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INTRODUCTION

1, the Chairman, Committee on Public Undertakings having been
authorised by the Commitiee to present the Report on their behalf,
present this Ninety-First Report on Bharat Petroleum Corporation Ltd.

2. The Committee took evidence of the representatives of Bharat
Petrolenm Corporation Ltd. on 29 and 30 September, 1983 and of

Ministry of Energy (Department of Petroleum) on 12 and 13 December,
1983.

3. The Committee considered and adopted the Report at their
-sitting helc on 6 April, 1984.

4. The Committee wish to express their thanks to the Ministry of
Encr?' (Department of Petroleum) and Bharat Petroleum Corporation
Ltd. for placing before them the material and information they wanted
in connmection with examination of the Company, They also wish to thank
in particular the representatives of the Department of Petroleum and the
Bharat Petroleum Corporation Ltd. who gave evidence. and placed their
considered views befare the Committee.

MADHUSUDAN VAIRALE,
Chairman,

. Committee on Public Undertakings.
NEew DELHI;

April 18, 1984 o
Chaitra 29, 1906(S) '

(vii)



~  CHAPTER I
CURPORATE PLAN

Bharat Petroleum Corporation Ltd. is a wholly owned Central
Governiment undertaking and the successor to Burmah-Shell Group of
¢ ies which were taken over in January, 1976. It is an integrated
company engaged in refining of ciude oil and marketing of full range of

products, The Corporation has a fuel Refinery at Bombay and
two Lubricating Oils' Blending planty, one each at Bombay and Calcutta.
It has five port installations and fifty-nine bulk storage depots.

A. Objectives and obligations

1.2 The Committee were informed by BPCL in a note that the
Corporation has a system of selling economy and financial objectives
cath year. Under this system, it prepares during the 3rd/4th quatter of
each year, a long term plan covering a 5-year period with performance
goals being set for the immediately following ycar and the subsequent
four years. Under the Rolling Plan concept adopted by the Company, the
objectives are reviewed and updated every year keeping in view the needs|
change in the environment. While some of the objectives had a shorter
span for achicvement such as projects, others were continuous in nature,
such as Cost Controls, Maximisation of Internal Resources, etc.

1.3 The Committee enquired during the oral evidence of the rcpre-
sentatives of BPCL whether the company has not formulated its long
term objectives and got them approved by Government as each under-
taking is required to do-in terms of thc guidelines issued by BPE in 1972
and 1979 and if so, what were the reasons for delay in formulating the
statement of objectives even 7 years. after the formation of the Company.

, re]:l4 The Chairman and Managing Director (CMD) of BPCL stated
n reply :—
“.........In 1espomsc to the Government letter of 12th June, 1979,
BPCL had forwarded to the Government on 26th September,
1979 the corporate objectives approved by the Board of
Directors of BPCL on 22-9-1979 for the period 1979-80 to
1983-84, It needs to be mentioned that the Govermment
letter, however, did not indicat> that any approval was
tc be given by them for these Objectives and m actual fact, no
formal approval of the Goverfiment was received by the
BPCL for the objectives sent to them as mentioned earlier
on 26-9-1979.

In this backgronnd, it is submitted that it would not be
correct to say that there was a delay of seven YBars in formu-
lating the statemwent of objectives after the formation of the
Company. The Government have recently vide their letter of
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18th June, 1983 desired us to submit the statement of objec-
tive and obligations of the Corporation for getting the Govern-
ment approval. After obtaining the Board’s approval in the
meeting on 24-9-1983, we have submitted to the: Government
on C28-9-1983 the statement of objectives and obligations of
BP "! .

1.5 The Committee had made the following recommendation in
their 72nd Report (1982-83) on Hindustan Petroleum Corporation Ltd.:~—

“As the Depaitment is accountable for the efficient functioning of
the public undertakings under it and the clear definition of
objectives is basic to the evaluation of cfficiency, these and
the Corporate Plans should be specifically approved by the
Department. As regards financial objectives, the Ministry of

" Finance should also be comsulted. The Committce hope that
the Department would take action acco:dingly.”

1.6 Asked what is the position in regard to implementation of this
rccommendation in relation to the Bharat Petroleum Corporaion Ltd.,
the Secretary, Department of Petroleum stated during evidence :—

“The recommendation which the Committee has made when
examining the Report on the Hindustan Petroleum Corpora-
tion was cunveyed to the other oil companies also. In the case
of Bharat Petroleum Corpo;ation the objectives and .obliga-
tions including the financial objectives have been approved by
the Government and they have been communicated. This was
done recently.”

B. Corporate Plan

1.7 Hindustan Petroleum Corporation Ltd., has a system of pre-
paring integrated corporate plan for five years. The Corporation’s present
plan covers the period from 1980-81 to 1984-85. The Committee, how-
cver, noticed that BPCL has a Rolling Plan and it prepares during the
3rd|4th quarter of each year. a long term plan covering a S-vear period.
When the Committec cnquired whether there was no. uniform system of
corporate planning in all the Oil Companies and also asked what type of
planning in Ministry’s view was considercd suitable for adoption bv all
ﬂ;ei oil companies, the Secretary, Department of Petroleum stated during
evidence :—

"“I must concede at the outset that on this corporate -plan business,
there is no uniformity amongst all public sector undertakings
and also within the oil sector, amongst the oil compenies.
Different companies have becn following different practices.”

Explaining the reason for this, the witness said :

"l'he'practice which these companies have been following—th

industan Petroleum and Bbarat Petroleum—is a cominnntime:
of the one which they had adopted prior to their nationali-
sation.”
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“1.8 He also informed the Committee that the IOC which was estab-
lished on st September, 1964 has, of date, no corporate plan and stated,
“We. have advised them to p:.epare one and to let us have a leok at i.

1.9 Regarding adoption of uniform system of corporate planning,
the witness assured the Committee that the Ministry will look into this
matter with a view to evolving a common approach by all .he threc or

four oil companies.-

1.10 Accoiding to Article. 93 of the Articles of Association of BPCL
“the Chairman shall rescrve for the decision of the President of lndia
among other things, any proposals or decisions of the direciors in respect
of Five Year Plan and Annual Plan of the Company”, Avked whether
the Corporate Plan|Rolling Plans of BPCL have the formal ratification of
Government as envisaged in the above article, the CMD, BPCL replied
during evidence :—

“Every year an Annual Plan giving details of the proposed capital
expenditure is submitted to the Government for approval. The
Annual Plan is drawn up based on the corporate plan docu-
ment, The Annual Plan submitted by the Corporation is for-
mally, approved by the Government every year.”

1.11 On the question of the need for Government’s approval to the
Corporate plan, the Secretary, Department of Petroleum opined :(—

“We have examined this thing. My submission would be that the
corporate plan is something which the company evolves within
its management tool and as such, approval by Government,
may not be eithef necessary or even possible sometimes be-
cause, within a corporation, there may be an assumption that
certain expenditure has to be incurred in order to achieve a cer-
tain objective which has been listed in the corporate plan. Unless
the Government sanctions that, Govt. approval is not neccs-
sary. Therefore, our view about the corporate plan is that all
these companies should have a corporate: plan. Everything
depends upon the view a company takes about the future plan-
ning. It may be a five year plan or it can even be longer, It
should be approved by the Board and they should send us a
copy for our information, We are pursuing this particular point
and we are hopeful that we will be able to bring about a degree
of uniformity in the operation of the corporate plans.”

1.12 Asked how would it be possible for the Government to ensure
that the Corporate plan of the company is properly correlated to the National
. s'm Year Plans without their approval. the Secretary explained during evi-
eace :— o

*“.......The Five Year Plan and the annual plans of all companies
are really a part of the Ministry’s Five Year Plan and Annual
Plans...........The Five Year Plan concerns itself with con-
crete problems of financial and .phvsical targets of generation
of resources and implementation of its projects. Within that
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plan every year annual plan is prepared by the Government in
consultation with theé Planning Commission and the Mimistry
of Finance, because it has to go with the approval of the indi-
vidual projects to be implemented within that year. Annual
Plan is a more concrete form of the implementation of the
programmes which are included in the Five-Year Plan.....ln
the annual plans we have to indicate the physical targets for
production, financial allocations, manufacturing, and other ex-
penses, interest, depreciation, generation of internal resources,

Corporate plan on the other rand would be something more gencral
and something different from this, It is mot necessarily the
annual plan or the aggregation of annual plans. The cotporate
plan is essentially a management tool to be used by the Corpora-
tion internally and, there is considerable scope for using this
tool for a better long term planning for the company’s growth
in various 'spheres such as personnel planning, trainig, recruit-
ment and providing of other facilities, product diversification.
marketing and new growth areas etc. ....Whereas the Five
Year Plan and the -Annual Plans have to be prepared by the
Government and handed down to the company for implementa-
tion, the corporate plan is something which the company will

h evolve itself as its own view of the future growth of that com-
pany, adopt it itself as a management outlay and renew it from
year to year.

There would not be mmuch point in saying that the Government should
approve the Corporate Plan because what the Government has
t(:a];rovc arc the financial projections and the financial and phy-
sical targets which are there in the Annual Plan. If we make
the Corporate Plan that will be something like the Five-Ycar
Plan or the annual plan, that will be unnecessary duplication and
the purpose of having a separate corporate plan will not be

The witness informed the Committece further :—

“Now BPE is not involved in the preparation of corporate. plans of
various companics. They only want that they may be informed
of this, so that for documentation purposes, they may kcep
eopies of them. Ratification by Government is not required.”

Productivity Targets

1.13 Enquired whether BPCL fixes uctivity targets in their Rolling
lan, the CMD, BPCL said :— prod v agetsin
“We do fix ts for productivity also so far as refinery is con-
cemed e also fix the targets for the different operations
depending upon the Budget. Op the marketine side we have
the sales plan concept and according to the requirement we
fix the targets. Al these are rcflected in the Annual Plan
and these are also reflected from year to year.”
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1.14 Bharat Petroleum Corporation Ltd. is a wholly . owned Central
Government Undertaking and the successor to Burma-Shell Group of Com-
panies which were taken over in January, 1976. The long term objectives
and obligations of the company have been formulated and approved by
Goverament only recently in terms of the Committtee an Public Under-
takings’ recomemndation contained in their 72nd Report (1982-83).

1.15 The Committee’s examination of BPCL has revealed that oil
companies have no uniform approach to corporatc plans. BPCL is reported-
ly having a rolling plan and Hindustan Petroleum Corporation bhas a
systcm of integrated Corporate plan for five years, while Indian Oil Cor-
poration has no Corporate plan at all. BPCL and HPCL have been follow-
ing the practice they had adopted prior to nationalisation. The Com-
mittee regret to note that the Government did not consider it necessary
after mationalisation to review this situation and allowed old practices
to continue in these oil companies all these years. The Committee would
urpe that as assured by the Petroleum Secretary, the Ministry should look
into this question early with a view to evolve a common approach to
Corporate plans for all the oil companies..

1.16 The Committee are surprised to note that the IOC which has
been 2 Government company for nearly two decades now hos mo Cor-
porate plan as such. The Ministry also appears to have overlocked 10Cs
failure in this respect thus far and has advised the company to prepare
a Corporate Plan only recently. The Committee trust that the Ministry
would ensure that the Corporate Plan of IOC is finalised soon.

1.17 It may be pointed out that as far back as 1974, BPE had issued
snme guidelines in regard to preparation and approval of Corporate Plan
for each public enterprise. Under these guidclines each enterprise was
required to draft its Corporate Plan, get it formally approved by a Reso-
Iution of the Board of Directors and send it to the Administrative Minis-
try for formal ratification. The Articles of Association of BPCL also
stipulate that any proposals or decisions of the company in vespect of
Five Year Plan and Annual Pian should have the approval of the- Presi-
deat. The Petricluem Secretary, however, expressed the view that approval
of Corporate Flas by Government may not be cither necessary or even
possible, The Committee feel that specific approaval of Corporate Plan
by Government is necessary having regard to the need to correlate it with
the national Five Year Plans and to indicate the direction that the com-
pany should take.



CHAPTER I
PROJECTS

A. Expansion Projects

This project provides for debottle-necking of crude distiller unit ai
BPCL Refinery and establishment of additional secondary processing facili-
ties to match the primary capacity of 6.0 m.m.t, per annum (m.m.t. p.a.)
for any combination of Bambay High|Middle East crudes.

(i) Cost escalation

2.2 The original feasibility Report for this project was prepared in
November 1978 based on September 1978 cost data. This was approved
by Government in December, 1979 at an estimated cost of Rs. 36.05 crores.
The cost was revised to Rs. 133.34 crores when a revised Feasibility Report
was submitted to Government in November, 1981  This was approvad by
Government in June, 1982. The increase in cost which is about 270 per cent
is stated to be due to increase in the scope and additions to the facilities,
design change, escalation in costs, replacement schemes envisaged later
and other factors. Asked how did the company justify the multiple increase
in the cost of the project within a short span of less than 2 years the CMD,
BPCL submitted during evidence :—

“There was no project planning cell worth the name at the time of
the take over because there was hardly any investmen: beforc
the take over. Actually our experience in project planning was
very much limited..... The costing of the original feasibi-
lity report was essentially based on lump sum estimates as the
process package for this was available only after the proiect had
been sanctioned and an agreement entereq into with the foreien
licensor. But when the revised feasibility report was rrepared

- the process package had been received from the foreien licensor
and the EIL had carried out process desien and a fair amount
of detailed engineering and orderirg for the entire project had
been done. Therefore. it was possible to revise and re~calculate
costs on a more realistic basis.”

.23 When enquired whether at the time of preparation of the feasibi-

lity report many aspects were not taken into account, a representative of
BPCL stated during .evidence :—

“The reason for enhancement is that the estimate was not abtolu-

tely in order, There were certain aspects which were left out.

One aspect was the number of jobs that would have been done

bv wav of replacements have now been inclwded in the

Feasibility Report, The other a<pect is that we could not esti-

mate the amount correctly until we had the licensed package

6
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and that we oould not have till we had the Feasibility Report.
The magnitude of increase is due to various factors. For ex-
ample, change in scope, addition|change in engineering, replace-
ment which we would have done and the reasons like umder-
estimation etc.”

2.4 In reply to a question whether experts were consulted when the

origjnal estimates were made, the witness said :—

“We did do a certain amount of cross check of estimates both with
1IEC and with Engineers India Ltd. at that time.”

2.5 Asked whether it came to the notice of the Ministry that the pro-

ject
Secretary, Petroleum conceded during evidence :—

ing and implementation machinery of the company was weak, the

“At the outset I would state that there were certain weaknesses in

the original plan which was prepared by the Company which
was approved by the Government.....I must concede, later on
it was discovered that there were several deficiencies in the
original proposals which were prepared........That explains
the necessity of having to prepare a revised plan, which also
resulted in elongation of the preparation and implementation of
‘the plan and also escalation of costs.”

2.6 Asked what was the increase in cost attributable to each of the
factors mentioned by BPCL, the company, in a written reply furnished the
following factor analysis of the increase in cost from Rs. 36.05 crores to
Rs. 133.34 crores (i.e. an increase of Rs. 97.29 crores) :—

Rs. Crores Percentage

(a) Change in scope-additions 32.14 33.0
(b) Changes during detailed engineering 10.59 11.0
(c) Replacements . . 7.49 8.0
(d) Omissions . 0.34 1.0
(¢) Escalation in prices 17.37 18.0
(f) Under-estimation . 4.49 4.0
() Provision for design changes etc. 6.99 7.0
(h) Increased provision for contingencies 8.37 9.0
(i) Preliminary expenses 2.40 2.0
(j) Pre-production interest 7.1 7.0

97.29 100.0

2.7 Asked whether it would be

possible to complete the project within

the revised cost estimate, the CMD, BPCL stated :

“Except for price escalation we can confidently say that the increase
in cost will be within 10 per cent of what has been approved.”
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2.8 The Secretary, Petroleum, however, stated that it was not possible
to give a categorical answer to this, He, however, added :—

“But to the extent to which the commitments for the purchase of
equipment etc. has been made, the sanction did not provide
for escalation. Therefore, the estimate which was sanctioned in
1982 may undergo a change when the project is completed but
the order of change would be within contral because sizeable
investments have already been made and the cost escala'ons
will not affect that.”

‘(ii) Time Overrun

2.9 The project which was driginally scheduled to be completed in
December, 1983 is expected to be completed in October, 1984 as per re-.
vised F.R. Asked whether the project execution would be completed as
per revised schedule, the CMD, BPCL, said during evidence :—

“I do not think we would be able to camplete it by October, 1984.
It is because we had strike in refinery for five mwths followed
by rain for three months. We have certainly been able to make
up some time. We hope to make up some more time. In spite
of all this we may be late by three months to complete it. We
will be able to complete this project in January, 1985.”

2.10 In & meeting between BPCL'’s Chairman and the Secretary, Pctro-
leum on 3-4-1981 it was felt that scheduled period of completion which
is generaily 48 months in the case of BPCL's major projects approved by
the Government was too long and a decision was taken.that all efforts
should be made to cut down this period. In the expansion project of BPCL,
the time expected to be taken for completion is over 5 years which is far
too long a period. Asked how did the Ministry initially approve ‘the time
schedule of 4 years for this project the Department of Petroleum stated in
a written reply that the period of completion of laree refinery projects had
been reviewed as it was felt that a period of 48 months, for project execu-
tion was not unreasonable.

2.11 Asked how was it that in spite of the feeling that 4 years period
was too long. the revised time schedule of S years was approved subsequently,
the Secretary, Petroleum stated during evidence :— .

