Title: Shri Annasaheb called the attention of the Minister of Petroluem and Natural Gas to the situation arising out of the withdrawal of
mandatory order regarding mixing of 5% of ethanol in petrol and subsidy of 30 paise per litre given to the ethanol.

15.10 hrs.

SHRIANNASAHEB M.K. PATIL (ERANDOL): Sir, | call the attention of the Minister of Petroleum and Natural Gas to the following
matter of urgent public importance and request that he may make a statement thereon:

"The situation arising out of the withdrawal of mandatory order regarding mixing of 5 per cent of ethanol in petrol and the
subsidy of 30 paisa per litre given to ethanol.”

THE MINISTER OF PETROLEUM AND NATURAL GAS AND MINISTER OF PANCHAYATI RAJ (SHRI MANI
SHANKAR AIYAR): Mr. Chairman, Sir, a statement has been circulated. Keeping in mind that the hon. Prime
Minister is going to be here by 4 o' clock to make a statement, | seek your permission to briefly read appropriate
extracts from the statement rather than the whole statement.

Sir, the Government is committed to promoting alternative fuels, particularly those that are renewable in nature and
can substitute fossil fuels to some extent. We are implementing a policy of part substitution of fossil fuels by bio-
fuels in a phased manner.

Based on the success of pilot projects undertaken in 2001, the Ministry of Petroleum and Natural Gas introduced
an ethanol blended petrol (EBP) Programme with effect from 1.1.2003, which envisaged the supply of five per cent
ethanol blended petrol in identified States and Union Territories in the first phase. This EBP programme continued
to be mandatory, in terms of Gazette notification No. 705(E) dated the 27! October, 2004. It may please be noted
that this continues to be mandatory.

With regard to the withdrawal of the subsidy of 30 paise, when this programme was introduced, it was noted that
the delivery cost of ethanol blended petrol was likely to be higher than the delivery cost of petrol. The oil marketing
companies were required to lift ethanol through public tenders, blend the ethanol with petrol at blending depots
located across the States and then supply this to retail outlets.

Therefore, Government decided to grant fiscal incentives by way of reduction in additional excise duty on petrol
meant for blending with ethanol. Accordingly, the additional excise duty of Rs. 6 per litre leviable on petrol was
reduced by the Government of India by 30 paise per litre in the case of petrol intended for use in ethanol blended

petrol. This exemption was valid only upto the 30t of June, 2004.

Subsequently, we have approached the Ministry of Finance to ask whether this exemption could be continued. The
Ministry of Finance have felt that we should not extend this as a matter of routine. The five per cent ethanol blended
petrol was also exempted from the payment of additional excise duty. This dispensation continued although
exemption from additional excise duty was not extended beyond 30" June, 2004.

The statement | have circulated lists the States and areas in which the programme is operational. | would now like
to draw the attention of the House to the question of ethanol availability. The ethanol requirement in 2003-2004 was
about 363 million litres per annum. But only a 196 million litres was made available for purchase by oil refining
companies. In 2003 and again in 2004, difficulties about the sourcing of ethanol have been reported from
Maharashtra, Goa, Gujarat, Andhra Pradesh and Karnataka. The regular supply of ethanol has been affected due
to the non-availability of molasses resulting from lower production of sugar owing to low sugarcane crop and
drought conditions.

Therefore, on the expiry of the contract for ethanol procurement, fresh public tenders were invited by our oil
marketing companies. During the year 2004-05, oil marketing companies issued tenders from time to time for a total
quantity of 353.547 kilolitres of ethanol for the States of Uttar Pradesh, Uttaranchal, Andhra Pradesh, Karnataka,
Maharashtra, Gujarat, Tamil Nadu, Daman & Diu, and Dadra & Nagar Haveli. Despite these tenders, owing to the
acute difficulties faced in sourcing ethanol in the Western and Southern regions, the oil marketing companies
requested the Government to suspend the programme for eight months with effect from 15! August, 2004 and to
take a fresh decision during the coming sugar season October 2004 - September 2005.

Faced with this situation, faced with the fact that there was simply not enough ethanol available to be able to
implement a five per cent EBP, | was left with no alternative but to modify the provisions in the original Gazette
Notification. But | did so in such a manner that Government did not suspend the mandatory order requiring
blending. The Government stands committed to the ethanol blended programme, especially as it is supposed to
support indigenous sugarcane farmers. We also recognise that there have been genuine difficulties faced by



alcohol based chemical industry. Therefore, what we have said in the new notification dated 27th October, 2004 is
that as long as the prices of ethanol are competitive and reasonable, and the supply of ethanol is adequate, the oil
marketing companies will continue to be statutorily required to lift the ethanol and supply ethanol blended petrol in
the notified area.

