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INTRODUCTION

1, the Chairman, Committee on Public Undertakings having been
authorised the Committee to present the Report on their behalf,
present this Ninety-First Report on Bharat Petroleum Corporation Ltd.

2. The Committee took evidence of the representatives of Bharat
Petroleum Corporation Ltd. on 29 and 30 September, 1983 and of

Ministry of Energy (D¢partment of Petroleum) on 12 and 13 December,
1983. '

3. The Committec considered and adopted the Report aui their
sitting hel¢ on 6 April, 1984.

4. The Committee wish to express their thanks to the Ministry of
Energy (Department of Petroleum) and Bharat Petroleum Corporation
Ltd. for placing before them the material and information they wanted
in connection with examination of the Company. They also wish to thank
in particular the representatives of the Department of Petroleum and the

Bharat Petroleum Corporation Ltd. who gave evidence and placed their
considered views before the Committee.

MADHUSUDAN VAIRALE,
Chairman,

Committee on Public Undertakings.
NEw DELHI;

April 18, 1984

Chaitrg 29, 1906(8)

(vii)



CHAPTER 1
CURPORATE PLAN

Bharat Petroleum Corporation Ltd. i a wholly owned Central
Government undertaking and the successor to Burmah-Shell Group of
Companpies which were taken over in January, 1976. It is an integrated
company engaged in'refining of crude oil and marketing of fyll range of
petroleum products, The Corporation has a fuel Refinery at Bombay and
two Lubricating Oils Blending planty, one each at Bombay aad Calcutta.
It has five port installations and fifty-nine bulk storage depots.

A. Objectives and obligations

1.2 The Committee were informed by BPCL in a note that the
Carporation has a system of selling economy and financial objectives
cach year. Under this system, it prepares during the 3rd/4th quarter of
cach year, a long term plan covering a S-year period with performance
goals beimg set for the immediately following ycar and the subsequent
four years. Under the Rolling Plan concept adopted by the Company, the
objectives are reviewed and updated every year keeping in view the nceds|
change in the environment. While some of the objectives had a shorter
span for achicvement such as projects, others were continuous in nature,
such as Cost Controls, Maximisation of Internal Resources, etc.

1.3 The Committee cnquired during the oral evidence of the rcpre-
sentatives of BPCL whether the company has not formulated its long
term objectives and got them approved by Government as each under-
taking is required to do in terms of the guidelines issued by BPE in 1972
and 1979 and if so, what were the reasons for delay in formulating the
statement of objectives even 7 years after the formation of the Company.

1.4 The Chairman and Managing Director (CMD) of BPCL stated
in reply : —

......... In 1esponsc to the Government letter of 12th June, 1979,
BPCL had forwarded to the Government on 26th September.
1979 the corporate obijcctives approved by the Board of
Directors of BPCL on 22-9-1979 for the period 1979-8Q to
1983-84, It needs to be mentioned that the Government
letter, however, did not indicat> that any approval was
to be given by them for these objectives and in actual fact, no
formal approval of the Government was received by the
BPCL for thc objectives sent to them as mentioned earlier
on 26-9-1979,

In this background, it is submitted that it woulM not be
correct to say that there was a delay of seven years in formu-
lating the statement of objectives after the formation of the
Company. The Government have recently vide their letter of



”
18th June, 1983 desired us to submit the statement of objec-
tive and obligations of the Corporation for getting the Govern-
ment approval. After obtaining the Board’s approval in the

mecting on 24-9-1983, we have submitted to the Government
on 26-9-1983 the statement of objectives and obligations of

BPCL.”

. 1.5 The Committce had made the following recommendation in
their 72nd Report (1982-83) on Hindustan Petroleum Corporation Ltd..—

“Ag the Department is accountable for the efficient functioniug of
the public undertakings under it and the clear definition of
objectives is basic to the evaluation of cfficiency, these and
the Corporate Plans should be specifically approved by the
Department. As regards financial objectives, the Ministry of
Finance should also be consulted. The Committee hope that
the Department would take action accordingly.”

1.6 Asked what is the position in regard to implementation of this
recommendation in relation to the Bharat Petroleum Corporaion Ltd.,
the Secretary, Department of Petroleum stated during evidence :—

“The recommendation which the Committce has made when
examining the Report on the Hindustan Petroleum Corpora-
tion was cunveyed to the other oil companies also. In the case
of Bharat Petroleum Corpo:ation the objectives and obliga-
tions including the financial objectives have been approved by
the Government and they have been communicated. This was
done recently.” : :

B. Corporate Plan

1.7 Hindustan Petroleum Corporation Ltd., has a system of pre-
paring integrated corporate plan for five years. The Corporation’s present
plan covers the period from 1980-81 to 1984-85. The Committee, Low-
cver, noticed that BRCL has a Rolling Plan and it prepares during the
3rd|4th quarter of each year, a long term plan covering a 5-vear period.
When the Committec cnquired whether there was no uniform system of
corporate planning in all the Oil Companies and also asked what tyvpe of
planning in Ministry’s view was considercd suitable for adoption bv all
the oil companies, the Secretary, Department of Petroleum stated during
evidence :—

“I must concede at the outset that on this corporate plan busincss,
there is no uniformity amongst all public sector undertakings
and also within the oil sector, amongst the oil companies.
Different companies have becn following different practices.”

Explining the reason for this, the witness said :

“The practice which these companies have been following—the
Hindustan Petroleum and Bharat Petroleum—is a continuation
of the one which they had adopted prior to their nationali-
sation.”
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. 1.8 He also informed the Committee that the IOC which was estab-
lished on lst September, 1964 has, of date, no corporate plan and stated,
“We have advised them to p.epare one and to let us have a look at it.

‘1.9 Regarding adoption of uniform system of corporate planning,
the witness assured the Committee that the Ministry will look into this
matter with a view to evolving a common approach by all the three or

four oil companies.

1.10 According to Article 93 of the Articles of Association of BPCL
“the Chairman shall reserve for the decision of the President of India
among other things, any proposals or decisions of the directors in respect
of Five Year Plan*and Anoual Plan of the Company”, Avked whether -
the Corporate PlanjRolling Plans of BPCL have the formal ratification of
Government as envisaged in the above article, the CMD, BPCL replied

during evidence :——

“Every year an Annual Plan giving details of the proposed capital
expenditure is submitted to the Government for approval. The
Annual Plan is drawn up based on the corporate plan docu-
ment, The Annual Plan submitted by the Corporation is for-
mally, approved by the Government every-year.” -

1.11 On the question of the need for Government's approval to the
Corporate plan, the Secretary, Department of Petroleum opined :— °

“We have examined this thing. My submission would be that the
corporate plan is something which the company evolves within
its management tool and as such, approval by Government,
may not be either necessary or cven possible sometimes be-
causc, within a corporation, there may be an assumption that
certain expenditure has to be incurred in order to achieve a cer-
tain objective which has been listed in the corporate plan. Unless
the Government sanctions that, Govt. approval is not necues-
sary. Therefore, our view about the corporate plan is that all
these companies should have a corporate plan. Everything
depends upon the view a company takes about the future plan-
ming. It may be a five year plan or it can tven be longer. It

should be approved by the Board and they should send us a
copy for our information, We are pursuing this particular point
and we are hopeful that we will be able to bring about a degree
of uniformity in the operation of the corporate plans.”

1.12 Asked how would it be possible for the Government_ to ensure
that the Corporate plan of the company is properly correlated to the National
Five Year Plans without their approval. the Secretary explained during evi-
deace :—

“.......The Five Year Plan and the annual plans of all companies
" are really a part of the Ministrv’s Five Year Plan and Annual
Plans...........The Five Year Plan concerns itself with con-
. Crete problems of financial and phvsical targets of generation
of resources and implementation of its projects. Within that
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plan every year annual plan is prepared by the Government in .
consultation with the Planning Commission and the Ministry
of Finance, because it has to go with the approval of the indi-
vidual projects to be implemented within that year. Annual
Plan is a more concrete form of the implementation of the
programmes which are mcluded in the Five-Year Plan.....In
the annual plans we have to indicate the physical targets for
production, financial allocations, manufacturing, and other ex-
penses, interest, depreciation, generation of internal resources,

Corporate plan on the other hund would be something more gencral
and something diffcrent from this, It is nmot necessarily -the
annual plan or the aggregation of annual plans. The corporate
plan is esscntially a management tool to be used by the Corpora-
tion internally and, there is considerable scope for using this
tool for a better long term planning for the company’s growth
in various spheres such as personnel planning, trainig, recruit-
ment and providing of other facilities, product diversification,
marketing and new growth areas etc. ....Whereas the Five
Year Plan and the Annual Plans have to be prepared by the
Government and handed down to the company for implementa-
tion, the corporate plan is something which the company will
evolve ‘itself ag its own view of the future growth of that com-
pany, adopt it itself as a management outlay and rcnew it from
year to year.

There would not be much point in saying that the Government should
approve the Corporate Plan because what the Government has
to prove are the financial projections and the financial and phy-
sical targets which are there in the Anntual Plan. If we make
the Corporate Plan that will be something like the Five-Year
Plan or the annual plan, that will be unnecessary duplication and
the purpose of having a separate corporate plan will not be
sen’ed.Q!

The witness informed the Committce further +—

“Now BPE is not involved in the preparation of corporate plans of
various companies. They only want that they may be informed
of this, so that for documentation purposes. they may keep
copics of them, Ratification by Government is not requirad.”

Productivity Targets

1.13 Enquired whether BPCL fixes productivity targets in their Rolli
Plan, the CMD, BPCL said :— ¥ TEEs In el Toting

“We do fix targets for productivity also so far as refinery is con-
cerned. We also fix the targets for the different operations
depending upon the Budget. On the marketing side we have
the sales plan concept and according to the requirement we
fix the targets. Al these are reflected in the Annual Plan
and these are also reflected from year to year.”
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- 1.14 Bbarat Petroleum Corporation Ltd. is a wholly owned Central
Government Undertaking and the successor to Burma-Shell Group of Com-
panies which were taken over in January, 1976. The long term objectives
and obligations of the company have been formmlated and approved by
Goverument cnfy recently in termg of the Committtee on Public Under-
takings’ recomemndation contained in their 72nd Report (1982-83).

1.15 The Committee’s examination of BPCL has revealed that oil
companies have no uniform approach to corporate plans. BPCL is reported-
ly having a rolling plan and Hinduston Petrolenm Corporation bas a
systecm of intcgrated Corporate plan for five years, while Indian Oil Cor-
poration has no Corporate plan at all. BPCL and HPCL have been follow-
ing the practice they had adopted prior to natiomalisation. The Com-
mittee regret to note that the Government did not consider it mecessary
after nationalisation to review this situation and allowed old practices
to continue in these oil companies all these years. The Committee would
urpe that as assured by the Petrolemm Secretary, the Ministry should look
into this question early with a view to evolve a common approach to
Corporate plans for all the oil companies.

1.16 The Committee are surprised to note that the IOC which has
been a Government company for nearly two decades mow hos mo Cor-
porate plan as such. The Ministry also appears to have overlocked 10Cs
failure in this respect thus far and has advised the company to prepare
a Corporate Plan only recently. The Committce trust that the Ministry
would ensure thut the Corporate Plan of YOC is finalised soon.

1.17 1t may be pointed out that as far back'as 1974, BPE had issued
some guidelines in regard to preparation and approval of Corporate Phn
for each public enterprise. Under these guidelines each enterprise was
required to draft its Corporate Plan, get it formally approved by a Reso-
Iution of the Board of Directors and send it to the Administrative Minis-
try for formal ratification. The Articles of Association of BPCL also
stipulate that any proposals or decisions of the company in tespect of
Five Year Plan and Annual Plan should have the approval of the Presi-
dent. The Petrcluem Secretary, however, expressed the view that approval
of Corporate Plax by Government may not be cither necessary or even
possible. The Committee feel that specific approaval of Corporate Plan
by Government is necessary having regard to the need to correlate it with
the national Five Year Plans and to indicate the direction that the com-
pany should take.



CHAPTER I
PROJECTS

A. Expansion Projects

This project provides for debottle-necking of crude distiller unit at
BPCL Refinery and establishment of additional secondary processing facili-
ties to match the primary capacity of 6.0 m.m.t, per annum (m.m.t. p.a.)
for any combination of Bambay High|Middle East crudes.

(i) Cost escalation '

2.2 The original feasibility Report for this project was prepared in
November 1978 based on September 1978 cost data. This was approved
by Government in December, 1979 at an estimated cost of Rs. 36.05 crores.
The cost was revised to Rs, 133.34 crores when a revised Feasibility Report
was submitted to Government in November, 1981 This was approved by
Government in June, 1982. The increase in cost which is about 270 per cent
is stated to“be due to increase in the scope and additions to the facilities,
design change, escalation in costs, replacement schemes envisaged later
and other factors. Asked how did the company justify the multiple increase
in the cost of the project within a short span of less than 2 years the CMD,
BPCL submitted during evidence :—

“There was no project planning cell worth the name at the time of
the take over because there was hardly any investmen: beforc
the take over, Actually our experience in project planning was
verv much limited..... The costing of the original feasibi-
lity report was essentially based on lump sum estimates as the
process package for this was available only after the proiect had
been sanctioned and an agreement entered into with the foreien
licensor. But when the revised feasibdlitv report was nrepored
the process package had been received from the foreien licensor
and the EIL had carried out process desien and a fair amount
of detailed engineering and orderinrg for the entire project had
been done. Therefore. it was possible to revise and re-calculate
costs on a more realistic ,basis.” )

.23 When enquired whether at the time of preparation of the feasibi-
lity report manv aspects were not taken into account, a representative of
BPCL stated during evidence :—

“The reason for enhancement is that the estimate was not abeolu-
tely in order, There were certain aspects which were left out.
One aspect was the number of jobs that would have been done
by wav of replacements have now been included in the
Feasibility Report. The other a<pect is that we could not esti-
mate the amount correctly until we had the licensed package

6
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and that we could not have till we had the Feasibility Report.
. The magnitude of increase is due to various factors. For ex-
ample, change in scope, addition|change in engineering, replace-
ment which we would have done and the reasons like umde:-
estimation etc.”

2.4 In reply to a question whether experts were consulted when the
original estimates were made, the witness said :—

‘“We did do a certain amount of cross check of estimates both with
IEC and with Engineers India Ltd. at that time.”

2.5 Asked whether it came to the notice of the Ministry that the pro-
ject planning and implementation machinery of the company was weak, the
Secretary, Petroleum conceded during evidence :—

“At the outset I would state that there were certain weaknesses in
the original plan which was prepared by the Company which
was approved by the Government.....I must concede, later on
it was discovered that there were several deficiencies in the
original proposals which wers prepared........That explains
the necessity of having to prepare a revised plan, which also
resulted in elongation of the preparation and implementation of
the plan and also escalation of costs.”

2.6 Asked what was the increase in cost attributable to each of the
factors mentioned by BPCL, the company, jn a written reply furnished the
following factor analysis of the increase in cost from Rs. 36.05 crores to
Rs. 133.34 crores (i.e. an increase of Rs. 97.29 crores) :—

Rs. Crores Percentage

(a) Change in scope-additions . . . . . 32.14 33.0
(b) Changes during detailed cnginecring\ . . = 10.59 11.0
(c) Replacements . . . . . . . 7.49 8.0
(d) Omissions . .. . . . . 0.34 1.0
(e) Escalation in prices . . . . . . 17.37 18.0
() Under-estimation . . . . . . 4.49 4.0
(g) Provision for design changes etc. . . . ) 6.99 7.0
(h) Increased provision for contingencies . . ) 8.37 9.0
(i) Preliminary expenses . . . . . . 2.40 2.0
(j) Pre-production interest ) . ) } . 7.11 7.0

97.29 100.0

2.7 Asked whether it would be possible to complete the project within
the revised cost estimate, the CMD, BPCL stated :

“Except for price escalation we can confidently say that the increase
In cost will be within 10 per cent of what hag been approved.”
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2.8 The Secretary, Petroleum, however, stated that it wag not possible ‘
to give a categorical answer to this. He, however, added :—

“But to the extent to which the commitments for the purchase of
equipment etc. has becn made, the sanction did not provide
for escalation, Therefore, the estimate which was sanctioned in
1982 may undergo a change when the project is completed but
the order of change would be within control because sizcable
investments have already been made and the cost escalations
will not affect that”

(i1) Tinte Overrun

2.9 The project which was originally scheduled to be completed 1n
December, 1983 is expected to be completed in October, 1984 as per re-
vised F.R. Asked whether the project execution would be completed as
per revised schedule, the CMD, BPCL, said during evidence :—

“] do not think we would be able to complete it by October, 1984.
It is because we had strike in refinery for five months followed
by rain for three months. We have certainly been able to make
up some time. We hope to make up some more time. In spite
of all this we may be late by threc months to complete it. We
will be able to complete this project in January, 1985.”

2.10 In a meeting betwecn BPCL’s Chairman and the Secretary, Pcetro-
leum on 3-4-1981 it was felt that scheduled period of completion which
is genera.ly 48 months in the case of BPCL’s major projects approved by
the Government was too long and a decision was taken that all efforts.
should be made to cut down this period. In the expansion project of BPCL,
the time expected to be taken for completion is over 5 ycars which is far
too long a period. Asked how did the Ministry initially anpprove the time
schedule of 4 vears for this project the Department of Petroleum stated in
a written reph that the period of completion of large refinery projects had
been reviewed as it wac felt that a period of 48 months, for rro‘ect execu-
tion was not unreasonable.

