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INTRODUCTION 

I, the Chairman, Estimates Committee, having been authorised by the 
Committee to submit the Report on their behalf, present this Fifty-first 
Report on the Ministry of Petroleum and Chemicals-Oil India Ltd. 

2. The Committee took evidence of the representatives of the Ministry 
of Petroleum and Chemicals on the 22nd, 23rd and 24th January, 1968. 
The Committee wish to express their thanks to the Secretary and other 
officers of the Ministry of Petroleum and Chemicals for placing before them 
the material and information desired in connection with the examination of 
the estimates. 

3. The Report was considered and adopted by the Committee on the 
22nd April, 1'968. 

4. A statement showing analysis of recommendations contained in the 
Report is also appended to the Report (Appendix VID). 

NEW DELm-l.. 
April 30, 1968 
l/uisakha to, 1890 (Saka). 

{v) 

P. VENKATASUBB~ 
Chairman 

Estimates Committee 
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INTRODUCTORY 

A. Historical BackgrouDd 

1.1. OiJ India Ltd. is a joint venture of Government of India and Burmab 
Oil Company. It was incorporated on the 18th February, 1959 as Oil 
India Private Ltd. with Government of India holding 33 1/3% of the shares 
and the Burmah Oil Co. holding 66 2/3 % of the shares. Subsequently by 
virtue of the Second Supplemental Agreement signed on the 27th July, 
1 %1 the shareholding of Government of India was increased to 50% and 
that of the Burmah Oil Co. was reduced from 662/3% to 50%. On the 
28th March, 1961 by virtue of Section 43-A of the Companies Act, 1956 
Oil India became a public company and therefore ceased to use the word 
"Private" in its name. At present Government of India and Burmah 00 
Co. are equal partners in Oil India Ltd. The authorised capital of the Com-
pany is Rs. 50 crores divided into 5,00,000 equity shares of Rs. 1,000 each 

. and the paid-up capital is Rs. 28 crores contributed equally by Government 
. of India and Burmah Oil Co. each having 1,40,000 equity shares of Rs. l,()()() 
cacho 

1.2. The main objects of this Company are: -
(i) Exploration for oil and natural gas; 

(ii) Production of crude oil and Natural gas; and 
(iii) Transport of crude oil from oilfields to the refineries. 

1.3. A brief history giving the circumstances leading to the formation of 
this Company is given in the following paragraphs. 

1.4. In early 80s of the last century, a company known as Assam Rail-
ways and Trading Company Limited. (A.R. & T. Co.) which were primarily 
interested in coal and railway transportation in Upper Assam found them-
selves interested in oil deposits also. While the A.R. & T. Co's engineers. 
were continuing to build the railway line from Dibrugarh to Margherita. the 
tracks going through jungles for most of the way, they noticed oil on the 
ground near one of their camps in the forest. The place. where the oil was 
found became the scene of drilling by the A.R. & T. Co. and the oil was 
produced from that well which was drilled in 1889 and completed in 1890' 
at a depth of 662 feet. The name of the place was DIGBOI. 

1.5. In 1898. the A.R. & T. Co. decided to f\jrm a separate Company 
to look after their oil interests. The new Company was named "Assam; 
Oil Company Ltd." The Company soon found out that they were not get-
ting enough oil to fully pay for their costs. The 100 wells or so they 
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<completed by 1921 helped them to raise their production to only about 380 
.barrels per day. 

1.6. The Burmah Oil Company Ltd. w~o had made a success of oil 
.operations in Burma, appeared on the scene at this stage and began to take 
.over the Assam Oil Company progressively in stages. With their technical 
'know-how' the next 100 wells drilled in Digboi helped to raise production 
.()fcrude to about 2,000 barrels per day. This achievement turned Digboi 
into· a t:ommercialoilfield. 

1.7. Since no oilfield lasts for ever, the Company continued its search 
·of areas for more oil. On the request of A.O.C. the State Government of 
Assam granted, for a period of five years, with effect from the 1st May, 1938, 
a geophysical licence covering an area of 5,320 sq. miles which was sub-
seq~eritly increased to 6,290 sq. miles in February, 1940 for carrying out 
.a survey by geophysical methods. This conferred on the A.O.C. the ex-
,elusive priority right to apply for mining concessions in respect of natural 
petroleUm, . including natural gas. In the meantime, World War II inter-
vened and the Government imposed a moratorium on oil prospecting and 
prohibited exploratory drilling. After the war and the attainment of Inde-
pendenCe, the validity of the geophysical licence was extended up to 1951 
.by executive order in favour of the Assam Oil Company. 

1.8. In 1951, a location was chosen by the Assam Oil Company at 
NAHARKATIYA. Drilling began in May, 1952. A year later the drill 
struck oil. 

Cm·ernment's participation and formation of a Rupee Company 

1.9. The Government of Assam with the approval of Government of 
India agreed to grant a mining lease in Naharkatiya in January, 1954. En-
couraged by this discovery, the Assam Oil Company requested in 1953 for 
the grant of a prospecting licence for additional areas adjacent to Nahar-
katiy~ namely Naharkatiya Extension, Hugrijan and Moran. At that time 
the Government stipulated that one of the terms of the said agreement to 
grant prospecting licences was that the A.O.C. would form a Rupee Company 
to which the aforesaid prospecting licences to be granted to the Assam Oil 
<Company would be transferred. One of the terms of the said agreement to 
grant a mining lease was that, in the event of a Rupee Company being formed 
.to work the Naharkatiya Extension prospecting licence area, the said Mining 
Lease to be granted to the Assam Oil Company would also be transferred to 
the said Company. Subsequent to the grant of the prospecting licence as 
·exploration was going on, there were further negotiations during the period 
1954-58 between the Government of India, the Burmah Oil Company and 
.the Assam. Oil Company increasing Government's share to 33 1/3%. Asa 
result,an agreement was reached amongst these three parties according· to 
which a new Rupee Company viz. OIL INDIA (P) 'LTD. was formed. The 
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fo~mation of this Rupee Company to explore the oil reserves in Assam was 
announced in the Lok Sabha by the then Minister of Steel, Mine!'; and Fuel, 
on the 6th December, 1957. The formal.Promotion Agreement in regard to 

· the formation of the said Company was executed on the 14th January, 1958 
· (Appendix I) and the Company came into bdng on the 18th February, 1959. 
In this Company the Government of India had 1/3rd interest on all the areas 

· of Naharkatiya, Hugrijan and Moran (510 sq. miles), in terms of the muiing 
lease for the purpose of searching for, finding and producing crude oil and 
natural gas. 

I.1 O. Subsequent to 1959, Oil India wanted to be permitted to explore 
in certain additional areas in NEFA (Ningru) and Assam (Dum Duma) 
covering an area of about 1,886 sq. miles where .the prospects of finding oil 
were considered bright and the Burmah Oil Company were keen to obtain 
that area for exploration. In the course of negotiations leading up to the 
:grant of a prospecting licence for these areas, the Government acquired 50% 
interest in Oil India as a result of Second Supplemental Agreement signed 
between the parties concerned on the 27th July, 1961 (Appendix II). 

B. Government's Participation vis-a-vis Industrial Policy Resolution 
lndustrial PQlicy Resolution . 

. 1.11. The Industrial Policy Resolution, 1948 placed 'Mineral Oils' among 
-the list of industries for which the State was made exclusively responsible "for 
the establishment of new undertakings, except where, in the national interest, 
:the State itself finds it necessary to secure cooperation of private enter-
prise subject to such control and regulation as the Central Government may 
prescribe." The Industrial Policy Resolution of 1956 places 'Mineral Oils' 
in Schedule 'A' Indu9tries, " ... the future development of which will be 
the exclusive responsibility of the State." It, however, "does not preclude 
the expansion of the existing privately owned units, or the possibility of the 
·State securing the cooperation of private enterprise in the establishment of 
new units when the national interests so require". It has, however, been 
stipulated that "Whenever cooperation with private enterprise is necessary, 
the State will ensure either through majority participation in the capital or 
otherwise that it has the requisite powers to guide the policy and control 
.the operations of the undertaking." 

1.12. Asked about the considerations which led the Government of 
India· to enter into an agreement with the Burmah Oil Company to form a 

· separate. company viz. Oil India limited and whether the same was in oon-
· sonance with tbe Industrial Policy Resolutions of 1948 and 1956 and why 
· the oil exploration work was not entrusted to the oil and Natural Gas Com-
mission, the Ministry in a written reply have informed the Committee that 
; the Assam Oil Co. had been carrying On exploration work in Alisam before 
-the commencement of the Second World War. The prospecting licence for 



Naharkatiya was granted to Assam Oil Co. in 1948 and subsequently ID 

mining lease was granted in January, 1954. 

1.13. The Industrial Policy Resolution of 1948 stipulated t~at the estab-· 
lishment of Schedule 'A' industries shouJd be the exclusive responsibility 
of the State without, however, precluding the possibility of securing the co-
operation of private enterprise if it was in the national interest. Besides, 
during the period 1954--58 when negotiations were being carried by Govern-
ment with the Assam Oil Co. for the formation of a Rupee Company, there· 
was no Government organisation which was technically competent or had: 
the resources to deal with oil exploration in Assam and capable of building 
a pipeline from Naharkatiya to Barauni. Keeping in view the magnitude 
of the investment and the speed with which self-sufficiency in oil had to be· 
achieved, Government decided to form a joint venture with Assam Oil 
Company. 

1.14. The O.N.G.C. was set up as a small Directorate in 1955 and was· 
converted into a Commission four,years later, by which time Oil India Ltd. 
had already been incorporated. It may also be noted that as Assam Oil Co. 
was granted a mining lease in January. 1954 over Naharkatiya, that area 
could not have been leased to the O.N.G.C. or anyone else. The only 
alternative was either to allow Assam Oil Company to mine oil in that area 
all by itself or to enter into a collaboration whereby Government would 
obtain substantial interest in the joint venture. Naturally, the Government 
opted for the second alternative. 

1.15. Elucidating the position further the representative of the Ministry 
of Petroleum and Chemicals informed the Committee during evidence that 
in 1938 the Assam Government had given a geophysical licence to the 
Assam Oil Company on the condition that the Company would be granted 
prospecting licence over that part of the areas in which geophysical work 
might have been carried out by them and, therefore, it involved a contrac-
tual obligation i.e. the holder of the geophysical licence was entitled on re-
quest to prospecting licence. 

1.16. Regarding the grant of a prospecting licence over an additional 
area of 1,886 sq. miles in Assam and NEFA to Oil India Ltd. in 1961 it 
has been stated during evidence that" .... In December, 1959 the Govern-
ment of India had gone out to various International oil companies with 
proposals for enlisting their collaboration and cooperation in intensifying the 
search for oil in the country. The Burrnah Oil Co. was one of those who 
were interested in acquiring certain additional areas for exploration pur-
poses-I,8oo odd sq. miles ...... In view of Burmah Oil Co.'s interest 
in this additional area in Dum Duma (Assam) and in Ningru in (NEF A),. 
the Government of India took this opportunity to negotiate· for increasing 
the Government's share in this Company from 33 1/3% to 50%, so that 
in 1961, an agreement was reached under which .the Government acquired 
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a 50% share in Oil India, and Oil India was given an additional area of about-_ 
1,800 sq. miles for exploration purposes." 

1.17. In reply to a specific question whether the grant of a prospecting:: 
licence over this area to Oil India Ltd., was in accordance of Industrial 
Policy Resolution, 1956, the Secretary, Ministry of Petroleum and Chemicals 
stated that in his opinion it was not in conflict with the Industrial Policy 
Resolution. . 

1.18. The Committee note that Government secured equity participa-
tion of 33-1/3% in on India Ltd. in 1958 wbkb was subsequently in-
creased to 50% in 1961 at the time of granting PeVoIeum Exploraoo. 
Licences over an additional area of 1886 sq. miles to that Company. The-
Committee consider that in terms of Indurial Policy Resolutions of 194tr 
and 1956, Government should have insisted upon securing majority partici-
pation with private enterprise in Oil 1'DeIia i.e. 51 % instead of the existing' 
50% share as 'Mineral Oils' are included in Schedule 'A' industries in the-
Industrial Policy Resolution. 1956. 

1.19. In the opinion of the Co~mittee, a geophysical licence held by 
the Assam Oil Company in pre-independence days did not automatically 
entitle them to a prospecting licence. After the attainment of Indepen-
dence sucb licensing or clumge in type of license was subject to the pr0vi-
sions of the Industrial Polky ResoIutioDs 1948 aDd 1956, which enjoined' 
majority participation by Government or other measures so that Govem--
meat bad the requisite powers to guide the policy and coatroI the opera-
tioDs of undertakings in such ventures. The Committee are UDable to fiDd' 
any justification for the grant of exploratory licence ov~ an additional area' 
of 1886 sq. miles in Assam and NEF A-which is stated to be a promising 
area-to Oil India Ltd. in 1961 merely on the ground that it seaued 50% 
participation in tbe Company. This is all the more regrettable as the Oil' 
and Natural Gas CollUllission had been set up by then and had acquired 1 

sufficient know-how and experience in explotation and had even struck oil' 
at AnkJeshwar. The area in question should have been earmarked for-
exploration by O.N.G.C. rather than given to Oil India Ltd. Further the' 
oil produced in that area was meant to be used by public sector refiDeries· 
at Gauhati and BamUDi. It was therefore only appropriate that prodnc-
tion of this crude should have been in the public sectOl". If the coopera-
tion of private enterprise was still considered necessary it should have been. 
on the basis of majority participatioa and control of the UBdertaking by 
Government as specifically required in the Industrial Policy Resolution~ 

1956. The Committee suggest that even now Govetnment should examine 
the possibDities of securing majority participation -in Oil India Ltd. 



D .. 

. . EXPLORA TJON ANDPRODUCi10N 

2.]. At present the Oil India Ltd. holds mi~ing leases over an area of 
510 sq. miles and exploration licences over an area of 761 sq. miles as per 

·details given below:, 

.Mining Leases Areas 

·Naharkatiy:t 
Naharkatiya Extension 
Hugrijan 
Moran 

Exploration Licences Area 

Dum Duma 
Ningru 

Sq.milcs 
·0:55 
64·00 

280·00 
f65·80 

510· 35 

54g·00 
213·00 

761'00 

2.2. Mining lease over Naharkatiya (0.55 sq. miles) was granted.to 
Assam Oil Company on the 21st January, 1954. Mining 1casesovcr 
Naharkatiya Extension (64 sq. miles), Hugrijan (280 sq. miles) and Moran 
(165.80 sq. miles) were granted to Oil India Ltd. on the 10th January, 
]961. The mining lease over Naharkatiya area was subsequently transfer-

.red by Assam Oil Company to Oil India Ltd. 

2.3. It has been stated in the Eighth Annual Report of Oil India Ltd. 
;that the mining lease over Naharkat.iya extension area is for a period of 30 
:ycars and over Hugrijan and Moran areas for 20 years. 

2.4. As regards exploratory licences, it has been stated that the Oil 
India Ltd. applied in September, 1961 to the Government of Assam ·for a 
,petroleum exploration licence over Dum Duma (Assam) covering- an area 
tOf about 1291 sq. miles and over Ningru (NEFA) cov«ing an area of 
about 595 sq. miles. Letters of grant of licences for the "Dum Duma area 
and the Ningru area were given with effect from the 16th January, 1963 
and 27th November, 1963 respectively. 

A. Delay in execution of MIL/PEL Deeds 

2.5. Formal mining leases and formal petroleum exploration licences 
for these areas are still stated to bel under discussibn with the Government 

(6) 
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and -have pot .¥et been executed,., !.Meanwhile.these areas continue. to be 
operated under.Jetters of grant of ;.mining lease.s".and letters of grant of petro.-
leum explorlJtion licences.· . " 

2:6. The present position regarding· the execution df formal deeds is 
given bdow: 

(i) Mining Le£lses 

(a) Naharkatiya : The formal mining lease deed was executed on the 
12th January, 1961 and registered on the 1st May, 1961. Draft rectifica-
tion deed for the royalty clause was approved by the Ministry of Petroleum 
and Otemicals, New Delhi on the 14th March, 1967. The matter is now 
pending with the State Government for execution of the document. 

(b) Naharkaliya Extension/Hugrijan/MOT{l1J;~ The final draft mining: 
lease deeds were approved by the Ministry of Petroleum and Chemicals, 
Nerw Delhi on the 14th March, 1967. The matter is now pending with the 
State Govemment for execution of the documents. 

Cii) Exploration Lieert£es. 

. (a) Ningru Petroleum Exploration Licence: The matter is pending 
with the Central Govemment for finalisation of the outstanding clauses 23· 
and 26 (Part II) of the draft deed. 

(b) Dum Duma Petroleum Exploration licence: It is expected that 
once the Ningru deed is finalised. the Dum Duma deed will be based on. 
the same lines. 

2.7. Explaining the reasons for delay in execution of these licence'S and' 
leases, the Secretary of the Ministry stated dUi'ing evidence that the leases 
are really to be executed between the State Government and the lessee. In 
this case the Assam Government has delayed or deferred the execution of 
certain leases primarily with an eye to the problem of royalty and how 
exactJy provision could be written into the lease for variations in royalty 
rates from time to time. He further stated "We have recently decided to· 
take some enabling power to enforce compulsory modifications of leases in, 
the event that royalty rates are varied from time to time. This would over-
come one of the factors that have been responsible for delays. But the 
delay in execution of these leases or licences has not had any other prejudi-
cial effect on finance' or otherwise." To achieve this objective the Govern-· 
ment is contcmplatin~ to bring forth some legislation. 

2.S. The Committee note that the letter of grant of -mining lease over· 
Nabaduttiya was given in January, 1954 aad tht>Se over ·Naharkatiya Ex-
tension, Hugrijan and Moran were given in January, 1961. Similarly the 
letters of grant of exploration licences over the Dum Duma and Ningru-
areas were given iD Ja~oary, 1963 and November, 1963 respectively and ja, 
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ftenas of clause 5 of the SecOild SuppletneDtaI Agrftnaeat will be valid for 
:JI term of six years i.e.tUI January 1969 and November, 1969. They note 
tbat these· areas are' stiU being operated under ·letters of grant of mining 

LIeases and exploration lkences. The Committee are concerned at the itt-
orcIiDate delay in the execution of formal mining lease deeds and petro-
tleum exploration licences for these areas. They are not convinced by tbe 
reasons given for the delays in executing the formal deeds. It appears 

:that serious ellorts have not been made to resolve the difficulties in the 
-way of finalisation of tbese deeds because the non-execution of the leases 
"1UId licences is stated to have had no prejudicial effect on finance or other-
-wise. The Committee consider that there should not be a long time-lag 
10 the giving of letters of grant and the execution of formal deeds. The 
'Committee urge that Government should take effective measures to resolve 
the difliculties in the way of finalisation of these leases and licences and 
Cat the same should be executed without further delay. 

2.9. The Committee further note that there has also been delay in the 
. giving of letters of grant of exploration licences for the Dum Duma and 
Ningru areas. Although the application for thc,,<iC areas was made by the 
Oil India Ltd. in September, 1961 the letters of grant were given in Jann-
-ary and November, 1963 respectively. Since according to the Second 
Supplemental Agreement of July, 1961 the term of the exploration licences 
over these areas was fixed at the maximum of 6 :rears, the delay in the 
issue of letters of grant of licences has naturally affected the progu'SS of 

·exploration in these areas. 

2.10. The Committee also note that mining lease over Naharkatiya E,,· 
tension Area has been given for 30 years while the same over Hugrijan 
:and Moran has been given for 20 years only. According to Rule 12 of the 
Petroleum and Natural Gas Rules, 1959, the term of a k-asc is ordinarily 
20 years. The Committee would like to be informed of the *reasons of 
~h'ing the mining lease over Naharkati)"a for a period exceeding 20 years. 

B. E."\:ploration Licences 

2.11. Clause 5 of the Second Supplemental Agreement, 1961 r~gard
jog the Exploration Licences over 1886 sq. miles reads as folIow~ : 

"Oil India will apply for and on application will be granted by th.: 
appropriate authority petroleum exploration licences covering the area 
of approximately 1886 sq. miles shown on the map attached hereto 
(hereinafter referred to as "Area A") such licences to be for the term 

--- ----------_.- -----. 
• At the time of factual verification, the Ministry have stated that the P.L. oyer Nahar-

katiya Extension was granted in February, 1954 under the Petroleum Concessions Rules, 
1949 which originally provided for a 30-year Mining lease: Subsequently, Rule 51 of 
the P.c. Rules was amended in Man:h. 1955 reducing this period to 20 years. As Hugrijan 
and Moran P. Ls. were granted in August, 1955 (i.e. after the amendment of Rule 51) 
the M.L. over these areas was given for a period of 20 years only. 
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of six years aud subject to the condition that Oil India will surTCllder 
f sevent;~veper 'cent of Area A (but reduced by any area or areas in 

respect of which a petroleum mining lease or mining leases shall have· 
been applied for by Oil India as hereinafter provided) within four 
years from the commencement of the term of the last licence issued 
and the remaining twenty~five per cent of Area A (less any area or 
areas in respect of which a petroleum mining lease or mining leases 
shall have been applied for by Oil India as hereinafter provided) with-
in six years from the commencement of the term of the last licence 
issued." 
2.12. Particulars regarding the giving of letters of grant for exploration 

Jicences in Dum Duma and Ningru areas and the relinquishment of the 
:areas, are given in the following table : 

Total Date of Area Effective Balance 
Area grant of relin- from area in 

letter of quished hand for 
prospecting exploration 

Lie. 
(sq. miles) (sq. miles) (sq. miles) 

Dum Duma PEL .. 1.291 16-1-63 469 1'-1-#i6 548 
274 16-1-67 

Ningru PEL 595 27-11-63 248 27-11-65 213 
134 27-11-66 

1,886 1,I2S 761 

2.13. It will be seen that OUt of the total area of 1886 sq. miles, an 
area of 1125 sq. miles has since been relinquished by Oil India Ltd. leaving 
an area of 761 sq. miles (Dum Duma 548 sq. miles and Ningru 213 sq. 
miles) still with them. 

2.14. According to tbe Second Supplemental Agreement the Oil India 
Ltd. should have surrendered by 16th January, 1967, 968 sq. mOes in the 
Dum Duma area aDCl by 27th November, 1967, 446 sq. mites in the 
Nin2ru area leavin2 a balance of 323 sq. miles in the Dum Duma area and 
149 sq. miles in the Ningru area i.e. a total of only 472 sq. miles. Against tbi .. 
the area held by the Oil India Ltd. is still 761 sq. mDes. It indicates that* 
---_._---

-At the time of factual verification the Ministry have stated that under Clause S offt: 
Second Supp1emental Agreement the ,exploration licence (referred to ;is area 'A') covet"" 
an area of 1886 sq. miles. This area is not divided into Dum Duma and Ningru areas 
but is referred to as area • A' of 1886 sq. miles. '7S % of this area is to be surrendered "\\ithin 
4 years from the commencement of the term of the last licence issued." The last licence wa, 
issued on 27-11-1963. Therefore. Oil India Limited is required under Clause 5 of 
the Second Supp1emental Agreement to surrender an area of 1414 sq. miles by 27-11-1967. 
In addition to the areas mentioned in para 2 -12 of the Report, [{l area of 290 sq. miles was 
relinquished by Oil India Limited on 26-11-1967, thereby reducing the balance left with 

.oil India Limited to only 471 sq. miles as on 27-11-1967 which-is in accordance \\ith Clause 
5 of the Second Supplemental. Agreement. 
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Govel1Dment, bas not been v.igilant in getting the terms of the Second Su,.· 
plemental Agreement,. implemented in this regard. Viewed ,against the slow 
progress in the work of exploration and p~ in thes.e areas by Oil 
India Ltd. (referred. to in para 2.23) and t,he, need to establish. large reserves 
of petroleum in the country, the Committee would like the Government to 
keep a close watch over the progress of exploration and prospecting by Oil 
India in these areas and to have them relinq~hed in accordance with the 
agreement· so that these "promising areas" could be explored by O.N.G.C.; 
or other suitable organisations to meet the country's needs. 

C. Progress in Prospecting and Exploration 
2.15. Clause 18 of the Second Supplemental Agreement of July, 1961 

provides for the preparation of an immediate programme of prospecting in 
the Dum Duma and Ningru areas in the following words: I 

"The Burmah Oil Company will submit to Oil India an immediate 
programme costing approximately Rs. 2,00,00,000 covering two years 
prospecting in Area A involving a minimum of six party months of 
seismic survey and six test wells. It is estimated that the first well could 
commence drilling within six months from the date ,when the petroleum 
exploration licences referred to in Clause 5 hereof are granted to Oil 
India." 

2.16. In accordance with the provision of this clause, three programmes 
for drilling of exploratory wells in these areas are stated to have been sub-
mitted since 1963. Details of these programmes, amount involved in each 
programme and the progress made in regard to each programme are indi-
cated below : 
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2.17. It has been stated that the programme was submitted by Burmah 
?iJ Company pursuant to Gause 18 of the Second Supplemental Agreement 
111 1961 and that the delay in implementation of the programme is due to 
the delay in the granting of petroleum exploration' licences in 1963. 

2.18. As regards the results of drilling in the exploration licence areas, 
it has been stated that out of the 8f wells drilled so far, only one well has 
found some minor commercial oil accumulation and one well has some 
minor commercial gas/condensate accumulation; one weU is under test. 

2.19. The Ministry have stated in a written reply that no final conclu-
sion can be drawn about the possibility of finding oil fields in Dum Duma 
and in Ningru areas till the second phase of the exploration is completed . 
. Drilling has yet to be carried out on other structures within the 761 sq. 
miles still held by the Oil India Ltd. 

2.20. Justifying the achievement on the part of the Oil India Ltd. the 
Secretary to the Ministry of Petroleum and Chemicals stated: "As re-
gards the exploration wells which have been drilled during a period of time, 
I would say that the exploration well takes a long time. Oil India also has 
been working wi.th limited number of rigs and only one of the rigs has 
been deployed for exploration. The others have been used for the deve-
lopmental drilling in the Naharkatiya, Moran and other areas. Within this 
frame, J think the drilling of nine exploration wells with one rig in six 
years is, in my opinion, satisfactory." 

2.21. When asked why more equipment could not be deployed, the 
witness informed the Committee during evidence that "once Oil India is 
in business by producing oil, the exploratory expenditure is written to the 
revenue account all of which goes into the computation of this 9 to 13%. 
That includes the subsidies paid, if any. There is, therefore, need that 
they go about this with a certain degree of prudence." He further stated 
"you could, of course, 'go on spending easily. One of the consequences of 
that would have been to inflate the current expenditure to be recouped out 
of the production because that is the scheme of account:ing ... what size 
of exploration programmes should be carried on and what money should 
be spent are matters of real relevance in dealing with the question of the 
year to year expenditure and the problem of making up the shortfalls as 
also the guaranteed return." He also informed the Committee that the 
Government alone was not responsible in slowing down the exploration 
programme but there was another party, namely, the Burmah Oil Com-
pany whose agreement is also necessary for the expenditure of money. 

2.22. The Petroleum Exploration Licence for this 1886 sq. miles was 
given to the Oil India Ltd. in 1963 and is due to expire by 1969. So far, 
the Secretary informed the Committee, 9 wells have been drilled with only 
partial results. There was, however, a hope th~t the Company will find 
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oil and that the result was going t'O be a satisfactory one'. In cast? the 
company fail to achieve the objective, they will have to surrender the area 
in 1969 and Government will be under no obligation to grant lease to the 
Oil India even if an application is received to that effect. 

2.23. The Committee observe that even after seven years of the signing 
of the Second Supplemental Agreement and five ,years after the giving of 
letters of grant for prospecting, no reserves of oil have been found in the 
Dum Duma and Ningru areas which were stated t'O be very "promising areas" 
and for which Burmah Oil Company was very anxiDus t'O take prospeding 
licences. The driUing of 8~ wells in these areas during these years speaks 
fDr itself and is by no means a satisfactDry achievement particularly for an 
experienced organisatiDn like Oil India Ltd. It thus appears that the Oil 
India Ltd. have mainly concentrated their ejfom in the proved areas for 
the production 'Of crude. It leaves 'One with the inipressi8n that n8 serioos 
eff.nrts tD explore 'Oil in these new areas have been made. Clause 18 'Of 
the SecDnd Supplemental Agreement (1961) gives the impression that ~t 
that time the prospecting programme in this area was considered as urgent. 
The Burmah Oil CDmpany was required under ifil terms tn submit an 
immediate programme costing approximately Rs. 2 crores covering 2 years 
fDr prDspecting in these areas.. ,But when it came tD acti8n, this immediate 
programme was delayed by about 2 years 'On aCC8unt 'Of the delay in giving 
the letters 'Of grant for E'xplorati8n licences. Even thereafter, the pr-ogress 
of exploration in these l1ew areas has been very SI8W. Due to VariDUS factors 
only one rig was deployed by Oil India Ltd. in these twD areas. It may be 
that Oil India Ltd. is in 11'0 hurry tD prDve more reserves 'Of 'Oil in this area 
as they are already in a pDsitiDn tD meet their commitment to supply 3 
million tDDI1eS 'Of oil annually to the Gauhati, Bat.auni and Digboi refineries 
from their prDved reserves. When a company is assured a guaranteed 
return of 9 tn 13 per cent 'On their equity capital there is no incentil'e left 
tD intensify expl8ration efforts immediately. 

2.24. The Committee cDnsider that in order t8 reduce the wide gap 
between the demand and supply of crode in the country as well as the ;need 
tD meet the additional requirements 'Of the Baraoni and Haldia refineries, it 
is imperative that 'Oil potentiality 'Of these areas is assessed urgentl)' b~' 

accelerating and intensifying the explDration programme. If Oil India Ltd. 
is unable to step up their expiDrati8n programme on account of their nrious 
limitati8ns, Government ShDUld seek the relinquishment of these area~so 
that the expl8ration work in these prDm'ising areas may be entrusted to the 
Oil and Natural Gas Commission. 

D. Progress of drilling in Mining Lease. Areas 
2.25. Since its incorporation in February, 1959., Oil India Ltd. has 

drilled several outsteps/extension wells to prove tbe limits of the established 
productive areas of Naharkatiya. Hugrija~ and Moran. 



2.26. As on the 31st August, 1967 tolal number of wells drilling by Oil 
India Ltd. in Mining Lease areas is 249, of which 50 were taken over from 

. Assam Oil Company. 

2.27. It has been stated that in the mining lease areas, the following 
drilling programme was planned during the period 1961 to 1965 (Third 
Plan period) : 

Number of wells 

Mining Leases Areas .. 
Planned 

134t 
A.ctual 
126 

2.28. The Ministry have stated that shortfall by about 6% of the target 
was mainly due to wiexpected drilling difficulties in some of the deviated 
wells, unusual floods and Chinese hostilities in 1962. 

2.29. The target is expected to be achieved in the Fourth Plan period, 
provisional details of which are also given below : 

Dev. Inj. Ex pI. Total 
"----, 

MIL PEL 

]966 23 2 25 
1967 12 3 2 2 19 
]968 10 5 2 18 
1969 10 6 2 18 
]970 10 6 2 18 

65 20 5 8 98 

2.30. The Committee are happy to note that targets for drilling of wells 
in the mining lease areas, have been mostly achieved by on India Ltd. ex-
cept for shortfall to the extent of 6% which is expected to be made good 
during the period 196~1970. 

E. Improved Drilling Techniques 

2.31. Oil India Ltd. is working with only four rigs-two of which are 
stated to be twenty years old and two thirteen years old. Oil India Ltd. has 
taken following steps to increase the operational time and decrease the idle 
time of rigs: 

(i) Geological methods of obtaining sub-surface information 
were improved so that a very small demand was made on the 
drilling outfits' time. Regular caring ~ the conventional way, 
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formation testing, etc. were considerably reduced and corres-
pondingly the capacity of the staff to interpret drill-cutting evi-
dence and geophysical well-bore surveys were improved to the 
point where they furnished almost though not quite the same 
amount of information. 

(ii) Freed from geological demands of taking frequent coo.ventional 
cores, drillstem tests etc., the drilling, engineering and transpor-
tation departments could concentrate on devising ways and 
means of improving the general mechanics of drilling to the 
point where 
(1) each bit was made to drill for a longer period at a faster 

rate, and 
(2) there was a drastic reduction ion the idle time the outfit 

spent in moving from one location to another. 
(3) drilling crew effort was effectively used in such a way 

that when one rig was moving, the crew effort was utilised 
in another rig. 

2.32. Oil I.ndia Ltd. has also adopted specialised drilling techniques 
developed elsewhere to local conditions. 

Mud engineering has evolved to a high degree of efficiency. Suitable 
local clays were discovered which permitted the making of mud (indispens-
able in oil-well drilling) without much chemical treatment. Apart from 
reducing the mud oost to less than 2% of the total well cost, the new mud 
policy satisfied the logistics of well completion schedules. 

A standard hydraulics policy for optimum use of rig potential has been 
devised .. The objective is to get a maximum ec~nomic penetration by the bit 
and this has been achieved by the introduction of jet drilling with maximum 
horse-power delivered at the bit. 

For drilling of inaccessible locations, the techniques of deviation drilling 
has been employed. 

With sub-surface conditions known and producing horizons defined,it 
has been possible to : 

-modify casing policies to eliminate trouble strings and to design 
casing strings as light as possible. 

-simplify well-head/blowout preventor hook-ups and improve on 
well-head fittings. 

-standardise on types of bits, wire lines etc. so as to simplify stores 
procedures. -

2.33. It is stated that the development drilling in Oil India"s mining 
leases is marked by an emphasis on applying specialis~d drilling techniques 
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which was introduced by Oil India Ltd.. in 1962-63 with the object of deve-
loping the! field economically and speedily. These are popularly known as-
(i) dual completion wells which produce oil simultaneously from two 
separate oil horizons in the same well and (ii) deviation wells. 

2.34. The Committee commend the efforts of Oil India Ud. in SlICcess-· 
fuDy adopting some of the drilling techniqnes especially the technique of 
deviation drilling of inaccessible locations and dual completion drilling with 
a view to producing oil simultaneously from two separate oil horizons in 
the same well. They are also happy that the Company has taken effective 
measures to increase the operational time of rigs. 

F. Production of Crode 

2.35. The Third Plan envisaged that Oil India Ltd. would be in a 
position to produce about 2.75 million tonnes crude per annum from its 
oil-fields by the end of the Plan period. This target was within reach, but 
actual production in 1965-66 was lower because the Barauni refinery was 
not able to operate at its designed 2 million tonnes capacity during the year. 
The actual production of crude by Oil India Ltd. in 1965-66 was only 1.89 
millio,n tonnes. 

2.36. It has been stated that the production potential of Oil India Ltd. 
is 3.00 million tonnes per annum and field potential has been built up to a 
point where it can deliver this quantity to the refineries. During August, 1967 
the oil-fields were on their rated capacity of 3.00 million tonnes per annum 
and this rate can be maintained provided the refineries continue to take oil 
at this offtake rate. 

2.37. The potential availability of crude oil in Oil India's fields as on the 
1st January, 1967 is stated to be as under: 

Cumulative production 
Proved reserves 
Indicated reserves 

TOTAL 

Million ton'les 
7.9 

35.4 
11.2 

54.5 

2.38. It has been stated that with these reserves and with pressure 
maintenance scheme, th~ Company is instituting now, it is expected that oil 
will conti,nue to be produced for the next 15-20 years (although at pro-
gressively declining rate). 

2.39. During evidence the Secretary of the Ministry also informed the 
Committee that the present production capacity of crude oil per annum of 
the Oil India Ltd. is 3 million tonnes as against a quarter million tonnes of 
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actual production and one million tonnes capacity of the Assam Oil Com-
pany immediately before the formation of Oil India Ltd. in 1959. 

2.40. The Committee are glad that the Oil India Ltd. has been in a 
position to supply cmde at the stipulated quantity to the Gaohati and 
Baraum refineries. 1bey regret that the shortfall in production has been 
due to the inability of these refineries to operate at their rated capacitieS. 
1be Committee have dealt with tfiis matter in para 2.52 of this report. 

G. Supply of Cnule to the Refineries 

2.41. Based on the indigenous availability annually of 2.75 ~illion 
tonnes of crude oil in Assam area the establishment of two refineries in 
the public sector with a total throughput capacity of the same order was 
included in the Second Plan towards the end of 1958. The first of these 
two refineries with a capacity of 0.75 million tonnes, was established at 
Nunmati (near Gau.hati) in Assam. The second with a capacity of 2 
l1'lillion tonnes was established at Barauni in Bihar. 

2.42. According to Clause 7 of the Second Supplemental Agreement, 
Oil India Ltd. is to supply 2.75 million tonnes of crude to the Indian Oil 
Corporation and thereafter, to supply up to a maximum of 435,000 tonnes 
per annum to Assam Oil Company "to the extent that it cannot be econo-
mically met from Assam Oil Company's leased areas". 

Gauhati Refinery 

The Gauhati refinery was originally envisaged to go on stream in the 
last quarter of 1961 but trial runs started in October, 1961 and Refinery 
was commissioned on 1-1-1962. Though the expected full throughput of 
crude oil was 0.75 million tons per annum, they have taken the following 
quantities :-

(In million tonn~s) 

1961 1962 1963 1964 1965 1966 1967 

Anticipat~d 0·59 0·75 0·75 0·75 0·75 0·75 
Actuals ·0·05 0·19 0·46 0·76 0·79 0·72 0·51 

(up to 31-8-67) 

*By tank wagons. 

Barauni Refinery 

According to the initial estimates provided to -Oil India Ltd. by 
Government/fOC the first phase of the Refinery was to have been ready 
for trial runs in October, 1962 and the second phase by June 1963. Sub-
sequently these estimated dates were revised. The first phase was com-
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pleted for testing in June 1964, when crude oil supplies through the pipe-
line commenced. Supplies taken by the refinery are as follows :-

An~icipated 
Actuals 

Anticipated 
Actuals 

Anticipated 
Actuals 

1961 

0·27 
0·27 

1961 

0·27 
0·32 

(In million t(\i1f,es) 

1963 1964 1965 1966 1967 

1·095 - 2·0 2·0 2·0 2·0 
0·)7 0'60 1·05 0·99 

(up to 31-S-67) 

Digboi Refinery (throughputs) 
(In million tonnes) 

1962 1963 1964 1965 1966 1967 

0·29 0·29 0·25 0·25 0·25 0·25 
0·29 0·30 0·32 0·35 0·36 0·27 

(up to 31-8-67) 

Total Refinery Supply Pattern 

(In million tonnes) 

1962 1963 1964 1965 1965 1967 

0·882 2·135 3·0 3·0 3·0 3·0 
0·48 0·76 1 ·25 ],74 2·13 1·77 

(up to 31-8-67) 

2.43. It has been stated that Gauhati Refinery experienced some teeth-
ing troubles and full throughput could not be re3.lised during the years 
1962/63. From the year 1964 onwards the tbroughput of Gauhati 
Refinery has been satisfactory. The offtake of the Barauni Refinery has 
been irregular. Regular offtake rate of 2.0 million tonnes per year has 
not been realised, though the Refinery has started taking at nearly this rate 
recently. So far as Digboi refinery is concerned there has been no defaUlt. 

