monopoly of ideas opera-
ting as a monopoly of ownership gives the smallest returns in dis-
covery. 
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5. He believed. that many exploration: companies could be induced 

to come to India and explore for oil and gas on a basis that woulci 
J:)e mutually satisfactory. 

6. The present regulations should be revised and more modem 
rules and regulations adopted. These should be simple, fair to bottl 
the operator and the government, and should enable the operator 
to earn a profit if the venture is successful. 

7. Two types of organisations were suggested to handle the petro-
learn exploration-a small administrative staff in case licences are 
given and outsiders are brought in, and a larger, more expensive 
operational staff in case the government decides to na.tion8l.i.se all 
exploration. A compromise between the two organisations is pr0.-
bably the practical answer, depending on the manner in which the 
eXploration programme develops. 

8. The best assurance of discovery, in case the government decidei 
to do its own exploration, is to employ a team of the best technical 
people possible with wide experience in each branch of the work. 

9. Technical manpower to conduct the exploration, whatever the 
method decided on, is one of the chief problems. From. one to 10 
years will be necessary to develop ~he experience needed, but the 
mineral exploration will go on for generations before it is all dis-
covered; so whatever is done should be thought of as part of a long 
term programme. 

10. The Indian School of Mines and Geology at Dhanbad should 
be expanded and built up to include a department of Petroleum 
Technology. Along with this, a cunicuiUD'l on ground water can 
be initiated. A graduate cuniculum is recommended to give more 
advanced training in the research and thinking necessary for overall 
Indian mineral programirte. 

11. The Indian Geological Survey should be expanded and much 
better equipped for work in both the field and the laboratory. It 
should carry most of the technical load of mineral exploration and 
In order 'to do so will need the compl~ support of the government. 

12. One to three exploratory or stratigraphic test wells should 
be drilled to the basement on the north side of the Ganges Plan. Such 
wells should be designated "start" wells and the purpose would be 
to learn the nature of the rocks present and then to organise the 
most effective way to explore them. 

13. Whichev~r way the exploration for petroleum was developed 
In India, it was recommended that an outside, technical, advlsol'7 
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committee of consultants be employed. It should consist of a petro-
leum geologist, a petroleum geophysicist and a petroleum engineer, 
each with world wide experience. They should come to India one 
month each year, if possible meet her,e together, and advise on the 
exploration programme. This would keep the work abreast of new 
development and assure the proper functioning of the people 
engaged in the work and the interpretations of the results obtain~ 

3. Summary of Report on "oil possibilities in India" by Dr. A. Ben" 
(April, 1956) 

After I eviewing the oil possiblities in the various parts of India, 
Dr. Bentz expressed the view that as large tracts are to be covered 
for explor.ltion of oil and gas, it is difficult to concentrate on all p0s-
sible locations with the same attention due to the immenSity of the 
work inV( lved. Hence, the following priorities were suggested by 
him:-

1. Very Promising Areas: 
(a) Assam: Brahmaputra Plains and Naga Hills; 
(b) Gangetic Delta; 
(c) Cutch; 
(d) Jaisalmer; 
(e) Jammu. 

2. PrOfl'l.i.riftg Areal: 
(a) Himalayan foredeep between J~mmu 'an4 Assam; 
(b) Foot-hijl$ zone of the Himalayas in Assam; 
(c) Kathiawar (Cambay). 

3. Less Promising Areas requiring further inveBtigati0n3:' 

(a) Border of the ~gal Bay (~daman-l'i'icobaf. and ~ 
Coast of Indian Peninsula); 

(b)_ West Coast of Indian Peninsula. 



APPENDIX D 
(Vide para 5.3) 

Extracts f1 om tlte releva.nt clauses of the Refinery Agreements w:th 
foreign oil companies regarding import of crude oil 

(i> Rgreement with MIs Sta.ndard-Va.cu:um Oil Co. (ESSO) ...• 
.... . Assurance that foreign exchange, either sterling or dollars as 
required, 'llill be made available by the Government for:-

(8) Purchase of crude oil at world market prices prevailing 
at the time and place of shipment with freedom of choice 
as to source of supply. The crude oil will, most likely, 
originate from the Persian Gulf area. It is understood 
that (A) preference shall be given to crude oil produced 
in India by SVOC or a subsidiary thereof provided the 

. crude oil can be delivered to the refinery without adver-
sely affecting the profiiability of the refinery and is of a 
quality which can be processed without substantial addi-
tional investment in .the refinery, and the producing opera-
tion can be carried out under conditions considered ec()o 
nomically satisfactory to SVOC and (B) if crude oil pro-
duced by others in India and suitable for processing in 
the refint"ry shall become available to SVOC at reasona-
ble prices delivered at the refinery on a long term contract 
basis, and SVOC at the time shall not be producing or have 
reasonable prospect of producing, sufBcient crude oil in 
India for the operation of the refinery, SVOC, consistent 
with the requirements of the refinery, its own production 
In India, and its then existing contract commitments, will 
attempt to contract for the purchase of such crude oil ..... 

(ll) Agreement with MIs. Bunn4h sheU 
.... The Oil Companies will be free to make their own arrangements 
for the importing of crude oil for the Indian Company and for dis-
tribution in India, by land and sea, of the refined products of the 
refinery and for the marketing of the refined products of the refinery. 
The Oil Companies will also be free to export such products of the 
refinery as from time to time may not be requiTed by the Indian 
market. 

It is understood that:-
<a) Preference shall be given to crude oU produced in India 

by the on Companies or either of them or by any sub-
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sidiary or associate of either of them, provided such crude 
oil can be delivered to the refinery without adversly 
affecting the profitability of the refinery and is of a. quality 
which can be processed without substantial additional in-
vestment in the refinery, and the producing operation can 
be carried out under conditions considered economically 
satisfactory to the Oil Companies; and 

,(b) If crude oil produced by others in India and suitable for 
processing in the refinery shall become available to .the 
Oil Companies at reasonable prices delivered at the refi-
nery on a long-term contract basis, and the Oil Companies 
at the time shall not be producing, or have reasonable 
prospect of producing, sufficient crude oil in India for 
the operation of the refinery, the Oil Companies, consis-
tent with the requirements of the refinery, their own pro-
duction in India, and their then existing contract commit-
ments, will attempt to contract for the purchase of such 
crude oil. ........ . 

(iii) Agreement with MIs. Caltex (India) Ltd. 

The Government shall make available foreign exchange including 
~terling or U.S. Dollar, as required by Caltex or the Indian Company 
for the following purposes: 

(a) The purchase of crude oil at world market prices prevai-
ling at the time and place of shipment, with freedom of 
choice as to source of supply ..... 

CaI1Jex shall be free to make its own arrangements for the im-
oportation of crude oil for use in and processing by the refinery for 
-distribution in India, by land and sea, of the refined products of the 
-refinery, and for the marketing of those products. Caltex shall also 
be free to export such products of the refinery as from time to time 
may not be required by the Indian market. In the acquisition ot 
-erode oil, it is understood that preference shall be given· to crude oU 
'produced in India by Caltex or any associated co~pany provided 
such crude oil can be delivered to the reftnery without adversely 
affecting the profitability of the refinery and is of a quality 

-which can be processed without substantial additional investment 
-in the refinery, and provided production of INch crude oil can be 
-accomplished under conditions considered economically satisfactory 
-to CaIto: or the associated producing company. It is further under-
-stood that if crude oil produced by others in India and suitable for 



processing in the refinery shall become available to Caltex at rea-
sonable prices delivet:ed to the refinery aD a long term contract basis,. 
and if Caltex br its associates shall not then be producing, or have-
reasonable prospect of producing, sufficient crude in India for opera--
tion of the refinery, Caltex consistent with the requirements of th~ 
refinery, its own prMuction in India, and its then existing contract 
commitments, will attempt to contract for the purchase of ~uch< 

crude oil......... ~. ! .J 



APPENDIX m 
(Vide pm.-a 5.32) 

No. l(}} (26) /65-PPD 
1O~NT OF INDIA 

MINISTRY OF PETROLEUM AND CHEMICALS 
(DEPARTMENT OF PETROLEUM) 

New Delhi, the lst February, 1966. 
12th -Magha, 1887(S) 

RESOLUTION 

The GoveI'IlI'!J,eDt of India have car:.efully considered the Report of 
tJle Working Group set up on 12-5-1964 under the Chairmanship of 
Shri J. N. Talukdar, formerly Chief Secretary, Government of West 
Bengal to advise on the manner of determining. ex-refinery and 
landed prices of petroI..uem products in the future and on other con" 
n.ected matters. 

2. In this consideration, Government have taken particular not 01 

two important factors that have been emerging of late, viz., fiTstly~ 
the mcreasing production of crude oil in the country and the growth 
of. indigenous refbUng capacity based on both local and imported 
CJ.'Udes and, HCORdly. as a COnseqUeACe, the steady and substantial 
diminution iD the import of tnished· products and changes in thel 
terms and coDditions of such imPOrts. 'nlese developments require, 
amongst other things, thai producers of indigenuos crude oil are 
assured of an adequate pme 0ODSiBten.t with the costs of exploration 
and production in the country. The practice followed hitherto has 
been to price indigenous crude delivered to the consumer on the 
mlsis of parity with the discounted and fluctuating prices of imported 
crude, from time to time. On crude imports, Government have been 
making efforts, with a fair measure of success, to secure prices that 
are in keeping with world market conditions. 'The establishmellt 
of import prices at fair and reasonable levels is important for the 
conservation of the country's foreign exchange resources, apart from 
~4tg jU$1;ified All purely commercial conSiderations. Government 
will, th.erefore, con~ue to wor~ towards this objective with all the 
1'I)e~mS at their disposal, as occasion requires. But in this situation 
a modification of. t\le existing. practice of pricing indigenous crude is 
called W, ~ it does not proyid~ an econ()Jnie base for the conduct 

193 



194 
l()f oil exploration and production operations in the circumstances 
.prevailing in the country. In other words, it is necessary to grant a 
measure of protection to indigenous crude producers and assure them 
-of a price that is in keeping with the cost of their operations from 
time to time. Consistent with such crude costs, and in order to main~ 
tain the economics of refining· operations at reasonable levels, ex-

:refinery product prices must be re-fixed appropriately. This would 
,not, however, affect the policy of importing products, to the extent 
imports may be needed, On the best available terms. 

3. After a careful study on the foregoing lines, Government have 
~taken the following decisions:-

(i) Uutil further orders, the producers of indigenous crudes 
will, save in the cases in which a different basis for price 
fixation may exist under any agreement between Govern-
ment and the producer, receive a price that is not less than 
the landed cost (exclusive of.import duty, if any) calcula-
ted on the basis of the full posted F. O. B. prices of ana-
logous crudes imported from the Middle East. Users of 
indigenous crude will be required or requested, as the case 
may be, to accept this price basis. If and when new cir-
cumstances arise, Government will recollBider the price 
basis now laid down . 

