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INTRODUCTION 

I, the Chairman, Committee on Public Undertakinp haviq been 
authorised by the Commit(ee to submit the Report on their behalf, prcaent 
this 73rd Report on Action Taken by Government on the recommonda-
tions contained in tbe 47th Report of the Committee on Public Undertak-
ings (Seventh Lok Sabba) on Oil Companies. 

\ 

The 47th Report of the Committee 00 Public UndertakiDp' was 
presented to Lok Sabba on 30 April. 1982. Replies of Government to 
all the recommendations contained in the Report were received by 30 
November, 1982. The replies of Government were considered by the 
Action Taken Sub-Committee of the Committee on Public Undortakinp 
on 20 April, 1983. The Report was finally adopted by the Committee on 
Public Undertakings on 26 April. 1983 . . 

An analysis of the Action taken by Government on tho rooommcnda· 
tJons contained in the 47th Report (1981-82) of the Committee if JiVto tn 
Appendix. 

Nnr DIILHI; 
28 April, 1983 

8 Vtlualcha, 1905 (Salca) 

MADHUSUDAN V AIRALE, 
ChalI'IftIIfI, 

Commllt~t on Public U"dtrtQ/cm,I. 



fU!COMMENDATIONS THAT HA VB BEEN ACCEPTED 'BY 
; 'GOVERNM'ENT 
.,~ " 

Reeommeuclation (51. No. J) 

Indigenous production of petroleum crude ia 1980-81 was 10.5'0 
mitlion tonnes. Imports of the crude were onhe order MI5,SO million 

{tonnes. In addition petroleum products were imported to the extent of 
7.058 million tonnes. The val,ue of the imports of petroleum crude and 
products was Rs. 5263.47 crores. The Committee have been informed that 
the indigenous production of crude in 1984-85 is nqw expected to be 
29.46 million tonnes which exceeds the original anticipation by about 8 
million tonnes. However, the imports of petroleum crude and products 
would stilt be necessary to the extent of about 12.74 and 4.3 million tonnes 
respectively. The consumption of petroleum products which was 
30.80 million tonnes in 1980·81 is expected to go up to 57.9 million 
tonnes by 1989-90. The Committee note the government's endeavours 
in the direction of energy co nservation, exploration of alternative 
sourees including synthetic oil and reduction of consumption. They are 
,lad to observe that significant progress has been achieved and is expected 
to be achieved in the indigenous production of crude. Neverthelels in 
view of the substantial imports entailing huge foreign exchange outgo that 
would still be needed in the years to come these endeavours need to be 
monitored and coordinated better by institutionalising the present arrange-
ment II in some other countries. (Paragraph \.86) 

Reply of Government 

In addition to the setting up of the Petroleum Conservation Research 
Allociation. Government has also created a full-fledged Department of 
Non-COI1veotiona1 Energy Sources in the Ministry of Energy to look into 
this important source of energy. Also, the Department of Petroleum has 
been made a part of Ministry of Energy. This will help in improving 
coordination in the direction of energy conservation and exploration of 
alternative sources. 

Recommendation (SI. No.2) 

The present refining capacity in the country is J I.RO million tonnes 
(u at the end of 1981). This appears to be inadequate, The Committee 

8 



I 
5. In Government', reply tIlere i. no iadi.tioll whetlter tile Com-

mittee's observation has been brouaht to the notice of the Miniltry of 
Shipping and Transport .• 

6. Tbe Committee's ObH"atioa that they "trust that SCI would take 
DOte of thl. (Shortage of product tokers) and augment tbe capacity of 
~,oduct token la order to sene fully Iaclla's imports" should have been 
llrouabt . to the notice of the Mialltry of SbiPPlDc aod Traosport for 
'*-81'1 action. nul should be done DO". 

Relro.Jprctive increase in crude oil price.J 

Recommendatioo SI. No.8 (Paravaph U.8) 

7. The Committee had come across a case of retrospective increase in 
crude oil prices where additional payments of the order of US. 15.8 
millions had been authorised by the Chairman, IOC. The precise legal 
'pOition of this payment did not appear to have been examined. The 
Committee had rCcommended that in future prior approval of tho 
Empowered Committee or at lealt of the Board of the LO.C. should be 
obtained. 

8. The Government have in their action taken note atated : 

. "Term contract. for crude oil lupplies with national oil companies 
. ot' oil exporting countries art finalised with the approval of 

the Government and arc not within the purview of the Em-
powered Standin, Committee. T be Board of Directors of 
IOC has delegated powers (or imports of crude oil and 
petroleum products to the Chairman of IOC. It is the established 
practice that the Chairman of IOC consults the Finance 
Director of the Corporation and the officials concerned in the 
Department of Petroleum and in the Ministry of Finance before 
accepting any demand by the supplier for such payments." 

,. Tile CHi_tt .. are 01 tbe Yiew that par ..... that .ay be laevltable 
IMaC are !lOt elearly c:oyered by the term. 01 tile qreemeat oalbt to be mad. 
Ity tM CIIal..... (JOC) oaly wltb the prior appronl or tbe Board of 
Db'tCton. TIle delqatioa 01 po"en euaot coyer such cases. The Committee 
~"y sup_ that la future the precautloaary step nnested by tllem 
IIIcMi1iIIIe foDo"ed. 

: : • At the time 01 faetual verificaUoa tho Deptt. or Petroleum intimated that the 
cu.iDttiee .. obienatton bad bocA brouaht to tbt ~ of t\sf Mlnlstr, of Shippbl, • 
,...... .. Septuaber, 1m. 



mport vf HSD from Hong Kong 

Recommendation 81. No. 10 (Parqraph 11.10) 

10. The Committee while dealing with the case of purchase in 1980 of 
HSO from Kuo Oil,Hong Kong through an Indian firm namely 
Hindustan Monark, New Delhi had illter alia observed: 

"However, it is clear that the subsequent events proved that it was 
not prudent to have gone in for the purchases. The Committee 
fail to understand why the normal procedure of processing the 
purchase proposals through the Empowered Committee was 
not followed in this case. They would a wait a further enquiry 
or an explanation in this regard." 

11. In their action taken note, Government have stated: 

"The procedure involving the Empowered Standing Committee wa. 
at that time one of recent origin. Till September, 197', tho 
approval of the Department of Petroleum was obtained while 
placing orders on suppliers. It was only in September, 1979 
that the Empowered Standing Committee was constituted and 
the most important governing consideration in constitutin. 
this was to ensure speed in decision making. 

The tender in question (Tender No. 1/80) was in fact tho first. 
tender floated after the newly ejected Government took over . 
in 1980 and, as slIch, the changed procedure of involving the 
Empowered Standing Committee was reaffirmed only in April 
1980 and in the meeting of the Empowered Standing Committee 
held on April 29, 1980, the Committee was informed tbat the 
Minister of Petroleum &. Fertilizers had authorised the conti-
nuance of the Empowered Standing Committee as constituted 
with the approval of the Cabinet till such time all fresh orden 
were issued on the subject by the Cabinet. 

In fact, the Empowered Standing Committee did consider tho 
matter when it met on February 15, 1980 to discuss, mter-afl4. 
the proposal to import 5,00,000 tonnes of fiSD during Mardi ' 
to December, 1980 and decided to ask for extonsion of the 
tenders till February 22. 1980. The then Minister, Petroleum.· 
Chemicals & Fertilizers who took charge of this Department 
on January 14. 1980 was seized with the immediate issue of 
ensuring adequate availability of petroleum products and the 
basic policy is.o;ue (viz. whetherA,such term contracts in 1bc 
i?ven circumr.tances, should be on the basi'l of fixed pri~ Of 
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variable prices) and the matter wal, therefore, .xamia. at 
length in the Ministry. The Minister also discussed the pros 
and cons of alternative courses of action with the . Departmental 
Officers and the Chairman, IOC who were the members of the 
Empowered Standing Committee and finally directed that 
in the circumstances it would be prudent to accept the fixed' . 
price offers. 