2.44. Asked whether there had been any delay on the part of Oil 
India Ltd. to supply crude to the refineries, it was stated tbat there had 
been no delay or default in the supply of crude by Oil India Ltd. to the 
Refineries as per the terms of the agreement except that there was a slight 
delay in the commissioning of the pipeline upto Gauhati to meet require-
ments during trial runs of the Refinery. Supplies were then made by tank 
wagon delivery, amounting to 82,000 tonnes and the extra freight amount-
ing to Rs. 24 lakhs \\las borne by Oil India Ltd. . 
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2.45. During the Fourth Plan period the following quantities of crode 
oil are expected to be delivered by Oil India Ltd. to the refineries at 
Barauni, Gaubati and Digboi. 

(In mil. tonnes) 

Crude Oil Production .. 
Deliveries 

Gauhati 
Barauni 
Digboi 

1966- 1967 1968 1969 
(approximatc figures) 

2·14 2·75· 3·00 3·00 

0·72 
1·05 
0·36 

0·76 
1·60 
0·39 

0·75 
2·00 
0·25 

3·00 

0·75 
2·00 
0·25 

3·00 

-Figures under this column are actual. 

1970 

3·GO 

0·75 
2·00 
0·25 

3·00 

2.46. The reasons for marginally higher offtake of crude oil by Digboi 
Refinery during 1966 and that expected in 1967 are attributable to : 

(a) Low offtake of crude oil by Barauni refinery; and 
(b) Supply of crude oil by O.N.G.C. to the Government refineries. 

It has been stated that Digboi Refinery will require around 0.4 million 
tons per annum of Oil India crude from 1968 onwards. The question of 
'how this quantity will be supplied, is still u·nder consideration. 

2.47. It will be seen from the statements given above that the actual 
,offtake of crude oil by the Government refineries has been very low. The 
,offtake of Gauhati Refinery during 1962 and 1963 was 0.65 million tonnes 
as against anticipated offtake of 1.34 million tonnes. The offtake of 
·Barauni refinery during the period from 1963 to 1966 was 1. 82 million 
-toones against 7.095 million tonnes anticipated. 

2.48. Asked whetber it was not possible for the Government of India 
,to foresee in 1961 that offtake of crude by Government refineries would 
be low in the initial years, the Secretary of the Ministry informed the 
'Committee during the course of evidence that when the negotiations in 
respect of conclusion of Second Supplemental Agreement were going on, 
(Government did obtain in writing from the Indian Refineries an estimate 
·of the commencement of operations in 1962 at various times in Gauhati 
and Barauni. He further stated that Gauhati had already started its, trial 
runs in October 1961. The Government, therefore, did not know that 
the refinery which was expected to commence its operations at the end 
of 1961, would have some serious teething tCOl.lble in the first year and a 
half or so which would result in its working mucli below its capacity. 
Government never anticipated that the refinery at G.mhati "would end up 
-with a lot of difficulties." 
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2.49. In regard to Barauni refinery the witness informed the Commit-
tee 'Even as late as May, 1961 the Russian advisers had said that the 
refinery could be starte,d-the first phase-by the end of 1962. The 
refinery in which there was Russian collaboration was also commissioned 
by the end of 1962 but it had a lot of troubles which lasted for about a 
year and a half." 

2.50. Asked about the· exact date.:; when the construction works of 
Gauhati and Barauni refineries were started, when these were expected to 
go into operation, when the Government became aware of non-fulfilment 
of these estimated schedules and when did the Government intimate thc 
revised dates to the Oil India Ltd., the Ministry have stated that the 
technical designs for the Gauhati refinery were approved in October, 1959. 
Site preparation commenced and the first consignment of equipment arriv-
ed in January, 1960. As for the Barauni Refinery, the construction work 
started in July, 1960, when the construction of the. roads commenced after 
the site had been selected and land acquired. Originally, the first phase 
of the Barauni refinery was expected to be on trial runs in October, 1962 
and the second phase by April, 1963 and the Gauhati Refinery was ex-
pected to commence operation during the last quarter of 1961. It would 
therefore, be seen that at the time of signing of the Second Supplemental 
Agreement in July, 1961, it was expected that the Gauhati Refinery would 
be working from 1st January, 1962 and the Barauni Refinery (1 million 
tonne unit) during the last quarter of 1962. Hence, it was not known at 
that time that the offtake of the refineries would be very much below the 
optimum offtake of 2.75 metric tonne per annum for several years. It 
was assumed that for a year or two, a small retrospective adjustment might 
become necessary . 

2.51. On the 9th December, 1961, the Indian Refineries Ltd. advised 
the Government of India and the Oil India Ltd. that the Barauni Refinery 
would be ready to receive crude for trial runs during December, 1962. 
Thereafter, the completion date was however postponed several times and 
the actual commissioning of the 1 million tonne unit took place in July, 
1964. 

2.52. The Committee regret to note that on account of the teething troubles 
of the Gauhati Refinery and the inordinate delay in the commissioning of 
the Harauni Refinery, the offtake of crude from Oillndia Ltd. was reduced 
considerably during the years 1962 to 1966 which resulted in the payment 
of heavy subsidies tD the Oil India Limited which have been referred to 
in para 3.40 of the report. It is unfortunate that the initial difficulties in' 
the commissioning of the refineries . which were new industries in the-
public sector, were not anticipated by Government at the time of entering 
into the Second Supplemental Agreement. 'The Committee are surprised-
that neither the Indian Refineries Limited which was responsible for the com-· 
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missioning of the Barauni Refinery nor the Administrative Ministry con-
cerned became· aware of the delays of about 2 years in the commissioning 
Of the first phase of the Barauni Refinery, ~ July, 1961 when the Second 
Supplemental Agreement was entered into. Considering that practically all 
public sector projects have experienced delays in commissioning and 
suffered from teething troubles, the optimism of the Government that 
tbe public sector refineries at Gauhati and Barauni would start functioDiDg 
and achieve their rated capacity on schedule, was hardly justified. 
The Committee feel that this is no hindsight. It has been the general ex-
perience of Government that delays occur in the setting up of public sector 
projects. Government could have been more careful in assuming that 
the refineries 'would be ~I)mmissioned in time and would be in a posido .. 
to take supplies of crude at the stipulated rates. This aspect has assumed 
particular importance in this case as the delays in commissioning of the 
refineries have resulted in payment of heavy subsidies to the Oil India 
Limited, which could have been avoided. 

H. Need for Augmenting supply of crude 
2.53. According to the present programme of crude oil production by 

Oil India Ltd., the Barauni Refinery is to be supplied 2 million tonnes of 
crude per year. The Government have decided to increase the capacity l1f 
Refinery to 3 million lonnes. 

2.54. When asked as to how the additional requirement of one million 
tonnes of crude of the Barauni Refinery is proposed to be met the Secretar~ 
of the Ministry informed the Committee during: evidence that this will be 
met to the extent possible by increased supplies from ONGC's oilfields in 
Assam or Oil India, as the case may be. He further stated that it was not 
possible at present for Oil India Ltd. to. produce over 3 million tonnes per 
annum as the reserve available with them do not permit to produce beyond 
that extent. ONGC may, however, be in a position to supply some crude 
from its oil fields in Assam to the Barauni Refinery. And to the extent 
of shortfall the Barauni Refinery either must operate at a lower than 3 
million tonnes capacity or import crude. This year the Refinery may 
operate at the level of 2t million tonnes from which the additional require-
ment of ± million tonnes of crude is likely to be met from Rudrasagar and 
Lakwa oil fields of ONGC in Assam. In the year 1960-70 when the Re-
finery may operate at its full capacity of 3 !!lillion tonnes Government may 
have to import certain quantity of crude. However by 1970-71 when it is 
expected that the above mentioned oil fields of ONGC are likely to produce 
about 1 i million tonnes o[ crude the additional requirement of one million 
tonnes of Barauni can be met. 

2.55. The Committee have already recommended intensification of explo-
ration work in Dum Duma and Ningru areas in Assam and NEF A where 
the prospects of finding oil are considered to be bright. They hope that 
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with determined efforts it would be possible to find reserves of oil 
in these areas which would enable additional crude supplies to 
be made to the Baraum Refinery. The Committee urge that in the mean 
time Oil India Ltd. and ONGC together should make concerted efforts 
to increase their output of crude so as to meet the full requirements of 3 
million tonnes of crude for Barauni Refinery by indigenous supplies. 

1. Crude Conditioning Plants 

2.S6. The crude oil from Naoorkatiya and Moran contaills high perc tnt-
age of paraffin wax and becomes almost solid during winter months. In 
order to make the viSCOus crude oil pumpable, the Crude Conditioning Plants 
at. Nahorkatiya and Moran were set up in April, 1963 and February, 1964 
respectively. These plants which oost the Company about 2 crores of 
rupees are £tated to be first of their kind in the World. 

2.S7. The Crude Conditioning Plant subjects the crude to a controlled 
heating and cooling process by which the crude is made pumpable through 
a buried pipeline even under extreme winter condi.tion. 

2.S8. The Ministry have in a written nnte, stated that these plants were 
necessary for making it possible to pump oil to the refineries from the 
oilfields. 

2.S9. Prior to supplies to Indian Oil CorporatIon, crude oil was being 
supplied 1';) Digboi Refinery only which is about 38 Km. away. 

2.60. Asked about the economies of these plants, it has been stated that 
there are alternative methods by which the same result can be achieved, 
but the question of economics comes in. The Assam Oil Company, trans-
ports its waxy crude from the field to the refinery over a distance of nearly 
10 miles by heating the entire length of line by steam during winter months. 
A similar process was used by a major oil company a few years back in 
Sumatra. The total length of this pipeline is only 145 Km. and the entire 
crude oil line is heated by another line running underneath carrying hot 
water. In addition to the cost of the duplicate line! which is only one size 
smaller than the crude oil line, the distance between two pump stations is 
.only about 32 Km. compared to 128/145 Km. in case of Oil India Ltd. 
Aloo, arrangements have been made for producing hot water at intermediate 
points. If Oil India Ltd. had 'adopted this method here for their pipeline, 
it would have probably put up their pipeline project cost by 40-S0 per 
cent (i.e. 18-21 crores). 

2.61. More recently another major oil company also working in the 
Far East has solved the same problem in a different way, namely, by emul-
sifying the crude oil in the field with excess of water, transporting it through 
the pipeline and breaking the emulsion at the other end. Here for trans-
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porting 2 million tons of crude per year which would be ultimately extended 
to 3 million toDS this company has used a 20" pipeline against 16" and 14". 
Also the distance between two pump stations is only 58 Km. Besides this, 
there is quite a big installations or tankage etc. at either end of the pipeline 
for· making and breaking emulsion. If Oil India tried to adopt the same 
method, their Pipeline Project cost would have probably gone up by 20-25 
per cent (i.e. 9 to 11 crores). Against this, the cost of the two crude 
conditioning plants one at Nahorkatiya and the other at Moran come to 
only about 5 per cent of the total project cost Qfthe pipeline. 

2.62. The Committee are harpy to note that the Crode CoDditioning 
Plants of the Oil India Ud. are the first of their' kind in the World and have 
been in operation for the last four successive cold weather period without 
giviDg any trouble. 

J. Pipeline Project 

2.63. In terms of clause 12 of the Promotion Agreement, 1958, Oil 
India Ltd. was required to arrange for the construction in two stages and 
operation of a pipeline or such other facilities as the Company considered 
necessary for the transport of the crude. oil produced by it to the Govern-
ment refineries at Gauhati in Assam and at Barauni in Bihar. 

2.64. To achieve this object the Burmah Oil Company, (Pipelines) 
Ltd. had been entrusted with th0 construction of the project on the term'! 
and conditions ]'aid down in the Agreement dated the 29th October, 1959 
between the Government of India and the Burmah Oil Company Ltd. 
appointing the Burmah Oil Company, (Pipelines) Ltd. 

(i) PipeUne Finance 

2.65. The total cost of this project was expected to be about Rs. 45 
crores. It had been agreed between the shareholders to raise the necessary 
rupee finance by means of long-term borrowings. 

2.66. The rupee C"OOlponent of the pipeline was financed from the issue 
of debentures in the Indian market and Government purchased debentures 
worth Rs. 12.5 crores. Government also provided £ 3 million in foreign 
exchange for the construction of the pipeline. The balance of the foreign 
exchange viz. £ 10.25 million was arranged by Burmah Oil Company 
through the Bank of Scotland which gave a loan to Oil India Ltd. which 
was under-written by Burmah Oil Company. 

2.67. The following are the details regarding date when the construction 
work was started, original date when the project was to be completed and 
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the date when the project was actually completed, stipulated date of com-
missioning the project and its actual date: 

Date when the construction started 
Nahorkat iya 
Nahorkatiya 

BlTauni 
Digboi 

in November, 1960 
in October/November, 1953 
(completed on 18-11-54). 

Pipeline Scheduled date Date on which Stipulated date Date on which 
(If completion aqually ccm- of commission- Pumping to the 

pleted ing Refineries 
through pipeline 

commenced 

16" Sector End of Dec. 7-3-1962 There was no 26-4-62 
1961 stipulate:! date 30-6-64 

of commission-
ing as it depend-

14* Sector End of Dec. 11-2-1963 
ed solely on the 
readiness of the 

1962 Refinery to re-
ceive crude. 

2.68. Giving the reasons for delay in the completion the Ministry have 
stated in a written note as follows :-

"The reasons for delay in the completion of the 16" Sector of the 
Pipeline were : 
(i) Exceptionally heavy and unseasonal rainfall in 1961. 

(ii) Transportation difficulties on account of unusual fbods Of! 

the river Brahmaputra. 
(iii) Deficient rail transport facilities. 

The delay in the completion of 14" Sector was due to late delivery cf 
pipes by Hindustan Steel Limited." 

(ii) Operational and Mainterumce Expenditure 

2.69. The actual expenditure on the operation and maintenance of the 
pipeline system during the last thT~ years is as under :-
-----.--~----- ----------------------------------------------

Year 

1964 

1965 
1966 

Total Ex-
penditure 

Rs. in lakhs 

174'32 

123·26 
127·96 

P/L 
OIL 

Rs. in lakhs 

*172·0 

115·0 
116·0 

LO.C. (Debit) 
Rs. in lakhs 

2·32 (Pipeline commissioned 
from Oct. 1964-3 months 
charge) 

8·26 
11·96 (Provision for Rly. 

Security arml!d guards 
expenditure estimated 
for Oct. 1964 to Dec. 
1966 3·35 lakhs) 

·Includes cost of normal operations and also the cost of Gua-rantee team under teons of 
Pipeline construction contract. B.O.C. (PL) wound up their constructions dUring 1964. 
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2.70. In reply to a specific question the Ministry have stated that n'v 
.complaints have been r~eived, about the defective functioning of crude oil 
pipeline system of the Oil India Ltd. However the Company repaired 
some leaks, which were to be expected in pipeline operating without in any 
way affecting the fl'ow of oil and with the loss of only a very small quantity. 

2.71. 11ae Committee are glad to learn that the pipeline project of the 
Oil India Ltd. is one of the most modem pipelines of its kind in the World 
and that the design has proved its worth in practice. 

K. Production of Natural Gas and its disposal 

2.72. The potential availability of gas (proved and indicated) in viI India 
Ltd.'s fields as on 1 st January, 1967 is 'as follows: 

Gas (Pi'oved and indicated) 

Associated 

"<on associated 

TOT<AL 

1-1-67 
Thousand 

millioncft. 
(Thousand 

million 
cu. metres) 

1,046 
(30, 

264 
(7'5) 

1,310 
(37' 5) 

2.73. It has been stated that gas production varies with the production 
~f crude oil. For a production rate of 8,300 tonnes of crude per day, gas 
production will be about 67 million cubic feet. 

2.74. The disposal of gas is, on an average, as follows :-
million cft/day 

Assam Oil Company .. 
Assam State Electricity Board 
Tingri Gas Grid 
Small Consumers 

Oilfield operations 
Rtturned to reservoir .. 

The balance of 46 million cft/day gas is being flared daily. 

7·0 
4·3 
1 ·0 
0·2 

12'5 

6·0 
2,5 

21'0 
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2.75. So far the following agreements with other parties for the supply 
of different quantities of gas have been execulled: . 

Duration 0/ 
Agreement 

Quantities 0/ Gas 

(i) Tingri Gas 

lii) Nahorkatiya 
Brick Works 

5 years 
(1-7-65-
30-6-70) 

.. 10 y.:ars 
1-10-64 

to 
30-9-73) 

During Tea season up to max. of 
50 MMCFf per month. During 
Tea off-season up to max. of 15 
MMCFf permonth. 
0.21 MMCFT!day 1st June to 
30th November) 
0·11 MMCFf/day (1st Dec. to 
31st May) 

2.76. Agreements in respect of the following parties are yet to be 
executed 

Name 0/ party Qualltity reserved Actual Cft. 

Assam State Electricity Board for 18 MMCFfD 4'3 cu.ft. 
F.C.l for 8 MMCFfD 
AGe for 10 MMCFfD 
Assam Oil Company for 8 MMCFfD 7 

F.C.I. have requested for additional 25 MMCFfD from 1970 onwards. 
It is proposed to meet this quantity from 

NHK 14 MMCFTD 
Moran 11 MMCFrD 

(i) Future Targets 

2.77. The gas-oil ratio is not constant figure. It varies with time. Hence 
the present gas production; of 67 million eft/day could be expected to tise 
to about 87 million cft/day, around 1971. 

(ii) COSt of ProductiPn at Gas 

2.78. The Committee have been informed that the cost of net production 
of gas for 1966 was Rs. 17.54 per 1,000 cu. metres and the price charged 
for gas sold was as under :-

ParI), 

Assam Oil Co. 
Tingri Gas Grid! Brick Kiln 
Assam State Elecy. Board 
Fertilizer Corpn. of India 

Per 1,000 cu. metres 

Rs. 
17 '54 
52'62 

8·77 
42'10 

2.79. It has been stated that the cost of production (exc1udina return 
on capital) of Ankleshwar and Cambay gas has. been worked °out by 
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Prof. V. K. R. V. Rao, arbitrator on gas pricing, at Rs. 36.73 and Rs. 42.88 
per 1,000 cubic metres respectively. 

2.80. The selling price of Oil and Natural Gas Commission gas in 
Gujarat has been fixed by the arbitrator at Rs. 56 per 1,000 cu. metres. 

2.81. Asked about the reasons for variations in the prices of gas, charged 
by the Oil India Ltd. from various customers, it has been stated that these 
prices are as negotiated between the Company and the consumers. It has 
further been stated that as soon as the supply to the Fertilizer Corporation 
commences, the Assam Oil Company will also be charged the same price 
as charged to the Fertilizer Corporation. The idea is to bring the price 
charged from A.O.C. more or less on par with the Government consumer 
i.e. the Fertiliser Corporation. 

2.82. The Committee note tlMlt the cost of production of gas in Oil India 
Ltd. is Rs. 17.54 per 1000 cubic metres while the same for the Anklesbwar 
and Cambay gas of the ONGC has been worked out at Rs. 36.73 and 
Rs. 42.88 per 1000 cubic metres respectively. Tbf. Committee are con-
cerned at this wide disparity in the cost of production of gas by the two 
organisations. They would like the Govenunent to examine whether the 
elements of cost are worked out on the same basis in the two organisaticms 
and if not, to ensure that there is uniformity in working out dae cost of 
production in both these organisations. 

2.83. The Committee are surprised that the Oil India Ltd: is supplying 
gas to the ASS3IJl State Electricity Board at 50% of its cost of production 
and at dae actual cost of production to the Assam Oil Company. The 

"Committee see no reason why gas should be sold at a loss to the Assam 
State Electricity Board and at cost price to the Assam Oil Company. 
Considering that Government had to pay subsidy amounting to over Rs. 18 
crores to the Oil India Limited to make up the guaranteed aet retnrn to the 
Company the sale of gas at half the cost price to the Assam State EIectridty 
Board and at cost price to the Assam, Oil Company is unbusiness like. The 
Committee note that the sale price to the Assam on Company will be 
brought on par with that of Fertilizer Corporation of India as soon as the 
supplies are cOJJUDeJlCed to the IaUer. They urge that the question of 
rev:isiog the sale price of gas to Assam :State Eledridty Board may also be 
examined. 

(iii) FlIlring of Gas 

2.84. The quantity of gas that is flared depends on the quantity of oil 
that is produced. The q\l'aDtity presently flared is of the order of 46 million 
cubic feet per day. It has been stated that the Compan~! has little contwl 
over the flaring and the proper utilisation of the gas depends almost entirely 
on the satisfactory operation of the projects to which the gas was committed 
many years ago. 
L3LSS/68-3 
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2.85. As regards value of the gas that is flared every day it has been 
stated that if Oil India Ltd. could sell the gas to consumers at say~ Re. 1/-
per 1000 cu. ft. the value would be Rs. 46,000/- per day, but since this is 
not so, the gas itself is valueless, but it still costs the company about 
Rs. 7,500/- per day to produce it, even though it is< then flared. 

2.86. As to the reasons for flaring the gas it has been stated that low 
pressure gas has to be flared in any case as it is not economical to utilise 
it. As regards high pressure gas, flaring is necessimted as the projects/ 
organisations for which the gas is committed are not lifting the quantity 
allotted to them. 

2.87. Regarding the steps taken to minimise flaring of gas. it has been 
stated tbat out of the 1.02 million cu. metres per day ~mmitted to Assam 
State Electricity Board/Fertilizer Corporation of India/Assam Gas Co., only 
0.12 million cu. metres per day is presently being taken by Assam State 
Electricity Board. As soon as the other parties lift the quotas -allotted to 
them in full, flaring of high pressure gas will be reduced considerably. After 
the propoged expansion of the Namrup Fertilizer Plant comes into effect, 
there would: be no flaring of high pressure gas at all. 

2.88. The CommiUee urge that aU possible avenues should be explored 
by Oil India Limited for the utilization and sale of the surplus gas which is 
being flared at preseDt. 
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FINANCIAL MATIERS 

A. CapitaJ--Equity and Loans 

3.1. Oause 4 of the Promotion Agreement of January, 1958 provides: 

(a) "The initial authorised capital of the Company shall be Rs. 50 
crores divided into 5,00,000 equity shares of Rs. 1,000 each. 
Unless otherwise agreed, all of such shares as may be issued 
from time to time. shall be issued for cash at par, and two-
thirds thereof will be applied for and allotted to the Burmah 
Oil Company and/or its nominee or nominees and one-third 
thereof will be applied for and allotted to the Government of 
India and/or its nominee Or nominees. 

(b) Within one month from the date of registration of the Company 
the Government of India -and the Burmah Oil Company shall 
subscribe and pay in cash for and the Company shall issue 
sufficient shares out of the initial. authorised capital to pay to 
the Assam Oil Company all sums payable to the Assam Oil 
Company under clause 7 hereof and to provide for the Com-
pany's immediate requirements of working capital." 

3.2. In pursuance of increase in Government of India's shareholding 
from 33 1/3% to 50% in Oil India Ltd., the following provisions in regard 
to equity share ratio and capital were included in the Second Supplemental 
Agreement of July, 1961 : 

"3. The Government of India's holding of equity shares in Oil India 
will be increased and the holding of The Burmah Oil Company reduced 
within the period and in the manner hereinafter provided so as to secure 
that the Government of India and The Burmah Oil Company each holds 
fifty per cent of the total issued equity share capital of Oil India. 

4 (A). In order to equalise the equity shareholdings in Oil India of the 
Government of India and The Burmah Oil Company and to meet the present 
estimated requirements of Oil Iilaia 6f an issued· equity share capital of 
Rs. 28,00,00,000/- the parties hitherto will procure that within tw'O months 
from the date hereof: 

(a) Oil India will issue 40,000 additional equity shares of 
Rs.1000/- each to the Government of India for payment in 
cash at par. -

(b) The Burmah Oil Company will sell and transfer to the Govern-
ment of India 20,000 equity shares of Rs. 1000/- each in the 
capital of Oil Inditt for cash at par. 

29 
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(B) It is hereby agreed that the Government of India will permit Ther 
. Burmah Oil Company to repatriate to the United Kingdom the proceeds 
of sale of such shares but the actual ways and means of repatriation shall 
be as agreed hereafter between the Government of India and The Burmah 
Oil Company. 

(C) The Burmah Oil Company has incurred or will incur expenditure OR 
imports covered by licences to the value of approximately Rs. 2,38,00,000/-
(of which licences for approximately Rs. 1,38,00,000 have been issued and 
a licence fur appr.oximately 1,00,00,000/- for crude conditioning plant has 
been applied for) which licences are endorsed to the effect that payment 
thereunder will rank as a part of The Burmah Oil Company's subscription 
for shares in Oil India. Since however the Government of India prefers 
that the issued share capital of Oil India should not be increased for the 
time being above Rs. 28,00,00,000/- it is therefore agreed that the Govern-
ment of India will provide the required foreign elXchange by the issue of 
fresh licences of equivalent value with exchange control copies entitling Oil 
India or Assam Oil Company (as the case may be) to remit the amount 
payable thereunder to The Burmah Oil Company or the suppliers (as the 
case may be) and will cancel the former licences endorsed as aforesaid. 

(D) If in the opinion of the Board of Directors of Oil India any addi-
tional capital facilities are required by that Company other than the pipe-
line facilities from NaharImtiya to Barauni at present under construction 
such additional facilities will be met so far as possible out of funds set aside 
as depreciation or development rebate but insofar as such funds are in the 
opin:on of the Board of Directors of Oil India insufficient the additional 
capital facilities will be contributed as to fifty per cent thereof by The 
Burmah Oil Company unless otherwise mutually agreed between them." 

(i) Investment in the share capitol of the Oil India Ltd. 

3.3. The paid-up share capital of Oil India Ltd. is Rs. 28 crores, of 
which shares of the value of Rs. 14 crores each are held by The Burmah 
Oil Company and Government of India. The details of Government of 
India's investment in the share capit-al of the Company is as under: 

Year Rs. 

1958-59 
1959-60 
1~1 

1961-62 
1962-63 
1963-64 
1964-65 
1965-66 

TOTAL 

.. 4 crores 
.. 2 crores 
•. 2 crores 
•• 4 crores 
.. 501akhs 
.. 501akhs 
.. SO Jakhs 
.. SO 1akhs 

•. 14 crores 
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3.4. The amount of secured and unsecured loans, raised by Oil India 
Ltd. as at the end of December 1964, December 1965 and December 1966 
was as under: 

R3. in crores 

December December December 
1964 1965 1966 

Secured Loons 

(I) 6t % Debenture stock 1968/71 30-00 30-00 30·00 

(if) Cash credit with State Bank of India 10'66 10'99 7'50 

·Unsecured Loons 

(i) Loan from Bank of Scotland 13·69 11'91 15·85 
(Ii) Loan from Govt. of India under U.K./I.O.C. 

credit against 1959 4·01 3 -01 2-00 
. (iii) Loan from Govt. of India towards exploration 

expenditure ·43 

58'36 55'91 55'78 

It will be seen that the equity loan ratio in Oil India has been about 1 ; 2. 

3.5. The loans were raised and debentures were issued to finance the 
pipeline project. The Government of India purchased debentures worth 
Rs. 12.5 crores for this purpose and provided 3 million pounds in foreign 
exchange for the construction of pipeline. The Burmah Oil Company 
.arranged ,loan for to.25 million pounds through Bank of Scotland. 

3.6. Besides, Government of India who purchased debentures worth 
12.5 crores of rupees the following other parties have purchased debentures 
'Worth the amount: shown against them: 

1. Life Insurance Corporation of India .. 
2. State Bank of India 
3. Unit Trust of India 
4. Industrial Finance Corporation of India 
S. Trustee of the Port of Bombay 
'6. Industrial Credit and Investment Corporation of India Limited .. 
7. Oriental F'JI'C & General Insurance Co. Ltd. 
8. Export Credit & Guarantee Corporation Ltd. 
9. Indian Guarantee & General Insurance Co. Ltd. 

'10. State Bank of Patiala .. 
11. State Bank of Travancore 

12. Individual Smallholders .. 

TOTAL 

Rs. 
7,26,15,000 
3,00,00,000 
2,00,50,000 
2,44,25,000 

89,70,000 
60,80,000 
35,00,000 
10,00,000 
10,00,000 
10,00,000 
10,00,000 
53,60,000 

17,SO,00,000 
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3.7. Oil India Ltd. incurred an expenditure of Rs. 99,54,911/- on 
account of preliminary expenses, debenture issue expenses and sterling loaD 
raising expenses. Break up of this expenditure is indicated below: 

Preliminary Expenses 

1959 
1960 
1961 

Rs. 
2,82,021 

12,000 

Debenture Issue Expenses 

(Issue 30 crores) 
1962 
1963 

69,46,095 
1,34,778 

1 % under-writing commission +t % brokerage 
Rs. 17·50 crores .. 
Stamp Duty 
Bank's Commission 
Sundries including legal, advertising, printing, etc. 

Sterling Loan Raising Expenses 
Stamp Duty 
Under -writing COmmission} 
Brokerage & Broker's fees .. 
Banker's expenses 
Miscellaneous .. 

Rs.lacs 

35-00 
2HlO 
4·00 
9'00 

71'00 
£ 

13,125 

113,400 
25,000 
42,000 

193,525 

Total' 

Rs. 

2,94,021 

70 '80,873"-

25,80,011' --
99,54,911 
---

3.8. In a written reply the Ministry of Petroleum and Chemicals have 
stated that the expenditure is not high and is within the normal ratio of 
floating such debentures on the market. 

(ii) Equity Capitol and Loan Ratio 

3.9. Asked about the equity loan ratio in the Oil India Ltd., the Secre--
tary of the Ministry informed the Committee during evidence "I think 
there is generally an established relationship between equity capital and 
the loan capital that is utilised. As far as possible, the choice would be· 
towards raising loan money because the loan capital is generally cheaper, 
apart from, of course, the fact that in any well-organis.ed company there' 
must be a certain minimum of equity investment. In India we lla\'e believed' 
that a ratio of 1 : It or 1 : 2 or even 1 : 2-1 between equity and debt is. 
acceptable." It was added that in respect of Oil India Ltd. the present 
ratio maintained between equity and loan is 1 : 2. Earlier it was 1 : 1 f 
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when the Second Supplemental Agreement was entered into and the issue 
of subscribed capital of Rs. 28 crores was established, the expectation 
was that the debt equity ratio would be H: I-It of debt and one of 
equity. Subsequently there have been some additional borrowings and 
now it is 1 : 2. There is of cour5e another added consideration against 
increase of equity, to the extent that equity is increased the requirement 
of a guaranteed return on that equity comes into operation. Therefore, 
for that reason increase in equity is not likely to be countenanced. When-
ever in the subsequent period the question has arisen as to how additional 
funds should be found, Government's view has been that this should be 
found by way of increased borrowing so as not to attract the condition 
of the guaranteed return on equity. 

3.10. Although the borrowing ratio of Oil India is comparatively on 
the higher side yet it would reduce the burden on the company as oil 
has already been discovered and profitable operation is expected. When 
questioned as to why borrowing has been resorted to instead of increasing 
the equity capital of the company to finance capital expenditure, the 
witness stated that firstly the loan capital both in terms of foreign exchange 
and rupee account is generally cheaper and secondly the requirements of 
guaranteed return of 9 to 13 % on the equity weighed against the propo-
sition of increase in the equity capital. 

3.11. The witness categorically denied that raising of loans in the pro-
portion of 1 : 2 has resulted in the increased cost of crude oil on account 
of payment of interest and repayment of loan instalments. Had the loans 
not been raised the witness added, the company would have had to raise 
equity and equity would certainly have imposed more onerous burdens be-
cause of the payment of guaranteed returns of dividends. 

3.12. The witness ·further refuted the contention that this high ratio 
of borrowing has resulted in unduly increasing the value of assets and 
shares of the company. In this connection he stated that it was the return 
which really determined the value of holdings from time to time in relation 
to the Bank rate and the Government borrowing rate. 

3.13. The Committee note that the equity and loan ratio in the Oil 
India Ud. is 1: 2. 'They UDdeI'Sfand that for public undertakings, Gov-
ernment in 1960, decided on the equity loan ratio as 1: 1. The Com-
mittee consider that the question of deciding equity and loan ratio in on 
India Ud. is very important as among other things, it bas a bearing OD the 
payment of guaranteed return of 9 to 13% on the equity capital. Since 
the increase in the loan capital also involves payment of interest and re-
payment of loan instalments which are also charge:.J to revenue account 
and since most of the loan capital of Oil India Ltd. has been provided by 
Government or govemmemaJ ageodes, the Committee wonId urge that the 
economics of iRcreasing loan capital or equity capital of t1Iis company, a 
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the price of crude oil as well as on the payment of guaranteed dividend 
should be thoroughly examined by Government and a suitable eqnity loan 
l'8tio determined in consuItation with the Burmah Oil Company at an early 
date. 

B. Assets and Liabilities of Assam on Co. taken over 
by on India Ltd. 

3.14. Clause 6 of the Promotion Agreement 1958 provides: "The 
Assam Oil Company shall subject to payment by the Company (Oil India) 
of all expenses of and incidental thereto also transfer to and/or assign in 
favour of the company free from all encumbrances created by itself all its 
assets and properties held by it within and for the purpose of operating in 
the said Area and the Mining Lease Area also such of its . other assets 
outside the Said Areas and the Mining Lease Area which are used or 
intended to be used exclusively for the purpose of the operations in the 
Said Areas or the Mining Lease Area, determined as provided in Clause 7 
(2) hereof. The Company (Oil India Limited) shall accept such title as 
the Assam Oil Company has to the assets and properties hereby agreed 
to be transferred or assigned." 

3 .15. Clause 7 (1 )( 2 ) and (3) ibid provides : 

"7. (1) The Company shall pay to and reimburse the Assam Oil Com-
pany the following sums, that is to say: 

(a) All costs of or in connection with the surveys and explorations 
under the geophysical licence relating to the Said Areas exclu-
ding assets transferred as hereinbefore provided. 

(b) All costs of prospecting and exploring operations in the Said 
Areas till the date of the transfer excluding assets tlalls[erred 
as hereinbefore provided. 

(c) The cost of the assets and properties transferred to the Com-
pany at cost less any depreciation allowance and any develop-
ment rebate allowed to the Assam Oil Company, or to which 
the Assam Oil Company may be entitled at the date of trans-
fer, under clauses (vi), (via) and (vib) of sub-section (2) of 
Section 10 of the Indian Income Tax Act. 

Provided that: 

(i) the costs included in the assessment were such as could have 
been reasonably incurred in the execution of the operation 
mentioned in sub<lauses (a) and (b)· of this clause. 
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(ii) such costs of the aforesaid operations referred to in sub-
'clauses (a) and (b) above as have been already charged to 

the working expenses of the Assam Oil Company shall not be 
included in the assessment if they have reen allowed as deduc-
tions in computing the taxable profits in India of the Assam 
Oil Company. 

(2) The assets to be transferred shall be determined and the sums due 
under sub-clause (1) shall be assessed prior to the registration of the Com-
pany by a Committee consisting of four persons, two to be appointed by 
"the Government of India and two to be appointed by the Assam Oil Com-
pany. The Committee may inspect the assets to be transferred and also 
-the accounts of the Assam Oil Company as far as relating to the costs to 
be paid and the assets to be transferred and the Assam Oil Company shall 
furnish all necessary facilities to the said Committee for the purpose of" the 
assessment. 

(3) The payments and reimbursements to be made to the Assam Oil 
-Company under this Clause shall be paid in cash within one month after 
JIbe first issue of capital by the Company." 

3.16. It has been stated that a sum of Rs. 13.14 crores was paid by 
Oil India Ltd. to Assam Oil Company for the assets and properties and 
the costs referred to above. The details are given ,below: 

(i) Field Development expenditure 
(il) Fixed Assets 
(iit) Stores Stock 
(iv) Prepaid eXPenses, security deposits and imprest cash 
(v) Preliminary eXPenditure 

Liabilities 

(Rs. Lakhs) 
749'06 
313 ·23 
201·30 

3'60 
2·22 

1,:?14·41 
Nil 

The amounts payable to the Assam Oil Company were determined! 
fixed as per the recommendations of the Assessment Committees which 
were set up in accordance with the Promotion Agreenrent between the 
G'overnment of India and The Burmah Oil Company. 

The members of the Assessment Committees were: 
(i) Shri S. P. Nautial . . . . . . }Representing Government of 

(if) Shri N. Krishnan, Chief Cost Accounts OffiCe.! India 
(iii) Shri K. B. Kanuga 

·(iv) Mr. G.N.S. Robertson 
.. ". Representing B.O.C. 

f 
·Mr. Robertson was replaced by Mr. H. Shepherd in the Second Assessment Cern· 

;mittee. . 
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3.17. In reply to a specific query as to what measures were adopted to.-
ensure that value of such assets and properties were not over assessed, the 
Ministry have stated in a written reply that the Assessment C(\n::mlttees had 
the audited accounts before them and the books of the company. The 
Conunittee inspected the assets to be transferred as well as the relative 
accounts of the Assam Oil Company for the relevant period. The associa-
tion of the Chief Accounts Officer of the Ministry of Finance on the Com-
mittees was meant to ensure that the assets and prop~rties etc. were asses-
sed in a proper manner. 

3.18. The. Assessment Committees also inspected the gooowns, stores 
yard, records and accounts maintained by the Assam Oil Company. Re-
garding physical verification of the assets the Ministry have stated "Physical 
stocks of a number of items were checked with records. The Committee 
was satisfied that the methods of store keeping used by Assam Oil Com-
pany were satisfactory." 

C. Cost of Production of Crude 

3.19. In order .to determine the cost of production of crude oil by Oil 
India Limited, various factors like the cost of development of oil fields, 
magnitude of exploration work to be undertaken in order to maintain the 
potential of an oil field etc., are stated to be taken into account and all this 
expenditure has to be borne by the proved reserves of crude oil under-
ground. 

3.20. The provisional cost of crude oil up to the year 1983, consisting 
of seven elements viz. 

(1) Drilling expenditure; 
(2) Production expenditure; 
(3) Amortisation of exploration expenditure and development 

drilling ex{:enditure incurred in earlier year; 
( 4) Interest; 
( 5 ) Miscellaneous expenses; 
(6) Depreciation/Development Rebate; 
(7) Royalty 

based on certain assumptions e.g., secondary recovery schemes/infiller dril-
ling etc. has estimated by Oil India Ltd. at about Rs. 40 per tonne. This 
is stated to be a very very rough estimated, built up on certain envisaged 
development drilling and production programmes including the secondary 
recovery, exploration drilling etc., to be undertaken by the Company from 
1968 to 1983. 

3.2,1. Comparing the cost of production of crude oil by the Oil India: 
Ltd. with that of the ONGC, the Ministry have informed the Committee 
in a written note as under : 
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The cost of Anldeshwar crude oil comprising 9 elements viz. 

