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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 Indian Oil Corporation Limited 
(Marketing Division) as contained in the iteport 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 ^mmit- 
tee.

C»)



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 Oil Corporation Limited (Mar­
keting Division).

N e w  D elh i; /

April 19, 1974.
SUBHADRA JOSHI, 

Chairman, 
Committee on Public Undertakings.

(x ii)



I

INTRODUCTORY 

A. Historical Backgrouad

1.1. 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, 1969). .

1.3. 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 o f  India for the year 1970-71 Union Government 
(Commercial).

t
B. Objectives

1.4. The Indian Oil Company Limited (now Marketing Division 
of the Indian Oil 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 v»herever advantageous, imports 
can be effected not only from sources already availed of 
by the trade, but from alternative sources as well.



2

(iii) 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, all 
the products of the reflnerfies at Gauhati Barauni.

1.5- After the formation of the Indian Oil Corporation Limited, 
the following additional objective laid .down for the Marketing 
Division:—

“to  take the products of the Cochin Refineries Limited either 
as agents or owners for marketing except the products 
which are required by the Cochin Refineries Limited 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 tit 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 purchases from MRL<

Attainment of Objectives and performance analysis

1.7. The following table, indicates the products availability to
I.O .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-ois the product avail­
ability and the revised sales targets are given in Appendix-I.

* i •: •. • ‘
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1.8. It would be sera from the table that the Corporation’s share 
in total internal sales has been gradually increasing and was 57.3 
per cent in 1972. Hie 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 I.O.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 ocean vessels. The 
Import of deficit products was made by I.O .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 I.O.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 I.O.C. to 
other oil companies under product exchange arrangement. This has 
been dealt with in detail in another Chapter of this Report.

C. Sales to 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 durinz the last 3 years as also 
the sale of I.O .C .:—

(Figure* in ‘ooo MTs)

1970 1971 1972

I. Industry Sales (excl. Bitumen) to Civil Govern­
ment Departments:

Government Undertakings, (Semi-Government 
bodies) including Defence . . . . 32*5Z' 6 39,99* 3 45,08- 6

%. IOC’s sales for the same categories as above. . 32,15-5 3®»53‘ 5 43*02*3

3* Market participation . . . . 9»’ 8% 96*4% 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 
tojrnes per year, went on stream in 1971. The Naphtha require­
ment of Madras Fertilizers Limited (MFL) was 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

4‘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 
Oil 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:-

8,500 tonnes
1972 5,600 tonne*

1.14. It would be noticed frojn 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 e.g., 
J. & K , and also the Denfence (in Assam) buy small requirements of 
POL products from other oil,companies as well, for operational rea­
sons.

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

D. Profitability of Market Participation

1.16. Although the market participation of the Corporation 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, RPO/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 tris.a~vis other oil companies is given below for the 
year 1968 to 1973: —

Percentage o f  market pirticipa- Percentage o f Profit Participa-
tion

r o c Others Total

tion

r o c Others Total

1968 46* 53 53-47 TOO 42-57 57*43 103

1969 . 52-70 47*30 100 47*88 52-12 100

1970 • • 54*79 45 21 100 48-29 5i - 7i 100

1971 . 57* 63 42*37 100 51-51 48-49 105

1972 . 60 • 5 39*5 100 53*9 4 6 0 1 100

1973 . 6 4 6 354 100 57‘3 42-7 100

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 (HSD and MS) and greater 
market participation in less profitable products (AV, Gas, LDO MLO.



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

10

Product Percentage of market participation

1968 1969 1970 1971 1972 1973

(A) More profitable products
•

MS , . . i8* 6 200 22*1 25* 1 26 29*0

H S D . . . 42 4 47-5 48 4 5i *5 51*5 54*3

(B) Less profitable products

AV/Gass . 67 1 82-9 89-6 95* 1 90*5 98-4

PO/TDO , 4 3 5 49* 8 6o*I 603 71*7 79*0

R F O/LSHS . IOO ' 0 xoo-o 87*8 84* 7 78*8 82 *6

LLDO/MLO . 39*6 49*5 50*5 60*4 66-9 68-4

JP-4/ATF . 51-5 62-8 6?-2 10 '$ 67-6 72*7

Kerosene , , 5 5 5 604 56*6 6 2 5 63*2 66-9

(C) Average {above products)

46-5 52-7 54*5 57‘ 6 69 * I 6 4 6

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

(Rs. in lakhs)

IOC Other oil companies

MS HSD% Total %to over all total MS HSD % to ov­
er all 

total

1968 . 64 288 352 3 4 4 280 392 672 65* 2

1969 . 73 351 424 38 4 291 388 679 6 1 6

1970 . 80 331 411 39 3 282 354 636 6o-7

I97I . 91 352 444 42*2 276 332 608 57*8

1972 . 100 385 485 42*8 286 363 649 51' 2

1973 . . 113 457 570 46-3 278 384 662 53*7

1.19. It is evident from the above tables that the performance 
c f the Corporation in the marketing of more profitable produo*
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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 Corporation, how* 
ever, reveals that it has less market »<irticipatian in more profitable 
products (JJSD and MS) and greater market participation hi less 
profitable products. In the case of Motor Spirit the share of IOC 
was only 2l6 per cent in 1972 as against the overall market participa­
tion of 57.3 per cent. In the case of retail sales of M.S. its share was 
barely 19.4 per cent in 1972. The Committee are constrained to ob­
serve that the Corporation's participation in profits fell short of 
its market participation as compared to other oil 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 shortfall could not be attributed 

to the engineering short comings but to other factors beyond the con­
trol of I.O.C.

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

“ (1) 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 construction 
work.

(2) 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.

(3) 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.

(4) The construction programmes often include such locations 
when the Railways have a long conversion programme 
from Meter Gauge to Broad Gauge remodelling their en­
tire marshalling yard, etc., which introduces such undeter­
minable factors holding up progress in the construction 
work."

2.5. The Committee were also informed by IOC that cases of
non availabi’uy 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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necks. The assistance of the Ministry of Petroleum and Chemi­
cals was sought as and when it was considered necessary.

2.0. 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 been • forthcoming. 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 And that the production of motor spirit by 
public sector refineries and the demand of industry during the years 
1967 to 1972 was ae follows:—

(Figures in ooo Mts.)

Year Public Sector 
Refineries* Pro­
duction

Industry’s De­
mand

%

1961 984* 4 n 8 r  6 833

1968 , 11480 1256-0 9 14

1969 . . 11962 1329-9 8 9 9

1970 1191-3 1410-3 8 4 5

1971 1228-4 15 15 6 8 1 1

1912 . . . . . 1114-1 1385*8 7o-3

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.

2.9. 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
I.O .C . and other oil companies:

"The Committee is of the view that the situation in which 
IOC 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 of 
new retail facilities, without disturbing the existing chan­
nel of .distribution, dealership etc. To achieve this end. 
the private oil companies 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:—

IO C Other Oil Total 
(95% ) Companies (ioo%) 

(J% )

4 Metropolitan cities and the 26 selected towns 

Re*t of the area .

Total for 5 years .

Average per year . .

46s 24 4*9

2435 139 574

2900 163 3063

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 TO T A L

Year Target Actual Target Actual Target Actual Target Actual

1968 70 32 63 53 447 542 580 627

1969 89 30 63 4* 428 454 580 532

1970 83 17 36 28 515 261 634@ 306

1971 . . 117 10 4 i 23 696 137 854 @ 170

►1972 14 13 39 22 162 121 245 156

1973 . . 30 4 49 16 207 40 286 60

N O T E S ( i )  Groi# *A* consists o f the four metropolitan cities, viz. Bombay, Cal­
cutta, Delhi and Madras.

(2) Group 4B’ 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 39 

in 1969) acquired from other oil companies.
@ Higher Targets were fixed in 1970 ana 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 ‘B’, and 4(T 
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 K ls .)

Year Total
retail

sale

Increase
over

previous
year

O IC S
retail
sale

Increase
over

previous
year

Other oil 
Companies 

retail 
sale

Increase
over

previous
year

1967 1425-0 1250 1300-00
1968 1540-3 115*3 176-7 ” 51*7 1363*6 636
1969 1656-3 116* 0 229*8 53*i 1426-5 62-9
1970 1776*5 120-2 288*0 58-2 1488-5 62*0
1971 1878-8 I0I-9 338-5 50-5 1539’ 9 51*4
1972 1986 108 386 48 1600 60* I

56I -4 261- 5 300- 0

♦Fig ires 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 was 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 annual 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. This 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 ctfffieult availability 
position in the world market. This would further reduce 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 
half of the year (1973) a$ compared to the same 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 penetrate 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 
Committee during evidence that the IOC was not in a position to 
get suitable sites in the strategic areas in metropolitan cities and 
otfier 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 respect of 
Retail Outlets of oil companies on public land, the Retail Ou e 
Committee recommended as follows:—

“The oil companies have-a number of outlets on public land, 
i.e., land belonging to the Central and ^
Local Authorities, etc. as distinct from £
private parties. The actual number of retail outlets o



public land was not obtained by the Committee 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 Jour metropolitan 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 i.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 
aay 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 IOC 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 Com m ittee recom m ends that the arrangement referred 
to above may be made effective from 1st January, . 
In respect o f such o f the outlets whose lease e^lres p n o r  
to 31st Decem ber, 1968, it w ill not be possible for  the other

19
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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 extended till the end of December, 
1968."

2.21. As 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 n°t afford to p^y this high rent on a new 
outlet. TTtirdly, 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: —

S.No. Year of 
Lease 

Expiry

No. of slew 
whose lease 

expired

No. of sites 
taken over

No. of sites 
not taken 

over

Reasons for not 
taking over

I 2 . 3 4 5 6

I. 1967 Nil Nil Nil N.A.

2. 1968 28 13 15 Not interested 
N OC not Given 
R/O falling with­

in 100 metres 
Court cases 
Lease extended

T otal

zo
1

z
2 
z

Z5
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3. 1969 8 5 3  Objectionable site] 1
Hot interested 1
Lease in name of 

dealer . r

T o t a l  : 3

4. 1970 7 1 6  Not interested 2
Landlord not

willing to extend 
lease . . X ® 4

T o t a l  : 6

1971 6 2 4  Not interested 3
- landlord not wil-

’ ling to extend
lease . . 1

T otal

6. 1972 3
7. 1973 10 9 1 Not interested

2.231 The Committee also enquired whether the p^inist^y apn 
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 LO.C. The Secretaiy 
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  L S .— 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 I.O.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 l/19th of the total number of new outlets 
commissioned by IOC/EBP.

(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
lic 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 this authority to decide 
in this matter. There is thus no automatic right to rene­
wal by the occupying oil company.

; (d) It 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 companies '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 reasons for these not being trans­
ferred to I.O.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 settlement 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 IOC has not been 
able to achieve the objective of Bnflding 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 IOC 
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 
because 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- 
(7 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 IOC 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 Committee, the IOC had taken over on y 
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 detailed reasons as 
to why the IOC was not interested in taking up ih*se 17 *
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 
outlets was. 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 
leasing 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 wetre 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 IOC was stated to be that the Central/State Public 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 undertakings would be treated as 
private and not public land, it was 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

2.33. 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



Committee to be achieved by 1972 over the 1966 average through* 
put are given below:

( Figures in Kls. )

Average throughout per retail outlet per month in % of increase 
1966.--------------------------------------- in through­

— --------------------------------------------------------------- put by 1972
Burmah ESSO Caltex IBP IOC Industry as recom - 
Shell mended by

retail Outlets 
Committee

2 6

Group ‘A’

Bombay. 65 84 63 42 37 67 _*

Delhi . 5i 42 33 46 31 42 10* 0

Calcutta 40 43 33 33 11 36 10* 0

Madras . . . 21 26 29 •• 13 23 25-0-

Group *B’ . . 19-3 19*4 i8-8 12-4 io -3 18*4 10*0

Group ‘C* . . H*2 10*9 10* 2 7-2 8-7 II-O 1 7 . 5 **

+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* 5% increase in HSD was recommended by the Committee.

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 4A* .
f’ ' 

Bombay. . . 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
&

Group ‘B* 16 15 15 17 18 19 23

Group cC  . 8 8 8 9 10 II 13

It 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 1971 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. Hie 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. 
try’s 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 m arket.............

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, another 
110 outlets showed poor return (less than 12 per cent) as per 
tails given below: , i . . ,,s >(-

Branch Total No. 
of retail 

outlets 
covered by 

the study

Total No. 
of retail 
outlets 

showing nil 
return 
f

Total No. 
of outlets 
showing 
error return

Western Branch . . . . . . 230 26 29
Southern Branch . . . . 323 38 32
Northern Branch . . . . . 292 25 27
Eastern Branch . . . . 274 *4 22

1119 *73 110
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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 . . 105 253 119 272 125 306

2. Western Branch 115 230 120 245 126 255
3. Southern Branch 119 344 130 338 134 367
4. Northern Branch 92 266 119 3i6 134 365

. Eastern Branch
5

94 I5i 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 
capital investment during 1969-70 as shown below:—

Brandi Avenge Average Percentage
Investment Investment of return on 
per retail per retail investment 

outlet outlet

i .  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 18*23

2.39. 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.
I.O .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.O .C., 
had been unable to obtain suitable sites because of high rentals. 
Therefore, the average throughput of motor spirit for I.O.C. 
in Bombay had always been below industry’s average throughput,

2.41. As regards the reasons for I.O .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, IOC would 

Tiave 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 a(f 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.

2.42. 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 Kl. per 
month as against 16 Kl. per month in 1971.



2.43. The Committee were also informed that on an all 
basis, JOC’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 Kl.

2.44. 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 nilf  
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) L^ck 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.

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

Northern . . . .  ........................................................  2
Eastern...................................... . . . , . . . 11
Western . . . .   ...............................................  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 initial period might be lower than or not
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substantially higher than the net expenditure (due to depreciation 
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 on 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 operated retail outlets, the Corpo­
ration provided only dispensing pumps, storage tanks, emblem signs 
and all other investment, were bo^ne 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 operated re­
tail outlets in all cases where the anticipated sale in the third year 
of operation was at least 4 kl. of MS and 16 kl. of HSD or a combin­
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 retail 
outlets. However, within this frame work, dealer owned dealer 
operated retail outlets had also been developed in cases where 
prior commitments had been given to businessmen earlier to the- 
introduction of this policy.

2.49. Asked about the reasons for return on investment in Bom­
bay Calcutta and Madras being lower than in Delhi it was stated
that in Calcutta and Madras a major portion of the retail out­
lets analysed in the study were put up after 31-3-1965 i.e., they a 
been in operation for less than two years whereas in Delhi a larger 
number of outlets had been put up prior to this date New retail 
outlets took atleast two to three years to pick up sales and begi 
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 IOC should not profit by their 
experience and take a judicious decision both in the location of the 
retail outlets and in selecting the dealers. .

2.54. The Committee are also surprised to find that a study of 
the performance of the retail outlets was undertaken first in 1969-79 
and thereafter, it is only now (October, 1973) that a second study 
has been taken up even though it was admitted by the Corporation 
that the study made in 1969-70 did not take into account certain 
items of expenditure and therefore, the profitability indicated by the 
said study was over-stated. The Committee desire that su/ch 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 need 
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 imperative 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 th o se  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 
locations where the Bank does not have its banking arran­
gements.

(g) 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).

2.59. The Committee enquired about the number of cases in 
which the dealership/distributorship could not be finalised for each 
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 nominations were received from the DGR.

>(b) There were 92 cases where the DGR nominees showed 
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. '

‘(c) 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.

(d) 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 informed that as at the end of 
June, 1973, the position was as follows:—

533
533

443
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.O. and ‘Indane* for the rehabilitation 
of Defence Personnel, their wives and dependents. As against 583 
nominations received upt'o 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 Committee regret to note the slow 
progress in ithe 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.

Locations offered . .mr
Nominations received .

Allotments made . .

Dealership/distributorship commissioned
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PRODUCT EXCHANGE ARRANGEMENTS
3.1. 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 'ooo Kls.)

MS SKO IKO HSD LDO FO TDO A TF

1966-67 u 848-4 182-8 620-7 156-8 1856 . .

R 35‘ 6 137.0 ■. . 433*0 178-2 126-3 •• ••

812.8 45*8 • • 187-7 (21-4) 59*3 •. • •

1967-68 U 928-1 239.9 705 0 182* I 376-3 9*1 120-8
R 44* 3 122.2 •• 604-1 210-9 354*9 •• 72-0

S 883.8 H 7-7 •• 100.9 (28-8) 21-4 9.1 48-8

1968-69 u 1027-0 298-1 22* 8 857-1 154-6 275*5 8 1 103-2
R 32-3 264-0 826-8 181-8 6030 136*0

S 994*7 34 * I 22-8 30-3 (27*2) (327*5) 8-1 (33-7)

196^-70 U 1089-0 347*3 6-4 812*8 136* 1 248-7 4-7 84-5
R 16-2 273-0 825-6 149*3 358-3 • • 165-0

S 1072-8 74.3 6*4 (12-8) ( 13-2) (109*6) 4*7 (80-5)

1970-71 u 10456 538-9 891*0 219*4 I48r6 107-8
R 36^ 397*9 • • 8639 1 675 258-9 . • •

188* 9

S 1008-7 I4I-0 • . 27-1 ,<5**9 ( n o .3 ) : •  . . ( 8 1 - 1 )

1971-72 U 1027.3 567*2 >1026*7 94*4 220̂  I  *
\  ̂ t 9«‘ 3

R 58-0 473-9 951-3 167-8 337;8 (
- • *

307*6

S 969 3 93.3
. . 75*4 (73*4) (117*7 ) C m -3)

1972-73 u 872*4 484*6 1023*5 30; 9 3i i *9 « 3-7
R U 9*5 385-6 * •

998-6 150-5 31*  S, 2 1 7 6

S 752*9 99*0 . . 1 4 9 ( « 9 l *6 j (0-6) :■ . .  ‘ (93' 9)

N ote :—  Figure* in brackets repretent the quantity taken in excets by the Company.• * >■ ,
U : Upliftment by other companies •

r R  : Repayment by other companies ' *
S ^Shortfalls. ^

3.4. The difference between upliftment and repayment Indicates 
quantities which were treated to have been iold on-outright* basis. 
This treatment was given only to Motor Spirit and imbalahoes ih 
respect at other products were adjusted, in relaxation of the provision
5 6 3  L S . - 4 . _  i
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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 hired 
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 IOC 
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 gale 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 oil 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 
§.8 million Kl. per since 1966-67. 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, Ml 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:—

(Ri. in lakhs)

Years Amount

196 6-6 7................................................ 62* 18

1967-68 . . . . ,. . . 67-61

1968-69 . . . . . . 76-09

1969-70 . . .  . , 82-07

1 9 7 0 -7 1 ..................................... 80-49

1971-72 ....................................... . . . 74‘ 32
T otal : . . • 442-76

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

(e) Clause 1.4 of the Manual provided (or a review and revision 
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 IOC'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 bests 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, 
1̂ 72 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:— .

i. ESSO . From 14-9-1971 for ABC (Assam, Barauni, 
Calcutta) area, ft

2 ~  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. i Burmah Shell . . From 15-11-1971 for ABC (Assam, Barauni 
Calcutta) area.

5. All Companies k . From 1-1-1972 Ex-Cochin Refineries Ltd.w6.’ A11J 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 oth£r oil companies, the 
Committee were informed by IOC that it wa& ftbatflutely 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 representative 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 uriable to develop its 
market because it could not penetrate the high consumption areas 
especially in ‘Ar & ‘B’ class cities where th^ most remunerative sites 
for retail pumps had either been occupied for a long time with ^ell- 
established- business by the foreign companies or those had already 
been brought or leks*d by the foreign coiapariies. Therefore, IOC’s 
entry was largely In the periphery of the consumption concentrations 
where its business grew rather slowly. Further to penetrate in the



41

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 penetrating 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 should 
be amended to. become more favourable for the IOC, 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. Tj'heje negotiations . had been 
verjr protracted but'as and ^lieh agreement was reached on any par­
ticular point,11 it 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 extefot of the freight costs in­
curred which were not reimburseable under the FSP rules. These 
expenses on repayment of deficit products to IOC at coastal ports 
were now being borne by other oil companies.

(ii) Ml 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 of 
discontinuation of supplies to others, IOC have been able to 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.

(iii) 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 repaid 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. 9|MT 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 
IOC 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 IOC 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) 
IOC 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 IOC 
of Rs. 2/KL on all road upliftments ex inland refineries/pipeline tap- 
■off points subject to all other revisions in the NBPE being satisfac-
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torlly 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, IOC 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 IOC’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:-­

" I would consider the loss theoretical; If you cannot 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 oil
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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 come to the conclusion which 
you are mentioning that IOC could have made more 
money by selling the MS itself or compelling the foreign 
oil companies to buy the MS and surrender a larger part 
of the profit to IOC than merely the refinery margin snd 
now some of the M.I. charges.”

3.14. The Committee also enquired whether while entering into 
the product exchange agrement, it was considered that the exchange 
of products should be based on the margin of profit rather than on 
the equal volume of any product. The Secretary of the Ministry 
stated as follows:—

“I wuld concede that if you look at by way of profit margin,
. . product by product the conclusion may be right that they 

gave away high profit products and took back what were 
the low profit product?. But the exchange was product 
for product.”

3.15. To an enquiry as to why in the case of M.S., the IOC 
did not take other products in exchange for it, the Secretary of the 
Ministry stated “I do not know whether even an effort was made 
to replaice M.S. by other products. Now with effect from 1st De­
cember, 1973 for all oil companies there is no sale as such. There 
is only exchange.**

3.16. The Secretary 6f the Ministry agreed that “In retrospect, 
there were several things that could have been done if we had 
knowledge of the petroleum field when we entered it.”

3.17. The Committee were also informed that after commercial 
negotiations conducted between the IOC and CALTEX, IOC had 
secured access to 143 existing retail outlets and 30 consumer pumps 
belonging to Caltex. These retail outlets are mostly located in areas 
where IOC could not have made entry except at very high costs. 
They had taken over these outlets at a lesser value than they would 
have to invest had they built the outlets themselves. Further, under 
the agreement, there would now be no outright sale of M.S. I.O.C. 
would be selling to Caltex in all 85000 tonnes of M.S. each year. It 
would get back 62,500 tonnes of kerosene and HSD and the balance 
in the form of bitumen in the ratio of 1:2 for packed Bitumen and 
1-4 for Bulk Bitumen.
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In the exchange of products in the above manner against part 
of Motor Spirit supplies, it was stated that IOC would gain on the 
gross marketing margin basis, a return of 73.45 per cent of the gross 
margin of Motor spirit to be supplied to Caltex.

3.18. The Committee enquired as to why even in the case of this 
agreement with Caltex the exchange of products was not made on 
equal margin basis. They were informed that a more comparison 
of the gross marketing margin might not give a complete appraisal 
of the totality of the agreement. The formula at which the retail 
outlets of Caltex had been acquired gave substantial financial bene­
fits to the IOC vis-a-vis the cost of building similar new facilities. 
If new retail outlets were to be built, it would take any thing from 
3—5 years for the volume of business to develop. In this case, the 
benefits started accruing to the IOC from the date of takeover. In 
the overall package, weightage had to be given to these facts.

S. 19. Further, when the last Oil Pricing Committee determined 
~the Marketing margins, it took note of the fact that the costs in res­
pect of administration, distribution, installation and profits (all four 
together are taken as marketing margin) of the foreign oil compan­
ies were higher whereas those of the IOC were lower. The Oil 
Pricing Committee took the average. As a result, the marketing 
-margins available to the three foreign oil companies ceased to re­
present their actual cost. Taking all these factofs into considera­
tion, the present agreement might be considered to be equitable to 
hoth the parties.

3.20. The Secretary of the Ministry also stated during evidence 
that “the part played by the Ministry in this (agreement) was only 
to further the agreement by way of persuasion and a degree of pres­
sure on the oil companies, but the Ministry really did not go into 
the details of the agreement and left it to the IOC to make its own 
agreement with Caltex.” The Committee were also informed that 
at present negotiations were going on with Burmah Shell and after 
that, they would be taken up with Esso.

3 71 The Committee note that the IOC, as early as 1962, entered 
Into produce exchange arrangements with private oil companies 

-with the main object of avoiding cross movement of petroleum pro­
ducts «"<> the consequent increase in cost on account of freight. In 
their 35th Report (Third Lok Sabha) in March, 1967, the Commit­
tee on Public Undertakings had commented upon this arrangement 
as inequitable and recommended that the arrangement should be 
revised forthwith, all exchange of products should be ex-refineries 
ynd the receiving oil companies should bear all incidence of freight, 
port price differential and any other expenditure involved. Gov­
ernment In reply to the recommendation stated In September, 1967,
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that ”tfce matter should be left to be regulated by the results of the 
IOC's current negotiations over the product exchange manual."

3.22. The Committee regret to note that under the product ex­
change arrangement with other companies, the Indian Oil Corpora­
tion was not entitled to recover any profit margin on the products 
treated as out-right sale with the result that it had to forego a profit 
margin on motor spirit amounting to Rs. 11.93 crores during the 
period 1966-67 to 1972-73. The Committee also note that although 
under the existing arrangement the other oil companies had to make 
fortnightly deposits with the IOC in advance in respect of notional 
railway freight from the normal part of supply to the proposed des­
tinations and excise duty, no deposits had been made in respect of 
cost and other elements on the products treated as outright sale. 
As a result of this practice, the Committee find that the other oil 
companies had all along been getting unintended credit facility of 
about Rs. 91 lakhs on an average in respect of MS. The Committee 
also note that under the product exchange arrangements, no main 
installation charges were being recovered in respect of despatches 
to main installation and in respect of motor spirit supplies to loca­
tions other than Main Installations only bulk loading charges were 
being recovered as against the full MI charges. Consequent on this, 
the Committee find that the Corporation had already lost Rs. 4.43 
crores during the period 1966-67 to 1971-72. The Committee regret 
to note that inspite of these defects, the Corporation took up the 
question of revision of the arrangements in two stages first in Janu­
ary, 1971 and later in February, 1972. Even then, agreement is stat­
ed to have been reached with the other oil companies only in regard 
to revision of some of the clauses. The Committee were informed 
that the formal revision of agreement would be taken up only after 
the negotiations in regard to other clauses of the agreement, which 
are still in hand, are completed. The Committee take a serious view 
of the inordinate delay in the revision of the agreement. The 
Committee are constrained to observe that inspite of their recom­
mendation as early as 1967, no serious action was taken by the Min­
istry to set right the arrangement and instead left such an important 
matter to the Corporation without pursuing it in right earnest.

3.23. The Committee also note that under a recent agreement 
between I.O.C. and Caltex, the latter would be transferring 143 of 
their retail outlets to the I.O.C. Hie Committee, however, find that 
these outlets are generally not in areas where there was high con­
sumption of motor spirit and only 10 of them are located in metro­
politan cities. The Committee feel that IOCjMinistry should have* 
in the light of their experience so far, persuaded Caltex and secured 
more outlets in high consumption areas.

3.24. The Committee also find that although the outright sale of 
motor spirit to Caltex had been stopped, Caltex would be giving in



exchange products which would give IOC a gross margin of only 
73.45 per cent of the margin on motor spirit supplied to them 
(Caltex). The Committee see no* justification why Caltex could not 
have been persuaded to give products in exchange which would have 
given ICO an equal margin of profit.

3.25. The Committee are unhappy that even after the experience 
of the working of product exchange arrangements for several years 
the Corporation did not make serious efforts to secure better terms 
to the best advantage of the Corporation and the country. They 
strongly urge that negotiations with the oil companies should be 
completed without any further delay and the revised product ex­
change agreement finalised in right earnest keeping the interest of 
the IOC in view. The Committee should he informed of the precise 
progress made in finalising and signing the revised agreements with­
in six months of presentation of the Report.

3.26. The Committee1 also recommend that the working of the 
product exchange agreement should be continuously reviewed by 
the IOC|Ministry and the findings thereof included in the Annual 
Report of the Corporation and the Government review thereon.

Installation Exchange Accounts with Burmah-Shell

3.27. With a view to minimising the cost of distribution on mar­
keting and also to avoid capital investment on installation facilities, 
the Corporation made an arrangement (known as Installation Ex­
change Account) with Burmah-Shell in January, 1965 (formalised 
by an agreement in April, 1965). Under the agreement, the products 
drawn by the Corporation from Bumah-Shell ex-installations (ex­
cept Sewree) |depots|air fields, have to be repaid at the same instal­
lation etc., by purchasing them from the Burmah-Shell Refinery at 
Bombay. If the repayments are not made within the same calen­
dar, month, Burmah-Shell raises debit notes to cover the C.I.F. ele­
ment of price during the first week of the following month and the 
amount is required to be deposited within a fortnight of the receipt 
of the debit notes. These deposits are refundable when the Cor­
poration returns the product to the Burmah-Shell.

3.28. As on 5th June, 1966, i.e. prior to devaluation, a quantity of 
62,388 kilo-litres of petroleum products was outstanding for return 
to Burmah-Shell, the value of which was increased by Burmah- 
Shell by Rs. 40.21 lakhs consequent on devaluation of the rupee. 
This amount was withheld by Burmah-Shell from the Corporation’s 
dues. The Corporation’s request (July, 1967) for refund of the-
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excess amount was turned down by Burmah-Slhell (September, 
1967) on the ground that moneys held in deposit would be refunded 
on the return of the products. While the dispute still remained 
unresolved, the transactions under the Installation Exchange Account 
were continued till 31st December, 1967 by which time petroleum 
products to the extent of 1,85,362.8 kilolitres had fallen due for re­
turn by the Corporation to Burmah-Shell. Burmah-Shell continued 
to revise the amount of deposit to the extent of subsequent varia­
tions in C.X.F. prices till October, 1969 when it finally adjusted the 
amount of Rs. 50.59 lakhs against the outstanding dues.

3.29. The Ministry stated (in October, 1971) that “ ----suit has
been filed against Burmah-Shell at Bombay on the 10th March,
1971.”

When asked about the difficulty faced by IOC in returning in 
time the products obtained from Burmah-Shell under the installa­
tion exchange account, the Committee were informed that the fol­
lowing were the difficulties faced by the I.O.C.:

(i) Products were in acute short supply with IOC during the 
period under review. As a result IOC could not repay at 
the same location on a month to month basis.