“It was approved by the Government in November, 1979, but its
implementation was delayed because in the process the licence
agreement was signed as late as October, 1980, That resulted
in delay in implementation....."

2.12 The Department, however, stated in a written Teply that the
revised schedule for mechanical completion was 48 months from October,
1980 at which time agreements were signed for process design of licensed
units ie. October, 1984, '

Sk



(ii) Preparation of DPR

.2.13 Asked whether the detailed Project Report (DPR) had "beent
‘ompleted and if not, the reasons for delay in this regard, the BPCL stated
in a written reply as follows :—

“DPR is normally prepared after tying-up the process licensor,
when detailed engineering has sufficiently progressed and major
items of equipment supplies as well as contracts are tied up......
The time required for submission of the DPR should in our
view, be anywhere between 18 to 24 months.......We expect
to submit the Detailed Project Report (for this project) by
December 1983.”

.+ 2,14 Pointing out that DPR has not been completed for this project
even four years after .the approval of the project by Government the
Committee asked whether the time given for preparation of DPR was settled
in consultation with PIB as laig down in the procedures and what was the
time 'ggriod suggested by PIB. The Department stated in a written reply
that the revised cost estimates were considered by PIB on 11th February,
1982. . The Committee was also informed that in para 15 of the minutes
of the. mesting Secretaty (Petroleum) mentioned thar, in the case  of
refimery projects; it would require 2-3 years to prepare DPR and it would
»at be reasonable to expect submission of DPR .within a period of one
year.

(iv) Internal rate of return

... 215 Asked how did the internal rate of return on the investment and
the foreign exchange savings compare with those anticipated at the time of
initially sanctioning the project ang when revised estimates were submitted
to Government, BPCL furnished the following information :

IRR (chnomic FE Savings

analysis)
Original 35.2 Rs. 18.8 crores p.a.
Revised . 24.5 Rs.37.0

The. figures are, however, stated to be really not comparable because of
the, change in the scope of the project including the inclsion of replacement
items and augmentation of utilities for the refinery as a whole as well as a
change in crude and product prices over the 3 year period.

(v) Import of téchnofogy

2.16 BPCL informed the Committee in a note that it has entered into
agreements for acquisition of technical know-how for Refinery expansion
from M/s. Upiversal Qil Products Inc. USA at the licence and Engineering
fecs of over US $ 8 lakhs and for Sulphur Recovery plant from M/s. Com-
primo B. V. Holland at the fees of over DFL 1,44,073. Asked whether
lh;l«';ggmcgl know-hows for which collaboration agreements have been
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entered into are not available indigenously, the Secretary, Department of
Petroleum admitted :

“Sir, this is correct that we do not have the technology for Seoo-:
dary Processing Facilities project and Sulphur Recovery plant.

_ 2.17 Informing that M/s. Universal Oil Products are a well known inter-
national licenser a representative of BPCL said :—

“They are the sole licensers for the treating units and of the accom-

anied process. They have provided the technology for the

R/lathura Refinery. They have also provided the technology

for the Koyali refinery. They are providing fhe technology for

all the four refineries expansions that are taking place currently.

They aré capable of updating their technology and we

are quite satisfied with their proven—upto date—technology:
and that it suits our requirements.” ‘

2.18 In regard to foreign technology for sulphur recovery plant the
witness $aid :
“They (M/s. Comprimo) have provided technology for the Mathura
. Refinery; they have also provided technology for the HPC
Refinery in Bombay. There again we are satisfied that the
technology is satisfactory.”

2.19 Asked whether it would be possible to develop indigenous techno-
logy in these areas after execution of these agreements, the witness said :—

PO in terms of designing such a unit we will of course not
have that capability. For that we may again have to go in
for the foreign licenser for designing the unit.”

The Secretary, Petroleum, replied in this connection :—

“My answer to the question would be that we are setting it up with
foreign licencee. That does not mean transfer of technology.
We do not know the know-how or know-why of the design of .
that equipment. ....So far we have set up the secondary pro-
cess facilities on the basis of licence of each plant; that means,
we import the design, we fabricate the equipment set up; that
does not mean imported technology. For import of techno-
logy conscious efforts have to be made with the process licen-
lendaggd agreement for the transfer of technology has to be
concluded.”

2.20 Asked what steps have been taken or are proposed to be taken
by Ministry to evolve indigenous technology in these areas and how soon
would it be possible, the witness outliged the strategy in this regard : —

“In the development of indigenous technology, our view is that it
is not so much a question of developing our own indigenous
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technology as of transfer of technology and adopting it to our
conditions. Our approach to the problem is that we should
start from the point at which people in other countries have

reached. For this purpose, the strategy to be ad“‘?ted
for different areas, different recipient organisations, sho be
identified, who should make arrangements for import, transfer
of technology, its adaptation, indigenisation and so om, S0
that repetition of modern technology does mot become meces-
sary. The most suited organisations are (1) Engineers India
Ltd. who are our consulting engineers, or (2) 10C which
has a research and development wing. We propose
to request both these organisations and then to identify one
for the purpose of transfer, indigenisation and adaptation and
development of these technologies. We are going to enter
into a collaboration with a most advanced organisation abroad.

B. Arematics Project

2.21 The BPCL's aromatics project was originally approved by Govern-
ment on 19th April, 1980. It envisaged manufacture of 61, tonnes
benzene and 16,000 tonnes toluene. The éstimated cost was Rs. 13.12
crores and import of technology was envisaged. Ome of the aims of the
project is stated to be to reactivate the company’s 2,97,000 MTPA cata-
Iytic reformer which has been idle for the past several years, In the be-
ginning of 1981, the BPCL intimated the Government that they propose
to eater into foreign collaboration with M/s. Universal Oil Products for this
project. While this was under consideration, EIL approached the Govern-
ment that they would like to offer their services utilising indigenous tech-
nolngy developed by the Indian Institute of Petroleum. After considera-
tion by the Scientific Advisory Committee of the Department of Petroleum,
it'was jointly decided by Government, EIL and BPCL to accept the indi-
genous technology offer. EIL completed its process design and submit-
ted a feasibility report through BPCL to  Government in April, 1982.
This repor: envisaged production of 98,300 MTPA of benzene and 17,600
MTPA of toluene, The schedule for mechanical completion was irdicated
as threc years from the start of construction. The zero date,
accordingly, was revised to August 1982. The cost was esti-
mated at Rs. 51.52 crores. However, progress was effected because no
inter-action was possible between EIL and BPCL project staff due to
the prevailing industrial relations situation to BPCL. Based on the latest
vendor data and further consideration, changes in design basis in detailed
engineering became necessary. Revised approval to the project was issued
in October, 1983. As a result of this exercise, import of technology was
avoided, and for the first time domestic technology is being used. The
foreign exchange savings as a result of reduction of product imports result-

ing from this project is estimated to be Rs. 12.1 crores per annum.

222 According to the original plan for the project completion would
have been done by October, 1984 The revised project, for :’ higher capa-
city with domestic technology is expected to be completed in April, 1985.
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. C. O Prolecis wnider exccution
323, Thisre are 11 other. projeste.whichy e, curfenily vinder execation
by ; .. The details of these pro;ea?:hzumum to the Committee are
as follows :—

Namé of Project Original  Rovised  Completion Schedule
Cost Cost = ——
Origindl __ Anticipated

T P .. M
1. ing of i LPG . ot T
-Stue%' e . 38.19 38.60 March81  Sept. 83
2. Production of Aromatics— S o
Phmsel. . .. . . s1.52 « Oct;84  April85)
3. Sulphur Extraction Plant . 3.19 9.37 March84 Jun- 85
4. Marketing of Incremental LPG
Phase I . o . . 20.58 23.98 March 84 —
$. Mandatory Crude Tankage .. . 9.92 .. March85 June84
6. Additional product Tankage—
T 19.56 23.57 March85  —
" 7. Awiation Fuel Hydrant System o
CatPalm, . 13.64 .. May8s -
8. Marketing rof s o .
7Y 1 S 14.77 .. March88  —
9. QD ) mm& Fluid . oot
;.. Gaplytic Cracker Uplt . = .. 6.13 .. March87 —
10. New. Fucnace for existing High e
. VamumUnit . .. 6.08 .. March87 —
11. Additional Exchangtys & Air :
Pro Heaters for Baetgy Consér- T P
vaton . . . . . 7.43 March 86  —

. 2.24 Tha Committee observed that there was cost u}ion in cases
at 81 Nos: 3, . 4 and g ahove. ; Dalays in completion schedules were also
-asticipated in some;prajests. Asked what is_the, monitoring system fallo
wed at the -eniorprise level :to psuse ,that ithe, projects are m‘e K3
seheduled/anticipased and without any cost escalation, the . BPEL
stated during evidence :— . . . S
“All our major projects are done through the comsultants, becaug
we do mot have-enough techmical resources. But .we have W- ,
fledged project team-and in this-programmes we-have full time
planning and monitoring maneger. Now, .all. these ,largo. pro-
Jects -are monitored .in terms of . schedule: network showing
mter-relation of activitios and break-up of -these activita
into detailed engimeering activities; - procurement . activities,
otc. When we monitor the progress of each one of these
activities, if there is any slippage, we will then identify -the
reasons or anticipate the slippage,.if any, and take measures
to avert it. We have very regular meetings internally among
ourselves and with our consultants, with the contractars and
with the vendors, as the, case may be. AJf. the cost monitor-

ing aspect we are keeping a track of all the commitments of
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expenditure under major heads of accounts and we ensure d}it
everything is quite in line. That is basically the monitoring
-system-that we have Yot 4l our major projects.” - -

. R S T TR .

2.25 Asked whether further escalation in costs of projects mentioned
at S1. Nos. 2, 5, 7, 8—11 above was not anticipated, the witness stated :—

oAt PRTIEEY

“In so far as item Nos. 2, 5, 7, 9, 10 are concerned we do not
" expect major variations in cost except for reasoms of price
estalation’ due- to inflationary pressures. In so far as item
No 8 is'concerned because of the mishap in "~ 'the 10C
Shakarbasti‘plant we are-having a review of the design of the
botiling plants.: F' that -context, there may be somi¢ Vaiia-
tion in. cost which is not yet known.” I

D. Project Planning Machinery

2.26 BPCL informed’ the Committee in a written note that taking
cognizance of th¢ need to improve the reliability of Feasibility Reports
and also to coordinate and centralise certain aspects of this activities,
a Project Planning and Co-ordination Cell was formed in the' Organisation
in Mid-1981 at thc Corporate level and is considered adequate. This cell

es the 1equired Feasibility Reports. * The scopec -of -work -at - the
Project Planning stage has also been increased to ensure better cost esti-
mates and time schedules. It' hds been stated further: that it is' BPCL's
ihtention that all Peasibility Reports will be prepared only after sufficient
preliminary ‘engineering work is. carried out to permiit-the preparation of
biidgetary cost ‘estimates, based on process flow  diagrams, preliminary
P&ID’s, equipment list etc. so as to ensure that estimates and time sche-
dules are realistic. i

2.27 Asked whether the Ministry was satisfied about the adequacy of
the project planning ‘and implementation machinery of the -company, the
]\mng‘l?y‘infdmied in a post evidence reply as follows :— Lo
NE P oS e R B . . .

“Whenever important Jarge scale ex ions are considered an ex-
pansion-c0re group is ‘created withiii the Organisation By draw-
ing officers from various disciplines involved for ‘preparation of
estimated, supply demand balance, etc. A post of Gertral
Manager (Planning and Minagement) Service in BPCL' has
also-been created in the refinery. This is considered adequate.
Incidentally, the whole issu€ of the preparation “of fe:s?bi!ixy
reports and escalation in' costs of ‘réfinery projects was’ entréis-
ted to a study group to review thesé ‘aspects’ and make’ com-
prehensive recommendations. “This report has beedi “feceived.
While some of the recommendations have already been’ actéd
upon, the rest of it are being processed for acceptance by the
Cabinet. Becretary (P) has .also addressed a letter to ih
Chicf Executives te ensure creation of Project Plariiing ]
staffed by relevant - discjplines. Bearing ji mjnd “the  progiess
achieved by BPCL to date-on this project déspite the 10ss of a
peried of 8 -months of constructiori activity in 982 T
Ministry is- satiafied that BRCL hes naw acquired adequate

LI



roject planning/execution/cost control machanisms and have
gcveloped expertise and capability to handle very large pro-

jects
E. Project Clearance

2.28 From the information furnished to the Committee, it was obser-
ved that the time taken by Government for clearance of various projects
of BPCL ranged between 7 and 21 months in 11 cases. Asked what were
the main reasons for undue delay in Government approval for projects,
the Department informed in a post evidence reply :—

“after a Feasibility Report is rcceived, it is circulated for scrutiny
and comments by the various Appraisal Agencies. Discus-
sions are also held with the Corporation concerned for seeking
pecessary clarifications on the queries raised by the appraisal
agencies, whereafter approval of the PIB is sought. This
process sometimes takes more than 6 months prescribed by
the Ministry of Finance.”

2.29 Enquired whether the time taken for clearance by the Depart-
ment cannot be brought down to at least six months as prescribed by Minis-
try of Finance, the Department stated in a written reply that :—

“Ministry of Finance has suggested two stage clcarance of projects
in order to reduce the time taken for giving approval to projects.
This proposal is currently being examined by the Govern-
ment.”

2.30 Six of BPCL’s new projects are stated to be under active consi-
deration of the Government. These are (i) Bombay-Manmad pipelines,
(i) Captive Power Plant, (iii) LSHS Export Pipelines, (iv) Additional
Crude Tankage (Indigenous), (v) C3/C4 Separation and (vi) Augmenta-
tion of Product Despatch Facilities at Bombay. The Committee have been
informed by BPCL that the Feasibility Report for Bombay-Manmad pipe-
lines was submitted to Government in November 1982, for captive power
plant in December 1982 and for C3/C4 Separation facilities in February
1982. These projects are still pending clearance by Government.

ZSIOn:'ho‘!chtheMmmjem“deMenbyBPammm-

tn December, 1979 on the basis of a Feasibility Report (FR) prepared m
November, 1978. As there were admittedly several deficiencies im fhe
Feasibility Report a revision became mecessary in November 1981, The
revised cost of the expansion project was Rs. 133 crores, which worked
out to sm increase of 270 per cent. Of this increas. price escalation, under-
estimation, omissions, additienal for comtinpencies etc. accounted
Mh.?mhwhhhhm than the original cost of the
ﬁhct. “hanges in scope, changes detailed engineering, provision

design changes and replacements amounted to Rs. 57 crores. The Com-
niittee have gnihered we impression that the project had been lwwncheo



15

tleeomnyvidnudgv necessa apbnhtnes'l‘heCompmly
ehgo?rdlmon ?eu only in mid-1981 nearly

a
3)uu£pmtﬁmdtheoﬂginallfkmtmsm

2.32 Obviously, enough care was ot exercised by Government fo
check the con:!:emofcoﬁeegmtesmndemtheulgmalmnorwlss

attempt made to assess ectiveness of pctplanmngudmpe-
ﬂiﬁonmchineryinBPCL betonsnnctmmnl;;mthsm project. Ad-
nrittedly there were several weaknesses in the project plan approved by
Govermment. The Commnittee trust that Government will take care im
future to see tha! Feasibility Reports are reliable and the cost estimates
realistic. The Committee have been informed in this connection that a
Study Group which went into the question of preparation of feasibility
reports and cust escalation in refinery projects has submitted its report.
The Committee desire that the action taken thereon be intimated to them.

2.33 The Committee are also unhappy with the equally unsatisfactory
performance of BPCL in regard to exccntwn of this expansiun project.
The completion schedule of the project has umdergone revision twice.

to the original schedule the project should have been completed

in December, 1983. However, as there was delay in entering into licence

nt which took about 10 months after sanctioning of the project,

the completion schedule had to be revised to October 1984 In the nean-

time 8 months construction activity was reponedly Jost due to 5 months

strike followed by 3 months’ hea monsoonpenodAsansult

the project is now expected to be eompleted in Janoary 1985, The

Commiittee would like to be assured that there shall not be any further
delay in the completion of the project.

2.34 The Committee find that Detailed Project Report (DPR) was
not ready even four years after the approval of the expansion project by
Government. In BPCL’s view, the time reynired for submission of DPR
is between 18 to 24 months According to the Ministry it would require
2-3 years to prepare DPR in the case of refinery projects. The Committee
desire that the time limit for preparation of DPR in the case of refinery
projects should be prescribed by the Department of Petroleum in consul-
tation with Poblic Investment Board.

2.35 The Committee are concerned to note that no indigenous tech-
nology is available for secondary processing facilities and sulphur recovery
plants. BPCI, ha< entered into agreements for acquisition of technical
know-how for refinery expansion from M]s. Universal Oil Products Inc.
USA and for sulphur recovery plant from Ms. Comprimec BV Holland.
The agreements, however, do not provide for transfer of technology. Thus
so far there seems to have been no attempt at indigenisation. On the ques-
tion beirg taken up by this Commrittee, the Ministry promised to cvolve
a strategy in order to identify the areas in the refining field for transfer
of technology, its adaptation and indigenisation. The Committee desire
that a comprehensive review to identify the areas neceding indegenisation
of technology in the oil refining field shonld be undertaken on urgent
besis and 2 time bound progranmme evolved for swift action.