Theo precise sequence of examination culminating in the final 
decision was indicated in the note earlier submitted to COPU. 
Further elaboration of the perceptions behind the acceptance 
of the fixed price offers was given by the Minister, Petroleum 
Chemicals &: Fertilizers, during the course of his statements on 
the subject in Lok Sabha and Rajya Sabha on July 28, 1982. 
Relevan.t extracts (rom this statement are attached.· 

It may .. also be submitted that under the Government of India 
. '.' (Allocation of Business) Rules framed under Clause 3 of' Article 

77 of the Constitution, the Deptt. pf Petroleum is entrusted 
with the task of supply, distribution and pricing of. petroleum 
and petroleum products. Therefore, it remains the ultimate 
reaponsibility of the Ministry to ensure the adequate availability 
of petroleum products at the best pOS5ible prices .... 

. 1~ In the statement made in Lok Sabha/Rajya Sabha on 28th July, 
l,~~,;,t~e Minister or Petroleum, Chemicals and Fertilizers intt'r·a/ia 
.tt,t~ ~. 

~ .. ~., 

"It is p()ssible to question commercial judgements of this kind on 
. . hiiadsighL But the perceptions which underlay the Government 

decision were not without basis. This judgement was based on 
certain reasonable premises. It must also be added that in the 
particular si,tuation prevailing at that time some others alilo 
'reached the same conclusion to prefer to purchase at fixed 
prices rather than at variable prices." 

.u>~ (:oam~ 011 purdaasee of USD at hed pric: ... ia 1980 malaly 
.f ~la,J.J5 tonaes from Kuo Oil. HODI Koa& at US' 353.50 C .t,. 
••• J ..... M.T, w"eII remlteclla • 'Natieaal' lou of US' 9.154 million. 
tbe. ~Ittee ~d. called for. a. ~.quiry or au o:plauatioD wby tile Dormal 
~ ofprocesslat tbe purdtase proposals tbroulb tbe Empowered 
C......... Mt followeel. .. reply the Ministry has Itarted that the te'" _. t" .,......... the ant ...... I_ted alter tile .11'., eleeted 
--__ .!~>_rj --~------~------~-------------------------



, Go,.-.-t toet o,er in 1988 and t~ tlae Empowered Stodlna Committee 
coatdtuted.earlier in September, 1979. waS reafBrmed 0D.I.y' in April, 1980. 
&,wever, tbe Empowered Committee considered the matter, before 8aal 
decilioa WIlS taken and decided to ask for exteusion of the teDders. It has 
been further stated th.t the theu Miniiler, J'etroJeum,Chemlc:als &. 
Fertilizers dl!Cuned the pros and cons of alternative c:oune of action with 
~; ~partmental OfBccen and tbe Chairman IOC who were me.rs of 
the. &'jKlwere4 Committee and iiaally directed ac:c:eptaace of.(heftxed ,pr~ 

: .offen. It hal also been clari8ed that ia terms of Governmeat .• f 1.448 
(AU4tCation of Busiaess) Rules frluoed under Claase 3 of Article· 77. ~.* 
Constitution, It remabas the ultimate I'e5pOILIibiUty of ~Mi""'.tp 
ensure the adequate aTaiiability of petroleum products at t~ ~ ~ 
prices. 

14. As reeard. tbe deebioa, the Committee 1l1H~ ike ...... ClPt".l .. 
Jlar:ljllmeqtby the Minister of Petroleum, Chemic .. s ... d .. ,,"' ...... ,/; •. 
lS July 1982 'liat "it is possible to question tbe ccunme .... ~ ........ . 
of WI kind on hind slIbt. But the perception\] wllkh ...... .., ...• ' 
GOl'.,.-UlDent decision were not without basis." Astbe m ... 'r ... ... 
4Ii~d in both Houses of Parliament tbe CouuniU", do: qQt .-... ,,, 
necessary &0 ,urs,e it further. 

Gas dtuuershipr/diJtributorship! 

.ecOhHlleadatiollSJ. No. 11 (ParapaphU.II~) 

15. On 19 December, 1980 the Department of Petroleum had asked 
the Oil Companies to interview all the candidates of reserved Citt~l6tfbj, 
recommend a panel of 8 or 10 persons without grading them as tJetbre,:1lpd 
send the papers to the Ministry for takins decisions. After this 'quertttiii 
came up before the Committee, these instructions were sUJjcrSeiied 6ii"~f 
September, 1981 and the selection was left to the Oil Compa~ie~,. The. 
Committee had observed that any intervention by OoverJl~\lt .,il\~ 
,,"utonomous field of a public undertaking could be only by Ill:qr.'" 
directive under ~e relevant provision of the Articles of As~~at~J 
Statute. ' . 

J6~ :The Government have, in their reply, stated: 
\ I-'~ • 

UThe changes in dealership guidelines in December 1910 ,'."" 
September, 1981 were made as a result of a scries:qi .. diM ..... 
between the oil companies and the Dcpartmcl)t ,~.,l»at,r~ 
Since the clanaes were made in full consultation with the com. 
panics, it was not considered that there was an)' Aetdtcr iRIJe • 
Prisicl'lltiaJDir~v. ulld.r tlI. ArtielCi of ~PA .. gj. _ 



oil companies concerned. It is submitted that the Government 
in its executive/administrative authority can issue· instructions in 
the nature of advice or guidelines to Government Companies 
with regard to matters of general policy. These dealership 
guidelines were a matter'of general policy." 

17. The Committee need b!lrdly point out that giving policy instructioD'i 
il one thing and taking over the power of selection of gas dealers/distributors 
Is yet aBOther. It was in this coatext that the Committee had observed tbat 
there should be no informal intervention in the autonomous field of a public 
aaclertaking. The Committee are tberefore constrained to reiterate tbeir 
earlier recommendation. 

18. The Committee also feel that with the increased availablity of glS In 
futare the problem of it.-distrlbution particularly in tbe district places and 
.tber ..... areas in tbe mofussil will have to be considered in all its aspects. 
ODe pertiDent point to be kept in view is that not more than oae oil company 
appobds dealers In the same city. If more than one oil company gives tbe 
ftalenhlp In tbe same city it Is likely to cause unhealthy competition aDlOlll 
the dealers in the same town or city. The Committee trust that while ~olviDl 
the system of distribution all these points will be taken into account. 

Distribution of Gas 

Recommendation Sl. No. I~ (Paragraph 11.15) 

19. Dealing with the question of malpractices in supply of LP Gas the 
Committee had inter alia recommended that there should be some survey 
to ascertain the extent of still persisting unauthorised connections for 
taking suitable action. They had also recommended that there should be a 
system of periodical review of the working or th.e agents. 

20. In their reply Government have merely stated that oil companies 
bave issued strict instructions to their distributors to issue refills only to 
authoriSed and bonafide consumers who are registered with them. Their 
field offtcersare rUl'ther intensifying surprise checks or the distributors' 
premises, to check malpractices. 

11. The Committee cannot but reemphaslsc the need for a detailed 
laney to identify tbc uoauthorised connection5 for taking suitable remedial 

; action in the matter. It needs hardly to be pointed out that most of the 
.... prac:tices indulged Ia by the distributors arise out of larae number of 
_uthoriRed ,a!l CODDectioos. 