. (li) Ex-refinery prices of bulk refined products'in the cases 
of all refineries in the country, and landed prices, when 
applicable, will be fixed on the basis of import parity start-
ing from full (i.e. undJscountled) F.O.B. postings at Aba-
dan (at the lowest of Platt's) as on 184-65. 

(iii) There will be levied on imported crude a protectiV'ef 
import duty at a level determined by the related circum-
stances prevailing from time to time. 

4. The recommendations of the Working Group in respect of the 
~prices of bulk refined products, bitumen, lubricants, greases and 
-specialities have been considered by Govemment against the above 
'background and it has been decided to adopt and apply them with 
·effect from the 1st February, 1966, subject to the following modi-
!ftcations: -

, .. 

(a) In the case of Bulk Refined Petroleum Products (includ-
ing Bitumen), the basic ceiling selling prices will be deter-
mined on 'import parity', subject to f. o. b. postings (with-
out any diseounts) at Abadan (at the lowest of Platt's In 
respect of Bulk Reflned Products) as on the 18th May 
1885 being adopted u the basis; no variations from the 
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postings as on that date will be allowed except when 
Government is satisfied that changes are justified. 

(b) The requirements of Working Capital computed by the 
Group will be recalculated (with due regard to the rates 
of central duties of excise and customs and wharfage in 
force on the 1st December, 1965) at 1/6th of the annual 
value of sales. 

5. The current basic ceiling selling prices of Bulk Refined Petro. 
1eum Products (and Bitumen) to the consumers will remain unalter-
-ed, but there will be certain variations in the rates of Additional 
(Non-recoverable) Duties leviable under the Ministry of Finance 
(Department of Revenue. Notifiaction No. 99$65, dated 26-6-1965, 
issued under the Mineral Products (Additional Duties of Excise and 
Customs) Act, 1958 (No. 27 of 1958) to allow for changes in the 
-various elements in the build up of ceiling r.-e11ing prices. 

6. The existing system of 'block control' on marketing and dis-
tribution charges and profit of the oil marketing companies in respect 
of Lubricants/Greases/Specialities will be continued at the ceiling 
rates recommended by the working group but there will be a 
change in the rate of Additional (non-recoverable) Duty applicable 
to these products in terms of the Notification of 26-6-65 mentioned in 
para 5 above. 

7. 'l'he decisions herein contained about the prices of oil products 
-will remain in force till 31-12-1967, to begin with, and Government 
may extend their validity for a further period Or periods. 

8. In regartb. to some of the other recommendations of the Work-
ing Group, the decisions of Government will be announced In due 
oCOUrse. 

Sd/-
(P. R. NAYAK) 

Secretary to the Government of India. 
New Delhi, the 1st February, 196.8. 

ORDER 
ORDERED that a copy of this Resolution be communicated to an 

State Governments and Union Territory Administrations, Lok Sabha 
:and Rajya Sabha Secretariats and the concerned Ministries and 
Departments of the Government of India. 

ORDERED also that the Resolution be published in the Gazette 
.of India for general information. 

Bd/-
(p. R. NAYA.1t) 

S'ecretort/ to tM Government of lnclf&. 
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APPENDIX V 

(vide para 10.2) 

Comporition of the Oil Advisory Committee as reconstituted on 16th. 
May, 1967 and 14th July, 1967. 

GoVERNMENT OF INDIA 

MINISTRY OF PETROLEUM AND CHEMICALS 

(Department of Petroleum) 

New Delhi, the 16th May, 1967. 

NOTIFICATION 

No. 30 (2) /67-Tech.-The Government of India have been pleased 
.to revise with immediate effect the composition of the Oil Advisory 
Committee, constituted by Resolution No. 9(1) /5&-Oil (PI), dated. 
the 14th January, 1960 and amended from time to time, as follows:-

(I) Shri Ashok Mehta, Minister of Planning 
Petroleum & Chemicals and Social Wel-
fare Chairman. 

(2) Shri K. Raghuramaiah, Minister in the 
Ministry of Petrolewn and Chemicals Dy. Chairman. 

(3) Secretary, Ministry of Petrolewn and 
Chemicals Member 

(4) Joint Secretary, Department of Petro-
lewn, Ministry of Petrolewn and Chemicals Do. 

(s) Secretary, Department of Economic 
Affairs, Ministry of Finance Do. 

(6) Secretary, D~plrtment of Coordination 
Ministry of Finance 

(7) Secretary, Ministry of Defence 
(8) Secretary, Department of Industrial 

Development (Ministry of Industrial De-
velopment and Company Affairs) 

(9) Secretary, Department of Mines 
& Metals Ministry of Steel, Mines & 
Metals 

(10) Secrcury Ministry of Irrigation and Power. 
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Do. 
Do. 

Do. 

Do. 

Do·1 
, 
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(II) Secretary, Ministry of Transpon and 
Shipping . Member 

(12) Member (Transpon, Railway Board, 
Ministry of Railways) Do. 

(13) Adviser (Industry & Minerals) Planning 
Commission Do. 

(14) Director General, Technical Development Do. 

(15) Chairman, Oil and Natural Gas Comms-
sion, Tel. Bhavan, Dehra Dun . Do. 

(16) Chairman, Indian Oil 
mited, New Delhi 

Corporation, Li-

(17) Managing Director. Indian Oil Corpora-

Do. 

tion (Refineries Division), New Delhi Do. 

(IS) M'lO'lging Director, Indhn Oil Corpora-
tion (M'lrketing Division), Bombay Do. 

(J 9) Director, Indian Institute of Petroleum 
Dehra Dun Do. 

(20) Chief Representative, MIs. Burmah 
Shell Oil Storage & Distributing Co. of 
India, Ltd., New Delhi Do. 

(21) General Manager, ESSO Standard 
Eastern Inc., Bombay Do. 

(22) Resident Vice-President, Caltex (India) 
Ltd., Bombay Do. 

(23) Managing Director, Oil India, Limited 
New Delhi Do. 

(24) President, Federation of Indian Cham-
bers & Commerce Industry, New Delhi 00.1 

(25) The President, All India Petroleum Tra-
ders' Association, Calcutta Do. 

(26) The President, Federation of Indian Au-
tomobile Association, Bombay Do. 

(27) General Secretary, National Federation 
of Petro)f>WD Wnrkf"tll. Bombay Do. 

(28) Secretary General, AU India Motor 
Unions' Congress 16-A. Asaf "Ii 
'Road, New Delhi 00_ 
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,(29) The Executive Director, 
Association of India, 85, 
Nagar, New Delhi-ll. 

Fertilizer 
Sundar Member 

s. R. SUNDARAM, 

Deputy SeC'retary to the Government of India. 

The Manager, 
Government of India Press, 
Faridabad. 

Copy forwarded for information·to:-

(1) All the members of the Oil Advisory Committee, as listed 
above. 

(2) All Ministries of the Government of India. 

S. R. SUNDARAM, 
Depu.ty Secretary to the Government of lTUU«. 



GoVERNMENT OF INDIA 

MINISTRY OF PETR()l...EUM AND CHEMICALS 

(Departm~t of Petroleum) 

New Delhi, the 14th July, 1967~ 

NOTIFICATioN 

F. No. 30 (2) 167-Tech. The Government of India are pleased to' 
make the following amendments to the membership of the Oil Ad-
visory Committee as earlier reconstituted. tnde this Ministry's Noti-
fication of even number dated 16th May, 1967. 

'1'0 

I. Read 

For 

2. Read 

For 

The Manager, 

"Chairman, Railway Board, Ministry of 
Railways" . 

"Member (Transport, Railway Board 
Ministry of Railways )". 

"Secretary, Insurance & Plan Finance, 
Ministry of Finance ". 

"Secretary, Department of Coordination, 
Ministry of Finance ". 

S. R. SUNDARAM, 
Deputy Secretary to the Government of India. 

Governnient of India Press, 
Faridabad 

Copy to all members of the Oil Advisory Committee. 

Copy to the Ministry of Railways (Railway Board), New Delhi 
with reference to their O.M. No. E67COII56IRBI dated 8th June, 
1967. 

Copy to the Secretary, Insurance and Plan Finance, Ministry of 
Finanee, with reference to their office order No. F.4 (24)-E.I (A) /67, 
da'Iled 19th May, 1967. A copy of Resolution No. 9 (1) Iss.oil (PI) 
dated 14th January, 1960 and notification No. 30(2) /67-Tech. dated 
18th Yay, 1967 are enclosed herewith. 

S. R.. SUNDARAM, 
Deputy Secretary to the Government of India •. 
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APPENDIX VI 

Statement showing B1LmmaTy of RecommendatiPnS /condusi011.$. 

S. No. Reference to 
Para No. in 
the Repon. 

Summary of Recommendations/Conclusions. 

(I) (2) 

1. 1.26 

2. 2.5. 

(3) 

It will be seen from the figures in para l.25 
that the per capita consumption of Petroleum 
products in India is much lower than that of its 
neighbouring countries like Ceylon, Indonesia 
and Pakistan. 

While the Committee realise that at the time 
of adoption of the first Industrial Policy Resolu-
tion in 1948, Government lacked. adequate techni-
cal and financial resources including foreign ex-
change resources for the import of rigs and other 
highly sophisticated equipment for survey, pros-
pecting and exploration of oil in the country, 
they are unable to appreciate why it should have 
taken the Government more than seven years to 
set up the Oil and Natural Gas Directorate. In 
the absence of such organisation whatever efforts 
were made in this behalf lacked driV'e and direc-
tion. The Committee consider that in any case 
the efforts initiated in 1955 to arrange for techni-
cal and financial assistance for oil explOl"8tion 
could well have been preceded by measures to set 
up an organisation for oil exploration in 1951 at 
least when they entered into agreements for set-
ting up coastal refineries in the private sector baB-
ed on imported crude. The Committee cannot 
help feeling that till 1955 the programme of ex-
ploration and prospecting for oil in the country 

214 



(1) (2) 

3. 2.12 

4. 2.17 

215 

(3) 

was not given the serious atrention that it deserv-
ed. The steps taken by Government for exploring 
oil through collaborate efforts could only be con-
sidered half-hearted. Viewed in the light of the 
wide gap between the availability of indigenous 
crude and the requirements thereof for th'e run-
ning of refineries set up in the. country and the 
time taken in exploration and commercial pro-
duction of oil, the Committee consider that a de--
tennined effort was required to push through the 
programme of exploration and rprospecting for 
oil in the country fron the very beginning. The 
Committee reoolllIlle'oo I thiat energetic efforts 
should now be made l>Y Government to accele-
rate the paC'e of exploration and prospecting of 
oil in the country so as to meet domestic demand 
from indigenous production and (jhviate the 
necessity for imports as early as possible. 

The Committee are unable to appreciate why it 
was necessary for Goverrunent to invite foreign 
~ from three different countries almost 
simultaneously to advise on oil' e~ploration in the 
country. Experts from U.S.A. and West Gennany 
were invited when the Russian Team was already 
working in the country and had not even sub-
mitted the r~rt. According to the Govern-
ment's own admission the report of Mr. Kalinin 
of U.S.S.R. was comprehensive enough to form 
the basis of the oil exploration programme in the 
Second Plan while the reports of the other two 
experts were considered too general. Even if 
second opinion was considered necesary the nor-
mal course would have been to await the report 
of the first expert. The Committee hope that such 
Instances would not be repeated in future. 