2.36 While dealing with the question of indigenous technology the
Committee caunot help commenting on the way the Government  and



. The Comnittee could not resist a feeling that ‘had the com-
mxerﬁsed ‘cantion Yo lok for indigenous techmelogy, in ' the - first
; the project would have been a\’oi()le@“

of

2.37 At the instance of the Committee, Ministry of Finance has
: of 6 months for clearance of projects'by Govern-
ment, The Conmittee note that fhe Government bas taker betweea 7-21
months in 11 cases. Six of BPCL's new projects are reported to be await-
g ¢learance from the Government for morc than gne vear. The feasibility
of C3/C4 separation facilities project was submitted to Govermmnent
Tn Febriary, 1982, ie. over 2 years back. Though Departinent of Petro-
feum have expinined in a note the stages involved in the mratter of ‘clear-
unce of a project, the Committee fail to understand why it iy taking more
than 2 years to take a decision om the issue. The Committee note that
the Ministry of Fimance have suggested two stage clearance of projects in
taken for giving approval te projects. They trust this
proposal will be - i by the Department of Petroleum quickly amd
a suitable procedure evolved for giving clearance to the project within the

minimum time possible as suggested by Fimancc Mimistry. e

;
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PRODUCTION
A. Capacity Utilisation
3.1 The figures of installed capacity, achievable capacity and per-
centage of capacity utilisation in ‘BPCL’s Réfmery and -Labricating
Blending (LOB) plants at Bombay 4nd Calcutta dufing-1976—83 were
hsgiven in the table below :— ) i I

Year Installed  Achievable Actual Percentage Utilisation .oﬁ
: capacity capacity production
. Installed  Achievable

MT MT
1 2 3 4 5 6
Bombay Refinery
1976 R 52,50,000 47,2500  37,50,000 71.4 .719.4
1977-78 . . 52,50000 47,25600  45,12,000 85.9 95.5
1978-79 . . 52,50,000  47,25,000.  46,93,000 89.4 9.3
1979-80 . . 52,50000  47,25,000  48,21,000 91.8 102.0
1980-81 . . 52,50,000  47,25,000  49,01,000 93.4 103.7
1981-82 . . 52,50,000  47,25000  49,99,000 95.2 105.8
198283 . . 52,50,000  47,25,000  44,85,000 85.4 94.9
LOB Plant, Bombay
1976 A 75,000 67,500 52,200 69.6 71.3
1977718 . . 75,000 67,500 45,500 0.7 674
1971819 . . 75,000 67,000 55,000 73.3 81.5
197980 . 75,000 67,500 54,400 72.5 80.6
198081 . . 75,000 67,500 57,660 6.9 85.4
198182 . . 75,000 67,500 50,400 67.2 74.7
198283 . . 75,000 67,500 54,300 7BA 81.2
LOB Plant, Calcutta ' ‘ B
1w . L. 15,000 13,500 5,300 35.3 39.3
1977-718 . . . 15,000 13,500 5,580 37.2 M3
19779 . . . 15,000 13,500 8,140 54.3 50.3
1979-80 . . . 15,000 13,500 9,690 64.6 .8
1980-81 . . . 15,000 13,500 10,220 68.1 5.7
Te8182 . . . 15,000 13,500 13,250 88.3 98.2
113.1 125.7

sS4

193283 . . . 15,000 13,500 16,970

(i) Bombay Refinery

3.2 Tke' Committee observed that the capacity utilisation in Bomba
Refinery had been steadily improving from 719 .in 1976 to reach 95%{
i 1981-82." -k, however, fell 'down to 85% i 1982-83: Asked what

17
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exactly were the reasons for low capacity utilisation in Bombay Refinery
during 1982-83, the CMD, BPCL stated :

“In so far as the refinery is concerned, though the installed
capacity is 5.25 nﬁllionpat?mncs, the actual achievable capacity
each year is adjusted to take note of the annual turn round for
maintenance, which is required once in 18 months to
months depending upon the Unit. On the basis of number of
days working, the quantum of intake is adjusted. In addition

_to that, we are deducting another 5% of the capacity for
unplanned or unscheduled shut down. Based on that, the achiev-
able capacity was fixed at 4.87 million tonnes. Similarly, for
the year, 1983-84 we have fixed the achievable capacity at
4.833 million tonnes and we expect to achieve this target.”

3.3 Explaining the reasons for the fall in capacity utilisation during
1982-83, cne of the representatives of BPCL stated during evidence :—
“But in 1982-83, it has been somewhat less because of the unfor-
tunate strike which lasted for about 5 months when the manage-
ment/staff operated a part of the refinery. Barring the secon-
dary processing which is more complicated, the entire staff
was put in to operate the primawy processing so that the

major needs of the area could be met.”

3.4 Asked what was the production less on account of the strike, the
CMD, BPCL informed the Committee :—

“17000 tonnes per day is the maximum achievable at any particular
time. The average comes to 15,500 tonnes per day. That is
the rate at which we budget for the whole year, taking note
of the shut down period during the year for maintenance.
In this background the less of throughput comes to baout
3500 tonnes pcr day.” :

3.5 The Committee were informed by BPCL in a note that disposal
of LSHS has posed a serious problem and often has proved to be cons-
traint on B.H. crude throughput. To reduce the impact of this problem
BPCL has recently commissioned the facilities for rail movement of LSHS
to upcountry Power Houscs and other customers and has planned facilities
with a view to export to the extent feasible. Another item which repor-
tedly faces the problem of disposal is High Aromatic Naphtha which cannot
be absorbed locally. "It has been stated that the only available outlet is

export.
3.6 Asked what was the quantity and value of these products produced

BPCL and what was the extent of surplus over demand, a representa-
tive of BPCI. informed the Committee during evidence :—

“The figures are like this; for LSHS, our contracted production
for the last three years has averaged around 900,000 tonnes
per annum, and our actual production has varied from 8,01,000
to 9,01,000 tonnes in 1981-84...tkere is no real surplus, as of
now. The surplus of LSHS ig Nil. In so far as heavy aromatic
naphtha is concerned, our estimated production for last year was
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793,000 tonnes, and the actual production 297,000 tonnes,
largely arising from the lower crude run of Bombay l-hg;
because the refinery had been shut for five months, and
export quantity was 57,000 tonnes. For 1983-84, the
heavy aromatic naphtha is estimated to be 799,000 tonnes and
the actual production expected is 741,000 tonnes. We ex-
pect to export a very large proporation o fthis, viz, 600,000
tonnes. The value that has been realised for export of heavy
aromatic naphtha is about $ 270 per metric tonne.”

3.7 Asked whether any study had been made of the export potential
for these products and if so, what are the prospects, the witness said :—

“A survey of export requirements for LSHS has been done. 1
believe a market for this kind of fuel exists. The first con-
signment exported from Vizag fetched a price of about § 150
per tonne.”

3.8 As regards, the high aromatic naphtha, the CMD BPCL stated
during evidence :
“We arc exporting it over a number of years now and that problem
has been solved temporarily. We will be able to resolve
this problem in the next year or so.”

(ii) LOB Plants

3.9 From the information furnished to the Committee for ihe period
1976—83 the Committee observed that the capacity utilisation in LOB
plant at Bombay has been considerably low all along, varying between
61% and 77%. In the plant at Calcutta the capacity utilisation has
been gradually improving from the bottom 35% in 1976 to reach the
level of 889, in 1981-82 and 113% in 1982-83.

3.10 In connection with capacity utilisation in LOB plants, a represen-
tative of BPCL stated during evidence :—

“Regarding lubricants. the BPCL unlike IOC and HPC does not
have the base oil which is zvailable at three places, that is,
Bombay, Madras and Haldia and in small amount at Digboi.
So, the arrangement that we have with other oil companies is
subject to transportation bottlenecks and the operational bottle-
necks. If there are any transportation bottlenecks, then our
availability gets affected.- To that extent, our utilisation of
the bottling plant capacity also gets adversely affected.”

3.11 When enquired what remedial measures have heen taken/pro-
posed to be taken to achieve full capacity utilisation, the witness said :—

“In regard to lubricants specially, there is no particular action that
was necessary. Although the licenced capacity is not being
fully-utilised, the allocation of lubricants as made available
to us for sale we were able to manufacture and distribute. So
far as Calcutta is concerned, we did have operating problems
which we ‘have overcome by installing our own generators
there, by installing 2-line filling machines and by improving the
availablity of small containers, etc.”
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" 3.12 Enquited whether the under utilisation of capacity of LOB plant
at Bombay' came to the notice of the Government in the course of the
Berformansc ReévieW Mioetings and it 80, When and What action the Depart-
Tnent took ‘10 achieve full -Wtilisation of capaicty in- BPCL ‘the Secretary,
Petroleum stated during evidence:: -

“The position is that the level of production in_the plant depends
upon the markét demand and-the explanation for under-utili-
sation is the depressed 'market demuid: Wllithe lubricants
plants in the country have worked to- less than the normal
capacity bécause of the less demand.” T

3.13 Wher asked whether the under utilisation of capacity was deli-
berate, the witness said : “The answer is, yes.” .

3.14 When the Committee pointed out that according to BPCL the
pon-availability of base oil was the main reason for low capagity utilisation,
the witness said : e

“Certainly with the supply of more base oil, the BPCL can work
to full capacity. But to that extent the other plants (of TOC
and PCL) will have to be stopped.” o

3.15 Asked why then excess capacity was created or LOB, the witness
said : CooTmr '
“Much of this capacity is what the old companies befcre nationali-
sation had established.”
He added f\irthe; E
" “To an extent there has to be some capacity in excess of today’s
demand because new capacity cannot be established dvcmjgzt.
Thérefore, under -utilisation of the capacity to some extemt ‘is
not something alarming.” o -

3.16 Asked whether exporf possibilities were explored, the Secretary
Petroleum explained : ’

“About the export possibilities, the base oil itself is imported and
where the import ‘element is conmsidérably high, we do not
consider it as'a good export item. Therefore, this possibility
was not considered.”” - o

3.17 In a written reply furnished after evidence, the Depart -
ever; imformed the Committee as follows : — - Department, how

“Export possibilities to Middle East, Sri Lanka, etc. were investi-
'gated. Though Government-granted in 1976 exemption from
PPA and C&F surcharge on LVI oils used in greases for ex-
port, no export potential could be generated.”

wit nse; ssa“if;_e:::nquircd about the need for the ignport of base oil, the

“Our domestic production of base oil, is not sufficient
extent to which our requirements exceed the .do(::el;tic grgd::t
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tibn., thé fmports are ‘made. I may .inferm yoy ihat about
90,000 tonne base oil is imported against 5?3,000 tonnes
domestically produ i B .

" 3.19 In. regard. to :Capacity utilisation, of BPCL, LOB plants during

1983-84, the Ministry'info;med in a written reply : .

' “As against the Sales Plan entitlement of 89,000 tonnes, the licen-
sg; blending capacity of BPCL-is 90,384 tonnes (Bantbay
60,384 and Caloutta 30,000). . . The utilisation is almost 100%.
At the time. of take over the blending plant capacity utilisation
was about 60%.”

B. Cost of Production o
e - R NS | S B L R O It SR .-
-...3,20: The figures. of cost of production for, 1978-79 to 1982:83 com-
pered with .the provisiopal. standards as furnished by BPCL (July 1983)
‘are given in the statement below :
COST OF PRODUCTION L
(Rs. in crcres)

1979-80 1980-81 1981-82 1982-83
Standard Actuals Standard Actuals Standard Actuals Standard %::tugls
(Provi-
sional)

1. Crude off Cost 387.81 3§9.26 S81.56 583.87 797.46 797.84 768.41 767.89
2 Full&Loss  18.96 19.03. 30.26 30.38] 39.91 39.93 36.93 36.91
3. Refining Costs ~ 7.35 14.22  7.36 16.77 14.33 15.04 12.85 16.50

41‘4.12 422.51 619.18 631.02 851.70 852.81 818.19 821.30

. 3.21 The differential in Crude Qil cost is stated to be mainly because
of certain -adjustments required-to be made under the pricing discipline.
In regard to Fue) and loss it has been stated that although the Standasd
was fixed. at 5.819 for the years 1979-80 and 1980-81 and 4.70% from
1981-82 onwards (provisignal), the actuals were lower, except in 1981-82,

R

resulting in savings in overall production costs as follows :—

1979-80 1980-8. 1981-82 . 1982-83
(Provisional)
4.69 5.30 (0.56) 0.92

.3.22 The Committee, however, observed that the actual refining. costs
of BPCL had been about;100% _higher than the provisional OPC standards
during 1979-80 and 1980-81 and about 25% higher during 1982-83. The
variation in refining costs is attributed to provisioral standards having
been‘b.ased on the 1975 cost data and to major renewals and replacements
of equipment and facilities on revenue account.
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3.23 The Committee enquired whether the proivsional standards have
ot since been revised and if 0, how the actuals compared with the revised
standards. A icpresentative of BPCL said :

“The provisional standards have now been revised w.ef. 1-4-1981.
'I‘l)l?actuals are Rs, 30 and Rs. 34.76 for 1981-82 and
1082-83 respectively as against Rs. 28.69 or Rs. 29.”

3.24 Asked to explain the reasons for the variation during 1981-82
and 1982-83 the witness said :—

“The Corporation has not been provided with details of calculation
of Rs. 28.69 with the result we have not been able to identify
in which particular element the increase is there.”

3.25 Consolidated printouts which compare actuals with targets both
on monthly and cumulative basis are reportedly circulated to top manage-
ment and any abnormalities are investigated and remedial measures taken.
The Committee asked what were the abnormalities noticed during the last
four years and how soon they were corrected. Indicating that there are
3 parameters viz. capacity utilisation, fuel and loss and yield pattern which
are being locked at by the Director (Refinery) and the Technical Audit
Staffi on a day-to-day basis, a representative of BPCL illustrated the
functioning as follows :—

“For example, we talk about our capacity utilisation which should
be something like 15,700 tonnes per day. If that is not pro-
cessed the manager has to take corrective action to see what
hag gone wrong and which plant is malfunctioning. It may
be maintenance problem or operation problem. This has to
be overcome.....In the case of malfunctioning of plant, the
corrective action has to be taken immediately. If there is a
~variation in the product-pattern, i.e. we are expecting ‘x’ quan-
tity of LPG and that is not coming through, then the operator
or the manager has to look into it immediately and take correc-
tive action.”

3.26 The witness, however, informed the Committee that no record
was kept of such incidents as it was a continuous process.

3.27 A review Committee constituted by Government in July, 1983
to make a comprehensive review of costs which form the basis of current
pricing arrargements of petroleum ucts and other related issues is
expected to submit its report by April 1984,

C. Value added

3.28 The Committee observed from the information furnished to them
by BPCi that the value added (at constant prices) for man month in
BPCL refinery was steadly declining from Rs. 83 lakhs in 1978-
79 to Rs. 6.16 lakhs in 1979-80, Rs. 5.80 lakhs in 1980-81
and Rs. 4.98 lakhs in 1981-82. Lower value added in 1981-82 was stated
to be becausc of strike by the employees from mid January 1982 to mid
June 1982. Asked what precisely were the reasons for declining trend in
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value added since 1978-79, one of the representatives of BPCL stated
dmring cvidence :- .
“There are two reasons. We had to make large scale recruitment
for taking care of retirements (and departures). Second?,
the recruitment was undertaken to meet requirements of addi-
tional staff for refinery expansion project. ....The second factor
is that with the progressive increase in the processing of the
Bombay High Crude we have increased production of LSHS
which is a low value added product. We do not have the
matching secondary processing facilities. It is for this reason
- that the refinery is being expanded. These secondary pro-
cessing facilities are being put up so that LSHS will reduce
and have higher value products.”

3.29 Asked what would be BPCL’s strategy to reverse the dechmng
tread of valuc added and improve the productivity, the witness outlined :—

“We have two strategies. Firstly the expansion project which pro-
vides for adequate secondary matching facilities and would
enable us to increase the quantum of crude throughout. We:
would also get high value added products. The other aspect
is that the Bombay High crude has got high aromatic content
and this project is being simultaneously implemented so that
we can produce benezene and toulene which are high ‘value
added’ products.”

3.30 Enquired whether any valie added estimates have been made in
the DPR of the expansion project, the witness said, “In terms of man-
months we have not calculated,” He, however, mentioned :

“We estimated foreign exchange savings of the order of Rs, 37
crores per annum or something like that. This is the value
added one can say. This will come into effect when the
refinery expansion project and the secondary matching facilities
come into operation in January 1985.”

3.31 The Committee noticed discrepancies in the figures of value added
per man month of BPCL furnished by it and those indicated in the public
Enterprises Survey of BPE. The relevant figures furnished by BPCL and
those noted from public Enterprises Survey are as follows :—

Value added per man—month
1979-80 1980-81  1981-82

Figures furnished by BPCL (Rs.in lakhs) . . . 6.16 5.80 4.98
Figures noted from BPE Survey (Rs.) . . . 13,487 14,960 14,466

3.32 Asked to clarify the reasons for the discrepancies in thése figures,
BPCL submitted in a written reply furnished after evidence that the value
added ’ﬁgures, as per the BPE Survey Report represent the total ‘Value
Added’ by the Corporation in the year on an integrated basis (i.e. Refining
and Markctmg' activities), whcrg the figures furnished by BPCL represent
o':la"lue Added’ per man month at constant prices for the Refining activity
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D. Water Pollution

.33 The Contral Board for the Prevention and Control ‘cf Wates
P",a"‘ - -(CBPCWP), -New Delhi, have reportedly - proposed minimal
natiofial standards .(MINAS) -on effluents from Ofl Refineries :both in con-
centration and quantum limits. - While BPC Refinery meets the concentra-
tipp, Jimits- proposed. in MINAS, the . um limits of pollitions  per
torme of crude presented by the CB , which are more stringent are
not mei—since the Refinery.designed in the early fifties, uses sea water on
oﬁce;thro?gh basis for Refinery processing.

