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INTRODUCTION

I. the Chairman, Committee on Public Undertakings having
been authorised by the Committee to present the Report, on their

behalf, present this Forty-ninth Report on Indian Oil Corporation
Limited (Marketing Division),

2. This Report of the Committee is based on the comprehensive
appraisal of the working of the Indi~w OQil Corporation Limited
(Marketing Division) as contained in the rteport of the Comptroller
and Auditor General of India for the year 1970-71—Union Govern-
ment (Commercial), Part VII and also of an examination in depth of
the working of Indian Oil Corporation Ltd. (Marketing Divi-
sion) upto the year ending 31st March, 1973. The Committee on
Public Undertakings took evidence of the representatives of the
Indian Oil Corporation Ltd. (Marketing Division) on the 9th and 10th

October, 1973 and of the Ministry of Petroleum and Chemicals on
the 13th and 14th December, 1973.

3. The Committee on Public Undertakings considered the Re-
port at their sitting held on 29th March, 1974. The Committee consi:
dered the comments of Indian Oil Corporation (Marketing Divi-
sion) and the Ministry of Petroleum and Chemicals arising out of
factual verification of the Report at their sitting held on the 18th
April, 1974 and adopted the Report.

4. The Committee wish to express their thanks to the Ministry
of Petroleum and Chemicals, the Indian Oil Corporation Limited,
the Labour Unions of IOC (Marketing Division) and the non-official
organisations for placing before them the material and information
they wanted on connection with the examination of Indian Oil Cor-
poration Limited (Marketing Division). They wish to thank in par-
ticular the representatives of the Ministry and the Undertaking who

gave evidence and placed their considered views before the Cammit-
tee.

(xi)



(xii)

5. The Committee also place on record their appreciation of the
assistance rendered to them by the Comptroller and Auditor General
of India in the examination of Indian Qil Corporation Limited (Mar-
keting Division).

New DezLHI; ,

April 19, 1974.
SUBHADRA JOSHI,

Chairman,
Committee on Public Undertakings.



1
INTRODUCTORY
A. Historical Backgrouad

11. The Indian Oil Corporation Limited was formed on the
1st September, 1964 by amalgamating the Indian Refineries Limited
with the Indian Oil Company Ltd. The Company has two main
Divisions known as the Refineries and Pipelines Division and the
Marketing Division.

1.2. The Committee on: Public Undertakings examined the work.
ing of Marketing Division of the Indian Oil Corporation Limited
in their Thirty-Fifth Report (Third Lok Sabha-—March, 1967). The
action taken by Government on the recommendations of the Com-
mittee is contained in the Committee's Thirty-Ninth Report (Fourth

Lok Sabha—April, 1869).

13. The present Report is based on the review made by the Audit
Board in respect of the Marketing Division of the Corporation which
was incorporated in Part VII of the Report of the Comptroller and
Auditor General of' India for the year 1870-71 Union Government
(Commercial).

B. Objectives

14. The Indian Oil Company Limited (now Marketing Division
of the Indian Qil Corporation Limited) was formed with the follow-
ing main objectives:—

(i) To ensure within the shortest possible time the supply of all
petroleum products requirements of all Government or-
ganisations (Central and State) all over the country;

(ii) to build up storage and other facilities for an ultimate
handling of at-least half of the import trade of deficit pet-
roleum products so that wherever advamtageous, imports
can be effected not only from sources already availed of
by the trade, but from alternative sources as well.
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(lii) to build up additional distribution facilities (including re-

tail outlets) as may be warranted by the growing demand
for petroleum products;

(iv) to take over at refinery points or at such other points, al}
the products of the refinerfies at Gauhati Barauni.

15. After the formation of the Indian Oil Corporation Limited,

the following additional objective was, laid down for the Marketing
Division:—

“To take the products of the Cochin Reﬁnenes Limited either
as agents or owners for marketmg éxcept the products
whlch are required by the Cochin Reﬁnerxes lexted for
“use in the refinery or for export.”

1.6. With the commissioning of Koyali Refinery in October, 1965
the Marketing Division was entrusted with the marketing of the
products of this refinery also. ‘Subsequently, in:March, 1968 it was
also entrusted with the marketing of products of the Madras Re-
fineries Limited (which went on stream in' June, 1969) except those
in respect of which any other party/parties was/were authorised by
Government to make direct opurchases from MRL.,

Attainment of Objectives and performance analysis

1.7. The following table.jndicates the products availability to
1.0.C. and to other marketing organisations-in- the country and the
sale thereof within the country during the years 1968 to 1972. The
product-wise details of the actual sales vis-a-vis the product avail-
ability and the revised sales targets are given in Appendix-I.
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1.8. It would be seen from the table that the Corporation’s share
in total internal sales has been gradually increasing’'and was 57.3
per cent. in 1972. The Committee were also informed that there
were no imports of fuels made by any other oil company during 1972-
73. The import of lubricants also had been canalised through I1.0.C.
except for a few proprietory brands like highly specialised finished
lubricants for aviation and marine, which had to be approved by the
respective engine manufacturers of aircraft and acean vessels. The
import of deficit products was made by I.0.C. from countries around
Persian Gulf mainly Iran, Iraq, Kuwait, Saudi Arabia and Bahrain
and under India’s bilateral trade agreement from USSR and
Rumania. Thus, one of the objectives of the I1.0.C. namely handling
of at least half of the import trade in deficit petroleum products has
been achieved.

1.9. It would also be seen from the table that although the Cor-
poration’s share in the internal sales was rising every year, it was
less than its product availability while the sales made by the other
major marketing organisations (except Caltex during 1967 and Esso
during 1971) were generally more than their products availability.
This was mainly due to handing over the products of I1.O.C. to
other oil companies under product exchange arrangement. This has
been dealt with in detail in another Chapter of this Beport.

C. Sales te Government Organisations
1.10. The following table shows the figures of actual sales of
petroleum products (excluding bitumen) to Government Organisa-

tions as estimated by the Corporation during the last 3 years as also
the sale of I.0.C.:—

(Figures in ‘ooo MTs)

1970 1971 1972
1. Industry Sales (excl. Bitumen) to Civil Govern-
: ment Departments:
Government Undertakings, (Semi-Government
bodies) including Defence , . . 32,526 3999'3 45086
2. TOC's sales for the same categories as sbove. ., 32,155 38,53°5  43,02°3

3. Market participation . 9B8%  964% 95 4%
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1.11. It would be seen from the above table the IOC’s share in
total sales to Government organisations including public sector or-
ganisations was 988 per cent. in 1970. It however came down slight-
ly in 1971 and 1972 as compared to 1970.

1.12. The reason for this drop was stated to be that Madras Fer-
tilizers Limited, with a rated Naptha consumption of 2,20,000 metric
tonnes per year, went on stream in 1971. The Naphtha require-
ment of Madras Fertilizers Limited (MFL) wag being directly sup-
plied by Madras Refineries Ltd. (MRL) as laid down in the For-
mation Agreement of MFL vide Article 5.1, reproduced below: —

Article 5.1

“The Naphtha required by the Company for the production of
Fertilizer shall be purchased from Madras Refineries
Ltd., for so long as any part of the foreign exchange loans
of Madras Refineries Ltd., and the Company, or either
of them, are outstanding. The Government of India will
make the company its nominee to purchase such Naphtha
from,Madras Refineries Ltd., at a price no less favourable
than that charged to any other nominee consistent with the
terms of Section 4.10B of the Refinery Formation Agree-
ment among the Government of India, National Iranian
Qil Company and Amoco.”

1.13. Further, in addition to the sales made by IOC to Govern-
ment organisations, IBP, which is also a Public Section Under-
taking, sold the following quantities of petroleum products to the
Government organisations during 1971 and 1972:-

1971 8,500 tonnes
1;;3 5,600 tonnes

1.14. It would be noticed from the above that IOC had met almost
the entire requirements of Government consumers (excluding
MFL) except for a small quantity supplied by the private oil com-
panies which is shared by Defence and State Transports. Some
State Transports float tenders thus enabling the private oil com-
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panies to undercut IOC. In addition, some State Transports eg.,
J. & K, and also the Denfence (in Assam) buy small requirements of
POL products from other oilycompanies as well, for operational rea-
sons,

115. It would thus be sen that the objective of the Corporation
to ensure supply of petroleum products requirements to Govern-
ment organisations (Centra] and State) has also been, more or less,
achieved,

D. Profitability of Market Participation

1.16. Although the market participation of the Corporatisn in-
creased from 46.53 per cent in 1968 to 64.6 per cent in 1973 on the
sale of major petroleum products (MS, Kerosene, Av. Gas, ATF/JP-
4, HSD, LDO/MLO, FO/TDO, RFO/LSHS excluding items like
lubricants, greases and specialities), the aggregate profit margins
available to the Company had not kept pace with the market parti-
cipation. The comparative position of the Corporation’s participa-
tion in marketability of these products and the profit margins
availabe thereon vis.a-vis other oil companies is given below for the
year 1968 to 1973: —

Percentage of market participa- Percentage of Profit Participa-
tion tion

10C Others Total 10C Others ‘Total

1968 . 46°53 5.’;'47 100 42° 57 5742 103
1969 . 5270 4730 100 4788 §2- 12 100
1970 . 5479 4521 100 4829 St 71 100
1971 . 57° 63 42°37 100 SI-St 4849 ’roa
1972 . 6o s 39°5 100 539 46-01 100
1973 . . 646 35'4 100 57°3 427 100

1.17. The Corporation’s participation in profits always fell short
of its market participation. This was attributable to lesser market
participation in more profitable products (3ISD and MS) and greater
market participation in less profitable products (AV, Gas, LDO:MLO.