(1) Operational cost of production; 

(2) Royalty; 

(3) Depletion of the field; 

(4) Field exploration expenses; 

(5) Amortisation of the ex~nditure on e~ploration In uther' 
areas; 

(~) Cost of transportation to the Point of deIiv~ry; 

(7) Sales Tax; 

(8) Handling charges; and 

(9) Octroi duty. 
comes to Rs. 57.15 per tonne in 1967. 

3.22. It has been stated that while the cos.t of production of crude by 
Oil India Ltd. has been worked out on a discounted basis over a period 
of 15 years, the cost of production in ONGC has. been worked out on 
an annual basis. It has further been stated by Government that the cost 
of production of ONGC compares very favourably with that of Oil India 
Limited. 

3.23. In formula (B) given in clause 9 of the Second Supplementai 
Agreement of July 1961, the cost of (i) finding, (ii) production and (iii) 
transport of crude oil by Oil India Ltd. has been assumed at Rs. 48 per 
tonne. When asked to give break-up of this estimated cost into each of 
the three elements, the Secretary of the Ministry informed tht Committee 
during evidence that the break-up was not officially available in any docu-
ment with the Government of India. However, the break-uJ) given by the. 
Oil India to the Government of India is as follows : 

Finding Rs. 11·40 per tonne 

Production Rs. 8 -00 per tonne 

Royalty Rs. 4·60 per tonne 

Transportation Rs. 24·00 per tonne 

Rs. 48·00 per tonne 

3.24. It will be seen that the above break-up includes an element of 
royalty which was not indicated in the formula given in clause 9 (B) of 
the Second Supplemental agreement. 
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Price of Crude charged from the Refineries 
3.25. The price of crude supplied by Oil India Ltd. to the Assam Oil 

'Company and the public sector refineries at Gauhati and Barauni, during 
the years 1962 to 1966 has been at the following rates per tonne. 

Year 

1962 
1963 
1964 
1965 
1966 
1967 

Price charged per tonne 
to both A.O.C. and 
public sector refineries 

Rs. 
108 '92 
152'42 
126'44 
112·37 
100'96 
97 ·50 (Approx.) 

3.26. The Committee note that wlule the cost of production of crude 
has been estimated by Oil India Ltd. on a discounted basis over a period 
.of 15 years, the same in ONGC bas been worked out on an annoal basis. 
The Committee have in para 5.25 of their 50th Report (Fourth Lok Sabha) 
:recommended the adoption of a uniform procedure for the collection analysis 
:and compDation of costs by these two organisationS. 

3.27. The Committee regret to observe that the breakup of the assumed 
cost of finding, production and transport of crode on in Oil India Ltd. which 
was taken as Rs. 48 for the purpose of the Formula given in Clause 9 (B)(c) 
of the Second Supplemental Agreement, is not officially avaDable in any 
,document with the Government of India. The breakop, given by on India 
Ltd. includes the additioaal element of royalty which was not included in 
:the original assumptions. Further against the assumed cost of Rs. 48 in-
<laded in the Formula in 1961, the estimated cost of production of on con-
:sisting of 7 elements has now been wOl'ked out at Rs. 40. It appears to 
the Committee that at the time of working out the complicated pricing for-
mula in 1961, the detalls of the various elements had not been carefully 
worked oat and considered by Government. The Committee would like to 
be informed of the reasons why the assumed cost of production of erode 
in 1961 was taken as Rs. 48 and what were its financial implications when 
the same works out to about Rs. 40 per tonne now. 

3.28. The Committee are unable to appreciate why the price of crude 
,charged by the on India Ltd. from the Gauhati, Barauni and Digboi refi-
neries during the years 1962 to 1966 was worked out at abnormally high 
rates ranging from 100.96 to Rs. 152.42 per tonne when the cost of pro-
·duction of the crude on a discounted basis has been estimated at Rs. 40 
per ton only. As the increase in the sale price of crude has resulted in the 
payment of heavy subsidies by the Government on account of the low 
-otftake of the crude by the refineries at Gauhati and Barauni, the Committee 
would like to be informed whether feasibility of keeping sale price of crode 
'low by spreading the development and exploration eXpenditure over a longer 
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period consistent with the life of on fields, was examined by Government 
specially wJaen the crude on remained underground and the life of the oil. 
field got prolonged by the lower oftfake of crude by the pubBe sector 
refineries. 

D. Pricing of Crude and Natural Gas (under Clause 9 SSA) 

3.29. At the time of the formation of Oil India Ltd., the following-
clauses (13 and 15) were incorporated in the Promotion Agreement of 
14th January, 1958 in regard to selling price of crude oil produced by the 
Company to the public sector refineries : 

"13. The Company shall sell crude oil produced by it to each of 
the two refmeries sponsored by the Government of India and 
specified in that behalf. TIle first of such refineries shall be 
established at intermediate locality referred to in clause 12 
hereof and the second at Barauni. The Government of India 
shall arrange that the entire crude oil required for each such· 
refinery will be purchased from th,~ Company in so far as the 
Company may be able to meet the requirements. The delivered 
price payable by each such refinery shall be either thl! !owest 
price delivered at Calcutta at which such crude oil can be 
secured by the refinery from any alternative source or the cost 
incurred by the Company together with a reasonable com-
mercial return, whichever is less, such price being fixed by the 
Company with the approval of the Government of India after 
examination by the latter of the costs and subject to review in 
January and July of ~ach year. In determining the cost incurred 
by the Company for the purpose of this clause, the ·.Juantum 
of such costs and the elements to be taken into account in cal-
culating such costs, shall be as mutually agreed between the 
Government of India and the Company." 

"15. The price of crude oil for sale by the Company other than to the 
refineries aforesaid will be an economic price and will be fixed: 
by the Company with the approval of the Government of 
India:' 

3.30. The above basis of pricing of crude was changed in the Second 
Supplemental Agreement, 1961 and the above-mentioned clauses were re-
placed by clause 9 in the Second Supplemental Agreement concluded in 
July, 1961. as follows : 

"9. (A)(i) Subject to the provisions of sub-clause (C) of this clause 
and on the basis (a) that the paid-up capital of Oil India does 
not exceed Rs. 28,00,00,000 and (b) that the posted F.O.B. 
Middle East price of equivalent quality crude oil is in the ran~ 
of Rs. 57-Rs. 63 per ton the price per ton at which crude oil 
from Area. A and Oil India's existing areas. will be sold and: 
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delivered to Indian Refineries Limited's Barauni and Numnati 
Refineries and Assam Oil Company's Digboi Refinery will be 
posted F.O.B. Middle East price of equivalent quality crude oil 
plus ocean freight [as per Average Freight Rate Assessment 
(AFRA) award for a general purpose tanker] insurance (com-
prehensive insurance covering all risks against which shipments 
of crude oil are generally insured) and ocean loss (at average 
rate) from Ras Tanura to Calcutta less such a discount on post-
ed F.O.B. Middle East price of equivalent quality crude oil as 
will secure a return to the shareholders of Oil India of 10.8 
per cent on paid-up capital after payment of all taxes (including 
taxes payable on dividends) calculated in accordance with the 
Formula set out in sub-clause (B) of this Clause. 

(ii) H the posted F.O.B. Middle East price of equivalent quality 
crude oil is in excess of Rs. 63 per ton the sale price per ton 
of such crude oil will be an amount equal to the price calculated 
in accordance with sub-clause (A) (i) of this Clause on the 
basis of a posted F.O.B. Middle East price of equivalent quality 
crude oil of Rs. 63 per ton plus an amount equal to the excess of 
the actual posted F.O.B. Middle East price per ton of equiva-
lent quality crude oil over Rs. 63. 

(iii) H the posted F.O.B. Middle East price of equivalent quality 
crude oil is below Rs. 57 per ton the sale price per ton or such 
crude oil will be an amount equal to the price calculated in 
accordance with sub-clause (A) (i) of this Clause on the basis 
of a posted F.O.B. Middle East price of equivalent quality 
crude oil of Rs. 57 per ton reduced by an amount equal to the 
difference between the actual posted F.O.B. Middle East price 
per ton of equivalent quality crude oil and Rs. 57. 

(iv) On any increase in the paid-up share capital of Oil India in ex-
cess of Rs. 28,00,00,000 the discount referred to in the preced-
ing paragraphs of this sub-clause will be varied in accordance 
with the Formula set out in sub-clause (B) of this Gause which 
for purposes of calculation of discount only assumes certain 
constant factors and a return to the shareholders of Oil India 
based thereon of Rs. 10.8 per cent after payment of all taxes 
(including taxes payable on dividends) on the paid-up share 
capital. 

(B) FORMULA 

C X paid up capital 
3,000,000 

=A-B+18.4+0.31-48 
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Where: 
(i) A is the posted F.O.B. Middle East price in rupees per ton of 

equivalent quality crude oil 
and 

(ii) B is the actual discount in rupees per ton on the posted F.O.B. 
Middle East price of equivalent quality crude oil in (i) 
above. 

and 
(iii) C is a factor which when applied to the paid-up capital of Oil 

India will yield to the shareholders of Oil India a return of 
10.8% after the payment of all taxes (including taxes payable 
on dividends). 

The figures 18.4, 0.31 and 48 are assumed constant factors (expressed in 
:Rupees per ton) which represent: 

(a) 18.4=ocean freight and insurance from Ras Tanura to Calcutta 
as at the date of this Agreement. 

(b) 0.31 =ocean loss from Ras Tanura to Calcutta as at the date of 
this Agreement. 

(c) 48=the assumed costs of finding, production and transport. 

(C) (a) Notwithstanding sub-clause (A) of this Clause it is under-
stood and agreed that Oil India should be in a position from 
the profits of each calendar year from 1962 and onwards to pay 
a dividend to yield a return to its shareholders after payment of 
all taxes including taxes payable on dividends (currently 20 per 
cent for dividends payable by Oil India) of not less than 9 per 
cent and not more than 13 per cent per annum on its share 
capital paid up as at the last date of the year. 

(b) Should therefore the posted F.O.B. Middle East price of equiva-
lent quality crude oil plus freight insurance and ocean loss up 
to Calcutta less the discount referred to in sub-clause (A) of 
this Clause be such that the income of Oil India in any year 
from 1962 onwards (after deducting all costs outgoings and 
taxes in accordance with the formula set out in the Schedule 
hereto) ill insufficient to enable such a dividend from the profits 
of Oil India for such a year to be paid then the price to be paid 
by purchasers of crude oil during such year will be increased 
pro rata by retrospective adjustment so as to permit the pay-
ment of such minimum dividend and conyerse]y if on the basis 
aforesaid the income of Oil India (after making such deductions 
as aforesaid) gives a dividend of more than 13 per cent then a 
retrospective discount will be allowed pro rata to purchasers of 
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crude oil during that year of such an amount as will permit the 
payment of such maximum dividend. 

(D) Any other levies on sales e.g. sales tax will be added to the 
price to purchasers." 

3.31. It will be seen that the original clause 13 of the Promotion Agree-
ment provided for the payment of the price of crude by the refineries either 
at the lowest price delivered at Calcutta at wllich such crude can be secured 
by the refinery from any alternative source or the cost incurred by the Oil 
India Ltd. together with a reasonable commercial return, whichever is less. 
Such price was to be fixed by the Company with the approval of the Govern-
ment of India, after examination of the costs and was subject to review in' 
January and July of each year. The quantum of such costs and the elements 
to be taken into account in calculating such costs were to be mutually agreed 
between the Government of India and the Company. Thus the Government 
had the right to fix the price of crude supplied by the Company either at 
import parity (Calcutta Port) or at cost plus reasonable commercial return 
whichever was less. Even the elements of costs to be taken into account in 
calculating the costs were to be mutually agreed between the Government 
of India and Oil India Ltd. The reasonable commercial return was also to 
be determined, with the approval of the Government of India. 

3.32. Thus the maximum price that could be paid by the Gauhati and' 
Barauni refineries for the Oil India crude was the import parity price 
(Calcutta Port). In that eventuality, sales tax on the indigenous crude sup-
plies was to be absorbed by the import parity price and was to be bome by 
the Oil India Ltd. as there is no sales tax on imported crude. In fact, the 
sales tax on the indigenous crude supplied by O.N.G.C. to the various refine-
ries is now borne by O.N.G.C. and not the refineries. 

3.33. There was also no commitment of offtake of specific quantities of 
crude from any year and no guarantee of any dividend to the Company. 

3.34. Under the revised formula for fixing the price of crude incorporat-
ed in clause 9 of the Second Supplemental Agreement, 1961, (i) the price 
of crude has to be fixed in such a way so as to guarantee a minimum return 
after payment of all taxes, including taxes payable on dividend, of not less 
than 9 per cent and not more than 13 per cent per annum on the paid up 
share capital. 

(ii) The return has been guaranteed from 1962 onwards irrespective of 
the offtake of crude by the refineries. 

(iii) Sales tax bas been made payable by the purchasers. 
(iv) A complicated formula for calculation of price and discount has 

been introduced in clause 9 (A) and (B), 
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(v) In case the price fixed in accordance with the formula is insufficient 
to give a profit.of less than 9 per cent to Oil India Ud., the purchasers of 
crude are made responsible to make good the difference by increase in the 
price and conversely if the profits are more than 13 per cent, a discount in 
price is allowed to the purchasers of crude. 

(i) Payment of Dividend 

3.35. As a result of the provision made in clause 9(C) (a) of the Second 
Supplemental Agreement, 1961 for the payment of a minimum dividend of 
not less than 9 per cent and not more than 13 per cent in the paid up capital, 
the Oil India Ltd. has been declaring dividend since 1962. No dividend was 
declared before 1962. The percentage of dividend (net) declared year-
wise, the total amount of dividend, the share of Government of India and 
Burmah Oil Company are given below : 

Year Percentage of Total dividend Govt. 's share BOC's share 
dividend declared (in iakhs) (in lakhll) 
declared (in lakbs) 

Rs. • Rs. Rs. 
1962 61% 252 126 126 

1963 9% 336 168 168 

1964 9% 336 168 168 

1965 9% 336 168 168 
r f 1966 9.575% 356.21 178.11 178.11 ---1616.21 808.11 808.11 

'---

3.36. To ensure the guaranteed rate of dividend to the Oil India Ud. as 
laid down in clause 9(C) (a) of the Second Supplemental Agreement~ 

subsidies had to be paid to Oil India Ltd. by Government of India arid Assam 
Oil Company. It has been there on account of the teething troubles of 
Gauhati refinery and delay in the commissioning of the Barauni. refinery. 
The quantities of crude oil delivered to these refineries did not come up to 
the level of anticipated offtake of 2.75 million tonnes per annum as foreseen 
earlier. 

3.37. The cost of oil proved to be much higher than at which the refineries 
were to get supplies of crude oil. A decision was, theref.Jre, taken by 
Government that supplies to the refineries may be charged for at the landed 
cost at Calcutta. of comparable quality of imported crude oil and. that any 
shortfall on account of the dividend liability would be made good by Gov-
ernment. Under this arrangement Government have paid to Oil India Ltd. 
a sum of over Rs. 18 crores during the years 1963-64 to 1966-67. 
L3lSS/68--4 . 
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3.38. The details of the subsidy paid by the Government of India in 
connection with the purchase of crude oil by Government refineries and by 
A.O.C. are given below: 

Year. 

1962-63 

1963-64 

1964-65 

1965-66 

1966-67 

Govt. of India 

71,75,000'00 

3,93,40,282.00 

7,21,81,999'00 

6,33,84,000' 00 

Assam 
Oil Co. 

102,00,000' 00 

192,00,000 '00 

155,00,000 '00 

115,00,000'00 

N.B.-AOCs accounts are maintained on calendar year basis. 
3.39. The Secretary of the Ministry informed the Committee duri.Dg 

evidence that because of improvement in the situation with an augmmted 
supply of crude, 1967 is going to be the last year when there will be no 
subsidy payable by Government to Oil India Ltd . 

• 
(ii) Payment of SubSidy 

3.40. As to how the need of payment of subsidy to Oil India Ltd. arose, 
it has been stated that the price as affected by a retrospective adjustmeat in 
the early years of Oil India's supply to Gauhati and Barauni refineries has 
looded to be very high. So as to ensure to Oil India Ltd. a minimum 
dividend of 970 the price of oil under the formula including the retrospective 
adjustment has been arrived at. It has gone up to as much as Rs. 152, 
Rs. 126 and Rs. 113 per tonne. The question was whether the Indian 
Oil Corporation should be asked to pay this price. In considering the matter 
in 1963 Government came to the conclusion that having regard to the 
policies in force for the pricing of oil products, it would be improper and 
inequitable for the Indian Oil Corporation refineries at Gauhati and Barauni 
to be called upon to pay this high price. The pricing of oil products in all 
refineries in the country is based on import parity. It would have been 
unfair on the public sector refineries to have pegged them down to parity 
prices for their products and to have expected them to pay a price for crude 
oil which was far in excess of import parity. The Government, therefore, 
came to the conclusion that the public sector refineries at Gauhati and 
Barauni should be placed on the same footing, as the other refineries operating 
in India; that is to say they will receive crude at a price equal to import 
parity and they wi1l se11 their products at prices equal to import parity. This 
immediately led to the need to find ways of making up to Oil India Ltd. the 
differe·nce in prices betvreen import parity for crude and the for'mula price 
under the Second Supplemental Agreement. This is reaUy the element 
which is called subsidy. 
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Mechonism of payment of subsidy 

3.41. Oil India Ltd. bills I.O.C. on the basis of the formula price under 
Clause 9(A) of the Second Supplemental Agreement. The I.O.C. pays the 
import parity price and the difference between the two is paid by the 
Government as price differential. At the end of the year when the accounts 
are made up, if the provisional price has to be increased to enable Oil India 
to declare a minimum dividend of 9% that additiDnal sums is also paid by 
Government as a retr.Jspeetive price adjustment. 

3.42. The subsidy was, therefo~e, made up of two elements firstly the 
difterence between the formula price and the import parity price payable 
to the Oil India Ltd. and secondly payment of sales tax to the Indian Oil 
Corporation. 

3.43. In this connection the Secretary of the Ministry informed the 
Committee during evidence that there was a no retrospective price differential 
payable to Oil India Ltd. on the aCCOU!lts of 1966. But to tlle extent of the 
element of sales tax there has to be and there has been a subsidy which i~ 
expected to be of the order of Rs. 2 crores. It has been stated that in Ass::.:n, 
there is a sales tax on indigenous crude of about Rs. 12 per tonne. 

3.44. The Committee were also informed that in 1961 at the time of 
finalising the Second Supplemental Agreement, the idea of having to pay a 
subsidy was not foreseen because it was thought that refineries would CC''ne 
up as planned and production would keep pace with expectations. 

(iii) Recoupment of Subsidy 

3.45. It has been stated by the Ministry in a note that under clause 
9(C) of the Second Supplement Agreement, when costs go down and tile 
income from the sale of crude would be such as to result in a net divid~nd 
to the shareholders of more than 13%. the price of crude oil will be reduced 
by giving a discount to the customers so as to bring the dividend to 13 % 
only. This retrospective adjustment accrues to the Government. As the 
Govenunent refineries would continue to pay on the basis of import pari:y, 
the benefit would accrue to Government during any year when the final 
price of Oil I,'ldia crude under clause 9 ibid is less than the import pa~:ty 
price. 

3.46. During evidence when the Secretary of the Ministry was asked as 
to when such a stage is likely to come, he informed the Committee that it 
will be . from 1969 onward. When further asked about the basis of his 
assessment the Secretary stated "On the basis of the oil produced, the 
expenditure incurred or incurrable and the formula price that is derived from 
this data." In 1969, the Oil India Ltd. is expected to produce 3 million 
tonnes 'Of crude which will bring down the formula price to about Rs. 93 
as against import parity price of about Rs. 100 or Rs. 101 per tonne. The 
Secretary further stated that "as we go on, a time comes when formula price 
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comes to as low as 88. It goes on decreasing because the expenditure is 
also reduced. There is a period when the price is 84." As against decline 
in the formula price, it is assumed by the Government that the import parity 
price will remain somewhat constant. 

3.47. Asked whether the difference between formula price and the im-
port parity price would be because of the devaluation of Indian rupee in 
June, 1966, the witness stated that had there been no devaluation, there 
would have not been much difference between these two prices. He further 
stated that "The devaluation has merely magnified the prices." Elucidating it 
he stated that " .... if there had been no devaluation, the difference might 
not have been Rs. 16 but might have be·en II." He further informed the 
Committee that in 1961 when the negotiations were going on with the 
Burmah Oil Company there had been certain calculations made by Govern-
ment and at that time it appeared that the formula price at 3 million tonnes 
off-take be about 6 to 7 rupees less than the import parity price. 

3.48. It will be seen that under the revised pricing formula introduced 
in 1961 Government had to pay a subsidy 'of over Rs. 18 crores to Oil 
India Ltd. till 1966-67, and has received only about Rs. 8 crores as their 
share of dividend. Hence there has been a deficit of about Rs. 10 crores 
on this account. In addition they will have to bear sales tax amounting to 
over Rs. 2 crores annually on the sales to Indian Oil Corporation. The 
B.O.C./ Assam Oil Company on the other hand has paid about Rs. 6 crores 
as subsidy to Oil India Ltd. during the same period and has received Rs. 8 
crores as their share of dividend. 

3.49. When asked as to why the pricing basis given in clause 13 of the 
Promotion Agreement was changed to a new complicated formula by the 
Second Supplemental Agreement of July, 1961, the Ministry in a written 
note have stated as follows : 

"During the negotiations preceding the conclusion of the Second 
Supplemental Agreement of 27th July, 1961, the question of 
fixing the price of crude oil was examined carefully. Till then, 
no price had been fixed by Oil India Limitea with the approval 
of the Government of India as provided in the Promotion Agree-
ment of January, 1958. Two alternative methods of fixing the 
price of crude oil viz. (a) inlport parity and (b) cost+basis 
were considered. Simple import parity was not considered 
suitable as the in~igenous crude even if it could be produced 
at a cheaper rate, would have to be paid for at import parity 
over which Government of India or Burmah Oil Company have 
no control. The cost+basis might have meant enormous pro-
fits to Oil India Ltd. in case they found a prolific field in the 
new areas which were being allocated to them i.e. 1886 square 
miles iIi Dum Duma and NEF A where the prospects were con-
sidered to be bright and which ar~a Burmah Oil Company was 
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keen to obtain for exploration by Oil India Limited. Conse-
quently, it was felt that the price which would give a certain dis-
count on the import parity price and at the same time not allow 
the profits of Oil India Limited to exceed a certain limit, 
namely, 13 % was the best solution in the circumsmnces pre-
vailing at that time. It was also felt at that time that, with the 
expected offlakes, this formula will actually yield a price lower 
than the then existing import parity price." 

3.50. Explaining the details of the working of the pricing formula given 
in clause 9 of the Second Supplemental Agreement, the Ministry have stated 
in a written note that "The price of crude oil supplied by 011 India Limited 
to the Government refineries and Assam Oil Company is fixed under Clause 
9 of the Second Supplemental Agreement. Clause 9(A) provides that the 
crude oil price would be :-;x>sted f.o.b. Middle East price of equivalent 
quality crude oil as will secure a return to the shareholdets of Oil India Ltd. 
of 10·8 % of the paid up capital' after payment of all taxes. The discount 
is to be calculated in accordance with the formula set out in Clause 9 (B) 
of the Agreement. Clause 9(C) provides that Oil India Limited should be 
in a position from Ithe year 1962 to pay a dividend to yield a return to its 
shareholders after payment of all taxes of not less than 9% and not more 
than 13% per annum if necessary by retrospective adjustment of the price 
arrived at under Clause 9(A) of the Agreement." 

3.51. Elucidating further, the Secretary of the Ministry informed the 
Committee during evidence that the Promotion Agreement provided for the 
fixing of prices either on import parity basis or on cost plus basis whichever 
was less. These basis were not considered· suitable by Government firstly 
because "there was a feeling that import parity is not a very satisfactory way 
of fixing the prices ... at the present time import parity is not really parity 
with a fully posted price. This was the time when India was import-
ing oil at full poster price. There was no system of discount account on 
posted price. The heavy discounts as of today were then not known. It was 
felt in the then situation that the ]inking of our internal price for a long 
period to import parity may not be advantageous arrangement. If today we 
'WOuld think of it, we would probably feel that import parity may well be 
;a good basis considering 'the high costs of production in India and so on. 
Any way, this was in the minds of people who looked at that problem then. 
Secondly, I think the cost plus basis was also thought to be hazardous in 
the sense that it may throw up a very high rate of return on investment. 
Therefore the question was what should be a reasonable basis. After 
negotiations at that time. we came to the conclusion th~t a return of 9 to 
13% on equity capital was not a higher' rate of return. On this basis and 
'with refe·rence to the total equity capital of Rs. 28 crores on the formula pres-
.cribed, we arrived at a price for this oil which was some what lower than 
import parity." According ·to him this was a practical way of interpreting 
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the original idea. The Secretary also informed the Committee that it was at 
the instance of the Govcrnment that the necessity to fix prices with reference 
to pegging down profit element was felt and the initiative was taken by the 
Government. 

3.52. Regarding the basis of fixing a net.return of 9 to 13% on capital 
in the Second Supplemental Agreement (1961) as referred to in para 3.50 
above, the Ministry in a written note have stated that net return of between 
9 to 13 % was considered reasonable on the capital invested for an oil pro-
ducing company taking into account the risk involved in oil exploration. 
According to a study undertaken by the First National City Bank, New York, 
in respect of seven oil producing companies in the Eastern Hemisphere 
(viz. British Petroleum Company LImited, Standard Oil Company, Gulf Oll 
Corporation, the Royal Dutch/Shell Group, Tenaco Inc., Standard Oil Com-
pany of California and Mobil Oil Corporation) the return on net worth of 
these companies during 1957-1966 was as follows: 

1957 1958 1959 1960 1961 
18.7 15.1 13.8 13.9 13.1 

1962 1963 
13.2 14.2 

1964 1965 1966 
11.2 11.4 11.3 

3.53. Asked what would the net return 9 to 13 per cent exclusive of all 
taxes, including tax on dividend, guaranteed in the Second Supplemental 
Agreement amount to, if it is made inclusive of all taxes, the Secretary of 
the Ministry stail:ed during evidence that 9% net return would amount to 
24% and 13% net return would amount to 36 per cent. 

3.54. A knowledgeable person while commenting upon the change in 
pricing formula of crude oil produced by Oil India Ltd. has informed the 
Committee as follows : 

"The price formula was changed. I don't know who worked it out, 
but he must be very clever brain. I had to read many times 
to understand the significance. The cost of production would 
be about Rs. 48 at the well head and Rs. 22 as transportation 
charges by the pipeline plus something was added to it. That 
is most interesting. They said it was innocent. The price will 
be import parity price plus a factor which will give them a clear 
tax free return of 9% minimum and 13% maximum and anv-
thing above 13% will be given to the refineries. On paper -it 
looked a very tempting agreement." 

3.55. Giving the comparative economics of pricing formula as envisaged 
in clause 13 and clause 9 of the Promotion Agreement and Second Supple-
mental Agreement respectively, the Ministry have furnished the folto-ning 
written note to the Committee : 

"In 1961 and 1962 the landed cost (ill1p0rt parity) of crude was 
Rs. 74 (approximately) per tonne.. The price of crude as per 
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clause 9(A) of the Second Supplemental Agreement was 
Rs. 71.28 per tonne in 1962. As no discount on imported crude 
was available in 1962, it was expected that the price of erode 
as per clause 9(A) will continue to remain lower than the im-
port parity price in future. Due to fairly substantial discounts 
being available on imported crude in subsequent years the above 
expectation was not fulfilled. However, from 1967 onwards the 
final average price of crude "as per the Second Supplemental 
Agreemeat will always remain lower than the import parity 
price [e.g. Parity price Rs. 102.00 (1967) and Rs. 100.00 
(1968); Final price per Second Supplemental Agreement 
Rs. 98.00 (1967) and Rs. 96.00 approximately (1968-
estimated) ]. 

In the Second Supplemental Agreement of July 1961, provision has 
been made for a guaranteed minimum dividend of 9%. At 
the same time, provision is also made that the maximum divi-
dend should not exceed 13%, and any surpluses of Oil India 
Limited over and above the 13% would be refunded to the 
purchasers of crude oil in proportiDn to their offtake of crude 
oil. These two provisions of minimum and maximum dividends 
go together. 

To ensure that the minimum dividend of 9% was realised during 
1962-1965 certain retrospective price adjustment was necessary. 

In other words, even against this price adjustment there is a corres-
ponding set-off in the realisation by the Government of the 9% 
dividend as well as the dividend tax which was collected on the 
Burmah Oil Company's share of the dividend. 

It is seen, therefore, that under the Second Supplemental Agreement, 
the cut-off of the maximum dividend at 13% discount Govern-
ment gets a very much larger share of the balance since their 
offtake of crude oil is about 2.75 million tonnes as compared 
to only 0.25 million tonnes by the BOC. If there was no mini-
mum and maximum dividend clause, on the other hand, all such 
surpluses would have been distributed equally between tho two 
customers, since both are 50 : 50 equity shareholders. The 
position is summarized below : 

A-Position under Second Supplemental Agreement 

3.56. Statements I, II & III showing the position based on the actuals 
for 1962-67 and the forecast for 1968-80 are given at appendices III. IV & 
V. These show that under the Second Supplemental Agreement, the total re-
turn to Government over the entire period of 1962-80 comprising price 
differential, retrospective price adjustment, dividend and dividend tax 
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received on dividend paid to BOC), would come to approximately Rs. 64 
crores. Payment for 'Similar items in case of BOC/ AOC would come approxi-
mately to Rs. 26 crores, over the same period. 

3.57. This shows that Government would get about Rs. 38 crores more 
-than BOC/ AOC under the Second Supplemental Agreement. As will be 
seen from the statements, these returns are after taking into account the 
price adjustments which both Government and BOC had _ ~ pay during the 
years 1962-1965 in 'Order to fulfil the minimum guaranteed dividend of 
9%. 

B-Position under Promotion Agreement 

3.58. If similar calculations are made taking clause 13 of the Promotion 
Agreement as the basis, (at an average price of Rs. 100 per tonne which is 
the import parity price) the receipt to -Government and BOC/ AOC would 
be as follows: 

Government 
BOC/AOC 

Rs. 40 crores 
Rs. 24 crores 

Thus, it win be seen that under the Promotion Agreement, Government 
would get on its investment only Rs: 16 crores more than BOC/AOC. 

C-Position envisaged at the time of Finalising Second Supplemental 
Agreement 

3.59. The crude oil actually delivered to Gauhati, Barauni, and Digboi, 
during the years 1962 to 1966 was 6.36 million tonnes and the sale proceeds 
based on initial' prices amount to Rs. 52.35 lacs. To realise a minimum 
dividend of 6.75% in 1962, 9% during 1963/1965, a price adjustment was 
required to be paid both by the Government and AOC amounting to Rs. 21,68 
lacs (Government of India Rs. 15,40 lacs and AOC Rs. 5,68 lacs). Tobit 
sales proceeds including price adjustment was Rs. 73,06 lacs. But if the 
sale proceeds were calculated at the same initial prices on the originally ex-
pected throughout of 12.017 million tonnes based on the commissioning of 
refineries, for the same period, would have amounted to Rs. 95,30 lats. The 
difference between the anticipated and actual sale proceeds, i.e. Rs. 953~ 
73,43=Rs. 21,87 lacs, is the loss of income too Oil India Ltd. due to the 
delay in commissioning of tho Gauhati and Barauni refineries. 

The actual price adjustment by Government of India/ AOC, amounting 
to Rs. 21,08 lacs is, almost entirely due to delays in cOmmissionwg of the 
Gauhati/Barauni Refineries. 

3.60. It was 'also felt that, with the expected oiftakes, this formula will 
actually yield a price lower than the then existing import parity price. 1t 
may be stated that the price of crude based on the formula incll!,ded in the 
Second Supplemental Agreement would be lower than import parity price 
(which is based on higher discounts) when the 'offtake reaches 3 million 



51 

lonnes per annum. The average price of crude for 1967 is estimated to be 
:as,. 97.5 per tonne which is less than the average import parity price fot 
that year. 

3.61. The Committee are unable to find any justification for replacing 
·tbe original pricing formula given in Clause 13 of tbe Promotion Agree~ 
.ment, 1958, by the complicated pricing formula given in Clause 9 of the 
Second Supplemental Agreement, 1961 which guaranteed a net return of 
-9 to 13% to the Oil India Ltd. on the paid-up capital. The changing of the 
-original pricing formula bas resulted in the following: 

(i) Government bad to pay a subsidy of over Rs. 18 crore-s up to 
the Jear 1966-67 to ensure the minimum guaranteed dividend 
to the Oil India Limited. If the Government's share of divi-
dend from Oil India UtI. is also taken into account, tbe net 
outgo "'ould still be over Rs. 10 crores- during this period. 
Against this, BOC/ AOC have received dividend amounting to 
Rs. 8 crores during the same period and have paid subsidy of 
about Rs. 5.7 crores, thereby giving them a net benefit of about 
Rs. 2.3 crores. 

(0) Government/Indian Refineries have been made responsible 101' 
the palment of Sales Tax on the sale of crude by Oil India 
Ltd. to the GlIuhati and Barauni Refineries which at the rate 
of Rs. 12 per tonne would amount to a recuning liability of 
over Rs.* 3 crores per year on the supply of 2.75 million tormet 
of oU. Sales Tax liability W8<; not to be borne by the rdinen. 
in the original pricing formula but was to have been included 
in its sale price by 08 rndia Ltd. (vide para 3.32). 

( iii) The guaranteeing of net return on paid-up capital bas tended 
to slow down exploration work in the Exploration Licence Area 
as all expenditure on exploration work is also treated a .. revenue 
expenditure and increases the price of crude (dde para 2.21). 
'I'Ile net return on share capital has been guaranteed from 1962 
onwards i.e. the very first year of the starting of supply of crude 
to Gauhati refinery whkb was not provided for in the original 
Promotion Agreement. 

(iv) Since Oil India Ltd. has been assured a miniJDum guaraotee4 
return of 9 10 13% on the supply of 3 million tonnes of crude 
per annum, there appears to be no incentive to Oil India Ltd. 
to eft'ect economy and to accelerate exploration efforts for addi-

. tional crude. 
----------------- ------

"At the time of factual verification the Ministry have stated that while the stAles 
tax in Assam is nearly Rs. 12 per tonne, it applies to tbe crude supplied (.75 millioa 
tonnes) to the Gauhati Refiner},. In Bihar, the Sales Tax is only 3% ad valorem. 
Hence the total expenditure incurred on account of sales tax on the crude purchased 
by these two refineries is not Rs. 3 crores per annum but would be around Rs. 1.5 
crores. 
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3.62. Gonrnment have advanced the . foUowing reasons for chauging 
abe pricing formula as laid down in tbe Promotion Agreement of 1958 to 
the existing formula incorporated in the Second Supplemental Agreement 
of 1961 : 

The original formula provided for two alternative methods for fixing price 
of crude viz. import parity price or cost plus basis. The import parity basis 
was not considered suitable as the indigenous crude would have to be paid 
for at import parity even if" it could be produced at a cheaper rate. It has 
also been stated by GOl'ernment tbat India was importing crude at that time 
at fuU posted price as no discounts were al"ailable. 1bc cost pIw; basis 
might bal"e meant enormous profits to on India Limited in case they found 
a prolific field in the new areas. So it was felt that the price whicb would 
give a certain discount on import parity and at the same time not allow 
profits of Oil India Ltd. to exceed a certain limit, was considered the best 
iSolJtion. It was also expected that the price of crude based on the new 
formula would be lower than import parity when the offtake reaches 3 
million tonrres per annum. It has been contended tbat the pa)ment of 
subsidy is almost entirely due to delays in commissioning of Gauluiti and 
Barauni refineries. 

3.63. The Committee have considered tbese reasons. Tbey feel tbat the 
original pricing formula laid down in Clause 13 of the Promotion Agm!-
ment, 1958 was quite comprehensive and was advantageous to tbe Govern-
ment as under that formula Government had option either to fix the price 
of crude at the import parity or cost plus tbe reasonable commercial return. 
This gave adequate powers to Government to peg the profits of the Com-
pany to any figure considered reasonable by them and then'fore could well 
have been used by Government to keep the profits up to 13% or el"en lower. 
Under this formula Government was also to examine the costs, as weD as 
to determine the quantum of cost~ and elements to be taken into account 
in calculating such costs in agreement with the Oil India Umited. More-
over Government bad guaranteed neither any net return to the Oil India 
lAd. nor assured offtake of specific quantities of crude by the Barauni and' 
Gaubati refineries from any specific year. There was therefore no question 
of 1IYol~'Dlent 0( any subsidy under the Promotion Agreement of 1958. The 
Committee have already in para 2.52 commented on the optimism shown 
by Government in assuming that tbe refineries would be commissioned 011' 

schedule and would be able to process the agreed quantities of crude. Tbe 
net return it at all could have been related to the production and supply 
of specific quantity of 0:1 to the refineries rather than to the year 1962 UTes-
pectivc of the quantit~ of crude supplied. Fnrtber discounts began to be 
made available by the coastal refineries on the imported crude with effect 
from June, 1960 and Government was aware of the availability of discounts 
in the world oil market at the time of entering into the Second Supplemental 
Agreement in 1961 [,"ide para 5.12 of the 5Ott. Report (4th Lok Sabha)J. 
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3.64. Ha,,-ing regard to these factors, the Committee feel that the cbange 
made in the pricing formula in 1961 was uncaUed for and unbusinesslike. 
'!be Committee recommend that the circumstances leading to the change in 
the pricing formula in 1961 whicb has proved disadvantageous to tbe Gov-
emme~t and public sector refineries should be thoroughly examined with a 
view to fix responsibility. They would also like the Govemment to ensure 
dult before such agreements are entered into in future the advantages and 
disadvantages thereof should be carefoUy examined. 

3.65. The Committee are concerned to note that Government paid sub-
sidies to the Oil India amounting to over Rs. 18 crores without getting the 
accounts examined b)" their own auditors. They note that Clause 13 of the 
Promotion Agreement regarding the pricing of crude provided for tbe exa-
Dlination of the cost of crude including the element of cost by the Govern-
ment. The Committee would like that the accounts of the Company for 
&be years nben su~dy had to be paid ma~- be examined by Government 
through its own auditors. 

3.66. From the comparative statements (vide appendices III, IV & V)· 
the Committee note that according to the calculations made by Go\-ernmellt 
under tbe new pricing formula, Government will get a total return of appro-
Dmatel~ Rs. 64 crores during the period 1962 to 1980 while the returlt 
to the ROC/AOC has been estimated at Rs. 26 crorl'S for the same period. 
Under Clause 13 of the Promotion Agreement, 1958, as the basis, the return 
to Gm"ernment bas been estimated at Rs. 40 crores against the ROC/ AOC 
as. 24 crores. The Committee are not satisfied witb the details contained 
in these statements as the assumptions on wbicb these have been based have 
not been folly enumerated tberein. It appears that while making these 
assumptions neither tbe liability of Sales Tax amounting to over Rs. 3 crores 
a year (amounting to about lb. 40 crores up to 1980) wbich bas become 
die responsibility of the Government/public sector refineries,bas been taken 
into account nor the interest on the amount of Rs. 18 crores paid as sub~idy 
by Government has been considered. The Committee would therefore like 
that tbese assumptions also sbould be thoroughly got examined by Govern-
ment through the ComptroUer & Allditor General of India so as to come to a 
t:orrect asse~ent of tbe position. 