2.11 Asked how was it that in spite of the feeling that 4 years period
was too long. the revised time schedule of 5 vears was approved subscquently,
the Secretary, Petroleum stated during evidence :—

“It was approved by the Government in November, 1979, but its
implementation was delayed because in the process the licence
agreement was signed as late as October, 1980, That resulted
in delay in implementation.....”

2.12 The Department, however, stated in a written reply that the
tevised schedule for mechanical completion was 48 months from October,
1980 at which time agreements were signed for process design of licensed
unfts ie. October, 1984,



(iii) Preparation of DPR

2.13 Asked whether the dctailed Project Report (DPR) had been
completed and if not, the reasons for delay in this regard, the BPCL stated
in a written reply as follows :—

“DPR is normally prepared after tying-up the process licensor,
when detailed engineering has sufficiently progressed and major
items of equipment supplies as well as contracts arc tied up......
The time required for submission of the DPR should in our
view, be anywhere between 18 to 24 months.... .. . We expect
to submit the Detailed Project Report (for this project) by
December 1983.

2.14 Pointing out that DPR has not been completed for this project
even four years after the approval of the project by Government the
Committee asked whether the time given for preparation of DPR was settled
in consultation with PIB as laid down in the procedures and what was the
time iod suggested by PIB. The Department stated in a written reply
that the revised cost estimates were considered by PIB on 11th February,
1982. The Committee was also informed that in para 15 of the minutes
of the me:ting Secretary (Petroleum) mentioned thar, in the case  of
refinery projects, it would require 2-3 years to prepare DPR and it would
not be reasonable to expect submission of DPR within a period of one
year.

(iv) Internal rate of return

2.15 Asked how did the internal rate of return on the investment and
the foreign exchange savings compare with those anticipated at the time of
initially sanctioning the project and when revised estimates were submitted
to Government, BPCL furnished the following information :

IRR (Economic  FE Savings

analysis)
Original . . . . . . 52 Rs. 18 8 crores p.a.
Revised . . . . . . . 24 5 Rs. 37.0

The figures are, however, stated to be really not comparable because of
the change in the scope of the project including the inclusion of rcplacement
items and augmentation of utilities for the refinery as a whole a< well as a
change in crude and product prices over the 3 year period.

(v) Import of technology

2.16 BPCIL. informed the Committee in a note that it has entered into
agreements for acquisition of technical know-how for Refinery expansion
from M/s. Universal Oil Products Inc. USA at tne licence and Engineering
fecs of over US § 8 lakhs and for Sulphur Recovery plant from M/s. Com-
primo B. V. Holland at the fees of over DFL 1,44.073. Asked whether
thse tct;hmcal know-hows for which collaboration agrcements have been

L5S/84—2
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entered into are not available indigenously, the Secretary, Department of
Petroleum admitted :

“Sir, this is correct that we do not have the technolégy for Secon-
dary Processing Facilities project and Sulphur Recovery plant.”

2.17 Informing that M/s. Universal Oil Products are a well known inter-
national licenser a representative of BPCL said :—

“They are the sole licensers for the treating units and of the accom-
panied process. They have provided the technology for the
Mathura Refinery. They have also provided the technology
for the Koyali refinery. They are providing the technology for
all the four refineries expansions that are taking place currently.
They are capable of updating their technology and we
arc quite satisfied with their preven—upto date—technology
and that it suits our requirements.”

2.18 In regard to foreign technology for sulphur recovery plant the
witness said :

“They (M/s. Comprimo) have provided technology for the Mathura
Refinery; they have also provided technology for the HPC
Refinery in Bombay. There again we are satisfied that the
technology is satisfactory.”

2.19 Asked whether it would be possible to develop indigenous techno-
logy in thesc areas after execution of these agreements, the witness said :—

“........in terms of designing sich a unit we will of course not
have that capability. For that we may again have to go in
for the foreign licenser for designing the unit.”

The Secretary. Petroleum, replied in this connection :—

“My answer to the question would be that we are setting it up with
foreign licencee. That does not mean transfer of technology.
We do not know the know-how or know-why of the design of
that equipment. ....So far we have set up the secondary pro-
cess facilities on the basis of licence of each plant; that means,
we import the design, we fabricate the equipment set up; that
does not mean imported technology. For import of techno-
logy conscious efforts have to be made with the process licen-
sers and agreement for the transfer of technology has to be
concluded.”

2.20 Asked what steps have been taken or are proposed to be taken
by Ministry to evolve indigenous technology in these areas and how soon
would it be possible, the witness outlined the strategy in this regard :—

“In thc development of indigenous technology, our view is that it
is not so much a question of developing our own -indigenous
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technology as of transfer of technology and adopting it 4o our
condition%? Our approach to the problem is that we should
start from the point at which people in other countries have
already reached. For this purpose, the strategy to be adopted
for different areas, different recipient organisations, should be
identified, who should make arrangements for import, transier
of technology, its adaptation, indigenisation and so on, 80
that repetition of modern technology does not become meces-
sary. The most suitéd organisations are (1) Engineers India
* Ltd. who are our consulting engineers, or (2) 10C which
has a resecarch and development wing. We propose
to request both these organisations and then to identify one
for the purpose of transfer, indigenisation and adaptation and
development of these technologies. We are gomg to emter
into a collaboration with a most advanced organisation abroad.

B. Arematics Project

2.21 The BPCL's aromatics project was originally approved by Govern-
ment on 19th April, 1980. It envisaged manufacture of 61, tonnes
benzene and 16,000 tonnes toluene. The estimated cost was Rs. 13.12
crores and import of technology was envisaged. One of the aims of the
project is stated to be to reactivate the company’s 2,97,000 MTPA cata-
Iytic reformer which has been idle for the past several years. In the be-
ginning of 1981, the BPCL intimated the Government that they propose
to enter into foreign collaboration with M/s. Universal Oil Products for this
project. While this was under consideration, EIL approached the Govern-
ment that they would like to offer their services utilising indigenous tech-
nology developed by the Indian Institute of Petroleum. After considera-
tion by the Scientific Advisory Committee of the Department of Petroleum,
it was jointly decided by Government, EIL and BPCL to accept the indi-
genous technology offer. EIL completed its process design and submit-
ted a feasibility report through BPCL to Government in April, 1982.
This repor: envisaged production of 98,300 MTPA of benzene and 17,600
MTPA of toluene. The schedule for mechanical completion was irdicated
ag threc vyears from the start of construction. The zero date,
accordingly, was revised to August 1982. The cost was esti-
mated at Rs. 51.52 crores. However, progress was effected because no
Inter-action was possible between EIL and BPCL project staff due to
the prevailing industrial relations situation to BPCL. Based on the latest
vendor data and further consideration, changes in design basis in detailed
engineering became necessary, Revised approval to the project was issued
in October, 1983. As a result of this exercise, import of technology was
avoided, and for the first time domestic technology is being used. The
foreign exchange savings as a result of reduction of product imports result-
ing from this project is estimated to be Rs. 12.1 crores per annum.

2.22 According to the original plan for the project completion would
have been done by October, 1984 The revised project, for a higher capa-
city with domestic technology is expected to be completed in April, 198S.
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C. Other Projects under execution

are currently under execution
raished tq the Committee are

2.23 There are 1] other projects whi
BPCL. The details of these prejects s

follows :—

Name of Project Original Revised €ompletion Schedule
Cost Cost
Original Anticipated
1. Marketing of incremental LPG
~Stage 1 . . . . 38.19 38.60 March 81 Set. 83
2. Production of Aromatics—
Phase I . . . . . 51.52 .. Oct. 84 April 85)
3. Sulphur Extraction Plant 3.19 9.37 March84 Juq-83
4. Marketing of Incremental LPG
Phase I . . . . 20.58 23.98 March 84 —
S. Mandatory Crude Tankage 9.92 March 85 June 84
6. Additional product Tankage—
Phase I . . . . 19.56 23.57 March 85 -
7. Aviatian Fuel Hydrant System
at Palam . . . . 13.64 May 85 —
8. Marketing of Incremental LPG
—Phase III . . . . 14.17 March 88 —
9. Boller for Existing Fluid
€atalytic Cracker Unit . 6.13 March 87 —
10. New Furnace for existing High
Vacuum Unit . . . 6.08 March 87 -
11, Additional Exchangers & Air
Pre Heaters for Banergy Conser-
. . . 7.43 March 86 —_

vation . .

2.24 The Committee observed that there was costmion in cases
at SI. Nos. 3, 4 and 6 above. Dalays in completion schedules were also

anticipated in some projects. Asked what is the monitoring system follo-
wed at the enterprise level to ensure that the projects are completed as
scheduled /anticipated and without anmy cest escalation, the CMD, BRCL

stated during evidence :— .

“All our major projécts are done through the consultants because

we do not have enough technical resources. But we have full-
ficdged project team and in this programmes we have full time

planning and monitoring manager. Nosv, all these larie pro-
ule network showing

Jects are monitored in terms of sche

inter-relation of activities and break-up of these activities
into detailed engincering activities, procurement activities,
etc. When we monitor the progress of each one of these
activities, if there is any slippage, we will then identify the
reasons or anticipate the slippage, if any, and take measures
to avert it. We have very regular meetings internally among
oursclves and with our consultants, with the contractors and
with the vendors, as the case may be. Qf the cost monitor-
Ing aspect we are keeping a track of all the commitments of
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expenditure under major heads of accounts and we ensure that
évgr?y&ing is quite in line. That is basically the monitoring
system that we have for all our major projects.”

2.25 Asked whether further escalation in costs of projects mentioned
at S1. Nos. 2, 5, 7, 8—11 above was not anticipated, the witness stated :—

“In so far ags item Nos, 2, 5, 7, 9, 10 are concerned we do not
expect major variations in cost except for reasoms of price
escalation due to inflitionary pressures. In so far as item
No 8 is concerned  because¢ of the mishap in the IOC
Shakarbasti plant we are having a review of the design of the
bottling plants. In that contéxt, there may be some varia-
tion in cost which is not yet known.”

D. Project Planning Machinery

2.26 BPCL informed the Committee in a written note that taking
cognizance of thc need to improve the reliability of Feasibility Reports
and also to coordinate and centralise certain aspects of this activities,
a Project Planning and Co-ordination Cell was formed in the Organisation
in Mid-1981 at the Corporate level and is considered adequate. This cell
ptepares the 1equired Feasibility Reports. The scope of work at the
Project Planning stagc has also been increased to cnsurc better cost esti-
mates and time schedules. It has been stated further that it is BPCL’s
intention that all Feasibility Reports will be prepared only after sufficient
preliminary engineering work is carried out to permit the preparation of
budgetary cost estimates, based on process flow diagrams, preliminary
P&ID’s, equipment list etc. so as to ecnsure that estimates and time sche-
dules are realistic.

2.27 Asked whether the Ministry was satisfied about the adequacy of
the project planning and implementation machinery of the company, the
Ministry informed in a post evidence reply as follows :—

“Whenever important large scale expansions arc considered an ex-
pansion core group is created within the organisation by draw-
ing officers from various disciplines involved for preparation of
estimated, supply demand balance, etc. A post of General
Manager (Planning and Management) Service in BPCL has
also been created in the refinery. This is considered adequate.
Incidentally, the whole issue of the preparation of feasi ility
reports and escalation in costs of refinery projects was entrus-
ted to a study group to review these aspests and make cam-
prehensive recomumendations. This report has been received.
While sothe of the recommendations have already been acted
upon, the rest of it are being processed for acceptance by the
Cabinet. Secretary (P) has also addressed & letter to the
Chief Executives to ensure creation of Project Planning Groups
staffed by relevant disciplines. Beatinig in mind the
achieved by BPCL to date on this prdjéct despite the loss of &
petiod of 8 ‘months of construction activity ip_1982. The
Mitistry is satisfied that BPCL Has mow acquired sdequate
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roject planning/execution/cost control machanisms and bave
gcvjeloped expertise and capability to handle very large pro-

jects.”

E. Project Clearance

228 From the information furnished to the Committee, ig was ol;ser—
ved that the time taken by Government for clearance of various projects
of BPCL ranged between 7 and 21 months in 11 cases. Asked what were
the main reasons for undue delay in Government approval for projects,
the Department informed in a post evidence reply :—

“after a Feasibility Report is rccewved, it is circulated for scrutiny
and comments by the various Appraisal Agencies Discus-
sions are also held with the Corporation concerned tor seeking
necessary clarifications on the queries raised by the appraisal
agencies, whereafter approval of the PIB is sought. This
process sometimes takes morec than 6 months prescribed by

the Ministry of Finance.”

2.29 Enquired whether the time taken for clearance by the Depart-
ment cannot be brought down to at least six months as prescribed by Minis-
try of Finance, the, Department stated in a written reply that :—

“Ministry of Finance has suggested two stage clcarance of projects
in order to reduce the time taken for giving approval to projects.
This proposal is currently being examined by the Govern-

ment.”

2.30 Six of BPCL’s new projects are stated to be under active consi-
deration of the Government. These are (i) Bombay-Manmad pipelines,
(ii) Captive Power Plant, (ili) LSHS Export Pipelines, (iv) Additional
Crude Tankage (Indigenous), (v) C3/C4 Separation and (vi) Augmenta-
tion of Product Despatch Facilities at Bombay. The Committee have been
informed by BPCL that the Feasibility Report for Bombay-Manmad pipe-
lines was submitted to Government in November 1982, for captive power
plant in December 1982 and for C3/C4 Separation facilities in February
1982. These projects are still pending clearance by Government.

2.31 One ot the major projects undertaken by BPCL was an expan-
siorn project which provided for debottle-necking of crude distiller and
installation of additional secondary processing facilities. This project
which was estimated to cost Rs. 36 crores was approved by Government
tn December, 1979 on the basis of a Feasibility Report (FR) prepared hn
November, 1978. As there were admittedly several deficiencies in the
Feasibility Report a revision became necessary in November 1981, The
revised cost of the expansion project was Rs. 133 crores, which worked
out to am increase of 270 per cent. Of this increas. price escalation, under-
estimation, omissions, additienal provision for contiupencies etc. accounted
for Rs. 40 crores which s even higher than the original cost of the
profect. Changes fn scope, changes during detailed engineering, provision
for desipn changes and replacements amounted to Rs. 57 crores. The Com-
niittee have gathered mm fmpression that the project had been lavnched
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by the company without developing necessary capabilities, The Company

hlmdarro;ect’ planning and coordination celi only in mid-1981 néarly
3 years terprepmﬁono!theorigimlminthgcase.

2.32 Obviously, enough care was not exercised by Government fo
chock the correctness of cost estimates made in the original FR nor was
any attempt mwade to assess the effectivencss of project planning and imple-
mention machinery in BPCL before sanctioning this major projict. Ad-
nilttedly there were several weaknesses in the project plan roved by
Government. The Committee trust that Government will take care im
fature to see tha! Feasibility Reports ure reliable and the cost estimates
realistic. The Committee have been inforired im this connection that a
Study Group which went into the question of preparation of feasibility
reporis and cost escalation in refinery projects has submitted its report.
The Committee desire that the action taken thereon be intimated to them.

2.33 The Committee are also unhappy with the equally unsatisfactory
performance of BPCL in regard to exccution of this expansiun project.
The completion schedule of the project has undcrgone revision twice.
According to the original schedule the project should have been completed
in Decemnber, 1983. However, as there was delay in entering into licence
agreement which took about 10 months after sanctioning of the project,
the completion schedule had to be revised to October 1984 In the mean-
timme 8 months construction activity was reporredly lost due to 5 months
refinery strike followed by 3 months’ heavy monsoon period. As a result,
the project is now expected to be completed in January 1985, The
Committee would like to be assured that there shall not be any further
delay in the completion of the project.

2.34 The Committee find that Detailed Project Report (DPR) was
not ready even four years after the approval of the expansion project by
Government. In BPCL’s view, the time regunired for submission of DPR
is bewween 18 to 24 months. According to the Ministrv it would require
2-3 years to prepare DPR in the case of refinery projects. The Committee
desire that the time limit for preparation of DPR in the case of refinery
projects should be prescribed by the Department of Petroleum in consul-
tation with Public Investment Board.

2.35 The Committee are concermed to note that no indigenous tech-
nology is available for secondary processing facilities and sulpbur recovery
plants. BPCI. hac entered into agreements for acquisition of technical
know-how for refinery expansion from M]s. Universal Oil Products Inc.
USA and for sulphur recovery plant from M's. Comprimc BV Molland.
The agreements, however, do not provide for transfer of technology. Thus
so far thcre seems to have been ng attempt at indigenisation. On the ques-
tion being taken up by this Committee, the Ministry promised to cvolve
a strategy in order to identify the areas in the refining field for transfer
of technology, its adaptation and indigenisation. 'The Committee desire
that a comprchensive review to identify thc areas needing indegenisation
of technology in the oil refining field shonld be undertaken on urgent
basis and a time bound programme evolved for swift action

2.36 While dealing with the question of indigenous technology the
Committece cannot help commenting on the way the Government and
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' e Comps w s e TN,
for the Company’s project  at ° 4
Foreign technology was emvisaged presumbly witkout as q;‘
availability of indegenous technology for the aromaties project approaved by
Government in April, 1980, While the foreign coBaboration was
under consideration in 1981 EIL on their own spproached the Ggyesm-
ment offering their services for utilising technology which Pzﬂ
later accepted. Another feasibility report was prepared theresfter in May
l%ZM&e‘Zem’duedme“gojeﬂmnvhedlmmApﬁl 1980 to
1982. The Committee could not resist a feeling that had the com-
amy exercised caution to lok for indigenous techmology, in  the first
rnshnce, delay in completion of the project would have been avaided.