What we need to ensure is that (a) the indigenous price of ethanol offered for the EBP is comparable to that offered
by the indigenous ethanol industry for alternative uses; (b) the indigenous delivery price of ethanol offered at a
particular location is comparable to the import parity price of petrol at that location; and (c) there is an adequate
supply of ethanol.

In the light of this new notification, the oil marketing companies have decided to float fresh tenders for ethanol
procurement in conformity with the present guidelines. The oil marketing companies would be able to take a fair
commercial decision based on market prices. They have to do this because under Government direction they are
frequently required to absorb under recoveries from the non-revision of the prices of petroleum products when
these become due.

In view of the importance of giving the utmost attention to this issue, | held a meeting only yesterday. At this
meeting, | decided to establish an Inter-Ministerial Task Force with representatives of the Ministry of Agriculture, the
Department of Food, the Ministry of Chemicals and Petrochemicals, and the Ministry of Panchayati Raj, to look into
all aspects of this matter so as to ensure the smooth implementation of the ethanol blended petrol programme.

SHRI ANNASAHEB M.K. PATIL : Sir, the Government is aware how important this programme is. Because of its
importance, the Government of India has taken a very constructive step to establish this programme in India.

As you know, there are more than 35 countries in the world which are implementing this programme to a great
extent, not necessarily five per cent mixing of ethanol but even to the extent of 25 per cent ethanol in petrol.
Therefore, it is very important from the point of view of three aspects. One is, we are importing substantial crude
from abroad, paying almost Rs.90,000 crore; second is, there is a lot of hazardous problem of pollution by other
fuels, which is not compared with the ethanol because ethanol is an eco-friendly and eliminates pollution; and the
third is, it is a farmers" product and because of that, this is the most important programme in the country.

Further, with this importance, the Government of India, from the 18t of January, 2003, started implementing this
programme. There were a lot of meetings and lot of hurdles, hurdles not only from the Government but also from
the oil companies which always feel that there is some competition among themselves if such indigenous
production is started in our country. You may be aware that there were a lot of committee meetings and other
discussions to know whether it will be viable or not, whether it will be well implemented or not, and all these doubts
were created by the oil companies and some of the Government officers. Somehow, the NDA Government could
overcome all these difficulties and started this programme almost in eight States and three Union Territories. It was
very well begun. As the Minister has very rightly mentioned, three pilot projects which were not required had
somehow been initiated and then it started in ten States.

Against the requirement of almost 363 million litres of ethanol, 190 or 200 million litres have already been produced
from 2003 to 2004. That is almost 55 per cent of the capacity utilisation of the requirement of the country was
established from 2003 to 2004. But what happened in 2004 when the UPA Government took over? From day one,
this programme has been hampered seriously. Not only that, it has started taking steps to slow down and to let it
die down automatically.

As far as the availability of ethanol is concerned, there is no problem. Thirteen billion litres of ethanol is produced in
this country, and out of that, 65 per cent is going only for the chemical and fertilizer industries and 15 to 20 per cent
is going for the potable use. Today also, more than 20 per cent of the ethanol is available in all the godowns of the
sugar mills of the country. It is still there. There is no problem of availability. The problem is only with the
coordination from the Government, bureaucracy and public sector oil companies. Therefore, it is very necessary for
the Government to coordinate, and | am happy that the Minister has said that he has taken up the review meeting
yesterday only in which he has decided to monitor the programme every 15 days. | feel that it would be a very
successful step at least to implement the programme.

Sir, with this programme, | am very sure, the investment that had been brought by the various organisations
including the sugar industry - not only sugar industry but also some other unconventional material of the farmers
like potato, sorga and maize, all these starchy material which can produce ethanol - have been brought into
utilisation to ensure that this industry should come up in a very big way as compared to the foreign countries.

The Department of Petroleum had sent a team to visit various countries in the world to inspect this programme.
They were quite satisfied and happy with that. Why should we not do it? India had tried this ethanol programme



during the time of the Second World War. We are lagging behind compared to other countries of the world.
Therefore, when we are depending on oil to the tune of 78 per cent from abroad, when we are having good crops
compared to sugarcane and others which can yield ehtanol, this programme has to be taken up very seriously.