11. The Committee find that apart (rom unauthorised CODAectio... the 
au dealers also ladulae in several otber malpractices. There are complaints 



, 
that they are Dot COUrteoUI. do DOt attend to customers' reqtIi.re ........ 
complaints in time aad the customers haTe to .lsit theJr ollces more oftta. III 
lOme cases tven the se"anbi or the dealen ..... lle la _esira" pradices 
(may be with or without the knowledJe or the dealers) such as sapplyi .. III 
early only to tho!le customerl who tip them and tamperlal with the la. 
cylinders. The Committee would urle that besides surprise checb or the 
distributors/dealers preml8Cl. it may be ensured that there Is a more detailed 
and comprehensive system ror haring tipt control over the .,~elll or 
distribution adopted by ,as distribators. ' 



", ,f 

"... "' T" ~ i 
":"~ :.i"" ~~~.rl·'··.,.,. ~ .. 
":ftiKloMMENDATIONS iTfJA:T'H~VB BEEN ACCEPTED 'BY 
":.' .,> ~ .... '", ''GOVERNMENT 

, . 
"'j "'! ""' , 

i';,:digenous' production 'of pC~iolc.um.c;rQde 'ir,t .1980~.~ I )Vas IO'sO 
million tonnes. Imports of the crude were 'o("the order Of '/5.80 million 

(tonnes. In addition petroleum products were imported to the extent of 
7.058 million tonnes. The val.ue of the imports of petroleum crude and 
products waa Rs. 5263.47 crores. The Committee have been informed that 
the indigenous production of crude in 1984-85 is nqw expected to be 
29.46 million ton neB which exceeds the original anticipation by about 8 
million tonnes. However, the imports of petroleum crude and products 
would still be necessary to the extent of about 12.74 and 4.3 million tonnes 
respectively. The consumption of petroleum products which was 
30.80 million tonnes in 1980-81 is expected to go up to 57.9 million 
toanes by 1989-90. The Committee note the government's endeavours 
in the direction of energy co nservation, exploration of alternative 
IOUl'Cel including Iynthetic oil and reduction of consumption. They are 
aJad to observe that significant progress has been achieved and is expected 

. to be achieved in the indigenous production of crude. Neverthelels in 
view of the substantial imports entailing huge foreign exchange outgo that 
would still be needed in the years to come these endeavours need to be 
monitored and coordinated better by inltitutionalising the present arrange-
ment II in some other countries. (Paragraph 1.86) 

Reply of Government 

[n addition to the setting up of the Petroleum Conservation Research 
Anociation. Government has also created a full-fledged Department of 
Noo-CODVCDtional Energy Sources in the Ministry of Energy to look into 
this important source of energy. Also, the Department of Petroleum has 
beeft made a part of Ministry of Energy. This will help in improving 
coordination in the direction of energy conservation and exploration of 
iltimlative sources. 

ReoommeadatioD (SI. No.2) 

The present refining capacity in the country is 31.&0 million tonnes 
(u at the end of 1981). This appears to be inadequate. The Committee 

8 



lu;aest . that even if it is not possible to attain self-Iuftioiency in crude 
prodUction in the foreseeable future, an attempt should be made to 
~ake the country . setf-sufficient in re-finlng so as to eU~fbate 
import of petroleum products. The Committee suggest having reglir'dto 
the:; need to Aave some cushion in the refining capacity as an insurance 
~inst unforeseen shutdown of the refineries, 'additional capacity sbould 
be PJannedand stalled to achieve selr·sufficiency within a decade. 

(Paragraph 1.87) 

Reply of Government 

I. The refining capacity at th.e end of 1981 was 31.80 milliOn 
tonnes. Withtl\ecommissioning of the Mathura refinery. (thevarid"s 
units of which are under progressive commissioning)· the total'reiitiiha 
capacity will be of the order of 37.80 million tonnes. Steps are also being 
tabn to futtber augment the domestic refining capacity andtbe following 
..a.nery expansion projects are under execution :-

., 

(a) expansion of the Cochin refinery 
(by 1.2 MT) 

(b) ~p&~n of the Madras refinery 
(by 2.8 MT) 

(:c) cx"aDlioo of the Bharat Petroleum 
refinery ,(MahuJ, Bombay) 
(by 0.75 MT) 

(d) exparision of the Hindustan 
Petroleum refinery (Vizagapatnam) 
(by 3.0 MT) 

Total expansion 

(million tonnos). 
From To 

3.3 4..5 

2.8 

S.2S 

1.S 

7.75 MT 

'IhIIc p~ aN ezpectcd to be completedb-y(t914d5 when· fhe,"'fMi1Ia 
...-oity w~Ulcl incrouc to 45.55. MT. .. ., 

" ., 
l.Ellpaaaionof the Hald~ .rcfinory by 3.0 MT i. ·IU~.-r 

~jaation. c",!: J TI:.J 

A deCili()1l h~ already beert men' to set up two '8rass-roots t#i~~a~. 
Qr. ,6 MY ·cach :'i~~,;!#~x;;~':commiSsioned durin&the ~Cnth~ 
~~ li·))"h~I\"l!rr. ~ .... ;.u .•. ';. 



10 
in addition, augmentation of refinIng capacity in the North-Eastern 

,clion by 1.45 MTs is being considered, to match with an 'increase in the 
production of crude oil in that area to 7.1 million tonnes per annum. 

3. The further expansion of the HPCL refinery in Mahul, (Bombay) 
by 2 million tonnes, as balancing refining capacity, (to cover any shortfall 
in refining capacity due to unscheduled shut-downs, shut-downs due to . 
industrial relations problems etc.), has also been approved. 

4. Secondary processing facilities are being erected in the Koyali and 
Mathura refin-eries and will be commissioned shortly. All the expansion 

. projects mentioned above (in paragraph I) also include secondary process-
ing facUities to increase the proportion of middle distillates (Kerosene, 
ATF &; HSO) that can be produced, 

S. Keeping in view these projects, including those under considera-
tion, it is expected that the refining capacity in the country will be about 
62.00 million tonnes by around 1990, (excluding the ! million tonnes 
balancing refinery capacity being installed at the HPCL refinery at 
Bombay). 

Long-term demand estimates are reviewed regularly: while the lIP 
(1980) estimates project a demand of 62.6 millioQ. tonnes for 198~-90. the 
OCC'(t980) estimates of demand in 1989-90 is 57.9 million tonnes. 

6. Refining capacity is kept under constant review to achieve the 
objective of self-sufficiency in meeting the requirements of petroleum 
produetl to the maximum extent possible consistent with economic 
viability as also to provide a sufficient cushion against unforeseen ahut-
dowDt of the refineries. 

RecommeDCIatloa (SI. No.3) 

The imports of petroleum crude and products are made almost entirely 
by the IOC normally on lona term agreements with the producers aCtor 
acceptance of tcnder5 by an Empowered Standing Committee. Spot purch· 
.... IOmctUncs at higher prices are also made to meet' unforescien S'UddiD 
demands. the Committee desire that the spot purchases should be. avoided 
&S far &8 possible. If it becomes unavoidable care should be taken to ICe 
that the price is the lowest prevailing price. In case the lowest tcnoercr i. 
uaable to meet the entire quantity needed negotiations should be hcld With 
the second lowest tenderer to get the supply at the lowest price. ,In any 

. cue the Committee fccl acceptance of unsolicited offcrs should be avoided 
except in extreme emergency where the circumstanCes must be reduced .!o 
ftriti11l and t1w prior approval of tho Empowered Committee obtain": 



Necessary guidelines in this regard should be laid down by the Empo.w-
ered Committee. (Paragraph J .88) 

Reply of Government 

J. The recommendations of the Committee that spot purchases should 
be avoided as rar as possible. are noted. 

Imports or crude oil are made on a long term basis to the utmost 
extent possible. Purchases of crude oil in the spot market are made only 
occasionally in tI bnormal circumstances such as when there is a slippage 
in the supply of crude oil against contracts. Prior approval or such 
purchases in the spot market has to be obtained from the Department of 
Petroleum and the Ministry of Finance (Department of Economic Affairs). 

