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Chapter V

Downstream Oil Sector Reforms in
India — a Historical Perspective

dynamic course since 1991, when the country
tion and economic reform. Oil Sector reform,
nitiated in ' i"teqral part of the national reform process. The reform
Process in tl?agg}l |IsndaL:‘stlrr;/t hgas bgen swift, m_ulti-pronged and its impact has been
Of far reaching consequence, for both the micro management of the Industry aqd
Macro management of the economy. A peculiar feature of the reform process in
Ol Industry is that it has a large and intimate global interface; besides the
domestic aspect of liberalization, largely centering on licensing policy, pricing,

Organizational restructuring and customer focus.

Attempt h in this Chapter to chronicle and review the.reform process
“ndertgker?sinbelﬁgi ;?1 tOil lndugtry_ This chapter is orggmzed in the fqllowing
Sectiong. Each section has got sub sections, dealing with strategy, policy and

Practice with respect to the particular aspect of reform.

Ol Industry in India is moving on a
€mbarked upon the era of liberaliza

APM era: its use and abuse

Phased deregulation of Qil sector t

Reform in pricing of petroleum products

De-canalization of crude oil import

:a“try of private players in retailing
erger and acquisition _

F OrG%gn Investt?‘lent Policy in Ol Sector

Noakwp =
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Under this system, Oil refin

a) A weighted average of the ¢
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Section 5.1: APM Era - its Use and Abuse

Till 1993, the entire hydrocarbon chain in India was subjected to extensive

i regulation and controls. Starting from exploration and production, refining,
- marketing, infrastructure and investment planning, pricing till micro distribution;

the whole gamut of activities were centrally planned. The tenets behind this
centralized control were: self reliance, import substitution, strategic control, social
and distributive justice, promotion of heavy industries and state control of
commanding heights of the economy. Ministry of Petroleum and Natural Gas
(MOPNG) was at the helm of control and the coordination was carried out
through: (a) Oil Coordination Committee (OCC) in the down stream sector and

(b) Director General of Hydrocarbon (DGH) in the upstream.

Central feature of the regulated era was its pricing mechanism. Pricing
mechanism was a system by which crude oil and petroleum products were priced
by an administrative arrangement. The tariff structure and the pricing of products
were dictated by considerations of revenue for the.govern.ment, price stability and
repression (conservation) of demand. The pricing policy was predominantly
based on considerations like insulating the Indian Oil market from the volatility of
International Qil prices and cross subsidization of products to suit the general
economic priorities of the economy. The energy security of the country was
Maintained by an assured supply of productg at all place§ at- all times, without
recovery of differential transportation cost. Prices were maintained ur)ifgrm at all
refinery points by a price equalization procedure. Besides, a strategic inventory

of products for 21 days for emergencies was always maintained.

eries, marketing companies and pipelines were
compensated based on the retention price .concept apd were aIIowed.a return of
12 percent post tax on net worth. The price of lpdlgenou§ crude oil was also
based on a cost plus formula. Public sector olil prOdUC'ngJ companies were
allowed operating costs plus a 15% post tax return on the capital employed.

 This system of assured return was working under the following arrangement:

rude oil price, that is, a_pooled price of imported
and indigenous crude is applied uniformly by all refineries, whether they are
Processing imported or indigenous crude. The retention price of products is

fixed separately for each refinery, based on the standard throughput,
Standardrz)roduc}; pattern, standard fuel and loss percentage, refining cost and

return. \ _
b) The retention concept is also extended o marketing companies for
determining the storage point price of products. The basic price, i.e., ex

refinery price is uniform for all Oil companies. The selling price of the products

A Study of its Compatibility with National Economic Reforms
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to the consumer is kept uniform by adopting an average market cost plus
margin.

c) The variation between:
0 The actual crude oil price and the pooled FOB price,

0 The retention price and the ex-refinery price of products, and
0 The retention marketing margin and the average marketing margin is
balanced through a set of pool accounts controlled by Qil Co-ordination

Committee (OCC).

Pool accounts system was the fulcrum on which the pricing mechanism revolved.
In other countries, pool accounts are known as ‘stabilization fund’. This fund acts

like cushion pad against the volatility of oil price in international market and
Provides stability to domestic market price.

. The year 1991-92 was a difficult year for Indian Qil Industry, following the Guif
crisis in 1990-91. Although prices of petroleum products and crude oil in
international market had come down after the end of Guif war in March 1991, the
country was facing an extremely difficult balance of payment s:ituation. Due to
this difficult balance of payment situation, all imports of crude oil and petroleum
products in the first nine months of the financial year 1991-92, except the
commitment already made under term contracts, had tq pe done_ on credit. At
times there was difficulty in getting sufficient number. of .wnth crec!lt’ offers. This
Problem was further compounded because of reducthn in th_e lndlgenqus crude
oil production due to technical reasons which necessitated increased import of
Crude oil. However, in spite of these serious difficulties, G.overnment managed
the availability of petroleum products in the country quite satisfactorily and
| Succe ssfully averted a situation of shortage of petroleum products to the

| Consumers.

| Atota illi nes of crude oil and 9.2 million tonnes of products were
irnportle?jf ?jﬁ}?nglltlrl]c}en ;c/c;r;r 1991-92 at Rs 12,600 crores. These imports were
higher than the import of about 20.7 million tonnes of crude oil and about 8.66
Million tonnes of petroleum products valued at Rs 10,779 crores for the year
1990-91, Although in terms of rupees, the cost pf import was higher during the
Year 1991-92 than during the year 1990-91, in terms of dollar, the foreign
xchange outgo was about 4,500 million dollars during 1991-91 as compared to
4,632 million dollars during 1990-91. In terms of rupees, the cost of import was
Nigher during 1991-92 mainly on account of the devaluation of rupee that
appened in July 1991.

During 1001. ere also made to diversify the sources of imports so as
| toen sgm 322} csilzri,tefcf’?r;fl ;:)ne <. For the first time, long term contacts for the import
| o proguct y of ned with the National Oil Companies of Malaysia and
' S were sig no term contract could be signed with

Cople’s i ina. Although
Uwait, su?,iﬂ:?ﬁf g:ugg loil and petroleum products were resumed from Kuwait
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~during the middie of 1991-92 after the disruption in August 1990 due to the Gulf
crisis.

Although international prices of crude oil and petroleum products had come down
. after the end of the Gulf war in March 1991, the devaluation of rupee in July
1991, made imports costlier. As a result of devaluation of rupee, Government
. Wwas not left with any option but to increase the prices of petroleum products.

'Even without devaluation, Oil Pool Account had been incurring deficits during
'1989-90 and 1990-91. The deficit was on account of a number of factors like
. increase in the cost of imports, railway freight increased from time to time not
| 'having been passed on to the consumers, under recoveries on account of levy of
Irecoverable taxes by several States etc. Consequently, with the devaluation of
rupee, it became absolutely necessary to increase the prices of petroleum
Products. Accordingly, at the time of Budget proposal in July 1991, prices of
petrol, LPG (domestic) and ATF for Indian Airlines were increase by 20%. Prices
of other petroleum products excluding diesel and kerosene were increased by
10%. However, keeping in view the fact that diesel is used largely in the transport
. and the agriculture sector, Government decided not to increase the price of
1 diesel. Similarly, keeping in view the fact that major quantity of kerosene is used
by poorer sections of the society for their essential -need§ of lighting and fuel,
Government decided to reduce the ex-storage point prices of kerosene for

domestic use by 10%.

The prici oducts was administered and was operated through
I Industey. Fool Acooun anism wherein inflows from collection of

. Oil Industry Pool Account mech ) .
! SUfChargesr}c,)n sale of petroleum products and outflows for meeting the claims for
Variation in the elements included in the price build up are adjusted. The
ifference between inflows and outflows represented the surplus / deficit position

of the Pool Account. The principal objectives of the Pool Account were to:
i . . try, recognizing the

a : niform prices throughout the coun

! nMeaelgt?c')ni?r:gglr(te 221%2 for thepreﬁneries and finished products to meet the

deficit in indigenous productign:
b) Provide subsidy / cross-subsidy on some of the pet

roleum products.

Gil pq cted to be self balancing over a period of time as
therg v?/LQCCOL;,mg wtere zt%epoft provided fo these by the Government. Due to
Varioys fac?o udgetary since 1994-95 onwards, the curpulatnve outsta_ndmg of

il Compan?;z :-r:nir%[.ggpool acco tarted rising steadily as per details given

below (Table 5.1):

unt s
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Table: 5.1 - Cumulative Outstanding Claims of the Oil

| Companies
[y
| 1ear Cumulative Outstanding at the end of year (Rs Crores)
 11994-95 3,765
11995.96 5,701
1996-97 15,976

Source: Annual Reports of Ministry of Petroleum & Natural Gas, successive

issues

mpanies from the Oil Pool Accounts had
g severe liquidity crunch. Government
deficit and announced a

rTe';e mounting outstanding of the oil Co
co ulted in Oil Companies experiencin
CO“SIdered various options to contain the

mprehensive package on 1.9.1997.
nies from the Oil Pool Account was

* The outstanding of the Oil Compa
taken over by the Government through the issue of Special Government

Bonds.

* The ex-storage point price of MS, HSD and LPG were increased as follow:

MS - Rs 1.00/litre

HSD — Rs 1.80/ litre '

LPG — Rs 15/ cylinder (packed domestic)
* The prices of Naphtha, FO & LSHS were revised on the basis of import
parity.

principles of import p
all the petroleum products W
Kerosene, the subsidy upon whic

on Motor Spirit.

were priced at i

h was recovered by additional realization

were managed in such a manner that

um products E
surplus for servicing of the Special

* The prices of petrole .
te sufficient

OCC was to genera
Government Bond.
S Subsidy on various petroleum products war: Otgnlt:)eo fmsoljil;asrizt;da :él tZ?n g,unn%

fun in that broadly the @
such a manner nt Bonds were to be met by surplus generated

required to serve Governme
by higher level pricing Of other petroleum products.

National Economic Reforms
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Section 5.2: Phased Deregulation of
Hydrocarbon Sector (downstream)

The process of integrating \ndian Oil Industry with world Oil market began in
February 1993, when Government of India allowed private parties to import and
Mmarket Kerosene, LPG and LSHS at market determined price. In order to
augment the domestic availability of kerosene and to reduce the scope for its
Unauthorized diversion from supplies under Public Distribution System (PDS), it
Was decided to allow private agencies to undertake imports of kerosene and to
arrange the sale in the domestic market through their own network at market
Prices. For that purpose, kerosene sold through PDS was colored blue to

distinguish it from that sold in free market.

of LPG for domestic and non-domestic

Similarly, for enhancing the availability . : ;
f LPG by private agencies by setting up

Sectors, it was decided to allow import 0 . .
their own facilities. LPG bottling plants and marketing outlets for LPG in the

Private sector was permitted to make available such imported LPG at market
Prices to needy customers through a separate dealer network. LPG sold through
this system would be in different design / capacity of cylinders, valves and

Pressure regulators.

From February 1993, parallel marketing in LSHS was also allowed to cater to the
’ t the industrial development in areas

'equirements of power sector to suppor : :
Where environmeﬁtm regulation do not permit the use of high sulfur Furnace Oil.

In line with '« I'heralized policy on import and export, Import of
the Government's liberalized POty

Lubes was de-canalized with effect from 13t April 1992. Further, customs duty on
'Mport of LOBS and finished lubricants Were reduced to 85% with effect from 1°
panies found procurement of base oil

arch 1993. As a result, private com un |
fough imports more advantageous compared to indigenous base oils.

Effective 1t the selling price of all lubricating oils was allowed to
e fixede Qy tr:gvgzrtée;r;g:g{es on commercial considerations. All lubricants and
Ureases were decided to be treated as Free Grade Products by the PSU

markeﬂng companies Commission to dealers on the sale of lubricants was to be
*ed by the public sector oil companies themselves.

private capital for infrastructure

e of mobilizing .
Is to set up oil refineries in the

|n “n . H i
g ith the national Imp leared proposa

Dﬁggc)tr’ Government in 1992-93 C
A€ sector: " the West Coast. Gui |
(i) : ies fora 9 MMTPA refinery in s, Guiarsf
(ii) Efé’?nnact?o'n”a(i“:;Troleum SA (BVI) of Switzerland for a 5 MMTPA 100%
export oriented refinery in Gujarat;
National Economic Reforms
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(iii)  Ashok Leyland-Gotco of USA for a 6 MMTPA refinery in Orissa
(iv)  Essar for a 9 MMTPA refinery in the West Coast, Gujarat

Around that time, foreign companies were allowed to invest in equities of
refineries.

From November 1997 till April 2002, administrative regulations on pricing,
| marketing, quantitative and tariff restrictions on import and export of petroleum
_Products including crude oil were pruned and dismantled in a phased manner on

a predetermined basis.