3.67. The Committee note tbe assurance given by the Secretary of the 
MiBist~- that Government will start recouping the subsidy paid by them t& 
on India Ltd. from 1969 onwards. The Committee consider that as Govern-
naent bas paid heal}- sub!.;dies amounting to Rs. 18 crOl'es unde-r the new 
pricing formula, it would appear to he appropriate that the recoupment of 
the amount paid is made as early as possible. Tbey would therefOre suggest 
that the feasibility of limiting the net return to the Oil India Ltd. Co 9 per 
cent till the subsidy is foUy recovered may be examined. This would appear 
to be reasonable as the net return on investment in oil indu!l1ry even in 
Middle East where oil potential is I~e, is stated to be a little overll per 
cent during recent years .. 
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3.68. 'lbe Committee also consider that the liability for the pa~mcnt of 
-o\'er Rs. 3 crores per year hy Government on account of Sales Tax 011 the 
crude supplied to public .. ector refineries is an unconsionable and inequitable 
burden on the Government which was not payable under Clause 13 of the 
Promotions Agreement. Tbey would therefore suggest that the feasibility 
of including Sales Tax in tbe sale price of crude by Oil India Limited as is 
,done b~' ONGC. may be examined. 

E. Concessional price of crude and gas supplied to 
Assam Oil Company 

3.69. In acrordancc with the provisions of Clause 20 of the Promotbn 
Agreement of January, 1958 some concessions have been allowed by Oil 
India Limit~d to the Assam Oil Company. Clause 20 of the Promotion 
Agreement of January, 1958 reads as follows; 

'The Assam Oil Company will do its utmost to promote the efficiency 
and success of the Company by putting at its disposal all the 
experience and data with regard to the Said Areas and the 
Mining Lease Area which it possesses, and in particular all 
the geological and geophysical data accumulated by it ill the 
past in the course of its exploration and development to the 
interpretation of these data, particularly with respect to the Ie-
construction of the complex structural and sedimentary history 
of the areas, to studies of oil migrations and primary and 
secondary accumulations. the benefit of its experience in the 
application of the afore-mentioned data and advantages of 
past research to the search for oil in the Said Areas and the 
Mining Lease Area and all the results of its experience gained 
during many years of operations of the general and specialised 
techniques required in the oil industry on the engineering, dril-
ling, production and reservoir physics aspects of oil exploration 
and oilfield developme.'lt and oil ~ransport. IN CONSIDERA-
TION ~EREOF the Assam Oil Company shall for a period 
of twenty years from the date of registration of the Company 
be entitled to receive from the Company in each year one in 
twenty-four tons of oil and associated natural gas produced by 
the Company on payment of production costs and royalty for 
the fi~t million tons of production in each year, one in forty-
eight tons for the second million tons in each year and one in 
,ninety-six tons for the third million tons in each year. The 
Assam Oil Company shall not be entitled to receive any such 
oil and natural gas for quantities produced beyond three million 
tons in anyone year. PROVIDED also that the A<;sam Oil 
Company shall .not be entitled charges for rendering the above 
services. " 
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3.70. It will be seen that Assam Oil Company was entitled to receive 
for 20 years specific quantities of crude oil and gas, produced by Oil India 
Ltd. on payment of production costs and royalty. The concessional supplies 
are not available for quantities of crude oil and natural gas produced beyond 
three million tonnes in anyone year by Oil India Ltd. 

(i) Supply of CrUlie Oil 

3.71. The quantities of crude oil supplied to Assam Oil Company under 
Oause 20 of the Promotion Agreement from 1959 to 1966 are given below : 
The normal price of crude charged from public sector refine.ries and Digboi 
refinery is also indicated in a separate column. 

Year 

1959 .. 
(18 '2/31-12-59) 
1960 
1961 
1962 .. 
1963 
1964 
1965 
1966 .. 

Quantity of 
crude oil supplied 

TODDes 
8,959 approx. 

11,336 
13,188 
23,155 
33,777 
47,900 
57,462 
64,657 

" 

Price charged 
under clause 20 

Rs. TODDes 
15'44 approx 

14·84 
21'71 
20·64 
17'43 
17 -64 
17 ·14 
16·33 

" 

Price charged 
per to!ple from 

pubiic sector 
refineries and 

Digboi refinery 

Rs. 

108 '92 
152·42 
126·44 
112 '37 
100·96 

2,60,431 " 17 ·65 per tonne 120 per 
average tonne average 

It will be seen that against an average price of Rs. 120/- per tonne, the 
concessional price charged from Assam Oil Company under Clause 20 of 
the Promotion Agreement has been about Rs. 17.65 per tonne. 

3.72. When asked to give a break-up of the average price of Rs. 17.65 
charged from the A.O.C. the Secretary of the Ministry informed the Com-
mittee during evidence that it included production cost of Rs. 8.50, trans-
portation cost of Re. 1/- and royalty of Rs. 7.50 per tonne. 

3.73. Asked what are the various elements which are taleon into account 
in working out the overall cost of crude by Oil India Ltd. rt has been stated 
that the following five elements make up the cost of crude : 

(0) Exploration costs 

(b) Development costs 

(c) Production costs 
(cI) Royalty 
(e) Transportationcosts. 

. . Geological, Geophysical and 
Exploration Drilling: 

.. Geological, Geophysical and De,.!-
)opment Drilling; 
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3.74. The Ministry have further stated that the elements refeHed to 
above are taken in~o account in working out the overall cost of crude deli-
vered to refineries. 'J'his method of analysis has been used by Assam Oil 
Company for many years and has been followed by Oil India Ltd. since the 
company was formed. Clause 20 of the Promotion Agreement provides that 
Assam Oil Company is entitled to quantities of crude oil and the associated 
natural gas "on payment of Production costs and royalty" which are ele-
ments of costs against which expenditure is allocated. 

The costs recovered from Assam Oil Company in respect of supplies of 
crude and gas under Clause 20 of the Promotion Agreement include the 
above expenditure allocated to the Production function in respect of those 
supplies. The items included in respect of crude oil supplies are as follows : 

(a) Oil well servicing; 
(b) Operation and maintenance of flowlines and fields crude oil 

lines; 
(c) Operation and maintenance of oil collection stations; 
(d) Tank farm maintenance; 
(e) Production Superintendent's Office expenditure; 
(f) Production Department overhead expenditure; 
(g) Geological Department expenditure; 
(h) General Overhead expenditure allocation; 
(i) Depreciation on assets employed. 

As the pipeline from Nahorkatiya to Digboi is owned by Oil India Ud., 
proportionate charges are raised for the transportation to Digboi of supplies 
of crude in terms of Clause 20 of the Promotion Agreement. 

In addition royalty is also recovered. 

3.75. When asked. as to what are the eleme!lts of cost which are taken 
into account by the oil industry in general in working out the cost of produc-
tion, the Ministry have stated that the methods of calculating cost varies 
from company to company and this is generally treated as confidential. How-
ever. the following elements of cost are .taken into account by the Oil and 
Natural Gas Commission in building its costs of production : 

(a) Operational cost of productio.!l; 
(b) Royalty; 
(c) Depletion of the field; 
(d) Field exploration expenses; 
(e) Amortization of. expenditure on exploration in other areas. 

The . production cost mentioned in Clause 20 of the Promotion Agree-
ment correspond roughly to the operational cost of production of the 
O.N.G.C. 
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3.76. Asked what has been the benefit to the Assam Oil Company on 
account of the concessional price of crude supplied to them under Oause 
20 of the Promotional Agreement, it has bee!, stated by the Ministry that 
during the period 1959 to 1966, out of a total oil production of 7.3 million 
toMeS, approximately 4.9 million tonnes were supplied to Government 
refineries and the balance of 2.4 million tODlles was supplied to the Assam 
Oil Company of which 2.15 million tonnes was supplied to the Assam Oil 
Company at the same rate as charged to the Government refineries. The 
table below gives the concessiooal value which has accrued to the Assam 
Oil Company till 1966 under this clause. 

Year 

1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 

TOTAL 

Concession value 
,-----"-------.. 

Rs. lakhs i 

7') 

8'6 
6'9 

20·4 
45·6 
52'1 
54·7 
54'7 

250' 1 

3.77. When further asked as to what is the quantity of crude that will 
be made available to the Assam Oil Company during the remaining 12 years 
uDder the said Clause 20 of the Promotion Agreement and what is the esti-
mated amount that the A.O.C. will stand to benefit by way of concessional 
price charged from them during this period, the Ministry have furnished the 
following information : 

Assam Oil Company is entitled to receive approximately 73,000 tonnes 
of crude oil per year assuming that the production is maintained at 3 million 
tonnes per annum. 

"Assuming that the average rate charged to A.O.C. would be around 
Rs. 20 per tonne and the estimated average selling price of (;rude under 
Clause 9 of the Secood Supplemental Agreement over this period would be 
about Rs. 90 per tonne, the total value of the concessi,?n during the next 
]2 years would be about Rs. 6.13 crores." 

Thus the total benefit on the supply of crude oil under Clause 20 of 
Promotion Agreement for 2~ years is estimated at Rs. 8.63 crores. 



58 

(ii) Supply of natural gas 

3.78. Asked about the supply of gas under this clause, it has been stated 
that under Clause 20 of the Promotion Agr~ment, 1134 million cubic feet 
(32.11 million cubic metres) of associated gas has been supplied to the 
Assam Oil Company {rom 1959 to 1967 : 

During this period the payments made by A.O.c. for associated gas. 
supplied in terms of Clause 20 have been as follows : 

Year 

1959 (actuals) 
1960 
1961 
1962 
1963 
1964 
196:; t 

1966 
1967 

per 1,000 eft. 

23 paise 
19 paise 
16 paise 
32 paise 
28 paise 
21 Paise 
25 Paise 
24 Paise 
Not yet available 

From 1968 to 1978 the quantity of gas expected to be supplied to AOC 
in terms of Oause 20 will amount to approximately 5895 million c. ft. 
(166.92 million cu. met's). 

3.79. Taking average concessiooal price of associated gas supplied to 
the Assam Oil Company at Re. 0.25 per thousand cubic feet, the Company 
has paid nearly Rs. 3 lakbs so far for the supply of 1134 million cubic feet 
(32.11 million cupic metres) and will be paying about Rs. 15 lakhs in the 
remaining period of eleven years for the total expected supply of 5895 mil-
lion cubic feet. (166.92 million cubic metres) gas under the said clause. 

3.80. The Committee has been informed that the cost of net production 
of gas for 1966 was Rs. 17.54 for 1000 cubic metres and that the price 
charged from Fertilizer Corporation of India is Rs. 42.10 per 1000 cubic 
metres. Taking the sale price of gas at Rs. 42.10 per 1000 cubic metres the 
net benefit to the A.O.C. for the concessional supply of gas u.nder Clause 20· 
of the Promotion Agreement would amount to about Rs. 9 lakbs. 

3.81. Justifying the grant of this concession to the Assam Oil Company, 
the Ministry have stated "it is a normal practice in the oil industry for a 
payment to be made for discovery value when a new partner is taken into 
a new producing oil venture. This payment c~ be in cash or an over-riding 
royalty in kind and Clause 20 provides for an over-riding royalty in kind .. 
At the time of Promotion Agreement, Assam Oil Company had established 
substantial crude oil reserves and as they were handing over its Naharkatiya 
Mining Lease area to Oil India Ltd., a concessional rate was given for 
limited quantities of crude oil and gas." 
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Asked about the services rendered by the A.O.C. to Oil India for the 
concessional supply of crude and gas under Clause 20 of the Promotion 
Agreement the Secretary to the Ministn' stated during evidence that these 
are for services rendered previously and not after this. 

3.82. The Committee note that the total benefit to the Assam Oil 
Company on account of the concessional supply of crude on and gas under 
Clause 20 of the Promotion Agreement, 1958 is estimated at about Rs. ~ 
crores. Thi" benefit is stated to be in consideration of the Assam Oil 
Company placing at the disposal of the on India Ltd. the geolegical and 
geophysical data accumulated in the past in the cotll1Se of exploration and 
development of Naharkatiya etc. areas, the advantages of its past research 
relating to the interpretation of this data etc. Considering that the Assam 
on Company has been reimbursed fully on account of the costs of the 
surveys and explorations costs of prospecting and exploring operations in 
the said areas as well as the costs of assets aad properties transferred to 
on India Ltd. for which over Rs. 13 Cl'Ol"eS were paid to the AOC as alS() 
tbe fact that the employees of the AOC cooneded with this work have an 
been taken over by the on India Limited, the Committee feel that the bene-
fit of this magnitude for the supply of data alone does not appear' to be 
contemplated or justified under C.IaWie 20 of the Promodon Agreement. 
The Committee are nnable to agree with the cootention of the MiIm1ry that 
tbM benefit is in the nature of an 'over-ridiDg royalty' which is a normal 
practice in the oil industry, for a payment to be made for the discovery 
value when a DeW partner is taken into a new prodoclng oil venture. This 
analogy· does not appear to apply in this case as participation of Govern-
ment in this venture aDIIOt be comp8ftd to the taking ,of a DeW partner. 
The gmng of mining leMe and prospecting licences to the Assam on Com-
pany in these areas was subject. to the provRons. of the Industrial Policy 
Resolutions and was conditional on the participation of Government in 
tbioi veature. The Committee consider that the concessions sought to be-
given to the Assam on Company under Clause 20 of the Proinotion Agree-
ment perhaps related to the supply of • specified qUantities of crude and' 
gas on cost basis only i.e. without cbarging any profit thereon. 1be Com-
mittee are not convinced that out of the five elements of cost i.e. explora-
tion oosts, development costs, production costs, royalty and traosportation 
costs, wbkb are JlOl'ID8IIy taken intoaceomtt for calculation of cost of 
production of cr,ude, the AOC was required to pay only for the two ele-
ments i.e. production costs and royalty. ,1be Committee wonld therefore 
urge that the original paper-s leading to the finalisation of tim ('1ause may 
beexaminecJ in detaD to see whether aU the five elemems of cost which 
make up the cost of crude were clearly spelt at that tinaP- 811dwhethet" the 
Govemmenthad sped6caIIy agreed ;to the cluuging of. tile two elements· 
only. Further the Committee would also like to know wbether the finaIl-
cial implications of this concessional supply were fully worked out at the 
L3LSS/68-S 
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time of figali"'n of this Clause. The Committee recommend OIat 
siJwe this matter relates to the interpretation of the Clause of.the agree-
JII8Iltwllicb bas far..reacbing tinancial implications the whole matter may be 
examined in consultation with the Ministry of Fiuance, Ministry o.f Law 
and the Comptroller and Auditor Genel!3l at an early date so. as to. find 
.... t ttle exact ~ti4Qas of ... Clause ia the Agreemeat and to. determine 
tile price payaNe by Assam Oil Company OD account of the concessional 
sQPJIlIy of e"'e .. gas from 1959 oewards. 

F. Services rendered by the Assam. on Company to. the 
Oil India Ltd. 

3.83. Clause 21 of the Promotion Agreement, 1958 provides as 
under :-

"The Assam Oil Company shall render to the Company such 
specific services and facilities as may be required by the 
Company and which the Assam Oil Company having. regard 
to the requirements of its own business is in a position to 
render or provide, such as workshop, accommodation, hos-
pital, geological drilling, production, engineering, transport 
and store-keeping. The Conipany shaH. pay to the Assam Oil 
Company actual costs including a due proportion of over-
head expenses for such services and facilities as are provided 
by the Assam Oil Company but IlOtIUn.g shall be included in 
such costs for remuneration to the Assam Oil Company. The 
parties shall proeuc~ t.bat an agreement will be entered mto 
between the Assam Oil Company and the Company· for the 
provision of services and facilities as above and the agra,ment 
will also praride ·fur the discontinuaB£e of any service or 
facility by either party on twelve mOnths' Dotice." 

3.84. Asked about t:bc specific services rende:.red by A.O.C. to Oil 
lAdiaLtd. under ~is clause. and the payments made therefor, the Com-
mi~ee PaJ£e been infqrmed that tJ!e under-noted s~rvices are provided by 
th,e Assam Oil ComplmY : 

( 1) Providing SpeciaUt ~al Facilities aad Provision for long-
tcnntreaanent at A/i)C Hospital at Digboi ta OIL employees. 

(2) Providin~ mechanised accounting facilities on AOC's Holle-
rith install~tion at Digboi. 

()) Pf"Oviding 1d~ services on AOCs circuit Delhi-
C_UtH>~. 

(4) Provi,ding office acCommodation and administrative servioos to 
OIL at AOCs office at ShiDong. 
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The payment made to AOC -on this account are as follows: 
Year 

18-2-58 to 31-12-59 
1960 
1961 
1962 
1963 
1964 
1965 
1966 

Amount 
(Rs. Lacs) 

51-46 
95 ·71 
94-55 
21 -18 
18·43 
9·87 
8·69 
7·38 

3.85. The Committee note that the payments on account of the services 
• rendered by Assam Oil Company to Oil India Limited have cOale down 
from. Rs. 95.71 Iakhs in I~O to Rs. 7.38 Iakhs in 1966. They hope that 
.these payments will be kept to tire absolute minimum. 

G. Payments made to the Government of Assam by the 
on India Limited 

(i) Mining Lease and Exploration Licence Fees 

3.86. The Oil India Limited made the foHowing payments to the 
Government of Assain for Mining Leases and Exploration Licences year-
"'ise since its inception: 
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(ii) Royalty 
3.87. The amount of royalty paid by Oil India Limited to Assam 

<Government year-wise during the last five years as furnished by the Ministry 
js given in the following statement: 

(i) Rates of Royalty payable to the Government of Assam on crude 
.oil and gas :-

Crude Oil 

1962 1-1-62- 31-10-62-Rs. 1·58 (average)perbarre1of40I.G. 
(@10% of Oklahoma crude 

price of equivalent API 
Gravity). 

• 1-11-62 - 31-12-62- Rs. 7· 50 Per metric tonne 
1963 to 1966 - Rs. 7·50 Do. 
Gas 

1962/1966 Rs. 1 ·5S Per 1,000 cu. metres. 

(ii) Amount oj Royalty/dead rent paid to Assam Government trom 1962 
to 1966. 

Crude Gas Total 
(Rs.lacs) (Rs. lacs) (Rs. lacs) 

1962 59·04 1'06 60·10 
1963 55·74 1·12 56·86 
1964 105·42 1·31 106·73 
1965 130·61 1·70 132·31 
1966 160·53 1·79 162·32 

511·34 6'98 518·32 

3.88. The Committee note that the Oil India Limited has paid. over 
as. 6 c:rores to the Assam State Government on account of MiDing lease 
:and Exploration license fees and royalty. 

H. Impact of devaluation on the operations of Oil India Limited 
3.89. The Committee has been informed that as a result of the deva-

luation of the rupee, the formula price of crude went up, with effect from 
the 6th June, 1966, from Rs. 70.81 to Rs. 114.75 per tonne. However, 
this was offset, to an appreciable extent by the increase in the crst of 
production ~d other operations of Oil India Ltd. and also by the increase 
in the rupees required to repay the loans, interest charges, imports etc. 

3.90. The devaluation has also effected the operations of the Company 
.as follows :-

(i) The amount in rupees required to repay the bat-.m.::e of Bank 
of Scotland Loan has increased from Rs. 11.91 crores to 
Rs. 18.75 crores. 

(ii) Interest charges on the Bank of Scotland Loan will increase 
from 3.91 crores·to Rs. 6.16 crores. 
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(iii) The annual foreign exchange cost of maintenance imports and 
replacements will increase by about Rs. 70 lakhs and conse-
quential increase in customs duties is estimated at Rs. 10 
lakhs per annum. 

(iv) The cost of the compressors and other equipment for pressure 
maintenance and secondary recovery will increase by Rs. 3.5 
crores over tb~ period upto 1971. 

(v) Payments for foreign services and for helicopters are likely to 
increase by Rs. 20 lakhs per annum. 

(vi) Many items of annual expenditure which include 
components are estimated to cost Rs. 50 lakhs 
annum. 

imported' 
more per 

The devaluation of Sterling in November, 1967 has affected the opera-
tions of Oil India Limited as follows : 

(1) The price of crude under Cl. 9(A) of Second Supplemental 
Agreement decreased from Rs. 126.87 to. Rs. 121.97 per' 
tonne. 

(2) The amount in rupees required to repay the balance of Bank 
of, Scotland loan of £ 6,776,715 is reduced from Rs. 1430' 
lacs to Rs. 1226 lacs i.e. a reduction of Rs. 204 lacs. Taken 
with the Sterling devaluation loss of Rs. 4 lacs on OIL's 
~~$on cu~t· Alc with' the Banko! Scotland and in 

.. short tefOl deposits aggregating .to . #.1,2,2,340.4.4 the net 
devaluation gain in respect of B~nk. of Scotland loan comes.. 
to Rs. 200 lacs. 

(3)"Inter~st charges' ~n the Bank of Scotland loan will be reduced' 
by Rs. 66 lacs during the period loan is outstanding. 

(4) There will be reduction in terms of Rupees of OIL's' two-
exploration loans of £ 200,000 and £ 350,000 by Rs. 16.50 
lacs. In view of this reduction in cost of exploration there· 
will be reduction in amortisation of exploration expenses. 

(5) There will also be reduction in the rupee value of O.I.L's 
imports yet to be made under U.K. Credit allocation of 1.5 
million. This is estimated to be in the region of Rs. 7 lacs. 

(6) There will not be any effect on casing and. tubing cost since 
th.ese are imparted from Rupee Trade Countries. 

(7) There will be refund in respect of Rupee deposits made by 
OlL before 18-11-67 against which paymeBts are yet to be· 
processed by l{igh Commissioner· for Imports under U.K.. 
credit. 
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(8) There will be reduction of approximately Rs. 9 lacs in respect 
of equipments to be imported from U.K. against 1968 Capital 
Budget proposals. 

(9) There will be small reduction on Sundry Items like payments. 
to Osterman (outstanding bin), remittance to Burmah Oil 
Company for service charges etc. 

3.91. Discussing about the impact of devaluation on the price of Oil 
India crude the Committee asked whether there would have been any 
difference between the import parity price of crude and formula price of 
crude, if there would have been no devaluation. The Secretary of the 
Ministry stated during evidence, that if there had been no devaluation. 
the. difference might not bav~ been Rs. 16 per tonne . bu~ might have been 
Rs. 11/-· per tonne .. 

3'.92. 1'ht; CollllllitRe DOte that devalaatiea of the l'llpee in June, 1966~ 
has resulted in increasing the formula price of crude fred Rs. 70.81 to 
as. 114.7S per tonne. They also note that devaluation has also resulted 
in ia~ the lialtilities of Oil India l.imitN ill respect of ~ of 
loan aahD Ire ... Bank of SeotlaDd aad _rest dlereon, the. cost ...... 
ten8llce imports and replacemeats etc. TIe devaluation of Sterliag ia .Nov-
en.er, 1967 has, howeTeI', resulted in r ..... iug fIIese IialJIities to some 
extent. The Committee feet dlat the lIet died of devaluatioD of tbe rupee 
an. tile sutise4lUeDt devaluation of Sterliitg has beea. tIaat the fonauta· price. of 
Cl1IC1tIuls gone up IIIUCh more than w8IT8Ilted by die iIlcftase ia the IiJbiUtjes 
of.the Company on KCOIIIlt of devaluado.. AccordiDg te the reJll'llllebfa.. 
tive· of die Ministry, the overall incnase in eratle price.on attObt· of 
devalUatioo alone is estimated at Rs. 51 - per tonne. TIle C()!Dpliftpe would 
theftlfoN like tile GeVermnent to werk oot the full cIeIaiIs of tile ~ of 
both the devaluations (i.e. rupee and sterling) on the opeblioas of tile Oil 
India Limited so as to determine the overall benefit to Oil India Limited as 
a· ~ of. increase in the formula price of c:rode. As tilts ~ Dr crude 
priite is mrcoll'scionable the feasibiHty of moppillg up. the same by suitable 
m~may be exlllDined by Govermneut. 

. I. Audit of, Accounts of Oil Itadia Ltd. 
3.93. Asked whether the accounts/balance sheets of the Oil India 

Limited are subject to scrutiny of the Comptroller and Auditor General of 
India, the Ministry have stated in a written note that as Oil India Limited 
is not a "Government Company" as defined in the Companies Act, 1956. 
its accounts/balance Sobeets are not subject to Audit/Scrutiny by the Com-
ptroHer and Auditor General of India. -

3.94. The Comptroller and Auditor General has expressed the follow-
ing views in this. matt~r : .. 

"As the investment Qf. the Government of India in. the . Qi}- Itldia 
Ltd. is less than 51 % of the paid up share capital, the Com-
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pany is not a Government Company in terms of the Compa-
nies Act, 1956 and as such audit by the Comptroller and 
Auditor General is not attracted. In the case of companies 
in which Government have invested more than 25 % but less 
than 51 % of the paid-up capital or Rs. 5 lakhs whichever is 
less, we obtain the annual report of the concerns together with 
the balance sheet, trading and profit and loss account and any 
other subsidiary statements of accounts prepared by the 
companies and any o~ervations made by the statutory audi-
tors and examine them with a view to draw conclusions about 
the financial stability of the concern and the adequacy of the 
return on the money invested by the Government. In cases 
where the companies are continuously running at a loss for 
several years, the position can be brou~bt to the notice of 
the GoveI11ll1'ent and commented upon in the Audit Report, 
if necessary." 

3.95 •. Asked whether it was not advisable to get the accounts of Oil 
India Limited audited by the Comptroller and Auditor General as Govern-
ment paid huge amounts as subsidy out of the Consolidated Fund of India, 
the Secretary of the Ministry stated during evidence "I do not consider any. 
advantage in this ...... to the extent that Parliament votes grants or 
moneys for this purpose (i.e. subsidy) there is a scrutiny of tha~ expen-
diture by the Auditor General". He further informed tbe Committee that 
the Companies Act does not envisage auditing of accounts of such com-
panies by the Comptroller and Auditor (Jenera!. In case of Oil India this 
'Could only be done provided the other shareholder viz. Burmah Oil Com-
pany also agreed to this. He further stated that so far this question has 
not been considered. 

Asked whether auditors of companies in which Government hold 50% 
shares should be appointed in consultation with the Comptroller and 
Auditor General, the Secretary of the Ministry informed the Committee: 
4'This is a matter which has not been conside):ed. It has to be considerad. 
What its implications would be, will have to be gone into. We will have 
10 look into this in consultation with the Company Law Administration 
and the Ministry of Finance." 

3.96. The Committee note that under the Companies Act, 1956, the 
Comptroller and Auditor General (C&AG) is not responsible for the audit 
of the accounts of the companies which are not Government complmies. 
on India Limited is not a Government company as defined in the Com-
panies Act, 1956 and hence its accounts are not audited by the Comptroller 
and Auditor General of India. The Committee feel that as Government 
lIolds SOper cent shares in Oil India Limited ~ has invested Rs. 14 crores 
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in the share capital of this company and has paid over Rs. 18 crores as 
subsidy, it would have been appropriate for Government to have the 
Jlccounts of the company andited by the C&AG before the payment of 
'subsidies. The Committee have in para 3.65 already recommended that 
the accoonts of the Company since 1962 may be examiRed by Government 
auditors. The Committee furthet( feel that Govemment should consider 
the advisability of getting the acconnts of companies where they hold 2S % 
or more shares and where the investment exceeds one crore, test andited 
JJy die C&AG. 



IV 
ORGANISATIONAL AND ADMINISTRATIVE MAITERS 

A. Boacd of Directors 
4.1. The control of Oil India Ltd. is, vested in the Board of Directors 

which consists of 8 Directolll including the Chairman. Four Directors 
ha~. beeD nominated by the Government of India· and 4 by the Burmah 
Oil Company. The Chairman of the Board of Directors of Oil' I!1dia L.td .. 
who has no casting vote holds office for one year and is nominated in alter-
nate years by the Government of India and the Burmah Oil Company. The 
Managing Director of the Company is the nominee of the Bunnah Oil 
Company and the Financial Director is the nominee of the Government o( 
India. 

4.2. The Board does not exercise day to day control over the affairs 
of the Company. This is done by the Managing Director who is respon-
sible to the Board and all executive instructions/guidance to the officials 
of the Company are given by him. 

4.3. The following are the particulars of the nomine~s of the Govern-
ment of India, on the Board of Directors of the Oil India Ltd. since the 
inception of the Company showing the period for which the office had been 
held by each such Director:-

SI. No. Name 

I. Shri M. B. Rama Chandra Rao, ONGC Appointment on Retirement 

2. Shri K. K. Sahni, .. 
Ministry of Steel, Mines & Fuel 

3. Shri Rana K. D. N. Singh, lAS, 
Assam Government 

4. Shri N. N. Wanchoo, I.C.S., .. 
Ministry of Finance, Government of India 

5. Shri Khandubhai K. Desai, M.P. 

6. Shri S, C. Kagti, I.A.S., 
Assam Government 

7. Shri L. P. Mathur, .. 
Oil & Natural Gas Commission 

8. Shri S. K. Guha, I.A.S., .. 
Ministry of Petroleum & Chemicals 

9. Shri P. Govindan Nair, I.C.S., .. .. 
Ministry of Finance, Government of India 

10. Shri P. K. J. Menon, .. .. 
Ministry of Petroleum and Chemicals 

11. Shri R. S. Paramasivan, I.A.S., 
Assam Government 

12. Shri M. V. Rajwade, LA.S., .. 
Ministry of Petroleum & Chemicals 

13. Shri Dharmananda Das, 
Assam Government. 

68 

Date of 
Appointmentl 

Retirement 

30-10-1961 
9-3-1962: 

18-2-1959' 
30-10-1961 
18-2-1959 

30-10-1961 
12-9-1960· 

30-10-1961' 
30-10-196l 
31-3-1968: 

30-10-1961' 
15-12-1966 

9-3-1962 
21-6-1963 
21-6-1963' 

26-10-1966, 
30-10-1961' 
20-3-1968: 

26-10-1966 
20-1-1967 

28-12-1967' 
5-7-1967 

25-1-1967, 
continuing: 
21-7-1967 

continuing, 
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4.4. When it was brought to the notice of the Ministry that barring the 
Financial Director and the Chairman, all other Gowrnment nominee, on 
the Board of Directors of the' Oil India Ltd. have held office for short 
periods, the following reply was furnished to the Committee: 

"Of the four Government Directors on the Board of Oil India Ltd.~ 
the Financial Director and the Chairman have remain~u in 
office continuously since 1961. Of the other two Directors, 
one represents the Ministry of Petroleum & Chemicals and th~ 
other Government of Assam. As these persons are officials of 
the Central Government and the State Governm~nt. due to· 
exigencies of service, transfers do take place resulting in con--
sequential changes of the two remaining Directors." 

4.5. Since Oil India Ltd. and the Oil and Natural Gas Commission are-
both engaged on similar activities viz., exploration and production of crud~ 
oil the Ministry were also asked to give reasons as to why no representative 
from the Oil and Natural Gas Conimission is kept continuously on the 
Board of the Oil India Ltd. In reply the Ministry have stated that Govern-
ment of India appointed Shri S. K. Guha as Director on the Board of Oil 
India Ltd. and Joint Secretary in the Ministry of Petroleum and Chemicals 
as a part-time member of the Oil and NatlUral Gas Commisslon, with 
effect from 22nd January, 1965. Thereafter the Joint Secretary in the 
Department of Petroleum continued to represent Government both on the 
Board of Oil India Ltd. and as memrer of the Oil and Natural Gas Com--
mission. 

4.6. 1be Committee note thai except the Chairman and the FiRaD.cial 
Director, the other nominees of the Govemment on the Board of Direetors 
of on India Ltd. hue held otIice for short periods. The COnmlittee con-
sider that it would be advantageous if the Directors hold otlice for a mini--
mum of three years. They, therefore,urge that at the time of appoiating 
~-~- on the Board of Oil Iadia lAcI., Governn1ent shnlcl keep 
thisaspeQ ia view. 

~. 7. The Committee further suggest that it would be advisaille if a tecb-
nieal: member of tbe Qil andNaturaJ. Gas Commission is also represented 
o~, the Board of Dii'eatoJ's of· Oil India Ltd. as a -GovenuneDt nominee so 
th8.t .botb t~ orgUisations. JD8y benefit from each others' experience in the-
fiel!, ofexplora(ion and production- of oil. -

(i) Meetings of the Board 

: ,4.8. The Board of Directors of Oil India Ltd., on an avcrag~ me('ts 
9 ijines in a y~ar.With the eXC6ptioo,of a few meetings held in A~s;mand~ 
Calcutta prior to 1964, an meetings arc normally held at New Delhi. 
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A statement showing the number of Board meetings held in each year 
.during the past three years; attendance of each Director and venue of such 
meetings rs given below : 

Meetings held during 1964 to 1966 

1964-9 meetings (49th to 57th) at New Delhi. 
1965-9 meetings (58th to 66th) at New Delhi. 
1966-8 meetings (67th to 74th) at N(w Delhi. 

Attendance by each Director during this period is as follows: 
1964 

r-------'-----, 

1. Shri Khandubhai 
K.Desai 

2. Mr. J. C. Finlay 
3. Shri P. Govindan 

Nair 
4. Shri S.K. Guha 

(resigned on 26th 
Oct. 1966) 

3. Shri S. C. Kagti 
(nomination re-

voked on 15-12-66) 
6. Shri W. B. Metre 
'7. Shri GNSRobert-

son 
8. Shri A. Subramani 

"9. Shri P. K. J. 
Menon (appointed 
on 26th Oet. 1966) 

no. Shri R. S. Parama-
sivan (appointed 
on 28th Dec. 1966) 

Tetal Meetings 
meetings attended 

held 

9 8 
9 6 

9 9 

9 7 

9 3 
9 9 

9 8 
9 8 

1965 
r------'--~-. 

Tetal Meetings 
meetings attended 
held 

9 7 
9 7 

9 9 

9 9 

9 3 
9 7 

9 7 
9 6 

1966 
r----.A..----, 
Total M.:elings 

mcttings attcr.d~d 
held 

8 
8 

8 

5 

7 
8 

8 
8 

3 

4 
6 

8 

3 

8 

7 
5 

4.9. The ColIIIIiiUee consider that the preseace of most of the Directors' 
~ the Company at Delhi, particularly the Managing Director and Financial 
Director, is the main reason for holding the meetings of the Board here. 
'Ibis has naturally resulted in the setting up of a big office at Delhi to pro-
~de secretarial assistaDce to ~ fundioDaries. 'Ibe appropriate place for 
:a Mamqpng Director and Financial Director is the headquarters of .. 
Company. TIle holdiDg of meetings of the Board at Duliajan ~ not only 
;elimiDate the avoidable visits of persons from Assam to Delhi in colHlection 
with such meetings but wiD also provide opportunities to the Directors to Ite 
:in touch with what goes on actuaDy in the field. 

4.10. The Committee, therefore, oonsider it desirable that normaly 
meetings of the Board ~ 'Directors of Oil Iudia ~. should be held at the 
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registered office where full assistance of the persoDDeI coocemed of the 
Company wiD be available (readily. Meetings at places outside the r~ 
tered office should be held only in exceptional cireomstances. 

(ii) Chairman oj the Board 

4.11. According to clause 16(b) of the Second Supplement.l Agree-
ment (July, 1961) the Chairman of the Board of Directors of Oil India 
Ltd. is to hold office for one year and is to be nominated in alternate 
years by the Government of India and the Burmah Oil Company. He does 
not have any casting vote. It has been stated that since October, 1961 
the nominee of the Government of India has also been nominated by thil 
Burmah Oil Company to work as Chairman of the Oil India Ltd. 

B. Appointment of Managing Director Financial Director 

4.12. Clause 16(c) to 16(h) of the Second Supplemental Agreement 
of July, 1961 provides and lays down the procedure of appointment of 
Managing Director and Fmancial Director of the Company. It would be 
seen from clause 16(c) ibid that the Managing Director and the Financial 
Director will be the respective nominees of the Burmah Oil Company and 
the Government of India. 

The appointment of the Managing Director and the Financial Director 
is subject to review by the Government of India and the Burmah on Com-
pany at the end of 5 years from the date of respective appointment of the 
first Managing Director ~d Financial Director (vide clause 16(h) ibid). 

(i) Functions and Powers oj the Managing Director 
and Financial Director 

4.13. Clause 16 (d) to (f) ,of the Second Supplemental Agreement 
reads as follows : 

(d) The Managing Director will be responsible for the manag>~

ment of Oil India to its Board of Directors. 
( e) All executive instructions to the staff of Oil India will be 

issued by or in the name of the Managing Director. 
(f) The functions, responsibilities an4 powers of the Managing 

Director and ()f the Financial Director shall be as may be 
prescribed by the Board of Directors from time 'to 1ime. 

The main functions of the Managing Director are : 
(a) to adviSe the Board; and 
(b) tc;> implement the policies and decisions of the Board . 

. He accordingly directs the management in the oil fields as regards the 
policy and plannini and gives guidance where required in cOnnection with 
all operations, technical, financial. (in .Consultation with the Financial 
Director) and administration. For these purposeslthe Managing Director 
has: various officers to assist him. 
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Managing Director's office additionally coordinates [tublicit)", press 
relations, advertisement, publications and acts as a clearing house for infor-
mation on matters of interest to the Company. 

4.14. Under Clause 16(C) of Second Supplemental Agreem;!!1l, the 
Financial Director of Oil India Ltd. is a nominee of the GOVtfnlLent of 
Jndia whose functions, responsibilities and powers are as may be prescribed 

. by the :Board of Directors from time to time. Soon after the first Board 
meeting held after the conclusion of the Second Supplemental Agreement, 

: a procedure for financial control was drawn up and enforced and the BOard 
;also approved a schedule of powers for the Managing Director and the 
Financial Director with powers for sub-delegation to the General Manager 

; and Financial Controller. If the General Manager and Financial Con-
troller are unable to agree on a point within the authority delegated to 

· them, reference is made to Managing Director/Financial DirectLlf, to the 
Board if necessary and finally, if no agreement is reached at the Beard level 

· to the two shareholders. The Managing Director is not empowered to 
· over-rule a financial objection. The Financial Director is resp00sible for 
; advising the Managing Director and the Board of Directors on all matters 
· where financial policies and considerations are involved. 

4.15. A schedule of duties and responsibilities of the Managing Director 
; and· the Financial Director is given below: 

Duties and Responsibilities ot the Managing Director and the 
Financial Director 

"General 

( 1) The executive responsibilities for the management of the Com-
pany will be vested in the Managing Director and all instruc-
tions will be issued either by him or in his name. 

1(2) The Managing Director will consult the Financial Director in 
all matters of financial .policy. 