10
Kerosene, JP-4/ATF, FO|TDO, RFO|LHS) as indicated below:—

Product Percentage of market participation

1968 1969 1970 1971 1972 1973

(A) More profitable products

MS ., . . 18:6 200 22'1 25} 26 290
HSD, . . 42°4 47'5 484 51°5 515 54°3
(B) Less profitable products

AV/Gass 677 §2:9 89:6 951 90§ 98- 4
FO/TDO 435 49'8 60°1 60'3 717 79°0
RF O/LSHS . 100°0 100°0 87:8 847 788 82:6
LLDO/MLO . 39'6 495 50°5 604 669 68-4
JP-4/ATF . s1-s 628 67'2 70°§ 676 72-7
Kerosene | . 55's 60 4 56°6 625 63°2 66:9

(C) Average (above products)
465 52°7 545 57:6 691 646

1.18. The profif margins available to the Corporation and other ofl
companies in the sale of the more profitable items (MS and HSD)
from 1968 to 1970 is tabulated below:—

(Rs. in lt;khs)

IoC Other oil companies
MS HSDY% Total 9%to over all total MS HSD 9% to ov-
totearl o
1968 64 288 352 34°4 280 392 672 652
1969 73 351 424 38-4 291 388 679 61-6
1970 . 80 331 411 39°3 282 354 636 607
1971 93 352 44 422 276 332 608  57'8
1972 . 100 385 485  42°8 286 363 649 572
1973 . . 113 457 §70 463 278 384 662 §3°7

1.19. It §s evident from the above tables that the performance
of the Corporation in the marketing of more profitable products
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especially motor spirit has not been satisfactory. This also affected
the profit participation of the Corporation and it was only 57.3 per
cent in 1973 as compared to market participation of 64.6 per cent in
major petroleum products.

1.20. The Committee find that there has been gradual increase in
the volume of sales of IOC and it reached a figure of 12.28 million
tonnes in 1972 which represented a market participation of 57.3 per
cent as against 42.5 per cent in 1968. The Corporation has also by
and large achieved two of its objectives of meeting all petroleum pro-
ducts requirements of Government organisations (Central and State)
and the handling of at least half of the import trade of deficit petro-
leum products. In fact, the import of all petroleum produets is now
being canalised through IOC except for a few proprietory brands of
highly specialised nalished lubricants for aviation and marine in-
dustries. A review of the productwise sales of the Corperation, how-
ever, reveals that it has lcss market narticipation in more profitable
products (HSD and MS) and greater market participation im less
profitable products. In the case of Motor Spirit the share of 10C
was only 26 per cent in 1972 as against the overall market participa-
tion of 57.3 per cent. In the case of retall sales of M.S. its share was
barely 19.4 per cent in 1972. The Committee are constrained to ob-
serve that the Corperatien’s participation in profits fell shert of
its market participation as compared to other eil companies. The
reasons for unsatisfactory performance in the sale of M.S. have been
dealt with in detail in the subsequent paragraphs of this Report,
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2.3. It was stated that the entire shartfall could not be attributed
fo the engineering short comings but to other factors beyond the con-
trol of 1.0.C.

2.4. The major reasons for the shortfall in physical achievements
of targets were stated by the IOC to be as follows:—

“(1)

2

3

4)

Along with the rest of the country, IOC too felt the effect
of the shortage of steel, specially during 1969-70 and 1970-
71. The shortages delayed several of the projects, Short-
ages of pipes also have been hampering eonstruction
work.

Land is a very big problem in regard to resitement or
expansion of our depots. The land has to be suitable from
the point of accessibility, it should be possible to cons-
truct a railway siding economically and fitting into rail-
way operational convenience, and the soil conditions
should be suitable. We first try and secure railway land
and if this fails, we try for private land. Normally it
takes any where between one year and three years to
finalise matters relating to land acquisition.

Limitations of siding facilities is yet another major pro-
blem. In many cases, land is not available to extend the
siding at Depots. In such cases alternate sites are consi-
dered with reference to railways operating convenience,
directional flow of product etc., and quite a number of
times it has happened that we have had to shift our De-
pot to alternate location. Such alternate locations may
have to be considered from private parties. These pro-
cesses involve a time lag extending sometimes to two
years and above.

The construction programmes often include such locations
when the Railways have a long conversion programme
frcm Meter Gauge to Broad Gauge remodelling their en-
tire marshalling yard, etc., which introduces such undeter-
rainable factors holding up progress in the construetion
work.”

2.5. The Committee were also informed by IOC that cases of
non availabi'ity of Railway land and delay in feasibility report, etc.,
hampering the completion of planned construction programme were
brought to the attention of the concerned Railway. Additionally,
the Transport Adviser in the Chairman’s office took up the mat-
ter suitably with the Railway Board to expedite and remove bottle-
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The assistance of the Ministry of Petroleum and Chemi-

cals was sought as and when it was considered necessary.

2.6. During the course of oral evidence, the Secretary of th.
Ministry stated in this connection, as follows:—

“There have been difficulties in the way of IOC developing
the storage and distribution facilities satisfactorily, but
I would say that the Ministry does not consider that the
progress has been very saisfactory; it has been slow and
this has been pointed out to IOC a number of items.
Wherever the IOC has come forward for assistance in
this matter, the assistance has beenforthcoming. It is
time consuming and its needs a lot of careful planning.

But I don't consider the progress as satisfactory; they
should have done better.”

‘A. Retail Outlets

2.7. The Committee find that the production ‘of motor spirit by
public sector refineries and the demand of industry during the years
1967 to 1972 was as follows:—

(Figures in 000 Mts.)

Year Public Sector Industry’s De- %
L{:str‘}g;ics' Pro- mand

1967 0844 1181° 6 83-3
1968 11480 1256°0 914
1969 11962 1329°9 89'9
1970 1191°3 1410°3 84-.5
1971 12284 15156 81'1
1972 11141 15858 703

2.8. The motor spirit is mostly sold through retail outlets. With
a view to studying the growth of retail outlets in the country in the
past and to report on the disirability ‘and methods of regulating their
future growth, the Government appointed a Retail Outlets Com-
mittee under the Chairmanship of Shri R. R. Morarka in June,

1966.

The . Committee in its report, submitted in November, 1967,

made various recommendations to regulate the future growth of
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retail outlets in the country with a view to achieving the following
objectives:—

(a) to progressively bring about a more equitable relationship
between the product availability with the individual oil
companies and their accesses to the retail trade,

(b) to channelise investments on retail outlets in a more pur-
poseful manner;

(c) to improve the throughput of retail outlets;

(d) to encourage setting up of retail outlets in the new areas
which are now developing;

(e) to reduce costs and contain prices,

29. The Retail Outlets Committee submitted its report on
14-11-1967. The Government vide their resolution dated 17-12-1967
Retail Outlets Committee with effect from the date of the publica-
tion of the resolution.

2.10. In their Report, the Retail Outlets Committee inter-alia re-

commended as follows in respect of establishment of outlets by
I1.0.C. and other oil companies:

“The Committee is of the view that the situation in which
I0C finds itself, where it is not adequately represented
in retail trade in relation to its product availability. re-
quires some special consideration for the establishment ot
new retall facilities, withowt disturbing the existing chan-
nel of distribution, dealership etc. To achieve this end.
the private oil eompanies_should exercise voluntary rest-
raint in a large measure in the matter of setting up new
retail outlets during the next five years, i.e., from 1st
January, 1968 to 31st December, 1972, to enable the IOC
to achieve a faster growth rate. The Committee feels
that this can be achieved by the Industry installing and
commissioning the new outlets in the five years period,
as per details given below:—

I0C Other Oil Total
(95% ) Con;lpnnies (100%)

(5% )
4 Mctropalgtnn cities and the 26 selected towns . 465 24 489
Rest of the area 2435 139 574
Total for § years . 2900 163 3063

Average per year | 580 32 612"
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2.11. The targets set by the Corporation for the commissioning of
new retail outlets during 1968 to 1973 and the actual number com-
missioned were as under:—

GROUP A GROUP B GROUP C TOTAL

Year Target Actual Target Actual Target Actual Target Actual
1968 70 32 63 53 447 542 580 627
1969 89 30 63 48 428 454 580 532
1970 83 17 36 28 S1§ 261 634@ 306
971 . . 117 Io 41 23 696 137 854@ 170
1972 14 13 39 22 162 121 245 156
1973 . . 30 4 49 16 207 40 286 60

NOTES:—(1) Group ‘A’ cpn:&ts of the:our metropolitan cities, viz. Bombay, Cal-

3
Ez) Group ‘B’ consists of 30 selected towns.
3) Group ‘C’ consists of the rest of the country excluding Assam.
(4) New retail outlets commissioned include 66 outlets (27 in 1968 and 3¢
in 1969) acquired from other oil qu?a.nieo.
@ Higher Targets were fixed in 1970 and 1971 to make up shortfalls
in previous years.