- Thus effective April 1998, refining sector was taken out of Administered Pricing

Mechanism (APM). By implication, retention pricing concept for the refinery
output and cost plus formula on refinery input (crude oil) was withdrawn. Refining
licensing system was abolished. Crude oil import was made free for private and

. Joint sector refineries.

On the eve of total de-regulation, a restructuring exercise of Oil PSUs was
~ cCarried out by March 2001. Stand-alone refineries were merged with integrated
refining and marketing companies by divesting the Government share holding in

hese refineries. Thus. Chennai Petroleum Corporation (CPCL) and Bongaigaon
: ' PL) were made subsidiary of Indian Oil

Refinery and Petrochemical Ltd (BR ) ,
Corporation (IOCL). Kochi Refineries (KRL) and Numaligarh Refineries (NRL)
| Were made subsidiaries of Bharat Petroleum Corporation (BPCL).

g PSU was sold out to a strategic partner,

IBP - ketin
| Ltd, the stand-alone mar hrough competitive bidding by Ministry of

- Namely Indian Oil Corporation, t

. UIsinvestment.
By Apri +tive restrictions on import and export of all products were
gradl?allly2\?v(iiﬁ;;igauvsrr:ttl)tstEx'M notifications from.tlme to time. Crude oil import was
e-canalized for PSU refineries. APM was d|smantlc_ad in phases, as outlined
above. Qj| companies were free to fix up the selling price of all products.
al supplies and inland distribution of

Plann: N k coast
Planning and coordination for bul mpanies, with broad administrative

-Petrole left to the Oil Co
qui deli:g; pggtéctiv :/serewoun d up. With a truncated staff, OCC has been

transformed to a Research and Analysis Wing of Ministry of Petroleum & Natural
Gas,
s of tariffs from the erstwhile peak level of

vel of 20%. Duty protection available to
duty structure of input and output has

t level of 10%.

'+ There have been gradual reduction
3bove 509 to the current peak level
OMestic refineries by means of differential
fadually been narrowed down to the curren

t has allowed nine private companies to

n i
nme iesel and aviation fuel. With the

April 2002 onwards, GO ly petrol and d

m
Arket transportation fuels, name
conomic Reforms
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entry of these firms, there has taken place a paradigm shift in the arena of retail
selling. Apart from a number of incentives and customer-pulling schemes stalking
the market, a cult of brand equity has entered into the domestic marketing.

With pricing of products made free and all stabilization funds being abolished, the

maze of cross subsidization that once used to play a magic wand has gone out of
scene. Subsidies are still permissible for domestic LPG (33.3%) and on

Kerosene (17.5%) with a budgetary administered mechanism.

Section 5.3: Reforms on Pricing Front

b

Regulation of oil prices was first attempted in India when the Value Stock
Accounts (VSA) procedure was agreed between the Government and Burmah
hell in 1948. In 1960s, various committees namely the Damle Qommlttee, 1961,
alukdar Committee, 1965 and the Shantilal Shah Committee, 1969 were
appointed by the GO\;ernment to recommend the pricing modalities for pe.troleum
finei . , - : ices were
Ciples of import parity. Ceiling selhn% 7p:,cthe Government appointed an Oi

Petrole in 1
froleum products. Subsequenty, KS. Krishnaswami. This Committee

eterminati , ior petroleum pr 7
mination of the prices of major P ‘Administered Pricing Mechanism’

Which cam nly known as the . .

AP I : rt(;) ikr): c;)erggnnf"mgnded by OPC was amended by Oil Cost Review

Committee ( O%R(el o984 he S. lyer wherein the basis of
) in m a flat rate on the capital employed to

COmpensatin ded fro
return was amende _ .
12% post taxgreturn on net-worth and weighted cost of borrowings.

ered Pricing Mechanism

cing Mechanism were as follows:

331  Administ

The Main features of the Administered Pri
, ‘ , mpanies namely ONGC and OIL were

a. gjl?c?onal crude oil prsczd;ﬁ':% 5%2 p%st tax return on capital employed for
indiwed operatugg g(i)l oroduction. Capital employed represents the sum
tota?i??\:f f;r:d Zssets (gross block of fixed assets less depreciation) and

normative working capital-
companies were allowed operating

: A . etin )
C0|I refineries, p'pel'"es.talngmrg?c:;e _gCapital employed was bifurcated into
ngft and return on cag:]lga'S ken from the balance sheet as
worth and borrowing=-

A Study of its Compatibility with National Economic Reforms
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{fecommendations to mee ey '
Ifestructuring the oil industry. Taking inputs from Sundararajan Committee

i Report, the ‘R’ Group had recommended the gradual phasing out of APM and
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the sum total of equity capital and free reserves. The balance capital
employed was considered as borrowings. On the net worth portion, return
at 12% post tax was provided whereas the average actual rate of interest
was provided on the borrowings.

c. Subsidization of consumer prices of certain products like kerosene for
public distribution and domestic LPG was provided for by cross
subsidization from certain products like petrol, aviation turbine fuel (ATF),

etc. and indigenous crude oil.

d. Uniform prices of each administered petroleum product at all refinery
locations by equalizing all costs like cost of crude oil, freight, margins to oil

companies.

e. APM ensured stable prices through the compensating mechanism of pool
accounts, so that the domestic market is insulated from the volatility of

prices in the international market.

The above objectives were achieved through the o_peration of the Qil Pool
Accounts which were used to adjust the variation in various elements of costs.

5.3.2 Sundararajan Committee - 1995

In November 1994, a Committee of Oil Industry Officials, headed by Mr. U.
Sundararajan, then Chairman and Managing Director of Bharat Pet:_'oleum
Corporation, made an exhaustive study of the.Oll Industry and ‘prescnbed a
reform path. The Committee submitted its report in February 1995, "Hydrocarbon
Perspective: 2010 — Meeting the Challenges’. This was the first serious study on
e issue of reform in Oil Industry. Mr. Sundararajan wrote in the preface: ‘This

group was required to develop a comprehensive long term perspective plan for

1 the hvd bon sector to meet the challenges that may emerge by the year
/ 2010.yT|r-.09022udY group was to recommend the measures to be adopted by the

| Government for restructuring
| downstream) and suggest s

the hydrocarbon sector (upstream and
ystem to ensure free and fair competition in order to
Protect the consumers’ interest in deregulated scenario.

The Government in 1995 appointed a Strategic Planning Group on Restructuring

of Oj ‘R’ comprising eminent experts from thg public and private
il Industry (‘R Group) eneggy experts and academicians to make

t the policy objectives and initiatives required for

INtroduction of free marketing mechanism due to following reasons:

a. APM cannot generate sufficient financial resources required for
investments in the upstream and down stream sectors.

A Study of its Compatibility with National Economic Reforms
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b. Private capital as well as foreign direct investment would not be
forthcoming in view of the inherent regulatory controls imposed by the

Government.

C. APM does not provide strong incentives for investments in technological
up-gradations or for cost minimization.

d. APM has not been completely successful in achieving the primary
objective of ensuring a consumer friendly and internationally competitive
vibrant petroleum sector capable of global presence to provide energy

security to the country.

e. Since all costs are reimbursed, there is no incentive to make profitable
investments. Therefore, cost plus formula breeds inefficiencies.

e sector, the cost plus formula will encourage

f. With the entry of the privat :
d inflate costs which the consumer would have

‘gold plating’ of the plant an
to bear.

g. The subsidies and cross subsidies have resulted in wide distortions in the
consumer prices and do not reflect economic cost of pgtroleum products,
which are not being passed on to consumers automatically. This in turn
has led to inefficient use of precious fuels and large scale misuse of highly

subsidized products.

3.3.3 ‘R’ Group Recommendation - 1996

Government constituted an Expert Technical Group in June 1996, comprising
ke Finance, Planning Commission, BICP

representatives from various ministries li '
efc. to examine the impact on various sectors at different levels of duty structure
In case of dismantling of APM. The report of the Expert Technical Group had

f Market Determined Pricing Mechanism and

dealt with phased movement O .
Fationanzatign of customs tariff and excise duty rates in respect of dismantling of
ther sectors.

APM along with its impact on various 0

On Se temb 1997 Government decided to dismantle_ the APM in a phased
mannei baszrd16n the, recommendations of the Strategic Planning Group on

Restructuring of the Oil Industry (R’ Group).

Thereafte . Ministry of Petroleum and Natural Gas, vid
rG nt of India, M o » Vide
Resoluticn v mrp0012/20/07-PP dated 21 November 1997, notified the details

' ntling of APM after taking into account the

the ph m for disma :
reccmmpe::;?oﬁgog;athe Expert Technical Group which dealt with phased

A Study of its Compatibility with National Economic Reforms
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-movement to Market Determined Pricing Mechanism. The main details of

-dismantling program of APM were:

Consumer prices of major petroleum products would move towards import
parity. Prices of HSD would be fixed on principles of import parity up to ex-
storage point level. Prices of other major products, viz, LPG, ATF, SKO
and MS would be moved towards principles of import parity in a phased
manner. Pricing of Paraffin-Wax, Bitumen, Naphtha, FO and LSHS would

be decontrolled wef. 1.4.1998.

was to be abolished for all refineries and

pricing of petroleum products at the refinery gate level would move
towards import parity. However, refinery gate prices of controlled products,
viz, MS, HSD, SKO, LPG and ATF would be fixed at ‘adjusted import
parity’ prices for the existing refineries dyring the transjtion period. All
other products would be sold by the refineries at market driven prices.

The system of retention pricing

Imports and exports of all petroleum products, except crude, NGL, ATF,
MS and HSD would be de-canalized during the tran.s[tlon period. However,
sourcing and import of crude would be allowed to joint and private sector

refineries under actual user licensing policy.
Cost plus formula was to be withdrawn for indigenous crude oil producers
from 1.4.1998.

Duties of crude and petroleum products would be rationalized in a phased
manner.

The t ition period was to be utilized for servicing and amqrtizing the Qil
Bond;azfcl);)osgd to be issued by the Government to the Oil Companies.
The price of crude and petroleum products as mentioned above would be
fixed by OCC with enhanced autonomous powers.

. . be encouraged by providin

Inv o the refining sector would be enc ng
reazir;i?; tlariff protection and making marketing rights for transportation
fuel. viz. MS., HSD and ATF conditional on owning and o_peratlng refineries
with’ an’ invéstment of at least Rs 2,000 crores or oil exploration and
production companies producing at least 3 million tonnes of crude oil
annually.

inping of crude oil was to be withdrawn from
Cost plus formula for shipping e towards market related rates.

1.4.1998 and the rates would mov

. pDS) and LPG (Domestic) would be reduced
The subsidy on SKO (PDS) e fiscal budget of the Government from

gradually and transferred to th
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2002 onwards on full deregulation. Freight subsidy on supplies to far flung
areas would be met through fiscal budget.

* A regulatory framework would be established to oversee the functioning of
and enforcing a competitive framework in the Hydrocarbon Sector.

As a follow up of the aforesaid decision, Government of India, Ministry of
Petroleum and Natural Gas, vide Resolution no. P-20018/2/2000-PP dated 3o™

March 2001 decontrolled the pricing of ATF with effect from 15t April 2001.

- The cost plus approach and a pre-determined margin on net worth formula did
ot encourage public sector oil producers such as ONGC and GAIL to invest
their internal resources on high risk high reward sedimentary basins, including
frontier areas, to develop oil and gas reserves from marginal fields or to introduce
enhanced oil recovery techniques that would maximize country’s hydrocarbon
lerated exploration and production efforts

Wealth. In order to sustain the acce .
‘essential for future oil security, public sector crude oil producers needed to be
freed from Government controlled pl"icing mechanism so that they could get

| Intemational prices for their production.

_ The g , initiated the phased program for dismantling of
overnment accordingly | 1998 with a view to attract

Administered Pricing Mechanism from April
 Investment in the Pest;roleum Sector to meet the growing demand and to promote

Competition, efficiency and better customer service.

| During 1998.99. the first year of dismantling APM, the following significant
deVelcg)pments %i q tZke p|ayce, in line with the phased dismantling program
i Outlined above:

i i ducers was withdrawn from
e T - mula for Public Sector Oil Pro .
1261%09% p—:-lpj-,séfozvere paid instead a percentage of the weighted average
! ~ . y of crude oil for indigenous production.

! | imports
FOB price of actua prs1991/MT was fixed.

.j
A
i
i

However, a floor price O
ducers of crude oil retained a pre-announced
ude oil, while refineries had to pay the
' - ' ude. The differential accrued to the Oil Pool
m‘éort f?”g g{‘g’fgﬁ{,ec[)u Bonds. Indigenous oil producers paid oil cess
of Rcs);ugooo/ N|I§l' and royalty out of their own proceeds as in the past.

r shipping of crude oil was done away with and market

* In the transition period, pro ;
increasing share of FOB cost of cr

* Cost-plus formula fo .
determined rates were paid.