237 At the instance of the Committee, Ministry of Finance has
prescribed a time limit of 6 months for clearance of projects by Govern-
ment. The Committee note that the Government has taken between 7-21
months in 11 cases. Six of BPCL’s new projects are reported to be await-

clearance from the Government for morc than gne year. The feasibility
Rﬂ?ﬁ of C3|C4 separation facilities project was submitted to Government
in February, 1982, i.e. over 2 years back. Though Department of Petro-
lemm have cxplained in a note the stages involved in the matter of clear-
ance of a project, the Committee fail to understand why it iy taking more
than 2 years to take a decision on the issue. The Committee note that
the Ministry of Finance have suggested two stage clearance of projects in
order to reduce time taken for giving approval to projects. They trust this
proposal will be examined by the Department of Petroleum quickly and
a suitable procedure evolved for giving clearance to the project withia the
minimum time possible as suggested by Finance Mimistry.



CHAPTER I
PRODUCTION

A. Capacity Ultilisation

3.1 The figures of installed capacity, achievable capacity and per-
centage of capacity utilisation in BPCL’s Refinery and Lubricating Oil
Blending (LOB) plants at Bombay and Calcutta during 1976—83 were
as given in the table below :—

Year Installed Achievable Actual Perceatage Utilisation cn
capacity capacity production —
Installed Achievable

capacity capacity
o/ o/o

MT MT f
1 2 3 4 5 6

Bombay Refinery

1976 . . 52,50,000 47,25,000 37.50,000 71.4 79.4
1977-78 . . . 52,50,000 47,25.000 45.12,000 85.9 95.5
1978-719 . . . 52,50,000 47,25,000 46,793,000 89.4 99.3
1979-80 . . 52,50,000 47.25,000 48,21,000 91.8 102.0
1980-81 . . . 52,50,000 47,25,000 49,01.000 93.4 103.7
1981-82 . . . 52,50,000 47,25,000 49,99,000 95.2 105.8
1982-83 . . . 52,50.000 47,25,000 44,85,000 85.4 91.9
LOB Plant, Bombay

1976 . . . 75,000 67,500 52,200 69 6 77.3
1977-78 . . 75,000 67,500 45,500 60 7 67,4
1973-79 ) 75.000 67.000 55,000 73.3 81.5
1979-R0 . . ) 75,000 67,500 54,400 72.5 80.6
1980-81 . . 75,000 67,500 57,650 76.9 85.4
1981-82 . ) 75,000 67,500 50,400 67.2 74.7
1982-83 . . 75,000 67,500 54,800 73.1 81.2
LOB Plant, Calcutta

1976 . 15,000 13,500 5,300 35.3 39.3
1977-78 . . . 15,000 13,500 5.580 37.2 . 41.3
1978-79 . . 15,000 13,500 8,140 54.3 60.3
1979-80 . . . 15,000 13.500 9,690 64.6 71.8
1980-81 . . . 15,000 13,500 10,220 68.1 75.7
1981-82 . . . 15,000 13,500 13.250 88.3 98.2

1982-83 . . . 15.000 13,500 16,970 113.1 1235.7

(i) Bombar Refinery

3.2 The Committee observed that the capacity utilisation in Bombay
Refinery had beep steadily improving from 71% 'in 1976 to reach 95%
in 1981-82. Ti, however, fell down to 859% in 1982-83. Asked what

17
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. exactly were the reasons for low capacity utilisation in Bombay Refinery

during 1982-83, the CMD, BPCL stated :

“In so far as the refinery part is concerned, though the installed
capacity is 5.25 million tonnes, the actual achievable capacity
each year is adjusted to take note of the annual turn round for
maintenance, which is required once in 18 months to 24
months depending upon the Unit. On the basis of number of
days working, the quantum of intake is adjusted. In addition
to that, we are deducting another 5% of the capacity for
unplanned or unscheduled shut down. Based on that, the achiev-
able capacity was fixed at 4.87 million tonnes, Similarly, for
the year, 1983-84 we have fixed the achievable capacity at
4.833 million tonnes and we expect to achieve thig target.”

3.3 Explaining the reasons for the fall in capacity utilisation during
1982-83, one of the representatives of BPCL stated during evidence :—

“But in 1982-83, it has been somcwhat less because of the unfor-
tunate strike which lasted for about 5 months when the manage-
ment/staff operated a part of the refinery. Barring the secon-
dary processing which is more complicated, the entire staff
was put in to operate the primapy processing so that the
major needs of the area could be met.”

3.4 Asked what was the production less on account of the strike, the
CMD, BPCL informed the Committee :—

“17000 tonnes per day is the maximum achievable at any particular
time. The average comes to 15,500 tonnes per day. That is
the rate at which we budget for the whole year, taking note
of the shut down period during the year for maintenance.
In this background the less of throughput comes to baout
3500 tonnes pcr day.”

3.5 The Committee were informed by BPCL in a note that disposal
of LSHS has posed a serious problem and often has proved to be cons-
traint on B.H. crude throughput. To reduce the impact of this problem
BPCL has-recently commissioned the facilities for rail movement of LSHS
to upcountry Power Houscs and other customers and has planned facilities
with a view to export to the extent feasible. Another item which repor-
tedly faces the problem of disposal is High Aromatic Naphtha which cannot
be absorbed locally. It has been stated that the only available outlet is

export.

3.6 Asked what was the quantity and value of these products produced
by BPCL and what was the extent of surplus over demand, a representa-
tive of BPCI. informed the Committee during evidence :—

“The figures are like this; for LSHS, our contracted production
for the last three years has averaged around 900,000 tonnes
per annum, and our actual production has varied from 8,01,000
to 9,01,000 tonnes in 1981-84...tkere is no real surplus, as of
now. The surplus of LSHS ig Nil. In so far as heavy aromatic
naphtha is concerned, our estimated production for last year was
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793,000 tonnes, and the actual production 297,000 tonnes,
largely arising from the lower crude run of Bombay High.
because the refinery had been shut for five months, and the
export quantity was 57,000 tonnes. For 1983-84, the
heavy aromatic naphtha is estimated to be 799,000 tonnes and
the actual production expected is 741,000 tonnes. We ex-
pect to e%port a very large proporation o fthis, viz, 600,000
tonnes. The value that has been realised for export of beavy
aromatic naphtha is about $ 270 per metric tonne.”

3.7 Asked whether any study had been made of the export potential
for these products and if so, what are the prospects, the witness said :—

“A survey of export requirements for LSHS has been done. I
believe a market for this kind of fuel exists. The first con-
signment exported from Vizag fetched a price of about $ 150
per tonne.”

3.8 As regards, the high aromatic naphtha, the CMD BPCL stated
during evidence :

“We arc exporting it over a number of years now and that problem
has been solved temporarily. We will be able to resolve
this problem in the next year or so.”

(i) LUB Plants

3.9 From the information furnished to the Committee for ihe period
1976—83 the Committec observed that the capacity utilisation in LOB
plant at Bombay has been considerably low all along, varying between
61% and 77%. In the plant at Calcutta the capacity utilisation has

been gradually improving from the bottom 35% in 1976 to reach the
level of 889, in 1981-82 and 113% in 1982-83,

3.10 In connection with capacity utilisation in LOB plants, a represen-
tative of BPCL stated during evidence :—

“Regarding lubricants. the BPCL unlike 10C and HPC does not
have the base oil which is availabie at three places, that is,
Bombay, Madras and Haldia and in small amount .at Digboi.
So, the arrangement that we have with other oil companies is
subject to transportation bottlenecks and the operational bottle-
necks. If there are any transportation bottlenecks. then our
availability gets affected. To that extent, our utilisation of
the bottling plant capacity also gets adversely affected.”

3.11 When enquired what remedial measures have been taken/pro-
posed to be taken to achieve full capacity utilisation. the witness said :—

“Tn regard to lubricants specially, there is no particular action that
was necessary. Although the licenced capacity is not bein
fully-utilised, the allocation of lubricants as made available
to us for sale we were able to manufacture and distribute. So
far s Calcutta is concerned, we did have operating problems
which we have overcome by installing our own generators

there, by installing 2-line filling machines and by improving the
availablity of small containers, etc.”
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3.12 Enquired whether the under utilisation of capacity of LOB plant
at Bombay ?:amidto the notice of the Governtent in the course of the
peformance Review Meetings and it so, when and what action the Depart-
ment took to achieve full utilisation of capdicty in BPCL the Secretary,
Betroleum stated during evidence :

“The position is that the level of production in the plant depends
u%n the market demand and the explanation for under-utili-
sation is the dcpressed market demand. All the lubricants
plants in the country have worked to less than the normal

capacity because of the less demand.”

3.13 Wher: asked whether the under utilisation of capacity was deli-
berate, the witness said : “The answer is, yes.”

3.14 When the Committee pointed out that according to BPCL the
non-availability of base oil was the main reason for low capagity utilisation,
the witness said :

“Certainly with the supply of more base oil, the BPCL can work
to full capacity. But to that extent the other plants (of 10C
and PCL) will have to be stopped.”

3.15 Asked why then excess capacity was created ior LOB. the witness
said
“Much of this capacity is what the old companics before nationali-
sation had established.”

He added further :

“To an extent there has to be some capacity in cxcess of today’s
demand because new capacity cannot be established overnight.
Therefore. under utilisation of the capacity to some extent is

not something alarming.”

3.16 Asked whether cxport possibilities were explored, the Secretary,
Petroleum explained :

“About the export possibilitics, the base oil itself is imported and
where the import element is considerably high, we do not
consider it as a good export item. Therefore, this possibility
was not considered.”

3.17 In a written reply furnished after evidence, the Department, how-
ever. informed the Committee as follows :—

“Export possibilities to Middle East, Sri Lanka, etc. were investi-
gated. Though Government granted in 1976 exemption from
PPA and C&F surcharge on LVI oils used in greases for cx-
port, no export potential could be generated.”

_ 3.18 When enquired about the need for the import of base oil, the
witness said :—

“Our domestic p’roduction of’ base oil, is not sufficient. To the
extent to which our requirements exceed the domestic produc-
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tion, the imparts are made. 1 may inform you that about
90,000 tonne -base @il is imported 4gdinst 530,000 tonnes
domestically produced.”
3.19 In regard to capacity utilisation of BPCL, LOB plants during
1983-84, the Ministry informed in a8 written reply : .
“Ag against the Sales Plan entitiement of 89,000 tonnes, the licen-
sed blending capacity of BPCL is 90,384 tonnes (Bombay
60,384 and Calcutta 30,000). The utilisation is a.lmost.l_‘OOi% .
At the time of take over the blending plant capacity utilisation
was abodt 60%.”

B. Cost of Production

3.20 The figures of cost of production for 1978-79 to 1982-83 com-
pared with the provisional standards as furnished by BPCL (July 1983)

are given in the statement below :

COST QF PRODUCTION
- (Rs. in cr.res)

B T 1979-80 1980-81  1981-82 1982-83
Standard Actuals Standard Actuals St—z;ndard Actyals Standard ?);:tuq.ls
{(Provi-

sional)

1. Crude oil Cost 387.81 389.26 581.56 583.87 797.46 797.84 768.41 767.89
2. Fuel & Loss 18.96 19.03 30.26 30.38; 39.91 39.93 36.93 36.91
3. Refining Costs 7.35 14.22 7.36 16.77 14.33 15.04 12.85 16.50

414.12 422.51 619.18 631.02 851.70 $52.81 818.19 821.30

3.21 The differential in Crude Qil cost is stated to be mainly because
of certain adjustments required to be made under the pricing discipline.
In regard to Fuel and loss it has been stated that although the Standard
was fixed at 5.819, for the years 1979-80 and 1980-81 and 4.70%; from
1981-82 onwards (provisional), the actuals were lower, except in 1981-82,
resulting in savings in overall production costs as follows :—

T T rom980 T T 19808, 1981-82 1982-83 -
T T T T (Provisional)
5.30 (0.56) 0.92

4.69 -

3.22 The Committee, however, observed that the actual refining costs
of BPCL had been about 1009 higher than the provisional OPC standards
during 1979-80 and 1980-81 and about 25% higher during 1982-83. The
variation in refining costs is attributed to provisional standards having
been based on the 1975 cost data and to major rencwals and replacements
of equipment and facilities on revenue account.
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- 3.23 The Committee enquired whether the proivsional standards have
not since been revised and if so, how the actuals compared with the revised
standards. A icpresentative of BPCL said :

“The provisional standards have now been revised w.ef. 1-4-1981,
The actuals are Rs. 30 and Rs. 34.76 for 1981-82 and
1982-83 respectively as agawst Rs. 28.69 or Rs 29."

3.24 Asked to explain the reasons for the variation during 1981-82
and 1982-83 the witness said :—

“The Corporation has not been provided with details of calculation
of Rs, 28.69 with the result we have not been able to identify
in which particular element the increase is there.”

3.25 Consolidated printouts which compare actuals with taigets both
on monthly and cumulative basis are reportedly circulated to top manage-
ment and any abnormalities are investigated and remedial measures taken.
The Committee asked what were the abnormalities noticed during the last
four years and how soon they were corrected. Indicating that there are
3 parameters viz. capacity utilisation, fuel and loss and yield pattern which
are being locked at by the Director (Refinery) and the Technical Audit
Staff on a day-to-day basis, a representative of BPCL illustrated the

functioning as follows :—

“For example, we talk about our capacity utilisation which should
be something like 15,700 tonnes per day. If that is not pro-
cessed the manager has to take corrective action to see what
has gone wrong and which plant is malfunctioning. It may
be maintenance problem or operation problem. This has to
be overcome. ....In the case of malfunctioning of plant, the
corrective action has to be taken immediately. If there is a
variation in the product-pattern, i.e. we are expecting ‘x’ quan-
tity of LPG and that is not coming through, then the operator
or the manager has to look into it immediately and take correc-
tive action.”

3.26 The witness, however, informed the Committee that no record
was kept of such incidents as it was a continuous process.

3.27 A review Committee constituted by Government in July, 1983
to make a comprehensive review of costs which form the basis of current
pricing arracgements of petroleum products and other related issues is
expected to submit its report by April 1984,

C. Value added

3.28 The Committee observed from the information furnished to them
by BPC: that the value added (at constant prices) for man month in
BPCL refinery was steadly declining from Rs. 83 lakhs in 1978-
79 to Rs. 6.16 lakhs in 1979-80, Rs. 5.80 lakhs in 1980-81
and Rs. 4.98 lakhs in 1981-82. Lower value added in 1981-82 was stated
to be becausc of strike by the employees from mid January 1982 to mid
June 1982. Asked what precisely were the reasons for declining trend in
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value added since 1978-79, one of the representatives of BPCL stated

during cvidence - 1 . -
erc are two reasons. We had to make large e recrul
" for taking care of retirements (and departures). Secondly,
the recruitment was undertaken to meet requirements of addi-
tional staff for refinery expansion project. . ...The secgnd factor
is that with the progressive increase in the processing of the
Bombay High Crude we have increased production of LSHS
which is a low value added product. We do not have the
matching secondary processing facilities. 1t is for this reasom
that the refinery is being expanded. These secondary pro-
cessing facilities are being put up so that LSHS will reduce

and will have higher value products.”

3.29 Asked what would be BPCL’s strategy to reverse the declining
tread of value added and improve the productivity, the witness outlined :—

“We have two strategies. Firstly the expansion project which pro-
vides for adequate secondary matching facilities and would
enable us to increase the quantum of crude throughout. We.
would also get high value added products. The other aspect
is that the Bombay High crude has got high aromatic content
and this project is being simultaneously implemented so that
we can produce benczene and toulene which are high ‘value
added’ products.”

3.30 Enquired whether any value added estimates have been made in
the DPR of the expanmsion project, the witness said, “In- terms of man-
months we have not calculated,” He, however, mentioned :

“We estimated foreign exchange savings of the order of Rs. 37
crores per annum or something like that. This is the value
added one can say. This will come into =ffect when the
refinery expansion project and the secondary matching facilities
come into operation in January 1985.”

3.31 The Committee noticed discrepancies in the figures of value added
E‘r man month of BPCL furnished by it and those indicated in the public

terprises Survey of BPE. The relevant figures furnished by BPCL and
those noted from public Enterprises Survey are as follows :—

Value added per man—month
1979-80  1980-81 1981-32

Pigures furnished by BPCL (Rs. in lakhs) . - 6.16 5.80 4.98
Flgures noted from BPE Survey (Rs.) . . . 13,487 14,960 14,466

3.32 Asked to clarify the reasons for the discrepancies in these figures,
BPCL submitted in a written reply furnished after evidence that the value
added figures, as per the BPE Survey Report represent the total ‘Value
Added’ by the Corporation in the year on an integrated basis (i.c. Refining
and Marketing activities), whereas the figures furnished by BPCL represent
"V?lue Added’ per man month at constant prices for the Refining activity
oaly. .
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D. Water Pollution

3.33 The Central Board for the Prevention and Control ¢f Water
Pollation (CBPCWP), New Delhi have reportedly proposed minimal
national standards (MINAS) on effluents from Qil Refineries both in con-
centration and quantum limits. While BPC Refinery meets the concentra-
tioh Hmits proposed in MINAS, the quantum limits of pollutions  per
tonfie of crude presented by the CBPCWP, which are more stringent are
not mei—since the Refinery designed in the early fifties, uses sea water on

once-through basis for Refinery processing.