2.12. It would thus be seen that the Corporation had generally
not been able to achieve the targets set for Group ‘A’, ‘B’, and ‘C"
areas. As Motor Spirit is mostly sold through retail outlets, the
non-development of adequate retail outlets affected the sale of motor
spirit.

The Corporation’s share in the retail sale of this product vis-a-vis
other oil companies is given below:

(In thousand Kls. )

Year Total Increase QIC’S Increase Other oil Increase

retail over retail over Companies over

sale previous sale previous retail previous

year year sale year

1967 1425°0 .. 125-0 .. 1300° 00 ..
1968 1540°3 115°3 1767 s1-9 13636 63:6
1969 16563 1160 229-8 5§31 1426°§ 62:9
1970 1776- § 120°2 288:0 58-2 1488-§ 62-0
1971 18788 1019 338§ 50§ 1539°9 51°4
1972 1986 108 386 48 1600 601
s61- 4 261-§ 300°0

*Figires not vetted by Audit,
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2.13. The gradual increase in the Company's share represents only
a portion (less than 50 per cent) of the increase in the total sales
of the country from year to year; its overall share in the total retail
sale wag only 18 per cent in 1971 and 19.4 per cent in 1972. The Cor-
poration had to sell substantial portion of its net product availability
through other oil companies under the product exchange arrange-
ments sacrificing the profit in favour of other oil companies. In addi-
tion the Corporation had to enter into agreements for sale of lubri-
cants to other oil companies by sacrificing profit thereon.

2.14. As regards the reasons for non-achievement of the tar-
gets set up for retail outlets, the Committee were informed
that the target of 250 outlets per year for IOC was fixed on the
assumption that the Motor Spirit trade in the retail sector would
increase annually at the rate of 6 per cent from 1968 onwards. An
examination of the past retail growth for Motor Spirit indicated
that whilst the annua) increase was 7.5 per cent in 1969 and 7.3 per
cent in 1970, it came down sharply to 5.7 per cent in 1971. This sharp
decline in the growth rate became evident even during the first half
of 1971. In addition, a large number of representations were received
from the various dealer organisations for increase in the dealer
commission which had remained static since 1954 whilst the percen-
tage return on dealer investment had shown steady decline, largely
due to increased statutory duties on MS and HSD. This adverse
situation was not visualised by the Retail Outlets Committee.

2.15. In view of the above trends, discussions were held with the
Ministry in July 1971 to consider whether any reduction should be
made in the number of retail outlets to be put up each year by IOC.
Taking these factors into account and in consultation with the Minis-
try, the target for 1971 was reduced to 250 retail outlets, as this
was felt to be more in keeping with future marketing needs. For
the year 1973, the annual target for commissioning new retail out-
lets was intially kept at 286 in the ROC area (plus six in the non-
ROC area) including the shortfall for the year 1972. However, the
position was further reviewed and it was decided to eliminate the
shortfall of 8 outlets of the year 1972 from the original target.

2.16. Thig target of 200 was reviewed again during October, 1973
and fixed at 160 in the context of (a) the stringent need to curtail
expenditure in view of the difficult economic situation facing the
country, (b) the imperative need for checking proliferation of retail
outlets and thus improving the average per pump throughout taking
into consideration once again the growth factor of Motor Spirit, and
{c) possible curb on future consumption of petroleum products
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through fiscal measures or statutory rationing which might become
inevitable in view of rising crude prices and -diffieult availability
position in the world market. This would further reduce dealer pro-
fitability. It was added that the growth rate for Motor 'Spirit had
further come down to slightly less than 4.0 per cent during the first
hfllf of the year (1973) ag compared to the saine period in the pre-
vious year. Thus the main reasons for reduction in targets in 1971
and later were stated to be the decline in the growth rate for Motor

Spirit and the decrease in dealer profitability/returns as a result of
increased excise duties.

2.17. The Committee were informed during evidence by the
representative of the MInistry that the public sector refineries were
producing three times the motor spirit produced by the private oil
companies which was roughly of the order of 1.1 million tonnes per
annum. With this large availability of motor spirit, the public sector
or the IOC (Marketing Division) was unable to develop its market
because it could not penctrate the high consumption areas especially
in ‘A’ and ‘B’ class cities where the most remunerative sites had
either been occupied for a long time with well advertised business
by the foreign companies or they had already been brought on the
list by the foreign companies. So, IOC’s entry was largely in the
periphery of the consumption concentration and in the peripheral
areas its business grew rather slowly.

2.18. The representative of the Corporation also informed the
Compmittee during evidence that the IOC was not in a position to
get suitable sites in the strategic areas in metropolitan cities and
other major towns where there was high concentration of petrol
trade. In the four metropolitan cities which accounted for 30 per
cent of the total trade in India, the price of land was also prohibitive.

2.19. As regards ‘C’ class cities the Committee were informed
that IOC had reached a stage where it was difficult to find a dealer
to run the pumps because the throughput per pump was very small
and the profitability was low. It was no use multiplying the outlets
indiscriminately.

2.20. In this connection, the Committee found that in r'espect of
Retail Outlets of oil companies on public land, the Retail Outlets
Committee recommended as follows:—

“The oil companies have-a number of outlets on public land,
ie., land belonging to the Central and State Governments,
Local Authorities, etc. as distinct from land ?belonglng to
private parties. The actua]l number of retail outlets on
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public land was not obteined by the Committeéj as this
information was considered to be of a confidential nature,
not to be divulged for competitive reasons. The Commit-
tee recommends the adoption of the following procedure
in respect of retail outlets on public land in the urban
areas covered by the four metrolpolitan cities, the 26 selec-
ted towns (excluding retail outlets on public land in the
Metropolitan area of Delhi and on land belonging to Port
Trusts) and the 4 towns with a population of 2.5 lakhs
and above l.e Bareilly, Jullundur, Meerut and Surat:—

(a) The private oil companies will give intimation to the
Indian Oil Corporation Ltd. (Marketing Division), Bom-
may, in writing regarding the expiry of the lease of
their retail outlets on public land at least 12 months in
advance of the date of expiry.

(b) The receipt of the intimation referred to in (a) above,
will be acknowledged by the IOC in writing. Thereafter,
within a period of 2 months from the receipt of this
intimation IOC will indicate in writing its willingness
or otherwise to take over the site under reference on
expiry of the lease. Failure to intimate willingness with-
in the period of 2 months referred to herein, would
automatically entitle the concerned oil company to seek
renewal of ‘the lease in question. IOC will intimate to
the concerned officials that it is not interested in taking
over the site on the expiry of the lease.

(c) If IOC expresses interest in taking over the site on
expiry of the lease, the oil company concerned will not
ask for its renewal, but will arrange to hand over the
possession of the site to the IOC on the date of expiry
of the lease.

(d) In all cases where 10C exercises the option to take over
the retail outlets of the other oil companies on public
land on expiry of the lease, the other oil companies will
be free to develop alternate sites in lieu of such outlets

taken over by the IOC.

The Committee recommends that the arrangement referred
to above may be made effective from 1st January, 19‘68.
In respect of such of the outlets whose le.ase expires prior
to 31st December, 1968, it will not be possible for the other
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oil companies to give to the IOC 12 months clear notice.
For these outlets a consolidated intimation may be given
by the other oil companies to the IOC latest by the end
of December, 1967. IOC may, thereafter, intimate its
willingness or otherwise to take over the retail outlets out
of this consolidated list by the end of February, 1968. In
respect of the outlets which the IOC agreed to take over,
the lease period may be extendeq till the end of December,
1968'"

2.21. Ag regards the action in this regard, the Secretary of the
Ministry stated during evidence as follows:—

“According to the information that I have, they (private oil

companies) offered 52 outlets, of which 24 have been taken
over by the IOC. We enquired from the IOC as to why
they did not take over the remaining ones. We came across
3 reasons: one, the outlets were no longer considered re-
munerative. Secondly, the Municipal or State authorities
demanded rent as high as Rs. 40,000/- or Rs. 50,000/- per
month in cities like Bombay and Calcutta. The IOC thought
that they could not afford to pay this high rent on a new
outlet. Thirdly, the IOC felt that their own existing outlet
was close-by; and as such, they could not like to have
another competing outlet within a few yards. For these
reasons, they did not take up all the 54 offers but took up
only 24 of them.”

2.22. Subsequently, in a written reply the Ministry furnished the
following break up in respect of retail outlets of private oil compan-
ies on public lands whose lease expired from 1967 to 1973: —

Year of No.ofsiens No.ofsites No.ofsites Reasons for not

S.No.
Lease whose lease taken over  not taken taking over
Expiry expired over
1 2 3 4 s 6
1. 1967 Nil Nil Nil N.A.
2. 1968 28 13 15 Not interested 10
NOC not Given I
R/O falling with-
in 100 metres 1
Court cases 2
Lease extended b4

ToTAL 15
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1 2 3 4 s 6

3. 1969 8 s 3 Objectionable site]
Not interested

Lease in name of

dealer .