...3,34 Drawing attention to the press reports which stated that BPCL
refinery has been found polluting, the coastal waters fis
and contact water recreation arounad there .and that. the Central
after «a :survey of the refinery’s waste water discharge into the sea, has
directed :that the refinery should either reduce its -waste water discharge
volume o5 arrange for better methods of waste water treatment, the %
pittes asked what were-the findings of the Central Board.and what s
were issned by them in this regard. A representative of BPCL
stated dv evidence :

“This ‘board has gone into details; of all the refineries and found
that in many cases inchuding the BPCL, the effiuents standards
are not met as far as the quantum limits are concerned.

Sir, all, these refineries have been originally designed and BPCL
was one such’coastal refinery, for using a sea- water.as cooling
medium. ....The -standards that have been. established earlier
is the concentration limit. This means, only a few ppm of oil
can. remain in the water and go into the sea which we are
observing even now.

But the datesl development suggested by the MINAS Standards is
replacing the. once-through ‘system, recycling. ....In the once
through system, we are finding it difficult to observe the
quantum limit because large quantity of water is to be circula-
ted. .- We take advantage of the abundant sea water available

ling purposes. . If we use fresh. water, it is not even
possible ko get the large quantity of water required- for
our coaling purpases. We have represented to the board that
some of the oil refineries which were constructed on this basis
should be allowed to continue the concentration limits which
have already been approved by the various State authorities
for effluents disposal into the sea.”

3.35 Asked when was this represented to CBPCWP, the witness said
during evidence (Sep. 1983) “About nine months back. ... We have not
yet got aoy reply on this matter.”

. 3.36 Enquired whether it would not be possible - to recirculate .the
cooling water in the refinery so as to kegg - discharging waste water at 2
low level, the witness said that the re-circulation of sea water is not possible
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because of the mpetallurgy involved. Explaining the difficulties of BPCL
* in this regard, the witness said :
“One method of reducing the total pollution that enters with efflu-
o ents is by reducing the total water flow. The problem is that the
various equipment in the refinery are designed for cooling sea
watcr containing a certain amount of salt, silt and various
other impurities. We are using higher métallurgy for tackling
this problem. Once we go in for re-circulation, the corresion
aspect of sea water increases, tremendously and we have to
change almost all the major equipment in the refinery to
achieve the corresion resistence which besides an expensive.
proposition, will also involve long outgages of the units.”

As tegards the second aspect ie. instead of sea water we go in for
fresh water whiich is less corrosive, we can conveniently go in
for re-circulating system. That also has been looked into. If
we go in for that system, we will need something like 10,000
tonnes of fresh water per day which is rather difficult to get
from the Bombay Municipal Corporation which is already
stretched to the limit in the matter of supply.”

Enquired about the deleterious effect of the pollution on the sea life,
the witness stated :—
“There cannot be any damage to the sea, for cxample to the fish
or any other vegetation. So the percentage limit, a few
PPMs, which has been specified has no harmful effect to any
of the activities there. Actually, our limit of effluent is only
6 PPM as against 15 PPM fixed by State authoritics.”

_ 3.38 BPCL stated in a brief furnished to the Committee in connec-
tion with study tour that it has approached BIL to undertake a feasibility
study on efltuent treatment for further improvement.

. .3.39 Enquired whether the Ministry does not consider it desirable to
insist on designing the new refinery plants with the combination of recycle
system/air cocling in order to keep discharging wastes at a low level, the
Secretary, Petroleum agreed to the suggestion and said :—

“Yes we are comsidering it highly desirable particularly in the
context of the heightened awareness of the environmental
problems. We shall be insisting upon this aspect in the design-
ing of the unit. The reforms have to conform to the minimum
national standards which have been prescribed.”

g 3.40 BPCL informed the Committee in this connection during evi-
ence :— '

“In the case of new projects and expansions which are coming up.
we are using air cooling and re-circulation along with that.”

3.41 The Committee are glad to note that the capacity utilisation in
Bombay refinery has heen steadity improving from 71 ger cent in 1976
tl; luckL 95 per cent in 1981-82. It, however, fell down to 85 per cent

SS/84—3
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in 1982-83 due to strike in the iefinery which reportedly resulted in
throughput loss of about 3500 tonnes per day during the 5 months strike

period. Capacity utilisation in the refinery would have been even more but
slowing down of jon of LSHS aund aromatic naptha, the disposal
of which has a serious problem. The Company expects. to overcome

this by undertaking exports to the extent possihle, The Committec feel
there. is need for exploiting the export potentials in these commodities more
effectively. The capacity utilisation in LOB plant at Bombay has been
poor all along varying between 61 per cent and 77 per cent during 1976-
83. In Calcutia LOB plant capacity utilisation has been graduaily im-
proving from 35 per cent in 1976 to reach the level of 113 per cent in
1982-83. The Committee regret to hear from the Petroleum Secretary
that under utilisation of capacity in LOB plants was dcliberate due to de-
pressed demand. The Committee trust that the demand constraint has since
been fully overcome and that there will not be any further under-utilisa-
tion of capacity.

3.42 The refining costs of BPCL had been about 100 per cent higher
than the provisional OPC standards during 1979-81 and about 25 per
cent higher during 1982-83. The provisional standards have heer revised
in April, 1981, It needs to be pointed nnt that in the absence of proper.
norms the comparison of provisional standards with actuals is meaningless
and leaves no scope for immediate remedial action being taken for effec-
tive cost control by oil companies. They; thercfore, recommend .that the
feasihility of laving down' standards in this respect in the beginning of
every year should be examined with a view to enable realistic asiessment
of costs. In this connection the Committie are surprised to note that
although the company’s actual refinina cosis were hisher (Rs. MT 30 in
1981-82 and Rs MT 34.76 in 1982-83) than the OPC norm (Rs. MT
28.69), BPCL was not provided with the details of celculation of OPC
norm with the result the company reportedlv was not able to identify the
Increase in. cost elements. They hope that there mav not be any difficulty
on the part of Government to furnish these details to oil companies to
enable them to take timely corrective action when the actuals exceed the
norms.

3.43 Value added per man month (at constant prices) in BPCL
refinery has been sharply declining vear after vear from Rs. 6.83 lakhs in
1978-79 ti. Rs. 4.98 kakhs in 1981-82. The declining trend in value added is
attributed to large scale recruitment and procressive increase in processing
of BH crade which vesvits in prodnction of low value added item. The
Company cxpects that the value added ner man. month in BPCL refinerv
will start increasing with the commissioning of the expansion project and
aromatics project. These nroiects will renortediv enohle nroduction of high
value added products, The Committee were informed by the BPCE. that
value added in terme of man-month has rot beer. compnted for inclusion
in the DPR of exvamsion proiect. Thev £33l to uderstand how this impor-
tant productivity index has heen ionored by the company while preparing
the DPR. The Committee d-sire that valve ndded in terms of man-month
may now he calculated to enable a commarisen with the actwals in fature,
Incidentally, the Committee are not snre whether the velne addad &
beine cnmnnted bv the Commanv correctlv in acrordance with the formula
adopted bv the BPE. In any case, the Committee desire these should be
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got checked by the BPE and the value added in regard to the Refining
activities as well as in regard to the entire activities of the Company should
be correctly depicted in the Annual Reports in future.

3.44 The minimal national standards in quantum limits proposed by
the Central Board for the Prevention and Control of Water Pollution on
efligents from oil refineries are not met by the BPCL refinery as it uses
sea water on once-through basis for refinery processing. Although it would
be possiblc to minimise discharging waste water by recirculation of cool-
ing water, BPCL’s problem is stated to be onc of getting fresh water to the
order of 10,000 tonnes per day. It is not kuown whether the question of
fresh water supply was taken up with the Municipal authorities. Although
BPCL has claimed that its effluent water does not canse any harm to the
sea life, the Committee desire that the proposal made to EIL to undertake
study of effluent treatment should be vigorously followed and necessary
steps taken as a result thereof to strictly observe the quantum limits pro-
posed by the Certral Board. g



CHAPTER 1V
MARKETING

/A. Supply of LPG to smallers towns

The Committee (1981-82) in their 47th Report had inter akia, made
the following recommendations in regard to marketing of LPG :—

“The oil industry, is 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 with-
out fail and in any case it should be ensured that there is
regional balance in the matter of supply of LPG Gas. The
Committee do not approve the rural areas being completely
neglected, To begin with attempt should be made at least to
cover the rural areas on the pericheries of towns.”

4.2 Drawing attention to this recommendation, the Committee asked
what was the extent of coverage upto 31-3-1983 by oil industry in regard
to Marketing of LPG in the towns with a population of 20,000 and above-
Describing the oil industry’s earlier anticipation as very ambitious, the
Secretary  Petroleum stated during cvidence :—

“Sir, the total number of towns with a population of between
20,000 and 50,000 are 739. Out of this, by June, 1983, 162
towng have been reached. I would not say ‘covered’ because
all the applicants have not got the gag connection. 280 more
towns will be covered by. 1984 so that, we shall have 442
towns in this category reached so far as LPG connection is
concerned.”

Nearly 300 towns are yet to be covered under this category.

4.3 Asked about the extent of coverage by BPCL in this respect, re-
prescntative of BPCL informed the Committee during evidence :

“Tor the two years 1980-81 an 1981-82, Bharat Petroleum  have
given distributiorship in 20 towns with population 13nging
between 20-50 thousand. For 1982-83, 130 distributorships
were planned, of which 27 would fall in this category, 20-50
thousand . population.”

4.4 Explaining the reasons for low coverage, the wituess said :'

“For 1982-83, we have been behind schedule because the guidelines
for selecting the distributors were delayed and these have
been ﬁnahsgd only early this year, To that extent plan for
1982-83 will take time to materialise, I should also inform
the Committee that there is presently a review of the level of
population of the towns where the LPG should be marketed,

28
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because the recent experience has indicated that the expected

potential that we had calculated for the small towns in faet
- does not exist. The potentia] is much lower. And to that ex-

tent the dealership appointed are tending to become non-
- viable.” .

4.5 Asked about the reasons for the industry’s coverage of smaller
towns in regard to marketing of LPG being lower than anticipatcd the
Secretary, Petruieum explained during evidence :

“Our capacity to expand the network is limited. One of the factors
is that during the last three years there has been a phcno-
memal increase in conmnections. In March, 1980, the total
number of connections was less than 32 lakhs and during this
period of thice years, it has more or less doubled. Today, the
number of connections is about 61.5 lakhs, So, the  whole
infra-structure, whether it is administrative, managerial equip-
ment, etc. hag been under heavy strain and that is responsi-
ble for an unsatisfactory situation today, The biggest cons-
traint today is the availability of cylinders and the bottling

e equipment.”
4.6 Admitting the Ministry’s failure in this regard, the witness said ;-
“As a matter of fact there have been failure both in planning, in

forecasting the requirements and in taking action to see that
the required nuimber of cylinders are available.”

° B. Shortage of Cylinders

4.7 The Committee were informed that there was steep increase in
the LPG availability from the year 1981-82 onwards. According to the
approved rlans, the following enrolments were rcquired to be done in the
years 1981-82, 1982-83 and 1983-84. :

1981-82 . . . . . . . . . . 11.5lakhs
1982-83 . . . . . . . . . . 14 lakbs
1983-84 . . . . . . . . . 16 lakhs

4.8 The assessment of cylinder requirements to meet these additional
enrolments and replacements, the cylinder manufacturing capacity and ac-
tual materjalisation during these years were as follows :—

(Figures in lakhs)

Year T wi;stal-led -ficé;lirement Actua.lm
capacity materiali-

: sation
198182. . . . . 21.10 20 13.43
1982-83 . . . . 41.20 24 18.90
1983-84 . . .. . 56.5C 36 29.00
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4.9 Asked about ‘the reasong for shortfall in indigenous .manufacture
of cylinders during these years, BPCL informed in a written reply that the
manufactures could not produce cylimders t their capacity for various
reasons like shortage of power, labour unrest, breakdown in machinery
and shortage of LPG steel. Hence, the indigenous production of cylinders
was nbt endugh to meet the industry demand. The Committee were also
infornfed that till end of 1981-82 the main constraint was inadequate capa-
city for manufacture of cylinders. - .

4.10 Enquired how the shortage of cylinders would be met, the re-
presentative of BPCL said that a decision had been taken that the indus-
try shall import 8 lakh cylinders during the current year (1983-84).

(i) LPG Steel

4.11 BPCL informed the Committee in a note that there have been
problems in getting LPG stcel from SAIL, who are not able to meet the
industry’s demand as the indigenous production of LPG steel is below tar-
get. According to the information furnished by the Departmeni of Petro-
leum, the year-wisc demands for LPG steel, the actual production by
SAIL and the quantum of imports during 1981—84 were as foilows :-—

(Figures in tonnes)

Year

Reqz;ircment Produqtigﬁ ”IVmports -
1980-81 . L S 14686
1981-82 . . . 36,000 27,500 15,868
1982-83 . . . 43,500 27,898 Nil
1983-84 . . . 1,16,000 8:M000

Anticipated

The Committee were informed by the Department of Steel that the
C&F value of the orders IEaced by SAIL for import of steel during
1980-81 was Rs. 47.57 million and during 1981-82 Rs. 27.51 million.

4.12 The Committee were informed by the Department of Petroleum
that the local steel availability was always inadequate and year after year
imports were being made. With the imports made on time, there was no
problem in the manufacturing programmes of LPG cylinders, It was only
when the imports failed in the year 1982-83 that this present crisis has

been created. Elaborating this point in a written reply, the Department
stated as follows :—

“SAIL indicated that the total indigenous availability would be

* 46,000 tonnes (during 1982-83). However, actual availabi-

« lity has been only 27,986 tonnes...... The moment the short-
fall in local availability was envisaged in July, 1982, a request
was made tq the Stetl Ministry for import of 16,000 tonnes
of steel on an immediate basis. The clearance came from the
Steel Ministry. only in January, 1983. SAIL could not im-
port 16,000 tonnes in time, Therefore, the oil companies
were given NCO in March, 1983 for import of 53,000 tonnes.
of LPG steel”
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4.13 Regarding 1983-84, the Committee weére informed that atter
taking into account the imports likely to materialise before March, 1984,
the total availability may roughly match the requirements, Department of
Steel informed th€ Committtee in a note that during 1983-84 “No objec-
tion Certificates” (NOC) for LPG stecl kas been issued to thc extent
of 81,400 tonnes valued at Rs. 282.66 million, This is expected to take
care of the shortfall upto March, 198S.

4.14 Asked what was the production capacity for LPG steel in SAIL
and private sector, the Department of Steel informed the Committee
in a written note that there was no specific capacity- for the production of
LPG steel in SAIL and in the Private Sector Steel Plants because they
are manufactured in hot rolling mills that can produce a fairly wide var-
jety which includes LPG steel, ) It wag also stated that there is no cons-
traint gc far as making of LPG Ssteel is concerned and SAIL can mect the
entire demand.

4.15 Enquired why SAIL could not prodﬁce adequate quantity of LPG
steel during 1981-82 and 1982-83, the Departmert of Steel stated in a
written note as follows :—

“Production of LPG steel sheets commenced in Bokaro during
. 1980-81 and it could not fully meet the demand during ini-
tial years. The issue of inspection and quality standards took
some time to be resolved. Therefore, production during
1981-82 and 1982-83 could not fully meet the projected
demand.”

4.16 SAIL’s Centre for Engineering and Technology is reportedly exa-
mining the possibility of installing a facility either on line or cff line for
inspection purposes. Referring to the question of importing cylinders and
LPG steel, the Secretary, Petroleum, stated during evidence :—

“It is mot something to be proud of that we had to import this
item. Even the import of stecl is something that could have
been avoided.”

4.17 The Department of  Petroleum however, stated in a written
reply that in view of thc rapid expansion in the past three years in the
availability of LPG, the indigenous steel producion -capacity ‘and the in-
digenous cylinder manufacturing capacity could not keep pace and lagged
behind result'ng in the present shortage but with the encouragement now
being given to the cylinder manufacturers and the steps being taken by
the SAIL, it is likely that this problem cylinder shortage would be over-
come in the next three months.

(ii) Cylinder manufacture A

4.18 The LPG cylinder industry is not covered by the First Scheduls
to the Industries (Development and Regulations) Act, 1951. No licence
for_manufacture of I PG cvlinde-g it therefore, required Manufacturing
facilities can be creatéd merely by registration with DGTD in medium
scale sector or Directorate of Tndustries of the appropriate 3tate Govern-
ment, if the industry is proposed in small scale sector.
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4.19 Asked about the number of cylinder manufactusers in the cosutry,
the Departmest of Petroleum stated in a written reply as follows :—
“This Department bhay written to vajous State Directorates for
information regarding small scale manufacture but collection
of information would take time.”