3.34 Drawing attention to ‘the press reports which stated that BPCL
refinery has been found polluting, the coastal waters threatening fishing
and contact water recreation around there and that the Central Board
after 8 survey of the refinery’s waste water dischatge into the sea, has
directed that the refinery should either reduce its waste water discharge
volume or arrange for better methods of waste water treatment, the Com-
mittee asked what were the findings of the Central Board and what specific

ctions were issued by them in this regard. A representative of BPCL

stated during evidence :

“This board has gone into details of all the refinerics and found
that in many cases including the BPCL, the effluents standards
are not met as far as the quantum limits are concerned.

Sir, all these refineries have been originally designed and BPCL
was one such coastal refinery, for using a sea water as cooling
medium. .... The standards that have iccn established earlier
is the concentration limit. This means, only a few ppm of oil
can remain in the water and go into the sca which we are

observing even now.

But the latest development suggested by the MINAS Standards is
replacing thc once-through system, recycling.....In the once
through system, we are finding it difficult to observe the
quantum limit because large quantity of water is to be circula-
ted. We take advantage of the abundant sea water available
for cooling purposes. 1f we use fresh water, it is not even
possible to get the large quantity of water required for
our cooling purposes. We have represented to the board that
seme of the oil refineries which were constructed on this basis
should be allowed to continue the concentration limits which
Lave already been approved by the various State authorities
for effluents disposal into the sea.”

3.35 Asked when was this represented to CBPCWP, the witness said
during evidence (Sep. 1983) “About nine months back.....We have not
yet got any reply on this matter.”

. 3.36 Enquired whether it would not be possible to recirculate the
cooling water in the refinery so as to keep discharging waste water at 2
low level, the witness said that the re-circulation of sea water is not possible
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because of the metallurgy involved. Explaining the difficulties of BPCL
in this regard, the witness said : :

“One method of reducing the total pollution that enters with efflu-
ents is by reducing the total water flow. The problem is that the
various equipment in the refinery are designed for cooling sea
watcr containing a certain amount of salt, silt and various
other impurities. We are using higher metallurgy for tackling
this problem. Once we go in for re-circulation, the correcsion
aspect of sea water increases, tremendously and we have to
change almost all the major equipment in the refinery to
achieve the corresion resistence which besides an expensive
proposition, will also involve long outgages of the units.”

A regards the second aspect i.c. instead of sca water we go in for
fresh water which is less corrosive, we can convenicntly go in
for re-circulating system. That also has been looked into. 1If
we go in for that system, we will need somcthing like 10,000
tonnes of fresh water per day which is rather difficult to get
from the Bombay Municipal Corporation which is already
stretched to the limit in the matter of supply.”

‘Enquircd abeut the deleterious effect of the pollution on the sea life,
the witness stated 1 —

“There cannot be any damage to the sea, for oxample to the fish

or any other vegetation. So the percentage limit, a  few

‘ PPMs, which has been specified has no harmful effect to any
of the activitics there.  Actually, our limit of effluent is onlv

6 PPM as against 15 PPM fixed by State authoritics.” ”

. 3.38 BPCL stated in a brief furnished to the Commitiee in connec-
tion with study tour that it has approached BIL to underiake g feasibility
study on ellluent treatment for further improvemant.

_3.39 Enquired whether the Ministry docs not consider it desirable to
Insist on designing the new refinery plints with the combination ¢f recvele
system/air cooling in order to keep dischoarging wastes at a low level, the
Secretary, Peiroleum agreed to the sugeestion and said :—

“Yes we are considering it highly desirable particularly in the
context of the heightened awarcress of the environmental
problems. We shall be insisting upon tiis aspect in the design-
ln,g‘_of the unit. The reforms have te conferm to the minimum
natiopal standards which have been prescribed.”

3.40 BPCL informed the Committee in this connection during evi-
dence 1 — }

“In the case of new projects and expansions which are coming ap.
We arc using air cooling and re-circulation along with that.”

3.41 The Committee are glad to note that the capaci(y utilication in
Bombay refinery has hecn steadily improving from 71 ger cent in 1976
to reach 95 per cent in 1981-82. It, however, fell down to 85 per cent

8 LS5/84—13
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in 1982-83 due to strike in the iefinery which reportedly resulied in
throughput loss of about 3500 tonnes per day during the 5 months strike
period. Capacity utilisation in the refinery would have been even mere but
slowing down of production of LSHS and aromatic naptha, the disposal
of which has posed a serious problem. The Company ¢xpects to overcome
this by undertaking exports to the extent possible, The Committec fecl
there is need for exploiting the export potentials in these commodities more
effectively. The capacity utilisation in LOB plant at Bombhay has been
poor all along varying between 61 per ceat and 77 per cent during 1976-
83. In Calcutta LOB plant capacity wutilisotion has heen graduaily im-
proving from 35 per cent in 1976 to scach the Ievel of 113 per ¢ont in
1982-83. The Committee regret to hear from the Petroleum Sccretary
that under uiilisation of capacity in LOB plants was dcliherate due to de-
pressed demand. The Committee trust that the demand consfraint has since
been fully overcome and that there will noi he any further under-utilisa-
tion of capacity.

3.42 The refining costs of BPCL had been about 109 per cent hicher
than the prcvisional OPC standards duving 1979-81 und ohout 25 ner
cent higher cduring 1982-83. The wmrovisional a'zndards have heen revised
in April, 1981. It needs to be pointed nut thar in the shsence ¢f nroper
norms the comparison of provisional sfandards with actuals is menningless
and leaves no scope for immediate remedial artion being taken for effec-
tive cost control by oil companies. Theyv, therefore, reemimmnend that  the
feasibility of lwvine dowm standards in this respect in the heginning  of
every vear should be examined with a view to enable realistic asiesiment
of costs. In this connection the Committce are surprised to pote  that
although the companv’s actual refinine costs were hiocher (Rs. MT 30 in
1981-82 and Rs MT 34.76 in 1982-83) thon the OPC nerm (R MT
28.69). BPCL was not previded with the details of celenlation of OPC
norm with the result the company reportedlv wzs not able io identifs the
increase in cost elements, Thev hope that there mav not he any difficalty
on the part of Government to furnish these details to eil companies to
enable them to take timelv corrective action when the actuals exceed the
norms.

3.43 Value added per man month (at constant pricgs) in BPC
refinerv has been sharplv declining vear affer vear from Rs, 6.83 mhs m
107%-79 1, Rs. 4.98 kkhs in 19%1-82, The deBring trend in ~alue added is
attributed to lavee scale recrvitment and prooressive increase in processing
of BH crade wirich resvits in prodaction of low value added ivem. The
Companv expects that the value added ner maq month in BPCL refinery
will start increzsing with the commissionine of the expansion proiect and
aromatics proiect. These nroiects will renertedly enohle nroductinan of hich
value added products, The Committee wern informed hye the BPOY that
value added in terms of man-month hac rot heer commnted for inclusion
in the DPR of expansion nroject. Thev 2] to udorstznd how this impor-
tant produoctivitv index has heen ionered hy the companv while prepa-ing
the DPR. The Committee d-sire that valte added in terms of man-month.
may now be calculated to enable a commarisen with the actwals in futore.
Incidentally, the Committea are not svre whother the value pdded s
being commuted bv the Comnanv correcilv in acrordance with the formula
adopted by the BPE. In any case, the Committee desire these should be
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got checked by the BPE and the value added in regard to the Refining
activities as well as in regard to the entire activities of the Company should
be correctly depicted in the Annual Reports in future.

3.44 The minimal national standards in quantum limits proposed by
the Central Board for the Prevention and Control of Water Pollution on
efluents from oil refineries are not met by the BPCL refinery as it uses
sea water on once-throtigh basis for refinery processing. Although it would
be possible to minimise discharging waste water by recirculation of cool-
ing water, BPCL’s problem is stated o be onc of getting fresh water to the
order of 10,000 tonnes per day. It is not known whether the question of
fresh water supply was taken up with the Manicipol authorities. Although
BPCL has claimed that its efluent water does not cause any harm to the
sea life, the Committee desire that the proposal made to EIL to undertake
study of effluent treatment should be vigorously fellowed and necessary
steps taken as a result thereof to strictly observe the quantum limits pro-
posed by the Central Board. '



CHAPTER 1V
MARKETING

A. Supply of LPG to smallers towns

Thé Committee (1981-82) in their 47th Repqrt had inter alia, made
the following recommendations in regard to marketing of LPG :—

“The oil industry, is however, hopeful of covering the majority of
towns with a population of 20,000 and above by 1983-84.
The Committee would urge that this should be achieved with-
out fail and in any case it should be ensured that there is
regional balance in the matter of supply of LPG Gas. The
Committee do not approve the rural areas being completely
neglected. To begin with attempt should be made at least to
cover the rural areas on the pericheries of towns.”

4.2 Drawing attention to this recommendation, the Committee asked
what was the extent of coverage upto 31-3-1983 by oil industry in regard
to Marketing of LPG in the towns with a population of 20,000 and above.
Describing the oil industry’s earlier anticipation as very ambitious, the
Secretary  Pctroleum stated during cvidence :—

“Sir, the total number of towns with a population of between
20,000 and 50,000 are 739. Out of this, by June, 1983, 162
towng have been rcached. I would not say ‘covered’ becausc
all the applicants have not got the gas connection. 280 more
towns will be covercd by 1984 so that, we shall have 442
towns in this category reached so far as LPG connection is
concerned.”

Nearly 300 towns are yet to be covered under this category.

4.3 Asked about the extent of coverage by BPCL in this respect, re-
presentative of BPCL mformed the Committee during evidence :

“Tor the two years 1980-81 an 1981-82, Bharat Petroleum  have
given distributiorship in 20 towns with population 1anging
between 20-50 thousand. For 1982-83, 130 distributorships
were planned, of which 27 would fall in this catecory, 20-50
thousand population.”

4.4 Explaining the reasong for low coverage, the witiess said :

“For 1982-83, we have been behing schedule because the guidelines
for selecting the distributors were delayed and thesc have
been finalised only early this year. To that extent plan for
1982-83 will take time to materialise. [ should also inform
the Committce that there is presently a review of the Jevel of
population of the towns where the LPG should be marketed,

28
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because the recent experience has indicated that the expected
potential that we had calculated for the small towns in faet
does not exist. The potential is much fower. And to that ex-
tent the dealership appointed are tending to become non-
viable.” ' |

4.5 Asked about the reasons for the industry's coverage of smaller
towns in regard to matketing of LPG being lower than anticipated the
Secretary, Petruieum explained during evidence :

“Our capacity to expand the network is limited. Onc of the factors
is that during the last three ycars there has been a pheno-
mecnal incrcase in connections.  In March, 1980, the total
number of connections was ’ess than 32 lakhs and during this
period of thice years, it has more or less doubled. Today, the
nember of connections is about 61.5 lakhs, So, the  whole
infra-structure, whether it is administrative, managerial equip-
ment, etc. hag been under heavy strain and that is responsi-
ble for an unsatisfactory situation today, The biggest cons-
traint today is the availability of cylinders and the bottling
equipment.”

4.6 Admitting the Ministry’s failure in this regard, the witness said :—-

“As a matter of fact there have been failure both in planning, in
forecasting the requirements and in taking action to see that
the required number of cylinders are available.”

B. Shortage of Cylinders

4.7 The Committee were informed that there was stcep increase in
the LPG availability from the year 1981-82 onwards.  According to the
approved rlans, the following cnrolments were roguired to be done in the
years 1981-82, 1982-83 and 1983-84.

1981-82 . . . . . . . . . . 11.53%akhs

1982-83 . . . . . . ‘e . . . 14 lakhs

1‘)33-84 . . . . . . . . . . 16 ]akhs

4.8 The assessment of cylinder requircments to mecet these additional
enrolments and replacements, the cylinder manufacturing capacity and ac-
tual materialisation during these years werc as follows :—

(Figures in lakhs)

Year Imstalled  Requirement fgcruixvald
capacity materiali-

sation
1981-82 . . . . . . . 21.10 20 13.43
1982-83 . . .. . . . 41.20 24 18.90

1983-84 . . . . . . . 56.50 36 29.00
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49 Asked about the reasons for shortfall in indigenous manufacture
of cylinders during thesc yecars, BPCL informed in a written reply that the
manufactures could not produce cylinders t their capacity for various
reasons like shortage of power, labour unrest, breakdown in machinery
and shortage of LPG steel. Hence, the indigenous production of cylinders
was not enough to meet the industry demand. The Committee were also
informed that till end of 1981-82 the main constraint was inadequate capa-
city for manufacture of cylinders.

4.10 Enquired how the shortage of cylinders would be met, the re-
presentative of BPCL said that a decision had becn taken that the indus-
try shall import 8 lakh cylinders during the current ycar (1983-84).

(1) LPG Steel

4.11 BPCL informed the Committec in a note that there have becn
problems in getting LPG steel from SATL, who are not able to meet the
industry’s demand as the indigenous production of LPG steel is below tar-
get.  According to the infermation furnished by the Depurimeni of Petro-
leum, the year-wise demands for LPG steel. the actual production by
SAIL and the quantum of imports during 1981-—84 were ws foifows -—

(Figures in tonnes)

Year Reguticment  Production Tmporis

1980-81 . . . . . . . . . 14.686
198i-82 . . . . . 36,000 27.500 15,808
1982-85 . . . . . ) . 43,500 27,898 Nil
1983-84 . . . . . . . 1,5 6.000 85,000

Asicipated

The Committee were informed by the Department of Steel that the
C&F value of the orders placed by SAIL for import of steel during
1980-81 was Rs, 47.57 million and during 1981-82 Rs. 27.51 million.

4.12 The Committec were informed by the Department of Petroleum
that the local steel availability was alwayg inadecquate and year after year
imports were being made, With the imports made, on time, therc was no
problem in the manufacturing programmes of LPG cylinders, It was only
when the imports failed in the year 1982-83 that this present crisis has
been created. Elaborating this point in a written reply, the Department
stated as follows :—

“SAIL indicated that the total indigenous availability would be
46,000 tonnes (during 1982-83). However, actual availabi-
lity has beep only 27,986 tonnes...... The moment the short-
fall 1 local availability was envisaged in July, 1982, a request
was made to the Stet]l Ministry for import of 16,000 tonnes
of steel on an immediate basis. The clearance came from the
Steel Ministry only in January, 1983. SAIL could not im-
port 16,000 tonmes in time, Therefore. the oil companics
were given NCO in March, 1983 for import of 53,000 tonncs
of LPG steel.”
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4.13 Regarding 1983-84, the Committee were informed that after
taking into account the imports likely to materialise before March, 1984,
the total availability may roughly match the requirements, Department of
Steel informed the Committtee in a note that during 1983-84 “No objec-
tion Certificates” (NOC) for LPG stecl bas been issued to the extent
of 81,400 tonnes valued at Rs. 282.66 million, Thig is expected to take
care of the shortfall upto March, 1985.

4.14 Asked what was the production capacity for LPG stcei in SAIL
and private sector, thc Department of Stecl informed the Committee
in a written note that there was no specific capacity for the production of
LPG steel in SAIL and in the Private Sector Stecel Plants because they
are manufactured in hot rolling mills that can produce a fairly wide var-
iety which includes LPG steel, It wag also stated that there is no cons-
traint s¢ tar as making of LPG steel 1s concerned and SAIL can mect the
entire demand.

4.15 Enquired why SAIL could not produce adequate quantity of LPG
steel during 1981-82 and 1982-83, the Dcpartment of Stcel stated in a
writtcn note as follows :—

“Production of LPG steel sheets commenced in Bokaro during
1980-81 and it could not fully meet the demand during ini-
tal vears.  The issue of invpoction and guaiity siundurds took
some time to be resolved. Therefore, production during

1981-82 and 1982-83 could not fully meet the projected
demand.”

4.16 SAIL’s Centre for Engineering and Technology is reportedly exa-
mining the possibility of installing o facility cither on line ¢r off line for
inspection purposes. Referring to the question of importing cylinders and
LPG steel. the Secretary, Petroleum, stated during evidence :—

“It is not something to be proud of that we had to import this
ttem.  Even the import of steel iy something that could have
been avoided.”

4.17 The Department of  Petroleum however, stated  in g written
reply that in view of the rapid cxpansion in the past three vears in the
availability of LPG. the indiecnous steel producion capacity and the in-
digenous cylinder manufacturing canacity could not keep pace and lageed
behind result'ng in the present shortage but with the encouragement now
being given to the cylinder manufacturers anq the steps being taken by

the SAIL, it is likely that this problem cylinder shortage would te over-
come in the next three months.

(ii) Cvlinder manufacture

4.18 The LPG cylinder industry is not covered by the First Schedulé
to the Industries {Development and Regulations) Act. 1951. No licence
for manufacture of T.PG cvlinde-q is therefore, required Manufacturing
facilities can be created merelv bv registration with DGTD in medium
scale sector or Dircctorate of Tndustries of the approvriate 3tate

€ A k S Govern-
ment. if the industry is proposed in small scale sector. '
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4.19 Asked about the number of cylinder manufacturers in the conutry,
the Department of Petroleum stated in a written reply as follows :—

“This Department bhas written to vaiious State Directorates for
information regarding small scale manufacture but collection
of information would take time.”