The Committee regret tlr.a!; Government spent 
a sum of Rs. t.84 crores as their share in the Indo 
Stanvac Petroleum Project-a joint venture of 
the Government of India and the Standara 

-



(1) 

5. 

6. 

(2) 

2.18 

2.23 
to 

2.25 
~ 

21U 

(3) 

Vacuum Oil Company-which proved a failurer 
It is unfortunate that certain areas in the West 
Bengal basin where it operated, were not com-
pletely evaluated by the Stanvac. In this con-
nection it is significant to note that comm:ercial 
gas fields have been discovered. in East Pakistan 
which forms part of the greater Bengal basin. 
The Committee are glad that the Oil and Natural 
Gas Commission has restarled exploration work 
in that area .. They hope that the exploration 
programme in that area W'ouldbe accelerated 
so as to correctly assess its oil potential as early 
as possible. This is particularly important as the 
Haldia refinery which is ,being set up in that 
region, would have to depend on imported crude 
till the domestic supply js ensured. 

The Committee have examined the working of 
'Oil India Limited' and have commented thereon 
in a separate Report. 

The Committee regret to note that even after 
two decades of the attainment of independence 
and the Industrial Pollicy Resolution of 1948 the 
progress made by Government in the exploration 
and assessm.'ent of oil potentialities in the land 
sedimentary areas of the country has Ibeen far 
from satisfactory. Hitherto out of over 10 lakh 
sq. kilometers of land sedimentary area, 4.3 sq. 
lakh k.m. has been covered by reconnaissance/~ 
tailed seismic surveys, 4lakh sq. k.m. by gravity-
cum-magnetic seismic surveys and only 1.15 lakh 
sq. k.m.. by semi-detai1ed/detailed mapping. The 
Committee are unhappy that about one-third of 
the structures discovered. 90 far, have not yet 
been tested by drilling. The Committee realise 
that there are various stages in petroleum explo-
l'8tion which is ·beset with many uncertainties and' 
that heavy capital investment is also requil'ed 
for petroleum exploration and prospecting. 
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'7. 

(2) 

2.32 
2.33 

~ (ail) LS--15. 
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(3) 

Neverthe1ess it is of paramount importance for 
a country like India which largely depends on 
imported crude, to develop its own oil resources 
1aiUng which there will be atn. ever-increasing 
drain on the country's foreign exchange resources. 
It is, therefore, imperative that mown sedimen-
tary areas in the country are explored for oil as 
'early as possible. This calls for intensive geophy-
IIlcaland geological surveys and eJCPloratory 
; drilling. 

'The Committee feel that a determined bid for 
an accelerated. programme of exploration and 
prospecting in a big way of all the sedimentary 
areas of the country is called. for. Care should 
also be taken to avoid delay in testing and as-
sessing the oil potentiality of the structure after 
they have been discovered. 

The Committee feel that the progress of drilling 
operations in the Gulf of Cambay where interest-
ing structures were located in 1964 is slow. It is 
unfortunate that the contract with S.N.A.M. for 
carrying out drilling in that area had to be ter-
minated. on account of the destruction of their 
mobile offshore drilling platform. As there al"e 
bright prospects of discovering oil in the Gulf 
of Cambay area, the Committee strongly urge 
that negotiations with foreign oil companies for 
offshore exploration in that area should be ex-
pedited. Simultaneously Government should 
vigorously pursue the feasibility of undertaking 
departmentally offshore drilling in shallower areas 
with Soviet assistance. 

The Committee also urge the Government to 
take ~tious action on the repOrt of the Soviet 
Team so as to accelerate the pace of off-shore 
drilling in the country. 
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9. 2.44 

10. 3.5 
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The Committee are glad to note that Govern-
ment has looked beyond its own frotlltiers tD< 
explore for oil to meet domestic demand. They 
are happy that Government are hopeful about 
obtaining oil from the Persian Gulf operations 
by 1970. In view of the wide gap between pro-
duction and requirements of crude in the coun-
try, the Committee would urge intensification of 
explorJition activities in the Persian Gulf which 
is stated to have promising possibilities. They 
hope that the long experience of the other part-
ners in this venture would be of immense bene-
fit in this regard. 

The Committee note that the existing proved' 
and indicated oil reserve in the country are capa-
ble of giving an annual crude production of about 
9 to 10 million tonnes by 1970-71 as against a de-
mand of about 20 to 22 million tonnes by 1970-71 
and 30 million tonnes by 1975-76. Thus there will 
be a wide gap between indigenous production and' 
demand for oil which is estimated at 11 million 
tonnes in 1970-71 and 16 million tonnes in 1975-76. 
This underlines the imperative need to intensify 
the search for oil in the country so as to increase 
the quantjum of the available reserves as early 
as possible. 

The Committee regret to note that there was 
no production of crude oil in the public sector 
during the first two Plan periods. This is not a 
happy reflection on the Government's role in the 
implementation of the Industrial Policy Resolu-
tion 1948 regarding s'etting up of new undertak-
ings in the field of mineral oil in the public sec-
tor. Had the Oil and Natural Gas Commission 
been set up soon after 1948 or even in early fifties, 
it would perhaps have been possible to produce-
crude on a commercial scale in the public sector-
at least during the Second Plan period. 
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(2) 

3.10 
3.11 

3.15. 
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(~) 

The Commit1iee observe that there has been 
heavy shortfall in the pnxiuction of crude oil in 
the public sector dUI'ling the Third Five Year 
Plan. Compared to the original target of 6 mil-
lion tonnes, the actual production was 3.42 mil-
lion tonnes i.e. about 56 per cent. This achieve-
ment fell far short of even the target of 4.68 
million tonnes fixed at the time of mid-term ap-
praisal. It is regrettable that this shortfall is 
partly attributed to the delay of about 12 months 
in the commissioning of the Gujarat refinery on 
account of which oil at the Ankleshwar field had 
to be kept underground. The Committee are 
concerned to note that the shortfall in the produc-
tion of crude by the Oil India in the private sec-
tor, was also due to the inability of the Govern-
ment refineries at Gauhati and Barauni to lift the 
stipulated quantities of crude. These failures of 
the refineries in the public sector to adhere to 
the sch'eduled timings of commissioning resulted 
dn non-utilisation of the crude production capa-
cities created at considerable costs. These inst-
ances underline the importance of closer coordi-
nation 'between inter-related industries and call 
for determined efforts by all concerned to adhere 
to tfhe schedules with a view to avoid idle capa-
cities and consequential losses. The Committee 
urge that Government should also keep a close 
watch on the progress of interlinked industries so 
as to avoId a recurrence of such matters. 

The Committee would further like to emphasise 
th3t every care should be taker. by Government 
to fix realistic targets and to e'llSUre that once 
the targets have been fixed, all efforts are made 
to achieve them. 

The Committee are unhappy at the scaling 
down of the target of cumulative production of 
crude by 1970-71 in the public sector from 22.50 
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13. 3.18 

220. 

(3) 

million tonnes to 19.2 milli.Qn tonnes and the rate 
of annual production from 6.50 million tonnes to 
6.23 million tonnes in 1970-71. In vi'eW of the 
annual reqUirements of 20-22 million tonnes of 
crude for various refineries in the country by 
1970-71 and the anticipated gap of about 11 mil-
lion tonnesbetween requirements and indigenous 
supply, they cannot but consider this reduction 
in the targets as unfortunate. It is hoped. that 
Government would spare no efforts to reduce th.i8 
gap as much as possible by determined efforts to 
increase the output of indigenous crude. The 
Committee would therefore strongly emphasi .. 
the imperative need of upward revision of targets 
of crude Proouctl.on in the country by intensify~ 
Jug exploration, prospecting and development 
eft-orts in this field. 

The Committee note that Government have not 
prepared any long term perspective pl'8Il for the 
indigenous production of crude. While conceding 
that there may he difficulties in the preparation 
of such a plan, it is nevertheless desirable that 
Government should have a broad idea of the long 
term objective in this field for which a plan of 
action should be prepared well in advance. Con-
sid'enng the heavy outgo of foreign exchange on 
crude imports which is estimated at Rs. 110 crores 
~ual1y by 1970-71, it [s all the more essential 
for Government to aim at self-sufficiency in 
crude production which call for long term plan-
ning for extensive and intensive geophYsical and 
~logical surVeys and exploratory drilling etc. 
The Committee therefore strongly urge that Gov-
ernment should prepare a perspective plan cov-
ering a period CYf 15 to 20 years which should 
aim at maximising indigenous production of crude 
so as to reduce crude imports to the minimtUD. 
As exploration and prodct.ion of crude is a long 
~ and is tun of uncertainties, the need for 
a perspective plan becomes all the more greater, 

.......... _---------------------
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The Committee r'ecommend that immediate ac-
tion should be taken by' Government towards this 
end. 

The Committee note that while the Oil India 
Limited and the Oil and Natural Gas Commission 
have established crude reserves of almost the 
same level in the Eastern Zone their annual rates 
of production viz. 3 million and 1.5 million tonnes 
respectively vary widely. The Committee are 
are unable to understand why the production of 
crude per year by the Oil and Natural Gas Com-
mission should be only half of the Oil India 
Limited. They feel that with more vigorous 
efforts it should be possible to improve produc-
tion of crude in the Rudrasagar and Lakwa fields. 
The Committee understand that the crude re-
quirements of the Haldia refinery and the third 
million tonne requirements of the Barauni refi-
nery are proposed to be met by imports. The 
Committee consider that having established suffi-
cient proved and indicated oil reserves in the 
Eastern Zone of the country, it should be Gov-
ernment's endeavour to meet the full crude re-
quirements not only m the Barauni refinery but 
of the Halidia refin~ also from indigenous 
sources. They, therefore, empbasise the impera-
tive need to intensify comtnercial production of 
crude from the Rudrasagar and Lakwa fields of 
the Oil and Natural Gas COlllJItission, so as to 
meet the crude requirements of Barauni and 
Haldia refineries from, these sources, as soon as 
possible. At the same time the Committee would 
also like the Government to study and examine 
the question of transporting this crude to these 
consuming centres. 

The Committee nate the phenomenal lncreue 
in the quantity of petroleum products produced in 
the private sector. From a small ~nning of .25 
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million tonnes at the start of the First Plan, the 
petroleum products increased to 3.9 milliOn. ton-
nes by the end of the Plan period and thereafter 
registered 8'11 increase of about 200 per cent by the 
end of the Third. Plan. Out of the total indigenous 
production of about 11.5 mUlion tonnes of petro-
leum.,products in the country in 1966-67, the share 
of private sector was about 8 million tonn"es i.e. 
about 70 per cent. This has not only helped in 
meeting the P.O.L. requirements of the country 
indigenously but has resulted in considerable sav-
ing of foreign exchange which would otherwise 
have to be spent in importing refined products 
which are costlier than the imported crude. 

