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CHAPTER ONE
Introduction

1.1 The Government of India, by the Ministry of Petroleurmn & Che.
micals’ Resolution No. 101{22)/68-PPD dated the 14th June, 1968 (vide
Appendix 1), appointed a2 Committee consisting of the following members
to determine the future ceiling selling prices ex-companies’ storage points of
various petroleum products in India : ,

(i) Shri Shantilal H. Shah, Member, Lok Sabha". Chairman
(ii) Shri B. N. Adarkar, Deputy Governor, Reserve Member
Bank of India.
(iii) Dr. B. Natarajan, Dy. Director General, Natio- Do.
nal Council of Applied Economic Research.
(iv) Shri N. Krishnan, Chief Cost Accounts Officer, Do.

Ministry of Finance.
Terms of Reference

1.2 The terms of reference of the Committee as enunciated in the
Government Resolution setting up the Committee and the subsequent
amendments thereto called for examination and report upon the

(i) the determination of the ex-refinery prices of refined petroleum
products, including bitumens, produced by the refineries, whether
on the basis of import parity as hitherto or by the adoption of the
cost of production as the basis, or in any other appropriate
manner, with due regard to the Government assurances having a
bearing on the subject ;

(ii) with reference to (i), the feasibility of introducing uniform prices
all-India or on a regional basis;

(iii) the determination of landed prices in respect of similar products
which may be imported;

(iv) the feasibility of making all refineries (including the inland re-
fineries) as the pricing points and the measures to be adopted
to ensure that interests of the inland refineries are not adversely
affected in conseguence of the adoption of such a principle, regard,
.in utc:;ﬁ.s connection, being had to the basis of pricing indigenous
crude; ‘

(v} the determination of maiketing and distribuzion charges and profit
on the marketing operations and their allocation to the products
menzioned in (i) and (iii) above, due account being taken also
of the experience of the IOC in this. behalf; "

{vi) the determination of the ceiling selling prices in respect of lubri-
cating oils, greases and specialities and in particular, (a) the pricing
of lube base stocks producedjro be produced in India either from
indigenous or imported crude, ans (b) the pricing of minperal
turpentine oil; - - '
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(vii) the determination of the rates of dealers’ commission in respect
of motor spirit and high speed diesel oil, with due regard to the
re%resentaﬁon of the Federation of All India Petroleum Traders;
an

(viii) the determination of the rates of commission in respect of kero-
sene to agents, dealers and retailers taking into account the losses/
expenses incurred by them on account of leakage, handling charges,
godown rent, establishment charges etc. with due regard to the
views of the State Governments and other interests. o

At its first meeting the Committee felt doubtful whether in terms of
paras (i) and _(iv), when read together, it should go into the cost of crude
oil, imporred or indigenous, and accordingly sought clarification from
the Government on this poin.. The Government replied that as it was
separately considering the question of consrituiing a full-fledged enquiry
into the price of indigenous crude, it was not necessary for the Committee
to do so, but its recommendations on the cost of imported crude oil would
be welcomed.*

Subsequently, item (viii) above was added to the Committee’s terms
of reference. While recognizing the difficulty of collecting reliable field
data, the Government suggested that the Committee might report on this
subject after consultation with the oil companies and the State Govern-
ments.

Term of the Committee

1.3 The initial Government Resolution required the Committee to
submit jts report by the 31st December, 1968, or as soon as possibie there-
after. This period was, however, found inadequate and was extended upto
the 31st Qctober, 1969, Further, it was agreed that items (a) and (b) of sub-
para (vi), having been added to the terms of reference in May, 1969, could
113;‘1%0%"&(1 by a supplementary report to be submitted by the 31st January,

Method of Enquiry

1.4 Detailed questionnaires were issued in July, 1968, to all the oil
refining and moarketing companies, the Ministry and to companies dealing
with a substantial volume of lubricants, greases and specialities, etc. Most
of the replies were received by April, 1969. It was also considered neces-
sary to consult various organizations and parties likely to be affected by the
introduction of uniform pricas on an all-India or a regional basis. There-
fore, a separate Questionnaire on chis subject was issued to the Ministiies
concerned, the State Transport Undertakings, automobile associations,
a cross-section of the associations of manufacturers and Chambers of Comw»
merce. Thz All India Motor Union’s Congress was requested to ascertain
views on this subject of private operators of trucks, lorries and passenger
buses nting different zones in the country. On the fesibility of
making the inland tefineries and the main ports as the pricing points, the
views were specifically invited of the State rnments in which the inland
refineries are situated, viz.,, Assam, Bihar and Gujarat. A questionnaire

*Ministry's letter dated the 17th July, 1963. See Appendix IA.
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was issued to the Pederation of AllIndia Petroleum Traders on the question
of the dealers’ commission in respect of motor spirit and HSD. Regarding
the rates of comission in respect of kerosene to agents, deslers and re-
tailers, the views of all State Governments were invited by a questionnaire.
A list of the parties to whom the different questionnaires were issued and
those who replied is given in Appendix II. A classified distribution of such
parties is indicated below : ,

No. of parties No.of Il::rddt:

to whom ques- who rep
tionnaire the question-

was issued naire
Oil companiesin the private and publicsector . . 11 1
cotmh(l'le; :l':aa:;ng wu:h lubricants, greases etc. other - 8 3
Ministries of the Central Government . . 8 1
State Governments/Union Territories regarding kero- ‘ 27 18

sent commission.

State Transport Departments . . e e . 17 Nil
State Transport Undertaldings . & o o o 31 4
Automobile Associations and their Federstion . 2
Chambers of Commetce , s e e om e 5 1
Association of Industries and Trade etc. . - . 16 3
Bulk consumers of Naphtha and their Associations 9 6

1.5 The Committee visited the refineries at Bombay, Cochin, Digboi,
Gauhati, Koyali, Madras and Visakhapatnam and the oilfields in Duliajan
and held discussions with their management. It held discussions in New
Delhi in April and May, 1969, with the representatives of Burmah Shell
Oil Storage and Distributing Co. of India Ltd. (Burmsh-Shell/BSM),
Burmah-Shell Refineries (BSR}, Esso Standard Eastern Inc. (Esso),
Esso Standard Refining Co. of India Ltd. (ESRC), Caltex (India) Ltd.
{Caltex) and Caltex Oil Refining (India) Lid. (CORIL), Indian Qil Coz-
poration Ltd. (IOC), on the issues arising out of the replies furnished by
them to the variousq uestionnaires. Discussions were held with Shri B.
Mukerji, Secretary to the Government of India, Ministry of Perroleum
and Chemicals and Mines and Metals (Department of Pretoleum and
Chemicals) and his colleagues on the various aspects of the terms of refer-
ence and also with the representatives of the Government of Assam and
Gujarat and some of the industries situated near Gauhati on the points
raised in the memoranda submitted by them to this Committee. The Com-
mittee also held discussion with the representatives of the Federation of
All India Petroleum Traders regarding the rates of commission on motor
spirit and high speed diesel o0il. Names of organisations and individuals
who tendered evidence before the Committee are given in Appendix IIL

1.6 The relevant cost data relating to the refining and marketing

_ companies were examined by the officers of the Cost Accounts Branch

of the Ministry of Finance under the direction of Shri 8. V. Rajan, Senior
Cost Accounts Officer, Ministry of Finance.



CHAPTER TWO

Implementation of the Report of the Working
Group on Qil Prices (WGOP)

2.1 The Government of India had appointed a Working Group on
Qil Prices {(WGOP) on the 12th May, 1964, wnich submitted its report
on the 18th August, 1965, and, recommended continuance of the
pricing of products on the prineiple of import parity with a higher range
of discounts off f.0.b. postings of products. This Group also suggested
bigher rates of discounts on imports of erude oil.

2.2 The recommendations of the Working Group were implemented
from the 1st February, 1966, with the modifications set out in the Govern-
ment of India Resolution No. 101(26)/65-PPD dated the Ist February,
1966, which provided for the following variations from the report of the
Working Group :

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

{b) The price of indigenous. crude payable to the producer should
not be less than the landed cost (exclusive of import duty, if any)
calculated on the basis of the full posted f.0.b. prices (i.e. without
discounts) of anzlogous crudes imported from the Middle East.

(c) Exrefinery prices of bulk refined products in the case of all te-
fineries in the country and landed prices, when applicable, were
on the basis of ‘import parity’, starting from full {i.e. undiscoun-
ted) f.o.b. postings at Abadan at the lowest of Platt’s as on the
18th May, 1965.

{d) No variations from the postings as on that date were to be allowed
except when Government was satisfed that a change was justi-
fied. Variations in marine freight in relation to INTASCALE
with AFRA, as in force on the 18th May, 1965, were conceded.

(e) The requirement of working capital was re-calculated (with due
regard to the rates of Central duties of excise and customs and
wharfage in force on the Ist December, 1965) at 1/6th of the annual
value of sales instead of 1/5th adopted by the Working Group.

The decision at {c) was taken to compensate the oil companies for
the effect of the decisions at (a) and (b) on the economics of the refine-
ries.

2.3 The reductions in prices arising from the implementation of the
aforesaid arrangements were mopped ;33 by levy of additional (non-re-
coverable) duties under the Mineral Produets {Additional Duties of Excise
& Customs) Act, 1958 (No. 27 of 1958).

| 2.4 The devaluation of the rupee on the 6th June, 1966, affected the
tefineries in two ways; on the one hand, the cost of imported crude and
the cost of imported chemicals and other stores (as well as indigenous

4
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crude, since its price was related to import parity) went up; on the other
hand, the refineries became entitled to an increase in the netback on products
on the principle of import parity. To the extent that the increase in the

netback was not matched by the increase in cost, it constituted an adventi-
tious gain which had to be mopped up. Government took the following:
measures. In the first place, the protective duty of 20 per cent ad valorem’
on imported crude was withdrawn. Secondly,. in view of the higher import

parity for prices of praducrs, the basic duties were reduced s0 as to provide

a correspondingly higher netback to the refineries. Thirdly, since despite the

net increase in the cost of crude (after allowing for the withdrawal of the

protective duty}, chemicals and stores, the higher netback due to the reduc-
tion in the basic duties would have resulted in an adventitious gain to the

refineries, additional (non-recoverable} duties were imposed to mop up

such gains. These various measures were intended to have the net result of

leaving the economics of the refineries unaffected by devaluation. The basic
ceiling selling prices of the major products were also maintained at the

pra-devaluation levels. The variations in the rates of basic and additional

(non-recoverable) duties initially made from the 6th June, 1966, on a provi-
sional basis were subsequently adjusted in November/December, 1966,

on recalculation of the effect of devaluation on the economics of Burmah-
Shell, Esso and Caltex refineries from the data furnished by them.

2.5 On the basis of the estimate of sll-India demand then available, the.
Working Group had estimated the sales of the three private oil companies,.
viz., Burmah-Shell, Esso and Caltex, during the years 1966 to 1968 at an
average of 11,13 million Kls. ﬁer annum excluding boiler fuel, hot heavy
stock, low sulphur fuel cil, naphtha, liquid petroleum gas, chemicals,
paraffin wax and aromsax. The  unit incidence of marketing/destribution
charges and profit on bulk refined petroleum products, bitumens, lubri-
cating oils, greases and specialities was calculated on the aforesaid sales
volume. The actual sales of these companies tumed out to be lower, viz..
8.28 and 8.12 million Klsin 1966 and 1967, respectively. The shortfall
was due to a decline in the share of imports of these compznies, and their
refusal to distribute imports made from rupee sources ard the overall de-
mand was also lower owing to recession in industrial activity. Some
relief was considered due to the marketing companies on the latter ground
and accordingly the rates of additional (non-recoverable) duties were
scaled down fromthe Tth March, 1967, and ad hoc increases were allow--
ed from the 3rd March, 1967, inthe selling prices of special products,
viz., naphtha and refinery gas (Rs. 20/MT), jute batching cil, mineral
turpentinge, solvents, SBP spirits and hexane (Rs. 35.00 per selling unit-
KL/MT), Owing to the tecovery registered in the. volume of sales in the
subsequent year, the ad hoc increases in selling prices were withdrawn
with effect from the 25th July, 1969, end relief in the rates of additional
duties provided from the 7th March, 1967, was also withdrawn from the
30th August, 1969.

2.6 Another significant developmenrt was that the loading point was
changed by the major international oil companies from Abadan ro Bandar
Mah Shahr in respect of bulk products in April, 1967, and in respect of
white products in September, 1967. As the import parity prices were
determined in relation to the most economical source in the Middle East,
the ex-refinery prices were revised with effect from the 11th September,
1967, on the basis of the Jowest of Plett’s prices as on the 25th July, 1967,
at Bandar Mah Shahr for all major bulk refined products except for bitu-~
mens for wnich Abadan continued to be the basis.
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2.7 The ceiling selling prices to the consumers on these products
remained upaltered except for variations in the cost of containers fotr
bitumens, kerosene etc. and for variations in siatutory charges, such as,
basic (recoverable) duties, wharfage, etc. There was also a marginal increase
in the ceiling selling prices to the consumers of bitumens from the 16th
December, 1966 since the reduction in the basic duty rate effected after
devaluation had not provided an adequate netback to the refinaries on this
product. The ceiling selling prices of bulk refined products ana bitumens
were also increased with effcet frcm the 1st May, 1968, at varying rates
for different products, ta take into account the increse in marine freight
from the 15th July, 1967, following the closure or the Suez Canal.

2.8 The bulk of the requirements of lubricating oils and greases have
to be met from imports either in finished form ot in the form of base oils
whizh are further processed. In order to allow for increse in the cost of
imported material as a result of the devaluaticn of the rupee, the basic selling
prices, exclusive of State and locai taxes, of high grade lubricants and
greases were allowed tc be increased with effect from the 1st July, 1966,
by 18 Paise per litre and other grades of lubricants and greases by 11 Paise
per litre.With tne ciosure of the Suez Canal, shipments of these products
from overseas had to be diveited via the Cape of Good Hope resulting in
the ‘mposition of a diversion cbarge by carriers. Taking into account the
diversion charge and the impact ¢f custom duties on the additional marine
freight, the selling price of this class of products were allowed to be
further increased from the 17th August, 1907, by 3 Paise per litee for loeally
processed lubricating oils and 2 Paise per kg. for locally processed greases
(both high and low grades) 9 Paise perlitrte for transfoimer oils, 10 Paise
pet litre for other imported lubricating oils (including aviation oils and spe-
cialities) and 15 Paise per kg. of imported greases fincluding aviation greases
and specialties). These products are coveted by a system of Block Con-
trol on marketing/distribution charges and profit. The accounts ¢f the
private oil compaines fotming the basis of piicing, viz., Burmah Shell,
Essc and Caltex, as certified by their auditors, up to 31st Decem-
ber, 1967, showed substantial over-recoveries in the contiolled items of
cost. Consequently, additional (non-1ecoverable; duties nave been levied
on tpis category of products at incteased rates contained in the Central
Excise Notification No. 35/68 dated the 1st_ March, 1968, to mop up the
cumulative over-recoveries upto the 3Ist December, 1967, in 2bout 2
years. This levy aiso falls on all other sellers of these products and is
absorbed by therr ; the selling prices to the consumets remaining unaltered.
The increases in selling prices allowed from the Ist July, 1966, and the
17th August, 1967, resulted in an adventitious gain to the Assam Qil Co.
Ltd.. Digboi on sales of certain products produced by them whoily from -
indigenous crude and this was mopped up by levy of additionai (non-
recoverable) duties.



Structure and Working of the Oil Companies

31 There are six pil marketing and distributing companies and
nine refineries in operation in the country, with one more refinery under
construction at Haldia. These are :—

{A) Markeﬂng;Discrib_uﬁon Companies :

Private Sector :

(i) Burmah-Shell Qil Storage and Distributing Co. of India Ltd.,
Bombay {(BSM). ' '

(ii) Esso Standard Eastern Ine., Bombay (Esso).

(iii) Caltex {Indiz} Ltd., Bombay (Caltex).

(iv} Assam Qil Co. Ltd., Dighoi (AQC).

(v) Indo-Burma Petroleum Co. Ltd., Calcutta (IBP).
Public Sector :
{vi) Indian OCil Corporation Lrd., Bombay (I0C).

(B) Refineries :

Private Sector ; :
(i) Burmah-Shell Refineries Ltd., Bombay (BSR).
{#) Esso Standard Refining Co. of India Ltd., Bombay (ESRC).

(iii) Caltex Qil Refining {India) Ltd., Bombay (CORIL). (Refinery
at Visakhapatnam).

(iv) Assam Oil Co. Ltd., Digboi (AQC).

Public Sector :

(v} Gauhati (Assam) .‘
(vi) Barauni (Bihar)

s . . Owned by the Indian Qil

(vii) Koyali (Gujerat) Cortporation Ltd., Bom-

(viii) Haldia (West Bengal)}—Under Con- | bay (1OC).
struction. .

In Collaboration

(ix) Cochin Refineries Ltd., Cochin (CRL).

(x) Madras Refineries Ltd., Madrzs (MRL).
7
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The volume of petroleum products macrketed by IBP being too smald
and MRL not having been on stream for a full year at the time of investi-
gation, the working results of these two éompanies were not examined.

3+2 In the {ollowing paragraphs, we have analysed the erading results
of the oil companies on the basis of their published accounts. However,
in view of the fact that the foreign ofl companies operating in India are
integrated as subsidiaries or associates with their ‘majors’, the accounts
of their trading results in India may not completely reflect the profitability
of their operations in India. Some of the items entering into their accounts
in India as costs are not open to check or verification; and owing to the
interlocking of ownership what is shown as an item of cost for the com-

y in India may in fact include an element of profit for the group as a
whole, the purchase and transportation of crude ail takes place through a
series of intermediaries, which makes it impossible to go behind the io-
voices received by the company in India and to determine the real spread
between the price charged ta India and the price at which it has been
sold by the original producer. In these circumstances, there can be no
assurance that the buyer in India has any freedom worth speaking of to
purchase his crude oil on a competitive basis. In the matter of transport
arrangement also, there is virtually little or no competition because of the
interlocking between the oil companies and the carriers. The statistics
given in the following paragraphs must be viewed with these treservations.

History & Working results of the Oil Companies

3+3 Burmah-Shell Oil Storage and Distributing Co. of India Ltd. :

3-3:1 The Company is incorporated in UK. and maintains its ag-
counts in sterling. The capital of the Company now stands at £25 million.
The corporate status of the Burmah-Shell Oil Storage and Distributing
Co. of India Ltd. (BMS), and its share capital have remained unchanged.
BSM functions as a purchasetrading organisation. The chemicsls which
were uptill now marketed by it on consignment basis are now stated to
be marketed by NOCIL.

An analysis of the Company’s published accounts for the last three
years, viz., 1965, 1966 and 1967 reveals the following working results :

(Rs. in million)
1965 1966 1967
(1) Capital employed 7

() Fixed asscts . . . . 146-79 191-58 210-93

{b) Working capita] . . . . . 295-80 255-79 243-42

{c) Total capital employed ! . . 44259 44737 45435

(ii) Sales turnover . . . . - 2527-5% 2510-49  2625-9%
{it) Quantity sold Millien/K) . . . 560 524 5-04

{iv) Capital employed per Kl sold (Ra.)
(a) Pixed asscts .- - 26-21 36.56 41-85
(b) Working capital - ., - | . . 52-82 48-81 48-30

{c) Tom . . .- . 79-03 85-37 90-15




{Ras./million)
1965 1966 1967
{v) Profit prior to taxation, bonus, bad debts, in- 87-60 80+91 80-30
terest, devaluation loss/gain etc. '
(vi) Profitas percentage on capital employed 19-79 1809 17-67
{vii) Profit as percentage on sales turnover . 3247 3722 3-06
{vill) Profit per Kl. sold (Re.) . 15-64 1544 15-93

3:3+2 Further, under the Agreement between BSM and its associate
refinery (BSR), the crude is refined by the latter on the basis of a procees-
ing fee caleulated according to a formula agreed between them. Conse-
quently, the ownership of crude and the refined products at BSR vests
in the marketing company and not in the refining company as is the case
with other oil companies. The working capital of BSM shown above,
therefore, includes a portion required for supply of crude, which is nor-

mally borne by a refinery.

3+4 Burma Shell Refineries Ltd. (BSR):
3:4-1 The following statement gives tne main working results of this

Company as shown in its published accounts for 1965, 1966 and 1967 :—
: ' (Rs. in million)
1965 1966 1967
(i).CapitaI employed

{a) Pixed assets 19756  196-38  192-80
(b) Working capical 29-31 3208 4386
{c) Total capital employed 226-87  228-46 23666
(i) Tetalcrude throughput (million/tonnes) 3996 4008  3-787

{iil} Capital employed per tonne of crude proces-

sed (Rs.)

{s) Pixed zssets , 4944 49:00 5091
{b) Working capital 733 800 11-58
(€} Total 5677 5700 6249
(iv) Profit prior to taxation, interest, bonus, etc. 59-05 67-73 56-18
{v) Profit a3 percentage on capital employed 26-03 29:65 23.74
(vi) Profit per tonne of crude processed (Rs.) 1478 16:90 1484

3-4-2 In view of the inter-company arrangements regarding the owner-
ship of crude and products and other financial matters, we have tried to
estimate the profitability of the Burmah-Shell Group as if the marketing

2--1 P, &C.169



10

and refining companies were integrated. The following table gives an
analysis on this basis :— :

(Rs./million)
1965 1966 1967

" (i) Profit prior to taxation, interest, bad debts,  146-65  148-64  136-48
devaluation loss/gain etc.

(i) Capitalemployed . . .. . . 669-46 675-83  691-01
(iii) Profit as percentage on capital employed . 21-91 21:99 19-75

It will be seen that in 1967, as a percentage of capitat emploved, while
the marketing company earned a profit of 17-67 per cent and its refinery
2374 per cent, the profit on the combined operation worked out to 19:75
per cent. t

3:5 Esso Standard Eastern Inc. (Esso) :

3:5:1 The South East Asia Division of Esso Standard Bastern Inc.
{Essc) is a branch of the Esso Standard Eastern Inc. of New York and a
wholly owned affiliare of Standard Oil Company, New Jersey, and is in
charge of marketing and distribution activities in Ceylon, Nepal and India
with its head office at Bombay. Al the shares of Esso Standard Eastern
Inc. ave held by Standard Qi Company, New Jersey. The Accounts of
the company are closed at the end of December every year and are made
out separately for India operations, whaich incluge the Indo-Stanvac
Petroleum Project {Exploration and Leasing) even though activity in the
latter project has ceased since 1960. The residuary assets and liabilities
of the Project continue to be reflected in the published accounts of India
opecations. The accounrs of the India operations do not exhibit any
separate paid up capital, and the entire excess of assets over liabilities is
transferred to the accounts of Esso’s overseas head office. The General
Manager at Bombay controls the marketing operations in India, Ceylon
and Nepal.

3:5:2 Thegross block for India marketing operations was Rs., 221-518
million at the end of 1967 and the net block according to the Company’s
books was Rs. 131-482 miillion. The profits prior to taxation on India
marketing operations for each of the three years 1965 to 1967 were
Rs. 26234 million, Rs. 22 * 740 million and Rs. 19+146 million, respectively.
The relationship of profit to capital employed and cost of turnover, as
derived from the published accounts, is given below along with the profit
per kilolitre :—

+

(Rs. in miilion)
1965 1966 1967

{i) Capital employed
(a) PFixed assets .« . . . 123-082 128945 130-418
{b) Working capital : . . . 245-736  233-350  243-690

(c) Taotal capital employed . . . 368-818 362-295 374-118
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(Rs.[million)

1965 1966 1967

(if) Salos turnover R . . . T, 1306-026 - 1357-910 1468-155
{iti) Quantity sold {million/KI.) - . . . 3-37 325 327
oy i eapeyedper Kiwald®e) ke e 3990
{b) Working capigal . . . . . T2-85 71-82 T4-55
{c) Total . . . . . . 109-34 111-51 114-45

{v) Profit prior to taxation, bonus, bad dcbu. in_- o 260234 22-740 19-146

terest, srey

{vi) Prdﬁtlsperoenugeonca;;ithlemployed . 7-11 628 C 512
(vii) Profit as percentage on sales turnover . - 2-01 167 1-30
{viii) Profit per Kl. sold {Rs.) . .. . 7-78 . 7-00 5-86

36 Esso Standard Refining Company of India Ltd. (ESRC) :

3-6-1 This is a public limited company incorporated under the Indian
Companies Act. All the equity shares of the Company amounting to
Rs. 22-5 million are held by Esso Standard Eastern Inc. and its notinees,
while all the prefetence shares are allotted to Indian investors. The a¢-
counts of the Company are closed at the end of December every vyear.
The General Manager’s office at Bombay of Esso maintains the accounts
of ESRC and for these and other services rendeted by the General Ma-
nager’s office, proportionate charges are debited to ESRC. Similarly,
BSRC gets debit of New York office expenses and research expenses from
its associates at New York for service rendered by them.

3-6.2 The working results of the Company as disclosed by its publish-

ed accounts are summarised below :— .
(Rs./million)
1965 1966 1967
(1) Capital employed
- {a) Fixed assets . .. + e . 80-I54 74-483 . 69-378
{b) Working capital . . . . 160-908 166189 178-407
(c) Total capital employed . . . . 241'06Z 240-672 247 785
(i) Total crude throughput (million'tonnés) .~ 260 278 2-52
ii) Cacfiul employed per tonne of crude proces-
sed (Rs.) L. '
(a) Fixed asgets ., . . . . . . 30-83 26-82 - 27-51

(b) Working capieal . . . . . 6189 5984  70-74
©Total . , + . . . . 92:72 8666 9825

{iv) Profit prior to taxation, loans and bad debts, -« 26-003 14-938 28095

etc.

{v) Profitas percentage oncapitalemployed. . 10:79 6-11 11-34
{vi) Profit per tonne of crude processed (Re)) . 10-00 5-38 11-14
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3-6-3 ESRC owns the crude and all the refining expenses and sales
realisations are reflected in its books. However, if the refining and market-
ing operations are viewed as integrated ones, the i profitability
position of ESRC and Esso would emerge as under :—

(Ras.fmillion)
1965 - 1966 1967

(1) Profit prior to provision for taxation, bonus, 52-231 37-678 47241
bad debts, etc. ) :

{ii) Capital employed . . . . 472461 449-10.  455-48 .
{iii} Profit as percentage on capital employed . 11-0% 8-39 10-37

It will be seen that in 1967, whereas as a percentage of capital employed,
the marketing company earned a profit of 5-12 per cent and the refinery
11-34 per cent, the profit on the combined operation worked out to 10-37
per cent. While calculating the figures for capital employved for Esso
Group’s integrated operations®of refining and marketing, we have had
to make certain adjustments to avoid double counting of inter company
balances, because the two companies do not treat such balances identically
in their respective accounts. (gee paragraph 3-14-1).

3-7 Caltex (India) Limited :

3-7:1 The Company continues to import crude oil for refining in
India by Caltex Qil Refining (India) Ltd. at the refinery situated at Visa-
khapatnam on payment of processing fees. Since 1966, however, crude
ownership has been transferred from Caltex (India) Ltd. to Caltex il
Refining (India) Ltd. and the products are taken over by Caltex (India;
Ltd. Upto 1966 exports of surplus products were handled by Caltex (India

Led. but from 1967 such exports have been handled by Caltex Qil Refining
(India} Ltd. direct.

3:7-2 The share capital of the Company was increased from
Rs. 45-48 million in 1963 to Rs. 4733 million in 1964 and continued at
that level. The profitability position as per balance sheet is given below

(Rs./million)
1965 1966 1967
(i) Capital employed .
(a) Fixed asscts . . . . . . 62-563 56472  53-380
\b) Working capital . . . . . 35-884 24:370  39-014

{c) Total capital employed . . . . 98-467  B0-842  02-394

(if) Sales turnover . . . . . » 805-523  734-607 798-812
{iii) Quantity sold (million/kl) . . . . 1-904 1-669 1-844
(iv) Capital employed per kl. sold (Rs.) ; .
{a) Fixed assets . . . . . . 32-87 33-84 28-95
(b) Working capitel . - . . . 18-84 14-60 21-16

©@Towl <& + o+ « o+ . . SITI 4844 S0-11
{v) Profit prior to-provision for mnf:lon,bonm,

bad debts, ete. . . F . . 4-193  21.621 26612
(vi) Profit as percentage on capital employed . 4-26 26-74 2882
(vii) Profit as percentage on sales turnover . 0-52 2:94 333

(viid) Profitper kl.sold (R3) . . . . 2:20 1295 1443
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3-8 Caltex Oil Refining (India) Led. (CORIL) &

3:8:1 Caltex Oil Refining (India) Ltd. (CORIL) has been refinin
the crude supplied by Caltex an a processing fee basis upto the end o
1965, therefore, the accounts of CORIL reflect upto 1965, the processing
fees earned and the processing expenses incurred. Frem 1966, the crude
is owned by the refinery and the products are sold to Caltex, but exports
are handled direct by CORIL since 1967. The accounts reflect the results
of transacdons accordingly.

1039'8-2 The working results as per the published accounts are given

e

(R jmillion)
1965 1966 1967

(i) Capital employed: . _ B
(a) Pixed assets . . } . R . 78-161 78-618 75-875

(b) Workingcapital . . . . -,  82-594  89-123  84-530
() Total capitst employed . . . . : 160-755 - 167-741 160405
_ (#) Toeal crude throughput (miltionfronnes) | 1:10 1-28 - 1-28
(iiiy Capital loyed per tonne of crude pro-
cessed {ﬁ“:?
(o Fixedassets . . . .. . ., 06 61-42  59-26 -
(b) Working capital . . . . 7508 60-62 6604
(c) Total . . . v . . . 46014 131-04 125-32
 ——
(iv) Profit priotr to taxation, bonus, ete. . . 4134 1-978 4:684
{v) Profit as percentage on capital employed . 2-57 .- 1-18 1-92
(vi) Profit per tonne of crude processed (Rs.) . 3% 1-54 3-65

3:8-3 The ;:ombined results of both the refining and marketing
operations are indicated below :—

(Rs./million)

iy

1965 1966 1967

(i) Profit prior to taxation, bonus, etc. . . 8-327 23599 31-296
(ii) Capital employed . . . . «  259-222  248-583 252-79%9
{iii) Profit as percentage on capital employed . 32 9:49 12-38

In contrast with Burmah-Shell and Esso groups the profit earned by
the Caltex group on the refining ration was much less than that on the
marketing operation. In 1957, %:ltex earned 2-92 per cent on capital
employed on refining, as compared with 28:82 per cent on marketing,
the combined profit being 12-38 per cent. This apparent disparity is
due to the fact that the amount of capital employed per tonne of cru
processed  varies wid from Rs. 62-49 per BSR, Rs. 98-25 for ESRC
and Rs. 125-32 for CORIL. On the marketing side, capital employed per
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kilolitre sold varied equally widely from Rs. 90-15 for BSM, Rs. 114-45
for Esso and only Rs. 50-11 for Caltex. These disgarities make it difficult

to make a proper comparison of the telative profitability of the different
companies in their refiningymarketing operations. .

3-9 However, the rollowing table shows the profit. earned by the three
companies as a percentage of capital employed in their combined operations
of refining and marketing as a percentage of capital employed :—

(Re./million)

195 1966 1967

@) BSMandBSR . . . . . . 2101  21-99 1975
() Essosnd ESRC . . . . . . 1105 839 10-37
Gi) Caltexwsd CORIL . . . . . 1321 949 1238

3+10 Indian Oil Corporation Ltd. (Marketing Division) (I0C) :

3-10-1 In August, 1958, the Indian Refineries Ltd. was incorporated
in the public sector with the main object of refining and manufacturing
of petroleum products. In June, 1959, the Indian Qil Company Ltd. was
also incorporated in the public sector mainly for the marketing and
distribution of petroleum products. However, with effect from the 1st
September, 1964, the Indian Oil Company Ltd. and the Indian Refineriés
Ltd. were merged under the name and style of Indian Qil Corporation
Lid., with registered office at Bombay, with 2 Marketing Division with
head office at Bombay and Refineries Division and Pipeline Division with
their head offices at New Delhi. ' On the recommendation of the Com-
mitcee on Public Undertakings, the Pipeline Division has been merged
with the Refinelies Division with effect from the 23rd February, 1968.
The combined authorised capitol of the Indian Qil Corporation, as 2 whole
as on the 31st March, 1968, consists of 850,000 equity shares of Rs. 1,000
each, out of which 711,772 equity shares of Rs. 1,000 each have been
issued, subscribed and fully paid.

3-10-2 The Marketing Divicsion of the Indian Qil Corporation has
four branches with offices at Bombay, Madras, New Delhi and Calcurts,
each branch controlling the aistribution, sales, installations, depots, ete.
in its respective jurisdiction. As on the 1st Apris, 1968, IOC had eleven
port installations in all—one each at Visakhapatnam, Kandla and Okha
and two each at Madras, Bombay, Calcutta and Cochin. Thete are nine
inland installations owned by the Corporation at Shakurbasti, Allahabad,
Kanpur, Mughalsarai, Siligwii, Rajband, Patna, Merigrem and Sabarmati.
In addition, public se:ztor refineries coming under the control of Refi-
neries Division of JOC have tneir instcilations at Koyali, Barauni and
Gauhati. The Corporation has 110 up-counrry depots and 1741 retail
pump outlets. The Corporation aiso operates 52 airfield refuelling sta-
tions.

3-10+3 The Marketing Division deals mainly in petroleum products
indigenously produced by the public sector refineries of thz Refineries
Division of the Corporarion and those of the refineries under participation
like Cochin Refineries Ltd. In addgition, the Corporation also imports
deficit products mostly from USSR and other East European countries.
It also handles producrs received .from private oil compsnies in Indi
under ‘product exchange scheme’. ’
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3-10:4 The accounts of IOC are closed as at 31st March, each year.
The published accounts of the Corporaticn reveal a combined picture for
all the three Divisions. Therefore, the final accounts of the Marketing
Division alone as maintained by that Division of the Corporation, have
been analysed. The profits earned and the capital employed with certain
financial ratios for the years 1965-66 to 1907-68 are shown in the following
.paragraphs for the Marketing Division only :—

(Rs.jmillion)

1965-66  1966-67  1967.68

(1) Capital employed
{a) Pixed assets ., . . . L. 114-19  .162-85 20563

() Working capital . . . . . . 193-90  231-70  263-16
(c) Total capital employed . . . . 308-09  394.55  468-79
(i) Saleacurnover , . ., . . . 1701-38 2372-88 3039-93
(ii1) Quantity sold (Million/kl) ... 379 488 6+96

Aiv) Capital employed per ki sold (Rs.)

{a) Pixedassets . . . . . . 30-12 33-34 29:54
{b) Working capital . , . - . 51-15 4744 37-81

) Total . . - . . . . 81-27 8078 67-35

(v) Profit prior to taxation, bonus, bad debits,
interest,etc. . . . . . .

71-58 78-31 89-97
(vi) Profit as percentage on capital employed o 23:23 . 1985 19-19
(vii) Profit as percentage on sales turnover . . 4-21 3-30 2:96

(viii) Profit per Kl sold (Ra.) . . . . 18-88 16-03 12:93

3.11 Indian Oil Corporation Ltd. (Refineries Division)

3.11.1 Ininally, the two refineries planned st Gauhatr and Barauns
were entrusted to the Indian Refineries Ltd. The initial authorised capital
of the company was Rs. 300 million, which was subsequently increased in
the year 1963-64 to Rs. 500 million 1n order to cover the coastruction of
Gauhati-Siliguri and Haldia-Barauni-Kanpur pipeline projects. After the
transfer of Gujarat Refinery and the merger of the Indian Refineries Ltd.,
and the Indian Oil Company Ltd., the authorised capital of the combined
IOC is Rs. 850 million. :

3.11.2 The Refineries Division of IOC at present has three refineries
under its control at Gauhati, Barauni and Koyali. The initisl rated cap-
city of Gauhati Refinery, constructed with the technical collaboration of
Industrial-Export, Rumania, was 0.75 mullion tonnes. The refinery proces-
sed 0.812 million tonnes of crude during 1967-68. The crude is received
from the Oil Indiz and the ONGC from their fields at Nahorkatiya,
Moran and Rudrasagar,
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3.11.3 The Barsuni Refinery with initio} rated capacity of 2 million
tonnes was constructed with the technical collaboration of USSR. During
the year 1967-68, the re processed - 1.630 milion tonnes. The refinery
is under expansion to 3 million tonnes capacity. The entire requirements’
of crude oil of this refinery are met by oil India at present. However, since
the existing pipeline capacity of Qil India is only 2.75 million tonnes
per year, it will become necessary for ONGC also to sepply crude to this
refinery in due course. ‘

3.11.4 The Gujarat refinery (Koyali) located at Jawahar Nagar,
District Baroda, was also constructed with the technical collaboration of
USSR. The Initial rated capacity of this refinery was 2 million tonnes.
During 196768, the refinery was operated at 1.921 million tonnes and
during 196869 the refinery achieved & throubput of 2.96 million tonnes.
From Qctober, 1968, the refinery has been processing over 3 million
tonnes. The capacity could be increased to 4 million tonnes with minor
modifications. Bulk of the requirements of crude oil of these refinery are
met by ONGC from their Ankleshwar fields and a small quantity is
also obtained from Cambay, Kalol and Nawagam fields.

3.11.5 The Corporation is also in charge of the proposed Haldia
refinery. The Initial installed capacity of this refinery, which is under
construction, will be 2.5 million tonnes per annum, subsequently to be
raised to 3.5 mullion tonnes. ‘

3.11.6 On the basis of the accounts maintained by the imdividual
refineries, as well as by the Refineries Division and after appropriate adjust-
ments for the common expenses, assets and lHabilities, the following
results have been arrived at for theindividual refineries as well as for the
Refineries Division as a whole. (See page 17)

3.11.7 The result of IOC’s operations on the basis of the integrated
working of the Refineries, Marketing and Pipelines Divisions is given below
for the last two years :—

(Bs./million)

1966.67  I967.68

{i} Profit prior to provision for taxation, bonus, bad debts, ‘
etc. . . . . . . . . 124-03 151-20
(ii) Cepital employed . . . . . . . 1149-23% 131192

(iti) Profit as percentage on capital emplo . .. 10-79° 11-52

It is anexpanding organisation, requiring inéreasing investment and
also showing increasing profits. -



{Re./milllon)

1966.67 1967-68
) " Total Total
Cuauhati  Baraunl  Gujargt Reriui”'_ Gayhati  Bareunl  Gujarat R:{ei:e
Di"a D’.'.
(i) Capital employed : )
{s) Fixed Assets - . . . . . 132-514  364-448 205-457  7T02-419 127-751  397-442  245-042 TM4.235
(&) Working capital 13-383 20-871 18-006 52-260 14-917 31-145 22-829 68-891
{c) Tota) capital employed . 145-897 385-319 - 223-463. 754-679 142-668 428-587 271-871 B43-126
(i) Totsl crude throughput {million/tonnes) 0-743 1113 1:381 - 3:237 0-812 1-630 1-918 4,360
(iit) tal employed part of erud d(Re.)
c?:; Fixe us‘;ts pe omg. m ept?u'”. . 178-38  327-4% 149-77 21700 157-33 24383 129-85 17758 :
(b} Working capital 18-01 18:75 13-04 16-14 18:37 19:11 11-90 15:80 -
- {c) Total . . . . . . 196:36 34620 161-81  233-14 17570  262:94  141-7% 193-38
(tv) Profic prior to taxation, interesc, bonus, ctc. 14-268 15-130 16:320 45718 10:355 20-381 30-491 61:22% .
¢v) Profit as percontage on capital employed . 9-78 3-93 7:30 6:06 7-26 4:76 11-22 7:26
(vl) Profit per tonne of crude processed (Ra.) . . 19-20 13-59 11-82 14-12 12-75 12-50 15-90 14-04

¥4
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3.12 Cochin Refineries Ltd. (CRL)

3.12.1 The f{ollowing table summerises the worlci.ﬁg results of this
Company as shown in its published accounts for the first two years of
its operation, viz., 1966-67 and 1967-68 (Sept-Aug.). :

(Re./million)
1966.67  1967-68

(i) Capital employed

{a) Fixed assets . . . . . . 236-68 235-81
(b) Working capital . . . . . .. 14-47 15-94

(c} Total capital employed , . . . . . 251-15 251-75

(if) Total crude throughput (millionftonnes) . . .  1-80  2-63

{iii) Capital employed per tonne of crude processed (Rs.)
(a) Fixed assets S & B A1
{b) Working capital . . . . . . . 8-03 6-06
{c) Total . . . . . . . . . 13930 95-65
(iv) Profit prior to provision for taxation, interest, bonus
etc. . . . . . . . . . 21-71 45-06
{v) Profit as percentage on capital employed . . . 8-6 17+9
(vi) Profit per tonne of crude processed (Rs.} . . . 12-05 17-12

The company has shown profit from the first vear of its operation.

3.13 Assam oil Co. Ltd. (AOC)

3.13.1 Assam oil Co, Ltd.i=a vertically integrated company engaged
in the finding and production of crude oil and refining and marketing of
petroleum products. It is a wholly owned subsidiary of Burmah Qil Co.
Ltd., London. The paid up capital of the company atthe and of Decem-
ber, 1967, was £40,00,000 divided into 4 msllion shares of £1 each, fully
paid up and held by Burmah Oil Co., London. Burmah Qil Co.
{India Trading) Ltd. was marketing the products of Assam Qil Co.
refinery till the 31st December, 1965. From the IstJanuary, 1966, the
marketing function has been taken over by Assam il Co. Ltd. The
company handed over the aviation service facilities entirely to the
Indian Oil Corporation early in 1967. Assam Oil Co. operates only
within its marketing areacomprising Assam. Manipur, Tripura, Nagal
and the NEFA. Itisalso selling on consignment account Shell lubricants
and greases 1n its marketing areas and recewves a ccmmission of 5 percent
onthe gross proceeds. From the Ist July, 1967, Assam Oul Ce. discon-
tinued the marketing of chemicals such as pesticides and fungicides etc.
The operating headquarters of Assam Qil Co. Ltd. and Burmah OQil Co.
(I.T.)Ltd. are situated at Digboi and common expenses are borne in
the books of Assam Qil Co. Ltd. initially. Assam Oil Co. is recovering
form Burmah Qir Co. (I.T.)Ltd. charges for services rendered and pays
annual rental for the use of marketing facilities which continue to be owned
by Burmah Qil Co. (I.T.} Ltd. even after the take over < f marketing function
by Assam Qil Co. Ltd.
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3.13.2 For this company separate financial analysis for each of the
functions mentioned earlier was not possible in the absence of relevant
data. Further, on the marketing side, Burmah Qil Co. (I.T.) Ltd. conti~
nues to own the marketing facilities while installations and pipe-lines are:
borne in the books of Assam il Co. Burmah Qil Co. (I.T.) Ltd. re-
covers rental from Assam Qil Co. for the u.e of marketing facilities. As
the capital employed is integrated, it is appropriate to study the combined
manufacturing and trading results of Burmah Oil Co. (I.T.) Ltd. and Assam
Qil Co. Ltd. The table below indicates 1the combined working results of
both the companies for the years 1965 to 1967 : '

. (Ra.jmillion)
1965 1966 1967

(i) Capital employed

(2) Fixedassets . . . o . « 17997 22-21 24-79
(b) Working capital ., . . .. 92-64 75-98 71-83

(¢) Total capital employed . . . . 110-61 98-19 9662

(i) Sales turmover . . . . . . 192-23 336-35 346-50

{iil) Quantity sold (million/K1) . « . 0-58 0-71 066
(iv) Capital employec per Ki sold (Rs.)
(8} Fixed assets . . . . . 30-98 31-28 37-56
(b) Working caplital . . . . . 15972 107-01 108-83

(c) Total . . . . . . . 1901 138-30 146-39

(v) Profit prior to provﬁion for taxation, bonua,
d debts, atc. . . . . . 217 17-57 29-37

(vi) Profit as percentage on capital employed . 1-96 17-90 30-40

(vii) Profit as percentage on sales turnover . . 0-74 522 8-48
(viii) Profit per Ki sold (Rs.) . . . . 3-74 24-15 44-50

The above analysis shows that the profits during the years 1966 and
1967 were far higher compared to the earlier year. Tbis is mainly due to
lower cost of crude oil and the greater margin in product realisation after
devaluation.

3.14 Inter-Company Comparison of Profitability :

3.14.1 The following table compares the profitability of the different
marketing companies for the year 1967,

. Per Kl of products sold (Rs.)

Volume Profit as

of sales percentage

handled Fixed Working Capital Profit of capital

{M/K1) nasets capital employed employed
Burmah Shell . 5-04  41-85  48:30  90-15 ~ 1593 17-67
Esso . . 3027 39-90 49-09 B8-99 ) 5-86 6-58
Caleex ' . . 184 28-95 21-16 50-11 14-43 28-82

oc Lo 6196 29:54 37-81 - 67-35 12-93 19-19~
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Caltes has earned the highest rate of profit an capital employed end Esso
the lowest. It has been observed that che investment in fixed assets per
Kl of products sold is higher in case of Burmah Shell and Esso than in the
case of Caltex and IQC. The block investment of Burmah Shell, which is
in terms of sterling, went up in its rupee value as a result of devaluation,
whereas the rupee value of fixed investment in Esso and Caltex remained
unchanged. Moteover, in the case of Caltex and IQC, there was an increase
in the quantity sold. If BSM’s figures were adjusted to pre-devaluation
parity, its investment per Kl sold would appear to be more or less
equal to that of Caltex or IOC. Furthert, in the case of Caltex, the marketin%
company receives credit from the refinery to the extent of 5 to 6 months
sales which reduces the former's working capital requirements. The Esso
marketing company enjoys a similar facility, but while the refinery shows
the credit extended to the marketing company as part of its current assets,
the marketing company does not show it as its current liability with the
result that this amount would become part of its capital employed if no
adjustrment is made. We have treated 50 per cent of the amount of
inter-company credit in the Esso group as current receivable and the
balance as financing arran%ements. The figures of capital empl:zed given
for Esso in the above table have been arrived at after making this
adjustment. An important factor affecting Esso's profitability is that
although mineral turpentine oil and jute batching oil were required by
Qovernment to be sold to consumers only ar the pre-devaluations parity,
the marketing company purchased these products from the refinery on
the post-devaluation basis and suffered the loss on account of the
deference. The higher profitability of Burmah Shell is explained by its
higher earnings from lubricants, greases and LPG. Whereas Burmah Shell
hanalesall sales, reiail and wholesale, of LPG itself, Esso and Caltex sell
LPG to other companies and consequently the profits onthe retail salesare
not reflected in their accounts. In the case of 10C, unlike the private
oil companies, the Marketing Division doex not have to incure expen-
diture on the maintenance of storage tanks at its instailations near the
sites of its refineries; therefore, its profitability benefits by the avoidance
of normal expenditure on maintenance of such storage facilities.