4.20 Asked what sott of coordination doeg the Department have with
the Department of Steel, DGTD and the manufacturers of cylinders to
ensure adequate indigenous manufacture of new cylinders conforming to
the required standard, the Secretary Petroleum said during cvidence :—

“Coordination between the Ministry of Industrics and the Ministry
of Petroleum uptil now is not very satisfactory because the
Ministry of Industry is licensing the registration by the Dir-
ectors of Industries in the States and any control that we
may be cxercising over all these things is inadequate, or co-
ordination is inadequate, with the result that though there
may be capacity, thcrc may be some practical difficulties in
the way ol cyhnder manufacturers also, to manufacture and
give to us. We arc at present engaged in this exercise so that
we cag sireamiine ihe process because our purchase procedures
also have ap effect on the way the manufacturers will manu-
facture cylinders and makec them available. We are consi-
dering now to cvolve a system so that, whether in the or-
ganised sector with licences or in the small-scale sector the
partics who are registered with the State Directorates of In-
dustry, there is some sort of registration with us and we can
the monitor the cupply of steel to them and purchase cylin-
"ders from them.”

C. Quality of valves and regulators

4.21 Traditionally the ‘F" Type valve and regulator combination was
being used in the country. Thereafter Mis. Kosan Metal (India) <tarted
manufacture of MB type valves and regulaicrs. In 1978 the Chicf Con-
treller of explosives issued a directive asking the oi!  commanics to dis-
continue use of ‘F’ type valves on the ground of safety and rcplace them
by a self-closing pin typc valves, A Committce under the Chairmanship
of Shri R. N, Bhatnagar, Chairman BPCL set up thercafter rccommended
that a third tvpe knowr ac Kosan compact reculator and self-clnsing valves
should be adopted as the standard,  The Committee also recommended
that the quickest wav of doing this was to import its technology ard pass
it on to the indigenous manufacturers. No decision has yet been taken on
import of technology. ‘

. 4.22 A.Skf‘.d what was the reason for inordinate delay in taking deci-
sion in this regard, the Department of Petraleum explained in a written
reply as follows :—

“Following thesc recommendations negotiations were initiated to
explore the possibilities of having a collaboration with Kosan
“Compact” system in India. While these negotiation werc
In progress Mls. Vanaz Engineers Pvt. Ltd. were able to
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produce a few proto type samples of their indigenously deve-
loped click on type valves|regulators which were found accep-
table on evaluation tests conducted by the oil industry Tech-
nical Committee. As a result it wag decided to manufacture
the compact type indigenously......... The locat manufactu-
rers, however, adopted minor deviations from original de-
sign and there have also been differences in the quality of
materials used, the workmanship etc, Experience of the past
2 years has shown that these minor variations introduced by
the indigenous manufacturers had to some extent an adverse
impact on the safety aspects of pressure regulators and valves.”

4.23 Drawing attention in this connection to the press reports that
defective valves and pressure regulators have becn used in LPG cylinders
resulting in safety hazards ang considerable damage, the Committce en-
quired about the quality of the indigenously produced self closing valves
and pressure regulators. A representative of BPCL said during cvidence :

“I do believe that in the design aspect in fact the combination
is safer than the erstwhile equipment used. I am limiting
iny comment to the design aspect. But.......In the manu-
facturing procese certain tolerances which should have been
lused have in fact not been used and there have been diffe-
rent tecthing troubles for the manufacturers resulting in a
not proper fit between the cylinder and valve.”

4.24 The witness also admitted that “in some cases accidents have
occurred because the tili i the cylinder and the value has been too much
and the gas leaked as a result of it. .

4.25 Asked what steps Government have taken to ensure safe quality
of valves and regulators, the Department of Petroleum stated in a written
reply as follows :—

“Consequent to the devastating fire at Indian Oil Corporation
Shakurbasti boitling  plant, another commiitee known as
Vasudevan Committee was formed to look into various as-
pects of «afotv relating to filling, transportation and distri-
bution of LPG. This Committece has rccommended that the
Kosan-Denmark self-closing type of valves are now to  be
standardised and its technology imported........Similarly in
regard to regulators, Government have decided to adopt the
Kosan Denmark compact tyvpe reculator and the sierra regu-
lator as the two standards since both would fit with Kosan
self-closing valve and hence would be interchangeable.

Government is taking steps to finalise the import of technology
and to pass the same to all the existine and intending indig-
enous manufacturers who would be required to enforce strict
discipline regarding quality control of materiak testing etc.
and bring about uniformity in their production paramcters.”
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4,26 On enquiring about the type of valye§ presently used in cylin-
ders, a representative of BPCL said during evidence (September, 1983) :

“Today, the Hindustan Petroleum used two types of ‘eq‘uipment
(1) Traditional “MB” type. i (2) Self-cloaing type. The
Bharat Petroleum uses the traditional ‘F’ type and the self-
closing type. The India Oil uses ‘F’ type and the self closing
type. The intention is to make all the three companies usc
the self-closing type for the future.”

4.27 Acsked about the need for repiacing the ‘F’ type valve, the
witness said :—

“It is a valve which is external to the cylinder. Bgeing external.
any mishandling of the cylinder by the transport opecration
could result in the handle of the valve sheering off. 1f the
handle sheers off then the gas will escape freely till it is exhaus-
ted. 'F equipment is having a security nut, If the valve is
opencd and the security nut has been kept open, the same
thing will happen,  So, arising from these considerations the
oil companies and the cxplosive authoritics came to the
conclusion that this equipment was not suited to Indian con-
ditions where mishandling of equipment does occur.”

4.28 The Committec were intormed by BPCL that presently  there
being inadequatc number of indigenous manufacturers who have the re-
quisite experience and proven capabilitics, it may be necessary to import
certain quantities of valves and pressure regulators.

D. 1.PG Taith wagons

4.29 The Committee were inforthed by BPCL that there had  been
problem with the Railways with reeard to delivery of underframes for
fabrication of LPG tank wagens. The Oil Industry had ordered 1972 un-
derframes for LPG tank wagons against which due to cuts in their plan-
ned allocations the R:iulwave have planned production of enlv 700 under-
frames.

4.30 Asked how docs the Ministry propose to make up the shortfall
and ensure timelv suppiv of required number of underframes by Rail-
ways to avoid delay in BPCL’s LPG project. the Department of Petroleum
informed in a post evidence reply as follows :—

“The Railway Board have now confirmed that 850 underframes
would be available by end of 1983-84. Out of thi- total
the share of BPCL. works out to 222 underframes (against
their requirement of 254). Upto 30-9-83 BPCL have received
186 underframes and thc balance is likely to be available by
end of 1983-84 or carly 1984-85.” )

4.31 According to BPCL it is expected that 189 LPG tank wagons
for phase I will be completed by March 1984 (original target Scptember,
1983). Department of Petroleum, ‘however. informed the Committee
that on account of delay in supplv of underframec there is likely to he
very marginal delay in cxecution of BPCL’s LPG project.
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E. Establishment of retail outlets

4.32 The rationale in fixing the targets for establishment of retail
outlets is to set up the distributive infra-structure to meet the anticipated
growth in the consumption of petroleum products. The additional through-
out likely to be sold in a year ahead is determined and the number of
outlcts required to cater for this additional throughout s fixed.

4.33 The number of retail outlets (both MS & HSD) planned to be
established and the number actually commissioned by BPCL during th
period 1978-83 is as given below :— ~

Year . Planncd Actualty
conissioned
1978-8! . . . . . . . . . . 1023 50
(3 seare
FORT-N2 . . . . . . . . . . 121 10
[922-81 . . . . . . . 151 29

4.34 Pointing out the huge shortfall in commissioning everv vear. when
the Committee asked whether it did not discloee that BPCios eeord 18
poor in this regard, a representative of BPCL admitted during evidence -

“It has t¢ be agmiticd ‘hat we are behind schedule in comnziission-
ing number of retail outlets we planned to do........unforta-
nately the performance was rather poor........7

4.35 Explaining the ressons for poor performance the wiinas sad

SUBIND

“The field officerg are not only to do preliminary work before re-
tail outlet js commissioned but thev have the task of com-
missioning LPG  dealership.  During the same periog there
was need for accelerating the commissiening  and  nctalla-
tion of LPG dealership: and this wos taken on hand. Bharat
Petroleum. for historical reasons. befere  nationulisationy of
this company, was denuded of participation in consumer class
of trade.  Bulk consumer accounts for HSD were to be cared
for Railways, Defence ete. Tt was decided that it would be
desirable for Bharat Pctroleum to re-enter  consumcer-—class
rather than rctail outlet. Prioritv was eiven to field officers
to concentrate on getting back our participation in the con-
sumer-class.’

4.36 Enquircd whether the Miristry reviewed BPCL’s performanc: in
this regard during the course of the performance appraisal meetings and

if so. what directions were given to Improve the performance the Secre-
tary., Department of Petroleum said during evidence : '

“The view taken by the Ministry was that the situation was not
as unsatisfactory as it appears from the statistics. It ic correct
that there have been dclays in the establishment of new re-
tail outlets for Motor Spirit ang HSD., We hope that the
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progress will be better in future and the speed at which new
retail outlets are being set up will show signs on the higher

side.”

4.37 The Department, however, informed in a written reply furnished
after evidence that the number of cases pending at various stages were
analysed and these were brought to the notice of BPCL and that they
have been asked to strictly adhere to the time limit of 4 months after
the grant of letter of intent for commissioning of the dealership ¢xcept
in very exceptional cases of genuine difficulty in procuring land etc.

4.38 During the current yecar (1983-84), BPCL has targetted to deve-
lop 121 newretail outlets, Enquired whether, considering the past  per-
formance of the Corporation, it would be really possible to establish all
lop 121 new retail outlcts. Enquired whether, considering the past per-
follows :— - .

“Actual commissioning during the period April[November 1983 is
28 and the Corporation ¢xpects to commission another 90
outlets by 31-3-83. Although the above number would ap-
pear very ambitious, the Corporation hag taken cffective
steps to clear the backlogs on new commissioning by the end
of the year 1983-84. The Corporation has bcen asked to ¢ive
duc emphasis to commissioning of retail outlets.”

4.39 The Committee regret to note that in regard to marketing of LPG
although the cil industry was hopeful of covering the majority of towns
in the category of population between 20,009 and 50,000 by 1983-84,
it was possible to cover only 162 towns out of the total 739 by June 1983.
Even in these towns all applicants have not got the supply. Another 280
towns are now cxpected to be covered by 1984, This will leave nearly
300 towns uncovered against industry’s earlier anticipations. 'The Committee
find that although there has been rapid expansion in the availability of LPG
during the past three years, the indigenous manufacture of cylinders has
not kept pace and there is acute shortage of cylinders. This constitutes
the main constraint in expanding LPG supply to smaller towns. The
shortfall in cvlinder manufacture against the .oil industry requirements
was 6.5 lakhs in 1981-82, 5.1 lakhs in 1982-83 and 7.0 lakhs in 1983-84.
To meet the present shortage, it has been decided to import 8 lakhs cyvlinders
during 1983-84. Besides import of cylinders, it may be reportedly necessary
to import certain quantities of valves and pressure regulators also. Petroleum
Secretary admitted before the Committee that there had been faileres in
planning and taking advance action which :vag responsible for these shortages
and nccessitated imports of these items. It is clear from Petroleum
Secretary’s statement before the Committee that not only the import of
cylinders but even the import of steel for cylinders could have heen avoided.
The Committee cannot help expressing their unhappiness at the lack of
planping and foresight.

4.40 One of the reasons for shortfall in cvlinder manufacture was stated
to be shortage of LPG steel. According to Department of Petroleum the
Jocal LPG steel availability was always inadequatz and year sfter year
imports were being made. The Comumnittee notc that the value of orders
placed by SAIL for import of LPG steel was Rs. 4.8 crores in 1980-81, .
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und Rs. 2.8 crores in 1981-82 and NOC issued for import during 1983-84
valued at Rs, 28.3 crores. Department of Stecl has, howevcr, reported
that there is po constraint so far as making of LPG steel is concerned and
that SAIL can meet the entire demand. The shortfall in steel production
during 1981—83, according to Department of Steel was due to inspection
and quality problems. These factors are entirely within the control of the
Government. The Committee are, however not clear as to what necessitated
issue of NOC for import of LPG steel to the extent of 89,400 tounes during
1983-84. This cle:-;{; contradicts the Stee! Department’s claim that SAIL

can meet the entire demand.

4.41 As far the shortage of cylinders are concerned, the constraint
tifl end of 1981-82 was stated to be inadequate capacity for manufacture
of cylinders. During the succeeding years although the installed capacity
for manufacture of cylinders was much higher than demand, there was no
system of control or monitoring to ensure adequate indigenous manufacture
of ncw cylinders conforming to the required standard. Surprisingly  the
Department of Petroleum does not have even a list of cylinder manufactures
in the country particularly in small scale scctor. Admittedly the Depart-
ment’s coordination with the Ministry of Industry in this respect was any-
thing but satisfactory. The Committee trust thar the question of evolving
a suitable system of coordination and streamlining the purchasc procedures
for cylinders will be considered early and the Committee be informed.

4.42 The c¢bservations of the Commitiee in the foregoing paragraphs
of this section would unmistakably show that the failure in planning and
coordination on the part of the Department of Petroleum have resulted
in avoidahle foreign exchange outgo on account of import of LPG steel
and cylinders. The Committee hope that in future the Department would
show morc alertness and foresightedness in discharging responsibility of
planning and coordination in this regard.

4.43 The Committee regret that although Chief Controller of Explosives
(CCE) directed the oil companies as far back as 1978 to disconfinue use
of ‘F’ type valves on the ground of safety and repface them by a self-closing
pin type valve, the oil companies still continue to use the traditional tvpes
thus exposing consumers to safetv hazards all these vears. A Committee
set up thereafter known as Bhatnagar Committee recommended adeption
of Kosan compact regulator and self-closing valves as the standard and also
recommended that the quickest way of doing this was to import its techno-
logy. Notwithstanding these recommendations, it was decided to accept
the indigenously designed compact tvpe which wa< found accepiable on
evaluation tests. Owing to lack of strict dietipline in the matter of quality
control the local manufacturers adopted minor deviations yrom the original
design which to some extent had an adverse impact on safetv  asmects.
Sadly. in some cases these have reportedlv caused accidents. Tho Commiitce
would like the Government to have a reassessment of the effectiveness of
their quality control machinery and the extent of its resporsibility for failure
of owility jn yalves and reovhrtars, Thev wonld vroe that the wee of
traditional types of valves should be discontinued at the carliest as recom-
mended by CCF and the question of imnort of technology, if found inevitable
shonld be finalised without further loss of time.
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4.44 Targets for establishment of retail outlets are fixed every year in
order to set up the distributive infrastructure to meet the anticipated growth
in the consumption of petroleum products. BPCL’s performance in regard
to achievement of these targets has, however, bcen very unsatisfactory.
The company was able to set up only 89 outlets against the target of 375
during the 5 year period 1978—83. The reasons advanced for this failure
are hardlv convincig. The company’s target for 1983-84 is 123 cutlets
which appears to be ambitious considering its past record. The Committee
have beey informed that the Corporation has taken effective steps to clear
the hacklogs on new commissionings by the end of 1983-84. The Commiittee
would await the results of efforts of the Corporation in this regard and
would watch with interest the actual number of outlets cstablished during
1983-84.



CHAPTER V
INDUSTRIAL RELATIONS

A. Refinery Strike

The Committce cbserved from the information furnished by BPCL that
the total man-days lost in BPCL due to industria] disputcsistrikes ctc. was
2,19,611 during 1981-83. The major rcason for the mandays lost during
1981{-83 is stated to be a 5 month long strike of the entire work force in the
refinery from mid January 1982 to mid June 1982. The loss in the quan-
tity of oil processed on account of this strike is stated o be 7,23,700 M.T.
Although an interim scttlement was arrived at on 17-6-82 for a period of
4 years, a lfong term settlement stifl remains to be finally resolved.

5.2 Asked what cxactly were the reasons for the strike in the refinery
being prolonged for o 5 month perigd and why it could not be averted, the
CMD. BPCL cyplained during cvidence :— -

“Our workmen who are recruited alier the netionalisation of the
company i.¢c. 23-1-70 Lave been demanding the terms and con-
diticns of service applicable to workmen of erstwhile Burmah
Shell Company Staft,  They want a DA rate of 5.08 for every

point risc or fall in the CPI Tedex as against the public scctor
rate of 1.3 for g point vise or fall.... ... This is an arca where
there cun be no meeting eround becawse if we cencede this, then
it is likelv to extend to our marketing divivion apart from vio-
Iating the Government laid down norms in this, It will not stop
with the Marketing Dividion but will go to other oil companies
in the public scctor and it mav even extend further to other pub-
lic sector companies also.  But the union did not come down
on this issuc. In fact, prior to workmen going on strike, I was
perconaily present in the refinery to negotiate with the workers
and -to bring home to them that under no circumstances, Go-
vernment would relent on this and it was not right on their
part to precipitate matter on this issue.  But thev were not
preparcd to listen........Perhaps they were carried away bv the
fecling that in this wav. thev would get some more benefit and
bv going for u longer period of strike, thev could precipitate the
1ssuc.”

5.3 On a query made by the Committee. a representative of BPCL clari-
fied during evidence :—
“It is true there are two tvpes of DA for the workers in the factory.
Those who are emplovees of the erstwhife Burmah Shell Com-
pany were entitled to certain terms and conditions including
higher DA formula,  These who have jeined the Companv after
the takc-over have not been extended these terms  and con-
ditions.”

39
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5.4 The views of the Ministry on the issue of pay scales and allowances
to new entrants are as follows :—

“On the question of granting the pay scales and service conditions
of the erstwhife Burmah Shell Refinery Employees to the new
workmen could not be conceded as that would have resulted in
creating high wage islands in a public sector system which is
contrary to Govt. Policy. Besides, creating such high wage 1s-
lands would have had serious repercussions not only in the oil
industry but in the entire public sector group of undertakings.
In addition this would have amounted to punishing the new
workmen in the Marketing Divn. after having come to an Agree-
ment with the Management regarding the terms and conditions
of scrvice on public sector pattern.”