4.20 Asked what sort of coordination does the Department l'gave with
the Department of Steel, DGTD and the manufacturers of cylinders to
ensure adequate indigenous manufacture of mew cylinders conforming to
the required standard, the Secretary Petroleum said during evidence :—

“Cootdination between the Ministry of Industries and the Ministry
of Petroleum uptil now is not very satisfactory because the
Ministry of Industry is licensing the registration by the Dir-
ectors of Industries in the States and any control that we
may be exercising over all these things is ‘inadequate, or co-
ordipation is inadequate, with the result that though there
may be capacity, there may be some practical difficulties in
the way of cylinder manufacturers also, to manufacturc and
give to us. We are at present engaged in this exercise so that
we can strcamiine the process because our purchase procedures
also have an effect on the way the manufacturers will manu-
facture cylinders and make them available, We are consi-
dering now to evolve a system so that, whgther in the or-
ganised sector with licences or in the small-scale sector the
parties who are registered with the State Directorates of In-
dustry, there is some sort of registration with us and we can
the monitor the supply of steel to them and purchasc cylin-
ders from them.”

C. Quality of valves and regulators

4.21 Traditionally the ‘F* Type valve and regulator combination was
being used in the country. Thercafter M|s. Kosan Metal (India) started
manufacture of MB type valves and regulsiors. In 1978 the Chief Con-
trcller of explosives issued a directive asking the oil companies to dis-
continue use of ‘F type valves on the ground of safety and replace them
by a self-closing pin type valves, A Committee under the Chairmanship
of Shri R. N, Bhatnagar, Chairman BPCL set up thereafter recommended
that a third type knowr ac Kosan compact regulator and self-closing valves
should be adopted as the standard, The Committee also recommended
that the quickest way of doing this was to import its technology and pass -
it on to the indigenous manufacturers. No decision has yet been taken on
import of technology. '

4.22 Asked what was the reason for inordinate delay in taking deci-
sion in this regard, the Department of Petroleum explained in a written
reply as follows :— :

“Following these recommendations negotiations were initiated to
explore the possibilities of having a collaboration- with Kosan
“Compact” system in India. While these negotiation .were
in progress M|s. Vanaz Engineers Pvt. Ltd. were able to
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produce a few proto type samples of their indigenously deve-
loped click on type valves|regulators which were found accep-
table on evaluation tests conducted by the oil industry Tech-
nical Committee. As -a result it wag decided to manufacture
the compact type indigenously...... ...The local manufactu-
rers, however, adopted minor deviations from original de-
sign and there have also been differences in the quality of
materials used, the workmanship etc, Experience of the past
2 years has shown that these minor variations introduced by
the indigenous manufacturers had to some extent an adverse
impact on the safety aspects of pressure regulatots and valves.”

4.23 Drawing attention in this connection to the press reports that
defective valves and pressure regulators have been used in LPG cylinders
resulting in safety hazards and considerable damage, the Committee en-
quired about the quality of the indigenously produced self closing valves
and pressure regulators. A representative of BPCL said during cvidence :

“I do believe that in the design aspect in fact the combination
is safer than the erstwhile equipment used. I a2m limiting
iny comment to the design aspect., But.......in the manu-
facturing process certain tolerances which should have been
used have in fact not been used and there have been diffe-
rent teething troubles for the manufacturers resulting in a
not proper fit between the cylinder and valve.”

4.24 The witness also admitted that “in some cases accidents have
occurred because the tilt of the cylinder and the value has been too much
and the gas leaked as a result of it.

4.25 Asked what steps Government have taken to ensure safe quality
of valves and regulators, the Department of Petroleum stated in a written
reply as follows :—

“Consequent to the devastating fire at Indian Oil Corporation
Shakurbasti botiling plant, another committee known as
Vasudevan Committee was formed to look into various as-
pects of safelv relating to filling, transportation and distri-
bution of LPG. This Committee has recommended that the
Kosan-Denmark self-closing type of valves are now to be
standardised and its technology imported........Similarly in
regard to regulators, Government have decided to adopt the

~ Kosan Denmark compact type reulator and the sierra regu-
lator as the two standards since both would fit with Kosan
self-closing valve and hence would be interchangeable.

Government is taking steps to finalise the import of technology
.and to pass the same to all the existing and intending indig-
enous manufacturers who would be required to enforce strict
discipline regarding quality control of materiaks testing etc.
and bring about uniformity in their production parameters.”
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4.26 On enquiring about the type of valves presently used in cylin-
ders, a reptcse::?ativg ‘of BPCL> said during evidence (September, 1983) :

“Today, the Hindustan Petroleum used two types of ‘cqbipment
(!lr) Traditional “MB” type. | (2) Self-closing ‘type. The
- Bharat Petroleum uses the traditional ‘F’ type and the self-
closing type. The India Oil uses ‘F’ type and the self closing
. The intention is to make all the three compamies use
the self-closing type for the future.”

4.27 Asked about the need for repiacing the ‘F’ type valve, the
witness said :— -

“It is a valve which is external to the cylinder. Being external,

. any mishandling of the cylinder by the transport operation

could result in the handle of the valve sheering off. If the

handle sheers off then the gas will escape freely till it is exhaus-

ted. ‘F’ equipment is having a security nut. If the valve is

opened and the security mut has been kept open, the same

thing will happen, So, arising from these considerations the

oil companies and the explosive authorities  came ,to the

conclusion that this equipment was not suited to Indian con-
ditions where mishandling of equipment does occur.” -

4.28 The Committee were informed by BPCL that presently there
being inadequate number of indigenous manufacturers who have the re-
quisite experieace and proven capabilities, it may be necessary to import
certain quantities of valves and pressure regulators. -

D. I1.PG Tank wagons

4.29 The Committee were informed by BPCL that there had been
problemm with the Railways with regard to delivery of underframes for
fabrication of LPG tank wagens. Thc Oil Industry had ordered 1972 un-
derframes for LPG tank wagons against which due to cuts in their plan-
;led allocations the Railways have planned production of only 700 under-
rames. ‘

4.30 Asked how docs the Ministry proposceto make up the shortfall
and ensure timely supplv of required number of underframes by Rail--
ways to avoid delay in BPCL’s LPG project, the Department of Petroleum
informed in a post evidence reply as follows : —

“The Railway Board have now confirmed that 850 underframes -
would bc available by end of 1983-84. Out of this total
the share of BPCL works out to 222 underframes (against
tIh:ér rcgugemem 02354). bI{p{’o 30-9-83 BPCL have received

underframes and the balance is likely to be availabk b
end of 1983-84 or early 1984-85.” v vailable by

431 According to BPCL it is expected that 189 LPG tank wagons
for phase I will be completed by March 1984 (original target September,
1983). Department of Petroleum, however. informed the Committee
that on account of delay in supplv of underframes there is likely to he
very marginal delay in execution of BPCL’s LPG project.
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. E. Establishment of retail outlets

4.32 The rationale in fixing the targets for establishment of retail
outlets is to set up the distributive infra-structure to meet the anticipated
growth in the consumption of petroleum products. The additional through-
out likely to be sold in-a year ahead is determined and the number of
outlets required to cater for this additional throughout is fixed.

4.33 The number of retail outlets (both MS & HSD) planned to be
established and the number actually commissioned by BPCL during the
period 1978-83 is as given below :—

Planned - Actually

< commissioned
1978-81 . . . . o 103 50
(3 years)

1981-82 . . . . . . . . . . 121 10

1982-83 . . . . . B . . . . 151 29

4.34 Pointing out the huge shortfall in commissioning every year, when
the Committer asked whether it did not disclose that BPCL's record is
poor in this regard, a representative of BPGL admitted during evidence :

“It has tc bc admitied that we are behind schedule in commission-
ing number of retail outlets we planned to do........unforta-
nately the performance was rather poor........”

4.35 Explaining the reasons for poor performancc the witness said :

“The field officers are not only to do preliminary work before re-
 tail outlet is commissioned but they have the task of com-
missioning LPG dealership. During the same period there
was need for accelerating the commissioning and installa-

~ tion of LPG dealership; and this. was taken on hand. Bharat
Petroleum, for historical reasons, beforc mnationalisation of
this ‘company, was denuded of participation in consumer class

of trade. Bulk consumer accounts for HSD were to be carcd

for Railways, Defence etc. It was decided that it would he
desirable for Bharat Petroleum to re-enter consumer—class
rather than retail outlet. Priority was given to field officers

to concentrate on getting back our participation in thc con-
sumer-class.”

. 4.36 Enquired whether the Ministry reviewed BPCL’s performance in
this regard during the course of the performance appraisal meetings and
if so, what directions were given to Jmprove the performance the Secre-
tary, Department of Petroleum said during evidence :— )

“The view taken by the Ministry was that the situation was not
as unsatisfactory as it appears from the statistics. It i correct
that there have been delays in the establishment of new re-
tail outlets for Motor Spirit and HSD, We ‘hope that the
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progress will be better in future and the speed at which new
retail outlets are being set up will show signs on the higher
. side.”

4.37 The Department, however, informed in a written reply furnished
after evidence that. the number of cases pending at various stages were
analysed and these were brought to the notice of BPCL and that they
have been asked to strictly adhere to the time limit of 4 months after
the grant of letter of intent for commissioning of the dealership except
in very cxcepticnal cases of genuine difficulty in procuring land etc.

4.38 During the current year (1983-84) BPCL has targetted’to deve-
lop 121 ncwretail outlets, Enquired whether, considering the past per-
formance of the Corporation, it would be really possible to establish all -
Jop 121 new retail outlets. Enquired whether, considering the past per-
follows :— .
“Actual commissioning during the period April|November 1983 is

28 and the Corporation expects to commission another 90
outlets by 31-3-83. Although the above number would ap-
pear very ambitious, the Corporation has taken effective
steps to clear the backlogs on new commissioning by the end
of the year 1983-84. The Corporation has been asked to give
duc emphasis to commissioning of retail outlets.”

4.39 The Committee regret to note that in regard to marketing of LPG
the cil industry was hopeful of covering the majority of towns
in the category of population between 20,000 and 50,000 by 1983-84,
it was possible to cover only 162 towas out of the total 739 by June 1983.
Even in these towns all applicants have not got the supply. Another 280
towms are now expected to be covered by 1984. This will leave nearly
300 towns uncovered against industry’s earlier anticipations. 'The Committee
find that although there has been rapid expansion in the availability of LPG
during the past three years, the indigenous manufacture of cylinders has
not kept pace and there is acute shortage of cylinders. This constitutes
the main constraint in expanding LPG supply to smaller towns. The
shortfall in cylinder mannfacture against the oil industry requirements
was 6.5 lakhs in 1981-82, 5.1 lakhs in 1982-83 and 7.0 lakhs in 1983-84.
To meet the present shortage, it has been decided to import 8 lakhks cylinders
during 1983-84. Besides import of cylinders, it may be reportedly necessary
to import certain quantities of valves and pressure regulators also. Petrolcum
Secretary admitted before the Committee that there had been failures in
planning and taking advance action which wag responsible for these shortages
and necessitated imports of these items. Tt is clear from Petrolenm
Secretary’s statement before the Committee that not only the import of
cylinders but even the import of steel for cylinders could have been avoided.
The Committee cannot help expressing their unhappiness at the lack of
planning and foresight.

4.40 One of the reasons for shortfall in cylinder manufacture was stafed
to be shortage of LPG steel. According to Department of Petroleum the
Yocal LPG steel availability was always inadeqoate and year after year
imports were being made. The Commiftee note that the value of orders
placed by SAIL for import of LPG steel was Rs. 4.8 crores in 1980-81,
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und Rs. 2.8 crores in 1981-82 and NOC issued for import during 1983-84
valued at Rs, 28.3 crores. Department of Steel has, however, reported
that there is po constraint so far as making of LPG steel is concerned and
that SAIL can meet the entire demand. The shortfall in steel production
during 1981—83, according to Department of Steel was due to inspection
and quality problems. These factors are entirely within the control of the
Government. The Committee are, however not clear as to what necessitated
issue of NOC for import of LPG steel to the extent of 89,400 tounes during
1983-84. This clearly contradicts the Stee! Department’s claim that SAIL
can meet the entire demand.

4.41 As far the shortage of cylinders are concerned, the constraint
till enud of 1981-82 was stated to be inadequate capacity for manufacture
of cylinders. During the succeeding years although the installed capacity
for manufaciure of cylinders was much higher than demand, there was no
system of control or monitoring to ensure adcquate indigenous manufacture
of new cylinders conforming to the required standard. Sorprisingly the

t of Petroleum does not have even a list of cylinder manufactures
in the country particularly in small scale scctor. Admittedly the Depart-
ment’s coordination with the Ministry of Industry in this respect was any-
thing but satisfactory. The Committee trust thar the question of evolving
a suitable gystem of coordination and streamlining the purchase procedures
for cylinders will be considered early and the Committee be informed.

4.42 The observations of the Committee in the foregoing paragraphs
of this section would unmjstakably show that the failure in planning and
coordination on the part of the Department of Petroleum: have resulted
in avoidable foreign exchange outgo on account of import of LPG stcel
and cylinders. The Committee hope that in future the Department would
show more alertness and foresightedness in discharging responsibility of
planning and coordination in this regard.

4.43 The Committee regret that although Chief Controller of Fxplosives
(CCE) directed the oil companies as far back as 1978 to discontinus use
of °F’ type valves on the ground of safety and replace them by a self-closing
pin type valve, the oil companies still continue to use the traditinnal types
thus exposing consumers to safety hazards all these vears. A Committee
set up thereafter known as Bhatnagar Commitiee recommended adeption
of Kosan compact regulator and self-closing valves as the standard and also
recommended that the quickest way of doing this wac to import its techno-
logy. Notwithstanding these recommendations, it was decided to sccept
the indigenously desigmed compact tvpe which was found accepiable on
evaluation tests. Owing to lack of strict diccipline in the matter of amality
contro] the local manufacturers adopted minor deviations wrom the original
desizn which to some extent had an adverse impact on safetv asperts.
Sadly, in some cases these have reportedly caused accidents Th~ Commiitee
would fike the Government to have a reassessment of the effectiveness of
their quality control machinery and the extent of its responsibility for failure
of amalitv jn valves and reovkitors, Thev wonld proe that the uce of
traditional types of valves should be discontinued at the earliest as recom-
mended by CCF. and the question of inmort of technology, if found inevitable
should be finalised without further loss of time.
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4.44 Targets for establishment of retail outlets are fixed every year in
erder to set up the distributive infrastructure to meet the amticipated growth
in the consumption of petrolenm products. . BPCL’s performance in regard
‘to achievement of these targets has, however, been very unsatisfactory.
The company was able to set up only 89 outlets against the target of 375
during the 5 year period 1978—83. The reasons advanced for this failare
are bardly convincig. The company’s target for '1983-84 is 123 outlets
which appears to be ambitious considering its past record. The Committee
have heen informed that the Corporation has taken effective steps to clear
the hacklogs on new commissionings by the end of 1983-84. ‘The Committee
would await the results of efforts of the Corporation in this regard and
;vgon;d watch with interest the actual number of outlets established during

83-84.



CHAPTER V
INDUSTRIAL RELATIONS

= A. Refinery Strike

The Committee observed from the information furnished by BPCL that
the total man-days lost,in BPCL due to industria] disputes|strikes etc. was
2,19,611 during 1981-83. The major reason for the mandays lost during
1981-83 is stated to Be a 5 month long strike of the entire work force in the
refinery from mid Januvary 1982 to mid June 1982. The loss in the quan-
tity of oil processed on account of this strike is stated to be 7,23,700 M.T.
Although an interim settlement was arrived at on 17-6-82 for a period of
4 years, a long term settlement stifl remains to be finally resolved.

5.2-Asked what exactly were the reasons for the strike in the refinery
being prolonged for a 5 month period and why it could not be averted, the
CMD, BPCL ecxplained during evidence :— -

“Our workmen who are recruited after the nationalisation of ‘the
company i.e. 24-1-76 have been demanding the terms and con-
ditions of service applicable to workmen of erstwhile Burmah
Shell Company Staff, They want a DA rate of 5.08 for every
point rise or fall in the CPI Indix as against the public sector
rate of 1.3 for a point rise or fall.......This is an area where
there can be no meeting ground because if we concede this, thea
it is likely to cxtend to our marketing division apart from vio-
lating the Government laid down norms in this, It will not stop
with the Marketing Division but will go to other oil companies
in the public sector and it may even extend further to other pub-
lic sector companies also. But the union did not come down
on this issue. In fact, prior to workmen going on strike, I was
personally present in the refinery to negotiate with the workers
and to bring home to them that under no circumstances, Go-
vernment would relent on this and it was not right onm their
part to precipitate matter on this issue. But they were not
prepared to listen....... . Perhaps they were carried away by the
feeling that in this way. they would get some miore benefit and
by go,ing for a longer period of strike, they could precipitate the
issue.”

5.3 On a query made by the Committee, a representative of BPCL clari-
fied during evidence :—

“It is true there are two types of DA for the workers in the factory.
Those who are employees of the erstwhife Burmah Shell Com-
pany were entitled to certain terms and conditions including
higher DA formula. Those who have joined the Company after
g;:i take-over have not been extended those terms and con-

ons.” :

39



5.4 The views of the Ministry on the issue of pay scales and allowances.
to new entrants are as follows :— .

" “On’ the questionof granting the pay scales and service conditions
of the erstwhile Burmah Shell Refinery Employees to the new.
workmen could not be conceded as that would have resulted in
creating high wage islands in a public sector system which is
contrary to Govt. Policy. Besides, creating such high wage is-
lands would have had serious repercussions not only in the oil
industry but in the entire public sector group of undertakings.
In addition this would have amounted to punishing the new
workmen in the Marketing Divn. after having come to an Agree-
ment with the Management regarding the terms and conditions.
of service on public sector pattern.”