A Study of its Compatibility with National Economic Reforms
u



0il Sector Reforms in Downstream Segment 152

nery Gate prices of controlled products
.flxed on the principle of impor't
|puted towards servicing of oil
sition period. Other products of
Bitumen, etc. were sold by

. :
\lj-if;e%e 1.4.1998 onwards, Refi
palzity HHSD, SKO,. L_PG and ATF were
bonde thowever, f-mstlng refineries contr
tho. refin rqugh_adjustment during the tran
the eries hke.Naphtha, FO, LSHS, Wax,

m at market driven prices.

of only MS, HSD, Kerosene (PDS), LPG

. T
he ex-storage point prices
be determined by the

(Domestic)
Government. and NGL continued to

ermitted to import crude oil

neries were p
| use effective 13.7.1998.

. .
Private and joint sector refi
ation) for actua

independently (without canaliz
* Custo -

26, 19’3; duty on crude oil was reduced from 27% to 22% effective
7.1998 under the provisions of

effective 13.
nalized effective 22.7.1998.

s F
u i
rmace oil was de-canalized
rt was de-ca

the EXIM Policy. Naphtha expo

censed with effect from 8.6.1998.

Refining sector was been de-li

F .

fr;?'%ht under-recoveries On HSD (

theg t and notional railway freight) to t
selling prices effective 9.1. .

en actual railway

difference betwe
were passed on in

he extent of 20%

LPG packed (domestic) was revised

T
he ex-storage point price of N
n midnight of 27/28 February 1999.

effective 1.2.1999 and thereafter ©

2
L2053
Duri
n , . ,
) 2002'03, the first year after complqte dlsma["t“nt% of 'Ar“PM-dth; f°”°W!n9
with the phasé ismantling

Signif
ic .
lPogr"ﬂrer:nt developments did take place, N line
outlined above:
rket determined effective 1%

Pricin K
g of became M2 i
petroleut prOdllJ’%SS Kerosene and domestic LPG.

A .
pril 2002, except those of
G and freight subsidy for

The sybe;
ub nd d .
sidy on PDS Keroszzztg were borne by the Consolidated Fund of
ere on a specified flat rate

a
ln;gurf\g areams on these prqr ! VoL dies W
a from 1% Apri 002. esé
asis, which wergr ;Io 2b o phased out . the nest 3 to 5 years:
oil of ONGC and OIL b

S crude
15t April 2002.

omeStiC LP

ecame market

L ]
The prin
e?e Pricing of indigeno
rmined with effect from
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areas and compen
; D Sation ill i he un e h
Ieu Of - i
Of irre ver ' t : t u der recoveries m 1 by t em on account

* PDS Kerosen -
o e and domestic LPG Sub [

Off i ubsidy Scheme s o
icial Gazette vide No. P-20029/18/2001-PP dated 28’.12.3832)(N0tmed n

* Freight Subsid
y (for far flung are S oy
G : g areas) Scheme, 2002 -
azette vide No. P-20029/18/2001-PP dated 28.1.2002()NOtIercj in Official

Compensation Scheme, 2002 (Notified in Official

* The Irrecoverable Taxes
/18/2001 dated 16.1.2003)

Gazette vide No. P-20029

[T

Exhibit - 7

Subsidy on PDS Kerosene

ISubsIa;on PDS_K;E;;!E

=3 Under recaveries to oif companies

[ Subsidy from fiscal budget

—rTotal subsidy to consumer

Rs por ktre

A Study of its Compatibility with National Economic Reforms
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Exhibit - &8

Subsidy on Domestic LPG

subsldy on Dor mostic LPG|

| = Under recoveries ta ol companes
1 Subsidy from fizcal budget
. v Total subsidy 1o consumar

R per cylinder
2

535 post APM - Policy in Practice
dismantled. The Oil Companies

Eﬁec -
tive 15 Apri fully
m pril 2002, the APM has been . ;
ad3e frequent revisions in the selling prices of PetrgI' ar;_cf:l diesel dt‘;r'“g 2002 and
. when the i . - tairly stable. However, the years 2004
the international price ternational prices of crude

42005 wj i rease in in
0 witnessed sharp and SpP! ne iy :
Il ang petroleum productz. The iﬁqpact of such phenomenal price increase in the

i“tern : ol : . 1 A
ational market i ajor impact on Indian Oil Industry which is
: is bound to have maJ .

®aVily dependent c?nb o orts for crude procurement. To insulate the end

cons hould be equitably divi
Umers, it was decided that purden shou equitably divided
vernment,

Ween various stakeholders; i-€: Oil Companies and consumers.

uerate increases in retail prices couP|9?j :”th Ct".'Stfg‘GS hand :XCISQ duty
cti ; omestic ave been carri
Out, tions on petrol, diesel, PDS kerosene an ied

s were

an ;
d raling |

A Study of its Compatibility with National Economic Reforms
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an basket of crude oil and sensitive

Tl - )
he trend in the international prices of Indi
2005-06 compared with increase in

ggggeqm products for the year 2002-03 to
stic prices is depicted below in Table 5.3:

Table 5.3: Behaviour of Crude Oil Price and
other Products post APM

.&
Pe"% Crude Oil * | Petrol Diesel Kerosene | LPG
s US $/ bbl US§ /b5l [ US$/bbl | USS/bbl | USS/MT
2002 23.31 5643 | 2327 | 23656 | 194.00
o 26.66 015 | 28.03 | 29.33 | 28040
o 27.96 3503 | 2048 | 31.19 | 27845
e 39.22 1601 | 4691 | 49.50 | 368.52
100506 (up to|  55.36 s | 6ao4 | 69.01 | 480.09
502006) |

° increase n | 137.5% — 7 5% | 174.8% | 191.9% 147 5%

Memational  price
2005-06 over

Ma
o rch 2002 I , _ -
INCrease  in ; 63.9% 83.5% 0.8% 22.6%

c
([g;rlept retail price
hi) over March

2002
nt and Oman/Dubai

* Indian ' dated Bre
Bask . - of price of daté
ay . et Crude: comprises p ]
®rage in the ratio of 43:57 ug to 2004-05 and 42:58 for 2005-06.

SOUr .
e Rangarajan Committee (2006)

Wit high as 76% for their

being as
S v | and diesel and

omestic refinerie

im

Crude port dependence of d . =~ of APM for petro

Shift oil requirement and with the dlsmagt(l)lgg ‘ihe impact of rising international
April ’ if market forces were

. Over to TS
Plice " tO import parity pricing 'n S L pri
: elling price . ,

a"."\lve(;S ?? uld have reflected I the domi?gg fvere ~llowed freedom to fix selling
Pricg . Te€ play (i.e., if PSU Oil comp2 pen. Despite the

. o . |
Nere f products on commercial basiS)- ic rol and diesel were
ine with international prices during

ase _
Not rejie in the international prices: ¢ n line
ia'\llarys E:d by the oil marketing compa l:S o of domestic qu and PD.S
c?l:osene ‘:e}Jrl‘Jan_e (21004. Similarll)\/,.isg': since 2002, "Jespite the steep increase in
de Prices, ined largely un

- ' il prices to the

8 increase I the oil prices

\ ; L steep )
Onsy D:sslng on the entire impact oft ﬂ;‘; crease in the domeStl:‘: pl‘lcesf, the
'S would have resulted i ° " gavor of vulnerable S€C ions of the
es

ern
Ment took certain measu’
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€Conom :
Markeﬁny' gy ensuing that the burden was shared between Government, the Oil
g Companies and the consumer:

down from 30% to 26%, on diesel

a T : ,
he excise duties on petrol were scaled
to 8% effective June 16" 2004.

f
rom 14% to 11% and on LPG from 16%

b. ,
Erf(f)%ctlve 19" August 2004, further reduction in excise duties on refined
low ucts was given effect to. The applicable excise duty on petrol was

) ered from 26% to 23% and that on diese! brought down from 11% to

d 0. This was combined with reduction in the customs duty on petrol and
seSeI from 20% to 15%. Similarly, excise duty on PDS kerosene was
caled down from 16% to 12% and customs duty on LPG and kerosene

from 10% to 5%.

toms and excise duty on PDS kerosene

Effacs:
ffective 1% March 2005, the cus
d to zero.

a
nd LPG for domestic use were reduce
ective 1 March 2005, the customs duty on petrol and diesel were
;i?ug_ed from 15% to 10% and that on crude oil b[ro;)grflt down frgl>r(r|F1O O%fto
6. The o " fuel (ATF), furnace ol — for
customs duty on aviation turbine H(S T, Maneral use) and

general us

i e), low sulfur hea

agﬁme“ Werza r<9duceL<ld from 20% 1O 10%. Customﬁ dﬁfﬁ ?gsm?apnrlt:]:éspg
LS ili i o remain ni. !

HS for fertilizer use Contlr]ue((j)ftincrt‘-)fﬂlse in excise duties on petrol

tax re .
venue was neutralized 2 yduty on petrol was revised from 23%
>° Rs 12.07 per liter to

and dieseg| : :
. Accordingly, the exc! ,

ggi? 2'7'50 per Iitergtg 8% .plus S. 12 ‘)}:Jerhljz‘,e'r:z gr;)ilgo ot ffer to 5% plus
-99 per liter) and on d|e1se| f nl r t:)pRs. 4.80 per liter)-

S. _
3.25 per liter (from Rs. 3.
allow for autonomous

adju r ﬂexibi"t . ‘ Companies to . .
1 Stents in plyic to Ol Markeélfé?esel were sought t0 be.prm‘nd.?d(.j ifErfézcét(l)vme
to o QUSt 2004 es of petrol an allowing Oil companies lIMIe r
ey , a revised methodology: & asonable price pand was putin
rolling average

Plag, 'Se the pri , h

Q. prices of petrol and diesel wit . ~inles Of

D petrol an e principlé ) :

ficeg © concept of price band was ased Opk;i‘s %ccordingly, Oil Companies
nal ma " rices within @ pband of +/-

W ,
18{& Derm-ese products in the internation nts in

h g itted to carry out automatic @ justme! f last 12 months and last
quarte the Mmean fry ¢ e o C&F prices ot * Companies were to
Mpr, " In cas of rolling avefag d. the Ol Marketing & Natural Gas to
!“Odoach the Me? 9f breach of thi bal \finistry © P etrol'eum evailing in the
'"ter::late the e'ng,try of Financé th(r)ou "t the 5p|ralingthpng§:SSrfners However
Cqp,. ‘atio cise duty rates S dship t0 e . '

Nsan, 2Na hardshiP - roach was
Uiy, Sequent' Markets do not cause undt al prices the pricé band app

" up, to further rise in the internation

i s
th National Economlc Reform
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As the ris
gmnot."evising rrt]r?gonal prices wWere not entirely passed on to the customers
ream Al red cost. A large sha i
compenies. namely ONGC, OIL and hare of this 055 2 passed on

anies, approximately to the extent
Rs 2,690 crores while GAIL
nd 2004-05, all the PSU
companies in the

re ,
had tr\:veafoth's sharing by upstream comp
d chippeq in S;. During 2003-04, ONGC shared
eting com s 427 crores. During 2003-04 a

panies received the contribution from upstream

follgwi
Wing way: (Table 5.4)

Tabl

e5.4:

——=34: - Un-recovered cost i
Marketing Companies shar

ncurred by down stream
ed by

dam

\Mupsﬁeam companies
D.
ISCount rece: Rs Crores
Crude Onece'ved from ONGC, GAIL and OlL nd for purchase of Oil Bond
\% LPG and SKO as a part of their share of subsidy | issued by
W very on LPG (Domestic and SKO PDS Government
%\2003-04 0_6__
%\ 1853.42 13563.02
= 694.57 2344.86
582.40 2163.12
q !
oderate increase in

er and LPG by Rs

Cs weré allowe (
1 per lit

excise duties.

- Effect;
pficgg\:)ef 16" June 2004, the OM

Per ¢ petrol by Rs 2/- per Iit€%, qiesel by Re

ylinder. This was coupled with reduction in

| was increased by Rs

tail price Of petro

1.42 per liter:
Effoqt: .
Clive 5 i Jomestic LPG Was increased by
s Nove the priceé © om ,
Whi|2e0t ber Cylinde?;]t;ﬁera zporgzt of PZ | was increased by RS 2.19 per ter
he price of diesel was increased bY 2.12 per litef:
.o creased by Rs 2.50 per

\
* Effgot;
Ctiv . n
e 21 June 2005, the pncie of petrol Wan?Slz e ltr.

lit
erw .
hile the price of diesel was ncreas
el were increased,

Effect;
10 S;‘;‘,ﬁs‘ August 2004, the re
iter and for diesel by RS

etrol and dies

* Bffoqy;
c

b sf“ée 7" September 2005, Pr

per liter and Rs 2 per lite" @

he
selli _
elling price of kerosen
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5.3.6 Rangarajan Committee - 2006

Oil pricing issue assumed a crisis and
essure, a high powered committee was
Rangarajan, an eminent economist,
ouncil to Prime Minister. Rangarajan
2006, with the following

gotlheembaCkground of the above, when

set | ment was under multi-pronged pr

‘ CUrl'er[])ﬂ under the chairmanship of Dr. C.