5.5 Enquired whethcr the question of referring the issues for arbitration -
to find an amicable solution was not considered. the witness said :—

“One method of rcsolving this problem is adjudication, In fact, the
workers have been making the claim that whatever is paid to
the erstwhile employces should also be paid to the new em-
ployees. They. therefore, said no issue needs to be reterred
i0 a tribunal and hence they would seek no adjudication on his
issue.”

5.6 Enquired about the position in Marketing Division, it was stated
by BPCL in a written reply :—
“We have alrcady signed Long Term Settlement based on the Public
Sector wage scales and service conditions in the Calcutta, Mad- -
ras and Bombay (except old clerks) Regions of the Marketing
Division. Thig objective has also partly been achicved in set-
tlements signed in Ernakulam and Delhi Regions and it is cx-
pected that these Regions will also be brought fully on the Public
Sector Pattern when the subsisting setticments come up for
renewal early next ycar.”

5.7 Enquired whether the Ministry have anv suggestions to bring a long
term settlement in 1egard to pay and allowances of emplovees and promote
industrial harmony in BPCL refinerv, thc Ministry stated ir g written
1eply AN

“The Ministry is examining various legalities involved in the demands
of the workmen and further course of action on this problem
are being examined by the Govt.”

B. Grievance Committee

5.8 From the information furnishcd to the Committce by BPCL the
Committee obscrved that apart from the major strike in the refinery in 1982,
there had been 38 occasions when BPCL cmployees resorted to strike in re-
finery and marketing divicions duriny 19786—83 with mandavs iost raneing
from 9 days to 9713 davs. The Corporation is stated to have erievance
tcnle_mdﬁng procedure and Bipartite/ Tripartite forums to solve the problemg and

isputes.
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-, 5.9 Asked how was it that inspite of these machineries there were so

instances of strikes, BPCL stated that 9 incidents resulting in a.loss
ef 14,897 mandays were relating to the issue of introduction of public sec-
tor wages and conditions, 16 incidents were on account of extrancous matters
mot directly connected with the workmen’s place of work. These strikes
were called in sympathy with all India Bandh, State bandhs, Morchas; Bandhs
im support of the textile strike in Bombay, 2 instances of strike resulting in a
loss of 2,597 mandays were on account of delay in Government’s approval for
payment of bonusjex-gratia, About 10 instances of strikes which resulted in
a loee of 10,688 mandays, BPCL stated in a written reply :—

“Only 10 incidents during the period 1978—83 were directly con-
nected with our cstablishments. These also were in respect
of such factors. as valid suspensionjtermination of some work-
men on disciplinary grounds and insistance by the Corporation
for the fulfilment of production targets mutually agreed unmder
valid settlement on which no compromise was possible.”

5.10 Eunquired to what extent the strikes were due to want of speedly
scttlements, BPCL stated in a reply furnished -after evidence that com
laints|representations both individual and collective are dealt with expedi-
tsously in accordance with the machinery already available. It has, howevér,
been admitted that there were 3 disputes wherc workmen initially went on
strike and settlements followeq subsequently, A representative of BPCL,
however. assured during evidence that “at the moment we do not allow such
matters to escalate.”

5.11 Asked what was the reason for delay in according approval for
payment of bonusicx-gratia amount. the Department of Petroleum stated
in a post evidence :cpiy as follows :—

“As payment of the ex-gratia amount in liev of the bonus is outside
the purvicew of the Bonus Act, it would normélly take some
time to process the proposal through the various Departments of
the Government concerned with such payment. It is unfortu-
nate that the workers had resorted to precipitate action of going
on strike despite the fact that the Management had advised them
to await Government instructions.” -

5.12 Enquired whether there is any forum with which workers represen-
tativeg are associated for handling grievances and if so, whether it is effec-
tively functioning, a representative of BPCL stated during evidence :

“As far as grievance is concerned, there is no Committee as such.
But the grievance procedure is there : if any workman has a

*  grievance he has to take it up with his immediate superior and
has to get it remedied; if, however, he is not satisfied with that,
then he can go a step above and represent his case to the officer
above his immediate superior.”

5.13 Informing, however, that in the Markcting Division there are
Works Committees, the witness explained :

“The suggestions made by the workers in the Works Committee re-
Iate to improvement of conditions in the Plant .or service con-
ditions by way of improvement in working conditions and to that
8 L 55/83—4
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extent also some of the grievanceg of some employees wh;i are’
affected, are resolved. To that extent, it is a part of the gris-
vance machinery.”

The witness however, admitted :

“Other than this, there is no othec machinery as such on which the
responsibility of resolving the disputes lies.” ‘

C. Workers’ Participation

5.14 The Committee were informed by BPCI, in a notc furnished in
connection with examination of productivity in public undertakings that the
Workers’ Participation Scheme, introduced in 1976 by forming 4 shop coun- .
cils and a joint council worked well for a period of 2 years. 1a Sepiciaber,
1978, the unions in the Refinery, however decided not to participate in any
of the forums for joint participation as they felt that no useful purpose
would be served ty these forums. In the absence of resolution of problems
relating to pay structure of workmen and in somz cases improvement of exist-
ing terms and conditions, the workmen and the unions have shown -much
interest in participating ia the Schemc. BPCL hag pleaded that despite
the Company's renewed efforts to persuade the unions to reactivate  the
forums for workers’ pariicipaiion, their response continues to be ncgative.

5.15 Asked about the present position in regard to workers' participa-
tion, representative of BPCL said (Septcmber 1983) ““the present position
i nobody is participating in any of the joint foruns in the refinery.” The
witness also added :

“At the moment in the rcfinery there is no Joint Committee, there
is no Works Committee, there is no Canteen Committee.”

5.16 Enquired whether there is workers’ participation in safcty manage-
ment, canteen management, club management ctc. so that the views of the
woerkmen are taken into account in deculing and implementing policies con-
cerning welfare activities, representative of BPCL indicated duriny evidence
that the workers participate in the safety committees, cooperative credit so-
cietv, Medical benefit scheme and in sports clubs. It wag stated in a written
reply that subsidised canteens managed by representatives of the workmcen 2re
operated in all major establishments of the Marketing Division. Asked about
the position in the refinery, a representative of BPCL said :

“TiN recently, we had canteen managcment committce where the
workers and the management wcre represented. Sometime in
1978, they decided not to participate in all the committees.”

5.17 1t was stated that presently the canteens in the refinery are run on
contract basis. Askcd why the workers sheuld not be pursuaded to run
them on co-operative basis, the witness said :

“We have tricd this proposal but the workers arc not willing to co-
operate on the issue.”

5.18 The Committec pointed out .that if the management cannot con-
vince the workers to participate in a small cndeavour like running of a can-
teen, how they hoped to secure the co-operaticn ir other areas of workers
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* participation, In this connection, when the Committee asked what steps have
‘boen taken to secure full cooperation, improve the level of motiyauap .
invite total commitment and pasticipation of all employces a1 VARIW FSYEW:
BPCL in a written 1eply, indicated that the following schemes had heen 24
sedl by the Company : '

(a) Productivity incentive scheme introduced from 198283,
(b) Safety incentive scheme
(¢) Suggestion scheme

(d) Policy of giving to employees at all levels various Long Service
Emblems. | ‘

5.19 Besides the above directly work related incentives for motivation,
BPCL is stated to have the following schemecs in force which also help im-
prove employees’ commitment :— '

(i) Housing loan scheme ;
(ii) Meritorious Scholarships for children of employecs ;
(iii) Loans for scooters and cycles;

(iv) Sports and Recreation club, consumer co-operative storek,
subsidised canteen facilities, annual picnics etc.

5.20 The Committee asked whether there was any review at the Govern-
ment level of the situation arising out of workers’ indifference towards the
Joint forums of BPCL, its impact on production and if so, what was the
outcome and what concrete measures were taken to resolve the deadlock.
The Department of Petroleum stated in @ reply furnished after evidence as
follows : ’ ‘

- “BPCL have already introduced grievance procedure which applied
to all the workmen|employees governed by the Industrial Dis-
putes Act, 1947. There are separate grievance procedures for
the workmen|employees of the Marketing Division, and for
these of the Refinery Division of the Company.”

~ 5.21 Enquired as to whether there is any scope for decentralisation and
delegaion Bolié)owers and authority with a view to motivate workers’ parti-

oipation, L stated in a writteg reply that “the suggestion for delegation
of powers and authority to these commmittees will be examined.,” '

5.22 Industrial relations climate particularly in BPCL's refinery left
much te be desired. The BPCL refinery faced a 5-month long strike of
the entire work force from mid January to mid- June 1982 resulting in
2,19,611 mandays loss and 7,23,700 M.T. throughput loss. The workmen
werc demanding extensiom of pay scales and service conditions applicable
to the employees of the arstwhile Burma Shell Refinery to the new workmen
recruited after takeover by Government. According to the Department
of Petroleum this could not be conceded as this would have resulted not
enly in creafing high wage islands in the public sector system but would
also have had serious repercussions in the rest of the public undertakings.
Although an intcrim settlement covering a period ef four years was reached
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it the end of the strike, a Jong term settlement still remains to be reached.
: - that Government should expedite its examingtion
of this Issme in view the urgent need to bring an early long term
settlement between employees and mamagement and in order to secure the
foll co-operation and pation particolarly of refinery employees who
are reported to be mtil boycotting the joint forums It is heartening in
this comnection to note that the workmen in the Marketing Division have

signed a lemg term settlement on the issue of wages and service

5.23 Apart from the major strike in 1982 there had been 37 occasions
durisg 1978—82 when BPCL employees both in refinery and marketing
divishons resorted to strikes. Qut of these, 16 imcidents were stated to be
on aocount of extraneous fuctors and the rest due to internal factors such
as iatroduction of public sector wages, delay in payment of bonus, diseci-
plinary action by msmmgement, fulfilment of production targets, want of
speedy settlementy etc. The Committee feel that at least some of these
could have becn obvimted had there been Grievance Committees entrusted
with the respomsibility of resolving workers’ grievances and disputes. It

is mﬁmo t appears to have been given by the management
'to evolve for purpose despite strikes time and again. The
Committee hope that at least mow the umdertaking will take action te

set up grievance committees in the refinery and marketing divisions with
a view to speedily resolve workers® grievances in a climate of confidence.

- 5.24 BPCL introduced workers’ participation scheme in 1976 by forming
4 shep councils and 2 joint council, in the refivery. Since September, 1978
" the workers are, however, not participating in any of the forums for joint
' pa’ ¥ tine ip the absence of resolution of problems relating to their pay
structure, The Company has pleaded that despite its remewed efforts to
: -the union te reactivate the joint forums, their response continues
 to be negative. Frankly, the Conmmittee did not cxpect an expression of
helplessness in this regard from the company. It should be posible to
carry conviction with the workers, infusing in their mind the perspective
of thelr larger interest. With a view to create favonrable climate for securing
workers’ in these Joint forams, the Committee feel that it is
- mecessary that the issae of pay scales and conditioas of service of workers
should be expeditionsly resolved. The Company should also examdine the
question of delegation of powers and authority at priate level in the
orgauisation to secure involvement of employees for development amd
growth of the Compeny.



CHAPTER VI
GENERAL

A. Working Results

Aocording to the information furnished to the Committes by BPCL.
the fimancial results of the company during the period 1978—83 were as
given below —

(Rs. m‘dtes)
1978-79  1979-80  1980-81  1981-82  1982-83

Grass profit before int. and tax :
Refimery . . . . . 5.58 2.94 4.53 12.97 21.74
Marketing . . . . 16.29 19.68 21.50 22.80 17.24

21.87 22.62 26.03 35.17 38.98

Interest paid/(Farned) . . (2. 68) (2.20) 2.92 6.117 9.02

Profit before tax . ) . 4 95 24.82 23.11 29.60 29.96

6.2 The profits of the Company according to the above table were
Rs. 29.60 crores in 1981-82 and Rs. 29.96 crores in 1982-83 Tlrse.
figurcs, however, included prior years income (net) to the extent of
Rs. 5.54 crores in 1981-82 and Rs. 13.95 crores in 1982-83, The operat-
ing profits of the Company after exchsion of the pnor year’s income were
Rs 24.06 crores in 1981-82 and Rs. 16.01 croreg in 1982-83. The profits
of the Company have thus sharply declined by about 33 per ceat in
1982-83. Py

6.3 There lhas been decline in the profits of Marketing Division from
22.80 crores in 1981-82 to Rs. 17.24 crores in 1982-83. Asked for

the reasons for sharp decline in the profits in the marketing division
1982-83, BPCL mentioned the following reasons :—

(a) higher depreciation charge primarily because of purchase of
larger number of LPG cylinders, pressure regulators and val-
ves on which depreciation is charged on 100 per cent baszs in
the year of acquisition itself (Rs, 2.9 crores).

(b) increase in cost of staff including provision of Productivity In-
centive Bonus (Rs. 1.1 crores).

(c) Under-recoveries on transportation costs arising from increa-
ses in prices of petroleum products more particularly ‘High
Speed Diesel Oil and Lubricating Oils (Rs. 1.7 crores).
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(d) increased cost of losses—again because of hikes in prices of
petroleum products (Rs. 1.4 crores).

6.4 BPCL, however, claimed that during 1982-83 the profits of Rs. 21.74
crores in the refinery division were marginaily higher than the revised esti-
mates of Rs, 21.71 crores and stated that the position would have been:
even better but for the difficult IR situation in the early part of the year,
plant breakdown, quality of crude and LSHS containment problems result-
ing in a loss of throughput of about 0.25 mililon metric tonnes over the
revised estimates,

6.5 The Committee observed that the profits in the refinery division
had sharply declined from Rs. 5.6 crores in 1978-79 to Rs, 2.9 crores
in 1979-80 and remained lower in 1930-81 at Rs. crores. Asked for
the reasons for low profits in the refinerv during 1979-81. representative of
BPCL stated during evidence :—

“There is an adjustment which requires to be done as a part of
pricing discipline. In case of refinery division we hove earned
a profit, But under the present arrangement we had to sur-
render (in 1979-80) something like Rs, 2.3 crorcs to the
Industry pool Account...... This incidentally, arcse because
of the price of BH crude, we were processing that time, being
low....... . Under the OPC parameter. we had to sa-readar the
excess return to the Industry pool account. At that time the
price of BH crude was too low. In the year 1980-81 again the
main reason for lower profit was on account of adiustment of
Rs. 2.3 crores on account of return on the working capital
which had to be surrendered to the industry pool account in
accordance with the pricing discipline. After 1980-81, the
price of Bombay-high went up because the Govarnment taking
into account the international price, increased it upwards, We
are now working on the average price which really means
that we do not have to surrender any more this amount to
the industry pool account.”

6.6 In reply to a question as to how far the decline in profits was be-
yond the control of the Company, BPCL stated in a written reply :—

“Having regard to the nature of the items involved and the nricing

discipline, the decrease in profits, by and Jarge, was beyond
the control of the Corporation.”

6.7 The percentage of profit before interest ang tax to capital emp-
loyed during thc period 1978—83 was as shown beclow:—

1978-79  1979-80 198081  1981.82  1982-83
(Provi-
sional)

49 83 63.32 13399 143.03  187.13

1. Capital ehﬁloycd (Rms.“ér.)' .
2. Profit before interest & tax
{ Rs.cr) . .

ntage of profit before
tax to capital employed 43.89 35.72 19.43 25.01 19.0)

21.87 22.62 26 03 35.77 36.48
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6.8 The Committee observed that the profits of the Corporation as
percentage to capital employed had been sharply declining year after year
since 1978-79 except in 1981-82. It is observed from BPE Survey that
the percentage ot gross profit 10 capital employed wa; only 36,9 during
1982-83 as against 43.3 indicated by.the Administrative Ministry as the
performance criterion for 1982-83. The decline was attributed to increase
in requirement of working capital coupled with the need to maintain stock
levels and heavy cxpenditure on new projects such as Refinery Expansion.

6.9 Enquired about the rate of return on incremental capital employ-
ed, a representative of BPCL said during evidence 1 —

“The margin has not increased. In actual fact, in the case of refi-
nerv, we have this system, If w2 process upto 3.75 million
tonnes, we were given Rs. 17.99 per ton, and for incremental
crude processed a rate of Rs. 5.49 per ton l{ was inadequatc.
It was much lower thanp the actual cost on tnc¢ prceessing that
has to be dome.”

6.10 The witness informed the Committec that the question of review-
Ing norms in this 1ega J has been taken up with the Government.

6.11 Enquired whcther the Company is satisfied about the rate of
return on capital employed, the witness said :—

“The Oil pricec Committee envisaged for oil industry a grcss return of
I5 per cent on capital cmployed. After tax it comes to 5 to
6 per cent that is envisaged in pricing formufa. If 1 achieve
it, T should be satisfied.”

.12 The Committee also observed frem the Review of Accounts
(1981-82) that the working capital increased from Rs. 27.6v crores in
1979-80 to Rs. 87.87 crores in 1980-81 and to Rs. 70.42 crores in 1981-82.
The working capital ag on 31-3-83 .was stated to bc Rs. 56.80 crores.