5.5 Enquired whether the question of referring the issues for arbitration
to find an amicable solution was not considered, the witness said :(—

“One method of resolving this problem is adjudication. In fact, the
workers have been making the claim that whatever is paid to
the erstwhile employees should also be paid to the new em-
ployees. They, therefore, said no issue needs to be reterred
10 a tribunal and hence they would seek no adjudication on his
issue.”

5.6 Enquired about the position in Marketing Division, it wag stated
by BPCL in a written reply :—
“We have alrcady signed Long Term Settlement based on the Public
Sector wage scales and service conditions in the Calcutta, Mad-
ras and Bombay (except old clerks) Regions of the Marketing
Division. Thig objective has also partly been achieved in set-
tlement< signed in Ernakulam and Delhi Regions and it is ex-
pected that these Regions will also be brought fufly on the Public
Sector Pattern when the subsisting setilements come up for
renewal early next year.” -

5.7 Enquired whether the Ministry havc any suggestions to bring a long
term settlement in 1egard to pay and allowances of employees and promote
industrial harmony in BPCL refinery, the Ministry stated in a written
reply : g

“The Ministry is examining various legalities involved in the demands
of the workmen and further course of action on this problem
are being examined by the Govt.” :

B. Grievance Committee

5.8 From the information furnished to the Committee by BPCL the
Committee observed that apart from the major strike in the refinery in 1982,
there had been 38 occasions when BPCL employees resorted to strike n re-
finery and marketing divisions during 1978—83 with mandavs jost. ranging
from 9 days to 9713 davs. The Corporation is stated to have grievance
I‘llgnd!itng procedure and Bipartite| Tripartite forums to solve the problemg and

isputes.
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5.9 Asked how was it that inspite of these machineries there were so
many instances of strikes, BPCL stated that 9 incidents resulting in a loss
of 14,897 mandays were relating to the issue of introduction of public sec-
tor ‘wages and conditions, 16 incidents were on account of extrancous matters
mot directly connected with the workmen’s place of work. These strikes
were ealled in sympathy with all India Bandh, State bandhs, Morchas; Bandbs
im support of the textile strike in Bombay, 2 instances of strike resulting in a
losg of 2,597 mandays were on account of delay in Government’s approval for
payment of bonusjex-gratia, About 10 instances of strikes which resulted in
a lees of 10,688 mandays, BPCL stated in a written reply :~-

“Only 10 incidents during the perdod 1978—83 were directly con-
nected with our establishments. -These also were in respect
of such factors as valid suspensionjtermination of some werk-
men on disciplinary grounds and insistance by the Corporation
for the fulfilment of production targets mutually agreed under
valid settlement on which no compromise was possible.”

5.10 Enquired to what extent the strikes were due to want of speedly
settlements, BPCL stated in a reply furnished after evidence that comp-
laints|representations both individual and collective are dealt with expedi-
tiously in accordance with the machinery already available. Tt has, however,
been admitted that there were 3 disputes where workmen initially went on
strike and settlements followed subsequently, A representative of BPCL,
however, assured during evidence that “at the moment we do not allow such
matters to escalate.”

5.11 Asked what was the reason for delay in according approval for
payment of bonusiex-gratia amount. the Department of Petroleum stated
in a post evidence ;eply ac follows :—

“As payment of the ex-gratia amount in liew of the bonus is outside
the purview of the Bonus Act, it would normally take some
time to process the proposal ihrough the various Departments of
the Government concerned with such payment. It is unfortu-
nate that the workers had resorted to precipitate action of going
on strike despite the fact that the Management had advised them
to await Government instructions.” :

_5.12 Enquired whether there is any forum with which workers represen-
tativeg are associated for handling grievances and if so, whether it is effec-
tively ioning, a representative of BPCL stated during evidence :

“As far as grievance is concerned, there is no Committee as such.
But the grievance procedure is there : if any workman has a
grievance he has to take it up with his immediate superior and
has to get it remedied; if, however, he is not satisfied with that,
then he can go a step above and represent his case to the officer
above his immediate superior.” :
5.13 Informing, however, that in the Marketing Division there are
Works Committees, the witness explained :
*The suggestions made by the workers in the Works Committee re-
Inte to improvement of conditions in the Plant or service con-
sLssn ditions by way of improvement in working conditions and to that
L S5/83—4 .
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; extent also some of the grievances of some employces who-are’
affected, are resolved. To that extent, it is a part of the gris-
vince machinery.” C

The witness however, admitted :

“Other than this, there is no other machinery as such on which the
responsibility of resolving the disputes lies.” '

C. Workers' Participation

5.14 The Committee were informed by BPCI. in a note furnished in
comnection with examination of productivity in public undertakings that the
Workets’ Participation Scheme, introduced in 1976 by forming 4 shop coun-
cils and a joint council worked well for a period of 2 years. 1a Sepicmber,
1978, the unions in the Refinery, however decided not to participate in any
of the forums for joimt participation as they felt that no useful purpose
would be served by these forums. In the absence of resolution of problems
relating to pay structure of workmen and in some cases improvement of exist-
ing terms and conditions, the workmen and the unions have shown. much
intetest in participating in the Schemc. BPCL has pleaded that despite
the Company's renewed efforts to persuade the unions to reactivate  the
forums for workers’ participaiion, their response continues to be negative.

5.15 Asked about the present position in regard to workers' participa-
tion, representative of BPCL said (September 1983) “‘thc present position
is nobody is participating in any of the joint forums in the refinery.” The
witness also added :

“At the moment in the refinery there is no Joint Committec, there
is no Works Committee, there is no Canteen Committee.”

5.16 Enquired whether there is workers’ participation in safety manage-
ment, canteen management, club management ctc. so that the vicws of the
workmen are taken into account in dectding and implementing poficics con-
cerning welfare activities, representative of BPCL indicated during evidence
that the workers participate in the safety committees, cooperative credit so-
ciety, Medical benefit scheme and in sports clubs. It was stateJ in a writtcn
reply that subsidised canteens managed by rcpresentatives of the workmen are
operated in all major establishments of the Marketing Division. Asked about
the position in the refinery, a representative of BPCL said : :

“Til recently, we had canteen management committee where the
" workers and the management werc represented. Sometime in
1978, they decided not to participate in all the committees.”

5.17 It was stated that presently the canteens in the refinery are run on
contract basis. Asked why the workers sheuld not be pursuaded to rum
them on co-operative basis, the witness said :

“We have tried this proposal but the workers are not willing to ©o-
operate on the issue.” :

. 5.18 The Committe¢ poiljted out that if the management camnot <On-
vince the workers to participate in a small endeavour like runming of a can-
teen, how they hoped to secure the co-operation in other areas of workers



43

W In this connection, when the Committec asked what steps have
vl fekeén @W@@Wm,_mow the level of mietivation atd

Hrvife fotaf commitmeitt and participition of all empléyecs-ay- viriows Jovels
HPCL in o written reply, indicated that the following schemes had booa sdop-
ted by the Company : - .

(a) Productivity incentive scheme introduced from 1982-83,

(b) Safety incenfive scheme

(c) Suggestion scheme

(d) Policy of giving to employees at all levels .various Long Service
Emblems. ’

5.19 Besides the above directly work related incentives for motivation,
BPCL is stafed to have the following schémes in force which also Belp ini-
prove employees’ commitmeént :—

(i) Housing loan scheme ;
(ii) Meritorious Scholarships for children. of employees ;
(@ii) Loans for scooters and cycles;

(iv) Sports and Recreation club, consumer co-operative store,
subsidised canteen facilities, annual picnics etc.

5.20 The Committee asked whether there was any review at'the Govern-
mient level of the situation arising out of werkers’ indifference towards the
Joint forums of BPCL, its impact on production and if so, what was the
outcome and what concrete measures were taken to resolve the deadlock.
The Department of Petroleum stated in @ reply furnished after evidesice as
follows :

“BPCL have already introduced grievance procedure which applied
to all the workmen|employees governed by the Industrial Dis-
putes Act, 1947. There are separate grievance pracedures for
the workmen|employees of, the Marketing Division, and for
these of the Refinery Division of the Company.”

- 5.21 Enquired as to whether there is any scope for decentralisation and
delegaion Bo]t"cp{wers and authority with a view to motivate workers’ parti-
eipation, stated in a written reply that “the suggestion for delegation
of powers and authority to these compmittees will be examired.” .

5.22 Industrial relations climate particularly in BPCL's refinery left
much te be desired. The BPCL refinery faced a 5-month long strike of
the entire work force from mid Janvary to mid June 1982 resulting in
2,19,611 mandays loss and 7,23,700 M.T. throughput loss. The workmen
were demanding extensiom of pay scales and service coaditions applicable
to the employees of the arstwhile Burma Shell Refinery to the new workmen
recruited after takeever by Government. According to the Department
of Petroleum this could not be conceded as this would have resulted not
enly in creafting high wage islands in the public secior system but would
also have had seriowus repercussions in the rest of the public undertakings.
Although an interim settloment covering a period of four years was reached



&

at the end of the strike, a long term settlement still remains to be reached.
‘The Committee would urge that Government shounld expedite its exantnation
of this isswe keeping in view the urgent meed to bring an early long term
cttlement between employees and management and in order to secure the
fall co-operation and participation particolarly of refincry employees who
are reporfed to be still boycotting the joint forums. 1t is heartening in
this ccmnection to note that the workmen in the Marketing Division have

already signed a leng term settlement on the issne of wages and service
conditions.

5.23 Apart from the major strike in 1982 thers had been 37 occasions
during 1978—82 when BPCL employees both in refinery and marketing
divisions resorted to strikes, Out of these, 16 incidents were stated to be
on aocount of extrameous factors and the rest due to internal factors such
as imtroduction of public sector wages, delay in payment of bonus, disci-
plimary action by mamagement, fulfitment of production targets, want of
speedy settiements etc. The Connmittee feel that at least some of these
could have becn obviated had there been Grievance Committees entrusted
with the responsibifity ef resolving workers’ gricvances and disputes. It
ig sarprising that o thought appears to have been given by the management
to evolve foruang for this purpose despite strikes time and again. 'The
' Committee hope that at least mow the undertaking will take action te
sct up grievance committees in the refinery and smarketing divisions with
a view to speedily resolve workers’ grievances in a climate of confidence.

5.24 BPCL iatroduced workers® participation scheme in 1976 by forming
4 shop councils and a joint council, in the refinery. Since September, 1978
the workers are, however, mot participatimg in anv of the forums for joint
participating in the absence of resolution of problems relating to their pay
structore, The Company has pleaded that despite its remcvwed cfforts to
persuade the union te reactivate the wint forums, their response continues
to be negative. Frankly, the Committee did not cxpect an expression of
helplessness i this regard from the company. It should be possible to
carry conviction with the workers, infusing in their mind the perspective
of thelr larper interest. With a view to create favonrable climate for securing
workers’ participation in these Joint fornms, the Comumittce feel that it is
. mecessary that the issne of pay scales and conditions of service of workers
should be cxpeditiously resolved. The Company should alkso examine the
question of delegation of powers and authority at appropriate level in the
organisation to secure involvement of employees for development amd
gowth of the Company.

-]



_ A. Working Resulis .
According to the information furnished to the Committes by BPCL,
the fmancial results of the company during the period 1778—83 were as
given  below :—
(Rs. crores)
1978-79  1979-80  1930-81  1981-82  1982-83

Grass profit before int. and tax )
Refigery . . . . . 5.58 2.94 4.53 12.97 21.74
‘Marketing . . . . 16.29 19.68 21.50 22,80 17.24

21.87 22.62 26.03  35.77 38.98

Interest paid/(Earned) (2.68) (2200 2.92  6.17 9.02

Proﬁt before tax 24 55 24 82 23.11 29.60  29.96

6.2 The proﬁts of the Company acoordmg to the above table were
Rs, 29.60 crores in 1981-82 and Rs. 29.96 crores in 1982-83 These
figurcs, however, included prior years income (net) to the extent of
Rs. 5.54 crores in 1981-82 and Rs. 13.95 crores in 1982-83, The operat-
ing profits of the Company after exclusion of the prior year’s income were
Rs 24.06 crores in 1981-82 and Rs. 16.01 croreg in 1982-83. The profits
of the Company have thus sharply declined by about 33 per cent in
1982-83. “

6.3 There has been decline in the profits of Marketing Division from
Rs. 22.80 crores in 1981-82 to Rs. 17.24 crores in 1982-83. Asked for,
the reasons for sharp decline in the profits in the marketing division
1982-83, BPCL mentioned the following reasons :— :

(a) hlgher depreciation charge primarily because of purchass of
larger number of LPG cylinders, pressure regulators and val-
ves on which depreciation is charged on 100 per cent basis m
the year of acguisition itself (Rs, 2.9 crores).

(b) increase in cost of staff including provision of Productivity ln-
centive Bonus (Rs. 1.1 crores).

(c) Undcr-recovencs on transportation costs atising from increa-
ses ip prices of petroleum products more particularly High
Speed Diesel Oil and Lubricating Oils (Rs, 1.7 crores).

45
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(@ increased cost of losseé—again because of hikos in prices of
petroleum products (Rs. 1.4 - crores).

6.4 BPCL, however, claimed that daring 1982-83 the profits of Rs. 21.74
crores in the refinery division were marginally higher than the revised esti-
mates of Rs. 21.71 crores and stated that the position would have been
even better but for the difficult IR situatiop in the early part of the year,
plant breakdown, quality of crude and LSHS containment problems result-
ing in a loss of throughput of about 0.25 mililon metric tonees over the
revised estimates.

6.5 The Committee observed that the profits in the refnery divisiow
had sharply declined from Rs. 5.6 cgores in 1978-79 to Re, 2.9 crores
in 1979-80 and remained lower in 1980-8! at Rs. crores. Asked  for
the reasons for low profits in the refinery during 1979-81, represcntative of
BPCL stated during evidence :—

“There is an adjustment which requires to be done as a part of
pricing discipline. In case of refinery division we have earned
a profit. But under the present arrangemeot we had to sur-
render (in 1979-80) something like Rs, 2.3 crorcs to the
Industry pool Account...... This incidentally, arcsc because
of the price of BH crude, we were processing that time, being
low....... .Under the OPC parameter, we had to surendzr the
excess return to the Industry pool account. At that time the
price of BH crude was too low. In the year 1980-81 again the
main reason for lower profit was on account of adjustment of
Rs. 2.3 crores on account of return on the working capital
which had to be surrendered to the industrv pool account im
accordance with the pricing discipline. After 1980-81, the

rice of Bombay-high went up because the Goveriment taking

- into account the international price, increased it upwards. We
are now working on the average price which really means
that we do not have to surrender any morz this amount to
the industry pool account.”

6.6 In reply to a question as to how far the decline in profits was be-
yond the control of the Company, BPCL stated in a written reply :—

“Having regard to the pature of the items involved and' the pricing
discipline, the decrease in profits, by and large, wes beyond
the control of the Corporation.”

6.7 The percentage of profit before interest and tax to capital emp-
loyed during the period 1978—83 was as shown below:—

1978-79  1979-80  1980-81  1981-82  1982-83

(Provi-

- sional)

1. Capital employed (Rs, cr)) . 4983 6332 133.99  143.03  187.13
2. Profit _before' interest & tax )

( Rs.cf) . . . . 21.87 2262 26.03 3577  36.48

tage of profit before
tax to capital employed 43.89 35.72 19.43 25.01 19.4)
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6.8 The Committee obsetved that the profits of the Corporation as

percentage to capital employed had becn sharply declining year after year
since 1978-79 except in 1981-82. It is observed from BPE Survey that
the percentage ot gross profit 1o capital ¢mployed wa; only 36.5 during
1982-83 as against 43.3 indicated by the Administrative Ministry as the
performance criterion for 1982-83. The decline was attributed to increase
in requirement of working capital coupled with the neced to maintain stock
levels and heavy cxpendiure on new projects such as Refinery Expansion.

6.9 Enquired about the rate of rcturn on incremental capital employ-
ed, a representative of BPCL said during evidence : —

“The margin has not increased. In actual fact, in the case of refi-
nerv, we have this system, If w2 process upto 3.75 million
tonnes, we were given Rs. 17.99 per ton, and for incremental
crude processed a rate of Rs. 5.49 per ton Ii was inadequate.
1t was much lower than the actual cost on tne prccessing that
has to. be dome.”

~ 6.10 The witness informed the Committec that the question of review-
ing norms in this rega.d nas been taken up with the Government.

: 6.11 Enquired whether the Company is satisfied about the rate of
retum on capital employed, the witness said :—

“The Oil price Committee envisaged for oil industry a gress return of
15 per cent on capital employed. After tax it comes to 5 to
6 per cent that is envisaged in pricing formufa. If 1 achieve
it, T should be satisfied.”

6.12 The Committec also Observed from thc Review of Accounts
(1981-82) that the working capital increased from Rs. 27.6v crores in
1979-80 to Rs. 87.87 crores in 1980-81 and to Rs. 70.42 crores in 1981-82.
The working capital as on 31-3-83 was stated to be Rs. 56.80 crores.