3.14.2 The foliowing table gives a broad comparison of the profi-
tability of the various refineries in 1967 :—

Per K1 of saleable
output (including Profit as

Average
processing Capacity  own con(ﬁ:r;\ption percentage

capac::"ty utilized on ;pitaé
in m Centa e
ttl::mel pet & Capiral Profir e
employed
BSR . . . . . 400 "95 53-59 1272 23-75
ESRC . . . . . 300 84 53-92 9-21 17-08
CORIL . . . . . 1-60 80 108-97 318 -9
IoC
Gauhati . . . 015 108 148-15 10-76 7-26
Barauni . . . . 200 82 121-12 10-54 475
Koyali - . . . 2-50 77 116-48 13406 11-22
10CTotal . . . . 525 a3 161-21 11:7} 1-26

CRL . . . . . 150 105 8131 1455 17-90




21

The significantly higher profitability of BSR is mostly due to the
nore favourable product mix resulting in higher realization. ESRC and
ZORIL appear to be handitapped in the production of naphtha whereas
BSR is equipped to refine the naphtha fractions into motor spirit 93 Oc-
ane and also to mramge its export at higher netback. Of the IOC re-
ineries, Kovyali pays more for crude due to adjustments for API gravity
sut has a favourable pettern of production, of which the refinery does
10t derive full benefit due to the low price of its heavy ends compared to
BSR and ESRC, which earn higher netback on their production of biru-
men and other heavy distillates. Koyali is expected to show still better
result on  expansion to 4.00 million tonnes. The lower profit of CORIL
is attributable to the higher investment in fixed assets and the credit faci-
lity extended to the associate marketing company. CORIL’s investment;
on fixed assets is higher by about Rs. 8 per tonne of crude than thet of
BSR, despite the fact that the latter includes investment on bitumen drum
manufacturing plant, LPG bottling plant and LPG cylinders. The reasons
for such higher investment in the case of CORIL are not clear to us. The
higher investment in fixed assets of IOC refineries is obviously due to the
higher cost of construction and inland location requiring greater capi-
tal outlay on sewage, roads and the provision of exXtensive townships
and other facilities. These refineries also generate their own power at
substantial capital cost. The high investment on fixed assets at Barauni is
attributable to comparatively much higher expenditure on development of
the refinery site, and the township being bigger than at Gauhati and Koyali,
The investment on plant and machinery at Barauni is also the highest due
to the installation of lubes plant, kerosene treatment unit, coaking unit and
bitumen unit, at the gross original value of Rs. 137 million. This is said
to have been necessitzted by the nature of the crude and the processes
involved and the builtin plant to manufacture lubricants and greases.
The pasition of this refinery may improve on achievement of the program-
med expantion and satisfactcry operation of the lube plant. I0C’s cost
structure for refining has been rendered unfavourable by the comparatively
higher capital cost, higher incidence of salaries and wages due to surplus
labour and the high cost of generation of power compares so ‘BSR and
CRL, who purchase power from outside.

3.14.3 In view of the fact that different companies have different ar-
rangements regarding ownership of crude, pricing of products on transfer-
to the associaved marketing company, disposal of LPG and the internal
adjustment of under-recovery of coastal freight on products, the results
of the different groups’ integrated operations shown in the following table-
provide a more meaningful comparision ——

Profits ar percen-
tage of capital em-

ployed in 1967
BSM and BSR , . . . . . . . . 19-75
BESSOQ and ESRC . . - . . . . 10-37
Caltex and CORIL . . . . . . . 12:38
IOC . - . ll '52
AQC 30-40

The gbove analysis shows that the gross profit of the industry in
1967 has been generally higher than 11:30 per cent on capital emploved..
¢ comparatively lower position of Esso is mainly attribuwiaole to the
pattern. of production, the comparatively higher cost of ancillary items
hke_ bitumen drums and the impact of the additional (non-recoverable):
duties payable on account of undue over-recoveries in the previous years.



CHAPTER FOUR
Demand for Petroleum Products

4.1 The total sales (excluding deliveries to foreign bunkers) of pet-
valeun products for each of the years 1965 to 1968 are given below :

(Million tonnes)

+

1065 1966 1967 1968

I. Bulk refined petroleum products . . 9:560  9:968  10-430 11-770
Growth per cent . . . . 100 104 109 123
2. Bitumsn aad bitummenous compounds . 0-589 0-538 0-526 ©-622
Growth per cent - 100 9 B9 106
#. Lubricants and greases . . . 0-444 0-388 0-463 0-487
Growth percent . . . . 100 87 16.1 110
#. Specialities . . . . . . 0163 0-156 0-193 0-169
Growth per cent . . . . 100 % - 118 104

The average rate of growth in all-India consumption which was 9.8
per cent from 1956 to 1961 decreased to 9.2 per cent from 1961 to 1966.
For the period 1966 to 1975, the probable growtn rate is esdimated.at 11.2
per cent per annum. -

4.2 The future estimates of all-India consumpticn, exclusive of de-
liveries to foreign bunkers, made by the Indian Institute of Petroleum
are given below :—

(Million tonnes)

1969 1970 1971 1972 1973

‘Bulk refined products . . 12-436 13-521 14-714 16-049 17-517

Bitumen and bitumenous com- 0-672 0-725 0-783 0-845 0-912
pounds.

-

Lubcicantsand greases . . . 0537 . 0-590 .0-649 0700 -0-756
Specialities . . . . " 0-192 020 ~0-228  0-246  0-268
e . . . .. 0-120  O0-M44 , 04173 0-208  0-250
Naphtha . . . . 0-889 1-491 1898  2-383 3-648

ToTaL . 14:846 16681 . 18-445  20-391  23-351
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4.3 Based on the above, we estimate that during 1970 to 1972 the
total sales of the 4 major oil companies, which will supply more than
95 per cent of the total consumption, will average 19.451 million kilolitre
(excluding LPG and Naphtha) and 23.29 million kelolitre (including
LPG and Naphtha) per year. The shares of individual companies are
estimated as under :— .

(Million kilolitre)
Burmah Esso Caltex IOC Total
Shell
Bulk tefined products . 3-689 1-100 1-320 10-465 17-574

Bitumen and Bitumenous com- 0275 . 0-145 0-045 C-300 0-765
pounds. iy ’ :

Lubricants'und greases , . 0-125 0-130 0-050 0480 0-785

Specialities . .. . 0-125 0-080 0-002 Q120 0-327
TorafA) . . . 4214  2:455  1-417 11.365  19-451
IPG . . . . . 0-107 0-129 0-017 0-122 0-375
Naphtha -~ . . . . O-427 0-283 0-120 2-634 3-464
Tora (B} . . . 4748 2-867 1-554 14-121 23-2%0
Share of each company (A) per-
centage . . . . 21-67 12-62 7-28 58+43 100
Share of each company (B) per-
centage . . .

10-39 12-31 6:67 6063 100




CHAPTER FIVE
Cost of Imported Crude Oil

5.1 The existing and the projected refineries at the coast are essen-
tially based on imported crude oil with the provision for use of indigenocus
cruge oil in circumstances and on conditions specified in the relevant
agreements. The total guantities of crude oil imported and their value
in foreign exchange from 1965 to 1968 were as under :—

ntity imported Value
i%:::illion tonnes Rs./million
19 . . . . . . 68 403-8
1966 . . . . . 75 561-0
1967 . S0 . . 8-7 T05.9

1968 . ' . . . 10-5 : 938-8

5.2 The two Bombay refineries used in addition indigenous crude
from the Gujarat oil fizlds totalling 094 miilion tonnes in 1965, 1,05 mil-
lion tonnes in 1966, {98 million tonnes in 1967 end 0.13 million tonnes
in 1968. By 1975 the totsl refining capacity required to meet domestic
requirements is estimated at 34-00 million tonnes snd the availability of
indigenous crude oil at sbout 12-00 million tonnes, involving import of
about 22 milhon tonnes at 8 cost of nearly Rs. 2,000 million annuallyin
foreign exchange.

1. Arrangements for Import of Crude Oil

53 The structure of the coastal refineries and their arrafigements
for the import of crude are described below.

5-3(a) : Esso standard Refining Company of India Led. (ESRC):

5:3-1 This a private limited company incorporated on the 5th July
1952, in Bombay in pursuance of the Agreement of the 30th November,
1951, between the Standard Vacuum Qil Co. {(renamed Esso on the 31st
March, 1962) and the Government of India for the esrablishment of the
refinery at Trombay, Bombay, with an initial capacity of 1-2 million
long tons per annum. The refinery went on stream on the 29th July, 1954.
L};e_ hi%%%.;t throughput of 2-52 million tonnes of crude oil was achiev-

in .

5-3-2 Since the Ist July, 1967, Esso Standard Eastern, Inc. is no
longer a party to the sale of crude oil to ESRC, which purchases its crude
oil from Esso International Inc. at prices said to be established after con-
sideration of the competitive conditions. Esso International is a wholly
owned subsidiary of Standared Qil Company of New Jersey and does,
not produce any oil itself. It obtains crude il from suppliers in the

24
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Middie Ebkt. Sindesthe end-bf June, 1968, Light lranian-crude 0tl (34-4-
34-9 APl grawity)is imported Zor this refmery at a discoont of 41 eonts
per bamd'e;;tbe"fhet_?ﬂ:lce'bdng $1-38/bbif.0.b. KhargIsland. Esso has claim-
ed that this phice \is ‘competitive with comparable supplies to other couh-
tries hww £6the type of crude oil and ‘the location of -souree.
Esso alse fhaintains that its suppliers-have access to-a wide range of crudes
_ thus sssuring on a continuous: basis sapplies most suitable fram the stant-.
point of yield pattern and plant capability. L )

$.3.3 The suppliers of -crude oil also provide the necessary transpor-
tation at.marine frdightcalculated on the'basis of thé Londen Tanker Broker
Panel’s AFRA {Awerage Freight Rate Assessment) as applied to *he Inter-
national Tanker Norninal Freight Seale (INTASCALE) which is-computed
since €he 1st June, 1968, atrates applicable to Large Ranpge tankers (about
45,000 temnes) regardless of the size of the-tanker actually employed. At
current Taies, ‘thils -results in. a freight reduction of 3-5 cemts per barrel.
Under the Refinexy Agreemenc of the 30th November, 1951, Esso is permit-
ted to obtain. e oil- from itsiown sources of supply abroad at wofld
market prices.” - - SR - ' -

5.3 (b) Burmah-Shell Refineries Ltd. (BSR) :

'5.34 This is a public company promoted in India on the 3rd Novem-
ber, 1952, by its foreign sharebolders, viz., Burmah Oil Company Ltd.
and the Anglo Saxon Petroleum Co. Lid. (now Shell Petroleum Co. Lid.)
for the establishment of an oil refinery at Bombay, in terms of the Agree-
ment of the 15th February, 1951, concluded with the Government of India.
At the time the refinery was constructed, the approved capacity was 2 mil-
Lion tons per annum. "The pattern. of the nrefinory was generally determined
by the needs of the Bombay Economic Supply Area, both in respect of

-quangity. and quality. Since the commissioning of the reﬁnf;fy onthe 3lst
January, 1955, the ‘crade throughput and wet output of the refinery
have. increased from time 1o time:-the highest crude thropghput of 4,00
million tonnes was attained in 1966, :

. 5.35:The crade refined by the Burmah-Shell Refineries Ltd. (BSR)
is owned by its MarkeﬁniMMates, tir., Burmah-Shell Qil Storage &
Distributing Co. of India Ltd. (BSM). BSR ‘‘functions solely as a contrac-
tual manufacturer receiving as income a-fee @ai‘d by the owners of oil beiqg.
processed, ‘i.e., BSM”. This fee, called the Process Fee or the Refiner’s.
Margin is based on the spread between the value of the czude purchased
.and that.of the refined products outturn. '

5.36 An verms of -the Supply Contract condluded on the 1st January,
1962, between BSM and its foreign suppliers, BSR’s requirements of im-
-ported crude are purchased roughly in the ratio of 50:50 from the Shell
International Petroleum Co. Ltd,, London (STPC) and the Petroleum.
Supplies & Services Ltd., London (PSS) at prices “determined by nego-
tiations between the parties on the basis thar at all times such prices shall
‘be fair and reasonabie.”” The suppliers are themselves not the producers
of crude .oil as they are merely international trading companies having
access 1o crade jes from several sources and baving facilities to dis-~
pose of surpluses of products arising at BSR. Shell International Petroleum
Co. Led. (SIPC) is adhilisted to Royal Dutch andfor Shell Group .of Com-~
panies and the Supply Contracts provide for its-share of -crude supply shwo
31 P&CHI,
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being met by N.V. Koninklijke Nederlandsche Petroleumm Maatschappij
(Roy3]l Dutcb) or the Shell Transport & Trading Company Ltd. (Shell
Transport) or a subsidiary of Royal Dutch and/or Shcll Transport. The
share of crude supply of Petroleum Supplies & Services Ltd. may simi-
larly be met by any other subsidiary of Burmah Qil Co. Ltd., which has
large boldings in Shell Transport & British Petroleum. BSR has stated
that no remuneration is paid by BSM to the suppliers for services rendered
in respect of crude supplies.

5.3.7 The crude is transported from the Middle East sources of supply
in vessels arranged by :he suppliers on behalf of BSM. The freight from
the loading port to Bombay is calculated on the basis of AFRA as applied
to INTASCALE and as amended from time to time. Previously, crude
was normally imported in Midium Range (MR)—25,000 to 44,999 DWT-
tankers, but, with effect from the 1st May, 1968, BSM’s suppliers have
agreed ta charge freight at Large Range (LR) 45,000-79,999 DWT—AFRA
rates on all imports, even though, during the monsoon pariod imports
would actually have to take place in MR vessels. The Supply Contracts
concluded between BSM and its suppliers are wvalid for 15 years from the
1§t Jar;uary, 1962, and, unless terminated by 3 years’ notics, indefinitely
thereafter.

5.3.8 ltis not known which particular company in the chain of supplies
bears the burden of the discounts. The Supply Contracts are designed
to ensure that imports for BSR are made by BSM of crude oil produced/

sold by a series of companies including the parent companies, their affiliates
and subsidiaries. ‘ .

5:3 (c) Caltex Oil Refining (India} Led. (CORIL) :

5-3-9 This is also 2 public company promoted in India on the 23rd
February, 1955, by its foreign owner, viz.,, Caltex - (India) Ltd., for the
establishment of the 0il refinery at Visakhapatnam in terms of the Agree-
ment with the Government of India of the 28th March, 1953, with the
capacity of 0-675 million tons per annum. This refinery is presently capable
of processing 1-6 million tonnes of crude per year. Since the commission-
ing of the refinery in 1957, the crude throughput has increased from time
to time, depending upon the foreign exchange allocation made by Gouvarn-
ment for import of crude oil; the highest crude throghput of 1-543 mil-
lion tonnes was achieved in 1968. :

5-3:10 The crude was owned by Caltex (India) Ltd. up to the 28th
February, 1967, and since then the crude processed is owned by CORIL.
The finished products are handed over by CORIL to Caltex at import
parity prices and all coastal freight and export wharfage ex-Visakhapatnam
are borne by the refinery. Thus, “Gross Refiner's Margin” to CORIL
will be realization at import parity prices of finished products less cost of
crude and expenses on coastal movements. .

5-3+11 Consequent on the transfer of crude ownership from Caltex
(India) Ltd., to Caltex Qil Refining (India) Ltd., the Crude Sales Agreement
with Caltex (UK) Ltd. has been assigned to CORIL with effect from the
8th February, 1967. This arrangement will remain in force up to the 3ist
December, 1976. The import of Mines crude has been discontinued since
August, 1965, and substituted by Light Iranian Crude.
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5-3-12 The price of crude oil is based on posted prices or quoted
prices applicable to the source of supply less discount which in terms of the
agreement with the suppliers is, “competitive with other commercial
discounts being offered for similar crudes of the same gravity and quality
on long-term contracts for comparable quantities.”

5-3-13 CORIL does not pay its suppliers any remuneration for the
services rendered in connection with the supply of crude and is not aware
of the rate of discount, if any, allowed to its supplier by the producer(s).

5:3-14 A major portion of the crude oil requirements is being trans-
ported by a medium size 34,294 SDW—-Summer Deadweight—tonnes
tanker, owned by the Shipping Corporation of India Ltd. Freight is
incurred on the basis of time charter hite fixed in the Charter Party, bun-
ker fuel costs, actual port charges, etc. The balance erude requirements
are imporcted by foreign flag tankers mostly of T-Z type with SDW
of 16,600 tons maximum and towards the second half of 1967, some
imports were made by tankers with SDW of over 25,000 tons. In respect
of such imports, freight is determined on the basis of INTASCALE freight
rates with the applicable AFRA variations. Effective the 17th June, 1968,
the suppliers are charging freight at rates applicable to Medium
vessels even though a portion of crude may be imported by smaller, i.e.,
General Purpose (GP) tankers.

5:3 (d) Cochin Refineries Ltd. (CRL) :

5:3+15 The Cochin Refineries Ltd., was incorporated as a public
limited company on the 6th September, 1963, under a tripartite Agree-
ment between the Government of India holding 51 per cent of the shares,,
Phillips Petroleum Co. of USA 25 per cent, Duncan Brothers & Co.
Ltd. of Calcutta 2 per cent and the balance held by others. The refinery
has an installed capacity of 2-5 million tonnes of crude per annum i.e.,
50,000 barrels per day. It went on stream in September, 1966 and attained
2 throughput of 2 -543 million tonnes in 1968,

5:3:16 In terms of the letters exchanged on the 27th April, 1963
between the Government of India and Phillips Petroleum Co. of USA,
the latter acts as agent for Cochin Refineries Ltd., for supply of crude
oil for the refinery. Accordingly, Phillips has concluded with the Stand-
ard Qil Company of California, the Crude Supply Contract, dated the 15th
November, 1963, as amended on the 1st February, 1966, providing for
supplies of the specified quantity of crude oil. The important feature
of this Contract is that the prices of Iranian and Arabian crude oils are
determined at the same rates as those payable from time to time by
Burmah-Shell, Esso and Caltex refineries, with the usual adjustments at
the rate of 2 cents per barrel for each degree of differential in API gravity.
No remuneration is paid to the agents for crude imports under this arrange-
ment. The original Crude Qil Supply Contract concluded by Phillips was
to remain in force for 15 years from the 10th October, 1966, with the
option to either side to terminate it at the end of three years of deliveries.
The Modification of the Formation Agreement, however, contemplates
termination or revision of the Crude Supply Contract by Octcber, 1970,

5:3-17 This refinery is presently processing Aghs Jari Light Iranian
crude obtained from fﬁz lstplr\hy, 1968, at the f.0.b. cost of $1-38/bbl
as applicable to the imports by Burmah-Shell, Esso and Calcex,
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5+3-18 The trensportation-arrangement of -crude-ischanéd d&ri the:Con-
tract of Affreightment - sxwered ihto between -Triton Shipping-inc. and
CRL with Phillips Petroleum o, 43 -agents far charrering - tankers. . The
freight is:t0-be paid ata fixed 'tate indoliars-per barnel, Thased oh toanspest
of crude in tankers of abowt 38,000 ¢anmes DX/T. This sate: will remain
firm for the durarion of the Contract but shall not exceed the prevailing
INTASCALE rates: ' which- means that the AFRA. variationy s applied
to INTABCALE from time: te time are mot to :be telen into account.
The freight will be subject to adjustment.on: account .of dead: freight,
depending on the draft conditions at the Cochin port.

5-3-19 The Moadification of Formation Agreement made on the 26th
February, 1969, provides for increase of refinery capacity to -70,.&0 barrels
ﬁft day (=<3 -5 million tonnes annum) 197£ The Government of

dia will ensure that CRL will declare an ;l):gc dividends out of its
profits and free regerves of at least an amount sufficient to enable .Phillips
to receive from CRL -annyally, commencing with the financial year 1967-
68, a dividend which will resultin a net after-tax dividend to Phillips
of not less than the rupee equivalent of US $388,270-24. This is equal to
10 per cent of Phillips share holdin%u"in dollars and sets a2 minimum to
the dividend payable generally by C If a in particular year the afore-
said average net dividend is not achieved, the Goverpment of -India shall
arrange for the income of CRL to be made up to the requisite extent.
However, the payment to be made by the Goverament of India - will be
limited to the amount required to yieid the guaranteed process margin
laid down in the Formetion Agreement of the 27th Aprili§ 1963, at the
rate of US . $1-35 for.a period of ten years commencing 1967-68 and
US $1:30 for the mext five financial vears. .The fighzes ~ $1-35/1 30 will
increase/decrease by a8 many cents oer ‘barre! as (a) e.i.f. cost of crude
per barrel decreases/increases in the particular fingncipl year and (b) the
present level of nem-tecoverable excise duties borpe by CRL are i
creased/decreased or other Government of Indie taxes, dizect or indirest,
other than income tax, are imposed hereinafter. The prices establshed .and
paid for the products of CRL shall not be less favourable than the prices
established for the same type of products of other refineries in India, in
the public.or private sector. The Governmsnt of india wlso guarantees
that it, or its nominee (viz. IOC), will purchase from the refinery .dll
of the total sales products produced. ‘ :

5-3-20 The modified agreement contains -extpaorinary - incentives
end concessions to Phillips inesmuch as it provides 10 per cent retirn-on
Phillips share-holding  in dollars regardless - of any increase in processing
cost at the refinery and free of (a). income tax, (b) variations in $frupee
exchenge rate and (c) wveriation in ex-refinery prices. The guarinteed net
gverage dividend is payable in foreign currency slthouph the income is
earned in India. Even variations in #he rates of non-recoverghle dauties
and any new taxes sod duties, other thanincome mx, that the Government
of Indiz may impose hereafter, will have a bearing on the maximum pay-
ment to be made by the Government in any particular yesr to meke up
the shortfell, if any, in the averege net dividend payeble to Phillips. This
stipulation places CRL outside the pale of taxation. Above all, if the
c.if. of crude per barrel decreases (as it is likely to happen from year to
year), the amount of the prooess margin 10 be taken ioto account to

deteemite the maximum payment to CRL shill -aize gocugh by us many
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cenis pa.bersel: Punther, the  privete. sectore refingries, Az, BSR and
CORIL, areat present bearing (amd BSRC. was doing, so up to the end
of 1966} the edditional transportation cest.inyalved in, cosstal movement
of their Broducts, but, CRL has np-such problem;. such additional cost
being entirely borne by IOC. We are dealing with this problem-of under
recoveries in coastal freight separately. The under recovery to IOC on
this account is- estimated. at Rs. 21-4.million on 1969 preduction at CRL.
was normally. expected to decline to abent Rs. 12-00 million by
1972 dae . to. incresse: in consumption in_ the hinterland of in,
but might actually overreach the 1969 mark .in 1972 due.t¢ the - increase
in the refinery capacity under the Modification of Formation Agreement.

543 (¢} Madras Refisesies: Limited (MRL) ¥ -

5+3-21 The refinery at Madras has a designed capacity to process
not lese: then50,000 barrels per; day-of crude ofl, The Formation Aggeement
for this refmery was concluded on the 18th  November, 1965, between the
Go.ve_rffment of Iadia, -on the one hend, with: 74 per dent participation in
the -initial equity capital and the National Iranian, Qil Co. of Iran and
Amoce. Indis . Inc. of HSA, onthe other; with. 1.3 per cent participation
by each in dollans, The refinery will process crude oil from the. Darius
oil fidd in Iran. So long as the refinery is processing imported crude
01[,-.1tq products. will. be putchased by Govetmment or its nominee at
prices. determiried. on a basis-no less favourable to the refinery then those
prevailing for the same type of products of .any other refinery in India
Processing imported crude oil. In case the refinery is processing indi-
genous.:crude did, the prices of. its products shall be no less favoureble than
thase:: received by any other refinery in India processing  indigenous
crude oily: It is not, hewever, clear what proportion of the totel require-
ments of the refinery should be obtained from indigenous seurces, in
order that the prices of its products may be determined on the basis of
those. payable to the refineries processing indigenous crude oil. The
Goverpment of India-shall make available to the refinery: Derins crude
oil, ora .Slzbﬁtg:tt,&:-‘crude oil or blend of crude oils, at the price and terms
provided for Darius crude oil in the Crude Oil Sales Agreement plus
reasonable. tramsportation, costs. - .

. 5:3-21 A separate Crude Oil Sales Agreement of the 18th November.
1985, " concluded between the Government of India, on the one hand
and, the Natiogal Iranien Oil Co. of Iran and the Pan American International
Qil Co..of USA (affiliate of Amoco India), on the other, provides for the
supply. of crude oil from the Darius field in Iran (34 -0 API gravity)- or any
other. crude or blend of crude oils or tailored crudes in specified circums-
tances and conditions. This Agreement provides for sales to the Madras
tefinery of 42 million. tonnes of crude in accordance with the stipulated
schedule over a period of 22 years. The net price of crude oil f.o.b.” Kharg

Island or other place of loading shall be $1-35,bbl subject to increase or
decrease, , -

{a) by $0-02/bbl for each full degree variation in gravity ahove 34-0°
e AP} ty or below 34-9° APT gravity, and : :

Ab) by the amount of uny incresse or decreast in the svichmetic aver-
©' age esthsting bs of the-date of the Agreement, viz. 18-11-65, of the
w0 fodb posted prices for 31-0°/31-9° APT gravity Kuwait crude
oo ofl fiobe Min-al-Ahmadt and- 34°6°/34-9° APL gravity Arabian
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Crude oil f.o.b. Ras Tanura and 31-0°/31-9° API gravity Gech
Saran crude oil f.o.b. Kherg Island, as ‘posted by the major
international oil companies mentioned in the Agreement. Thi
average of the f.o.b. posted pricesas of the date of the Agreement is
$1-67334/bbl. :

The Agreement also provides for credit terms as stipulated therein.
Substitution by the Supplier of Darius crude by another crude is
permitted under a force majeure clause, as provided in Clause 10-7 of the
Crude Oil Sales Agreement.

5:3-23 The crude oil will be transported through the Shipping Cor-
poration of India on terms and conditions reported to be under negotia-
tion.

5324 The price of $1:35 per barrel represents a discount of
$0-28 per barrel, as the posted price of Darius crude at Kharg Island is
$1-63 per barrel. There is no provision in the Agreement other than thet
mentioned in the following paragraph specifically for adjusting the prices
according to the discounts off posted prices offered by other suppliers
from time to time. This is significant particularly because the Agreement
has been concluded for a period of twenty-two years and the trend of
crude prices is expected to be downward. As is well known, the posted
prices of crudes to which the Agreement refers remain unchanged for long
periods and the effective prices are determined only by discounts for
variations in which no adjustment has been provided for in the Agreement.
Moreover, the variations provided for at (b) of para 5-3-22 are related to
three varieties different from Darius crude (which is to be supplied under,
the contract). Presumably this has been done to take note of the general
trend of crude prices in the region.

5:3-25 Clause 4-4 of the Agreement provides that the price of crude
oil shall be no less favourable to buyer than the price of Darius crude oil
delivered under an agreement entered into with another purchaser ‘‘in
circumstances comparable to those in which this Agreement was entered
into and with terms of sale comparable to those of this Agreement.”
In Clause 4-5 there is an identical provision to the advantage of the seller
in the event of the buyer purchasing and accepting delivery of crude oil
similar to Darius at higher rates. The quoted stipulation is in such wide
terms as to leave scope for debate in respect of any varistion whatsoever,
since neither the terms of sale of any two agreements nor the circumstances
in which they are entered into could be exactly comparable, especially
in matters such 28 the quantity contracted for and the period of supply.
In our view, Clause 4-4 as worded does not provide sufficient assurance
that the price charged under the Agreement will be reduced when transac-
tions take place in the international market at lower rates.

5:3 (f) Haldia Refinery :

5:3-26 The refinery at Halida will have a capacity for processing 2-5
million tons of crude oil per annum. The implementation of this project
has been entrusted to the Indian Qil Corporation Ltd., but, the Agree-
ment concluded by the Government of Indiz on the 29th = September
1967, with Compagni Francaise D’etude Et De Construction Technip
and ENSA of France, and another Agreement, dated the 13th October,
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1967, concluded with “Industrial export” Foreign Trade State Company
of the Socialist Republic of Rumania, provides for preparation of detailed
techno-economic studies and conclusion of contracts for technical assistance
and import of certain equipment/materizls; the cost of which will be
financed from the French and Rumanian credits. The refinery is expected
to be commissioned late in 1970.

. 5-3-27 A Crude Oil Sales Agreement concluded on the 29th teme
ber, 1967, between the Government of India and Total International Ltd.
of Bermuda provides for supply of 9 million tons of light Iranian crude
(32 -0°—35-9° API gravity) at the rate of 1 million tons or 50 per cent of
the throughput of the refinery per annum, whichever is greater, from the
date of commencement of commercial operations. After 6 million tons
have been supplied Government of India have the right to substitute
indigenous crude oil provided the remaining 3 million tons are purch

during the five subsequent years. The f.0.b. price of the crude oil at Kharg
Island shall be the average of the prices posted by CFP (Compagnie Fran-
caise Des Petroles), BP Trading, Esso International, Iran ifornia,
Texaco (Iran), Shell International, and Mobil Middle East, less a rebate
of 40 US cents per barrel and such further rebates as may be mutually
agreed upon betwe:n the buyer and the seller. At the date of signature
of this Agreement, the afore-mentioned price at Kharg Island is US $1-79
per berrel for gravity of 34:0°—34-9° API with 2 US cents per barrel
increases for each full degree of gravity increase abovz 34-0 API and de-

grg&ltse by 2 US cents per barrel for each full degree of gravity below 34-9°

5+3-28 There are stipulations in Clause V {Price) of the Agreement,
which successively limit the scope for adjustment in prices. Initially, the
Clause provides for “such further rebates as may be mutually agreed upon
betwe:n Buyer and Seller”. Purther, it provides that if “the price per
barrel of the Iranian light crude oil is substantially out of line with other
prices prevailing in the area for similar long term contracts for the purchase
ond sale of Iranian light crude oil, then the parties shall consult together
to find an equitable solution.” Th~ concluding sentence of this Clause
provides that “neither party shall have the right to request such change
until 500,000 tons of crude oil has been delivered under the Agreement
and six months at least have elapsed since the first delivery of crude oil
has bezn made.” The undsrlind stipulations are capabl: of diverse inter-
pretations. It is not easy to establish complete similarity between any two
contracts. Again, the netf. 0. b. of $1.39 ($1.79 minus $0.40) is psyable
for 500,000 tons of crude oil in any case. This mezns that netf. 0. b.
of $1-34 per barrel, conceded since Aug.;Sept., 1969, by the Bombay
and Visakhapatnam refineries and the furtber reduction thereof to $§1-28
per barrel, now d>manded by Government, cannot be applied to 500,000
tons purchasable under the agreement in respect of the Haldia refinery.

11. Major probiems in regard to Import of Crude Oil and
its Cost

5+4 The supply of crude is the main theme of every agreement for
the establishment of a refinery, whetber wholly owned by 2 foreign com-
pany or established in collaboration with Indian interests. While an
assured supply of crude is an essential pre-requisite of a _refinery project,
the rights and obligations of the foreign supegﬂiﬂ' as stipulated in the supply
agreements have ap important bearing on the cost of crude, the price
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structare: of the products: sndi indeed; on 'theeentide’ exonomics. of the refi.
nories.. The agreements with - Burmah+Shahy Hsuo and . Gaher give them the
freedem ta make their owss arrengement for import of srude. oib érom theie
own sountes of supply- There. is am:addedigtipulation in she cuse of the
kst two companies to the effect that: the: purchazes of ciude oil will be
made at world market rates prevailing at the'time and.plase of shipment,
A similar obligation, though not specifically included in the Agreement,
is:deemed to.devolve on Burmah-Shel: 1h respect £ tha-othes refineries,
the supply of crude oil is governed by commraetnal commirmentss The
Madification. of the Hormation Agreement: for CRL. contemplates ter-
mination by October, 1970, of the Crude Supply Contract concluded b

Phillips with the Standzrd: Qil Co. of Caitfarnis. Thereafrer, Phillips will
continue: 10 act as agents-of CRL and to have she right to-arrange for im-
ported.crude oil supply but shall be obligated to substitute a crude oil or
a» blend of orude oils that may be suggested: by the Governmenu.of India.
In the event cf the Gowvernment of idia offering. 8 guanvicg.of Bostam
erude from lranien offshore fieids, - Phillips shall be -entitled: to offer out
of its. own.:shice of the.game Rostam crude: a quamtity egaivalent to but
not highet than that offered by the Government of Inaia, at the.same price-
¥ at apy thne suitable ingigenous crude becomes available, Government
hwve a pight to ask CRL to buy that.crude im_substitution of other than
indigenous crudes in vse. The Formation Agreement: relarirg to.the esta-
blishment of the Madms Refinery aiso-entitied the Government of Irdiu
to substitote in the Madras Refinery a. crude oil or blend of oils instead
of Derius crude.on which the refinery is based: if no substantial et economic
disadvantage is thereby suffered by the refinery, no significant modifica-
tion of the refinery is entailed and no uncured breach of the Crude Qil
Sales Agreemeant is involved, The Cruder Oft Sries Agreerment inrespect
of the Haldia Refinery is for a specified quantity. and provides for tecmina-
tian by either party on twelve months notice ih the event of the price of
crude oil being out of line with other priees preveiling inthe area for similar
long term contracts, subject to-the stipulation quoted in para 5-3-28. :

5-5 Marinie freight is a significant portion of the. cost of crude. Trans-
port. ot crude for the Madras and Haldia refinerics 1s to be arranged by the
Government. For CRL, transportarion ot ‘¢rude is made at E.xed rates
per barrel specified in the contract of Affreightment reterred to in pata
5:3-18 and valid for five years trom the date ot commencement ot com-
mercial operations ot the refinery (i.e. trom September, 1966) and extend-
able for five periods of one year each. Burmah-Shell, Esso and Celtex
make their own arrangement for transporetion of crude and receive foreign
exchagge alfocation towards marine freight at INTASCALE vith the. AFRA
Index applicable from time to time; but, itis not known whether the actual
freight incurred by the suppliers is also detetmined on the same. basis.

5-6 The arrangements for the import of-cuxde rils for all the opastal
refineries bring out in' old 1elief the primary motivation of the cil com-
panies to secure an outlet for the crudes produced by their principles
and/or theip affiliates and theit subsidiasiesa. Tro safegpard: the Indian
interests, there is a semblance of obligation under the older agreements
fo: purchases to be made at the prevailing world market rates and the
relatively new agreements provide for adjustiaent in pricesto take account
of variations in prices from other sourtes of supply; but the stipulation
regarding comparability of circumstances, under which higher discounts
are offered, would be difficult to fulfii. The history of the past wansactions,
hawever, shows beyond doubs that the full benefit of the prevsiling rates
of discounts have not invariably and promptly been realised. '



‘577 The above.account of the system for import of crude oil shows
‘that each coastal refinery is tied to oOne or more foreign supplier, with
‘which its operations are ipterfocked «in one frorm: or the other. As is
well-known, the internationat petroleum industry is dominatzd by the
so-called international ‘majors’, which own over half the world’s crude
production. Generslly, these companies (or groups of companies) are che
top holders of a number of.associated and subsidiary operating .concerns.
Each of them is a separate legal entity but their boundaries may often
ovetlap those of others. Their important activities are well co-ordinated
to mutual advantage. Easch of thise companies is vertically igtegrated,
producing most of its own requirements of erude or buying it from ano-
ther member of the group on ‘long term arrangements, owing er controll-
ing most of its own transport fa:iliiies on short or long terms charters
operating their own refineries in different production and censuniptios
centres and distsibuting the endsproducts through - its associated marketing
companies in all paft$of the wotld.. Even separate ‘Groups” are organiza-
tionally linked throuih joint ownership of subsidiaries or through  long-
term supply or mar etinf arrangemerts. The result of the integrated
structure is that a very large portion of the crude »il that eaters into
international trade is notsold by free competition' but iz transferred from
producing to refining and marketing affiliates in quantities thar match
the absorptive capacity of the markets for products and at prices that the
fespective markets can bear, Thus, the prices at which imports are ar-
ranged from tled sources can hardly be termed as tne genuine -market
.Pprices in the commercial sense. The seemingly competitive prices affered
by the new comers, zs in the case of rne Cochin, Madras and Haldid™ refi-
neries, are mastly. intended to. secure a foothald in new markets or to
.increase their share in-such markets. . - - .

5B To overcome the handicaps inherent in a situation, where crude

imports are governed by formal agreements with companies having
integrated operations, which by their very nature inhibit competition
-in price, we would suggest the following steps :—

{a) The entire crude requirements of the country should be imported
through a single agency, which should result in sybstantial eco-
nomy in large scale bulk purchases. This could be achieved
by imviting competitive bids, whether public or selective, for
supply of crude oil(s) over a sperified period of time. This
system is followed by Government agencics in OECD countries;
viz., Austria, Canads, Denmark, France, West Germany, Greece,
Italy, Japan, Luxemburg, Netherlands, Norway, Portugal, Spain,
Sweden, Switzerland, Turkey and UK, wde Qilgram Price
Service No. 28 of the 10th February, 1969. The system of com-
petitive tenders-is also followed by the State Qil Agencies in
Brazil (Petrobas), Uruguay (ANCAP), Argentina (YPF) and
Chile- (ENAP).

(b) The existing agreenkents may be re-negotiated, to remove any
impediments in the'way of crude being imported intc the country
at woeld campetitive prices. .

59 The fp.b. priges of crude are subject to discounts which vary
“from time to tiine. Thetabde below shows the rates of discounts applied
iin the case of the principal crudes imported bv the refineriea in India :



{Discounts in cents por barrel)

Iranian Crude Saudi Arabian Crudes
Agha  Darilus  Arablan Arsbian  Arabain =~ Quatar  Kuwait'
Jari : Lighe Medium  Heavy
1) AP Gravicy 34-34-9 34349 M4.349  31.31-9  27.27-9 41419 3i.31-9
i) 1960, June . . 1990 .. 19-0 3.0 16.0 190 ..
(i) 1962, Janusry . 21+0 . 21-0 3.0 16-0 21-0 oo
@v) 1962, March 1-0 21+0 3-0 160 21:0
(v) 1965, January 230 . 130 30 16-0 210 25.0
(vi) 1965, July 30-0 . 30 .. .o 25.0
(vi1) 1966, January 38-0 . no . o250
(viit) 1968, Magfune . 10 . . #o .. « . 280
(ix) 1969, August™® 50 .. . . o R
{x) Posting as on 15-5-69 centa/bbl. . . 179-¢ 163-0 180-0 159-0 147:0 195-0 159-0
Port of Shipment . . Il'ﬁ;lrcgl ﬁ\:rg %nu Ras Ras Umm Minal.
o slany anura  Tanura Tenura  Said  Ahmedi

##*Reported offer by Burmah-Shell effective the 1s¢ August, 1969, and Caltex eifective the 1st September, 1969
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5-10 The discounts have mostly been secured as a result of public
criticism and the influence exercised by the Government by virtue of their
right to decide allocation of foreign exchange. The gap between the f.o.b.
price of crude and its acrual cost of production is so wide that changes
in costs of production have virtually no bearing on the f.o.b. prices.
The cast of production of crude is variously estimated at 20 to 25 cents per
barrel, whereas the f.0.b. price of a typical crude, after discount, came to
$1-34 per barrel until recently. The Governments of the producing coun~
tries are reporte to be levying a duty of 78 ta 85 cents per barrel exporred.
Thus there is a wide margin between f.o.b. price and f.o.b. cost which
shows that there is scope for larger discounts.

5+11 Moreover, the world supply and demand position of crude has
undergone a radical change in recent past indicating the probability of a
marked downward trend in prices of Middle East crude over the next
few years. A study reported in Petrolevm Intelliegnce Weekly (PIW),
New York, dated the 16th June, 1969, concludes that the total demand for
Middle East crude is not likely to grow by more than a little over 4 per
cent per year between now and 1975. This contrasts with a 10 per cent
average annusl growth that the Middle East has become accustomed to
in recent years(from 1960 to 1968). Europe, which in 1968, received 2
little over one-half of all its imports from the Middle East and one-third
from Africa, is now expected to receive over 70 per cent of all its addi-
tional requirements from Africa by 1975. The Reportt goes on to say that
the production of oil in the Far East is also on the increase. The relatively
new production in Africa and the Far East has an economic advantage
because of its proximity to the main markets of consumption and these
new crudes are bettes able to meet the lower sulphur levels demanded
by most major consuming countries. Large supplies available from Libya
which is a new source and further additions, possibly of superior quality,
expected from Nigeria, have greatly weakened the competitive position
of Middle East producers. The closure of Suez Canol bas further added
to their difficuities, while the offtake from some of the consuming coun-
tries is limited partly by an increase in domestic production of crude and
partly by import cuts imposed for balance of payment ressons. It is e%-
pected that all these faciors w'il cont'nue to exert a downward pressure
on prices of Middle East ecrude. The Governments of the producing coun-
tries will no doubt resist a reduction in export prices, but such resistance
cannot be maintained beyond the point at which it will defeat the objective,
equally vital to them, of maximi.ing their production and exports of
crude. An international oil consultant, Mr. Walter Newton, has observed
that the producing countries may well be forced to offer tax rebates to
oil companies as incentives for increasing production.

5:12 During our discussions with the representatives ¢f the foreign
vil companies in April, 1962, we found that they were in broad agree-
ment with the above assessment of the world situation. They admitted
that taking advantage of the changing world situation Japen ha¢ extracted
SUccessive concessions from the cnf companies with the result that the
advantage which Indiaand enjoyed over Japan for many years in the matter
of the f.o.b. cost of crude had now been virtually eliminated. The¢ sup-
Pliers had apparently good economic reasons in the past for charging a
10“’?’!‘ price to India than to Japan and the representatives of oil com-
Panies could not explsin to us why these reasons had now ceased to weigh
with their parent companies. During our discussions we requested the
0il companies to obtain for us from their principals data as to the prices
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chargad-byrthesltterto other bwpers, einphassing thavitsiae thed duty
to make  sech data avmilabie - in view of-the obligation: of the rafineries in
India to puwchose their crudesat-world . competitive prices: - Nelaleo re-
Quested them 0: negatiate with their principals. fora sestoeationto cthe full
extent: or the advantage which Indin had:enjoyed for mmany years over Japan.
and to indicate to u: the extent to wirich thewwould be prepagdec reduce
the f.0.b. prices.of crude below the then existing level of $1°38 per Bavicl
of Iranian Light crude. I+ was edplained. to-themt that if; despite their
obligation to n¢ more than world  cadmpetitive prices for their grude
imports, they twled to. furnish: data reganding: mices.charged:by their
suppliers to other buyers, the Committes: would have oo =ltermatives but
to form a judgement about the appropriate level of prices in the current
world: conditions omrthe basis-of’ informxition available . feato otidr sburces.
The representative of Burtahi-Shell agreed: with:the Commirtee thiny in
view of the changes in the worlll’ sicuadion: and: the price reductions se-
cured by Japan, there was reasonable grouncto expect a-reduction in the
price cherged to India. We welcomed: this attitode: and requested beth
Burmah-Shell and Bsso to consuly their swppliers and: advise as -of the
extent to which they  were - prepared to reduce prices. Burmah-Shell;
after consulting its suppliers;: inforrhed us on 9th May, 1969, that no
reduction was-passible and that ac the existing Evel of prices Inide still
anjoyed - an advantage cver Japan. The Company took ne zcsoimt of the
fact thatithe difference between prices charged to Jndia and Japan had been
greatly reduced as.companed with what itwas.in the past:.-The Company
also did not furnish the data asked for by us regarding the - priGes eharged
by their' suppliers to other-buyess. Esso teplied thav the prices:of ity sup-
f,liers +0 Biso  Hast refineries: ranged from  $1-38 to-1-4i/bbl for:light
ranian and were $1-46/bbl for light Arabian and that the crade price to
India wus favourable: It was a matter of surprise to this Cotmittee that
withinsthree months of a formel communitation from' Burmah-Shell and
Esso that they haa faileo to sscure any reduction in the existing. prices,
Burmah-Shell informed Government that cheir suppliers: had agréed 'to a
reduction of 4 cents per barrel. . Qaltex followsd. with a shmlar - reduction,
and Egso also anmounced areduced price of $1:35 per parrel We regret
to note that we received no communication fromt Burmah-Shell' or Esso
to exip}ain this change of. artitude .on- their part or on. the part of their
suppliets. : AR <

5:13 In these circumstances we heve td make = use of tive material
avatlabler from otlier sources to form a - judgement about the current
lavel of world prices. Accordifg to the Petroleum Intelligence. Weekly
(PIW) of the 1Tth March; 1969, Walter Newton, an iternarional oil
consultant, in his testimony: befiore a WS . Senate antitrosersubazomeyitee
predicted a decline in the Persian Gulf crude oil prices over the next five
years to $1-20 for light crudes, $1-15.for mediunr crudes and” $1-10 for
heavy crudes. As early as 1968,. Platt’sQilgrarh Price Service No. 127 of
the IstJuly, 1968, reposted that the going. rates for ten-year sales contracts
were $d°20 for HapuyIranian; $1-:26 forLightIramian, §1~19 for Kuwsit
and $1-20 to $1-15 for Sassan... Some informed sources are repotted in
Platt’s Qilgram Price Service Now 138-of tire :18th  July, 1969, to have
stated that nat selling prices for new business (after diseaunts and credit
terms, etc.) arerpow in the range of &1-18-for Light Iranian; $1-20 for
Heavy Iranian, $1-18 to $1-20for Sassan,.and $1-15 to 91 -18 forKuwair.
The same. issue refers to bigimport contructs.for Sassen erude oil-with 2
per cent sulphur content at $1-25. Wi have also. akerrnote of certain
specific offers or dealy mentioped Below:.
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(a) Light Crude

Acestdimgad PRV $f thd 38uviOdtéber, 1968, Trantan [ightwas.offered
to Paléistan by & tenderer at $1429 Pper barrol. ” In' Neveriber, 1968, a com-
pany in Paris nifered to the Ministry of Pesroleum and Chemicals, Govern-
ment of India, Light Arebian at $1-29 per barrel and i October, 1968,
1OC recoivedtian offer for Agha Jart st 129, In June, 1969, CRL receivet
a finn -offer from. an established eontnental . oil ‘company for supply of
Agha:Jari oradeat $1°18 per barrel. Al these quotations may be compared
with theiprice.of i&l*?r&r*b&rmbf&*&glﬂ Jart crude which the 6il com-
panies irr findia’ were paving until recently. . We have taken noaccount of
those. quoiations reported inithe Platt's Oilgram Price Service or the PIW
which pefatéd to barter sales, or sales on concéssioral credit terms or offers
made by Fdian -firms acting as -agarits -of foreign suppliers. For ewample
Platt’s Qilgram Price Bervice No. 247 of the 23rd December, 1968, reported
an -offar oy British . Pesroleams the truguayan State Oil Ageney (ANCAP)
tender of Iranian Light (34-34-9.AP1)£.0.b. KhargIsland at §$1 - 34 per barrel.
We have ingnored this quotation fer our purpese as it is accompanied by
certaiey* ‘sweeteners” iy vhe form of a dollsr loun to Uruguayan manufac-
turer§ "and. an interest free loan for studies to promote ANCAP export

sales,” especidlly in Aftica.