(ii) Quantities uplifted on Installation Exchange account on a 
month to month basis were to small that IOC could not 
arrange tanker space for movement of such small quanti­
ties to the locations where the product was taken.

<iii) In view of the limitatioii mentioned abovle, protracted 
negotiations Were held between IOC and Burmah-Shell to 
explore possibilities of adjusting the quantity against

• NBPE Manual.
J '• ■ ' . ; ; -if; » • •'»«
(iv) IOC offered in July, 1968 to settle the balance due to 

Burmah-Shell uiuter the following > conditions:
. . < >  '  •

, 1. IQC will purchase the products from BuxmahrShell at
• ■ Bombay. >

2. IOC wdtild pay Burmah-Shell the ruling CIF rate less
the devaluation duty in accordance with the procedure 
agreed to by all for transactions taking place effective 
from 6th June, 1966.

3. IOC would return the products at the location where the
I loan was originally taken.
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4. On, repayment of loan as stated above, Burmah-Shell 

would return the amount of C&F deposit originally col­
lected from IOC and would also pay the full excise duty 
to Government inclusive of devaluation duty relevant 
to the products taken before devaluation.

However, Burmah-Shell had agreed to above conditions ex­
cept that they wanted IOC to bear the devaluation duty 
element on the products re-payment. This was not ac­
ceptable to IOC .as that will give unintentional benefit to 
Burmah-Shell at the cost of IOC. Therefore, the matter 
was taken up with the Chief Executive of Burmah-Shell 
and the Ministry of Petroleum and Chemicals to resolve 
this matter. Since the repayment of the products is to be 
made out of IOC’s purchase from Burmah-Shell, the only 
hitch in returning the products to Burmah-Shell was the 
settlement of devaluation duty. Therefore, IOC could not 
return the products without sorting out the issue of de­
valuation duty.

3.30. As regards the reasons for taking about l i  years for filling a 
suit against Burmah-Shell the Committee were informed the imme­
diately on hearing in October, 1969 about Burmah-Shell’s unilateral 
action, the case was referred to Solicitors in October, 1969 itself. A 
nuirber of discussions were held with the Solicitors. The initial 
draft of the plaint was finalised in June, 1970. However, the soli­
citors wwnted some more time to discuss the case with their Counsel 
in view of the complicated nature of this arrangement. The solici­
tors finally filed suit in the month of March, 1971.

3.31. The Committee note that although It was as early as 1966 
that the dispute arose between the Burmah-Shell and the IOC in 
regard to payment of devaluation duty on the products outstanding 
for return by the Corporation to the Burmah-Shell as on'5th of June, 
1966, under the Installation Exchange Account, the matter was kept 
pending for settlement. It was only in October, 1969 that the case 
was referred to the solicitors. Even after this, the Committee find 
that the suit was filed against Burmah-Shell for the recovery of the 
amount with-held by them only in March, 1971. In the opinion of 
the Committee, this delay of over 5 yean on the part of the IOC 
cmim hardly justified. The Committee would like to be informed 
of the outcome of the case.
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MOVEMENT OF PRODUCTS

A. General

4.1. The pricing of petroleum products is based on the principle 
of import parity. Prior to June, 1970 eight ports viz. Kandla, Okhar 
Goa, Bombay, Cochin, Madras, Visakhapatnam and Calcutta were 
the pricing points and the country was divided into eight economic 
supply areas based on these ports. From 1st June, 1970, the inland 
refineries also became the pricing points in addition to the main 
ports. The supply areas have been re-defined; each area compris­
ing several zones for the movement of products. Under the pricing 
formula, while the cost of movement within an economic supply 
area or inter-zonal movement within a supply area towards the 
cost line is included in the selling price, the movement outside the- 
supply area or inter-zonal movement within a supply area against 
the price line involves additional costs and consequent under-recov­
eries.

4.2. The Management explained to Audit in April, 1970 that pro­
duct movements from refineries and installations throughout the 
country were regulated in accordance with the decisions arrived 
at supply plan meetings convened by the Ministry to which repre­
sentatives of all oil companies, railways and State Governments 
were invited. The distribution pattern was, thereafter, finally de­
cided giving due consideration to (i) production of various refiner­
ies and product availability at installations (ii) demand in different 
supply areas (iil) maximum utilisation of major product pipelines
(iv) preference to products refined from indigenous crude in distri­
bution (v) operational feasibility of movements and (vi) elimina­
tion of cross movements. This movement plan was further worked 
out in detail and carried out by the Railways Inland Petroleum 
Movement Committee (RIPMC) which was a body comprising Rail­
ways and all oil companies. As a continuous process, the actual 
movements effected against the plan were also reviewed by the 
Ministry. The Management also stated that in view of the weight- 
age of factors mentioned above, there would be some out of normal 
supply area despatches.

51
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4.3. No details of quantities of various products transported by 

the Company outside the normal supply area up to 31st May, 1970 
were made available by the Management. In the absence of this 
information, the economic efficiency of product movement in so far 
as the Company is concerned, could not be reviewed. Though a 
monthly statement of under/over-recoveries resulting out of actual 
movement of products is prepared by the Management, it is not pos­
sible to assess, on the basis of data available, the extent of avoid­
able under-recoveries resulting from out of area movements.

4.4. With the introduction of a scheme for the operation of Freight 
Surcharge Pool Account, with effect from 1st June, 1970, oil com­
panies can adjust under-recoveries of railway freight on account of 
only authorised movements of petroleum products as decided in the 
Monthly Supply Plan meeting (under-recovery to be calculated on 
the basis of notional freight and not the actual freight paid). The 
under-recoveries of railway freight on account of unauthorised 
movements and the difference between the actual freight paid on 
the carrying capacity of the railway wagons and the notional freight 
calculated on the actual quantity carried which the Company could 
not adjust against the pool accounts amounted to Rs. 57.64 lakhs 
approximately during 1st June, 1970 to 31st March, 1973.

4.5. Similarly, in respect of coastal movement of petroleum pro­
ducts, Government have laid down certain norms regarding the 
draft of the tankers, pumping rate, charter hire, lay time etc. for 
reimbursement of under-recoveries from the freight surcharge pool. 
The expenditure incurred by the Company and not reimbursable 
from tiie pool, amounted to Rs. 64.37 lakhs durirfjg 1st June, 1970 to 
31st March, 1973. -

4.6. During the years 1970-71 to 1972-73. the amounts reimbursed
irom Freight Surcharge Pool were as follows:— . ,

(R». in lakhs)
1081 ‘' : < * 
I4H

. 1618 (Provisional)

4110 v  ^

4.7. Oil companies have to furnish to Government, details of out 
of zone rail movements of petroleum products not contemplated in 
the monthly supply plan and the under-recoveries in respect erf

1970-71 .

1971-72 .

1972-^3 .



such movements can be debited to the freight surcharge pool oiiiy 
after these movements are authorised by Government. According to 
Audit as on April, 1972, several out of zone rail movements of pet­
roleum products effected by the Company during the period June, 
1970 to March, 1971 and involving under-recoveries amounting to 
Rs. 5.37 lakhs were pending approval of Government though shown 
in the accounts for 1971-72 as due from the freight surcharge pool: 
Similarly, for 1971-72 a claim for Rs. 8.88 lakhs was under discus  ̂
sion with the Government.

4.8. The Committee enquired as to why thfe movement of pro­
ducts not envisaged by the monthly supply plan became necessary: 
They were informed that in the Supply Plan Meeting, movements 
were decided based on expected availability of product and tank 
wagons. Some times availability of product was not sufficient due 
to reduced production at refineries or imports not materialising in 
time or coastal movements not keeping up to schedule. Availabi­
lity of tank wagons might not also be as envisaged originally due 
to certain reasons liRe booking restrictions, floods, etc. On such 
occasions it wa^ necessary to arrange movements from alternate 
sources so that requirements of the area was met in full and short­
age was not created.

4.9. During evidence, the Committee enquired whether all 
unauthorised movements by the oil Companies were reported to the 
Ministry. They were informed that all rail movements of petroleum 
products not covered by the monthly supply plan meetings were 
required to be reported to the Government irrespective of the fact 
whether these movements made the companies eligible for the freight 
under the Freight Surcharge Pool or not. Such movements were 
generally not permitted unless Ministry’s approval had been ob­
tained.

4.10. So far as road movements were concerned, these were not 
approved or covered by the Ministry’s approval for three reasons. 
One reason was that there were no standard rates on the basis of 
which reimbursement could be considered; the second was that a 
certain amount for bridging costs was already included in the dis­
tribution margin,; and the third reason was that the Ministry did 
not want to give any incentive to companies to resort to road move* 
ment in preference to rail movement which was cheaper.

4.11. As regards the present position regarding recovery of amount 
through sanctions from Government in respect of unauthorised 
563 LS.—5.



movements, the Committee were informed that the present position 
was as follows:—

54

1970-71 1971-72

Total amount of under-recovery on unauthorised movements. 5.36,9*3 8,87,634

Since auth vised . . . . . . 5,13.135 6,14,594

Claims withdrawn by IOC . . . . 23,848 58423

Balmc? of ami ant not authorised pending examination of 
further clarifications furnished by Corporation . . Nil 2,14,617

As regards 1972-73, the details of unauthorised movements had 
to be worked out as certain authorisations were yet to be received 
from the Ministry and also special audit by Chartered Accountants 
appointed by the Company had not been completed.

4.12. The Committee also enquired whether it was correct to 
show in the accounts the full amount of under-recoveries on account 
of out-of-zone rail movement of petroleum products as due from 
the Freight Surcharge Pool. They were informed that normally 
the movements were made only as per the movement pattern 
decided by the supply plan meeting. However, due to certain 
operational reasons, if any out-of-zone despatches were made, each 
marketing company had to obtain authorisation from the Ministry 
for reimbursement of the under-recoveries by giving adequate rea­
sons for the movement. In view of the reasonableness of the claim, 
these were accounted for in the books as per normal accounting 
practice. However, if the Government rejected the claim and, if 
the claims were not allowed a suitable accounting entry was passed 
reversing the earlier claim in Freight Surcharge Pool Account. 
Therefore, the procedure adopted by IOC was quite consistent, in 
view of the fact that substantial claims had been approved by the 
Government

4.13. The Committee enquired about the reasons for reimbursing 
to the oil companies only the notional railway freight on the quan­
tity carried and not the actual freight paid by the Companies on 
authorised movements of petroleum products. They were informed 
that the products and the temperature at which these products were 
loaded were very important factors in taking into account the frei­
ght. When a hot product was loaded in a tank wagon, the weight 
carried was generally lower than the carrying capacity of the 
wagon. Similarly, in cold temperature, the reverse happened.
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Sometimes, due to sludge and other reasons also, the wagons could 
not be lully loaded.

4.14. 'Phe Committee pointed out that the expenditure incurred 
by the Company but not reimbursable from the pool amounted to 
Rs. 64.37 lakhs for 1-6-70 to 31-3-73 and required the reasons for 
such huge disallowance. The Committee were informed that these 
were mainly due to excess time taken for loading and discharging 
operations, excess time taken due to shifting of tankers, Navy 
Operations, bunching of tankers at Okha and clearing of tankers. 
Out of this amount, a sum of Rs. 27.37 lakhs was claimed and re­
covered from the owners for substandard performances of the 
tanker such as low rate of pumping speed, fuel consumption etc., as 
compared to charter party norms. In addition, bills for an amount 
of Rs. 4.55 lakhs were to be raised, leaving a balance of Rs. 32.45 
lakhs to be borne by the Company. •

4.15. As regards the balance of under-recoveries due to delay at 
ports, it was stated that loss of time due to clearing, shifting and 
other operational restrictions had to be borne by IOC as these were 
not governed by charter party agreement.

4.16. The Committee note that prior to 1-6-1970, the pricing of 
petroleum products was on the principle of import parity and the 
pricing points were the 8 main ports. The supply areas were de­
marcated on the basis of equal costs lines. From 1-6-1970, the inland 
refineries also became pricing points in addition to the main ports 
and the supply areas were redefined also on the basis of equal costs 
lines. Under the pricing formula the cost of movement within the 
economic supply area and inter-zonal movement within the supply 
area towards the cost line was included in the selling price and 
movements outside these areas involved additional expenses and 
therefore under-recoveries. The Committee note that with effect 
from 1-(h1970, the Government of India introduced a “freight sur­
charge pool” scheme to compensate such under-recoveries and the 
oil companies could adjust under-recoveries on account of only 
authorised movements of petroleum jproducts as decided in the 
Monthly Supply Plan meeting. Government also laid down certain 
norms which are uniformally applied to all the companies for re­
gulating these under-recoveries from the Freight Surcharge Pool. 
The Committee find that since the introduction of the Feright Sur­
charge Pool, a sum of Rs. 41.10 crores had been re-imbursed to the 
IOC till 31st March, 1973, and Rs. 1.22 crores could not be adjusted 
against the freight surcharge pool as it pertains to unauthorised 
railway movement or the coastal movement of the products noC 
conforming to the norms laid down by Government.
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4.17. The Committee stress that the Corporation should exercise 

strict control over the movement of the products and should plan 
their movements suitably to ensure that unauthorised movements 
not reimbursable from the Freight Surcharge Pool are kept to the 
minimum, so that the Corporation is not unnecessarily saddled with 
such expenditure.

4.18. T^e Committee also note that the Corporation has been 
taking credit for the full amount of under-recoveries on account of 
certain unauthorised movements in anticipation of the approval of 
Government. The Committee feel that it is not correct to treat the 
entire amount in su^h cases as adjustable against the Freight Sur­
charge Pool unless it is authorised by Government un^er the pool 
accounts.

4.19. The Committee would also like Government to review 
periodically the actual movement of the products by the Corpora­
tion specially those movements which do not qualify for reimburse­
ment from the Freight Surcharge Pool, so as to take effective mea­
sures to reduce, if not altogether eliminate, such movements. The 
Committee would like to be informed of the guidelines/concrete 
measures taken in pursuance of the foregoing recommendation.

B. Bridging
4.20. Besides the movement of products by rail, the Corporation 

also transported the products by road. The difference between the 
actual expenditure incurred in the transportation of petroleum pro­
ducts to up-country points by rail and/or road and the freight 
recoverable by the most economical route is known as ‘bridging*.

The quantities of petroleum products bridged by the Company 
(i.e. transported b y  road) and the bridging expenditure incurred 
during the last five years are indicated below:—

Year Total
quantity
bridged

(in *ooo 
(Kls)

Total Bridging
sales expenditure

over Cost per Kl. 
authorised 

recovery 
(in *ooo Kls) rates

(Rs. in lakhs)

1968— 69 . • . 499 3 8,1117 115•60 1-37

1969— 70 . 595-2* 9,843 5 108 33 1 09

1970— 71 . . 502-8 11,027-0 84*50 o -77

1971— 72 . . 431-2 13,012- 5 69*35 o-53
1972— 73 . • # r 15,484-7 4441 0-29

‘ Figures for Eastern Branch not available and hence not included.
Note : Figure  ̂o f bringing expenditure are statistically estimated and hence epprox»mate 

only.
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4.21. In reply to the observation made by the Committee on 
Public Undertakings in paragraphs 42-43 of their Thirty Fifth Report 
(Third Lok Sabha—March, 1967) that a large amount of bridging 
was being done in practically all the branches, Government inform* 
ed the Committee in September, 1967 that due to operational rea­
sons, the Railways prescribed a ‘no tank wagon zone\ As a result, 
movement from refineries or installations with a specified distance 
(usually 75 to 150 miles) had to be made by road.

4.22. No details of product movements within *no tank wagon 
zone* had however, been maintained by the Corporation. Conse. 
quently, the bridging expenditure arising out of movements within 
such zones and due to other reasons could not be ascertained. The 
Ministry also added that movements within such zones were not 
covered by supply plan meetings. Only when under special circum­
stances rail capacity had to be utilised for intensive movement in 
any particular direction and certain areas had to be left to be fed 
by road, the Ministry considered and allowed reimbursement of 
road costs from freight surcharge pool. The Freight surcharge 
pool scheme was also being amended to provide for such eventua­
lities.

4.23. The Ministry in a written note informed the Committee 
that although the “No Tank Wagon Zones” had been earmarked 
extending between 75 to 150 miles from the loading bases, railways 
had not banned the movement of tank wagons within this zone. In 
case, however, the total loading requirements of the base was more 
than what could be met, the oil companies had themselves to arrange 
bridging within the “No Tank Wagon Zone” so that the distant 
depots could be fed with the available rail transport operating. 
When during the slack season or otherwise, enough tank wagons 
were available at the base, Railways did not restrict the booking to 
the “No Tank Wagon Zones”. During peak months, however, the 
oil companies extend the limits of this *zone\ It will be appreciated 
that long lead road haulage costs are higher than rail freights for 
comparable distances. The oil companies, therefore, adjusted the 
boundaries of such “Zones” from time to time in their commercial 
interest. No break up was available with the IOC of bridging 
resorted to within the ‘No Tank Wagon Zones’ and outside, basical­
ly because the boundaries of such zones were normally self-adjust­
ing. Bridging had however to be done always to the nearest areas 
conserving the rail carrying capacity for distant areas.

4.24. It would be seen from the above that one of the reasons for 
road bridging was said to be inadequate availability of tank wagons.
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4.25. When asked as to why the IOC was not able to move the 
products by the “most economical route” to avoid incurring large 
bridging expenditure, the Ministry stated that the bridging expen­
ses did not arise on account of “most economical routes” not being 
available but due to temporary shortage of wagons, breakdown in 
refinery operations, slippage of tankers, sudden spurt in demands, 
etc. leading to an urgent need of rushing products to a particular 
location to preserve the supply line. The Committee were informed 
by the IOC that the failure on the part of the Railways to add to 
the tank wagon fleet consistent with the growing demands in the 
consumption of petroleum products had inevitably serious reper­
cussions on the POL movement. The problem bases had been 
Bombay, Calcutta, Vishakapatnam, New Jalpaiguri and Madras.

4.26. On the other hand, the Ministry of Railways stated that the 
Railways were maintaining close liaison with the Ministry of Pet­
roleum and Chemicals and the Oil Companies in estimating the 
likely transport demand for petroleum products and had been plac­
ing on line adequate number of tank wagons to meet the estimated 
demand adding to the fleet as and when necessary. These tank 
wagons had been provided on certain norms of turnaround. When 
the turn round got adversely affected and as a result, the level of 
loading went down the reason for the drop in loading was not any 
shortage of tank wagons but the factor causing the adverse turn- 
round. The factors which affected the movement of products were
(i) inadequate terminal facilities at many of the depots to handle 
the level of traffic received (ii) peaking of demands for petroleum 
products during certain months of the year (iii) non-availability 
of products at the planned sources causing unplanned additional 
demand for transport from another source resulting in 
marginal shortfall in availability of tank wagons and extraneous 
factors on certain occasions like strikes, bandhs, floods, breaches etc.

4.27. The Committee also enquired as to how it was ensured that 
there was no avoidable expenditure on Bridging. They were infor­
med by the IOC that all Branches sent a monthly bridging state­
ment to Head Office giving the details of bridging and the reasons 
for resorting to bridging. This was being reviewed at the Head 
Office to ensure that no avoidable expenditure on bridging was in­
curred. Branches, in turn, kept a similar strict check on the bridg­
ing carried out from the supplying sources.

4.28. The Ministry also informed the Committee that the bridging 
expenses were reviewed by the IOC. They were also taken note 
of in the overall distribution of costs when the O.P.C. determined 
the quantum of marketing margin that should be available to the
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oil companies under this head. The Ministry also took up with the 
Railway Board on a sustained basis the desirability of improving 
rail transport availability at specific locations or in general, as 
necessary.

4.29. The Committee regret to note that there had been hemity 
expenditure on bridging i.e. on uneconomical transportation of pet* 
roleum products by road instead of by railway tank wagons. The 
Committee note that the expenditure on this account had come down 
during the last five years, from Rs. 115.60 lakhs in 1968-69 to Rs. 
44.41 lakhs in 1972-73. In erder to minimise this expenditure, while 
it is essential that adequate tank wagons are made available to IOC, 
the Corporation should also on its part ensure that there was maxi­
mum utilisation of available tank wagons. To improve the wagon 
turn round, measures should be taken to remove the constraints at 
the terminals by providing adequate storage and handling facilities 
and improving operational efficiency at the depots. The augmenta­
tion at storage capacity at up country depots should also help in 
meeting the additional seasonal demand for petroleum products, 
without resorting to large scale road movements, as the products 
could be stocked at the depots during the lean period. If the plann­
ing for movement was done in a realistic manner the Committee 
expect that there should not be scope for large deviations from the 
planned movements of petroleum products which give rise to claims 
on account of bridging.

4.30. The Committee also desire that Government should perio­
dically review the expenditure on bridging by IOC with a view to 
ensuring that the bridging expenses are kept to the minimum. The 
Committee suggest that the bridging expenses may be suitably re* 
viewed at the supply plan meetings so that all connected problems 
receive contemporaneous attention of all concerned. >

4.31. A test check of bridging expenditure in the Southern 
Branch from 1968-69 to 1971-72, indicated that the expenditure on 
movement of products to the following depots was particularly 
heavy:—

Depot ; Quantity 
Bridged (Kl)

Expenditure Expenditure
per Kl

1968— 69 1969—70 1968—-69 1969— 70 1968— 69 1969— 70

i 2 3 4 5 6 7

Secundcraba! . 2,041 1 >961 1,30,898 82,738 64 13 42* 19

Neyveli . . . 4,685 9,963 82,257 1,74,536 17* 62 17* 5*
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I 2 3 4 5 6 7

Vijayawada . 23.598 26.355 8,65,657 8,12,506 33-82 30-83

Trivandrum . . 8,191 14,905 1,44,404 2,73,736 1 763 18-37

Bangalore , . .  12.178 19.638 3,63,857 5,08,278 29-88 25-88

1970— 71 1971—72 1970— 71 1971— 72 1970— 71 1971— 72

Secunderabad . 9.194 1.225 344,184 28,645 37-44 2338

l^eyveli , , 11>233 6,855 49,1X9 36,685 4-28 5 3 5

Vijayawada . 18,214 23,600 4,44,114 6,17,021 24-38 26-14

Trivandrum . I7.5M 13.779 2,37,276 1,84,123 13- 55 1 326

Bangalore . , 12,493 9.880 86,707 93,139 6 94 9 43

4.32. Road ‘bridging’ to these five depots in the Southern Branch 
had been explained by the Management/Ministry as follows:—

(i) Secunderabad: Mainly aviation products were sent by
road due to a sudden spurt in demand.

(ii) Neyveli: Due to acute shortage c f  metre gauge tank
wagons at Madras the products had to be moved by road.

(iii) Vijayawada: ‘Bridging’ was resorted to between the
directional specials to meet high off-takes. Additional 
storage and decanting facilities could not be put up to 
correspond to the increased market participation from this 
depot because the railways wanted the land for their own 
development and expansion. IOC was finally asked on 
26th February, 1969 to surrender the present depot site 
(the site was actually surrendered on 31st March, 1973) 
which has since been resited at Tadepalli.

(iv) Trivandrum: Acute shortage of MG tank wagons at 
. Cochin made road ‘bridging’ unavoidable.

(v) Bangalore: Most of the ‘bridging’ to Bangalore was in 
respect of MS and aviation products.

4.33. As regards the reasons for the delay of more than 3 years 
in resiting the depot at Tadepalli the Committee were informed that 
the resitement at Tadepalli was firmed up in the meeting with the 
Railways by the Oil Companies on 29-4-69. The new depot was
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commissioned in August, 1972. This was due to the following rea­
sons:—

(a) Negotiations with owner of land, seeking Board’s appro­
val examination of deeds and final take over of land.

(b) Detailed engineering, including lay out finalisation, de­
sign * dal dilations, preparation of estimates and administ­
rative approval. This also included the time taken to 
obtain approval of Railways, acquiring of Paramoke land 
for approach road, etc

During this time, the land development works including 
boundary wall were under execution.

(c) Actual construction of depot facilities and commissioning 
of the depot.

4.34. The Committee were also informed that during 1971-72, the 
average monthly bridging expenditure to Vijayawada depot from 
various sources prior to resitement at Tadepalli was to the tune of 
Rs. 51,000. After resitement, this came down sharply to about Rs. 
5,000 per month.

4.35. The Committee regret to note that the expenditure on 
movement of products to the depots was particularly heavy in 
Southern Branch in Vijayawada where the expenditure ranged from 
Rs. 8.66 lakhs in 1968-69 to Rs. 6.17 lakhs in 1971-72 and the heavy 
incidence of bridging expenditure was due to insufficiency of stor­
age facilities in relation to the throughput of the depots. It took 
the Corporation more then three years to resite the depot at Tade­
palli. The Committee desire that such inordinate delays which 
result in unnecessary expenditure on bridging should be avoided. 
The Committee recommend that the position in regard to other 
zones should also be critically reviewed to ensure that there is no 
avoidable expenditure on road movements.

C. Movement of Products through Pipeline
4.36. The I.O.C. has several product pipelines viz. Gauhati-Sili- 

guri pipeline, Haldia-Barauni-Kanpur pipeline, Koyali-Ahmedabad 
pipeline and Haldia-Mourigram pipeline. The Government inform­
ed the oil companies in May, 1971 that pending further considera­
tion of the manner of treating the cost of movement of products 
through product pipelines for the purpose of re-imbursement from 
the Freight Surcharge Pool, products actually moved through the 
product pipelines would be treated, on a provisional basis, to have
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been moved by rail by shortest route and adjustments, if necessary, 
would be made later on after a final decision had been taken. Pen­
ding final decision by the Government, the Company has been tak­
ing credit in its accounts in respect of the whole of the profits of 
the Pipelines Division which amounted to Rs. 4.23 crores and Rs. 
6.93 crores during 1970-71 and 1971-72 respectively.

4.37. The Committee were informed that no final decision h 
been taken in the matter so far. Besically this was due to the fact 
that in the ultimate analysis, as long as there was need to mobilise 
larger resources for developmental projects, any lowering of pipeline 
transport charges would have only resulted in a reduction in prices 
and reduction in availability of funds to IOC. The latter would 
have had to be made good probably by increasing the product 
prices. Apart from following an indirect route the relation of pipe­
line costs to actual pumping costs would have created several other 
operational and pricing problems. It had now been decided to remit 
this problem to the next Pricing Committee. Government would 
take a final view in the matter in the light of its recommendations.

4.38. The Committee note that Government informed the oil 
Companies as early as May, 1971 that pending further consideration 
of the manner of treating the cost of movement of products through 
the product pipelines for the purpose of reimbursement from the 
Freight Surcharge Pool, products actually moved through product 
pipelines would be treated to have been moved by rail by shortest 
route and adjustments if any, would be made later. The Committee 
regret to note that so far no final decision has been taken in the 
matter and Government have now decided to remit the problem to 
the next Pricing Committee. The Committee find that as a result 
of the delay in taking the decision the Corporation had been taking 
credit in tis accounts for the profit made by the Pipelines Division 
to the extent of Rs. 4.23 crores and Rs. 6.93 crores in 1970-71 and 
1971-72 respectively. The Committee would like Government to 
settle the matter at an early date.

4.39. It was observed that the Corporation was allowed to trans­
port certain quantities of kerosene through its Gauhati-Siliguri pro­
ducts pipeline every month although the demand in the economic 
supply area was more than the product available at Gauhati. This 
was done because a parcel of kerosene was required to be introduce 
ed between Motor Spirit and HSD for segregation of products to 
be transported by the pipeline. Government had also simultane­
ously authorised rail movements of Superior Kerosene from Siliguri 
(New Jalpaiguri) into Gauhati area to meet the aggregate shortfall 
of superior kerosene. The details of the quantity available with the
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Corporation at Gauhati, movement from Gauhati to Siliguri and the 
rail movement from New Jalpaiguri to the above mentioned area 
as authorised by Government during the period from May,. 1972 to 
December, 1972 are tabulated below:—

■ (Quantity in ,ooo M. T*)

Product Pipeline Rail
available movcrntnt movement 

Moi th With IOC from New
at Gauhati Jalpaiguri

May, 1972 . 6*8 3*0 4-5
June, 1972 . 7*3 3*o 7*8
July, 1972 . 7-0 . 3-0 4*5
August, 1972 . . 8*o 3*o 10*4

September, 1972 6-0 3*o io*4
October, 1972. . .  7*0 3-0 5*$
November, 1972 . 9*0 3-6 . .

December, 1972 6*o 2* 2 2.6

57-1 23*8 45*8

4.40. The rail freight earned by the Corporation (Pipelines Divi­
sion) on the quantity of 23,800 M. Ts. transported from May, 1972 to 
December, 1972 worked out to about Rs. 8,18,720. Similarly on a 
quantity of about 33,600 M. Ts. of inferior kerosene (the production 
of which was stopped from May, 1972), transported through Gauhati- 
Siliguri pipeline during the period from June, 1970 to April, 1972, 

the Corporation (Pipelines Division) earned a revenue of about Rs. 
11,515,840 on account of the rail freight.

4.41. The Management stated in January, 1973 that the procedure 
of calculation of under-recovery on the movement of Superior Kero­
sene Oil from Gauhati to Siliguri and again from Jalpaiguri to Gau­
hati area was in accordance with the directive contained in the 
Ministry of Petroleum and Chemical’s letter No. 1|6|70-PPD dated 
May 20, 1971.

4.42. It was pointed out that the Government directive quoted 
by the Corporation dealt with only the reimbursement from freight 
surcharge pool of railway freight under-recoveries incurred on the 
movement of surplus products of Gauhati Refinery to Barauni area 
and would not ipso facto cover the to and from movements of 
kerosene which was deficit in that area.
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4.43. The Committee enquired about the views of the Ministry 

in this regard. They were informed that IOC had been claiming 
reimbursement from the Freight Surcharge Pool for all movements 
of Kerosene Oil from New Jalpaigurf to Gauhati area as applicable 
to the general movement pattern. The movement through the pipe­
line was separately claimed in line with the policy for movement 
by pipeline. ,

4.44. In the past kerosene also moved out of Siliguri to areas in 
the West. It was only with the growth in the demand for kerosene 
in the Assam region that the new situation had arisen. The Govern­
ment had taken note of the changed situation but would like to 
watch it for a little while longer to assess the changes in demand 
pattern as a result of equalisation in the prices of kerosene oil and 
HSD oil. If cross movement of kerosene oil persisted the desirability 
of disallowing pipeline movement costs would be considered.