The Committee regret to observe that there 
have been shortfalls in production of the public 
sector refineries since 1962 when the first refinery 
at Gauhati went on stream. They note that these 
shortfalls have been attributed to initial delays in 
the completion of the different units of the refine-
ries as a result of which the main units of the 
plants could not be operated uninterrupted, and 
also that there have been teething troubles with 
all these refineries. The Committee regret that 
there have been defaults and delays on the part of 
the foreign collaborators also and that in the case 
of Gujarat refineries the shortfalls have been 
mainly due to the problems of disposal of the by-
products of the refinery. 

4.21 The Committee have no doubt that Govern-
ment would profit by the experience gained in the 
setting up of the three refineries at Gauhati, 
Barau.ru and Gujarat and would take timely mea-
sures to ensure that the Madras aDd Haldia refi-
neries are commissioned on schedule and start 
production according to their rated capacity as 
early as possible. 
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In view of the unsatisfactory performance of 
the public sector refineries in the past, the Com-
mittee would like the Government to take all 
necessary steps to ensure that the production tar-
gets laid down for each refinery in the public sec-
tor are adhered to in actual practice. 

The Committee are unhappy about the losses 
suffered by the GUjarat refinery on account of less 
ofttake of L.S.H.S. by Dhuvaran Power House, 
which restricted the refinery's crude throughput 
for a long time resulting in considerable loss. The 
Committee are surprised to note that there is no 
penalty clause in the agreement between the refi-
nery and Gujarat State Electricity Board regard-
ing the supply of L.S.H.S. to the Dhuvaran Power 
House. It may be that the penalty clause would 
not have been operative in the present case which 
is stated to be 'Force Majeure' but what is surpri-
sing is that in this particular case, the question of 
insertion of a penalty clause was not at all consi-
dered. 

The Committee sugge6t that in such caS'es 
~vernment should consider that feasibility of in-
cluding a penalty clause for failure of the party to 
carry out its obligation made in the contract. 

The Committee learn with concern that ex-
pansion of the refineries in the private sector was 
carried out without the approval of ~vernment 
inasmuch as Government's permission was not 
sought for capital investment fOT this purpose. 
The Committee are doubtful that the capacity of 
the refineries can be increased to about two times 
with mi'nor modifications and improvements only 
unless the additional capacity was contemplated 
and built into the original plant and equipment it-
self. 

The Committee cannot help concluding 
that Government had not taken sufficient care in 

. _ ...... ---;.....--------------------
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the begining to check over-designing of capacities 
of refineries in the private sector. What the Com-
mittee feel more concerned about is that even now 
the existing machinery and arrangement for ex-
ercising checks regarding over designing of plants. 
are not fool proof as admitted by the Secretary to 
the Ministry during evidence. This is a serious. 
Blatter as the very purpose of licensing and regu-
lation of industries is vitiated by such irregular 
expansioruo and the Government is at times faced 
with a fcrit acompli. 

The Committee, therefore, strongly recom-
mend that Government shrould immediately evol-
ve a suitable machinery to ensure that no indus-
tlial unit is able to increase its licensed capacity 
in this manner without prior approval of the Gov-
ernment. 

'l'he Committee are constrained to observe that 
while the private sector refineries appear to have-
been originally designed with additional inbuilt 
capacities which were later on expanded with very-
little cost, no such inbuilt capacities were pro-
vided in the public sector refineries with the re-
sult that their capacities are now being increased 
at considerable additional costs. The Committee· 
urge that in designing the Madras and Haldia 
refineries, this aspect will be kept in view. The· 
Committee would further suggest that the feasi-
bility of maximising the output from the existing-
refineries by changes in processes, may be exami-
ned. They hope that continuoUs attention would 
be paid to evplore possibilities of applying new-
developments in petroleum refining to the exis-
ting processes, with a view to increase the re1l--
nery throughput as much as possible. 

The Committee observe that the refinery capa-
c:ity in the country is not evenly distribufecf 
among the different zones of the country with 
the result that the products of the refineries are-
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being sent to far off areas at considerable cost. 

The Committee further note that there is 
heavy concentration of refining capacity in Bom-
bay. They understand that the present trend in 
other cOWltries is to locate refineries near the 
consuming centres. With rapid industrialisation 
in the country, industry will expand from coast 
to the interior of the country. There is thus a 
case for loca.ting future refineries in the interior 
which would give a boost to the industrial deve-
lopment of those areas. The Committee there-
fore recommend that before selecting the location 
of a refinery or for allowing expansion, Govern-
ment should take into account factors like the 
level of consumption, the need for reducing the 
disparities in the levels of development between 
difterent regions, the strain on the transportation 
system, avoidance of over-crowding of particular 
areas etc. They hope that the location of the 
pro)lOSed refinery in the No.rth West region would 
be decided in accordance with these considera-
tions. 

The Committee welcome Government's decision 
not to permit expansion of the Bombay refine-· 
nes. In the opinion of the Committee any fur-
ther expansion of these refineries is inter alia 
likely to result in: 

(i) over-coneentration in Bombay area, 
{it) putting greater strain on the transport 

system of the country in moving the pro-
ducts. 

(iii) repatriation of more profits by these re-
ftnertes in foreign exchange. 

(iv) import of more cmde from their own 
-.rces. 

'l'lie Committee are unhappy about the fm-
baJ8J!Q!" between the pmd\tction and consumptiCD 
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of certain petroleum products in the country. 
necessitating imports and exports of some pr0-
ducts. 

'.rhe Committe realise that the products pattern 
of a refinery is largely detennined by the type of 
crude used. Even so there is scope for :flexibility 
as is evident by· the product pattern of Digboi 
refinery which uses the same crude as the Gau-
hati and Barauni refineries but produces a much 
widerrange of products. They recommend that 
a detailed review of the product pattern of all 
the refineries in the country maybe carried out 
with a view to assessing the possibility of reduc-
ing imbalance in demand and supply through 
alteration in the product pattern.. The Committee 
would also like Government to undertake conti-
nuous planning to meet the changing market re-
quirements indigenously so as to reduce the im-
balance to the minimum in the Fourth Plan pe-
riod and to eliminate it altogether SOOn there-
after. 

The Committee are also unable to understand 
why the public sector refineries at Gauhati and 
Barauni produce fewer items compared to private 
sector refinery at Digboi although all of them 
process the same crude. The Committe, there-
fore, stress the need to diversify the product 
pattern of the public sector refineries, which 
would not only improve their product realisation 
but increase their refinery margins also. 

The Committee are constrained to observe 
that the country is still deficient in kerosene pro-
duction and had to import about 20% of its re-
quirements in 1967 at a cost of about Rs. 8 crores. 
The Committee note that Government expects 
the country to be self-sufficient in kerosene by 
1970-71 when Haldia refinery is scheduled to be 
commisianed. The Committee would like to 
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point out that with rapidly rising population, in-
creasing rural incomes and urbanisation, the de-
mand for kerosene as an illuminant and cooking 
fuel is bound to i'acrease. It is, therefore, essen-
tial that effective steps are taken for increasing 
the production of this fuel as early as possible. 
The Committee strongly urge that Government 
should take concerted measures for timely com-
pletion of the Haldia refinery. Simultaneously it 
is necessary to maximise the recovery of kero-
sene distillate fractions from crude oil being pro-
cessed in other refineries to meet the growing de-
mand of ths product. The Comittee recommend 
that Government should investigate the possibi-
lities of achieving this objective by introducing 
advanced technological processes in the refining 
01 crude oil in the existing refineries. 

The Committee are happy to note the introduc-
tion of INDANE into the market by r.O.C. They 
hope that with the completion of Madras and 
Haldia refineries, the production of LPG will be 
adequate to meet the demand for this product 
to a consideral1e extent. 

While regretting that LPG was not included in 
the original product pattern of the Cochin refine-
ry, the Committee are happy to note that a pro-
ject report for the production of LPG at this refi-
nery is also under examination by itc; Board of 
Directors. They hope that an early decision will 
be taken in the matter and no time will be lost in 
starting its production. 

The Committee would like to emphasise that 
the availability of LPG would. minimise the use 
of kerosene and other fuels which are in short 
supply in the country. They would urge that 
Government should give increasing importance 
to the production of J.PG in the refineries and 
the development of other fuels like town gas 
which would. relieve the· pressure on kerosene . 

... •.... .. . _._-----------
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The Committee regret to note that almost the 
entire demand for lubricating oils in the country 
is being met so far through imports and that it 
would continue to be so to a considerable extent 
till 1971. They consider it unfortunate that this 
item, so essential for the wheels of the industry, 
was listed as a category 'D' project in the outline 
of the Third Plan with the result that the prepa-
ration of the project reports for this item was 
not authorised till May, 1961. 

Since the setting up of lubricating oil plants in 
the country has been badly delayed and lubrica-
nts continue to be imported at an average cost 
of YnQre than Rs. 15 crores per year, the Commit-
tee cannot too strongly stress upon the Govern-
ment the necessity for ensuring that all the pro-
posed projects for the production of lubricating 
oils in the country are completed in time 90 that 
valuable foreign exchange, may not be spent on 
their imports after 1971. 

The Committee would further like the Govem-
ment to keep the estimates of demand for lubri-
cants under constant review and take timely 
measures to set up additional capacity to meet the 
increased demand 

The Committee would also suggest that the 
feasibility of reducing the number of grades of 
lubricants to the minimum may be examined as 
that would help in reducing cost and improving 
efficiency. 

The Committee are deeply concerned about 
upward revisions in the cost estimates of the 
lube project which have gone up from Rs. 5.89' 
crores to Rs. 14.40 crores. What is more disturb-
ing is that, Government are unable to guarantee 
that there will not be any further upw3rd revi-
sion of the cost estim-ates. The Committee are 
surprlsed that this matter involving about 25G 
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per cent increase in the cost estimates of the 
project had not even been brought before the 
Cabinet for their approval. 

The Committee note that a number of items 
were omitted to be included in the original esti-
mates. They recommend that a thorough 
enquiry by experts should be conducted into the 
reasons for these omissions so as to fix responsi-
bility therefor. The Committee further recom-
mend that such steep rises in the estimates 
should be got approved by the Cabinet. 

The Committee are also unhappy to note that 
while more than a million dollars are to be paid 
by way of interest charges for the pre-start up 
period, the agreement does not provide for any 
liability for the delay on the part of the parties 
concerned In this connection they note that 
there has been further increase in expenditure 
on account of the extension of work schedule and 
date of the completion (by nine months). 

The Committee cannot but conclude that due 
care in drawing up the agreement to safeguard 
the interests of the Government, which could 
have been taken, was not taken. 