Commit)t( Chairman of Economic Advisory C

recom ee submitted its report in February
mendations:

* Adopting the trade parity principle for pricing of petrol and diesel, based on
and the export parity prices in the

a weighted average of the import parity
ratio of 80:20. This principle of trade parity will apply for the refinery gate

price as well as for determining the retail price.

* Terminating the principle of freight equalization for calculating the price of
petrol and diesel at different locations.

* The government should keep themselves at arms length from the actual

price setting of petrol and diesel, and allow the oil marketing companies

the flexibility to fix the actual retail price, subject to the indicative trade
parity price ceiling.

* Reduce the customs duty on petrol and diesel to 7.5 percent.

* The Committee has mentioned that an u ward gdjustment in the prices of
petrol and diesel to the extent of Rs. 0.31 liter and Rs. 1.2 per liter
(Mumbai retail price), respectively, is warranted if its recommendations are
accepted. Else, the price increase required wgulq be Rs. 0.51 per liter on
Petrol and Rs 2.68 per liter on diesel (Mumbal price). It has further stated

that if the govefnment were to decide not to increase the prices of these

products, then it should bear the burden caused by their increasing

International prices.

* Excise levies on petrol and giesel to be made specific.

stricted t0 below pO

Rs 75 per cylinder and then
he international price.

verty line families.

* Subsidized kerosene to be re

* Adi . tic LPG by
just the price of domes™. . o witht

Progressively increase it further in
of subsidy to be borne by

gantum
e the t and collect it by suitably

Government to determin q
Upstream companies GC / OlL) upfron
adjusting the rate of cess:

h National Economic Reforms
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5.3.7 The latest on the pricing of
Petroleum products (6 June 2006)

E&?"'"g Commission (2006) in its draft approach paper to XI Plan writes, ‘the

i ent method of determining prices for petroleum products on the basis of

| desort parity needs reconsideration. India is deficient In crude oil but has

th eloped surplus capacity in production. Product price entitlement should
iherefore be based on export parity pricing, which would be much lower than

Import parity.’

On 6" June 2006, Government decided t0 raise the price of Petrol and Diesel by
$4 and Rs 2 per litre (plus local taxes) respectively- Politically it was a crucial
ecision on petroleum products pricing s part of its efforts to tackle a "stressful

Situation" of under-recoveries faced by U Oil Companies due to surging

vision was made in September

international i i !
crud . revious price re
e prices. The P P ution system (PDS) and

05. While leavi lic distrib
eaving kerosene sold under public dIS .
domestic liquefied %etroleum gas (LPG) untouched, Government decided on a

Integrateq . : i i trol and diesel issuance of oil
ac ce increase in petro '
package involving @ Pr tion from 10 per cent to 7.5 per

onds worth R oms duty reduc
CenF on petrol Zr?g gi%c;:lmrr:étgzt?rt@ PDS |)</erosene supply to below poverty line
amilies, and moving to a trade parity pricind mechanism for petrol and diesel.
The psy o i - stimated to incur under-recoveries of Rs
73_.500 crg-l(le '{:]a{';‘;t'ﬁgc‘;‘,’rggggfg?aﬁ: impact of Customs duty reduction and
?hlft from import parity to trade parity would be RS 6,500 crore (Rs 4,100 crore
Oor Customs dutv and }IIQS 2 400 crore for the latter). The price increases will have
an impact of Rsyg 300 crore on the Lnder-recoveries: Apart from discounts of Rs
2,500-3,000 crore from standalone refiners such as Reliance Industries, the

OVernment is expecting RS 24 000 crore of subsidy sharing by upstream
®Mpanies sych aspONG% Oil India, and GAIL. RS 23,000-cror;bo7nggoare ikely
tg e iSSUed by the Financ’e MlnIStI’Y in four equal mstallmentS ( S/, crore at

® end of each quarter in the fiscal 006-07)

C

:as (OMCs) the flexibility to hike

marketing COMPAT "o above $73 a barrel. In

oil pricé
rug?\/l CspwolJ' d have the freedom to raise

petr;rnment now has given OII .
e evand diesel prices if internatlonal c
fugy ent global crude prices rse further,

Prices autonomously.
.. i~ global crude oil prices, the
Per Qi , - match the rise In gie :
"Qirey ":ill(nd.ustry s calc.:ulatlvf‘)lg;os 10 a liter and for diesel r’?s 11 a.lltzr,hl?fsgd
E)n mport pz h petrol pncsgwever a n trade parltxll. fe requiEe M
r . ] H e .
Wer at Rs 8% aplri"tce;??or petrol and Rs 102 iter for dies

As

ith National Economic Reforms
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5.8 Pricing of Value Added Products

PSU oil Companies have developed some products with add on features for

'I‘Aéhlch Ehey are charging a premium. These are known as branded fuels, like
inrifsed.of BPCL, ‘Extra’ of I0C and ‘Club HP" of HPCL. These products have got
- Nnovative features and market related price. There is no government control on

Pricing of these products. Each pPSU Oil Companies have developed some

Product range with its own brand and marketing strategy. These are there in the
e products like petrocards, fleet

T
c:nge of auto fuels, lubricants and some packag jucts .
s 'ds etc. These products have been tested in Indian Oil market and their
Uccess has proved that Indian market has matured for product and price
dian customer in Oil Industry who

dismios
;s: rimination. There is a niche segment of In :
a preference for quality and preparedness for price.

P”Cing of these products are purely commercial decisions of thge respgctive Oil
Companies. These products and their pricing methods have set in motion a free
OMpetitive pricing environment in the Indian Oil market, which clearly is an

Ou
tcome of reform process.

Section 5.4: De-canalization of Crude Oil

Import

Ab .
ite,?qu-t 70% of India’s Crude Oil requ!
In India’s import basket, costing t

nt is imported. It is the single largest
rs(ran :xchequer Rs 117 thousand crores for

96 mir:
Million tones of Crude oil (FY 05)-
lue
Table 5.5: Crude Oil import — Volume and Valu

001 | 2002 | 2003- 2004-

02| 03 04 05
Quant 78706 | 81989 00434 | 95857
Vaiye ;hogsa':; toneS o307 | 76195 | 83528 116806
Ingj s Crores_ ——
grugz Basket airir{ Bblin | 2331, 06.66 | 27.96| 39.22

Orei
ratee'g" exchange e/ US $ | 4874 47.64 | 45.08| 43.69
S

The jng; 36 up to mid February 2006. There
is thlnd'an basket of Crude has becomeé $e 55. Cruc[i)e erms of o lar. besides
| the pric r processing in 18 Indian refineries.

Erefor. i ise i

Ner, re a consistent rise In !

Th ®3se in the quantity of crude i P?';t:diafr? rupee, @

S :51|epreCi""tion of dollar in {SF17C of crude oil import.
S0 had led to rise in the valueé °

s seen above in the Table

with National Economic Reforms

A Study of its Compatibility
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a,:grlézi:‘ﬁr(l;jgg& Cru;le Oil was in the.rc.astricted list for the purpose of import
all the refi it Corporation was the canalizing agency for import of Crude Oil for
 refinerios neries in the Country. The entire gamut of Crude Oil sourcing for all the
Indian Oilwc?s being undertaken by Oil Co-ordination Committee (OCC) and
 contragy orporation was the nodal agency to carry out the physical and
ual part of Crude Oil import. There was a great deal of merit in that

Syst X ree
ystem. All the refineries were considered to be Industry facilities from the supply
duct slate of refineries, Crude Oil

‘ Cha'
In management point of view. Therefore, pro
indigenous Crude Oil, everything,

Process;
cessing plan, availability and allocation of
OCC. There was an administered pricing

- Was .
done by a single agency, that was
re of costing part.

mechanj

hanism and pool account to take ca

As an i

Wasarn flntegral part of liberalization process in Oil Industry, the above process
eformed in the following phases:

e and joint sector, namely RIL and
| on their own. It may be noted that

* Effective April 1998, refineries in privat
e in to operation around 1999.

:\)"RPL, were allowed to import Crude Ol
oth were grass root new refineries, cam

* From then onwards, retention pricing concept for the refinery output was

withdrawn. The cost plus formula hitherto applicable on crude price (which
was also withdrawn. By implication, the

is input cost for the refineries) .

pricing of products till refinery gate (Refinery Transfer Price — RTP) was

made free. RTP of refined petroleum products were fixed on import parity
basis. It was called import parity price (IP P).

made free with effect from 1.St April 2001.

wed to import crude independently,

were allo C. BPC & HPC started

effective April 2 Each Oil Company, namely. 10©, , .
importing cﬁﬂdeo]%zr'their respective refineries. Effective that time (1% April

2002), pricin ducts weré made free, that is APM was
' of petroleum pro ,
abolished. E)?cepti%ns \vere made for LPC domestic., ?KOOEDhSirsgc\iNeVir’
itis a different subject that Oil Companies did not get enougd om to

revise the product prices in line with IPF-
Oil company effective April 2002 is

Pendent | i h PSU i -
gy oent import of crude of by ea® | import in India. Coupled with
Mark development in the history of crude 9 f opCC), the crude oil import

Woliig, .emantling ©
ool  of APM and pool acooull, 15 e core of SRS was econorics of
to S ® ol for specific refinery for which crude oil was impor'e evaluated the t -
of ¢ Processed during a particular ™ nth. Each Oil compZ?ﬁ'et rice of crudg F:)?;
ang pS:dOils for a pargculzr refinery V\?theresrﬁztr:;iao G I\T) and decided to impor’t
i el o e 9% B e o ot 205
Ster of reﬁn:riegl;Z?/ingesimilar configuration or in geograp ity

[ ]
LTDOrt of Crude Oil was
owever, PSU refineries

lnde

(o)

i ic Reforms
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|
. Iike East Coa . . . .
: st :
*listed beloy: or West Coast. This resulted in some significant happenings, as

rude is imported for a specific refinery to be

* A particular type or grades of ¢
each cargo of crude imported

processed during specific period. Therefore,
has an estimated GRM and actual GRM.

s of crude, the sources of crude and
h of the best GRM. Table 5.6 below
es of crude imported by 3 PSU Oil

* As a corollary to above, the type
suppliers were diversified, in searc
presents the types, quantity and sourc
Companies during 2005-06.

* Each refinery undertook optimization exercises in terms of shipping,
Sscheduling of cargo, cargo size to avail freight economics, timeliness of
Import and shipping to save on demurrage and inventory carrying cost.

ed their commercial transactions and decision

ing Company SO that it is
recognized as a favored buy the best terms of purchase by

Suppliers. It was recognized that the crude oil buying process can have

inbuilt cost and if buying process is conducted in lne with market

behavior, then perhaps market can give @ bgtte_r terms in terms of
premium diseount, payment and credit{erms, spPInG fers ste

became competitive. Sell

* Each Company conduct

making process with th A
er and is given

ers offered flexible and

* Crude oil market for India
favorable terms.
i tices. It was
Oil companies ventured to unde nagement prac
reaIiZedpby the Oil Companies and regulatory bodies like RBll,:.Exchanges
and Ministries of Government like Petroleum, Commerce, Finance and
i~e is volatile and there is inherent risk in the

Surface Transport that oil prlced by following risk management practices.

business, which can be mitigg:je their internal system and structures for

Each Qil com formulat - :

pany form .~ and put in place policy and
undertaking ri ement practices

rtaking risk managd ing and trading.

manpower to undertake heddi
gtion, that is 2002-03, India

rtake risk ma

ln th i
. lhe 4 de-canaliz he
'mDOrtegrgtz year of Crude gll (ljrgp(;’"rt out of which 55 million tones came from
million tones of CIU ||';)n tones came from other regions. India
' > from Saudi Arabia in 2002-03.

rang,. - 'Sia (that is 67%) and 27 T
" porting o orting crude oil to India with

first am tries im
Saudi Arapic rond SO untries exp
:8.8 Arlr']a"ﬁl: ttopped tt:ue Il.:t, v?irtno??. 50;39 " ilion tones carge-lsggznd ]; ?Ilom{e d by
"8 Uniteg ar (bmes"Nltgen(l'JAE) and Iran with .00 e from few impor
se Pective rab Emira eSt ears, the concentration O C(:jr.u i thlmport
OUrceg hai' g:nt sugsquznndyth o sources have peen well diversified, as the data
ot reduce
A Study of its Compatibility with National Economic Reforms
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- of imported crude (type and sources) of BPCL & HPCL is presented for last two

' Years, i.e., 2004-05 and 2005-06.