,(3) The Managing Director will also keep the Finaricbl Director 
fuUy informed of all matters of Company business. 

: (4) The Financial Director will be responsible for ad\"is:ng the 
Managing Director and the Board of Directors on all matters 
where financial policies and considerations are involved. 

1(5) The Financial Director may call for papers and rep-orts from 
any of the Heads of the Departnients or officials of the Com-
pany relating to the exercise of his (the F.D's) duties and 
responSibilities. 

t( 6) Where there is any difference of opinion between the Managing 
Director and the Financial' Director, the matter win b-.: referred 
:to tbe Board of Ditectors. 



73 

DeJegaJiooof specific powers 

(1) Sul1lieet to tbegeueral provisions above, the powers have been 
delegated to the Managing Director and the Financial Director. 
All instances not (;Overed by these delegated powers '1"ouId be 
a matter fur decision by the Board. 

(2) While the Managing Director and the Financial Director are 
responsible for the exercise of these delegated powers, they 
have further delegated the exen:ise of specified authority within 
the ammt of these delegated powers to the General Manager 
and Financial Controller as approved by the Board. 

4.16. The Committee ·hav.e been informed that at present both the 
Managing Director and the Financial Director .are part-time employees of 
the' Company. 

4.17. Asked why a full-time Financial Director was not appointed by 
Government of India, it ~ been stated that as there is a full-time· Finan-
,cial Controller (who is an experienced official) it was not considered 
necessary to have a full-time Financial Director. It was also considered 
that as the Managing Director who is the nominee of the Burmah Oil Com-
pany is only a part-time for Oil India Ltd., the Financial DirectOI as Gov-
ernment's nominee, should be on the same basis and not a whole-time 
employee of Oil India Ltd. 

4.18. From the i.nfurmati0n furnished to the Committee in reply to a 
speciJic enquily about the visits of the Government Din:ctors to the head-
.quarters of Oil India Ltd. at Duliajan and to other field areas in Assam, 
it is &ren that the Financial Director visited Duliajan on 9-4-1962, 
22..0-1962, 1-2-1963 and 20.6-1'963 only. It hat! alJo been stated that in 
.addition, every year the FiDaDCial Dir.ector pays a visit to Calcutta in con-
nection with the Budget Committee meetings. 

It will thus be seen that the Financial Director has not visited Assam 
:since June, 1963. 

4.19. Oause 16(b) of the Second Supplemental Agreement provides 
for the review of the provisions relating to the appointment of Managing 
Director and Financial Director at the end of 5 years. Asked whether 
such a: review was made, the Secretary of the Ministry infol111ed the Com-
mittee during evidence that such a review was made in 1966 i.e., five years 
.after the initial period and the conclusion reached was _that the present 
:arrangements of a part-time Managing Director who is a nominee of the 
Burmah Oil Company and a part-time Fmancial Director who JS' a nominee 
of the Government, should continue for two years more to be reviewed in 
April, 1%8. 
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4.20. The Committee consider tbat the duties of the Financial Director 
are onerous and very respoDSlDIe. These are more so in this Company which 
is a joint ventnre and where Government have invested Rs. 14 crores in 
equity capital and has given heavy ·Ioans. 'The Committee are 1IIUlWe to 
appreciate how a part·time Financial Director operating from Delhi, could 
devote the time and attention, required for the proper and closer supervisiOD 
over the financial matters of this Company. They note that the Financial 
Diredor could not visit the Company's headquarters sioce JUDe, 1963. The 
Committee are not convinced by the contention 'Of Government that they 
appOinted p.~r:t-time FlDanc.iaI Director because the Bormah Oil Co. bad 
also appointed a part-time Managing Director. In the opinion of the Com-
.mittee, a whole-time Financial Director alone can effectively discharge the 
onerous functions expected of hhn. The Committee reco~d that early 
action should now be taken by Government to appoint a whole-time Finan-
cial Director at the Headquarters of the Company. . 

4.21. The Committee suggest that when the next review regarding 
provisions relating to the appointment of Managing Director and Financial 
Director is made in 1968, the Managing Director, if appointed by Govern-
ment, should be a whole-time employee, located. at the Headquarters of the 
Company in Assam. 

(ii) Remuneration and terms oj service oj Managing Director and 
Financial Director 

4.22. Clause 16 (c), inter alia, provides that "the remuneration and 
terms of service of the Managing Director and Financial Director will be 
settled between the Government of India and the Burmah Oil Company". 

Managing Director 

4.23. The Committee have been informed that the Managing Director 
who is nominee of Buimah Oil Company is a part-time employee of the 
Company, and is paid the following amounts for the services rendered by 
him: 

Emoluments 

Terminal Benefits. 

Rs. 5,988 p.m. with Ye.arly increments 
subject to a maximum of· Rs. 6,500. 

Rs. 1,720 p.m. as contribution towards 
terminal benefits subject to a maximum 
of Rs. 1,850. 

Compensation for loss due to devalua- Rs. 1,000. 
tion. 

Leave .. The entitlement of 2 months leavt; every 
yellr on full pay. 

No other facilities or perquisites are provided by Oil India Ltd. 

Financial Director 

4.24. The Financial Director who is the nominee . of Government of 
India and is a part-time employee, is not paid any salary etc. direct by Oil 
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India Ltd. However the company has been making a payment of Rs. 2,000 
per month to the Government of India. No otJlcr facilities are provided for 
him. by Oil, India Ltd. 

It has been further stated that the Financial Director was provided with 
a compa.'ly car (without a driver) for his official use. For occasional private 
use of the car, he had paid Rs. 100 p.m. to the Company. 

4.25. The Committee note that there is wide disparity between tile re-
muneration paid to the Managing Director, a nominee of the Burmah Oil 
Company and the Financial Director, a nominee of tlie Government 
of India inasmuch as the former is paid about Rs. 9000 per month" and 
the latter lb. 2000 per month only. The Committee consider that as the 
two functionaries are the nominees of the two equal partners their remune-
rations !.bould be unifonn. The Committee note that the remuneration etc. 
payable to Government servants are governed by Government Rules and 
Regu!ations. The Committee therefore sugge<;t that the feasibility of res-
tricting the remuneration of these functi!ln:uies in such' a manner as ~o be 
within Goveriunent Rules and Regulafons, may be examined. Ally other 
remt.mer&tion which may be justified, should in fairness be borDe by the 
sponsoring partner'. 

Tl!e Committee would also suggest that the feasibilliy of recovering the 
difterence between the remuneration of the Managing Director and the 
Fmancial Director which approximates to a Ia.kh of rupees per year, since 
1961 onwards, and crediting the ~me to the Government account, may be 
examined. 

C. Technical Consultant 
4.26. The Committee have been informed that one of the Directors of 

Oil India Ltd. who is a nominee of the Burmah Oil Company on the Board 
of Oil India Ltd., was appointed as a part-time Technical Consultant to Oil 
In.q.ia Ltd. by the Board of Directors on the following terms with effect from 
the 1st January, 1965 : 

Monthly Retainer fee 
House Rent 

. . Rs. 2,500 p.m. 

Free telephone 
EXPenses for journeys/visits in his capacity as Consultant 
Reimbursement for transport charges incurred by him in 

connection with visits to OilIndia Office. 

Rs. 1,000 p.m. 

Non.-50% of the above eXPenses and fees will be borne by the Assam Oi I Company 
in c()nsideration of part-time si:rviccs rendcr~d by tl-e -Tcchl'k3 , Director 
to them as Cclflsultant. 

4.27. The Committee are unable to appreciate the appointment of 8 
part-time Technieal Consultant to Oil India Limited on a monthly retainer 
fee of Rs. 2,500 plus Rs. 1,900 as house rent. They consider that the-
advisability of doing away with such retainer needs examination. 
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D. Nature and Extent of Control by Government 

4.2~. It has been stated that Government of India exercises its control 
in the formulation of policy decisions affecting the operations of the Com-
pany through the Directors nominated by it on the Board of Directors. 

4.29. All financial matters coming up before the Board ate first 
examined/approved by the Financial Director who is a nominee of the 
Government of India. 

4.30. During evidence before the Committee, the Secretary of the Ml.Jljs-
try gave a brief resume of the relationship between the Government and 
the Company as follows : 

"Government's position in this Company is that of an equal pai1Dcr. 
The rights and obligatio.ns of this equal partner are determined 
hy the Promotion and Supplemental Agreements that were exe-
cuted by the Government, the Burmah Oil Company and the 
Assam. Oil Company. Briefly speaking, these agreements provide 
for the (ormation of a Company in whieh the Govemmefit and 
B.O.C. have equal share-holding. They aiso have equal repre-
sentation in the Board of Directors of the Company. It is pro-
vided that in the initial period, which is the first five years ... 
the Managing Director of the Company will be appointed hom 
out of the not11~'lees of the Burmah Oil Company and a Pifllttt-
cial Director shall be appointed out of the nominees Of ·the 
Government of IMia. The Managing Direclor is required w act 
in consultation with the Financial Director. There is a ptOVisiO'1 
that differences between these two must be brought before the 
Board for resolution. The Board itself, as it is composed of 
equal number of Directors, can only act by agreement amongst 
the parties. It is provided that if the Board is unable to reach 
agreement, the matter must be deferred for further consultation. 
and in the end, if necessary referred to the principals i.e. the 
Government and the Burmah Oil Company for resolution of 
differences. 

The Company is really required to act by unanimous deci-
sion. In that sense, the Government have an equal voice in the 
deliberations and decisions of the Company. 

There have been ... no instances in which differences 
amongst the two share-holders have persisted to the point of 
having to be referred to the principals. All their decisions have 
been taken unanimously." 

.. . . . . The Government of India come into the affairs (of Oil 
India) in the sense that they have to contribute certain sums of 
money for carrying on the operations .......... in terms of 
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investment in new operations or in development for which the 
Government of India make. equal contribution with the Burmah 
Oil Company. At the point of considering proposals for such 
fresh· investments for moneys· to be provided either by way of 
loan or otherwise, a Government decision is called for ....... . 
So the Government have an opportunity to examine 
the programmes, the basis of cost estimates~ _the requirements of 
funds, and it is only subject to Government's approval ..... . 
that fURds are provided to the Company for carrying on 
operations. We have, in terms of the Oil Fields (Regulation 
and Development) Act prescribed a number of *retums to be 
given by the Company, botb in technical and financial matters. 
These are subject to Government scrutiny; they are subject to 
questioning and investigations of the company and give the 
Government an opportunity to find out what is happening, 
whether· the expenditure is bei.!J.g incurred in accordance with 
the approvals given by Government and so on." 

"But by way of the power to issue any orders to the Com-
pany in its administration and in its manageme.!lt, the Govern-
ment as such has no specific authority. Government acts 
through its directors and the· Government's strength or power 
is equal to the other partner." 

4~31. 'I'he ·Committee realise tbat Government have no authority to issue 
:any directions to Oil India Limited regarauig its administrative and manage-
ment affairs ag- it· is a joint venture. The Committee, bowever, feel that 
-since-Government are equal partner iD this· venture, it is netessary th3t 
policies of Government particulal'1y. with· regard· to scales of pay to the 
employees, scales of' amenities etc. are reflected in the working of such 
companies. To ensure tbis apart from appointing whole-time Directors, 
Gn'enIbrent sbould:a)s&coDSiderth& advisability of deputiDgsome Govern-
ment officers in top positions iD the managerial and finaDdaI cadres of such 
~mpanies. TbeConunittee:' feel tlIattbis' .m"8IIgement would' be to 1he 
mutual benefit of both the parties .. 

E. ComohaDts 

(j) Consultants for estimation of Oil and Gas resen'es 

4.32. For the purpose of estimation of oil and gas reserves in the oil-
fields Messrs De Golyer & Mac-Naughton have been worl::ing as consultants 
to Oil India Ltd. with short interruptions since 1962 . 

Originally Messrs De Golyer & Mac-Naughton were appointed by the 
Burmah . Oil Company Ltd. Later on Oil India Limited Board approved the 

*for details of such returns please see Appendix VI. 
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appointment of this agency as consultants to have an independent estimate 
of the oil and gas reserves. 

Oil India Limited is presently paying them $ 38,000 per annum. 
4.36. The Committee note that the Oillndia Limited are paying $ 38,000 

the terms of reference of the consultants consisted as follows : 

Contract commencing May 1, 1962 
(1) To furnish Oil India with a formal report on the oil and gas 

reserves of their properties in Assam. India, as of the last day 
of each calendar year and a brief letter report at mid-year; 

(2) To furnish a schedule of gas production with the annual and 
mid-year reports similar to that provided in the formal report 
as of January 1, 1962; 

(3) To maintain current files and keep informed, to the extent the 
data permit, on the operations in Assam and to recommend 
supplementary means of data collection wherever required; 

( 4) To prepare a preliminary investigation of the economics of 
secondary recovery methods which might be initiated in these 
fields; 

For these services OIJ., paid $ 24,000 per year. These have, however, 
lately been changed to as follows : 
(1) A complete reservoir enginee~g study of the 4th and 5th Sand 

pools in the Main Nahorkatiya area; estimate of recoverable 
oil by primary means based on past performance; estimate of 
future recoveries under pressure maintenance schemes-indi-
cating the quantum of water/gas injection, trend of water and 
gas production to be expected from the pools under different 
conditions. 

(2) Advice on similar studies of other pools to be undertaken 
internally. 

(3) Advice from time to time on general field practices and labo-
ratory technique in connection With secondary recovery. 

The total amount paid to De Golyer & Mac-Naughton 
by OIL uptp 1967 is $ 138,000. 

4.34. It has been further stated by the Ministry that M/s. De Golyer & 
Mac-Naughton performed their task well and the importance of their asso-
ciation has increased since 1966 with an increasing association of this firm 
in secondary recovery and pressure maintenance studies and consultations. 

4.35. Asked whether any similar consultants have been appointed by 
the Oil and Natural Gas Commission, the Ministry have stated that as 
regards Oil and Natural Gas Commission the Russian experts attached to 
the Commission and the officers of the Research and Training Institute, 
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Debra Dun, estimate the reserves of oil and gas of the oil fields of the 
Commission. 

4.36. The Commit!ee note that the on India Limited are paying $38,000 
per annum to Messrs De Golyer & Mac-Naughton on account of their ser-
"Vices as Consultants while similar work in the Oil and Natural Gas Com-
mission is being done by the Officers of the Research and Training Institute, 
Debra Dun. The Committee feel that in view of the tight foreign exchange 
position of the country as also with a view to encourage Indian taleDt, the 
question of utilising the services of Indian experts by the Oil India Limited 
·for this purpose may be examined. 

(ii) Fees paid to Foreign Consultants 

4.37. The Committee have been informed that Oil India Ltd. made 
payments in foreign exchange to the following on account of consultancy 
fees, agency commissions etc. si.nce its inception in 1959 to 1966 to various 
.agencies: 
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4.38. The Committee note that, apart from the payments made to Mis. 
He Golyer & Mac-Naughton which have been referred to in para 436 regular 
payments are also being made in foreign currency to Mis. Schllllnberger Sea 
Co. Inc., Mis. Seismograph Services Ltd., MIs. Burmah Oil Company, 
London and MI s. AB Osterman Overseas Aviation Ltd., Sweden on acconnt 
of various services rendered by them to Oil India Ltd. The Com.mittee need 
hardly stress the need to save as much foreign exchange as possible. They 
coasidei- that since Oil & Natural Gas Commission has developed e:qaertjse 
for some of the services referred to above, the feasibility of doing aWIIJ with· 
foreign consultants by Oil India Ltd. and replacing them by the iJldian 
experts of the Oil & Natural Gas Commission, may be considered. 

F. Orgaaisational Set-up 

(i) Headquarters 

4.39. The full fledged field headquarters of the Oil India Ltd. was esta-
blished in Duliajan in January, 1962. Before that the hcadq uarters of the 
Company was located at Digboi. 

4.40. The fields headquarters office at Duliajan is headed by General 
Manager. Under him, there are three managers-Tech!lical Manager, Finan-
cial Controller and Senior Administrative Officer who are directly respon-
sible to him. All technical matters e.g. exploration, geology, drilling, engi-
neering, production, pipelines, etc. are dealt with by the Technical Manager. 
Financial Controller looks after the financial aspects of the Company and 
the Senior Administrative Officer deals with the staff, labour, welfare, hospi-
tal, security, pUblicity Ipublic relations etc. 

4.41. Powers of the Managing Director/Fi.nancial Director have been 
delegated to the General Manager for directing the operations in the fields 
and pipelines subject to the concurrence of the Financial Controller in 
certain aspects as per schedule of the Delegation of Powers approved by the 
OIL Board. 

(ii) Outside Offices 

4.42. Oil India Ltd. and the Assam Oil Company have ccmmon offices 
at Dellii, Calcutta and Shillo.!lg. Expenditure on offices are shared by Oil 
lnd1a Ltd. and As.c;am Oil Company as fotlows : 

Delhi oBke eXPenses (other than that chargeable lCO% to 
Oil India) 

Calcutta Office eXPenses 
S.hillong Office eXPenses 

Oil Assam 
India Oil Com-

75 ~~ 
75.~~ 

50~~ 

pany 

25.% 
25% 
50% 
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4.43. Statement showing the expenditure during 1966 for maintaining 
common offices at Delhi and Calcutta is given below : 

Office doing work al>o for AOC 

Calcu.lta Office 
r- _.-JI __ -. 

75% OIL 
25%AOC 

----_ .. _- ._ .. - .. -.-------- - -.-- ----
Salaries 
Wages 
House Allowanc(.' 
Fuel 
Stores 
Foodstuff 
Staticnery 
Casual Labour • 
Travelling 
lnsunnee 
Freight 
Rents{Taxes 
Postage Telegram 
Publications 
Sundries 
Entertainment .. 
Pension Gratuity 

2,76,245 
4,87,661 

1,814 
7,415 

15,601 
16,628 

466 
21,195 

8,468 
2,681 

70,405 
25,352 

348 
2,25,561 

3,216 
8,530 

11,71,586 

Delhi Office Delhi Office 
r----"- --............ ~taff empluyed 

75% OIL lOO%onOIL 
25~ AOC work 

2,26,860 1,73,440 
65,065 

Cr. I,IOX 
2,733 134 

50,362 323 
29,967 133 
26,570 

3,230 
42.216 15,231 

2,993 
958 161 

3,48,699 18,750 
37,090 122 
38,156 40,8)(; 

2,99,241 2,360 

11,74,140 2,50,362 

During the same period an expenditure of Rs. 1.41 lakhs was also 
incurred on maintaining office at ShiDong which was shared between the 
Oil India Ud. and the Assam Oil Company on 50: 50 basis. It would 
be seen from the statement given above that an expenditure of about 
Rs. 14.25 lakhs and Rs. 11.72 lakhs respectively is being incurred annual-
lyon the Delhi and Calcutta offices of the Oil India Ltd. 

4.44. When asked to indicate the reasons for maintaining such heavy 
establishments in Delhi and Calcutta, the Ministry have stated in a writ-
ten note as follows : 

"Delhi Office: The Oil India Limited Board Meetings are 
generally held in Delhi. A number of important problems 
have to be constantly discussed with Government and the 
Government Directors regarding the day to day functioning of 
the Company. 

A number of di3cussions on technical matters such as exploration, 
drilling programmes, transportation of O.N.G.C. crude, etc., 
are held in the Ministry of Petroleum & Chemicals. It is. 
therefore, necessary to have the Senior Technical Adviser in 
Delhi assisted by a Technical Assistant. 
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As the Board Meetings are held in Delhi and the Managing Direc-
tor is stationed in Delhi, it is aho necessary to have the Sec-
retary of the Company and supporting staff in Delhi. 

In addition to the above, there are Accountants and Public Rela-
tions and Administrl!tive Officers to assist the Managing 
Director and Financial Director on matters connected with 
financial and other matters. 

The establishment is kept at the minimum level that is considered 
nece5sary commensurate with the important nature of the 
work. 

Calcutta Office: The broad functions of the Calcutta Office are as 
follows: 

"(j) Local Purchase 

{ji) Passage and Gelleral 

'(iiI) Shipping 

(iv) Accollnts 

Lecal purchase from Calcutta market as per order 
placed by Duliajan, finding the scurces of the DeVO 
indigenous products to replace foreign material 
required by the Company Inspection of local 
material b.:fore despatch. 

Air, Rail, Sea passage bocking mectirg & greeting. 
booking of Hotel Accommodations and making 
other travelling arrangements. 

.. Import licence, Customs, Clearing, Foreign Exchange. 
Storing in warehouse and despatch. 

Payment of local BiIIs, clearing of sight draft tiuough 
Bank Payment of customs duty, Port Commis-
sioners charges, salary/wages and other Misc. 
bills. 

For carrying out the above work of the company with the main centre 
'Of activity situated in a remote area in Assam, it is essential to have an 
"Office at Calcutta." 

4.45. As regards reasons for having common offices, the Ministry have 
stated in a written note as under: 

"The main reasons for a joint office is that separate offices with 
so many employees would be very costly and uneconomical to 
both the organisations. The Managing and other Directors, 
the Senior T~hnical Adviser and other staff perform func-
tions for both O.LL. and A.O.C.jBurmah Group of Oil 
Companies and it is, therefore, considered advisable to hay\! 
the above common offices. The administrative control 
of the major offices at Calcutta and Delhi vc~t in O.l.L." 

(iii) Technical Cell in Delhi 

4.46. Recently a technical ceJI has been organised by the Company in 
New Delhi office to work under the Senior Technical Adviser to the Man-
aging Director. The Cel! which is a part of the Managing Director's office 
jn Delhi consists of one Technical Assistant and supporting secretariat 
.staff. The annual expenditure on this cell is Rs. 36,000 approx. 
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,4.47. Justifying the setting up of the cell in New Delhi the Ministry 
have 'stated : 

"Development of complex oilfields with a 3 m.t.p. a production 
potential, maintenance, of this production potential (through 
additional drilling. multiple completions,pressure maintenance, 
secondary recovery etc.) transportation of this crude oil over 
a 720 miles long pipeline through a region vulnerable to 
changing river courses and floods, as also exploration for 
additional oil resources, all require a continuous sequence of 
technological forward planning and implementation. 

The basic plans are made by operating personnel in the oilfields, 
but it is necessary that the plans should thereafter be rode-· 
pendently scrutinised by a competent !technical authority in 
close touch with Managing Director, Financial Director and 
the Ministry of Petroleum & Chemicals (who exercise an 
overall responsibility for coordination of all petroleum acti-
vities in the country). It is also necessary to indicate ,from 
time to time, by a senior Technical Member w,hat new direc-
tions the operational planning should take. All these vital 
roles require some detachment from the oilfields day to day 
activities and close contact with Managing Director, Financial 
Director and the Ministry of Petroleum. This function can 
be fulfilled only from Delhi." 

4.48. The Committee -note that the share of on India -Ltd. in the 
expMditure on outside offices in New Delhi and Calcutta worked.out to 
Rs. 8.40 Iakh and Rs. 5.86 lakhs respectively during the year 1966. The 
eollllDittee are not convinced of the need for the on IDdia Limited to ,have 
big offices at New Delhi and Calcutta with such heavy expenditnre. One 
of the main reasons given in support of having an office in New Delhi is 
that Board meetings of the Oil India Limited are generally held in Delhi 
an' dlat the Managing Director and Financial Director are stationed at 
DdIIi. The Committee have already recommended that the Board meet-
.., should invariably .be held at the Headquarters of tbe COinpanl in 
Assam. 

4.49. The Committee also feel that the location of the office of the 
Managing Director and Financial Director of the Company at a place 
difterent from its Headquarter is not conducive to efficiency and economy 
and is contrary to normal inclustrial practice. Such an arrangement leads 
to duplication of technical and other staff at Delhi. The CrunmiUee Jlave 
aIn:ady recommended the stationing of these ofIicers at the Headquarters of 
the Compally in the interest of effective SUpeno-isiOD and economy. 

4.50. The Committee are also not satisfied with the justification given-
1'or the setting up of a Technical Cell of the Company in Delhi. Since 
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the matters looked after by the Cell relate to oil field opet'ations of the' 
Oil India Limited, it is all tbe more necessary tbat such a· CeU should be 
organised at Duliajan. The Committee note that there is already a techni-
cal .manager at Duliajan to look after all such matters. Further there 
appears to be little justification for a highly paid Public Relatious OfIi~er 
at Delhi, particularly when the crude produced by Oil India Ltd. is sold to' 
public sedor refineries. 

Such an officer if at aU considered nc«SS8ry is requked at the bead-
quarters at Dhul~jan. The Committee feel. that with the shifting of the 
venue of Board meetings and the offices of Managing Director and Finan-
cial D~tor to Dh1lliajan, there will not be any need for a big office at 
Delhi which will result in considerable ee0D081y. 

·4.51. Similarly the reasons given for having a big office of the Oil' 
India Limited at Calcutta are not convincing. The Committee feel that 
theie'is conSiderable scope for economy in the expenditure of Calcutta of6ce' 
as 'many of· its fundions· can . be perfol'8led through specialised agencies. 
The'Committee therefore recommend that the organisational set up and the' 
maft' strength of the Calcutta office need to be reviewed witb a view to effect 
ecOIIomy. 

;4.52. '{he Committee further suggest that with the shrinkage of the 
wOlk at New Delhi and n:organisation of Calcutta office, as recommended' 
by them, the need ofbavingcommon offices with Assam Oil Company at 
New-Delhi, Calcutta may be reviewed. 

G. Payment of Bonus 
4.53. The Committee have, been informed that Workmen in Oil India 

Ltd. were paid for each of the year 1964, 1965 and 1966 three months basic 
wages as bonus. Under the Payment of Bonus Act 1965, Executives 
orawing salaries upto Rs. 1,600 per month inclusive of dearness allowance 
were paid a minimum bonus at the rate of 4 per cent in accordance with 
section 10 of the Act. 

The amount paid as bonus during the last three years is as under :-
R,. R< .. 

1964 Workmen 9,86,482'00 
Junior Executives 51,633'48 10,62,811'25 
Senior Executives 24,695'77 

1965 Workmen 1O,S7,85S ·00 

Junior Executives 65,882'66 11,46,180'15 
Senior Executives 22,442'49 

1966 Workmen 11,0~,522'00 

Junior Executives 65,413,29 11 ,91 ,403' 5() 
S~nior Executives 21,468 ·21 
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4.54. In reply to a specific question it has been stated that after the 
'enforcement of the Payment of Bonus Act 1965, the workmen were not 
entitled to 3 months basic wages as bonus because there was no surplus 

. available with the company in these years as per the calculations madc 
under the formula provided by the Actl. However, the 3 months bonus 
had to be continued by the company for the workers for various reasons 
including historic and in the interest of indu~trial harmony. 

4.55. During the course of the evidence the Secretary of the Ministry 
,informed the Committee that it was an unusual step in the sense that there 
was 110 statutory obligation, but nevertheless, the Company thought it 
necessary and desirable t'O give a bonus to the staff and in that particular 
instance the matter was referred to the Govemment of India where it was 
'considered at the highest level and approved. 

4.56. Justifying this action the Ministry have stated in a written note 
-as follows: 

"An overwhelming majority of the Oil Indi3i workmen/employees 
were the former employees of the Assam Oil Company which 
has been paying bonus to workers at the rate of 3 months basic 
wages as pet" a long term agreement they had concluded with 
the workers Union. When the workers were transferred from 
the Assam Oil Company to Oil India Limited they were assured 
that their terms and conditions of service would be no less 
favourable than what they were enjoying with the Assam Oil 
Company. In view of this it was obligatory on the part of 
Oil India to pay the workers _a quantum of 3 months basic 
wages which they have been receiving over a number of years. 

Bonus has been paid to junior and senior executives only in 
accordance with the Bonus Act. The reasons for paying 
bonus to the workers (though not! strictly necessary according 
to the Bonus Act) are explained above. 

The annual expenditure, on account of payment of bonus in 1967 
was Rs. 12.39 lakhs." 

4.57. Oil India Limited is incurring an annnal expenditure of Rs. 12 
lakhs on account of payment of oonus to its employees though it was not 
payable under the Payment of Bonus Act, 1965. It is unfortunate that this 
liabHity bas been incurred by Oil India Limited even when heavy subsidies 
were paid to it by Government to make up the guaranteed return of 9% 
. during this period. 

H. Employment of Indian Personnel 
(i) Indianization 

4.58. Clause 18 of the Promotion Agreement of January 1958 provides 
that: 

"The Company shall employ Indian nationals in preference to non-
Indians whenever Indian nationals of the requisite qualifications, 
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calibre and expO'!rience are available. The Company will also 
arrange for the training of an adequate number of Indian 
nationals in India and abroad so that to the fullest extent prac-
ticable its organisation will be manned by Indians as early as 
possible. For this purpose the Company will consult the 
Government of India from time to time." 

Further clause 17 of the Second Supplemental Agreement of July, 1961 
Jays doWll that: 

"Oil India will afford the maximum possible employment and training 
facilities for Indian personnel and the Burmah Oil Company 
will train Indians abroad in a11 fields of the petroleum industry 
at the expense of Oil India." 

In reply to a written question the Ministry have informed the Committee 
that the Company had 19. 12 and 8 foreign employees as on the 1st of 
April, 1965, 1966 and 1967 respectively. It was also stated by the 
Ministry that;90% of the key pests are held by Indian Nationals . 

• . <, it·· (ii) Training 

4.59. In regard to ammgcments made by the Company to impart 
technical training to an adequate number of Indians in India and l1broad 
the Ministry have stated as follows :-

"O.I.L. has sent its executives for technical training to various insti-
tutions in India such as 
Director General of Civil Defence; Research & Development 

Organisation, Indian Medical Association, Central Electro-
chemical Research Institute; Lucas Indian Service Private 
Ltd.; Burmah-Shell Training Centre; National Institute 
for Industrial Engineering; Materials Management Asso-
ciation of India. 

In addition, a number of executives have been sent on technk:a1 
training courses in the U.K. and U.S.A. Arrangements have 
also been made with the B.O.C. Ltd., London, for imparting 
technical training in various fields." 

4.60. During evidence in January 1968, the Secretary of the Ministry in-
formed the Committee that at that time there were only three foreigner 
employed by the Company--one Stores Superintendent, one Assistant Dril-
ling Superintendent and one Production Engineer. He also ·informed the 
C~mmittee that they were likely to be there for some time more because 
they were highly skilled. 

4.61. In a written note the Ministry have stated as-follows in regard to 
Indianisation of Oil India Ltd. 

"In the year 1961, Oil India had on their pay roll 62 expatriates in 
various positions. With a phased programme which has been 
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continuously discussed and agreed by Government, the number 
of 1967 has been brought down to 3 who are experienced 
officers and as such are useful to the Company. 

1t will thus be seen that the programme of Indianisation has progress-
ed very well in' Oil India. OIL, has, therefore been able to 
make considerable savings in the high salaries which were paid 
to the expatriates by replacement of Indian Nationals in these 
posts. The successors are paid according to OIL scale of 
pay. 

1n organisations doing similar type of work, the expatriates employed 
are paid on an average salaFies-from Rs. 7,000 to Rs. &,000 
p.m. (free of income-tax) and their number will be approxi-
mately in the range of 80 to 100 at least. OIL has been able 
to make substantial economy by this measure." 

11.62. 1be Comaaittee· ape _ppy at, the pl'OgftSS: adBeved in the ...... 
10f I .... ianisadon of the Oil India Limited. 1bey hope that rompIete 
:Indianisation of the posts in Oil India Limited will be achieved as eart, as 
;possible. 

I. Construction of buildiiags etc. 
4.63. From the schedule of the Fixed Assets of the Oil India Ltd. as at 

"the end of 31-12-66 it is seen that the total cost of land and buildings of 
'Oil India amounts toover'Rs. 9crores (Land-ItS. 2.27 crores, buildings 
Rs. 7.10 crores). 

The break-up of the locations of lands and buildings is as under: 

Land 
Building 

Residential Buildings ., 
Buildings for Administrative 

Purposes 

Duliajan/Moran 

45 
377 

Oil India Ltd. 
275 

2 

Pipelines Total 

,---
182 
333 

Pipelines 
148 

7 

(Rs,la.khs) 

227 
710 

Total 
423 

9 
.-----------------------_ .. - .. 

,It will be seen that the value of residential buildings is Rs. 4.23 crores. 
Asked about the justification for spending so much for providing houses to 
the employees when the crude reserves are a wasting asset, the Ministry 
have stated as follows: 

"Though crude oil is a wasting asset, the presently estimated reserves 
of the company will last at least for another 25 years. The 
company is also conducting exploration programme in Dum 
Duma and Ningru areas where most probably oil fields will 
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be found. Talcing these factors into account, there is ample 
just-ification for spending a large sum on housing. As the 
Nahorkatiya oilfield is far away from any town or city in 
Assam, it was absolutely necessary to provide residential accom-
modation to the staff in the interest of proper working of the 
company. In this connection, it is pertinent to note that 
A.O.C. which started its operations in Digboi in 1889 with a 
small Digboi field containing about 10 million tonnes of crude 
oil is still continuing its op(!rations. ,. 

4.64. lbe Committee agree that there is need for providing hoasiDg 
facilities to its employees by oil India Limited. lbey feel dtat in the c:oos-
tradion of houses utmost economy should have been observed. Theybope 
tbat dais aspect wDl be kept in view in future. 
NEW DELHI 

April 30, 1968 
Vaisakha 10, 1890 (Sakil)-' 

P. VENKATASUBBAIAH 
Chairman 

Estimates Commitrcl! 
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APPENDIX I 

THIS AGREEMENT made this 14th day of January 1958, BETWEEN The Presi-
dent of India (hereinafter called "the Government of India") which expres-
sion shall, unless excluded by or repugnant to the context, be deemed to inclu-
de his successors of the first part. The Burmah Oil Company Limited, 
a company incorporated under the United Kingdom Companies Act and 
having its registered office at 175, West George Street, Glasgow, C. 2, (here-
inafter ca1\ed "the Burmah Oil Company") which expression shall, unless 
excluded by or repugnant to the conte"t, be deemed to include it-s successors 
and assigns of the second part and the Assam Oil Company Limited, a 
company incorporated and registered under the United Kingdom Companies 
Act and having its registered office at Britannic House, Finsbury Circus, Lon-
don. E.C. 2 and also carrying on business at Digboi in the State of Assam 
and elsewhere in India (hereinafter called "the Assam Oil Company" which 
expression shall, unless excluded by or repugnant to the context, be deemed 
10 include its successors and assigns of the third part. 

WHEREAS 

(1) The Assam Oil Company is a wholly owned subsidiary of the Burmah 
Qil Company. 

(2) The Government of Assam with the approval of the C!!ntral Govern-
ment agreed to grant certain prospecting licences for petroleum in accordance 
with the provisions of the Petroleum Concession Rules, 1949 (hereinafter 
called the "Said Rules") over Nahorkatiya Extension Hugrijan and Moran 
areas in the State of Assam (hereinafter referred to as the "S:lid Areas") to 
the Assam Oil Company on the terms and conditions mentioned in the several 
letters referred to in Part I of the Schedule hereunder written. 

(3) The Government of Assam with the approval of the Central Govern-
ment agreed to grant a mining lease over an area extending to 0.55 square 
miles situated in Nahorkatiya in the State of Assam (hereinafter referred to 
as the "Mining Lease Area") in accordance with the Said Rules and on the 
terms and conditions mentioned in the letter referred to in Part II of the said 
Schedule. 

(4) One of the terms of the said agreement to grant prosp.!cting licences 
was that the Assam Oil C'Jmpany would form a Rup.!c Company to which the 
aforesaid prospecting licences to be granted to the A ~sam 0:1 C)mpany w Juld 
be transferred. 

(5) One of the terms of the said agreement to grant a mintng lease w.t~ 
that, in the event of a Rupee Company being formed to work the Nahorkatiya 

• 93 
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Extension prospecting licence area, the said Mining Lease to be granted 
to the Assam Oil Company would also be transferred to the said Company. 

(6) The said prospecting licences and mining lease have not yet been exe--
cuted by the State of Assam in favour of the said Assam Oil Company. 

(7) The parties hereto desire to promote a new Rupee Company (herein~ 
after referred to as "the Company") to be formed and registered in the State 
of Assam, inter alia, with the object of obtaining mining leases for petroleum 
over the Said Areas for which prospecting licences would be granted to the 
Assam Oil Company and for obtaining the transfer of the said Mining Lease 
and for exploration and production of petroleum and crude oil (including 
natural gas) and for arranging for such pipeline or other related facilities as 
the Company may consider" necessary for the transport of the crude oil 
produced from all these areas. 

Now IT IS HEREBY AGREID by and between the parties hereto as· 
follows :-

1. The Government of India shall within six months from the date hereof 
or such longer period as may be agreed between the parties hereto procure 
the Government of Assam to issue to the Company or if the same shall not 
then have been formed to the Assam Oil Company :-

(a) prospecting licences under and in accordance with the Said Rules 
in respect of the Said Areas on the terms and conditions mentioned 
in the several letters referred to in Part T, of the Schedule hereunder. 

(l1) a mining lease under and in accordance with the Said Rules in res-
pect of the Mining Lease Area on the terms and conditions men-
tioned in the Jetter referred to in Part II of the said Schedule. 

2. The Company shall be called OIL INDIA PRIVATE LIMITED' 
and shall be promoted by the Assa~ Oil Company and incorporated and 
registered in Assam as a private company limited by shares under the Com- . 
panies Act, 1956, interalia with the object of obtaining and working mining 
leases for petroleum over the Said Areas and the Mining Lease Area 
and for exploration and production of petroleum and crude oil (including 
natural gas) and for arranging for a pipeline or other related faeilities as 
the Company may consider necessary for the transport of the crude oil 
from all these areas. The Assam Oil Company shall be repaid by the 
Company all expenses of and incidental to such promotion, incorporation and 
registration. 

3. The Memorandum and Articles of Association of the Company shall 
be as approved by the Government of India ~and the Burmah Oil Com-
pany. 

4. (a) The initial authorised capital ofthe.Company shall be Rs. 50 crores 
divided into 5,00,000 equity shares of Rs .. 1,000 each. Unless otherwise· 
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agreed, all of such shares as may be issued from time to time shall be issu;:l 
for cash at par, and two thirds thereof will be applied for and allotted to the 
Burmah Oil Company and/or its nominee or nominees and one-third thereof 
will be applied for and allotted to the Government of India and/or its nomi-

;nee or nominees. 
(b) Within one month from the date of registration of the Company the 

Government of India, and the Burmah Oil Company shall subscribe and pay 
in cash for and the Company shall issue sufficient share out of its initial autho-
rised capital to pay to the Assam Oil Company aU sums payable to the A.,sam 
,Oil Company under Clause 7 hereof and to provide for the Company's im-
mediate requirements of working capital. 

5. Immediately after the registration of the Company the Assam Oil 
Company shall, if the same shall have been granted to it, subject to payment 
by the Company of all expenses of and incidental thereto transfer and/or 
assign in favour of the Company the prospecting licences over the Said Areas 
as also the mining lease over the Mining Lease Area referred to in Clause I 
hereof. Mining Leases for the Said Areas or any portion of them shall be 
granted to the Company direct. 