6.13 Asked to quantify the factors responsible for increasc in the work-
ing capital during cach of the years and state. how far they were inevit-
able, a representative of BPCL stated during evidence that the wain fac-
tors for increase in working capital 1980- 81 and 1981-82 werce as under:

(Rs. in crores)

A, 19%0-81
(i) Increase ininventories from 14 to 24 days . . . . . 32.3
til) Hikes in prices of petroleum products . . . . . . 17.6
(iii) Incre:se in amounts due from Industry  Podl A ¢ on account of
certain relifs under pricing discipline . . . . . . 32.0
81.9
Off set by
(iv) Decrease in cash and bank balance . . . . . . 11.2

Bakince . . 70.7



43

B. 1981-82 B '
B .- 324

(i) Increaseininventories from 14 to 22 days . . . X
(ii) Hike in price of petroleum . . . . . 7 L 26.8
‘(iii) Increase in trade debtors . . . . . . 6.6
©65.8
Offset by , .
(iv) Amounts payable to industry poolfac . . . . . . 6.4
(v) Deposits against LPG . . . . . . . 7.9
(vi) Increase in taxation 4.4
- 8.7
65 .8
—18.7
Balance: 47 .1
the

6.14 Asked what would be BPCL's corporate strategy to arrest
deteriorating trend in profitibility and stabilise the profits at a reasomable
level in order 1o create cufficient internal resources for futu:c needs, BPCL
stated in a written reply us follows :—

“The Corporation’s strategy to improve overall profitability 1s
to complete the projects expeditiously so that these projects
yield appropriate returns under the pricing discipilnc. As re-
gards increase in working capital, the matter. is under review
of the Review Committee appointed by the Government.”

B. Inventories

6.15 The Committee observed from the Public Enterprises Suarvey
(1981-82) Vol, I that the inventories: of finished goods (as no. of days
of net sales) during the year 1981-82 were 56.0 in BPCL, while in HPCL
and IOC it was only 24.3 and 22.8 and asked how does BPCL cxplain
high inventory holdings in BPCL vis-a-vis other similar undcrtakings.
BPCL stated in a written reply that the apparent high level of inventories
in case of BPCL vis-a-vis IOC and HPCL was because of inclusion of pro-
ducts given by BPCL to IOC on loan #ccount against payment of cash.

6.16 The Committee observed that the stores and spares inventories of

the company were as stated below :— _
{Rs. crores)

1980-81  1981-82  1982-83
2117 2158

Fstimates . . . . . . . 13.62
Actuals 17.59 26.84 19.30
(provi-
sional)

According to Public Enterprises Survey of BPE the level of spares
which represents 607.8 days consumption is higher than the prescribed
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norms. The company reportedly aims to keep the level of spares to 558

8 consumption. It has been further reported that 10424 items valued
:?Rs. 2.50 crores have not moved for more than two ycars. Surplus stores

worth Rs. 2.14 lakh were disposed of during the years and the balance
awaiting disposal at the end of March 1983 was Rs, 1.24 lakhs.

6.17 ABC analysis in respect of all the stock items except drum-steel
and project materials hag been done. Catalogues for stock items bhave not
yet &:,n-prepared. 2740 demands were outstanding at the end of the year,
out of which 1207 demands were over 3 months o!d. Similarly 146 con-
signments were pending for accountal for more than 1 months, N

6.18 BPE has reportedly requested the Cumpany to reduce the iaventor
of spaves, given high priority to the work of revicw of non-moving items, and
take urgent action for disposal of surplus stores after classifying them into X,
Y and Z categories according to their value, BPCL has also been requested
to carry out ABC analysis in respect of the remaining items, and prepare
catalogues for all the stock items early.

C. Manpower

6.12 The manpower requirements and the actual strength in BPCL
during the years 1979 to 1983 in respect of the three categories of emplo-
yees vere ag given in the table below :—

Year Management Clerical Labour

Establish-  Strength E vablish- Establish- Strength
mnt m -nt Strength ment

1-4-1979 . . . 989 924 1400 1553 3012 2723

1-4-1980 . . . 1074 993 1445 1560 3166 2866

1-4-4981 | . . 124] 1086 1538 1611 3527 3153

1-4-1982 . . . 1413 1229 1669 1648 4036 3564

1-4-1983 . . . 1637 1497 1770 1708 4116 3753

6.20 The Committee observed that the actual strength of management
staffl and labour workmen had been consistenly much less than the asscs-
sed requirements. The shortfalls in the casc of management staff and work-
men vis-d-vis assessed requirements were 65 and 289 respectively in 1979,
76 and 300 in 1980, 155 and 374 in 1981, 184 anl 475 in 1982 and 140
and 363 in 1983. Thus, the shortfalls in the management staff had gone
up from 65 to 184 during the 4 ycars period 1979-&? and from 239 to
475 in the case of workmen. The shortfalls, however, came down margi-
nally in 1983.

6.21 The shortfalls in case of labour workmen werc stated to be main-
ly due to :—
(a) Non-availability of skilled workmen as Fer requircments;

(b) Delays/difficultics on account of obtaining suitable candidates
through Employment Exchange:

(<) Delayed|difficulties on account of obtainig suitable candidats in
the reserved caregory.”
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6.22 Bnquired whether delays in recruitment could not be avorded by
taking advance action, the CM!{SBPCL stated during evidence :

“Recently we have re¢viewed the situation and what we are pre-
sently doing is that we are taking action in advance of even
a year or so, so that the gap is kept to the minimum poessible
level.” :

6.23 Enquired if the effcct of shortfall is marginal and whcther BPCL
wculd agree that assessment of manpower requirements was unrealistic,
BPCL. stated in a written reply that “the effect of the shortfall is not mar-
ginal and every effort is made to take care of it through alternate short
term methods available.”

6.24 Asked how far the shortfalls have affected the operations ¢f the
company during the above period, the CMD., BPCL claimed during cvi-
dence —

“I weuld say that there was no effect on tie operations of the
company su ur as sho.tfall is concerned because that ¢ made
up by puiting pecple on overiime or by wvngagiag  werkers
temporarily from outside or in some extreme cases bv cven
contracting out the job for short duratioa™

6.25 The Committce asked whether the Minisitg approved of the
above course of action by BPCL and if so. what cognisance of thi< had
been taken by the Ministry, Pointing out in this connection the facturs res-
ponsible for shortfall in minpower, the Ministry mertioned in o written
reply onc more factor, in addition to those menticned alrcady by BPCH.
as of people leaving for culf countries, private secter ete. Further, pointing
out that abscniceism amongst workers in the refinery side wag wbowe 12
per ceni. the Ministry stated that in these circumstances. recourse  to
overtime, engagement of temporary handg and coutracting out specific
work cannot be avoided.

6.26 The Committee noted from the information furinshed to them by
BPCL that n.-house faciliti>s to train and develop persong in the arca of
specialized requirements and managerial skill arz available in BPCL refi-
nery and at ‘he Residential Training Centre at Juhi. Bombay.

D. Performance appraisal

6.27 Although the Minisiries are required to take performance review
mecetings once a quarter, the Committce  were informed by BPCL that
during the 4 year pericd 1978—1982 therc were only 4 performance review
mectings as against the requited number of 16 me:tings. Asked how does
the Department explain the abscnce of systematic and regular review of
gerformance of BPCL, the Secretarv, Petroleum admitted during evi-

ence —

“I think no justification can be given for it. It is wrong. Mv own
experience 1s that it is possible to heid them, We bave been
holding them in different departments, But if the record shows



51

{hat pérformance review meetings whers BPCL's wotk was
reviewedl were not held in some years, we regret it. Thee
niectings should be held regularly.”

6,28 The Department, however, claimed in a written reply as fol-
fows:-— ' ‘

“While it is admittel that there has been a shortfall in the num-
ber of formal performance Review Me-tings during the period
1978—82, this has not in any way afected the review of the
performance of the Corporation periodically as apart from
the formal performance Review Mee mgs, the performance of
the Corporation also comes up for rcvicw in other forums such
as Project Review Meetings. Monthly Supply Plan  Mectings,
Monthly Industry Co-ordiniticn Meetings, OCC Apex  Body
Meetings, Annual Plan Mectings etc, . ... Besides. the Gov-
ernment Directorg on the performance ot the concerned Cor-
poration from time to time. It may thus be observed that the
performance of the Corporation is reviewed'discussed on a
continuous basis for achieving the desired objective.”

6.29 The Committee are distressed to find that the marginal increase
in the profits (before tax) of the company frem Rs. 29.60 crores in 1981-82
to Rs. 29.96 crores in 1982-83 iy only illusory in as much as if one
exchudes the prior vear's incoime which stood at Rs. 5.5 crores in 1981-82
and Rs. 14.0 crores in 1982-83, the operating profits of the company would
actually show a sharp decline during 1982-83 by about 33 per cent. The
Committee find that the annual accounts presented by the company do
not bring out the working results in a manner that would make for compa-
rison from year to year on a reliable basis in view of the prior period
adjustments. They, therefore, require that the prior period adivstments
should be made in annual accounts in such a way that the acceunts depict
the true picture of profitability and enable correct comparison of the opera-

tion of the company over the vears. This may be done in consultation
with the C&AG of India.

6.30 The Committee mnote that sharp fall in profits during 1982-83
was attributed to the marketing division where therc wag higher depreciativn
(Rs. 2.9 crores), increase in cost of staff (Rs 1.1 crores), under recoveries
on transportation costs (Rs. 1.7 crores) and increased cost of losses
(Rs. 1.4 crores). The Committee also observe that the profits of the company
as a percenfage to capital emploved had been sharply declining vear after
vear Since 1978-79 except in 1981-82. During 1982-83 the percentage of
grosg profit to capital, emploved was only 369 against the target of 44.3
indicated hy the Ministry., The decline was reported to be due to increase
in requirement of working capital coupled with the need to maintain stock
levels and heavy cxpenditure on new projects such as refinerv cxpansion.
The Committec would urge that in order to gencrate sufficient internal
resources for future needs, the company should cxpeditiouslv complete the
projects so that they yield appropriate returns in time.

6.31 According to BPE, the level of spares inventory in BPCL which
represents 607.8 days’ consumption is higher than the prescribed norms.
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Iteas worth Rs. 2.5 crores have not moved for more than two years. The
Committee would urge that directives issued by BPE in the regard should

hexpediﬁmslywhmntedbythemyto achieve the desired results.

6.32 The Committee do not apprechte the practice of adopting short
term methods to meet huge shortfalls in manpower every year, The shertfalls
in the management staff agninst the assesved requirements went ap frem
65 to 184 during 1979—82 and in the case of work-men irom 289 to 475.
Further, the rate of absenteeism in the company has been as high as 12 per
cemnt. To meet these shortfalls, the company was reported to have adopted
the practice of puttimg workers on overtime or engagiag workers temporarily -
or coutracting out jobs, Onme of the reasons for shortfail in actual streagth
has been delay im recruitment, The presemt prescribed procedare is, of
course, cumbersome and dllator) The Committec recommend that the
Govermiuent should examine the possibility of devising a speeder procedure
for making recruitment in Qil Companies in view of nature of their eperations
and importance of the industry.

6.33 It is evident that the company’s man-power policy did not attract
the attention of the Government so long. The Committce feel thmt the
shortfalls in man-power could have been largely avoided by taking advanoe
action for recruitment. The possibility of having coordination with Indsmstrial
Training Institutes to ensure adequate number of skilled workers should

have alsg been examined.

6.34 The Commiittee are of the view that the performance of BPCL
would have been better had it been kept under close review by the Board
as well as administrative Department. In this connection, the Conunittee
note that sltheugh according to the guidelines issued by BPE, the admimis-
trative Ministry should hold performance review meetings at least four
times in a year, the review meetings were not held systematically and as
frequently as was required. The Committee hope that in future these
meetings will be held regularly by undertaking critical review of he working
of the company and necessary directives issued from time to time to inpreve
the Company’s performaance.

New DELHI
Apnl 18 1984

Chaitra 29. 1906 (Saka)
MADHUSUDAN VAIRA4E

Chairman,
Committee on Public Under:al.ings.
Committee an Public Undertakings.



APPENDIX

duniunary of Conclusions| Recommendations of the Committee on Public Under-

s

Reference

No. to Para No.
| in the Report
() % (2) -
__1. . 1.14-
— 1.15
S
2. 1.16

takings contained in the Report

Summary of Conclusions/Recommendations

Bharat Petroleum Corporation Ltd. is a wholly
owned Central Government Undertaking and the

.successor to Burma-Shell Group of Companies which

were taken over in January, 1976. The long term
objectives and obligations of the company have been
formulated and approved by Government only re-
cently inJterms of the Committee on Public Under-
takings’ recommendation contained in their 72nd
Report (1982-83).

The Committee’s examination of BPCL has revealed
that oil companies have no uniform approach to
corporate plans. BPCL is reportedly having a rolling
plan and Hindustan Petroleum Corporation has a
system of integrated Corporate plan for five years,
while Indian Oil Corporation has no corporate plan
at all. BPCL and HPCL have becen following the
practicc they had adopted prior to nationalisation.
The Committee regret to note that the Government
did not consider it necessary after nationalisation to
review this situation and allowed old practices
to continue in these oil companies all these years. The
Committee would urge that as assured by the Petro-
leum Secretary, the Ministry should look into this
question early with a view to evolve a common
approach to Corporate plans for all the oil companies.

The Committee are surprised to note that the JOC
which has been a Government company for nearly
two decades now has no Corporate plan as such.
The Ministry also appears to have overlooked IQC’s

53
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failure in this respect thus far and has advised the
company to prepare a Corporate Plar only recently.
The Committee trust that the Ministry would ensure
that the Corporate Plan of IOC is finalised soon.

It may be pointed out that as far back as 1974,
BPE had issued some guidelines in regard to prepara-
tion and approval of Corporate Plan for each public
enterprise. Under thesc guidelines each enterprise
was required to draft its Corporate Plan. get it formally
approved by a Resolution of the Board of Directors
and send it 10 the Administrative Ministry for formal
ratification. The Articles of Association of BPCL
also stipulate that any proposals or decisions of the
company in respect of Five Year Plan and Annual
Plan should have thc approval of . 3he President.
The Petroleum Secretary however. expressod the view
that approval of Corporate Plan by Government may
not be either necessary or even possible.  The Committe
feel that specific approval of Corporate Plan by Govern-
ment is necessary having regard to the need to corre-
late it with the national Five Year Plans and to indi-
cate the direction that the company should take.

Onc of the major projects undertaken by BPCL
was an expansion proj:ct which provided for debottle-
necking of crude distillcr and instailation of additional
secondary processing facilities. This project which
was estimated to cost Rs. 36 crores was approved by
Government in December, 1979 on the basis of a
Feasibility Report (FR) prepared in November, 1978.
As there were admittedly several deficiencies in the
Feasibility Report a revision became necessary in
November, 1981. The revised cost of the expansion
project was Rs. 133 crores, which worked out to an
increase of 279%. Of this increase price cscalation,
under-estimation, omissions, additional provision for
contingencies etc. accounted for Rs. 40 crores which is
even higher than the original cost of the project.
Changes in scope, changes during detailed engineering,
provision for design changes and replacements amoun-
ted to Rs. 57 crores. The Committee have gathered
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an impression that the project had been launched by
the company without developing necessary capabilities.
The Company formed a project planning and
coordination cell only in mid 1981 nearly 3 years after
preparation of the original F.R. in this case.

Obviously, ennugh car: was not exercised by
Government to ch-ck the corr ctness of cost estimates
made in th? original F.R. nor was any 2ttempt made
to ausess they effectiversss of project planning and
imnl:m-ntaiion m~chin:ry in BPCL bzfore sanction-
ing this maior pioject.  Admitt=dly there were
s veral woaknssses in the proj ct plan approved by
Government. The Commitize trust that Govern-
ment wl 11k care in futur. 1) sce thit Feasibility
Reporis are reliable and the cost estimates realistic.
The Committ ¢ hiive b en inform d in this connection
th1t a Study Group which went into the question of
preparation of £:asibility reports and cost oscalation in
refinzry porj cts has submitt.d it, report. The Com-
miit.e desite  thit th: action taken theteon be
mtmtted to thom.

Th> Crmnitt 2 are alio unhappy with the equally
wvan faciory porformance of BPCL in regard to
ex-cition of thi ¢(xpunsion projsct. The completion
schedule of the prej et hes wsdergrne rovision twice.
Aceording 1o the originn] ch-dule the project should
have bien completed in Dacember. 1983, However,
s there was delay in entering into licence agreement
which took about 10 months after sanctioning of the
project, the completion schedule had to be revised to
October, 1984. In the meantime 8 months construc-
tion activily was reportedly lost due to 5 months
rcﬁr}cry strikz followed by 3 months’ heavy monsoon
period.  As a result. the project is now expected to be
completed in Januvary, 1985. The Committee would
like to b assured that there shall not bs any further
delay in th> completion of the project.

Th: Committce find that Detailed Projact Report
(DPR)was notready even four years after the approval
of thz expansion proj:ct by Governmen*. In BPCL's
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view, the time requircd for submission of DPR is
batween 18 to 24 months. According to the Minis-
try it would require 2-3 years to prepare DPR in the
case of refinery projects. The Committee desire that
th: time limit for pr paration of DPR in the case of
refinery proj ct- should be prescribed by the Depart-
ment of Petroleum in consultation with Public Invest-
ment Board. ‘

Th: Committee are concerned to note that no
indigenous technology iv available for secondary
processing  facilities and sulphur recovery plants.
BPCL has entered inte agfeements for acquizition of
tcchnical know-how for refinery expansion from M/s.
Universal Oil Products [uc. USA and for sulphur
recovery plant from M/s. Comprimo B.V. Holland.
The agreements, however. do not provide for transfer
of technology. Thus so far there scems to have been
no atiempt at indigenisation.  On the question bring
taken vp by this Committee. the Minittry promised
10 cvolve a strategy in order te identifv the areas
in the refining field for transfer of technoloxy. its
adaptation and indigenisation. The Committce
desire that a comprchensive revibw to identify the
areas needing indigrnisation of technology in the oil
refining ficld should be undertaken on urgent basis
and a time bound programme evolved for swift acton.