6.13 Asked to quantify the factors responsible for increase in the work-
ing:capital during each of the years and state. how far they were inevit-
able, a representative of BPCL stated during evidence that the miain fac-
tors for increase in working capm!l 1980-81 and 1981-82 werc as under:

“(Rs. in crores)

A’-1980-81
(i) Tncrease in inventories from 14 tc 24 days . . . . 32.3
(ii) Hikes in prices of petroleum products S . 17.6
(iii) Increase in amounts due from Industry Pool A/c on acccunt of
certain reliefs under pricing discipline . . . . . . 32.0
81.9
Off set by
(iv) Decrease in cash and bank balance . 11.2°

—_——

Baliance .- 70.7
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“B. 1981-82 4
(i)' Increasein i nventories from 14 to 22 days 32.
(if) Hike in price of petroleum 222

(iii) Increase in trade debtors .
65.8

Offses by
(iv) Amounts payable to industry pool/ac 6.4
(v) Deposits against LPG . . 7.9
(vi) Increase in taxation . 4.4
48.7
65.8
—18.7
Balance: 47.1

6.14 Asked what would be BPCL’s corporate strategy to arrest the
deteriorating trend in profitibility and stabilise the profits at a reasomable
Tevel in order 1o create <ufficient internal resources for futu:c needs. BPCL
stated in a written reply s follows :—

“The Corporation’s strategy to improve overall profitability is
to complete the projects expeditiously so that these projects
yield appropriate returns under the pricing discipilnc. As re-
gards increasc in working capital, the matter is vnder review
of the Review Committee appointed by the Government.”

B. Inventories.

6.15 The Committee observed from the Public Enterprises Survey
(1981-82) Vol, I that the inventories of finished goods (as no. of days
. of net sales) during the year 1981-82 were 56.0 in BPCL, while in HPCL
and IOC it was only 24.3 and 22.8 and asked how does BPCL eoxplain
high inventory holdings in BPCL vis-a-vis other similar undertakings.
BPCL stated in a written reply that the apparent high level of inveatories
in case of BPCL vis-a-wis IOC and HPCL was because of inclusion of pro-
ducts given by BPCL to TOC on loan account against payment of cash.

6.16 The Committee observed that thé stores and spares inventories of
the company were as stated below :—

-

(Rs. crorzsy
1980-81  1981-82  1982-83
Estimates 13.62 21.17 21.58
Actuals . 17.59 26.84 19.30
. (prowi-
sinnal)

According to_ Public Enterprises Survey of BPE the level of spares
which represents 607.8 days conmsumptien is higher than the prescribed
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norms. The compan rredly aims to keep the level of spares to 558
days eomh:mpum I)t, hr;gobecnyftmhcr repor&d that 10424 items valued
at Ra. 2.50 crores have not moved for more than two years, Surplus stores
worth Rs, 2.14 lakh were disposed of during the years and the balance
awaiting disposal at the end of March 1983 was Rs, 1.24 lakhs.

6.17 ABC analysis in respect of all the stock items except drum-steel
and project materials has been done. Catalogues for stock items have not
yet been prepared. 2740 demands were outstanding at the end of the year,
out of which 1207 demands were over 3 months old. Similarly 116 con-
signnients were pending for accountal for more than .1 months.

6.18 BPE has reportedly requested the Cumpany to reduce the inventor
of spates, given high priority to the work of review of nor-moving items, and
take urgent action for disposal of surplus stores after classifying them into X,
Y and Z categories according to their value, BPCL has also been requested
to cary Gut ABC analysis in respect of the remaining items, and prepare
catalogues for all the stock items carly.

C. Manpower .

6.12 The manpower requirements and the actual strength in BPCL
during the years 1979 to 1583 in respect of the three categories of emplo-
yees vere as given in the table below +—

Year Management Clerical =~ Labour
Esablish- Strength E ablish- Establish- Strength
m:nt m :nt Strength ment

14-1999 . 989 924 1400 1553 3012 2723
1-4-1980 . 1074 998 1445 1560 3166 2866
1-4-1981 | 1241 1086 1538 1611 3527 3153
14-1982 . 1413 1229 - 1669 1648 4036 3561
1-4-1983 . 1637 1497 1770 1708 4116 3753

6.20 The Committee observed that the actual strength of manageiment
staff and labour workincn had been consistenly much less than the asscs-
sed requirements. The shortfalls in the case of management staff and work-
men vis-a-vis assessed requirements were 65 and 289 respectively in 1979,
76 and 300 in 1980, 155 and 374 in 1981, 184 anl 475 in 1982 ang 140
and 363 in 1983, Thus, the shortfalls in the management staff had gone
up from 65 to 184 during the 4 years period 1979-&? and from 289 to
475 in the case of workmen. The shortfalls, however, came down margi-
nally in 1983.

6.21 The shortfalls in case of labour workmen werc siated to be main
ly due to :— ‘
(a) Nonfavailability of skilled workmen as per requirements;
(b) Delays|difficulties on account of obtaining suitable candidates
through Employment Exchange;
() Delayed|difficulties on account of obtainig suitable candidat> in .
the reserved category.”
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6.22 Enquired whether delays in recruitment could not be avoided by
taking aam action, the CMD, BPCL stated during evidence : -

“Recently we have seviewed the situation and what we are prc-
sently doing is that we are taking action in advance of even
a year or so, so that the gap is kept to the minimum pessible
leve ."

6.23 Enquired if the eficct of shortfall is marginal anq whcther BPCL
would agrec that assessment of manpower requiremetits was .umeshsuc,
BPCL stated in a written reply that “the effect of the shortfall is not mar-
ginal and every effort is made. to take carc of it through altcrnate short
term methods available.”, ’

6.24 Asked how far the shortfalls have affected the operations of the
company . during the above period, the CMD, BPCL claimed during evi-
dence :— ¢ :

“I weuld say that there was no effect on tle operations of the
. company o jur as shoitfall is concerned because tnat is made
up by puiting pecple on overtime or by cngaging woerkers
temporarily from outside or in some extreme cases by even
¢ contracting out the job for short duratioa.”

6.25 The .Committee asked whether the Minisity approved of the
above course of action by BPCL and if so. what cognisance of this had
been taken by the Ministry, Pointing out in this connection the factors res-
ponsibl: for shortfall in m:npower, the Ministry mertioned in a written
xeply ouc more factor, in addition to those menticned already by BPCI.
as of people leaving for gulf countries, private secter etc. Further, pointing
out that abs:ntceism amongst workers in the refinery side was ubour 12
per con:, the Ministry stated that in these circumstances, recourse to
overtime, engagement of ‘emporary hands and coutracting out specific
work cannot be avoided.

6.26 The Committee noted from the information furinshed to them by
BPC'L that m-house faciliti2s to train and develop persons in the area of
specialised requirements ani managerial skill ar: available in BPCL refi-
nery and at the Residential Training Centre at Juh.i. Bombay.

D. Performance appraisal

6.27 Although the -Minisiries are required to take performance review
meetings once a quarter, the Committee .were informed by BPCL that
dunqg the 4 year period 1978-—1982 there were only 4 performance review
mectings as against the requited number of 16 me«tings. Asked how does
the Department explain the absence of systematic and regular review of
Eerformance of BPCL, the Secretary, Petroleun admitted during evi-

ence 1 —

“I think no just‘iﬁcation.ca.n be given for it. It is wrong. Mv own
experience is that it is possible to cid them. We have been
holding them in different departments, But if the record shows



51

that petformance review meetings whers BPCL’s work was
reviewed were not held in some ycars, we regret. it. These
nieetings should be held regularly.”

6,28 The Department, however, claimed in a written reply as fol-
ows: -~ : i )

“While it is admitte] that there has beea a shortfall in the pum-
ber of formal performance Review Me:tings during the period
1978—82, this has mot in any- way afected the review of the
performance of the Corporation periodically as apart from
the formal perfcrmance Review Mec ings, the rerformance of
the Corporation also comes up for review in Gther forums such
as Project Review Meetings. Monthly Supply Plan Meetings,
Monthly Industry Co-ordination Meetings, OCC Apex Body
Meetings, Annua! Plan Meetings etc. .. ... Besides, the Gov-
crnment Directors on the performance of the concerned Cor-
poration from time to time. It may thus be observed that the
rerformance of the Corporation is reviewed'discussed on a
continuous basis for achieving the desired objective.”

6.29 The Committee are distressed to find that the marginal increase
in the profits (before tax) of the company from Rs. 29.60 crores in 1981-82
to Rs. 29.96 crores in 1982-83 is conly illusory in as much as if one
exchades the prior vear's income which stood at Rs. 5.5 crores in 1981-82
and Rs. 14.0 crores in 1982-83, the operating profits of the company would
actually show 3 sharp decline during 1982-83 by about 33 per cent. The
Committee find that the annual accounts presented by the company do
not bring out the working results in a manner that would make for compa-
rison from vear to year on a reliable basis in view of the prior period
adjustments. They, therefore, require that the prior peiiod adjustments
should be madc in annual accounts in such a way that the acccunts depict
the froe picture of profitability and enable correct comparison of the opera-

tion of the company over the years. This may be done in consultation
with the C&AG of India.

~ 6.30 The Committee mote that sharp fall in profits during 1982-83
was attributed to the marketing division where therc wag higher depreciation
(Rs. 2.9 crores), increase in cost of staff (Rs. 1.1 crores), under recoveries
on transportation costs (Rs. 1.7 crores) and increased cost of losses
(Rs. 1.4 crores). The Committee also observe that the profits of the company
as a percentage to capital employed had been sharply declining year after
'vear Since 1978-79 except in 1981-82. During 1982-83 the percentage of
gross profit to capital, employed was only 36.9 against the target of 44.3
indicated by the Ministry. The decline was reported to be due to increase
in requirement of working capital coupled with the need to maintain stock
levels and heavy expenditure on mew projects such as refinery cxpansion.
The Commitiee would urge that in order to generate sufficient internal
resomrces for future needs, the company should cxpeditiously complete the
projects so that they yield appropriate returns in time.

631 According to BPE, the level of soares inventory in BPCL which
represents 607.8 days’ consumption is higher than the prescribed norms.
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Itemss worth Rs, 2.5 crores have not moved for more than two yenrs The
would urge that directives issued by BPE in the regard shoukd

Committee .
be expeditiously implemented by the Compemy to achieve the desired results.

6.321\0Lomueedonotappredatethepnctmotadnptngshn
term methods to meet huge shortfalls in manpower every year. The shertfalls
in the management staff against the assessed requirements went up from
65 to 184 during 1979—82 and in the case of work-men from 289 to 475.
Further, the rate of absenteeism in the company has been as high as 12 per
cemt. To meet these shortfaBs, the company was reported to have adopted
the practice of pnttilg workers on overtime or engaging workers temporarily
u'contncthg jobs. One of the reasons for shortfail in actual stremgth
been delny in recruitmenst, The presemt prescribed procedure is, of
conrse cumbersome and dilatory. The Comumittec recommend that the
Govermuent should examine the posnlnltty of devising a speeder procedare
for making recruitment in Oil Companies in view of nature of their operations
and importance of the industry.

6.33 It is evident that the company’s man-power policy did not attract
the attention of the Government so long. The Commitice feel timt the
shortfalls in man-power could have been largely avoided by taking advance
action for rccruitment. The possibility of having coordination with Industrial
Training Institutes to ensore adequate mumber of skilled workers should
bhave alsg been examined.

6.34 The Committee are of the view that the performance of BPCL
would have been better had it been kept under close review by the Board
as well as administrative Department. In this connection, the Comsmittee
note that although according to the guidelines issued by BPE, the adminis-
trative Ministry should hold performance review mectings at least four
timees in a year, the review meetings were not held S)slcmahcalh and as
frequently as was required. The Committee hope that in future these
Ileeﬂnpmllbeheldreglhﬂybyundermhngcrmcaluvnewofheuntmg
o“hcompnnyndneumydmdwcsissnedﬁomumtotmetolmve
the Company’s

New DEeLHI;
Aprit 18, 1984

Chaitra 29, 1906 (Saka)
MADHUSUDAN VAIRALE

Cluwirman,
Comumittee on Pubhc Undertakings.
Committee an Public Undertakings.



APPENDIX

Summary of Conclusions| Recommendations of the Committee on Public Under-

takings contained in the Report

Summary of Conclusions/Recommendations

NCE

Bharat Petroleum Corporation Ltd. is a wholly
owned Central Government Undertaking and  the
successor to Burma-Shell Group of Companies which
were taken over in January, 1976. The long term
objectives and obligations of the company have been
formulated and approved by Government only re-
cently injterms of the Committee on Public Under-
takings’ recommendation contained in their 72nd
Report (1982-83).

The Committee’s examination of BPCL has revealed
that oil companies have no uniform approach to
corporate plans. BPCL is reportedly having a rolling
plan and Hindustan Petroleum Corporation has a
system of integrated Corporate plan for five years,
while Indian Oil Corporation has no corporate plan
at all. BPCL and HPCL have been following the
practice they ‘had adopted prior to nationalisation.
The Committee regret to note that the Government
did not consider it necessary after nationalisation to
review this situation and allowed old practices
to continue in these oil companies all these years. The
Committee would urge that as assured by the Petro-
leum Secretary, the Ministry should look into this
question carly with a view to evolve a common
approach to Corporate plans for all the oil companies.

Sl Referenc
No. to Para No.
X in the Report
O & Q)
L L4
1.15
TL-
2. 1.16

The Committee are surprised to note that the IOC
which has been a Government company for nearly
two decades now has no Corporate plan as such.
The Ministry also appears to have overlooked IOC's
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failure in this respect thus far and has advised the
company to prepare a Corporate Plan only recently.
The Committee trust that the Ministry. would ensure
that the Corporate Plan of I0C is finalised soon.

It may be pointed out that as far back as 1974,
BPE had issued some guidelines in regard to prepara-
tion and approval of Corporate Plan for egch public
enterprise. Under these guidelines each enterprise
was required to draft its Corporate Plan, get it formally
approved by a Resolution of the Board of Directors
and send it to the Administrative Ministry for formal
ratification. The Articles of Association of BPCL
also stipulate that any proposals or decisions of the
company in respect of Five Year Plan and Annual
Plan should have the approval of the President.
The Petroleum Secretary however, expressed the view
that approval of Corporate Plan by Government may
not be either necessary or even possible. The Committe
feel that specific approval of Corporate Plan by Govern-
ment is necessary having regard to the need to corre-
late it with the national Five Year Plans and to indi-
cate the direction that the company should take.

One of the major projects undertaken by BPCL
was an expansion project which provided for debottle-
necking of crude distiller and installation of additional
secondary processing facilisies. This project which
was estimated to cost Rs. 36 crores was approved by
Government in December, 1979 on the basis of a
Feasibility Report (FR) prepared in November, 1978.
As there were admittedly several deficiencies in the
Feasibility Report a revision became necessary in
November, 1981. The revised cost of the expansion
project was Rs. 133 crores, which worked out to an
increase of 27%. Of this increase price escalation,
under-estimation, omissions, additional provision for
contingencies etc. accounted for Rs. 40 crores which is
even higher than the original cost of the project.
Changes in scope, changes during detailed engineering,
provision for design changes and replacements amoun-
ted to Rs. 57 crores. The Committee have gathered
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an impression that the project had been launched by
the company without developing necessary capabilities.
‘The Company formed a project planning and
coordination cell only in mid 1981 nearly 3 years after
preparation ‘of the original F.R. in this case.

Obviously, ensupgh can: was not exercised by
Government to ch ck the corr ctness of cost estimates
made in th? original F.R. nor was any attempt made
to assess th: effectiventss of project planning and
impl:m~ntation mechin=ry in BPCL bzfor: sanction-
ing this major project. Admittedly there were
s:veral w aknasscs in th: proj ct plan approved by
Government. The Committec trust that Govern-
ment will taks care in futur. t> sce that Feasibility
Rep)rts are roliable and th: cost estimates realistic.
The Committ-e have b en inform.d in this connection
that a Study Group which went into the question of
preparation of f:asibility reports and cost cscalation in
refinsry porj.cts has submitt:d its report. The Com-
mitt:e desirc that th: action taken thereon be
intimated to them.

Th: Crmmitt ¢ arc al;o unhappy with the equally
uvatifactry p-rformance of BPCL in regard to
ex>cation of thi: expansion project. The completion
schdule of th: prcj ct has undergons revision twice.
A-cording to th: originl :ch dule the project should
have bren completed in Dxcember, 1983. However,
as thsre was delay in entering into licence agreement
which took about 10 month; after sanctioning of the
project, the completion schedule had to be revised to

ctobzr, 1984. In the meantime 8 months construc-
tion activiiy was reportedly lost due to 5 monthe
refinery strike followed by 3 months’ heavy monsoon
period.  As a result, the project is now expected to be
completed in Janvary, 1985. The Cemmittee would
like to bz assured that there shall not be any further
delay in ths completion of the project.

The €ommittee find that Detailed Project Report
{DPR)was nst ready even four years after the approval
of ths expansion projsct by Governm=nt. In BPCL's
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view, the time requircd for submission of DPR is
batween 18 to 24 months. According to the Minis-
try it would require 2-3 years to prepare DPR in the
case of refinery projects. The Committee desire that
th: time limir for pr paration of DPR in the case "of
refinery proj ct< should be prescribed by the Depart-
ment of Petrolcum in consultation with Public Invest-
ment Board.

Th: Committee are tonccrned to notc that no
indigrnous technology is available for secondary

* processing facilities and sulphur recovery plants.

BPCL has entered inte agfcements for acquisition of
technical know-how for refinery expansion from M/s.
Universal Oil Products Inc. USA and for sulphur
recovery plant from M/s. Comprimo B.V. Holland.
The agreements, howcver. do not provide for transfer
of technology. Thus so far there scems to have been
no attempt at indigznisation. On the question bring
taken up by thi Committee, the Ministry promised
to evolve a strategy in order to identify the areas
in the refining field for transfer of technoloxy, its

.adaptation and indigenisation. The  Committee

desire that a comprehensive revicw to identify the
areas needing indigenisation of technology in the oil
refining field should bc undertaken on urgent basis
and a time bound programme evolved for swiftacton.