ToTAL :

4. 1970 7 b ¢ 6 Not interested
Landlord not

1
I
r
3
2

willing to extend

lease . . 4

TOTAL : 6

5. 1971 6 2 4 Not interested 3
- landlord not wil-
" ling to extend
lease . . 1

TOTAL . w4

6. 1972 3

1973 10 9 1 Not interested 1

3

2.23. The Committee also enquired whether the Ministfy ap-
proached the State Governments or authorities concerned in the
four metropolitan cities, which were expanding, to get some land
reserved for the marketing purposes of the I.O.C. The Secretary
of the Ministry stated that they had done so. In most States, new
outlets were being given only to the IOC. Particularly in Delhi,
all the new sites were being given to the IOC; the only place where
they had nqt succeeded was Bombay, where in spite of Ministry’s
approaching the State Government at the highest level, they had
decided that they would not be prepared to give sites at any conces-
sional rent. The Ministry pointed out that since the present idea of
the IOC was to give all new outlets to graduate engineers, unem-
ployed graduates and to Defence personnel, they should be given
some concession for 3 to 5 years. The Maharashtra Government,
however, did not agree to it. The new entrants, particularly, the
sections of people mentioned above, would find it extremely difficult
to conform to the high rates of rent.

2.24. In this connection, the Committee also found that the three
private oil companies filed a petition in December, 1968 in Bombay
High Court with regard to the orders issued by the Ministry in
pursuance of the recommendations of the Retail Outlets Committee

563 LS.—3.
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and an out-of-court settlement was reached with these companies
in October, 1972. Ag to the reasons for arriving at this settlement,
the Secretary of the Ministry stated that there was some difficulty
in the case of Burmah Oil Company and secondly, being of a civil
character it would have taken a long time. The ‘settlement arrived
at was vetted by the Ministry of Law and Attorney General, Cer-
tain concessions even beyond the Morarka Committee’s recommen-
dations were obtained from the oil companies and in the last 3 years
or so, their outlets had been shrinking in number, though they had

not given up high profit outlets unless the leases expired and they
were taken over by 1.0.C.

2.25. As to the effect of this settlement, it was stated that the
main changes made by this settlement were as follows:

“(i) The average number of retail outlets to be put up by IOC
each year from 1st January, 1972 had been reduced from
580 in the ROC Report to 250 in the out-of-court settle-
ment. For this purpose, IOC targets are inclusive of IBP.

(ii) Similarly, the number of retail outlets to be put up each
year by the private oil companies has been corresponding-
ly reduced to 1/19th of the total number of new outlets
commissioned by 10C/IBP.

(iii) The recommendations of ROC, except as altered in the
out-of-court settlement, are now valid upto the extended
date of 31st December, 1975. The settlement also provides
for such further extensions as decided upon by the Gov-
ernment of India after giving due notice of such intention
in accordance with Clause 16 of the settlement.

Some of the other agreements made in the out-of-court settle-
ment pertaining to interpretation of various disputed
clauses in the ROC report are as follows:—

(a) The right of the private oil companies to put up or resite
outlets on public land (except in the metropolitan area
of Delhi) anywhere in India has been recognised, sub-
ject to IOC having the first option to acquire such pub-
Yic land. Even where such public land is taken on lease
by the Private Oil Companies (except in the case of the
metropolitan area of Delhi), the lease period including
renewals will be for a maximum period of ten years,
whereafter IOC will be offered the site.
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(b) The right of the private oil companies to put up or
resite outlets on public land in metropolitan area of
Delhi has been conceded, subject to the total number
of such retail outlets being not more than the number

as on 1-1-1968.

(c) It has been accepted by all the parties to the dispute
that the right of any public land-owning authority to-
grant or refuse renewals/extension of leases cannot be
fettered in any way and it is for thig authority to decide
in this matter. There is thus no automatic right to rene-
wal by the occupying oil company.

(d) Tt has been accepted by the private oil companies that
all retail outlets belonging to them on public land in
the 33 selected cities (Groups A and B excluding Delhi)

where the leases expire prior to 1-1.1968 would be offered
to IOC, except those where renewals have been con-
cluded or advance rental has been paid by the private
oil companies and accepted by the land-owning autho-
rity. In all such cases, the private oil companieg will
offer the site to IOC on expiry of the renewal period or
adjustment of the advance rental, as the case may be.

(e) It has been agreed that land belonging to Public Sector
undertakings should be treated as private and not pub-
lic land for purposes of the ROC Report.”

2.26. The Committee were also informed that there were 19
retail outlets of the private oil companies on land belonging to public
sector undertakings. The main reasong for these not being trans-
ferred to 1.0.C. was that the Central/State Public Sector Undertak-
Ings were bound by their prior commitments to private oil compan-
ies. Now that in the out-of-court secttlement it had been agreed that
the land belonging to public sector undertakings would be treated
as private and not public land for the purpose of ROC Report, it
was up to them as land owning authorities to offer sites to IOC
after expiry of the present leases.

2.27. The Committee regret to note that the I0C has not been
able to achieve the objective of building up adequate storage and
distribution facilities for retail sale commensurate with the growing
demand for petroleum products. Although the production of motor
spirit in public sector refineries increased from 9.84 lakhs tonnes in
1967 to 11.14 lakh tonnes in 1972, the setting up of retail outlets for
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the sale of motor spirit has not been adequate with the result that
the IOC’s share in the total retail sale of motor spirit was only 19.4
per cent in 1972 as against 8.77 per sent in 1967,

2.28. The Committee find that although the Retail Outlets Com-
mittee had suggested the setting up of 580 retail outlets per year
from 1968 to 1972, this target was revised to 250 outlets only per
year from 1971 onwards, initially as a result of discussion with the
Ministry and later, on account of an out-of-court settlement by 10T
with other private oil companies. The Committee find that even this
reduced target of 250 outlets was not achieved by the Corporation
since 1971. The representative of the Ministry admitted during
evidence that the progress in developing the storage and distribu-
tion facilities has not been satisfactory and the Corporation should
have done better. The Committee are constrained to observe that
b.ecause of non-availability of adequate retail outlets, the Corpora-
tion had to sell substantial portion of its products through other oil
companies under the product exchange arrangements, foregoing the
profit margin to the extent of Rs. 11.93 crores during the years 1966-
67 to 1972-73 on motor spirit alone, In addition, the Corporation had
to enter into agreements for the sale of lubricants to other oil com-
panies by sacrificing profit margin thereon. This aspect has been
dealt with in detail in subsequent paragraphs of this Report.

2.29. According to the Corporation, the main difficulty in setting
up retail outlets and in improving its over-all participation in retail
sale was non availability of suitable sites in strategic areas in major
towns where there was high consumption of motor spirit. In this
connection, the Committee find that in respect of retail outlets of
private oil companies on public land in the four metropolitan cities
and 26 other selected towns, the Retail Outlets Committee had re-
commended the transfer of the retail outlets to the 1I0C on the expiry
of the existing leases. Out of 62 retail outlets on such land which
were offered by other oil companies in pursuance of this recommen-
dation of the Retail Outlets Commiittee, the IOC had taken over only
33 outlets up to 1973. The Committee were informed that out of
the remaining 29 outlets the IOC was not interested in taking over
17 of them. The Committee recommend that the detailcd reasons as
to why the I0C was not interested in taking up these 17 ouflets
should be gone into by the Ministry and a report submitted to them.

2.30. One of the reasons advanced for not taking up some o.f new
outlets wag_that the rent demanded for the lands by the Ministry
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or State authorities concerned was prohibitive, The Committee
strongly urge that Government should take concerted measures to
persuade the State Governments/Municipal Authorities to give all
possible facilities and consideration to the IOC in the acquisition

leasimg of land at reasonable rates for setting up the required retail
outlets.

2.31. The Committee also recommend that Government /Corpora-
tion should formulate a perspective plan of establishment of retail
outlets consistent with the production and availability of motor spirit
and the actual implementation of the plan should be reviewed perio-
dically so that the reasons for shortfall in this regard could be iden-
tified and the remedial measures taken in time. The Committee
would also like that establishment of outlets should be such as to
-enable greater participation by IOC in retail trade of products having
;greater margin of profit.

2.32. The Committee were informed that there were 19 retail
outlets of the private oil companies on land belonging to public
sector undertakings. The main reason for these not being transferred
to I0C was stated to be that the Central/State Pablic Undertakings
‘were bound by their prior commitments to private oil companies.
.As it has now been decided in the out-of-court settlement that the
‘land belonging to public sector undertakingy would be treated as
‘private and not public land, it wag upto the public undertakings as
‘land owning authorities to offer sites to IOC after expiry of the
‘present leases. The Committee are surprised at this complacent atti-
tude of the Ministry and urge that Government should immediately
‘undertake a review of each of the 19 retail outlets with a view to
finding out suitable ways and means of assisting the IOC to set up
‘retail outlets there at the earliest. The Committee would like to be
informed of the concrete progress made in this behalf within six
months. Government should also ensure that all new retail outlets
.on lands belonging to public undertakings are offered first to the IOC
‘which has an All India network and should be able to meet in full
the requirements of public sector.