* BPCL for their two coastal refineries, Mumbai and Kochi, imported 13.1

MMT and 11.9 MMT of crude oil during 2004-05 and 2005-06,
respectively. Their imported crude oil basket consisted of crude from
Saudi Arabia, Kuwait, UAE, Yemen, Dubai, Malaysia and Brunel.

* HPCL fo ' fineries, one at Mumbai and the other at Vizag,
r their two re e oil during 2004-05 and 2005-06,

imported 9.9 MMT and 11.0 MMT crud )
respectively. Their imported crude oil bas_ket conSIStgd of crude from
Saudi Arabia, Iraq, Malaysia, yemen, Thailand, Kuwait, Oman, Nigeria,
Dubai and UAE.

ports — 2005-06

Table 5.6: Indian Crude Im
QUANTITY IN MMT

AREA COUNTRY OC+ -—B-I;a_j." HPCL MRPL RIL TOTAL
cPcL | KRL | ———

R _———-—-‘—_-__

Mid —500 | 1.65 0.36 1.15 7.66

East NAE. 250 | 200 —""—T"6i0 | 60 | 1250
—=ast | IRAN 043 | 007 | 1 1.60 11.36
[ IRAQ 840 | — — - 1,53 10.26
—~—— | _ KUWAIT 655 | 218 | —— 1 _ 6.10 6.10
| NEUTRAL ~ | -3 | - - 0.50
— OMAN - | - — - 0.10 0.10
] __QATAR -~ | =230 | 215 9.60 21.10
— SAUDI 2.50 __,,2..5.5.---%—72-"“ = = 3.62
———_1 _ YEMEN 745 | 105 | ——
Ae— [ - - 0.30
po2a_ |  BRUNEI 040 | 020 L —m [ - - 4.60
~2cific | MALAYSIA 725 | 100 L s - - 0.34
———__| THAILAND 009 | ——+— |
A 1 = 1.25 2.02
—~ica | ANGOLA oe4 | 013 L —— | -~ 0.20 0.20
T o S ey L BT ok

EGYPT -+ —] - e : :
~ T Eaewmes | - | -1 - |~ 0.27
~——|_ _GABON | - % |___=— = = 1.50
\ LIBYA . --_l_g_g__.-_..-—-i‘gr’ - - 19.91
~_ | niemia [ 1800 | 04— — 1 08 = 0-30
] supaN e —=
O = - - - :
=15 | SYRIA — [ 08 L——— | - - 0.16
~ Tz - 016 | ———1 = | 120 1.20
| AZERIBAWAN |~ —+—— | ——1
TE‘ MEXICO | =1 | o po1 | 3184 | 107.14
(3 — [E—— ] | O3

i e [
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- In 2005-06, India imported 107 mmt of Crude oil from 23 countries. 10C, being

| It;\e I&‘fg.est importer imported 45 M
- largest importer, imported 32 mmt

- Countries. The country as a whole imported 68%

~ Currently, the PSU oil companies, for

| i?r?mpanies (NOC) at Official Selling .
Ported from the spot market through tendering P _
direct import for last 4 years

mt from 11 countries, Reliance, the second
from 13 countries, BPCL, the third largest
es and HPCL imported 10 mmt from 9

Importer, imported 11 mmt from 12 countri
of imported oil from Middle

East, 25% from Africa and 5% from Asia Pacific.

. about 90% of their annual processing
'équirement, enter into annual term contract with oil exporting National Oil
Price (OSP). The balance quantity is

rocess. PSU Oil companies,

SPecifically BPC & HPC have earned experience of . _
gnd I0C has experience for last so many years. The current practice of import
Oes not lend enough flexibility in terms of quantity and price to secure the best
option for the refineries to maximize their GRM. Therefore Oil Companies are
gow{ demanding with Petroleum Ministry for more f!eXIblllty end aethornty in
€ciding their import. Some of the anticipated changes I the policy are:
* Oil Companies are given freedom O have t'erm contract with equity
holders. Currently it is restricted oniy t0 NOCs with OSP.
* Oil Companies are given permission trade the_ilfhci::rg& :Jdrou;ﬁ;;);n tgtiel
- : i stination.
loadmg location _ to dischar9c ?Zny, arising out of price movement.

Companies to capture the penefit, i
ct on shipping. While on the

on the other side, each oil
uiting to their cargo size,
d unloading points. In the
charter their vessels
f Ministry of Surface

De-canafi t impa
nalizati . nort had a grea imp
ion of crude oil IMp \ shipping was lost,

One side, the economies of scale i

ﬁzmpa”y wanted to be effective in ship charte(;lir;g, asn

oroc 2er of cargoes and port facilities at both 1034 g anc

indcess' the oil companies have got free g wing 0
€pendent of Transchart, the centralized charterind

: ' arly 70% of the over 100 million
ch ht;r;ngZé: ggjoy)ilng the freedom since the last
¢ vo ' ! d,f Arjun sengupta qumlttee report on pll

ar. This freedom is part © bility and accountability

c
Or reforms and is perceived to enhang?I got the froedom to charter tankers
estimated to have saved

. (Ne oj| : .~ ce Indian ! :

dirg companies. Ever sin¢ ompany is :

Rs gt'yc rfcr)om the international. mZ:lke:\,/I the 006 on its shipping expense. It gained

3 aqditigi:|et\g§eqéju2?ofg durind the La:stsjf A i?)%pzrisonybgtweenr?s:
ison on o ndan and e and Tt

Same pza_ld by Indian Oil for fl ; 16 million for VLCCS (very :eiqcomin com £ hS)

Plying frg:gd V\?hotwA??wn?: Icr)ndia For the same kind of ves g e

est Africa .

Flagen: ,
(o 9Ship refiner Indian Oil, Whi

Nes of cryde that is importe



|
|
|

- Other two state major refiners, namely B

 better than the market average, while Transchart
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ndian Oil fixtures were 10.41%

Gulf, the saving is $0.25 million. Overall, the |
fared only 1.31% better.

pCL & HPCL also have recently been

given freedom to charter ships required for lifting crude.

‘Section 5.5: Entry of Private Players in

e ———————
Retailingd

Retailing i hain and in a protected
ailing is the last leg in the h drocarbon value chal ] p
®nvironment, as was thge case in B{ndia till recently, was considered to be the
Exclusive domain of PSU Oil Companies, namely 10CL, BPCL, HPCL and IBPL.
S.etailing has many facets which has earned a distinct feature for itself. Some
iant
gnificant features of petrol retailing are:
hich makes it a marketing job along with its

product positioning, pricing, quality

* It has customer interface, W
t retailing is the face of Oil

associated features like service, Pr¢

specification as per use etc. It is said tha

Company.

. ; the ultimate value

* ltis that ocarbon value cljam whlc_h fetc|_1es

build up.p a#lg:er;g?;’ every player in_the ﬁ"t it:f;gfrinﬁgdusp;gr 2::;

aspiration to capture that value. itis 3r9”e(.j : ?n terms of realization from

of value stream draws economic ] " iln with each other to enter

retailing. Multinational Oil Companies were VY gmarket in the world after
into Indian market, which is the fastest growing

China.
yers in Indian oil market drew its

Opan: ,
.+ Pening up the retail sector to private pla

Justi 4
ification from the following factors:
, - tment into the oil sector with a
It was felt im e to attract private inves .4 the volume as per
. perative to @ ired for handling p
\ ; ure re i
oo N infrastue S fmated that RS 1,60.000 ctores o and
would f)e CZT:dn f(.)l’ during X and X Plan per;.?a psU Oil Companies on
a .
?h°§”ir"oi5'r?a'"tﬁe°é§éieﬁ?n?;iW ¥ India from g*;‘z'ti,?”iﬁg:édﬁ%ﬂ"mbﬁniﬂérf;’
or the ,
ired for the ol uld look for payback,

mobilize the resources reau!’ |ways WO
. ent alway )
the large import bill. pPrivate g‘f,’i;tging up the retail sector to them.
throu

Which was possible only
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¢ Sgcond reason for opening up the sector to the private players was to
Inject air of competition into the sector. There was near unanimity that the
PSUs in the Oil Sector are behaving like major oligopolies. Over the years,
the PSU Oil Companies have developed huge stake holders, like
employees, political masters, business partners, who for a while forgot
that these companies were in business of making money for the nation
and serving customers. The Companies were carrying a complex set of
sogo-DOIiticaI objectives which was shadowing their commercial
objectives. Ultimately, the customer started finding itself at the receiving
end. The only possible option to bring about reform in these areas was 1o
Inject the private players into the field and let the players compete
amongst themselves and set the operating parameters right, in their own
interest of survival. It was therefore expected that competitive forces of the

market would bring the benefits to the customers.

roleum & Natural Gas brought out

G
coovemment of India, Ministry of Pet )
Mprehensive policy documents vides Resolution No. P-20012/29/97-PP dated

t
21" November 1997 and No. 20018/2/2000—PP dated 30" March 2001. These

Notificatio : |ation of the Oil Sector i
ns lai the completé deregulation Oil Sector in
d out a road map for grivate players along with issues of

e COuntry whi .
- . which included the entry of , '
Pricing. Details of the components of the road map are given below:

l. Consumer price of Motor Spirit (MS) and tHigh .Speed Digsel (HSD) ‘le be
market determined with effect from 1t April 2002. O"Si%”?j"ty t?e
Pricing of petroleum products, except for PD s,‘frqlsgggza omestic
LPG will be market determined with effect from 17 Apn .

. The o d ic LPG will be borne by the
Su sene an .y .
ed Fund of In ich will be phased out in the next 3to5

a specified flat rate basis, W , 2002, notifi
, .. LPG Subsidy Scheme, , notified
domestic od 28.1.2002)

years. (PDS Kerosene and
( \ 0029/18l2001-PP dat
provided for supplies of PDS kerosene

In Gazette vide No. P-2
e freight subsidy will be borne by
1t April 2002. (Freight
Gazette vide No. P-

I :
. Freight subsidy will continue to be

and domestic LPG to far flung are
g ffect from
the Consolidated Fund of India wit 2302. notified in

Subsid as Schemeé,
y for far flung are 8.1.2002)

20029/18/2001-PP dated 2
ccount of irrecoverable state

i a
gompensation to the Oil Cornga"g%sn s%?idated Fund of Igdia gs per
Xes m otified in Gazett
|l‘recoVSha" be metcg;pensation gcheme, 2002, 1 e

erable Taxes d 16.1.2003.

Vide No. P-20029/18/2001 dat€ 4 subsidies / und
foresaid subsiales under
Appropriate budget provision for at"2002-03'e a
fecoveries was made in the budg®
ic Ref
A Studv of its ComP? (ibility with National Economic Reforms
y 0
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crude oil of Oil and Natural Gas Corporation Ltd

The price of indigenous
st April 2002.

and Oil Indi .
nd Oil India Ltd will be market determined with effect from 1

The oi ;

Cur?] L?lg t?\?gl ac:ctouréts will be wound up with effect from 1%t April 2002. The
wilative outstan ing of the oil companies against the ool t wi
be liquidated in the following mannefr pool account wil
s to the extent of 80% of the
al amount of the settled
1%t March 2002.

sue bond
the provision
panies up to 3

a. The Government will is
amount equivalent to
outstanding of the oil com

b. The pending claims relating to the APM period, including the
updation of cost and margins for the fiscal year 2001-02, will be

finalized as expeditiously @S possible. The C&AG (Comptroller and
Auditor General of India) will be requested 0 do a special audit of
e whole of the balance amount due to the

the oil pool accounts. Th :
oil companies will bé liquidated by issuing bonds for the remaining

amount after the audit.
c. The contingent liabilities under the p
the APM period, will be settled from the
when such litigations aré finally decided.

ending litigations, pertaining to
Government budget as and

ound up with effect from 18t April 2002.

