ANNEXURE IV

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

GOVERNMENT OF INDIA
(Bharat Sarkar) '

MINISIRY OF PETROLEUM
(I'drnl(,um Mnntmh)a)
New Delhi, Du!rn’ the 16th Decemier, 1977
RESOLUTION

‘Ihe 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, Reserve Bank of
india. to rccommend general principles of pricing policy of
petrolcum products and on other connzcted matters, in s
Resolution dated the 16th March: 1974, The OPC submiticd
its Interim Report in Janvary 1973 and the decisions of the
Government were contained in the Government Resolution dated
the [414 July, 1975, The OPC submitted its final report in
MNovember 1976, This has been considered and the decision of
the Gavernment on the major reccommendations, insofar és they
modnty e, carlicr decisions or cover new gmund are gwcn

below,— \

. The principle of “import parity” has been discontinued
as a baqaq for the pricing of 1nJ1gﬂnnus crudc otl and refined
petroleum products

3.1 A price of Rs. 41 44/be of indigenous (onshore) crudc
oil of 34" API subject to gravity escalation, and inclusive of the
incressed royalty and the 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 (ofIshore)
crude oil (Bombay High) has becn approved, inclusive df the
increased royalty on indigenous crude and the oil development -
cess.  In approving these prices, Governmznt has kepl in view
the facts that a sizeable portion of our requirements 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

cxlent.

3.2 It has also been decided that fluctuations in the rate ot
dollar/rupee exchange would not affect” the prices, although
uravity escalations would be allowed,

4. A system of retention prices for caclr product and for each
fcﬁncry fas 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 parameclers worked
out by the OPC. In calculating the retention prices a rcturn of
15 per cent (gross) on the fotal capital employed (Income-tax
depreciated net fixed assels plus wa‘rking'cnpiml) has becn

atlowed.

5.1 For the oil marketing companics, the Interim Report had
cmployed the traditional method of the weighted average of the
‘marketing and distribution costs of the major units to determine
the marketing and distribution margins for the " industry as
sullicient data was not available at that time.  In the final report,
[lhc OPC has recommended that the concept of reiention margins
being followed for refinery companics ¢hould be extended to the

arketing operations as well.  This recommendation has been

peeepted.  The retention markeling margins for each product for
the individual oil companies have been worked out after taking
into account their lalest cost and other operaling data. The
weighied average has been included in the price build-up so that
'pric:s ‘to consumers would be uniform whether sold by ope
company to another, and the differerrce between Lhe rotention
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margins due to cach individual oil company and those included
in the price of a petrofcum product would be adjusted through

the poul accounts.

5.2 For the orderly growih of the oil compunics in the public
sector and Tor the Tull utilisution of the lacilitics with cach ol the
oil companics, the marketing share of cach company would be
delermined by the Government and a system introduced to
“pevern sales volume and recovery of marketing margius.

§.3 The determination of relention prices of margins docs
not meuan that all costs would be recognised and reimbursed.
There would be a built-in mechanisin whereby  inciliciencics
would be penalised and efficiencies rewarded.  Apy deterioration
in markcting cllicieney or shortfall in the volume of sale [rom
the levels anticipated, would not, ipse jacto, call for any adjust-
ment of relention margins,

54 In working out thc rctention margins, a return of
15 per cont {gross) on total capitul cmployed  (Income-tax
depreciated  net fixed asscts plus working capital) has been
allowed,

6.1 Pool accounts arc being nuintained 1o cnsure that an’
arrangement based on retention prices/inarging, virious units arc
reimbursed costs as cxpericnced by cach, subject to certain norms.
Based on the final report of the OPC, the scope and content of
these accounts would be determined.

6.2 Tt hus been decided that pool Tunds would be kept in
the Public Account of India in place of the present practice of
keeping them as deposits in commercial banks.  This will cnsure
the audit of the pool accounts by the Compirolier and Auditor
General of India,

7. The deetsion of the Governmiznt on dealers’ commission
on moter spirit, high speed diesel oil, kerosene eil and light
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dic: <l oil arc alrcady contained in Rusolution dated 22nd Jun,
1976. The rates of commission an:d shabs werk subscquently

reviscd on the basis of the final report.”
1 C 31
\ .