Having casefully considered the available evidence abour world price
trends, Wi have some to the conclusion that under curtent world conditions
a fair. disoomnt an the pested price of §1 -79 per barrel of Iranian light crude
f.o.b. Kharg Island. would be 51 «cents, which means a net of f.o.b. price
of $1-1B;perbatrel. - The saime discount shoudd apply o Aribian fight.

(b) Mediom Crades :

The difference in discounts for Light Iranian atd Arabian Medium
received by-the oil companies -iv India from May/June, 1968, 4s 17 cents
per barvel (41 cemts for Agha Jari .compared with 24 tepts for Arabian
medium). - We have recommended a discount-of $0-51 per barrel far Agha
Jari and maintaining the same differential, the discount for Arabian medium
should be $0:34 per batrel; the net fio.b. heing $1:25 per barrel ($1-59
posted minus $0-34 discount). PIW of the 3rd Februsry, 1969, has reported
an offer by some meajor companies to the Greek Government of Arabian
medium: {31-31-9 API) at:$1-29 f.o.b. Res Tanura, but this offer containg
a number of "‘sweeteners’ in the form of loan, .subsidy.and see¢hnical ser-
vices. > Platt’s Oilgram Price Service Specidl Supplement No. 113-P of the
12th June, 1969, refers to Esso’s offer of Arabian medium (30-30-9 APD)
at $1-28 f.o.b. against Argantina State Qil {YPF) tender with 180
days' credit, bot payment on presentatian af -ahipping documents would
earn 3 :per .cent discoumt on ¢.&f, price. Esso also buys crude from YPF
imd it is not known li:w far the a‘boveAqntJ}?lo&tion—'is influenced by tll)?ilit?
tionskdp between the-two parties. A thind reporteappearing in. ’s
Oilgram Price Service No. 57 of the 24th March, 1969, relates to an offer
by Chevron of Arabian Medium to the Argentina State Oil Agency (YVF)
at $1-22 f.o.b. Ras Tanurs, with 180 days’ credit from notification of
shipping date of each cargo. The API ity is 29-29-9 with escalation
of 2 cents per barrel per degree. The f.0.b. quotation for 31-31-9 API
Arabign: Medium- would be §1>26 per barrel. ‘Since this is based on 180
daye’ gredit, the cash quotation would be somewbat lower. Thus, the
f.0.b. . price of $1-25 per-barreh bused on s discount of $0-34. recommen.-
dad by s s veonsonable.
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{c) Heavy Crudes:

Arabian Heavy (27-279 API) is posted at $1-47 f.0.b. Ras Tanura
.and Iranian Heavy (31-31-9 API) ar $1+63 f.o.b. Kharg Island. Neither
Arabian Heavy nor Iranian Heavy has been imported during the last three
years, prior to which che discount received on the former from June, 1960,
to January, 1965, was 16 cents per barrel. During the later period the dis-
.count received on Iranian Light increased from 19 to 23 cents and there-
after it increased to 41 cents. There is evidence of a2 substantial decline
in the prices of heavy crudes in sympathy with those of light crudes during
the last three years. Plart’s Oilgram Price Service No. 57 of the 24th March,
1969, reported an offer by Chevron of Arabian Heavy (27-27+9 API) at
$1-15 f.o.b. Ras Tanure with 180 days’ credit but Platt’s Oilgram Price
Service Special Supplement No. 113-P of the 12th June, 1969, reports
an offer to Argertina State QOil Agencgof Arabian Heavy of the same gra-
vity by Perez Compancat $1+169 f.o.b. Ras Tanura with 180 days’ credit from
loading date of each cargo but with 5 cents discount for cash payment.
Toaking the lower of these two quoralions and adjusting them for cash basis
the current rate of discount may be taken at $0:37 per barrel, resultin
in a net f.o.b. price of $1-10 per barrel of Arabian Heavy (27-27+9 API
As regards Iranian Heavy, according to Platt’s Oilgram Priee Service Special
Supplement No. 113-P of the 12th june, 1969, Perez Compane quoted
$1-259 f.o0.b. Kharg Island against the same tender to Argentina State Qil
Agency for Iranian Heavy (31-31-9 API} with 5 cents per barrel discount
for cash payment, indicating a net f.0.b. on cash basis, of $1-20 per barrel
f.0.b. Kharg Island i.e., a discount of 43 cents. We accordingly recommend
a discount of 37 cenrs per barrel for Arabian Heavy (27-27-9 API) and 43
cents per barrel for Iranian Heavy (31-31-9 API).

(d) Kuwait Crude (31-31-9 API) ;

The pested price is $1°59 f.0.b. Mina-al-Ahmadi and the discount
epplicable from May/June, 1968, is $0-28 per barrel, the net f.o.b. price
being $1-31. From the same date, the net f.o.b. price of Agha Jari was
$1-38 (3179 posted minus $0-41 discount).. The difference in the net
f.0.b. prices of Kuwait and Agha Jari was, therefore, $0-07 per barrel,
which should be mairtained. The net f.o.b. for Agha Jari after discount
recommended by us will be $1+28; therefore, the net f.o.b. of Kuwait
should be $1-21 (which means a discount of 38 cents per barrel). Platt’s
Qilgram Price Service No. 247 of the 23rd December, 1968, reported an
offer of Kuwait ¢rude (31-31-9 API) by British Petroleum at $1-24 f.o.b.
Mina-al-Ahmadi. Allowing for other ‘sweeteners’ in the offer, viz. credit
facilities and loans, the net f.0.b. should be near $1-21 per barrel. Accord-
ing to Platt’s Qilgram Price Service Special Supplement No. 113-P of the
12th June, 1969, Atlas offerea to Argentine State Qil Agency Kuwait crude
{31.31+9 API) at $1-25 f.o.b. Persian Gulf, with 180 days’ credit and with
a discount of 4 cents per barrel on c.&f. price for cash payment. Thug, the
curcent rate of discount on posted prices of Kuwait cruge is 38 cents per
barrel, indicating a net f.o.b. price of $1-21 per barrel.

{e) Darius Crude (3434:9 API):

The posted price of Darius Crude is $1:63 per barrel. The first con-
signment of about 38,000 tonnes was received by the Madras Refinery
in February, 1969, at an f.0.b. price of $1-35 per barrel, i.e. at a discount
of 28 cents. The f.o.b. price for Agha Jari Light Iranian at that time was
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$1-38 per barrel. If the same difference is maintained between the two
crudes, a reduction in the f.o.b. price of Light Iranian to $1:28 would
warrent a reduction 1n the f.o.b. price of Darius to $1°25. At this price
the discount of the posted price would be 38 cents. During January to
June, 1968, Japan paid an average f.o.b. price of $§1-22 per barrel for
average APl 33-4 and average sulphur content of 2+48 per cent, vide PIW
of the 27th January, 1969. The crude oil sales Agreement in respect of
the Madras refinery stipulates 34:00 APl gravity and total sulphur by
weight of 2-40 per cent. Allowirg for gravity differential, the average
price for 34-34.9 APl would be $1:24. The PIW of the 9th September,
1968, reparted some sales of Darius crude to Japan as low as §1-17 per
barrel, i.e, 46 cents below the posted price, . but details of such sales are
not available and we have, therefore, ignored this report. On the basis
of the ather evidence available to us, we recommend a Qiscount of 38
cents for Darius crude of 34-34-9 APl, bu: we feel that there is a strong
probability of a further increase in tne discount for this crude in the near
future. In the light of these reports, a discounts of $0°38 on this crude
would be justified.

5-14 To summarize, we recommend the following discounts on
the specified or similar crudes :—

Posted Discount
Description of Crude price in off posted
$/bbl price in

$/bbl

(i) Tranian Light-Agha Jari (34-34-9 APD) P Y £ 051
(i) Arabian Light 34349 APD . . . . . , 180 0-51
(iii) Arabian Mediura (31-31-9 APT) e+ e . . 1-59 0-34

[(iv) Arabian Heavy (27-27-9 AP . . . . . . 147 0-37

(v) Irapian Heavy G1.31:9 APD) .. . . . . . 1-63 0-43

(vi) Kuwait GLILO AP . ., . . . . . 159 0-38
{vii) Darius (34-34-9APD) . . . . . . . 163 0-38

The discounts recommended above may scon become inadequate
in view of the downward pressure on the prices of Persian Gulf crudes.
We recommend, therefore, that Government should meintain direct
contact with foreign suppliers (not merely with their local agents) and
also take steps to build up an independent system of intelligence about
the current rates of discount and review the dicsounts received by the
0il companies in the light of world trends from time to time.



‘Price ‘of Indigenous Crude O#
- 6°1° Assam Crades : |
6+1'1 The designed city of the Asssm Oil Compantes’ {AOC)
refinery at Digboj 18 0-7 mcﬁfi.m sonnes, but, the usable cg‘acitv is Q529

million tonnes per annum. The company obtaimed fhe following guan-~
tities -of indigenous crude oil from various -sources from 1965 to ?ﬂﬁ-

('P00._tqnnes)

1965 1966 1967 . .1968

) AOCaownDighoifisld . - 152 148 136 117
(i) OillndiaLed. (OIL) . . . 343 360 403 - 402
i) Otliand Naturel Gas Commission . - | 2

(ONGC).
‘ 500 508 539 521

AQC is a verdcally integrated company and it is, therefore, difficult to
determine the cost of production of crude obtained from its own oil-
field. However, an estimate made for 1968, inclusive of depreciation,
amortization, other overheads and royzlty of Rs. 10-00 per tonne, comes
to Rs. 103-05 per tonne. .

§+1+2 The price of crude supplied by OIL is determined in ac-
cordance with the Second Supplemental Agreement of the 27th July,
1961, hetween the Government of Inaia, the Burmah il Company Lwd.,
Qil India Ltd., which provides for supply 10 AOC upto a maximum of
435,000 tons per annum. The cost of OIL crude to AOCU {excluding
supplies under Clause 20 of the Promotion Agreement of the 14th
January, 1958), has been as under ;— .

+{Ra.fronnes)
1964 195 1966 1967 1968

v

() OIl’s crude prices inclusive of 126-44 112:37 100-9%6 9782 95-01
retrospective prics sdjustment.
(i) Assam Sales Tax charged on sup- M~83 11-87 11-88 11:81  11-80
lies to AOC (@ ohe peise per
tel.

Gil) Totalof (1} & (1) o .. 13827 12424 112-84 109:63 106-8]

6:1-3 The long term supply and price srrangement in respect
of ONGC crude oil is still under negotiation.

6-1-4 The Gauhati refinery with an installed capacity of 075 mil-
lion tonnes and the Barauni refinery with an installed capacity of 2-00
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mijllion tonnes are also based on Assam crude and obtained the follew-
ing quantities from OIL and ONGC frop-l 1965 to 1968 —

{000 tonnes)
’ 1965 . 1966 1967 1968
() Gauhati . . I
) OLL. . .. . . 91 17 759 768
() ON.GC. . .. ) .. 22 33 36
Toxar % 91 739 792 B804
{ii)} Bargyni ) .
@) OIL . . . . 632 1052 1571 1595
®yOoONGC. . . . . .. - . o
ToTar . 632 1052 1571 1606
Git) Total of () & GO . . . 1423 1791 2363 1410

The projected expansion of capacity at Gauhati is upto 1-1 million
tonnes and st Barauni upte 3 million tornes. OLL is committed to supply
upto 2-75 milliop tonnes to Gauhsati and Barauni refineries, for which the
reguisite transpartation capacity is said to be available. T meet the increas.
ed demand when the expansion of Gauhati and Barauni refineries is
completed, additional crude conditicning plant and booster pump station
facilities will be required to be provided by OIL and ONGC. and have
to be planned at least three years io advance. The price of crude supplied
to Gauhati and Barauni is fixed by Government on the basis of import parity,
the deficit/sucplus, if any, to meet tne profit guaranteed to OIL in terms
of Clause 9(c)z) of the Second Supplemental Agreement of the 27th July,
1961, is settled directty between Government and QIL. The detatls of such
payments since 1964 are as under :

(Rs./tonnes)

1964 1965 1966 1967 1968

.(i) OILL's total crude price entitlement 136-37 119-97 106-94 103-00 100-12
inclusive of retrospective price
adjustment {ifany}and sales Tax.

{ii) Average price pald by Ganhatiand 75-06 70:20 92-28 103-C0 100-57
Barauni refineries on the basis of
import parity.
( Rs./million)
(iii) Total amount paid by Governtment 65-84 69-23  26-34 .
of India to OIL to reimburse the :
difference of (i) & {(ii) on total
supply of crude oil to Gauhatiand
Barauni refineries.

In terms of clause 9c)b) of the Second Supplemental Agreement,
a price discount of R-. 5-02 million is refundable to the Goverrment for
the year 1968. It is expected that in future while the Gauhati and Bavauni
refineries will continue to pay a price based on import parity, they would
be entitled to rec:ive a lower price. The difference will accrue to Governe-
ment and be set off against the subsidy payments made in the past.

4—1P & Cf69
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6.2 Gujarat Crudes :

6.2.1 The Gujarat refinery with an instalied capacity of 3-00 million
tonnes (likely to be expanded to 4:0 million tonnes b§ 1972) is based on
crude 0il produced by ONGC ex-Ankleshwat, Kalol, Navagam, Cambay,
Dholka, Kathana and Mehsana oilfields. The refinery obteined the following
quantities from ONGC since 1965 :

Year ‘ 000 tonnes -
1965 . . . . - . N . N . 151
196 . . . .. ... 1249
7 1729
1968 L . . . . . . . . .2790

6.2.2 The price is based on import parity of light Irapian Agha Jari
crg%dse. The following average prices bave been paid by the refinery since
1 :

(Rs./tonnes)
1965 . . .- . . . 7811 (Ankleshwar)
1966 . . . . . . 10327,
1967 . . . . . . 115-52 »
' 97-93 (Kalol)

98-46 (Navagam)

1968 - . . . . « 114:30 (Ankleshwar)
98-82 (Kalol)
98-46 (Navagam)
9368 (Kathana}
104 -43 (Dbolkas)

6.2.3 The quantities of Gujarat crude oils supplied to the Bomba
refineries are indicated in para 5.2. The price charged to Bombay re
neries is based on the landed costs of Aramco and light [ranian (Agha Jari)
crudes on a 50:50 ratio and sales tax ete. According to ESSO, the prices
paid for Ankleshwar crude from January, 1966 to April, 1968, ranged
between Rs. 807 and Rs. 121-91 per tonne.

6.3 10C’s Observations on Indigenous Crude Oils :

6.3.1 TOC has repiesented that the Nahorkatiya crude is highly aromatic
and paraffinic. It requires more processing and gives a product yield of
lesser value. The price differential between Aghba Jari and Nahorkatiya
crudes is only 2 cents per degree APl amounting to about Re. 2:40 per
tonne, whereas the reduction in yield per tonne is Rs. 50-00. Nahorkatiya
crude is capable of giving only 2-3 per cent of iube oil against 10 per cent
of Agha Jari. Nzhorkatiya crude also produces diesel of low cetane number,
necessitating use of costly additives to bring the product to specification,
IOC has, therefore, asked for a suitable reduction in price .of Nahorkatiya
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crude. We give below the data supplied by OIL regarding the cost of pro-
duction and transportation of its crude :

(Rs-ftomns)
1966 1967 1968
(Actml}  (Actual) (Estima-
ted)
) Cest of ot . 73 3-3
(i o ﬁtzd:o"mizgudhg doprecistion, 47:23 40°7 43-34

(il) Cost of transpottation . . e e 32-24 4208 26-417
(i) Totalcostexclusiveof incometaxand dividend ~ 79-47 8281  69:81

6°3°2 The following data have been supplied by ONGC rding the
<ost of Ankleshwar crude oil ; e oy i

(R»./tonne)

1965-66 196667 196768  1968-69
{Estima.
ted)

(i) Well-head cost . . . . 40-82 37-86 51-28 59-00
(ii) Transportation and handling char- 25-19 20-61 18-26 8-50

ges, Octroiand salestax.
(iii) Interest on loan . . . e 404 5-91 8-00
(iv) Total cosc . . . . . 66-11 62-51  75-45 7550

Our terms of reference do not include the cost of production of indige-
nous crude and we have, therefore, not examined the above data.



CHAPTER SEVEN .
Control Over Prices..

émvate oil cmpanies have pleaded for removal of price con-
trol. Burmah hell have stated that control is not desirable ‘in the national
interest or from the point of view of the consumer’. In the company’s
opinicn, ‘such contreis stifle competitior, distort product values and cause
-considerable amount of unproductive work both for Government and the
Industry’. The company would like the prices of products to be determined
solely by the inter-play of supply and demand.

7:2 Enough has been said elsewhere in this report about the virtual
absence of free competition in this industry, whether in regm'd to the prices
of its raw material or its products. In these circumstances it is incambent
on Government to exercise some measure of contrel over prices in order
to safeguard the interest of the consumer and to ensure proper use of foreign
exchange. Indeed we feel that the existing scheme of control needs to be
streamlined and we have made certain recommendations to this and later
in the report.

Tae



"CHAPTER EIGHT
Determination of Ex-Refinery Prices

8-1 The agreements concluded by the Government of india with
Burmah-Shell, Esso and Caltex permit the oil companies to maintain the
prices of their products ex-refinery at a level not higher than tne landed cost
of comparable products. This is called *“Import parity”. On account of
this contractus! obligation, prices of petroleum products have hitherto
been based on import parity not only for the coastal refineries using
imported crude but also for the inland refineries which process indigenous

c.

8:2 The Committee on Public Undertakings {Third Lok Sabha im
paras 76 and 82 of its 35th Report concerning the Indian Qil Corporation
Led. (Marketing Division)] commented adversely on the existing manner
of determining the ex-refinery prices of major products on the principle
of import parity. In para 5-67 of its 50th Report, the Estimates Committee
(1967-68) (4th Lok Sabha), expressed the same view. These comments
have raised doubts about the propriety of continuing to base the prices
of petroleum products on the landed costs of imparts when imports of many
products have ceased and substantial refining capacity has come into exis-
tence in the country.

8:3We have, therefore, examined whether there are sny practical
z:ilrernatives to import parity for determining the ex-refinery prices of pro-
ucts. ’

8+4 The alternatives ate to base the piices of products on—

(a) the actual cost of crude oil plus the operating costs plus a fair margin
of profit, or

{b) the actual cost of crude oil plus a fair refiner’s margin.

The refiner’s margin is the gross difference between the value of the final
product and the cost of raw materisls. It would include both the operating
cost and the profit margin.

8-5 The cost of crude varies according to quality and the source
of supply. As indicated by the companie:, in 1968 the cost per tonne of
imported crude was Rs. 99-23 for BSR, Rs. 96°46 for ESRC, Rs. 101-12
for CORIL and Rs. 94-14 for CRL for the year ended August 31, 1968.
In 1967-68, the average cost per tonre of indigenous crude was Rs. 10352
to the Gauhati, Rs. 104 -40 to Barauni and Rs. 114+20 to Koyali. The cost of
indigenous crude is based on import patity and the average cost to the inland
refinerjes is higher partly because it inzludes an element of notional transport
cost. By and large there would be no practical difficulties in arriving at an
estimate of crude cost which would be representative of the industry as a
whole, though for the purpose of such estimate, the vost of indigenous
crude also will have to be based on the import parity of crude, since by our
terms of reference; we are precluded from going into the cost of production
of indigenous crude. The determination of a fair refiner’s margin or of fair
operating cost and of a faie margin of profit separatelv would also present
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no practical problem. The refining industry is not the only one where an
apportionment of the total costs to individual products is difficult, it does
not, however, follow from this that in the case of such an industry, the
prices of its products must be fixed with no regard to its overall costs and
entitely on the basis of an extraneous factor like import parity. However,
if a fair price for a petroleum product worked out on this basis, comes
to a lower figure than import parity, it would be difficult to enforce such
a price congistently with the commitment under the Agreements with the
oif companies to permit them to maintain prices at a level not exceeding
import parity. This commitment, therefore, makes it impracticable to
adopt either of the two alternatives mentioned above as a basis for deter-

mining fair prices of products. :

8:6 The oil companies have tried to make out a case for adhering
to import parity as the basis of price fixation, on the following grounds
(our comments are given within brackets) :—

(i) A major portion of petroleum products consumed in the co%
is still derived from imported crude oils. This proportion wi
remain unchanged for some more years. According to a study
made by the Indian Institute of Petroleum, the totel reﬁnﬁﬁf
capacity required in 1975 will be 34 -00 million tonnes and the avail-
able information today is that indigenous crude production on land
and off-shore in 1975-76 will be about 1200 million tonnes only.
Thus imported crude oil will continue to form the major part
of the total crude oil consumption for some more years. The cost
of imported crude is determined on import parity and even the
indigenously produced crude is priced on import parity. Therefore,
it appears reasonable to continue to apply the same principle to the
determination of the ex-refinery prices of the products processed
indigenously. (We are unable to see why indifenous crude should
be priced on the basis of import parity for all time, Further, even
if the cost of crude were governed entirely by world factors, it is
difficult to understand how this would justify ignoring the cost
of refining in the indigenous industry. With import parity as the
sole basis of price fixation, the relative efficiency of different units
escapes scrutiny altogether.)

(ii) The products processed indigenously serve toreplace imports
from the Persian Gulf ares, which is cur nearest source of supply
in the Middle East, their replacement cost is the cost of imports
from the aforesaid Middle East Source. The import parity price
itself has the merit of valuation both in terms of the principle.
of replacement cost and in terms of the cost of marginal supplies.
Moreover, marginal imports will always be necessary. The ap-
lication of import parity to indigenously processed products will
obviate the creation of the dual pricing systems with its conse-
quential complications. (Replacement cost has no great relevance
to a situation in which no imports are taking place or are fikely
to take place. Where imports are marginal, any problem arising
from their cost being higher or lower than domestic costs will
also be marginal and can be solved otherwise than by resorting
to a2 dual price system.)

(iti) The prices built on the basis of postings in the Persian Gulf with
discounts at the geing rates, wherever applicable, offer a fair
basis to the refineries as well as the consumers. (We would
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agree that the world prices of products afford a fair basis if we
could be sure that such prices are determined by free competition.)

(iv) This system provides incentive for improving efficiency of opera-
tion and development of new products. It instils competition
amongst the different refiners and provides a reasonable basis
of evaluating the economics of fresh investments in refining.
(The incentive to improve efficiency would be impaired if each
producer were to receive prices based on his cost of production
but the incentive can be maintained by fixing one fair price which
is applicable to all producers; for this purpose we need not assume
the import price to be the only fair price. Indeed, in the case of oil
products, it is by no means an easy matter to discover what is
really the lowest price at which imports can be effected at a given
point of time, especially when no imports are taking place.)

- 87 Clear-cut evidence of discounts on product sales in international
trading is not always easy to assemble but the data available tells the tenden-
cies and not the full story. The information about the extent of discounts
may be conflicting or the discounting may be admitted to relate to marginal
transactions only which, one may argue, are not necessarily representative of
the trade as a whole. All the same, the availability of discountsis a fact which
can hardly be contested; the posted prices having been reduced to mere
shadow prices and nearly ceased to function as the standard prices reflecting
actual market conditions. In other words, they merely form the starting
point for bargaining for discounts. The situation may vary in different
markets and both the size of the order and the type of oil in question are
factors that must be taken into account. The acnmi’geuantum in a transaction
may also depend on the bargsining capacity of the individual importing
country, the competitive pressures generated partly from within the oil
industry spurred by communist export drive, the activities of the Govern-
ment-owned organisations and, the pressure exercised by new comers to
gain entry into an established market.

8-8 The actual imports of major products are rigorously contralled
and ere now mostly made on rupee payment through the Indian Qil Corpo-
ration Limited and the volume of import has steadily shrunk from 1-85
million tonnes in 1966 to 0-57 million tonnes in 1967 and 0-53 million
tonnes in 1968; of which kerosene had a dominant share of 78 per cent
in 1968. There is no real shopping to get the best prices available, due to
restricted supply of free foreign exchange. The level of product discounts
had, therefore, to be determined otherwise to arrive at realistic import
parity prices.

8.9 In 1968, the total refinery production was of the order of 15.00
million tonnes and by 1974 such production will be nearly doubled. The
adopted for indegenous production is applicable to imported
quantities to ensure uniformity in internal prices to the consumers irresp-
ective of the actual cost incurred on deficit imports. On account of their
workl-wide trading experience, the private oil companies were requested
during discussions to ascertain from their principals the order of product
discounts granted over a period of time on supplies from their Middle
East sources of supply and of the level of discounts generally prevailing in
the world market. They denied knowledge of discountsand reiterated that
the product postings, being realistic, should be used for developing the
pricing formula. Only one company reported of isolated cases where some
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suppliers are known to have spot sales with discount on fuel oil upto 10
per cent 'and minor discounts (about 0-1 per cent AG) for light diesel oil
and high speed diesel oil.

8.10 It will be seen from eur comments ‘above that we do not at
all regard import parity to be a sound basisof price fixation in the present
circumstances. We are nevertheless forced to adopt import parity only
because of Government’s commitment to the oil companies referred to
in para 8.1 above.

8.11 In the absence of a detailed invesrigation into the cost of pro-
duction, we are left with import parity alone as the only frame for price
fixation. This link-up with the import parity, however, should not be car-
ried to a point at which any adventitious variations in the assumed cost
of imports becomes a basis for adjusting domestic prices. For exampie,
a spurt in marine freight resulting from the Middle East crisis, which
has no bearing on the cost of production in India, except for the cost
of crude, should not become a basis for the oil companies to claim higher
prices for their products. Unfortunately, at present import parity is being
applied in a literal sense and a freight adjustment account is being maintained
under which oil companies are allowed credit for the increases in freights of
products which are never imported and to which debits are made for redue-
tions in freights and consequent savings which are never realised. We feel,
that after prices are determined for a period on the basiz of import parity,
such prices should be kept unchanged for that period, except for major
known variations in the cost of production actually incurred. The concept of
impore parity 8s applied to products at present takes no account of the
reductions in the cost of crude resulting from supertankers being brought
into use. In future, escalations in prices of the products should be
reloted to variations in both the f.o.b. cost of crude and the freight and
the wharfags on crude only. Any adjustment account maintained for this
purpose should not refer to variations in the f.o.b. postings, freight and
wharfage on products, but only to the variations in the f.o.b. cost of erude
and the freight and the wharfage thereon.

8.12 In Chapter 5, we have recommended a net discounted f.6.b,
price of US §$1-28 per barrel for light Iranian Agha Jari crude. The rate
of discount for other types of crudes is also generally similar to Agha Jari.
As the type of crude refined in the couniry is to a large extent light Iranian,
and as e price of indigencus crude is also mostly linked to that variety,
subject to adjustment for API gravity, the discount recommended for this
vartety may be assumed as a fair level of discount applicable to other crudes
for the purpose of determination of the quantum of proeduct discounts.
The impact of this will work out to Rs. 5+50 per tonne of 73 barrels of
42 AG. Our study of the yield of the refineries shows that 1:2 Kl of mix
of products is produced on the average from one tonne of crude, In other
words, the impact of every 10 cents per barrel of crude will be approxi-
mately Rs. 4-6 per Kl of products. The average f.o.b. per Kl of mix of
products at the posted prices adopted in our formulation is about Rs.
130. Takirg into account refinery’s own consumption, loss in refining
and the products for which posted f.o.bs. are not available, an average
discount of 4 per cent can be reasonably assumed on the current posted
prices. This has been adopted in respect of all bulk refined petroleum pro-
ducts, bitumens and naphtha. If the discount on light Iranian Agha Jari
crude increases, the discount on the posted prices of products should be
incressed by 4 per cent for every 10 cents extra discount on crude. '



“HAPTER NINE
All Refineries and Main Ports as Pricing Points

9-1 Undet the existing system, the ex-refinery prices of bulk refined
petroleum products and bitumens are determined on the principle of
import parity, the base pricing points being the eight main ports, wiz.
Kandla, Okha, Bombay, Motmugao, Cochin, Madras, Visekhapatnam
and Calcutta. The cight supply areas, corresponding to the main port
pricing points, are demarcated on the basis of the ‘equal cost lines'; the
destination prices being composed of the main port prices and the rail
freight from the nearest port to destinations by the most economical
mode of transportation. The inland refineries ate not treated as the prici-
ing points, but, the landed prices established on import parity at the nearest
major port are transplanted 2t the inland refinery, the cost of inland
transportation to destination points being recoveredfrecoverable by the
marketing company according to the national rail freight from the nearest
main port and not the actual rail freight from thea inland refinery. The
Assam supply area is the ninth in this system, where the pricing arrange-
ment is slightly modifted to the advantage of the consumers as the desti-
nation price is the sumn of the landed Calcutta ptice transplanted at Digboi
and rail freight from Digbci/Tinsukia or Calcutta, whichever is lowet.
In all cases, there is no change in the destination prices when more ex-
pensive, means of transportation (e.g. road transport) are used or when
supply is made from sources other than the nearest main port, to which
an upcountry station is linked. This system provides a continuous prici-
ing pattern for the whole countiry extending inland radially from the =ight
main ports. However, this system ignores not only the existence of the
infand refineries despite their production being almost one-third of the
total refining capacity in the country, but also the interest of the con-
sumers in the vicinity of such refineries.

-

9-2 One alternative to the existing system is to make all refineries as
the pricing points. This will mean that some of the major ports, e.g.,
Okha, Kandla, Mormugao and Calcutta will cease to be the pricing points
but the inland refineries at Digboi, Gauhati, Barauni and Koyali will be
added to the list. Such a change will result in large scal~ increases in the
selling prices at the ports where there are no refineries and which will
cease to be the pricing points. The areas surrounding such ports will
also be similarly affected. This may render uneconomic the working of
many industries already locat:d there.

9-3 The sécond alternative is to make all inland refineries the pricing
points in addition to the main ports. In substance, it will mean that the
impert parity prices at the nearest main port will continue to be trans-
planted at the mf nd refinery for the determination of its ex-refinery prices
of products but freight will be chargeaole at actual rates from the inland
refinery from which supply is made and not notionally from the main
port nearest to the consumption point. This will increase the number of
pricihg points from nine to twzlve.
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9-4 Several objections have been raised by the oil companies to the
aforesaid alternative. Firstly, it is held tnat the establishment of the public
sector refineries at Gaubati, Barauni and Kovyali, i.e., at locations far
removed from the major centres of consumption, was not done on strict
economic considerations, and consequently if the pricing system is now
modified to minimise the disadvantages arising from th+ faulty locations
of these refineries, there will be no incentive to subordinate political
considerations to economic principles. If it is the potential demand in their
vicinity which justified the locations of these refin>ries, their pres:nt
ills might well be treated as of short duration, being expected to be
remedied as demand grows in their vicinity. Secondly, the incrzased num-
ber of supply areas will complicate the rail traffic pattern a2nd requir: more
¢laborate planning and control of rail movement. It may jeopardize the
stability in movement attained under the existing system. Thirdly, it
has been argued that the higher prices paysble for petroleum products
in the vicinity of an inland refinery need not be regarded as a major
hinderance to industrialisation since the choice of location of an industry
is not dictated merely by the cost of fuel but also by other economic
consid>rations of far greater significance. It is also claimed that the pro-
posed change will not substentially lower the prices in areas in the vicinity
of the inland refineries. The following examples have been cited. The
price of furnace oil at Gaubati will drop from about Rs. 243/kl to Rs.
200/kl. At Barauni, price of kérosene will drop from about Rs. 503/kl
to Rs. 473/k1, price of motor spirit ex-pump from about Rs. 990;k1 to
Rs. 941/k1 and that of furnace oil from about Rs. 239/ki to Rs. 200/k1.
These variations have been describ=d as ‘matginal’, not likely to be of
much help to the conomic development of the regions and more likely
:3:1' be absorbed by the trade in the case of 2 common user product like

osene.

95 We have carefully examined the different aspects of this question.
At the time of the last review of prices in 1965, the inland refining capacity
was barely 2-25 million tonnes. This has now touched 7 million toon=s
and is further estimated to increase to 10 million tonnes by 1975. Thisisa
significant portion of the total refining capacity in the country and its
impact on th: ecoromy czn no long:r be ignoted. The siting of the public
gector refineries in the inland areas, however, disadvantageous initially,
is an accomplished fact. In the long term economic perspective, we cannot
rule out inland locations or evep further expansion of capacity of inland
refineries, and regard ports alone as suitable locations for all time. These
refinzries proc:ss indigenous crude oil and their lccaticn was partly
influenced by that cnsideratior. It would be quite anomalous to stick
to a port based pricing system when a growing proportion of the country’s
r:quirements is being met from inland sources. The consumers in the
region wh=re thz refineries ar~located have 2 right to benefit by tlve growth
of local production ard it is wrong to comp:zlthem to pay higher pricss
for what is produced in their srea. The consumer anywhere can reasonably
be axpected to brar transpott costs from the nearest source of supply,
but under the present system, while supplies are actually movad from the
nearest source, ie., the r2finery within the region, the consumer is charg
ed as if the supplies had mov:d from the n:arest port, the marketing com-
pany pocketing the difference in transport cost. The argument that the
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situatiop will correct itself as local consumptions grows is fellacious.
The higher prices payable locally und»r the presznt system would deter
the growth of local industry and thus perpetuate the dependence of the
inland refinery on distant markets for the disposal of its output. As con-
sumption grows in the vicinity of th: refinery, over-recoveries will increase
and the situation will b:come more and more ancmalous. We are not
impressed by the examples cited in the preceding paragraph and do not
agree that the likely savings to the consumer from a modification of the
system would be marginal or that they need not have much effect on
economic development. For large consumers, the savings would be signi-
ficant. Moreover, a system which ignores any possible deterrent to the
economic development of industrially backward States is basically out
of tune with the prevailing concern about regional imbalance. In this
context we see considerable force in the arguments advanced by the Gov-
ernments of Assam and Gujarat against continuance of the present sys-
tem. The plea of higher costs of production at the inland refineries on
account of the higher cost th2y have to pay for movement of equipment
and supplies from ports, is not rel:vant so long as the :x-refinery prices of
products are det:rmined on import parity, without regard to the cost of
production of a particulsr or 2 representative unit. So far as marketing
is concerned, we propose to take note of the averjunder-recoveries arising
to the marketing companies as a result of this proposal. We agree that the
number of supply areas will increase, but this will happen in any case with
the growth of demand and refining capacity. The supply areas will have to
be redrawn and more elaborate control will have to be exercised to prevent
cross-hauls, particularly in the eastern and western zones. Government
should set up the necessary machirery for this purpose in consultation with
the oil companies.

9.6 The inland refineries taken together have hitherto experienced
under-recovery of freight in the net. If the present system is continued
these refineries will enter an era of net over-recovery. It is contended that
if the inland refineries are now made the pricing points, the gain to the
IQC of future over-recoveries would be lost. In our opinion, this is not
an adequate justification for continuance of the present system. Just as
the under-recoveries were a matter of concern to the [OC in the past,
the over-recoveries in the future are a matter of concern to the consumer;
particularly because unlike the wunder-recoveries, the over-recoveries
cannot be expected to be of short duration, and are in fact likely to in-
crease in future.

9-7 We requested the three major private oil companies and IOC
to undertake a joint exercise to determine the extent of net under/over
recoveries over the next three or four years if the inland refineries are also
made the pricing points in addition to main ports. The estimates prepared
by IOC for the years 1970 to 1972 are given below to show the magnitude
of net under/over-recoveries under the present and the proposed basis.
IOC’s projection for 1970 generally tallies with that made independentl
by Esso and Caltex. It covers major fuel products (viz. motor spirit,
kerosene, ATF, HSD, LDO, furnace oil and bitumens) (excluding con-
sumption in Assam and bunkers). It also includes under-recovery on coas-
tal movement of naphtha.
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On present basis with main ports as pricing points and at present prices

(Rs./mi{lion)
1870 1971 197
(A) TOC Aceount

"~ {a) Inland refineries -
(i) Rail freight (Over)/under-recovery . (15-0) (39-5) 49-0)
(ii) (Gain){loss port price differential . . 4-4 14-6 18-4
Sub-total (a) . . . . . {d0-6) (49 Q@Q1-6)

(b} Coastat refineries
{i) Rail freight (Over)/under-recovery . . 5-7 Q-7 -8
(ii} (Gain)/loss on port price differential . ©% .. .o
(iii) Coastal movement cost . . . . 51.2 54-9 41-8
Sub-tatal (b} . . . . . 56-0 556 42-6
Total under-recovery (a}+(b) ... 454 307 219

(B) Others Account

(i) Rail freight (over)funder-recovery . . 1-4 -2 2-2
(i1) {Guin)/loss on potrt price differential . 08 06 0-6
{iii) Coastal movement cost . . . . 144 11-3 i4-1
ToTaL . 17-6 14-1 16-9
ALL INDIA )
(i) On shore movement overfunder recovery . 2-6) 21-4) {18-0)
(ii} Coastal movement cost . . . . 65-6 T 662 0 8559
ToTAL . 63-0 - 44-8 37-9

Note.—Figures within brackets indicate over-recovery. There is no rail freight under/
over recovery and pott price differential on naphtha but the under-recovery on coastal
movement of naphtha is included in the above estimate under the relevant heading.

9-8 According to IOC’s refinery-wise analysis, if the present system
continues, the net rail freight and port price differential under-recovery
will gradually decrease on Gauhati products, from Rs. 21-5 million in
1969 to Rs. 117 million in 1972. On Barauni production the net under-
recovery of Rs. 0-9 million in 1969 will give place to net over-recovery of
Rs. 51 million in 1970, Rs. 5-4 million in 1971 and Rs. 3-7 millien in
1972. Kovyali is altogether an area of over-recovery, which will inerease
from Rs. 7-3 million in 1969 to Rs. 29 -6 million in 1972.

9-9 IOC has furnished the following estimates to show the extent
to which the position of underjover recovery will deteriorate if the inland
tefineries are also made the pricing points in addition to the main ports.
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On proposed Basis with Main ports and Inland Refineries

as pricing points -
(Rs./million)
) ' : 1970 1971 1972
(A) FOC Account
@) On shore . .
(i) Rail freight under-recoveries . . ‘ 54-0 32-5 36-7
. {ii} (Gain)/Loss of port price differential . 9.9 21-3 258
Sub-total (a) . .. . . . 63-9 . 53-a 62-5
{b) Coastal movement cost . . . 52-2 56-2 430
Total under-recoveries [OC Account (A)a=(a +b) 116-1 110-0 1055
(B) Oehers Account
{c) On shore )
(i) Bail freight under-recoveries . < . 11-3 9.3 10+6
(i) (Gain)floss of port price differential . . ©-2) ©-2)
Sub-total {c) . . . . . . 11.3 91 10-4
{d) Comstal movement cost’ o . . 16-5 12-4 158
Total under-recovery (B) ={c)-+(d) . . 27-8 21-5 26-4
(C) All India
(e} On shore
(i) Rail freight under-recoverieg . . . 65-3 41-8 47:3
(i) {Guin){loss of port price diffepontial . . 9-9 21-1 256
Sub-total (e} . . . . . . 752 62-9 72-9
() Coastal movement cost . . . . 68-7 68-6 59-0

GRAND TOTAL UNDER-RECOVRIES(C)==(e)+({f) 1439 131-5 131-%

Nore.—Figures within brucketsindicate over-tecovery. There is no rail freight under
over-recovery and port price differential on naphtha but the under-recovery on coastal
movement o naphtga is included in the above estimate under the relevant heading.

The proposed system will transform the over-recoveries of rail freight

and port price differential indicated at (A)(a) of table in para 9:7, into
under-recoveries in respect of all inland refineries to the following extent:

Under-recovery of rail freight and port price differential

(Rs./million)

1970 1971 1972
l(i) Gaghati | . . . . . . 273 04 24-7
(ii) Barauni . . . . . . . 16-9 23-9 26-3
(iii) Koyali . . . . . . . 76 2.7 3.3

(iv) Total 10C . . . . . . 518 47-0 54-3
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9-10 The increase in the under-recovery on CRL and MRL production
and on deficit imports, to the disadvantage of IOC, will be as under :

{Rs./million)
1970 1971 1972
Under-recovery of rail freight and port price differential

on CRL and MRL production and deficit imports
(a} Ports as pricing poinrs . . . . 4-8 0-7 0-8
(b) Ports as well a3 Lnlmd teﬁneﬂcs an prlcing .

points . . .. 12-1 6-5 49
(c) Increasein under-mcovery {b}— (=) . . T3 5.8 41

9-11 In IOC's calculations the private sector refineries will also
suffer increase in under-tecovery of rail freight and port price differential

as per details below :

(Rs./million)
1990 197 1972
‘Under-recovery in rail freight and port price differential
(a) Ports as pricing points . . . . 32 28 2:8
(b) Ports as well as mland reﬁ.ncncs as pncmg
points . . 11-3 9.1 104
(c)} Increase in under-recovery (b)—-(a) . . 8.1 6-3 - 76

9-12 The effect of the proposed change on undet—recovéries on coastal

mevement of products will be as under :

(Bs.fmillion)
1970 1971 1972
1, On IOC Account under the present system
@) CRL . . . . . . . 20-0 11-7 11-9
(ii) MRL . . . . . . . 312 372 299
{iii) Total . . . . . . . 51-2 45-9 41-8
II. On IO€ Account under the proposed system
iy CRL . . . . . . v 110 18-5 125
(ii} MRL . . . . . . v 312 3717 30-5
(iii) Total . . . . . . . 52+2 56-2 430
TII. Increase : I1-1 . . . . . . 10 73 1:2
IV. On Account of private sector
(i} Under the present system . - . . 14 -4 11-3 14-1
{ii) Under the proposed system . . . 16-5 124 160
{1i1) Increase (i) — (i} . . . . . C2-1 i1 1-9
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9-13 The under-noted statement summarises the position of net
under-recoveries on account of rail freight, port price differential and coastal
movements under the present and the proposed arrangements :

(Ra.[mitlion)
1970 1971 1972
(2) Total! not under-recovery .with ports only as
cing points
" @Industry . . . . . L, 63-0 448 3749
() 10C T & 30-7 21-0
(iii) % IOCshare . . . . - . 721 685 554
{b) Total net under-recovery with ports as wellas the
inland refineries as pricing polnts
(i) Industry . . . . . - . 143-9 131-5 131-9
(ii} IOC . . . . . . . 116-1 110-0 105-5
(ili; % IOCshare . . . . . . 80-7 83-7 80-0

9-14 It will be observed that the reduction in net under-recoveries
projected under the existing system is mainly due to the growing over-
recoveries expected to be made by the inland refineries being set off against
gross under-recoveries. As explained by us in paragraph 9-5 above, it
would be unfair to the consumer to allow over-recoveries to become a
permanent feature of the pricing system and what the marketing companies
may regard as a loss really follows from our decision to eliminate this
feature. However, while doing away with over-recoveries, we have to en-
sure that under-recoveries also are minimised, because just as over-reco-
veries are unfair to the consumer, under-recoveries are unfair o the
producer and/or distributor. IOC has the responsibility to fill a deficit
wherever it arises, whether this involves an under-recovery or an over-
recovery, and IOC is, therefore, entitled to compensation for the net loss
incurred as a consequence. For the private companies also the operating
conditions should not be such as to create a disincentive for them to
rnaintain. supplies to theit traditional markets. Already the private com-
panies are withdrawing from some of their normal supply areas and this
is throwing an additional burden on IOC. We would like to arrest this
trend. We are satisfied, therefore, that in future the oil companies should
be compensated for the entire net under-recoveries incurred by them.
If movements are regulated on an all-India plan, all underrecoveries
may be deemed to have resulted from movements considered necessary
in the national interest and the resulting burden should, therefore, becf;rne
by the general body of consumers and not by the oil companies. On this
reasoning, we see no justification to limit the compensation for net
under-tecoveries to only the increase in such under-recoveries or only
to under-recoveries excluding those arising from the coastal movement.
{OC will be incurring substantial under-recoveries on account of coastal
movement in the coming years and since such movements are in the in-
terest of the generzl body of consumers, it is only fair that IOC should be
compensated for such under-recoveries. We do not wish to deny such
compensation to private sector companies merely on the ground that they
have borne this burden in the past., The relief which they will get in future
will be due to cur desire thet the pricing system should bx: fairer in furture
to both the producer and the consumer and should cause no distortion in
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the normal pattern of movement from various sources. Incidentally,
10C’s under-recoveries on coastal movement are partly due to its obliga-
tion to distribute the output of CRL arnd MRL - a good part of which has
to be transported by coast to Calcutta. Consequent on increase in CRL
throughout, the under-recovery of IOC is likely to increase.