4.45. The Committee feel that as the pipeline movement of supe­
rior kerosene from Gauhati to Siliguri is resorted to only to suit the 
operational requirement of IOC’s pipelines, the Corporation could 
have been asked to bear the under-recoveries arising out of the rail 
movement ex-New Jalpaiguri at least to the extent of the rail freight 
earned by it by moving the product through pipeline from Gaubati 
to Siliguri. The Committee desire that Government should expedite 
their decision in this regard.

D. Recovery of delivery charges
4.46. The price structure from 1st February, 1966 (WGOP and 

OPC formulae) provides for recovery of retail pump outlet charges 
in respect of MS and HSD which includes the cost of making free 
delivery within a round trip distance of 39 km. from, the storage 
points. In respect of road delivery beyond the above distance, the 
pricing formula envisages recovery of transportation charges at 
actuals. The road transport is partly done in Corporation’s tankers 
and partly in hired tankers. No separate account has been maintain­
ed to seggregate the expenditure on transportation within and out­
side the free delivery zone and stoek-transfers by the Company s 
transport. In the Western Branch, it was noticed that the average 
cost of transport of one kilolitre by Company’s tankers was 11.7 
paise per k.m. during 1971-72, while the cost of transport in hired 
tankers ranged between 7.25 paise and 9 paise per Kl/km dunng 
that year The Corporation has, however, been charging 18 paise per 
kl/km in respect of delivery of MS and HSD made beyond the free 
delivery zone. In the absence of details regarding the quantity 
moved, the type of tanker used and the rate applicable to each, the 
excess recovery of delivery charges is not quantifiable.



4.47. The Management informed Audit in June, 1973, that
to have uniform rates in the industry, a flat rate has to be adopted 
by the various oil companies. Furthermore, the delivery charges 
not only include the actual cost of transportation but also certain 
other elements like transportation from different sources, etc. the 
cost of which cannot be accurately estimated. The concept right from 
the beginning has, therefore, been to recover the flat charge as per 
the practice in force at that time.. •. ”

4.48. The Committee enquired whether difficulties in maintaing 
the proper accounts so as to ensure recovery of actual charges ins­
tead of flat rate were within the knowledge of the Ministry. They 
were informed that historically, the Oil Companies had been levy­
ing a fixed charge on deliveries made by them to their retail pumps 
in respect of MS and HSD. This fact had been known to the succes­
sive Oil Pricing Committees and to the Ministry as well, but it had 
not been considered feasible to relate delivery charges to actual 
costs on account of the fact that the actuals vary not only from 
location to location but even at the same location from time to time. 
The maintenance of any very detailed and elaborate accounting 
system to determine the actual all-India delivery costs by tabulating 
the local costs of all the regions, would be a colossal task. The levy 
of a flat rate was therefore, a very much more simplified method, 
which did away with voluminus and time-consuming calculations.

4.49. Another factor was that the costs even at the same location 
might not be the same for all the oil companies and this would add 
another dimension to the problem.

4.50. The Ministry also stated that the overall costs and recover­
ies would in any case be known to the Oil Pricing Committees, who 
would then be free to determine the quantum of distribution charges 
within the overall marketing margins prescribed from time to time. 
The Oil Pricing Committee had in a number of cases brought down 
the marketing margins despite an overall increase in costs. This 
could probably had been possible only as a result of the Oil Pricing 
Committees taking note of such factors.

4.51. The Committee regret to note that although the priccs fixed 
by the OPC envisaged that recovery of retail pump outlet charges 
In respec of MS&HSD should include free delivery within a round 
trip of 39 K.M. from the storage point and actual transportation 
charges in respect of road delivery beyond the above distance, no 
records were being maintained by the Corporation to segregate the 
expenditure on transportation within and outside the free delivery 
zone and the Corporation has been charging a uniform rate of 18 
paise per KL/KM in respect of delivery beyond the free delivery
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zone. The Committee were informed that the actual cost of trans­
portation includes other elements which could not be accurately 
determined and levy of flat rate was as per the practice which had 
been in force for a long time. The Committee feel that, in case, 
there were genuine difficulties in maintaing proper accounts so as 
to ensure recovery of actual charges instead of flat rate, there was 
hardly any justification for accepting in toto the recommendation of 
the Oil Price Committee which in the opinion of the Ministry can­
not be implemented. They desire that this matter may be considered 
by the next Oil Pricing Committee to remove the present anomaly.

4.52. The Committee were also informed that the cost of trans­
portation by the Corporation's tankers in some cases Was higher 
than that by hired tankers. The Committee would like that this 
matter may be gone into in detail and effec Jve action taken to bring 
down the cost of transportation in Corporation’s own tankers.

E. Coastal Movement of Products

4.53. The Corporation commenced coastal movement of products 
with the commissioning of the Cochin Refinery in September, 1966 
and the first chartered tanker was placed at Cochin; in October, 
1966. The Corporation has since then been chartering both Indian 
and foreign flag tankers on time charter as well as on trip Charter 
basis.

4.54. The charter hire paid per hour in respect of different tankers 
varied as indicated below:—

SI. Name of the tanker 
No.

Month of chartcr D.W.T. Charter 
hire per 

hour (Rs.)

i. Dceh Alok . . February, 1967 18,730 739
February, 1971 I7>3I2 1,014

2. JagJawala . . November, 1967 16,010 712

November, 1970 16,600 972

3. Ampuria . . March, 1968 16,445 561
4. Chanakya Jay anti . . March, 1970 21,615 955

September, 1970 21,615 i >355
5. Baskar Jay anti . September, 1971 20,036 1,172
6. ATYS . November, 1970 * 18,600 1*353
7. Tohoyo Mara . . . . January, 1791 10,244 801
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4.55. The Management informed Audit in June, 1973 that the
charter hire per hour depended upon the availability of tankers at 
a particular time and the terms and conditions offered by the tan­
ker owners. The following factors in respect of the tankers deserved 
mention: _

4.56. Although the tanker ‘Desh Alok’ was chartered with effect 
from 1st February, 1967 the charter party agreement was signed only 
on 8th December, 1969. Clause 24 of the charter party agreement 
contained warranties in respect of speed and pumping rate of the 
tanker on the date of delivery and envisaged reduction in the char­
ter hire in case of failure of the tanker to comply with the said 
warranties. However, in a joint meeting with the owners of the 
tanker held on 18th June, 1969 the company agreed to make the 
warranties effective from 1st June, 1969 and to waive its claims in 
respect of substandard performance upto 31st December, 1968 amoun- 
ing to Rs. 12.13 lakhs. It also agreed to jointly review the perfor­
mance of the tanker for the period from 1-1-1969 to 31-5-1969. Claims 
amounting to Rs. 2.96 lakhs for the sub-standard performance of the 
tanker during this period were raised by the Corporation against 
the tanker owners on 20th June, 1973.

4.57. The Committee enquired about the reasons for the delay 
in finalisation and excution of chater party agreement for the tan­
ker. They were informed that this was mainly due to the following:

(i) Charter Hire: —

(1) Originally the fixture was made at Rs. 19.95 per DWT per 
calender month. Upon the Govt, issuing a notification on 
28-7-67 fixing coastal time charter rates for IF tankers at 

( Rs. 31.6889 per DWT per calendar months, SCI sought 
enhancement of rate. This was contested by IOC both 
directly with SCI as well as through Ministry of P&C 
ond Ministry of Shipping & Transport. Ultimately a mu­
tually agreed settlement on rate was arrived at in 1968.

(ii) Specification of the tanker: —

Prolonged negotiations were involved in finalising the terms 
relating to speed, bunker consumption, on hire boiler 
cleaning time etc. and these had resulted in IOC securing 
more favourable terms from SCI as compared to their 
initial offer.
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(iii) Option for trading in international waters:

IOC secured SCI’s acceptance for employing the vessel for 
international trading without any increase in the charter 
rate as demanded by SGI earlier.

(iv) General:

Normally charter arrangements are concluded by exchange 
of letters of telex covering only the main heads. Details 
are subsequently negoiated to mutual satisfaction. This 
involves an unavoidable time factor for executing the 
charter parties.

According to IOC, in view of the above factors, it could be stated 
that delay in finalising Desh Alok Charter party had not placed 
IOC in any disadvantageous position. In fact IOC had secured many 
advantages as a result of these protracted negotiations.

4.58. The Committee also enquired from the Ministry of Petro­
leum and Chemicals whether they considered the delay of about 
1J years to finalise the Chart party agreement as justified. They 
were informed that some delays in the negotiation of charter party 
terms did take place where a number of commerical aspects had to 
be considered and mutually agreed upon. Reasonableness of the 
time factor in such cases would depend upon the relative advantages 
secured by the companies during negotiations. In the instant case 
it was stated by the Ministry that the reasons given by IOC for 
the delay and the advantages obtained, were considered reasonable, 
keeping in view that IOC was at that time new in the field.

4.59. Besides this was one of the first few tankers which was 
taken by IOC on a time charter basis and they had naturally to 
satisfy themselves about the implications of each clause in the 
charter party agreement and to familiarise themselves with the 
practices prevalent in respect of such terms with the other companies.

4.60. It was added that the matter of revised time chapter rates de­
manded by S.C.I. was referred by the IOC to the .Ministry also on 
16-8-1967. The Ministry sought the assistances of Shipping and 
Transport Ministry at Secretary’s level on 26-8-1967. Since however, 
the revise rate was notified by the Shipping Ministry itself and the 
same rate was charged by the S.C.I. from Private Oil Companies, 
IOC had ultimately to accept the revised rates asked for.

4.61. Regarding the waiver of claim for substandard performance 
by IOC for the period upto 31-12-1968, it was stated that terms of
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charter party finalised in respect of tanker Deah Alok were based
ojx similar terms negotiated by S.C.I. earlier from Caltex in respect 
of other tankers liljLe Desh Deep and ftesh Eandhu and contained 
provisions of performance on almost identical terms as between 
SCI and Caltex. The SCI had not accepted any claims from Caltex 
for substandard performance.

4.62. Shipping Corporation had also not agreed to consider any 
claim whatsoever on this account so long as such losses/recoveries 
were not quantified in accordance with well defined norms/guide­
lines in the charter party for preferring claims on owners. Since 
agreement was reached with the SCI in respect of future compensa­
tion for the substandard performance from 1-6-1969 IOC agreed to 
the waiver of claim upto 31-12-1968, and wanted the SCI to accept 
the claim at least from the beginning of the year 1969 SCI however 
had not agreed to consider this, as according to them such claims 
could be considered only from the date of settlement and not for 
any earlier period. The matter was, however, being pursued by the 
IOC with SCI. The norms agreed to for the tanker were being strict­
ly enforced for the period after 1-6-1969.

4.63. According to Ministry, such settlements had necessarily to 
be made on mutually agreeable basis, and on commercial considera* 
tions. The explanations given for the waiver by the IOC was consi­
dered reasonable by the Ministry particularly, in view of the fact 
that the negotiations were held between two public sector corpora­
tions.

4.64. The Committee enquired whether the charter party was 
finalised after taking the legal opinion. They were informed that 
the charter party in respect of the tanker was based on similar 
terms as settled by the Shipping Corporation of India earlier with 
M/s. Caltex in respect of other tankers. Since terms offered by 
the Shipping Corporation of India were more or less in line with 
the internationally accepted charter party, formal legal opinion was 
not considered necessary.

4.65* The Committee regret to note that the tanker Desk Alok 
was chartered by the Corporation from the Shipping Corporation of 
India with effect from 1st February, 1M7, bat the charter party 
agreement was signed only on 8 th December, 1969 i.e. after more than 
one and a half year of the chartering of the tanked Although the 
charter party agreement contained the warranties in respect of speed 
and pumping rate of the tanker, the Corporation could not enforce 
its claims for sub-standard performance in the absence of specific
563 LS.—6. .



70
pmrisfoa of norms/guidelines for quantifying such losses/recoveries. 
As a result, an agreement was made with the Shipping Corporation 
of India in Jane, U N  whereby the Corporation agreed to forego 
claims amounting to Rs. 15.09 lakhs for sub-standard performance 
of the tanker upto 31st May, 1969.

4.66. The Committee also find that the agreement was also finali­
sed by the Corporation without obtaining any legal opinion in the 
matter. The Committee recommend that the agreements for charter­
ing of ships should be finalised with greater care and in consultation 
with legal experts to ensure that the interests of the Corporation 
are fully safeguarded.

The charter party agreements dated 6-11-67 and 12-3-68 for 
the tankers 'Jag Jwala’ and ‘Ampuria’ did not contain any warranty 
clause in respect of performance. However, on ground of natural 
justice the Corporation preferred claims of Rs. 10.40 lakhs (M.T. 
Jag Jwala) and Rs. 12.26 lakhs approximately (M.T. Ampuria) on 
account of the substandard performance of these tankers and these 
were stated to be under arbitration (May, 1973).

4.67. Clause 24 of the charter party agreements dated 5th March, 
1970 and 6th September, 1970 in respect of tanker ‘M.T. Chankya 
Jayanti* stipulated that if the vessel failed to comply with its des­
cription, charter hire would be reduced to the extent necessary to 
indemnity charters for such failure. Although the performance of 
the tanker during the period from 1.4.1970 to 26.12.1970 fell short of 
the guarantees in respect of speed and pumping, the Corporation did 
not prefer any claim against the tanker owners. The amount of 
claims not preferred worked out to Rs 2.21 lakhs. The Corporation 
stated in January, 1973 that no claims were preferred as there was 
no provision in the charter party agreement and the Corporation’s 
working was based on statement of facts and did not take into ac­
count other factors such as bad weather/shore breakdown.

4.68. The Committee enquired the reasons for not providing war- 
rantly clause in respect of performance of tankers ‘JAG JWALA' 
and ‘AMUURTA’. They were informed that as far as Jag Jawala, 
which was an Indian flag tanker, the time charter rates for its em­
ployment for coastal movements were based on the rates recommen­
ded by the Government of India which had no r.eferenoe to their 
age, performance, etc. During negotiations, M/s. Great Eastern 
were not agreeable for the introduction of a Warranty Clause in 
respect of performance. This position was however, rectified later 
while negotiating the Charter Paxty in 1970 when IOC’s bargaining 
position was better compared to the position, existing in 1967, when 
the ta1nker was chartered first.

4.69. Similarly, for tanker Ampuria whieh is a foreign flag ves­
sel, since the owners did not agree to incorporate any warranty clause
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at that time, Idfc could ndf Include the provisions in the Charter 
P^rty. Moreover, in cas£ of foreign flag vessels by prescribing 
stringent penalty clause, it was possible that the owners might also 
increase the charter rate.

4.70. As regards the claims preferred against the two tankers, the
Committee were informed that the Corporation’s solicitors’ p in ion  
was that I.O.C. might be able to substantiate and recoyfcr of
these losses from the tanker owners. Therefore, daimit in xvlpect 
•of tanker Jagjwala was preferred on 11-9-70 and for Ampurif? on 
5.7.1969. The Arbitrators had already been appointed and the mfttter 
was being pursued through IOC's solicitors in London. However, 
as the owners of ‘Ampuria’ had gone into liquation the solicitors ex­
pressed the opinion that any hope of recovering the amount of any 
awarde was thus problematical.

4.71. As regards Chankya Jpyanti it was stated that the original 
chrter of Chankya Jayanti expired on 5.3.1970. Due to adidtional 
tanker tonnage requirements with Madras Refineries Ltd., already 
on stream, M/s. Jayanti Shipping Co. (SCI) were requested for con­
tinuation of Chankya Jayanti under the charter. SCI however, 
were reluctant to continue this charter with IOC and it was only 
after taking up the matter at the highest quarters that SCI agreed 
for a short period of 6 months.

4.72. Again in September, 1970 SC I were requested to retain this 
tanker under IOC service. The tanker market at the time was in a 
State of extreme buoyancy as could be seen by the fact that tanker 
Atys which was also chartered at about the same time had to bo 
hired at $ 7.00. After taking up this matter at the highest quarters 
T,OC were able to retain this vessel for another year at $6.00.

4.73. Considering the then prevailing tanker market position and 
the fact that SCI were giving this tanker at a more favourable rate 
as compared to the then prevailing tanker market situation, it was 
not possible to enforce specific warranties/guarantees in the relevant 
charter party.

4.74. The Committee enquired whether Government had ensured 
that such warranty clauses were at least now provided in all Chat ter 
agreements entered by I.O.C. They were informed that although 
IOC had now t̂ aken steps to ensure that wherever possible such clear­
ly spelt out guarantee/penalty clauses were incorporated in the 
charter party agreements, the final* outcome of any such negotiations 
had to be releated to the prevailing marekt conditions at that point



of time. no standard provisions existed in thfc regard it could 
not be prescribed by the charters alone. For the Indian flag vessel* 
the matter was taken up by the Ministry with the Ministry of Ship­
ping & Transport to prescribe standard norms and guarantees o f 
performance alongwith the time charter rates. The Ministry o f 
Shipping & Transport had not however, been able to enforce this 
and have left this now again to the commercial agreement between 
the negotiating parties. At present however, charter parties of all 
tankers in JOC’s employ had this clause.

4.75. The tajble below indicates the loss 6f charter hire oii ac­
count of the detention of company’s tankers at Cochin due to non­
availability of products arising from refinery shut-down, break­
down  ̂ non-availability of crude oil due to slippage of crude tankers, 
etc.

7*

Name of the tanker Total 
No. of 
voyages

No. of hours 
o f detention 
due to non­
availability o f 
products aris­
ing out of
uncontrollableitiij .j!--tmaauoos.

Control­
lable hours 
of deten­
tion

Total No. Incidence 
of hours of charter 
of deten- hire due 
tion to detent­

io n .
CRs. in 

lakhs)

CD (a) (3) (4) (5) (6)

M. T . DeshAlok . 14 264 n o 374 2*76

M .T. Jag Jwala . . 18 163 125 288 2-Ofc
M. T . Ampuria. . . 20 32 126 158 0*89

Regarding detention of tankers as mentioned in Col. 4 above, th» 
management informed Audit in February, 1971 as follows: —

“ . . . .  although there has been stoppage of loading operation
to tankers during these hours, this has n o t -----resulted
in any actual loss of time due to the following reasons:

.........  Tankers sail out after loading only at a pre-deter-
mined hour during the day depending on the tide con­
ditions and timings

.........even if the tanker loadings were not stopped in bet­
ween the tankers would have in any case to wait lor 
the tide.”
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4.76. The Committee enquired whether the agreement with 
Cochin Refineries Ltd., did not provide for the recovery losses of 
hire charges on account of detention. They were informed that the 
agreement with CRL laid down the procedure for acceptance and 
loading of tankers on IOC account. Among other things it provid­
ed that IOC indicate their lifting schedules by the 15th of the pre­
vious month, and the tanker nominations should be within the 
spread of two days on either side of the expected arrival date.

4.77. With the present difficult port situation in the country, and 
as the performance of the Indian Flag Vessels on which IOC ŵ is de­
pendent for transportation, was not quite satisfactory due to-age 
and other factors of deficiencies, it would not be possible for IOC 
to nominate firm schedule by the 15th of the previous month, and 
also adherence to the arrival dates within a spread of tw*o days 
on either side. Since IOC could not give a guarantee bn arrival 
schedules, failure of which could possibly invoke CRL levying ul­
lage charges including claim for reduced crude runs, if *ny, arising 
from ullage difficulties, it was not in a position to stipulate a clause 
for recovery of hire for detention period of non-availabiilty of 
stock. The absence of provision for recovery of hire for detention 
period had, therefore, to Be viewed in conjunction with the diffi­
culties in positioning the tanker according to schedule.

4.78. Hie Committee regret to note that the charter party agree­
ments for the tankers ‘Jag Jwaia’ and ‘Ampuria’ chartered by IOC 
did not contain any warranty clause resulting in an avoidable loss

to Re. 22.61 lakhs tie the Corporation on aeeount of 
sab-standard performance of the tankers. The Committee have 
elsewhere commented about the sub-standard performance of an­
other tanker *De* t Alok\ -

4  7 9  The Committee also regret that the Corporation also suf­
fered loss of charter hire mi account of the detention of company's 
takers at Cochin to the extent of Rs. 5.73 lakhs as the agreement 
iwith r~ ««"  Refineries Limited did not provide for the recovery 
•f such losses. According to IOC the absence of provision for re­
covery of hire for detention period has to be viewed in conjunction 
with the difficulties in positioning the tanker according to sche­
dule The Committee do not consider these difficulties to be un-
surmountable. TWy wo-M W  * *  T T  *
the C orporation with a view to improving the situation to avoid
ihe loss of charter Hr©.
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PRICING POLICY AND POOL ACCOUNTS 

A. Pricing* Policy

5.1. Prior to June, 1970, the ports were the main pricing points
for the sale of petroleum products. This resulted in substantial
under recoveries to the oil companies on account of railway freight  ̂
port price differential and coastal movement. This aspects was consi­
dered by the Committee on Public Undertakings in their 35th 
Report (March, 1967) and the Committtee observed as followed: —

“The three inland refineries wi l̂ produce more than 7 mil­
lion tonnes~of products every year and it would be quite 
anomalous not to treat them as pricing points. How this 
should be done with reference to other Refineries and to>
imports is a matter which has to be worked out by Gov­
ernment.

5.2. Another Committee known as the Oil Price Committee 
which was appointed by Government on 14th June, 1968 recom­
mended in October, 1969 that besides the continuation of the prin­
ciple Of import parity in the determination of prices of petroleum 
products, the inland refineries at Noonmati, Barauni and Koyali 
|le made additional pricing points. This recommendation was inter 
alia accepted by Government (May 1970) and made applicable 
from 1st June, 1970. As a result, the prices of petroleum products 
at these refineries are the same as at the nearest main port and 
freight is charged at actual rates from the inland refinery from 
which supply is made and not notionally from the main port near­
est to the consumption point.

5.3. Besides, making the inland refineries as pricing points in 
addition to the ports, various surcharges have also been levied on 
petroleum products to compensate the oil companies for specific un­
der-recoveries as detailed below.

B. Freight Surcharge Pool Scheme

5 4. On the basis of the estimates furnished by the Corporation, 
the Oil Price Committee estimated that even after making the

i 74 ••
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inland refineries as the additional pricing points, the net under­
recoveries of- the industry on account o f  rail freight, port' price dif­
ferential and coastal movement, would amount to Rs. 1439 lakhs, 
Rs. 1,315 lakhs and Rs. 1.319 lakhs during the years 1970, 1971 and
1972, the Corporation’s share being Rs. 1,161 lakhs, Rs. 1,100 lakhs 
and Rs. 1,055 lakhs respectively. The Committee, therefore, recom­
mended the levy of a surcharge on the total consumption of major 
fuel products on a budgeted basis and the oil companies were to be 
compensated for their net-under-recoveries out of the proceeds of 
this surcharge. The Committee estimated the surcharge at Rs. 7.05 
per Kl. based on the Cprporation’s estimate.

5.5. While considering the above recommendations it was dis­
covered by Government that the calculations furnished by the Cor­
poration to the Oil Price Committee did not include the follow­
ing elements:— _ ,,

(i) ‘Under-recovery’ on account of import wharfage charges
on the products moved off shore from the private sector
coastal refineries at Bombay and Vizag.

(ii) ‘Under-recovery’ in the movement Of aviation fuels.
(iii) Statutory levy in moving the products to Calcutta viz., 

the K.G. Docks. Besides, the coastal freight rates had 
also started increasing after the submission of the OPC 
Report. ,

5.6. Accordingly, a surcharge of Rs. 10 per Kl. (instead of Rs. 7.05 
per Kl.) was levied on a provisional basis, with effect from 1st 
June, 1970 on the sale of all bulk refined products and Naphtha (ex­
cluding Aviation Gasoline and Bitumen of all grades, Lubricants and 
Greases). The surcharge was. also made applicable to bitumen 
sales with effect from 1st July, 1970.

5.7. Government announced in June, 1970 a scheme for the opera­
tion of freight surcharge pool under which all the oil companies
were required to deposit the surcharge into “Freight Surcharge
Pool Account” to be opened in the State Bank of India, Bombay. 
Separate “freight Surcharge Pool Account” was also required to be 
maintained for collection and reimbursement of under-recoveries in 
respect of Naphtha. The detailed rules for the operation of this 
account, the procedure to_ be adopted for withdrawals from it and 
the manner in which the balance remaining in the freight surcharge 
pool account vta& to be disposed of w«#e to be framed by the Minis­
try  jof Petroleum and Chemicals later on.
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i (i) The surcharge collected was not found sufficient to cover 

the under-recoveries because of:

(a) certain deviations in the movement pattern due to changes 
in the production of MS and Naphtha: and

(b) increase in the rates of railway freight and charter hire.

5*8. Government, therefore, revised the surcharge rate from 
Rs. 10 to Rs. 15 per Kl. with effect from 28th May, 1971. Based on 
the provisional accounts of surcharge pool, it was seen that the 
pool started showing surplus from September, 1971 in respect of 
formula produtts (other than Naphtha) and from the beginning 
In respect of Nephtha.

5.9. Pending Ministry’s clearance of inter.se agreement between 
the oil companies, the individual oil companies were keeping the 
surplus with them. On receipt of Ministry’s approval (10th April. 
1972) the companies deposited on 26th April, 1972 a sum of Rs. 643.97 
lakhs in two separate bank accounts for (a) formula products other 
than Naphtha and (b) Naphtha as shown below:—

(Rb. in lakhs)

Name of Company Formula Nephtha Total
products

IOC ....................................... 302-00 86*oo 388*00

Burmah-Shell . - 69*33 38*64 9 7 . 9 7

^SSO . . . 66*oo 30*00 96*00

Caltex . 38*00 19*00 57*00

AOC 5*00 5*oo

480*33 163*64 643-97

N otb— Figures are provisional and subject to audit Chartered Accountants
appoin’ ed by respective Companies.

5.10. The. delay in finalise tion of the agreement has thus result­
ed in interest free use of surplus funds by oil companies up to 26th 
April, 1972.

5.11. The surplus in the pool continued to 'accumulate and the
cumulative position of freight surcharge pool accounts as on 31st 
March, 1973 was as under: * ‘ ■ 1



A. Product* other than Naphtha

(Rs. in lakhs).

77

M. Company Surcharge Under re- Surplus
collection^ coveries Deficit

Surplus/ Surplus 
deficit actually 

before after deposited 
inter- inter- in Bank 
Company Company Account
deposits’ deposits as on

3̂1-3-1973

I.O.C. . . W | ‘ 4 4088 3938 (+) 150 ■(+)■ 683 728

Burmah Shell \ s..
1536 IOIO C+) 526 V'r) 264 246

Esso 872 591 (+> 281 ( r ) 91 92

Caltex • 483 240 (+ ) 243 (+ ) 103 102

AOC 145 133 £+) 12 (+ ) 78 69

Deposit. .,., . 
adjustmeht f

, • •• •V Or) 7 • •

T O T A L

I.O.C. v . 

Burxnah Shell. 

Bsso

Caltex . 

A.O.C.

T O T A L :

7124 5912 1212 1212

B*f ^APH TH A 

' 250

' Lr,f 106 

, 57
28

>33 (+) 17 (+) «3
54 t’+y 5* (+) 52
10 (+ )  47 (+ )  51

.. <+) a* (+) 3*

1237

5«

53

5*

27

441 397 (+)*44 (+) 144 i 187

5.12. The difference between balance of surplus and the amount 
deposited based on estimates was subsequently adjusted while ar­
ranging deposits in the subsequent months.

5.13. As no decision had been taken by Government regarding
the utilisation, of surplus lying in the two accounts, an amount of 
Rs. 11.03 crores remained in a current account upto,April-May, 1973 
on which no interest accrues. At the suggestion of the Corpora­
tion in April, 1973, the Government asked the Corporation (April, 
1978) to invest the surplus funds in fixed deposit. A sum of Rs. 14 
crores had accordingly been placed (April-May, 1973) by the Com­
pany in fixed deposit with the State Btnk -4®f As on



30-6-1973 the following amounts were tarneferreci to fixed deposit 
account from the surplus build up of funds in the current accounts:

5.14. The . Committee enquired as to why the rules for the opera­
tion of the freight surcharge pool account could not be finalised 
immediately after the scheme was introduced in June, 1970. They 
were informed that instructions relating to the F .S .P . scheme were 
issued on 4-6-1970. The detailed mechanism for the operation of 
this account and the procedure to be adopted for withdrawals there­
from was to be intimated later. After consulting the Ministry of 
Finance, it was decided that the Bank Account will be jointly in 
the name of the concerned oil companies, but should be operated by
I.O.C.

5.15. On 8-9-1970, IOC was requested to prepare a suitable draft 
agreement in consulta'tion with their solicitors which could be exe­
cuted by all the concerned oil companies. On 9-11-1970, interim 
copies of the draft inter-se Agreement to be made between the oil 
companies and the draft letter of instructions to be issued jointly 
by the oil companies were received. Finalised drafts were received 
from IOC on 12-12-1970. The matter ypn examined further in con­
sultation with the Ministry of Law, Ministry of Finance (Depart­
ment of Expenditure), Cost Accounts Branch and Department of 
Economic Affairs and could be finalised only in April, 1972. As this 
was a new and complicated matter finalisation of details took so- 
much time.

5.16. The Ministry also stated that while the delay iii fhe issue 
of final instructions did leave temporarily some surplus funds with 
the oil compares, these very companies were, for quite some 
time, running a large deficit under the FSP, account. This deficit 
could only be progressively wiped., out after the surcharge on ac­
count of FSP had been increased. If an overall view was taken of' 
the debits incurred by the oil companies intially as also the smalls 
surplus that they kept with them jor a few months, it might pro­
bably be concluded that there had been no adventitious gain on 
this account to the oil cottipanies.

5.17. Further, not only in FSP, in several other accounts as 
well, debits and credits inherently appear from time to time and’ 
there is invariably a time-lag which has resulted in the oil com- 
p o i* -  either haring debit balances «r credit balances from time to 
tine. In this particular case, for instance, even though the scfteme*

Products other than Naphtha 

Naphtha . . .