The Oil Coordination Committeé W
nalysis Cell was created

offective 1% April 2002 to

oleum Planning and A
be borne by the Oil

eum and Natural Gas,

A cell, by the name ‘Petr
penditure on this cell is to

ggd_er the Ministry of Petro!
sist the Ministry. The €X

Industry Development Board.
ic sector oil PSUs namely 10C, BPC, HPC and
ion fuels, namely, motor

IBP had the ri arketing the
Spirit, high spr;%'gsdifgge?an av?ation The Government vide
oot S Ministry of Peet Natural_Gas "o, T
23015/1/2001-Mkt dated 8% March 2002, decudgd to grant auti'!orlzatlon to
ra’Oarket transpoﬂat}on fuels to the new entrints mrcltuhdégg tgji(?;;/:;e Sector:
S pe e .4 therein e S, apa
fr0rr? ;;Eiggl:;‘deelg\:;rgg{:af'gf marketing rights to make the threshold
investment in the eligible Sctivities in the hydrocarbon sector, with a view
nd supply roducts to the remote

to e

nsure ing fie : f : "
!ocatiOns thlzvelllidpe'ﬁxesgmter alia contain pl"OVlSlOﬂS to imposé Cpnd|t|ons
IN public int 9 t has serviCinQ the remote area_s and Io‘.N service areas
erest SUCH ¥ nment from timé to time. Four new

as
may be declared by the G%’ﬁrGC and NRL have been granted

Companies, Vi
s, ViZ, RIL, sar,
Authorization to mark portatlon fuels-

During APM, only the publ

A Study of its Compatibiity Wit
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X. . .
Regulatory mechanism will be set up to oversee the functioning of the

downstream petroleum sector.

highly price sensitive. The only segment,

Wh

0neeroef’tl;1 eeform has assumed full form is the lubricants market. Lubricant market is
ks Castro?arllest to be liberalized for PSU marketing companies. Private players
Segment and Mobil were already active and dominant in that market. This
* reform h is also one amongst those few segments to attract foreign interest. If
‘ as been a thriving success in this segment, then the reason for this is to

be f -
ound in free pricing and high margin-

. Th ; :
- The retail sector in Indian Oil market is

T :
a:t% efﬁpenepce of lubricant segment has not been seen in other segments like
thoth els like Petrol and Diesel and cooking fuels like LPG gnd Kerosene,
would the reform intended that to happen: The same reason in reverse play
and ¢ Perhaps explain the failure of reform in auto and cooking fuels sector. Auto
on ooking fuels segments have not been freed from thg price control of the
emment and margins are thin to attract private and foreign interest.

(‘Qé)ec\ti@i@: Merger & Acq_uisition .
Pening up and diversification of domain)

Qil | | |
sty | ' iransformation by the followin
prOCess:;:ry in India underwent 2 structural tr g

nture route
nt venture route

y through joint Ve
rd and backward

1. Entry of overseas firms mostl
g. Entry of Private sector to @ pSU domain, through JOIf

. Attempt by some of the PSU Ol i to adopt forWa
4 tegration
- Attempt to privatize PSU firms by mean
Strategic partners

s of disinvestment or selling to

st PSU firms

5
. Merger and cross holding amond
i, Entrv of overseas firms mostly through
joint venture route
. joint venture With Mobil lqternational
.~ of Mobil brand lubricants. The

04.- to a
4-95, 10C entered M2 = o rketing

? Rs 50 crores and Rs 20 crores

0
areum nc., Us for blendind 8% G was
| pthZied and pald up capita 0 o ture partners in the ratit_) of 50:50.
Uiy oghto blending Iubrlcanrtls 'Io -t venture company was also to put up a
. Chennai and Kolkata, t e
omic Reforms

th National Econ

A Study of its Compatibility ¥
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|

. blendi

| esetir:gmg plant of 150 thousand tonnes capacity at Asaoti in Haryana at an
i ated cost of Rs 47 crores, using state of art technology.

ment with Shell Overseas Investment BV,

N .
etherlands in 1996-97 and Bharat Shell Limited (BSL) was formed for marketing
art blending plant was set up at

S

| 2;30'! branded lubricants in India. A state-of-

par Jla near Mumbai at a cost of Rs 80 crores. BSL also entered into the field of
allel marketing of bulk LPG to :ndustrial customers and launched ‘Shell Gas’

f .
Or domestic customers.

| B .
- SPCL entered into a joint venture agree

Other such joint ventures approved by the Government during 1995-96 were:

BP Caltex Venture

: Balmer Lawrie, 10C and Nyco Joint Venture
Balmer Lawrie Fuchs Joint Venturé
?;me of the above joint ventures were also intended to take up other activities
® development of infrastructure for imPO of LPG and other pefroleum
Products.
another joint venture proposal

also cleared . :
g of bitumen emulsions.

Duri
fing 1995-96, Government facturin

e
tween HPC and COLAS of France for manu
eign investment and to

In
pursy , v to promote for
Ursuance to the Governments policy t0 P fication of the activities

avaj| : i d diversi
of the foreign technology for up‘gfadat'on an Oil Tanking GmbH of

O the ¢ : L n 10C, IBP and
orporation, a joint Ve";‘;rew?;tvézﬁity participation in the ratio of 25:25:50

Srmany wa '
s fo 6- j i i
o Setting up oif l;rel:lr?ndir:rajlli1nsz;9facilities tor handling of petroleum products including
Port / export, receipt, storage. dispatch etC-
in terms of actual business. But
ited fructification brought
€ of them di i iess and even that limite
o? tta rem::kggjlegfrt\a:ztoe ?: ?I!le indian oil market. Most lmpoﬂfh"tn(;?lz‘sigginfe
m these foreign joint ver?ture companies is that they Ciquneer walwe IndiaFr: mar(:(zi
aarketing strategies, manpower: technolodys wai " togendl gthe Indian partner
(pnew vibration, dynamism and competitive spirt Secolturyé in terms of trainin
3 SU o) Combpa Y tinto @ different management cut lture (Sanskritisatiog
4 degigion o nies) got In 2 rtilization © ment o
on making. A cross ferti A threat of competition came to the

S . i .
CongeOlogical  parlance) 100K place. some downstream business
" ’ : ket. For _

aboration in the air. The fact that so

s
Pa n(::’:ilpless of all players in Ut o
' iti ’ : ,
fro y approevr;swzl:r :Z\:;r?t%%og;?he Government, it gave 2 signal of opening up
m m=
the shackles of license permit ra)-

Al ¢ .
somhese joint ventures did not really take off

ty with National Economic Reforms

A Study of its Compatibili
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~ Was i i i
Previously denied. However, In OF

 Stillinger on, The MNCs often take financial risks b
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ompanies operating across the globe,
oth threats and opportunities
it offered market access that

res to navigate the barriers that might

e
mbark on strategic alliances or joint ventu
y entering a regulated market

a . -
tlow cost hoping to benefit from future deregulation.

Entry of Private sector to PSU domain,

through joint venture

:rivate capital was eyeing on domestic d marketing of Oil Industry as

Means of investment with assured return. For Government, Joint Venture

m(;mpany was a means of inviting capital and technology without fors?)kmght.hz
Nagemen isi aking right. This was one means by WhiC

t control and decision M g rng ttive by enhancing operational

effici Oil companies were meant to rem

refining an

ain compeé

Van .t igint venture company i

ngalore Refine trochemical Ltd (MRPL), first joint v . pany in

'r:d!a, was formedryi: '}dg?e erinﬂy by Hindustan Petroletum (?rt])rpcr);:go(r/k Iécd |§n|d
! ) i jate compa V. Birla

Groig)sayon and Industries Ltd (IRIL) and its assoc p

ade a mention of MRPL as a joint

t Minist Natural Gas m :
venture reﬁn;yryofinPﬁ;rﬂﬁtrl‘Ta?%depon of 1985-86. The relevant paragraph reads:

i t refineries at
Overnment | : o sibility of setting uP {wo grass roo
arnal ang M;ige;(rolzl?r?t:]heejgint sector”- Further, the Annual Report of 1986-87

reads « . : roject report should be prepared
for 38' It has also been decided tha' atd:/::gzglgrej, jointly Hindustan Petroleum

TP H a ”
A petrochemical refinery & 70 aiion”

Co .
"Boration Ltg and M/S Indian Rayon
T .
Mhla.r?:rzject was commissioned in Marcho.L%?%fwh:g:L, enhancing the capacity
to 960 IV\T‘;\l;ll_:')_sequently, the e?p?cl‘)lrslg)n iPI‘ Jpril 2001. With tl?e agprovgl (I\)/T R’tlge
?Qvernme PA, was commisS'% " qtire stake of Aditya Birla d{‘oupllnR L
o Rs 5g nt, ONGC had fch"’e so infused additional Rs 600
;:.(’fes on 'ggthcﬁre r?nzgtr)sl\g:rgzrt of the approvef d;gtLre'?::::tul\rfllrI;gPElir;c\z/avr:'tnz
|S’ O aI'C N e uity o . ’ .
Go\,ern’:'l?c had acquired 51% stal:; "i1n %f gection 617 of the thmpfa?';es éAct,
1958 o ent Company within the mG After successful execu |o|l\1/‘ |§PL e debt
Fest ct"q also a subsic!iary of 'on.Of the debt .into equity In NV and its
S Uring plan including conVeI'S|G s holding N MRPL has increased to

. .
71 goduent transfer to ONGC. 12,54 million tones of crude during 2006-

Y% in July 2003. MRPL processe

n actual capacity of 3.69
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crores with a net profit of Rs 525

~ 07 and achieved a turnover of Rs 32,377
Ratna’ (Category 1) company status

grores. MRPL has been conferred the ‘Mini
Yy Government of India.

ﬁi‘:r‘]’efnment approved a proposal from BPCL to form a joint venture company
i M/S Gujarat Gas Company L td to develop Port and Inland Terminals along
i associated infrastructure facilities for the purpose of receipt, storage and

Spatch of LPG and other petroleum products and leasing these facilities on

CO «
Mmercially negotiated terms.

SAIL (India) Limited is no longer just a gas transmission and marketing
Company. In the last few years, the company has fast transformed itself to an
' The company has recently

Integrateq ; pul
i as m n global markets.
; ajor operat?d v es to transport gas from the latter's

Slgned an u . . :
’ mbrella pact with Relianceé Industr
fshna God i i iearent markets in the country. RIL and GAIL
avarl basin fields to diffe? il and gas exploration blocks, to

Will also ioi > i
join hands for submitting joint bids for Ol : ! .
© auction d of the New Exploration and Licensing

. ed under the sevenin 10 milar MOU with Oil and Natural Gas Corp

Olicy (N i i
(NELP-VII). GAIL has signed 2 S! IONGC in the Mahanadi basin, off

(ONGC .
. R b
NGC) for joint harnessing of gas::I :1?;2:) as);. INGY U between GAIL and RIL
he coal seams (coal bed

ISsa coast, and in off A
150 envien , and KG ba}sm, off An IL below t
s found by R . > 8
mgghane) ir£1J el\?lat:jahnyzp(,):r:gfetshhet%acustomers. GAIL's by;:mess po.trt;otlcl)oc;cr;!l/u?gg
500 km : nk pipeline wit a capaci |
MMSCMDO];??_E{m (IBas h,g];rg;ssure iy pF;md seven LPG Gas Processing
Nits producing 1U58M%:11§P A of LPG and other liquid hydrocarbons. It has north

India’ .| complex at Pata with a capacity
S only gas based integrated Petrochemngle hasp < uccessfully implem ented

OF produc;

P10ducin f Polymers.

S IO L M A e
Pal, and Pune, for supplying P! ed Naty G) to the transport sector.

p
om \ s (C
mercial users, and Compressed Natural Gz ny GAIL Global (Singapore) Pte

Ga| -
'Talso has a wholly-owned subsidiary C?&F;]er expand its core business of

N Sin aims to ¢ th .
at gapore. The company = wre larger share of the growing
Ural Gas Transmission & Marketing: to C:?n to secure gas supplies for the

. ove U : - icals and cit
Core transn%sz?oT\p:l?;ng:: sAtc(JDdiT;OT'a"Y' investmentﬁ‘i»r:g [a)grtdrc:n%rr]:?se sources o%
N S distribytio . planned to € ance margi= vesting in international
oevenue Furt?m e ttr)lemg F:rlapany is exploring and i presence
. er, the co caing i .
DDOrtUnltieS with a Strategic rationale of galnlng n

. nomic Reforms
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- PSU Oil firms to adopt

" Vertical i .
| ex;;ze:. Integration along the hydrocarbo
ion, is the chosen growth paradigm

- Qv
“Ver the past fifteen years, the drive

Forward and backward integration

n value chain, coupled with horizontal
for all global oil and gas majors.

il companies (MNCs) to
stive cost cutting to the

d. Growth is now on the agenda again for
ew ways of adding values.

Im
exf;,‘?,;’ ?hShort term profitability has
Most MN?:t growth has been curtaile !
s and they have all started t0 examine N
hat focused companies should outperform
transaction costs or threats of ex-post
it also argués that justification for vertical
such as oil industry.