9.15 We recommend that 2 surcharge be levied on the total consump-
tion of major fuel products on a budgeted basis and the oil companies
be compensated for their net under-recoveries out of the proceeds of this
surcharge. IOC has estimated that the surcharge could be less than one
paisa per litre. Surely the consumer could be expected to bear this small
burden as the necessary cost of eliminating both under-recoveries and over-
recoveries and thereby making the pricing system more equitable to both
the producer and the consumer. The following figures explain the 10C's
estimate of the rate of surcharge needed to compensate the oil companies
for their under-srecoveries.

(Rs./million)

1970 1971 1972 Total 197072

(i) Total under-recovery on
major fuel products anly
excluding naphtha . 137-3 120-} 125-2 382-6

(ii) Estimated sales volume of .
major fuel products in )
. . 15-798 17-024 18461 51-283

million kl.
(ki) Unit rate of sucharge Rs.
e Ki. . . . 8-69 7-05 678 - T-05
g:.iu pex litre . . Q-87 0-71 0-68 0-71

9:16 As stated above, the rate of surcharge for individual products
may be fixed initially on a budg:=tary basis and the position reviewed
on the basis of actual experience. The overjunder recoveries may be cal-
culated on the basis of bulk rail freight payable and actually paid, the port
price differentizls including export and import warfage and landing charges
and the under-recovery on account of coastal movement. Under recoveries
due to the use of road transport may not be included because of the wide
variations in the cost of road transport except in those areas where supplies
are normally moved only by road. The exact rate of the surcharge and the
detailed arrangements required to implement the scheme may be decided
by Government. .



CHAPTER TEN
Uniform Prices all India or on a Regional Basis

10+1 The existing system provide. for the detérmination of the basic
ceiling prices for bulk-refined products and bitumens at the companies’
storage points. These prices hold good for supplies ex/f.0.r. main port
installation. The inland refineries receive prices applicable to the nearest
main- port installation. In respect of supplies at upcountry stations, the
marketing .companies rezover railway freight by the most economic
toute from the nearest main port tc the upcountry point on the tariff
applicable from time to time, irrespective of the actual mode of transport.
On supplies from inland refineries the rail freight is reovered notionally
from the nearest main port except that in respect of supplies from Digboi
and Gauhati refineries such freight is recoverable from Digboi/Tinsukis
or Calcutta, whichever is lower. In respect of motor spitit, superior
kerosene and inferior kerosene a system of flat transportation surcharge
isin force for all stations in the Assam supply area consisting of the Statesf
Territories of Assam, Tripura, Nagaland, Manipur and NEFA.

10-2 The Oil Price Enquiry Committee set up in August, 1960, exa-
mined the question of introduction of a rail freight pool system in respect
of all products for the entire country but found that such a system would
not be warkable. The Working Group on Qil Prices set up in May, 1964,
again examined this guestion in a wider setting of uniform or pool prices
for the whole country or for different zones snd came to the conclusion
thar the introduction of such sn arrapngement would give rise to varicus
complicated problems. Both the bodies had, however, recommended the
continuance of the limited system of flat transportation surcharge in the
Assam supply area. We agree with the views expressed by these committees
on this subject.

10-3 The question of uniform prices was raised again in the context
of the net over-and under-recoveries of freight and port price differential
experienced by the inland refineties as a result of their location. We bhave
recommended a differept approach to the problem of over or under-reco~
very of freight in Chapter 9 and we do not think that a uniform all-India
price is called for to solve that problem.

10°4 In its 35th Report, the Committee on Public Undertakings
(Third Lok Sabha) recommended that the economics of the problem should
be worked out in detail and the question examined as to whether it would
not be in the interest of the country from the point of all round national
development to have a uniform price for petroleum products throughout

the country.

10-5 We issued a detailed questionnaire on this subject to the sup-
pliers and the principal consumers of bulk refined products, viz., the oil
companies is the private and public sector, the Ministries concerned,
State Transport Departments, State Transport Undertakings, Automobile
Associations and about twenty selected associations of manufacturers and
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Chambers of Commerce. An overwhelming majority of the replies re-
geived by us did not favour a system of uniform or pooled prices. A small
minority of consuming industry {e.g., the paint industry at Kanpur) sup-
ported the pooling system but we did not find the reasons advanced by
them convincing. Itis unnecessary for us to discuss the pros and cons of
the pooling system in this Report as these were fully discussed in the
Working Group on Qil Prices Report and we are in agreement with the
eonclusions reached in that Report.

106 A major objection to a system of uniform prices (based on a
pooling of freights) is that it will increase the cost of the products to the
industries located in and around the ports and thus upset their econo-
mies. The data furnished by the oil companies show that in 1967, of the
total all India sales of bulk refined products and bitumens, the following
percentage was sold a* the port towns and in areas around the port towns
upto 1000 km. except in the case of Esso whose data is available in res-
pect of sales ex-port towns anly :— i '

Percentage of total sales All India

sl Company Motor Kere- HSD LDO PO  Bitw-

No. Spirit senes mens
1 Burmah-Shell

(a) At the port towns . 1342 22-9 16-0 i5-2 €3-7 26-6

(b} In areas round gﬁt
towns upto 1000 km. 51-7 65-3 63-5 69-9 3t-0 52-8

(c) Total of (a)and (b} . 849 88-2 19-5 85-1 94-7 19 -4
-2 BSSO

(e} At the port towns . 356 306 16-8 16-2 56-2 N.A.

(b) In areas around gﬂ

towns upto }\000

N.A.
3 Caltex

(a) Atthe porttowns . 32-1 104 (65 321 W5 B0
(») In areas around E:'t
towns upto 1000 km. 53«3 733 675 57T 115 T34

{c) Total of (@) and (b) . 85-4 93:-7 B840 89-8 980 Bl+6
4 I0C '

{a) Atthe porttowns . 15-5 17-3 16-9 81 389 17-7
{b) In areas around mﬂ:
towns upto 1000 km, 520 674 638 750 576 723

() Totlof Wand (b) . 67-5 847 807 831 965 1000

The above table ‘shows that the introduction of uniform prices will
increase the selling prices to a vast majority of consumers in areas around
the port towns.

10:7 A regional pool will also suffer from similar disadvantages. Such
a pool gives rise to sharp differences in prices on either side of the border
between any two regions. Moreover, all the products of a refinery do not
move to the same area all the time. The demarcarion of regions will have
to be entirely arbitrary, equire frequent adjustments to match the pro-
duction patterns and would lead to sharp discontinuities near the regions.
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10-8 It has been suggested that the concept of the “free delivery
gone’, which is currently applicable at main ports and concentrated up-
country markets for motor spirit and high speed diesel oil, should be
extended to other products, and in particular to furnac- oil. We endorse
this suggestion,

109 The limired pool system in respect of motor spirit, kerosene
superior/inferior operating in the Assam supply area has its jusiification
m the special conditions prevailing in that State, particularly the difficult-
transport condirions and the high cost of transport, moreover, there is
little scope for trans-border movements of the type envisaged in para
10-7 above. The system covers the entire State of Assam and the terri-
tories of Tripura, Manipur, Nagaland and NEFA. The Assam Govern-
ment has represented that supplies to areas other than the State of Assam
involve very heavy transportation cost, which gets added to the transpor-
tation cost inside Assam for the purpose of arriving ar the pooled transport
<ost for the whole of the Ausam supply area.

They have suggested, therefore, that the existing pool system should
apply to the Administrative State of Assam only. We are unable to sup-
port this suggestion, since the exclusion of Tripura, Manipur, Nagaland
snd NEPA. from the Assam supply area would result in a steep increase
in the transport cost on supplies to these territories. It would nac be fair
to place this burder on them, since their disadvantages arise largely from
natural factors and these areas are also relatively underdeveloped.

The Assam Government have estimated that their proposal will resuit
in a decrease in the transportation cost in that State by Rs. 17:00 per ton.
This would make a decrease in selling prices by 1 paiss to 1-3 paise only
per litre. Obviously the benefit is not of an order which would warrant
disturbing a system which has worked well for aver a decade. More-
over, the bulk of the sales take place in the Assem State itself. In 1968,
the consumxtion in Assam was B0 per cent of the total consumption in
the entire Assam supply aree (i.e., the pooled area) in respect of kerosenes
and 88 per cent of motor spirit. The total quantities of these products
supplied to the Defence Services in NEFA, Nagaland, Tripure end Manipur
isfal;:s a small proportion of the total supply of these products in the State
< dm.

We understand that in the Assam supply area, the rates of surcharge
are presently revised only on the basis of the Assam Qil Company’s opera-
tions. The rates should take into account the experience of the Indian
Qil Corporation also, which is now a major distributor in the area. Inthe
years 1965 to 1967, the Indian Oil Corporation Ltd., experienced over-
recovery of the order of Rs. 0-4 million, which should be taken into _ ac-
count alongwith the over-recoveries, if any, in subsequent years. Adjus-
ments of the rates applicable from time to time should be made at pres-
cribed intervals. :

10-10 The under/over-recoveries arising in the Assam supply area
from the making of inland refineries as pricing points, should be taken into
account alongwith the all-India under-recoveries, as recommended in
paras 9:15 and 9-16, and, not lumped with the pool account for motor
spirit and kerosenes in force in that area.



CHAPTER ELEVEN
Pricing Formula

11-1 The basic ceiling prices to be recommended by us will be com-
posed of the following elements :

(a) F.o.b. cost (less discounts as recommended in para B+12).

(b) Marine freight
{c) Marine insurance
(d) Ocean loss

{e) Customs duties and surcharges

(f) Wharfage and other compulsory landing charges
(g) Marketing and distribution charges consisting of,

{i} Installation expenses

(iiy Administration and management expenses
(iii) Upcountry distribution expenses
(iv) Retail pumpyjairfield outlet expenses

(h) Profic

(i} Fixed commission to dealers/agents, wherever applicable.

11:2 The basic ceiling prices will be exclusive of rail freight from the
port;refinery storage point upto the point of delivery, local duties and taxes
as applicable at the place and time of sale and the pack/bulk differential in
respect of products supplied in packages. ‘

11:3 Bulk Refined Products:

11-3-1 F.Q.B. Cost.—We have adopted the following pi)sted prices,
f.o.b. Bandar Mah-Shahr as reported in Platt’s Qilgram Price Service No.
103 dated the 28th May, 1969, for the various products:—

Marketing Nomenclature in India

Equivalent Platt’s quotation

Posted
Price

Aviation spirit 100/130
Aviation spirit 115/145
Do.
Aviation turbine fuel
Motor spirit 79 octane
Motor spirit 93 octane
High speed diesel oil
Kerosene superior .
Kerosene inferior
Vaporising oil

Light diesel oil
Furnace oil

Avgas Grade 100{130
Avgas 115/145 .

Do. 73 clear
Turbine fuel 1{—58 F}
79 oct. . . .

93 oct. . .
53.57 Diesel Index .
Kerosene . . .
No. 2 fuel . . .
Tractor vap. oil . .

Industrial diesel .
Light fuel

60
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. 11+3-2 Discount : As stated in para 8-12, we have taken the cost of
erude at 10 cents lower than that prevailing on the date to which the above
posted prices of products relate. On the basis of over-all relationship
between the cost of crude and the prices of products, we find that a dis-
count of 4 per cent on the f.o.b. prices of products would be appropriate
to take account of the reductions in the f.o.b. cost of crude. We have
accordingly discounted the above-mentioned posted prices by 4 per cent
to arrive at the net f.o.b. cost. If at a future date the discount on light
Iranjan Agha Jari crude increases, the discount on the posted prices of
pmdc:'llfctls should be increased by 4 per cent for every 10 cents extra discount
on [N . -

11-3:3 Marine Freight is based on INTASCALE (International
Tanker Nominal FPreight Scale} published by the International Tanker
Freight Scale Assosiation Ltd., London, over which adjustments are made
as per AFRA (Average Preight Rate Assessment) Index published by the
London Tanker Brokers’ Panel monthly since, the 15th July, 1967. The
INTASCALE indicates the basic rates ex-Quoin Island in £ Sterling per
long ton to various ports, to which 2 differential of sh. 5-7 per ton 1is
added for loading at Bandar-Mah-Shahr. The total is the basic freight over
which are applied the relevant AFRA index. The tankers used for the
transportation of crude oil and products are classified as under and freight
varies with the sizefrange of the vessels :—

{i) General Purpose (GP) Vessels . . 16500-—24999 DWT
(if) Medium Rapge (MR) Vessels - . . . 25000—44999 DWT
(i1} Large Rangs (LR) Vessels .. (8) 45000—T79999 DWT

(b) 80000— 159999 DWT

Crude oil is presently obtained in MR vessels at ports other than Bombay,
for which freight at LR rates, as per (iiiy (a) above, is agreed to be claimed
by the Bombay refineries irrespective of whether actual imports are made
in MR or LR vessels,

As regards the size of vessels normally used for transport ef products,
we made enquiries from the Shipping Cotrporation of India, which con-
sulted a leading tanker broker in London. These enquiries showed that
while MR vessels can also be employed in the transportation of products
and some oil companies have such vessels of their own emploved in their
own programines for special schedules, normally GP vessels are uged in
clean trading the reason is that it is uneconomical to use MR vessels due
to the need ro instal sophisticated segregation lines to permit of cerriage
of two ar mote gredes of products with safety and to provihe the requisite
pumping lines. Accotdingly, we have adorted marinefreignt at GP vessels
rates for all bulk refined products excep: furpace cil for which MR vessels
tate has been acopted. -

11 -.3«4 Pattern of Discharge : We have assumed the féilowing pat-
Ee:;;f discharge which is the same as that on which the existing prices are
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P trern of discha . Bulk Furnaoe
ort P e refined  oil
’ roducts  freight
‘other than  rate
furnace Co
el
freight .
rate ‘
Rs.jtonne Rs.ftonme

12-275° 1100

Bombay . . SinglePore . . .

Kandla . . « Kandla/Cochin . . . . . 15666 ' 14-04
Okha . . . Okha/Cochin 15316, 13-T2
Mormugao . » Mormugao/Cochin . . . . - 15+199 1363
Cochin . . Average of Kandla/Cochin, Okha/Cochin 15-394 13-1%

and Mormugao/Cochin. \
Madras. . . Madras/Calcutta . . ., . . 22-48 2011
Visakhapatnam . Visakhapatnam[Caleutta . ., . 22:330 20-01
Calcutta . Average of Madras/Calcutta and Visakha- 22389 2008
’ pataam [Calcutta.

Based on these figures and the selling units per tonne of each product
the incidence of marine freight is built intc the pricing fermula, It s
undeistood that a new listing of ranker rates callea “WORLDSCALE”
bas been published jointly by the Association of Ship Brckers and Agents,
Inc. of New York and the International Tanker Nominal Freight Scale
Association Ltd. of London. This is designed to supersede INTASCALE.
The freight rates included by us in the price formularion on the basis
in INTASCALE should be modified according to the “WORLDSCALE"”

from the date it comes into effect.

11:3+5 Marine Ingurance : Marine insurance has been allowed fot
at 0-055 per cent of the f.o.b. cost which, according to Burman-Shell is
the rate charged by Indian insurers. -

11:3:6 Ocean Loss : Ocean loss has been adopted at the existing
rates, as under t— _

Percont

on c.i.f,
Aviation spirit (all grades) o . . . . 0-54
Avliation tutbine fuel . . . . . . . 0-1%
Motorepirit . . . . . . . . 0-33
High speed diceel o.i! . . N - . . 0-31
Kerosene wipetiot . . . . . . . 0-25
Kerosene interior . . . . . . . . 025
Light diese] oil . . . . . . . Lo O-A4

Furnace ol . . . . . . . . . 0-t1
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11-3-7 Conversion Factors : We have used tbe following conversion
factors for calculating thef.o.b. cost and marine freight :—

| AG@60°F Kl@85*F (295,
per KIQ85°F  °C) per tonne

Products for f.a.b. for marine
cost freight

Aviation spirit 100130 . . . . . . 259-61 1-421
" " 115“.45 - » . . - - 259 '42 i '44,

(e ') 73 c]ﬂl‘ « . - - - - 259‘53 1'432
Avlation turbine fuel . . . . . . 260-53, 1-288
Motor spirit 79 . . . . . . . 25955 1-427
Motor spirit 93 . . . . . . . 260-19 1-386
High speed diesel oil . . . . . . . 260-98 1-210
Kerosene superior . . . . . . . 260-59 1-285
Kerosene inferior .. . . . . . 26096 1-265
Light diesel! oil . . . . . . . 261-19 1-172
Burnace oil . . . . . . 261-51 1-071

11-3-8 Rate of Exchange : The current rates of exchange of Rs.
7-5757 per US $ and Rs. 180897 per £ stetling have been adopted.

11-3+9 Total C.LF. : The total c.i.f. price per selling unit of petro-
leum products (kilolitre or tonne) at the respective landing ports based
on the foregoing factors, f.0.b. quotations indicated in the Platt’s Oilgram
Price Service dated the 28th May, 1969, and marine frcight as per INTA-
SCALE with AFRA variation applicable with effect from Jure, 1969, are
indicated in Statements 1 to 11.

11-3-10 Customs Duties : The ultimate consumer prices of products
should irclude customsjexcise duties. The total dury as at present con-
sists of basic duty and non-.ecoverable surcharge levied to mop up extra
profits. Certain non-reccverable duties were levied towards the adventitious
gain resulting from the devaluation of rupee. These will not form part of
the price structure. The following table shows the duties as on the 30th
August, 1969, for each petroleum product both at 15° C and 29-5° C (85°F -
natural average ‘empera‘ure). In converting the duties at 15° C to those at
23-5" (S, the foilowing conversion factors, as presently in use, have been

opted :—

Factor for conver-
ting duty rate at

Products 15°C to 29-5°C

(duty o 15*&:; Fac-

t - t
* 195%C) )

() Avintion gasoline 100/130 . e e e e 0-9827
(u) " EY) llsll*s - - . - - * 0 '9820
(m’ " 13 73,@13“ . . . - . . 0-9824
(iv} Awistion turbine fgel . . . . . . 0-9862
(v) Motor spirlt W octane . . . s e = . 0-932%
(ri) Mocor spitit 93 octane . . . . . . . 0-9336
{vil) High speed diesel@il. ., . . . - e . 0-98T9
{viil)} Ketrosene vaperior . . . . . . . . 0-9864
(ix) Kerosene infetior . v . . . . . . 09878
(x) Light diesel oil . . . . . .. . 0-9387
(xi} Farpate ofl : . . . - . . . 0-9399




Excise Duty as on 30-8-1969

(Rupees per Unit)

Excise Duty at 15°C

Excise Duty at 29:5°C.

Products Unit Basic Additional Total Basic Additional Total
WGOP Devalua- Brto ) WGOP Devalu @2l )
i tion ation
- ! 2 3 4 5 6 7 8 9 10
1. AV Gas 100/130 KL 620:00 4180 5295  714-75 60927  41-08 5203  702-38
3. AV Gas 115145 . . . 620:00  41-80  52-95  714.75  608-84  41-05  52:00 70189
LAVGsTS . .. 620-00  41-80°  52-95 71475  609-09  41-06  52-02  702-17
4. Motor Spiri¢ 79 " 62000  41-80  52-95  714-75 . 609-15  41-06  52-02  702-23
- 5. Motor spirit 93 , " 620-00 41-80 52-95  714:75  609-83 41-11 52-08  703:02
6 Aviation Turbine Fuel " 205:25 2170 3465  261-60 202:42  21-40  34-17  257-99
7. Kerosene superior . . 205-25. 2170 3465  261-60 20246  21-40  34-18  258-04
! 8. Kerosené Inferior 50-90  55-85  30-80  137-55  50-28  55-17  30-43 13588
S, High Speed Diesel Oil AN 461-05 2290  26-70  510-65 45547 ' 22-62  26-38  504-47
10. Light Diesel o} - 95:55 * 51-95  41:55  189-05 9447  51-36  41-08  186:91
L Pumnaceoll - : . w 50-75  21-05  21-15 ' 92.95  50-24 2084  20-%  92-02
12, Bienmen St. Grade (Bulk) . MT 15-50 4030 - 11-95  67-75
13; Bicutien St. Grade (Packed) Cw 3950 40-30 1195 9175
B4, Bitumen Cutback BS/RC . 3640 2700 - 24-50  81-90
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11-3-11 Whariage : Wharfage charges have been sllowed tor at the
late}fr figures furnished by the oil companies and verified from the Port
authorities. -

11-3-12 Other Compulsory Landing Charges : The following rates
have been adopted on the basis of data furnished by Burmab-Shell.

Ras./K1.
‘Aviation gasoline . . . .o . e 1-80
Aviation turbine fuel . .. . e T .o . 0-88
Motor spirits . . . .. ot .o . 0-69
High speed diesel oil . . . . . . . . 079
Kerosenes . . . . . . . . . . . 0-64
Light diesel oil . . . . e e e e « . 071
Fuyrnace ofl . . . . . . s e e . 0-32
Bitumens . . . . . . . e . 0-50

per tonne

11-3:13 Commission to Dealers and Agents :

We are required by our terms of reference to reoommend the rates
of commission for motor spirit, high speed diesel oil and kerosene and
our recommendarions on the subject are given in chapters 20 and 21. The
rate of commission for light diesel oil has been adopted at the existing
rate, wiz.,, Rs. 6°60 per K1. plus any extra cost at actual rates incurted by
the agents for sales ex-their godowns.

11-3-14 Marketing and distribution charges and profit have been
allowed as indicated in paragrapbs 18-7 and 19-4.

NoTe.—No prices have been evolved for vaporising oil as the estimated sales of this
products are negligible, i.e., less than 100 Kl. per annum.

11-3-15 Point of Supply : The reccmmended ceiling prices thus
arrived at are shown in statements 1 to 11 and will be applicable for sales
ex-compames’ storage points for all bulk refined products. :

The charges for delivery of kerosenes, light diesel oil, furnace oil and
bitumens beyond the oil companies’ storage points and motor spirit and
high speed diesel oil at retail pump outlets beyond the ‘free delivery
zones’ will be payable extra at a¢tuals, as at present. T :

1t-4 Bitumens :

11-4-1 Bitumen asphalt is produced at the local refineries and sup-
plied mainly in drums except small quantities despatched to outstations
in bulk from the producing refineries. Consequently, :he pricing formula
for bitumens follows the same structure as for bulk refined products.

11+4-2 F.0.B. : In the absence of posted prices, bulk or packed, the
Private oil companies were asked to intimate the probabie f.od. cost.
Burmah-Shell alone replied and intimated the f.o.b. cost, as on the 1st
June, 1969, ex-Abadan, which is srated to be the only exporting centre.
This is based on Shell International Petroleum Co.’s Export List No. A.23
dated the 19th November, 1967, which had remained unchanged till the
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lst June, 1969. The énacking costs are the certified figures from Iranian Qil
‘Refining Co. based on their 1968 actual experience. The irformation
furnished is as under :-— :

¥ S _ o _ {Per long ton}
. - Packed Packing Bulk
3 f.o.b. cost f.o.b.
L s d £ s d £ s d
St. Grade . . . . . . . . i2-5-0 6-0-0 6-5.0
Cutback BS Gr. . . . . . . . 15-5-0 7-19-4 7-5.8

Catback RC Gr, . . . . e . 16-0-0 1-194 8-0.8

The refevant figures per tonne are as undet +—

St. Grade . . . . . . . . 12.1-0 5-18-1 6-3-0
Cutback BS Gr. . . . . . . . 150-2  7-16.10 13-4
Cutback RC Gr. . . . . . . 15-15-0 7-16-10 7-18-2

Consistent with the import parity basis the f.0.b. price per tonne of bulk
bitumen in terms of rupees works out as fcllows :—

{Rs. Per tonne)

Bulk parity
St. Grade . . . . . - . . . . 111-25
Cutback BS Gr. . . . R . . . . . 129-64
Cutback RC Gr. . . . . . 143:06

The bulk parity prices have been adopted for all the eight ports irrespective
of the fact whether there are refineries there or not.

11-4-3 Discount on F.O.B. : A discount of 4 per cent hac been
applied to the f.o.b. bulk parity prices of bitumens to take account of
f.o.b. reduction of 10 cents per barrel in the cost of crude adopted by
us as compared with the cost prevaling on the date to which the f.o.b.
price of bitumen celates. If at a future date the discount on light Iranisn
Agha Jari crude increases, the discount on the bulk parity prices of
bitumens should be increased by 4 per cent {or every 10 cents extrs dis-
count on crude.

11:4-4 Marine Freight : To estimate the freight rates for bulk trans-
port, a premium has to be allowed for specis] fadilities for heating and handl-
ing bitumen. In the absence of any other data, this premium is provided
at 20 per cent of Lhe rates applicable to MR vessels ex-Abadan on the pat-
tern  of discharge adopted for furnace cil. Including this premium, the
marine freight per tonne of bitumen at the current applicable AFRA rate
effective from June 1969, ex-Abadan for the various ports in India works
out as follows : oo

. Ra./tonne)
Kandlx . . - . . . . . 5N
Okha . . . . . . . . 24-9t
B@'ﬂb‘r . . . . . - . . il "'2
Mormugae . . . . . . 24-78
Codlln - . - . . - . - * z‘ '”
Madmas . . . . . . . . . 33-11
Viakhspatram . . . « e . 3z-9
Calcatts . . . . . . . . . 3305
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11+4-5 Packing cost : In working out the selling prices for bitumens:
packing cost in India has to be added, to cover packed supplies ex-com-
panies’ storage. Some refinelies are manufactwing drums, while others
either maks outright purchase or get them fabricated. The drum cost per
tonne of bitumen :of the refineries shows wide variation when compared
with Burmah-Shell, which is the lowest. There is no reason why the other
refineries also cannot manufacture drums within Burmah-Sheil’s figure.
We have adopted Burmah-Shell’s cost o1 derums for all ports.

11+4-6 Other items are provided as under :

Marine Insurance and Ocean Loss have been allowed oh the same
lines as for bulk refined products.

Customs Duties are based on the rates applicable at present.

Marketing/Distribution Charges and Profit are allowed on the basis
indicated in paras 18-7 and 19-4 in respect of bulk refired products.

11:4-7 The recommended ceiling prices for bitumens thus arrived
at are shown in statements 12 to 14 andp will be applicable ex-companies”
storage points.



CHAPTER TWELVE
Landed Prices of Imported Products

12.1 There has been a general decline in imports of bulk refined pro-
ducts, of which nearly 57,000 tonnes of aviation fuels, 420,000 tonnes of
kerosene superior and 55,000 tonnes of furnace oil, valued in all at Rs,
129 million, were imported in 1968. According to a recent estimate of the
Indian Institute of Petroleum, in addition to aviation gasolines and/or their
<components not manufactured in this country, imports of the following
.order of middle and heavy distillates, coming within the purview of the price
formula, may be necessary in the future years :

(000 tonnes)

1969 197¢ 1971 1972 1973

(i) Middle distillates (Kerosenes, ATF, 332 33 801 748 - 868
High Specdand Light Diesel Oils}).

(ii) Hea;'y distillates (Purnace Qil 136 152 378 8 -
etc.).
(iii) Total . . . . . 568 583 1179 756 868

(iv) Approximate import value of cur- 9¢-0 900 200-0 1500 170-0
rent prices in Rs./milliom.

12.2 Since mid-1965, the private oil companies have not been getting
import licences for the bulk refined products, atl imports of which are being
channelled through the IOC. Imports of small quantities of two grades
of aviation gasolines and JP-5 have been arranged by Burmah-Shell in the
recent years through their suppliers, viz. Petroleum Supplies and Services
Ltd. and Shell International Petroluem Co. Ltd. of London, in terms of
long-term arrangements concluded in 1962. No remuneration is said to
be paid to the suppliers for the services rendered by them in arranging
these imports. The prices at which these products are imported are repor-
ted to Government for their scrutiny.

12.3 IOC’s imports of deficit products are mostly made from East
European countries on rupee payment basis, at prices negotiated with
the suppliers. Sometimes IOC invites competitive bids where the requirer
ments are occasional. All imports are arranged directly by the IQC and
hence no commission is paid to any party. It is understood that IOC ob-
-tains Government’s clearance before finalizing its import contracts.

12.4 As imports of products form a small portion of the total supply,
-we recommend that the selling prices of imported products may be at par
with the ceiling selling prices recommended by us for domestic products.




CHAPTER THIRTEEN
Lubricants, Greases and Specialides

13.1 The broad categories of lubricants and greases marketed in the
country are given below :

(i) Lubricants :

o s

~ >

- 8.

. Aero Engine Qils -
. Automotive Qils

Cutting Qils

. Gear Qils

Industrial Qils (e.g. Axle, Compressor, Crank Chaml:;e'r,
General Machinery, Steam Cylinder, Textile Finishing and
Turbine Qils, etc.)

. Marine Oils

'S:sin)sfonner Qils (e.g. Insulating, Transformer and Switch
ils g
Liquid parafhn.

{ii) Greases

Automotive and Industrial Greases, e.g. Ball and Roller Bearings,
Cup and General Purpose Gteases; Hard Greases for locomo-

_ tives, Greases for Ropes etc. _
(ili) Petrolatums (Mineral Jelly and other Petrolatums). -

13.2 The bulk of these products are either wholly imported or Blended
in the country from imported base oils and a comparatively small quantity
of LVI (Low Viscosity Index) grades only is wholly produced indigenously.

13.3 It is estimated that the country would still need to import Q-1
to 0-2 million tonnes of lubricating oils per annum, mostly of the com-
plex and sophisticated varieties. : :

13.4 Qur questionnaire in respect of these products was issued to
the Assam Oil Co., Burmah-Shell, Caltex, Esso, IQC, IBP and eight other
smaller companies entitled to foreign exchange allocation in 1967-68 of
over Rs. -4 million each for import of these products.

13.5 In 1968, the shares of the major oil companies in the total sales

of these products were as under :

. _ Percentage (Approx.)
Burmaeb-Shell . . . . .. .. 318
foc . 28-6
Baso 23-0

- Calvex.

. 9-3
{Lubricants only)
69_ '
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“The balance was handled bythe smaller companies, of which AOC, Castrol,
Gulf Oil, Tide Water and IBP were ptominent. The bulk of the sales are
made ex-companies’ storage points at main ports and up-country stations
and the balance at dealers’ gadowns and retail outlets, subject to supervi-
sion by the oil companies. '

-13.6 The arrangement with the dealers differs from company to com-
pany. Some of the companies bill dealersjagents at the net prices; sales to
retail customers being made by the dealers/agents at or below the establi-
.shed list prices depending upon the competition in the market. In some
.cases the dealers/agents are allowed to add a mark-up to the companies’
net selling prices or are allowed commission per Kl. on the different grades
-at fixed rates. The net remuneration to the dealers/agents varies from 10
to c21.5 per cent depending upon whether the products are of low or high
grade,

13.7 The sales of lubricating oils and greases are mostly of the branded
grades. A small portion consisting of low grade preducts are sold as speci-
fication grades; these are specifically blended to meet a given set of physical
specifications. The specification grades are marketed mainly by AOC and
Burmah-Shell and to a lesser extent by the other oil companies. Burmah-
Sh:ll claims to have reduced over the last 10 years the number of grades
marketed from about 550 to about 227. The oil companies claim to keep
in view the need to convert branded type lubricants to specification grades.
Tt is said that the difficulty in reducing the number of branded grades is
that the use of such grades is prescribed, often by warranty, by the manu-
facturers of plent and@ machinery. It appears that the oil companies the
world over are spending large sums of money to build up a market for
their own brand names, keeping their specification: as a trade secret. The
-example of AOC, however, shows that with the gradual increase in the
production of lubricants indigenously, it should be possibls to reverse the
trend and the expedite introduction of specification grades to the exclu-
sion of branded ones. b

13.8 Licences for the import of base lubricating oils ate not granted
presently to small importers instead, the import entitlement of such. allot-
tees is included in the licences issued in favour in of the major oil comipanies,
who have recognised oil blending plants in the country. Thie facilitates
import of base stock in bulk at competitive rates. The base stock, on
receipt, is blended by th* oil companies to the grades required by-the allo-
ttees upto the limit of the licence allotted to them, p:&,d in Jx‘ums and
sold ex-installation at mutually agreed prices. This arrangement rRppesrs
to operate satisfactorily, except for some difficulties experienced by a smal-
ler company. We have not considered it necessory to go into an individual
complaint as in terms of the Import Trade Control Policy, the smaller
companies are free to align their arrangements with the oil companies of
their choice. ’

13.9 At present, a system of Block Control on marketing and distri-
bution chargss and profit, based on the data for Burmah-Shell, Esso and
Caltex, is applicable to (i} lubricants and greases and (ii) specialities. We heve
dealt with the two categaries seperately. This system permits the oil com-
panies to fix the selling prices of the individual products falling under the
respective groups in such manner that, during a financial year, the recovery
towards marketing and distribution charges and profit margin per unt
quantity for each of the two groups does not exceed the ceilings laid down.
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The oil companies are permitted to recover the actual cost of materials,
blending charges and packaging and filling-in charges. ‘These charges are
deductable from the net realization to the oil companies in respect of these
producrs, the balance represents the recoveries towards distribution charges
and profit margin. Dividing the balance by the total quantity sold of the
relevant group gives the average recovery rate. In the event of the average
recovery during a financial year, exceeding the ceilings lsid down, the
producers’ realization in the subsequent period is to be suitably adjusted
through a reduction in price or levy of non-recoverable duties to mop up
the past over-recovery and to obviate accumulation of excess recovery
in the future. ‘

13.10 The oil companies are critical of the existing system of Block
Control on marketing/distribution charges and profit on the ground that
the quantum allowed is identical both for high and low grade products,
as a result of which the average varies from company to company depr nding
on the proportion of high and low grade volumes handled. This system is
said to act as a dis-incentive to reduce marketing costs and increase effici-
ency. It does not recognise the varying measure of technical services ren-
dered by each company.

13.11 The system of Block Control has been devised because of the
difficulty of determining ceiling selling prices for individual products or
groups of products for the high and low grades, considering that nearly
150 different varieties are sold under brancfr::ames or otherwise, in nearly
14 different types of packages. There are nearly 180 big and small produ-
cers. Where the cost of production is predominently of external origin,
the local element consisting mainly of blending, packaging, marketing and
profit, we see no alternative, in view of the multipilcity of types and es
involved, to the present system of Block Control which allows actual costs
of import, blending, and packaging, and a prescribed rate of overall market-
ing charges and profit. In the absence of Block Control, either the impor-
ters and blenders would have to be allowed complete freedom with respect
to the marketing charges and profit recovered by them, or a virtually im-
possible tasx of fixing and enforcing prices for numerous individual types
and grades would have to be undertaken. Neither of these is practicable
or desirable. We agree that an adjustment in any period for over-recoveries
in a past period can cause difficulties to newcomers but, this is uvnavcidable
since no differentiation is possible in the levy of non-recoverable duties
between oid and new suppliers nor is the economy likely to suffer materi-
ally if newcomers are unable to take up the import business in particular
types and grades of lubricants for this reason. Moreove the oil companies
can minirnise such difficulties by fixing prices in such a way as to avoid
overecoveries and where over-recoveries arise despite their best efforts
to make prompt adjustments. The scheme itself envisages voluntsry ad-
fustment by the oil companies of their ultimate selling prices on the basis
of a periodic review of the position in regard to the recovery of the pres-
ribed quantum of marketing/distribution charges and profit. In the past, the
oil companies failed to carry out such adjustroents as and when they were

for ; such adjustments would have resulted in the lowering of prices
to the consumers, thereby avoiding an sccumulation of over-recoveries
ind consequent payment of non-tecoverable duties to Government. Op
account of delay in the submission of the prescribed audit certificaces, the
ket pasition ofY overfunder recovery of the past few years could not be
iccurgtely estimated until the close of 1967. Itis also o ed that during
the last three years, there have been three significant increases in selling
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prices; firstly, on the st July, 1966, due to the devaluation of the rupee;
secondly, on the 26th May, 1967, 2s 2 result of increase in the Central Duty
rates from 10 to 20 per cent ad valorem and, lastly, on the 17th August,
1967, due to the application of a diversion charge on imports via the Cape
of Good Hope because of clousre of the Suez Canal. It was open to the
oil companies (o witbbold, wholly or partly, the aforesaid increases in sel-
ling prices till the liquidation in substantial measure of the past over-
recoveries and thus obviate an increase in Additional. (Non-Recoverable)

duties.

13.12 The Mnistry of Petroleum & Chemicals has suggested that
steam cylinder oils, transformer oils, exle oils and liguid paraffin should
be excluded from Block Control as these grades are mostly imported by
I0OC and the consumers are Railways. The basic idea is that the =eller and
the buyer being under the same ownership should normally be able 1o agree
upon fair and reasanable prices by mutual negotiation. We are not impres-
sed by this consideration, since both IQC and Railways ate commercial orga-
nisations and common ownership should make no differerce to their efforts
to secure the best possible terms from their own stand-points in their mutual
negotiations. There may be other special grades of lubricants imported
by other companies for supply to particular users, and such companies
may also claim exemption from Block Control for the same reason. The
very fact of import by a single agency provides scope for a monopolistic
tendency which it may not be easy for a single consumer to resist success-
fully. \%’e are, therefore, of the view that no exemption from Block Con-
trol could be jusrified for thesce grades on the grounds urged by the Minis-
try. ,

13.13 Accordingly, we recommend that foc lubricants snd greases
which are predominantly imported and are only blended and packed in
the country, the existing system of Block Control should ccntinue.
For determining the ceiling rates for marketing and distiibution charges and
profit, we have taken into account aata for [QC as well as those for Burmah-
Shell, ESSO and Caltex on which the existing system is based. We recom-
mend 'the following ceiling rates : o

Rs./K!

(a) Marketing/Distribution charges . . . . 54-12 (13-73)
{b) Profic . . . .. . . . . 23-60 {20-63)

(c) Total . " . . . . . . . 107-T2 (34-36)
(The ceiling rates so far allowed are shown in brackets} -

These companies handle the bulk of the trade in these products. Some
of the smaller distributors have asked for exemption frcm the additional
{non-racoverable) duties which bave been levied to adjust rbe overrece
veries made by the major distributors. We do not recommend such exemp-

tion for the reasons given earlier.

13.14 To remave the difhculties experienced in the past in the imple
mentation of Block Control, we suggest that the oil companies should
review their prices at frequent intervals and make prompt adjustments
20 as to avoid large accumulations ot over-recoveries or under-recoveries.

13.15 We recognize that where a product previously imported is no%
produced indigenously in subscantial quantities, and not mertiI blended
and packed, the imposition of non-recoverable duties designed to mop-
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up over-recoveries on imports in a past period may affect indigenovs pro-
duction. While the difficulties arising from non-recoverable duties for new
entrants into the import trade in lubricants and greases, may be of no
material consequence to the economy, the same view cannot be taken of
any disincentives to new production arising from this factor. Secondly
where a product is preduced indigenously, it would not be reasonable
to exercise control enly over the marketing charges and marketing profit
in respect of such product and leave its manufacturing cost and profit
free from control. Thirdly, in the case of some of the lubricants and greases
the raw mater‘al, namely, lube base stock, is now produced in India and
we have been asked to exsmine the question of regulating its prices. It
would be anomalous if the prices of lube base stock were controlled with-
out regulating the prices of products made therefrom (except for the marke-
ting charges and profit}. For these reasons we propose to examine the prices
of those lubricants and greases which are predominently produced in India
together with the prices of lube base stock in the next part of our inquiry.
For the present, such lubricants and greases may continue to be subject to
system of Block Control applicable to imported praducts.

13.16 Although we have recommended continuance of the system
of Block Cantrol, we are aware that certain aspects of the system and its
administration need further examination. Under this system, attention
is centred only on marketing charges and marketirg profit to the exclusion
of blending and packing charges which, in some cases, might constitute
a significant element. Whether any regulation is called for in respect of
blending and packing charges for individgllzlal products, groups of products
or on a block basis, is a matter for which we were not able-to collert ade-
quate data during the course of the present investigation. Secondiy, as
pointed out in paragraph 13.11 above, the oil companies have not been
carrying out the necessary adjustments in prices promptly and the system
of control has consequently relied on a mopping up of the over-recoveries
only through the levy of non-recoverable duties. We are nct sure that the
rates of non-recoverable duties fixed in the past were adequate to prevent
continuing over-recoveries or alternatively, that the oil companies were
asked to reduce the prices charged to the consumer so as to stop further
over-recoveries and thus make it unnecessary for Government to include
an element on this account in the rates of non-recoverable duties. We
propose to examine these matters during the next part of our enquiry when
we shall be dealing with the prices of Jube base stock which is the raw
material for lubricants and greases. In principle, we feel that it would be
fair to the consumer rhat prices are reduced rather than an over-recovery
is - mopped up by the levy of a non-recoverable duty. When, additionally,
the non-recoverable duty is fixed below the level required to prevent fur~
ther over-recoveries, the position becomes even more anomalous,

Specialities -

13.17 The products classified as specialities and their total approxi-
mate sales in 1968 ave given below

Tonnes

{1) Mineral turpentine oil . . . . . 46,000
(i1} Jute batching oil . . . . . . 71,000
(iii) SBP spirit/hexanesfsolvent oils . . . . . 55,000
{iv) Roofing material and tyusehold apecialities . . . © 9,000

Mineral turpentine oil is marketed mainly by Burmah-Shell, Bsso, Caltex
ind IOC but the other specialities at (i), (iii) and (iv) are marketed mainly
by Burmah-Shell and Esso only.

51 PELC/69
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13.18 These products are manufactured by further processing and
treating of fuel product stream:, viz., light distillates, kerosene and diesel
oil. The alternative products, in lieu of woich the speciality products,
are producad, are mostly kerosene and to some extent naphtha for mineral
turpentine oil, high speed diesel oil for jute batching oil, naphtha for
SBP spirits and hexanes. In other words, at constant crude run, these
Eroducts are manufactured at the cost of one fuel product or the other.

or purposes of basic excise duty, the speciality products are classified
under the corresponding item number applicable to the principal
alternative products, but in order to promote their industrial use
substantial concessions have been granted to specified classes of customers,
such as the jute industry for jute batching oil, rubber and paint industries
for SBP aspirits and the solvant extraction industry for hexanes.

13.19 Until June, 1966, the ex-reftnery prices of specialities were
maintained at the import parity price level. After devaluarion of the rupee,
the selling prices were pagged at the pre-devaluation level. In March, 1968
additional (non-recoverable) duties were levied on these products
also to mop up over a period of about two years the over-recoveries accrued
ta the il companies upto the 31st December, 1967, as estimated on the
basis of their own certified accounts in terms of the existing systert® of Bloc
Control on Marketing/Distribution charges and profit for this catepory
of products. Consequently, there has been a decline in the net realizetion
to the oil companies on production and sale of these products, which
it has been represented, acts as a disincentive to their production. The Qil
Companies have asked for two-fold 'relief—that import parity should
be revised to take account of rupee devaluation and secondly
specialities should be excluded from the purview of Block Conrrel on
Marketing/Distribution Charges and Profir.

13.20 It has been suggested that mineral turpentine oil, jute batching
oil and solvent oils should be excluded from Block Control and that a pri-
cing formula should be evolved for them. We have examined this propoaal
carefully in respect of minersl turpentine oil and jute batching oil, of which
the total annual sales are appreciable. A pricing formula for these products
would involve determining import parity, as for major products. There
are no published postings for these products in the Middle East, but the
assessed prices ex-Bandar Mah-Shalar have been indicated by the private
oil companies as ascertained from their affiliated suppliers abroad. There
are no means of verifying that such prices represent the lowest f.o.bs. in
the Middle East. There is no knowing how and when such assessed prices
might vary in the future. All the same, it appears necessary to regulate
the selling prices of these products, since they are essential raw materials
for export-oriented industries like paint, rubber, textiles and jute. After
a careful consideration of the matter, we have come te the conclusion
that the selling prices of mineral turpentine oils and jute batching oil,
ex-companies’ storage points, should continue at rhe existing levels and that
these products should be exempted from Block Contol in respect of
marketing/distribution charges and profit.

13.21 In respect of SBP spirits/fhexanes/solvent oils, roofing material
and household specialities, we find that the total volume of sales is rela-
tively small. There is need to promote their indigenous production. There-
fore, we propose to exempt these products, and similar other specislities
that may be developed in future, from Block Control on marketing/dis-
tribution charges and profit. '



CHAPTER FOURTEEN
Liquified Petroleum Gas (LPG).

14-1 The consumption of LPG as domestic fuel is o the increase
It is also being increaringly used in lieu of other fuel:, in paint drying
ovens, baking ovens, glass manufacture and metal industries; requiring
accurate temperature control, rapid heating, low sulphur content, mainte-
nance of constant atmospheric conditions, soot-free combustion and
bigh combustion efficiency. The following ssle. figures of all the oil com-
panies are indicative of the gradual progress in consumption

Sales in tonnes to

Year bulk in- domestic Total
dustrial consu- ({tonpes)
consu- mers
mers

1965 . B 6,327 37,129 43,456
166 . .. L L L L L 9,417 48,116 57,533
e . 11,466 62,831 74,297
1968 . . .. ... . 15409 84,041 99,450

~ 14:2 Production at BSR and ESRC was normally at its maximum.
There is scope for increased production at CORIL which has a licensed
capacity of 20,000 tonnesfyear. At Gaubati an LPG plant of 2,500 tonnes
annual capacity is under construction with scope for expansion upto
6,000 ronnesfyear and at Barauni a scheme for the modernization of the
LPG bottling plant is being taken up. There will be further increase in
production with the expansion of refining capacity at Koyali and on the
-cgmm;is.?iéming of the Madras and Haldia refineries and also if CRL enters
this field. - :

14-3 10C is not selling LPQG in bulk to any consumers. Caltex makes
bulk supply to Coromande! Ferrilizers and so do Burmah-Shell and Esso
to] industrial consumers in their area. The prices are charged on sliding
scales related to annual offtake. We do not consider it necessary to re-
<ommend a price for LPG supplied to in bulk ro industrial consumers
because the value of such sales is comparatively small and the supplies
are made mostly under long term arrangements.