The Committee are happy to note that the 
Indian Institute of Petroleum, Research Designs 
and Standards Organisation, Ministry of Rail-
ways and Defence Research Laboratory (Mate-
rials), Kanpur have successfully el'olved methods 
for reclamation of used lubricating oils. Since 
lubricating oi11l are a deficit item in the country 
being imported at an average cost of Rs. 15 crores 
per year, the Committee strongly urge that the 
Government should expedite commercial exploi-
tation of the process evolved by the above 
research organisations 80 tha.t at least a part of 
the demand for lubricating oils is met from the 
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used lubricating oils reclaimed in the country. 
While the Committee agree that cost of collection 
of used lubricating oils from over a large area 
teads to make the process uneconomical, they 
feel that it would not be uneconomical to eStab-
lish such plants near the major industrial com-
plexes in the country. Apart from saving in 
freight charges such a step will lead to ready 
availability of the lubricants so essential for the 
industrial machinery. 

The Committee are concerned to note that 
though the private sector refineries had started 
processing of imported crude from 1954 onwards. 
no discounts on account of purchase of imported 
crude were allowed by them till June, 1960. 
According to the agreements with these refine-
ries the purchases of the crude are to be made 
by them at world market prices for which 
foreign exchange is made available by Govern-
ment. It was, therefore. the duty of the Minis-
try to ensure that the prices charged by these 
refineries for the import of crude were the real 
market prices. As the giving of discounts is a 
normal practice in the oil market, it is unfor-
tunate that the Ministry did not keep itself post-
ed with the latest price trends in the world oil 
market and did not press the refineries to allow 
the availabl€!" discounts resultin({ in avoidable 
outgo of scarce foreign exchange. The Com-
mittee are unable to understand why even now, 
the rates of discount allOwed by the coastal 
refineries are less than the minimum discounts 
recommended by the Working Group on Oil 
Prices. It appears that Government are still 
unaware of the latest price trends in world oil 
markets and rates of discounts available. As the 
number of refineries based on imported crude is 
increasing and there are no immediate prospecb 
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of meeting the requirements of the refineries. 
from indigenous crude, the Committee recom-
mend that Government should take immediate 
measures to collect uptodate information on the 
trend of oil prices in the world market including 
the discounts available from time to time and 
insist on the oil refineries to allow maximum dis-
counts. In case the refineries are unwilling to do 
so, Government should not hesitate to make 
arrangements to procure their requirements of 
crude from the cheapest available source. Since 
the Indian Oil Corporation has already gained 
experience in importing petroleum products, it 
should not be difficult for them to arrange for 
the import of crude for the coastal refineries and 
to keep themselves posted with the latest price 
trends in world market. Considering the heavy 
imports of crude oil which are estimated at about 
Rs. 110 crores per annum by 1970-71, it is neces-
sary to secure the maximum price advantage in 
the import of crude oil as the i1rice reduction 
of a few cents per barrel would result in S'aving 
considerable foreign exchange. 

The Committee further note that one of the· 
reasons for the cheapness of the crude imported 
by the Cochin refi'aery is that they have made 
a tanker contract for transportation of crude at 
more favourable rates. There IS 'f: difference of 
over Rs. 5 per ton in the freight paid by Cochin 
refineries which is Rs. 11.12 compared to 
Rs. 17.6 by Burmah Shell and about Rs. 17 per 
ton by the ESSO refineries. Calculating on the 
average saving of Rs. 5 per ton 011 freight, the 
annual saving on the import of over 6 million 
tonnes of crude by the Bombay refineries would 
amount to about Rs. 3 crores in foreign exchange. 
The Committee see no reason why the Bombay 
refineries cannot be asked to make similar 
arrangements for the transport of their crude-
as have been made by the Cochin refineries. 
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The Committee cannot over-emphasise the 
need for bringing down the prices of the import-
ed crude as these have a very important effect 
on the price of petroleum products. The Com-
mittee therefore recommend that immediate 
action should be taken 9Y Government to secure 
the maximum discounts on imported crude and 
cheapest tanker freight rates. 

The Committee agree that in pricing the indi-
genous cnlde a measure of protection ic; desir-
able. At the same time, it is necessary that the 
O.N.G.C. and on India should work efficiently 
and economically so as to keep down the cost 
of production of indigenous crude to the maxi-
mum extent possible. The Committee note that 
at present the indigenous crude is priced at 
import parity which includes ocean freight, in-
surance, Ocean losses, wharfage and landing 
charges. Besides, devaluation has resulted in 
further increasing the price of. imported crude 
by over 58 per cent. It is therefore a matter for 
con.c;ideration what should be the extent of pro-
tection which should be given to the indigenous 
crude, with particular reference to the conditions 
prevailing for the exploration and explOitation 
of oil in the country and the need for efficiency 
alvi economy in the working of the O.N.G.C. and 
Oil India. The Committee therefore recommend 
that the Government should re-examine the 
question of linking the price of indigenous crudes 
with that of the equivalent quality of imported 
crude. For this purpose a committee consisting 
of experts in petroleum technology costing and , .. 
ftnancial matters should be appointed to review 
the whole basis of pricing of inditrenous cnlde-" 
i.e. whether it should be import parity or cost 
plus basis or any other suitable basis. In parti_ 
cular. the question of inclusion of cost elements 
like ocean freight, ocean loss, insurance, wharfage 
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etc. which arE' merely notional for the purpose 
of computing import parity price, should be fully 
examined. 

The Committee are surprised that no uniform 
procedure is followed by the O.N.G.C. and 011 
India in calculating their production costs. They 
regret that Government who are also 50 per cent 
partner in the Oil India Ltd. had not looked to 
thE' aspect of laying down a common costing 
pattern for both the organisations which would 
have facilitated comparisf)D of their respective 
performances. The Committee bowever note 
that thE' matter is now under examination of the 
Government. The Cothmittee recommend that 
a uniform' procedure for collection, analysis and 
compilation of costs by both these organisations 
should he laid down without furth~r deJay. 

The Committee 'n.otethat Government have 
made adjustments in the rates of hasic (recover-
ahle and additionaljnon-re1:ovprable duties) con-
sequent on devaluation so as to keep the refinery 
economics pre and post devaluation on an even 
keel. They however find. that the total.net relief 
given to the refineries as a result C'f these adjust-
ments to compensate them on account of extra 
cost. due to increase in the cost of imported and 
nr indigenous crude. imported chemicals and 
equipment etc. as a result of devaluation, ranges 
between Rs. 8.19 per kilolitre in the case of motor 
spirit and Rs. 74.28 per metric ~onne in the cue 
of Bitumen cutbacks. In the case of kerosene 
superior, the . net relief to the refineries' is 
Rs. 36~50 per kfloUtre. The Commitee are doubt-
ful if the reliefs provided in an these CASeS are 
justifted. SinCe the pncing of petroleum pro-
ducts is a complicated matter and h:l8 been 
further complicated' by the devaluation of the 
rupee, the Committee recommend that the ques-
tion of pricing of reftnerv !')roduct9 should alllO 
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be gone into thoroughly by the committee of 
P.xperts suggested by,thernin para 5.24. 

The Committee regret -to note that the prices 
of petroleum products like gasolin~and keros~_~e 
are much higher in India as compared to other 
eountrles like U.S.A., U.K., Pakistan, Japan, 
Bunna, Australra and Ceylon. They are surpris-

. ad. that Government are ,not aware c.f 1:he basis 
of pricing of petroleum products in other coun-
tries. The Committee recommend that the Gov-
ernment should study the pricing pattern of 
petroleum productl in other countries particu-
larly neighbouring countrtes so as to find out 

. ' the reasons for the high . prices of petroleum 
products in the country and devise measures to 
reduce the same. 

The Committee are' unhuppy to learn about 
', .. , -•... - .th •. lilfg~ scale misuse Qf keros~ne as fuel in 

lorries and buses because of the prj~e difference 
between .kerosene and l{.S:O. OT} account of a 
heavier rate ,of excise duty on thf~ laUer. Apart 
from the loss of revenu~ 'to' Government caused 
by tts misuse kerosene. is also a defiCit product 
heing imported at present and is an article of 
rlaUy use for the common m.Ul. The Committee 
would, therefore, strongl.y E.mnhasise the need 
to take effective measures to stop the misuse of 
kerosene as fuel from automotil)n. They hope 
that it would soon be possible hr the Govern-

5.8'1. 

. ~~nt to \oW!. chemical .markers in kerosene to 
. aVoid its adulteration .with H's.D. 

'The Committee regret. t.o note that the 
. emergence' of - the Indian -Oil Corporation and 
. the -public sector refinel'ies has not been able 
. to make 'any impact Ml.the price of petroleum 
J)!'Oductsin the counb'y .. as import paritv has 
been the basis of pricinf{. Accordin~ to' Gov-
ernment, the DGsition .would not change so long 
as the princinle of 'import uaritv ('()ntinues to 
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be applied. In the opinion of the Committee this 
principle of import parity, apart from standing 
in the way of bringing down the prices of petro-
leum products, has resulted in under-recoveries 
of freight to the tune of about Rs. 2.29 crores 
during the last two years by the Indian Oil Cor-
poration. It appears that· the present system of 
import parity is more disadvantageous to the 
Indian Oil Corporation that to the private seetor 
refineries as the figures under-recoveries by the 
private sector refineries were not made available 
to the Committee presumably becauRe they were 
not quite comparable with those of the r.o.c. 
Further the present basis of pricing on import 
parity is anomalous as the price of petroleum 
products is more at Barauni i.e. the producing 
centrE.' than at Calcutta as has been forcefully 
pointed out by the Committf!e on Public Under-
takings in paras 79 and 82 (If their 35th Report 
(Third Lok Sabha) on I.O.C. (Marketing Divj-
sion). The Committee share the views of the 
Committee on Public Undertnkings in thi~ regard 
and recommend that Government should expedi-
tiously find a way out of the anomalies pointed 
out by the Committee on Public Undertakings. 
The Committee consider that the refinery agree-
ments with the coastal refineries snould ~ot stand 
in the way of any solution to tbi" problem as 
the throughput of the coastal refineries has been 
more than doubled sin('e the conc!uRion of these 
agreements in 1951, and the originnl clause in 
th1s regard could at best be applicable to the 
original capacity. 

The Committee are unhappy to note that the 
refining costs per tonne of the public sector re-
ftnene!!! rIo not compare lavout'ably with the cor-
responding costs of the prhrate sector reftnerle'!. 
While this may partly be due to the higher capi-
tal COlts of the pubUc sector reftnerles, there J" 
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enough scope for improvements in this regard. 
The Committee, therefore, emphasise upon the 
Government the need to reduce the operational 
costs of the refineries in the public sector and 
for this p1lrpose they consider it rather essential 
that a periodical examination of the costs of pro-
duction of these refineries shOUld be conducted 
by an outside age'llCY i.e. other than Indian Oil 
Corporation. 

The Committee are glad to note that the re-
finery margins of the public sector refineries 
compare favourably with the refinery margins! 
processing fee in the case of private sector re-
Rneries. 

The Committee are not convinced by the rea-
sons advanced by Government for not assOCiat-
ing persons acquainted with the petroleum in-
dustry with the two committees set up to advise 
them on petroleum prices in the country. They 
feel that the appointment of persons having an 
-intimate knowledge of petroleum industry and 
of its marketing techniques would have been of 
distinct advantage particularly as the petroleum 
industry is a very complicated industry and 
has world wide ramifications. It is well known 
that international oil cartels operate in this in-
dustry and influence product prices. The Com-
mittee have recommended the appointment of 
an expert committee to go into the question of 
fixatjon of prices of indigenous crude and petro-
leum products in paras 5.~4 and 5.48 of this re-
port. They hope that earnest consideration 
would be given to the selection of competent 
men in appointing this expert committee. 

