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MINISTRY OF PETROLEUM & NATURAL GAS
RESOLUTION
New Deihi, the 21st November, 1997

NO.P-20012/29/97-PP — The existing system of pricing of petroleum
products is based on the recommendations of Qii Prices Committee, 1976 as
approved by the Govemment of India, Ministry of Petroleum vide its Resolution
No P-20028/3/77-PPD (Vol Il) dated December 16, 1977 and as amended by the
Government of India, Ministry of Petroleum and Natural Gas vide order No P-
20012/48/84-PP dated October 23, 1986 based on the recommendations of the
Oil Cost Review Committee, 1984. Under the present system, Oil refineries,
marketing companies and pipelines are compensated based on the retention
concept and are allowed a return of 12% post tax on net worth. The price of
indigenous crude oil is also based on cost plus formula wherein the PSU Oil
producing companies are allowed operating cost and 15% post tax retum on

capital employed.

2. The Govermment of India, Ministry of Petroleum and Natural Gas vide its
order No P-20028/21/84-PP dated January 18, 1985 had appointed a Strategic
Pianning Group on Restructuring of the Oil Industry (‘R' Group) comprising of
eminent experts from the Public Sector & Private Sector, distinguished Energy
Experts and academicians to make recommendations to meet the policy
objectives and initiatives required for restructuring the oil industry. The ‘R” Group
had recommended the gradual phasing out of APM and introduction of free
marketing mechanism. The Government had decided on 1.9.97 to dismantle
APM by introducing reforms in a phased manner based on the recommendations

of the ‘R’ Group.

3. The Government of India, Ministry of Petroleum and Natural Gas vide its

1 = order No P-20029/21/95-PP dated June 25, 1996 had also appointed an Expert
. Technical Group to examine the impact on various sectors at different levels of
duty struct®e in case of dismantling of APM. The Expert Technical Group has
submitted its report which was under examination of the Government. The report
has deaft with phased movement to Market Determined Pricing Mechanism and
= rationalisation of Custom Tariff & Excise duty rates in respect of dismantling of

i, APM along with its impact on various other sectors.
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4, The Government of India has now decided the details of phasing of
dismantling programme of administered pricing mechanism and the duty
structure for the terminal year i.e. 2001-C2, after taking into account the
recommendations of Expert Technical Group. The details are given below:

a) Dismantiing of APM in the petroleum sector in phases as per sequence
given in Annexure-} starting from 1998-99.

b} Cost-plus formuia is withdrawn for indigenous crude oil producers, the
price receivable by oil producers will be increased to international levels
in a phased manner by paying a pre-announced increasing percentage of
weighted average FOB price of actual imports of crude oil during the

transition period.

C) The system of retention pricing is abolished for all (existing and new)
refineries, and pricing of petroleum products at the refinery gate level will
move. towards import parity, however, Refinery Gate prices of controtied
products viz MS, HSD, SKO, LPG and ATF will be fixed at “adjusted
import parity” prices for the existing refineries during the transition period,
all other products will be sold by the refineries at market driven prices.

d) Consumer prices of major petroleum products will be moved to market
prices, price of HSD will be fixed on the principle of import parity pricing
upto ex-storage point level with immediate effect, and prices of other
major products, viz. LPG, ATF, SKO and MS, will be moved towards
principle of import parity in a phased manner and pricing of Paraffin-Wax,
Bitumen, Naphtha, FO and LSHS will be decontroiled.

=) The transition period will be utilised for servicing and amortising the Oil
Bonds worth around Rs.18,200 crores, proposed to be issued by the
Govemnment to the Oil companies, the price of crude and petroleum
products as mentioned above will be fixed by OCC with enhanced
autonomous powers.