While dealing with the question of indigenous
technology the Commitice cannot help commenting
on the way the Government and BPCL have overlook-
ed explcitation of ‘ndigenot. technology for the
Company’s Aromatics project at the initial stage.
Foreign technology was envisaged resumably without
ascertaining the availability of indigenous technology
for the aromatics project approved by Government
in April, 1980. Whilc the foreign collaboration pro-
posal was under counsideration in 1981 EIL on their
own approached the Government offering their services
for utilising indigenous technology which was later
accepted. Another feasibility repoit Was prepared
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thereafter in May 1982 and the ‘Zero’ date of the
project was revised from April 1980-to August 1982.
The Committee could not resist a feeling that had the
company exercised ‘caution to look for indigenous
technology, in the first instance, delay in completion
of the project would have been avoided.

At the instance of the Committee, Ministry of
Finance has prescribed a time limit of 6 months for
clearance of projects by Government. The Commit-
tee note that the Government had taken between 7-21
months in 11 cascs.  Six of BPCL’s new projects are
reportzd to be awaiting clearance fram the Govern-

. ment for more than one year. The feasibility Report

of C3/C4 separation facilitics project was submitted
to Government in February, 1982., i.e. cver 2 years
back. Though Daepartment of Petroleum have ex-
plained in a note th stag>s involved in the matter of
cleatance of a project, thc Committee fail to under-
stand why it i: taking more than 2 vears to take a
d~cision on the izsuc. Th: Committce note that the
Ministry of Finance have suggested two stage clear-
ance of project: in order to reduce time taken for
giving approval to projects. They trust this proposal
will bc examined by the Department of Petroleum
quickly and a svitablc procedure evolved for giving
clearancze to the project within the minimem time
possible as sugge.ied by Finance Ministry.

The Comm tte: are glad to note that the capacity
utilisation in Bumbay rcfinery has been steadily im-
proving from 71 %; in 1976 to reach 959, in 1981-82.
It, bowever, fell down to 859, in 1982-83 due to strike
in the refincry which reportedly resulted in through-
put loss of about 3500 tonnes per day during the 5
months’ strik: p-riod. Capacity utilisation in the
refinery would have been even more but for slowing
down of production of LSHS and aromatic naphtha,
the disposal of which has pused a serious problem.
The Company expects to overcome this by undertaking
exports to the extent possible. The Committee feel

8 LSS/84~S



m

o))

3)

f

10.

11.

3.42

3.43

there is need for exploiting the export poten-
tials in these commodities more effectively. The
capacity utilisation in LOB plant ,at Bombay has

been poor allalong varying between 61% and 77%

during 1976-83. In Calcutta LOB plant capacity
utilisation has been gradually improving from 359
in 1976 to reach the level of 1139/ in 1982-83. The

Committee regret to hear from the Petroleum Secre-

tary that uader utilisation of capacity in LOB plants
was deliberate due to depressed demand. The
Committee trust that the demand constraint has since
been fully overcome and that there will not be any

further under-utilisation of capacity.

The refining costs of BPCL had been about 100 9
higher than the provisional OPC standards during
1979-81 and about 259 higher during 1982-83. The
provisional standards have bzen revised in April, 1981,
Tt needs to be pointed out that in the absence of pro-
per norms the comparison of provisional standards
with actuals is meaningless and leaves no scope for

immediate remedial action being taken for effective

cost control by oil companies. They, therefore, re-
commend that the feasibility of laying down standards
in this respect in the beginning of every year <hould
be examined witha view to cnable realistic assessment
of costs. In this connection the committee are sur-
prised to note that although the company’s actual
refining costs were higher (Rs./MT 30 in 1981-82 and
Rs./MT 34.76 in 1982-83) then the OPC norm (Rs./
MT 28.69), BPCL was not provided with the details
of calcvlation of OPC norm with the result the company
reportedly was not able to indentify the increase in
cost elements. They hope that there may not be any
difficulty on the part of Government to furnish
these details to oil companies to enable them to take

timely corrective action when the actuals exceed the
norms.

. Value added pér man month (at constant prices)
in BPCL refinery has been sharply declining year
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- after-year from Rs. 6.83 lakhs in 1978-79 to Rs. 4.98
lakhs in 1981-82. The declining trend in value added
- Is attributed to large scale recruitment and progressive

increase in processing of B.H. crude which results in
productiqn of low valuc added item. The Company
expects that the value added per man month in BPCL
refinery will start increasing with the ocommissioning
of the expansion project and aromatics project. These
projects will reportedly enable production of high
value added products. The Committee were in-
formed by the BPCL that value added in terms of
man-month has not been computed fcr inclusion in
DPR of expansion project. They fail to understand
how this important productivity index has been ig-
nored by the company while preparing the DPR.
The Committee desire that value added in terms of
man-month may now be calculated to enable a com-
parison with the actuals in future. Incidentally, the
Committee are not sure Whether the value added
is being computed by the Company cotrectly in accord-
ance with the formula adopted by the BPE. In any
case, the Committee desire these should be got checked
by the BPE and the value added in regard to the Refin-
ing activities as well as in regard to the entire activities
of the Company should be correctly depicted in the
Annual Reports in future.

The minimal national standards in quantum limits
proposed by the Central Board for the Prevention and
Control of Water Pollution on effluents from oil re-
fineries are not met by the BPCL refinery as it uses sea
water on once-through basis for refinery processing.
Although it would be possible to minimise discharging
waste water by recitculation of cooling water, BPCL’s
problem is stated to be on~ of getting fresh water to the
order of 10,000 tonnes per day. It is not known
whether the question of fresh water supply was taken
up with the Municipal Authotities. Although BPCL
has claimed that its efluent water does not cause any
harm to the sea life, the Committee desire that the pro-
posal made to EIL to undertake study ' of effluent
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treatment should be vigorously followed and necc-
ssary steps taken as a result thereof to strictly observe
the quantum limits proposed by the Central Board.

The Committee regret to note that in regard. to
marketing of LPG although the oil industry was hope-
ful of covering the majority of towns in the category of
population betwcen 20,000 and 50,000 by 1983-84,
it was possible to cover only 162 towns outof the total
739 by June 1983, Even in these towns all applicants
have not got the supply. Another 280 towns are now
expected to be covered by 1984. This will lcave nearly

- 300 towns uncovered against ingustry’s earlier antici-

pations. The Committee find that although there has
bzen rapid expansion in the availability of LPG
during the past three years, the indigenous manufac-
ture of cylinders has not kept pace and there is acute
shortage of cylinders. This constitutes the main
constraint in expanding LPG supply to smaller towns.
The shortfall in cylinder manufacture against the oil

" industry. requirements was 6.5 lakhs in 1981-82, 5.1

lakhs in 1982-83 and 7.0 lakhs in 1983-84. To mcet the
present shortage, it has been decided to import 8 lakhs
cylinders during 1983-84. Besides import of cylinders,
it may be reportedly necessary to import certain
quantities of valves and pressure regulators also.
Petroleum Sccretary admitted beforc the Committce
that there had been failurcs in planning and taking
advance action which was responsible for these
shortages and nccessitated imports of these items.

- It is clear from Petroleum Secretary’s statement be-

fore the Committee that not only the import of cylind-
ers but even the import of steel for cylinders could have
been avoided. The Committec cannot help expressing
their unhappiness at the lack of planning and foresight.

One of the reasons for shortfall in cylinder manu-
facture was stated to be shortage of LPG steel.
According to Department of petroleum the local
LPG steel availability was always inadequate and
year after year imports wete being made. The Com-
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mittee note that the value.of orders placed by SAIL
for import of LPG steel was Rs. 4.8 crores in 1980-81
and Rs. 2.8 crores in 1981-82 and NOC issued for
import during 1983-84 valued at Rs. 28.3 crores.
Department of Steel has, however, reported. .that
there is no constraint so far as making of LPG steel
is concerned and that SAIL can meet the entire
demand. The shortfall in steel production during
1981—83, according to Department of Steel was
due to inspection and quality problems. These
factors are entirely within the control of the Govern-
ment. The Committee are, however not clear as
to what necessitated issue of NOC for import of
LPG steel to the extent of 89,400 tonnes during
1983-84, This clearly contradicts the steel Depart-
met’s claim that SAIL can meet the entire demand.

As far the shoitage of cylinders are concerned,
the constraint till end of 1981-82 was stated to be
inadequate capacity for manufacture of cylinders.
During the succeeding years although the installed
capacity for manufacture of cylinders was much
higher than demand, there was no system of control
or monitoring to ensure adequate indigenous manu-
facture of new cylinders confarming to the required
standard. Surprisingly the Department of Petroleum
does not have even a list of cylinder manufactures
in the country particularly in small scale sector.
Admittedly the Department’s coordination with the
Ministry of Industry in this respect was anything -
but satisfactory. The Committee trust that the
question of evolving a suitable system of coordina-
tion and streamlining the purchase procedures for
cylinders will be considered early and the Committee

be informed.

The observations of the Committee in the fore-
going paragraphs of this section would unmistakably
show that the failure in planning and coordination
on the part of the Department of Petroleum have
resulted in avoidable foreign exchange outgo on
account of import of LPG steel and cylinders, The

8 LSS/84 —6.
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Committee hope that in future the Department would
show more alertness and foresightedness in dis-
charging responsibility of planning and coordination
in this regard.

The Committee regret that although Chief Con-
troller of Explosives (CCE) directed the oil com-
panies as far back as 1978 to discontinue use of ‘F’
type valves on the ground of safety and replace them
by a self-closing pin type valve, the oil companies
still continue to use the traditional types thus exposing
consumers to safety hazards all these years. A Com-
mittee set up thereafter known as Bhatnagar Com-
mittee recommended adoption of Kosan compact
regulator and self-closing valves as the standard
and also recommended that the quickest way of
doing this was to import its technology. Notwith-
standing these recommendations, it was decided to
accept the indigenously designed compact type which
was found acceptable on evaluation tests.

Owing to lack of strict discipline in the matter
of quality control the local manufacturers adopted
minor deviations from the original design which to
some eXxtent had an adverse impact on safety aspects.
Sadly, in some cases these have reportedly caused acci-
dents. The Committee would like the Government to
have a reassessment of the effectiveness of their quality
control machinery and the extent of its responsibility
for failure of quality in valves and regulators. They
would urge that the use of traditional types of valves
should be discontinued at the earliest as recommended
by CCE and the question of import of technology, if
found inevitable should be finalised without further
lose of time.

Targets for establishment of retail outlets are
fixed every year in order to set up the distributive
infrastructure to meet the anticipated growth in
the consumption of petroleum products BPCL’s
performance in regard to achievement of these targets |
has, however, been very unsatisfactory. The company
was able to set up only 89 outlets against the target
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of 375 during the 5 year period 1978—83.
The reasons advanced for this failure are hardly
convincing. The company’s target for 1983-84 is
123 outlets which appears to be ambitions considering
its past record. The Committee have been informed
that the Corporation has taken effective steps to
clear the backlogs on new commissionings by the
end of 1983-84. The Committee would await the
results of efforts of the Corporation in this regard
and would watch with interest the actual number
of outlets established during 1983-84,

Industrial relations climate particularly in BPCL's
refinery left much to be desired. The BPCL refinery
faced a 5-month long strike of the entire work froce
from mid January to mid June 1982 resulting in
2,19,611 mandays loss and 7,23,700 M.T. through put
loss. The workmen were demanding extension of
pay scales and service conditions applicable to the
employees of the erstwhile Burma Shell Refinery
to the new workmen recruited after takeover by
Government. According to the Department of Pet-
roleum this could not be conceded as this would
have resulted not only in creating high wage islands
in the public sector system but would also have had
serious repercussions in the rest of the public under-
takings. Although an inter'm settlement covering
a period of four years was reached at the end of the
strike, a long term settlement still remains to be
reached. The Committee would urge that Government
should expedite its examination of this issue keeping
in view the urgent need to bring an early long term
settlement between employees and management and
in order 1o secure the full co-operation and parti-
cipation particularly of refinery employees who are
reported to be still boycotting the joint forums. It
is heartening in this connection to note that the work-
men in the Marketing Division have already signed

a long term settlement on the issue of wages and
service conditions. ~

A part from the major strike in 1982 there had

been 37 occasions during 1978—83 ‘when BPCL
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employees both in refinery and marketing Divisions
resorted to strikes. Out of these, 16 incidents were
stated to be on account of extraneous factors and
the rest due to internal factors such as introduction
of public sector wages, delay in payment of bonus,
disciplinary action by management, fulfilment of
production targets, want of speedy settlements etc.
The Committee feel that at least some of these could
have been obviated had there been Grievance Com-
mittees entrusted with the responsibility of resolving
workers’ grievances and disputes. It is surprising
that no thought appears to have been given by the
management to evolve forums for this purpose despite
strikes time and again. The Committee hope that
at least now the undertaking will take action to set
up grievance committees in the refinery and market-
ing divisions with a view to speedily resolve workers’
grievances in a climate of confidence.

BPCL introduced workers’ participation scheme
in 1976 by forming 4 shop councils and a joint council,
in the refinery. Since September, 1978 the workers
are, however, not participating in any of the forums
for joint participating in the absence of resoluticn
of problems relating to their pay structure. The
Company has pleaded that despite its renewed efforts
to persuade the union to reactivate the joint forums,
their response cantinues to be negative. Frankly,
the Committee did not expect an expression of help-
lessness in this regard from the company. It should
be possible to carry conviction with the workers,
infusing in their mind the perspective of their larger
interest. With a view to create favourable climate
for securing workers’ participation in these Joint
forums, the Committee feel that it is necessary that
the issue of pay scales and conditions of service of -
workers should be expeditiously _ resolved. The
Company should also examine the question of dele-

‘gation of powers and authority at appropriate’

level in the organisation to secure involvement of
employees for development and growth of the

company.
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The Committee are distressed to find that the
marginal increase in the profits (before tax) of the
company from Rs. 29.60 crores in 1981-82 to
Rs. 29.96 crores in 1982-83 is only illusory in as much
as if one excludes the prior year’s income which
stood at Rs. 5.5 crores in 1981-82 and Rs. 14.0
crores in 1982-83, the operating profits of the company
would actually show a sharp decline during 1982-83
by about 339;. The Committee find that the annual
accounts presented by the company do not bring
out the working results in a manner that would make
for comparison from year to year on a reliable basis
in view of the prior period adjustments. They,
therefore, require that the prior period adjustments
should be made in annual accounts in such a way
that the accounts depict the true picture of profit-
ability and enable correct comparison of the opera-
tion of the company over the years. This may be
done in consultation with the C&AG of India.

The Committee -note that sharp fall in profits
during 1982-83 was attributed to the marketing
division where there was higher depreciation (Rs.
2.9 crores), increase in cost of staff (Rs. 1.1 crores),
under recoveries on transportation costs (Rs. 1.7
crores) and increased cost of losses (Rs. 1.4 crores).
The Committee also observe that the profits of the
company as a percentage to capital employed had
been sharply dechining year after year since 1978-79

_except in 1981-82. During 1982-83 the percentage of

gross profit to capital employed was only 36.9 against
the target of 44.3 indicated by the Ministry. The
decline was reported to be due to increase in require-
ment of working capital coupled with the need to
maitain stock levels and heavy expenditure on new
projects such as refinery expansion. The Committee
would urge that in order to generate sufficient internal
resources for fiuwure needs, the company should
expeditiously complete the projects so that they
yield appropriate returns in time.

According to BPE, the level of spares inventory

in BPCL which represents 607.8 days’ consumption
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is higher than the prescribed norms. Items worth
Rs. 2.5 crores have not moved for more than two
years. The Committee would urge that directives
issued by BPE in this regard should be expeditiously
implemented by the Company to achieve the desired
results. '

The Committee do not appreciate the practice of
adopting short term methods to meet huge short-
falls in manpower every year. The shortfalls in
the management staff against the assessed require-
ments went up from 65 to 184 during 1979—82 and
in the case of workmen from 289 to 475. Further,
the rate of absenteeism in the company has been
as high as 12%. To meet these shortfalls, the
company was reported to have adopted the practice
of putting workers on overtime or engaging workers
temporarily or contracting out jobs. One of the
reasons for shortfall in actual strength has been
delay in recruitment. The present prescribed pro-
cedure is, of course, cumbersome and dilatory. The
Committee recommend that the Government should
examine the possibility of devising a speedier pro-
cedure for making recruitment in Oil Companies in
view of nature of their operations and importance
of the industry.

It is evident that the company’s man-power
policy did not attract the atteation of the Government
so long. The Committee feel that the shortfalls
in man-power could have been largely avoided by
toking advance action for recruitment. The
possibility of having coordingtion with Industrial
Truining Institutes to ensure adequate number of
skilled workers should have also been examined.

The Committee are of the view that the perform-
ance of BPCL would have been better had it been
kept under close review by the Board as well as
administrative Department. In this connection,
the Committee note that although according to the
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guidelines issued by BPE, the administrative
Ministry should hold performance review at least
four times in a year, the review meetings at least
four times in a year, the review meetings
were not held systematically and as frequently
as was required. The Committee hope that in
future these meetings will be held regularly by
undertaking critical review of the working of the
company and necessary directives issued from time
to time to improve the Company’s performance.
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