6. The Assam Oil Company shall subject to payment by the Company 
,of all expenses of and incidental thereto also transfer to and/or assign in 
favour of the Company free from all encumbrances created by itself all its 
assets and properties held by it within and for the purpose of operating 
in the Said Areas and the Mining Lease Areas as also such of its other assets 
outside the Said Areas and the Mining Lease Area which are used or inten-
ded to be used exclusively for the purpose of the operations in the Said Areas 
or the Mining Lease Areas, determined as provided in Clause 7(2) hereof. 
The Company shall accept such title as the Assam Oil Company has to the 
assets and properties hereby agreed to be transferred or assigned. 

7. (1) The Company shall pay to and reimburse the Assam Oil Company 
the following sums, that is to say :-

(a) All costs of or in connection with the surveys and explorations under 
the geophysical licence relating to the Said Areas excluding assets 
transferred as hereinbefore provided. 

(b) All costs of prospecting and exploring operations in the Said 
Areas till the date of the transfer excluding assets transferred as 
hereinbefore provided. 

(c) The cost of the assets and properties transferred to the Company 
at cost less any depreciation allowance and any development re-
bate allowed to the Assam Oil Company or to which the Assam 
Oil Company may be entitled at the date of transfer under clauses 
(vi), (via) and (vib) of sub-section (2) of Section 10 of the Indian 
lu~ome Tax Act. 
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Provided that ;-
(i) the costs included in the assessment were such as could have bee" 

reasonably incurred in the execution of the operations mentioned 
in sub-clauses (a) and (b) of this clause. 

(ii) such costs of the aforesaid operations referred to in sub-clauses (a) 
and (b) above as have been already charged to the working expenses 
of the Assam Oil Company shall not be included in the assessment 
if they have been allowed as deductions in computing the taxable' 
profits in India of the Assam Oil_Company. 

(2) The assets to be transferred shall be determined and the sums due 
under sub-clause (1) shall be assessed prior to the registration of the Com-
pany by a Committee consisting of four persons, two to be appointed by 
the Government of India and two to be appointed by the Assam Oil Com-
pany. The Committee may inspect the assets to be transferred and also the 
accounts of the Assam Oil Company as far as relating to the costs to be 
paid and the assets to be transferred and the Assam Oil Company shall 
furnish all necessary facilities to the said Committee for the purpose of the' 
assessment. 

(3) The payments and reimbursements to be made to the Assam Oir 
Company under this Clause shall be paid in cash within one month after 
the first issue of capital by the Company. 

8. The Board of Directors of the Company shall consist of not less than 6 
and not more than 12 Directors to be nominated by the Burmah Oll Company 
and the Government of India on the basis that for every two nominees of the 
Burmah Oil Company there shall be one nominee of the Government of India. 
Provided that the Government of India shall be entitled to designate one of 
its nominees as a Special Director of the Company for the purposes of Clause 
10 hereof. The Government of India may also appoint one of its nominees 
to function as a Special Director in the absence of the Special Director. 

9. No Director shall be required 10 hold any qualificaticn shares. The 
Board of Directors of the Company may appoint any person to act as an 
Alternate Director for any of the Diff.ctors in accordance' with and subject 
to the provisions of the Articles of Association of the Company relating 
10 Alternate Directors. Every Alternate Director to be appointed by the 
Board of Directors pursuant to the foregoing provisions shall be ncminated 
by the party by whom the absent director for whcm he is to act was ncmi-
nated or appointed, that is to say by the Government of India or by tl:e 
Burmah Oil Company as the case may be. 

lD. The Special Director of the Company may in his discretion reserve 
for the consideration of the Government of India any proposals or decisions. 
of the Board of Directors in respect of the fonowing :-
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(a) Increasing the authorised capital of the Company or issuing any 
unissued shares forming part of the original authorised capital 
otherwise than pursuant to Clause 4 (b) : 

(b) Any programme of capital expenditure for an amount which ex-
ceeds Rs. 5 lakhs : 

(c) Any borrowing by the Company (other than overdraft arrangements 
for purposes of working capital) in excess of the then paid-up 
capital of the Company. or at a rate of interest exceeding the 
Reserve Bank of India discount rate by more than two per cent: 

(d) Issue of debentures : 

(e) Winding up of the Company: 

(1) Any other matter brought before the Board involving 3n import3nt 
question of national policy which in his opinion requires the consi-
deration of the Government of India. Any such reservation shall 
be intimated by such Special Director at the meeting at wh :ch 
such proposals or decisions are made or taken. 

11. In respect of matters reserved by the Special Director for the consi-
deration of the Government ofIndia under sub-clause (f) of Clause IO hereof 
t he Government ofIndia shall within forty-five days of the meeting at which 
such reservation was intimated intimate in writing if it disagrees with such 
proposal or decision, and in the event of such disagreement such proposal or 
decision shall not be put into etrect. If intimation of the Government of 
India's.disagreement be not received within the aforesaid pericd of forty-five 
days, the Company shall be entitled to act in accordance with the proposaL 
for decision without fun her sanction by the Government of India. 

12. The Company shall arrange for the constlUcti.on in two stages, and: 
operation of a pipeline or such other related facilities as the Company shall 
consider necessary for the transport of the crude oil to be produced by it up-
to Barauni. The first such stage shall consist of the construction of a pipe-
line or other related facilities as aforesaid to an intermediate locality to be 
approved by the Government of India and the Burmah Oil Company and the 
second stage shall consist of the construction of a pipeline or other related 
facilities as aforesaid from such intermediate locality to Barauni. The 
timing of the commencement of each of the two stages shall be determined' 
by the Government of India. The method of raising and providing the 
finance required at both stages of the construction and the operation and us~ 
(including rights of use) of the said pipeline and other relate.d facilities 
shall be as agreed between the Burmah Oil Company and the Government of" 
Indi~;it being understood that this Clause does not impose any obligaticrr 
upon either party to provide the finance for any of the above purposes from-
their, Qwn resources save ~o the extent that the Burmah Oil Company 
will make a loan to. the Company in the United Kingdom, cn telms 10 be 
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.agreed between the Burmah Oil Company and the Govcmment of India, of a 
sufficient sum in sterling to meet the foreign exchange requiruncnts of the 
cost of the said first stage of the construction of the said pipel ine and other 
related facilities. 

13. The Company shall sell crude oil produced by it to each of the two re-
fineries sponsored by the Government of India and specified in that behalf. 
The first of such refineries shall be established at the intermediate locality 
referred to in Clause 12 hereof and the second at Barauni. The Govern-
ment of India shall arrange that the entire crude oil required for each such re-
finery will be purchased from the Company in so far as the Company may be 
able to meet the requirements. The delivered price payable by each such re-
finery shall be either the lowest price delivered at Calcutta at which such crude 
oil can be secured by the refinery from any alternative source or the cost in-
-curred by the Company together with a reasonable commercial return, which-
ever is' less, such price being fixed by the Company with the approval of the 
-Government of India after examination by the latter of the costs and subject 
to review in January and July of each year. In determining the cost incurred 
,by the Company for the purpose of this Clause, the quantum of such 
'costs and the elements to be taken into account in calculating such costs, 
shall be asmutual1y agreed between the Government of India and the Com-
pany. 

14. The disposal of crude oil produced by the Company otherwise than 
by sale to the aforesaid refineries shall be subject to the approval of the Govern-
ment of India. 

15. The price of crude oil for sale by the Company other than to the re-
-fineries aforesaid will be an economic price and wi1l be fixed by the Com-
pany with the approval of the Government of India. 

16. Contracts or arrangements shall not be entered into by the Company 
with companies or persons in foreign States or with other companies in India 
in respect of crude oil without the prior approval of the Government of 
India. 

17. Subject to the consent of the United Kingdom Exchange Control 
-authorities the Burmah Oil Company will pay for the shares to be subscribed 
for by it in sterling, and for that purpose funds held from time to time by it or 
its subsidiary or associated companies, qualifying under the Foreign Ex-
·change Regulation Act, 1947, existing at the date hereof, for remittances 
from India which are used for this purpose shan be deemed to be sterling. 
The Government of India shan pay for the shares to be subscribed for by 
it in rupees only. Should the Company's overall requirements of foreign 
·exchange for capital expenditure including that required for the pipeline or 
other related facilities exceed the sum of the af,?rementioned share subscrip-

;1 j ons in sterling of the Burrnah Oil Company and any funds raist:d by loans 



99 

outside India, the Burmah Oil Company undertakes to use its best endeavour 
'10 obtain sterling for the Company to meet this deficiency. 

18. The Company shall employ Indian nationals in preference to non-
Jndians whenever Indian nationals of the requisite qualifications, calibre 
and experience are available. The Company will aho arrange for the training 
of an adequate number ofIndian nationals in India and abroad so that to the 
fullest extent practicable its organisation will be manned by Indians as early 

,as possible. For this prupose the Company will consult the Government 
'oflndia from time to time. 

19. The Company shall within the scope of its own activities provide 
facilities and make arrangements for the training of Indian technical person-
nel needed by the Government of India in accordance with a programme 
10 be agreed upon between the Government of India and the Company. 

20. The Assam Oil Company will do its utmost to promote the efficiency 
and success of the Company by putting at its disposal all the experience and 
Alata with regard to the Said Areas and the Mining Lease Area which it pos-
. sesses, and in particular all the geological and geophysical data accumulated 
by it in the past in the course of its exploration and development of the Said 
Areas and the Mining Lease Area, the advantages of its past research re-
lating to the interpretation of these data, particularly with respect to the re-

,construction of the complex structural and sedimentary history of the areas, 
to studies of oil migrations and primary and secondary accumulations, the 
benefit of its experience in the application of the aforementioned data and 

,advantages of past research to the search for oil in the Said areas and the 
Mining Lease Area and all the results of its experience gained during many 
years of operations of the general and speciali~ed techniques required in 
.the oil industry on the engineering, drilling, production and reservoir phy!'.ics 
,aspects of oil exploration and oilfield development and oil transport. lr-; 
·.CONS,I'DERATION 'IlIERI,OF the Assam Oil Ccmpany shall for a period 
of twenty years from the date of registration of the Company be entitled" 
to receive from the Company in each year one in twenty-four tons of oil 

,and associated natural gas produced by the Company on payment ofproduc ... 
tion costs and royalty for the first million tons of production in each year, 
,one in forty-eight tons for the second million tons in each year and one in 
ninety-six tons for the third million tons in each year. The Assam Oil COlll-
pany shall not be entitled to receive any such oil and natural gas for quanti-
ties produced beyond three million tons in anyone year. PROVJJ>FP also 
that the Assam Oil Company shall not.be entitled to any other fees, remu-
neration or charges for rendering the above services. 

21. The Assam Oil Company shall render to the Company such specific 
'services and facilitie as may be required by the Company and which the 
Assam OJ} Company having regard to the requirements of its own business 
,1s in a position to rende, or provide, such as workshop, accommodation, 
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hospital, geological, drilling, production, engineering, transport aJld store--
keeping. The Company shall pay to the Assam Oil Company actual costs 
including a due proportion of overhead expenses for such services and facili-
ties as are provided by the Assam Oil Company but nothing shall be included 
in sllch costs for remuneration to the Assam Oil Company. The parties shall 
procure that an agreement will be entered into between the Assam Oil Com~ 
pany and the Company for the provision of services and facilities as aboY\.: 
and the agreement will also provide for the discontinuance of any service or 
facility by either pan yon twelve months' notice. 

22. The Government of India and the Burmah Oil Company respectively 
undertake to exercise or to procure the exercise of all voting powers either 
direct or indirect of themselves and of their nominees as the case may be. 
respectively at general meetings and extraordinary general meetings of the 
Company and (through their representatives on the Board) at meetings of the 
Board of Directors of the Company and in the exercise of the powers of Dir-
ectors to pass resolutions by circular or otherwise in such manner as will give 
effect to the terms and conditions of this Agreement relative to the appoint--
ment of Directors. the execution of the agreement and documents herein-
mentioned and to all other provisions herein contained and generally so as 
to carry out the purposes and intentions of this Agreement. 

23. All prospecting licences and mining leases in respect of the Said 
Areas and the Mining Lease Area shall be held in accordance with and sub-
ject to the Petroleum Concession Rules, 1949. The Government of India 
shall on the application of the Company grant and when necessary renew 
any Certificates of Approval for Petroleum' that may be required by the 
Company. 

24. Any dispute or difference between the Government of India ~ on the· 
one hand and the Burmah Oil Company and/or the Assam Oil Company on 
the other of any kind whatsoever at any time or times arising out of or in 
connection with or incidental to this Agreement (including any dispute 
or difference regarding the interpretation of this Agreement or any clause 
thereof) shall be referred to the arbitration of two arbitrators, one to be 
appointed by the Governmnet of India and one by the Burmah Oil Company 
and/or the Assam Oil Company (which arbitrators shall appoint an umpire 
before taking upon themselves the burden of the reference under this Agree-
ment) and such reference shall be deemed to be a submission to arbitration 
within the meaning of the Indian Arbitration Act, 1940, or any statutory 
modification thereof. In the event of the arbitrators failing to agree upon an 
umpire such umpire shall be appointed by the Chief Justice of India. 

2S. Notwithstanding the promotion and incorporation of the Company, 
this Agreement shall continue and remain in force and be binding between the 
parties in respect of the terms and conditions hereof and the rights and obliga-
tions of the parties respectively in connection therewith which may be sub-
sisting and not fully performed as at the date of such incorporation. 
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26. In the construction and operation of this Agreement, regard shall be-
had to the letters referred to in Part III of the said Schedule, copies whereof· 
are hereto annexed and collectively marked as Annexure 'A' which set out 
various understandings arrived at between the parties. 

27. Subject to what is hereinbefore provided, ·all previous commitments,. 
undertakings and correspondence connected with this Agreement will be 
superseded by the Agreement and, subject as aforesaid and to any altera-
tions or clarifications made hereafter by mutual consent, this Agreement 
alone shall be binding on the parties in relation to the subject-matter thereof. 

SCHEDULE ABOVE REFERRED TO 

Part I 

1. Letter dated 28th January 1954 from Shri S. C. Kagti, I.A.S., Secretary 
to the Government of Assam in the Revenue Department to the Deputy 
Commissioner, Lakhimpur. 

2. Letter dated 26th August 1955 from Shri Uma Kanta Sarma, B.A., 
A.C.S., Under Secretary to the Government of Assam, Revenue Depanment,-
to the Deputy Commissioner, Lakhimpur. 

3. Letter dated 26th August 1955 from the said Shri Uma Kanta Sanna. 
to the Deputy Commissioner, Lakhimpur. 

Part 1/ 
1. Letter dated 21st January 1954 from the said Shri S. C. Kagti to the 

Deputy Commissioner, Lakhimpur. 

Part III 

1. Letter dated 29th November 1957 from Mr. R. P. Smith, Managing 
Director, the Burmah Oil Company to Shri S. S. Khera, I.C.S., Secretary to 
the Government of India, Ministry of Steel, Mines & Fuel headed 'Sterling 
Loan from the Burmah Oil Company to the Rupee Company'. 

2. Letter dated 14th January 1958 from Shri S. S. Khera, I.C.S., Secretary, 
to the Government of India, Ministry of Steel, Mines & Fuel, Department 
of Mines & Fuel to R. P. Smith, Esq., Manl;lging Director, the Burmah Oil 
Company headed 'Availability of steel, other raw materials and services for 
utilisation in the construction and laying of a pipeline for transport of crude 
oil' and reply thereto dated 14th January 1958 under the same heading 
from R. P. Smith, Esq., Managing Director, the Burmah Oil Company to 
Shri S. S. Khera, I.C.S., Secretary to the Government of India, Ministry o[ 
Steel, Mines & Fuel. 

3. Letter dated 14th January 1958 from the Assam Oil Company to the 
Secretary to the Government of India, Ministry of Steel, Mines & Fuel, 
Department of Mines & fuel, headed 'Supplies of crude oil from the Rupee 
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Company to the Assam Oil Company' and reply thereto, dated 14th January 
1958 under the same heading, from the Secretary to the Government of 
India, Ministry of Steel, Mines & Fuel, Department of Mines & Fuel. to 
the Assam Oil Company. 

4. Letter dated 14th January 1958 from Shri B. K. Nehru, I.C.S., Secretary 
to the Government ofIndia, Ministry of Finance to Mr. R. P. Smith, Manag-
ing Director of the Burmah Oil Company, relating to the foreign exchange 
entitlement of the Company. 

5. Letter dated 14th January 1958 from the Burmah Oil Company to the 
Secretary to the Government of India, Ministry of Steel, Mines & Fuel, 
Department of Mines & Fuel, headed 'Transportation of Crude Oil' and reply 
thereto dated 14th January 1958, under the same heading, from the Secretary 
Ministry of Steel, Mines & Fuel, Department of Mines & Fuel, to the 
Burmah Oil Company. 

6. Letter dated 4th December 1957 from Mr. R. P. Smith, Managing 
Director of the Burmah Oil Company to Shri S. S. Khera, I.C.S., Secretary 
to the Government of India, Ministry of Steel, Mines & Fuel, headed' Rupee 
loans from the Government of India to the Rupee Company'. 

In witness whereof K. K. Sahni, Joint Secretary to the Government of India 
in the Ministry of Steel, Mines & Fuel, Department of Mines & Fuel, for and 
on behalf of the President of India has hereunto set his hand and The Burmah 
Oil Company Limited by its duly constituted attorney Robert Paterson 

'Smith (as witnessed by the power of attorney produced by him) and Assam 
Oil Company Limited by its duly constituted attorney Robert Paterson 
Smith (as witnessed· by the power of attorney produced by him) have executed 
these presents the day and year first above written. 

Signed by the said K. K. Sahni for and 
{)n behalf of the President of India in the 
presence of :-

(Sd.) S. R. SUNDARAM, 

Under Secretary, 

Ministry of Steel, Mines & Fuel. 

Signed by the Burmah Oil Company 
Limited by the said Robert Paterson Smith 
its duly constituted attorney in the presence 
.of :-

(Sd.) W. P. G. MACLACHLAN, 
General Manager, 

Assam Oil Company, Limited, 
Digboi, Assam. 

(Sd.) K. K. SAHNI. 

(Sd.) R. P. SMITH. 
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Signed by Assam Oil Company Limited 
by the said Robert Paterson Smith its duly 
constituted attorney in the presence of :-

(Sd.) W. P. G. MACLACHLAN, (Sd.) R. P. SMITH. 

FROM 

To 

General Manager, 
Assam Oil Company, Limited, 

Digboi, Assam. 

CLAUSE 26, ANNExuRE A. 
LETTER No.1, SCHEDULE PART III. 

New Delhi, the 29th November, 1957. 

R. P. Smith, Esq., Managing Director, 
The Burmah Oil Company Limited. 

Shri S. S. Khera, I.C.S., 
Secretary to the Government of India, 
Ministry of Steel, Mines and Fuel, 
New Delhi. 

DEAR SHRI KHERA, 

Sterling Loan from the Burmah Oil Company to the Rupee Company. 

I write to indicate the nature of the terms to be agreed between the Govern-_ 
ment of India and the Burmah Oil Company for the loan to be made by the. 
latter to the Rupee Company pursuant to Clause 12 of the draft Memorandum 
of Agreement between the President of India of the first part, The Burmah Oil 
Company of the second part and the Assam Oil Company of the third part. 
At least t6 the extent that the money is used for the purchase outside India of 
capital plant and machinery, The Burmah Oil Company will wish to have 
the benefit of section 4(3) (xviib) of the Indian Income Tax Act so that it will , 
receive interest free of Indian Tax. 

To ensure this our legal advisers inform me that the loan must be ap.. 
proved by the Central Government. This should, therefor~, be a ~rm of the. 
loan. 

The other terms to be agreed are :-
1. The rate of interest. 
2. The time and manner of repayment. 

Both the above must depend upon the terms upon whic::h The Burmah 
Oil Company itself borrows the money in London, the intention being. 
that identical terms will apply to the loan. from the Bunnah Oil Company 
to the Rupee Company so that The Burmah Oil Company neither looses nor 
profits by the transaction. 

Yours sincerely, 
(&,t.) ~.~. SMITH, 
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CLAUSE 26, ANNEXURE A. 
LEITER No.2, ScHEDULE PART III. 

GoVERNMENT OF INDIA 

DEPARTMENT OF MINES & FUEL 
(MINISTRY OF STEEL, MINES & ·FUEL) 

No. 158(2)/56-0R New Delhi, the 14th Jalluary, 1958. 

FROM 

To 

'SIR, 

Shri S. S. Khera, LC.S., 
Secretary to the Government of India. 

R. P. Smith, Esq., 
Managing Director, 
The Bunnah Oil Company Limited, 
lO-Golf Links, 
New Delhi. 

-SUBJECT-Availability of steel, other raw materials and services for utilisation 
in the construction and laying of a pipeline for transport of 
crude oil. 

I am directed to refer to the recent discussion between the Government 
,of India and your Company on the above subject and to indicate below, for 
ihe sake of good order, the points of agreement arrived at therein, viz., 

(i) It was made clear to you that it may not be possible for the Govern-
ment of India to, male available to the Rupee Company steel, 
other raw materials and services, etc., in India, for the construction 
and laying of a pipeline for the transport of crude oil from the oil-
fields to the sites selected for the location of the Government 
sponsored refineries. Accordingly, you agreed not to seek Govern-
ment assistance in this regard and undertook to obtain such steel, 
other raw materials and fabrication services, etc., from elsewhere 
and on your own. 

(ii) On the other hand, should the Government ofIndia be in a position 
to make available steel, other raw materials, and services, etc., 
from within the country, you undertaook to avail of such resources 
to the extent indicated by the Government. 

2. I am to request you to confinn your acceptance of the above points of 
.agreement. 

Yours faithfully, 
(Sd.) S. S. KHERA 

Secretary to ,the Government of Intiia. 
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CLAUSE 26, ANNEXURE A. 

ACKNOWLEDGEMENT LETI'ER No.2, SCHEDULE PART III. 

R. P. Smith, Esq., Managing Director, 
The Burmah Oil Company Limited. 

Shri S. S. Khera, I.C.S., 
Secretary to the Government of India, 
Ministry of Steel, Mines and Fuel, 
Department of Mines & Fuel, 
New Delhi. 

DEAR SIR, 
Availability of steel, other raw materials and services for utilisation ;', 

,the construction and laying of a pipeline for transport of crude oil. 

We acknowledge, with thanks, your letter of the 14th January 1958 under 
:the above heading and confirm that we agree to the understandings con-
.tained therein. 

Yours faithfully. 
For the Burmah Oil Company Limited, 

(Sd.) R. P. SMITH 
14-1-1958. 

Managing Director. 
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LEITER No.3, SCHEDULE PART III. 

The Secretary to the Government of India, 
Ministry of Steel, Mines & Fuel, 
Department of Mines· & Fuel, 
New Delhi. 

DEAR SIR, 
Supplies of crud~ oilfrom the Rupee Company to the Assam Oil Company~_ 

We have today concluded with the Government ~ of India and The· 
Burmah Oil Co., Ltd., an agreement governing inter alia the taking over by a 
new rupee company of certain of our existing oil concessions in Assam. 
Clauses 14 and 15 of the agreement provide that the disposal of crude oil. 
produced by the rupee company other than by sale to Q,e two new refineries 
and the price of any such other sale will be subject to the approval of the 
Government of India. In our discussions it has been agreed that, to the extent 
that the rupee company, after meeting the crude oil requirements of the two· 
new refineries, can supply our crude oil requirements for our Digboi refinery 
additional to those which we can meet from our own resources, we shall 
purchase such crude oil from the rupee company and the rupee company will . 
sell such crude to us. 

2. It has also been further agreed that the price which we shall pay for 
these supplies of crude oil delivered to our Digboi refinery will initially be the 
contemporary cost at Calcutta of crude oil from the nearest available alter-
native source of supply with suitable adjustments for differences in gravity 
and quality, and that this price will be subject to review in January and July 
of each year. 

3. We should be glad to receive your confirmation of your agreement to . 
the above understandings. 

Yours faithfully, 
For Assam Oil Company Limited, 

(Sd.) R. P. SMITH 
14-1-1958. 

Managing Director. 
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CLAUSE 26~ ANNEXD1lB A. 

ACKNOWI.EDGEMBNT LBnl!R. No.3, SclmDULB PART ill. 

GoVl!llNMENT OF INDIA 

DEPARTMENT OF MINES It FUEL 
(MINISTRY OF STEEL, MINES It FUEL) 

No. 158(2)/56-0R 

FROM 

New Delhi, the 14th January, 1958. 

To 

The Secretary to the Government of India, 
Ministry of Steel, Mines It Fuel, 
Department of Mines It Fuel, 
New Delhi. 

Mis. Assam Oil Company, Limited, 
Nahor House, 
10, Golf Links, 
New Delhi. 

DEAR SIRS, 
Supplies of crude oil from the Rupee Company to the Assam Oil Company. 

I acknowledge with thanks your letter of 14th January 1958 under the 
above beading. I confirm Government's agreement to the understandings 
set forth therein. 

Yours faithfully, 
(Sci.) S. R. SuNDARAM 

for Secretary to the Government of Indkz. 
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CLAUSE 26, ANNEXURE A. 

LETTEll No.4, SCHEDULE, PART III. 

GoVERNMENT OF INDIA 

DEPARTMENT OF ECONOMIC AFFAIRS 

MINISTRY OF FINANCE 

New Delhi, the 14th January, 1958. 

DEAR MR. SMITH, 
During the course of our discussions, certain questions were raised 

regarding the entitlement of the rupee company to foreign exchange for 
various purposes. I write to explain the correct position. 

2. In so far as import licences will be required for the purchase of plant, 
equipment, machinery, stores and technical services to establish the 
rupee company and/or the pipeline, these licences together with exchange 
control copies will be granted to the rupee company to the extent of the 
amount of the share capital subscriptions of the Burmah Oil Company and 
any loan or loans that may be raised in foreign markets. In so far as the 
requirements of the rupee company of foreign exchange for the import of such 
goods exceed the am ounts above stated or are required for the purposes of 
maintenance or operation, licences will be issued on the basis of the import 
policy that may be in force from time to time. Remittances for the services 
of tec hnicians will similarly be permitted in accordance with the regulations 
in force. 

3. The announced policy of the Government of India in regard to the re-
mittance of interest, profits and dividends will apply to the rupee company. 
The present policy is that such remittances are permitted in full. The Govern-
ment of India hope to be a ble to continue this policy in the future. 

R. P. Smith, Esq., 
Managing Director, 
The Burmah Oil Company, 
10, Golf Unks. 
New Delhi. 

Yours sincerely, 
(Sd.) B. K. NEHRU. 
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CLAUSE 26, ANNEXURE A 

LE1TER No.5, SCHEDULE, PART III. 
FROM: 

To 

The Burmah Oil Co. Ltd. - -

The Secretary to the Government of India, 
Ministry of Steel, Mines & Fuel, 
Department of Mines. & Fuel, 
New Delhi. 

DEAR SIR, 
Transportation of crude oil. 

In the event of the second stage of construction of the pipeline, as envisa-
ged in Clause 12 of the Memorandum of Agreement concluded between us 
on 14th January, 1958, being found impossible by reason of failure to find 
finance, the agreement will be reviewed by both parties in the light of thl 
consequences which would ensue from such failure and any consequent 
revisions would be as mutually agreed by the parties. We should be 

gra tefu) if you would ,confirm your agreement to the above understanding. 

Yours faithfully. 
for The Burmah Oil Company Ltd. 

(Sd.) R. P. SMITH 
14-1-1958 

Managing Director. 



110' 

CLAUSE 26, ANNExuRE A. 

ACKNOWLEDGEMENT LETIER No.5, SamoULE, PART m 
GoVERNMENT OF INDIA 

DEPARTMENT OF MINES AND FUEL 

(MINISTRY OF STEEL, MINES AND FUEL) 

No. 1 58(2)/56-0R. New Delhi, the 14th jtmUary, 1958._ 

FROM: 
The Secretary to the Government of India. 

To : 
The Burmah Oil Company Limited. 

DEAR SIRS, 

Transportation of crude oil 

I acknowledge with thanks your letter of 14th 1anuary 1958 under the> 
above heading. I confirm Government's agreement to the understanding 
contained therein. 

Yours faithfully, 
(Sd.) S. R. SUNDARAM 

for Secretary to the Government of India •. 
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CLAUSE 26, A.NNExuRE A. 

LEITER No.6, ScHEDULE, PART m. 
4th December, 1957. 

FROM : 

To 

R. P. Smith, Esq., 

Sbri S. S. Khera, I.C.S., 
Secretary to the Government of India, 
Ministry of Steel, Mines and Fuel, 
New Delhi. 

DEAR SHRI KmIRA, 
Rupee Joans from the Government of India Jo the Rupee Company. 

With reference to the draft Memorandum between the President of India. 
The Burmah Oil Company and the Assam Oil Company relating to, inter 
alia, the formation of a Rupee Co~pany to take over certain of the Assam 
Oil Company's concessions in Assam and to our discussions regarding loans 
to the Rupee. Company by the Government of India and the Burmah Oil 
Company, I cenfirm that the Government of India will be entitled to lend 
money to tho Rupee Company in rupees to the extent of the rupee equivalent 
'Of one half of the amount of any sums lent to the Rupee Company by the 
Burmah Oil Company, in sterling and that the same terms as to interest, 
repayment, etc., shall apply to loans from the Government of India to the 
Rupee Company as are applicable to loans from the Burmah Oil Company 
to the Rupee Company. 

Yours sincerely. 
(Sd.) R. P. SMITH. 
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SUPPLEMENTAL AGREEMENT 

THIS AGREEMENT made this 16th day of February, 1959 BETWEEN 
the President of India (hereinafter called "The Government of India" which 
expression shall, unless excluded by or repugnant to the context, be deemed to 
include his successors) of the first part, The Burmah Oil Company Limited~ 
a Company incorporated under the United Kingdom Companies Act and 
having its Registered Office at 175, West George Street, Glasgow, C. 2, 
(hereinafter called "the Burmah Oil Company" which expression shall, unless. 
excluded by or repugnant to the context, be deemed to include its successors 
and assigns) of the second part and Assam Oil Company Limited, a Company 
incorporated and registered under the United Kingdom Companies Act and 
having its Registered Office at Britannic House, Finsbury Circus,' Londono 
E.C. 2., and also carrying on-business at Digboi in the State of Assam and 
elsewhere in India (hereinafter called "Assam Oil Company" which expres-
sion shall, unless excluded by or repugnant to the context, be deemed to-
include its successors and assigns) of the third part, 

WHEREAS 

(1) The parties hereto are the parties to an Agreement made on the 
14th day of January 1958 (hereinafter called "the Pre metic n 
Agreement"). 

(2) By The Promotion Agreement it is inter alia provided that a Rupee-
Company to be called Oil India Private Limited (hereinafter 
called "the proposed Company") shall be registered in the State 
of Assam for the purposes set forth in the Promo-
tion Agreement, with an authorised capital of Rs. 50 crores 
divided into 5,00,000 equity shares of Rs. 1,000 each. 

(3) By Clause 4 (b) of the Promotion Agreement it is provided that 
within one month from the date of registration of the proposed-
Company the Government of India and the Burmah Oil Com-
pany shall subscribe and pay in cash for and the proposed 
Company shall issue sufficient shares out of its initial authorised' 
capital to pay to Assam Oil Company all sums payable to that 
Company under Clause 7 of the Promotion Agreement and 
to provide for the proposed Company's immediate require-
ments of working capital. 

(4) By Clause 7(2) of the Promotion Agreement it is provided that 
the said sums payable to Assam Oil Company under the Pro-
motion Agreement shall be assessed prior to the registration 
of the proposed Company by a Committee as therein d( fined 
and constituted. 



113 

(5) The Committee has subject to adjustment of the items hereinafter 
specified completed assessment of the sums payable to Assam 
Oil Company under Clause 7 of the Promotion Agreement in 
respect of the period ended the 31st December 1957 only and 
has assessed the said sums at Rs. 1033 ·85 lacs being Rs. 1047 ·11 
lacs less Rs. 13.32 lacs on account of bonus hereinafter 
mentioned. 

(6) The items referred to in recital (5) above consist of the cost and/or 
rental charge of two 34-IO-FE steam drilling outfits, the total 
amount of bonus paid by Assam Oil Co mpany to its employees 
in whole or in part employment in or in connection with the 
business of the proposed Company for the period 1954 to 
1957 and possible adjustment of allowances under Clauses 
(vi) (via) and (vib) of sub-section 2 of Section 10 of the Indian 
Income Tax Act 1922, and it has been agreed between the parties 
hereto that the said items will be further considered and assessed 
and determined by the Committee to be constituted or re-
constituted as hereinafter provided. 

(7) It has been further agreed by the parties hereto that notwithstanding 
that the entire sums payable to and assets transferable by Assam 
Oil Company under Clause 7 of the Promotion Agreement 
have not been assessed and determined in accordance therewith 
the proposed Company should now be incorporated in accor-
dance with the provisions hereinafter contained and that the 
Promotion Agreement should be modified or varied to the 
extent and in the manner hereinafter appearing. 

NOW IT IS HEREBY AGREED by and between the parties hereto as 
follows:-

(1) The proposed Company shall be incorporated forthwith. 
(2) Within one calendar month from the date of incorporation of the 

proposed Company shares of the nominal value ofRs. 12 crores 
shall be issued for cash at par to provide for payment of the said 
sum of Rs. 1033 ·85 lacs payable to Assam Oil Company for 
the period to 31st December 1957 and the further sum of 
Rs. 166 ·15 lacs as working capital. Two-thirds of the said 
shares will be applied for and allotted to the Burmah Oil Com-
pany and/or its nominee or its nominees and one third thereof 
will be applied for and allotted to the Government of India 
and/or its nominee or nominees. 

(3) The assessment of the Committee in respect of the period ended 
the 31st December 1957 having been completed and accepted 
by the parties hereto except as regards the items hereinbefore 
specified in recitals (5) and (6) as being still subject to adjust-
ment the said sum of Rupees 1033 ·85 I akhs shall be paid by 
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the proposed Company out of the proceeds of the share capital 
issued for cash as aforesaid to Assam Oil Company Limited 
within a period of one calendar month from the date of receipt 
of the proceeds of the said capital under Clause (2) hereof. 

(4) Iminediately following incorporation of the proposed Company 
the Government of India and Assam Oil Company shall 
constitute or re-constitute or cause to be constituted or reconsti-
tuted a Committee in terms of Clause 7(2) of the Promotion 
Agreement and such Committee shall proceed forthwith to 
assess the sum or sums payable to and to determine the further 
assets transferable by Assam Oil Company in respect of the 
period from the 1st January 1958 to the date of incorporation 
of the proposed Company, and the said Committee shall be 
deemed to be vested with all the powers and priVl1eges conferred 
by Clause 7(2) of the Promotion Agreement for the purpose 
of the further assessment to be made hereunder. Assam Oil 
Company shall make available such accounts as the Committee 
shall reasonably require and furnish all necessary facilities to. 
the said Committee for the prupose of the assessment. 

(5) The Committee to be constituted or reconstituted in accordance 
with Clause (4) hereof shall complete its assessment within 
four months from the date of its appointment and shall include 
in its assessment report such adjustment or valuation as it may 
deem necessary or expedient in respect of the items or any of 
them specified in recital (6) hereof. 

(6) Within one calendar month from the date of submission by the 
Committee of its assessment under Clause (5) hereof further 
shares shall be issued by the proposed Company for cash at 
par of a nominal value sufficient to provide for payment to 
Assam Oil Company of the further sum or sums due to it 
under Clause 7(1) of the Promotion Agreement in respect of 
the said period subsequent to the 31st December 1957, and the 
said shares shall be applied for and allotted to the Burmah Oil 
Company and the Government of India and/or their respective 
nominee or nominees in the same proportion as the proportion 
specified in Clause (2) hereof. 

(7) The said further sum or sums in respect of the said period subse-
quent to the 31st December 1957 shall be paid to Assam Oil 
Company by the proposed Company in cash within one 
calendar month from the date of the receipt of the proceeds 
of the further issue of capital referred to in Clause (6) hereof. 

(8) In the event that the allowances under Clauses . (vi), (via) aad 
(vib) of :sub,.section (2) of S:ction 10 of the Indian Incom e-
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Tax Act, 1922 as determined by the Indian Income Tax Autho-
rities shall diff~r from the said allowances as assessed or deter-
mined by the Committee the proposed Company and Assam 
Oil Company shall be at liberty to make any consequential 
adjustments between themselves, and if either of said parties 
so require the party benefiting by the difference shall be 
entitled to be re-imbursed to the extent of the difference by the 
other party. 

(9) Save and except as is herein expressly modified varied or amended, 
the Promotion .Agreement and all the terms and conditions 
thereof shall remain in full force and effect and binding on the 
parties thereto and hereto. 

In witness whereof K.. K. Sahni, Joint Secretary to the Government of 
India in the Ministry of Steel, Mines " Fuel, Department of Mines " Fuel, 
for and on behalf of the President of India has hereunto set his hand and 

-The Burmah Oil Company Limited by its duly constituted attorney WILLIAM 
PATRICK GAWAIN MACLACHLAN (as witnessed by the power· of at-
torney produced by him) and Assam Oil Company Limited by its duly con-
,stituted attorney WlLUAM PATRICK GAWAIN MACLACHLAN (as 
witnessed by the power of attorney produced by him) have executed these 
presents the day and year first above written. 

Signed by the said K. K. Sahni for and 
on behalf of the President of India in 
the presence of:-

.sd/- S. D. Bhambri, 
Deputy Secretary, Ministry of Steel, 
Mines & Fuel, Department of Mine 
& Fuel, Central Sectt., New Delhi. 