. Rs. 15 crores 

. Rs. 1 crore
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was introduced in June, 1970, the debit balance continued for well 
over a year and the benefit of surplus was available over a relative­
ly smaller period only.

5.18. The Committee also enquired about the loss of interest stif­
fened in keeping the surplus amount in a current account till April- 
May, 1972. They were informed by the Ministry that IOC had in­
dicated the possible interest earnings on this money upto April- 
May, 1973 to be around Rs. 62 lakhs. It has, however, pointed out 
that the money remained all the time with the State Bank of India 
and no oil company derived any benefit out of its non-depositing in. 
a fixed deposit account.

5.19. As regards the reasons for ,delay in taking a final decision 
regarding the disposal of the surplus amounts, the Ministry stated 
that the normal procedure followed by the Ministry in respect of 
such accounts was that the rate of surcharge was revised periodi­
cally with a view to ensure that there was no surplus or deficit in 
the account in the long run. In case the account showed a deficit, 
the rate of surcharge was increased. If there was a surplus, the 
rate of surcharge was suitably reduced. No such step had, however, 
been taken in respect of this account for various reasons. For some 
time the possibility of reimbursing to IOC and other oil companies 
for their large and growing under recoveries of sales tax in the 
States of Tamil Nadu and Kerala from this account w&s examined. 
Later, however, this idea was given up and a separate scheme f6t 
reimbursing the oil companies on such under-recoveries was drawn 
up. Subsequently, however, it was decided that additional crude oil 
tankage at coastal refineries should be financed from these readily 
available funds in the pool. Consideration of all these matters in­
evitably took- some time.

5.20. It also came to the notice of the Committee that Govern­
ment had advanced a loan of Rs. 7 crores to Calcutta Port Au­
thority out of Freight Surcharge Pool Account. The Committee en­
quired during evidence as to how tar the Ministry was justified in 
giving a loan to Calcutta Port Authority out of Freight Sur­
charge Pool Funds. The representative of the Ministry stated that 
the Calcutta Port Authority was lagging behind its programme 
for dredging. As a result they were unable to bring crude oil for 
Barauni Refinery to the full extent. Even though a tanker could 
carry 30,000 tonnes it was compelled to carry only 15,000 to 16,000 
tonnes. The Government had a very difficult ways and means posi­
tion and was looking for some means by which the Calcutta Port 
Authority, dv̂ -fng the current financial year, could get aver this
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position. In consultation with the Ministries of Finance, Shipping 
and Transport and Petroleum and Chemicals it was agreed that a 
loan out of the surplus funds available in the State Bank with 
Freight Surcharge Pool Account could be given to Calcutta Port 
Authority to be returned by them as soon as fresh funds were voted 
for them. It was a very temporary loan. It was added that in the 
absence of dredging, the cost of bringing in crude would have been 
very high and this cost would have had to be adjusted to the F .S.P. 
Account. Therefore, it was thought that this was a related matter 
and advance from the F.S.P. would be justified in the overall in­
terest.

,5.21. The Committee find that the Freight Surcharge Pool Ac­
count was created by levying a surcharge on the petroleum pro­
ducts with effect from 1st June, 1970. They, however, regret to 
note that instead of finalising the rules for the operation of the ac­
count immediately after the scheme was introduced, it took the 
government about two years to frame the detailed rules for the 
operation of the account and the procedure to be adopted for with­
drawals therefrom. Pending Ministry’s clearance of inter-se agree­
ment between the oil companies, the individual oil cetnpanies were 
allowed to keep the surplus with them and it was only after the 
Ministry’s approval was given on 10th April, 1972 that the Companies 
deposited in the bank in April, 1972 a sum of Be. 6.44 crores. The 
'Committee regret to point out that the delay in the finalisation of 
the inter-se agreement resulted in an interest free use of the sur­
plus fund by the oil companies till April, 1972. The Committee 
are surprised to find that even after this, Government could not 
'take a decision regarding utilisation of the surplus fund till April- 
Msy, 1973 upto which a sum of Rs. 11.03 crores remained in current 
account with State Bank of India resulting in loss of interest to the 
<extent of Rs. 62 lakhs.

5.22. The Committee find that as on 30th June, 1973, an amount 
of Rs. 16 crores was lying in the fixed deposit in respect of this 
nffmmf The Committee desire that the Government should under­
take a review of the Freight Surcharge Pool Account and consider 
the feasibility of revising the surcharge suitably in view of the con­
tinuing surplus in the Pool Account.

5.23. The Committee find that a sum of Rs. 7 crores had been 
advanced as loan to the Calcutta Port Authority to provide fundi 
for dredging operations. The Committee feel that funds for such 
purposes should have appropriately been found from the annual
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budget of the Port Trust AsflweMw with proper iue>
tion and the IMght Surcharge Pool Account should not have- 
been utilised for tiding over temporarily the ways and poaltion
of Government. The Committee would like to be informed whether 
the temporary loan of Rs. 7 crores has since been recovered In full.

C. C. and F. (Cost and Freight) Adjustment Account

5.24. In order to provide for the effect of fluctuation in freight o r  
wharfage, with reference to the rates ruling on certain dates, an 
account styled C&F Adjustment Account was operated by all the- 
oil companies. The Oil Prices Committee in their Report of 
October, 1969 also recommended that the pricing of petroleum pro­
ducts should continue to be based on . ‘import parity’ with continu­
ed maintenance of C&F Adjustment Account by all oil companies.. 
From May, 1971, a sum of Rs. 12 per Kl. on bulk refined products, 
Rs. 12 per metric tonne in respect oif bitumen and Rs. 18 per metric 
tonne in respect of naphtha were provided for in the price structure* 
for credit to the C&F Adjustment Account. Although, initially ad­
justment of FOB cost couifl be made against this Account, such ad­
justment was not permissible from February, 1966 to May, 1970, after 
which it has been revived. The other item qualifying for adjust­
ment against this Account at present is additional non-recoverable' 
duty excluding devaluation duty on coastal bunkers paid to Cus­
toms/Excise authorities and in respect of which refund cannot be 
obtained due to practical difficulties. For adjustment of any other 
item, specific approval of the Government is required.

5.25. Each Oil company has been maintaining C&F Adjustment 
Account separately. Inter-company cash settlement has to be made 
on the basis of quarterly account audited by the auditor appointed 
by respective companies for this purpose.

5.26. According to the information given by IOC in August, 197S 
the C&F A djustm ent Account was expected to show a deficit o f 
Rs. 10.69 crores as on 31-12-1973 on industry basis. The company-
wise position was as under:—

Company R*./crores

Burmah Shell . • - • * * . . i*30

Esso . ............................................... • o-33
Caltex . • • • . . .  • • ( i-4«)

. 3 J»

TO TA L : . . • . . (10*69)

Mote* Bracken indicate the amount due to the company.
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■' Aeeonfitig to IOC, this deficit was expected to ipcteMe, substan­

tially la1 1974 if the current rate of C&F Surcharge was pot in-
CTM—d. -

; 1 ,
5.27. Government have also authorised adjustment of certain 

items ofexpenditure beyond the control of refining and marketing 
companies, affecting their economics, some of which are mentioned 
below: —

(i); Regulatory custom duty on import of crude oil from 13th1 
December, 1971.

(ii) Loss suffered by IOC due to non-recovery of Octroi duty 
at Okha whiah was initially credited to C&F Adjustment 
account on the basis of amounts billed to the customers.

(Hi) Devaluation duty on imports actually paid by IOC from 
- '■ June, 1970 to May, 1972 on the import of deficit petroleum

products Except Aviation Gas).

(iv) Variation in the cost ' of steel plates for bitumen drums 
from 1st June, 1970. ’ t;.

!*r' --I ' _
(v) Under-recovery in the sale of kerosene tins by IOC froin 

1st January, 1969.

(vi) Higher freight paid by Madras Refineries L im ited  on the 
... ,, , import of crude to Madras as a result of deiay in the com­

pletion of adequate port facilities to rpeceive large size
tankers at Madras (Rs. 4.23 crores).. . . .  |

5,28. As regards the reasons for allowing the adjustment of the 
above items of expenditure from C&F. Adjustment Account, the 
Committee were informed that Government of India fixed new 
ceiling selling prices of petroleum products with effect from 1-6-70, 
based on the recommendations of Shantilal Shah Committee Report. 
While working out the new ceiling selling prices, it was ensured 
that the margins as fixed by the Committee are available to the 
Marketing Companies on sale of bulk refined formula products. In 
course of time certain levies costs were incurred by the companies 
wWch were not included in the margins fixed by the Government 
«r in the cost of product allowed in the price fixation. On consi­
deration of- each such item of cost, which amounted to under 
recovery in. te r m s -of price fixation, Government issued orders from
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time to time allowing such adjustments in the C&F Adjustment 
Account.

'»• .. s: ■' ‘
'5129. ’A i rtgaWs payment of large amount f(R$. 4.23 crores) to 

Madraij Refineries Ltd, the Committee were informed that when the 
site selection ttit the Madras Refineries was being examined, there 
were 't'fco proposals; one for constructing an off-shore terminal for 
’Hnlttedlng truide from largesfted tankers and the other to develop 
Madras Port facilities starting with an initial draught of 35 feet to 
fee developed into 43 feet draught by the time refinery was commis­
sioned. Although the foreign collaborators preferred the first alter­
native, Gtoveniriient ultimately prevailed upon them to drop the first 
Alternative and to allow the Madras Port to develop the required 
facilities so that by the time the refinery was ready, the port would 
have completed the required facilities. The Government of India 
also simultaneously arranged with the Shipping Corporation of India 
ifer thfe prOcWethent 6f larg& size tankers for the transportation of 
crud£ tot MadWs Rfeftnery, the contract rate being fixed at Rs. 11.85
; M.T. Since, However, the pdrt facilities ctfuld not be completed by
Madras Port' authorities iR time, Madras Refineries Ltd., could not 
avail of this arrangement. The continuously shifting dates of com­
pletion of the port facilities indicated by the Madras Port authori­
ties from time to time seriously affected the refinery’s capability to 
embark upon any long term chartering of vessels with draughts of 
32*’to W .  During 6 years the port authorities shofted the comple­
tion date on at least 16 occasions. The actual average freight on 
crude transportation during three years was as under:—

1969-70 Rs. 25 Pf r MT

J 970-71 Rs. 39 Per

1971-72 . Rs- 25 Per M T

r-- 5.30. As against the contract rate of Rs. 11.85 per M.T. the loss 
to Madras Refineries Ltd upto 1971-72 due to non-availability jpf 
the proposed new jetty and consequent inability to receive SCI’s 
tankers was about Rs 12.27 crores This had adversely affected the 
profitability of MRL for reasons beyond its control. Accordingly, 
it was decided to give relief to MRL of the difference between the 
freight actually paid on imports crude oil from February, 1969 to 
31st December, 1972 and the freight on a notional basis as per IN- 
TASCALE/Wt)RDSCALE adjusted to monthly AFRA (Average 
Freight Rate Assessment) applicable to MR vessels. The difference 
worked out to about Rs. 4.23 crores. This decision was taken with
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the approval of the Ministry of Finance. The outer harbour at 
Madras was inaugurated on 4-2-1973.

5.31. The Committee find that the main object of creating die 
C & F  Adjustment Account was to provide for the effect of fluctua­
tions in the fNdght or wharfage with reference to the rates ruling 
on certain dates. They, however, regret to note, that the funds col­
lected for this 'Account* through the levy of surcharge on petroleum 
products have been utilised for some purposes which cannot 
said to be strictly falling within the scope of the Account. Thus, a 
sum of Its. 4.23 crores was paid to Madras' Refineries Limited oat 
of this Account because of higher freight paid by the Refinery on 
the import of crude due to the delay in die development of Madras 
Port facilities. The Committee see no justification for Govern­
ment taking recourse to the C & F  Adjustment Account for compen­
sating the Madras Refineries with the difference in freight for 
reasons other than those for which the Account was established. 
The Committee desire that detailed rides should he drawn up with­
out further delay specifying the nature of the items which would 
qualify for adjustment out of the C & F  Adjustment Account and 
a copy thereof laid on the table of the Bouses of Parliament.

D. Development of Port Facilities

5.32. The Committee were informed that a Study Group was 
set up by IOC in October, 1971 to suggest measures both short term 
as well as long term to improve the tanker handling facilities based 
on the expected volijme of traffic at various ports between 1972 and 
1979. The Study Group while making their recommendation for 
the development of tanker handling facilities pointed out inter alia 
that the IOC had incurred heavy demurrage on detention of import 
am] coastal product tankers due to inadequate tanker handling faci­
lities. During 1970-71, the revenue earned by all the ports by way 
of oil traffic amounted to approximately Rs. 1165 lakhs and the de­
murrage incurred by IOC, alone was to the extent of Rs. 134 lakhs. 
This only proved that the facilities at the ports were inadequate 
and the development of the port facilities were not at all keeping 
pace with the increased volume of traffic and bore no relationship 
with the revenue earned from oil trade.

5.33. When asked about the actioq taken by Government on the 
recommendations of the Study Group, the Committee were in­
formed that after the Report of t^e Study Group was received by 
the Ministry of Petroleum and Chemicals in May, 1972, the matter 
was taken up with Ministry of Shipping and Transport on 2-6-1972
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who in turn circulated the Report to all the Port Trust Authori­
ties. It was stated that the various Port Trust Authorities after 
due consideration of the recommendations made in the Report 
agreed in principle to implement a majority of them. In respect 
of a few recomjnendations which had not been accepted as in the 
case of Bombay and Kandla Port Trusts, the Ministry had been 
pursuing the matter further with the Ministry of Shipping and 
Transport. In the meanwhile, IOC was permitted to recoup losses 
due to demurrage which could be clearly ascribed to limitations of 
port facilities from C & F  Adjustment Account.

5.34. The Committee were also informed that the Ministry of 
Shipping and Transport had separately submitted proposals to the 
Planning Commission after taking into account the views of the 
Ministry of Petroleum and Chemicals.

5.35. The Committee regret to note that the development of port 
facilities has not kept pace with the Increasing volume of oil traffic 
The delay in the completion of adequate port facilities to receive 
large size tankers at Madras Port resulted in heavy loss of 
over Rs>, 4 crores to Madras Refineries Ltd., which had to be com­
pensated by Government from the C *  F Adjustment Account. 
The Committee also find that IOC had also to bear a heavy inci­
dence odf demurrage to the extent of Rs. 1.34 crores on detention of 
tankers due to inadequate tanker handling facilities at the ports.

5.36. The Committee were informed that a Study Group set 
up by the IOC in October, 1871, to suggest both short term and 
long term measures to improve the tanker handling facilities based 
on the expected volume of traffic between 1972-79, had submitted Its 
report to Government in May, 1972 and the report is now under 
the consideration of Planning Commission Government. The 
Committee understand that in the meantime the IOC had been per­
mitted to recoup the losses due to demurrage which could be clear­
ly attributed to limitation of port facilities from C & F  Adjustment 
Account. As the C & F  Adjustment Account has been created out 
of specific surcharge provided in the price structure for petroleum 
products, in the ultimately analysis this means Increased burden on 
the consumers of petroleum products.

The Committee, therefore, recommend that Government should 
in the light of the recommendations ol the Study Group of IOC, 
take concerted measures for the expeditious development of the ports 
u d the tanker handliw facilities f  cop. iritk the 
to traffic to be handled at each port during the Fifth Five Year
563 L.S.—7.



Plan. The Committee would like to be Informed of the conceited 
measures taken in this behalf to reduce, if not, eliminate the burden 
of demurrage charges paid on tankers for want of adequate hn"Hirwg 
facilities at ports.

5.37. Besides Freight Surcharge Pool Scheme end C. & F. (Cost
and Freight Adjustment Account) some of the other schemes/ac­
counts operated by the Oil Companies are as follows:__

E. Central Sales Tax Surcharge Scheme

5.38. With a view to compensating the oil companies for losses 
incurred by them due to under recovery of Central Sales Tax on 
inter-company transactions treated as sales by some of the State 
Governments, Government introduced a ‘Central Sales Tax Sur­
charge Scheme’1 in West Bengal and Bihar (November, 1967), 
Uttar Pradesh (January, 1968) and Gujarat (March, 1968). Under 
the Scheme all the Oil companies are allowed to recover sur­
charge on the sale of specified products in these States. The sur­
charge so collected is pooled and distributed among the oil com­
panies in proportion to their respective under-recoveries of Central 
Sales Tax. As on 31st March, 1973, there was a net surplus of 
Rs. 52.97 lakhs in the pool accounts.

F. Aviation Fuels Furnace Oil Adjustment Account

5.39. While revising the ceiling selling prices of petroleum pro­
ducts with effect from 1st June, 1970 based on the recommendations 
of OPC, Government decided that the basic ceiling selling prices 
of aviation gasoline of all grades and ATF would continue to remain 
at the same level as on 1st May, 1970 except for variations authoris­
ed by it. The consequent under-realisation in respect of ATF wias 
met by levy of a surcharge of Rs. 6.97 per kl. on the price of Fur­
nace Oil. No such levy was, however, introduced to cover the under 
recoveries arising from the sale of aviation gasoline of all grades. 
Subsequently, when the ceiling selling price of petroleum products 
were further revised with effect from 28th May, 1971, Government 
restricted the increase in selling prices of aviation gasoline of all 
grades and ATF to Rs. 30 per Kl. but increased the furnace oil sur­
charge to Rs. 10.30 per Kl. It was also decided that separate ac­
count should be maintained in respect of surcharge collections on 
furnace oil from 1st June, 1970 and under-recoveries incurred by 
each marketing company from 1st June, 1970 in respect of ATF and 
from 28th May, 1971 in’ respect of aviation gasoline so that under* 
recoveries incurred on sale of ATF fully and aviation gasoline of 
all grades partly were compensated. The Corporation formulated
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the working procedure for operation of the pool account in consul'* 
tation with other oil companies and the same was approved by 
Government in August, 1972. Government also decided in July, 
1972 to compensate the oil companies fully with effect from 1st Janu­
ary, 1972 for under-recoveries suffered by them on account of res­
tricting the selling price of aviation gasoline of all grades to the level 
prevailing on 1st May, 1970. The position of ATF/AV—Gas and FO 
price adjustment pool as on 31-3-1973 was as given below:

(Rs. in lacs)

1-6-70 to 
31-12-72

1-1-73 to 
31-3-73 
per unaudi­
ted figures

Total 
1-6-70 to 
31-3-73

I Surcharge Recoveries of FO Sales . 594*11 92-70 686*8i

2 Under-recovery on A TF sales . 498*61 54*80 553*41

3 Under-recoveries on AV Gas sales . 72-17 13*93 86*io

(28-5-71 onwards) . . .

4 Net over recovery made on IOC sales 
( 1-2-3) ...................................... 23*33 23*97 47-30

5 Add ten inter company cash settlement 
to pass over surplus held by each oil 
company in the proportion of A TF sales 19.44

Total surplus, as on 31-3-73 lying With IOC 66'74

G. Tamil Nadu and Kerala Surcharge Schemes
5.40. (i) Tamil Nadu:—All petroleum products issued by Madras 

Refineries Limited to the Company attracted local sales tax with 
effect from 9th December, 1969 which the State Government agreed 
to levy at a concessional rate of 3 per cent. As the products trans­
ferred outside Tamil Nadu attracted the sales tax of the States in 
which they were ultimately sold, the Company waB not able to 
recover the tax paid to Government of Tamil Nadu from other oil 
companies or its customers in addition to the sales tax applicable 

in the respective States. The incidence of under-recovery on this 
account during the period from 9th December, 1969 to 31st March, 
2972 was as under:—

1969— 70

1970— 71

1971—7*

R®« 34.79 lakhs 

Rs* 91*64 lakhs 

Rs. 128*90 lakhs



In order to reimburse the under-recoveries incurred from 9th 
December, 1969 onwards Government increased the basic ceiling 
selling prices of specified petroleum products with effect from 10th 
May, 1972 in respect of sales within the State of Tamil Nadu. As 
on 31-3-1973, the IOC’s cumulative balance of under-recovery on 
account of irrecoverable Tamil Nadu Sales Tax reimbursed from 
Surcharge Pool amounted to Rs. 122.23 lakhs as on 31-3-19731.

(ii) Kerala:—A purchase tax was levied by the State Govern­
ment on all products moving outside the State of Kerala with effect 
from 1st April, 1970 similar to the rate of sales tax payable on sales 
made within Kerala State. As a result of a representation by the 
oil companies the State Government agreed to levy a concessional 
rate of 3 per cent cm stock transfers of petroleum products. Accord­
ingly, the Corporation paid Rs. 87.51 lakhs for the year 1970-71 
and Rs. 98.58 lakhs for the year 1971-72 towands Kerala purchase 
tax. As this was not recoverable from the customers in other 
States in addition to the local sales tax, Government increased with 
effect from 10th May, 1972 the basic ceiling selling prices of speci­
fied petroleum products by levy of surcharge at specified rates, in 
respect of sales within the State of Kerala. As on 31-3-73, all the 
past recoveries had been wiped out. IOC was having a surplus of 
Rs. 3.43 lakhs which had been passed over to other oil companies 
who were still having deficit.

5.41. The Committee enquired about the control exercised by the 
Ministry in regard to various Pool Accounts/Surcharge Schemes 
and whether these should not be brought within the Public Ac­
counts. They were informed that the accounts/scheme had tradi­
tionally been maintained/operated by the oil companies under the 
informal pricing arrangements. Any surplus/deficit in the particu­
lar account was periodically adjusted by reduotion/increase in th* 
rates of relevent Surcharge by the Ministry. In the long rutt 
efforts were made to keep these accounts in balance. In the case 
of these schemes, except the Freight Surcharge Pool Account, the 
position of which was different, there were no separate funds as 
such. Those were purely accounting arrangements. This arrange­
ment had so far been working satisfactorily and consequently it 
had been possible to administer these accounts without putting them 
through any Publie Accounting arrangements. The question o f 
depositing the funds in the Freight Surcharge Pool with Govern­
ment was under examination separately in consultation with the 
Ministry of Finance. It would however be desirable to ensure that 
rigidity in the operation of this pool account was eliminated so 
that the distribution arrangements and the commercial working of



the oil companies proceeded smoothly and there was no breakdown 
m the supply arrangements. According to the Ministry, it would 
be appreciated that with severe limitation on overall resources 
several decisions had to be taken and reviewed, in the course of the* 

.changing circumstances, often on a day-to-day basis, to maintain 
.essential supplies. If detailed procedures had to he followed before 
doing so, there could be avoidable disruptions in the supply lino

5.42. The Committee were also informed that the procedures for 
the maintenance of these accounts were finalised in consultation 
with the Cost Accounts Branch and with the concurrence of the 
Ministry of Finance. The oil companies had to maintain the ac­
counts directly on the basis of the procedures prescribed by 
Ministry. In respect of each account detailed instructions for its 
maintenance were issued by the Ministry.

5.43. The oil companies submitted quarterly audited statements 
in respect of the accounts to the Ministry. These accounts were 
-scrutinised by the Ministry in consultation with the Cost Accounts 
Branch. If any debits/credits in the accounts were detected to be 
not in line with the instructions/authorisation issued by the Minis­
try, then the claims of the oil companies were rejected. The funds 
in the Freight surcharge pool were credited to the accounts of the 
funds in the Bank and could not be withdrawn iot any other pur­
poses except with the prior specific authorisation of the Govern­
ment.

5.44. The Committee also enquired whether the ararngement for 
the audit of these accounts were satisfactory. They were informed 
that auditing of the accounts prior to submission to the Ministry 
was done by the Company’s authorised auditors. This arrangement 
had been working satisfactorily. An Auditor was also appointed 
for the detailed check of the Accounts of the oil companies under 
the Freight Surcharge Pool in June, 1973 which submitted two 
reports, These were under consideration.

5.45. The Committee were also informed that the Ministry had 
appointed on 4th September, 1973 an inter-Ministerial Committee 
of officials to examine the existing pool accounts of oil Companies 
like C&F Adjustment Account, Freight Surcharge Pool Account 
setc. with a view to see whether the existing mechanism was ade­
quate and to ensure that the said accounts prepared by the oil 
companies were in accordance with the instructions issued by Gov­
ernment from time to time. That Committee was also to consider 
the possibility of bringing all these accounts under the Consolidated 
Fund of India. The Office Memorandum issued by the Ministry in 
,this connection giving the personnel and terms of reference of the
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Committee is given in Appendix III. That Committee was to 
submit its report within a period of three months. It had however, 
not yet been received.

5.46. The Committee were also informed by the Ministry that 
it had been decided to refer the overall question covering all the 
aspects of the various accounts to the Jiext Pricing Committee, 
which would be set up shortly. I

5.47. The Committee find that Government have levied various 
surcharges of petroleum products to compensate the oil companies- 
for specific under-recoveries. However, the amount collected under 
the various schemes formed part of neither the Consolidated Fund 
of India nor the Public Account. Except in the case of Freight 
Surcharge Pool, the amounts collected by the levy of these sur­
charges formed part of the overall funds of the oil companies. 
There was also hardly any effective control exercised by Govern­
ment on the utilisation of funds in the various pool accounts. The 
oil companies were required to submit accounts to the Ministry 
audited by their own private chartered accountants. There was no 
regular auditing of these accounts either by the C&AG or any other 
auditor appointed by the Government. It was only in June, 1973, 
that the Ministry appointed an auditor to check up the accounts of 
the oil companies in respect of Freight Surcharge Pool. It was 
again only in September, 1973, i.e. after the Committee had taken 
up the examination of I.O.C. that the Ministry appointed an inter- 
ministerial Committee to examine inteivalia the legal position of 
these large funds, to frame guidelines for the maintenance of the 
accounts, to recommend the method/mechanism of control to be 
exercised by Government and to consider the feasibility of bring­
ing all these accounts under the Consolidated Fund of India. It is 
surprising that the Ministry thought of examining all these aspects 
only at this late stage rather than at the time of taking the decision 
to introduce the various schemes.

5.48. The Committee also find that the inter-ministerial Com­
mittee which was to 6ubmit its report by 4th December, 1973 has 
not yet done so. In the meantime, the Ministry had also decided 
to refer the overall question covering all aspects of the various 
accounts to the next Pricing Committee. The Committee desire 
that Government should examine whether there was need for the levy 
of the various surchages on petroleum products to compensate the 
oil companies for specific under-recoveries and to  ̂ maintain the 
various pool accounts/surcharge schemes, thereby increasing the 
Vwden on ultimate consumer and malri*g the pricing formula more



91
complicated. In esse, these were considered inevitable, 
measures should be taken for an effective control over the funds 
collected under the various schemes and for the ©£
proper accounts and audit thereof in consultation with the C&AG 
in the light of the recommendations of the inter-ministerial Com­
mittee and the Oiling Pricing Committee.

H. Pricing of Lubricants, Greases and Specialities

5.49. On account of difficulty in evolving a pricing formula for 
multiplicity of lubricants, greases and specialities falling in two 
groups (a) lubricants and greases and (b) specialities, the Oil Prices 
Enquiry Committee (OPEC) had recommended (June, 1961) a 
system of (Block Control) on marketing and distribution charges and 
profits per unit of different produets falling in each group. The 
oil companies were permitted to fix the prices of individual pro­
ducts under each group in such a manner that after meeting the 
actual cost of materials, blending charges and packaging and filling 
charges, the balance left for all the products under any one group, 
did not exceed the distribution and profit margin per unit permit­
ted by the Committee. The excess realisation made by oil com­
panies, over and above the permissible marketing and distribution 
charges, group-wise, was to be adjusted suitably through reduction 
in prices in future years or mopped up by imposition of non-recover- 
able duties by Government. The WGOP recommended (August, 
1965) the continuation of ‘Block Control’ system. As the oil com­
panies failed to make voluntary reductions in prices as and when 
these were called for, Government levied additional (non-recover-
able) excise duties on these products from time to time.

5.50 The OPC recomended (October, 1969) the continuation of 
’Block Control' system except in respect of “Specialities which was 
accepted by Government with effect from 1st June 1970. The cumu­
lative super profits made by the Company up to 1970-71 amounted to 
Rs. 1,390.82 lakhs against which the Company paid non-recoverable 
duty amounting to Rs. 1,103.05 lakhs leaving a net credit balance 
of Rs. 287.77 lakhs. The Company has stated (June, 1973) that the 
transactions for 1971-72 resulted not only in wiping off the accu­
mulated super profits of Rs. 287.77 lakhs but also in a further loss 
of Rs. 231.08 lakhs.

5.51 In October, 1969 the Corporation took up the question with 
Government to review the entire scheme of prying of lubricants, 
greases and specialities. Again in March, 1972 the Corporation re­
presented to Government that as the intention of the scheme was 
to mop up only the super profit made by other oil companies from 
larger market participation in earlier years, and as the Corporation
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was required to pay non-recoverable duty during 1971-72 without 
any super profit balance to be absorbed, suitable mechanism might 
be evolved for transfer in cash of super profit balance from one com­
pany to another or by any other method to reduce the imbalance.

5.53 Out of 24 grades of the secondary grade lubricants manu­
factured at the Corporation’s lube blending plant at Madras, the 
comparative data of average cost and selling price of direct custom­
ers in respect of 8 grades during 1970-71 and 11 grades during 1971­
72 (as made available by the Management) revealed that selling 
prices of 3 grades during 1970-71 and 10 grades during 1971-72 were 
lower than the average cost by Rs. 78.10 to Rs. 125 per Kl. and 
Rs. 71 to Rs. 375 per Kl. respectively.

5.53. The Committee enquired about the reasons for following 
block control system of pricing in the case of lubricants. They were 
informed that this matter wag referred to the Committees headed by 
Talukdar, Tambay and Shantilal Shah to suggest some arrangement 
to do away with the Block Control System. IJut all these three 
Committees came to the conclusion that all that they could do was to 
prescribe margin available to the oil companies, between their cost 
and their realization. Anything in excess of that margins should be 
adjusted. The intention was to adjust it by reducing the price of 
the product, but as the ways and means position of the Government 
demanded larger and larger revenues, instead of reducing the price, 
the other method of levying non-recoverable additional duty was 
adopted. This had been in existence now for over a decade. The 
Ministry successively increased it by Rs. 100 and then again to Rs. 
350/- per kilolitre. But the rate at which the over recoveries should 
come down was not achieved. On the other hand, a new situation 
arose whereas the over recoveries with the foreign oil companies 
remained intact, or came down too slowly, the IOC started losing.