B. Performance of Retail Outlets

.33, The average throughput of MS per retail outlet per month
of the major oil companies in 1966, the average throughput of the
industry and the improvement recommended by the Retail Outlets
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Committee to be achieved by 1972 over the 1966 average through-

put are given below:

( Figures in Kis. )

Average throughout gGer retail outlet per month in
1966.

. % of increase

in through-
put by 1972
Burmah ESSO Caltex IBP I0C Industry asrecom -
Shell mended by
retail Outlets
Committee
qup tA9
Bombay. 65 84 63 42 37 67 —
Delhi . s1 42 33 46 31 42 10°0
Calcutta 40 43 33 33 11 36 100
Madras . . . 21 26 29 . 13 23 250
Group ‘B’ 19°3 19° 4 18-8 12°4 10°3 18-4 10°0
Group ‘C’' . . 11+2 109 10-2 7°2 87 11-0 17 §%*

*No target was fixed from Bombay as the throughput was the highest compared

to any other area.

#+The ROC did not make any recommendation in Group ‘C’ for MS. However

a 17' §% increase in HSD was recommended by the ttee

2.34. The Corporation’s progress in regard to throughputs dur-
ing the years 1967 to 1972 and the industry’s average in 1972 are

given below:—

(Figures in Kls.)

Corporation’s average throughput per month Industry

1967 1968 1969 1970 1971 1972 1972

Group ‘A’ .

nmﬁbg.‘ .. 40 40 46 49 38 37 74
Delhi . . 34 35 39 43 43 45 67
Calcutta . . 17 20 18 15 16 22 31
Madras . 22 20 22 24- 24 24 28
Grpoup ‘B’ 16 15 15 17 18 19 23
Group ‘C’ R 8 8 9 10 I 13

Tt will be seen from the above Table that the Company’s through-
put has generally increased gradually except in Bombay where it
is going down since 1871 and in 1972 it was at the same level as in
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1966. This had been attributed by the Management in September,
1972 to “........ highly intensive sales drives by private oil com-
panies during the year consequent to their decision to go in for selec-
tive marketing in their on-shore refinery area” and also partly due
to “non-retention by our dealers of sales volumes achieved through
past incentive scheme in the face of this intensive campaign.” It
is also noticed that Corporation’s throughout in 1972 was much
below the industry’s average and in the case of Bombay and Calcutta
it was even below the industry’s average in 1966.

2.35. The Management informed Audit (February, 1971/June,
1973) that “...... by and large, the average throughout has not
declined despite the large number of retail outlets commissioned:
during the years 1967 to 1969. This in itself is an achievement
considering that the total number of retail outlets operated by the
Corporation increased from 1514 in 1967 to 2813 in October, 1970 and
3004 in March, 1971. Continued efforts are being made to improve
the average throughout and it is expected that most of the increase
stipulated by the - Retail Outlets Committee will be achieved ex-
cept perhaps in the case of Calcutta.” While conceding that the
Company’s throughout in respect of MS was still below the indus.
trys average of 1966, the Ministry stated (October, 1971) that

.. most of the retail outlets that are with IOC have been
commissioned between 1967 to 1969 and they normally require two.
to three years to pick up sales in their particular market i

--------

2 .36. From the point of view of return on investment the Cor-
poration made a study during 1969-70 of the performance of 1119
retail outlets commissioned prior to 31st March, 1967. It was
noticed that while 173 outlets gave no return on investment, anotheg
110 outlets showed poor return (less than 12 per cent) as per de-.
tails given below:

! KR R } ‘!

Branch Total No.  Total No.  Total No.

of retail of retail of outlets

outlets outlets showing
covered by showing nil  error return
the study return
t

Western Branch . . . . . 230 26 29
Southern Branch . . . . 323 38 32
Northern Branch . . . . . 292 25 27
Eastern Branch . . . 274 84 22

1119 173 110

——
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2.37. The maximum number of retail outlets showing ‘NIL
return was in the Eastern Branch where the average sale per re-
tail outlets per year was also the lowest during the three years end-
ing 31st March, 1970 as indicated in the following table:—

(Figures in Kls. )

1967-68 1968-69 1969-70
MS HSD MS HSD MS HSD

1. Average sale for
the Company as

a whole , . 10§ 253 119 272 125 306

2. Western Branch 11§ 230 120 245 126 255

3. Southern Branch 119 344 130 338 134 367
4 Northert Branch 92 266 119 316 134 36§
s Eastern Branch o4 181 104 170 106 213

2.38. The rate of growth was the highest in Northern Branch,
Although its performance was below the All India average sales
per retail outlets during 1967-68, it gave the maximum return on
<apital investment during 1969-70 as shown below:—

Branch Average Average Percentage

Investment Investment of returnon

per retail per retail investment
outlet outlet

1. Western Branch

31556 12541 39:74
2. Southern Branch 28003 12808 45° 70
3. Northern Branch 24322 11878 48-84
4. Eastern Branch 27091 4938 1823

-

239. So far as the four metropolitan cities of Bombay, Madras,
Delhi and Calcutta are concerned, the study covered 151 retail

outlets and the position which emerged out of this study is given
in Appendix II

The Company informed Audit in June, 1973, that further exami-
nation of the study disclosed that while working out the return on
investment certain expenditure which should have been taken into
account was not taken This shows that the profitability indicated
in the study was overstated the extent of which could not be quanti-
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fled in Audit in the absence of details regarding the items of expen-
diture left out of consideration. The Ministry stated that a further

study in depth would be undertaken and the results intimated in
due course.

2.40. As reagrds the reasons for lower throughput of the retail
-outlets of IOC, the Committee were informed that in the four met-
ropolitan and other major towns, for past several years, the private
oil companies had established their retail outlets in key locations,
situated strategically in highly commercial and residential areas.
I1.0.C., therefore, had to develop retail outlets primarily in the
peripheries of these cities. In Bombay, the major concentration of
trade had been traditionally in the heart of the city, where I.0.C.,
had been unable to obtain suitable sites because of high rentals.
“Therefore, the average throughput of motor spirit for I.O.C.
in Bomhay had always been below industry’s average throughput.

2.41. As regards the reasons for I.0.C.’s average throughput for
.motor spirit per outlets in Bombay having come down to 38 Kl. in
1971 as compared to 49 Kl in 1970 it was stated that this was main.
‘ly due to competitors, particularly Burmah shell and ESSO, indulg-
ing in intensive sales campaigns on a highly selective basis in
“their Bombay on shore refinery areas, and non-retention by IOC
-dealer of sales volumes achieved through past incentive scheme in
the face of this intensive campaign. IOC’s retail outlets in Bombay
were primarily located in the periphery. Hence to counteract the
-effect of the intensive sales campaign launched by the private oil
companies in Central Bombay and in the periphery area, JOC would
"have had to resort to extensive incentive schemes both to retain
‘the existing outlet volume and also attract new customers through
their limited number of retail outlets. The effect of such intensive
campaigns, even if launched by IOC, would have been negligible
as the private oil companies with their large network of well-
-established retail outlets could easily out-maneouvre IOC’s efforts.
Such competitive activity by both private and public oil companies
‘it was stated would only have resulted in unhealthy competition
‘thereby further reducing profits in the retail trade.

. 242 As regards Calcutta, it was stated that in addition to the
.difficulty of obtaining suitable sites, the unsettled political conditions,
particularly in the years, 1969-71 kept IOC’s motor spirit sale per
retail outlet below industry’s average throughput. However, the
position was now improving and the IOC’s average motor spirit
sale per retail outlet in Calcutta had gone up in 1972 to 22 K1. per
‘month as against 16 K1. per month in 1971
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243. The Committee were also informed that on an all India
basis, JIOC’s motor spirit throughput over the years had shown
steady increase from an average of 11 Kl. per month in 1966 to 13
Kl. per month for 1972 whilst industry average over the same period
has risen from 15 Kl. to 17 K1.

244. As regards the reasons for 283 outlets showing nil/poor
returns as on 31-3-1970, the Committee were informed that the
position as on 31-3-1971 in respect of these outlets improved to 209
nil/poor return outlets The reasons for these outlets showing nil/
poor returns were stated to be as below:—

(1) Dealers’ financial position unsound,
(2) Partnership dissolved/disputes among partners.

(3) Dealers disinterested due to other more lucrative occu-
pations. .

(4) Lack of electricity/facilities.
(5) Change of dealership.

(6) Change of potential.

(7) Court cases.

(8) Political disturbances.

(9) Shift in Octroi barriers resulting in increased price struc-
ture vis-a-vis competitors’ outlets.

(10) Good sales, returns yet to materialise,

245. The Committee were also informed that at the end of
May, 1973, IOC had 30 nil selling retail outlets as follows:—

Northern . . . . . . . . . .

Eastern . . . . . . . . . . . . II
Western . L . . . . . 8
Southern . . . . . . . . . . . 6

2.46. As regards the reasons for the percentage return on in-
vestment in Eastern Branch in 1969-70 being the least it was stated
that out of 106 retail outlets showing nil/poor returns, 56 retail
outlets were commissioned after 31-3-1966. " Retail outlets generally
took about two years to three years to pick up sales and start giv-
ing some returns on investment. Thus, even if the sales from a
particular retail outlet were satisfactory, the net income from sales
from the outlet in the initia] period might be lower than or not
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substantially higher than the net expenditure (due to depreciatiomn
on investment) resulting in nil/poor return initially. This adverse
situation was automatically corrected as sales gradually picked up
during the subsequent years. The number of nil selling up during
the subsequent years. The number of nil selling retail out-
lets in Eastern Branch as on 31-3-1971 was 43 and as on 31-7-1973
this number had been reduced to 13. The position was under close

scrutiny and constant review and further improvement was ex-
pected.