Similarly. efforts are made to import petroleum products on along 
term basis. However purchases in the spot market are made to meet 
unforeseen demand such as that arising from unscheduled shutdowlt of 
refineries due to power cuts or technical problems or industrial relation. 
problems, or problems arising from civil agitation or such natural C8U5e1 
as floods or droughts that might lead to a sudden increase in demand. 

Proposals for purchases of crude oil and petroleum products in the 
spot market are scrutinised by an Empower~d Standing Committ.co that 
has been constituted by the Government. Guidelines have been laid down 
for the work of the Empowered Standing Committee. 

2. For purchases in the spot market, the tenders received are generally 
valid for only 24 hours to 48 hours. Tilis limit in the validity of the offen 
received does not generally permit adequate time for negotiations eveD 
with a limited number or bidden. (Here it may be noted that larse number 
of international suppliers respond to the tenders issued by the IOC arid 
competitive quotations are received which are also checked with reference 
to market information on trends in the world market). If the price offered 
by the lowest tenderer· is higher than that asscssod as reasonable on the 
~s of market intelligence, tenders arc cancelled and a fresh tender is 
issued. Ir the actual import required i. higher than the quantity offered 
by tbe lowest tenderer, then this tenderer is asked if he can increa5C the 
quantity on the terms it has already offered for the limited quantity. 
Depending upon the circumstances of each case (which would include the 
time constraint for deciding the tenderers within the validity pariod - which 
as stated earlier is aeneraJly 24 to 48 hours, stock position and thereafter 
requirement ILnd its time phasin, and asaessment of the would markeY. 
the Empowered Standina Committee will aliO ask the Dext lowell set or 
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-icl\cierere.wherever feasible, tbreview their otrers and-; indicate if tboy'-·4re 
S'''cpared to improve on them. ., 

3. All unsolicited offers .have to be considered by the Empowered 
Standing Committee which considers these only in exceptional circums-
,tancessuch as an unavoidal;>le and immedi;lteneed for imports au.d on 
terms that are specially attractive in relation to offers received from. par-tjcs 
on the IOC list of approved tenderers; the circumstances must be indeed 
e~eptional and reasons for the Empo~cf5~))tanding Committee accepting 
such unsolicited offers must be recoruecJm writing. .,/ .. 

. Reeommendatioa (SI. No.4) 

M prescnt t1;le i~nlge capacity for petroleum crude and prodl.\cts.~is 
provided to meet 21 to 31 day~ requirement. It is planned to create addi-
tiopal capacity to meet 45 days requirement by 1985-86. Having regard 
to 'the need 'to purcha~e larger quantities at it time taking adval}tag, of 
'prlce situation th,e commrttee fcel that the present as well' as propoied 

'IItot8:ge capacity is on the low side. Efforts should be made to proVide 'for 
'.'larget" Storage capacity. (ParagtAph .1.89) 

Reply of GOyel'llflteDt 

;The recommendation. of the Committee to provide for l&rger stpraae 
~acjty is noted. The Government has alread¥ approved the erecti.on 
,~.-dclitiqnlll crude oil tan~age to provide 45days'~tor,a8ecapacity for 
imported crude oil corresponding to the 1985·86 demand. An analysis is 
in progress for working out further storage capacity that should be erected 
.ad. its;Jocations. 

2. Proposals to iJlc~ease the ta:nbgc for refinedpetroleumprodlJl:tS 
~ provide (01: 38 days estimated con~llmptiQI). in 1985.86 is already \n:a.n 
,~vancc stage of Government consideration and approval. An allaly~~is 
iDproaress for workiag out furtherstoraic capacity that.shouJd he C(~ 

lasa4its 1~i9fl~. 
Reeoriimendatlon (SI. No. ~) 

'. " 

The Committee find that at prescnt spot purchues are'also made (r6tb 
~ l'foducers and tradors·through . Indian agents. Earlier there wa~ 
Il~ of obtMning quotations through secret telex but on an apprehcrr-

-4bwClMl"there was SODlC leakage it was decided in March 1980 'toreVctt 
'''*'*11: to sealed teAder sjotitem which iMvi~bJy brought hack the agettt!. 
The -€Jotnl1'littee feel that it is not. healthy to purcMse Ibrough middlemen 
Whtchwould Mecllossly push up the east and henceallo tM precious ., 



f'eftipexcballleexpenditure, The polieyintated robe under reviow .. ~. 
Committee would urge that a i foolproof sealed telex system shouWl}o, 
inlroduccd withollt delay and in the meantime the agency comm~. 
shMld beusreed to be paid in rupees. (Pra8l'aph I;~) 

Reply of Geverameat 

The Committee's recommendations are accepted .. A decisionhai 
al.J'~dy been taken by IDe to instal locked tekx facilities in the oftkes 
in Bombay as well as in Delhi for receiving telex bids against import/' 
export tenders for products and crude oil. Separate telex lines, two ror 
products and one for cruqc oil, have already been installed in the roc' 
Bombay and Delhi respectively in separate cabins wruch are locled and 
tbl keys of which are in the custody of senior officials of the conccrned 
deJ¥lrtmonts. ' 

.. 
: :fhe system of dealing with suppliers! purchasers only on Ii prineipd<' 

to. principal basis, by receiving bids directly without the intervelltatfoa: 
of th~ Indian intenncdiateries, has already been implemented. 

Recommendation (SI. No.6) 

.Aoother area which is relevant to saving foreign excban.e ea.,.diture 
iUranBportation. Unfortunately despite the operation of TRANSCH~~l 
it 'Could not be ¢I1&U1'Cd that the expenditure on transport is kept. to Ut.o 
minimum. The imports of petroleum products seem to be iaraely· O~ C.l.f.',· 
basis and wherever there were imports on F.O.B. basitdle.proctuctl WIM: ~ 
largely transported by chartering foreign fiag vessels. This was stated to 
be 00 account of shortage 9f prod,uct ~kor$ i n th~ country till 1981. The 
Committee trust that SCI would take note of this and augment the 
capacity of product tankers in order to serve funy India's imports; Incide-
ntally, the chartering of vessels and lixing the rate are entirely left to 
TRANSCHART a body outside t11e lOC. The· Committee feel that the 
IOC should be in a position to have an independent commercial satisfac-
tion. If. however, it ii nCl)t possible, She· TRANSCHART abouJclbc 
eC{tDpped 'o1rith all uptodate ·information regardio, frcipt rates. Tho .,.elm 
foJkAWd itt tliis reprd,therefore, .requires a reView. (Paraarapb 1.91) 

Reply of GoYemment 

ltlaeeonianoe with fhe decision t&oten by tbe Cabiltet in December 196'7, 
atFM,fa~mentl f~rsbiplJnont of Govemment ownod/co~trolled Car~·< 
on', aeootJnt- Of'yarIOUS Government Departments and publte BeCtOr ts~ ,. 
takin.. and projtcts are centralised in the Ministry of Shippin," TraDJ-
port (Cbarterill, Win,)-know a, 'TRANSCHART'-in ord~ (() ~'"' 
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better coordination and to enable utilisation of Indian ships to the 
maximum extent possible and save foreign exchange' for thc country. 
c~rters of foreign ships are resorted to only when Indian ships are not 
available in the required position. Accordingly. under thc existing practice 
and procedure, TRANSCHART are responsible for making shipping 
arrangements for erode oil and petroleum products movement on behalf 
of IOC and other oil companies as and when indents are received from 
tbem for specific requirements. In accordance with the prescribed proce-
dure, the Chartering Committee set up in the Chartering Wing arranges 
charters of ships (Indian and foreign) and fix reasonable and competitive 
frcisht rates for chartered vessels based on the prevailing market condi-
tions after obtaining competitive freight quotations from Indian and 
foreign shipowners. After having fixed the vessel~. necessary follow-up 
action concerning the operation of vessels is taken care of by the oil 
companies themselves. The Chartering Committee is fully authorised to 
ftx freight rates for the ships chartered by them. The ''TRANSCHART 
lloView Committec" which consists of representatives of the various 
Ministries, Departments and Public Sector Undertakings including Chair-
man of IOC or his representative reviews periodically the activities of 
TIlANSCHART. 