Industri

S N

Unfoctunal economic theory suggests t
sed ones unless there aré

Opportuni : .
intzg:ta%n'sm.to justify the vertical chain. (
ion diminishes in more mature industries:
In the :
- sense of definiti ical i tion defines either backward or forward
I . efinition, vertical integrati . :
:tegratlon into adjacent activities in the value system- Bapk\n{ard integration
€S to development into activities that are concerned with inputs into the
duction of oil and gas are

C()mp .
—~lPanies’ ¢ - oil business, pro
urrent business. In the 's buSINESS: The acquisition of oil and
d as a related

Mportant in

puts into a refining company i
diE:,s Producing assets by a rgefiner ould thereforé be qefme y h
®rsification through backward integration- Forward integration refers to
Velopment into agctivities that are concerned V\{lth ?.Companyis.. foutput,
i terefore a refining company would be said to be diversifying .thl’O.Ltlg ogward
eegrati"n if it werg to acF:)QUire a marketing company for dur?posthg ;gigrc;tggt_s.
all o) integration " at full operation ntegration where it paricpe o2 -

p can aim 2 | integration where it only builds

.artS (o) . i ra .
Positio f the value chain or parﬂ:('j g)t?y’s total value chain.

NS in selected stages of the |
or of advantages to vertical

. b
n cite 2 num cture. These advantages

e
isting Stru ; .
exe a?ke g, access to information, cost

Sayj g e control of supplies; the control of 21 2 acies an % technology and
regq, o> SPread of risk, puilding o" core ight be justified in order to ensure a
product to market outlets,

rCe . R

Segyr” Utilization. The control of suPP :
rity 1T efineries or .

Whig of continuous supply ©f crude 10 tion. The drive by MNCs to
" P efficient OPS% 46 to a need 10 gain

'g';cre 3'2 ttLrl,rn will lead to @ mor g d  gain
Varg eir marketing outlets lead to @ steadier and more efiicien
Plan Nteed distribution, which N turn could 1€

In the alob
Oper.. dlobal market, MNCS ofte

- orat . "
Nely, éﬂ?\m integration to just!

i access to information

w0 to gain
s ability gboth internal and external

any’

Srij
cal i )
Serog Integration increases @ ~ .
he fy . king it easie
ull value chain maki

03 'Y [ N
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. Opportuniti
' ities. A fully integrated chain might

l

also give rise to greater opportunities

for cost
saving and m
ay enable a company to optimize capacity in all areas of it
S

Operation.

Since o
| oil an :
d gas industry globally historically

~ appropri
a ‘
te business model. However, the im

- With the
most efficient use of resource

has been driven t

ow
as been argged that this is the ri:)dsst
pgrfectlons of the market, a degree
ding the production of crude have

Operati
onal vertical integration, it h

of mon
. opo
hlstoricairl)y Il)é: ?g 'e(?al arrangements surroun
a degree of proﬂtability that might not necessarily have equated

years th ) :

» the erosi . s in the value chain. Over the

ly develope dl?)l;; gf éhe value imperfections in the global market asp: s;teggﬁer}
nd product market, increasing regulation and the erosion gf

upStl'ea
m margi
rgins have all put pressure on profitability.

Deve|
Opment

of a mature crude oil market by the late 1990s reduced the need
of the energy chain. As a result, there has

ain for companies to strive to be balanced.
meant that the benefits

n

O pressure in the oil ch
markets has

ded. Internal transfer prices based

NCreasing fio i
; eing %ehrct]}ndlty in the crude and product
W?tor-l mal‘ketlca-"y integrated have been ero
Dro?n each p::tlc;efs have shifted the indpstry towards a greater focus on costs
ena'tab"ity by oo the value chain, as it is N0 longer possible to artificially boost
- bled compa ontrolling the price. The growth of the futures market has also
sh flows. panies to hedge against extremely volatile prices in order to protect
d to be closely
sa correlation between vertical
be the caseé, then we would
integrated very large
large dispersion in the

Z\éithin
assocj i
Integ(r:ilae:i[ed and a common belie g
zXDeCt (t)g' Size and performance-
sompaﬂies fl'“d an industry popY
Ments i n fact what we find is an in
which the companies operate.

the oil
oil industry in the world, integration
f exists that theré i

this weré to

lated only bY fully
dustry showing a

pSU oil compan ian Oil Corporation, is
+h dominance in downstream in

| .amOr .
iR?'a 0 apr\}°s'."9 from a public sector company with
° ertically integrated, transnational energy behemoth through venturing
E&P), petrochemicals and gas. 10C is
ly scouting for

Sty explorati
N ation and production _
entures d sumultaneous
petroleum products in foreign

n Othenj ;
me;" oppo:—?g Its existing marketing v
"kets. unities in marketing and export of

|n l
Ndig
et~ the largest downstream

|

C .
By S o .
n?"' o‘ﬁndergmng vertical integration through E& initiatives to have its own
sta’k a' S0 as to safeguard its busi interest @ ainst the highly volatile oil
Skehoy Nd to achieve greater stability Of revenues and profits thereby protecting
ders interest- g
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Secong r‘(’)O“SOrtlum with ONGC was awarded two exploration blocks. In the
/0IL | GA:JI?d of NELP, IOC was awarded eight blocks in consortium with ONGC
/ GSPCL. In the third round of NELP, |OC was awarded one onshore

block
.Under CBM-I, I0C has been awarded two blocks.
Ioc .
|00kail:r:,% r\,Mth ONGC Videsh and Oil India was awarded Farshi Exploration
I0C ,
1S working for two maijor projects. namely production of 120 TMTPA LAB at
ified terephthalic acid)

a L;ﬁ: Refinery and integrated PX/ PTA (paraxylene / purl
pat rofnery it sapacities of 553 TMTPA of PTA and 362 TMT PA of

viability for setting up @ naphtha cracker
rs. Feasibility is also being examined for
t and Koyali refineries and setting up a

lo¢
Com;l)}zi Zfamingd the techno-economic
"evampin CI’:"Q with downstream polyme
Polyprg g FCC units of Mathura, Panipa

Pylene unit.

A Conson' . . . . .
e lum of Indi i ~(oc) and Oil India Ltd (OlL) is bidding for
in \t'ﬁéop_ed oil blocksd li?;nNi(;grigoi;ppa(rtner)ship with Edo State, on® of the 36 states
efin Oil-rich country. The bid is part of |0C’s effort to ensure a supply for its
expl ne§ and become an integrated player, one th.at does everything from
Oration and production of oil, t0 refining it and retailing fuel. The plébllc-sector
arre?sre looking at blocks that should beé rea?y toe briﬁgl;lc?oa?:gll;nofh&i ll?kiz
ber day and have a prover reserve Of 1 and production sector

eXpe .
will h(;’atﬁ)dggt being present in the O antc'jrtga.sne;ploraﬂqn s. Countries in Africa
an cushion i inst volatility I ) ,
afedathe Commonv:/c:;l;ﬁec?; ?r?c?épendent States have become 'Oc.ge"fgn{f;;s
S. This is because oil-rich West Asian countries only offer servl S
4 by 10C-

an
no
tproduction-sharing ones preferré
Bharat Petroleum

To

take .

o lorward its interest in prOSpeCtmg fubsidiary Bharat Petro Resources
y R was incorporated in

Bp as recentl pstre
: y formed an U .
b _BPR has committed to

Octo Ith an . . f RS 1
ber authorized capital © 1,07 of BPCL
Sp 20 subsi Ial’r)"d v abroa d.

eng 206 as a wholly own® \
Bp Rs 600 crores in four blocks in India 8 o
CL joi Oil and ompan

Noe 95 @ consortium led by Australiad up 25% participatin)g/

mterezst, for a °°nsi(c)1 el:Jar’Ron of about RS 55 crorelf»l
in two blocks in Southern 98 sin of the |
ustralian northwest shelf in the
(30.8%), Norwest

Bp

CL
T als in the

Mor o0 Fecently took up @ 20% stakeé | by Coogee

i i erate ORI A
{)20‘:‘]1% eaB.o E lf now part of a cznsortlU:i‘ gﬁ (18.4%)- prilling is likely to begin in
» Bounty Oil (12.8%) an
the ) °Cks)?n 2“0%172 8%)

or oil and 92as,

rm Encoreé
f to pick up
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esulted in BPCL having participating

- €Torts put in over the years have r
tuated within India and the others are

0Cateclt ilrrll tLt ?\IJOCRS. Of this, 9 blocks are si
orth Sea in UK, Oman, Australia and Timor.

Iv, .
Privatize PSU firms by disinvestment

or selling to strategic partners
in the liberalized

As 4

Ste .

®p towards privatization of the psU Oil Companies :
su Oil companies was

econo

mi .

broadengd egv'rF’”ment, the equity base .

\ mpanies Y increasing the authorized ¢a ital. During 1995-96, PSU Oil

e Comes, made bonus and right ssues to the existing shareholders. Most of

ga”iCipat%?]m.es also issued shares to their employees- Wf'th g:? |nccrieaf;lng

Nane In the : e py members of public and © er
Cial share of Oil Companies ies is intended to be made

instity it
LN stitutions, the management of the compan
Wi et indicators-

Xibl

th € and responsive to the mark
the e .
rzzupubli%ractlr?: ! gcrease in authorized sha °

Ced, o overnment holding Of S ares in

ifrom the 0”- Companies were expec?ed to raisé additional ne€c Ay o apital
Sr;vestmen?rlmaw capital market to meet the requireme of funds for ¢2P
%k exe for growth. Share of PSU Oil Companies
Ih 24 anges in 1995-96.

2+ 0 . esting 33.6%
Ofjts 101, : +v in 1BP DY divesting 33.67

S holg EIIEJ1 l"zﬁqﬁﬁ%i’o};al competitive bidding-

u

Rqui
holdin i:TD‘l)tal of 14 PSU Oil companies 8% end March 2005 an
resented in Table 5.7 beloW:

re capital and fresh issué of equity to
in Oil Companies gradually

Government decided to ret

in
9 to a strategic investor thro
d their government

omic Reforms

. t’onal Econ
A Study of its CompatiDility with Na%
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Table 5 7. )
Table 5.7: Equity capital of Public Sector Undertaking under
the Ministry of Petroleum & Natural Gas
as on 31°% March 2005
S Vo Tes | | (Rs Crores)
Ompany Authorized | Paid up % Gowt.
S Capital Equity Holding as on
i Capital 31.03.2005
5~ Indian Oil Corporation 2500 1168.01 82.03
Bharat Petroleum 300 300 66.20
3\3\_‘-"90ration
industan Petroleum 350 339 51.01
4\8\?@%%” 593 | 74.15
il & Natural Gas 15000 1425. .
5 Corporation IR E—
6 ~———{Qil India Ltd 250 214 98.13
Q GALL (India) Ltd 1000 845.65 37.35
8 | Kochi Refineries Ltd 150 _1?'-—7-—8-;— o
S Eongaigaon Refineries & | 200 199.8
9\ Eetr_OChemicals Ltd =76 90.39
15~—~—-Engineers India Ltd 002 5
S| ghe”nai Petroleum 400 14
T jerporation Ltd I e v
12\ IBP Co. Ltd _____,,,,__1_(_)9,,-—’__22;,..,—-— 5
13\ Biecco Lawrie Ltd 50 42 55 51,80
‘4\ Balmer Lawrie Ltd 30 ;2‘5 53 0
15\ Numaligarh Refinery Ltd__| 1097 > 5
Ny MRPL ,22@/1&);'6"
S OVL + Nile Ganga BY (500 — 2
QUree. - -
ﬁ' Indian Petroleum & Natural Ga3 statistics, 2004 05
ISi .
wag “Stment in il indusry assumed 2 19" politcal tones 4u® which there
il Indus
i Much of progress on this account.
¢ Sihvg , dblock in |ater part of ‘2003,. when
Dhe SupsrtMent of PSU Oil Companiés hit a roa me proceedmg with the
Niyag " € . ' i id not be
qoxatnzation;e Court restrained the Q”Io?hat disinves ent in tr}ﬁ:rgscguRaj:ndra
Babe Withoutof HPCL & BPCL, holding comprising Jus'nin the Central
U ang prior Parliament approva: these petitions .restr_al g o BPCL
Soyg,ond G, Mathur said, 'We Al > resulting in ,
Sayy ment fro o it disinves ,—opriately amending th'e
st‘itu "9 to be m proceeding mpanies without gpby the Centre for Public
g S o Government C° pan ons were fleC b Gourt was not against
regy  ONCerned suitably.” The ?ret;:s Association: The L0
offic

tigation and Oil Sector

A Study of its Compatibility

with National
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the pol
Cy of disi
ese two of| ma:jfglrzstment. The question before it was whether disinvestment in
could be made without parliamentary approval as they were

Spec
1974 ang tlile gﬁfr'rf:chstatutes - ESSO (Acquisition of Undertaking in India) Act
ah Shell (Acquisition of Undertaking in India) Act, 1976. The

ourt pointeq .
Lorelgn compagilgsth?t in the preamble of the two Acts acquiring the assets of the
Wnership and cor it was stated that the acquisition was done to ensure that the
the sajq COmOntr_o| of petroleum products, distributed and marketed in India
panies, were vested in the state and thereby sO distributed as

-+ 10 subs
Which erve the common good. ‘Here what is required to be seen is not
ether the undertaking can change

asse
ts can be transferred or not, but wh
to an ordinary company without

aract
er from the Government Company
ute of acquisition.’