While dealing with the question of indigenous
technology the Committee cannot help commenting
on the way th: Government and BPCL have overlook-
ed exploitation of indigznous technology for the
Company’s Aromatics project at the imitial stage.
Forcign technology was envisaged resumably without
ascertaining the availability of indigenous technology
for the aromatics project approved by Government
in April, 1980. While the foreign collaboration pro-
posal was under consideration in 1981 EIL on their
own approached the Government offering the ir services
for utilising indigenous technology Which was later
accepted. Another feasibility repoit was prepared
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thereafter in May 1982 and the ‘Zero® date of the
project was revised from April 1980 to August 1982.
The Committee could not fesist a feeling that had the
company exercised caution to look for indigenous
technology, in the first instance, delay in completion
of the project would have been aveided.

At the instance of the Committee, Ministry of
Finance has prescribed a time limit of 6 months for
clearance of projects by Government. The Commit-
tee note that the Government had taken bztween 7-21
months in 11 cases. Six of BPCL’s new projects are
reportzd to bs awaiting clearance from the Govern-

. ment for mere than one year. The feasibility Report

of C3/C4 separation facilitics project was submitted
to Government in February, 1982., i.e. over 2 years
back. Though D:zpartment of Petroleum have ex-
plained in a note th: stagss involved in the matter of
cleatance of a project. the Committee fail to under-
stand why it is taking more than 2 vears to take a
decision on the issue. The Committee note that the
Ministry of Finance have suggested two stage clear-
ance of projects in order to reduce time taken for
giving approval to projecis. They trust this proposal
will bz examined by the Department of Petroleum
quickly and a svitable procedure evolved for giving
clearance to the project within the minimum time
possible as'suggested by Finance Ministry.

The Comm’tte: are glad to note that the capacity
utilisation in Bombay refinery has been steadily im-
proving from 71 % in 1976 to rcach 959 in 1981-82,
Tt, bowever, fell down to 85% in 1982-83 due to strike
in the refinery which reportedly resulted in thfough-
put loss of about 3500 tonnes per day durmg the 5
months’ strike period. - Capacity utilisation in the
refinery would have beeneven more but for slowing
down of production of LSHS and aromatic naphtha,
the disposal of which has ‘posed a serious probiem.
The Company expects to overcome this by undertaking
exports to the extent possible. The Committee feel

8 LSS/84—s
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there is need for exploiting the export poten-
tials in these commoditics more effectively. The
capacity utilisation in LOB plant at Bombay has
been poor allalong varying between 61% and 77%
during 1976-83. In Cakutta LOB plant capacity
utilisation has been gradually improving from 35%
in 1976 to reach the level of 1139/ in 1982-83. The
Committee regret to hear from the Petroleum Secre-
tary that uader utilisation of capacity in LOB plants
was deliberate due to depressed demand. The
Comimittee trust that the demand constraint has since
been fully overcome and that there will not be any
further under-utilisation of capacity.

The refining costs of BPCL had been about 100 %
higher than th: provisional OPC standards during
1979-81 and about 25 % higher during 1982-83. The
provisional standards have been revised in April, 1981,
Tt needs to be pointed out that in the absence of pro-
per norms the comparison of provisional standards
with actuals is meaningless and leaves no scope for
immediate remedial action being taken for effective
cost control by oil companies. They, therefore, re-
commend that the feasibility of laying down standards
in this respect in the beginning of every year should
be examined witha view to enable realistic assessment
of costs. In this connection the committee are sur-
priscd to note that although the company’s actual
refining costs were higher (Rs./MT 30 in 1981-82 and
Rs./MT 34.76 in 1982-83) then the OPC norm (Rs./
MT 28.69), BPCL was not provided with the details
of calevlation of OPC norm with the result the company
reportedly was not able to indentify the increase in
cost elements. They hope that there may not be any
difficuity on the part of Government o furnish
these details to oil companies to enable them to take

timely corrective action when the actuals exceed the
norms.

. Value added per man month (at constant prices)
n BPCL refinery has been sharply declining year
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after-ysar from Rs. 6.83 lakhs in 1978-79 to Rs. 4.98
lakhs in 1981-82. The decliiing trend in value added
i attributed to htge scale recruitment and progressnve
increase in processing of B.H. crude which results i in
productlon of low value added item. The Company
expects that the value added per man month in BPCL
refinery will start mcreaslng with the ocommissioning
of the expansion project and aromatics project. Thesc
projects will reportedly enable production of high
value added products. The Committee were in-
formed by the BPCL that value added in terms of
man-month has not been computed fer inclusion in
DPR of expansion project. They fail to understand
how this important productivity index has been ig-
nored by-the company while preparing the DPR.
The Committee desire that value added in terms of
man-month may now be calculated to enable a com-

. parison with the actuals in future. Incidentally, the

Committee are not sure Whether the value added
is being computed by the Company correctly in accord-
ance with the formula adopted by.the.BPE. In any
case, the Committee desire these should be got checked
by the BPE and the value added in regard to the Refin-
ing activities as well as in regard to the entire activities
of the Company should be correctly depicted in the
Annual Reports in future.

The minimal-natienal standards in quantum limits
proposed by the C-ntral Bosrd for the Prevention and
Control of Water Pollution on efluents from oil re-
fineries are not met by the BPCL refinery as it uses sea
water on once-through basis for refinery processing.
Although it would be possible to minimise discharging
waste water by recirculation of cooling water, BPCL’s
problem is stated to be on-~ of getting fresh water to the
order of 10,000 tonnes per day. It is not kmown
whether the question of fresh water supply Was taken
up with the Municipal Authotities. Although BPCL
has claimed thgt its cffiuent water does not cause any
harm tothe sea life, the Comusittee desire that the pro-
posal made to EIL to undertake study of effluent
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tteatment should be vigorously followed and mnece-
ssary steps taken as a result thereof to strictly observe
the' quantum limits proposed by the Central Board.

_ The Committee regret to note that in regard to
marketing of LPG although the oil industry was hope-
ful of covering the majority of towns in the category of
population betwcen 20,000 and 50,000 by 1983-84,
it was possible to coveronly 162 towns outof the total

V" 739 by June 1983. Even in these towns all applicants
have not got the supply. Another 280 towns are now
expected to be covered by 1984. This will leave nearly
300 towns uncovered against inGustry’s earlier antici-
pations. The Committee find that although there has
bren rapid expansion in the availability of LPG
during the past three years, the indigenous manufac-

(mrc of cylinders has not kept pace and there is acute
shortage of cylinders. This constitutes the main
constraint in expanding LPG supply to smaller towns.
The shortfall in cylinder manufacture against the oil

" industry requirements was 6.5 lakhs in 1981-82, 5.1
lakhs in 1982-83 and 7.0 lakhs in 1983-84. To meet the
present shortage, it has been decided to import 8 lakhs
cylinders during 1983-84. Besides import of cylinders,
it may be reportedly necessary to import certain
quantitics of valves ahd pressure regulators also.
Petroleum Secretary admitted before the Committee
that there had been failures in planning and taking
advance action which was responsible for these
shortages and necessitated imports of these items.
It is clear from Petroleum Secretary’s statement be-
fore the Committee that not only the import of cylind-
ers but even the import of steel for cylinders could have
becn avoided. The Committee cannot help expressing
their unhappiness as the lack of planning and foresight.

One of the reasons for shortfall in cylinder manu-
facture was stated to be shortage” of LPG steel.
According to Department of petroleum the local
LPG steol availability was always inadequate and
yuraﬂeryearimpomwexebeingmade. The Com-

<
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mittee note that the value of orders placed by SAIL
for import of LPG steel was Rs. 4.8 crores in 1980-81
and Rs. 2.8 crores in 1981-82 and NOC issued for
import during 1983-84 valued at Rs. 28.3 crores.
Department of Steel has, however, reported that
there is no constraint so far as making of LPG steel
is .concerned and that SAIL can meet the entire
demand. The shortfall in steel production during
1981—83, according to Department of Steel was
dpe to inspection and quality problems. These
factors are entirely within the control of the Govern-
ment. The Committee are, however not clear as
to what necessitated issue of NOC for import of
LPG steel to the extent of 89,400 tonnes during
1983-84. This clearly contradicts the steel Depart-
met’s claim that SAIL can meet the entire demand.

As far the shoitage of cylinders are concerned,
the constraint till end -of 1981-82 was stated tc be
inadequate capacity for manufacture of cylinders.
During the succeeding years although the installed
capacity for manufacture of cylinders was much
higher than demand, there was no system of control
or monitoring to ensure adequate indigenous manu-
facture of new cylinders conforming to the required
standard. Surprisingly the Department of Petroleum
does not have even a list of cylinder manufactures
in the country particularly in small scale sector.
Admittedly the Department’s coordination with the
Ministry of Industry in this respect was anything
but satisfactory. The Committee trust that the
question of evolving a suitable system of. coordina-
tion and streamlining the purchase procedures fo:
cylinders will be considered early and the Committee
be informed.

The observations of the Committee in the fore-
going paragraphs of this section would unmistakably
show that the failure in plannirg and cocrdination

.om the part of the Department of Petroleum have
-sesylted in avoidable foreign exchange outgo on

account ¢! import of LPG steel and cylinders, The

8 LSS/84 —6.
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Committee hope that in future the Department would
show more alertness and foresightedness in dis-
charging responsibility of planning and coordination
in this regard.

The Committee regret that although Chief Con-
troller of Explosives (CCE) direéted the oil com-
panies as far back as 1978 to discontinue use of ‘F’
type valves on the ground of safety and replace them

. by a selfclosing pin type valve, the oil companies

still continue to use the traditional types thus exposing
consumers to safety hazards all these years. A Com-
mittee set up thereafter known as Bhatnagar Com-
mittee recommended adoption of Kosan compact
rogulator and self-closing valves as the standard
and also recommended that the quickest way of
doing this was to import its technology. Notwith-
standing these recommendations, it was decided to
accept the indigenously designed compact type which
was found acceptable on evaluation tests,

Owing to lack of strict discipline in the matter
of quality control the local manufacturers adopted
minor deviations from the original design which to

. some extent had an adverse impact on safety aspects.

Sadly, in some cases these have reportedly caused acci-
dents. The Committee would like the Government to
have a reassessment of the effectiveness of their quality
control machinery and the extent of its responsibility
for failure of quality in valves and regulators. They
would urge that the use of traditional types of valves
should be discontinued at the earliest as recommended
by CCE and the question of import of technology, if
found inevitable should be finalised without further
lose of time.

Targets for establishment of retail outlets are
fixed every year in order to set up the distributive
infrastructure to meet the anticipated growth in
the consumption of petroleum products BPCL’s
performance in regard to achievement of these targets
has, however, been very unsatisfactory. The company
was able to set up only 89 outlets against the target
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of 375 during the 5 year period 1978—83.
The reasons advanced for this failure are hardly
convincing. The company’s target for 1983-84 is
123 outlets which appears to be ambitions considering
its past record. The Committee have been informed
that the Corporation has taken effective steps to
clear the backlogs on new commissionings by the
end of 1983-84. The Committee would await the
results of efforts of the Corporation in this regard
and would watch with interest the actual number
of outlets established during 1983-84,

Industrial relations climate particularly in BPCL'’s
refinery left much to be desired. The BPCL refinery
faced a 5-month long strike of the entire work froce
from mid January to mid June 1982 resulting in
2,19,611 mandays loss and 7,23,700 M.T. through put
loss. The workmen were demanding extension of
pay scales and service conditions applicable to the
employees of the erstwhile Burma Shell Refinery

- to the new workmen recruited after takeover by

Government. According to the Department of Pet-
roleum this could not be conceded as this would
have resulted not only in creating high wage islands
in the public sector system but would also have had
serious repercussions in the rest of the public under-
takings. Although an inter‘m settlement covering
a period of four years was reached at the end of the
strike, a long term settlement still remains to be
reached. The Committee would urge that Government
should expedite its examination of this issue keeping
in view the urgent need to-bring an early long term
sottlement between employees and management and
in order to secure the full co-operation and parti-
cipation particularly of refinery employees who are
reported to be still boycotting the joint forums. It
is heartening in this connection to note that the work-
men in the Marketing Division have already signed
a long term settlement on the issue of wages and
service conditions.

A part from the major strike in 1982 there had
been 37 occasions during 1978—83 when BPCL
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employees both ia refinery and marketing Divisions
resofted to strikes. Out of these, 16 incidents were
stated to be on account of extraneous factors and
the rest due to internal factors such as introduction
of public sector wages, delay in payment of bonus,
disciplinary action by management, fulfilment of
production targets, want of speedy settlements etc.
The Committee feel that at least some of these could
have been obviated had there been Grievance Com-
mittees entrusted with the responsibility of resolving
workers' grievances and disputes. It is surprising
that no thought appears to have been given by the
managerent to evolve forums for this purpose despite
strikes time and again. The Committee hope that
4t least now the undertaking will take action to set
up grievance committees in the refinery and market-
ing divisions with a view to speedily resolve workers’
grievances in a climate of confidence. -

BPCL introduced workers’ participation scheme
in 1976 by forming 4 shop councilsand a joint council,
in the refinery. Since September, 1978 the workers
are, however, not participating in any of the forums
for joint participating in the absence of resolution
of problems relating to their pay structure. The
Company has pleaded that despite its renewed efforts
to persuade the union to reactivate the joint forums,
their response coatinues to be negative. Frankly,
the Committee did not expect an expression of help-
lessness in this regard from the company. It should
be possible to carry conviction with the workers,
infusing in their mind the perspective of their larger
interest. With a view to create favourable climate
for securing workers’ participation in these Joint
Torums, the Committee feel that it is necessary that
the issuc of pay scales and conditions of service of
workers should be expeditiously resolved. The
‘Company should also examine the question of dele-
‘gation of powers and authority at appropriate
level in the organisation to secure involvement of
employees for development and growth of the
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The Committee are distressed to find that the
marginal increase in the profits (before tax) of the
company from Rs. 29.60 crores in 1981-82 to
Rs. 29.96 crores in 1982-83 is only illusory in as much
a8 if ope excludes the prior year’s income which
stood at Rs. 5.5 crores jn }981-82 and Rs. 14.0
crores in 1982-83, the operating profits of the company
would actually show a sharp decline during 1982-83
by about 33%. The Committee find that the annual
accounts presented by the company do not bring
.out the working results in 2 manner that would make
for comparison from year to year on a reliable basis
in view of the prior period adjustments. They,
therefore, require that the prior period adjustments
should be made in annual accounts in such a way
that the accounts depict the true picture of profit-
ability and enable correct comparison of the opera-
tion of the company over the years. This may be
done in consyltation with the C&AG of India.

The Committee mote that sharp fall in profits
-during 1982-83 was attributed to the marketing
division where there was -higher depreciation (Rs.
2.9 crores), inorease in coat of staff (Rs. 1.1 crores),
under recoveries on transportation costs (Rs. 1.7
qxores) and increasad cost of Josses (Rs. 1.4 crores).
The Committee also observe that the profits of the
company as a percentage to capital employed had
becn sharply declining year after year since 1978-79
rexcept in 1981-82. ‘During 1982-83 the perceatage of
gress profit to capital employed was only 36.9 against
‘the target of A4.3 indicated by the Ministry. The
decline was reported :to be due. to increase in require-
ment of working .capital coupled with the need to
maintain stock levels and heavy expenditure on new
projects such as refinery expansion. The Committeo
would urge that in order to generate suficient internal
sosources for fuwre needs, the eompany shouid
-expeditiously -complete the -projects so that they
yield -appropriate réturns in - time.

According to BPE, the level of spares inventory

“in "BPCL which represents 607.8 days’ consumption
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is higher than the prescribed norms. Items worth
Rs. 2.5 crores have not moved for more than two
years. The Committee would urge that directives
issued by BPE in this regard should be expeditiously
implemented by the Company to achieve the desired
results.

The Committee do not appreciate the practice of -
adopting short term methods to meet huge short-
falls in manpower every year. The shortfalls in
the management staff against the assessed require-
ments went up from 65 to 184 during 1979—82 and
in the case of workmen from 289 to 475. Further,
the rate of absentecism in the company has been
as high as 129, To meet these shortfalls, the
company was reported to have adopted the practice
of putting workers on overtime or engaging workers
temporarily or contracting out jobs. One of the
reasons for shortfall in actual strength has been
delay in recruitment. The present -prescribed pro-
cedure is, of course, cumbersome and dilatory. The
Committee recommend that the Government should
examine the possibility of devising a speedier pro-
cedure for making recruitment in Oil Companies in
view of nature of their operations and importance
of the industry.

It is evident that the company’s man-power
policy did not attract the attention of the Government
so long. The Committee feel that the shortfalls
in man-power could have been largely avoided by
taking advamce action for recruitment. The
possibility of having coordination with Industrial
Training Institutes to ensure adequate number of
skilled workers should have also been examined.

The Committee are of the view that the perform-
ance of BPCL would have been better had it been
kept under close review by the Board as well as
administrative Department In this connection,
the Committee noto that although according to the
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guidelines issued by BPE, the administrative
Ministry should hold performance review at least
four times in a year, the review meetings at least
four times in a year, the review meetings
were not held systematically and as frequently
as was required. The Committee hope that in
, future these meetings will be held regularly by
undertaking critical review of the working of the
company and necessary directives issued from time
to time to improve the Company’s performance.

MGTPRRND—CR-1I—8LSS/84-—21/4/84—1155,
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