'Signed by the Burmah Oil Company 

Sd/- K. K. Sahni 

Limited by the said William Patrick Sd/- W. P. G. Maalachlan 
Gawain Maclachlan its duly constitut-
ed attorney in the presence of :-

'Sd/- A. C. Gowan, 
Representative, Assam Oil Co. Ltd., 

10, Golf Links, New Delhi. 
Si,gned by Assam. Oil Company Limited 

by the said William Patrick Gawain Sd/- W. P. G. Maclachlan 
Maclachlan its duly constituted attor-
ney in the presence of :-

Sd/ .. A. C. Gowan • 
.Representative, Assam Oil Company 
Limited, 10, Golf Links, New Delhi. 
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ADOPTING AGREEMENT 

AN AGREEMENT made this 14th day of March 1959 BETWEEN 
THE PRESIDENT OF INDIA (hereinafter called "the Government of" 
India" which expression shall unless excluded by or repugnant to the context 
be deemed to include his successors) of the first part, THE BURMAH 
OIL COMPANY LIMITED a Company incorporated under the United 
Kingdom Companies Act (as applicable to Scotland) and having its registered. 
office at 175 West George Street, Glasgow C. 2, Scotland (hereinafter called 
"The Burmah Oil Company" which expression shall unless excluded by or 
repugnant to the context be deemed to inclulle its successors and assigns) 
of the second part, ASSAM OIL COMPANY LIMITED a Company 
incorporated under the United Kingdom Companies Act and having its 
registered office at Britannic House, Finsbury Circus, London E. C. 2 and also 
carrying on business at Digboi in the State of Assam and elsewhere in India' 
(hereinafter called "Assam Oil Company" which expression shall unless 
excluded by or repugnant to the context be deemed to include its successors 
and assigns) of the third part and OIL INDIA PRIVATE LIMITED a 
private limited liability Company incorporated under the Indian Companies 
Act 1956 and having its registered office at Digboi in the State of Assam, 
India (hereinafter called "Oil India" which expression shall unless excluded by 
or repugnant to the context be deemed to include its successors and assigns» 
of the fourth part. • 

WHEREAS 

1. By an Agreement dated the 14th January, 1958 and made betweeD< 
the Government of India of the first Part, The Burmah Oil Company 
of the second part and Assam Oil Company of the third part (here-
inafter called "the Promotion Agreement") the Government of 
India undertook to procure from the Government of Assam within 
the period as therein stated or such longer period as might be agreed 
between the parties thereto the issue to Oil India if then incorporated 
otherwise to Assam Oil Company of the prospecting licences and 
mining leases more fully described or referred to in the Promotion 
Agreement upon the terms and conditions as therein contained or 
specified and Assam Oil Company undertook to pro!Dote and to· 
have Oil India incorporated and registered in Assam as a Private 
Company limited by shares under the Indian Companies Act, 1956-
inter alia with the object of obtaining and working mining leases. 
for petroleum over the areas specified in the Promotion Agreement 
and for exploration and production of petroleum and crude oil 
(including natural gas) and for arranging for a pipeline or other-
related facilities as Oil India might consider necessary for the trans-



117 

port of the crude oil from the said areas, such promotion, incorpora-
tion and registration being upon the terms and conditions contained 
in the Promotion Agreement. 

2. By a Supplemental Agreement dated the 16th day of February 1959-
and made between the Government of India of the first part, The 
Burmah Oil Company of the second part and Assam on Company 
of the third part, the Promotion Agreement was varied and/or 
modified to the extent and in the manner as therein provided. 

3. Oil India was incorporated on the 18th day of February, 1959. 

NOW IT IS HEREBY AGREED AND DECLARED by and between 
the parties hereto as follows :-

The Promotion Agreement as varied or modified by the said Supplemental 
Agreement is hereby adopted by Oil India and shall operate in the same 
manner and take effect in all respects as if Oil India had been in existence 
at the date thereof and had been a party thereto. 

In witness whereof K. K. Sahni, Joint Secretary to the Government of 
India in the Ministry of Steel, Mines & Fuel, Department of Mines & Fuel, 
for and on behalf of the President of India has hereunto set his hand and 
The Burmah Oil Company Limited by its duly constituted attorney WILLIAM 
PATRICK GAWAIN MACLACHLAN (as witnessed by the power of 
attorney produced by him) and Assam Oil Company Limited by its duly 
constituted attorney WILLIAM PATRICK GAWAIN MACLACHLAN 
(as witnessed by the power of attorney produced by him) have executed these 
presents and Oil India Private Limited has hereunto affixed its . common 
Seal the day and year first above written. 

Signed by the said K. K. Sahni for and 
on behalf of the President of India in Sd/- K. K. Sahni 
the presence of:-
Sd/- K. D. N. Singh 

Signed by The Burmah Oil Company 
Limited by the said William Patrick Sd/- W. P. G. Mac1achlan 
Gawain Maclachlan its duly constitut-
ed attorney in the presence of :-
Sd/a K. B. Kanuga 

Signed by Assam Oil Company Limited 
by the said William Patrick Gawain Sd/. W. P. G. Maclachlan 
Maclachlan its duly constituted attor-
ney in the presence of :-

Sd/- K. B. Kanuga 
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The common Seal of Oil India Private 
Limited was hereunto affixed in the SEAL 
presence of :-

'Sd/- W. P. G. Maclachlan and of 
Sd/- K. B. Kanuga and of 
Sel/- G. N. S. Robertson 

Directors of the Company. 
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APPENDIX II 

. THIS AGREEMENT ismade the 27th day of July 1961 BETWEEN THE 
PRESIDENT OF INDIA (hereinafter called "the Government of India" 
which expression shall unless excluded by or repugnant to the context 
be deemed to include his successors) of the first part THE BURMAH OIL 
COMPANY LIMITED a company incorporated under the United Kingdom' 
.companies Act and having its Registered Office at 175 West George Street 
·Glasgow C.2. (hereinafter called "The Burmah Oil Company" which express-
ion shall unless excluded by or repugnant to the context be deemed to include 
its successors and assigns) of the second part ASSAM OIL COMPANY 
LIMITED a company incorporated under the United Kingdom Companies 
Act and having its Registered Office at Britannic House Finsbury Circus 
London E.C. 2 and also carrying on business at Digboi in the State of Assam 

· and elsewhere in India (hereinafter called "Assam Oil Company" which 
· expression shall unless excluded by or repugnant to the context be deemed 
to include its successors and assigns) of the third part AND OIL INDIA 
LIMITED a company incorporated under the Companies Act 1956 and 
having its Registered Office at Digboi in the State of Assam India (herein-

• after called "Oil India" which expression shall unless excluded by or repug-
nant to the context be deemed to include its successors and assigns) of the 
fourth part. 

-WHEREAS:-

.(1) This Agreement is SUPPLEMENTAL to : 
(a) an Agreement dated the 14th January 1958 made between the same 

parties as are parties hereto of the first second and third parts 
(hereinafter referred to as "the Promotion Agreement");· 

(b) an Agreement dated the 16th February 1959 made between the 
parties as are parties hereto of the first second and third parts 
(hereinafter referred to as "the Supplemental Agreement"); and 

(c) an Agreement dated the 14th March 1959 made between the same 
parties as are parties hereto (hereinafter referred to as "the Adopt-
ing Agreement") whereby Oil India adopted the Promotion Agree-
ment as modified by the Supplemental Agreement. 

,{2) On the 18th February 1959 in accordance with the Promotion 
Agreement as modified by the Supplemental Agreement a company called Oil 
India Private Limited (being the same company as is herein called "Oil India") 
was incorporated in Assam as a private company under the Companies 
Act 1956 with an authorised capital ofRs. 50,00,00,000 divided into 5,00,000 

. shares of Rs. 1,000 each of which at the date of these presents 2,40,000 
121 
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equity shares of Rs. 1,000 each have been issued as fully paid up as to 
1,60,000 shares to The Burmah Oil Company or its nominee or nominees; 
and as to 80,000 shares to the Government of India or its nominee or 
nominees. 

(3) On the 28th March 1961 by virtue of Section 43A of the Companies 
Act 1956 Oil India became a public company and thereupon ceased to use 
the word "Private" in its name. 

(4) On the 31st May 1961 Heads of Agreement were signed on behalf 
of the Government of India and The Burmah Oil Company embodying 
the terms of their proposed collaboration in Oil exploration production 
and transportation involving a modification in part of the terms of the 
Promotion Agreement as previously modified by the Supplemental Agreement 
and it was provided in the said Heads of Agreement that its terms would 
later be embodied in a formal Agreement namely these presents. 

(5) Assam Oil Company being the party of the third part to the Promotion 
Agreement the Supplemental Agreement and the Adopting Agreement 
and having approved the terms of the said Heads of Agreement has agreed 
to join as a party to this Agreement. 

(6) Oil India having adopted the Promotion Agreement and the Supple-
mental Agreement as aforesaid thereby becoming a party thereto and having 
approved the terms of the said Heads of Agreement has agreed to join as 
a party to this Agreement. 

NOW IT IS HEREBY AGREED by and between the parties hereto 
as follows: 

GENEllAL 

1. - Wherever the terms of this Agreement are inconsistent with or vary 
modify or amend any of the terms of the Promotion Agreement as pre-
viously modified by the Supplemental Agreement the terms of this Agreement 
shall prevail but without prejudice to the generality of the foregoing Clauses 
8, 10, 11 and 13 of the Promotion Agreement are hereby abrogate-d and 
superseded but subject as aforesaid the terms of the Promotion Agreement 
as modifi. ~d by the Supplemental Agreement shall remain in full force and 
effect and binding on the parties hereto. 

DEFINl110NS 

2. In this Agreement the following expressions have the following mean-
ings that is to say :-

(i) "The Government of India" in relation to its shareholding in 
Oil India includes its nominee or nominees. 
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(ii) "The Burmah Oil Company" in relation to its shareholding in 
Oil India includes its nominee or nominees. 

(iii) "The Indian Income-Tax Act 1922" or any specified Section 
thereof includes any re-enactment or statutory modification thereof in force 
from time to time. 

(iv) "Oil India's existing areas'l means the areas referred to in Recitals 
{2) and (3) of the Promotion Agreement. 

(v) "Ton" unless otherwise specifically qualified herein means a long 
ton of 2240 Ibs. 

(vi) "Posted F.O.B. Middle East price of equivalent quality crude 
·oil" means the price quoted in Petroleum Press Service quotation relating 
10 Arabian crude oil ex Ras Tanura for a gravity of 340 -34.90 A.P.I. adjusted 
to 33.670 A.P.I. which at the date of these presents is Rs. 63 ·37 per ton. 

EQUITY SHARE RA110 

3. The Government of India's holding of equity shares in Oil India 
will be increased and the holding of The Burmah Oil Company reduced 
within the period and in the manner hereinafter provided so as to secure 
that the Government of India and The Burmah Oil Company each holds 
:fifty percent of the total issued equity share capital of Oil India. 

CAPITALllIA110N 

4.(A) In order to equalise the equity shareholdings in Oil India of the 
GDvernment of India and The Burmah Oil Company and to meet the 
present estimated requirements of Oil India of an issued equity share capital 
of Rs. 28,00,00,000 the parties hereto will procure that within two .months 
from the date hereof: 

(a) Oil India will issue 40,000 additional equity shares of Rs. 1000] 
each to the Government of India for payment in cash at par; 

(b) The Burmah Oil Company will sell and transfer to the Government 
of India 20,000 equity shares of Rs. 1000 each in the capital} 
of Oil India for cash at par. 

(B) It is hereby agreed that the Gov~rnment of India wilJ permit The 
Burmah Oil Company to repatriate to the United Kingdom the proceeds 
of sale of such shares but the actual ways and means of repatriation shall 
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be as agreed hereafter between the Government of India and The Burmah 
Oil Company. 

(C) The Burmah Oil Company has incurred or will incur expenditure 
on imports covered by licences to the value of approximately Rs.! 2,38,00,000 
(of which licences for approximately Rs. 1,38,00,000 have been issued 
and a licence for approximately Rs. 1,00,00,000 for crude conditioning 
plant has been applied for) which licences are endorsed to the effect that 
payment thereunder will rank as a part of The Burmah Oil Company's 
subscription for shares in Oil India. Since however the Government of 
India prefers that the issued share capital of Oil India should not be increased 
for the time being above Rs. 28,00,00,000 it is therefore agreed lhat the 
Government of India will provide the rcquired foreign exchange by the 
issue of fresh licences of equivalent value with exchange control· copies 
entitling Oil India or Assam Oil Company (as the case may be) to remit 
the amount . payable thereunder to The Burmah Oil Company or 
the suppliers {as the case may be) and will cancel the former licences endorsed 
as aforesaid. 

(0) If in the opinion of the Board of Directors of Oil India any additional 
capital facilities are required by that Company other than .the pipeline 
facilities from Nahorkatiya to Barauni at present under construdion.sudi 
additional facilities will be. met so far as possible out of funds set . asiM 
as depreciation or development rebate but insofar as such funds are .in the 
opinion of the Board of Directors of Oil India insufficient the additional 
capital facilities will be contributed as to fifty percent thereof by the Govern-
ment of India and fifty percent thereof by The Burmah Oil Company unless 
otherwise mutually agreed between them. 

EXPLORATION LICENCES 

5. Oil India will apply for and on application will be granted by the 
appropriate authority petroleum exploration licences' covering the area of 
approximately 1886 square miles shown on the map* attached hereto 
(herein!lfter referred to as "Area A") such licences to be for the term of 
six years and subject to the conditions that Oil India will surrender seventy_ 
five percent of area A (but reduced by any area or areas in respect. of which 
a petroleum mining lease or ~ining leases shall have been applied for by 
Oil India as hereinafter provided) within:follf years from the commencement 
of the term of the last licence issued and the remaining twenty-five percent 
of Area A (less any area or areas in respect of which a petroleum mining 

·Not reproduced here. 
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lease or mining leases shall have been applied for by Oil India as hereinafter 
provided) within six years from the commencement of the term of the last 
licence issued. 

MINING. LEASFS 

6. If in the opinion of the Government of India and the Burmah Oil 
C-Ompany oil or gas has been discovered in commercial quantities in any 
part or parts of Area A then Oil India will apply for and on application will be 
granted by the appropriate authority a pellroleum mining lease or mining 
leases over such part or parts of Area A not exceeding in total four 
hundred square miles which will be' in addition to Oil India's existing 
areas and Oil India shall be entitled to apply for further petroleum mining 
leases covering additional acreages within Area A if considered necessary 
by Oil India all such leases to be for an initial term of twenty years with 
an option of renewal on the part of Oil India for a further· twent:y years 
on terms in accordance with the rules in force at the time of renewal 
PROVIDED AL WAYS that if either the· Government of India or The 
Burmah Oil Company does not agree with the other that oil or gas has 'been 
discovered in commercial quantities in any part or parts of Area A or that 
Oil India should apply for the renewal of any mining lease then Oil India 
will not apply for a petroleum mining lease or for the renewal of such 
mining lease (as the case may be) over such part or parts of Area Ain 
respect of which the' difference of opinion exists and will. abandon the 
same' and the party believing that oil or gas has been discovered in com-
mercial quantities therein or that Oil India should apply for the renewal 
of such mining lease (as the case may be) will be entitled to apply for and will 
on application be granted by the appropriate authority a petroleum mining 
lease or leases or a renewal of such mining lease (as the case may be) in.,res-
pect thereof in. terms identical to those which would have governed such lease 
or . leases or the renewal of such lease (as the case may be) if granted 
to Oil India PROVIDED FURTHER that in the event that Oil India does 
notj apply for the grant or reoeIWal of any mining lease as hereinbefore 
provided Oil India will deliver up the land covered by such lease or con-
templated lease and all wells 011 that land in good order and condition 
to the intending or new lessee as the case may be free of cost and such 
intending or new lessee will have the option to purchase at their written 
down value for tax purposes all stores equipment tools machinery and 
buildings and such other property of Oil India situated on the land at the 
date on which the intending lessee applies for a mining lease or at the 
date of the expiration of the original term of the lease as such intending 
or new lessee (as the case may be) may require. 

DISPOSAL OF CRQDE OIL 

7. All crude oil produced by Oil India excluding Assam Oil Company's 
entitlement in respect of Oil India's existing areas under Ctause 20 of the 
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Promotion Agreement will (subject as hereinafter provided) be sold to 
and purchased by the Government of India PROVIDED that after meeting 
as a first call on such oil the joint annual requirements up to 21 million 
tons of Indian Refineries Limited's Barauni and Nunmati Refineries A~.sam 
Oil Ccmpany's Digboi Refinery shall have the next call thereon up to a 
maximum of 435,COO tons per annum to the extent that it cannot be econo-
mically met from Assam Oil Company's leased areas. 

DOC'S EXISTING INVESTMENTS 

8. It is understood and agreed in principle that the right to purchase all 
Oil India's available crude oil production will not be exercised by the Govern-
ment of India in such a way as to prejudice the economic use of the existing 
investments of The Burrnah Oil Company in refining and marketing faci-
lities in India. 

PRICE FOR SUPPLIES TO REFINERIES OF AOC AND GOVERNMENT 

'9.{A)(i) Subject to the provisions of sub-clause (C) of this Clause and on 
the basis (a) that the paid up capital of Oil India does not exceed Rs. 
28,00,00,000 and (b) that the posted F. O. B. Middle East price of equi-
valent quality crude oil is in the range of Rs. 57-Rs. 63 per ton the price 
per ton at which crude oil from Area A and Oil India's existing areas will 
be sold and delivered to Indian Refineries Limited's Barauni and Nunmati 
Rtfineries and Assam Oil Company's Digboi Refinery will be the posted 
F. O. B. Middle East price of equivalent quality crude oil plus ocean freight 
las per Average Freight Rate Assessment (AFRA) award for a general tanker] 
insurance (comprehensive insurance covering all risks against which ship-
ments of crude oil are generally insured) and ocean loss (at average rate) 
from Ras Tanura to Calcutta less such a discount on posted F. O. B. Middle 
East price of equivalent quality crude oil as will secure a return to the 
-shareholders of Oil India of 10·8 perceni on paid up capital after payment 
of all taxes (including taxes payable on dividends) calculated in accordance 
with the Formula set out in sub-clause (B) of this Clause. 

(ii) If the posted F. O. B. Middle East price of equivalent quality 
.crude oil is in excess of Rs. 63 per ton the sale price per ton of such crude 
oil will be an amount equal to the price calculated in accordance with sub-
dause (A)(i) of this Clause on the basis of a posted F. O. B. Middle Ea'it 
price of equivalent quality crude oil of Rs. 63 per ton plus an amount 
equal to the excess of the actual posted F. O. B. Middle East price per 
ton of equivalent quantity crude oil over Rs. 63. 

(iii) If the posted F. O. B. Middle East price of equivalent quality 
crude oil is below Rs. 57 per ton the sale price per ton of such crude oil 
will be an amount equal to the price calculated in accordance with sub-
dause (A)(i) of this Clause on the basis of a posted F. O. B. Middle East 
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price of equivalent quality crude oil of Rs. 57/- per ton reduced by an 
amount equal to the difference between the actual posted F. O. B. Middle 
East price per ton of equivalent quality crude oil and Rs. 57/-. 

(iv) on any increase in the paid up share capital of Oil India in excess 
of Rs. 28,00,00,000/- the discount referred to in the preceding paragraphs 
of this sub-clause will be varied in accordance with the Formula set out 
in sub-clause (B) of this Clause which for purposes of calculation of dis-
count only assumes certain constant factors and a return to the shareholders 
of Oil India based thereon of Rs. 10·8 per cent after payment of all taxes 
(including taxes payable on dividends) on the paid up share capital. 

(B) FORMULA 

C X paid up capital 

3,000,00 

=A-B+18·4+0·31-48 

where : 
(i) A is the posted F.O.B. Middle East price in 

rupees per ton of equivalent quality crude Oil 

and 

(ii) B is the actual discount in rupees per ton on 
the posted F. O. B. Middle East price of 
equivalent quality crude oil in (i) above 

and 

(iii) C is a factor which when applied to the paid 
up capital of Oil India will yield to the share-
holders of Oil India a return of lO' 8 % after 
the payment of all taxes (including taxes 
payable on dividends). 

The figures 18·4, 0.31 and 48 are assumed cons-
tant factors (expressed in Rupees per ton) 
which represent: 

(a) 18'4=ocean freight and insurance from Ras 
Tanura to Calcutta as at the date of this 
Agreement. 

(b) 0'31 =ocean loss from Ras Tanura to Cal-
cutta as at the date of this Agreement. 

(c) 48=the assumed costs of finding, production 
and transport. 



128 

(C)(a) Notwithstanding sub-clause (A) of this Cla1ise it is understood and 
agreed that Oil India should be in a position from the profits of each calendar 
year from 1962 and onward to pay a dividend to yield a return to its share-
holders after payment of all taxes including taxes payable on dividends 
(currently 20 percent for dividends payable by Oil India) of not less than 
9 percent and not more than 13 percent per annum on its share capital 
paid up as at the last date of the year. 

(b) Should therefore the posted F.O.B. Middle East price of equivalent 
quality crude oil plus freight insurance and ocean loss up to Calcutta less the 
discount referred to in sub-clause (A) of this Clause be such that the income 
of Oil India in any year from 1962 onwards (after deducting all costs out-
goings and taxes in accordance with the formula set out in the Schedule 
hereto) is insufficient to enable such a dividend from the profits of Oil India 
for such a year to be paid then the price to be paid by purchasers of crude oil 
during such year will be increased pro rata by retrospective adjustment so 
as to permit the payment of such minimum dividend and conversely if on 
the basis aforesaid the income of Oil India (after making such deductions 
as aforesaid) gives a dividend of more than 13 percent then a retrospective 
discount will be allowed pro rata to purchasers of crude oil during that year 
of such an amount as will permit the payment of such maximum dividend. 

(D) Any other levies on sales e.g. sales tax will be added to the price 
to purchasers. 

SUPPLIES OF PRODUCTS TO DOC 

10. (a) It being recognised that The Burmah Oil Company and/or its 
subsidiaries and/or its associated companies in India (hereinafter together 
referred to as "The Burmah Oil Company group") may require supplies 
of products to fill the need of their marketing interests in India in addition 
to their share of the production of Burmah-Shell Refineries Limited and 
Assam Oil Company it is therefore agreed that The Burmah Oil Company 
group will be entitled to purchase supplies up to 500,000 tons per annum from 
Indian Refineries Limited's Barauni and Nunmati Refineries at a rate of dis-
CQunt on the landed Calcutta cost of imPQrted products commensurate with 
that for the time being allowed to Indian Refineries Limited on supplies of 
crude oil from Oil India but notwithstanding the foregoing the net price per 
tOll of such supplies shall be neither more no less than that for the time be-
ing charged by the Barauni and Nunmati· Refineries to Indian Oil Company 
Limited nor more than that charged to any other purchaser PROVIDED 
ALWAYS that if any supplies are sold to any other purchaser at a price less 
than the price at which similar supplies are sold by the Baraum Refinery or 
the Nunmati Refinery to Indian Oil Company Limited then the price of 
similar supplies to The Burmah Oil Company group shall be reduced to such 
lesser figure to the extent of the quantity actually supplied to such other pur-
chaser. 
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(b) The entitlement of 500,000 tons to· The Burmah oil Company 
group referred to in sub-clause (a) of this Clause will rank pari passu with 
supplies by the Barauni and/or Nunmati Refineries to Indian Oil Company 
Limited. and such entitlement of The Burmah Oil Company group will be 
drawn from the Barauni and Nunmati Refineries in proportion to their 
respective throughput but in the event of such joint throughput being less 
than 2i million tons per annum the entitlement of The Burmah Oil Company 
group shall be in the proportion 500,000 : 2,750,000 of actual joint. 
throughput. 

AOC'S MARKETS 

11. (a) In view of the fact that Indian Refineries Limited's Nunmati 
Refineries is situated within the marketing area of Assam Oil Company 
it is agreed that for purposes of distribution and marketing Assam Oil Com-
pany and Indian Oil Company Limited shall be treated as if they were under 
one and the same ownership and that cross-haulages will be avoided. 

(b) The Government of India will use its good offices to reduce to the 
extent practicable the burden on Assam Oil Company of unrecovered 
freights. 

TAXATION 

12. Oil India will pay taxes in accordance with the laws for the time 
being in force PROVIDED however and it is here by agreed that : 

(i) All Oil India's post-incorporation exploration/prospecting/ 
drilling expenditure whether abortive or not incurred prior 
to the effective date of the grant of each and every miriing 
lease in respect of Oil India's existing areas and Area A 
whether before or after the date of these presents if incurred 
before the 31st December 1962 will be allowed as a deduction 
for tax purposes over a period of 15(fifteen) years, commen-
cing from the assessment year 1963/64 but if incurred after the 
31st December 1962 will be allowed over a period of 15 years 
commencing from the year in which it is incUrt;'ed PROVIDED 
ALWAYS that in the case of buildings plant and machinery 
only the . usual depreciation/development rebate as provided 
under the Indian Income Tax Act, 1922, will be allewed each 
year. 

i(ii) All expenditure on exploration/prospecting/drilling which is 
incurred by Oil India subsequent to the effective date of the 
grant of any mining leases in respect of areas in Area A and 
Oil India's existing areas will be allowed as a deduction for 
.tax purposes in the year in which the expenditure is incurred. 
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(iii) For the purpose of computing the profit or gains of the business 
carried on by Oil India for the purposes of taxation there shall' 
be made a further allowance in addition to the allowances above 
specified of Rs. 61,00,000 per annum in respect of the assessment 
year 1963-64 (accounting year 1962 which for the purpose of this, 
Clause 12 shall be deemed to be the year in which commercial 
production has begun) and for each of the next 14 (fourteen)' 
succeeding assessment years. Provided however that where full 
effect cannot be given to any such allowance in any year ow-
ing to there being no profits or gains chargeable for that year or 
owing to the profits or gains chargeable being less than the allow-
ance, then and in such an event, the allowance or part of the 
allowance to which effect has not been given as the case may be, 
shall be added to the amount of the allowance for the following 
year and deemed to be part of that allowance and so on for 
succeeding years. 

(iv) On expenditure incurred on buildings plant and machinery 
prior to incorporation of Oil India and taken over by Oil 
India usual depreciation/development rebate will be allowed 
each year as provided under the Indian Income Tax Act 1922. 

(v) In consideration of the above, Oil India will forego the benefit of 
the exemptions to which it would be entitled under Section 
l5-C of the Indian Income Tax Act provided however such 
action on the part of Oil India shall not deprive The Burmah 
Oil Company as one of the shareholders of Oil India of the 
benefits under the proNisions of Section 56-A of the ~ajd Act 
as amended from time to time. 

(vi) The manner in which the provisions of mb-clau~es (i) to (v) or 
this Clause will be implemented will be worked out by the Gov-
ernment of India. 

ROYALTY 

13. For the purpose of calculating the royalty on any crude oil or-
gas produced from Area A and Oil India's existing areas the "wellhead 
value" shall be the actual price received for such oil or gas worked back 
to well-head by deduction of transportation and other costs (including interest 
on loans used for creating transport facilities) from point of sale to well-
head. 

DIS'tlUBUTIQN OF PRCJFI'IS 

14. (a) The profits of Oil India available for distribution as shown in' 
its audited accounts will ,be distributed annually by way of dividend to 
jts shareholders unless otherwise mutually agreed by the Government of" 
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India and The Burmah Oil Company and such profits available for distri--
bution will be calculated by deducting from the gross income all expendilure 
including costs and taxes in accordance with the formula set out in the Sche-
dule hereto. 

(b) Any reserves to be created by Oil India other than such as may be 
required by law and except sums required to be retained in the Devtlcp-· 
ment Rebate Reserve shall be as may be agreed upon between the Government 
of India and The Burmah Oil Company from time to time. 

FOREIGN EXCHANGE/RUPEE FINANCB 

15. (a) Subject to the consent of the United Kingdom Exchange Ccntrol' 
authorities The Burmah Oil Company undertakes to provide the foreign 
exchange required by Oil India for exploration/prospecting purposes and 
for any ex~nsion of capital facilities or major development projects in-· 
eluding production and transpo11ation which may be decided upon l:y Oil 
India as a result of such exploration/prospecting. It is hereby agreoo tbat 
the provision of foreign exchange for any such purpose will be made at the 
'Option of The Burmah Oil Company either by the issue of equity shares 
by Oil India or by sterling loans PROVIDED ALWAYS that no increase 
in the share capital of Oil India can be made without the agreement of the 
1 wo present shareholders namely the Government of India and the The 
Burmah Oil Company. 

(b) Subject as aforesaid however the requirements of Oil India of 
foreign exchange will normally be met by the issue of licences on the basis 
of the import policy of the Government of India in force from time to time. 

(c) The share sUbscription of the Government of India to Oil India will' 
be paid in rupees and if additional rupee funds are required to be raised by 
Oil India the Government of India undertakes to obtain the same for Oil 
India. 

MANAGEMENT 

16. (a) The Board of Directors of Oil India wi1l consist of either six 
or eight Directors including the Chairman. 

(b) The Chairman of the Board of Directors of Oil India who will nor 
haVe a Casting Vote will hold cffice for one year and will be nominated in 
alternate years by the Government of India and the Burmah Oil Company. 

(c) A Managing Director of Oil India will be appointed who will be 
selected by the Government of India and The Burmah Oil Company in' 
consultation together from a panel to be submitted by The Burmah Oil 
Company to Oil India. A Financial Director of Oil India will be appointed 
who will be selected by th~ Government of India and The Burmah Oil. 
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Company in consultation together from a panel to be submitted by the 
Government of India to Oil India. The remuneration and terms of service 
of the Managing Director and the Financial Director will be Sf.ttled bet-
ween the Government of India and The Burmah Oil Company. 

(d) The Managing Director will be responsible for the managemmt of 
Oil India to its Board of Directors. 

(e) All executive instructions to the staff of Oil India will be :swed by 
·or in the name of the Managing Director. 

(0 The functions responsibilities and powers of the Managing D;rtctor 
and of the Financial Director shall be as may be prescribed by the BO~lId of 
Directors from time to time. 

(g) Neither the Managing Director nor the Financial Director ~'hall be 
eligible for the office of the Chairman of the Board of Director5. 

(h) The foregoing provisions insofar as they relate to the ~ppoinlment 
of the Managing Director and the. Financial Director shall be subject to 
review by the Government of India and The Burmah Oil Company <1t the' 
end of five years from the date of the respective appointment of the first 
Managing Director and Financial Director appointtd after the date of these 
presents. 

INDIA,N P~NFJL 

17. Oil India will afford the maximum possible employment arid train-
ing facilities for Indian personnel and The Burmah Oil Company win train 
Indians abroad in all fields of the petroleum industry at the expense orOil 
India. 

PROSPECTING PROGRAMME 

18. The Burmah Oil Company will submit to Oil India an immediate 
programme costing approximately Rs. 2,00,00,000 covering two Y£ars 
prospecting in Area. A involving a minimum of six party months of seismic 
survey and six test wells. It is estimated that the first well could commence 
driUingwithin six months from the date when the petroleum exploration 
,licences referred to in Clause S hereof are granted to Oil India. 

FURTHER INSTRUMENTS 

19. -Each of the parties hereto will execute or procure the execution 
. of such additional instruments and do or procure to be done any and all 
additional acts deeds and things that may be necessary to carry out the pur-
pose of this Agreement. 
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MA.R1ilNPa. H.EA:r>lN(JS 
20. The marginal headings appearing herein are for purposes of reference 

,only and shall have no effect on the meaning or substance of any Clause 
-of this Agreement. 

IN WITNESS whereof the parties hereto have executed these pre~ents 
,ihe day and year first before written. 

THE SCHEDULE above referred to: 

Formula for the purpose of Clauses 9 and 14 of 
this Agreement. 

Elements of the Formula 

1. Gross Income of OJ) India from all sources (after any adjustments 
reflaired on selling prices to Barauni, Nunmati and Digboi RdiDeries 
as provided in Clause 9 of t,bis Agreement). 

2. (a) All expenditure of a revenue nature incurred by Oil India whether 
directly or indirectly, and in particular 

(I) (i) Fields and operating expenditure inclusive of geological! 
geophysical. drilling, royalty, production and any other 
relevant charges. 

(ii) Exploration/prospecting expenditure inclusive of geolcgical! 
geophysical. drilling etc., other than that amortised under 
Clause 2 (a) (5) of this Schedule. 

'(2) All pipe-line operating expenditurt'. 
(3) Administration and other overhead expenditure. 
(4) Depreciation on capital assets. 
(5) Amortisation of expenditure on fields, exploration/prospecting, 

and pipeline from the date of incorporation of Oil India 
including pre-incorporation expenditure taken over by Oil 
India from Assam Oil Company, where such expenditure has 
been capitalised and has not been subjected to depreciation as 
in Clause 2 (a) (4) of this Schedule. 

,(6) Duties or otherlevies and taxes (not covered in Clause 2(c) of this 
Schedule) actually paid to the Indian Central Government 
or any State Government or any municipal or other authority. 

(7) Deferred revenue expenditure including prc-;ncorporationexpen-
diture, brokerage and commission for raising loans if not 
otherwise charged under Clause 2(a)(1)--(6) of this Schedule. 

(8) Provision for qad and doubtful debts. 
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(9) Expenditure of revenue nature ansmg out of unforeseen cir-
cumstances (e.g. earthquake), jf not otherwise covered under 
ClaUse 2(a)(7) of this Schedule. 

(b) Loan Interest 

Cost of interest payable on loans. debentures or olher borrowings. 
(c) Taxes on Income or Capital 

Liability of Oil India for taxes on income or capital as provided 
in lhe audited accounts of that year. 

3. Balances available for Dividend. 
This will be obrained by deducting from the amount described in Clause 
1 of this Schedule the amounts described in Clauses 2(a), 2(b) and 2 (c) 
of this Schedule and debiting or,as.the case may be, crediting the balance 
with the Profit and Loss Account entries envisaged by the Indian Inceme-
Tax Act 1922 or any re-enactment or statutory modification therecf for 
the time being in force in order to entitle Oil India and its shareholders 
to the benefits of development rebate. 

Quantum of Elements. 
It is agreed that whereas the annual quantum of elements specified in 

Clauses 2(a), 2(a)(I), 2(a)(2), 2(a)(3), 2(a)(6), 2(a)(8), 2(a)(9} 
and 2 (b) of this Schedule will be the actual audited charges for each year 
based on factual expenditure and liabilily, the calculation of annual charges 
in Profit and Loss Accounts for the elements speci,fied in Clauses 2(a)(4), 
2(a)(5), 2(a)(7) and 2(c) of this Schedule will be as follows:-

2(a)(4) The rates as granted for taxation purposes will be applied to-
all assets, except those representing the cost of the main pipe.-
line itself, for which a "straight line" method shall be adopted' 
at a rate of S.ra per annum on original cost. 

2(a)(5) The rates and methods of amorti,ation shall be as provided 
by Clause 12 of this Agret:;ment for taxation purposes, from 
the year in which 1 m.t.p.a. (one million tons per annum)' 
is first produced; prior to that the method and rate will be. 
on the basis of percentage of actual offtake to annual poten·· 
tial of 1,000,000 tons; unless in the opinion of the Board: 
of Directors of Oil India it becomes desirable in the future 
to adopt a method of recovering the expenditure involved' 
more appropriate to full production from the field. The capi.-
talised loan interest will be written off over the remaining period 
of the respective loans. 

2(a)(7) Deferred revenue expenditure will be charged in the accounts 
in instalments; such instalments will depend on the period' 
during which the benefit of the expenditure may be-
reasonably expected to be obtained .. 
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2(e) The provision for liability to taxes in each year shall be the 
best estimate after taking into account the provisions of Clause 
12 of this Agreement as agreed with Oil India's auditors to 
be levied on the profits of the year and/or the capital of Oil India, 
together with adjustment for over-or under-estimations in 
previous years' accounts. 

"SIGNED by M. M. Kohli 
Deputy Secretary, Ministry of Steel, 
Mines & Fuel, Government of India for 
.and on behalf of the President of India 
in the presence of: 

{Sd.)D. D. Gupta 
Deputy Secretary to the Government of India, 
Ministry of Steel, Mines & Fuel, 
New Delhi. 

SIGNED by The Burmah Oil Company 
Limited by its duly constituted attorney 
M. J. Condon in the presence of : 

(Sd.) S. H. Utamsingh, 
Accoumant, Assam Oil Co. Ltd., 
New Delhi-I. 

SIGNED by Assam Oil Company Limited 
by its duly constituted attorney 
M. J. Condon in the presence of: 

'(Sd.) S. H. Utamsingh 
Accountant, Assam Oil Co. Ltd., 
New Delhi-I. 

SIGNED by W. B. Metre 
for and on behalf of Oil India Limited 
being a Director thereof and duly 
authorised in this regard by 
Resolution of the Board of Directors 
.of Oil India Limited in the presence 
.of : 

(Sd.) A. A. Waheed 
Public Relations Officer, Assam Oil 
Co. Ltd., 
New Delhi-I. 

(Sd.) M. M. Kohli 

(Sd.) M. J. Condon 

(Sd.) M. J. Condon 

(Sd.) W. B. Metre 
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APPENDIX VI 

(Vide para 4.30) 

Reports and refums submitted by Oil India Limited to the Ministry of 
Petroleum & Chemicals. 

The following reports and returns are submitted by_Oil India Limited to 
the Ministry of Petroleum and Chemicals :-

I. Operations Report in Oil India 
Limited areas (under Petroleum 
& Natural Gas Rules, 1959) 

2. Oilfield Statistics (under Petroleum 
& Natural Gas Rules 1959) 

3. Drilling Progress in Oil India 
Limited areas (under Petroleum 
and Natural Gas Rules 1959) 

4. Monthly Progress Report on drilling 
and production (under Petroleum & 
Natural Gas Rules 1959) 

5. Statement showing utilisation of 
Sterling Loan. 

6. Statement of foreign exchange 
commitment outstanding-Quarterly. 

7. Oil India Limited Annual Report 
8. Staff position (Senior Executives) 

showing Indian/Non-Indian employees 

141-142 

Monthly 

Monthly 

Monthly 

Monthly 

Monthly 

Quarterly 
Yearly 

Yearly 



Serial 
No. 

APPENDIX VB 

Statement showing summary of Recommendations/Conclusions 

Reference 
to para No. 

in the Report 
Summary of Recommendations/Conclusions 

1 ·18 The Committee note that Government secured equity 
participation of 33-1/3 % in Oil India in 1958 which was sub-
sequently increased to 50 % in 1961 at the time of granting 
Petroleum Exploration Licences over an additional area of 
1886 sq. miles to that Company. The Committee consider 
that in terms of Industrial Policy Resolutions of 1948 and 
1956, Government should have insisted upon securing 
majority participation with private enterprise in Oil India 
i.e. 51 % instead of the existing 50 % share as 'Mineral 
Oil' are included in Schedule 'A' industries in the Industrial' 
Policy Resolution, 1956. 

2 1· 19 In the opinion of the Committee, a geophysical licence 
held by the Assam Oil Company in pre-independence 
days did not automatically entitle them to a prospecting 
licence. After the attainment of Independence such licens-
ing or change in type of license was subject to the provisions 
of the Industrial Policy Resolutions 1948 and 1956, which 
enjoined majority participation by Government or other 
measures so that Government had the requisite powers to 
guide the policy and control the operations of undertaking~ 
in such ventures. The Committee are unable to find any 
justification for the grant of exploratory licence over an 
additional area of 1886 sq. miles in Assam and NEFA--
which is stated to be a promising area-to Oil India Ltd. 
in 1961 merely on the ground that it secured 50 % parti-
cipation in the Company. This is all the more regrettable as 
the Oil and Natural Gas Commission had been set up by 
then and had acquired sufficient know-how and experience 
in exploration and had even struck oil at Ankleshwar. The 
area in question should have been earmarked for explo-
ration by O.N.G.C. rather than given to Oil India Ltd. 
Further the oil produced in that area was meant to be used 
by the public sector refineries at Gauluti and Barauni. 
It was therefore only appropriate that production of this 
crude should have been in the public sector. If the coopera-

143 
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tion of private enterprise was still considered necessary 
it should have been on the basis of majority participation 
and control of the undertaking by Government as speci-
fically requi.red in the Industrial Policy Resolution, 1956. 
The Committee suggest that even now Government should 
examine the possibilities of securing majority participation 
in Oil India Ltd. 