2.47. It was also noticed that the return on company owned dea-
ler operated retail outlets was lower than the return on retail out-
lets owned and operated by dealers. This was explained due to
much larger quantum of investment involved in the former. In
the case of company owned and dealer operated outlets, the Cor-
poration arranged all the facilities including the procurement of
the land an lease, development of the site, erection of building,
provision of dispensing pumps, storage tanks and emblem signs
and, wherever applicable service station equipment also. In res-
pect of dealer owned and leader operateq retail outlets, the Corpo-
ration provided only dispensing pumps, storage tanks, emblem signs
and all other investment, were bogne by the dealer. In the four
Metropolitan cities the land rentals as well as investment involved
in the above facilities were considerable and, in case of company
owned retail outlets these were borne by the Corporation.

2.48. The Committee were also informed that as per current policy,
the Corporation developed Company owned dealer operatec_l re-
tail outlets in all cases where the anticipated sale in the third year
of operation was at least 4 k1. of MS and 16 kl. of HSD or a coml?in-
ed MS/HSD sale of 20 kl. per month in the third year of operation.
In all other cases, it developed dealer owned dealer operated retaijl
outlets. However, within this frame work, dealer owned dealer
operated retail outlets had also been developed in cas&?s where
prior commitments had been given to businessmen earlier to the
introduction of this policy.

2.49. Asked about the reasons for return on invest.nfent in Bom-
bay, Calcutta and Madras being lower than in Delhi it was .stated
that in Calcutta and Madras a majer portion of tl’%e retail out-
lets analysed in the study were put up after 31-3-1?65 1.e.,.the1y had
been in operation for less than two years where.as in Delhi a arge;l
number of outlets had been put up prior to this date. New reta:
outlets took atleast two to three years to pick up sales and begin
showing improved returns.
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2.50. In respect of Bombay, although the majority of retail out-
lets examined were in operation for more than two years low re--
turn on block capital was due to high investment and high rentals
involved in respect of Corporation owned retail outlets. In addi-
tion to this, the number of Corporation owned retail outlets studied
as compared to dealer owned retail outlets were higher in case of

Bombay whilst reverse was true in the case of the other three
metropolitan towns.

2.51. The Committee were also informed that a further study of
the retail outlets was taken up in October, 1973 and the results of
the study were expected to be received by 2nd of March, 1974.

2.52. The Committee find that the average throughput of Motor
Spirit per month per retail outlet of the Corporation was lower than
the industry’s average not only in the four metropolitan cities hut
in Group B and C towns also. In the case of Bombay and Calcutta,
the average throughput of Corporation’s retail outlet was lower than
industry’s average in 1966. Another disturbing feature was that in
Bombay, the gradual improvement registered upto 1970 could not
be maintained and the throughput went down to the ievel of 1966.
"The low throughput also affected the profitability of the retail out-
lets. A study of 1119 retail outlets during 1969-70 showed that 283
retail outlets gave nil or poor return on investment,

2.53. From the reasons advanced by the Corporation for the retail
-outlets showing nil or poor return on investment, the Committee
cannot help observing that enough care was not taken either in
selectig the dealers or the sites for location of the outlets. The Com-
mittee are not able to appreciate why 10C should not profit by their
-experience and take a judicious decision both in the location of the
retail outlets and in selecting the dealers. .

254, The Committee are also surprised to find that a study of
the performance of the retail outlets was undertaken first in 1969-70
and thereafter, it is only now (October, 1973) that a second study
has been taken up even though it was admitted by the Corporaﬁ(fn
that the study made in 1969-70 did not take into a@ut certain
items of expenditure and therefore, the profitability indicated by t'he
said study was over-stated. The Committee desire that such sudies
should be made more frequently and with greater care so that the
reasons for poor performance of the retail outlets could be identified
and suitable remedial action taken in time. The Committee ne.ed
hardly point out that in view of the fact that there .were difficulties
in setting up new retail outlets particularly in major towns, there
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is imperutive need to improve the throughput of existing retail out-.

lets so as to increase the sale of motor spirit and thereby the profit..
ability of the retail outlets.

2.55. In this connection, the Committee would like that the Cor--
poration should also examine the facilities offered and services ren-.
dered by the retail outlets of IOC in comparison with those given by
other oil companies with a view to removing the shortcomings, if
any, in the working of the retail outlets of the Corporation.

C. Award of Dealership/Distributorship for Rehabilitation of
Defence Personnel

2.56. The Corporation prepared a scheme in January, 1972 for
award of dealership/distributorship for the rehabilitation of Defence
Personnel, their wives and dependents. The scheme was initially
sanctioned for one year but was later on extended. The scheme en-
visaged selection by the Directorate of Resettlement, Ministry of
Defence of suitable persons for the award of dealership/distribu--
torship (dealership for retail outlets, dealership for Kerosene and
LDO and distributorship for ‘Indane’ both for domestic and com-
mercial use) and assist them in obtaining necessary finance.

2.57. The Ministry of Petroleum and Chemicals sanctioned in
March, 1972 an interest free loan of Rs. 20 lakhs (which has been
deposited in the Central Bank of India) to enable the Corporation
to give interest free credit assistance to the selected persons.

2.58. Again 597 locations offered by the Corporation to the end of
February, 1973, the Directorate of Resettlement sent nominations for
524 locations, Appointment letters were issued to 435 persons but
dealership/distributorships materialised only in 82 cases for which
financial assistance to the extent of Rs. 10 lakhs was provided by
the Central Bank of India. The slow implementation of the scheme

had been attributed by the Management (February, 1973) to the-
following—

(a) Receipt of incorrect address of the nominees from the
DGR (Director General of Resettlement).

(b) Disinterest shown by the DGR nominees.

(c) Requests for change in the type of dealership/distribu-
torships or change in location made by the nominees.

‘(d) Poor response from nominees and re-offer of dealership/,
distributorship to DGR for fresh nominees.
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(e) Inadequate progress shown by the nominees within the

stipulated period.

(f) Occasional delays in the grant of loans by the Banks in

(®

2,58. The Committee enquired about the number of cases
which the dealership/distributorship could not be finalised for each

locations where the Bank does not have its banking arran-
gements,

Difficulty in locating interested and suitable candidates
for B site retail outlets showing low or marginal profita-
bility. (B site retail outlets had been taken out of the
scheme from September, 1972).

in

of the reasons mentioned above. They were informed that an analy-
sis of the position upto August, 1973 of the number of cases of dealer-

ship/distributorships involved in the various factors revealed the
following:—

(a) There were 16 cases of incorrect addresses notified by the

Directorate-General of Resettlement. In all these cases,
either corrected addresses were forwarded to IOC or
fresh nominationg were received from the DGR.

{(b) There were 92 cases where the DGR nominees showed

(c)

(d)

disinterest in taking up the dealerships/distributorships.
Of these in 43 cases, the dealerships for dealer-owned/
dealer-operated retail outlets could not be finalised as the

nominees backed out. In the other cases, fresh nominations
were received, '

There were 67 cases where the nominees requested for
change in the type of dealerships/distributorships for
which they were nominated or change in the location
offered to them. In all such cases, either the nominees
finally accepted the nomination or were accommodated in
alternate locations or dealerships/distributorships reques-
ted for by him,

There were 71 cases where the nominees showed poor
response in respect of dealerships/distributorships for
which they were nominated. In all such cases, fresh no-
minations were received from the DGR. Out of these in
nine cases, all of Corporation-owned/dealer operated re-
tail outlets, the original nominees as well as the subse-
quent nominees did not ﬁnally take up the dealerships
offered to them.
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(e) There were 79 cases where the nominees had shown in-
adequate progress within the stipulated period. Extensions
of time, where necessary, had been given,

(f) There were three cases where the Central Bank of India
was unable to grant loans because they did not have local
branch in that area. The Bank has now made arrangements
with other nationalised banks for extension of loans in
all these cases.

(g) Altogether, proposals for 84 dealer-owned/dealer-operated
retail outlets were offered to the DGR, of which 5 were
subsequently dropped by IOC. Out of the balance 79,
nominations from the DGR were received for 61 locations,
out of which 43 nominees backed out after letter of intent
was issued by IOC and in 18 cases the nominees are still
to finalise a site and/or commission the retail outlet. In
respect of the balance 18 locations (19 minus 61) the DGR
was unable to locate interested and suitable candidates
to take up the concerned dealerships,

2.60. The Committee were also imformed that as at the end of
June, 1973, the position was as follows:—

Locations offered . . . . 583
-3 4

Nominations received . . 533

Allotments made - . . 443

Dealership/distributorship commissioned . 128

2.61. The Committee find that the Corporation prepared a scheme
in January, 1972 for the award of dealership/distributorship for
retail outlets, kerosene, L.D.0. and ‘Indane’ for the rehabilitation
-of Defence Personnel, their wives and dependents. As against 583
nominations received upto 30th June, 1973 for award of dealership/
distributorship under the scheme, the allotment letters were issued
to 443 persons and the number of dealership/distributorship actually
commissioned was 128 only. The Committce regret to note the slow
progress in the implementation of the scheme. They desire that the
‘working of the Scheme should be reviewed in the light of experience
gained so far and suitable measures taken to resolve difficulties
experienced in the commissioning of dealerships/distributorships
awarded under the scheme.