14+4 For LPG as domestic ‘fuel, the marketing arrangement differs
from company to company. Esso does not sell LPG to domestic consurers
directly. It supplies it at a contract price of about Rs. 359-00 per metric
ton ex-iefinery ta Kosangas (Pvt.) Ltd. This is a partnership firm in which
10 per cent interest is held by Kosangas of Denmark and 90 per cent by
the Indian partners. Esso is not a partner. Kosangas bottles the gas for
marketing through it. agents all over India at prices said to be c_letermu.;ed
by competitive factors. Caltex supplies LPG in bulk on an ex-installation
basis to its principal distributor-East Coast Gas Company—which undertakes
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all subsequent bottling and distribution arrangements. IOC and Burmah-
Shell have their own arrangements for bottling and distribution to do-
mestic consumers, through local authorised agents. Their arrangements
are more in line with other major petroleum products. Their share of the
total LPG sales as domestic fuel was 64 per cent in 1968; IOC's share is
likely to increase in the coming years. ‘ -

14-5 We have considered various alternative bases for determining
the price of LPG. It is not practicable to estimate the cost of production
of LPG, as of any other product of a refinery, separately. There is no
posted price for LPG  and reliable data about the prices at which supplies
are made by the oil companies in the Persian Gulf are not available. In
the circumstanc:s we feel that the basis at present adopted by Burmah-
Shell, which handles more than 60 per cent of the total sales to domestic
consumers—viz., the landed cost ot superior kerosene adjusted for calorific
value is the only practical one. We propose to adopt the same basis.

14-6 According to Burmah-Shell’s calculations in respect of supply
in Bombay city, the element of marketing/distribution charges and profit
realized is Rs. 707 per cylinder of 14-5 kg. or Rs. 488-00 per tonne. In
our opinion, these charges are excessive. Burmah-Shell does not maintain
separate accounts for marketing and distribution for bulk and packed sup-
ply of LPG. The overall cost for the year 1967, as examined by our Cost
Accounts Officers, comes to Rs. 158-00 pef tonne. Allowing for the extra
expense of supply in cylinders for domestic use and the extra cost of rental
and marketing/distribution charges at a total of Rs. 30-00 per tonne, the
estimated marketing cost for LPG supplied in cylindets of 14-5 kg. will
be Rs. 185-00 per tonne. Deducti this amount from Rs. 488-00 per
tonne realized by Burmah-Shell on :;:Ses in Bombay, the company's profit
per tonne comes to Rs. 303-00. The highest rate of profit allowed by us is
for Aviation Gasoline at Rs. 34-00 per tonne. Having regard to all special
factors which should be taken into account in determining the margin in
respect of LPG, 2 profit of Rs. 1-00 per cylinder or Rs. 70-00 per tonne
appears reasonable. [t may be pointed ou: that the rental paid to the refi-
nery by Burmah-Shell includes depreciation as well as interest @7 per cent
on written down value of cylinders at the close of the year. In providing
foc the aforesaid profit margin of Rs. 70-00 per tonne, we have included
extra 5 per cent on the assumption that *he cylinders are normally owned
by the marketing company. According to these calculations, the excess
recovery by Burham-Shell on sales in Bombay city works out to Rs.
3-63 per cylinder as shown below :—

Realized by considered Approx. Reduc’
Burmah Shell reasonable tion

Rs./ Cy- Ra.fcy- Rs.fey-

linder  Rsj llnde RaJ linder Raf
of tonnt of tonane of tonne

145 kg, 145 kg. 14-5 kg.

L. E::l-reﬁnety price inclusive of 6-T2 463-68 6-48 441-55 0-24 16-8¢
uty. . .

2. Marketingfdistribution charges 2:68 185-00
) 7-07 488:00 3-39 233-00
3, Profit , . 1:00 7000

4. Total , . . . . 13:79 951.68 10-16 702-55 363 24900
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A similar examination of the selling prices in Delhi, Kanpur and Cal-
cutta shows that they are higher by R:. 179, 3-30 and 4-96 per cylinder
of 14-5 kg. respectively. The simple average of such excess in Bombay,
Delni, Kanpur and Caleutta works out to Rs. 3-42 per cylinder. Taking
all factors ‘nto consideration, we recommend s reduction of Rs. 3-00
per cylinder of 14-5 kg. or Rs. 20700 per tonne in respecr of the selling
prices of the private oil companies all over India. IQC is already charging
86 paise per cylinder less than Burhma-Shell. Accordingly, we recom-
Eaerla%ac reduction of Rs. 2-14 per cylinder of 14-5 kg. in the prices charged

¥y 2



CHAPTER FIFTEEN
Naphtha

15-1 Naphtha is a raw material for the manufacture of fertilizer and
petro-chemicals. In fer:ilizer manufacture, it is used mainly for the pro-
duction of hydrogen by steam reforming and partial oxidation processes,
for conversion ultimately into ammonia. As feedstock for petrc-chemicals,
it is required in the production of aromatics or is cracked to produce
olefines. Both the fertilizer and the petro-chemical industries require subs-
tantial investment and their growth is of vital importance to the economy.
The ex-refinery ceiling price of naphtha have hitherto been based on
import parity of bunker ‘C’ fuel with adjustment for calorific value. Thete
is at present a surplus of naphtha. However, a special Study Group set
up by Government has made the following estimates of the future avails-
bility of naphtha, taking into accournl the existing and proposed refining
capacity in the country and the requirements of the fertilizer and petro-
chemical industries.

(=il figures in "000 tonnes)

Naphtha 1970 8970 C 1972 1973 1974 1975
) Demand . . . 1491  1898: 233 3648 4568 ‘4718
(i) Production . . . 1820 1861 2267 2630 2529 2421

(iii) Surplus {+)/Deheit{—) +329 =37 -—76 —1018 —203% —2296

15-2 To m=et the anticipated deficit the Indian Institute of Petroleum
had earlier examined the feasibility of introducing various measures to
augmer! producion, viz., processing of lighter crudes, raising the end-
point of naphtha and production of naphtha by means of secondary
refining technique. All these methods were foun(f uneconpmric  because
of the low realization on naphtha under the existing ptice formula. The
Study Group, therefore, came to the conclusion that when a shortfall
arises, it would be necessary to make it up by imports or by increasing
the refining capazity in such a way that no surplus of other products
result.. The tuird alternative would be to ba:e fertilizer plants on raw
materials other than naphtha and use the available supply of naphtha
only for existing plants.

15+3 We find that during the next three years the supply position of
naphtha is going to be one of surplus or virtually in balance. We, there-
fore, considet it unnecessary to shift immediately to the import pari
basis in determining the prices of naphtha. We do not agree with the otﬁ
companies that the existing price basis has become our of date merely

use posted prices for naphtha are now available. Import parity is not
a proper basis for fixing the prices of a surplus product. The adoption of
import parity would mean a virtuarla]{ 100 per cent rise in the price of
naphtha and we feel that we must e account of the immediate reper-
cussions of such a steep rise on the consuming industry and on the eco-
nomy in general. The incidence of the cost of naphtha at the current rate
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on the cost of production of various types of fertilizers vacies from 4 to
38 per cent. In the case of petro-chemicals the average cost of naphtha
is nearly 43 per cent of the rotal variable cost. Thus, in both cases, the
cost of naphtha forms a substantial element in the total cost of production
of the end-products, Approximately 60 per cent of the total consumption
of naphtha is as feedstock for fertilizers. We are, therefore, unable to
accept import parity as the basis for determining the price of naphtha.

15°4 The Ministry of Petroleum and Chemicals in a communication
to the Committes in June, 1969, suggested that the c.i.f. price of crude ail
could be a more suitable basis for determining the price of naphtha than
that of bunker ‘C’ fuel used at present. The Ministry felt that this would
meet the point that thé net recovery of the oil companies at the present
pricc of naphtha was not sufficient to cover even the cosi of crude. We
have carefully considered the proposal, but find no logical reason to link
the price of naphtha with that of crude. Naphtha is produced jointiy
with- several product. from the same stream and there is no way to deter-
minz its raw material cost separately, A rtefinery’s realization has to be
in fair relation to its costsin the aggregate and there is no evidence to show
that the lower price of naphtha has unduly reduced the overall profitability
of petroleum refining in India. In the export market naphtha has had
to be sold for what it can fetch and the netback to the refineries from their
export sales has come down from about Rs. 130 to Rs. 110 per tonne over
the tast few years. Naphtha is a surplus product and i: would be appro-
priate 1o treat it on par® with ope of the low priced products of the re-
fineries. It is a raw material for the production of fertilizers the price of
which has also to be maintained as low as possible, in order to encourage
their consumption and thus increase agricultursl production. It was on
this reasoning that in the previous inquiries the price of naphths was based
on the import parity for bunker ‘C' fuel. We do not see any reason to
depart from this approach, however since bunker ‘C’ fuel is no longer
posted, we propose to substitute it by light fuel, another low priced pro-
duct, for which a posted price is now available, we have calculated the
import parity for light fuel by applying the same rate of discount to its
posted price as in the case of other products, vide statement No. 15. The
-eiling prices recommended by us will apply to straight run naphths sup-
plied to the fertilizer and the petrochemical industries and are exclusive
of transportation. charge which may be left to be determined by direct
agreement between the buyer and the seller. The price recommended by us
is without prejudice.to any transport charges specifically provided for in
such agreements. o

15-5 A small quantity of naphtha is also used as industrial fuel. We
have not considered it necessary to fix a price for naphtha for this purpose
and would leave the matter to be decided by Government.

15-6 Messrs. Zuari Agro Chemicals Ltd., Bombay have represented
that Mormugao should be a pricing point for naphtha as it is for bulk
refined products. We accept this view »nd recommended that all the main
eight ports and the inland refineries should be the pricing points for nap-
htha as they would be for other bulk refined products. All under/over-
recoveries of freight on coastal movement and inland rail movement of
naphtha may be dealt with in the manner suggested elsewhere for bulk
tefined products subject to the condition that su:h underfover-recoveries
should be reflected in the selling prices of this product only.



CHAPTER SIXTEEN
Special Products

Our recommendations in regard to the prices of important special
products produced at the varicus refinecies are as under —

(i) Carbon Black Feed Stock (CBFS) : This is produced by Burmsh
Shell and Bss y refineries only. Its total production in 1968 was of the order
of 25,000 tonnes. The entire produciion is sold to United Carbon Ltd.
under long-term agreement 2t negotiated prices. In view of jts limited
production and the fact that it is sold to a single consumer again:t a long
term contract, we propose to exclude it from the schem= of price control.

(ii) Hot Heavy Stock (HHS) : This is produced at Esso refinery and
sold to Tatas against a longterm coptract at a price fixed essentially on the
principle of import parity before devaluation of the rupee. The order of
sales in 1968 was 208,000 tonnes. As the sales are limited to a single con-
sumer, no price formulation is proposed {or this product also.

(iii) Yomex : The bulk of this product is supplied by IOC to Phillips
Cacbon Black Ltd. at a negotiated price for manufacture of carbon black
and the balance is sold to the pesticides industry at HSD price. The total
sale in 1968-69 was of the order cf 33,000 tonnes. In view of its limited
production and the fact that it is used only by a few industries, it is not
considered necessary to prescribe a price for this product.

(iv) JP-4/JP-5 : JP4 is mainly produ~ed at the public sectar re-
fineries and JP-5 is imported in small quantities. - Both these products are
mostly supplied to Defence establishments at special or negotiated price:.
We, therefore, see no need to bring them under price control.

(v) Low Sulphur Heavy Stock (LSHS) : This product is supplied
ex-Barauni 10 TISCO for use as fuel in the steel plant at a negotiated price.
It is understood that the price includes an 2lement for amortization of tne
facilities specially installed at an approximate cost of Rs. 1-2 million
at the loading and unloading points to facilitate rail transportation of the
product. This special feature of the product precludes it from the applica-
tion of a pricing formula.

(vi) Malarial Larvicidal Qil : This is a blend of light diesel oil and
some additives. The total annual sales are of the order of 12,000 topnes
only. In view of the small volume involved, we have not considered it
necessary to recommend a price for his product. The oxisting system
of pricing at the rate applicable ta light ctiesel oil plus & macgin to cover the
blending cost is reasonable.

(vii) Petroleum Coke : This is a residual by-product obtained from
the processing of crude oil. It can serve as a domestic fuel or raw material
for calcium carbide industries. It is also calcined to make it useful in the
ferrous and non-ferrous merallurgy, recarburizing operations, productios
of amorphous carbon products etc. At present, raw petroleum coke is
produced by the refineries in Assam and Bihar, while calcined petroleum
coke is manufactured by India Carbon Ltd.
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The cutrent annual pcoduction is of the order of 117,000 tonnes, of
which about 12,000 tonnes are produced at Digboi, 44,000 tonnes at
Gauhati and 60,000 toones at Barauni. About half the production at
Digboi, the entire production at Gauhati and a part of the production at
Barauni i committed to India Carbon Ltd. for use in its ecalcination
plant. The price payable varies from customer to customer from Rs. 80,00
te 120-00 per tonne, ex/f.c.r. refineries exclusive of duty and taxes.
The remaining quantity at Digboi is sold to AOC’s employees for use as
domestic fuel at Rs. 29-00 per tonne exclusive of Assam Sales Tax @6
per cent. Some exports of petroleum coke took place in 1967 and 1968
through the State Traaing Corporation. I0OC recovers {rom the State
Trading Corporation about two-thirds of the price at which raw petroleum
coke is sold ex-Gauhati. . o

We do not propose to recommend a price for this product as it is
available in limited quentities in the Eastern region only and sold to
certair industriai consumers against long-term contracts. We would,
however, suggest in this contex{ that this material should be used for in-
dustrisl purposes to the meximum - extent possible and that irs use as
domestic fuel should be curtailed to the minimum. Considering that
S.T.C. was able to secure a price of Rs. 80 per tonne on exports, the possi-
hility of exporting larger quantities of this materisl should be explored.

{viii) Pesticides : Bsso alone markets pesticides, insecticides and
fungicides for household and agricultural use. The total sales in 1968 were
approximately 9,000 tonnes only. We dc rot propose to include these
chemicals in the price formulation as they are produced by other industcies
besides the oil industry whose share in the total supply is small.

(ix) Refinery Gas.: The amount of refinery gas available for sale
varies from one refinery to another depending upon the refinery’s own
requirements of fuel, production of liquified petroleum gas and the mini-
mum amount required to be flared as a measure of safety. A small quantity
is produced at the Burmah-Shell refinery for supply to the Fertilizer Cor-
poration of India, Trombay, as feedstock for fertilizer maaufacture and to
the Tata Thermal Station for power generation. The supply to the Pertili-
zet Corporation is made under a long term contract valid upto 1975 and
based on the import parity of {uel o1l corrected for calorific value. The Tata
Thermal Station pays a negotiatea price. These arrangemerts are working
satisfactotily and we have, therefore, not found it necessary to prescrite
a price for refinery gas.

(x) Residual Fuel Oil (RFQ) : This product of the Koyali refinery is
supplied to the Dhuvaran Unit of the Gujarat Stzte Electricity Board and the
Tata Thermal Station at Bombay. At present the Dhuvaran Power House
is paying for this product at the rate of Rs. 45 per tonne, but this rate has
not been finally accepted by the Corporation. The price of RFQ has been
under discussion between IQOC and the Government of Gujarat since
1962. In this connection the Government of Gujarat have referred to
Dr. V. K. R. V. Rao’s Award fixing the price of the Gujarat gas at Rs. 50
per thousand cm. ana have suggested that taking into account the relative
thermal wvalue, the fair price of RFQO would be Rs. 42 per tonne. The
Government of Gujarat bave urged ‘that the srude produced in the State
is quite cheap and yet is charged a price by ONGC which yield: it eormous
profits’. From this they zonclude that #f ONGC reduced the prize of crude
to the Koyalirefinery, the latter could afford to sell RFO at a much lower
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price than at present. The Working Group or Qil Prices dia not resom-

mend a price for RFO but left it to be settlea by negotiations between the

IOC and the consumers. However, no agreement vet has been reached and

ill;x the meantime 2 price of Rs. 45 per tonne is being charged on an ad kac
asis. '

Since IOC and the Government of Gujarat have failed to settle
the price by negotistions and the matter has remained pending for many
years, we are constrained to examine the merits of the case and recom-
mend a price. We feel that in fixing the price of this by-product, regard
should be bad not only to the price of the alternative fuel which it re-
places, but also to the relative effects of an increase (or decrease) in price
on the economics of the producing and the consuming industries. The
price of a by-product should normally be fixed “as high as the traffic can
bear””. In the case of RFQ the Gujarat State Electricity Boerd, which is
already making losses, cannot afford tc pay a higher price. An increase in
price will aggravate the strain on its resources, and as a consequence its
c'afpacity to extend it: services to agriculture and industry will be adversely
affected. At the same time, having regard to the cost of substitute tuels,
there is no room for any appreciable reduction in the present price. We
have, therefore, come to the conclusion that it would be fair to IOC and
the Gujatrat State Electricity Board that the price of RFO should be
Rs. 45 per tonne at the ccmpanys’ storage point for supply to the Dhuvaran
plant. The prices to other consumers in Gujarat should be also fixed in
parity with this price.

(xi) Tea Drier Oil {TDO) : This product is used in the Assam area
in tea processing establishments and its price is fixed at any Jocation by
adding Rs. 919 per ki ro tne selling price of furnace oil at thet locaticn.
This practize has been in vogue for many year:. The total snnual sales are
small, being only 88,000 tonnes per annum for IOC and AOC taken to-
gether. We have received no ccpresentation against the existing price.
We do not, thetefore, propose ro include this ptoduct in the scheme €1
price control.



CHAPTER SEVENTEEN
Pack/Bulk Differential for 18.5 Liter Tins

17-1 Kerosene is sold in packed contsiners of 18'5 litre tins. The
ceiling selling price for this product contains this differential for supplies
in packed containers. Up to 1967, the private oil companies were either
manufacturing these tins at certain locations or obtaining fabricated tins
from outside agencies. Since the middle of 1968, the private oil companies
have dispensed with the sales in containers and it is understood that -
IOC alone will maintain tne practice of selling kerosene in packed form.
I10C has bought over the tin fabricating plant of Burmah-Shell at Erna--
kulam. At other stations, IOC is getting tins fabricated by outside agencies..
We have, therefore, used the cost data for IOC to fix the differentials for
18-5 litre tins. From the data made available to us, IOC has been getting
854 to 870 tins per tonne of tin plate. The current price formulation is
based on an average production of 865 tins per tonne i.e. a consumption
tactor of 1-155 kg. per tin. There is no reason why IOC should not be
able to get 870 tins per tonne of tin plate on an allIndia average when.
they are gefting the same in Northern and Southern Zones. Hence, it
will be justifiable to adopt a yield of 870 tins per tonne of tin plate or a
consumption factor of 1-15 kg. per tin. The average all-India price (on the
latest rates of supply known in May, 1969) per tonne of tin plate comes to
Rs. 2,663 for IOC. On this basis, the net cost of material works out to-
Rs. 3-06 per tin. As agains: the total fabricating and filling charges of 40
paise per tin assumed in the current price formulation, the experience of
IOC at different places revealed a range of 47 paise to 80 paise per tin
during 1967-68, resulting in an all-India average of 65 raise. We feel that
an average of 54 paise per tin inclusive of filling charges should be the ceiling
within which IOC should be ablz to operate.

17-2 On this basis, the packed/bulk differential for 18-5 litre tins is
estitnated as under :—

(Rs./tin.)
l. Cost of material -
1+15 kg. of tin plate @Rs. 2663 perkg. . . . . 3-06
1. Maaufacturing and filling charges . . . . " 0-54
ToTAaL . 3-60

This differential has been adopted in the relevant cost schedules.
Escalation may be allowed for any variation in the average all-India price of
tin plate as compared with the price of Rs. 2:663 per kg. adopted by us
on the basis of standard consumption of 1-15 kg. of tin plate per tin.
The existing differential is Rs. 3-44 and the increase is mostly attributable
to the higher manufacturing and filling charges assumed in our computa-
tion on the basis of TOC’s experience.



CHAPTER EIGHTEEN
Future Estimate of Marketing and Distribution Charges

18 1 In our estimate, IOC, Burmah-Shell, Esso and Caltex will meet
«during the years 1970 to 1972 about 95 per cent of the total demand in the
country and handle amongst themselves 23:20 million kI of bulk refined
products, bitumens, lubricants, greases, specialities, LPG and napbtha.
We have, therefore, estimated the future marketing/distribution charges
-of these four companies.

182 The marketing and distribution charges of petroleum products
comprise of fixed and varying expenses. The latter depend upon both
volume and products mix and also the proportion of retail and whole-
sale trade of the individual company.

18-3 Adopting 1962 as the base year, we ascertained the total
marketing and distribution charges of each of these companies for the
years 1963, 1966 and 1967 and developed cur projection on that basis.
The foreign oil companies have a scheme of payment of voluntary retire-
ment ' benefi*s for premature retirement. We have presumed that the net
establishment charges as well as a portion of the voluntary tetirement
benefits are not likely to exceed in the years 1970, 1971 and 1972 the level
‘prevailing in 1967. The saving, if any, in such charges may arise after
1972 only. We have also made adequate provision for anticipated increase
in the general level of prices and increments to staff etc. 1OC has contend-
ed that in order to keep pace with the growing demand, it bas to embark
-on a heavy expansion scheme for installation, up-country storage and
retail facilities. Though no complete details of such a scheme were avail-
able, we have recognised this fact in our projection. The marketing and
distribution charges for the individual bulk refined products, bitumen,
Iubes and greases, etc. estimated buy us for future for the four companies
are tabulated as under vis-a-vis the actual for the year 1967. These charges
-are exclusive of the costs incurred by the marketing companies in delivery
of aviation spirit and aviation rurbine fuzl at the zirfield outlets and in
delivery of motor spirit and high speed diesel oil at Retail Pump outlets
within the free delivery zone. Such costs have been computed separately
-and included in the respective statements containing the recommende
-ceiling prices.

Rupees/Selling Units (K1 or tonne as applicable)

Burmab-Shell

Tnstal- Distrl.  Air- Accud

Products lation Admn. bution field Total for
R.P.O. 1967
1. Aviation splrit . . 4903 21-49 1499 64.76 150-27 115-59
2. Aviation turbine fuel - . 6-98 042 7-85 §8-09 42-34 39:8]
3. Motor spirit . . . 9-36 18-96 13-03 7-82 49-17 473
+. High speed aiesel oil . . 5:-64 1496 12-36 729 40-25 42-41
5. Kerosenes . . .. 7-09 10:04 15-69 .. 32-82 30¢9
6. Light diesel oil . . . 5 -44 7-21 §-48 . 21-13 2065
7. Furnace oil . . . . 462 4-10 5-18 .e 13.90 17"
8, Bitumen . . . . 1109 5-99 4-63 e 21-71 2280
9. Lubricants/gresses . . 37-8% 30-25 51-75 e 119-85 10556
30. Other produces . . . 6-49 7:61 1-66 .. 15-76 152
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RupeesiSeliing Units (K1 or tonne as applicable)

Esso
Y Ingtal. Distri-  Air- . Actual:
Products lation Admn. bution  field Tetal ot
R.P.O. 1967
1. Awiation spirit . . . .o _— . .. . .
2. Aviation turbine fuel . 338 11-41 7:36 31-15 53-30 42-8%
3. Motor spirit . . . 766 2297 15-54 11-03 57-20 56-05.
4. High speed diesel oil . 5-72 1812 12-713 8-69 45-26 52-95
5. Kerosenes . . . 4:84 12-16 10-84 .. 2784 25-25
6. Light dieseloil , . R 305 B-73 7-64 .. 1942 19-3%
7. Burnace oil . . . 176 497 373 .. 10-46  8-87
8. Bitumen . . . . 280 7-24 493 .. 1497 1706
9. Lubricants/greases . . 10-45 3793 24-30 .. 72-68 65-12
10, Other produces . . . 5-70 1122 9-53 .. 2645 29-07
C C Caltex
1. Aviation spirit . . . .t . ve e .o .-
2, Aviation turbine fuel . 382 11-16 3-13 30-09 4820 32-21
3. Motor spirit . . . 932  22+45 20+65 1311 65-53 61-86.
4. High speed dieseloil . . 602 17-7L 17-50 10-32 51-55 54-90:
5. Kerosenes . . . 4-36 11-39 7-29 .e 23-54 2300
6. Light diesel 0il . . . 273 8+52 5+66 v 1691 17-69
7. Furnace oil . . . 1459 4.86 199 .. 844 11-37
8. Bitumen . N . . 2-49 7-08 2-07 .. 11-64 15-70
9. Lubricants/greases . « 1480 4016 22-11 30.91 107-98 B85-03.
(0. Other products . .. 366 1041 305 .. 17-12  19-96.
10C

l. Aviation spirit . . . 15-29 9:32 13:29 34-92 72:82 90-48.
2. Awiation turbine fuel . . 3-94 4-09 4-41 15-69 28-13 3410
3. Motor apirit . . . 821 821 7469 671 30-8 3903
4. Highspoed dleseloil . . 552 6-48 5-02 5-28 22:30 3075

5. Kerosenes . . . . 3-75 4-28 3-98 v 12.:01 1671
6. Light diesel oil . . . 132 312 291 .. 8-35 11:69
1. Burnace ail . . N . 150 1-78 1-35 . 4-64 5.70:
8. Birumen . . . . 234 1-59 1-74 .e 667 11-84
9. Lubricants/greases . . 11-9¢ 14-38 9-68 . 3596 50-67

10. Other products . . . 4-12 3-8 1-73 . 1071 14-36

18-4 The average charges during 1967 per ki of sales came to about
Rs. 20 in the case of IOC (1967-68) while they ranged between Rs. 34 to.
Rs. 37 in the case of the foreign 0il companies. In comparing these Ggures,
it should be remembered that marketing charges depend upon the product
mix and the proportion of retail to wholesale trade; the accounting pro-
cedures also vary; even so these figures provide a broad comparison of
the relative costs of distribution incurred by the four companies. The
product pattern is not likely to vary significantly from that adopted by us,,
but IOC may gradually gandle an increasing share of the retail trade,
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‘The differences in marketing costs are mainly explained by establishmens
costs and overheads. Establishment charges inclusive of all fringe benefits
by and large constitute near about 50 per cent of the average marketing
charges per unit of sale in the case of the foreign oil companies and about
30 per cent in the case of IOC. Moreover, the incidence of overheads and
.other miscellaneous expenses of IOC is also widely different from that of
.the foreign oil compenies.

18-5 The incidence of establishment costs depends on the tota
strength ¢nd the level of emoluments. As compared with 1I0C, the
‘staff per kilolitre was about 40 per cent higher in the case of foreign oi.
.companies. The labour employed was almost equal but the clerical staf
-was one and a half times and the managerial staff 20 times as high as in
10C, in terms of personnel. The average emoluments in all the categories
~were lower in the case of IOC. These factors accounted fora difference of
more than Rs. 10 per k1 of sales between IOC and the foreign oil compsnies.

18-6 As stated earlier, IOC alone will handle more than half of the
internal trade and the four companpies will together meet about 95 pe
cent of the total trade in the products covered by price control. There it
.undoubtedly considerable room for economy in the case of the foreign
_oil companies. However, we feel that the foreign oil companies should
be allowed reasonable time to effect such economy in order to soften it
impact on employment and the established channels of distribution.

18:7 After a careful study of the various elements going into the
marketing costs of the four companies and the future trends of theit
_operations, we have come to ‘the corclusion that the following rates of
marketing charges for the various products wouid be fair and reasonable :

Unit of As per  As esti-

: , Sale current  mated
Products price by uvs

formula-

tion

Rs. Rs.
_ Aviation spirit . KL 85-25 1194
Avistion turbine fuel . . . . . . KL 40-88 4721
-Motor spirit . . . . . . . . KL 5379 52-3
High speed diesel oil . . . . . . KL 3837 39N
- Kerosene superiorfinferior . . . - . KL 23-79 2405
- Light diesel oil KL 17-65 1645
Furnace oil KL 660 9-3
- Bitumen . MT 22-90 13-75
-Lubes and Greases . KL 73-13 8410

s



CHAPTER NINETEEN
Return on Capital Eq:ployed in Marketing

19-1 The existing price formula provides for gross return for the
narketing activity at 12 per cent on capital employed comprising of net
xed assets and working capital at an equivalent to one-sixth of the annual
:08t of sales. The private oil companies have represented that this rate of
eturn  is inadequate, especially when the price formulation does not take
weount of certain expenses incurred in the ordinary course of business,
such as, bad debts, donations, tebates as well as bonus, which is now a
mandatory payment. It has also been steted that there has been a general
increase in the rates of interest and taxes, which has further reduced the
net return on capital. The companies bave argued further that the return,
i capital offer=d to a foreign investor should not be less than the return
wailable elsewhere in the world or that earned by the investors in other
ndustries in India,

192 In disallowing certain items, we have adhered to the general
practice it this regard followed by the Tariff Commission and other price
fixation bodies. In this 1espect the oil industry has not been treated
lifferently from other industries. The tate of rziurn at 12 per cent on capi-
tal employed is also the same as that normally allowed to other industries
in fixing prices for their products. We consider this return to be fair and
reasonable. A comparison of this return with that available in other parts
of the world is impracticable and may be misleading.

19-3 Based on the figures of IOC, Burmah-Shell, Esso and Caltex,
we have estimated the pet value of the block at Rs. 3216 per ki. At this
figure, the net value of the block for the anticipated volume of 19-12
million k1. of bulk refined products, bitumens and lubes and greases
(excluding LPG, naphtha and specialities) will amount to Rs. 615 miltion.
At this figure the net vawue of the black for the anticipated volume of 23.29
million k1. including LPG, nsphtha but excluding special products. will
amount to Rs. 750 million. As regards working capital, an analvsis of the
published accounts of the oil companies indicates that their working capi-
tal requirements ranged from a low of 35 per cent to a high of 16 -8 per
cent of the annual cost of sales. This wide variation is due to differences in
the product mix as well as in the manner of treating inter-company trans-
actions. We are of the opinion that it would be adequate to provide for
working capital at 10 per cent of the annual cost of sales, i.e. about 5to 6
weeks sales. On this basis, we have assessed the working capital at Rs. 1,017
million for the anticipated volume of 19:12 million k1. {of bulk refined
products, bitumens, lubes and grecses but excluding LPG, naphtha and
specialities) or Rs. 5319 per kl of all products. Thus the total capital
employed has been estimated by us at Rs. 8535 per kl on an average for
all products, included in the schame of price control. A return of 12 per
cent on the total capital employed of Rs. 1,632 million for the anticipated
volume of 19-12 million kl. will amount to Rs. 195 -84 million. This when
Telated to the cost of sales will work out to 2 -09 per cent.

87
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194 On this basis the profit per unit of each product allowed by u
ils shown below together with the profit allowed in the existing price formu
ation.

i
s o

As in

: o Selling the exist-  Asallow

Producta Unit ing price ed by

: formula- us
tion
B ’  Rs. Rs.

Aviation spirit 100130 | . . . . . KL 2189 2i-62
Aviation spirict 115/145 | . . . . . KL 22-31 22-11
Aviation spirit T3 clear . . . . . . KL 21419 208
Aviation turbine fuel ] . . . . . KL 11-47 944
Motor spirit 79 C KL 1918 1715
Motor spirit 93 KL 19-18 1§8-02
High speed dlesel oil KL 17-64 13-3%
Keroseﬁe superior . . KL 11-44 8-6%
Kerosene Inferior . ) . . . . . KL 7-13 4-44
Lightdieselol . . . . . . . KL 695 530
Furnace ol . . . . . . . . KL, 4-58 3-00
BitumenSt. . . . . . . .. MT 884 6-66
Bitumen cutback BS . . . . . . MT 9-85 7-7%
Bitumen cutback RC . . . . . . MT 10-13 8-02

Lubes and Qreases . . . . . . . KL 20-63 2360




CHAPTER TWENTY

Dealer’s Commission on Motor Spirit and High Speed
: Diesel oil:

201 The sale of automotive fuels (viz. motor spirit and high speed
diesel oil) through retail outlets is the last stage of the channel of distri-
bution. In the report of the Retail Qutlets (Morarka) Committee such
outlets have been classified as follows :~—

(i) Company-owned and operated :
Only Esso and IOC have such outlets and they are very few in number.
They are fully financed and run departmentally by the companies.

(ii) Company-owned and dealer operated :
As on the st January, 1967, this category accounted for more than

half the total outlets in India. They are owned and financed by the oil
companies but run by the dealers, on payment of licence fees.

(iii) Company leased and dealer operated :

The management of such outlets is not different from that of the pre-
ceding category but the investment on facilities at such outlets is provided
either by a third party or by the dealer, who, in turn, leases the outlet to
the company. Thereafetr, the company appoints a dealer for running the
outlet by levying a licence fee.

(iv) Dealer-owned and operated :

The entire financing of such outlets is done by the dealers, the oil
companies only providing the tank and the pumps, as in other cases, at a
nominal rental of Re. 1:00 per month per pump and tank. Such outlets
account for a little over one-third of the total.

202 The relations between the oil companies and the dealers for the
operation of the outlcts of the last three categories are governed by dealer-

ship agreements.

20-3 We have received representations from the Federation of All
India Petroleum Traders that the existing rates of commission should be
enhanced to cnable the dealers to earn a teasonable margin of profit on
their investment.

20-4 The commission on motor spirit was revised in 1954 from two
annas to three annas per Imperial Gallon. The commission on high speed

diesel oil was revised in 1955 from nine pies to anna one and three pies
per L.G. These rates have remained unchanged except for conversion to

kilolitre as under :
motor spirit Rs. 41,80/KL
high speed dicsel ol Rs. 17.60/KL
89
7—1 P&C69
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205 In addition to the commission, in some States, the dealers have

recovering for a number of years a service charge upto 2 paise per

litre on HSD. This recovery appears to have been introduced by the various

dealers’ associations in the repsective areas and blessed by their Federation.

The service charge is shown as a separate item in the bill and not included

in the price of the product. More and more dealers’ associations seem to
be following this practice.

20+6 All pumps, tanks and pipeline fittings etc. are provided by the
companies at pump sites whether the pump sites are ownedjleased by the
companies or not. At pump sites owned or leased by the companies, other
facilities such as driveways, suales rooms, service bays, water and drainage
connections, toilets etc. are also provided depending upon the needs of the
site and the market. All facilities belonging to the comanies are normally
maintained by them. Interest bearing loans are also extended to dealers
in special cases. Allowances for illumination, propaganda, advertisement,
service uniforms for forecourt staff etc. are provided by the companies on
a selective basis.

207 In the case of sites not belonging to the companies, a nominal
licence fee is charged to establish the company’s ownership of pumps
and tanks. In respect of sites, owned or leased by the companies, the licence
fees are determined by the companies on the basis of their investment,
facilities provided, rents and taxes payable, sales potential etc. and the
quantum is reviewed from time to time. In such cases the fees vary from
company to company, from one Branch of a company to another Branch
and from dealer to dealer of the same company in the same locality. How-
ever, IOC’s policy on the recovery of licence fees is umniform throughout
the country. A retail outler is deemed to be justified on the basis of sales
anticipated for a period from 5 to 7 years and 20 per cent of the annual
gross profits envisaged for the dealer yearly is taken as the licence fee
payable by him to IOC. The tatal amounts of licence fees collected in
recent years wete as under :—

("000 Rupees)

1965 1966 1967 1968

Burmsh-Shell . . . . 4,766 5,602 6,317 6,792
Esso . . . . . . 5,076 4,971 4,898 5,308
Caltex . . . . . . 1,865 L9zl 1,907 1,978
AOC . . . . . . 113 169 150 18%
IBPC . . . . . . 312 413 4N 526
10C (Financial year) . . . 330 564 973 1,208

20-8 The Federation of All-India Petioleum Traders have sought an
increase in the rates of commission on the following grounds :—

(i) There has been considerable increase in selling prices of these
products over the last ten years mainly due to increase in duties
and texes and wharfage, etc. This has entailed an increase in
the value of stocks and book debts, leading to en increase in
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working capital requirements. Further, there has also been in-
crease in dealers’ investment due to higher cost of filling station
equipment, and, also increase in expenses due to é¢nhancement
of the licence fees charged by thz oil companies, increase in
electricity bills and normal business expenditure, higher money
value of evaporation losses and increased liability under Govern-
ment legislation governing staff. Thus, the dealers’ gross in-
comne has lagged behind the general rise in prices and cost of liv-

ing.

{ii) The Federation maintains that sales of motor spitit per outlet
have generally remained static and in some cases have actually
gone down. The increase in HSD sales is marginal.

20-9 One of the oil companies has furnished the following statement
showing the shift over the years from motor spirit to high speed diesel in
the retail trade : —

Industry sales through retail outlets '
Year MS(KD HSD(K1) Ratio of MS
to HSD
1954 - . . . . 10,47,700 68,400 94:6
1962 . . . . . . 10,76,774 12,90,278 45 :55
1966 . . . . . . 13,23,156 18,01,708 41:58

In a period of ten years, HSD has become tbe major product with 58 per
cent sales, The calculated growth rate upto 1975 is & per cent for motor
spirit and 13 per cent for high speed diesel oil. The latter will become
the predominant automotive fucl in the future. As stated earlier the rate
of commission on motor spirit is higher than HSD. Thus, two tetail
outlets with the same level of sales and operating costs will have vastly
different profit results with varying product-mix. According to a study
made by Esso of the operations of its dealers in 1966,1967, the average
pre-tax income including income from other sources was stated to be Rs.
22 per kl. of motor spirit at predominantly motor spirit service stations,
Rs. 13 per kl. at service stations where motor spirit 2nd HSD sales were
almost at the same level and Rs. 10 per kl. at predominantly HSD service
stations. Most of the retail outlets in India are service stations where motot
spirit and HSD sales are almost at the same level or HSD sales are pre-
dominant, These outlets are reported to have an average MS/HSD sales
between 41 and 31 kl. per month., At the aforesaid pre-tax income rates,
most of the dealers are thus reported to earn on an average between
Rs. 533 and Rs. 310 per month. The further shift from MS to HSD will
advergely affect the aforesaid income rate alsos

20-10 The Pederation of Ali India Petroleum Traders has urged that
the commission should be fixed as a percentage of the selling price instead
of on the oxisting kilolitre basis, and rhat it should be 10 per cent. At
Present, it is about 4 -5 per cent in respect of motor spirit and abgut 5
Per cent in respect of HSD of the selling prices at main ports inclusive
of all surcharges but exclusive »f dealer’s commission ond sales tax.
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20-11 The oil companies have supported the case for an increase in
commission because of the increase in the selling prices of these products
and the increase in the op:rating exp:nses of the dealers. They are of the
view that the level of HSD commission is disproportionate in relation
to that of motor spirit wher:as the dealer’s overhead costs are
practically the same for both the products. The retail margins on other
commodities are higher. One company considers 74 per cent as a justi
fiable rate for both the products. All companies are opposed to the in-
crease in the rates of commission being borne by them as their profitability
is controlled under the price formulation and have suggested correspond.
ing increases in the selling prices to the consumers.

20-12 The Morarka Committee had suggested replanning the future
growth of retail outlets to progressively improve their throughputs in
the future. Government have acceptec}' this recommendation and issued
necessary instructions to the oil companies. The Committee has also
suggested the sale of fertilizers and pesticides through retail outlets serving
the farming areas.

20-13 We have carefully examined the case put forward by the
Federation of All India Petroleum Traders for an increase in the dealers’
commission. While the rise in the basic prices of motor spirit since 1954
and those of HSD since 1955, has raduced the dealers’ commission as 2
percentage of the price, the dealers’ overall income has improved owing
to the increase in th2 tumnover which has taken place over the years. The
consumption of motor spirit is expected to rise at 6 per cent per annumn
and that of HSD at 13 per cant per annum for the next few years and the
deal rs can, theretore, look forward to an increase in their incyme on this
account. Secordly, the Federation's contention that the rates of com-
mission have remained unchanged since 1955 whereas prices and cost of
living have gone up generally, overlooks the fact that over a large part
of the country dealers in HSD have been recovering a service charge of
2 paise per litre which wotks out to Rs. 20-00 per kl. Their aggregate
commission thus comes to Rs. 37-60 per kl. as against the officially pres
crib>d rate of Rs. 17-60 per kl. on which the Federation’s contention is
based. Thitdly, the service charge of Rs, 20-00 per kl. of HSD has already
narrowed down the former disparity between the rate of commission on
this product and that on motor spirit a1 d although the rate of commission
for HSD still remains lower than that for motor spirit, HSD has become
the major source of income for the dealers because of its predominance in
total sales. We feel that the adjustment which bas alrzady com:z about
through the levy of the service charge >n HSD and which has in effect
more than doubled the rate of cotrmission of that product, has adequatrly
met the requirements of this case. In the case of essential products like
motor spirit and HSD, we have to balance the claims of the dealers with
the wider irterests of the consuming public. The dealers’ commission
constitutes virtually th: last element n the pricing process and we feel
that the objective of keeping down costs to the minimum which has guided
us with respect to the other elem:@nts of costs is of equal importance in
the case of this element. Following a recommendation of the Morarks
Committee, Government have salready issued instructions to the oil
companies to plan the future growth of retcil outlets 50 as to bring about
an increase in their throughput. We would recommend continued efforts
in this dir=ction in order that th: d:alers’ inccme may not be reduc
through unduve competition. As suggested by the Morerks Committes,
it should be possible for the d=alers to sbsorb some of their overhcad
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in other activities such as the sele of lubricents and accessories 25 well
as fertilizers and insecticides for which there will be 2 growing demand in

countryside. The Federation has asked for a change over from the
volumetric to the value basis in fixing the rates of commission. The volu-
metric - gystem has been in existence for nany years and has the obvious
advantage of simplicity and convenience. Although a rise in the cost of 2
product entails additional cost to the dealer by way of interest on working
capital, the proportion of cash sales has increased in recent years and this
has enabled the dealers to keep down thcir working cepital requirement.
We feel, therefore, that the present system of fixed rates on volumetric
basis should continue. We recommend that the dealers’ commission
on motor spirit may remain unchanged at the present rate of Rs. 4180
per kl. and that on HSD be revised to R:. 37 -60 per kl., thus merging the
service charge with the commission. This will mean an increase in the
rate of commission on HSD in those parts of the country where no setvice
charge is being recovered at present. Elscwhere, the additional bcnefit
to the dealers will accrue only from the continuing increase in the turnover.
Since the revised commission for HSD is inclusive of the service charge,
the dealers should refrain from recovering a service charge in future.

2014 In respect of sites owned and leased by the companies, the
Federation has represented that retail outlets are often offered to the dealers
intitially at low rentals, which are later increased to higher levels by uni-
lateral action. The Federation has suggested a slab system of recovery based
on throughputs in a retail outlet so that the dealers have an idea of the
amount payable on this account.

20-15 This question was also raised by the Federation before the
Retail Outlets Committee, which made no comments on it.  The comments
of the oill companies on this proposal are that they make no illegitimate
profit in fixing the rates of licence fees and that in Eact the total recoveries
fall short of the actual expenses towards depreciation, land rental, taxes,
maintenance etc. These recoveries are credited to the retail outlet expenses
and the net expenses only are taken into account in the price mechanism
for determination of the retail pump outlet expenses. If the proposal of
the Federation is adopted, the licence fee recoveries will have to be re-
duced. This will result in an increase of retail outlet expenses, which will
have to be borne by the consumers of motor spirit and high speed
diesel oil. The private oil companies hold the vizw that a uniform basis of
licence fee recovery is not feasible on account of the differences, from
outlet to outlet, in the investment of the companies on the facilities pro-
vided, the level of land rentals and taxes paid, the lev:] of operating ex-,
penses and the varying profitability of the dealers. In the opinion of I0C
the adoption of a slab system as proposed by the Federation may act
as z disincentive to th> oil companies to develop and *quip retail outlets
and thus affect the long term interests of the dealers themselves.

20-16 We have considered the points of view of both the parties. As
stated earlier the etsablishment of retail outlets is an essential link in the
distribution chain, which the oil companies must provide in their trading
interest. There is also need to protect the dealers from the uncertainty
inherent in the present arrangement. We, therefore, recommend that the
licence fees charged to any dealer operating a retail outlet owned or leased
by an oil company, should r:main unchanged at the average rate actually
charged to that dealer during the last completed financial year of the com-
pany. However, if the commission earned by any dealer increases above
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the amount earned by him in the last completed financial year by subs-
tantially more than 50 per cent, the licence fee may be raised but by not
more than 5 per cent of such increase, subject to the principle that no in-
crease in licence fees should be made except where such increase is essential
to earn a reasonable rerurn on the investment mad= by the oil company.
A new outlet may not earn enough in the first year of its operation to
warrant a licence fee being levied, but if any licensing fee is to be levied
at all, it should not exceed 10 per cent of the commission earned by the
dealer in that year.

20-17 The Federation has also drawn our attention to certain harsh
clauses in the dealership agreements concluded with the oil companies
which allegedly create a sense of uncertainty for the dealers or their
successors. We would recommend that Government should look into such
agre:ments in order to remove such sense of insecurity in the interest of
prompt and regular service to the consumers.



CHAPTER TWENTYONE
Dealer’s{Agents’ Commission on Kerosene

21-1 The distribution of kerosene oil in all parts of the country is
arranlged by the oil companies through their agents/dealets appointed
mostly in terms of formal agreements concluded with them, except in
the case of IOC and AOC, who have appoin:ed their agents/dealers with-
out entering into formal contracts. In regard to the rate of commission

its revision, the terms of the formsl agreements, wherever concluded,
differ from company to company. The oil companies also offer diverse
types of facilities to their agents/dealers; such as credit on supplies, loans
for purchasing lorries, provision of storage facilities and distribution
squipment etc. Some oil companies also recover at certain locations
licence fees for the use of such facilities, the quantum of which depends
upon the land rental and/or lease amount, taxes payable by the company
and maintenance/repair expenses of facilities. These are ususlly recorded
a8 a redluction in the distribution expenses of the company.

21+2 The current rate of commission of Rs. 7-70¢ per kilolitre came
into force on the 1st April, 1960, upon introduction of rhe metric system
of weights and measures. This rate is uniformally followed by all the oil
compan‘es and is equivalent to 28 paise per unit of 8 Imperial gallons in
force earliet. This represented about 3 per cen: of the cost of product
to the agents/dealers at that time, and or current rates, it is nearly 2 per
cent of their cost. The agents/dealers have asked for an increase in the
rate of commission on this ground that their operational costs have group
in terms of working capital requirements resulting directly from the in-
crease in procduct prices.