5.54 The Government took certain other measures. The prices 
were frozen. It also appointed an inter-ministerial Committee to 

out way and means of quickly eliminating these large accummu- 
lations which had remained unresolved for several years. It was 
then decided that all past over-recoveries and under-recovenes would 
be credited or debited as necessary to C&F Adjustment Account. 
This matter was considered and accordingly, instructions to this 
effect had been issued to all the oil companies on 30th July, 197 .

5.55. The Ministry had taken one more measure. Earlier there 
were no guidelines for costs. Now guidelines for costs had been 
issued. If the oil companies offered rebate.to the c^tomers ttiat 
would be reimbursed from their profits. Similarly, for blendi g
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charges, distribution charges, etc. they had issued guidelines. They 
had also issued instructions to see that the costs were controlled. f

5.56 The Committee also enquired about the mechanism through 
which the results of operation of block control system by different 
oil companies became known to Government regularly and how 
their correctness was ensured. They were informed that all the oil 
companies submitted to the Ministry audited statements of accounts 
pertaining to Block Control on a yearly basis. These accounts were 
submitted in a manner prescribed by the Ministry, giving details 
of costs incurred on various accounts. These accounts were scru­
tinized by the Ministry in consultation with the Cost Accounts 
Branch of the Ministry of Finance. No credits of the cumulative 
over-recovery as on 31.12.1972 had, however, been made to theC.&F. 
Adjustment Account by the Oil Companies 50 far. These companies 
had represented that they had sustained heavy losses in the past 
owing to delayed and inadequate price relief granted to them as a 
result of increases in crude oil prices. They had further represented, 
inter alia, that payment in one instalment would seriously impair 
their ways and means position at a time when rising costs, 
including increased duties, had increased their working capital 
requirements beyond what had been provided by the OPC. They 
were, therefore, negotiating with I.O.C. to pay the amount in instal­
ments*.

5.57 The Committee And that in respect of lubricants, greases 
and ppofiaHriafl the pricing formiria provided a system of block con­
trol on marketing and distribution charges and profit per unit of 
different products falling in each group. The oil companies were 
permitted to fix the prices of individual products under each group 
in such a manner that after meeting the actual costs, the balance 
left for all the products under any one group did not exceed the 
distribution and profit margin per unit permitted by the Oil Price 
Committee. However, the actual profits made by the oil companies 
exceed the permissible limits and since the oil companies failed to 

voluntary reduction in prices as and when called for, there 
was large accumulation of super profits by the private oil companies 
inspite of Government having levied non-recoverable additional 
duties.

•At the time of factual verification, the Ministry of Petroleum and Chemicals stated 
as’ follows :—

“ The latest position is that Esso’s full liability in this regard has been clcarcd 
and Burmah-Shell and Caltex have paid first of the two equal annual insi alment s 
Which the yhave agreed to pay to clear the account; the second instalment will 
be paid during the current year."
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5.58. The Committee also find that the Corporation requested 
Government in October, 09 to review the entire scheme of pricing 
of lubricants greases and specialities. The Cooperation again 
represented to Government in March, 1972 as the Corporation was 
required to pay non-recoverable duty during 1971-72 without any 
super profit balance to be absorbed, unlike other oil companies who 
made super profits in earlier years suitable mechanism might be 
evolved to set right the imbalance.. .The Committee regret to note 
that the immediate action was taken by Government in this regard 
and it was only on 30th July, 1973 that instructions were issued by 
the Ministry directing all the oil companies to credit /debit the over­
recoveries/under recoveries to C&F Adjustment Account. The 
Committee regret to ilote that the long delay in taking a decision in 
this regard had resulted in giving the benefit of use of large surplus 
funds to the private oil companies.

5.59*. The Committee also note that although the over-recoveries 
were required to be credited to the C&F Adjustment Account with­
in two months from the date of the order, it had not been done so 
far and the private oil companies had inter alia represented that 
payment in one instalment would seriously impair their ways and 
means position. They were, therefore, negotiating with IOC to pay 
the amount in instalments. The Committee would like that a deci­
sion in this regard should be taken early and put into force.

5.00 The Committee also find that as in the case of Pool Accounts/ 
Surcharge Schemes, there was hardly any effective control over the 
block-control accounts by. Government. Till recently there were no 
guidelines for determining cost of production to ensure that it w s  
not overstated by the oil companies, and if oil companies offered 
rebates to customers these would be reimbursed fr#® profits. There
was also no detailed auditing «f these accounts by auditors appointed 
by the Government to verify the correctness or otherwise of the 
over-recoveries shown by the oil companies. The accounts sub* 
mitted by the private oil companies, as audited by their chartered 
accountants were only scrutinised by the Ministry in consultation 
with the Cost Accounts Branch of the Ministry of Finance. As it 
has now been decided that the over-recoveries/undeMecovejios be 
respect of block-control would also form a part of C&F adjustment 
Account, the Committee recommend that suitable measures be in­
troduced to place the maintenance of these accounts on sound footing 
nml to have an effective control over t h e m . _____________

•At the time of factual verification, the Ministry of Petroleum and Chemicals slated

follows position is that Esso’s full liability in this regard ha* beer, cleared
• I S s S  Caltex have paid first of the 
which they have agreed to pay to dear the account, the seco 
be paid during this current years.*’
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FINANCIAL MATTERS 

A. Costing System

6.1 In para 38 of their Thirty-Fifth Report (Third Lok Sabha—
March, 1967), the Committee on Public Undertakings that
the costs should be worked out month-wise, installation and depot- 
wise, district-wise, branch-wise and all India-wise and strict con­
trol over costs should be ensured. Government informed in Septem­
ber, 1967 that a system had already been introduced to work out 
month-wise, installation and Depot-wise, District-wise, branch-wise 
and all India costs with periodical reports to the Management. How­
ever, according to Audit till the end of 1968-69, only sporadic efforts 
were made for development of a complete costing system as envisag­
ed by the Committee. It is only from 1969-70 that an integrated 
accounting system has been introduced on the basis of which both 
cost and financial accounts are compiled quarterly.

6.2 The Committee enquired whether the present costing system 
was complete in all respects so as to make available the required 
information at periodical intervals. They were informed by IAC that 
the present costing system was a part of the integrated accounting 
system and both costing and financial accounts wtere complied from 
the same data on quarterly basis. However, the present costing 
system was not complete in all respects as there was scope for im­
provement so as to enable IOC to obtain cost analysis on many other 
aspects not yet covered under the existing procedure. But, due to 
lack of adequate data processing facility, even these quarterly re­
ports were considerably delaysd. Hence it was not possible to ex­
tend the costing system to other aspects of cost analysis till such 
time IOC was able to instal computer of its own.

6 .3  The Committee regret to note that in spite of their recom­
mendation in their 35th Report (3rd Lok Sabha) in March, 1967 
that strict control over costs should be ensured it was only from
1969-70 that accounting system integrating both cost and financial

hftg been Introduced. It has been admitted by the Mana­
gement that the present system does not cover many other aspects 
of cost analysis and there is scope for improvement. The Commit­
tee need hardly emphasise the importance of having a systematic

85
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analysis of costs of all the significant aspects of the undertaking so 
that it can be a real aid to management to judge and improve the 
working of the organisation. They desire that necessary measures 
should be taken without delay to remove the deficiencies in the 
existing costing system* The Committee are not convinced that at 
least some analysis of the other aspects of cost is not possible till the 
computer is installed. The Committee would like the Corporation to 
improve the costing system within the existing resources so that 
it serves as an effective tool of management control to effect econo­
mies and improve efficiency.

B. Financial Position and Profitability 'Analysis
, 6.4 The financial position of the Marketing Division to end of 1972-73 was a9 under

(Rupees in lakhs)

1968—69 1969—70 1970—71 1971—72 1972—73

'Fund* employed

Equity capital. 1164*25 1164*25 1164-25 1164*25 1164*25

Reserve & Surplus. . . 1730*81 2213*47 2622* 86 4161-45 4802*04

,Loans (a) Secured from Bank. 1950*17 1222*50 I 00 1739^38 1437*65
(b) Unsecured from
(i) Government . .
(ii) Foreign credit .

1767-67
o -79

1490-41
o*6i

1230*95
0*44

991-49
0*26

732*3
0-09

3818-63 2713*52 2726-25 2721-13 2169*77

T O T A L  . 6613-69 6091*24 6513*36 8046-83 8136*06

Application of funds
“Fixed Assets Gross Block . 3004-60 3681-43 4334*64 5007*17 5868*10

Less Depreciation 440*98 876-67 1228*47 1808*75 2485*12

2563-62 2804-76 3046-17 3198*42 3382-98

^Construction work-in-progress and
capital goods in stock. . 488-57 420*52 634*73 844*82 744-65
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1968— 69 1969— 70 1970— 71 1971— 72 1972— 73

00
Investment 3052-19 3225-28 3680*90 4043-24 4I27-63

(b) . . . 32*15 106*38 108*08 108*06 33-or
Current , Assets including Loans 

and Advances . . . 7577-48 8970*23 9946-87 12126*15 12191*71
Less : Current liabilities and 

provisions . . . 3053*15 4842*37 5289*26 7005*30 8270*04'
Inter-divisional balances . . 994*98 1368*28 1933-23 1225*32 53-69'

- 4048*13 6210*65 7222*49 8230*62 8216*35

Net Current Assets(c) . . 3529*35 2759-58 2724-38 3895-53 3975-36'

Miscellaneous expenditure not 
Written ofT(d) . - . 7— — — — —

TO T A L  (A— B - C - D ) 6613*69 6091 * 24 6513*36 8046*83 8136-06

Capital employed (1) • 6127*92 5622*79 5866*34 7220*01 7540*03
Net Worth (2) • 2895*06 3377*72 3787-11 f 5325-70 5966*29

. C. Working Results
6.5 The working results o f the Marketing Division baaed on the annual accounts 

for the last five years are tabulated below :—

(Rupees in lakhs)

t r,", ’ —  ■----  " ■

1968— 69 1969— 70 1970-71 i97i -~72 1972—73

I 2 3 4 5 6

Sa)es Revenue . . . 5*678* 53 63562*49 72095*71 86311*52 99729* 72

Less ! Cost of products sold ex­
cluding freight & transport­
ation charges but including 
cost of packages. . • 47828*58 57138*97 6530-*17 77926*86 92673*St

Excess of Sales Revenue over 
cost o f products sold , . 4849*95 6523* 52 6787*54 8384*66 7055*91

NOTB (1) Represents net fixed assets plus working capital (excluding provision for 
gratuity and investment? lodged by parties).

(2) Represents equity capital plus reserves and surplus, less intangible assets.
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I 2 3 4 5 6

Less Trading Expenses & Fre­
ight & Transportation charges 
including cost of packages. . 326002 5339-67 5487*08 6x10*59 3894*94

Trading Profit . . . 1589*93 1183-85 1300*46 2274*07 3i 6o*97

Other Income . . . 76-17 165*73 223 99 339*10 632*31

Total . 1666’ 10 1349*58 1524*45 2613*17 379328

Less : other expenses . . 352-41 363*67 616*82 576*35 451*51
Net Profit . . . . 131369 980*91 907*63 2036* 82 3341*77
Net Profit per K i (Rs.) . . 1629 9*73 7*94 15* 56 21*58

Excess of sales revenue over cost
of products sold per K i. (Rs.) 59- 79 65-60 61*55 64* 43 45* 56

6.6. Sales revenues include recoveries made by the Marketing 
Division in regard to excise duties, railway freight, delivery char­
ges, sales tax, octroi, etc. in addition to the sales proceeds from ex­
ports and product exchange transactions. Similarly, the cost of 
products sold includes expenditure incurred in respect of the above 
items excluding expenditure on freight and transportation charges. 
According to Audit, since a separate account of the recoveries made 
against the charges incurred in respect of railway freight, delivwy 
charges, sales tax and octroi is not maintained, it is not possible to 
arrive at the cost of sales and actual recoveries made thereagainst. 
The profit margins allowed by the Working Group on Oil Prices/ 
Oil Price Committee on various items of petroleum products are 
given in Appendix IV. In the absence of separate product-wise data 
regarding cost of sales and sales realisation as mentioned above it is 
not possible to judge the extent to which the profit margins stipula­
ted by the Working Group on Oil Prices/Oil Price Committee have 
been realised.

6.7. It has been pointed out by Audit that as the net profit shown 
in the P&L Account is the net result of interaction of a number of 
variable factors operating in different years, the following statement 
has been prepared to exhibit the trend of profit on comparable basis,



after adjusting the impact of quantifiable variable factors during 
1960-70 to 1971-72:—
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(Rs. in lakhs)

1969— 70 1970— 71 1971— 72

i  Excess of sales revenue over cost of product sold 
excluding freight and transportation charges 
but including packages.................................................... 6523-52 6787*54 83*84*66

(a) Relief of non-recoverable duty available in 
1969-70 but withdrawn from 30-8-1969 . (— ) n 9-37 — —

(b) Losses on sale of lubricants and greases 19*15 339*79 518*85

(c) Adventitious gains/losses due to duty and price 
c h a n g e s ......................................................... (— )28* 17 64*62 (-—)i7l*8o

(d) Profits on imports(— ) Loss on import(— ) . o* H OO OO OO I* OO I* —

Adjusted excess of sales realisation over cost of products 
sold ...............................................................  .

6333'25 7277*So 873i* 7l

Excess over 1969— 70 . . . . . . — 944*55 2398-46

II. Trading Expenses including Freight & Transpor- 
. tation c h a rg e s  but excluding packages . . 5339'60 5487*08 6110*59

Add items shown as reduction before arriving at 
Trading expenses :

(i) Reimbursement of under-recoveries as at 
item (1) at page 95 of Audit Report (not 
available in 1969— 70 but available in 
1970—71 and 1971—*72) . . • _ 1081*00 1411*00

(ii) Claims recoverable under Tamil Nadu/ 
Kerala Surcharge Schemes . . ♦ I 00 8 (— )I39*00 (— >26-25

(iii) Excess collection of Central Sales Tax 
S u r c h a r g e ...................................... 75-00 — 6000

Adjusted gross Trading Expenses . . . 5346*67 6429*08 7555*34

Excess over 1969— 70 . . . . . — 1082*41 2208*67

III. Other i n c o m e ............................................... 165*73 323*99 339*10

Less income pertaining to previous years . . . — — 107-73

Excess over 1960— 70 . • •
615*73 '  223*99 

58* 26
231*37 
*5* 64

IV. Other e x p e n s e s ............................................... 368-67 616* 82 576*35

Less : Expenses pertaining to previous years . . 119*02 9766 —
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I 2 : "3. 4

\

249-65 519-16 576- 35
Excess over 1969— 70. • • . . — 269-51 326-70

V. Trading Profit (I— II) . 
Add other income (III) .

. .. . , •

s
i

vj 
Ut

 
Ul

 O
O 848-72

223-99
1176-37 
231-37

1152-31 1072-71 1407 74
VI. Less other expenses(IV) . • . . . *4965 519-1* 576-35

VII. Adjusted Profit . . . 902-66 553-55 831-39
Reduction over 1969— 70 . • .  — 349-11 71-27

It would be seen from the above statement that there had been 
decline in the adjusted profits in 1970-71 and 1971-72 as compared 
to 1969-70. Asked about the reasons in this regard, the IOC stated 
that “in the audit report while working out the adjusted profit for 
the purpose of comparison, the amount reimbursed through F.S.P. 
amounting to Rs. 10.81 crores had been deducted from the profit ot
1970-71 and based on this adjustment a conclusion had been reached 
that there was a reduction in the profit in 1970-71 as compared to 
the year 1969-70. This contention of the audit is 'not correct— .. In 
our view, the change in the pricing machanism from l>-6-1970 arising 
out of the Oil Pricing Committee report compensated the Marketing 
Companies the inland and coastal under-recoveries, which they were 
incurring under the old pricing formula. The extent of these under­
recoveries for the years 1968-69 and 1969-70 was as under:—

a Rs. lakhs

1968-69 . . . . . .  383:97
1969-70 . . . . ill-77

6.8. To this extent the oil companies profit increased on account 
of the institution of F.C.P. In other words the Oil Pricing Committee 
reduced the ..margins available on products when compared to 
the margins that were available prior to 1-6-1970. This resulted in 
the reduction of the margin to the extent of Rs. 4.03 crores and Rs. 
6.15 crores in 1970-71 and 1971-72 respectively.

6.9. The institution of Freight Surcharge Pool and the amounts 
reimbursed thereunder are not on the same principle as the under­
recoveries w ere incurred prior to 1-6-1970. Before 1-6-1970 the inland 
refineries were not the pricing points and, therefore, IOC was incur­
ring under recoveries but was also getting over recoveries and the
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balance of these two figures was under-recovery incurred by IOC. 
With the change in fthe pricing point the oyer recoveries ceased to 
exist whereas the under recoveries increased. Thus, the adjustment 
of the amounts recovered through FSP by deducting it from the 
profit of 1970-71 means that this major difference between the quan­
tum of under recovery prior to 1-6-1970 and after 1-6-1970 has not 
been properly appreciated. For a proper comparison it is necessary 
to adjust the profits of 1969-70 and earlier years on the basis as if no 
under recovery was incurred and on the similar basis profits for the 
future years should be adjusted in such a manner that any under­
recoveries incurred in any of the comparative years should be on 
the same basis, i.e., without any loss on account of under-recoveries. 
It is this comparable profit which has to be taken into account to 
assess whether the Marketing Division of the Corporation has in­
creased its profitability or it has been reduced. Therefore, the com­
parison should be made on the basis of profit  ̂arrived at after adjust­
ing under/over recoveries on various events in respect of years to 
which it relates as per the enclosed statement. (Appendix V). This 
will clearly indicate that the adjusted profit in 1970-71 would be 
Es. 283.78 lakhs more than in the year 1969-70.” The adjusted profits 
for the years 1971-72 and 1972-73 also showed an increase of Rs. 
483.60 lakhs and Rs. 760.33 lakhs over the previous years.

6.10. The adjusted profit for 1972-73, on the lines indicated by 
Audit would, however, be Rs. 1429.07 lakhs i.e. Rs. 526.41 lakhs more 
than in 1969-70.

611. The Committee find that based on the annual accounts, the 
net profit earned by the Marketing Division of IOC was Rs. 3341.77 
lakhs during 1972-73 as compared to Rs. 2036.82 lakhs during the 
previous year. However, the profit as shown in the accounts is the 
net result of inter action of a number of varlble factors operating 
In different years. According to IOC, after taking into consideration 
the impact oI quantifiable variable factors like non-recoverable duty, 
reimbursement ol r«»»eri« from pool .ceoM.t./.urcbuye «hMMS 
etc the adjusted profit for 1972-73 would amount to Rs. 3047-42 l̂ khs.

£ £ £ ? £  * .  adjusted , r . «  f «  f *  
cated by Audit would be .still loweri.e, only Rs. 1429.0fl lakhs.

612 Hk the opinion of thfe Committee, the profit to indica­
ted in the accounts of the Corporation fa > * • * ? »

_  . ■'„* Vka working of the MaAetmg Division of the Corpora-

w o * . «  ^  *  * ■
- it-

563 L.S.— 8
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showing the impact of changes in various factors like sales volume, 
product-mix, rate variance, margin variance, movement and distri­
bution pattern and change in pricing points etc. on the profits of the 
Division. This would help the management in locating areas where 
improvements could be effected so that suitable measures could be 
taken in time.

D. Credit control
6.13. (i) The Marketing Division allows credit facilities to its 

customers, both Government and Semi-Government and private 
parties, for a period ranging from 30 to 45 days. On the other hand 
the Division enjoys credit facilities on imports and off take from 
refineries to the extent of 90—180 days and 42 days respectively be­
sides the credit facilities availed of from the trade in respect of 
other purchases.

6.14. The position of credits enjoyed and allowed as at the end 
of the last five years ending 1972-73 is indicated below:—

(Rs. in lakhs')

1968-69 1969-70 197071 1971-72 1972-73

Qredit enjoyed

Sundry Trade Creditors 2,741 4,187 4,496 6,006 16,8x2 40

Inter-division balances . . 995 1,368 9,333 1,225 53*69

3*73$ 5,555 6,429 7« i 6866-09

Credit extended

Sundry debtors . . . 3,555 3>9^7 3,305 3.085 2982*49

(ii) The broad outlines of the credit policy laid down by the Board 
of Directors in August, 1964, inter alia stipulated that credit 
facility would not be extended to (a) private retail dealers 
for MS, HSD automotive lubricants and greases without proper in­
vestigation of the customers background and (b) the credit limit in 
such cases would be limited both monetarily and in terms of number 
of days. It has, however, been noticed that credit facilities were ex­
tended to private retail dealers and lube distributors in excess of 
the prescribed limits and in certain cases without obtaining the prior 
approval of the competent authority.

6.15. The Committee enquired about the present credit policy 
followed by the Corporation and whether there was any system by
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which such eases became known to higher authorities in time. They 
were informed that in line with the broad outlines of the credit 
policy laid by the Board of Directors in 1964, no credit was being ex­
tended to retail outlet dealers and SKO/LDO dealers. Also, as out­
lined by the Board, in special cases, credit upto a number of days 
were being given to selected Lube Distributors. However, they were 
now taking products against cash.

6.16. The Committee were also informed that the monthly state­
ment of customer account given to the District Manager/Sales Offi­
cer gave an indication to them as to whether supplies had been effec­
ted in excess of the monetary limits set for each month. Also, in 
case the prescribed monetary limit and the period of credit approved 
l>y the Branch Office was exceeded, this came to the notice of the 
Internal Audit team during their periodic inspections.
Book Debts

6.17. (i); An analysis of the credit granted by the Company for 
its sales to D. G. S. & D., Semi-Government and private parties at 
the end of last five years, is given below:—
Outstanding Considered Good

(Rs. in crores)

As on Turn­
over of 
Market­
ing Divi­
sion.

DGS&D
out­

standing

Semi-
Govern­
ment
parties

Private
parties

Total Outstand­
ing ex­
pressed 
as number 
of day’s 
sales.

1 2 3 4 5 6 7

31-3-1969 526-79 14*35 io -14 7*50 31-99 22

31-3-1970 . 635*62 II* 86 13*27 10*98 36* 11 21

31-3-1971 . 720*96 780 10*91 10’ II 28-82 15

31-3-1972 . . 863*12 5*47 14*08 9*20 28*75* 12

3I-3-I973 . . 997*29 4*20 12* 98 10*41 27*59 10

♦An amount of Rs. 573 lakhs appeared as credit balance in the ‘ Sundry De-

Advances account' on 31-3-1972. The break-up of this amount was not available 
in the absence of which the amount of unlinked credits in DGS&D Account was not 
susceptible of verification by Audit.

6.18. It would be seen from the above statement that the out­
standings expressed in terms of number of days sales have gradual­
ly come down from 22 days as on 31-3-1969 to 10 days on 31-3-1973.
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The total outtandings against DGS&D have also been gradually 
coming down. However the dues against semi-Govemment and 
private parties had gone up.

I •
6.19. A review of the outstandings of semi-Government parties 

(public sector undertakings of the Central and the State Govern­
ments) has revealed heavy outstandings in the following cases be­
yond the stipulated period of 30 days’ credit.

Name of Undertaking Outstandings Outstanding
(Rs. in expressed as 
lakhs) (as number of 
on 31-3-73) days’ sales 

value.

Hindustan Aeronautics Ltd., Bangalore . . 12*27 59
Hindustan Steel Ltd., Durgapur Steel Plant . 34* 50 ' 32

Hindustan Steel Ltd., Rourkala Steel Plant . . 13*54 25
National Coal Development Corporation Ltd., Ranchi 26* 72 55
Indian Airlines ....................................... 171-62 46

Air India . . .  . . h i - 16 60

Delhi Transport Undertaking . . . . 0-27 29

6.20. In respect of private parties it was noticed from a State­
ment furnished by IOC that there were 45 private parties against 
whom the amount outstanding was Rs. 1 lakh and more and in each 
case the amount was outstanding for more than 30 days. In several 
cases, the amount had become doubtful of recovery and legal pro­
ceedings had to be resorted to for realisation of the dues. Some 
of the illustrative cases where the IOC suffered loss or the amount 
was outstanding for long and the cases were pending in courts or 
with official liquidator are given in Appendix VI.

6.21. It is also seen that as on 31st March, 1973 the position o f 
book debts outstanding for less than six months and those outstand­
ing for more than six months was a follow:—
Book Debts

i. Over ax months :

(a)'Secured Considered Good .

(b) Unsecured considered Good 

(d) Unsecured considered doubtful

Rs.

I5.46.793

4,34*90,264

1,18,83.163
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5,69.30,230
a. Less than sin months Rs.

(a) Secured considered Good . . . 6,50,923

(b) Unsecured considered good . . . 24,05,74^53

(c) Unsecured Considered Doubtful . . . 1,03,559

24, 13,29,935
T otal : Rs. 29,82,49,155

6.23. The Committee enquired about the steps taken, to reduce 
tthe outstandings especially against the private parties. They were 
informed that the IOC was also fully aware of the importance of 
reducing the customers outstandings. The position was also perio­
dically reviewed by the Ministry of Petroleum and Chemicals. As 
a result of the various measures taken by the IOC in this regard, 
the position of outstandings had been progresively improving year 
after year.

6.23. The DGS&D outstandings had come down from 31 day’s 
sales as on 31-34970 to 9 days’ sale as on 31-3-1973. In the case of 
non-DGS&D customers whereas the total non-DGS&D sale had in­
creased from Rs. 36.87 crores in March, 1971 to Rs. 71-28 crores in 
March, 1973, the outstandings came down from Rs. 24.25 crores to 
Rs 21.78 crores. As compared to credit sales, the non DGS&D out­
standings came down from 47 days’ as on 31st March, 1970 to 25 
4ays’ as on 31-3-1973. If total sales were taken into account the 
non-DGS&D outstandings came down from 20 days total sales to 
9 days’ total sale as on 31st March, 1973.

6.24. The Committee were also informed that the outstandings 
were more in respect of non-DGS&D customers due to the follow­
ing reasons:—

(i) While in the case of DGS&D parties no credit was envis­
aged and the outstandings were only on account of the 
procedural delays in submitting the bills and receiving 
payments after making bills etc., in the case of Non- 
DGS&D credit parties, credit facilities had been extend­
ed to som e major customers. Because of this basic dif­
feren ce  it was only logical that the outstandings in the 

0̂  of Non-DGS&D parties should be higher as compared 
to DGS&D outstandings when expressed in terms of num> 
her of days outstandings.
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(ii) Although normally as per commercial practice a credit of 
30 days to parties like State Transport, Government Pro­
jects and to other major Government and private con­
sumers was given yet the fact that, as on 31st March,. 
1973, the total outstandings were equivalent to 25 days’ 
credit sale was indicative of the fact that IOC was suc­
cessful in collecting the outstandings even before they 
were due from many of these parties.

6.26. As regards the control exercised by the Ministry over the- 
outstandings, the Committee were informed that the position of 
outstanding was furnished by the IOC to the Ministry every month 
in the form of monthly reports and also at the time of quarterly 
performance Review Meetings and reviewed by the Ministry.

6.26. While the Ministry exercised overall supervision over the 
performance of the Marketing Division, matters relating to the de­
tails were left to the Management. In individual cases of bad 
debts, the Corporation took appropriate action, if necessary in con­
sultation with its Legal Adviser. Cases of individual or proce­
dural lapses were required to be reviewed by the Corporation for 
taking appropriate corrective action. At the same time the Minis­
try laid emphasis on the overall improvement of the position with 
regard to the outstandings at the periodical review undertaken by it.

6.27. It is also noticed that an examination was conducted by 
the internal audit Department in respect of non-DGS&D customers 
of the Eastern and Western Branches and a Report submitted to 
the Board of Directors in July, 1971 giving inter alia the reasons for 
the increase in the outstandings and the difficulties experienced in 
realisation of the amount, the remedial action that may be necessary 
to minimise the outstadings and suggesting improvements that may 
be made in the mode and maimer of collections of outstadings and 
maintenance of records.

The remedial measures suggested by the Internal Audit and 
the action taken thereon is given in Appendix VII.

6.28. The Committee find that the total amount of outstandings, 
expressed in terms of number of days’ sales, have gradually come 
down from 22 days as on 31st March, 1969 to 10 days as on 31st 
March, 1973. However, in respect of private parties thtare were 
heavy outstandings and these had gone up from Rs. 7.50 crores as 
on 31st March, 1969 to Rs. 10.41 crores as on 314t March, 1973. 
The Committee regret to note that there were 45 private parties * 
against whom the amount due was more than Rs. 1 lakhs and the
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amount was outstanding for more than 30 days. As on 31st March, 
1973, the total amount of book-debts outstanding for more than six 
months was as high as Rs. 5.69 crores.

6.29. From some of the illustrative instances which came to the
notice of 'the Committee, they regret to note that, in several cases, 
the Corporation failed to make proper enquiries into the credit 
worthiness of the customers before granting them credit facilities. 
It is also surprising that the credit facilities were continued to be 
given to the customers even where they failed to make payment 
as per the terms of credit facilities laid down by IOC and in one 
instance the credit facility was not withdrawn even though the cre­
dit investigation report did ndt justify granting credit facilities to 
the customer. The result has been that there were several cases 
where legal proceedings had to be resorted to for realisation of dues 
which means heavy expenditure on litigation. An amount of Rs.
1.20 crores was considered doubtful of recovery as on 31st March, 
1973. . ,

6.30. The Committee urge that the Corporation should ensure 
that the credit policy laid down by it is strictly adhered to. Prompt 
and deterrent action should also be taken against the officials who 
fail to follow the prescribed credit policy without adequate justi­
fication.

6.31. From the instances mentioned in Appendix VI of this Re­
port, the Committee also find that in some of the cases the responsi­
bility for lapses has not yet been fixed. Even in cases where the 
responsibility is stated to have been fixed, the specific action taken 
against the delinquent officials has not been intimated to the Com­
mittee. The Committee would like 'to be informed of action taken 
against the delinquent officials jn all these cases. The Committee 
would also like that these cases should be vigorously pursued with 
a view to realising the outstandings from the parties. The Commit­
tee would like to be informed of the outcome in each case.