I

imports and exports of all petroleum products, except crude (siop crude
and crude condensate), NGL, ATF, MS and HSD will be decanalised
during the transition period, however, sourcing and import of crude will be
allowed to joint and private sector refineries under actual user licensing

policy.

a) Duties on crude and petroleum products will be rationalised in a phased
‘ manner. :
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h) [nvestments in the refining sector will be encouraged by providing
reasonable tariff protection and making marketing rights for transportation
fuels viz MS, HSD and ATF conditional on qwning and operating refineries
with an investment of at ieast Rs.2000 crores or oil exploration and
production companies producing at least three miliion tonnes of crude all

annuaily.

f) Cost-plus formula for shipping of crude oif is withdrawn and the rates will
move towards market reiated rates.

i Freight subsidy on supplies to far-flung areas wili be met through the fiscal
budget and '

k) Establishment of a regulatory framework to oversee the functioning of and
enforcing a competitive framework in the Hydrocarbon Sector.

5. The decisions herein contzined will come into force with effect from
1.4.1998 anwards and will remain in force until further orders.

NIRMAL SINGH. Jt. Secy.

ORDER

Ordered that a copy of this Resolution be communicated to all the State
Govemments/Union Territory Administrations, Lok Sabha and Rajya Sabha
ISedf.j.re't:arw;it and the concermned Ministries and Departments of the Government of
ndia.

Ordered also that the Resolution be published in the Gazette of India for
general information.

NIRMAL SINGH, Jt. Secy.
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PHASED PROGRAMME OF REFORMS

Particulars Model
Transition Phase 4 years
Year1 (1998-1999)
i) Removal of cost plus formula and
payment to crude producers as| .. per cent

percentage of weighted average FOB
price of actnai imports

ji} Products to be controlled during
transition period.

iii) Withdrawal of retention margio
concept for the refinerics and rcfinery
gate prices for controlled products

iv} Products to be decontrolled

v) Exim Policy

vi) Sourcing of crude

vii) Customs duties

viii) Increase in prices of :
Kerosene (PDS)

LPG(Domestic)

ix: Freight and otber under —recoveries

x) Shipping of crude cil

MS, HSD, Kerosene, ATF and LPG

Adjusted import parity prices 0
existing refineries and tariff adjusted
import parity prices to new refineries.
Naphtha, FO, LSHS,
Paraffin wax

Decanalisation of imports/expons of
all petroleum products except crude
{slop crude and crude condensate),
NGL, ATF, MS and HSD

Sourcing of crude to be liberalised
and impon to be allowed for joint
and private sector refineries undcr
actual user licence

Rationalisation done in a phased
manner

Bitumen,

30 per cent of exisling ex-storage
point price
33 per cent of subsidy passed on.

33 per cent to be passed on. in an
equated manner

Withdrawal of cost plus formula for
shipping of crude oil and move
towards market related rates.
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Particulars

Model

Year 2 (1999-2000)

¥§f) Payment to crude prodacers as

percentage  of weighted average of
FOB

i) Tocrease in prices of :
Kerosene (PDS)

LPG (Domestic)

iii) Freight and other under -
recoveries

iv) Rationalisation of duties

Year3 (2000-01)

i) Payment to crude pmducen} as
percentage of weighted average FOB
price

ii) ATF

1i1)

Increase in prices of :
Kerosene (PDE)

LPG (Domestic)

iv) Freight and other under —recoveries

Year 4 (2001-2002)
i) Payment to crude producers as
percentage of weighted average FOB
price
i) Increase in prices of:

Kerosene (PDS)

2002 onwards

77.5 per cent

30 per cemt of revised ex-storage
point price at the end of year 1

A further 33 per cent of subsidy to be
passed on

A further 33 per cent to be passed on,
in an equated manner

To continue

80 per cent.
Deregulation of imports and pricing

20 per cent of the revised ex-storage
point price at the beginning of the
year. :

Suitable adjustment in prices to
reach subsidy level at 15% of import
parity. '

Balance subsidy to be passed on, in
an equated manmer

82.5%

Suitable adjustment in prices to reach
subsidy level at 33.33% of the impont
parity.

Full Dereguiation

Transfer of subsidy an SKO (PDS),
LPG(Domestic) and freight subsidy
on sapplics to far flung arcas 10 the
fiscal budget of the Government.
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