The Committee are perturbed at the ever In-
. creasing; import bill -fer crude. They note that 
~ gap between the indigenous production of 

. crude and its total requirements would continue 
to widen in the eomiBg years resulting in an in-
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creasing outflow of precious foreign exchange. 
The Committee realise that import of crude for 
processing in the country is more economical 
than the import of finished petroleum products 
particularly the requirements of petroleum pro-
ducts are ever increasing. The Corn!mittee, 
therefore, re-emphasise the urgent need for in-
creasing the indigenous production of crude at a 
faster rate to reduce the foreign exchange drain 
as much as possible. 

The Committee would also like the Govern-
ment to explore the possibility of importing the 
entire crude requirements of the country through 
a single agency viz. the I.O.C. as that would re-
sult in substantial economy because of the large 
scale bulk purchases involved. They hope that 
in the interest of redUCing the drain on the 
foreign exchange resources of the country Gov-
ernment would make every effort to pursuade 
the oil companies to agree to the modification of 
their agreements to give up their rights of 1m ... 
porting crude from their Dwn sources. 

The Committee have already commented upon 
the delay in setting up of lubricating oil plants 
in the country as a result of which the demand 
for this product had to be met almost entirely 
through imports involving huge amounts of 
foreign exchange. The Committee are unhappy 
to note that lubricatin~ oils will continue to be 
imported throughout the Fourth Plan period at 
an average rate of 3.5 lakh tonnes per year cost-
ing over Rs. 25 crores a year. In view of the 
heavy amounts of foreign ex('hange involVed in 
the imports, the Committee cannot over empha-
sise the need to channeUse the imports of lubri-
cants through the I.O.C. VI'hich as the sole im-
porter of bulk quantities. would be in a much 
better position to purchase them at the most 
eompetttive prices. 
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While the Committee regret that kerosene 

will continue to be imported even durinll thE' 
Jc'ourth Plan period. they are happy to note that 
this product is imported through one organisa-
tion daly viz. the I.O.C. The Committee hope 
that the Government will make every effort to 
~ee that the country attains self-sufficiency hi 
kerosene positively by the end of the Fourth 
Plan period and that there will not be any need 
to import this product th~reafter. In this con-
nection the Committee would also refer to their 
earlier recommendation in para 4.72 on this sub-
ject. 

The Committee note that the country has at 
present an exportable surplus of motor spirit' 
naphtha. high speed diesel, furnace oil. They 
are glad that paraffin wax produced at the 
Digboi refinery is being exported to variou!: 
countries all over the world. 

The Committee note that there is a glut in 
mot(;c spirit supplies at Singapore practically 
blocking the disposal in this market as a result 
of which the oil companies have been forced to 
export naphtha and 'unleaded' motor spirit 
which are stated to fetch rweb lower price. The 
Committee, therefore, urge the Government to 
make intens1Aed efforts through the State Trad-
ina Corporation and otherwise to explore alter-
nate markets for motor spirit. as the exportable 
surplus of tbiJ product is likely to increase in 
the coming years with the commissioning of 
Madras and Haldia refineries and the expansion 
of Barauni and Gujarat refineries. 

The ComnUttee are unable to appreciate why 
Government have not made any special efforts 
to Increase the export potentialities of petroleum 
products of the COWltry's refineries. In view of 
the rapid increase tn. the refining capacity envis-
.. eel in the Fourth Plan period, the Committee 
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strongly stress the neard for ascertaining the ex-
port potel'ltialityofthe surplus items that would 
be Coming' out· of· the :reineries. Since Govern-
ment' ~ staled to "be :cODStantly reviewing the 
product pattern of all the refineries, the Commit-
tee wotild like the· Governnient to keep this as-
pect also in view 10 :lIS to suggest such changes 
in speeiflcatlons of the products as would help 
them in ftnding Nady foreign markets. 

n. Committee regret. to . .observe that even 
though Government realise the need to modify 
the agreement. with the oil refineries, particu-
larly with regard ~o· their right to import crude 
from theit' ()wn sources. and the right to estab-
ll8b product prices- on· import parity basis, they 
have not yet been.Ple-to tio so. The Committee 
are 'UIlable t() undf:tratand why the Government 
did not avail themselves of the opportunity to 
modify the 8greemietlts when the oil companies 
approaehed them . for permission to operate 
beyond their original licarlsed capacities from 
time to time. It is really IftIrprising that the oil 
companies eould go back from the understand-
ing In regard to the modification of these agree-
ments, partiC!Ulai'ly wben' ~ewed against the 
following baekgl"ound: 

(I) the re1lDeries expanded their capacities 
to over 100 per cent, without obtaining 
any prior approval of Government 
which enable I them to Import larger 
quantiUel of erude, 

(if) these expansions 1n the capacities have 
resulted in large .. SCale coastal move-
ments of petrolatm products in foreign 
taDkera iDvolvmg substantial expeDCIJ.-
ture of foreign. exclIange on freight . 

.4 view can also be Wren that the original 
8fINeJl18Dts giving the eoastal refineries the right 
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to import crude from their 9wn sources, should 
appropriately relate to the original capacities of 
theIe reAneries. ,For the expanded capacity. it 
should be possible for Government to make the 
refineries agree to the imports of crude through 
Government at the best possible prices. This 
uau.mes importance in view of the continuing 
foreign exchange diftlcultie,; experienced by the 
country and the need to. saye as much free 
foreign exchange as possible. The Committee 
have no doubt that Government should be ftble 
to bring about suitable modifications in these 
agreements with the e<msent of the oil refineries. 
Tbey hope that in the larger public interest Gov-
ernment will be able to negotiate the modifica-
tion of the refinery agreements in respect of im-
port of crude and fixation of prices of petroleum 
products on import parity. 

It Is unfortunate that the foreign 011 compan-
ies reduced the production of fuel oil following 
the closure of Suez Canal which. as has been ad-
mitted. had cauaed some difIlculties in the coun-
try, especially in meeting the requirements of 
the International Bunkers'. While the Commit-
tee appreciate the role of IOC which rose to the 
occasion in meeting the demand for fuel oU in 
the country, they feel that Government should 
not have allOWed the oil com~es to chan,e 
their production pattern to suit their own busi-
ness interests to the detriment of the Nation's. 
The Committee ree<)mmend that GovernaieDt 
should not hesitate to use theJr powers regarding 
determination of the production pattern of the 
oU companies in the larger public interests in 
future. 

'!be Committee are aurpriaed that MIa. 
Duncan Brothers were allowed 2 per cent equity 
PJrticlpation simply ~use they brought MIs. 
Phf1Ups to the negotiation table and" were their 
lI8OC:Iatee during the neiotiations. 
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The Committee regret to observe the steep 
increase in the cost estimates of the refinery 
from the original Rs. 19.85 crores to the antici-
pated Rs. 28 erores. They note that an increase 
of over Rs. 3 crores is directly attri·butable to 
the change in the site of the refinery necessitat-
ing, in addition to the payment for the land, pay-
nelts of Rs. 143.86 lakhs for a pipeline from the 
shore to the Refinery and Rs. 115.57 lakhs for a 
private railway Biding. 

The Committee need hardly emphasise that 
the estimates of costs should be prepared after 
selection of site and should be more realistir. 

The Commlittee are deeply concerned about 
the foreign exchange outgo during the next fif-
teen years on account of technieal services fee 
for services and research outside India amount-
ing to about Rs. 4.2 crores. They also note that 
in addition to this, the payments received in 
rupees for services in India which would amount 
to about Rs. 2.36 crores during the nine years 
may also be converted into foreign currency and 
can be taken out of the country. The Commllt-
tee feel that these payments together with the 
share of Mis. Phillips in the process margin of 
the refinery will result in a substantial foreign 
exchange drain, not commensurate with the 
benefits to the refinery. 

The Committee are unhappy about the pre-
sent arrangements for the supply of crude to the 
Cochin refinery whereby a minority partnE't" to 
the contract has been appointed agent for the 
purchase of imported crude. They feel concern-
ed about the fact that While the Government be-
lieve that it fs possible to get crude at a cheaper 
rate they cannot dtJ anything in this matter tm 
1970, upto when the present contract for the sup-
ply of crude is stated to be binding, more so, 
when it II estimated that every reduction of 
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$0.01 per barrel would mean a aaVJng of aboat 
Rs. 13.5 lakhs to 15 1akhs in foreip exchange 
per year to the refinery. 

The Commitee, therefore, strongly imprea 
upon the Government the need to make an alter-
nate arrangement for the supply of crude IlS 
saun as the period of the present contract is over 
and also in the meanwhile to seek through nego-
tiations on a reduction in the price of crude sup-
plied to the Cochin refinery. 

The Committee consider, the provision for the 
guaranteed process margin payable to Cochin 
reftnery as a distinctly disadvantaieous fea~ 
of the Agreement which cannot be justified by 
the "desire of the Governme:bt to reach an agree-
ment." In their opinion' the process margin 
which now works out· to .about Rs. 80 per ton 
(post devaluation) and was about Rs. 50 peT ton 
even in 1963 (pre-devaluatfon) when the agree-
ment was entered into, is very high. The Com-
mittee feel that such a high guaranteed proeess 
margin will act as a dlSi~tive to the company 
to make any effort to economise and to reduce 
their reftning costs. This is borne out by the fact 
that while the refining costs in Gauhati and 
Gujarat Reftneries are below Rs. 30 per ton 
(which are also higher than those of thP. ~rf­
vate sector refineries), the refining cost of the 
Cochin Refinery are stated to havabeen bud_-
ted at RI. 55 per ton during 1967.068. In faet 
payment to the tune of Ra.. 56,51,000 has to be 
made to the Coch!n Refineries Ltd. on account of 
the shortfall in process margin in respect of the 
period from 26th Way. 1_ to 31st August, 1967 
for 3 months only. '11ws the reft.ning costs of 
this reflnery are alreacly higher by 100 per eent 
eompared to the other re8nerles. The Commit-
tee further regret to note that' there is no '. pUon 
with the Govenunent to seek any change ~_ 
in, the provision for process margin as 1. po&-
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sible in the ease of the supply of crude to the 
refinery where in 1970 the contract fo.. the 
same is to be renewed. 

The Conunittee also do not appreciate the fact 
that the process margin has been indicated in 
terms of the currency of the country of the mi-
nority partner because of their insistc!nce fnr t1le 
ume. 

The Conunittee, therefore, strongly urge the 
Government not to accept such unusual terms 
in their future contracts. Further there- should. 
be a provision in the contraC'ts for periodi~!ll J;"e-
view of the terms so that the Government may 
have the option to modify the terms of a cO'.4-
tract found to be disadvantageous subseql1~ntly. 
The Committee also recommend that all finan-
cial provisions in the contracts should invariably 
be expressed in Indian currency. 