:
, m

PRODUCT EXCHANGE ARRANGEMENTS

31. In order to avoid cross movement of Petroleum products,
achieve economic distribution and maintain continuity of supplies,
the Corporation entered into product exchange arrangements with
other oil companies. The first agreement covering the products of the
Noonmati (Gauhati) Refinery of the Company was entered into in
1962 and the provisions of this agreement were later on extended to
the refineries at Barauni (July, 1964), Koyali (October, 1965 on ad
hoc basis) and Cochin (October, 1966). In respect of the Madras
Refinery, which went on stream in June, 1969, the products are
exchanged on the basis of concurrent repayment. The provisions of
the agreement are contained in a Manual called ‘Noonmati—Barauni.
Product Exchange Manual’ (NBPE).

3.2. The salient features of the agreement are discussed below:—

(a) Under these arrangements, the Corporation is entitled to
withdraw products from the refineries of other oil compan-
ies against the supply made by it initially to them from:
its own refineries. If the Corporation is unable to withdraw-
all the products given to other oil companies for exchange,
the balance is transferred to an “outright purchase ac-
count” and is settled in cash. On the otherhand, if the
Corporation takes more quantity in a given month than
it has initially given for exchange, the excess quantity has.
to be adjusted against the Corporation’s withdrawable
entitlement in the subsequent period. The arrangement
is, thus, in favour of the other oil companies.

(b) The inability of the Corporation to take back all the pro-
ducts given for exchange up to 1965-66 was considered by
the Committee on Public Undertakings in paras 132 to 134
of their Thirty Fifth Report (Third Lok Sabha—March,
1967).

3.3. The Committee had pointed out that during the four years
1962-63 to 1965-66, the Corporation was able to take back less than

36
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50 per cent. of what was given to other oil companies by way of pro-

duct exchange. The position in respect of subsequent years is given
below:—

(In o000 Kls.)

MS SKO IKO HSD LDO FO TDO ATF

1966-67 U 848-4 182-8 620-7 156°8 185'6 .
R 356 137.0 .. 433'0 178'2 126°3 ..
T 812.8 458 .. 187°7 (21°4) 93 .. .
1967-68 U 928-1  239.9 .. 705-0 182'1 376'3 91 120°8
R 44'3 122.2 .. 604'1. 2109 3549 .. 720
S 883.8 117.7 .. 100.9 (28:8) 21°4 9.1 488
1968-69 U 10270 2981 22'8 8§7°1 1546 275§ 81 1032
R 323 2640 .. 826'8 181°8 603°0 .. 1360
s 994:7 341 228 303 (27'2) (327°5) 81 (33'7)
1969-70 U 10890 347°3 64  812:8 136:1 2487 47 845
R 116-2 273:0 .. 8256 149'3 358'3 .. 1650
S 1072'8 74,3 6:-4 (12:8) (13-2) (109:6) 47 (80°5)
1970-71 U 1045'6 5389 . 891°0 219'4 I48:6 . 107-8
R 36-2 3979 .. 863-9 1675 2589 .. 188-9
S 10087 141°0 .. 271 ., $1-9(110,3) .. (81-1)
1971-72 U 1027.3 §67°2 .. 11026'7 94'4 220.1 % .. 96'3
R 580 473.9 .. . 9513 167°8 3378 . .. :. 2076
S 969-3 933 .. 75'4 (734 (17°7) .. (111-3)
1972-73 U 872-4 484°'6 .. 1023°S  30'9 3119 .. ' 1237
. R 119°'5 3856 .. 998:6 .150°5 . 31828 ... 217°6
S

7529 990 .. 249 (119'6) (0'6) : .. (939

NoTE :— Figures in brackets represent the quantity taken in excess by the Company.
. h L .

: .f,r

~ U: Upliftment by other companies
R : Repayment by other companies .
S :, Shortfalls. &

i - BESTN

3.4. The difference between upliftment and repayment indicates
quéntities which were treated to have been ‘s0ld om:outright basis.
This treatment was given only to Motor Spirit and imbelaroces in
respect af other products were adjusted, in relaxation of the provision
563 LS—4. A

-
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made in the agreement as mentioned in sub-para (a) above in the
following manner:—

(i) Yearly imbalances in HSD were carried forward for ad-
justment to the subsequent period and were also adjusted
against deliveries of FO and LDO by other oil companies
in the ratio of 1 tonne of HSD equal to 1.5 tonnes of FO
or 2 tonnes of LDO.

(ii) Imbalance in SKO was adjusted against the imbalances of
ATF and MTO in the ratio of 1 tonne of ATF equal to 1.3
tonnes of SKO (up to December, 1971 or 1 tonne of SKO
thereafter),

(iii) Imbalances in LDO represent the following adjustments:—

(1) Direct sales by IOC of about 12,000 MT per annum from
1968-69 in lieu of MI charges payable on FO tanks hxred
from Caltex in Bombay.

(2) Carry over of previous year’s imbalances and also ad-
justment of HSD imbalances since 1966-67.

(iv) FO represents partly the quantities made available to I0C
on account of incremental crude produced by other oil
companies and partly adjustments of imbalances in HSD
since 1966-67.

(c) The Corporation is not entitled to recover any profit margin
on the products treated as outright sale under these arrangements.
The profit margin on motor spirit amounting to about Rs. 11.93
crores was foregone by the Corporation to other oil companies during
1966-67 to 1972-73. This in turn increased the repatriable profits of
other oil companies.

3.5. Besides, under the agreement other o0il companies have to
make fortnightly deposits with the Company in advance in respect
of notional railway freight from the normal port of supply
to the proposed destinations and excise duty; no deposits
have, however, been made in respect of cost and other elements on
the ground that the extent of outright sale can be worked out only
after the expiry of six weeks in the case of MS while in respect of
other products carry forward from period to period is permissible.
In respect of MS, it has all along been the experience and it is also
common knowledge that a substantial portion of the MS given under

‘Product Exchange’ is ultimately converted into outright sales to
other oil companies, the extent of such sale being never less than
0.8 million Kl. per annum since 1966-87. As a result of the existing
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practice of not obtaining the deposits in respect of cost, the other oil

companies have all along been enjoying an unintended credit facility
of about Rs. 0.91 crore on an average.

(d) Under the Product Exchange Manual, MI charges were pre-
viously being recovered only in respect of despatches to locations
other than Main Installations i.e. on despatches to Main Installations
no MI charges were being recovered, Similarly for Motor Spirit in
respect of locations other than Main Installation only bulk loading
charges at 66 paise per Kl. were being recovered as against the full
MI charges of Rs. 8.31 (upto 31st May, 1970) and Rs. 8.64 (from 1st
June, 1970). As the quantity of motor spirit taken by the Corporation
has always been less than that initially given by it for exchange it

suffered the following losses on the quantities treated as outright
sale to other oil companies:—

(Rs. in lakhs)

Years Amount
1666-67 . . . . . . . . . . . 62-18
1967-68 67-61
1968-69 . 76-09 °
1969-70 . 82-07
1970-71 8049
1971-72 . 74°32
TOTAL : 442°76

The amount for 1970-71 has been calculated on the basis of prices
fixed from 1st June, 1870,

(e) Clause 1.4 of the Manual provided for a review and revisi.on
of the arrangements on termination of the then prevailing price
formula by Government. In reply to a recommendation made by the
Committee on Public Undertakings in their Thirty Fifth Report
(Third Lok Sabha—paras 134 and 135) Government stated (Septem-
ber, 1967) that ‘‘the matters should be left to be regulated by the
results of I0C’s current negotiations over the product exchange
manual”. However, the Manual was not revised when new pricing
formula (WGOP) became effective from February, 1966. Subsequent-
ly, on the introduction of revised pricing formula on the basis of
Oil Price Committee report with effect from 1st June, 1970, the Cor-
poration took up the question of revision of the arrangements with
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other oil companies in two stages in January, 1971 and in February,
1972 respectively and has so far (January, 1973) been able to make
them agree to the payment of full MI charges on Motor Spirit in
respect of despatches to different places except to main installations
of the other oil companies as shown below:— .

1.” ESSO . From 14-9-1971 for ABC (Assam, Barauni,
Calcutta) area. |y tf hidead

2.7 All Marketing companies . From 1-10-1971 for cosumption in zones 29,

- 43, 44. .

3. Caltex . From 8-11-1971 for ABC (Assam, Barauni,
Calcutta) area.

4.‘t Burmah Shell . . From 15-11-1971 for ABC (Assam, Barauni
Calcutta) area.

s. All Compc.mies . From 1-1-1972 Ex-Cochin Refineries Itd.

6.' All} Companies . . . From 1-4-1972 Ex-Koyali/Sabarmati.”

