ANNEXURE IV

No. P-20028/3/77-PPD(Vol, 1)

GOVERNMENT OF INDIA
(Bharat Sarkar) )
MINI‘?I'RY OF PETROLEUM
' ‘ (I’Llrnlt.um Mnntmh)n)
New Delli, Daf(‘rl the 16th [)ucc'.rm'u;r, 1977
RESOLUTION

The Government of India sct up an Qil Prices Committee
(hercinafter referred to as the OPC), under the Chairmanship
of Dr. K. S. Krishnaswamy, Deputy Governor, Rescrve Bank of
india. e recommend general principles of pricing policy of
petrolcum  products and on other connzcted matters, in its
Resolution dated the 16th March: 1974, The OPC submitted
its Interim Report in Januvary £973 and the decisions of the
Goevernment were coniained in the Government Resolution dated
the I4th July, 1975, The OPC submitted its final report in
November 1976, This has been considered and the decision of
the Government on the mazjor recomncndations, insolar as they
mahly (he. cirlier decisions or cover new gmund are gwcn

below,— ,

2. The principle of “import parity” has been discontinucd
as a basis for the pricing of md!gcnnus crude oil and refined
petrofeum products.

3.1 A price of Rs. 41. 44/bbl of indigenous (onshore) crudc
oil of 34" API subject to gravity escalation, and inclusive of the
increzsed royalty and Eie oil development cess, has been approved,
tzking into account the data on the cost of production updated

m
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by the OPC. A price of Rs. 58.84/bbl. of indigenous (oflshore)
crude oil (Bombay High) has been approved, inclusive df the
increased royalty on indigenous crude and the oil devclopment -
cess.  In approving these prices, Governnznt has kepl in view
the facts that a sizeable portion of our requircments of crude oil
and deficit products, the prices of witich are rising. are still
imported and the nced to maintain the priceline to the maximum

catent,

1.2 It has also been decided that fluctuations in the rate ot
dodlar/rupee exchange would not affect’ the prices, although
vravity escalations would be allowed, ‘

4. A system of retention prices for caclr product and for cach
refinery has been introduced with effect from 16th December,
1977 on the basis of the latest cost data available, including a
revised pool price of crude oil and norms and paramcters worked
out by the OPC. In calculating the retention prices a rcturn of
15 per cent {gross} on the tolal eaphtal employed (Income-tax
depreciated net fixed assels pius w0_rking‘cnpital) has been

atlowed.

5.1 Tor the oil markeling companics, the Intcrim Report had
cmployed the traditional method of the weighted average of the
‘marketing and Jistribution costs of the major units to delermine
the markeling and distribution margins for the’ industry as
sulficient data was not avaitable at that timee. In the final report,
the OPC has recommended that the coneept of reiention margins
seing followed for refinery companics should be cxtended to the
«arketing operations as well. This recommendation has been
hceepted.  The retention markeling margins for cach product for
the individual oil companies have been worked out aftcr taking
into account their latest cost and other operating data. The
weishted average has been included in the price build-up so that
prices ‘to consumers would be uniform whether scld by one
company to another, and the difference between the retention
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margins due to cach individual oil company and those included
in the price of a pctrofeum product would be adjusted through
the poul sccounts. : :

5.2 For the onderly growih of the oil coumpanics in the public
sectur and for the Tull wtilisution of the Tacilitics with cach of the
oil companices, the marketing share of cach company would be
determined by the Government and a system introduced to
‘gevern sales volume and recovery of marketing margins.

3.3 The determination of relention prices of margins docs
not mecan that all costs woeuld be recognised and reimbursed,
There would be # built-in mechanism  whereby inclliciencies
would be penalised and efficiencies rewarded. Any dclerioration
in marketing cfliciency or shortfall in the volume of sule from
the levels anticipated, would not, ipse jacto, call for any adjust-

ment of retention margins.

. 54 In working out thc rclention margins, a return of
15 per cent (gross} on total capital cmployed  (Income-tax
depreciated net fixed assets plus wurking capilal) has been
allowed,

6.1 Pool accounts arc being nuintained 1o cnsure that an’
arrangement bascd on retention prices/marging, various units are
reimbursed costs as experienced by cach, subject to certain norms.,
Based on the final report of the OPC, the scope and content of
these accounts would be delermined.

6.2 Tt has been decided that pool funds would be kept in
the Public Account of India in place of the present praclice of
keeping them as dcposits in commercial banks.  This will ensure
e audit of the pool accounts by the Compiroller and Auditor
Genceral of India.

7. The decision of the Governmeznt on dealers’ commission
on motor spirit, high specd dicsel oil, kerosene oil and light
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dier¢l oil arc alrcady conlained in Resolution dated 22nd June,
1976. The rates of commission an:d skibs _werk subscquently

revised on the basis of the final report.”
- . R
\ .