3 2·8 The Committee note tha the letter of grant of mining 
lease over Naharkatiya was given in January, 1954 and 
those over Naharkatiya Extension, Hugrijan and Moran 
were given in January, 1961. Similarly the letters of grant 
of exploration 1icences over the Dum Duma and Ningru 
areas were given in January, 1963 and November, 1963 
respectively and in terms of clause 5 of the Second Supple-
mental Agreement will be valid for a term of six years i.e. 
till January 1969 and November, 1969. They note that 
these areas are still being operated under letters of grant 
of mining leas~s and exploration licences. The Co mmittce 
are concerned at the inordinate delay in the execution of 
formal mining lease deeds and petroleum exploration 
licences for these areas. They are not convinced by the 
reasons given for the delays in executing the formal deeds. 
It appears that serious efforts have not been made to resolve 
the difficulties in the way of finalisation of these deeds be-
cause the non-execution of the leases and licences is stated 
to have had no prejudicial effect on finance or otherwise. 
The Committee consider that there should not be a long 
time-lag in the giving of letters of grant and the execution 
of formal deeds. The Committee urge that Government 
should take effective measures to resolve the difficulties 
in the way of finalisation of these leases and licences and 
that the same should be executed without further delay. 

4 2·9 The Committee further note that there has also been 
delay in the giving of letters of grant of exploration licences 
for the Dum Duma and Ningru areas. Although the appli-
cation for these areas was made by the Oil India Ud. in 
September, 1961 the letters of grant were given in January 
and November, 1963 respectively. Since according to the 
Second Supplemental Agreement of July, 1961 the term of 
the exploration licences over these areas was fixed at the 
maximum of 6 years. the delay in the issue of letters of 
grant of licences has naturally affected the progress of 
exploration in these areas, , 
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j 2 ·10 The Committee also note that mining lease over Nahar-

7 

-katiya Extension Area has been given for 30 years while 
the same over Hugrijan and Moran has been given for 20 
years only. According to Rule 12 of the Petroleum and 
Natural Gas Rules, 1959, the term of a lease is ordinarily 
20 years. The Committee would like to be informed of 
the reasons of giving the mining lease over Naharkatiya for 
a period exceeding 20 years. . 

2·14 According to the Second Supplemental Agreement the 

2·23 
and 
2'24 

Oil India Ltd. should have surrendered by 16th January, 
1967, 968 sq. miles in the Dum Duma 
area and by 27th November, 1967,446 sq. miles in the 
Ningru area leaving a balance of 323 sq. miles in the Dum 
Duma area and 149 sq. miles in the Ningru area i.e. a total 
of only 472 sq. miles. Against this the area held by the 
Oil India Ltd. is still 761 sq. miles. It indicates that Govern-
ment has not been vigilant in getting the terms of the Second 
Supplemental Agreement implemented in this regard. 
Viewed against the slow progress in the work of exploration 
and prospecting in these areas by Oil India Ltd. and the 
need to establish large reserves of petroleum in the country, 
the Committee would like the Government to keep a close 
watch over the progress of exploration and prospecting 
by Oil India Ltd. in these areas and to have them relin-
quished in accordance with the agreement so that these 
"promising areas" could be explored by O.N.G.C. or 
other suitable organisations, to meet the country's needs. 

The Committee observe that even after seven years 
of the signing of the Second Supplemental Agreement and 
five years after the giving of letters of grant for prospe.c-
ting, no reserves of oil have been found in the Dum Duma 
and Ningru areas which were stated to be very "promising 
areas" and for which Burmah Oil Company was very 
anxious to take prospecting licences. The drilling of 8f 
wells in these areas during these years speaks for itself and 
is by no means a satisfactory achievement particularly for 
an experienced organisation like Oil India Ltd. It thus 
appears that the Oil India Ltd. have mainly concen-
trated their efforts in the proved areas for the production 
of crude. It leaves one with the impression that no serious 
efforts to explore oil in these new area~ have b~en m'lde. 
Clause 18 of the Second Supplemental Agreement (1951) 
gives the impression that at that time the prospxting p~o-
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gramme in this area was considered as urgent. The Burmah 
Oil Company was required under its terms to submit an 
immediate programme costing approximately Rs. 2 
crores covering 2 years for prospecting in these areas. But 
when it came to action, this immediate programme was 
delayed by about 2 years on account of the delay in gi ving 
the letters of grant for exploration licences. Even there-
after, the progress of exploration in these new areas has 
been very slow. Due to various factors only one rig was, 
deployed by Oil India Ltd. in these two areas. It may 
be that Oil India Ltd. is in no hurry to prove more reserves 
of oil in this area as they are already in a position to meet 
their commitment to supply 3 million tonnes of oil annually 
to the Gauhati, Barauni and Digboi refineries from 
their proved reserves. When a company is assured a 
guaranteed return of 9 to ] 3 per cent on their equity 
capital there is no incentive left to intensify exploration 
efforts immediately. 

The Committee consider that in order to reduce the wide 
gap between the demand and supply of crude in the country 
as well as the need to meet the additional requirements 
of the Barauni and Haldia refineries, it is imperative that 
oil potentiality of these areas is assessed urgently by acce--
lerating and intensifying the exploration programme. If 
Oil India Ltd. is unable to step up their exploration pro-
gramme on account of their various limitations, Government 
should seek the relinquishment of these areas so that the 
exploration work in these promising areas may be entrusted-
to the Oil and Natural Gas Commission. 

8 2· 30 The Committee are happy to note that targets for drill-
ing of wells in the mining lease areas, have been mostly 
achieved by Oil India Ltd. except for shortf~ll to the extent 
of 6% which is expected to be made good during the period 
1966-1970. 

9 2·34 The Committee commend the efforts of Oil India Ltd. 
in successfully adopting some of the drilling techniques 
especially the technique of deviation drilling of inaccessible 
locations and dual completion drilling with a view to pro-
ducing oil simultaneously from two separate oil horizons 
in the same well. They are also happy that the Company 
has taken effective measures to increase the operational 
time of rigs. 

~ 0 2·40 The Committee are glad that the Oil India Ltd. has 
been in a position to supply crude at the stipulated quantity 
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to the Gauhati and Barauni refineries. They regret that 
the shortfall in production has been due to the inability 
of these refineries to operate at their rated capacitie.<;. 

] 1 2 ·52 The Committee regret to note that on account of the 
teething troubles of the Gauhati R'!finery and the inordinate 
delay in the commissioning of the Barauni Refinery, the off-
take of crude from Oil India Ltd. was reduced considerably 
during the years 1962 to 1966 which resulted in the payment 
of heavy subsidies to the Oil India Limited. It is unfortu-
nate that the initial difficulties in the commissioning of the 
refineries which were new industries in the public sector, 
were not anticipated by Government at the time of entering 
into the Second Supplemental Agreement. The Commit-
tee are surprised that neither the Indian Refineries Limited 
which was responsible for the commissioning of the Barauni 
Refinery nor the Administrative Ministry concerned became 
liware of the delays of about 2 years in the commissioning 
of the first phase of the Barauni Refinery, in July. 1961 
when the Second Supplemental Agreement was entered 
into. Considering that practically all public sector projects 
have experienced delays in com111issioning and suffered 
from teething troubles, the optimism of the Government 
that the public sector refineries at Gauhati and Barauni 
would start functioning and achieve their rated capacity on 
schedule, was hardly justified. The Committee feel that 
th-is is no hindsight. It has been the general experience ot 
Government that delays occur in the setting up of public 
sector projects. Government could have been more care-
ful in assuming that the refineries would be commissioned 
in time and would be in a position to take supplies of crude 
at the stipulated rates. This aspect has assumed particular 
importance in this case as the delays in commissioning of 
the refineries have resulted in payment of heavy subsidies 
to the Oil India Limited, which could have been avoided. 

12 1· 55 The Committee have already recommended intensi-
fication of exploration work in Dum Duma and Ningru 
areas in Assam and NEF A where the prospects of finding 
()il are considered tp be bright. They hope that with 
determined efforts it would be possible to find reserves 
of oil in these areas which would enable additional crude 
supplies to be made to the Barauni refinery. The Committee 
urge in the meantime Oil India Ltd. and ONGC together-
should make concerted efforts to incr~ase their output of 
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crude so as to meet the full requirements of 3 million tonnes 
of crude for Barauni refinery by indigenous supplies. 

13 2·62 The Committee are happy to note that the Crude 
Conditioning Plants of the Oil India Ltd. are the first of 
their kind in the World and have been in operation for the 
last four successive cold weather period without giving 
any trouble. 

14 2·71 The Committee are glad to learn that the pipeline pro-
ject of the Oil India Ltd. is one of the most modern pipe-
lines of its kind in the World and that the design has proved 
its worth in practice. 

J 5 2.82 The Committee note that the cost of production of gas 
in Oil India Ltd. is Rs. 17 ·54 per 1000 cubicmetres while 
the same for the Ankleshwar and Cambay gas of the ONGC 
has been worked out at Rs. 36 ·73 and Rs. 42 ·88 per 1000 
cubicmetres respectively. The Committee are concerned 
at this wide disparity in the cost of production of gas by tlle 
two organisations. They would like the Government to 
examine whether the elements of cost are worked out on 
the same basis in the two organisations and if not, to en-
sure that there is uniformity in working out the cost of pro-
duction in both these organisations. 

16 2.83 The Committee are surprised that the Oil India Ltd. 
is supplying gas to the Assam State Electricity Board at 
50% of its cost of production and at the actual cost of pro-
duction to the A!!sam Oil Company. The Committee see 
no reason why gas should be sold at a loss to the Assam 
State Electricity Board and at cost price to the Assam Oil 
Company. Considering that Government had to pay sub-
sidy amounting to over Rs. 18 crores to the Oil India Limit-
ed to make up the guaranteed net return to the Company 
the sale of gas at half the cost price to the Assam State Elec-
tricity Board and at cost price to the Assam Oil Company 
is unbusinesslike. The Committee note 11:at the sale price 
to the Assam Oil Company will be brought on par with that 
of Fertilizer Corporation of India as soon as the supplies 
are commenced to the latter. They urge that the question 
of revising the sale price of gas to Assam State Electricity 
Board may also be examined. 

]7 2.88 The Committee urge that all possible avenues should be 
explored by Oil India Limited for the utilization and sale 
of the surplus gas which is being flared at present. 
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J8 3.13 The Committee note that the equity and loan ratio in the 
Oil India Ltd. is 1 : 2. They understand that for public 
undertakings, Government in 1960, decided on the equity 
loan rafo as 1 : 1. The Committee consider that the ques-
tion of deciding equity and loan ratio in Oil India Ltd. is 
very important as among other things, it has a bearing on 
the payment of guaranteed return of 9 to 13% on the 
equity capital. Since the increase in the loan capital also 
involves payment of interest and repayment of loan instal-
ments which are also charged to revenue account and since 
most of the loan capital of Oil India Ltd. has been provided 
by Government or governmental agencies, the Committee 
would urge that the economics of increasing loan capital or 
equity capital of this company, a proper ratio between the 
two and their long term and short-term impact on. th(: 
price of crude oil as well as on the ~ment of guaranteed 
dividend should be thoroughly examined by Govern-
ment and a suitable equity loan ratio determined in consul-
tation with the Burmah Oil Company at an early date. 

19 3.26 The Committee note that while the cost of production 
of crude has been estimated by Oil India Ltd. on a discount-
ed basis over a period of 15 years, the same in ONGC has 
been worked out on an annual basis. The Committee have 
in their 50th Report (Fourth Lok Sabha) recommended 
the adoption of a uniform procedure for the collection, 
analysis and compilation of costs by these two organisations. 

The Committee regret to observe that the breakup of the 
a~sumed cost of finding, production and transport of crude 
oil in Oil India Ltd. which was taken as Rs. 48 for the pur-
pose of the Formula given in Clause 9 (B) (c) of the Second 
Supplemental Agreement, is not officially available in any 
document with the Government of India. The breakup, 
given by Oil India Ltd. includes the additional element of 
royalty which was not included in the original assumptions. 
Further against the assumed cost of Rs. 48 incIudee in the 
Formula in 1961, the estimated cost of oroduction of oil 
consisting of 7 elements has now been worked out at Rs. 40. 
It appear~: to the Committee that at the time of working out 
the complicated pricing formula in 196], the details of the 
various elements had not been carefully worked out and 
considered by Government. The Committee would like to 
be informed of the reasons why the assumed cost ofproduc-
tion of ~rude in 1961 was taken as Rs. 48 and what were 
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its financial implications when Ihe same works out to about 
Rs. 40 per tonne now. 

The Committee are unable to appreciate why the price 
of crude charged by the Oil India Ltd. from the Gauhati, 
Barauni and Digboi rdinerie~ during the years 1962 to 1966 
was worked out at abnormally high rates ranging from 
100 ·96 to Rs. 152 '42 per tonne when the cost of production 
of the crude on a discountt;d basis has been estimated at 
Rs. 40 per ton only. As the increase in the sale price of 
crude has resulted in the payment of heavy subsidies by the 
Government on account of the low offtake of the crude by 
the refineries at Gauhati and Barauni, the Committee would 
like to be informed whether ft-asibility of keeping sale price 
of crude low by spreading t he deVelopment and exploration 
expenditure over a longer pericd consistent with the life of 
oil fields, was examined by Government ~pecially when the 
crude oil remained underground and the life of the oil-field 
got prolonged by the lower o,fftake of crude by the public 
sector refineries. 

The Committee are unable to find any justification for 
replacing the original pricing formula given in Clause 13 
of the Promotion Agreement 1958, by the complicated 
pricing formula given in Clause 9 of the Second Supple-
mental Agreement, 1961 which guaranteed a net return of" 
9 to 13 % to the Oil India Ltd. on the paid up capital. The 
changing of the original pricing formula has resulted in the 
following: 

(i) Government had to pay a subsidy of over Rs. 18 
crores upto the year 1966-67 to ensure the minimum gua-
ranteed dividend to the Oil India Limited. If the Govern-
ment's share of dividend from Oil India Ltd. is al~o taken 
into account, the net outgo would still be over Rs. 10 crores 
during this pericd. Against this, BOC/AOChave received 
div:dend amounting to Rs. 8 crores during the same period 
and have paid subsidy of about Rs.S.7 crores, thereby 
giving them a net benefit of about Rs. 2.3 crores. 

(ii) Government/Indian Refineries have been made 
responsible for the payment of Sales Tax on the sale of crude 
by Oil India Ltd. to the Gauhati and Barauni Refineries 
which at the rate of Rs. 12 per tonne would amount to a 
recurring liability of over Rs. 3 crores per year on the supply 
of 2.75 million tonnes of oil. Sales Tax liability was not 
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to be borne by the refineries in the original pricing formula 
but was to have been included in its sale price by Oil India 
Ltd. 

(iii) The guaranteeing of net return on paid-up capital 
has tended 10 slow down exploration work in tbe Explora-
tion Licence Area as all expenditure on exploration work 
is also treat( d as revenue expenditure and increases'the price 
of crude. The net return on share capital has been guaran-
teed from 1962 onwards i.e. the very first year of the start-
ing of supply of crude to Gauhati refinery which was not 
provided for in the original Promotion Agreement. 

(iv) Since Oil India Ltd. has been assured a minimum 
guaranteed return of 9 to 13 % on the supply of 3 million 
tonnes of crude per annum, there appears to be no incentive 
to Oil India Ltd. to eJfect economy and to accelerate explo-
ration efforts for additional crude. 

Government have advancc,d the following reasons for 
changing the pricing formula as laid down in tbe Promo-
tion Agreement of 1958 to the existing formula incorporat-
ed in the Second Supplemental Agreement of 1961 : 

The original formula provided for two alternative 
methods fOT fixing price of crude viz import parity price or 
cost plus basis. Tbe import parity basis was not consider-
ed suitable as the indigenous crude would have to be paid 
for at import parity even if it could be produced at a cheat>-
er rate. It bas also been stated by Government tbat India 
was importing crude at tbat time at full posted price as no 
discounts were available. The cost plus basis might have 
meant enormous profits to Oil India Limited in case they 
found a prolific field in tbe nn'" areas. So it was felt that 
the price which would give a certain discount on import 
parity and at the same time not allow profits of Oil India 
Ltd. to exceed a certain limit, was considered the best 
solution. It was also expected that the price of crude 
based on ftc new formula would be lower than import 
parity who' fhe o:fftake reacte5 3 million tennes per annum. 
It has bCfT' cC'ntended that fI-e p?yment of sub~idy is almost 
entirely due to delays in commissioning of Gauhati and 
Baraun i l' fineries. . 

The Committee have considered these reasons. They 
feel that the original pricing formula laid down in Clause 13 
-of the Promotion Agreement 1958 was quite comprehensive 
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and was advantageous to the Government as under that 
formula Government had option either to fix the price of 
crude at the import parity or cost plus the reasonable com-
mercial return. This gave adequate powers to Govern-
ment to peg the profits of the Company to any figure consi-
dered reasonable by them and therefore could well have been 
used by Government to keep the profits upto 13 % or even 
lower. Under this formula Government was also to 
examine the costs, as well as to determine the quantum 
of costs and elements to be taken into account in calculating 
such costs in agreement with the Oil India Limited. More-
over Government had guaranteed neither any net return to 
the Oil India Ltd. nor assured offtake of specific quantities 
of crude by the Barauni and Gauhati refineries from any 
specific year. There was therefore no question of pay-
ment of any subsidy under the Promotion Agreement of 
1958. The Committee have already commented on the 
optimism shown by Government in assuming that the refi-
neries would be commissioned on schedule and would be 
able to process the agreed quantities of crude. The net 
return if at all could have been related to the production 
and supply of specific quantity of oil to the refineries rather 
than to thefyear 1962 irrespective of the quantity of crude 
supplied. Further discounts began to be made available by 
the coastal refineries on the imported crude with effect 
from June, 1960 and Government was aware of the availa-
bility of discounts in the world oil market at the time of 
entering into the Second Supplemental Agreement in 196 J • 

Having regard to these factors, the Committee feel that 
the change made in the pricing formula in 1961 was un-
called for and unbusinesslike. The Committee recom-
mend that\the circumstances leading to the change in the 
pricing formula in 1961 which has proved disadvantageous 
to the Government and public sector refineries should be 
thoroughly examined with a view to fix responsibility. 
They would also like the Government to ensure that before 
such agreements are entered into in future. The advan-
tages and disadvantages thereof should be carefuUy exa-
mined. 

22 3.65 The Committee are concerned to note that Government 
paid subsidies to the Oil India Ltd. amounting to over 
Rs. 18 crores without getting the accounts examined by 
their own auditors. They note that Clause 13 of the 
Promotion Agreement regardin~ the pricing of crude pro-
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vided for the examination of the cost of crude including the-
element of cost by the Government; The Committee-
would like that the accounts of the Company for the years 
when subsidy had to be paid may be examined by Govern-
ment through its own auditors. 

The Committee note that according to the calculations. 
made by Government under the new pricing formula~ 

Government will get a total return of approximately Rs. 64-
crores during the period 1962 to 1980 while the return to 
the BOCjAOC has been estimated at Rs. 26 crores for the 
same period. Under clause 13 of the Promotion Agree-
ment, 1958, as the basis, the return to Government has been 
estimated at Rs. 40 crores against the BOCjAOC Rs. 24 
crores. The Committee are not satisfied with the details 
contained in these statements as the assumptions on which 
these have been based have not been fully enumerated 
therein. It appears that while maJdng these assumptions 
neither the liability of Sales Tax amounting to over Rs. 3 
crores a year (amounting to about Rs. 40 crores upto 1980) 
which has become the responsibility of the Government! 
public sector refineries, has been taken into account nor the 
interest on the amount of Rs. 18 crores paid as subsidy by 
Government has been considered. The Committee would 
therefore like that these assumptions also should be tho-
roughly got examined by Government through the Comp-
troller & Auditor General ofIndia so as to come to a correct 
assessment of the position. 

The Committee note the assurance given by the Secre-
tary of the Ministry that Government will start recouping 
the subsidy paid by them to Oil India Ltd. from 1969 on-
wards. The Committee consider that as Government has 
paid heavy subsidies amounting to Rs. 18 crores under the 
new pricing formula, it would appear to be appropriate that 
the recoupment of the amount paid is made as early as 
possible. They would therefore suggest that the feasibility 
of limiting the net return to the Oil India Ltd. to 9 per cent 
till the subsidy is fully recovered may be examined. This 
would appear to be reasonable as the net return on invest-
ment in oil industry even in Middle East where oil potential 
is large, is stated to be a little over 11 per cent during recent 
years. 

The Committee also consider that the liability for the 
payment, of over Rs. 3 crores per year by Government on 
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account of Sales Tax on the crude supplied to public sector 
refineries is an unconscionable and inequitable burden on 
the Government which was not payable under clause 13 of 
the Promotions Agreement. They would therefore suggest 
that the feasibility of including sales tax in the sale price 
of crude by Oil India Limited as is done by ONGC, may be 
examined. 

26 3.82 The Committee note that the total benefit to the Assam 
Oil Company on account of the concessional supply of crude 
oil and gas under Clause 20 of the Promotion Agreement, 
1958 is estimated at about Rs. 9 crores. This benefit 
is stated to be in consideration of the Assam Oil Company 
placing at the disposal of the Oil India Ltd. the geological 
and geophysical data accumulated in the past in the course 
of exploration and development of Naharkatiya etc. areas, 
the advantages of its past research relating to the interpre-
tation of this data etc. Considering that the Assam Oil 
Company has been reimbursed fully on account of the costs 
of the surveys and explorations costs of prospecting and 
exploring operations in the said areas as well as the costs of 
assets and properties transferred to Oil India Ltd. for which 
over Rs. 13 crores were paid to the AOC as also the fact that 
the employees of the AOC connected with this work have 
all been taken over by the Oil India Limited, the Com-
mittee feel that the benefit of this magnitude for the supply 
of data alone does not appear to be contemplated or justi-
fied under Clause 20 of the Promotion Agreement. The 
Committee are unable to agree with the contention of the 
Ministry that this benefit is in the nature of an 'over-riding 
royalty' which is a normal practice in the oil industry, for 
a payment to be made for the discovery value when a new 
partner is taken into a new producing oil venture. This 
analogy does not appear to apply in this case as participation 
of Government in this venture cannot be compared to the 
taking of a new partner. The giving of mining lease and 
prospecting licences to the Assam Oil Company in these 
areas was subject to the provisions of the Industrial Policy 
Resolutions and was conditional on the participation 
of Government in this venture. The Committee consider 
that the concessions sought to be given to the Assam Oil 
Company under Clause 20 of the Promotion Agreement 
perhaps related to the supply of the specified quantities of 
crude and gas on cost basis only i.e. without charging 
any profit thereon. The Committee are not convinced that 
out of the five elements of cost i.e., exploration costs, deve-
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lopment costs, production costs, royalty and transportation 
costs, which are normally taken into account for calculation 
of cost of production of crude, the AOC was required to 
pay only for the two elements i.e. production costs and 
royalty. The Committee would therefore urge that the 
original papers leading to the finalisation of this Clause 
may be examined in detail to see whether all the five ele-
ments of cost which make up the cost of crude were clearly 
spelt at that time and whether the Government had speci-
fically agreed to the charging of the two elements only. 
Further the Committee would also like to know whether the 
financial implications of this concessional supply were 
fully worked out at the time of finalisation of this Clause. 
The Committee recommend that since this matter relates to 
the interpretation of the Clause of the agreement which has 
far-reaching financial implications the whole matter may be 
examined in consultation with the Ministry of Finance, 
Ministry of Law and the Comptroller and Auditor General 
at an eady date so as to find out the exact implications of 
this Clause in the Agreement and to determine the price 
payable by Assam Oil Company on account of the conces-
sional supply of crude and gas from 1959 onwards. 

27 3.85 The Committee note that the payments on account of 
the services rendered by Assam Oil Company to Oil India 
Limited have come down from Rs. 95.71 lakhs in 1960 to 
Rs. 7.38 lakhs in 1966. They hope that these payments 
will be kept to the absolute minimum. 

28 3.88 The Committee note that the Oil India Limited has paid 
over Rs. 6 crores to the Assam State Government on 
account of Mining lease and Exploration licence fees and 
royalty. 

29 3 ·92 The Committee note that d(;valuation of the rupee in 
June, 1966, has resulted in increasing the formula prict: 
of crude from Rs. 70 ·81 to Rs. 114 ·75 per tonne. They 
also note that devaluation has also resulted in increasing 
the liabilities of Oil India Limited in respect cf repayment 
of loan taken from Bank of Scotland and interest thereon, 
the cost of maintenance imports and replacements ~tc. 

The devaluation of Sterling in November, 1967 has, how-
ever, resulted in reducing these liabilities to some extent. 
The Conunittcc fed that the net effect of devaluation of the 
rupee and the subsequent devaluation of Sterling has been 
that the formula prke of crude has goae up much Ill0rC 
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than warranted. by the increase in the liabilities of the 
Company on account of devaluation. According to the 
representative of the Ministry, the overall increase in crude 
price on account of devaluation alone is estimated at Rs. 5/-
per tonne. The Committee would therefore like the 
Government to work out the full details of the impact of 
both the devaluations (i.e. rupee and sterling) on the opera-
tions of the Oil India Limited so as to det(Jmine the (·VGr-
all benefit to Oil India Limited as a result of increase in the 
formula price of crude. As this increase in crtlde price is 
unconscionable the feasibility of mopping up the same 
by suitable measures may be examined by Government. 

30 3 ·96 The Committee note that under the Companies Act 
1956, the Comptroller and Auditor General (C. & A. G.) 
is not responsible for the audit of the: accounts of the com-
panies . which are not Government companies. Oil India 
Limited is not a Government company as defined in the 
Companies Act, 1956 and hence its accounts are not audited 
by the Comptroller and Auditor General of India. The 
Committee feel that as Government holds 50 per cent shares 
in Oil India Limited and has invested Rs. 14 crores in the 
share capital of thiS' company and has paid over Rs. 18 
crores as subsidy, it would have been appropriate for 
Government to have the accounts of the company audited 
by the C. & A. G. before the payment of subsidies. The 
Committee have already recommended that the accounts 
of the Company since 1962 may be examined by Oovern-
ment auditors. The Committee further feel that Govern-
ment should consider the advisability of getting the accounts 
of companies where they hold 25 % or more shares and 
where the investment exceeds one crore, test audited by 
the C.&A.G. 

31 4 ·6 The Committee note that except the Chairman and the 
Financial Director, the other nominees of the Government 
on the Board of Directors of Oil India Ltd. have held 
office for short periods. The Committee consider that 
it would be advantageous if the Directors hold office 
for a minimum of three ye.ars. They, therefore, urge that 
;It the time of appointing their nominees on the Board of 

. Oil India Ltd., Government should keep this aspect in 
view. 

32 4 ·7 The Committee further suggest that it would be advis-
able if a technical member of the Oil and Natural Gas 
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Commission is also represented on the Board of Directors 
of Oil India Ltd. a,~ a Government nominee so that both 
,the organisations may benefit from each others, experience 
in the filed of exploration and production of oil. 

The Committee consider that the presence of most of 
the Directors of the Company at Delhi, particularly the 
Managing Director and Financial Director, is the main 
reason for holding the meetings of the Board here. This 
has naturally resulted in the setting up of a big office at 
Ddhi to provide secretarial assistance to these functionaries. 
The appropriate place for a Managing Director and Finan-
cial Director is the headquarters of the Company. The 
holding of meetings of the Board at Duliajan will not only 
eliminate the avoidable visits of persons from Assam to 
Ddhi in connection with such meetings but will also 
provide opportunities to the Directors to be in touch 
with what goes on actually in the field. 

The Committee, therefore, consider it desirable that 
normally meetings of the Board of Directors of Oil India 
Ltd. should be held at the registered office where full 
assistance of the personnel concerned of the Company 
will be available readily. Meetings at places outside the 
registered office should be held only in exceptional circum-
stances. 

The Committee consider that the duties of the Financial 
Director are onerous and very responsible. These are 
more so in this Company which is a joint venture and 
where Government have invested Rs. 14 crores in equity 
capital and has given heavy loans. The Committee are 
unable to appreciate how a part-time Financial Director 
operating from Delhi, could devote the time and attention, 
required for the proper and closer supervision over the 
financial matters of this Company. They note that the 
Financial Director could not visit the Company's head-
quarters since June, 1963. The Committee are not con-
vinced by the contention of Government that they appoin-
ted part-time Financial Director because the Burmah Oil 
Co. had also appointed a part-time Managing Director. 
In the opinion of the Commi,ttee, a whole-time Financial 
Director alone can effectively discharge the onerous func-
tions expected of him. The Committee recommend that 
early action should now be taken by Government to 
appoint a whole-time Financial Director at the headquar-
ters of the Company. 
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35 4 . .: I The Committee suggest that when the next review re· 
gai·ding provisions relating to the appointment of Mana-
ging Director and Financial Director is made in 1968, 
the Managing Director, if appointed by Government, 
should be a whole-time employee, located at the Head-
quarters of the Company in Assam. 

36 4 ·25 The Committee note that there is wide disparity bet-
ween the remuneration paid to the Managing Director, 
a nominee of the Burmah Oil Company and the Financial 
Director, a nominee of the Government of India inasmuch 
as the former is paid about Rs. 9,000 per month and the 
latter Rs. 2,000 per month only. The Committee consider 
that as the two functionaries .are the nominees of the two 
equal partners' their remunerations should be uniform. 
The Committee note that the remuneration etc. payable 
to Government servants are governed by Government 
Rules and Regulations. The Committee therefore suggest 
that the feasibility of restricting the remuneration of the~e 
functionaries in such a manner as to be within Govern-
ment Rules and Regulations, may be examined. Any 
other remuneration which may be justified, should in 
fairness be borne hy the sponsoring partner. 

The Committee would also suggest that the feasibility 
of recovering the difference between the remuneration of 
the Managing Director and the Financial Director which 
approximates to a lakh of rupees per year, since 1961 
onwards, and crediting the same to the Government account, 
may be examined. 

37 4 ·27 The Committee arc unable to appreciate the appoillt-
ment of a part-time Technical Consultant to Oil India 
Limited on a monthly retainer fee of Rs. 2,500[-plus Rs. 
1,0001- as house rent. They consider that the advisability 
of doing away with such retainer needs examination. 

38 4·3 L The Committee realise that Government have no 
authority to issue any directions to Oil India Limited re-
garding its administrative and management affairs as 
it is a joint venture. The Committee, however, feel that 
since Government ·are equal partner in this venture, it is 
necessary that policies of Government particularly with 
regard to scales of pay to the employees, scales of amenities 
etc. are reflected in the working of such companies. To 
ensure this apart from appointing whole-time Directors, 
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Government should also consider the advisability of depu-
ting some Government officers in top positions in the mana-
gerial and financial cadres of such companies. The Com-
mittee feel that this arrangement would be to the mutual 
benefit of both the parties. 

The Committee note that the Oil India Limited are 
paying $38,000 per annum to Messrs DeGolyer & Mac-
Naughton on account of their services as Consultants 
while-similar work in the Oil and Natural Gas Commission 
is being done by the Officers of the Research and Training 
Institute, Dehra DUll. The Committee feel that in view 
of the tight foreign exchange position of the country as 
also with a view to encourage Indian talent, the question 
of utilising the services of Indian experts by the Oil India 
Limited for this purpose may be examined . 

The Committee note that, apart from the payments 
made to Mis DeGolyer & MacNaughton regular pay-
ments are also being made in foreign currency to Mis 
Schlumberger Sea Co. Inc., Mis Seismograph Services 
Ltd., MIs Burmah Oil Company, London and MIs AB 
Osterman Overseas Aviation Ltd., Sweden on account of 
various services rendered by them to Oil India Ltd. The 
Committee need hardly stress the need to save as much 
foreign exchange as possible. They consider that since 
Oil & Natural Gas Commission has developed expertise 
for some of the services referred to above, the feasibility 
of doing away with foreign consultants by Oil India Ltd. 
and replacing them by the Indian experts of the Oil & 
Natl.1ral Gas Commission, may be considered. 

4·48 The Committee note that the share of Oil India Ltd. 
./ in the expenditure on outside offices in New Delhi and Cal-

cutta worked out to Rs. 8·40 lakhs and Rs. 5 -86 lakhs 
respectively during the year 1966. The Committee are 
not convinced of the need for the oil India Limned to have 
big offices at New Delhi and Calcutta with such heavy 
expenditure. One of the main reasons given in support 
of having an office in New Delhi is that Board meetings 
of the Oil India Limited are generally held in DeIhl 
and that the Managing Director and Financial Director 
are stationed at Delhi. The Committee have already 
recommended that the Board meetings should invariably 
be held at the Headqua.rters of the Company in Assam. 
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42 4·49 The Committee also feel that the location of the office 
of the Managing Director and Finaltcial Director of the 
Company at a place different from its Headquarter is not 
conducive to efficiency and economy and is contrary to 
normal industrial practice. Such an arrangement leads 
to duplication of technical and other staff at Delhi. The 
Committee have already recommended the stationing 
of these officers at the Headquarters of the Company 
in the interest of effective supervision and economy. 

43 4·50 The Committee are also not satisfied with the justi-
fication given for the setting up of a Technical Cell of the 
Company in Delhi. Since the matters looked after by 
the Cen relate to oilfield operations of the Oil India 
Limited, it is an the more necessary that such a Cell should 
be organised at Dhuliajan. The Committee note that there 
is already a technical manager at Dbuliajan to look after 
all such matters. Further there appears to be little justi-
fication for a highly paid Public Relations Officer at Delhi, 
particularly when the crude produced by Oil India Ltd. 
is sold to public sector refineries. 

Such an officer if at all considered necessary is required 
at the headquarters at Dhuliajan. The Committee feel 
that with the shifting of the venue of Board meetings and 
the offices of Managing Director and Financial Director 
to Dhuliajan, there will not be any need for a big office 
at Delhi which will result in considerable economy. 

44 4· 51 Similarly the reasons given for having a big office of 
the Oil India Limited at Calcutta are not convincing. The 
Committee feel that there is considerable scope for economy 
in the expenditure of Calcutta office as many of its func-
tions can be performed through specialised agencies. The 
Committee therefore recommend that the organisational 
set-up and the staff strength of the Calcutta office need 
to be reviewed with a view to effect economy. 

45 4·52 The Committee further suggest that with the shrinkage 
of the work at New Delhi and reorganisation of Calcutta 
office, as recommended by them, the need of having common 
offices with Assam Oil Company at New Delhi, Calcutta 
may be reviewed. 

46 4'57 Oil India Limited IS Incurring an annual expenditure 
of Rs. 12 lakhs on account of payment of bon~ls to its 
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employees though it was not payable under the Payment 
of Bonus Act, 1965. It is unfortunate that this liability 
has been incurred by Oil India Limited even when heavy 
subsidies were paid to it by Government to make up the 
guaranteed return of 9 % during this period. 

47 4·62 The Committee are happy at the progress achieved 
in the matter of Indianisation of the Oil India Limited. 
They hope that complete Indianisation of the posts in Oil 
India Limited will be achieved as early as possible. 

48 4·64 The Committee agree that there is need for providing 
housing facilities to its employees by Oil India Limited. 
They feel that in the construction of houses utmost economy 
should have been observed. They hope that this aspect 
will be kept in view in future. 



APPENDIX VDI 

(Vide Introduction) 

Analysis of Recommendations/Co11clusions contained in the Report 

I. ClassUkation of Recommendations 
A. Recommendations for improving the organisation and working. 

Serial Nos. 31, 32, 33, 34, 35, 37, 38, 41, 42, 43, 44, 45, 47. 

B. Recommendations for effecting economy. 
Serial Nos. 16, 17,24,25,26,29,36,39,40,45. 

C. Miscellaneous Recommendations. 
Serial Nos. 1,2,3,4,5, 6, 7,8,9, 10, ) 1, 12, J3, 14, 15, 18, 19, 20, 
21,22,23,27,28, 30,46,48. 

II. Analysis of the Important Recommendations directed towards economy 

S. No. S. No. as per 

2 

3 

4 

5 

Summary of recom-
mendations 
(Appendix VIl) 

16 

17 ~, 

24 

25 

Particulars 

The Committee have urged the revision of sale 
price of gas to the Assam State Electricity 
Board. 

The Ccmmittce have urged that all possible 
avenues should be explored for the utilization 
and sale of surplus gas which is being flared 
at present. 
Regarding recoupment of the amount paid 
as subsidy to Oil India Ltd. the Committee 
have suggested that the feasibility of limiting 
the net return to 9 % till the subSidy is fully 
recovered may be examined. 
The Committee have suggested that the feasi-
bility of including sales tax in the sale price 
of crude by Oil India Ltd. as is done by the Oil 
and Natural Gas Commission, may be examined. 

26 In regard to concessional supply of crude 
oil and natural gas [0 the Assam Oil Company 

163 
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7 36 
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under clause 20 of the Promotion Agreement of 
1958, tJIe Committee recommend that the matteOr 
may be examined in consultation with the 
Ministry of Finan~, Ministry of Law and the 
C & A. G. to find out the exact implications 
of this Clause and determine the price payable 
by Assam Oil Company on account of the 
concessional supply of crude and gas from 1959 
onward. 

The Committee would like the GOvernment to 
work out the full details of the impact of the 
Indian rupee and pound sterling on the opera-
tions of the Oil India Ltd. so as to determine the 
overall benefit to the Company as a result in 
increase in the formula price of crude. As this 
increase in crude price is unconscionable the 
feasibility of mopping up the same by suitable 
measures may be examined by Government. 

The Committee suggested that the feasibility 
of restricting the remuneration of the Managing 
Director and the Financial Director in such 
a manner as to be within Government's rules 
and regulations may be considered. 

The Committee recommend that in order to 
save foreign exchange and also to encourage 
Indian talent, the question of utilising the ser-
vices of Indian experts by Oil India Ltd. may be 
examined. 



SJ. 
No. 

Name of Agent Agency SJ. Name ~f Agent 

27. Bahree Brothers, 188, Lajpat-
rai Mark~t, Delhi-6. 

28. 4ayana Book Depot, Cheppar-
wala Kuan, Karol Ba$h. New 
Delhi. 

29. Oxford Book & Stationery 
Company, Scindia House, 
Connaul!ht Place, New 
Delhi-1. 

30. People's Publishing House, 
Rani Jhansi Road, New 
Delhi. 

31. The United Book Agency, 
48, Amrit Kaur Market, 
Pahar Ganj, New Delhi. 

32. Hind Book Honse, 82, Jan-
path, New Delhi. 

No. No. 

27 33. BookweU, 4, Sant Narankari 
Colony, Kingsway Camp, 
Delhi-9. 66 

MANIPUR 

68 34. Shri N. ChaobaSinih, News 
Agent, Ramlal Paul High 
Sc.bool Annexe, Imphal. 

76 

88 

AGENTS IN FOREIGN 
COUNTRIES 

35. The Secretary, Establishmen~ 
Department, The High Com-
mission of India, India House, 
Aldwych, LONDON, W£'-2. 

Agency 
No. 

96 

77 
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