6.32. The Committee also find that the Internal Audit sug­
gested in its Report in July, 1971 various remedial measures to im­
prove the manner of collection of outstandings, maintenance of re­
cords therefor and for minimising outstandings. The suggestions
made include inter-alia Ji) detailed study for finding out the rea­
sons for abnormal delays in submission of bills, (ii) review of the 
reasons leading to delays in analysing the cash customer accounts 
and extending of unauthorised credits, (iii) submission of timely
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comprehensive customer-wise/category-wise statements of out­
standings to the concerned Department/field staff and (iv) analysis 
of backlog of outstandings from cash customers on a priority basis 
to determine the correct outstandings for effecting recovery.

6.33. The Committee would like these suggestions to be examin­
ed for implementation forthwith so that the management may exer­
cise close and continuous' watch over the outstandings and take 
timely measures for the realisation of the amounts.

E. Write Off of Debts/Claims

6.34. The bad debts written off during 1969-70 to 1972-73 were 
as follows: —

Year Amount (in lakhs)

1969-70 . .  . .  • . . n -33
1970-71 . • • • • 5*59

1971-72 . • • «, .  . .  6-88

1972-73 . . 20’ 82

6.35. These included cases in which the IOC was unable to estab­
lish debts for want of documents to the extent of Rs. 4.14 lakhs, 
Rs. 0.92 lakhs, Rs. 3.51 lakhs and Rs. 5.13 lakhs during 1969-70 to 
1972-73 respectively. The amounts were written off as bad debts 
instead of as losses for which sanction of higher authority would 
have been necessary.

6.36. The Committee enquired the reasons for the documentary 
evidence not being available with the IOC for some of the debts 
and why these were treated as bad debts instead of loss. They 
were informed that during the initial stages, proper accounting pro­
cedures were not established in branch offices as a result of which 
there were certain difficulties in proper documentation and billing. 
In line with the basic principles of commercial accounting, wher­
ever IOC effected supplies, it invariably raised a ‘Debt’ in the books 
of accounts by debiting the customer’s account and crediting the 
sales account. Where it was not in a position to establish claim 
for lack, of documentary proof, the corresponding ‘Debt’ was treat­
ed as bad and irrecoverable and, therefore, the same was to be 
written off by way of bad debts by debiting the Bad Debt account
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and crediting the customers’ account. According to IOC the irre­
coverable ‘Debt’ should, in all fairness, be written off as ‘Bed Debt’ 
and not as ‘Loss’.

6.37. The Committee pointed out that in some cases put up by 
IOC to the Board for writing off of certain debts for want of proof 
of supplies, internal audit had either been able to locate the proof 
o f supply or had established that the debt was recoverable. They 
enquired as to how it was ensured by the Board that all possible 
measures had been taken by the Management to recover the debts 
before issuing sanction for write off. They were informed that the 
procedure for putting up the proposals for write off of bad debts to 
the Board of Directors had since been revised. Under the revised 
procedure all such cases were to be routed through internal audit 
to establish that all possible ways had been tried by the Manage­
ment to recover the debts.

6.38. The Committee regret to note that the IOC had written off 
a sum of Rs. 44.62 lakhs as bad-debts during 1969-70 to 1972-73 and 
this included a sum of Rs. 13.70 lakhs pertaining to cases where the 
Corporation was unable to establish its debts for want of documen­
tary proof. It is surprising that the Corporation in some cases 
failed to exercise even the elementary care of keeping proper docu­
ments for the debts raised by it. The Committee also find that in 
some cases put up by the Management to the Board for writing off 
certain debts, the internal audit had either been able to locate the 
proof of supply or had established that the debt was recoverable. 
The Committee cannot help concluding that the Management did 
not make a thorough check to locate the proof of supply and/or to 
try all possible ways to recover the debts before putting up pro­
posals to the Board for write off of these debts. The Committee 
desire that all the cases of bad debts written off for want of docu­
mentary proof should be thoroughly investigated and responsibility 
fixed for such loss of documents.

639, The Committee are also unable to agree w ith  the view of 
the IOC that the amount involved in these cases should be written off 
as ‘bad debts' as these were clear cases of losses due to failure of 
management to establish these as debts and were not >ad debts’ in 
the normal sense. They therefore, desire that all these caws should 
be reviewed and regularised by obtaining the sanction of higher 
authorities competent to write off the losses.
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F. Internal Audit

6.40. In their 43rd meeting held on 22nd February, 1969 the Board 
of Directors approved the organisation of the internal audit depart­
ment under the direct charge of the Finance Director and desired 
that import points noticed in internal audit might be circulated to 
the Board from time to time. In August, 1971, the Finance Director 
reported to the Board of Directors that right from inception the 
internal audit department had been facing the problem, of non-avail­
ability of suitable staff and officers.

6.41. The number of important points reported by the Finance 
Director to the Board of Directors from time to time, the decision 
of the Board of Directors thereon and the present position are sum­
marised below:

No. & Date of the - No. of Decision of the Board of Present position
meeting cases Directors

reported

i . 69th meeting held 
on 2nd and 3rd 
July, 1971

One*

2. 70th meeting held Eleven 
on n th  August*
1971

M.D.(M ) was requested to fur­
nish a report to the Board of 
Directors.

Finance Director was requested 
to discuss the cases with the 
respective M. Ds and after

discussion with the M. D. 
if the F. D. desired to bring 
any point to the notice of the 
Board he was requested to do 
so.

The Report of the 
M . D . (M) is beinĝ  

placed before the 
Board.

6 out of these 11 cases 
were Considered by the 

Board in its meeting 
held on 23rd March 
1073. While one of 
the items was noted 
in other five cases 
the Board desired 
to have further infor­
mation for its consi­
deration. The re­
maining 5 are under 
discussion with the 
M.Das concerned.

3. 75th meeting held one* Chairman was requested to look The matter was in- 
on 16th Nov., 1971 into the matter and decide vestgated by the CBI

what action was called. and on the basis of
the opinion of the 
Central Vigilance 
Commissioper the 
concerned officer 
was cautioned to be-

* These cases are also included in the eleven cases reported to the Board in August, , 
1971.
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I 2 3 4

more carcful. This 
was noted by the 
Board in its meeting 
held on 19th January 
I973*

4. 84 th meeting heldj six 
on .19th Oct3i972^

These are under 
consideration of the 
Board.

5. 87 meeting held one 
on 19th Jan. 1973

Under consider a ti t n 
of the Board.

Brief particulars of the cases, out of the above, pertaining to the 
Marketing Division of the Company, are indicated in Appendix VIII. 
The Committee have discussed some of these cases elsewhere in 
this Report.

6.42. The Committee find that there have been abnormal delays 
in fairing action on the points brought to the notice of the Board 
by the Internal Audit. They need hardjy stress that the very ob­
jective of having an Internal Audit would not be achieved if prompt 
action is not' taken to remedy the irregulayities/defldences brought 
to the notice of the Management.

643 The Committee would, therefore, like to impress on the 
Management the need for giving prompt attention to the points 
raised by Internal Audit with a view to cut o u t  wastages effect 
economic and plug loop-hole, to th. w orld ., of the u»d.rtolm« »  
that the Internal Audit can really he an aid to Management.
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SALE OF VARIOUS PRODUCTS

A. Sale of L.P.G.

7.1. The IOC started marketing L.P.G. under the trade name 
Indane’ by introducing it in Calcutta and Patna in October, 1965. 
The question of marketing of L .P .G . was considered by the Com­
mittee on Public Undertakings in their 35th Report (3rd Lok Sabha) 
in March, 1967. The Committee had observed as follows:—

“The IOC should accept the marketing of LPG as a challenge 
to its abilities of salesmanship and go ahead with its plans. 
Due to the pioneering efforts of Burmah Shell and the 
IOC’s own efforts in the Eastern Region L.P.G. has be­
come popular with the public. It is the IOC’s task now 
to forge ahead in a vigorous manner. The Committee are 
unhappy to note that each of the five refineries propose to 
convert only a small percentage of their potential of 
L.P.G. The Committee feel that the IOC should expand 
its production.”

7.2. In their reply in September, 1967, the Ministry had stated 
as follows:—

“There is no difficulty in increasing the production of L.P.G. 
at the public sector refineries to meet the rising demand, 
but this is dependent upon the availability of LPG cylin­
ders. At the end of June, 1967, the IOC had only about
31,000 cylinders and 18,272 customers. Sales in June, 
1967, therefore, amounted to only 294 Kls, as against 159 
Kls, during June, 1966.

The difficulties in the way of a rapid expansion of sales are 
the non-availability of a suitable quality of steel in ade­
quate quantity and restricted free capacity for the fabri­
cation of LPG cylinders. Every effort is being made to 
establish the production of the quality of steel at the steel 
plants. In the country; and indigenous availability is 
being supplemented by imports to the extent possible. 
The Corporation has also taken vigorous steps for deve-

1!2



loping additional capacity for the fabrication of cylinders.,f

7.3. The sales targets fixed by the Company and the actual sales 
made during the last five years ending 1972-73 are given below:—

113

(In ‘oooo M.T.)

Original Actual % of sales
sales sales to targets

target

1968-69 . 13*5 8*7 64*4

1969-70 . 27-2 19-4 71*3

1970-71 . • . . 40*0 32*8 82*0

1971-72 , . . • 54-2 52*4 96-7

1972-73 . • . 79*0 97*4

7.4. As the Company did not achieve the sales targets in 1966-67 
and 1967-68, the target for 1968-69 was revised from 13,500 M.T. to 
8,400 M.T. in October, 1968, mainly due to non-availability of cylin­
ders.

7.5. The shortfall during 1970-71 and 1971-72 had been attributed 
by the Management to:

(i) Inadequate availability of cylinders due to shortage of 
steel;

(ii) Delay in procedural formalities consequent on introduc­
tion of the scheme to offer distributorship to unemployed 
engineers/graduates;

(iii) Restricted production of LPG in 1970-71 due to stoppage 
of crude tankers and consequent shut down of Madras 
refinery; and

(iv) Floods and consequent roadbreaches in eastern U.P. and 
Bihar during second half of 1971.

7.6. The shortfalls in production and sale of L.P.G. had also been
attributed by the Management in June, 1973 to the following 
factors:— "

1 Growth of IPG  market Is a gradual process as it involves
• development of dealers, distribution agencies, movement 

pattern, availability of cylinders, valves, etc. ' '
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2 . The designs of the Refineries were based on the demand
forecasts then made which no longer hold good. The 
existing facilities are being augmented from time to time, 
to cope with the estimated growth rate of the market 
demand.

3. The potentials of LPG production are based on the design­
ed quality of crude and with changes in the crude quality 
these potentials have undergone changes.”

7.7. In this connection, the Audit pointed out that the constraint 
on production of LPG was not absence of capacity to produce the 
same. Actually, while explaining the variation in throughput and 
product pattern of Barauni Refinery, the Management explained 
that production of LPG in that Refinery was restricted to what could 
be marketed [vide page 41 of the Report of the Comptroller and 
Auditor General of India for the year 1969-70, Union Government 
(Commercial)—Part XI].

7.8. As mentioned above, one of the reasons for low sale of LPG 
was stated to be non-availability of adequate cylinders which inter 
alia was dependent on the availability of Special quality of steel.

7.9. The statement tabulated below shows the requirements of 
LPG cylinders as planned during the years 1969-70 to 1972-73 and 
the cylinders actually procured during these years.

No. of Cylinders

Planned Actual No. of
requirements p££ * Cylinders procured

4.00.000 J  Q - y i  *t*o,ai7

2,50,000 SFr r j  i , 32,779

4.00.000 £!L'l|‘p_ 2,29,048

4.00.000 rrr. ; r  ̂ 2,64,628
rr,!̂ ,'T> *

4.00.000 3,07,071

1968-69 .
1969-70 .
1970-71 .
1971-72 •

1972-73 •

7 .10. As regards the difficulties faced in this regard, the Commit­
tee were informed that Indian oil entered the field of LPG market­
ing in the year 1965. During the period 1965—67, Indian Oil and 
its cylinier fabricators utilised approx. 900 MTs of imported steel 
for fabrication of cylinders. In view of the difficult foreign exchange 
position prevailing then, IOC and its cylinder fabricators could not 
get import licences for import of steel other than what had been



stated above. As a matter of fact, towards end of 1965, the Minis­
try of P. & C. had advised Corporation as under:—

“In view of the drastic reduction in the foreign exchange avail­
ability, it had not been found possible to allow any free 
foreign exchange for the import of steel for manufacture 
of LPG cylinders. It is understood that Indian Oil Cor­
poration is surrendering a licence from free sources for 
import of steel sheets. You may like to consider utilisa­
tion of a part of that for meeting this requirement, if 
necessary.”

7.11. In pursuance of the Ministry’s letter, efforts were also made 
to get the import licence for drum sheets converted into LPG sheets 
but this also did not materialise. However, import licences from 
rupee sources were made available to IOC but steel against this 
could not be imported as procurement of special quality of LPG steel 
from rupee sources which involved “switch deal” was very proble­
matic. Under the circumstances, IOC was left with no alternative 
but to pursue with HSL Rourkela to undertake manufacture of LPG 
quality steel sheets. With the assistance of ISI, Chief Controller 
of Explosives and the Ministry the matter was discussed at the 
highest level with HSL and TISCO. As a result of close follow 
up by IOC, both these mills agreed to produce LPG steel.

7.12. In early January, 1967, HSL Rourkela had indicated to the 
Iron & Steel Ministry that they would he able to produce LPG qua­
lity steel for fabrication of cylinders. In the light of this, Iron & 
Steel Ministry had advised P. & C. Ministry not to import steel if 
indigenous steel could be made available. Although both HSL and 
TISCO had started production of LPG Steel in small quantities in 
1967, the rejections encountered by the cylinder fabricators were 
very high and it took HSL approximately a year and half to im­
prove their quality to an acceptable standard.

7.13. During the year 1969-70, HSL Rourkela and TISCO could 
not adhere to the production levels indicated by them earlier. Since 
the production fell short of the stipulated quantity, JPC was allocat­
ing indigenous steel in favour of cylinder fabricators who were re­
gistered with DGTD. As such, IOC cylinder fabricators who were 
not registered with DGTD, were not getting their due share of the 
available quantity of LPG steel. This matter was, therefore, taken 
up by IOC with P&C Ministry and a system was introduced, effective 
from March, 1970, whereby LPG Steel was released to cylinder 
fabricators based on the recommendations of Ministry of Petroleum 
and Chemicals. This system envisaged that if the total steel avail­
ability feel short of the total requirements, the supplies would be 
prorated.
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7.14. For the year 1970-71, Iron & Steel Controller advised the 
indigenous steel availability position as under: (These has not been, 
any improvement in the production capacity since then).

7.15. Although, in early 1971, it was felt that the LPG cylinder 
requirements could be largely met out of the steel available indigen­
ously, due to the collapse of roof of HSL Rourkela around August,
1971, the availability of LPG steel suffered a serious setback result­
ing in IOC not being able to get their full requirements of cylinders. 
Likewise, during the year 1972 and the first half of 1973, indigenous 
L.P.G. steel availability has been erratic and neither HSL nor TISCO 
has been able to produce LPG steel as per their production capaci­
ties. In view of the erratic LPG steel availability from indigenous 
sources, IOC in November, 1071 sought Ministry’s assistance regard­
ing importing of steel for meeting the steel shortage. This matter 
was constantly followed up with the Ministry who in turn discussed 
the matter With the Ministry of Steel. Finally the Ministry of P. & 
C. wrote in April, 1972 to Ministry of Steel to allow them an ad hoc 
import of 2000 MTs of LPG steel. This quantity was subsequently 
raistd to 5,000 MTs at the irist&hce of IOC.

7.16. With a view to avoiding any delay in finalisation of import 
of steel, Indian Oil Corporation had simultaneously requested HSL 
to float global tenders for the purchase of LPG steel. The neces­
sary foreigh exchange having been released HSL placed orders for 
the steel. The imported steel was, however, expected to be made 
available for the fabrication of LPG cylinders only towards the end. 
of 1973 and cylinders out of the imported steel delivered to IOC for 
marketing during the financial year 1974-75. Apart from taking up 
the issue of increasing the indigenous production of LPG steel with 
tht Ministry of P. & C., Managing Director of I.O.C. also took up the 
issue with -the Vice-President, TISCO. As a result of this, TISCO 
were able to maintain their LPG steel production at a reasonable.- 
level during the year 1972.

HSL Rourkela . 

TISCO .

6oo MTs P. M.. 

500 MTs P. M. 

175 MTs P. M ,IISCO

1275 M Ts P. M .
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7.17. During evidence the Committee enquired about the reasons 
for the delay in importing steel for the manufacture of cylinders. 
The representative of the Ministry stated that IOC was advised in 
June, 1972 to put up an application for import of 5000 tonnes of steel. 
Their application was received in the Ministry on 24th February, 
1973. It was admitted that there had been some delay on the part 
of the IOC in making the application and some delay on the part of 
the Ministry and in processing it in the Ministry of Steel.

,7.18. The Committee also enquired whether the Ministry had 
worked out the economics of importing steel for cylinders to save 
on the import of kerosene oil which was a substitute fuel. The 
representatives of the Ministry stated that they had worked out the 
comparative economics and as between flaring away of L.P.G. and 
importing of steel, steel should be imported. The Ministry had been 
repeatedly told that the LPG steel production by Rourkela, TISCO 
and IISCO would meet more than their requirements. But there 
had been failures year after year.

7.19. In this connection the Committee also took evidence of the
representative of the Ministry of steel. The Committee enquired 
about the reasons for low production of special quality steel requir­
ed for cylinders. They were informed that in the case of special 
quality of steel, there were problems of production. But steps were 
being taken to overcome them. A Committee had been set up to go 
into the question of production of special quality steel and their re­
commendations were under the consideration of the Government. 
It was however, assured that where there was a need for import, 
that was being done. It was expected that the position would im­
prove in the next year. 1

7.20. The Committee regret to note that there have been short­
falls both in production and sale of liquified petroleum gas. The 
problems of production of LPG have been dealt with in the report 
of the Committee on IOC (Refineries Division). In so far as diffi­
culties in marketing of LPG are concerned one of the main reasons 
was stated to be inadequate availability of cylinders. The Commit­
tee find that against the planned requirements of about 4 lakh cylin­
ders every year, the actual number of cylinders available to IOC 
ranged between 2.29 lakhs and 3.07 lakhs during the years 1970-71 
to 1972-73. This was stated to be mainly due to the inadequate avail­
ability of special quality of steel required for production of cylinders* 
The Committee regret to note that not only there was shortfall in 
indigenous production of such steel but the IOC/Government failed 
to make imports well in time. As pointed out during evidence al­
though IOC was advised as early as June, 1972 to put up an appli* 
cation lor import of 5,000 tonnes of steel, the application was received
563 LS—9
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by the Ministry only on 24th February, 1973. It is surprising that 
the IOC should have taken about 7 months to submit the application 
for the import of steel. There was also avoidable delay on the part 
of the Ministries of Petroleum and Chemicals and Steel and Mines 
in processing the application and in releasing the foreign exchange. 
As a result the cylinders out of the imported steel would now be 
available to IOC only during the year 1974-75.

7.21. The Committee need hardly emphasise the importance of 
maximum utilisation of available gas from the oil refineries for the 
production of LPG. Low production and poor availability of LPG 
means higher consumption and larger import of Kerosene oil which 
the country can ill afford at present when it is faced with the oil 
crisis. The Committee, therefore, urge that suitable remedial mea­
sures should be taken not only to ensure optimum production of 
LPG at the oil refineries but to remove any constraints is the mar­
keting of the same as there is extensive public demand fof it. The 
Committee, also stress that Corporation should plan their require­
ments of LPG steel well in advance and take steps to procure the 
cylinders in time so that paucity of cylinders does not depress pro­
duction/marketing of LPG.

B. Sale of Transformer Oil

7.22. In September, 1962 a private firm applied for issue of an In­
dustrial licence to a company to be formed by them in collabora­
tion with Sonne Bom Chemicals and Refining Company for manu­
facture of transformer and specially oils. As Government was of 
the view that the project of such a nature should be developed by 
Indian CHI Corporation Limited, it suggested in April, 1963 that the 
Corporation should consider whether they would like to take up this 
project particularly when the proposal of the firm envisaged the uti­
lisation of raw oil to be supplied by the IOC itself. The Corporation 
was also given the option to collaborate with this firm, or any other 
parties if it so liked.

7.23. In the roe an while, the said firm also requested the Corpora­
tion in April, 1964 to recommend their case for issue of industrial 
licence to Government. As the Corporation was not able to obtain 
similar collaboration for manufacture of these products and the firm 
affirmed (November 1965) their willingness to give IOC the first 
choice of refusal of their entire production at prices which would 
compare favourably with import parity prices and also the export 
rights, if necessary, IOC reported to the Ministry on 20th November, 
1965 that negotiations for selling agency rights might be held with 
the firm. .
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7.24. The proposal of the firm was considered by Government on
11th November, 1965 and was approved subject to satisfactory con­
clusion of discussions between the firm and IOC. The industrial 
licence was granted on 21st December, 1966 without settling the 
question of marketing right being given to IOC and the price pay­
able for the products. '

7.25. On being approached by the Corporation in March, 1970 the 
firm refuted that there was any contractual obligation regarding the 
grant of marketing rights for their production. However, as a re­
sult of. negotiations between the Ministry and the firm it was decid­
ed in July, 1971 that IOC would marke,t 50 per cent of the total pro­
duction of the firm. As a result they agreed to supply 50 per cent of 
their production of transformer oil (7500 M.T. per annum) at the ex­
factory price of Rs. 2,250 per KL. packed in drums (Rs, 1,850 per KT.. 
in bulk). The Corporation fixed this selling price at Rs. 2,250 per KL. 
(packed) on f.o.r. Madras basis.

7.26. During the period from April, 1972 to July, 1972 the Cor­
poration was required to lift a quantity of 2,205 Kls. of transformer 
oil, which was stated to have been earmarked by the firm, but was 
not able to secure any order for sale as the selling price was not 
competitive with the rates offered by other manufacturers including 
the selling agents of the firm for the balance quantity. As the Cor- 
poratibn was unable to its share of production, it agreed on 19th May, 
to allow the firm to purchase base stocks including transformer oil 
base stocks on credit instead of against cash payment. This was 
done in consideration of the transformer oil being kept in reserve by 
the firm for IOC. Thfe Corporation then supplied on credit base 
stocks worth Rs. 42.79 lakhs (approximately) during the period from 
May, 1972 to August, 1972. '

7.27. In July, 1972, as a result of further negotiations, the firm 
agreed to apply the existing rate of Rs. 2,250 per Kl. ex-Madras for 
deliveries ex-Bombay, Delhi, Calcutta and Cochin also. On the other 
hand, the Corporation surrendered its right to lift 50 per cent of the 
production of transformer oil during the months of August, 1972 to 
June, 1973 to gain time for organising sales.

7.28. Out of 2025 Kls. of transformer oil earmarked by the firm 
under the agreement, the Corporation was able to dispose of 455 Kls. 
upto 31st March, 1973, leaving a balance of 1,570 Kls. still to be dis­
posed of. While it made profit of Rs. 50,050 on the sale of 455 Kls. of 
transformer oil, a loss of Rs. 2.75 lakhs was incurred as interest (up 
to 31st March, 1973) on the blocked capital of Rs. 42.79 lakhs (re­
presenting the value of base stocks supplied to the firm on credit).
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7.29. The Management stated (June, 1973) that out of the total 
credit facilities provided to the firm base oils worth Rs. 15 lakhs 
were released on credit consequent on a representation made by the 
Madras Refineries Limited in July, 1972 that their inventories of base 
oils were inordinately high which if not lifted, would force them to 
curtail their production of base oils. Further, the value of base oils 
supplied on credit to tht firm did not exceed the approximate value 
of the Corporation’s share of 50 per cent of the production of trans­
former oil which under the terms of the agreement it was required 
to lift against payment

7.30. During evidence, the Committee enquired about the reasons 
for the IOC recommending the proposal of the firm for the manu­
facture of transformer oil. They were informed that the Corpora­
tion did not have at that time the know how for the manufacture of 
transformer oil. The IOC decided to recommend to Government 
the proposal of the firm so long as the party gave the IOC the first 
option of marketing of their production. That was how the firm 
was given the industrial licence for the manufacture of transformer 
oil.

7.31. Asked about the basis on which the ex-factory price of 
Rs. 2250 p.r?cvptr-d by the IOC, the Managing Director stated that 
there was only one other manufacturer of transformer oil at. that 
time and that was the Power Cables Ltd.. Bombay. IOC made en­
quiries from the DGS & D and found that their price of transformer 
oil was more or less in line with the ex-factory price of Rs. 2250 
quoted by the firm. This price was accepted "by the IOC on a tem­
porary basis. The final acceptance of this price was subject to Gov­
ernment fixing the price.

The firm however, said that they would accept the Government’s 
price not retrospectively but from the date on which it was fixed.

7.32. Subsequently in a written reply, the Committee were also 
informed tV,t TJtho'Vjh the firm had furnished costing data for 
transformer oil, no evaluation or analysis of this cost build up was 
made by TOC1, pines they did not have any mechanism to do such 
evaluation.

7.33. The Committee were also informed that the question of 
price was not referred to the Board as the price accepted was on a 
temporary basis. The LO.C. had since sought Board’s expost factor 
approval for the purchase of 2025 kls. of transformer oil at a firm 
price of Rs. 2,250 per kl.

7.34. In reply to a question, the Managing Director stated during 
evidence that “ there are two basic flaws in this (agreement). The 
first flaw is that at the time of issuing an industrial licence there was
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no stipulation in the licence that 50" per cent of their production 
would go to IOC. The second flaw is that when this was recommend­
ed to Government the IOC did not have any written agreement with 
the party that IOC would have the option to uplift 50 per cent of the 
production.” '

7.35. As regards the reasons for the IOC not being able to sell 
their share of transformer oil, the Committee were informed that 
the present position was that the manufacturing capacity of trans­
former oil was in excess of the country’s demand. The IOC did not 
manufacture transformer oil itself. It, therefore, became difficult 
for them to compete with the manufacture-cum-traders of transfor­
mer oil. Secondly, transformer oil had been used by some of the 
small manufacturers for adulterating edible oil. IOC had written 
to the Government suggesting that this was a health hazard and they 
had recommended that the sale and disposal of transformer oil should 
be given in toto to the IOC so that the Government could maintain 
control over the distribution of this product.

7.36. The Committee enquired during evidence of the Ministry 
the reasons for issuing industrial licence to the firm without settling 
the important issues regarding the marketing rights and the price 
payable for the products. The representative of the Ministry stated 
as follows:—

“The firm applied for a licence for transformer oil in May, 
1961. At that time, the application was not favoured. 
They pressed their proposal in September, 1962. This 
was also rejected. In 1963, they came again, when the 
IOC stated that they were themselves negotiating for col­
laboration for the manufacture of trahsformer oil. At 
that time, an expert committee had been appointed to 
examine all the pending proposals for the manufacture 
of transformer oil'and it had determined'the demand for 
it as 27,000 tonnes in 1966 and 40,000 tonnes in 1971. On 
this basis it was recommended that two plants should be 
put up, one at Bombay and another at Madras, each of a 
capacity of 15,000 tonnes. Correspondence continued with 
these parties and at the end of July. 1965, when the firm 
again applied, it was found that the IOC had made no pro­
gress in the matter of collaboration for the manufacture of 
that oil. The application of that firm and of the second 
party viz. Messrs. Power Cables were processed and were 
submitted to the Licensing Committee, recommending 
the application of Power Cables which did not involve any 
foreign equity and recommending the rejection of the firm
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which involved 49 per cent foreign equity. Both the cases 
were submitied-io the Foreign Investment Committee and 
again, the rejection of the firm’s case was recommended. 
The Foreign Investment Committee considered the two 
cases on 1st November, 1965, and approved the proposal 
of Power Cables. At that time, no report had been re­
ceived from the IOC regarding any discussion they might 
have held with the firm. The Committee decided that it 
had no objection to the proposal of the firmj subject to the 
discussions, being satisfactorily, concluded. On 20th Nov­
ember, 1965 the Chairman of the IOC wrote to the Secre­
tary, Ministry of Petroleum and Chemicals that their own 
proposal for setting up of a transformer oil plant had been 
abandoned and that he had held discussion with the firm 
who had stated that Sonnebome were not interested In 
IOC coming in as a collaborator, but the firm were willing 
to give IOC the first refusal of their entire production at 
prices which would compare favourably with import parity 
and in addition, give IOC export rights for the plant as 
a whole. This application of the Ann was then submitted 
on 20th December, 1965, to the Licensing Committee. The 
decision of the Foreign Investment Committee was brought 
out and it was also mentioned that the firm had agreed 
to the sale of products on first refusal to the I.O.C. This 
was, unfortunately, done against one of the paragraphs of 
the licensing form; but it was not done in the concluding 
comments of the Ministry. There is a paragraph which 
has to be given at the end, which says Recommendation 
of the Administrative Ministry. This was overlooked 
there. The mistake occurred from that point and this 
condition did not find a place in the licence that was Issued 
to the firm. Later, the firm gave up foreign collaboration; 
or rather, they gave up foreign equity participation and 
the licence proceeded thereafter till, In July, 1971 it was 
brought to the notice of the Ministry that the plant of the 
firm was ready for operation; bift due to lack of agree­
ment on marketing arrangements for the finished product, 
the plant was not in a position to commence operation 
At that time, the firm refused to commit their product 
to IOC and they really went back on an agreement they 
had come to with the then Chairman of the IOC. The 
agreement had not been formalised and it exists only In 
the form of the letter which we have of ex-chairman. But 
the IOC had a handle. As such, the Ministry had decided 
that IOC would make the feed-stock available to the com­
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pany, to enable it to commence production for the time 
being, on a share of the product on a 50:50 basis. This 
was an ad hoc decision to ensure that production com­
menced. It was also said that the question of distribu­
tion of products between IOC and the firm would be 
reviewed after some time since the firm received support 
of the Ministry for their product on the condition that 
they would give IOC the right of refusal to take over its 
entire production. The IOC decided on a commercial basis 
with the firm on pricc of Rs. 1650 per kilo litre in bulk. 
The I.O.C’s contention was that this price was accepted 
on the condition that the final decision of the Ministry for 
the price would be obtained and the price would be re­
trospective. The firm did not accept this condition but 
agreed to abide by Ministry’s decision about the price 
from the date such a decision came into force. This mat­
ter was referred to the Ministry in February and April, 
1972. The firm in the meantime, had given an assurance 
to the IOC that their agent would not receive any better 
price term than offered to IOC. In May, 1972, in consui- 
tation with the Ministry of Industrial Development, the 
Cost Accounts Officer of the Ministry of Finance was 
asked to into the costing. The Cost Accounts Officer exa­
mined several units both in the large scale sector and in 
the small scale sector and came to the conclusion that the 
bulk ex-refinery price in December, 1972 would be Rs. 1528 
per Kilo-liter in respect of the firm but he gave varying 
prices for different units and it would be found that un­
less Transformer Oil base stock price was uniform it 
would be difficult to have same price for all the units. 
IOC had lifted 2,025 kiloliters from April to July, 1972 
and it found difficulty in selling it. It had in the mean­
while obtained concession from the firm that the product 
would be delivered free of oost at certain major locations— 
Dfelhi, Calcutta, Bombay, Cochin, Madras. The cost Ac­
counts Officer said that the units had not worked for a 
sufficient period of time for him to evolve a proper costing 
basis. Later we have found this year that the Transformer 
Oil manufacturing facility is being abused on a large 
scale for the sake of adulteration of edible oils and we are 
going into the question of putting some controls on this in­
dustry. We have appointed a Committee last month with 
representatives of the D.G. Health Services, Indian Insti­
tute of Petroleum and the Research and Design Centre
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of the IOC to go into this problem and see what should 
be done to curb adulteration. The problem we are told, 
is serious enough for Government to step in with strong 
measures for curbs on adulteration and if necessary even 
total canalisation may have to be considered ”

7.37. As regards the responsibility for issuing the licence without 
ensuring that a regular agreement was entered into between IOC 
and the firm, the witness stated that this question was gone into 
two or three years back by two separate officers who were not con  ̂
cemed with this and the conclusion of both was that it was through 
inadvertance. There was, no malafide involved.