'8 ! Lube base stocks arc the principal raw material in the
manufacture of fintshed lubricating oils and greuses. A system
of retention prices of lube base stocks for individual lube plants
on the basis of the latest cost data available and réviscd norms
end paramcters will be introduced as in the case of finished
pelroleum products.  Unifurm cx-relinery prices have  been
determined on the basis of the weighted average relention prices
“of lube plants for all fube base stocks classificd  into  three
categories viz. LYI base stocks, HVI; Bright stocks und Turbine
oils.  As in the case of Tuel preducts the difference between the
ck-refinery and retention prices would be adjusted in the poud
accounts.

8.2 There has been no price formulation, so far, for linished
lubricants and greascs, prices of which  have been controbled
under the system of fube “block control™, as recommendud by
previous pricing commitiees. b thix system, the oil compinics
recovered the actual costs themselves il fixed .\'viling prives of
individual produects in such 2 manner that tuking all grades
together, their recovery towirds murketing/distribution charges
and profits during a financial year did not cxeced the ccilings
laid dewn from time to time [n the changed situation viz. thal.
tlic country is nearly sclf-sullicient in lube basc stocks and in
tiie supply of additives packages and almost the entire oil industry
Is now.in the public scclor, it has been decided o determine
ceiling sclling prices for automotive lubes  and  non-additive
sccondary grade Jube oils, which account for about 70 per cent.
of the total sale of lubus and greases in the couniry.  This would
Lring dewn the sclling prices of the commonly uscd automotive
fubes, although there would be some marginal  increases  Tor
superior grinde Tubes.
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8.3 For the bulunce of about 30 per cent of lubes and greascs, -
which are mostl'y industeial grades, the prices will {or the time
being stund at the existing levels and wifl be operated through
a modificd and improved form of block control  mechanism
providing, infer afia, ncw nonns and paramclers o l‘hc exlent
possible for ccrtain clements of cost such as blending charges,
niarketing margins, packaging ctc.

9. On the recommendation of the Interim Report, a number
of products were, for the first time, brought under the pricing
scheme. Certain other special products such as Jow sulphur heavy
stock (LSHS), hot heavy stock (HHS), relinery gas, aromex,
iomcx,.waxcs, raw petroleum coke, caleined peiroleym  coke,
cbon black feed stock, phenol extrect, benzene and tolucne will
ulo be brought within the pricing scheme. 1 has been decided
thut these products would also hereafter be included like other
products in the poul accounts pertaining to crude oil,  The
recommendations of the OPC on the sclling prices of these pro-
ducts would be considered in due course, '

10. The Commitice bas observed thal several Siate Govern-
ments have levicd sibes Bixes and surcharges which cannot be
recovered from consumer prices and would, thercfore, scriously
ulfcet the financial viabililty of the oil companies, when prices of
their products are based on costs. © Governnient has noted these
.r-bscrvnlions, and is of the view that Stite Governments should
disconlinue such levies and mzy levy enly rccoverable levies.
Until this is done, the various surcharges being added to the
sciling prices in the States concerncd to compensate  the  oil

companics, may continuc and their rates reviewed from time to
line, ’

11. The OPC has recommended escalation and adjustinents
iiv the pool accounts duc to variations in actual costs over the
norms and parmmeters included by thent in the pricing structure.
Bosides, other items of adjustment have alse becn spelt out such



{vi)

as capital cost and operating cusl thereon for expanding facilitics
for supply of cssential commuditics such as Taluka Kerosene
Dcpots and Farm Fucl Outlets, investment for minor projects

towards improving the patiern of production and/or reducing the

~incidence of own consumption uf fu aned loss etes These recom-

endations have been accepted fur adjustments in the pool account
subject to the approval of Goverameut. '

12. The decisions heicin contained will come inlo force with
cfect from 16th December, 1977 and will remain in force until
further orders.

13. In regard to some of the other recommendations of the
Commiltee, the decision of Government will be announced in

duc course.

S. KRISHNASWAMI,
Secretary to the Government of Inds.

QORDER

Ordered that a copy of this Resolution be communicated to
all the State Governments/Union Territory Adminisirations, Lok
Sabha and Rajya Sabha Scerctariat and the concerncd Ministries
and Departments of the Government of India. Ordered also that
the Resolution be pubiished in the Gazctic of India for geacral

information.

S. KRISHNASWARMI,
Secretary to the Government of India,

New DeLHI,
the 16th December, 1977,
MGIPRRND—S5/6 M of PotfT1—TSS 11--23-1277—3,00C