2. Action is being taken by the IOC for strengthening the Shipping 
Deptt. of IOC to meet the objective of ensuring effectiveness in the 
chartering of tankers. The requisite data on prevailing charter rates arc 
being maintained to cross-check the rates at which vessels are being Char-
tend by TRANSCHART. 

Comments of Committee 

Please see paragraph 4 to 6 of Chapter I of the Report. 

Recommendation (51. No.7) 

According to the IOC, during 1978-79, the shortfalls in supply of 
crude a,ainst 5 contracts was more than 20% and in one case it was 
83%. The Committee have 1Deen informed by the Secretary, Department 
or Petroleum that none of the contracting parties could undertake to 
maintain the terms for the duration of the contract. Thus, there is no 
sanctity in the contract entered into for the purchases. In view of the 
chan.ed situation in the international oil market recently the Committeo 
.uget that the possibility of providin8 penalty clause in the aareemcota 
ab9u1d be explored. (Parapph 1.92) 



Itep" 01 Govemmeaf 

The feasibility of persuading suppliers to accept penalty clauses in the 
contract for non-performance appears doubtful. Suppliers of crude oil 
who are members of OPEC consider such provisions of the contract 
drawn by them as sacrosanct and are unwilling even to discuss any 
change, however, justified. Nevertheless, every effort will be made to 
incorporate suitable penalty clause while negotiating future contracts for 
the import of crude oil. 

Recommendation (SI. No.8) 

The contracts for crude purchases provide for price eiCalation durin, 
the term of the contract. Normally any price inereaae can be only prospe-
ctive but the Committee have found that in the case of certain purchasOl 
from Petromin of Saudi Arabia retrospective price revisions were made 
in 1979 which resulted in additional Payments of US • 15.8 millions. 

The precise legal position did not appear to have been examined. Even 
if the payment was inevitable, the Committee feel that the prior approval 
of the Empowered Committee or at least of the Board of the JOC should 
have been obtained bOrOTe the payment was made. The Committee hope 
that in future this precaution will be taken. Further, it should be ensured \ 
as rar as possible that the contracts provide for de-escalation also when 
the prices come down. This is all the more necessary in the current situa-
tion of the petroleum prices showing downward trend. (Paraaraph 1.93) 

Reply of Goverument 

Term contracts for crude oil supplies with national oil companies or 
oil exporting countries are finalised with the approval of the Government 
and are not within the purview of the Empowered Standi"1 Committee. 
The Board of Director of IOC has delegated powers for imports of crude 
oil and petroleum products to the Chairman of IOC. It is the established 
practice that the Chairman of IOC consults the Finance Director of the 
Corporation and the officials concerned in the Department of Petroleum 
and in the Ministry of Finance before aeceptina any demand by th8 
supplier for such paymenu. 

2. In reprd to crude oil contracts entered into on term basis, provi-
lion. exist whereby the price stipulated in the contract i. subject to 
adjustment as notified by the producer Government or on the bui. of 
OPEC decisions or as notified by the national oil company: this provi-
sion therefore embraces escalation. In the past several years, there have 
been occaaioo.s where the OPEC countries including Iran, Iraq Abu Dhabi . 
pond Nijeria, haVe announced a downward revision in the pri", the 10<; 
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has lot full btn.fit of such rOliuetioD in price's, .. per the t.rms of tho 
contract. 
!\ 'Th'e.lOC has, been directed to eltarpine all the. terms governtq 
~tr~ott'(or the import of crude oil and petroleum productll. 

'l I. Comments of the Committee 

I .. {PJ~~ iCC paraJraph 7 to 9 of Chapter I of the Report). 

Recommendation (SI. No.9) 

In 1976-77. 1.06 lakh tonnes of crude was purchased from Egypt a~ a 
c •• t of RI. 7.39 crores. But this crude was found to be unfit for proccs-
_main.any of the refineries and was gradual1y processed alon~-wjth olMr. 
~over a period of time. The loss incurred was stated to be ~bo_ut. 
Rs~73 lakhs. The Committee have been informed by the Department of 
petroleum that the purchase became inevitable to wipe out the trade gap 
between Egypt and India aftd a different variety of crude not covered 
UIld.r the trade agreement was procured. Whatever be the circumstan~a~ 
t~,,~ittec are of the viewtbat at least it should have been ensured 
t~t:tbere waR no 1096. They trust that adequate care will be taken in 
rutwe'. (J'aragrapb 1.94) . , 

Reply of Go'\'emmeat 
!,' 

-The recommendation has been noted and has also been brought to tlle 
attentlon ortbe Ministry of Commerce and the Department of Economic 
Affairs for appropriate action. 

Rec~mmeDdatlOD (SI. No. 12) 

, inlB Cctmltlittoe regret that beca\ll>e of the intervention o.f tbe D~p_"t­
IlU!IIIII of Petroleum, the selection has been delayed badly witb. tao r .. "It· 
tba.alnsuMOfI who could have ,ot the ps conn~JQns in the propoM4 
eJlOD,ded,areas of operations. suffered. Thc Committee de.ire th,tthC~ . 
• ~uld· be no further delay. (Par.,r,p~ 2..2'~) 

.:. 
b. Reply of Go.enDbent 

The views of the Committee are noted. 

lMiniatry of Ener~. Departmeat of Petroleum. 
O.M. No. P-38012/S/82·IOC dated 29th Oct. nJ' 

Recommendation (SI. No. 13) 

:·avrrently LP Gas is beina marketed by the indul~ry jn~21 to",~ 
~!,ropOscd coveraF of 19~ Ildditional tOWl)sduriDf 1980-81 ~~~Q~; 
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materialise becaule of the delay in selection-referred to in the loreaoiDl 
paragraph. The oil industry ii, however, hopeful of covering the majority 
of towns with a population of 20,000 and above by 1983·84. The 
Committee would urge that this should be achieved without fail and in 
any case that it should be ensured that there is regional balance in 
the matter of supply of LP Ga,. The Committee do not approve of the 
rural areas being completely neglected. To begin with attempt should be 
made atleast to cover the rural areas on the peripheries of towns. The 
Committee also feel that if consumers undertake to take the gas at 
their own risk and responsibility there should be some arran,ement for 
supply to even interior rural areas. (paraarapb 2.27) 

Hepl y of Government 

The oil industry had drawn up plans to progreuiYcly provide 
cooiein, 181 facility : 

0) to all towns with a population of I lakh and above; 
(ii) to all towns with population between 50,000 and t lakh ; 

(iii) to all district headquarter towns; and 
(iv) to towns with a population between 20,000 and 50,000. 