7.28. Asked as to how the firm were able to sell 50 per cent of
their share whereas IOC had not been able to do so, the witness
stated as follows:

MI do not think t}iat final conclusion is warranted without a 
proper enquiry but I would only say that disposal of
Transformer Oil has been in a manner which has promote
ed adulteration. The end use of it has not, perhaps, been 
as a Transformer. Oil. In fact, the Indian Institute, after 
examination of the samples has to see how far transfor­
mer Oil or base stock is going into as edible oil.”

7.39. The representative of the Ministry also agreed during evi­
dence that the price charged by the firm from IOC had ceased to be 
the market price. It was added that the Ministry requested the Min­
istry of Industrial Development to order an enquiry into the price 
because it was felt that the price of Power Cables which had a mono­
poly at that time was very high. The Ministry would prefer to wait 
for the results of enquiry before fixing the price and asking the IOC 
to represent the product of only one company. If it was decided 
that adulteration was a major danger, they would prefer to canalise 
the whole thing and to see that the transformer oil went to the 
Electricity Boards and Genuine Transformer Oil consumers and 
not to others.

7.40. The Committee also enquired as to whether the Corporation 
was able to secure orders from State Electricity Boards and the pre­
rent position regarding the sale of IOC’s Share of transformer oil. 
They were informed that when IOC entered the market, almost all 
contracts of Electricity Boards and the DGS & D were already fina-̂  
Used. TOC was, therefore, unable to immediately obtain any order 
from Electricity Boards. Subsequently, however, it has received 
orders from various State Electricity Board.
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The position regarding disposal of transformer oil as on 31st; 
August, 1973 was stated to be as below:—

(i) Orders received . . . . 2,050 Kls approx.

(ii) Quantity uplifted from the firms’s DEPOTS . 1,806 Kls approx.

(iii) Quantity sold (Supplied) . 1,498 Kls approx.

(iv) Quantity reserved for Export . 224 Kls approx.
(awaiting shipment)

(v) Quantity in stock with IOC 84 Kls approx.

7.41. On the sale of 1,496 Kls. as on 31st August, 1973 the gross
margin was estimated at about Rs. 1.56 lakhs,. If the interest is cal-
culated at 9 per cent, the differential on interest on base oil advance.
vs. gross margin on sale effected worked out to:

. .. - . . . . .  . . . . . . .  *—  _. .
(i) Interes* on bise oil advance @9% as on 31-8-73 (on approx.

Rs. 42.79 lakhs)-Rs. 3.54 lakhs approx.

(ii) Plus inc-cst on base oil advance of Rs 2*12 lakhs (approx.
made in July, 73 @9  % interest up to 31-8-73) Rs. 0*02 lakhs approx.

Rs. 3*56 lakhs approx-
mately

(iii) Grons margin 0*1 sVe o° i,;9S Kls. Rs. 1*56 lakhs approix

(i ) E scin itei deferential as on 31-8-73 . . . (— )Rs. 2*oo lakhs approx.

7.42. The Committee note that although the IOC had raw oil for 
the production of transformer oil and the Ministry enquired in 
April, 1963 from the Corporation whether they would like to take 
up the project, the IOC did not do so as, according to the Corporation, 
it was not able to secure any collaboration for the production of 
the transformer oil. Instead it issued ‘no objection* to Government 
in Novembc-, 1305 tm Jic proposal of a private firm—subject to nego­
tiations being held for selling-agency rights as the firm was willing 
to give ICC the first choice of refusal of their entire production at 
prices which would compare favourable with import parity prices 
and also the export rights, if necessary. The Committee, however, 
regret to note that the IOC did not enter into any written agreement 
with the fir~n in tliis repul before issuing ‘no, objection* certificate 
on the proposal of the firm. The Committee also find that Industrial 
Licence was issued on 21st December, 1966 by the Ministry to the 
firm without settling the question of marketing rights and the prices 
payable for the products and without incorporating any of these
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'Conditions in the licence. The Committee were informed that no 
responsibility for this lapse in the issue of licence was fixed by the 
Ministry as according to them the officers who enquired into this 
matter came to the conclusion that it was only a case of inadvertance 
and no malafide was involved. The Committee are not convinced 
and recommend that the matter should be re-examined and respon­
sibility for lapses fixed.

7.43. The Committee also note that, subsequently, as a result of 
negotiations between the Ministry and the firm it was decided in 
July, 1971 thai IOC would market 50 per cent of the total production 
of the firm and accordingly the firm agreed to supply 50 per cent of 
their production of transformer oil at the ex-factory price of Rs. 2 250 
per KL packed in drums. (Rs. 1850 per Kl in bulk). The Commit­
tee regret to note that IOC accepted to lift the stocks at this price 
without the approval of the Board and without assessing the rea­
sonableness of the price by analysis of the costing data furnished by 
the firm. The Committee were informed that this price was accept­
ed on a temporary basis subject to its being fixed by Government. 
The Committee are concerned to find that the IOC even at this stage 
did not have any written agreement with the firm and it failed to 
commit the firm to accept the price fixed by Government with re­
trospective effect. As pointed out during the evidence, according to 
the Cost Accounts Officer of the Ministry of Finance the bulk ex­
refinery price in December, 1972 in respect of this firm should be 
only Rs. 1528 per Kilo litre as against a rate of Rs. 1850 charged 
from IOC. Although the firm was agreeable to abide by the price 
fixed by the Ministry from the date a decision was taken In this re­
gard, the Committee regret to note that even after it became clear 
in December, 1972 that the price charged by this firm was higher the 
Ministry have not been able to fix a reasonable price for the trans­
former oil.

7.44. The Committee also note that during April to July, 1972, the 
Corporation was required to lift 2025 Kls. of transformer oil ear­
marked by the firm. However, since the Corporation coidd not 
secure any order for sale as the selling price was not competitive, it 
was unable to lift its share of the oil. It, however, supplied on credit 
base stock worth Rs. 42.79 lakhs to the firm between May to August, 
1972. The Committee were informed that out of 2,025 Kls. of trans­
former oil earmarked by the firm under the agreement, the Cor­
poration was, upto 31st August, 1973, able to dispose off only 1498 
Kls. While the Corporation made a gross profit of Rs. 1.56 lakhs on 
this sale, it incurred a loss of Rs. 3.56 lakhs as interest upto 31st 
August, 1973 on the blocked capital of Rs. 44.91 lakhs representing
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the value of base stocks supplied to the firm on credit. The Com­
mittee are constrained to observe that the entire deal with the firm 
had been finalised by IOC without a careiul analysis of the contrac­
tual obligations and financial implications thereof. The Committee, 
therefore, recommend that Government should conduct a thorough 
i. vei : '.ntr* the *nat*er fo r." to pinpoint the lapses at the vari­
ous stages and also fix responsibility for the loss suffered by IOC.

7.45. The Committee were also informed dirting evidence ihat 
transformer oil manufacturing facility was being abused on a large 
scale for adulteration of edible oil and Government have appointed 
an Enquiry Committee to go into this problem. The Committee un­
derstand that the final decision regarding the canalisation of the 
sale of transformer oil and the selling price for it would be taken 
on the basis of findings of this Enqifiry Committee and the results 
of the inquiry being conducted by the Ministry of Industrial Deve­
lopment in regard to the price. The Committee would like to be in­
formed urgently of the decision taken in this regard.

C. Agreement for sale of lubricants to other oil companies
7.46. In December, 1968 the Corporation estimated that against 

the total production of lube base oil of about 2,00,000 tonnes per year 
irom the Madras Refinery (commissioned in June, 1969), the detaand 
in Southern area would be around 70,000 to 80,000 tons per year. It, 
therefore, came to the conclusion that even with the best market 
participation certain quantity of lube base stocks would have to be 
*old to other oil companies. Accordingly, agreements to sell the fol­
lowing quantities of lubricating oils (after blending at the Corpora­
tion’s lube blending plant at Madras) were concluded with other 
oil Companies in February, 1969:—

In kl. per annum

Burmah-Shell 25,000

Esso . 

Oaltcx .

i $,ooo
89ooo

Tide-Water 2,100

Gulf . 

Castrol

2,400

4,000

56,500

7.47. The lube blending plant of the Corporation started produc­
tion from April, 1970. The agreements are effective from the date
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IOC commenced blending of finished lubricants and are to remain in< 
force for a period of 5 years, to be extended further unlessterminat- 
ed by either party by giving one year’s advance notice after the 
expiry of the initial period of four years. The following quantities- 
of lubricating oil were supplied during 1970-71 and 1Q71-72:—

(in kls.)

197o--/1 1971-72

(i) Premium grade lubricants . I4>i55 I4>W3

(ii) Other lubricants , , , 13,116 10,236

27*11 24,899

7.48. On the sale of above quantities o f lubricating oil, the other 
oil companies are entitled, under the pricing formula in force, to re­
cover marketing ^charges of Rs. 43.88 lakhs and profit margin of 
Rs. 12.31 lakhs which would have accrued to the Corporation of 
these quantities had been sold directly by it.

7.49. The Management stated that “based on the forecast of the 
total (temand in Madras area and also the most hopeful estimate o f  
the Corporation’s x»wn market participation, it was Considered ne­
cessary to sell some finished lube oils and it was, therefore, neces­
sary in the overall interest of the country to sell the finished lube 
oils to other oil companies. It is in this context that the agreements 
were 'concluded with other oil companies. Moreover, there was limi­
tation of a number of retail outlet where lubricants could be sold.”

7.50. Out of 24 grades of the secondary grade lubricants manu­
factured at the Corporation’s lube blending plant at-Madras, the «om. 
parative data of average cost and selling price of direct customers in 
respect of 8 grades du rin g  1970-71 and 11 grades during 1971-72 (as 
made available by the. Management (revealed that selling pnces of 
3 grades during 1970-71 and 10 grades during 1971-72 were^lower than 
the average cost by Rs. 78.10 to Rs. 125 per Kl. and Rs. 71 to Rs.^375 
ner Kl respectively There were also seVeral individual cases where 
the Corporation incurred losses in the sale of lubricants and greases.

7 51 Although sale below cost in each of these cases was not with 
in the powers Legated by the Board of Directors to the Managing 
Director, sanction of the Board was not taken m any of these
cases ’

7.52. The Committee enquired about the reasons for entering into 
agreement with other oil companies for the sale of lubrfcatmg oils.
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They were informed by IOC that their desire was to achieve maxi-, 
mum production of lube base oil at Madras Refineries Ltd. (MRL) 
thereby reducing import of lubricating oil base stocks. Since other 
•oil companies were enjoying a sizeable business of their proprietory 
brands of lubricants and greases and consumers were brand moti- 
•vated in their purchasing habits, IOC contemplaied difficulty in dis­
posing of the total production of MRL by itself in the initial few 
years. Their assessment was that within a period of approx. 5 years 
time, IOC would be able to capture a major share of lube oil trade 
in the country and cater to the entire range of industries whereby it 
could fully utilise the total indigenous production. At the same time 
IOC could not afford to create a situation whereby the consuming 
public or the industry would be starved of essential supplies of lubri­
cants.

7.53. 'IOC in the last few years had developed its lube oil trade 
and presently it was covering an entire range of lubricants with a 
market participation of approx. 55 per cent.

7.54. Thus the short term agreement entered into with the oil 
companies for the supply of finished lubricants at Madras Lube 
Blending Plant was designed to give IOC sufficient time to develop 
their product range and sales net work and eventually utilise the 
entire production at MRL by itself. A unique and important feature 
of the agreement was that IOC had been able to persuade the major 
oil companies to accept lubricating oils including their international 
premium grades blended according to IOC’s own formulations.

7.55. During 1972-73 IOC had sold a total quantity of 37,824 Kls. 
to the other oil companies ex Madras Lube Blending Plant as against 
the contracted quantity of 56,500 Kls.

7.56. The Committee enquired during evidence the reasons for 
selling lubricants below cost without the approval of the Board of 
Directors. The Managing Director stated that in view of the block 
control scheme, where the margin on lube was based on average and 
not on each product, it was not considered necessary to obtain the 
Board’s approval. The Board was aware of the losses on lubes 
through various agenda items submitted to the Board in the orm 
of budgets. However, as the Audit felt that it was necessary to ob­
tain approval of the Board an agenda item covering the whole range 
of lubes was submitted to the Board in February, 1973.

7 57 The Finance Director of IOC, however, stated during evi­
dence that the procedure was that the sales of petroleum products 
-to private parties at rates below cost should not be en tered  into with 
out the prior approval of the Board. The confusion was that It wai
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understood in the Marketing Division that in case of lubricants,, 
where there was a system of block control, the profit or loss was to 
be taken in totality and not for each type of oil. It was pointed 
out to the Marketing Division that it should not have been so as 
that would amount to an individual item being sold below cost. Thege 
after a general note on the sale of lubricants was put up to the Board 
for its consideration on 23rd February, 1973. The Board remitted 
the whole case to the Finance Director for consideration and for giv­
ing such remarks as were necessary. These remarks were furnished’ 
about 16-17 weeks ago and the matter was still under consideration 
by the Managing Director.

7.58. The representatives of IOC also admitted that even the prin­
ciple of considering the profit or loss in totaliy was not adhered to 
in giving the sanction, as the IOC suffered an overall loss of about 
Rs. 8 crores on the sale of lubricants. The Government had now 
allowed adjustment of this loss from C. & F. Adjustment Account.

7.59. Subsequently in a written reply the IOC furnished the sug­
gestions made by the Finance Director and (he preliminary com­
ments of the Managment thereon. (Appendix IX).

7.60. The Committee find that IOC had to enter into agreements 
with other oil companies In February, 1969 for the sale of lubri­
cating oils after blending them in its blending plant at Madras be­
cause of its inability to sell the entire production on account of in­
adequacy of retail out lets. As a result, the Corporation had to forgo- 
the marketing charges (Rs. 43.88 lakhs) and profit margin (Rs. 12.31 
lakhs) on the sale of 52,170 Kls. of lubricating oils during 1970-71 
and 1971-72. The Committee are informed that the short term agree­
ment for 5 years with other oil companies was designed to give 
IOC sufficient time to develop their product range and sales net 
work and to eventually utilise the entire production at Madras Re­
fineries Ltd., by itself. They find that even in 1972-73 the IOC 
had sold a total quantity of 37,824 Kls. of lubricating oils to other 
companies as against the contracted quantity of 56,500 Kls. The 
Committee recommend that IOC should take concerted measures 
to develop its lube oil sale in the country so that it may be able to 
sell the entire production and cater to the complete range of indus­
tries after the expiry of the present agreement with other oil com­
panies.

7.61. The Committee also take a serious view of the fact 
several cases IOC sold lubricants and greases below the cost of pro­
duction without the approval of the Board of Directors although
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such sales below cost were not within the powers delegated to the 
Managing Director. It was only in February, 1973, after the mat­
ter was raised by Audit that a general note on sale of lubricants 
was submitted to the Board of Directors requesting them to regu­
larise loss in the earlier years and to continue the sale of lube oil at 
prices fixed by the Government from time to time. The Commit­
tee are informed that the matter was referred by Board to the 
Finance Director and is awaiting re-consideration by the Board in 
the light of the observations of the Finance Director and the.com­
ments of the Management thereon. The Committee would like to 
be informed of the final outcome in the matter, anfl the actiop 
to regularise these sales.

D. Sale of Lubricating Oils

7.62. In terms of an agreement entered into with six other private 
oil companies in February, 1969, the Company agreed to sell, for a 
period of five years, a total quantity of 56,500 Kls. per annum of 
lubricants manufactured at its Madras Lube Blending Plant. Al­
though under the agreement the Company was not bound to supply 
more than 50 per cent of the total quantity as lubricating oils hav­
ing a viscosity index higher than 90, it sold an aggregate quantity 
of 28,818 Kls. of products of high viscosity index and 23,352 Kls. of 
products of low viscosity index during 1970-71 and 1971-72 in the 
case of one company in 1970-71 and two companies in 1971-72, the 
total sale of products of high viscosity index was even more than 
50 per cent, of their total annual contracted off take. Had the Com­
pany insisted upon supplying products of high and low viscosity in­
dex in equal proportion, it could have avoided a loss of Rs. 5.90 lakhs 
incurred on the sale of products of low viscosity index.

7.63. The local management have stated (January, 1973) “We 
agree with the contention of the auditors to the effect that IOC shall 
not be bound to supply more than 50 per cent of the total quantity as
lubricating oils having viscosity index higher than 90.........Lube
Plant, Madras have indicated that agreement does not stipulate that 
the other oil companies should uplift equal quantity of low viscosity 
oils as compared to heavy viscosity oil.”

7.64. The Management informed the Audit in June, 1973 as fol­
lows:—

“The agreement with other oil companies for sale of finished 
lubricants ex-Madras Lube Blending Plant was entered 
into with the idea that IOC will not be able to move the 
full production of MRL and to sell by itself—Traditionally



the requirements of LVI grades in Sourthern Region is 
comparatively lower than the demand for LVi oils in other 
areas. Since other oil companies had inadequate supplies 
of HVI oils at every port supply point and also they were 
having large consumption due to their well established 
net-worjc of Retail outlets, they went out of the vfay to 
move their HVI oils in Box wagon loads to far off loca­
tions. On the other hand IOC with limited number of 

. Retail outlets were finding it difficult to increase Retail 
Out sale of Lubricating oils....... , Due to limited con­
sumption of LVI grades in the Southern Zone and trans­
portation bottleneck experienced in moving LVI oils in 
bulk, we could not insist these companies to uplift 50 per 
cent of LVI grades and starving them of their require­
ments of HVI grades.”

7.65. The Committee were informed by the IOC that by and large 
supplies to other oil companies of H*VI and LVI finished lubricating 
oils were made on 50-: 50 basis ex-Madras Blending Plant. The ratio 
of HVI/LVI grades during the first two years i.e., 1970-71 and 1971-72 
was 55.24 : 44576. Measures have been taken to enforce 50 : 50 ratio 
of HVI and LVI supplies in future. The ratio of HVI/LVI grades 
supplied to other oil companies during the year 1972-73 and during 
the first 5 months of 1973-74 were as under:—

. 132

*
Period HVI LVI

1972-73 . . 5i% 49%

April 1973-Aug’73 . . . . . . 43-43% 5*'57%

7.66. AS against the contracted quantity of 56,500 KL. IOC had 
supplied during the year 1972-73, 19,291 KL. of HVI oils and 18,533 
■KL. of LVI oils. The HVI supply was marginally higher.

7'.67. During the years 1970-71 and 1971-72 MRL faced problems 
in the production of high viscosity HVI base oil {which was in great 

demand for blending finished Motor Oils) but were able to offer ligh­
ter grades of HVI base oils with the result the lighter grades of HVI 
oils were in surplus. Because of IOC’s own requirement of high 
viscosity HVI base oil at Madras/Calcutta the use of this base oil 
for blending finished products for other oil companies was restricted. 
However, because of the surplus availability of, lighter HVI base oils 
ihese were used in blending finished grades for other oil companies
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as per their demand with a view to create ullage and help MRL in 
maintaining production.

7.68. The oil companies uplifted the finished HVI grades in their 
containers and part of these grades had been moved to far off loca­
tions in box wagons.

7.69. Since the demand of LVI grades of oils in Southern Zone 
was limited and LVI grades are normally moved in bulk the oil com­
panies could not arrange movement in the required quantities be­
cause of railway booking restrictions. As a result IOC could not in­
sist on these companies to uplift more of LVI grades. Further more, 
because of increased availabttity of lighter grades of HVI base oils 
from Madras Refinery over and above IOC’s own requirements, 
IOC was able to release more of HVI finished grades to these com­
panies where these lighter grades could be utilised.

7.70. The Committee find that the IOC sold to private oil com­
panies an aggregate quantity of 28,818 Kls. of products of high vis­
cosity index (higher than 90) and 23,352 Kls. of products of low 
viscosity index during the years 1970-71 and 1971-72 although under 
the agreement the Corporation was not bound to supply more than 
50 per cent of the total quantity of lubricating oils of H.V.1.

7.71. Hie Corporation incurred a loss of Rs. 5.90 lakhs on the 
sale of products of low viscosity index as these had to be moved 
to far off stations. This loss could have been avoided had the Cor­
poration insisted upon supplying products of H.V.I. and L.VX grade 
in equal proportion.

7.72. It has been contended by the Management that the agree­
ment does not stipulate that other oil companies should uplift equal 
quantity of low viscosity oils as compared to heavy viscosity oil. 
The Committee are unable to agree with this view. In the opinion 
of the Committee the contention that an oil company can purchase 
any quantity of high viscosity index without purchasing equal 
quantity of products of low viscosity index is not tenable as other* 
wise an oil company can get away with purchasing up to 50 per 
cent of its annual contracted quantity only of the profitable high 
viscosity index grades without purchasing any quantity of luwre- 
munerative low viscosity index grades. The Committee have also 
elsewhere in this Report commented on the loss suffered by the 
Corporation on account of sale of lubricants to other oil companies 
becauAi of non-development of adequate retail outlets.
563 LS.— 10.
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OTHER OPERATIONS

A. Contract for Affreightment of Crude.

8.1. The Ministry of Petroleum and Chemicals informed the 
Managing Director (Marketing Division) on 12th February, 1972 that 
Government had agreed to procure and supply five lakh tonnes of 
crude oil to Eastern Refinery, Chittagong during the period March 
to August, 1972 at the rate of one lakh tonnes per month. The Cor­
poration was asked to float enquiries and to finalise arrangements 
for the import of crude to obviate interruption in the operation of 
the Refinery.

8.2. On 10th March, 1972, Chairman, IOC’s office finalised a con­
tract with M/s. CFP of Paris for the supply of one lakh tonnes of 
Murban Crude from Jabal Dhanna and four lakh tonnes of Aghajari 
crude from Kharag Islands and asked the Marketing Division to 
make arrangements for affreightment.

8.3. The Marketing Division floated an enquiry on 14th March, 
1972 calling for quotations to be kept open upto 18.00 hrs. 1ST on 
15th March, 1972. A firm indication of freight rate was also given 
in the tender a? “ Firm Freight rate U.S. Dollars 5.50 repeat $5-50 
per long ton.” Two offers (by telex) were received, one at 10.45 
hrs. on 15.3.1972 at U.S. Dollars 5,.50 per long ton” and the other 
at 1.30 p.m. on 15-3-1972 at U.S. Dollars 6.65 per tonne. The third 
party telexed at 16.30 hours on 15-3-1972 (received in telex room 
at 16.10 hours requesting for extension of time till 16th March, 1972. 
Subsequently, this party sent an offer on 15-3-1972 at 16.40 hours in 
the Corporation’s telex room quoting a rate of U.S. Dollars 5.45 per 
long ton, later on revised to U.S. Dollars 5.40 per long 
ton at 20.45 hours on the same day. In the meantime, the offer 
of the first party at 5.50 per long ton was accepted by the Corpo­
ration and communicated to the party on telex at 18.50 hours and 
also personally delivered to the party’s representative in IOC’s 
office at 16.30 hours.

8.4. On 7th August, 1972 the Chairman appointed a Committee 
of three officers of the Corporation to enquire into the procedure 
of ten d in g  followed before placing the contract in this case. The

I
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Enquiry Committee in its report dated 27th September, 1972 inter alia 
observed as under:—

(i) The time given to the brokers to quote and keep their 
offers open was only 24 hours.

(ii) The wording in the telex dated 15th March, 1972 received 
from the first party at 10.45 hours reading “we thank you 
for your firm offer account Halcousis which was' given to 
us personally yesterday as hereunder” , seemed to be sig­
nificant

(iii) The firms were asked only to keep the offers open upto
18.00 hours on 15-3-1972. No indication of closing date and 
time upto which the tender should be given by the 
parties was given in the tender. This assumes special 
significance in view of the fact that a lower offer was 
actually received at 16.40 hours.

(iv) Conveying of acceptance to the first party at 16.30 hours 
itself has deprived IOC of a cheaper rate of $5.45 (later 
on red\£ced to $5.40).

(v) The oriiginal offer of the first party which was received
at 10.45 hours on 15-3-1972 had indioated 36 hours as the 
lay-time at the loading port. This period of 36 hours was 
subsequently changed to 72 hours under the signature of 
the party. The date and time when this change was 
made is not known. In the note dated 23-3-72 put up to 
the Managing Director (Marketing) the fact that this 
party had indicated a lay-time of 72 hours (as against 36 
hours indicated by the other two parties) was given as 
one of the relevant factors for awarding the contract to 
this party. ■ '

(vi) The tender enquiry issued on 14-3-72 gave a firm indica­
tion of freight at $5.50 per long ton. This means to be 
unusual and the officers concerned in the Marketing Divi>- 
sion could not point out any other Instance of tanker 
chartering where such a procedure was earlier adopted. 
The mention of a specific rate, contrary to past practice, 
did not have the concurrence of Finance or the approval 
of the Managing Director.

(viil The Committee was not shown any contemporaneous re­
cord as to how the rate of $5.50 was arrived at. In a note 
dated 23rd March, 1972 put up subsequently to the Fin- 
ance/M.D. (Marketing) for concurrence|approval, it was
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mentioned that economic rate worked out to $6.13 per 
long ton after taking into account a basic freight rate of 
world scale 110 (corresponding to $3.71 per long ton from 
Kharg Island to Chittagong) and lighterage, demurrage, 
etc. The Committee felt that this rate of $6.13 was rather 
on the high side in view of:—

*a) The lowest rate of world scale 90 (corresponding to 
$3.03 per long ton) quoted by a broker on the 10th 
March, 1972;

(b) The applicable rate per higher capacity tankers actual­
ly used (33,600 to 50,700 tons) would have been much 
less than the rate for lower capacity tankers (20,000 to
25,000 tons) taken into account for working out the 
rate;

(c) One lakh tonnes were moved from Jabal Dhanna for 
which the basic freight rate was cheaper by 16 cents; 
and

(d) Lighterage and demurrage rates adopted were more 
than the current market rates. '

8.5. The Chairman, IOC after considering remarks of the Manag­
ing Director (Marketing Division) dated 27th October, 1972 on the 
report of the Enquiry Committee inter alia observed as under on 
13th November, 1972:—

“In the totality of the circumstances obtaining at the time and 
having regard to the current practices in the matter of 
chartering tankers, I have no reason to disagree with the 
Managing Director (Marketing Division’s) conclusion that 
this was the best possible arrangement which IOC could 
conclude.”

“However, in my opinion there are some areas where the 
dealing officers could have shown more caution in proces­
sing this case. As it appears, this arrangement involving 
payment of freight to the tune of Rs. 2.5 crores and, there­
fore, it would have been more desirable if all, the papers 
relating to this arrangement were meticulously arranged 
and documented So as to indicate the timings and receipt 
of various papers, records of discussion there on different 
levels etc. Also in view of the high financial involve­
ment it would have been desirable to associate Finance 
Department at more senior level and to have secured, the
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prior approval of the Managing Director (Marketing Divi­
sion) before finalising this deal.”

“A plain reading of this party’s telex received at 10.45 hours 
on the 15th March, 1972 does give the impression as if 
some one from the IOC had already made up his mind 
on the previous day and handed over the firm offer to this 
party. This is a mystery which still remains unsolved. 
But for this the entire arrangement concluded would have 
in my opinion, been unquestionable I would, therefore, 
like this and/or any other aspect covered in the Report 
to be looked into in depth from vigilance angle by the 
Chief Vigilance Officer.”

8.6. From the Report of the Enquiry Committee it is also seen 
that on the 18th March, 1972 IOC sent a telex to DG Shipping giv­
ing details of the figure and sought approval for finalising the con­
tract and also for foreign exchange release. No approval has been 
received from DG Shipping so far.

8.7. In the note put up to Managing Director on 23-3-1972, it was 
stated that Dy. DG Shipping had informed on phone that there was 
no necessity for him to give approval since this transaction was 
from one foreign country to another foreign country (PG/Chitta- 
gong) and IOC was asked to take the approval from the Ministry 
of P&C. On 27th March, 1972 a further reminder was sent by IOC 
for giving clearance. DG Shipping on the 24th March, 1972 sent a 
letter (received on 27th March, 1972 by IOC) which was to the fol­
lowing effect:—

“ (1) The proposed contract does not seem to be in accordance 
with, the general policy under which the tonnage require­
ments of a public sector undertaking like the IOC should 
be met as far as possible by a public sector shipping 
Company like the Shipping Corporation of India.