Ament
ary clearance in the light of the stat

v,
ross holding amongst

Merger and c
) PSU firms

SOme
gi‘" COnF:)?:iS of the world oil business,
yezeable. In tﬁs of scale and to bené
caars as sh e refining and marketing business experienc
mn ly be own that the chances of achieving 2 decent retu
buar. et. Hen achieved by operating across the boundaries O
0 Sinegg ce the drive to horizontal integration of the refining an
S, mé'wh'ch is aimed at increasing market share and lowering
nly at regional level.
a refining and marketing

al basis of ketin
efficient scale of operation In
ime spread overhead

sales needed to realize the
I curve of experience is
e over the past twenty
m to shareholders
f a single country
d marketing

the volume of
fit from the fu

distribution

Mo -
tim

0

Dr“): 2 OOﬁoretant'y’ the dominance on @ region
Co Yuction g.abl_es companies 10 achieve an
S Oveyr istribution and marketing, and a
DUrin greater volume of unit sales:

e 200-01 . oqration of stand alone

Sfiae .~ s G - ided on the integrat :

0001, Soennt o o ST i T G
Cor :igag:]d ;:fmade subsidiaries Of Bharat ratlonai Pe(troleur)r;
(Ign, rati Inery and PetrochemicaS : 2 Oil Cor| oration Ltd

CLy - Jon Lty Jjiaries of Indian = P
o . CP e subsidi@ '
|gallen his arr;(m g L) woul_:j bte C(r),m n the stan e refineries t0 (fjace the
QL &Qes of der eg Tet'pt will (.;; re r?anc upply Of petroleum pro ucts to
gulation and &4 (th Easterm regions-

L in the Southern and

.

ny with net sales

n(ji

q

QfR” Oil ¢ . oil comp

bee 'S or, : : 15 flagshiP olf +* .

i;?ﬁ“er1' '224??;8“0"1 (10C) is the co%n;r);t t ransformlng_'tself fromt being ?_n ou:

btegr ang ma rores. The company 18 = s 3 major: Jiversified, transnation?

S o e © 10 e

ey Year 20¥ Company.and o dating in . - hydrocarbo
ng 1-12. While consoli%® Zoic initiatives across the hydr n

 10C is pursuing a string ©
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hemicals and backwards into

value ;
cha :
in for forward integration into petroc
on into natural gas business,

explorati

beSideztlg?obi I‘pl’o‘duction of oil and diversificati

account for 47|;at|0n of downstream operations. Indian Oil and its subsidiaries

Companjeg 430 0lDetrolt?um products market share among the public sector oil

Pipeling cé a .'5/° national refining capacity and 74% petroleum products

Master planp city. In petrochemicals, Indian Oil is currently implementing a
lan envisaging Rs 30,000 crore vestments by the year 2011 -12. As

part of
lntegratz]cljsi:a world scale Linear Alkyl Benz
OPeration wﬁfaxylene /Purified Terephthalic Acid plant at Panipat are already in
&t Panipay | ile a Naphtha Cracker with downstream polymer units is coming up
- In exploration & production (E&P), Indian Oil has bagged nine blocks
Exploration Licensing Policy) in

n the fi
Indiq, ; st three rounds of bids under NELP (New
ies. Overseas ventures include two gas

in ,
locks incg.nso"t'Um with other compan
farm.in arr ite Basin of Libya, the Farsi Exploration Block in Iran and onshore
to acquir angements in Gabon. The Corporation is also exploring opportunities
UpStreame a suitable medium-sized E&P company to quickly consolidate its

ationg) Ipoftfolio. I0C has also proposed partnering Petropars; a subsidiary of
fields of ranian Qil Company, in jointly developing 98s blocks in the North Pars
Subsigig ran. To emerge as a transnational energy major, Indian Oil has set up
Nes in Sri Lanka, Mauritius and UAE and is scouting new opportunities in

ene
Y markets in Asia and Africa.
jcy in Oil Sector

attract foreign

3.7

. Foreign Investment Pol

invac, MeNt of Indi . g~ant policy initiatives 10
ia announced sngnlflcanu rF;l > ted below.

Ostm
ent
In downstream oil sector as e

[}
licensed- oint sector (public private

Refinine :
* n?/felgltrrfe':tdl{stry has been de-lic ¢
Partnerap iy - refining sector 1S ot new for o refineries. FD
i s et 31 e 0 ST 214
n’ljdertaking ar?d bal an::e 4%% to be held by the public- 1N
. Or'an company, FDI is permitté up to (10 rb
throS Stroleum products and pipeliné sectol
* FD| gh automatic route-
_ GoP t0 100% is permit |
ark Nment approval. , ATF) can pe permitted to a
eting of transportation fuel (Viz: MS, ¢ at le@ Rs 2,000 crore In
ePany investing or proposing invest 2 L nd gas sector In India.
* rloration, fi o pi line or inals IN . infrastructure related to
Mg pemlmién'ﬂ'g’tg '5)3(;% on @ | ro;t: "
B Arketing and maf.)keﬁng 0 petroleum Pfog'fl market study and formul
up to 100% is permitted for purP

ang ¢, :
for Investment / financingd
pomic Reforms

ith National Eco

ation
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e F i
or actual trading and marketing, minimum 26% Indian equity is required

over 5 year

As

engggrec}attiaSt development taken place in April 2007, foreign oil companies

remmmendn tradlng . and marketing of petroleum products have been
romotion Bed (by Ministry of Petroleum and Natural Gas to Foreign Investment

Public with oard) to be exempted from divesting 26% equity stake in favor of

ithin five years of operation.

On 94st

mvé} 45';‘"6 2007, Union Cabinet decided to allow Mittal Energy Investment to

at Bhati d/° of equity amounting to RS 3,506 crores in HPCL's green field refinery

tonne rer;' a. While Mittal group and HPCL will hold an equal stake in the 9 million

nsty Ty balance 2% equity stake ‘would be picked up by domestic financia

fefine ns. State Bank of India has assessed RS 8,919 crores as cost of the

Specig' which is expected to be commission ptember ?010. This is a

Public approval as existing regulation restrict foreign shareholding at 26% in a

Sector refinery.

since 1993. In the
the sector has opened

the process, the rules of game
movers of competition. It has,

To g ,

DrOcelg:nt]ﬁr'ze, Oil sector reform ha
U to priy e dominant change that has
X centate investment and to external world. In

it ® on pricing and marketing. two P> been a roller coaster
lide Ver, not been a smooth ride on @ P ” | price shocks It is
Sig“'il‘"ll(r:lz;erspersec’ with political brakes and international ©! Prl%il Industr.y. Oil
Ingye 2Nt that the reform process Nas nOd beet Iralong

"V has kept the nation’s attention fixe
s has been SO deep

orm proces

Qil |
Ndy : X
otg oY in India has miles to go- The r: torrtl;epirreversible- During last 13

Yearg 1d wide t : to
S o spread that now ! _ verse ideology have come
Poy, Fthe reform history, politica parties chom lletely derailed. The reform IS

r, -
e )1 he reform process N85 not > us to Industry a"d.r:tbﬂfr?cgizspﬁz
ess. ;

Bffe ned by th i .« endogeno
ot et fom s S L
i i il sé , n
S & o S, 8 St e i ot
o th "ive of th ased, T o o ic reform- e impact 0t vI. How far reform in
Qj se Macro @ spirit of econorf;ll e exami in Chap %0 el will be examined in
Ch Ctor g | economy fronts WI = " orm at nationa! le¥® & drawn in Chapter
3 S in line with the economi© reefo m to continué will be dra

e
\llll rV" and the road map for the

A Study of its Compatib




0il Sector Reforms in Downstream Segment

Recap:

181

Chapter V

Oil Sector (Downstream) Reforms: Miles

tones

A Study of its Compatibility

‘y: :rth ¢ Policy level Linkage/ Type of deregulation / Impact
Developments in
Aprii Deregulation
1992 Lube import was de- e EXIM Policy
Fabr canalized
1993 ary | Private parties were e Dual pricing
allowed to import and o Entry of private players
market Kerosen, LPG o Parallel marketing of requlated
& LHSH at market products
determined price . inked to availability of products for
industries
o LSHS availability of power sector
W with sulfur restriction
1 ;;ch Customs duty on LOBS . Encouraged fn'digenous lube
£ and finished lubricants blending ny pr vare.players
. were reduced W
199 ember | Lubricant pricing was o Price Com‘pemfron
2 P psU Ol |+ LevelPAYTY field
companies W
1992.93 Private Refinery ° Augmenrarion in refining capacities
proposals were o Capital investment in Oil Sector
WQF 2 Un:;);;fa jan s Intellectual and analytical work on
F994 Committee was sét up WW-_
ebruary [ Sund. . o The seed of policy formulation
1995 C ol o pmitted towards deregulation was sown
re%rg? fiiee UL followed by public debate on the
subject
1996 Strategic Planning gundararajan Committee
Graup on Restructuring recommendaﬁon was attempted to
(R-Group) was M
W Lo bitie0 = . Major policy announcement in
1997 or | Government notified deregulaﬁon of pricing during the
the phased transition from November 1997 till
deregulation prograim April 1998 and April 2002 began,
W ——n pricing: marketing, quantitative and
199, ’t"ber Administrative regulgffoﬂs - nd export of petroleurm products
Apri ° tariff restrictions 01 import d and dismantled in a phased manner
”\ including crudé oil were runé
[Lconomic Reforms

with National



(2002
];q(—i—?l’——_ on a predetermined basis
159"8 Refining sector was « Retention pricing concept for the
taken out of APM refinery output and cost plus
formula on refinery input (crude oil)
was withdrawn.
o Crude oil import was made free for
Apri rivate and joint sector refineries.
1 ggg Refinery Gate prices of - Move towards freeing refineries
controlled products, from the controlled price (APM)
viz, MS, HSD, SKO, regime -
LPG and ATF were o Facilitated marketing of products by
fixed on the principle of private refineries at import parity
import parity. Other price
products of the
refineries like Naphtha,
FO, LSHS, Wax,
Bitumen, etc. were sold
by them at market
- driven prices. /
‘;‘Pn! Prron po 7 Paraffin wax, o Competmve marké‘lf :
=5 Bitumen, Naphtha, FO o Low input cost for industries
Jine ™ Fafning o e s vestmant in efineres was |
98 ; encouraged
abolished . Existing refineries undertook
capacity expansion without
W
W c ———as . Private and joint sector refineries
15 d;ffae nca);i';;ng ?or grf vate were kept outside APM
and joint sector /’//—
W relineies . FO avaﬂabiﬁty fmproved
199 | -umace OFmport 4" W
July de-canalized — Refineries With surplus Naphtha
199 Naphtha export was undertook export directly,
de-canalized sometimes led to better value
palization
M E;round was prepared for the PSU
200.,h PSU Oil companies . Oil Companies to f-ace deregulation
were restructuré standalone refineries lfvere merged
jth inregrated marketing
mpanies i 49
céoovg rnment shareholding in’
®  gtandalone refineries were divested
e | , |BPwas sold out |
I
mic Reforms
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2001
April
2002

April
2002

Pril
2002

pril
2002
pril

he
2004
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April

ATF price was
decontrolled

Non tariff barriers and
quantitative restrictions
on import and export of
all petroleum products
were withdrawn by
EXIM notifications from
time to time

Apri——

W—d
et

-

APM was withdrawn

Pool accounts closed

Pricing of indigenous
crude became market
determined

OCC dismantled

9 private companies
were permitted f0
market transportation
fuels

The excise duties 0N
petrol were scaled
down from 30% 1O
26%, on diesel from
14% to 11% and on

further reduction in
excise duties on
refined products was
iven effect to
customs and excisé
duty on PDS kerosene
and LPG for domestic
use were reduced 10
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LPG from 16% to 8%
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e Competitive market

[ iberalization on external sector
Eree import and export encouraged
Encouraged price competition
Improved product availability

pSU Oil Companies were allowed

to fix up the selling price of all

products, except LPG (domestic),

Kerosene (PDS)
Subsidies for LPG (33.3%) and
Kerosene (1 7.5%) were charged to
Gonsolfdated Fund of India

e PSU Refineries had to bear the
market price for their input

tics planning was left to PSU

e LoOgis

| oilCompanes |
i1 the market place

. Competition |
Better service srandardg
_gradation in marketing

e Up
W

o Tariff adjustment t neutralize the
impact of increased crude oil price

part of the process not to pass on
the impact of increased crude oil

rice 10 customer
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