With the finali!stion of the 1982-R3 roster for appointment of dealer-
ships, towns falling in the cate,ory (n, (ij) and (iii) will be covered for 
marketing of LPG. With regard to towns with population between 20,000 
and 50,000 the industry has planned to cover them in a phucd manner 
trom 1983-84 onwards. In this category (iv) there are 421 towns of 
which 362 have been included in the tentative roster for the year 1983-84 : 
the balance will be covered in subsequent years. 

Wherever feasible, rural areas in the periphery area of the towns in 
category (j) to (iv) are alrel\dy being attached to exjstin~ areas of dimibu-
tors, consistent with safety requirements. It will be appreciated that for 
satety, cyclinders should be connected/disconnected by trained delivery 
It aft' of LPG dtstributors. This requirement p~r-s~ limits the area or cub 
distributor. 

Marketing LPG to rural areal outlide the peripheries ot wp towIlJ 
is not feasible tor the prescnt. The existing 'F type valvot are beiDa 
replaced in a phased manner, by safer and sturdier 'click-on'type valwi. 
Once the bulk of 'F' valves arc replaced, it might prove poaible to 
consider the question of self-service supply of LPG c::ylinden on a cub 
and carry basis. The oil industry is seriou.ly cxaminin. tbi •• ystQl .. 
well the connected aspects of safety, which can anilt in the marbtiDf 
"r LPG in rural areal. 
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'As regards maintaining a regional balance in respect of supply of 

LPga~, while drawing enrolment plans and new distributorships rosters, 
the statewise potential of customers is taken into account, keeping in 
view the operational feasibility of affccting supplies from the different 
sources in the country. 

[Ministry of Energy, Department of Petroleum, 
O.M. No. P-38012/5/82-IOC, dated 29th qct. 1982J 

Recommendation (SI. No. 14) 

The Committee regret that even in metropolitan cities gas demand has 
not been met fully and there is a backlog of 8.94 lakh applications to be 
cleared. With the increased availability of gas the Committee hope that 
this backlog will be cleared early. Incidently, the Committee suggest that 
the State Governments and the local authorities should be persuaded to 
introduce piped las supply. (Paragraph 2.28) 

Reply of Government 

St. bave been taken already to clear the waiting lists of applicants 
in a phased manner as quickly as possible, in synchronisation with the 
increasing availability of LPG (the availability and sale of LPG in 1982/83 
are expected to be about 26% higher than in 1981/82). 

The Committse's IUlieltion for arran.in, piped .as lupply has 
been Doted. 

Recommend.tioll (SI. No. 15) 

Undoubtedly there are lot of malpractices in the supply of LP gas 
to the authorised consumers and unauthorised supplies are made to others. 
The Committee have been informed that tbere were thousands of cases 
or irregular gas connections which were regularised over a period of 
time. The Committee would urge that there should be some survey to 
alCCl1ain the extent of still persisting unauthorised connections for takina 
,uitable action. Deterrent action should be taken against tbe agents who 
indulge. in matpractices. For this purpose tbere should be adequat .. 
provisions under the agreements. Therefore, the Committee suggest that 
there ought ·to be a review to standardi~e them. Further, tbere should bo 
a system of surprise/inspections and periodical review of the workin. of 
the apnlI. . (Paraaraph 2.29) 

Reply of Goftl'lUlleet 

on companies have issued strict instructions to their distributors to 
'''S\1O refiU. only to authorised and bonafide consumers w~o. are repate~ 
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with them. Their field officers are further intensifying surprise chC'-!ka 
of the distributors premises to check malpractices and toJ ensure that the 
company's instructions arc complied with strictly. The oil companies have 
also drawn up "LPG Marketing Discipline Guidelines" which inter-alia 
provide for joint inspection by members of the oil companies of LPG 
distributors and for regular periodical inspections of LPG dealers. In thete 
guidelines. action to be taken against defaulting distributors has also 
been speled out. All the oil companies have also decided to adopt a 
uniform dealership agreement with effect from December I, 1982. This 
agreement will inter-alia empower the oil company to terminate a dealer-
ahip if the dealer sanctions unauthorised connections to any person 
without the company's receipt and lIubscription voucher and il tho)' 
indulge in any other malpractice. 

Comment!! of tbe Committee . 

(Please see paragraphs 19 to 22 of Chapter I of the Report) 

Recommendation (SI. No. (7) 

It hI' been stated that there is no specific oil industry policy in. roprd 
to action to be taken on detention of water in the tanks of retail outlota. 
The Committee desire that suitable guidelines should be laid down 
immediately, (ParaJl'aph 3.17) 

Reply of Gonrnment 

The oil industry has already formulated the requisite guidelilles OD 
the subject of marketing discipline at retail outlets which, inter-alia, deal 
with the matters concerning quality control of products, ltep. to be 
taken to prevent adulterafinn and action to be taken against errin, rruit 
outlets/di stributors. . 

(No. Q. I 6022/3/82-Dilf. dt. 29.JO-I2) 



CHAPTER m 
RECOMMENDATIONS WHICH THE COMMITTEE DO NOT 

DESIRE TO PURSUE IN VIEW OF GOVERNMENT'S 
REPLIES 

Recommendation (SI. No. 10) 

While purchase of HSD on long-term basis was made from SNE 
Moscow at US • 325.46 per metric ton the price at which 512.155 tonues 
of the product was purchased from Kuo Oil, Hong Kong (throuah 
Hindustan Monark, New Delhi), in the lame period was US • 353.50 
C&F Bombay per M.T. The Committee were informed that the Moscow 
agreement was signed on 29th February 1980 on variable price balil 
where as the other agreement was sil1led on 22nd February 1980 on 
fixed price basis for the whole year. Accordina to the IOC, there wal 
a 'notional'- loss on the I&tter contract to the extent of US. 9.854 
mitlions. 14 tenders were received in response to the enquiry of the IOC 
10 were at variable prices and 4 were at fixed-price. The tender that 
was accepted was ~either the lowest nor was it initially based on fixed 
price. The tender on variable price basis received initially was asked to be 
treated as on fixed price basis and no nelotiatioD was permitted. Although 
the Department was of the "iew that a fixed price for a long-term delivery 
did not appear to be in the country's interest, this was ruled out on the 
basis t.hat the price trend indicated that it would be prudent to strike 
bargain at the lowest po.sible firm price. Accordinlly the IOC was 
directed by the Ministry to accept the offer of Hindustan Monark Pvt. 
Ltd. for 400/ 500,000 tonne5 @ US' 353.50 and the offer of SITeO, 
London for 30,000 tonnes @ US' 3~O per MT. However, it is clear 
that tho subsequent events proved tbat it was not prudent to have gone 
in for the purchases. TIle Committee rail to understand why the normal 
procedure of processing the purchase proposals though the Empowered 
Committee was not followed in this calC. They would await a further 
enquiry or an explanation in this reJUd. 

(Paraaraph 1.9~) 

Reply of GOftI'IImeat 

The procedure involvina the Empowered Standing Committee wal 
at that time one of recent ori,in. Till September 1979, tho approval of 

• ~:l\l1O no contracts were identical A: quantities are different. 
20 

• 
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tho Department of Petroleum waa obtained while placing ordert on 
lupplicrl. It was only in September 1979 that the EmpoweredStaadi11l 
Committee was constituted and the most important governing conaklcra-
rion in constitutin, this was to ensure speed in decision makina. 

2. The tender ill question (Tender No. 1/80) was in fact the first 
tender floated after the newly elected Government took over in 1980 and, 
as such, the changed procedure of involving the Empowered Standing 
Committee was reaffirmed only in April, 1980 and· in the meeting of the 
Empowered Standine Committee held on April 29, 1980, the Committee 
was informed that the Minister of Petroleum" Fertilizers had authorised 
the continuance of the Empowered Standing Committee as constituted 
with the appraval of the Cabinet till such time as fresh orders were issued 
on the subject by the Cabinet. 