21+3 There appears to be no mention in the formal and informal
arrangements concluded by the oil companies with the agents/Cealers of
the specific items, which should be deemed to be covered by the com-
mission, but, the common understanding is that it is intended to include
the agents/dealers’ profit, interest on investment and other overheads.
There is no organised body of agents/dealers, which couwd be usefully
consulted in the matter. Enquiries made from the State Governments etc.
show thst, depending upon the local conaitions of the area and the situa-
tion obtaining from time to time, the local authorities al:o permit inclu-
sion by the agents/dealers in their selling prices of other incidental ex-
penses, viz., transportation charges, allowance for leakage, storage, leading/
unloading expenses, handling cost , measuring expenses, establishment
charges, godown rent, depreciation on barrels and cther equipment, sales
tax and other local levies and one State admits even interest on invest-
ment. Not all the items enumerated are allowed but any one or more of
them have usually been conceded by the State Governments in consulta-
tion with the tepresentatives of the oil companies and the agents/dealers.
In some areas of Andhra Pradesh and in Qrisse even profits 1anging from
. per cent to 6 per cent are allowed to the whole-sale dealers of kerosene
in addition to the fixed commission. The admissibility and the quantum
of each item of expense is determined by the local authorities depending
upon the local conditions in each area.

95
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214 The present system of allowing the selling prices of kerosene
to the agents/dealers including the commission and retailers to be deter-
mined by the State Governments provides a measure of flexibility, since
it takes into account the local conditions under which whole-sale ard re-
tail traders operate in each area. A uniform framework of kerosene prices
at the agents/dealers or retailers stage would be too rigid and give rise to
many practical difficulties. It has been observed by a Siate Government
that wherever the supply position is comfortable, wholesale and retal
sales are made at levels below the ‘Declared’ prices fixed by the local
authorities. A number of State Government (e.g., West Bengat, Maharashtra,
Gujarat, Mysore, Kerala, Haryana, Triupra, Goa, Daman and Diu) :lso
consider the existing rate of commission adequare having regard to the
reimbursement of incidental expenses and other allowsnces authorized
by the local authorities. The wholesale and retail selling of kerosene
is mostly combined with other business so that it is impossible to segre-
gate the capiral and labour utilised for trading in kerosene from those
employed in the collateral opecations. Kerosene is an item of mass con-
sumption in rural areas and is an essential article for the poorer sections
in urban areas. Any increase in the burden on these sections on account
of a higher rate of commission for kerosene dealers will need substantial
justification. Although the rate of commission as a percentage of cost has
gone down over the years, the total sale of kerosene has increased from
1-8 million tonnes is 1959 to 2-8 miuion tonnes in 1968. A growth rate
of about 6 per cent js anticipated for the future. The dealers, therefore,
can look forwa:d to an increase in their curnover and consequent increase
in their income without an increase in the rate of commission. We ac-
cordingly recommended that the existing rate of commission, wiz., Rs.
7+70 per kl. may be maintained for the future, subject to the local autho-
rities allowing reimbursement of any ex:raordinary expenditure which
the dealers may have to incur under local conditions.



CHAPTER TWENTYTWO
Current Cetling Prices as on the 28th June, 1969

The current ceilin(g prices as on the 28th June, 1969, excluding surcharge for AFRA variation, spplied from the
1st May, 1968, and referred to in pacagraph 2°7 and also excluding the WGOP (non-recoveraole) duties ar 29-5°C
an] dealers’ commission on mator spriti 93 and 79 acrane and high speed diesel oil are shown in the table below,
with the ceiling rates in force in regard to marketing and distribution charges and profit for lubricants and greases :—

Current ceiling Prices anon 28.6.69 Excluding Surcharge for AFRA variation, WGOP non-recoverable duty at 29-8°C and
Dealers commission in case of Motor Spirit (93 octane and 79 octane) and HSD ’

. Ra./Unit
PRODUCT Unit Kandla Qkha Bombay Mormugao Cochin Madras Vizag Calcutta
| 1 2 3 4 5 6 7 8 9 10
1. Avlation Spirit 100/130 .
Ex. Storagepoint . . . . KL 930-22 933-34 92806 .. 949.98 .. . 950-56
Ex. International air field . . . . 968-50 97162 .- 988-26 . 997-84
Ex. Other Airfields . . . . " 986 -00 989-12 983-84 1005-76 1015-34
2. Aviation Spirit 115/145
Ex. Storage point . . . . KL 930-14 924:96 946-97 0%6-08
- Ex. International Airfield . . . " 968-42 . 08525 994.33
Ex. Other Airfields . . . . " 935-92 980-74 1002-75 1011-83
3. Aviation Spirit 13 Oct.
Ex. Storage point . . . . KL 893-03 894-33 830-83 90118 893-79 916-40
Ex. International Airfield . . . » 931-31 932-61 929-11 939-46 932+07 95468
Ex. Other Airfield . . . . ” 94881 950-11 946-61 95696 972+18
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1 2 3 4 5 6 7 8 9 10
4. Avlation Turbine Fuel
Ex. Storage point . . KL 397-56  402-TL  400-08  399-94 .. 41944 . 418-27
Ex, International Air field 1. . 412-00 42715 42452 . 44388 . 44271
Ex. Other Airfield " 439-50  444-65 442-01 441-88 461+38 . 460-21
5. Mator Spirit 93 Qet. ,
Ex. Storege point KL 855-97 854-88 . 867-02 86113 B75-06
Ex. Port local pumps . . 868-75 867-66 . 879-80 8739 887-84
Up country pumps " 882-50 881-41 . 893-55 88766 90159
6. Motor Spirit 79 Oce. 3 .
Ex. Port Jocal pumps . KL 835-16 a37-01 833-83 830-94 834-45 846" il 840423 853:38
Ex. Up country pumps " 848-91 850-76  B847-38  B44-69  848-20  B859:86  853-98  B867-13
7. High speed diesel oil
Ex. Storage point KL 656-68 659.37 655-77 657-82 658-47 670:32 664-41 670-14
Ex. pumps . . ' 663:28 665-97 66237 664-42 665-07 676:92 67101 678-94
8. Kercseno Superior
Ex. Storage point . KL 430-77 431-66 429-03 428-21 429-48 44059 43744 445-32
9. Kerosene Inferior ex-storage point » 224-17 . 22132 225451 126-68 236-43 M9 241-85
10. Vaporising oil ex-storege point . 683-45 .. 682:60  684+06 .. 704-09 . 703:19
11. Light Diesel Oil ex-storage point . ” 263:59 26569 267-19 166-27 267-62 184-51 275-62 28567
12. Burnace Oil ex-storage point ” 151-68 152-74 152-02 15019 151-66 172-14 165-76 17249
13. Bitumen-Straight ex-storage point. MT 31210 31218 336-80 31187 338'13 346-18 343-09 354-10
14. Bitumen-Cut Back-BS ex-storege polnt . ) . 408-37 408-45 416-58 40811 407-97 410-22 41219 423:73
15. Bltumen-Cut Back-RC ex-storage paint, ” 408-37 408-45 416-58 408-11 40797 410-22 412+19 413-73
16. Lubes & QGreases ex-storage point KL 94-36

86



CHAPTER TWENTYTHREE
Recommended Ceiling Prices

23+1 The detailed break-up of the ceiling prices recommended by the
us for bulk refined products and bitumens at the oil companies’ storage
points at the main eight ports, with f.0.bs. as on the 28th May, 1969, and
marine freight as applicable for June, 1969, are shown in Statements Nos.
1.14 and a summary thereof is given in the table (See page no. 100 & 101
for the rable) alongwith the ceiling limits for marketing and distribution
charges and profit for lubricants and greases,

23-2 The recommended celling prices for each  of the ports for the
various bulk refined products and bitumens are applicable as under :—

(i) Aviation gasolines and aviation Ex-cil companies’ storage
turbine fuel. points and ex-airfield out-
lets.

(it} Motor spirit and high speed diesel Ex-0il companies’ storage
oil. points and ex-retail pump
outlets.

(iii) Other products . . . Ex-0il companies’ storage
points.

23-3 Over and zbove the recommended ceiling prices, the following
further charges will slso be recoverable :(—

(a) Railway freight :

For bulk refined ptoaucts and bitumens at the bulk tariff rate appli-
cable from time to time for despatches by rail by the most economical
route from the nearest main port insfallation from which supplies are
normally made and/or from the nearest inland refinery, which is also
recommended to be the pricing point in future.

In respect of deliveries in packed containers, such railway freight will
be recoverable at the packed tariff rates in force from time to time.

(b) Local duties and taxes ¢

Sales tax, local taxes/duties, octroi, etc. at the rate and quantum
applicable from time to time at the place of sale.

(c) Specific delivery charges :
(i) For effecting deliveries of moto: spiritand At actual rates.

high speed diesel oil beyond the ‘free
delivery zone”. .

“(ii) For effecting deliveries of avistion ga Ar actual rates.
lines and aviation turbine fuel beyond the
companies’ storage points or beyond the
sirficld outlets. .
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flecommended ¢eiling prices (exclusive of Non-recoverable Duties, and Dealers Retall Commission in case of Motor Spirit 93 Octahe

and 79 Qctane and High Speed Diesel Oil) Ex-Companies’ Storage Point etc, for refined Products with

FOB as on 28th May, 1969.

{Rupoees per Unit)

Bx-up countly pumps

Product Unit Kandla Okha Bombay Marmagao Cochin Madras  Vizag Calcutta

. Aviation Spirit [00{130

Ex-Storage Point KL 99174 989-84 09242 98751 989-49  1001-27 993-85 1015-30

Ex-International Airfield . 1036-34  1034-44  1037-02  1032-11 103409 1045-87 1038-45 1059-90

Ex-Other Airfield " 1053-84 1051-94  1054-52 104961 1051-59 1063:37 1055-95 1077-40
. Aviation Spirit 115/143

Bx-Storage point KL 1016-06 1014-16 1016+58 1011-76 1013-81 1025-48 1018-08 103902

Ex-International Ajrfield " 1060-66 1058-76 1061-18 1056-36 1058-41 1070-08 1062-68 108362

Ex.Other Alrfield " 1076-16 1076-26 1078-68 1073-86 1075-91 108758 108D-18 1101-12
. Aviation Spirit 73

Ex-Storage Point KL 95261 950-71 953-22 94834 95036 962-11 954-69 975-93

ExeInternational - 997-21 993-31 997-82 992 -94 004-96 1006-71 999-29  1020-53

Rx-Other Airfield . " 1014-71 1012-81 1015-32 1010-44 1012-46 1024-21 1016-79 1038:03
. Aviation Turbine Fuel

Ex-Storage Point . KL 428+12 429-45 428°17 426-88 427-60 43946 432 -89 439-65

Ex-International Airfield " 448-22 449-55  448-27 446:98  44T-70  459-56  4521-99 45975

Ex-Other Airfield . ” 465-72  467-05 465-77  464-48  465-20 477-06  470-49  477-25
. Motor Spirit 93 Oct.

Ex-Storage Point .. KL 858-91  857-00  859-77  G54-74  856-65  868-56  861-13  883-23

Bx-port local pumps end » 81027 868-36  871+13  866-10  668-01 879-92 87149  694'59

Ex-up country pumps
. Motot Spirit 79 Octs

Ex-port local pumps and KL 828-18 826-27 828:81 823-92 82593 837-67 830-26 a51-5%
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. High Speed Diesel Oil

11,

f2.

15

14.

15

.

16.

Ex-Storage Point
Ex-pumps .

Kerosene Superior
Ex-Storage Point

. Kerosene Inferior

Ex-Storage Point
Vaporising Qil
Ex-Storage Point

Light Diesel ©Qil
Ex-Staorage Point

Furnace Qil
Ex-Storage Point

Bitumen-Straight Gr.

Ex-Storage Point

Bitumen—CB,BS
BEx-Storage Point

Bitumen—CBfRC
Ex-Storage Point

Lubes & Greases
Ex-Storage Point

KL

"

KL

”

MT

"

KL

64316
65043

42008

212-68

15232

14338

318:56

nmn

384-95

645-46  643-40  642-01 642478  654-83
652-73 650-67 649-28  650-05 66110

421:41 41705  418-84 41957 #2747
214-01 20965  211-47  212:07  220-17

Sales negligible : Selling Price not estimated
253-63  252+67  251-23  252:02  267-1%
144:68 14435  142-48  143-34  158-08
318-21  316:77 31643  316-51  319-42
371-42  369-93  369-64  369-72  382-63
384-60  383-11  382-82 38290 39581

. o 107-72 .o .o

648-34
655-81

424-85

217-53

15789

149-70

326-09

379-3¢

392.48

65560
66287

43163

12447

265-27

157-12

333-56

386-77

399.95

—

Norze : (i) To tlﬁezaboge prices for Motor Spirit and High Speed Diescl Oil, Dealers' Retail Commission will be added as recommended In parer
graph 20-13.
(ii} The commission to agants in respect of light diesel oil and kerosenes will be as in paragraphs 11:3-13 and 21-4, respectiyely,

(ili} A differential of Rs. 360 per tin will be chargeable for delivery of bulk refined products in 18-5 litre tins,
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1iii) For effecting deliveries of products other At actual rates,
than those at (i) & (ii) beyond the com-
panies’ storage points.

(d) Returnable package charges : At current rates.

23-4 The ceiling prices recommended by us are exclusive of the non-
-recoverable duties which Government may impose. It will be observed
that the ceiling prices vary from port to port. Consequently the difference
between the recornmendec{ ceiling prices and the current ceiling prices at
different ports also varies. In the past the Government followed the pro-
.cedure of keeping the current prices unchanged, and imposing at uni-
-form rtate non-recoverable duties on sales at all ports on the basis of the
average of the differences between the currenc prices and the recommenend-
ed prices. This had the conseguence that after payment of the non-
recoverable duty, the netback to the oil companies on their sales at dif-
ferent ports left them with an excess over the recommended prices at
some ports and deficit at others. Such excesses o: deficits might have
tendency of inducing larger flow of supplies to areas where the companies
-stood to earn an excess over recommended prices and restricted flow
.of supplies to areas where they incurred a deficit. To avoid such probable
distortions in the distribution of products, we would recommend that
instead of maintaining the current prices at different ports unchanged,
the Government should norify the prices arrived at by (a) first adding
to the recommended ceiling prices the all India average of the differences
between the current ceiling prices (excluding the surcharge appiied with
.effect from the Ist May, 1968, and referrec% to in paragraph 2-7 and :he
existing non-recoverable duties) and the recommended prices, and then
(b} adding the present element of non-recoverable duties, vide Statement
No. 16. If this is done, the suppliers will have nothing to gain by diverting
supplies from one port to another because at any port their realization,
after payment of the non-recoverable duty, will not be higher than the

_price recommended by us for that port.



CHAPTER TWENTYFOUR

Comparison of the Current and Recommended
PR Ceiling Prices ;

24-1 The differences between the current ceiling prices shown in
Chapter 22 and the recommended ceilin%( prices shown in Chapter 23 are
given in the table below in respect of bulk refined products and bitumens.
Naphtha has not been included, because at present although a formula
has been laid down for determining the ceiling price for naphtha, no port-
wise ceiling prices have been notified.

24 -2 The four major oil companies have furnished data on the pattern
of sales of petroleum products through different ports for the proposed
pricing period 1970 to 1972 based on their current experience and other
factors. “We have assumed this pattern of sile for calculation of anticipated

surplus with the industry consequent on adoption of ceiling prices re-
commended by us.

24 -3 The reduction in the aggregate annual gross receipts of the four
major oil companies from various" products excluding naphtha resulting
from the difference betewen the recommended ceiling prices and the current
ceiling prices is estimated at Rs. 192-783 million as shown below :—

Product Upit Volume Amount

A
o verage per

Rs./million unit at por-
mal tempers-

ture
Rs.)

Aviation spirie—

100{130 . . . . . Kl 0-052 (+) 3224 (+) 62-00

115145 , . . . . 0-014 (4) 1-255 (+) 89-64

73 clgar . N . « om 0004 (+) 0-259 (+) 64-73
Aviation turbine fuel . - w 0-931 (+) 21398 (+) 22.98
Motor spirit—79 Octane e e m 1074 (—) 33293 () 16-05
Motor apirit—93 Octane . . 13 0-012 (_') 0-037 '(-"') 3-08
High spead diesel oil . . v 5390 {—) 81699 (—) 14-62
Kerasene—Superior . . o 3185 (—) 45-575 (—) 12.04
Kerosene~—Inferior . . . R, 0095 (—) 1323 (—)} 13.93
Light diesel oil . R, 1:167 (=) 16-821 (—) 14-41
Purpace ofl . . . e n 3:850 () 37-573 (~—) 9-76
Bitumen

~—Streight Grade - . . MT 0101 ) 11109 (—) 1585

—Cutback/BS " 0021 (=) 0-835 (—) 139.76

—Cutback/RC . . . 0:043 () 1142 () 12656
Lubricapts and Greases . . . Kl 0-785 (+) 10-488 (+) 13-36

(—)192-783
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Differences between the recommended ceiling prices and the current celling prices

Ra./Unit
Product Unit Kandla Okha Bombay Muarmugso Cochin Madras  Vizag  Calcutta

1. Aviation Spirit 100/13¢

Ex-Storage Point KL 61+52 59-08 59-45 51-19 ‘e 55-74

Bx-International Airfield " 6784 65-40 . 57-61 . 6206

Ex-Other Airfield ” 67-84 65-40 65-77 5761 . 62-06
2. Aviation Spirit 115/145 _

Ex-Stotage Point . KL 86:44  96.80 .. 7851 . k97

Bx-International Airfield " . 92-76 . e 84+83 . 89:29

Ex-Other Airfield ” 92:76 93-12 . 84-83 . 8-29

: 3. Aviation Spirit 73

Ex-Storage Point KL 59+58 . 58-89 . 5953 60-93 50-9¢ 59.53

Ex-International Airfield . " 65-90 6521 . 6585 67°25 67-22 65-85

Ex.Other Airfield " 65-90 . 65-21 .. 65-85 67-2% 6711 &5-85
4. Aviation Turbine Puel

Ex-Storage Point . . KL 3056 26474 28-09 26-94 . 20-02 . 2138

Ex-Internationel Aicfield . " 26:22 22-40 23-75 . . 15468 . 17-04

Ex-Other Alrfield » 2622 12-40 2375 12-60 . 15-68 o 17-04
5. Motor Spirit 93 Oct,

Ex-Storage point . KL 2:94 . 4-89 ve . 154 o 817

Ex-port local pumps . . ' 1.32 . 347 e s 0-12 (1-42) 675

Ex.up country pumps % " (1z-23) ve  (10+28) . o (13:63) U517y (7:00)
6. Motor Spirit 79 Oct. i

Ex-port locul pumps . KI1. {6-98) {10:74) (5-02) (7 «02) (8 -52) (B-44) 9N [eZ4 )

Ea-up country pumpe . . £20-73) {24-49) {18-77) Qo-17)

{22-27)

(22-19)

(23-72)

(15-54)
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7. High Speed Disse] Q]!
BxStoragePotne ., . o . . KL (13:52) (13-91) (12-3T)  (15:81)  (15-69) (15-49)  (15-87)  (14-%4)
Ex-Pumps . . . . ’ « (12-8%5) (13-24) (11-70) {(15-14) {15-02) (14-82) {15-20) (16-07)
8, Kerosene Superior
Bx.Scorage Point . . . v 0w (10+69)  (10:2%)  (11-98) (9:37) 9-91) (13-12) {12-59) (1369
9. Kerosene Inferior : '
Ex.Storage Polnt . . . . « (11-44) . (11-67)  (14-04) (14-61) (16-26) (15-46) (17-38)
10. Vaporiaing Oil .
Ex-Storage Point . " o . e .
11. Light Diesel Qil .
Bx-Storage Point K . . . . » {1127)  (12-06) (14-53) (15-04) (15-60) {17:36) (17.73) {20-40)
12. Furnace Qil ‘
: Ex.Storags Point . . - . . {8-30) (8-06) (7-67) {7-71) - (8-32)  (14-06) (16-06) (153D
13. Bltumen—Straight Gr.
Ex-Storage Point . . « MT 6:46 6.0  (20-08) 4-56  (21-62) {16:76)  (17-00) (20-54)
14. Bitumen~—CB/BS
Bx-Storage PoInt . . . . v m (36:60) (37-03) (46-65) (3B-47) (38-25) (27-59) (32-89) (36-96)
18, Blrumen—CB/RC
Bx-Storage Poilnt . . . . P (23:42) (23-85) (33-47) (252 (25-07) (14-41) {1971y (2318

Nore.—Figures in brackets denote fallin recommended price; others denote rise.
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CHAPTER TWENTYFIVE

Period of Price Fixation and Provision for Adjﬁstments

25-1 It has been suggested that the prices fixed after the present in-
quiry should be subject to adjustment for increases in marketing/dis-
tribution charges and that an adequate provision should be made for un-
foreseen contingencies. We do not consider it necessary to make any
such provision since prices of petroleum products have already been
reviewed twice during this decade after a full scale enguiry on each oc-
casion and this is the third review of a more or less similar nature. In view
of the comparatively frequent intervals at which the position has hitherto
been reviewed, we do not considar it necessary to provide for any adjust-
ment on account of increases in marieting and distribution charges before
the next review or to include an allowance for contingencies in the prices
tecommended by us.

25:2 In 1968, the total r:fining capacity was of the order of 16 mil-
lion tonnes. To meet the growing d=mand, the refining capacity will have
to increase from about 20 million tonnes in 1970 to over 25 miliion tonnes
in 1972, the latest estimate for 1975 being 35 million tonnes. The in-
crease in the refining czpacity may be achieved by expansion of the exist
ing refineries in the private sector, the commissioning of the Haldia re-
finery in 1971 and later in 1974, by a new refinery in not:h-western India.
The pattern of crude supply is likely to be influenced by the availability
of supply from the new field developed off-shore Iran, in which the Go
vernment has a share and the price applicable thereto. In view of these
developments, particularly the increase in the participation by the public
sector both in refining and marketing, we feel that the basic principles
adopted in this report for determination of prices may call for reconsi-
deration in about three years. We, therefore, recommend that the price
structure proposed by us should remain valid for three years from the
date of its implementation. It should, however, be subject to adjustments
for the undermentioned factors :—

(i) There should be an increase/decrease by 4 per cent in the posted
f.o.b. cost of products ex-Bandar Mah-Shahr adopted by us
in para 11-3-1 for every 10 cents increase/decrease in the net
f.o.b. cost of light Iranian (Aghajari) crude (34—34-9 AFI)
as compared with the net f.0.b. cost of $1-28 per barrel adopted
by us even if crudes other than Aghajari are processed in part
or in whole by the refineries. |

(ii) Fluctuations in AFRA rates as compared with those prevailing
in June, 1969, but adjustment on this account should be limited
to the total increase/decrease in the freight incurred on crude
imports (and on indigenous crude if priced on import parity).
The AFRA index in June, 1969, for MR vessels (25,000/44,999
SDW) was (—) 29-4 and LR (I) vessels (45,000/79,999 SDW).
was (—) 37-9. Refineries processing their own crude, e.g., AOC
should be entitled to adjustment only to the extent of the
increase/decrease in the calculated cost of crude, as accepted by
Government for this purpose.
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(iii) Viriations in marine insurance (other than war risk) from 0-055
per cent on f.0.b. at the rates charged by Indian insurers.

(iv) Variations in the rates of basic excisefimport duties prevalent
on the 30th  August, 1969. ' '

{v) Variations in the rates of wharfage, with the proviso that the
adjustment will be limited to the incidence of such charges an
crude imports and indigenous crude if priced on import parity.
In respect of AOC the procedure as at (ii) will apply.

{vi) Variations in the average allIndia cost of tin plate to IOC over
Rs. 2,663 per tonne for a consumption of 1-15 kg. per tin on whick
the packed/bulk differential for 18-5 litre tins is based.

{vii) Variations in the delivered price of drum sheets to Burmah-Shell
refinery over Rs. 1,486 per tonne of 24 G drum sheets for a con-
sumption of 63-2 kg. per tonne of bitumen st. grade and Rs.
1,428 per tonne of 21 G drum sheets for a consumption of 903
kg. per tonne of bitumen cutbacks.

25-3 Regarding the provisos at (ii) and (v), it may be added that im-
port parity would be a fair standard for determination of pricss only if it is
not inflated by taking into account casual or short term fluctuations in
freights, etc. which do not affect domestic cost of production. We accor-
dingly recommend that adjustments in import parity should be allowed only
to the extent that variations in marine freight and wharfage affect the cost
of crude. However, variations in freight due to AFRA index and in sta-
tutory wharfage may be allowed to be recovered in the case of deficit pro-
ducts to the extent of actuals. Similarly refineries moving products by
coast to Indian ports should also be entitled to recover the actual in-
creases in cost due to variations in wharfage. For this purpose a pooling
arrangement may be made similar to the one recommended by us to com-
pensate the oil companies for their freight under-recoveries.

25-4 Incidentially, in our view the increase mentioned in para 2-8
in the basic ceiling selling prices of bulk refined products and bitumens
authorized with effect from the 1st May, 1968, on account of the increase
in marine freight following the closure of the Suez Canal should be lirited
to the actual increase in cost of crude to the refineries; otherwise the com-
panies will make a gajn which is not warranted by their costs.



CHAPTER TWENTY SIX

Additional (Non-Recoverable) Duties to be Borne
by the Refineries.

~ As stated in para 2-4, these duties were levied on the refineries to
mop up the adventitious gain to them, as a result of devaluation of the
rupee and subsequently revised in the light of devaluation of the Pound
Sterling. The rates at present applicable will call for revision in the light
of the Government’s decision on the recommendations in this report.
This will require collection of data concerning the anticipated production
pattern of the individual refineries for the period 1970 to 1972. We pro-
pose, in the meantime, the existing rates of additional (non-recoverable)
duties levied on the refineries may be continued and the overfunder re-
coveries calculated on the basis of the new prices recommended by us may
be taken into account in the computation for the years 1970 to 1972.
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CHAPTER TWENTYSEVEN
. Some Ancillary Issues
271 Coastal Freight Paid to Foreign Flag Vessels :

The coastal movement of products takes place partly in Indian and
partly in foreign flag vessels. The volume of movement involved and the
marine freight paid in foreign exchange in the last two years is giveh below : —

Quantity moved Freight peid in
coast inq;'oreign ﬂg foreign exchange
tankers

1967 1968 1967 1968
‘000 tonne "000 tonne 000 Rs. 000 Rs.
BurmahShell . . . . .  Li88 1250 21,680 21022
Bsso . . . . . . 533 546 7881 8,845
Galtex . . . . . . 260 - 47 3,590 3456
10¢ C. 341 484 1837 9,551

2,322 2,581 40,994 42,874

We wish to draw attention to the above data and suggest that Govern-
ment may take suitable action to reduce foreign exchange expenditure on
this account. - .

27-2- Differential toll at Paharpur (Calcutta) :

The consignments landed at K. G. Docks in Calcutta for discharge
into tankage at Paharpur are liable to a differential toll levied by the Cal-
cutta Port Commission at Rs. 5-00 per tonne, whereas no such levy is
made on, supplies discharged into tankage at Budge Budge. Burmazh-Shell
and Esso have their tankage facilities at Budge Budge whereas those of
IOC and Caltex are at Paharpur. This toll is not taken into account in
the determination of the import gparity prices at Calcutta as it does not
apply to all supplies coming into Calcutta by sea. Caltex and IOC have
represented for recoupment of the under-recovery on this account. We
have not provided for such recoupment, as in our view it would not be
reasonable to provide for compensation for the locational disadvantage
of each installation. We have also not gone into the countervailing
vantages, if any, of locating the installations at Paharpur instead of at
Budge Budge. '

273 Dispute regarding prices payable by 10C to CRL at the battery
limits of the refin p“ - '

In the scheme of distribution of CRL products, supplies are moved
cither by tank trucks or tankwagons to their destinations or through
pipeline to the marketing companies’ installations at Cochin. According
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to CRL, IOC thereby avails of the facility of the former’s pipeline andjor
the railway siding, which should be duly paid for but IOC is not agreeable
to such payment. The railway siding is said to have been provided by CRL
at the speacial request of the Government of India, for which recovery at
the rate of Rs. 2-50 per ton has been authorized. This has not actually
been paid by IOC. The dispute with IOC on these points was referred to
us by CRL. Itisa problem of z local nature. The use of the railway siding
is arleady regulated by Government instructions on the subject. We
consider this to be a matter either for settlement mutually between CRL
and IOC or adjudication by the Government which has interest in both the

companies.,

27-4 Bxports of Surplus Products :

27-4-1 The surplus arising at the refineries as a residual stream, after
meeting the requirements of the domestic market, is exported. Such
exports are normally in the form of semi-finished products, e.g.. straight
run tops/maphtha, cat cracked gasoline, platformate, or of finished pro-
ducts, like furnace oil, motor spirit 79 and 95 octanes, asphalt, wax, etc.
The total exports of all the companies during the last two years were as

follows :

Total Total

Year
quantity waluein
in mil- miilion
lion tonne US$
1967 . . .. ... 0-98 17-19
1968 . . . . . . . . . 0-55 10-87

The suppliers of crude oil to the private refineries, and Phillips in the
case of the Cochin refinery, have the right and the obligaiion to take over
the surplus products for export at 1the best prices obtainable in the world
market. Exports are arranged by the individual companies which can also
utilise the services of the State Trading Cotrpocration of India to obtain
betier terms. It has been represented to us that the Indisn exporters are
handicapped in several respects in the matter of obtaining the best possible
prices for their exports. The quantities available for export as well as
the specifications of the products are subject to wide fluctunations. In
some cases export contracts have to be concluded to prevent heavy
accumulaiion of stocks and consequent disruption of refinery operations.
At the same time, it is not possible to enter into long term contracts for
large quantities. Consequently, a company often reczives export prices
which may be the maximum obtainable in the circumstances of the particular
contracts but are not competitive with the price paid by the foreign buyer
for his import from alternative sources. According to Esso, *due to
the limitation of parcel size, exports from Bombay do not enjoy  super
tanker freight rates applicable to exports from the Persian Guif”. This
results in the lowering of the netback to the refineries due to higher freight

payments. :
27-4-2 Thus, the present situation is bighly upsatisfactory from the

point of view of securing the best prices for our exports. There is no
evidence of any planning of export surpluses for a future period or of the
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freight arrangements required. No watch is maintained over export
prices, though the need for this is obvious since the exports are routed
through associated companies. The companies in India depend entirely
on their associates aborad having no arrangements of their own to watch
world prices. We recommend that the State Trading Corporatior should
equip itself to handle the exports of surplus petroleum products so that
with better planning and improved arrangements for intelligence, we may
secure better prices than at present. :

27-4-3 Wax is the only product of the Digboi rtefinery which is
exported. Burmah-Shell handles these exports at Calcuita, There are no
posted prices for wax and the price obtained in each market is said to be
the best price possible under the ruling competitive conditions. In
addition, the Assam Oil Company has at its disposal their associate’s
information regardging the prices available throughout the world. In
1968, the tota! exports of wax were 2949 tonnes and the total amount
realised was Rs. 2:8 million. We have not been able to examine whether
the prices realised for wax were the best available in the export market and
would recommend that the srrangements recommended by us for watching
ﬂile world prices of other surplus petroleum products should cover wax
also.

275 Insﬁrance with Indian Parties :

Marine insurance of POL consignments is undertaken by [OC and
Esso with Indian parties. In 1968, Burmah-Shell insured approximately
17-18 per cent of their crude oil and product imports through Ir dian parties.
They proposed tc increase this percertage to 25 per cent in 1969. Caltex
is agreeable to switch over to Indian insurance subject to certain conditions
which are under discussion with Government.

17 -6 Prevention of burning of olefins by reﬁperies :

It has been brought to our notice by the Planring Gorup for Petro-
chemicals that certair refineries burn up olefins, which are vitsl raw ma-
terial for the manufacture of petro-chemicals and are in extremely short
supply. The quantities which can be obtained from certain refincries are
believed to be sizeable and also adequatc to meet the present requirements
of the petro-chemical industry. We rccommend that special action should
be taken by Government to prevent the burning of olefins by refineries
except where they are satisfied that separation of this material from the
refinery gas is not feasible for any reason.

277 Remittances towards share of overseas Office expenses and
other services.

Rs./mitlion
Year Esso Burmah- Caltex AQC/BOC IBPC
Sheli anm
196 . . . . 3.82 540 . 026 2:40  ©0-203
1966 . . . . 5-02 631 - 0-26 1-85 0-317
1967 . . . . 616 £-38 0-42 2-26 0-135

1968 . . . . 4-78 39 o 1-90 0-13%
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These remittances are said to cover engineering and technical in-
formation services rendered by the principals abroad, royalties and licence
fees payable to them and also the sharz of officz expenses in London and
New York allocated to the Indian operations. In respect of Burmah-
Shell, Esso and Caltex refineries provisions for such payments is contained
in the agrezments relating to the establishment of the refineries. Paymant
by other companies and by the marketing companies of their share of
overseas offic: expenses is being allowed as a matter of long-standing
Fractice. Since the refinery operations in India have now been stabilised

or more than a decade, imports of the major deficit products through
g:ivate companies have been eliminsted and good research facilities have

en developed st the Indian Ipstitute of Patroleum. Government should
review the batis cn which oil compsniss sre being allowed to make re-
miftances to their principals, with a view to teducing such e:mittances and
over a period elimii atirg th=m sltog:tter. :

27.8 Suggesﬁons of the oil companies for improvement of the exis-
ting system regarding levy and collection of duties, rail and road trans.
portation of products and comments thereon of the Ministries concerned:

27.8.1 Levy and Collection of duty

(i) Extension of the facilities for inbond movement and storage of
petroleum products to some additional stations.

This request of the oil industry involves deferment of the recovery
of duty. Iris said to have been examined more than once in the past and
found unacceptable. The scheme of Central Excise levies stipwaes re-
covery of duty at the time of clearance of goods from the manufacturers
and it is only in the case of a few of the excisable goods that the manufac-
turers have been allowed the facility of postponing payment of duty to the
point of clearance from the aistribution centres. The Ministry of Finance
considers that the petroleum industry slready enjoys the maximum bene-
fit in regard to inbond movement and storage and there is, therefore, no
case for further extension of these facilities.

(ii) General Bond to cover vemoval of petroleum products from ome
warehouse to ancther.

Provision already exists for such a bond. If, however, any p&ﬁaﬂu
licensee is experiencing any difficulty in this regard, he may take up the
matter v:idth the Ministry of Finance through the local Central Excise officers
concerned.

(ii1) Settling time for taking dip-reading of storuge tanks.

In the matter of dischange operations discretion has already been
vested in the Collectors to reduce the settling time upto hslf an hour in
emergent cases. The question of evolving and prescribing certain guide-
lines for reducing the settling time in the case of receipt operations is under
examination by Government.

(iv) Deputation of Central Excise Officers from the local offices rather
than from the Central Office for of attendance on filling of tank
:cagomltmcks or for verification o; railway receipts, consignment notes
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In the normal course there should be no objection to the local officers
stationed at terminal portfinstallations attending to different work require-
ments of the oil companies. However, if any difficulty is being experienc
in any particwar case, the oir companies showd bring it to the notice of
the Ministry of Finance.

~ . {v) Availability of Central Excise officers round the clock.

Et is understood that Central Excise officers are normally made avai-
lable for attending to work from 6 AM to 6 PM without charging any over-
time. Provision for attendance beyond these hours as also on Sundays/
Holidays on overtime also exists. Self removal Procedure under which
the assessees themselves can clear excisable goods without excise super-
vision ic likely to be extended shortly to several commodities including
petroleum products when the probiems referred to herein will cease to exist.

(vi) Transit losses and recovery of duty on excess losses.

Whenever petroleum products move inbond from the refineries/
bonded marketing installations to bonded warechouses, losses upto resso-
nable limits to cover evaporation and unavoidable spillage/wastage etc.
are already admissible. Provision 2lso exists for excessive losses cccasioned
by accidents being condoned. The various limits indicated for condona-
tion of losses are only in the nature of guide-lines and the ccliectors are
fully competent to allow higher losses, on merits, where the circumstances
so warrant. Wherever the actual loss exzeeds the reasonable limit, duty
becomes chargeable only on the losses in excess of the limit and not on the
entire loss unless there is adequate suspicion of pilferage. If in any case
duty has been recovered cn the entire loss, the oil company concerned
Euay well take up the matter through appealfrevision application proce-

ure.

In the case of movement of petroleum products (particularly raw
naphtha) on payment of duty ar the concessional rate for specified industrial
purposes, losses during transit upto reasonable limits sre condoned. Where,
however, the losses happen to be more than those considered to be reaso-
nable, duty becomes recoverable at the full rate. Since the quantities involv-
ed pay, at the time of their clearance from the refineriesfbonded marketing
installations, duty at the concessional rate (5 per cent ad valorem), the
execessive losses ate rendered liable to pay differential duty.

{vii) Permission l:‘ﬁm' showing diffierent destinations and consignees
in the same A.R.-3 Form

It was on account of the various difficulties experienced that the ear-
lier practice of different destinations and consignees being shown in the
same AR-3 was discontinued and insread the requirement of only one desti-
nation and one consignee being shown on a particular AR-3 was enforced.
In view of this, the existing practice calls for no change, To mitigate the
hardship of the oil companies, however, instructions for permitting diver-
sion of a consignment covered by a particular AR-3 from one consignee
1o another at the same port or ¢ven fromone port to another have been

issued, _
5330 Enhancement of Central Excise duty should not be made retvo--

Unless there are special circums:anﬁea, the rate of Central Excise
duty is never enhanced retrospectively.
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(ix) Delays in clearance by Customs of packed consignments pending
tests and delays in final assessment of customs duty-based on test results.

It is understood that to avoid demurrage, pecroleum products are
released pravisionally pending finalisation of tests. Section 1B(1) of the
Customs Act, 1962, provides for provisional assessment in cases where
goods are required to be subjected to chemical tests etc., subjec: to the
importer furnishing a suitable security for payment of the deficiency bet-
ween the provisionsl and the final assessient. In case of disputesfadjudi-
cation, goods are liberally allowed to be cleared against suitable bonds.
Detention certificates are usually granzed to enable the importers to get
demurrage charges waived by the Port Trusts for the iod betweer the
drawing of samples and the final assessment of the Fill of entry. The oil
companics may make use of these facilities.

27.8.2 Road Movements

(i) Remowal of restrictive weight limitations and use of trailers and
improvement of roadsfbr.dges to permut use of higher payload vehicles.

It is understood that necessary instructions in tnis matter have already
been issued by the Ministry of Shipping and Transport but progress in
improvement of roads and bridges is hampered by shcrtage of resources.

(i¥) Period of validity of fitness certificate of vehicles.

An amendment to Section 38 of the Motor Vehicles Act is being made
to make it obligatory on the presciibed authoiity to grant fitness certificate
for a period of at lesst one year in the case of new vehicles which are not
plying in hilly areas.

(iii) Removal of restrictions on irter-State movement of vehicles.

Tais question was reported to have been considered by the Inter-
State Transport Commissioners in September, 1963. Accordingly, the oil
companies were adyised in September, 1963, ro get their vehicles registered
or to obtain fresh registration numbert for them in the different States to
achicve paricy to a reasonable extent in regard to the number of registra-
tions in each State. Atths suggestion of the Transport Development Council,
the desirability of relaxing the limit of 300 miles on transportation of pe-
troleum products by road was examined in consuleation with the Ministry
of Railways but was not approved.

(iv) Automatic acceptance of calibration certificate issued by one
State authority by the other.

It is understood that this sugges ion has not found favour with some
State Governments.

{v) Uniform basis of road tax in all States, reduction of the rate
and use of certain portion thereof for improvement of roads.

Since taxation is a State subject, an all India or a uniform 1ate in all
States, cannot be adopted. Reduction in the existing level of taxation 15
also not practicable on account of the need for development funds. However:
a higher portion of the revenue {from road transport is being spent on roads-
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27.8.3 Rail Transportation

(i) Existing fleet of tankwagons being inadequate manufacture of
Mwodonsdshauld be increased and larger capacity tankwagons should be
introduced. .

The requirement '0f tankwagons is carefully assessed by the Railway
Board in consultation with the Ministry of Petroleum & Chemicals and
the industry. During the last five years about 5,000 new tankwagens have
been added to the B.G. fleet. The present M.G. fleet is adequate to meet
the demand in the nexr five years.! The manufacturing capacity for tank-
wagons and the existing rate of out-turn are considered adequate. The
oil companies’ estimate of requirements of tankwagons is considered by
the Railway Board to be very much on the high side. They have noted the
suggestion to introduce larger capacity tankwagons.

{ii) Maximum use of tankwagons and railway carrying capacity to
be made by booking only to stations where tankage exists and also by redu-
cing the tum-round time of tankwagons by despatches of larger number of
block rates on a directional movement basis and the elimination of delays/
detentions at marshalling vards and termini.

The Railway Board has stated that this is already being done.
(iii) Reduction in repair time of sick tankwagons.

This is reported tc be kept under constant review by the Railway Board
and every endeavour is made to kzep the percentage of ineflectives within
4 per cent of the total fleet.

(iv) Inwrease of loading and unleading time to seven from the existing
five day-light hours due to increase in minimum tankwagon capazity from
32 to 41 kiloliters,

This is not considered necessary by the Railway Board due to availa-
bility of power operated high capacity pumps for loading and unloading.

The following further points raised by the oil companies are reported
to be under consideration ¢f the Railway Board :

(a) Uniform densities are followed for purposes of charging rail freight
by all railways except Eastetn and N.F. Railway. The densities
adopted by the two Railways sre heavier than those adopted
by other Railways. The freight per kilolitre of oil is more than
the freight on other Railways. Moreover, when tankwagons of
these two Ra’lways ply on other Railways urder-recoveries of
freight are increased becausz of the righer densities used by

them.

{b) Notwithstand‘ng the increase in freight on the plea that the Rail-
ways would carry goods at Railway risk and not owmer’s risk,
the Railways do not issue clear Railway receipts for goods loaded
at private :idings. Consequently it is impossible to succes:fully
claim for genuine shortages in transit.
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{c) No more wagons are reported to be manufactured by the Railways
for carriage of liquified petroleum gas but under-frames only
are provided for mounting pressure vessels fabricated and owned
by the oil companies. In view of the subs:antial amounts of in-
vestment required for fabricating pressure vessels, concessional
freight may beallowed for transportatioa of LPG in such vessels
as compared with freight charged for movement in wagons
owned by the Railways.

(d) Railway personnel should be made available at bulk loading
points at Digboi and Tinsukia free of cost.



CHAPTER TWENTY EIGHT

Suggestions on some Major Policy Aspects

18.1 An independent agency recommending prices for a controded
commodity is normally expected to do o after examining the major
elements ip the cost of production and the relevent aspects of the domestic
and world supply, demand and price situation, We wish to point qut,
however, that our examination has perforce been far from comprehen-
sive, partly because indigenous crude which now accounts far 40 per
cent of the total erude consumeda in country was excluded from oul terms
of reference, and partly because a commitment made by Government
with som: of the foreign oil companies to aliow the prices of their produc:s
to be fixed at import parity made it unnecsssary for the purpose of price
fixation to go into_their cost of production. Moreover, the machinery
atthe disposaiof Government for collection and analysisof data regarding
world trends is far from adequate, considering that the trade in oil & oil
products is dominated by powerful monopolies operating through a chain
of intermediary and associated firms as well as a complex system of dis-
counts and rebates. For @ proper understanding of the world situarion
regardings upply, demand, prices and freights, special studies have to be
made to interpret and supplement published data. Successive Committees
appointed to recommend prices of oil products have suffeted from the same
handicaps. We, therefore, propose to set out briefly in this chapter {a)what
in our judgement arethe chief impediments a: presentto arational deter-
mination of oil prices, (b) certain features of the present arrangements
with the oil companies for import of crude or otherwise which we
believe are prejudicial to the long-term interests of the oil industry and of
the economy generally, and (c) the broadlines of action necessary to remedy
the present situation.

28.2 We are not aware of the reasons why indigenous crude was
excluded from our terms of reference. In all probability this was done
because unlike imported crude, indigenous crude does not have a bearing
on import parity which alone has hithetto been the basis of price fixation.

our view, an investigation into the cosr of indigenous crude is necessary
fora pro appreciation of :he economics of the indigenous oil industry.
In face, g:res were produced before us of the cost of indigenous crude
by the State Governments of Assam and Gujarat and by other interests
to support their claim for lower prices of petroleum products in which
ey were interested. These figures were obtained from sources which
cwuld no: be regarded asup-to-dare and since we were ourselves preclu-
ded from going into the cost of production of indigenous crude, an exa-
mination ofg?hese claims from this pardcular angle became impossible.
ter devaluation, adjustments were made in the cost of indigenous crude
tharged to the refineries but onindependent inves:igation has yet taken
Pace about the reasonableness or otherwise of these adjustments.
digenous production of crude now amountsto 6 million tonnes our of
itotal of 16 million tonnes consumed inthe country. Indigenous produc-
tion is expected to goup in the coming yearsand we, therefare, consider
itadvisable not to defer a proper investigation into its cost by an independent
ency.

117
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28.3 The Qil and Natural Gas Commission has acquired mining rights
in the Persian Gulf area and substantial quantities of Rostam crude have
now become available for disposal. We understand that ONGC is unabie
to sell this crude to the foreign refinecies in India because the latter have
the right under their agreement, with the Government of India to import
crude from foreign sources of their own choice and are under an obligation
to buy only indigenous crude. We are unable co understand why the foreign
tefineries should invoke this right in order ro avoid buying Rostam crude
from ONGC. It seems to us a little odd that Government of India should
have to seek foreign markets for the disposal of Rostam crude belonging
to it when large quantities of crude of more or iess similar quality are being
imported into India and nat at a more favourable price.