3.6. From 1st April, 1972 full MI charges for MS supplies are be-
ing recovered from all oil companies at all locations except that for
supplies to the main installations only bulk loading charges at 66
paise per Kl. are being recovered. This is expected to give an ad-
ditional revenue of Rs. 58 lakhs per annum.

3.7. The negotiations regarding the revision of other clauses of
the product exchange agreement were started by the Corporation
in February, 1972 and are still in hand.

3.8. Explaining the circumstances under which the IOC entered
into product exchange arrangements' with othér oil companies, the
Committee were informed by IOC that it was: absblutely essential for
IOC to make arrangements with the other oil companies so that
the surplus Motor Spirit cotfld be disposed off to the other oil com.-
panies and simultanedusly meet the demand of the consumers in the
country. The represéntative of the Ministry stated during evidence
that the public sector refineries were producing almost three times
the motor spirit produced by the private oil companies. With this
large availability of motor spirit, the IOC was unable to develop its
market because it could not penetrate the high consumption areas
especially in ‘A’ & ‘B’ class cities Where th¢ most remunerative sites
for retail pumps had either been occupied for a long time with well-
established.business by ‘the foreign companies or those had already
been brought or:leaséd by the foreign’ companies. Therefore, I0C’s
entry was largely in the periphery of the consumption concentrations
where its business grew rather slowly. Further to penetrate in the
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market properly it would have had to set up not only its retail out-
lets but also its depots and sub-depots and storage points through-
out the country. It was in this context that product exchange agree-
ment was entered into in 1962, This agreement made available to
the IOC, the storage depots, sub-depots of the foreign oil compan-
ies from where the IOC could draw the product and put it into the
market. So it was an agreement aimed at penefrating the market.
It was a tonne for tonne exchange of products. But it was out right
sale in respect of products like Motor Spirit which could not be
exchanged.

3.9. When pointed out that the Committee on Public Undertak-
ings had commented upon this agreement in their 35th Report and
recommended that these arrangements should be revised forthwith,
the witness stated that Government went into this question and ul-
timately decided that while the product exchange agreement ghould
be amended to. become more favourable for the 10C, the arrange-
ments itself were quite practicable and desirable and should be con-
tinued. In the course of negotiations over the last few years a num-
ber of clauses had been amended. ’];‘hese negotiations. had: been
very protracted but'as and wHen agreement was reached on any par-
ticular point;'#t was implemented.

3.10. The Committee were informed by I.O.C. that:among the
important items of revision proposed, the following major aspects
had been satisfactorily resolved in IOC’s favour:—

(i) Repayment of Deficit Products

The NBPE Manual provided that repayment of deficit products
would be made only at the refinery ports by the private oil com-
panies. However, agreement had already been arrived at whereby
the other oil companies repay from 1st June, 1970 the deficit pro-
ducts at coastal ports and this- (even with the change of the pricing
permitting recovery of freight from the FSP) would still allow
IOC the benefit of avoidance of losses in coastal transportation,
penalty duty thereon and also to that exteht of the freight costs in-
curred which were not reimburseable under the FSP rules. These
expenses on repayment of deficit products to TOC at coastal ports
were now being borne by other oil companies.

(ii) M{ Charge on Motor Spirit (Clause 9.6 of NBPE manual)

The private oil companies were paying only “bulk loading charge”
@66 paise per KL on the entire upliftment of MS ex the Inland Re-
fineries and in ‘the case of supplies to main port installations from
these stock points, even this bulk’ loading charge was not payable.
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However, by subsequent discussions and application of certain
amount of pressure on other oil companies, through the media ot

discontinuation of supplies to others, IOC have been able tc obtain
their acceptance for.—

(a) Payment of full MI charge on Motor spirit supplies to
others at upcountry points from IOC refineries.

(b) bulk-loading charge on Motor Spirit supplies to other oil
companies at their main installation ex-these sources, and

(c) also bulk loading charge on supply of other products to
their main installations ex the Inland refineries as against

“nil charge” recoverable from them as in the original
NBPE manual provisions.

The additional recovery to IOC under this account would ap-
proximately amount to Rs. 58 lakhs per year at the current level of

supplies,

(iif) Under recovery on Rail Freight on out of pricing area supplies
to other Oil Companies Ex-Inland Refineries

As against notional freight paid by the other oil companies, they
have already agreed to pay from 1st June, 1970 the actual freight in
respect of supplies made to them within the pricing area of the in-
land refineries, resulting in financial advantage to IOC of approxi-
mately Rs. 5 lakhs per annum. As for supplies to areas outside the
pricing area of the respective inland refinery, a broad agreement
had been arrived at that they would pay the actual freight from
1st April, 1972 subject to all items of revisions being satisfactorily
resolved. As a result of the above, the under recoveries between
notional and actual freight on supplies to other oil companies would

substantially be reduced. The advantage to IOC as a result of this
was estimated to be Rs. 8 lakhs per annum.

(iv) Repayments: (Clauses 3.9 and 3.11 of NBPE Manual)

As per the clauses noted in the NBPE Manual, the repayments
were to be on the following basis—

(a) The other oil companies would repay IOC each month
quantities of products not exceeding the quantities receiv-
ed by them in the second preceding month.

(b) If a ton for ton exchange is not maintained in any given

month, such quantities, as are not taken back by IOC
shall be raised to outright sale.
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By protracted negotiations, the position had been substantially
changed and the present arrangements implemented gradually since
1967 are:—

(a) Quantities that are not répaid in the second following
month are being carried forward (except in the case of
Motor Spirit) and no outright sale is permitted.

(b) IOC are also obtaining advance supplies from other oil
companies as against obligations of the other oil compan-
ies to give repayment only to the extent what IOC has
given to them in the second preceding month.

{c) Further, there is no additional charges such as ad hoc

"~ penalty of Rs. 9MT being paid on such advance deliver-
ies, whereas in accordance with the manual, such supplies
will be termed as ad hoc assistance and quality for pay-
ment of assistance charges. Accordingly, the disability of
I0C of forgoing its products (except MS) on the basis of
raising to outright sale and the need to pay assistance
charge have been eliminated and IOC has now the added
flexibility of receiving advance supplies.

(v) Repayment of Dissimilar Products

As per the provisions of the manual supplies/repayments shall
be only in like products. Since then by negotiations, agreement was
arrived at in 1968-69 to repay in dissimilar products. This very
greatly helped I0C in meeting out its trading obligations. To give
an example, IOC’s own production of ATF is short of its trading
requirements and IOC has no MTO production but is marketing the
same on the basis of obtaining these products in exchange, for some

-other products.
(vi) Distribution Charge

As per the provisions of NBPE manual, only MI charge, among
the marketing margins provided in the price build up, would be pay-
able (except for MS qualifying for bulk loading charge payment)
10C had also taken up claim for recovery of a part of distribution
charge (element provided in the marketing margin in OPC) on
direct supplies of products in tank wagons/tank trucks to consumers

ex OC's refinery/pipeline tap off points.
The other oil companies accepted in principle payment to I0C

of Rs. 2/KL on all road upliftments ex inland reﬁneries/pipeling tap-
.off points subject to all other revisions in the NBPE being satisfac-
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torily resolved. A rough estimate of the additional recovery would
be approx. Rs. 15/18 lakhs per year.

(vii) Payment of CIF value on supplies (Financing)

The CIF values are paid on a monthly basis and the bills are to
be made by 7th of the following month and to be paid within 15
days of receipt thereof. Accordingly, there is an average credit
period of 35|37 days in respect of CIF.

Except for Motor Spirit, where the full quantities are not taken
back, the credit is both ways, because IOC also enjoys the same
credit on products taken from other oil companies. In the case of
the Motor Sprit raised to sale there is a credit factor involved.

3.11. The Committee were also informed that question of revis-
ing the credit period in respect of MS raised to sale needed to be
considered in the light of the latest arrangements with Caltex/
Burmah-Shell for obtaining other products in exchange against MS.
Under the same system of credit, JOC was likely to have larger funds
in its hand with a credit period benefit of 35/37 days as the C&F
prices of kerosene would be more than MS and secondly, the quan.
turnwise repayment would be slightly mere than the quantum of
MS supplied to them. Therefore, the need to change the credit
period at this point of time would not be to I0C's advantage.

3.12. The Corporation stated that with the above major features
already covered, and others in the course of finalisation, other items
which have to be further examined and discussed would broadly
be limited to (a) concurrent repayment, (b) other minor items and
(c) finalisation of such of those items listed above requiring to be:
formally completed. As soon as these have been completed, the
NBPE manual would undergo a total formal revision incorporating
-all the agreements since entered .into.

3.13. The Committee enquired whether it was anticipated that
this kind of product-exchange arrangement would result in a heavy
loss to IOC. The Secretary of the Ministry stated during evidence
as follows:--

“ T would consider the loss theoretical. If you cannet sell the
product and are forced to sell it through someone else then
it is a loss in the sense you have not been able to develop
market sufficiently. The ‘A’ class cities consume almost
29 per cent of M.S. It is a very high quantity in concen-
trated areas and that is commanded by the foreign oi}
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companies. The question is apart from taking some dras-
tic legislative action what IOC can do to improve upon
its performance. I think as a practical measure of market
development the scheme has worked well. If we isolate
MS then we would certainly com<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>