The Minister has given his statement about the availability of ethanol. | have already explained that there is no

problem of ehtanol. As far as revised Gazette Notification brought on 27 October, 2004 is concerned, | feel, all the
modifications and all the amendments are not required. These modifications would certainly give room to the
bureaucrats and others to see how this programme can be avoided. Therefore, | have some doubt in my mind
whether this programme is certainly going to be implemented because from the day this Government has come
there is no utilisation or implementation of this programme till today. We feel that all these modifications in the
notification would certainly divert the whole attention. Therefore, | feel there is no need for this. Why should we
compare it with the imported petrol or imported ethanol when we are producing ourselves in our fields with the help
of our farmers and others? | think, it is not necessary. | would request the Minister to look into it and see that it
should not be compared with others. There is a scheme even in the United States. They are giving subsidy to
ethanol. While we are not expecting subsidy, but a reasonable price should be there. It may not be Rs. 17.5 but it
can be to the extent of Rs.22 or Rs.23 compared to the existing price of petrol. Therefore, | think, this should be
done.

Finally, | say that there the status quo at least to be maintained about this programme. | request the hon. Minister to
implement it in true sense and give a room not only to save the foreign exchange, not only to eliminate pollution but
also to boost farmers' morality and society's working.

15.28 hrs. (MR. DEPUTY SPEAKER in the Chair)
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MR. DEPUTY-SPEAKER: Hon. Members, | have received requests from four hon. Members to put questions on
this Calling Attention. So, | request them not to make a speech. They should put a question each only for
clarification purpose.

First, | call Shri Ramji Lal Suman. | request you to please put only question.
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MR. DEPUTY-SPEAKER: | have already requested the hon. Members to put only a question and not to make a
speech.
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SHRI VARKALA RADHAKRISHNAN (CHIRAYINKIL): | am speaking for the consumers. | am concerned with the
consumers and they are concerned with the farmers. | do agree with them. But now-a-days instead of mixing
ethanol in petrol, it is being adulterated with something else. There are pumps at every 100 metres on the National
Highways. Even though they are not economically viable, yet indiscriminately new pumps are coming up on the
highways. Earlier, there used to be petrol pumps every four kilometres or five kilometres but now you will find petrol
pumps every 100 metres. | do not know where from they are getting the petrol. The same thing is going on where
new stations are being opened.

Therefore, | would request the hon. Minister to see that ethanol is added to petrol and not something else.
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SHRIMATI| D. PURANDESWARI (BAPATLA): Sir, at the outset, | would like to thank you for giving me this
opportunity to speak on the subject. | would like to request the hon. Minister to kindly review his decision about
withdrawal of mixing of five per cent ethanol in petrol.

My State has been affected with drought-like conditions for the past four to five years. We are trying to educate our
farmers to go in for alternate methods of farming. One of them is that we are trying to propagate the growth of sweet
maize which is a very good source of ethanol. We are also trying to propagate the method of using bio-diesel like in
Jetropha and Pongamia which are very good bio-diesel plants.

Sir, my sincere request to the hon. Minister is that he should re-consider his decision and by encouraging the
mixing of five per cent ethanol with petrol we are supporting the cause of the farmers who have been very badly hit.
We should take examples from African countries where bio-diesel is widely in use. In fact, they picked up seeds
from here, grew it in their country with sewage water. So, we can take such examples and implement them in our
country. | would once again like to request the hon. Minister to re-consider his decision in this matter.

SHRI VIJAYENDRA PAL SINGH (BHILWARA): Sir, basically the issue is that if ethanol mix is harmful, then it should
be withdrawn. But studies have revealed -- even the previous Government had worked on it — that it is not harmful
to the engines. Then, why should it be withdrawn? Does it not help the farmers also? The hon. lady Member from



the other side was also saying that such mixing of ethanol would help the farmers to earn more money. Then why is
it that it has been withdrawn? Is it just for political reasons? If it is for political reasons, then let it be so. If the hon.
Minister is driven by the fact that since it was implemented by the previous Government, so it should be withdrawn
now, then let the hon. Minister say that to us here.