7.76 The Committee are not convinced of the use-
1.77 fulness of the clause 8.2 relating to exports in 

7.79 

the contract which, as baa been admitted by the 
Government, is of an abstruse nature. It also 
appears to the Committee that perhaps Mis. 
Phillips Petroleum have not made any genuine 
efforts to find a foreign market for the refinery'" 
surplus product •. 

The Committee urge that Government should 
couch the clauses of such coniracts in more de-
finite terms. As regards the disposal of the sur-
plus products of this refinery, the Committee are 
of the opinion that the Cochin Refinery Limited 
should not bank upon the efforts of Mis. Phillips 
to find foreign markets and should continue to 
explore foreign markets for this refinery's sur-
plus products through the agericies of IOC/STC. 

The Committee have commented on the vari-
ous ('lauses of this agreement viz. those relating 
to the import of crude, payments of technical 
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fees to the foreign collaborators and payment of 
proeesa margin. They feel that notwithstandina 
the foreign exchange that has been arranged by 
the foreign collaborators for this Refinery the 
agreement is disadvantageous from an overall 
point ot view. In the opinion of the Committee 
Government have not been vigilant enough in 
weighing the advantages and disadv8ll'tages of 
the varlOUS clauses in this agreement. They 
would like that before £Otering into such agree-
ments, in future Government should scrutinise 
them very carefully. 

. The Committee consider the Agreement for 
the setting up of the Madras Refinery as a defi-
nite improvement over the Agreement of the set-
ting up of the Cochin Refinery inasmuch as the 
price and source of the supply of crude to this 
retlnery haa been fixed in definite terms and that 
the Managing Director of the New Company 
is a nominee of the Government of India in this 
('He. They are also happy to note that the 
foreign exchange content ot the cost estimates 
of thi.a project is also much less than that ot 
Cachin Refinery. . 

The Committee are, however, unable to appre-
ciate why the Indian Oil Corporation which Is 
responsible for running three public sector re-
fineries has not been the Indian partner to this 
·\S:e<'tncnt. They are glad to note that Haldia 
refinery has now been entrusted to the Indian 
Oil Corporation. They hope that this trend will 
be continued in future. 

While the Committee appreciate that services 
of the EngiDeers India Limited have been utilis-
ed to some extent for the construction of the 
Madras refinery they are unhappy to note that 
services of the8@ Indian Engineen who were 
UIOdattod with the Russians In the construetloD 
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of Koyali Refinery had not been utilised for the 
construction of the Cochin Refinery because the 
circumstances . there were stated. to be 'differ-
ent'. This may perhaps be due to the Cochin 
refinery having been construded as a turn key 
Job by Mis. Phillips. The Committee, however, 
hope that the Government will fully utilise indi-
genous know-how in all such future projects. 

The Committee are· not happy to 'aote that 
even in the case of Haldia' Refinery which is 
stated to be 'a wholly Government owned rafin-
ery' the Goverrunent had to commit themselves 
for the import of crude from France for 50 per 
l'ent of the crude requirements of the refinery 
as the French credit is tied with such a condi-
tion. The Committee hope that a't the end of 
the five or six years as stipulated in the agree-
ment the Government will' be able to procure 
all the crude requirements of the refinery them-
,:elves. 

The Committee are happy to note that the 
services of the Engineers India Ltd. will be uti-
lised to the fullest extent possible in the deSign, 
construction 8'ad erection of this refinery and 
also that the work regarding implementation. of 
this project has been entrusted to the Indian on 
Corporation. 

The Committee are glad at the emergence of 
TOC (Marketing Division)' as a major distributor 
of petroleum products in the country. Apart 
from undertaking distribution of petroleum pro-
ducts in diftlcult and sensitive areas of the coun-
try, it has helped in reducin& the repatriable 
profits of the foreign oil distribution companies. 
Since the IOC has to market all tht' products of 
the public sector refineries and most of the im-
ported pt'troleum products, it is necessary that 
fldvance plans are made to gear up the IOC to 
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undertake its responsibility of handling addi-
tional products of the public sector refineries in 
future years. The Committee note that by the 
end of 1970-71 the refining capacity in the pub-
lic sector is likely to be of the order of 13-14 
million tonnes. Compared to its present opera-
tions amounting to about 4 million toI1Aes of 
petroleum products in 1966-67 the JOC would 
have to be geared to handle about 300 per cent 
more petroleum products within . the next 3-4 
yean. The Committee would therefore like the 
GoYemm.ent to ensure that the JOC is enabled to 
handle all the petroleum products of public sec-
tor reflneries in future smoothly and efBciently 

The Committee are unhappy that IOC-the 
biggest markei.ing unit for the petroleum pro-
ducts, has not been effective in bringi'tlg about 
• reduction in the prices of petroleum products 
becau.;~ of the 'import parity' basis of pricing. 
While reiterating the need for a change in the 
present pricing pGlicy. the Committee would 
like the prices of petroleum products to be made 
cht-aper t.o the consumers by effecting economy 
in the marketing and distribution expenses by 
the marketing companies. 

8.2ft The Committee note that no reyision has 
been made of the various supply areas which 
were settled when petl'Olt'um products were 
wholly imported. It is surprising that the Gov-
emment do not en~ Ittly redistribution of 
these areas as according to them, the preSt'nt 
arrangement was there because of certain re-
qutrements of the refinery agreements. The 
Committee feel that the pos;tion as regards the 
tndigenous availability of petroleum products 
has totally changed in the last dt'Cade with th~ 
~ttinr. up of puhli,. ~t~r r"flnprtpl: ;md tb~ 

CO\&Iltry is now self-sufBcient in petroleum pr0-
ducts except for kerosene, lubricants and A.T.F. 
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It is time that the benefit of the location of the 
inland refineries should be felt by the consum-
ers in the adjacent areas also. The Committee, 
therefore, strongly emphasise that these supply 
areas should be redemarcated taking into ac-
count the location of the refine.ries and Use 
need to make 'the product~, cheaper to the in-
land areas. The existence of the agreements 
with the coastal refineries should not be allow-
en to perpetuate the anomalies inherent in the 
present system. 

The Committee note that there has not been 
any revision in the kerosene quotas for the 

. States since 1st October, 1966 and that the same 
is prop:)sed to he unde-rtaken in Mayor June, 
1968. From the quotas allotted to the various 
States in October, 1966, the Committee note that 
there are wide disparities between the- various 
States. The allotment to the coastal States, 
particularJy to Maharashtra. West Bengal, Mad-
rat! arp. much higher than to the more populous 
upcountry Stat£s or tha.t. . warranted on their 
popUlation basis. In the opinion of the Com-
mittee this may partly be due to the prf:Fent 
flystem of supply areas and import parity nric-
ing. Since kerosene is an essential commodity 
for the common man whether in the villages or 
'thp cltit'S. the Committee strongly urge the f1ov-
emment to suitably revise the kerosene quotas 
of the various States with particular re.fPTence 
to the population factor 80 that no hardahip Is 
experienced by the common mall in the interior 
which is normally the case now. 

The Committee note, that distribution of 
kerosene is primarily the responsibility of the 
State Governments. Nevertheless it is the duty 

- of the distributing r'ompenies to ensure th:lt 
there are no malpractice!'! in the distributil"J"I of 
this commodity by their agents. The Comml~ 
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tee ur!'!e that the Government, in consultation 
with the State Governments, should ensUrE' that 
no inconvenience is felt by the people even in 
the remotest areas of the country in getting their 
supplies of kerosene which is an essential ('~·m­

modity of daily use. 

The Committee are happy to note the views 
of the Government regarding the necessity for 
regulation of retail outlets for petroleum· pr0-
ducts. Thp Committee fully agrPe with tbf' view 
of the Retail Outlets Committee that a more 
equitable relationship between the producta 
availab:1ity with the individual oU com't'anie& 
and their access to the retail outlets is tC' be 
brought about for decreasing the sales of Indian 
011 Corporation's products through the retail 
outlet!: of the foreign oil companies which adck 
to the amounts of proMs repatr1atet) by these 
oil companies. The Committee are happy that 
Government have decided to accept and llttopt 
_11 the recommendations made bv thf! Reta' J Out-
Jebl Committee. The-v hope 'that Government 
will take Immediate action tow8rds implp men-
tatlon of the recommendatftms ('{ thf! Retail Out-
lets Committee. 

The Committee would also like the Govern-
ment to take early measures for splitting up of 
the 8~ncies where there- iii 8 ('onceotrat:on 01 
outlf!'ts in their handa, as that wl~ld lead \(l bet-
I.-r servic@ to the ('onsumears an~ a If>S8er polIS;" 
bilitv of creating art;f\cial locpl $hortap"11 oj 
~senti8' products Ukp kerosene 

As regards distribution of produets in the 
tnt .. nor and TfOmote BTPaIII. the CommtttP.f" mg· 
pst that the Govet'nment should render all 
oossiblp help tn encoura~e the farmprs' COOt"f'r8-

ttves to undertake Opleration of rf!'tail outlets. as 
the investments inVQlved. tn a retan outlet are 
~ond the reach (If II common man In th .. TU1'1I' 
8l'f!III'. 



--------------~-
(1) 

72. 

'13. 

(2) (3) 

-_._----- -- --- --- -------- ---
9.6 

9.12 
9.13 

The Committee regret to observe that insplt. 
of the recommendations made by the Oil Prices 
F.nquiry Committee in 1961 and the Working 
Group on Oil Prices in 1965, heavy payments, 
amounting to approxima'tely Rs. 1 ;-6 cro1'f;!! are 
being made annually to their overesas oftl('ca by 
the various oil companies on account of services 
rendered. The payments made by the Burmah 
Shell and ESSO on this account are very hf'.!avy. 
The Committee see no tustiflcation for thP. pay-
ment of such heavy expenses. They are not 
convincE'd that such heavy payments are cover-
ed bv the a~eements concluded with thetlle re-
fineries. The Committee tecommend that Gov. 
ernment should take effective measures to dras-
tically reduce payments on this account which 
would result in saving offcreign exchan~e con-
siderably. 

In the absence of a detailed break up of the 
total remittanees, the Committee are unable to 
comment on the need or-()therwise of the heavy 
remittances totalling overRs. 394 erores made 
by the oil companies sinee 1962. 

-The Committee are rather surpriHCl te. note. 
that 13urmah Shell Refineries Ltd. alone remit .. 
ted profits to the tune of over RI. 30 crore. upto 
l'966- while their foreign capital invesetment is 
stated to be about Rs. 14: 53 crores only. They 
also note with concern that information r~ard­
~ profits retained in this country by the fcre-
ign companies for further investment is not 
available with the Government. It clearly indi-
eated that vital statistj~ regarding the break 
Ul> of rt'11littance!'l bv the oil companies as' alllO 
a~ounts of retainedpr08ts are not maintained 
hv Government. The Committee recommend 
that eff~ve steps should be taken with hnme-
diate effect to maintain such impori8lt statidics 
and taef~reign oU companies should be persu-
aded to reduce the quantum of remittances and 
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to retain more and more profits earned in thia 
country for further investment. 