8.1 Lube buse stocks ure the principal ruw material in tiz
manufacture of finished lubricating oils and greuses. A system
of retention prices of lube base stocks for individual Tube plants
en the basis of the latest cost duta availuble and révised norms
zpd parameters will be introduced as in the case of  finished
pelrofeum  products. Unifurnr ex-relinery prices have  been
determined on the basis of the weighted average relention prices
of fube plants for all lubc base stocks classificd  into  three
categories viz. LYI base stocks, HVE Bright stocks und Turbine
oils.  As in the case of Tucl preducts the difference between the
ch-refinery and retention prices would be adjusted in the poul
accounts.

8.2 There has been no price Tormulation, so Tar, for finished
iubricants and greases, prices of which  have been controlled
under the system of fube “block control™, as recommended by
previous pricing commitices.  In this system, the wil u)mp.mu:
recovered the actual costs themselves and Tixedd \L”lllt‘ prices of
mdividual products in suche a manner that taking all prades
together, their recovery towards murketing/distribution charges
and profits during a financial ycar did not cxeeed the ccilings
laid down from thnc to time I the changed situation viz. that.
tlic country is ncarly scll-sullicient in lube base stocks and in
tiie supply of additives puckuges and almuost the entire oil industry
is now.in the public scclor, it has been decided lo determine
ceiling sclling prices for automotive lubes  und  non-additive
secondary grade Jube oifs, which account for about 70 per cent .
of the total sate of fubes and greases in the coundry,  This would
tring down the sclling prices of the commonly used automotive
luhes, although there would be some marginal  increases  for
superior grade fubes.
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8.3 For the balance of abuul 30 per cent of Jubes and grepses,
which are mosU} industeial grades, the prices wilt for the time
being stund at the cxisting levels and will be operated through
a modificd and improved form of block  control  mechanism
providing, inter alia, new norms and paramelers to lhc exicnt
possible for certain clements of cost such as blcndmg chargces,
niarketing margins, packaging ctec.

9, On the recommendation of the Interim Report, u number
of products were, for the first time, brought under the pricing
scheme. Certain other speciad products such as low sulphur heavy
stock (LSHS), hot heavy stock (HHS), rclinery gas, aromex,
iomcx,'waxcs, raw petroleum coke, caleined petroleum  coke,
carbon black feed stock, phenol oxtract, benzene and tolucne will
alvo be brought within the pricing scheme, It hus been decided
thut these products would also hereafter be included like other
products in the pool accounts pertaining (o crude  oil.  The
recommendations of the OPC on the sclling prices of these pro-
ducts would be considered in duc course.

The Commitice has observed that severul State Govern-
menls hive levicd sobes tirxes and surcharpes which cannot be
recovercd from consumer prices and would, therefore, seriously
slfect the financial viability of the oil companics, when prices of
their products are based on costs. - Gavernment has noted these
rbservitions, and s of the view that State Governments should
discontinue such levies and may levy only rccoverable levies.
Until this is done, the various surcharges being added 1o the
sciling prices in the Stales concerned to compensate  the oil

companics, may coatinuc and their rales reviewed from time to
time,

1. The OPC has recommended escalation and adjustinents
tiv the pool accounts duz to variations in actual costs over the
narms and parameters included by them in the prich ng structure.
Busiddes, other items of adjustment have also buen spelt out such
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as capital cost and operating cost thercon for expanding facilitics
for supply of cssential commoditics such as Taluka Kerosene
Depolts and Farm Fucl Qutlets, investnient for minor projects
towards improving the patiern of production and/or reducing the
" incidence of owa consumplion of fock ad loss et These recom-
mendations have been accepted for adjustments in the pool account
subject to the approval of Goverament, '

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

13. In regard to somec of the other recommendations of the
Committee, the decision of Governmenl will be unnounced in

duc course.

S. KRISHNASWAMI,
Secretary (o the Govermment of .

-

ORDER

Ordered that a copy of this Resolution be communicated 1o
all the State Governments/Union Territory Administrations, Lok
Sabhka and Rajya Sabha Scerctariat and the concerncd Ministries
and Deparlments of the Government of india.  Ordered also that
the Resolution be published in the Gazctic of India for general

information.

S. KRISHNASWAMI,
Secretary to the Govermnemt of 1ndia.
New Decrwir,
the 16th Dcc‘cmbcr, 1977,
AMSIPRRND—S/6 M of Pot/77—TS§ ([--13.12:T7—3,000.