SHRI SURESH PRABHAKAR PRABHU (RAJAPUR): Sir, this particular ethanol blending with petrol is going to
result in low gas emission. There is a protocol which actually encourages this. Therefore, there is a clean
development mechanism which could be resorted to. Is the Government contemplating to do that?

Secondly, the problem is that there is not enough supply. Now, in the economy if you create demand, then supply
will follow. If you enforce it by a law and make it mandatory, then automatically the farmers would be able to supply
it. Is the Government thinking of making it mandatory?

Thirdly, the sugar industry is being supported by the Government through various means. In fact, there was a big
package for the sugar industry. The hon. Minister of Rural Development is also going to introduce a Bill in this
regard to guarantee employment. Some amount of money from the Sugar Development Fund can be utilised for the
purpose of creating employment and also encouraging the use of ethanol.

THE MINISTER OF PETROLEUM & NATURAL GAS AND MINISTER OF PANCHAYATI RAJ (SHRI MANI
SHANKAR AIYAR): Mr. Chairman Sir, may | begin first by thanking Mr. Suresh Prabhu for having put his finger on
the nub of the problem. He said that the problem is that there is not enough supply. That is the basic fundamental
truth. The hon. Members from his side of the House have been telling us that there is plenty of ethanol available
and it is because we were not asking for this ethanol or we were changing notifications for political purposes that
we were not procuring it. No. The fact is that Mr. Suresh Prabhu is absolutely right. The nub of the problem s, there
is not enough supply. There is no politics in this. It is the question of whether the previous Government, when it
issued this notification ....(Interruptions)

SHRI SURESH PRABHAKAR PRABHU (RAJAPUR): | should thank the hon.Minister for what he has said. But he
has not heard my second statement. | said that if you make it mandatory, then supply will follow.

SHRI MANI SHANKAR AIYAR: | will come to that. The fact of the matter is this. | am not accusing the previous
Government of having taken this decision for political purposes. But | am hinting at it. It took a decision that they
were going to have this five per cent blending in the year in which sugarcane, and therefore sugar, and therefore
molasses, and therefore ethanol, production had reached an all-time high.

15.46 hrs (Mr. Speaker in the Chair)

| do not wish to be held responsible for talking about what falls in the area of the Ministry of Agriculture and the
Department of Food. So, | would like to quote to you from a Report of the Committee on Revitalisation of Sugar
Industry set up by the Department of Food, which has become available only in this month. So, based on the
information of this Committee, | read the following:

"Maharashtra is the largest producer of sugar in the country and Tamil Nadu, Andhra Pradesh and
Karnataka are some of the other producers of sugar. These States are of crucial importance to national
production of sugar. Droughts in 2002-03 and 2003-04 and Woolly Aphid infestation have seriously
affected sugarcane production in these States. It is estimated that the availability of sugarcane would
reduce from 165 lakh tonnes in 2002-03 to 121 lakh tonnes in 2003-04 in Tamil Nadu, from 120 lakh
tonnes to 86 lakh tonnes in Andhra Pradesh, from 172 lakh tonnes to 100 lakh tonnes in Karnataka and
from 535 lakh tonnes in 2002-03 to a mere 290 lakh tonnes in 2003-04 in Maharashtra. On the other
hand, because of regular flood, sugarcane production in Bihar has been consistently falling since the last
four years. The sugar production in the country, as a result, fell from 201 lakh metric tonnes in 2002-03 to
140 lakh metric tonnes in 2003-04."

Mr. Speaker Sir, it is easy to put in Gazette notifications, it is more difficult to observe them. In a situation of
continuously declining availability of sugar, and therefore of ethanol, we have been faced with a situation of either
facing up with the truth or continuing to hide behind Gazette notifications. | decided, because my guru is Mahatma
Gandhi, to take the path of truth. | told the honest truth. On the 27t of October, 2004, when we issued a notification
which categorically stated that while the use of ethanol in blending with petrol shall continue to be mandatory, the
extent to which we would reach the five per cent target would depend on two crucial factors. One is availability and
the second is reasonable prices. With regard to availability, there is a simple challenge that | place before Mr.
Annasaheb Patil, Mr. Santosh Gangwar and others.
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MR. SPEAKER: The hon. Minister has not yielded. Unless he yields, you cannot speak.
Mr. Chandrappan, Please take your seat.