The Committee n~te that there is no direct 
control by Government over the profit margins 
of the oil companies as their profits are stated 
to be regulated through the prices fixed for pet-
roleum products and that there is no ceiling on 
profits as such. 

The Committee note that the profit margins 
on account of refining are regulated by the pro-
cedure of fixing the prices of petroleum products 
which are based on import parity. In the opi-
nion of the Committee, this system allows a 
very high margin of profit to the refineries and 
also stands in the way of reduction in the prices 
of petroleum products to the consumers. The 
Commrttee have in para 5.52 of this report em-
phasised the need to bring down the prices of 
petroleum products. 

The Committee also note that the profits on 
account of mart~ting by some companies are 
more than indicated by the Working Group OIl 
Oil Prices. The Committee urge that Govern-
ment should devise me8SUl'f'S 110 as to keep tlle 
margins of proftt by these companies to a reason-
. able level. The Committee l"ecommend that 
both these aspects should also be ~8J1'rlIned by 
the expert committee recommended in para 5.48. 

The Committee are glad to learn that in pur-
suance of Government's efforts some forejgn 
companies are making arrangements with In-
dian Insurance Agencies to COYer all major in-
surance risks. 'ntey hope that efforts will con-
tinue to be made with other companies also to 
get all their in!IUrance risb covered by the 
Indian Insurance Agencies. 

The Committee are concerned to note that 
the Oil Advisory Committee which was set up 
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in 1960, wHh very wide and important terms 
of reference, has not been functioning properly. 
While the Committee was originally intended 
to meet at least once in every three months and 
should have therefore met 32 ,times since 1960 
it has met only 6 times so far. It is surprising 
that no meeting of this Committee has been 
held since April 1966 for want of sufficient mate-. 
rial for discussion. They are also unable to 
understand why the Oil Advisory Committee 
was at all reconstituted in May, 1967 when no 
meetings of this Committee were to be held 
thereafte~ The Committee recommend that the 
whole matter regarding the utility of having an 
oil advisory commitee should be examined tho-
roughly by Government and if it is considered 
essential it should be made to function effective-
ly and play its intended role by calling periodi-
cal meetings of this committee. 

The Committee note that there have been 
heavy imports of drilling equipment and accee-
sories during the Third Plan period. They re-
gret to learn that because of the difficulties in 
getting free foreign exchange the best available . 
drillMg equipment could not be imported. Since 
the quality of equipment has a direct bearing on 
the operational efficiency, the Committee feel 
that the programme of exploration and produc-
tion of crude are bound to be adversely affected 
in the absence of the best possible driIline 
equipment etc. 

The Committee feel that for accelerating the ~. 

programme of exploration and exploitation for 
oil in the country, it is neceuary to manufac-
ture drilling and production equipment in-
digenously. It need hardly be emphasized 
that for overall progress in this field as 
well as for effecting savings in foreign ex-
change, Government should aim at attainment 
of self suftlciency in equipment as early u 
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possible. The Committee, therefore, strongly 
recommend that effective measures should be 
taken urgently by Government for the manu-
facture of drilling equiPJIlent as well as refinery 
equipment in the country. This, the Committee 
feel, should not be difficult as idle capacity may 
be available in most of the engineering units 
and. particularly in the Heavy Engineering Cor-
poration, Ranchi which is stated to be already 
designed for the manufacture of heavy oil dril-
ling rigs. 

The Committee, cannot over emphasise the 
need to keep to the minimum the capital costs 
at the refineries as they vitally affect the pro-
dUction costs and ultimately the efficiency of 
the refineries. They hope that the experience 
gained in the setting up of the refineries in the 
pl,lblic sector would prove of immense benefit in 
this regard. 

The Committee are constrained to observe 
that there is no proper COOl"dination between the 
Oil and Natural Gas CommiMion and Oil India 
Limited. repnling regular exeaange of informa--
tion. about exploration, drillblg. etc. In the opi-
nion of the Committee the·· Ministry of Petro-
leum and Chemicals who ae,malnly responsible 
in the matter, sbo¥ld. bring ,;about close coordi-
na.t.ioD. bet.ween these two organisations particu-
larly when the same Joint Secretary of the Min-
istrv is on the Board of Management of both 
these organisations. 

11.5" ~,Commi~ recomme!ul that an all out-
ea.t should be made Oft exploration of oil in 
thecountl'y particularly in areas which have a 
pawl .. geological· strata. Ubless such a p~ 
grarrame is plumed ancI ilB1Jlkmented, the coun-
tryia Wtaly to be tied· etel1Ull1y to the interna-
tiIaal. marbt whelW CMJde fttIetuates from year 
to 18K. 
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The Committee are glad that a network of 
refineries have been set up in the country since 
independence which meet practically all the de-
mands for petroleum products of the country. 
Except for kerosene and lubricants, India has 
achieved self..sufficiency in all other types of pet-
roleum products. With the setting up of Haldia 
Refinery and the various lubricating plants, India 
will be self-sufficie'nt in these items also. This 
progress towards self-sufficiency in petroleum re-
fining is heartening as it has resulted in con-
siderable saving of foreign exchange. It is also a 
matter of satisfaction that the country is now 
exporting. some petroleum. products like High 
Speed Diesel Oil, Furnace Oil, Motor Gasolene 
and waxes, etc. 

One of the disqUieting features which has par-
ticularly struck the Committe'e is the policy re-
garding pricing of crude and petroleum products. 
The Committee have noted that the prices of 
crude and petroleum products are based on the 
principle of import parity. It has been stated by 
Government that this principle is the result of 
the agreements with the private sector coastal 
refineries. These coastal refin'eries have been. 
given the right to import crude from their own 
sources as also to price the petroleum products 
on the basis of import parity. The Committe'e 
have noted that the prices for the imported. crude 
charged by these refineries have not been the 
most economic prices as no discount was allowed 
by these refineries till June, 1960 and eve'n. there-
after the full discount as available in the jnter-
national oil market is not accounted for by them 
with the result that there is larger outgo of scarce 
foreign exchange on this a~ount. This pricing 
of petroleum products CIa import parity has also 
created an anomalous position in that petroll.aum 
products are cheaper in the coas!al areas than 
the hinterland where public sector refineries are 
located. This has naturally given rise to com-
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plaints of discrimination especially from States 
like Assam and Gujarat which produce the crude. 
While there might have been. justification flX the 
adoption of principle of import parity in 1951 
when there was practically no refining capacity 
in the country, the continuance of this principle 
iI open to question after large refMing capaciti~ 
have been set up in the inland areas. The Com-
mittee, have (in paras 5.24 Ie 5.48) therefore re-
commended the appointment of a committee con-
sisting of experts in petrroleum technology, cost-
ing and financial matters to review the whole 
basis of pricing of crude ~d petroleum products. 
They hope that this committee will be able to 
bring about reduction in the price of crude as well 
as 01 petroleum products so that the general pub-
lic also feels the impact of the birth of the pet-
roleum industry in the country. 
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Analysis of Recommendations/Conclusions contained in the Report 

I. CLASSD'ICATION OF RECOMMENDATIONS 

A. Recommendations for improving the organisation and work-
ing: 

S. Nos. 2, 4, 6, 7, 9, 11, 12, 13, 14, 17, 18, 19, 20, 21,22, 26, 27, 
34; 35; 39, 41, 66, 69, 76 and 79. 

B. Recommendations for effecting economy: 

S. Nos. 3, 23, 24, 25, 30, 31, 32, 33, 42, 43, 44, 55, 65 and 72. 

C. Miscellaneous recommendations: 
S. Nos. 1, 5, 8, 10, 15, 16, 28, 29, 36, 37, 38, 40,45, 46, 47; 48; 49; 

SO, 51, 52, 5~, 54, 56, 57, 58, 59, 60; 61, 62, 63, 64, 67; 
68, 70, 71. 73, 74, 75, 77, 80, 81 and 82. 

II. ANALYSIS OF THE IMPORTANT RECOMMENDATIONS DIBECTED TOWAJU)S 
EcoNOMY 

S. 
No. 

(1) 

1. 

2. 

S. No. as per 
Summary of 

recommendatioua 
(Appendix VI) 

(2) 

25 

30 

(3) 

Government should ensure that all the pro-
posed projects for the production of lubricating 
oils in the country are completed in time 10 
that valuable foreign. exebange may not be 
spent on their imports after 1971. 

Considering the heavy imports of crude oil 
estimated at aboU't Rs. 110 crores per annum by 
1970-71, it is necessary to secure the maximum 
price advantage in the import of crude as the 
price reduction of a few cents p~r barrel would 



(1) (2) 

s. 32 

4. 43 

5. 

85 

,. '12 

(3) 

result in considerable saving of foreign ex-
change. 

Immediate action should be taken by Govern-
ment to secure the maxim\tDl c:IiscouDts on im-
ported crude and cheapest tanker freight rates. 

Governm(,M should explore the possibility of 
importing entire crude requirements through a 
single agency viz. I.O.C. as ~pat would result in 
substantial economy because of the bulk pur-
chase. involved. 

Similarly the imports of lubricants should 
also be channelised through the I.O.C. 

Pricing of petroleum products should be 
brought down b~ .affecting ~nomy in the mar-
keting and distribution EXpenses of the market-
ing companies. . 

Government should take effective· ...... re to 
reduce drastically payments by the oil compa-
nies towards their overseas ~.te. whlc1l 
would result in saving of fo~.;.""ge c:.otl-
....... hlIv· 

.' .~--~-...----------------.---



Sl. 
No. 

Nm.e of i\leDt 

--- .------ ---'-------"'----'---..:.:"-=,-

Agency Sl Name of Aamt 
No. No. 

-------------- ---------------
27. a.hree Brotherl,/188, Lal· 

pIIfti Market, Delbi~. 

28. rayma Boot Depot, CbaJ>-
parwaIa KUIID, Karol 
Bagb, New DeIbJ. 

29. ODOrd Book . & Stationery 
Company, Sc:india HOUle, 
Coonaught Place, New 
Delhi-I. 

30. People'. PubliIhiog HOUle, 
- Rani Jbmai Road, New 

Delhi. 

31 • 111e UDitf'<j Book A/IeDI:Y, 
4B Amrit Kaur Market, 
~ar Gml, New DeIbJ. 

32. HiIid Book HOUle, b, 
Jaopath, New DeIbJ. 

-- ------

37 

66 

68 

88 

33. 8ooIr.weU, _ 4, Saot Nann-
kari Colony, KiDpway 
CImp, DeIhi-9. 

MANIPUIi 

34. Shri N. Chaoba Singh, 
New. Alent, RamIal Paul 
High School AnDex, 
Imphal. 

AGBNTS IN FORmGN 
COUNTRIES 

3 ,. Tbo Secretary, Batabliab-
meot Department, Tho 
Hiah Commiuion of India. 
India Houac, AJdwych, 
LONDON, W ..... -:l. 

77 
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