3. In fact, the Empowered Standing Committee did consider the 
matter when it met on February 1 S, 1980 to discuss, inter-alia, the 
proposal to import 500,000 tonnes of HSD during March to December 
1980 and decided to ask for extension of the tenders till February 
22, 1980. The then Minister, Petroleum, Chemicals "Fertilizers who 
took charge of this Department on January 14, 1980 was seized with the 
immediate issue of ensuring adequate availability of petroleum products 
and the basic policy issue ( I'iz whether such term contracts in the given 

. eircumstances, should be on the basis of fixed prices or variable prices) 
and the matter was, therefore, examined at length in the Ministry. The 
Minister also discussed the pros and cons of alternative courses of action 
with the Dettartmental Officers and the Chairman, JOC who were the 
members of the Empowered Standing Committee and finally' directed 
that in the circumstances it would be prudent to accept the fixed price 
offers. 

4. The precise sequence of examination culminatiDe in the final 
decision was indicated in the note earlier submitted to COPU. Further 
elaboration of the perceptions behind the acceptance of the med price 
offers was Jiven by the Minister, Petroleum, Chemicals " Fcrtilizcn, 
4uriq the course of his Statements on the subject in Lolc Sabha and 
Rajya Sabha on July 28, 1982. Relevant extracts from this Statcmcat 
are attached. 

S. It may also be aubmitted that under the Government of India 
(Allocation of Business) Rules framed under aaule 3 of Article 77 or 
the Constitution, the Department of Petroleum is entrUited with the tule 
of supply, distribution and priciDe of petroleum and petroleum products. 
Therefore, it remains the ultimate responaibility of the Ministry to enlare 
tJa. adequate availability of petroleum productl at the btat po_ibl. price.. 



ExtrGctl from the Statement made in the Lok Sabha/RiJjya Sab/ui 
6y Shr; P. Shiv Shanker, Minister of Petroleum, Chemicals and 
Fntilizers on Wednesday, tile 28tll July, 1982 regarding the trall-
laction .relating to the purchase of HSD from MIs. Kuo Oil in 
Februar)" 1980. 

"In 1979 the country started to experience a shortage of high spceU 
diesal oil and th,! position deteriorated rapidly in the later half of the 
year. When the new Government came to power in January ) 980, the 
restoration of nOfll'ul supply and removal of shortages was one of the 
major problems which it decided it had to deal with on a priority basis. 
At that time the outlook for oil in 1980 looked cxtremcly worrying. The 
production of crude oil in Assam and the operations of the refineries 
based on this crude oil declim'd rapidly in December 1979. By early 
January the production of crude oil in that region had virtually stopped. 
The world oil situation particularly in the Gulf area remained highly 
uncertain. Thus, w,hen the new Government took over, the problem of 
meeting the demand of HSD had assumed alarming proportions and 
it found that it had to arrange to import a further 1.45 million tonnes 
after taking into account the arrangement for the import of about 1.3 
million tonnes that had been finalised. It was evident that special and 
immediate steps had to be taken by the Government to cover this 
enormous deficit to bring a degree of normalcy in the demand-supply 
lituation. Immediate decisions had to be taken by the new Government 
to arrange large imports of HSD as well as of other petroleum products 
quickly. 

It was in this anxious background that on January 18, 1980, the 
Indian Oil Corporation floated a tender for the supply of 300,000 tonnes 
of SKO and 500,000 tonnes of HSD' to be delivered during March 1980 
to December 1980. The tender notice issued by the 10C on January 18, 
1980 specified the quantities required, quality and other payment terms. 
It did not specify whether quotations should be on a fixed price basis 
or on variable price basi~, therefore it was open to tenderers to submit 
quotations on either of these two bases or a combination of these two. 

'Fourteen olfers were received for the supply of HSD. Four out of 
a part or all of the the fourteen tende.s, quoted for the supply of 
quantity on fixed price bases that varied from US S 350 per tonn,e 
to about US' 409 per tonne. The remaining olTers were based on 
variable prices with base prices varying from about US 8 323 to US $ 374 
per tonne but linked to different price formulated governing the calcula-
tion of t1:e price that would have to be paid on the date of loading, port 
of loading and unloading. All these offers were evaluated. On February 

'IS. 1980 all the tcnderers were desired to extend the validity of their 
~ffen till February 22. 1980. 
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The Govef.lment considered the world market conditions and future 
trends at that point of time and apprehended that in variable price 
quotations based 011 escalation clauses on various types of formulae, 
the overwhelming factor was that our liability would be· indeterminate. 
It was noted that in January 1980, the price of HSD dropped by • 66 per 
MT with reigning FOB price at S 299.00 on 1st February 1980 and had 
climbed up by S 14 since. When the pI'ices had hit the bottom and were 
on the climb, it was considered that it would be prudent to strike the 
bargain at the lowcst possible firm price without any variation. It was 
on the cards that oil producing countries would do everything possible 
to reverse the then easy market conditions. Saudi Arabia had announced 
a cut back in crude production which in its turn was to affect by-products 
like diesel and kerosene. The pI'ices of crude oil had increased by US 
• 2 per barrel on January I, 1980. Further increases were forecast and 
in fact further increases which aggregated to US S 4/bbl did take place 
between January I, 1980 and November I, 1980. There were conHicting 
forecasts of the behaviour of world crude oil prices arid world petroleum 
product prices. The F.O.B. Mediterranean average HSO spot price 
quotations in the Platts Oil gram dropped between January 2 to February 
I by' 66.50 per tonne but thereafter between February I to February 7 
registered an increase of' 14.50 per tonne. Interestingly at that time a 
lea ding group of international petroleum economists reported the 
continued upward movement of price indicators in view of the remaining 
uncertainties over future levels of supplies and also that by mid February 
there was some evidence that the fall in spot prices was ending. The 
commercial expediency and prudence demanded that firm price contracts 
was called for by a buyer when prices were at their lowest ebb whereas 
variable price contract deserved to be concluded when the prices wore at 
the highest level. 

It was on the basis of these factors that Government issued written 
orders on February 22. 1980 that the lowest fixed price offers should be 
accepted. Based on this decision, orders were issued to t~e IOC to accept 
the following two lowest fixed price offers : 

<a) Offer of 30,000 tonnes of HSO from SITCO, London at US 
, 350 per MT C&F Bombay. and 

(b) Offer of 500,000 tonnes of HSO from Kuo Oil, Hong Kon, at 
US' 353.50 per MT C&F Bombay. 

It is possible to question commercial judgements of this kind on hind 
sight. But the perceptions which underlay the Government decision were 
not without basis. This judgement was based on certain reasonable 
premises. It must also be added that in the particulnt situation prevailinl 
at that time some other also reached the same conclusion to prefer to 
purchase at fixed prices rather than at variable prices. 



A lot is being said about the losses .uffercd. Losles or profits in 5uch 
trauactions could only be national and all computations are bound to be 
on certain hypothesis which mayor may not exist. It is only a speculative 
. exercise. In the contracts of oil many suppliers fail to deliver against 
contracts. In 1980 itself there were 20 such failures. The actual price 
that is to be paid for deliveries on a variable price basis, depends on the 
date of loading of the cargoes and so on. While between March and 
December 1980 under the February contract Kuo Oil ~upplied 511,000 
tonnes of HSO at a price of US. 353.50 per tonne. as much as about 
520.000 tonnes had to be purchased at a price higher than $ 353.50. Yet 
another comparison could be, on the basis of the contract price paid to 
the Kuwait National Petroleum Corporation. Under the Agreement dated 
6th February 1980, oil was purchased from this company on the basis of 
the escalation/de-escalation clause. The analysis of the price paid under 
this contract reveals that on the basis of Kuo Oil deal Government could 
have been benefited in about US • 3.25 million." 