...(Interruptions)

SHRI MANI SHANKAR AIYAR: | have just read some of the extracts from the Report of the Committee on the
vitalisation of the sugarcane industry presented only this month. That Report contains the following sentence, which
I did not read earlier and | would like to read it now. It says, at paragraph 5.1.4:

"The problem of low availability of sugarcane and low capacity utilisation is expected to continue in 2004-
05 sugar season also. "

Now, | am not concerned with whether it will become available or whether it will not become available. | am
concerned with whether the tender that we are going to be floating, that the entire oil industry is going to be floating
by the end of December or by the first week of January for 3,67,000 kilolitres will be met or not. Our past
experience, as | already told you in the statement, was that we would not be able to procure the quantities which we
wanted. Now, we are floating it. If, in fact, there is availability, we would be only too happy to purchase it. But in
purchasing it, we have to recognize that it has to be at reasonable prices. What do | mean by reasonable prices? |
am very pleased to learn from Shri Annasaheb Patil that he thinks a reasonable price is Rs. 22 to Rs. 23 a litre. If it
becomes available at Rs. 22 or Rs. 23 a litre, | do not think we will have any difficulty in procuring it.

SHRI ANNASAHEB M.K. PATIL (ERANDOL): You are purchasing it at Rs. 17.40. Therefore, if you give it at Rs. 22
or Rs. 23, certainly the industry will welcome your proposal. They will welcome your proposal.

SHRI MANI SHANKAR AIYAR: | have no problem at all in their presenting prices in the tender. After all, we are
floating the tender to procure the quantities at what | called the reasonable prices. Now, | want to explain what is
meant by reasonable price. It is not based on some fanciful price of crude oil. | am now taking the figures on the
date of 16" December, 2004. It is the latest figure that | have. In terms of this, the refinery transfer price which
would give us neither under-recoveries nor over-recoveries, for ethanol blended petrol per kilolitre which vary
slightly from State to State would be from a low of Rs. 24,072.80 per kilolitre in Vasco, which is the lowest, to Rs.
25804.71 in Uttar Pradesh which is the average highest. Shri Patil well knows that the delivery points also affect the
price. But this is the approximate range wihin which we would be able to deliver the ethanol blended petrol at a
reasonable price. Now, this being so, we are attempting to reach this figure. But there is no point in turning around
and asking as to why we are taking import parity price. There is only one reason for undertaking import parity price.
It is because a Minister elected from Maharashtra, on the 15! of April 2002, decided that our Administered Pricing
Mechanism would be dismantled and that we would price it on import parity. When it was done by your own
Government, moreover when it was done by a Minister from your own State, please do not pose this question to
me, please pose the question to yourselves. We are not bringing politics into this. | would plead with my friend, Shri
Ramiji Lal Suman, not to refer to this as smerameRe faofao. These are decisions taken in the face of hard reality.

| would plead with Shri Anant Geete also not to make politics of this as they came to make politics of many other
things. The fact of the matter is that if you are able to supply 367,000 kilolitres from Maharashtra and other States
where there is an availability and it is at a price that is reasonable, there is no difficulty whatsoever in our procuring
it. But, for future, it is absolutely essential that the State Governments take appropriate steps.

Please remember, Sir, that sugarcane is a very water-intensive crop. But only three per cent of the land in which
sugarcane is grown in our country is irrigated. So, we are totally dependent upon nature. Moreover, 60 per cent of
the sugar factories are in the cooperative sector. This being so, whether we can get the ethanol in required
guantities at reasonable prices would depend entirely on the State Governments being more pro-active and
announcing State-level remunerative sugarcane prices as also making assurances of the availability of water for
this purpose in advance of the sowing season so that the ethanol manufacture receives the encouragement
required for sustaining the ethanol-blended petrol programme.

We are sincere in this regard. We wish to continue the programme. We are willing to continue the programme if it is
technologically feasible well beyond even five per cent but there is no point in quoting the example of the United
States or some other foreign country. We have to take our ground realities into account and the ground reality is
that when you, my friends, took this decision back in the year 2001, you did not, either in the case of the APM
dismantling or in this case, take into account the possibility that there would be a drop in production. So, do not take
decisions which are taken in an abnormal boom situation, treat that abnormal boom situation as normal and then
turn around to us in a situation of deep scarcity and say we are trying to make politics out of it.



Reasonable decisions require a proper understanding of this country. This lack of understanding of this country
resulted in India Shining. It is the UPA Government that properly understands the true nature of this country.
Therefore, our decisions are based on ground realities.