28.4 Although the domestic refining indusay has developed sufficiently
to make the country self-sufficient in most of the major petroleum products,
the country is still spending a substaniial amount of foreign exchange
{about Rs. 100 crores per year) on imports of crude. It is unfortuna:e
that in rezard to this item, which constitutes a2 major item in our foreign
exchange budget, our agreements with refineries are couched in terms which
provide no assurance that the prices paid for imports will be competitive.
Prices of imported crude have always been a matter of tug-of-war between
Government and the oil companies and reductions havz had to be secured
by pressure, We understand that many countries like Japan, Pakistan etc.
impott crude through Governmental agencies by inviting global tenders
so that evan after allowing for the ramifications of the monopolies operat-
ing in this field tnere is some scope for obteining favourable terms. The
Ministry of Petroleum & Chemicals has been receiving competitive bids
for a part of the crude requitements of CRL and such offers have had
some salutary effect. Although difficulties have arisen, we would like
this approach to be pursued. As stated above, it would be unwise to
rely on published data alone to satisfy ourselves about the reasonableness
of the prices of imported crude. The published information about posted
prices, discounts and rebates, needs to be supplemented with considerable
study in order to realise its proper implications and to use it in dealings
with foreign firms. The existing arrangements for this purpose are far
from adequate. Government have considerable experience in handling
purchases of imported materials on bulk basis and there is already a strong’
trend of opinion in favour of ¢xtending the a.ea of impo.t canalisation.|
Having reagard to the magnitude of forcign exchange involved ip impors
crude oil, we would consider tnis to be a suitable itern for purchase
through & centralised agency. ‘

28.5 The existing arrangements for impo.t of crude required by
the Cochin, Madras and Haldia refineries have certain features which
may militate against supplies being obtained on the most favourable
rerms. In the cas of CRL, in spite of the recent modification of the tor
mation agreement, which provides for termination or revition of the agrer
ment for crude supply after October, 1970, Phillips will continue 1
act as agentsof that refinery and to have the righ' to arrange for supplies
of imported crude. This right, however, is subject to an obligation to sub
stitute a crude oil ora blend of crude oiithat may be suggested by the
-Government of India. We are not sure whether the commitment to us
the services of Philips for purchase of ¢crude would not mean an unnecessar,
addition to costs. The agreement with Philips also conteins a provisﬁ
whereby in the event of the price of imported crude being reduced,
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quantum of the process margin, on the basis of which the maximum pay-
ment to be made by Government in any particular year to Philips is deter-
mined, will be adjusted accordingly. We do not see the justification for
this provision, since Philips are expected to buy crude f>r CRL at world
competitive prices and are themselv2s not producers of crude.

t

28.6 In the case of MRL, an agreement between the Government
of Indiz, National Iranian Qil Co. and the PAN American International
Oil Co. provides for supply of 42 million tonnes of crude oil to that refinery
over a period of 22 years at a price of $1-35 per barrel f.0.b. In the first
place, the propriety of making 2 commitment to import crude from a specie
fied source for as long a period as 22 years, is open to question. Secondly,
the provisions for variations in the stipulated price to take account of thz
changing world conditions of supply and demand are couched in terms
which are liable to give rise to controversy. In t:zrms of this agreement
the stipulated price will be no less favourable to the buyer than the price
of Darius crude oil d:livered under an agreement entered into with another
purchaser, inthe circumstances comparable to those in which this agre :ment
was entered into and on the terms of sale comparable to those of this Agree-
ment. We feel that th2 refinery’s right to buy its essential raw material at
the most competitive price should not have been circumscribed by these
stipulations. The agre>ment would seem to fetter the refinery’s freedom
to import crud: from sources of its own choice, and thereby overlooks the
need for comserving foreign exchange. '

28.7 The arrangement for supply of crude to the Haldia Refinery
also suffers from similar drawbacks. The relevant agreement imposes cer-
tain limitations on the freedom of the refinery to ootain supplies from
sources of its own choice for certain specified quantities. Moreover, the
variations in price are subject to conditions which, we believe, should
not have been agreed to, in order that the Government may have the full
freedom to negotiate prices according to the changing world conditions.

28.8 We feel that with the virtual eliminati>n of imports of all major
products except kerosene, lubricants and specialities, the concept of import
parity has now become obsolete. The principle of replacement cost, un-
doubtedly a sound one, cannot be accepted for all time as the sole basis
of price fixation. For the domestic economy, one of the benefits to be ex-
pected from the growth of indigenous production is by way of a reduction
of costs, at least to the extent of the freight payable on imports. Hence,
to tie domestic prices for all time to landed costs of imports is to deprive
the country of a major benefit from industrialisation. An industry may
well expect to benefit from the higher cost of imports, including freight,
in the initial stages of its development, but to confer on it the rightto main-
tain prices on par with import costs even after it has developed enough to
meet the entire domestic requirements and imports have been eliminated
is in our view wholly unjustified. The fact that there are practical difficul-
ties in detzrmining the cost of production of individual products is not
an adequate reason for disregarding the trend of overall costs and relying
exclusively on world prices especially when there is no assurance that the
latter are determined by free competition. We have been advised that the
principle of import parity embodied in the following extracts from the
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Agreements with ESSQO, Burmah Shell and Caltex leaves no scope for
prices to be fixed on the basis of domestic costs of praduction :

-ESSO

Assurance that the Government will permit the Indian Company to
establish the prices of products ex-refinery from time to time
at any level not higher than Bombay landed cost, including whar-
fage, landing charges and import duty, of comparable products
available to SVOC (now Esso) from other supply sources,
provided that subject to the forgoing principle, the Indian
Company shall consult the Government before it makes changes
inthe price of anyof its products.

Burmah-Shell

Tha Government will permit the Qil Companies to establish the prices
of the refinery products from time to time at any level not higher
than that at which they sell, or could make available for sale
equivalent imported products, provided that subject to the fore-
going principle, the Oil companies shall consult the Government
before they alter the price of any of the products.

Caltex

Assurance is requested that the Government will permit Caltex to
establish the prices of the refinery products from time to time
at any level not higher than that at which Caltex sells, or could
make available for sale equivalent imported products; provided
that, subject to the foregoing principle, Caltex will consult the
Government before altering the prices of any of the products.

The seriousness of this anomaly may be seen from the fact that the
Agreements referred to above contain no provision for revision or termi-
nation, but only provide for Government’s right to acqutire or take over the
operations of the companies after a date too distant for our purpose (i.e.
25 years from the commencement of the operations).

28.9 The concept of import parity is useful for the limited purpose
of assessing the reasonableness of domestic prices and thus evaluating the
relative performance of Indian and foreign producers. However, the adop-
tion of import parity as the basis of price fixation has led to the producers
in India claiming the right to raise the prices of their produects to the full
extent of the increase in landed costs of imports arising from any factor
whatsoever and regardless of whether their own costs of production have
gone up to the same extent. In actual practice, Government have made
a distinction between f.o.b. prices of products and the freights from
Persian Gulf. The f.o.b, prices were kept frozen for a period while the
variations in freight were admitted as warranting an increases in product
prices. We understand, that a freight adjustment pool is being maintained
in which the oil companies are credited with unrealised incteases in pro-
duct prices due to incresses in freights on products. Indeed, some
adjustment is due to the producer on account of increases in freight on
crude but the adjustment due on this account may not correspond to
the adjustment made on the basis of variations in freight on products.
Any adjustment due to the producer on account of the freight on crude
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should properly be mmade only after assessing its actual incidence- on his
cost of production. We' feel that it is artificial and unrealistic to apply
the import parity concept to the extent of permitting variations in
domestic prices on account of variations in: freights on products (and
there have been wide fluctuations in. freights recently owing to the Middie
Eastern crisis), without any examination of the extent to which the cost of
production has been' -affected by increases in the cost of - crude. It is
common knowledge that crude is transported in super tankers for which
the freights are lower while the freights assumed in ealculating the import
parity for products are on the basis of their transportation in smaller
general purpose vessels for which the fréights are much higher. In our
view, all the -credits and debits in the freight adjustment account should
be reviewed and only such adjustment should be allowed to the oil com-
panies as can be teafistically related to the change in cost of crude and
not of the imported products. Adjustments on account of increases in
freight on products are being claimed by the Indian Qil Corporation
also in spite of the fact that the entire crude used by the Corporation’s
refineries is of indigenous origin and, therefore, its cost is unaffected by
freight changes. ONGC and OIL base their prices of crude on import
parity and they also carry this concept to the extent of including freight
variations in - determining their prices. Thus, the concept of import
parity has given rise to a totally unrealistic situation. ,

28.10 As a result of prices being fixed solely on the basis of import
parity, no account is taken in any price enquiry of the cost of production
at the indigenous refineries. In an industry of such . basic importance
and where so much investment is being made, proper planning
would require a careful study of the actual cost of production. Re-
liance on import parity ‘may divert attention from the relative levels of
efficiency at the various refineries. . .

28.11 In their agreement with the Government of India in respect
of CRL, Phillips have been guaranteed a net average annua! dividend of
$388,270.24 equal to 10 per cent of their equity investment. This return
is free of taxation and is payable in foreigh currency so that it is free of
any exchange risk. Although Fhillips are a partner in this enterprise,
they have been assured of 2 minimum return on their investment regard-
less of any decline in profits which may result from an increase in the
operating costs of the refinery, although they also along with the Govern-
ment of India, have a responsibility to keep the operating costs to the
minimum. The - amount of minimum dividend payable to Phillips has
to come out of the prices received by CRL for its products. If the
prices do not yield the minimum dividend, the difference has to be made
up by the Government of India. Censequently, the guarantee of a minj-
mum _dividend introduces an element of rigidity in the effective prices
payable in tespect of CRL’s products. This is another instance of the
diéﬂculties created by our agrecments with foreign companies in the way
of determining prices of petroleum products on a rational basis. In
our view, it is most undesirable in principle to assure any foreign collaborator
of & minimum return in foreign exchange out of income carned im

18.12 Freight is an important element for the landed cost of .crude,
accounting for approximately 10 per cent of the total. Moreover, re-
volutionary changes are taking place in tanker freights. Tamkers of ever
increasing sizes are being put into - operation and freights are going down,

9—1 P & CJ69
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-gorrespondingly. In such circumstances we are unable to sec the
})toprie‘ty of any importing country committing itzelf to particular agencies
for providing transport and for a period of several years ahead. In the
oase of CRL, Phillips have been appointed as agents for negotiating tanker
arrangements and they have entered into a firm price contract of affreight-
ment with Triton Shipping Inc. for a period of 5 years from the date of
commencement of CRL's commercial operstions and this period is ex-
tendable for 5 periods of one year each under certein conditions. As
tn the case of supplies of crude any such arrangement for its transport
is likely to operate to our disadvantage at a time when freight rates are
showing a steadily downward trend. .

28.13 Tt should be obvious from the above that the present situation
is highly -unsatisfactory from the point of view of securing imports of
crude on the most favourable terms, maintaining the prices of products

. dn  fair relation to their cost of production and keeping a vigilant watch
over the world trends of supply, demand and prices. We would, there-
fore, recommend that a specialised agency to be called, National Petroleum
Commission, -should be set up on a stetutory basis fo Tenegotiate the
various agreements with the oil companies concerning the basis of price
fixation, transport arrangements and other relevant factors. We are
aware that some of these agreements contain no provision for review or
termination. However, as pointed out above, they have certain features
which are likely to be prejudicial to the country’s long term interests and a
reasoneble - ground, therefore, exists to seek renegotimion. The Com-
stnission should be the policy maldng and cootdinating authority with
respect to 3ll aspects of this industry from exploration to marketing. It
should develop the necessary organisation for making a continuous study
of world trends so as to be able to obtain the best possible terms in the
purchase of crude and sale of surplus products as well as in any future
collaboration arrangements. Our - discussions with the Oil companies
show that surplus products like naphtha were being sold by them only

.to their assoclate companies and they have no arrangements to verify
whether the prices realised are the best available. While the future develop-
‘ment of the petroleum refinery industry in India will call for considerable
cooperation from the foreign oil interests, it is time that we reduced our
.dependence on them in matters on which we must act independently to
safeguard the country’s essential interests.

28.14 It is not a satisfacto? feature of India’s 0il economy that
despite considerable expansion of indigenous refining ‘capacity, the country
.i8 still dependent on imports of ketosene, an essential article of mass
consimnption. We have nat been able to examine the causes of this de-
‘fictency, in particular, whether it is due to the pattern.of production
and processes being out of tune with local needs or to the relative profit
margins available to the producer for different products from a system of
of prices linked to the pattern of world prices, or to the demand for kero
sene in the country being inflated through its use for adulteration in HSD.
In any case, we feel that the question deserves a careful study by Govern-
:ment both frem the technical and the policy angle. The growing consump-
tion of kerosene and the consequent increase in foreign exchange ex-
penditure have already become a matter of concern, but the action sugges-
tod. to remedy the situation is often in the direction of making kerosene
-mote -costly to the consumer through un incresse in duties. From a
gacial stand-point, this is not & desirable approach. We would, instead
:Hke greater attention to be devotedito the poesibility of increasing domestic
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production of kerosene, if necessary, at the expense of other products,
through, either 2 technical adaptation of the refining processes or a suitable
modification of the system of ex-refinery prices o as to provide better
incentive for the production of kerosene. We have not been able to
recommend a -mocﬁﬁmﬁon in the pricing structure from this angle,
because, for the reasons stated earlier, our recommendations about ex-
refinery prices have had to be linked to import parity.

28.15 In the past the foreign oil companies were permitted to exceed
their approved capacity from time to time. We recognize that Government
might have found this to be in the country’s overall interest in the circums-
tances of the time. However, we feel that the working of the foreign
oil refineries should conform to 2 settied plan and policy and we, therefore,
recommend that in future any policy adopted by Government, in consulta-
tion with the Commission proposed by us, with regard to the expansion
o;h otixierwise of the .capacity of foreign oil refineries, should be strictly
adhered to. ‘

28.16 The present system of Block Control over lubricants and
greases has certain features which are not fair to the consumer as well
as the Exchequer. In theory, the system provides for any over-recovzries
made by the oil companies by way of marketing charges and profit being
adjusted in a subsequent period through a reduction in prices or by some
other means. In actual practice, however, the over-tecoveries have been
adjusted only through the levy of non-recoverable duties. In our view,
this is not fair to the .consumer who is entitled to relief through a reduc-
tion in prices. Further, while fixing the rates of non-recoverable duties,
only the over-tecoveries in a past period are taken into acoount in con-
conjunction with the estimated sales for a future period, but the oil com-
panies are not asked to reduce prices suitably to prevent continuing over-
recoveries in future.’ This has the effect of the oil companies continuing
to recover from the consumer marketing charges and profit in excess of
the rates considered feasonable by Government and the companies thus
remaining in possession of large funds pending their mopping up through
non-recoverable duties at a later date. The system thus gives the oil
companies an undue advantage. Although we have rteserved a full
examination of this system till the next part of our inquiry, we feel that
these aspects of Block Control are important enough to merit immediate
attention.



Summary of Conclusions and Recommendations

Qur conclusions and recommendations are. summarised below ri—

1. An analrysis of the working results of the oil- companies, on the
. basis of their published accounts for 1967 (1967-68 for IOC and
- CRL), shows that except in the case of Esso the gross profit
on the integrated operation of refining and marketing and of
refinining only in respect of CRL has not been less than 11-5¢
per cent on capital empioyed.

(Paragraphs 3-9,3-11-7,3-12+1,3-13-2and 3-14-3)

2. For the years 1970 to 1972 an average annual sale of 23-29 million
kilolitres of bulk refined products, bitumens, lubricants, greases,
specialists, naphtha and LPG is estimated for Burmah-Shell, Esso,

altex and IOC, the share of each being 20-39, 12-31, 667 and
60:63 per cent, respectively.

(Paragrai)h 4-3)

3. The srrangements for supply of crude oil to ESRC, BSR and
CORIL are designed to ensure that imports are made from their
affiliates/associates abroad and the prices actually paid to the
otriginal suppliers of crude in the Middle East are not known.

(Paragraphs 5-3-2, 5-3-8, 5-3-11 and 5:3:13)

4. The modified agreement in respect of CRL provides for certain
unusual incentives and concessions to Phillips.

(Paragraphs 5-3-20, 28-11 and 28-12)

5. The crude oil sales agreement for 22 years in respect of MRL
contains no provision for adjusting prices according to the dis-
counts on crude available from time to time.

{Paragraph 5-3-24)

6. The agreement in question does not provide for sufficient assurance
that the price chargeable for crude supplied to MRL will be
reduced when transactions take place in the world market at
lower rates.

(Paragraphs 5-3-24 and 5-3-25)

7. The agreement for the supply of crude gil to Haldia refinery leaves
room for considerable uncertanity about a reduction in the con-
tract price in the event of a fall in world prices.

(Parageaph 5-3-28)
124
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. 8. BSR, BSRC and CORIL receive foreign exchange allocation for
- .- transportation of crude oil at INTASCALE with AFRA variation

but it is not known whether marine freight is actually paid to
the carriers on the same basis.

_ (Paragraph 5-5)
9. The entire requirements of crude oil of the country should be
- imported through a single agency by inviting competitive bids

.. -fcr supply over a specified period.. The existing agreements/
- contracts may be re-negotisted to remowe any impediments in
- the way of crude oil being imported at wotla competitive prices.

B : " (Paragraph 5'8)

-10. The world supply and demand position of crude c¢il has undergone
"~ a radical change in recent past indicating the probability of a
marked downward trend in prices of Middle East crudes over the

next few years. ' C

(Pacagraph 5-11)

11. Within three months and after formally coramunicating to the -

. Committee that it had failed to sccure any reduction in the price

of crude oil, Burmah-Shell informed Government thar its -sup-

" pliers had offered a reduction of 4 cents per barrel. Similar re-
ductions were offered by Caltex and Esso.

{Paragraph 5-12)

12. The following rates of discounts on the f.o.b. posted prices of
_crude ofls are recomm ded :— ‘

, : US dollarfbbl
‘(1) Iranian light (Aghajari)fArablanlight . . . ., 0-51
" (ii) Arablan medium SR Y 17 I
(iii) Arabigp heavy . . . . . . . . 031"
iv) Itapianheav¢ . . . . . . . . 0-43
(v} Kawait . . . . .. . . . . 0-38
G Datius . . . . e e 038

Government should build up their own system of intelligence
regarding’ discounts available in the world market from time to
..., time..
o (Paragraph 5-14)

"“13." The post prices of products also are subject to discounts, although
the private oil companies deny the prevalence of discounts in
this case.

(Paragraphs 8:7 to 89)

'14. Import parity is no longer an adequate basis for price fixation;
"however, Government’s commitment to permit the oil companies
to maintain the prices of their praducts st import patity makes

it impossible to adopt any other basis.

(Paragraph 8-10)
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15. After prices are determined for a period on the basie of import

parity, such prices should be kept unchamged for that period,
except for major known variations in the cost of production
actually incurred. :

(Paragraph -8-11)

16 Taking into account the rate of discount recommended: by us on

17.

18,

19.

20.

2L

light franien coude, principally in use in India, we have appli

& uniform discourt of 4 cent to posted prices of products.
If the discount on light Iranian Aghajati crude increases, the
discount on posted prices of products should be increased by
4 per cent for every 10 cents extra discount on crude.

(Paragraph 8-12)

It would be afionmialous to stick to a port based pricitig system
when a growing proportion of the country’s requirements is
being met from inland sources. The consumers in the region
where the refineries are located have a right to benefit by the
growth of local production. We, therefore, recommend that
all inland refineries should be treated as pricing points in addi-
tion to the eight mrain ports and the supply areas should be re-
vised. T '

(Paragraph 9-5)

When movements are regulated on an ali—lndiﬁi"?lan, all under-
recoveries may be deemed to have resulted from movements
considered necessary in the natiomol interest and should, there
fore, be borne by the general body of consumers and not by
the oil companies; the latter should be reimbursed for the entire
net underrecoveries incurred by them, including the under-
recoveries on coastal movement.

(Paragraph 9-14)
A surcharge be levied on the total consumption of masjor fuel
products on a budgeted basis and the oil companies be compen-
sated for their net under-recoveries out of the proceeds of this
surcharge. The estimate of such a surcharge is Rs. 7-05 per Kl.
(Paragraphs 915 and 9-16)

The introduction of uniform prices allIndia is not eensidered
feasible. A regional pool is aiso not recommended.

(Paragraphs 106 and 10-7)

The concept of free delivery zone currently applicable at mein
%rrt)s and concentrated upcoufrtry markets fcr motor spitit and

I3 should be extended to other products, parsicalarly furnace
o :

(Pacagraph 10-8)
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22. The existing aystem of peoct prigces for motor spirit and kerosenes

in the Assam supply area should be continued. The rates of
surcharge are presently revised only on the basis of AOC's

operatiop- In future the data for IOC should be also taken into
account.

| 7 (Paragraph 10%9)

23. The under/over fecoveries arising in the Assam supply area as a
result of iniand refineries being made pricing points should be
taken into account along with the sll India under-recoveries and

not lumped with the pool account for motor spirit and kerosene
applicable to supplies in that area. ‘ :

; S , - (Paragraph 10-10)

24. In the priéing farmuls the notionsl element of macine freighr has
been included at GP vessel rates for all products exgept furnace

oit and bitumens for which it has been included 2t MR vessel
rates.

(Paragrephs 11:3-3and 11-4-4)

25. The incidence of marine freight has beén calculated on the basis
of INTASCALE and should be modified according to WORLD-
SCALE from the date it comes into effect.

(Paragraph 11-3-4)

26. The rate of agents’ commission for light diesel o'l has been adopt-
ed at the existing rate, viz., R:. 660 per KL

(Paragraph 11:3°13)
27.Inr of bitumens, the bulk parity prices have been adeopted

for all the eight ports and cost of packing has been included on
the basis of indigenous experience. ’

(Paragraph 11-4-2)

28. The selling prices of imported products may be at par with the
"~ ceiling prices recommended for domestic pcoducts. -

(Paragraph 12-4)
29. With the increase in production of lubricants, the oil tompanies

shouwd be expected progressivasy to introduce specification
grades in plage of branded products.

(Paragraph 13-7)

30. For lubricants and greases, which are predominantly imported
and are only blended and packed in the country, the existing

system of Block Control on merketing/distribution chacges and
profit s‘houtrf continue.

(Paragraph 13-13)
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31. On the basis of the data for Burmah-Shell,- Esso, Caltex and 10C,
. the ceiling rates tecommended for marketing/distribution charges
-~ and profit are Rs. 84+12-and Rs. 2360 per Ky, respectively.

(Paragraph 13-13)

32, To remove the difficulties experience in the past in the operation
of Block Control, the oil companies shouEl review their prices
at frequent intervals and make prompt adiustments to obviate

.. large accurmnulations of over/under-recoveries. '

{Paragraph 13-14)

33. The: prices of those lubricants and. greases . which are. predomi-
- ~.nantly produced in India together with the prices of lube base
““stock will be examined in the next part of the enquity. For the

. present such lubricants and greases may also continue to be
" subject to the system of Black Control applicable to . imported
products. - . : T

""" (Paragraph 13-15)

34. Some aspects of the system of Block Control, viz. regulation
of blending and packing charges for individual products, groups
of products, or on a block basis, will also be examined during

" ﬂ?e next part of the enquity. o

' (P;régrapn 13-16)

o,
35. The selling prices of mineral turpentine and jute batching oils
ex-companies’ storage points should continue at the existing
levels and these products should be exempted from Block Con-
trol on marketing/distribution charges and profit.

(Paragraph 13-20)

36. SBP spiritsjhexane/sclvent oils, roofing materials and household
© specialties should be exempted from Block Control on marketing/

distribution charges and profit because of their relatively small
. volume of sales.

{Paragraph 13-21)

37. A ceiling price need not be fixed for LPG supplied in bulk to
industrisl consumers.

{Paragraph 14-3)

' 38. The current selting prices of LPG of the private ¢il companies to
-+ domestic consume.s should be teduced all over India by Rs. 207
per tonne or Rs. 3-00 per cylinder of 145 kg. As IOC is al-
ready charging 86 paise per cylinder less, its price to domestic
ionsumers should be reduced by Rs. 2:14 per cylinder of 145
g. : . .

: , .77 " (Paragriph 13-6)
39. The ceiling prices fot naphtha Havg:hqcn"qétermmﬁ on the basis

of the import parity for light fuel. " " *

{Paragraph 15-4)
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40. ? ciulmg prloe has not been fixed fcn: naphtha used as industrial
uel. .

(Paragraph 15-5)

41. All the main e1ghf ports and the mland refineries shoud be the
pricing pomts for naphtha as for other bulk refined products.

(Paragraph 15-6)

42. No ceiling pnces are proposed for carbon black feedstock, hot
heavy stock, iomex, JP-4/jP-5, low sulphur heavy stock, malarial
larvicidal 01] petroleum coke, pesticides, refinery gas and tea
drier oil. The price of RFO to the Gujarat State Electricity Board
and cther consumers in Gujars.t should be Rs ‘45 per tonne.

- (Chapter 16)

43. Petroleum coke shou]d be used for mdustnal purposes to the
maximum extent postible and its use as domestic fuel should be
curtailed and the possibility of exporting larger quantltles should
be expiored. ,

(Chapter 16, item wvii)

44, The packedlbulk dlEerennal for 18:5 lltte tins has been estimated
a.Rs. 360 per tin escalarion being allowed on the basis of stan-
dard consumption of 1-15 kg. of tinplate per tin, for any varia-
tion in the average all-India price of tmp]att compaxed with the
price of Rs. 2- 663 per kg. ‘

(Paragraph 17-2)

45, 10C, Burmah-Shéll Esso and Calrex are expected to meet during
the period 1970 to 1972 about 95 per cent <f the total demand in
the country. The future estimate of marketing/disnibution
charges has been based on the data relating to these companies.

(Paragraph 18:1)

)

46. The average charges during 1967-68 per kl. cof sales came to
about Rs. 20 in the case of IOC, while the same ranged in 1967
‘between Rs. 34 to-Rs. 37 in the case of the fmclg:n oil companies.

‘ “{Paragraph 18-4)
47, There is con31derable troom for economy in marketing charges
in the case of the foreign oil companies but they should be allow-
ed reasonable time to affect such economy mn order to soften
its impect on employment and the established channels of dis-
tribution. o
L (Paragraph 18-6)

48.. The quamum of marketmg/d:smbunon charges al]owed per unit
. of each product is given in paregreph.18-7,

49, A return of 12 per cent on capital employed'is’ oonsrdered fair and
" teasonable: for the marketing activity.

: {Ptragtaph 19-2)
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In respect of bulk tefined products, bifimens, lubes and greases

but excluding LPG, naphtha and specialities, the net value of

the block has been estimated at Rs. 32-16 per kl., working capi-

tal at 10 per cent of the annual cosr of sales at Rs. 53-19 per KL

and rhe total capital employed at Rs. 8535 per kl. The return on

::ipiml emplaved in marketing i+ 2:09 per cent of the cost of
s, : .

¥

(Paragrapn 19-3)

The quantum of profit alowed per unit of each product is given
in paragrapn 19+4. ,

The dealers’ commission for motor spivit may remain at the exist-
ing rate of Rs. 4180 per kilolitre. The rate of commission for
high speed diesel oil, however, may be revised to Rs. 37-60
per kl. Since this is inclusive of the service charge at present
levied in some parts of the country, the dealers should not recover
any service charge ir future. .

7 @sragraph 20-13)
Licence fees charged to any dealer should remain unchanged at

* the avetage rate charged to thai dealer during the last completed

finsncizl yesr of the company, but, if the commission earned
by a dealer increases by subsrantisliy mere than 50 per cent, the
licance fee may be raised by not more than 5 per cent of such
increase provided such increase is essentigl to esrm a reasonable
retwn on the invesiment of the 0il company. The licence fee
if levied on a new outiet in the first yeas of its operation should
not exceed 10 per cent of the commission earneé) by-a dealer in
that year, . .

(Patagraph 20-17)

54. Government should 1ook into the dealership agreements to modify

any harsh clauses cteating a sense of insecwmity for the deaters.

(Paragraph 20-18)

55. No increase is proposed ip the existing' rate of commission to

kerosene sgentsfdealers of Rs. 7-70 pet kilolitre but the local
authorities should use their aiszretion to allow reimbursement
ot any extiaordinaty expenditure which the dealers msy heve to
incur under tocal conditions.

(Paragraph 21-4)

56. The 1ecommerded ceiling prices exclusive of non-recoverable

duries and dealers’ retsil commission whetever applicable are
shown in paragraph 23-1. In toe past the Government has
followed the practice of keeping the custart priees unchanged
and imposing non-recoverable dutiea at uniform rates on sales
at all ports on the basis of the average difference between the cur-
rent and the recommended prices. This system bas some draw-
backs, hence, cerlain modifications have been recommended
in partgraph 23-4.
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61.

62.

&

The pattern of sales for the future is based on:the data furnished
by Burmah-Shell, Essc, Caitex and IOC through the different
ports during 1970 o 1972. o e

- S  (Parsgraph 24-2)

The reduction, in the aggregate annual gross receipts of the four
major oil companies from various products excludins naphtha
resulting from the difference between the recommended ceiling
prices and the current ceiling prices is estimated at Rs. 192-783

ion. '
(Parageaph 24-3)
The jrrice structure recommended by us should remain valid for

three yesrs from the date of its implementation, subject to ad-

. justtnents on account of the specified factors.

~ (Paragraph 25-2)

. The price of packed bitumen is subject to adjustment for changes

in the cost of drums on the basic of delivered price of drum sheets
to BSR :over Rs. 1,486 per tonne of 24 gauge drum sheets for a
iconsumption of 63-2 kg. per tonne of bitumen straight grades
and Rs. 1,428 per tonne of 21 gauge drum sheets for a consump-
tion of 9)-3 kg. per tonne of bisumen cutbacks.

(Paragraph 25-2)

The import parity for products should be adjusted for variations
in nuarine freight and wharfage only to the extent of their effect
oncthe costof crude. But such variations may ba allowed to be
recovered in the case of imports of deficit .products to the extent
of actuals. Refineries moving products by eoast to Indian ports
should also be entitled to recover the actual increases in costs

gz to. vatiations in wharfage.
(Paragraph 25-3)

The surcharges on cejling prices-applied from the st May, 1968,
to compensate the oil companies for the notional increase in
matine freight on products following the Middle East crisis
should be limited to the actual increise in the cost of crude oil

to the refineries.
- (Paragraph 25-4)

. The sddtional (hon-recoversble) duties levied on the refineries

may, for the time being, be continued at the existing rates and
the overfunder recoveries calculated in the light of the ceiling
prices now recommended may be recalculated annually on the
basis of the anticipated production pattern of the individual
refindries for the years 1970 to 1972 and adjus:ments made
in the existing rates of additionrl (moswecoverabde) duties on
the basis of such snunisl agsessment. .

{Cbapter 16)
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. Government may take suitable action to consxder the feasibility

of reducing expenditure in foreign exchange on account of
marine freight on coastal moyement ‘of products, which was
of the order of Rs. 41 million in 1967 and Rs. 43 miilion in 1968,

(Paragraph 27-1)

The present situation is unsatxsfactory from the point ¢f securing

the best prices for our "exports of surplus proc? “The State
Trading Corporation should equip itself to handle exports,
so that better prices may be secured with proper planmng and
improved arrangements for intelligence.

e (Paragrﬁph 27+4+2)

Action should be taken by Govelmment o prevent the burning
of olefins by the refineries, except where they are satisfied that
separation of this material from the refinery gas is not feasible.

7+ (Paragraph 27 ‘6)

' - ! . ' B Tk . .
Government should review the basis on which the oil companies
are being allowed to make remittances to their prmclpals on
‘account of oversees -expenses sand other services, with a view to
reducing them and over 2 peried of time elirinadng tnem
altogether.

(Paragraph 277}

The suggestions made bv the cnl cmnpames for improvement of
the existing system regarding levy and collection of c?r ties and rail
and road transportation of ptoducts are dealt with in - paragraphs
27812782and278 .

There should be a proper investigation into the cost of lndigenous
crude by an independent agency.

(Parageaph 28-2)

A-substantial quantity of Rostam crude has now become available

to Government from the Iranian off-shore areas, but it is under-
stood that Government is unable to sell this crude to the private
refineries in India becuase of the right conceded to them to import
crude from their owp sources. It is anomalous that Governnient
should have to seek foreign markets for the disposal of this crude
when large quantities ‘of crude of more or less similar quality,
are bemg mported at higher prmes .

(Patagtaph 28-3)
The concept of 1mport patity i‘gnorcs the cost of production of
indigenous refineries and thus diverts attenuon from the relative
levels of eﬁuency at the various refineries.

(Paragranh 28-10y
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72. The Cominittee’s suggestions on some major policy aspects are
given in Chapter 28. In particular, it s recommended that 2 Nati-
onal Petroleum Commission be estabiished on a sratutory basis to
renegotiate the agreements with the foreign oil companies and to
serve as the policy ing and coordinating suthority in respeet

of all aspects of this industry, from exploration and supply of
cmde_ to the marketing of products.

. ‘ " (Paragreph 28°:13)
73, Greater at.ention should be devoted to  increasing domestic
- production of kerosene. ‘
i : . (Paragraph 18-14)

74. The actual operation of Block Control on lubricants and greases
ic not fair to the consumer as the oil companies are not asked

to reduce prices suitably to prevent continuing over-tecoveries
in furure. - B C -

(Paragraph 28°16)
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"STATEMENT NO. {

Statement showing the recommended Ceiling Prices Ex-selling Points -
‘Product ; Aviation Splnt[Gasollne 100/139 Octane (Aviation Gas Geade 100/130)
. Selling Unit : Kilo-Litre

. T o Details Bombavyl':' Kandla Okha - Mormugao Cochin  Madras Vizag  Calcutts
_ Re.  Rs Rs. . Rs.  Ra Rs. Rs. Re.
Posted fo.b.ason28.569 . . . . 28911  289-11  289-11  269-11 28911  289-11  289-11  289'11
Less Discount at4% . . . . . 1156 11+56 11-56 11-56 11-56 1t-56 i1-56 11-58
W Neefob . . UL . L . 27755 27785 277-55 21785 27785 27755 171-8% 17138
@) Preight . . . . . 864 -0 10-78 10-70 10-83 15-50 15-71 11
{ili) Insurance at 0 055% on fob . v . 0-15  0-15 015 015 0-15 015 015 615
(v) Oceenlossat0-54%omclf . . . . 1-55  ° 1-56 1%  1-56 1-56 1-58 158 1-58
) CLF . . ... 28789 29028 290-04 289-96 29089  295:08  204-99 29504
{b)  Customs & Excise Dutiés (Bast) . . . 609-27 609-27 60927  609-27  609-27 60927  609:27  609-27
c) Wharfage . . . e . 10-13 7-06 5-40 3-15 500 1179 4-4% 25-86
) Other compulsory Iandlng chnrgea . . . 1-80 1-80 1-80 1-80 1-80 1-80 1-80 1-80
(1) LandedCost. . . . . . . 909-09 90§-41 90651 904-18  906-16  917-9¢ 910-52 1-N
(2) Installation . . . . . . . 3216
3)  Administration . . . . . . 15-41 { 83-33 8333  83-33  83-33  83-33 8333  83.33
3 Distribution R 14+ 14 ' ‘ '
Profit . . . . . . . . 1162 ’ -
{A) ExCompany’s StoragePoints . . . . 992-42  991'74 98984  987-51 98949 1001-27  993:85 - 1015:30
(6)  Airfields e e e e 4460 44-60 44-60 44-60 44-60 44-60 4460 44-60
(B)  Exnternational Airfields e ... 1037-02 1036:34 1034-44 1032-11 1034-09  1045-87 . 103845  1059-90
(") Surcharge for otherairfields , . . . 17+50 17-50 17:50 17-50 17-50 17-50 17-50 17-50

{C) Ex-otherairficlds . . . . . . 105452 1053-84 1051-94 1049:61 1051-59 1063-37 1055-95 1077-40
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STATEMENT NO. 2

Statement showing the recommended Ceiling Prices Ex-selling Points
Product : Avlation Spirit{Gasoline 115/145 Octane (Av, Gu 115/145)

Sclling Unit : Kilo-Litre

Dotaila Bombay Kandla  Okha Mormugao Cochin  Madras Vizag  Calcutta
Rs. Rs. Rs. Rs. Rs. Rs. Ra. Rs.
Posted f.0.b. as on 28.5.69 314-45  314-45  314:45  314-45  314-45  314-45  314-45  314-45
Less Discount at 4% . . . . 12-58 12-58 12-56 12-58 12-58 12-58 12-58 12-58
(1)) Net f.o.b. . . .. . 301-87 301-87 301-87 301-87 301-87 301-87 301-87 301-87
{ii}  Freight . . . . . 847 10:81 10-57 1049 10-62 1549 15-41 15-45
(lii) Insurance at 0-0559, onfob . 0-17 0-17 017 0'17 0-17 017 0-17 0-17
(iv) Qeceanloss at0-54% oncif . . 1-68 169 1-69 1-69 169 17 1-71 1-1
(aj C.LB. . 312-19 314-54 314-30 314-22 314-35 31924 319-16 319-20
(b) Customs & Exclu Dutiea (basic) . . 608-84 608-84 608-84 605-84 608-B4 608-84 608-84 60854
() Wharfage . . . 9-93 7-06 5-40  3.08 5:00 - 1178 446 - 15.36
(d) Otber Compulsoryhnding c!m'ges . . 1-80 1-80 1:80 1-80 1:80 1:80 1-80 1-80
{1) Landed cost . . . « . . 932:76 932-24 930'3_4 92794 929+99 941-66 93426 955’5.0
2}  Installation . . . . . . 32-16
3; Administration . . ' 15-41 83:82 83+82 83-82 83-82 83-82 83-82 83:52
4)  Distribution . . . . . . 14+ 14
) «Profic . . . . . . . 22:11
(A) Ex.Company's Storage Points . . 1016-58 1016-06 1014-16 1011-76 1013:81 1025-48 1018:08 1039-02
(6) Ai!"ﬁeldl . . . v . . 44-60 44460 4460 44-60 44-60 44-60 44-60 4460
(B) Bx-International Airfields =~ . R . 1061-18 1060-66 1058-76 1056-36 1058-4] 1070-08 1062-68 1083:62
(1) Surcharge for other sirfields . . © 1750 17-50 1750 17-50 1750  17:50  17-50  17-50
{C) Bx-other airfields 1078-68 1078-16 1076-26 1073-86 - 107591 1087'58 1080-18 1101-12

9%
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STATEMENT NO. 3

Statement showing th2 recommended Ceiling Prices Ex-selling Points
Product : Aviation Spirit/Gasoline 73 (Av. Gas 73 Clear)
Selling Unit : Kilo-Litre
Detalls Bombay Kandla Okha Mormu-  Cochin  Madres Vizag.  Calcutts
g0 :
. » Rs. Rs. _ Rs. Rs. Ras. Rs. Rs. Rs.
Posted f.o.b. 13 on 28.5.69 249:70  2149-70  249-70  249-70  249:70 24970 249:70  2.9:70
Less Discount at 4% 9-99 9-99 ©9-99  ° 9.99 '9-99 9.99 9-99 9-99
(1 Net f.0.b. as on 28-5;69' . 23971 239-71 239.71 2139:71 2397t 239-1 239-71 239-71
1)  Freighe . B-57 1094 1070 199 10-75 15-68 15-59 1563
(i) Insurance at Q- 055% on fnb . . . 0-13 0-13 013 0-13 0-13 0-13 013 0-13
{iv) Ocean loss ac 0-54% on cif 1-34 1-35 135 . 1-3% 1-35 1-38 1-38 1:38
v(a) C.IF 249-75 252-13 251-89 - 25180 25194 256-90 25681 256-85
b Customs & Excise Dutnes (ba%lc) 609-09 609-09 609:09 60909 609-09 609-09 60909 609-09
(c) Wharfage . 10-05 7-06 5-40 312 5-00 11-79 4-46 2566
(d) Other Compulsory Iandmg chargea 1-50 1-80 1-80 1-80 1-80 1-80 1-80 1-80
(1) Landed cost B70-69 870-08 86818 B65-81 86783 . B79:58 872-16 89340
(2) Installation 32-16
(3} Administration 15-41 R2-53 82-53 82-53 82-53 8153 82:53 82-53
{4) Distribution 14-14
(5) Profic 2082
{A) Ex-Company®s Storage Points |, 951’72 95261 95071 948-34  950-36  v62-11  954-69  975-93
_(6)  Airficlds . . da60 4460 4460 44-60 4460 44-60 4460 44-60
(8)  Ex.International Airficlds 997-82  997-11 995-31  992-94  994-96 1006-71  999-29 1020-53
{7)  Surcharge for other airfields 17-50 17:50  17:50 17-50 17-50 17-50 17-50 17-50
(C)  Ex-orher airfields 1015-32  1014-71  1012-81  1010-44 1012-46 1024-21 1016-79 1038-03
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STATEMENT NO. 4
Statement showing the recommended Ceiling Pric2s Ex-selling Points

Product : Aviation Turbine Fuel [Tucbine Fuel I (-58F)]
Selling Unit : Kilo-Litre
Details BomWiy Kandla Okha Mormu- Cochin  Madras  Vizag., Calcutta
ga0
Rs. Rs. Ras. Rs. Rs. Rs. . Rs. Rs.
Posted f.0.b. as on 28-5-69 187-50 187-50 18750 187-50 18750 18750 187-50 181-50
Less Discount at 4% 7:50 7-50 7-50 7:50 750 71-50 7-50 7-50
(i) Net f.o.b. 18000 180-00 180-00Q 180-00 180-00 lBOjOO 180-00 180-00
iy  Freight . 9-53 12-16 11-89° 11-80 11-95 17:43 1734 17-38
(iit) Insurance at 0:055% on fob . 0-10 0-10 010 0-10 010 0-10 0-10 0-10
{iv) Ocean loss at 0-54% on cif . 1-02 1-04 1-04 1:04 1-04 1-04 1-07 1-07,
(@} C.IFR .. 190°45  193-30  193-03  192-94 19309  198-60  198-51  198-53
(b) Customs & Excise Dutms (bas:c) 202-42 20242 202-42 202-42 202-42 202-42 20242 02 '42
() Wharfage . . 5:54 2-84 444 1-96 2-53 8-88 1-40 912
(d}  Other Compulsory llndmg churges 0-88 0-88 (-88 0-88 0-88 (-88 0-88 088
(1 Landed cost . 399.49 399-44 400-77 398-20 398-92 410-78 404-21 41097
(2)  Instsllation 4-53 «
(3)  Administration 9:02 28-68 28-68 18-68 2868 18-68 28-68 1868
{4)  Distribution 5-69 :
{3) Profit . . . . 9-44
{(A) Ex-Company's Sturage Pmnta . 428-17 428-12 419-45 42688 42760 439-46 432:89 439-65
) Airficids 20-10 20-10 20-10 2010 20-10 20-10 20-10 20410
{B)  Ex-International Airfields . 448-27  448-22 449.55  446-98 447-70 459.56 452-99 459-75
AT} Surcharge for other airfields . i7.50 17-50 17:50 °~ 17-50 17-50 17-50 17-50 17-50
(©)  Ex-other airfields 465-77  465-72  467-05  464-48  465-20  477-06 47049  477-25
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STATEMENT NO. 5

Statement sﬁmuin'g' the recommended Ceiling Prices Ex-selling points
Product ; Motor SpiritfMotor Gascline 79 (79 Octane)

Selling Unit ¢ Kilo-Litre

Details Bombay Kandla ~ Okhs Mormu- Cochin  Madras Vimg  Colcutta
,, - : gao _
) Rs. Rs. Rs. Rs. Ras. Rs. Rs. Rs.
‘Postod fo.b.ason 28-5-69 . ., . 135.67  135:67 13567  135:67 13567 13567 135-67  135-67
Less Discountat4% . . . . . 543 543 543 543 543 543 - 543 543
() Net f.o.b. . . . . . . . 130-24 130-24 130-24 130-24 130-24 130-24 13024 130-24
() Freight . . . e 8-60 10-98 10-73 1065 10-79 15:73 1565 1569
4) Insurance at 0-055% on fob . . . 0-07 0-07 0-07 0-07 0-07 0-07 0-07 0-07
(lv) Oceanlossat 0-33% on dif . ] . 0-46 0-47 047 047 0-47 048 0-48 0-48
(@ CiF . . S . 13937 141476 141-51  141-43  141-57  146:52  146-44 14648
{b) Customs & Excise D‘Utiea (bnsic) v . 609-15 609-15 60915 609+15  609-1%5  609-15  609-15 60915
(c) Wharfage . . . . 10-08 7-06 5-40 3-13 5.00 11-79 446 2575
()  Otier Compulsory landing charges . . . 0-69 0-69 0-69 0-69 0-69 069 0-69 069
{1) Landed cost . . . o . 759-29 75866  656-75 75440 756-41 768-15 760-74 782:07
ﬂ Installation . . . . . . . 8-64
3)  Administration . . . . ] 18-15 | 5816 58-16  58-16 5816 5816 5816 5846
{4)  Distribution . . . . . . . 14-22
(5) Profit . . - . . . . 17-15
(A) ExCompsny'sstoragepoints . . . . 81745 816-82 814-91  8§12-56  814-57  B26-31  B18-90  840-23
(6} Retail Pump Outlets . ., ., | 11-36 1136 11-36 11-36 1136 11-36 11-36  11-36
(B) ExRetail Pump Outlets within free delivery zone  828-81  828-18 82627  813-92  825:93  837-67 83026  B851-59

Nots.—To the price at *B' above, Dealers’ commission will have tb be added as recommended in paragraph 20-13.
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. STATEMENT NO. 6 . .
Statement showing tha recommended Ceiling Prizes Ex-selling Points
Product : Motor Spirit/Motor Gassline 93 (93 Octane)

~ Selling Unit : Kilo-Licre

Details Bombay Kandla Okha Motmu- Cochin Madras = Vizag. Caleure®
gao
Ra, Rs. Ra. Rs. Ra. Rs. Rs. - R