Commeats of the Committee 

Please see paragraphs 10 to 14 of Chapter 1 of the Report. 



CHAPTER IV 

RECOMMENDA nONS IN RESPECT OF WHICH REPLIES 
OF GOVERNMENT HAVE NOT BEEN ACCEPTED BY 

THE COMMITTEE 

R~mmeacl.tlon (SI. No. 11) 

Under the guidelines issued by the Department of Petroleum prior to 
1978, 25~~ of gas dealership/distributorship was reserved for SC/ST 
candidates only. This was subsequently increased to 70% after May 1980 
to cover other categories such as physically handicapped persons, un· 
employed graduates. defence personnel disabled in war and war widows! 
Freedom Fighters. The procedure for selection of reserved categories of 
person I as laid down in June 1980 envisaged conltitution ofa selection 
committee in each oil company concerned. In resped of SC!~ candidatel 
a representative of the State Government was to be Alsociated with it. 
When the oil companies were in tbe procesl of selectina, on 19 December 
J 980, the Department of Petroleum had asked the oil companies to 
interview all the candidates of reserved categoriel, recommend a panel 0( 
8 or 10 persons without grading them as before, and lend the papen to 
the Ministry for takina decisions. After tbil question came up before the 
Committee on Public Undertakings, these instructionl were superseded on 
21 September 1981 and the selection was left to the oil companiel but the 
selection committee was to associate a representative from the Department. 
According to the Secretary, copisance of certain complaintl apinal tho 
award of ,all agencies was taken by government in April 1980. There 
wal, however, no record of these complaints havin, been brousht to the 
notice of the oil companies and their eJ:planationl obtained before with· 
drawin, their powen of selec:tioD in December 1980. The Committee 
feel that any intetVC1ltion by lovernment in the autonomous field of a 
public und.rtakins. can be only be a formal directive under tbe relevant 
provision of tbe Artiela of Alloc:iation/Statute as tbe case may be. 

(Parqrapb 2.25) 

The chanaes in dealenbip ,uideliDOI in December, 1980 and September, 
1'81 were made as a felult of a .mel of diacu .. ionl between the oil 
compuiH and the Department of Petroleum. Siacc the cbanaes wen 



made in tull consultation with the companies, it was not considered that 
there was any need to issue a Presidential Directive under the Articles 
of Assoc::iation of the oil cp.mpanies concerned. It is submitted that the 
Government in its executive/administrative authority can issue instructions 
in the _~~re of ad¥.ice or .aWdelincs tQ GovemmentCompanie~ with 
relard to matten of general policy. These dealership gui<klines' were a 
matter of Jeneral policy. 

[Ministry Qf Energy, Department of Petroleum 
O.M. No. P-38012j5j82-IOC dated 29th Oct. 1982]. 

ComOlent&. oCtile Committee 

.. Please see paragra phs 15 to 18 of Chapter 1 of the Report . 
. . . 
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. ~ ~ . ' ... .' :--0, <I ~ 'nlAPTER'V' 
RECOMMENDATIONS IN RESPECT OF WHICH 'FINAL 

REPLIES OF GOVERNMENT ARE STILL AWAITED. 

Recommendation (SI. No. 16) 

During Noveinber 1978.-0ctober, 1981 there were as man1"is S,:oa.5eS 
of. contemination of petrol/diese) with water in the retail;~tle~G.fOlle 
oil company alone viz. Jndo-~Ilrma Petroleum Co. Ltd., Th,e .C,Qhtmit~ 
were surpri~ed that no action was taken against the dealers in aU these 
cases except issuing It routine warning in 4 cases. The Committee went 
into one of these cases. This pertained to M/s Mohun Service Station, 
Rohtak. On a complaint from a Sub· Divisional Magistrate, a case was 
registered with the police and samples were sent for chemical analysis. 
Surprisingly. before the results of the analysis were obtained the supplies 
were resumed by the oil company and a communication wa 5 sent to the 
police (3.11.1980) tha~ "We were convinced that our dealers have not 
attempted to adulterate the diesel," and a letter was written (12 November, 
1980) 10 the dealer asking him to be more vigilant in future. The cue 
was treated as dosed by the police .(December, 1980). However, the 
chemicals examination report dated 8th April, 1981 showed that water 
was present to the extent of 41.3% in the sample of diesel taken from 
SOM'I jeep and 97.6~:' in the sample taken from the outlet. At the 
instance of the Committee on Public Undertakings a technical enquiry 
committee was constituted by the oil company and the enquiry committee 
reported (December 1981) that "the manner of running the outlet wal 
not of the desired standard at this apparently created condition favourable 
to the commission of such an act" and "it was in-correct imprudent on 
the part of the lOP Sales Officer, Hissar to have written the Jetter of 3 
November, 1980 in the form in which it was written." The Committee 
suspect collusion between some officials of the oil company and the 
dealer in thiJ case. After the Committee took evidence of the Ministry 
the CBI hal been uked to took into the matter. The Committee would 
await the outcome. (Paragraph 3.16) 

Reply of the.Govemment 

Indo-Burmu Petroleum Company has terminated the retail outlet of 
Mil Mohan Service Station, Rohtak. The party haa lone to the court 
apinst tbis action and the matters is, therefore, sub-judict. 
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one Company hal also taken action against the official involved. 

2. The CBI hal been already asked to inveltigate the matter. 

Nn Diun; 
28 April, 1983. 
I Yau/ulkltIJ, 1905 (Sala) 

(No. Q-16022/3/82-Diltt. dated 29-10-82) 

MADHUSUDAN V AlRALE. 
Chalrmtl1l, 

Commit/~~ on Public Und~rtakin'$. 



APPENDIX 

(Vide Para 3 of Introduction) 

Analysis 01 action tak~n by Government on t~ recommmdDlioru eo". 
talned In the Forty-$~enth Report "Ithe Committee on Public Untkrtak/nJ1 
(Sevmth Lok Sabha). 

I. Total number of recommendations madc 17 
II. Recommendations that have been accepted by thc 

Government (vide recommendations at ,. No. 
1-9, 12-1S and 17) 14 

Percenta,c to total 82.6% 

III. Recommendations which the Committee do not doaire 
to pursue in view of Government', reply Mtk recom-
mendation at S. No. 10) 1 

Percentage to total s.ar. 
IV. Recommendations in respect of which replies of Govern-

ment have not been accepted by the Committee ('lid, 
recommendation at S. No. II) • 1 

Percentage to total S.8% 
V. Recommendations in respect of which final replia of 

Government arc still awaited (vide recODllDllldauon 
at S. No. 16) 

Percentqe to total '.Ir. 



(f) 1983 By Loe SAlIBA SECJlBTAIUAT .. 
hbliahed ullder itule 382 of the Itules of Procedure IUd COllduct.r • 
.usia ... ill Lot Sabha (Si:l~ Edition) alld .PriDtcd by Gupta Printinl WorlM . 

472. Es,lau'c Itead. D.llli-llt006i • 


	001
	002
	003
	005
	007
	009
	011
	013
	014
	015
	016
	017
	018
	019
	020
	021
	022
	023
	024
	025
	026
	027
	028
	029
	030
	031
	032
	033
	034
	035
	036
	037
	038
	039
	040
	041
	043
	044