Posted f.0.b. as on 28.5-69 i . 17740 17740 17740 17740 17740 17740 17740 17740
Less Discount at 4% . 7-10 7+10 7-10 7-10 710 7:10 7-10 110
. (f) Necfoh. . ., | 170-30  170°30  170-30 17030 {7030 170-30 1%0-30  170-30
O) Prejghe ., . ., . 8-86  "11-30 1105  -10-97 -1 16-20 16-11 1615
{iii) Insurance at 0-055% on f.0.b. 009 0-09 0-09 0409 0-09 0-09 009 0-09
(tv) Ocean loss at 0-33% on cif 059 0-60 0-60 060  0-60 062 062 062

(n) C.I.F. B . . . . 179-84 182-29 182 -04 181-96 182-10 187-21 187-12 18716
{bs Customs & Excise Duties {(basic) 609-83  609-83  609-83 609-83 60983 60983  609-83 60983
- () Wharfage . ., . . .| 1038 7:07 5.41 323 5-00 11-80 446 2652
{d) Other Compulsory landing charges 0-69 069 0-69 069 0-69 069 0-69 - 0.69
{1) Landed . . . . . . . 1

{1} Landed cose . : sog' g: 799.88  797-97  795-71  797-62 80953  802:10  B824.20
(3) Administration . . . . 18-15 )

®) Distribution . 2 59-03  59.03  59-03 ~ $9-03  59:03 5903 5903

() Profic . . . . 1302 '

(A) Ex-Company’s Storage Points ©859-77  858-91 85700  854-74  856-65  B68-65  B61-13 88323

(6) Retail Pump Outlets | 1136 136 11-36 . 1136 11436 1136 1136 11436
(B) Bx-Ratall Pump Outlets within free delivery zone . 87113  870-27 868-36 B66-10 86801  8719-92  AT149 89459

Note.—To the price at ‘B’ above will have to be sdded Dealers’ commisaton as recommended in paragraph 20.13.
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STATEMENT NO. 7

Statement showing the rccommended Ceiling Prices Ex-selling Points
Product : High Speed Diesel oil {53/57 Diesel Index)

Selling Unit ¢ Kilo-Litre:

Details Bombay Kandla Okha Mormugas Cochin Madras  Vizag. Calcutta
) " Ras. Ra. Ra. Rs. Ras. Ra. Rs. Rs.
Posted f.0.b. as on 28.5.69 13049 130-49 130-49 13049 13049  130-49 13049 139-49
Less Discount at 4% 5:22 522 5-22- 522 522 5-22 5-22 522
{1) Netf.o.b. 12527 125-27 12527 125-27 125 ’2?‘ 125-27 125-27 125-27
(tij Freight . 10-14 1295 1266 12-56 1272 18:55 1845 1850
(iii) Insurance at0-055% on fob 007 © 007 007 007 0-07 007 0-07 0-07
{iv) Oceanlossat0:31% on cif 042 0-43 0-43 0-43 0-43 0-45 045 0-45
(a) C.LF. . . . 135-90 13872 138-43 138-33 138-49 14434 144-24 14429
{b) Customs & Excise Dutiea (basnc) . . . 45547 455 -47 455-47 455 -47 455-47 455-47 455-47 455 47
(c) Wharfage . . . . 5:90 284 5-43 2-08 2469 889 270 9:71
(@ Other compulsory landing charges 0-79 079 079 0-79 079 079 0-79 0-79
{1} Landed cast . 598-06 597-82 600-12 59667 597-44 60949 60320 62106
) ImtaIilnition . . . . . . . 13 gg \
trat . . . . e .
@) Administration 4534 4534 4534 45-34. 454 4534 45.34
(4) Diatributlon . 11-90 J
(5) Profit . . 13-39 ]
(A) Ex-Company’s Storage Points . ' 643-40  643:16 64346 642-01 64278 65483  648-54  655-60
(6) Retail Pump Outlets . 7.27 727 727 10 7-21 727 7-27 7.27
(B) Ex-Reatail Pump Outlcts within free dslivery zone  650-67 - 650-43 - 652-73  649-2 650'05  662-10  655-81  662-87

Norz.—-To the price at ‘B’ above will have to be added the Dealers’ commission as recommended in paragraph 20.13,
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STATBMENT NO. &

Statement showing the recommended Ceiling Prices Ex-selling Points

Product : Werosene Superior {Kerosene)

Selling Unit 1 Kilo-Litre

Details Bombay Kandla Okha Motmugao Cochin Madras  Ving Calcutta
Rs. Rs. Rs. Re. Rs. Ras. Rs Rs.
Posted f.o.b. 83 on 28.569. ., . . 175°70  175-710  175-70  175-70 175-70 175-70 17570  175-70
Less Discount at 4% e 7-03 7-03 7-03 7-03 7.03 7-03 7-03 7-03
) Netefob, . . . -, 168-67  168-67 16867  166-67 168-67 168-67  168-67 16867
() Preight . . . . 985 1219 11-92 11-83 11-98 1747 17-38 1742
(1i1) Insurance at 0-055% on fob 009 0-09 0-09 0-09 0-09 0-09 009 0-09
(iv) Ocean loss at 0-25% on cif 045 0-45 045 045 045 047 047 047
@ CLF. . . . . . . 17876 181-40 18113  181-04  181-19 18670  186-61 18665
(b} Customs & Excise Dutles (basic) 20246 20246  202:46  202-46  202:46  202-46  202-46 20246
(c) Wharfage . . . . . 2-45 284 444 1:96 2-%4 4-93 2-40 9-14
(d) Other Compulsory landing charges . 0-64 0-64 0-64 064 064 0-64 064 064
(1) Landed cost . . . . 384-31 38734  388:67 38610 386-83  304-73  392-11 39589
@) Instellation . . . . . . . 5013 o
{3) Administrstion . . . . 9.59 ) : - _ o
3204 R4 RN 32U 24 R4 BRM
{4} Diastribution, . . . . 9-45 '
(5) Profit . . . . . . . . 869
(A) Bx.Company’s Storage Polnts . ’ " 417-05  420-08  421-41 41884 - 419-57 42747 42485  431-6)

4, ¢
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STATEMENT NO. ¢

Statement showing the rccommended Ceiling Prices Ex-selling Points

Product : Kerosene Inferior (No. 2 Fuel)

Selling Unit : Kila.Litre
Details Bombay Kandla Okha Mormu- Cochin  Madras Vizag. Calcutta
gac
Rs. Rs. Rs. Rs. Ra. Rs.  Ra. Rs.
Posted f.o.b. as on 28-5.69 122-57 12257 122-57 122 .57 122-57 12257 122 -57 12257
Less Discount at 4% 490 490 4-90 4-90 4-90 4-90 490 4-90
Net f.o0.b. 117 67 117.67 11767 117-67 117-67 11767 17-67 1767
Preight . . 970 12-38 12-11 [2-02 1207 17-75 17-65 17:70
Insurance at 0+ 055% on fcb 0-06 0-06 006 0-06 0:06 0-06 0-06 0-06
Oxcean loss at 0:25% on cif, 0-32 0-32 032 0-32 0-32 0-34 034 0-34
C.LE 127-75 13044 130-16 130-07 130-12 13582 135.72 135-77
Customs & Excise Duties (basiCJ 50-28 5028 50-28 50-28 50-28 50-18 5028 5028
Wharfage 149 184 4-45 199 254 4-94 240 9:29
Other Compulsory l'md!ng chlrzes 064 0-64 0-64 0-64 064 0-64 0-64 0-64
Landed cost * 181-16 184 :20 18553 182-98 183-58 191-68 18904 195 -89
Tastallation . . R 5-01 ]
Administration 959
s' 2849 2849 2849 2849 28-49 2849 1849
Distribution . 945 |l .
Profit 444 ) ) ]
BEx.Company's Storage Points . 209-65 212-69 114-02 211-47 212-07 22017 21753 224 47
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STATEMENT NO. 10

Statement showing th: recommended Ceiling Prices Ex-selling Points
Product : Light Diesel Oil (Indgstrial Diesel}

Selling Unit : Kilo-Litre

Dztails

Kandla

Okha

Mormau-

Bombay Cochin Madras  Vizag. Calcutta
230
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
Posted f.o.b. as on 24-5-69 123-47 12347 123-47 123-47 123-47 123-47 123-47 12347
Less Discount at 49% 4-94 4-94 494 4-94 494 4-94 4-94 494
{i) Netf.o.b. 11853 118-53 118-33  118-53 118-53 118-53 118-53 11853
{ii} Freight . A 10-47 13-37 13-07 1297 1313 1915 19-05 19-10
(1) Insurance at 0-055% on fob 0-07 007 0-07 0-07 007 007 0-07 0-07
{iv) Ocean loss at 0-44% on cif . 057 058 0-58 058 058 0-61 0-61 0611
(@) C.LF. . . . 12964 132-55 13225 132-15 13231 138-36 13826 13831
{b) Customs & Excise Duties (basic) 9447 94 -47 94 -47 94 47 9447 9447 9447 94 47
Loy Wharfage . . . . 609 2-84 445 215 2:18 11-86 270 ' 10‘0_3.
(d) Qtcher Compulsory landing charges . 071 0-71 0-Tt 0-71 0-71 0-71 071 0-7
. (1) Landed cost . 23091 23057 231-88 229-48 230-27 245-40 236-14 243-52
(2) TInstaliation . 339
(3) Administration . 689 '
21-75 2175 2175 2175 21-715 2175 ~21-75
(4) Distribution . 6-17 ]
(5} Profic 5-30 } _
(A) Ex-Company's Storage Points . 252:66 252-32 25363 25123 26715 25789 265-27

252-02




STATEMENT NO. 11

Statement showing the recommended Ceiling Prices Ex-selling Points

Froduct : Furnace Oil (Light Fuel)

Salling Unie ¢ Kilo-Litre

Details Bombay - Kundla Okha  Mormu- Cochin Madras  Vizag, Caleutts
gao
Rs. Ras. Rs. Rs. Rs. Rs. " Ra. Rs.
Posted f.o0.b. a3 on 28-5-69 66-96 66-96 66-96 66-96 b6-96 6696 6696 66-96
Less Discount at 4% 268 2-68 2'68_’ 2+68 2-68 1-68 2-68 2-68
(i) Netf.o.b. . . 64-28 64-28 G428 64-28 6428 6428 6428 6428
(if) Freight . . . . 1027 13:11 12-81 12-7¢ 1288 18-18 18-68 18-13
(iil} Insurance at 0-055% on fob 004 0-04 0-04 004 0-04 0-04 0-04 0-04
(iv) Ocean loss at 0-11% on cif 008 0-09 Q-09 009 0-09 0-09 009 009
{ay C.LFR. . . . 7467 77-52 7722 77-12 77-29 83-19 83:09 8314
{(b) Customs & Excise Duties (basic) 50-24 50-24 50-24 50-24 5024 50-24 50-24 5024
(¢} Wharfage . . . . . 667 2-85 4-45 2-35 304 11-88 360 1097
{d} Qther Compulsory landing charges . 0-32 032, 0-32 0-32 0-32 032 0-32 0-12
(1) Landed cost . 131+90 13093 132423 130-03 130 -89 145-63 137-25 144-67
{2) Inscallation 237 7
{3) Administration 393 ,
#) Distrigtion . . . . 3:06 F 1245 1245 1245 1245 1245 1245 12043
{3) Frofir 309
{A) Bx-Company’s Storage Points 14435 144 -68 14248 143-34 158-08 149-70 157+12

14338
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STATEMENT NO. 12
Statement showing the recommended Ceiling Prices Ex-selling Points

Product : Bitumen Stralght Grades
_Selling Unit : Metric Tgn
Details Bombay Kandla Okha Mormu- Cochin  Madrms Vizag,  Caleutta
20

Posted f.0.b. as on 28-5-69 111-25 11125 11125 11125 111-25 11125 111:-25 111-2%

Less Discount at 4% 445 445 445 445 4-45 4-45 445 4-45
() Netf.o.b. 106-80  106-80  106-80 106-80 106-80 106-80  106-B0  106-80
(i)  Preight . 21-42 25-32 2491 2478 24-98 3311 3298 33.08
(iil) Insuvrance at Q- 055% on fob 0-06 0-06 006 0-06 0-06 0-06 006 0-06
(i) Ocean losaatQ-10% on cif 0-13 0-13 013 0-13 0-13 014 0-14 014
@ CLE 128441 13231 13190  I131-77  131-97  140-11  139:98  140-05
{(bY Customs & Bxcise Duties (basic) 39-50 3950 39-50 39.50 39-50 39-50 39-50 3950
{c) Wharfage 7-00 4-94 5:00 335 3-23 8-00 4-80 12-20
(d) Other Compulsory llndlng charges 0-50 0-50 0-50 050 0-50 0-50 0-50 0-50
{c) Cost of Drums 120-90 120-90 120-90  120-0%0 12090 120-90 12090 120-90
{I) . Lended cost . 296-31 298-15 297-80 206-02 29610 30901 305-58 313-15
(2) Installation . . . 4-68 ) .
() Administration 573 3 2041 2041 2041 20-41 204t 2041 2041
{4)  Distrlbution 3-34
(5)  Profit 6-66 _ N
(A) ExCompany's Storage Polnts 318-56  318-21  316-43  316.51 32942  326-09  333-56

316-72
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STATEMENT NO. 13 |
Statement showing the recommended Ceiling Prices Ex-selling Points
Proguct : Blmmen Cutbacks

Selling Unit : Metric Ton'

Madras

Detsils - Bombay Kandla Okha  Mormu-  Cochin Viég. Calcutta
: gac
Rs. Ras. Rs. Rs. . Rs. . Ra. . _Ra. " Rs.
Posted f.0.b. as on 28.5.69 12964 129 64 129-64 12964 12964 129-64 12964 12964
Less Discount at 4% 519 5:19 519 519 519 5-19 519 5-19
W) Netf.0.b. 124 -45 124 45 124 -45 124 -43 12443 124 -45 124 -45 124 :45
(i1)  Freight . 2142 25:32 2491 24-78 24-98 33-11 3298 3305
{iil) Insurance atQ- 055% on fob 007 0-07 007 0-07 0-07 o-07 o0 o0f
(iv)  Ocean loss at by -10% on cif 015 015 015 0-15 0-15 0-16 016 016
{a) C.LF. 146-09 149 -99 14958 14945 149-65 151-79 15766 157-73
() Customs & Bxclse Duties (basic) 36-40 3640 36-40 35-40 36 40 35-40 36 40 36 40
{¢) Wharfage 7-00 4:94 500 3-35 323 8-00 480 12-20
(@) Qther Compulsory landing chatges 0-50 0-50 00  0-50 0-50 0-50 050 0-50
(e) Cost of drums . . 158 -44 15844 158 -44 158-44 15844 158'44 158-44 156-44
(1) Landedcost . 345-43 35027  349.92  348-14  348-22  361-13  357-80 36527
(2} Inatallation 468
(3)  Administration 573 2150 21-50 21-50 11-50 ~21-5¢ 21-50 -~ 21:50
(_4) Distribution 3-34
(5} Profic 1-75
(Ay Ex-Company's Storage Points . 369-93 m-n 37142 36964 369-72 382-63 37930 386-77 )

i



STATEMENT NO. 14

Statement showigng the recommended Ceiling Prices Ex-selling Points
Product : Bitumen Cutbacks R.C. Grade

Selling Unit ; Metric Ton

Okha Mormu-

Details Bombay Kandla Cochin Madras Vizng. Calcutta
. gR0
Posted f.0.b. as on 24-5-69 143-06  143-06 14306 143-06 143-06 143-06 14306 143-06"
Less Discount at 4%, 5-72. 51 512 5-T2 572 512 572 5-72
W Net f.0.b. . 137-34 137-34 13734 13734 137-34 137-34 137-34 13734
()  PFreight . . . . 21-42 25-32 2491 2478 24-98 3 3298 38-05
(iii) Insurance at 0-055% on fob 0-08 0-08 0-08 0-08 008 008 0-08 0-08
- (iv) Qcean lossat 1:10% on cif 0-16 a-16 0-16 016 0-16 0-17 0-17 Q17
() CIF. . 15900 16290 16549  162-36 16256 170-70 17057  170+64
(b Customs & Excise Dutics (basic) 36-40 36-40 36-40 3640 3640 3640 36-40 36-40
{¢)  Wharfage . . . 7-00 494 5-00 335 5:23 8-00 4-80 12:20
{(d) Other Compulsory landing charges 0-50 0-50 050 0-50 0-50 0-50 0-50 0:50
(&) Costof drums 158 44 158 -44 1558-44 158 44 158-44. 158-44 15844 158-44
(1 Landed cost . . . 361-34 363:18 362-83 361:05 361-13 374-04 370:71 378-18
@) Installation . . 4-68
()  Administration s | 27 2 M 7T 2w UM U
(4)  Distsibution . . 334 '
(5) Profit . . 8-02
(A} Ex-Company's Storage Points . 383-11 384-95 384 -60 382-82 38290 395-81 392-48 399-95

8¥1



STATEMENT NO. 15
Recommended Ceiling Prices Ex-Selling Points

Product : Naphtha Selling Unit : Metric Ton
Figures in rupeca
Details — Bombay Keandla Okha ﬁ Mormu- Cochin Madras Vizag, Calcutea
ga0

Posted f.o.b. for light fuel adjusted for calorific

S0 .
value by g7 (a30n28th May, 1969) . 79.23 1923 “79-13 79.23  79-23 1923 1923 719-23

61

Less Discount at 4% . . . ' . . 317 317 3-17 317 317 317 3-17 3az
67 Nzt f.0.b. . . 76-06 7606 76-06 76:06 7606 76-06 7606 7606
{ii}  Freightasapplicableto furnace u{] in MR vessels ’

at INTASCALE with AFRA index . . 1100 1404 13:72 13-61 13-79 2011 2001 20-06
i) Insurance at 0:055% on f.o.b. As for fur. 0-04 0-04 0-04 0-04 0-04 004 0-04 004
(iv) Oceanlossat 0 119 on c.i.f. nace oll 0-10 0-10 010 Q-10 0-10 011 011 0-11
(s) C.LF. 8720 9024 8992 89-81 89-99 9632 9622 0627
(b)  Wharfage Asforfurnace 1M 3-05 477 2-52 326 12 3-86 1175
(c)  Other compulsary landing charges oil 0-34 034 0-34 034 0-34 0-34 Q-34 0-34
(1) Landed cost . . . . . . 9468 9363 9503 9267 93.59 109-38 100-42 108 -36
(2} 1nstallation
&) Administration 9468 9363 9.503 9:267  9-359 10-938 10-042 10836

10 per cent on landed cost :
(4)  Disteibution
(5) Profit .
, [

(A) Ex-Company's Storage Points . . R . 104-148 120-993 104-533 101-937 102 -9‘9 120-318 110-462 119-196

NoTe.—The above priccsare exclusive of Excise Duties which have tp be added at the rate applicable from time to time,



Statement showing the recommended Ceiling Prices for bulk refined products and bitumens inclusive of Non-recoverable Duties

STATEMENT NO. 16

but exclusive of Dealers’ Retail Commission in case of Motor Spirit and High Speed Diesel Oil (vide paragraph 23.4)

Product

Okha  Bombay Mormu- Cochin Madras  Vizag,

Unit Kandla Calcutea
gao
Rupees per Unit
1. Aviation Spirit 100{130
Ex Storage Point KL 1046-09  1044-19 1046-77 1041-86 1043-34 1055-62 1048-20 1069-63
Ex Interpationat Airﬁgld . " 109069 1088-79 1091-37 1086-49 1088-44 1100-22 1092-80 1114-25
Bx Other Airficld . " 1108-19 1106-29 1108-87 1103-9% 1105 94 1117'72 i110-30 113175
2. Aviation Spirit 115/145
Ex Storage Point KL 1070-37  1068-47 1070-89 1066-07 1068-12 1079-79 1072:39 109333
Ex International Airfield " 1114-97 111307  1115-49 111067 1112:72 1124:39¢ 1116-99 1137-93
Ex Qther Alrfield " 1132-47  1130-57  1132-99  1128+17 1130:22 1141-89 1134-49 115%-43
3. Aviation Spirit 73 : o
* Bx Storage Point KL 1006-93  1005-03 1007-54 1002-66 1004-68 1016-43 1009-01 103023
Ex International Airfield . " 1051-53  1049-63 1052-14 1047-26 104928 1061-03 1053-61 1074-85
Bx Other Alrfield . . " 1069-03 1067-13 1069-64 1064-76 1066-78 1078-53 1071-11 1092-35
l‘. Aviation Turbine Fuel
Ex Storage Point KL 454 -65 455-98 454-70  453-41 454 13 465-99  459-42 466-18
Ex International Airfield ' 474-75 476-08 474-80 47351 474-23 48609  ‘479.52  485-28
Bx Other Airfield ™ 49225 493 .58 492 30 491-01 491713 503 -59_ 49702 503-78
5. Motor Spirit 93 Oct. e : o e
Bx Storage Point . KL 913-30 91139 014-16 909-13 911-04 922-95 91552 93762
Ex Port local pumps  and “h 924-66 91175 925-52 920-49 922-40 93431 92688 948 -98

Ex up-country pumps



6. Motor Spirit 19 Qct.

Ex Port local pumps and
Ex up-country pumps

7. High Speed Diesel Qil
Ex Storage Point
Ex pumpsa

8. Kerosene—Superior
Ex Storage Point

9. Kerosene—Inferior
Ex Storage Point

10. Vaporising Qil . .

11. Light Diesel Oil
Ex Storage Point

12. Furnace Oil
Ex Storage Point

13, Bitumen—Straight Grade
Ex Storage Point

14. Bitumen—CB/BS
Ex Storage Point '

15. Bitumen—CB/RC
Ex Storage Point

882-50

680 -40
681-61

446-61

28179

31809

173-98

3741

429-66

442-84

88059

682 -70
669-97

447-94

283-12

883-13

680 :64
687 -v1_

44358

278-75

87824

679-25
68652

44531

280-57

880-25

68002
687-29

44610

281-17

891-99

69207

-699-34

45400

18927

Sales negligible—Selling Price not estimated

319-40

17528

3436

429-31.

44249

318:43

174-95

372-87

427-82

441-00

317-00

173-08

37258

427-53

440-T1

317719

17394

372-66

42761

44079

KXy}

188-68

38557

440-52

45370

884-58

68578
693-05

451-38

28663

323-66
18030
382-24
437-19

450-37

905 91

692 -84
70011

458-16

29357

33104
18772
38971
44466

457 -84
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APPENDIY )

Government of India, Ministry of Patroleum and Chemicals (now Mipis f Petro*
lenm and Chemicals and Mines and Meels) (Dep:rtment of Pmo?:um) Rean u:ion Ng
:EI;(ZZ}IGS-PPE‘L d:;ad thf Ht}xqgune. 1968 as nmended by stii:;:;;u et Resolutions of the
e miamber vember, 1 16th Meay, 1969, 2
August, 1969 and the 8th October, 1969, & Jnowussy, o 1 nd

RESOLUTION

(including amendments)

The Government of India Resolution No. 101(26){65 -PFD, dated the Tlet Febrmty
1966, sets out the cing arrangement for petroleum products, which #s in farce
31st December, 1 and, may be extended for such petiod as may be
upon by the Govcmmant.

Govcrnmcnt of India has now decided to set up 3 Committee to detetmine
the eeilinz selling f;;ﬂc:e:s excompanies’ storage points of various petrobeum products in
Indis, to be applied from the date of termination of the existing arrapgement.

3. The Committee will examine and report upon— .

() the determination of the e.x—reﬁnerf prices of refined petroleum producta. in-

cluding mens, produced by the refineries, whether on the besis of import

parity as hitherto or by the adoption of the cost of production as the basis, or

in any other approptiate manner, with due regard to the Governimment assutances
having = bearing on the subject;

(i} vit.'h refuence h:o (i), the feasibility of introducing uniform prices all-India or

{iii) the dcb:;mmltion of landed prices in respect of similar products which may be
import

{iv) the feambil of making aﬂmﬂnerhs(includ{rgthc inland refineries) aethe pricing

ts and the messures to be adopted to ensure that intérests of the inland re-

erics are not edversely affected in consequence of the adoption of such e

principle, regard, in this conmection, beingt had to the banis of pricing indigeacus
H

(v) the determination of marlcct:ng and distribution charges and profit on the t-
ing operstions and their allocation to the products mentioned in (i) and (iii)
above, dueaccount beingtaken also of the experience of the IOC in this behalf;

{vi) the determination of the ceiling selling prices in respect of lubricating oils, greases
and specialities snd in particular, (2} the pricing of lube. base stocks produced;
to be produced in India either fromfindigencus or imported crude and (b) the
- pricing of Minersl Turpentine Oil;

{wi1) the determination of the rates of dealers’ Commission in respect of Motor Spiric
and High Speed Diesel Oil, with due regard to the representation of the Federation
of the allIndia Pctroleum Traders; and

(vitl) the determination of the rates of commission in respect of Kerosene to ngents,
dealers and rotailers taking into account the lossesfexpenses incurred by them on
account of leakage, handling charges, godown rent, establishment es etc.

with due regard to the viewa of the State Governments and other interests.

4. The Committee will ascertain and take into considerstion the views of the State
Goverpments and other interests concerned as may be found desirable.

153
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5. The composition of the Committee will be a5 follows :—

(i) Shri Shantilal H. Shah, Member, Lok Sabha, Janmabhoomi  Chairman
Bhavan, Ghogha Street, Port, Bombay-1.

(i) ShriB. N. Adarksr, Deputy Governor, Reserve Bank of India,  Member
Central Office, Bombay-i.

(ili) Dr.B. Natarajan, Deputy Director General, National Council of Member
Applied Economic Research, Parisila Bhavan, 11, Intraprastha
Estate, New Delhi-1.

{iv) Shri N. Krishnan, Chief Cost Accounts Officer, Ministry of  Member
Pinance, (Department of Expenditure), New Delhi-1.

6. Shri N. R. Law of the Ministry of Petroleum and Chemicals will serve as the fall
time Sectetary to this Cominittee, with ex-officio atatus of Deputy Secretarf to the Governe
ment of India. All secretariat assistance, as required by the Committee, will be provided by
theMinistry of Petroleum and Chenricals, -

7. The Committee’s Headquarters will be at New Delhi.

8. The Committee will meet as often as may be considered necessary by the Chalrman
and shall submit its main report to Government by the 31st October, 1969, Supplemental
report on any item not covered in the main report shall be submitted beforethe 31st Junu-

arv, 1970, For this purpose the duration of the Committee is extended till 31st Japuary,
1970

(8d/-y MADHAV V. RAJTWADBR
Joint Secretary to the Govt. of India.

ORDER

(rdered that this Resolution be communicated to all the Ministries of the Government
»f India, all the State Governments, Prime Minister’s Secretariat, Cabinet Secretariat,
Private and Military Secretaries to the President, the Planning Commission, the Comp-
troller & Auditor General of India, the Accountant General, Commerce, Works and
Miscellancous, and Accountant General Central Revenucs.

Ordered also that the Resolution be published in the Gazette of I;:dia for genera’
information.

T {54/ MADHAYV V. RAJWADE
Joint Secretary to the Govt. of Indis.



APPENDIX 'I.A
D.0O. No. 101(21)/68-FPD

. SECRETARY
GOVERNMENT OF INDIA
MINISTRY OF PETROLEUM & CHEMICALS

New Dethi, 17th July, 1968

Degr Shri Shah,

Please refer to your D.O. letter No. 114(5)/68-OPC, dated the 10th July, 1968 regarding
the need for your Committee to go inte the question of imported and indigenous crude
costs. We are separately considering the question of instituting a full-fledged enquriy into
the price of indigenous crude; the issue, to some extent, hangs on your Committee’s
recommendations about product pricing. In thede circumstances, it is not necessaty at
present to go into the pricing of indigenous crude. But we shall welcome your Committee’s
recommendations on the cost of imported crade.

Yours Sincerely,
(sd/-) P. R. NAYAK
Shri Shantilal H. Shah,
{Member, Lok Sabha),

Chairman,
Oll Prices Committee,

Ministry of Petroleum and
Chemicals,

New Delhbi.
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APPERNDLE 11

List of the Parties to whom the Questionnaires were Issuad and from wdwm
Replies were Received.

(Vide Pare 1-4)
O COMPANES

1. M/s. Burmah-Shell Oil Storage &
Distributing Co. of India Ltd.,
Ballard Estate,

P.B. No. 688,

BOMBAY-1,
2. Mg. Burmah-Shell Refiparies Lid.,
P.B. No. 1725,

BOMBAY.

3. mis. Esso Standard Eastetn Ine.,
17, Jamshedji Tatn .
BOMBAY-1.

4. M/s. Bsso Standard Refining Co. of India Ltd.,
P.B. No. 355,

BOMBAY-1.

5. M/s. Caltex (India) Ltd.,
4 Ba]h"d Rﬂadv
.B. No. 155,

BOMBAXY-1.

6. M/s. Caltex Ol Refining (Indin) Ltd.,
P. B. No. 155,

BOMBAY-1.

7. MJs. Indian Cil Corporation Ltd.,
(Marketing Division),
254-C, Dr. Annic Besant Road,
Prabhadevi,

BOMBAY-25 (DD)

8. M/s. Indian Qil Corporation Ltd.,
(Refineries Division),
Indian ©Oil Bhavan,
]ﬂhpﬁth-

NEW DELHI-1.
9, M/s. Assam Qil Co. Led.,

Allahahad Bank Building,
17, Parliament Street,

NEW DELHI-1.
10. M/s. Indo-Burma Petroleum Co. Led.
Qillanders House,

Netaji Subhas Road,
P.B. No. 383,

CALCUTTA-1.

11. M/s. Cochin Refineties Ltd,
P.B.No. 1751,

COCHIN-16 (Kerala}.
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12. M/s. Madraa Refineries Ltd,
122-D, Mount Road,
Post Bag No. 454,

MADRAS-6.

IMPORTERS OF LUB, Olls

13. M{s. Tide Water Qil Co. (India) Ltd.

CALCU'ITA_-Z.-

14. M/s. Victor Oil Co. (Private) Ltd.,
217, Sir R. N. Mukherjee, Road,

CALCUTTA-I.
15. M/s. Castrol Limited,
te House,
91, Walkeshwer Road,
BOMBAY-6 (WB).

16. M/s. Gulf Oil (India) Privare Lod.,
Steelcrete House,
3, Dinsha Wacha Road,
P. B. No. 1943,

BOMBAY-I.

17. M/s. Sikri & Grove
United Bank of India Building,
Sir P. M. Road,
P. B. NO. 184'0|

BOMBAY-1 (ER).

*18. M/s. H. J. Leach & Co. {P) Ltd.,
Asian Building,
Nicol Road, Ballard Estate,

BOMBAY-1.

19, MJs. Sanknlchand G. Shah & Ce. (F}Led.,
Hanuman Building {1st Floor),
Tambakanath,

BOMBAY-3.

*20. M/s. TmhtCo ation (P Lad.,
Army Navy Building,
P. B. No. 1511, Fort,

BOMBAY-1,

CONSUMERS OF NAPHTHA

21. M/s. Fertilizer Corporation of Indix Ltd.,
F. 43, Sour.b Extention Part.l,

’

NEW DELHI-3.

22. M/s. Bertilizer & Chemicals Travancore Ltd.,
P. O, Udyogmandal,
ALWAYE (Kerals).

23. Fertilizer Association of India,
85, Sunder Nagar,

NEW DELHI-11.
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24. M/s. Natiopal Omnic Chemical Industries t.t&‘l
Wndli Dr. Annle Besant Road,
arli,

BOMBAY-18.

25. MJs. Union Carbide India Led.,
1,jMiddleton Street,

CALCUTTA-16.

26. M/s. Ahmedabad Manufacturing & Calico Printing{Co. Ltd "
(Calico Chemicals & Plastics Dlvision},
Anik-—Chembur,

BOMBAY-74 (AS).

27. M/s, Plastics Resins & Chemicals Led.,
15-A, Horniman Circle,

BOMBAY-1.
18, M/s. Shriram Vinyl & Chemicals Industries,

rop. The Delhi Cloth & General Mills Co. Ltd.),
hrirampur,

KOTA (Rajsathan).

*29. Oil & Natural Gas Commission,
{Petro-Chemical Division),

Nehtu House,
4, Bahadur Shah Zafar Marg,
NEW DELHI.

MINISTRIES OF THE GOVERNMENT OF INDIA
*30. Ministry of Defence, New Delhi.
31. Ministry of Railways (Railwsy Board) New Delhi.
32, Ministry of Irrigation & Power, New Delhi.

33, Ministry of Transport & Shipping,
(Transport Wing), New Delhi.

34, Ministry of Food & Agriculture, New Delhi

35. Ministry of Steel, Mines & Metals, New Delhi

36. Ministry of Industrial Development and Company Affairs, New Deihi,
37. Minlstry of Petroleum & Chemicals, New Delhi, '

AUTOMOBILE ASSOCIATIONS

*38. Automobile Association of South India,
38-A, Mount Read,
P. B. No. 729,

MADRAS-6.
39. Western India Automobile Association,
Lalji Naranji Memorial Building,

76, Veer Nariman Road,
P.B. No. 211,

BOMBAY-1.
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*40. U. P. Automobile Astociztion (H. 0)
32 A, Canning Road,
Msharkims Morg,

ALLAHABAD.

*41. Automobile Association of Eastern India (H.O.),
13, Ballygunj, Circular Road,

CALCUTTA4,

*42. Automobile Association of Upper India (H.0.),
14.F, Connaught Place,
NEW DELHIL

43. Federation of Indian"Automobile Associations,
76, Veer Nariman Road,
Churchgate,

BOMBAY.1.

MANUFACTURERS ORGANISATIONS{ASSOCIATIONS/CHAMBERS
COMMERCE ETC.

*44. Cement Mfrs, Association,
Express Building, 1st Floor,
Opp. Churchgate Rly. Station,

BOMBAY.L.

*45. All India Woollen & Textile Associstion,
2729 Champa Galli, H.J. Merket,

BOMBAY.-Z.

*46. Alkali Mfrs. Association of India,
Navrangpura,

AHMEDABAD.9,

47. Indian Chemical Mfrs. Association,
India Exchange, 7th Floor,

CALCUTTA-1.

48, Indian Paint Assoclation,
India Exchange (3rd Floor),

CALCUTTA-1,

%49. Bengal Glass Mfrs. Association,
P-11, Mission Row Extension,

CALCUTTA-1.

*50, All India Association of Industries,
Wakefield House, 11, Sprott Road,
Ballard Estate,

BOMBAY-1.

#51, Engineering Assoclation of India,
India Exchange,

CALCUTTA-1.

52. All India Manufacturers Orgn.,
Jeewan Sahakar, Sir Peroze Sheh Mehta R4d.,

BOMBAY-1.

#53, Indian Chamber of Commerce,
India Exchange,
CALCUTTA,

OF
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*54, Federation of Indian Chambers of Gommmrce &t Industry,
Federation House, Bazar Marg,
NEW DELHI-1.

55, Textile Mfes. Association,
4 Queens Road,

AMRITSAR.

*56. Punjab, Haryana & Delhi Chamber of Commerce & Industry,
Phelps Bldg., 9-A Connaught Place,

NEW DELHI-1.

57, Northern India Cotton Textile Mills Associations,
Phelps Bdg., 2nd Floot,
9.A Connaught Place,

NEW DELHI-1.

#58, Notth Bihar Chamber of Commerce & Industry,
MUZAFFARPUR (Bibar).

*59. Madhya Pradesh Orgn. of Industries,
33 Malviyanagar,
BHOPAL (M.P.).

60. Associated Chamber of Commerce,
Royal Exchange Bldg.,
Royal Exchange Place,
Netaji Subhas Chander Bose Road,

CALCUTTA-1.

%61, Indian Jute Mills Association,
Royal Exchange Bldg.,
Royal Exchange Place,
Netaji Subhas Chander Bose Road,

CALCUTTA-1.

62. Indian Cotton Mills Federation,
Elphinstone Building,
‘Veer Nariman Road,

BOMBAY.

*53. All India Motor Union’s Congress,
16-A Asaf Ali Road,

NEW DELHI-1.

STATE GOVERNMENTS

64. Government of Uttar Pradesh,
LUCKNOW.

65. Government of Bihar,
PATNA.

66. Government of Qrissa,
BHUBNESHWAR.

67. Government of West Bengal,
CALCUTTA.

68. Government of Assam,
SHILLONG.
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9. Government of Nagaland,
KOHIMA.

0. Government of Madhys Pradesh,
BHOPAL.

71. Government of Andhra Pradesh,
HYDERABAD,

72. Government of 'Tamil Nada,
MADRAS.

73. Governpment of Mysore,
BANGALORE.

74. Government of Kerala,
TRIVENDRUM,

75. Government of Maharashtra,
BOMBAY.

*716, Government of Rajasthan,
JAIPUR.

77. Government of Gujarat,
AHMEDABAD,

78. Qovernment of Punjab,
CHANDIGARH.

*79. Qovernment of Jammu & Kashmir,
SHRINAGAR.

80. Dethi Administration,
DELHI.

8l. Goa, Daman and Diu,
Union Territories,
PANJIM (Goa).

*82, Pondicherry Administration,
PONDICHERRY.

83. Union Territory of Andaman, Nicobar Islands,
PORT BLAIR.

#3834, Union Territory of Lacadive,
Amindive Istand,

KARAVATTI (Kerala).

*85. Himachal Pradesh Administration,
SIMLA.

*36, Manipur Administration,
IMPHAL.

87. Tripura Administration,
AGARTALA,

*88, The Adviser to the Qovernor,
of North Bast Frontier Agency,
SHILLONG.
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89. Govermnment of Haryana,

CHANDIGARH. .
90. Union Territory of Chandigarh,
CHANDIGARH.

STATE TRANSPORT DEPARTMENTS

*31. Director of Transport Maharashtrs,
BOMBAY.

*372. Director of Transport Gujarat,
AHMEDABAD,

393, Director of Transport, Rejasthan,
JAIPUR.

*94. Trensport Commissioner, U.P.,
LUCKNOW.

*95, State Trapsport Commisaloner, Bihar,
PATNA.

*96. Provincial Transport Controller, Punjab,
CHANDIGARH.

*97, Provincial Transport Controller, Haryans,
CHANDIGARH.

*93, Director of Transport, Himachal Pradesh,
SIMLA.

*99, Commissioner of Transport, Assam,
SHILLONG.

#100. Commissioner of Transport, Jammu & Kashmir,
SRINAGAR.

*101. State Transport Commissioner, West Bengal,
CALCUTTA.

*102. Commissioner of Transport, Madhya Pradesh,
BHOPAL.

*{03. State Transport Commissioner, Kerala,
TRIVANDRUM.

*104. State Transport Commissioner, Orissa,
CUTTACK.

€10%. Transport Commissioner, Andhra Pradesh,
HYDERABAD.

#106. State Transport Commissioner, Tamil Nadu,
MADRAS.

*107. State Transport Commissioner, Mysore, .
BANGALORE.
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STATE TRANSPORT UNDERTAKINGS

#108. The Officer Incharge,
Ahmedabad Municlpal Transport Service,

AHMEDABAD-17,

*109. The Officer Incharge,
Andhra Pradesh State Road Transport Corpn.,
Mushirabad,

HYDERABAD-20.

#110. The Officer Incharge,
Aassam State Transpott,

SHILLONG.

r State ransport Corpn.,
Head Office, Anisabad,

PATNA-1.

*112. The Officer Incharge,
Bombay Electric Supply & Transport
Undertaking,
BEST House,

BOMBAY.1.

*113, The Officet Incharge,
Calcutta State Transport Corpn.
14 Tarachand Dutta Street,

CALCUTTA-56.

#114. The Officer Incharge,
Central Road Transport Corpn. Ltd.;

CALCUTTA-1.

*115. The Officer Incharge
Chandigarh Transport Undertaking,
Secretariat Building,
Sector 17,

CHANDIGARH.

116. The Officer In e,
Delhi Transport Undertaking,

NBW.DELHI-1.

117. The Officer Incharge,
Gujarat State Road Transport Corporation,
Vahan Vysvahar Bhavan,

AHMEDABAD-1.

*118. The Officer Incharge,
Himachal Government Transport,

¢ SWYNSTAY",
SIMLA.1.
*119. The Officer Incharge,

Jammn & Kashmir Govt.
Transport Undertaking,

SRINAGAR.

©120. The Officer Incharge,
Kerala State Road Transport,

TRIVANDRUM.
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#1321, The Officer Incharge,
Kolhapur Municipal Transport,

Kolhepur (MAHARASHTRA).

‘#122. The Officer Incharge,
Madhya Pradesh State Rosd Transport Corpa.,
BHOPAL.

#123. The Officer Inchatge,
Madras State Transport Deptt.,
Transport House,

MADRAS-2.

‘9124. The Officer Incharge,
‘Mzaharashtra State Road Transport Cotporation,
BOMBAY-8.

#1325, The Officer Incharge,
Mandi Kulu Road Transport Corpn.,

MANDI (HIMACHAL PRADESH).

#126. The Officer Incharge,
Manipur State Transport Deptt.,
IMPHAL.,

127. The Officer Incharge,
Mysore State Road Transport Corpn.,

BANGALORE-25.

#128, The Officer Incharge,
North Bengal Seate Transport Corporation,

COCCH-BEHAR.

-#129. The Officer Incharge
Orissa Road Transport Co. Led.,
College Lane, BEHRAMPUR,

Distt. GANJAM (ORISSA).

#]30. The Officer Incharge,
Orissa State Road Transport Corpn.,
CUTTACK.

-#131. The Officer Incharge,
PEPSU Road Transport
Corporation,

PATIALA.

-#132. The Officer Incharge,
Poona Municipal Transpott,
POONA-2.

9133, The Officer Incharge,

Provincial Transport Controller,
Punjab, Sector 17,

CHNADIGARH.

#1354, The Provincial Transport Controller & Director
of Tourism, Haryana, '
CHANDIGARH.

#135. The Officer Incharge
Rajasthan State Rond Transport Corporation,

JAIPUR.
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136, The Officer Incharge,
wuunidpal Tnnsport Undetuhng

SHOLAPUR-2.

*137. The Stnte Transport Comminlm
LP. Roadways,
LUCKNOW Un)

%138, The Officer Incharge,
Durgapur State Transport Service,
DURGAPUR (DISTT. BURDWANY,
PETROLEUM TRADERS
139. Pederation of All-India Peerolenry
Traders,

16, Rnender Nath Mukhetjee, Road,
CALCUTTA-1.

*Those marked with ssterisk did not reply.
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List of persons who attended discussions with the Oil Prices Cammutee

(Vide Para 1.5)

AT DIGBOI v
Dr. B. K. Burman )
SkriR. &IChaudhun Representing Assam Oil Co. Led.
Mr. J. D. Watt . ' -

AT GAUHATI - \
Shri Basudev Somani
Shri N. M. Bhandari Representing Mfs. Assam Hardboard Ltd.,
Shri H. S. Kumbhat Gauhati.
Shri H. L. Aggarwal hepresenting i\d,’;. Indian Carbon Ltd., Gag-
ati,
Shri Dhireswar Kalita, M.P. Representing

the cases of M/[s. Assam Hard-
beard Ltd. and M/s. India Car-

bon Ltd.

In attendance

Shri 3. C. Phukan, PFinance Se-
cretary, Govt. of Assam

AT SHILLONG
Shri K. P. Tripathi
Shri B. Sarma
Shri D, Das
Shri B. 8. Sarao
Shri G. C. Phukan Representing The Government of Assam
Shri M. Ahmad
Shri A. Adhikari
‘Shri S. K. Bhattachatjee |

AT COCHIN

Shri C. R. Pattabhi Raman
Shri . G Huddleatop Representing M/s Cochin Refincrics Led.
‘Mr. H.H. Lee !
AT NEW DELHI
R. Q. Jackso Representing M!s Burmah-Shell Oil Stonage
lsg-i K.N. ]I%]unnl: } & Distributing Co. of Indis Ltd.

B. Aibur and
Shri R. y ﬂ’d. Burmah-Shell Refineries

Mt A. G. NEFF

Mr. P. H. Sommer Representing M /s Esso Standerd Bestern Inc.
Shri P. N. Sardesai and

Shri N. R. Vasvani M /a.Esso Standard Refiping Co.
Shri M. R. Hosangady of India Ltd.

Shri H.é. Betyb manian Representing M/s. Caltex India Ltd.,

Shrl 5. Q.S &

M1, V. P, Rynn M/s. Caltex OilRefiniog (Indie)
Shri R Led.

Mr. K. C. Joseph
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13-1-69

9.1-69

9-1.69

9.1.69

9-1-69

110.1-69

114-69

21469

22469 -

23469



Shri M. N. Kashyap

‘Maj. Gen. Serdapand Siagh ]

Shri P. K. Rau

Shri §5. D. Bharmbri
Shri R. Gurumoothy
Shri V. Balkrishnan
Shri K. L. Goel
Shri B. M. Prabhu

‘Mr. O. Stephanpian
Shri N.}. Mathew

Shri M. Rama Brahmam
Shri M. 8. Rao

Shri L. R. Dalal

Shri B.J. Patel

Shri J. H. Mehta

Shri 5. M., Ghosh

Shri P. V, Swaminathan
Shri K. B. Kanekar

Shri 8. T. Raja

Shri B. Mukerji 1
‘Shri Madhav Rajwade
Shri A. P. Verma

Shri X, G. Paranjpe

Shri I. M. Sshai

Shri B.5.5.Rao

Shri A. R. Damodaran
*Shri Sachin Dutt

Shri Prosanto Ghosh

‘Shri Ram Makin

Bhri B.]. Patel

Shri 5-M. Ghosh

Shri P.'V. Swaminathan

Shri §.°T. Raja
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Representing M/s. Indian Oil Corporation
Ltd. Marketing as well ng Refi-
neries Division.

AT MADRAS
Representing M/s. Madras Refineries Ltd.

AT AHMEDABAD

Representing Gujarat State Government.

Representing Gujarat State Electricity Board.
AT NEW DELHI1

Representing Mimstry of Petroleum & Che-
micals and Mines & Metals
{Department of Petroleum).

Representing Fedm‘at:on of AllIndia Petro-
leum Traders, Calcutta,

Representing Gujarat State Govt.

Representing Gujarac State Blectricity Board

| 15569

26-5-69

30-5-69

30-569

6-6-69
20-6-69

1.7.69

28.7-6%

28’769

GIPN—S, Sec.—~1 M of P&C}69~13-3-70-3000.