(2) In any case, it is considered that Indian Shipping Com­
panies, should have been given an opportunity to offer 
ships direct to the IOC before the latter invited offers in 
the open market. This would have enabled Indian ton­
nage to be utilised to the extent possible resulting in sav­
ing of foreign exchange. In the proposed contract, there 
does not seem to be any provision for the utilisation of 
Indian tankers on a preferntial basis.
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(3) In the case of a large movement of this nature, involving 
payment of freight amounting to crores of rupees in fore­
ign exchange, it would have been advisable to entrust the 
chartering arrangements to the Central Chartering Com­
mittee in the Ministry of Shipping and Transport, New 
Delhi, particularly when the panel of Ship brokers who 
deal with that committee give world coverage and the 
service rendered by the chartering committee is free of 
charges.

(4) It is observed that the party to whom the contract is 
proposed to be awarded are neither ship owners nor 
agents to Ship Owners, but are only a firm of brokers 
who propose to arrange charters from different owners. It 
is not usual nor does it seem advisable for such large 
contracts to be entrusted to brokers who do not have any 
tonnage readily at their disposal.

(5) If, however, the party propose to act as tramp operators 
by chartering foreign tankers, it may be pointed out that 
it is not the policy of the Government to permit parties 
who do not own ships to time charter foreign ships and 
enter shipping business.

(6) Since the party is an Indian party, it is not clear why 
under the proposed contract freight is required to be paid 
in London in dollars.

(7) It is understood that you invited offers on the basis of a 
freight of 5.50 dollars per ton. It is not customary for 
charterers to make enquiries in the open market indicat­
ing at the same time their own idea of freight. It is 
understood that this was pointed out to you by the Cen­
tral Chartering Committee, Ministry of Shipping and 
Transport immediately when they came to know about 
your tender enquiry.”

8.8. IOC again took up the matter with the DG shipping that 
they had been taken by surprise, in as much as what was conveyed 
to IOC over telephone in reply to IOC’s letter dated 18th March, 
was entirely different. Further correspondence was exchanged and 
the DG Shipping informed on 30th March, 1972 that there had been 
some misunderstanding in the telephonic conversion between Dy. 
DG Shipping and IOC. It was stated that in view of the comments 
already given, DG Shipping was unable to concur in the arrange­
ments.
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8.9. The Committee enquired the reasons for giving a short 
not;ce of only 24 hours to the parties for responding to the tenders. 
They were informed that on the 12th February, 1972, the Ministry 
of Petroleum and Chemicals directed the IOC to procure and supply 
5 lakh tonnes of crude oil to the Chittagong Refinery. The Refine­
ries and Pipelines Division of IOC undertook the work of purchase 
of crude and the Marketing Division of IOC was given the respon­
sibility of transporting the crude.

8.10. On the 25th February, 1972, the Marketing Division floated 
enquiries for tankers. The basic pubpose in these enquiries was to as­
certain the ruling market trends. As the purchase of crude was 
not finalised the tanker charter could not be firmed up then.

8.11. As IOC was in the market for tankers since 25th February,
1972, the world market was aware of this transportation require­
ment of IOC.

8.12. There were two other reasons why such a short notice of 24 
hours was given to the parties for responding to the tenders:

(1) Abnormal conditions were prevailing in and around Chit­
tagong Port. At about the same time, a tanker had ac­
tually struck a mine and in another instance, a tanker 
owner had withdrawn his vessel and run away without 
fulfilling his contract. Even the Ship t̂ing Corporation 
of India was not prepared to send one of its tankers with­
out sufficient guarantees. A tanker called ^Coamos 
Pioneer” which had been contracted earlier by IOC to 
transport crude to Bangla Desh was sending messages 
that it had spotted mines all over the entrance to the 
harbour and that the harbour constituted a grave threat 
to navigation.

(ii) In view of this abnormal condition prevailing in the P̂ort, 
it was felt that the tanker contract should be clinched 
as quickly as possible and that any extra time given to 
the owners would result in their jacking up the rates.

8.13. In regard to the question whether the time of 24 hours was 
reasonable or not, the Shipping Corporation of India had given an 
expert opinion on this as follows:—

“We are of the opinion that 24 hours time limit for brokers 
to come back with firm offers is quite adequate. There



are instances where longer time is allowed, but this is 
mainly to suit the convenience and there is no hard and 
fast rule. Generally, however, 24 hours time is consider­
ed quite adequate.”

8.14. Asked about the reasons for not giving any indication in the 
enquiry about the closing date and time for the tenders the IOC 
stated that “it is not our general practice to give any closing date 
and time for tanker enquiries” .

8.15. Asked as to why a firm indication of the freight rate was 
given in the tender notice, the Committee were informed as fol­
lows:—

(i) There was an extreme urgency for arranging the supply 
of crude to Chittagong Refinery in view of the fact that 
the Refinery was almost on the point of closure for want 
of crude. Bangla Desh was reeling in a war ravaged eco­
nomy and they had no coal or other major sources of 
energy and were heavily dependent on petroleum. The 
supply of crude to Bangla Desh was promised by the 
Prime Minister to be undertaken on a priority basis.

ii) The indications of $5.50 per ton as the maximum rate meant 
that anybody desiring more than that, need not respond 
to offer. The ir-teition was that IOC did rot want to 
enter into prolonged negotiations, as the maiden supply 
of crude was expected around the 25th March, 1972 which 
hardly left any time to co-ordinate the planning of tankers 
to uplift the crude from ports of loading, availability of 
product with the suppliers and the Chittagong Refinery’s 
capacity to receive the crude, etc.

(iii) The Shipping Corporation of India, whose opinion was 
sought at a later date in regard to the practice of indi­
cating rate ideas had given its opinion as follows:—

“although it is not the normal practice to indicate the 
ideas at the time of issuing enquiries, it is not un­
usual to indicate the rate ideas.”

8.16. As regards, the basis on which this rate was arrived at, the 
IOC stated it was based on the current trends of world tanker chater 
rates, IOC had worked out an economic rate of $6.13 per ton, usin£
20,000 tonners at world scale 100 and lighters and based on past 
experience at Chittagong. The conditions at Chittagong con­
tinued to the causing anxiety on account of
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existence of mines, besides the onset of the monsoon from April 
onwards during the period of the contract. There was a possibility 
of deeper draft vessels being allowed, i.e. upto 33’ draft. The cor­
responding rate on monther ships was expected to come down ac­
cordingly. Therefore, instead of a rate of $6.13 worked out by IOC, 
a rate of $5.50 per ton was quoted. Even though there was an ad­
vantage of 3’ additional draft (33’ against 30’), this was to a certain 
extent nullified by the demurrage accruing on larger vessels on 
account of additional tonnage.

8.17. The Committee were also informed that IOC would have 
considered and any rate less than that was always acceptable to it 
if received in due time. The fact that the late offers of $5.45 and 
$5.40 were quite close to the rate of $5.50, would indicate the rea­
sonableness of the rate which was offered. Incidentally, there was 
a great possibility of fake offers being made after the award of the 
work. In this particular case, the lower offer of $ 5.4/$ 5.40 was 
made by a party who, only a little earlier, had requested for a 24 
hour postponement of the time schedule.

8.18. As regards the justification for closing the tenders at 16.30
hours, the following reasons were advanced by IOC: .

(i) IOC had indicated in the tender that the offers should be 
kept open till 18.00 hours on 15th March, 1972. This 
would mean that sufficient time should be given to the 
parties to communicate with the tanker owners who are 
generally outside India. The tanker market is basically 
operated from London.

(ii) The charterer had in turn to convey the acceptance of 
the contract to the tanker owners in due time, as his 
offer beyond the due time would stand automatically 
cancelled. It is, therefore, absolutely necessary that 
reasonable time is given for this communication. In thifcf 
case, It  hours time was kept open for communication, so*' 
that acceptance of the offer reached the owners by 18.00 
hours 1ST.

(ill) IOC had not anticipated a lower offer from a party who 
had just half an hour ago sought permission for an ex­
tension of the period by a day. Actually when the offer 
was received, IOC had taken a decision in regard to the 

- contract which legitimately gave rise to an element of 
doubt as to the bonafides of the offer itself.

. *4*

563 LS.— 11.
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. 8.19. The Committee lalso enquired, the^rese^pwitwm  .ragMd*, 
ing the investigation, of the matter by the Chief,Vigilance ^Xfioeai. 
They were informed by the Ministry that the Chiei VigilanoerCtfflcar- 
submitted the Report-,to the,Chairman;, IOC in December; 1072. 
Chairman .forwarded the>Riepart. without' any )Conurients< ton . ate 
Ministry in February* 1973. ' i r: .' r. 11 - ' >s/,- i:

. , 1 .. '* i I:'’ ^
8.20. The report of the Chief Vigil^uwe. Officer of the ;In#ajv Oil 

Corporation was at present in original with. the. CJ3I to. TtfbQin. the 
matter had been referred by the Ministry on 11th June, 1973.

8.21 As regards the present position aboijithe investigation pf 
the case by the C&T the representative of Minjstiy stated during  ̂
evidence that “we have received an interim report vyhich snoiy^a. 
that the CB1 had not really thrust so mjich fervour mW t y  ? Uiyei$- 
gation. Our record Ip also with the Cpt*' ..........

, 8.22. The Committee also enquired whether there was anychange 
in respect of the procedure for Inviting teijd^rs. The repre^enita-, 
tive of the Ministry stated that after this experience and after the 
publicity which this case received in some Indian and Bangladesh 
newspapers, th# IOC had started sehding all ’ 'Chatter* enquiries' to 
“Transchart”. 1 : '' : '-'v ■

823. The Committee note that the Miaistr  ̂ otfPettoleum and 
(^emicals informed the Corporation on 12th Fehrnary, 1972 about 
their commitment to fnew e aid Ni(tpiy I y d t in M n f  crude to 
Chittagong Refinery during the period MsrchtoAuffUst, UOT2 and 
asked die Corporation to float enquiries and Sitaliw amngements 
for import of crude. On 10th March, 1972 the 'conttatt It*  supply of 
crude having been finalised, the Marketing Division was asked to 
arrange for the affreightment The Coî Ktfatis& ftoated atD (enquiry 
on 14A  March, 1972 calling for quMitiois to be' iuept’ open Upto 18.00 
hrt. . 1ST on 15th March, 1872, giving inter'alia, in the Quotation, a 
firm indication about tbe freight rate at $ 5.50 pin long ton. The 
Committee also note that while two offers'wereiveeeived, one at 
1045 r hrs. on 15th March,1972 with the nte of $ 5>50 pgr long ton 
and another at 13.80 hrs. on 15th March, 1972 with the rtlte of 6.65 
dollars per tonne, a third party first telexed atlfl.lfrfcrs. on 15th 
March, 1972 asking fcr extension, but later sent an offer on the 
same day at 16.46 hrs. Quoting a rate of 5.45 dblitfnt per1 lontf ton 
'subsequently revised to '5.40 dollerrs p r̂ fong ton at £0.45 hrs. on 
the same day). ’ ' . : >

8.24. in the mean time, the offer ot the first party at ftSO dollars 
per long ton was accepted by the Company sad the letterof accep-

i . I
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tMKftbythe Corporation was personally delivered to  the party’s 
rt^rdi^Kative ill IOC’s officto at -U.30 hrs. The Committee were In 
formed during evidenceth&tthe wholematter had been handed 
over to the CBI on the 11th June,, 1973 for investigation. The Com­
mittee dtesir© thirt the investigation by the CBI shdiild he Completed 
soon Mid Government should on receipt of the report of the CBI 
examine all aspects of the ease thoroughly with a view to fixing res* 
ptofejfibflity for sny lapses artd to take suitable remedial steps tn 
avoid rectafrence of the same. The Committee may also be informed 
of the action finally taken in the matter.

B. Supply of Imported Lnfericants to other Oil Companies

8.25. In 1967, the Ministry o f ’Petroleum and Chemicals approved 
import of 25,000 tonnes of Engine Oil from Rumania by IOC under 
the^tffede IbetWeerh"the ?twdcoufttries.fcater 6a, further
additional1 lirtftorte vteire allowed froiri Rumania so thtrt the other oil 
coittpdrties Wnlld be giveti a- share from these in\)x>rts. During the 

IWT-fei 'to 19TO-71, products wort*h Rs. 7.86 brorfes out of the 
iftipWrtS WefeTftq^lied to dtfier tMl coftapa'riies. Chit of this products 
Worth Rs. i.13 CroreS were giv^n to Esso bn a ‘Loan basis’ unlike 
©thtfr 'ill wSmptoiies which Were given the product oh out-right sale 
b ^ § '! No1 ̂ wftttew aj5te*ihrient'was Sstehahg^’bttv/een TOC krid E'as6 
but the intwrtSort Was that fesSo’^buId return the product tonne for 
tbAne1 'from otft of thei*; Kjon&gftments 6f imports on their owh 
liisteAce.* 'Essb have wrt Teturhed the ptoducts ao far. :v

: 6.B& The Committee enquired about the present position regard- 
iiigthe return .*>1 product^ fey Esso. They Were informed by IOC 
that Esaa'agueed to vetoive supplies on 'Loan Account’ to he repaid 
by thfem by importings the products from-Rumania on the licences 
is«ued to Bse&fcy the Government of India, which would have avoid*- 
ed thb incidence of rtales taK.JSsloprefetredthis procedure afe the 
naatfcteds *doptedin case of other marketing'- oompanies had an ele­
ment erf; risk «S no clear ruling oneaies tax -for bales* effected in the 
<00*106:41 import was .available. Esso’s proposal to import on their

licence, did *et materialise on account of Rumanian suppliers' 
refusal to arrange shipment on the letter of credit to be opened %v 
Esso. In view of this, import licences obtained by Esso with requi­
site) Letters >of Authority Were handed over to IOCT which • wefre uti­
lised iky IOC for importing additional quantity of Engine Otis 
and abovethe imports against lOG's own licences Esso handed over 
to IOC three' Import licences tor a total CIF value of approximately 
Ha* 2(0 lakhs, which were utilised for importimg Emgine Oils in re­
placement of the products loaned'to Esso. 1 *;
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8.27. Since impart from Rumania ceased owing to indigenous 
availablity ex-Lube India, Esso could not obtain import licence for 
repaying the balance quantities outstanding.

8.28. Since there was no possibility of Esso repaying IOC out of 
imports, in order to regularise the transaction, and to maintain the 
same volume of availability, Esso made a proposal to repay to IOC 
likewise quantities of comparable grades ex-Lube India out of their 
entitlement of Lube India products. Since this would have reduced 
Esso’s product availability, they had proposed to buy an equivalent 
quantity from IOC at the previously prevailing prices. IOC had not 
accepted Esso’s proposal for a settlement on the previously prevail­
ing prices. The matter was still being negotiated with Esso. Their 
deposit of Rs. 312 lakhs was with IOC.

8.29. The Committee find that Government allowed IOC to import 
engine oil from Rumania during 1967-68 to 1970-71 and the private 
oil companies were also to be given a share from these imports. 
Out of the total imports of Rs. 7.66 crores of engine oil from 1967-68 
to 1970-71, engine oil worth Rs. 3.13 crores was given to ESSO on 
loan basis. In repayment of this, ESSO handed over three import 
licences for a total C.l.F. value of about Rs. 2.3 crores which were 
utilised by IOC for importing engine oils. In regard to the balance, 
due to restrictions on imports, ESSO had proposed to repay the pro­
ducts out of their entitlement of Lube India products subject to the 
condition of their purchasing an equivalent quantity from IOC at the 
previously prevailing prices. This proposal was not, however, agreed 
by IOC. The Committee feel that the products which were taken 
by ESSO on loan basis should have been returned by it in time on 
4tonne for tonne' basis to the IOC. In the opinion of the Committee, 
the suggestion of the ESSO to repay the product after purchasing an 
equivalent quantity from the IOC at the previously prevailing price 
would give ESSO, an unintended benefit in the context of the in­
crease in price of the Engine Oil. The Committee recommend that 
the price payable for the product to be taken by ESSO from die
I.O.C. should be carefully decided after taking into consideration 
the prevailing market conditions when such sales are actually 
effected.

81.30. The Committee also note that Government have already 
have decided to purchase 74 per cent, of the shares of ESSO and 
pay them the requisite compensation in this regard. The Commit­
tee suggest that Government should take this opportunity of set­
tling the dues outstanding against ESSO before the amount of com­
pensation is finally paid to the firm.
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8.31. As mentioned in paragraph 8.25 above, out of engine oil 
imported from Rumania by IOC during the period 1967-68 to
1970-71, products worth Rs. 4.53 crores were supplied on out-right 
sale basis to oil companies (other than ESSO). Initially when sup­
plies were made to other oil companies, they were billed for the 
price of lubricants, service charges at 5 per cent and in addition 
sales tax at 5 per cent. Early in 1968, Burmah Shell and later other 
oil companies objected to charging sales tax and suggested that 
these transactions should be treated as ‘Sales in the course of im­
ports’. The Sales Tax Consultant of the IOC, however, opined that 
these sales not be construed as “ sales in the course of import” 
and should be treated as local sales and sales tax recovered on 
these transactions. The other oil companies, however, argued that 
this would put them to disadvantage when compared to IOC be­
cause of the payment of sales tax and service charges. They also 
contended that according to the advice given by a leading Sales 
Tax Consultant, these transactions could be treated as ‘sales in the 
course of imports’. The suggestion of IOC for making a reference 
to a common Consultant or to refer the matter to the Commissioner 
of Sales Tax for a ruling was also not accepted by other Oil Com- 
paies, Instead, they came forward to indemnify IOC in respect of 
costs demands and expenses that IOC might incur on a future date 
before the sales tax authorities for treating the transaction in ques­
tion as ‘sales in the course of imports’. Hie IOC agreed to this pro­
posal and obtained indemnity letters from all the Companies. 'Hie 
entries in the books, regarding claim on sales tax, were reversed 
so that when the sales tax assessments were made, the sales tax 
authorities could be convinced that the eitire transaction was in­
tended to be treated ab initio as ‘sales in the course of imports’.

8.32. In case of sales effected in Eastern Branch, the Sales Tax 
authorities of West Bengal did not accept the IOC’s contention to 
treat the transaction as 'sales in the course of import*. When this 
case was pointed out by the Internal audit, the management ex­
plained that this had happened as the case was not properly pre­
sented to the Sales-Tax authorities. An appeal has been filed 
against the order of C.T.O. but the same had not been taken up for 
hearing so far.

8.33. Further, on 5th April, 1971 IOC entered into a fresh con­
tract with MA. Petrol export, Rumania and on 28th May, 1971 an

v order was placed for quantities required to be imported. A meet­
ing was held on 29th June, 1971 with the representatives of all Oil 
Companies (except Esso) when it was decided that pre-dated letter, 
dating them prior to placing of the order viz., 28th May, 1971 should
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t>e exclwmgea between IOC and other Oil Companies indicating the 
quantity 4md grade required by othei* Oil Companies and IOC con­
firming the same so that the whole transaction pertaining to this 
contract could be viewed as sales to other oil companies ‘in the 
course of import1. ;

8.34. The Committee enquired the reasons for treating the sup­
plies to otiier oil companies as ‘Sales in the coufsfc of imports’. They 
were informed that, at the outset, IOC held the view that the sup­
ply of Imported Engine Oils to other oil companies would attract 
sales tax. But, the other oil companies had argued that the entire 
import of Rumania oil was for the whole industry as decided by the 
Ministry and the sales could be brought under the ambit Of “ sales 
in the course of imptirt'. Th£y further opined that the increase in 
the contracted quantity and siibsequetit order on foreign supplier 
by IOC c<;uld well be interpreted that Sales by IOC occasioned the 
movement of goods from a foreign tountry to India. To substan-
iate their contention, they had obtained an expert opinion that 

the transaction could be brought under the purview of K G. Khosla’s 
case decided by the Supreme Court and reported in 17 STC 472 
holding that if a sale occasioned the import from a country although 
the product was delivered in India it would fall under the ‘sale in 
the course of import’ entitling for exemption from sales tax..

8.35. In addition to the opinion it was stated that the other oil 
companies also gave an undertaking to pay unconditionally the tax 
if I.O.C. were asked to pay the sales tax by th£ assessing authorities 
at any stage They also offered to bear all legal expenses, costs and 
penalties there from in case IOC . would be #quested by them to 
contest case at any stage. liad IOC not accepted this offer of In­
demnity but proceeded by declaring these transactibns as local sales 
from 1967 onwards, ultimately it would have paid by this time lakhs 
of rupees to the Sales Tax authorities (as payments are to be made 
on a quarterly basis) without any recourse to recovery frqm qther 
oil companies*, It entire amount would have boenvblooked up from 
1967 onwards. Other oil companies would not have paid but raised 
a dispute ...that IOC had unilateraljy decided to declare as local sales 
when there was a good case to treat them as “sales, in the course of 
import” and avoid tax as contended by them. This would have re­
sulted in litigation also. Further IOC was not in a position to refuse 
supplies to other oil companies as Ministry wanted us to supply. 
Under the circumstances it was considered prudent to accept the in­
demnity from the other oil companies and treat the sales as “in {he 
course of import.”

8;30. As regards the reasons for resorting to exchange of pre­
dated letters with other oil companies, the Committee were inform­



ed that IOC had serveral telecons and meetings with other Market­
ing Companies as early as in April, 1971 to ascertain! the quantity 
to be imparted on each Company’s account. Action was initiated 
to obtain the import .licence only by ihe end of May, 1971 for load­
ing of a tanker in mid June, 1971. Order on supplies was sent to-, 
wards end of May, 1971 and as the Correspondence revealed there 
was also a delay in loading of tanker. Based on the requirements of 
each company’s share, a telex was sent on’ lfttb June; 1971 to expor­
ters to prepare bill of lading for each company’s share much in ad­
vance of the loading (Jf taner). Other oil companies were advised 
about their share of product in June. 1971 much before the loading 
of tanker, Instructions were issued to have the Bill Of lading endors­
ed in favour of other oil companies before the goods crossed the cus­
toms frontiers of India. Payments were also made by the other oil 
companies on the basis of Bill of Lading quantity.

8.37. The above facts it swas stated, by IOC could satisfy the re­
quirements of sales tax law to construe th$ supply as ‘sale in the 
course of import’.

8.38. It was further stated that in view of the experience gained 
on account of imports of lubricating oils from Rumania during 
1967—71, the other oil companies and IOC felt that instead of pro­
ducing before Sales Tax Authorities copies of several letters ex­
changed, minutes etc. to prove the intentions erf both the parties to 
tre&t the transactions as ‘sales in the course of import’ as referred 
to above, they should reduce the terms also; into one order by other 
oil companies (individually) and fOC*s acceptance to supply them 
as desired by them as sales in the course of import as an additional 
precaution. Accordingly meetings were held to finalise the draft. 
It to$k some time to finalise all the letters a£ each company hati to 
discuss with their' own management and convey the acceptance of 
the drafts. While this process was going on, TOC’s negotiations with 
the suppliers simultaneously proceeded to finalise a contract and 
an order was also placed on the suppliers by IOC. By that time al­
though the draft was finalised among oil companies formal exchange 
could not take place, but was done subsequeritly. According to IOC 
had it not. done this at the appropriate time, but relied entirely on 
voluminous correspondence, the consequences would have been 
that, the sales would have been possibly disallowed r“sales in the 
course of import’’ and assessed to local tax tnvolvingi several lakhs 
of Rupees resulting in blocking up its funds as als6 interest with­
out recourse to recovery from other oil companies (as they were 
contending that these could be treated “such ita the cou’rse of im­
por t ”). Here also other oil companies gave an unconditional inde­
mnity to pay tax if demanded at any stage, together with expenses, 
costs, penalties etc.
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8.39. During the course of evidence of the Ministry, the Com­
mittee enquired whether it was proper on the part of IOC to treat 
the sales as ‘sales in the course of imports’ disregarding the advice 
"  tneir legal advfaer, to change entries in the books and to exchange 

the ante-dated letters with other oil companies. The Secretary of 
the Ministry stated as follows:—

“I personally think that the first transaction was not so seri­
ous because that was the first year of canalisation and 
canalisation itself implies that where parties are entitled 
to certain quotas, the import is being made on their be­
half and therefore to that extent, I would not probably 
castigate the IOC so much for openly changing the entries 
in the books. About disregarding the advice of the Sales 
Tax Consultant I would say that they ought to have con­
sulted their legal advisers but as they had obtained in­
demnity, the Management could have taken a decision 
disregarding the advisers’ opinion. That is within the 
powers of the management as a commercial undertaking.”

8:40. As regards exchange of pre-dated letters, the Secretary of 
the Ministry stated as follows:—

“The tanker left the Rumanian port in July, 1971, i.e. almost 
ten to eleven days after the decision was taken by the 
IOC to ante-date the letters. Now, to me it appears that 
the process of sale in the course of import was maintain­
ed by the IOC. I personally would not approve of ante­
dating of letters as I think it is not a good procedure but 
the fact that it was a sale in the course of import has been 
adequately proved to the sales-tax authorities and this 
ante-dating was an artificial and uncalled for measure."

8.41. Asked whether the matter was reported to the Ministry and 
it was approved by them, the witness stated that the internal audit 
had pointed it out but it had not come to the Minisry for approval 
or otherwise. It was also stated that—

"Apart from questioning them on the basis of internal audit 
Report, the Ministry, did not take formal cognizance of 
it. I would say, as a procedure, the Government certain­
ly regard it as serious or something that public sector 
undertaking should not have done.”

8.42. Hie Committee were also informed that the amount of sales 
tax from 1967-68 to 1970-71 during which p®»»od engine oils were
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Imported by IOC from Rumania and supplied to the other oil cottl* 
panies (excluding Esso) worked out to approximately Rs. 30 lakhs 
for Maharashtra and West Bengal.

8.43. The Conimittiie find that out of the total import of Engine oil 
worth Kb. 7.6G crores by IOC during 1967-68 to 1070-71, engine oil 
worth Rs. 4.53 crores was supplied to oil companies other than EssO 
on Outright sale basis and billed for as such after including Sales 
Tax and service charges. The oil companies however, objected tb 
charging sales tax and suggested that these should be treated as 
‘sales in course of import’ and were prepared to indemnity the iOC 
in respect of costs, demands and expenses that IOC might Incur iii 
treating the transaction as ‘sales in course of imports’. The Com­
mittee ftjgrdt to note that IOC agreed to treat the sale of the pro­
duct to these companies as ‘sale in the course of import’ even though 
the legal opinion obtained by IOC was against it» While this course 
of action is sought to be justified by the IOC on the ground that it 
had obtained Indemnity from other oil companies in respect of safes 
tax, costs and expenses, the Committee are distressed to note that 
the Corporation even after placing the order on the foreign firm oil 
28th May, 1971, restored to the exchange of pre-dated letters with 
dates earlier than the date of placing orders to prove the intentions 
of both the parties to treat the transactions as ‘sales in the course of 
imports’. The Secretary of the Ministry admitted during evidence 
that this was a serious matter and something which a public under­
taking should hot have done. Considering that the sales tax liability 
was to be borne by the other oil companies, the Committee fail to 
understand as to why the IOC should have resorted at all to ex­
change pre-dated letters with other oil companies. The proper 
course for the IOC should have been to place all the facts before the 
sales tax authorities and abide by their ruling. The Committee take 
a serious view of this action on the part of one of the premier public 
undertakings and recommend that Government should immediately 
institute an enquiry into the matter and fix responsibility.

8.44. The Committee also understand that in the case of sales 
effected In Eastern Branch, the sales tax authorities did not accept 
the IOC’s contention to treat this as 'sale in the course of imports', 
and an appeal has been filed against the order of Commercial Tax 
Officer. The Committee would like to be informed of the final out­
come of the case.
563 LS.— 12.
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C. Fabrication of Tin*

* ?

8.4S. For the fabrication of 1,70,000 numbers of 18.5 litre tins, the 
Corporation issued in April, 1966, 200 M. tons of Tin Plate to a Ann, 
against a bank guarantee of Rs. 3.4 lakhs valid upto 26th December, 
1967. Although the factory supplied only 1,05,048 tins upto April, 
1967 and did not return a quantity of 76*506 M.T. o f tin plates valued 
at Rs. 1.34 lakhs, the bank guarantee was allowed to lapse in De­
cember, 1967 Tin plates have not been returned by the fitm Jo far; 
The Management stated that it had been decided to take legal action 
against the contractor,

8.46. The Committee enquired about the reasons for not taking 
any action, to revalidate the bank guarantee. They were informed 
by I.O.C. that action was taken to suitably extend/revalidate the 
Bank guarantee beyond 26th December, 1967. The party and the 
bankers, however, went back on their commitment in bad faith and 
did not revalidate the bank guarantee as earlier committed.

8.47. As regards the reasons for the delay in tafung . action 
against the firm, the representative of IOC admitted during evi­
dence that there had been delay in tiling the suit the bank guaran­
tee having expired in December, 1967, whereas the suit was filed 
on 6th June, 1973, and stated that the delay took place because 
IOC were under the impression that they would be able to come 
to an out-of-court settlement. But it did not take place. The 
negotiations having failed, IOC had filed a suit for the recovery of 
the market value of the tin plates on the date of judgement.

8.48. The Committee find that IOC supplied 200 Tonnes of tin 
plates to a firm in April, 1966 for the fabrication of 1,70,000 tins 
against a bank guarantee which was valid upto 26th December, 
They regret to note that although the firm had supplied oi|iy 
1,05,048 tins upto April, 1967, it had not returned the quan­
tity of tin plates valued at Rs. 1.34 lakhs and the Corporation 4 — 
failed to safeguard Its interests by getting the bank guarantee re­
validated well in time before the date of expiry of the guarantee in 
December, 1967. ■ •
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8.49. The Committee also find that the Corporation took action 
to file a suit against the firm only in June, 1973, which is stilt pend­
ing. It has been stated that the Corporation decided to take legal 
action after having failed to settle the matter amicably. The Com­
mittee are distressed to note that it took the Corporation more than 
five years to take this decision. Such inordinate delays do not speak 
well of a Commercial organisation iike I.O.C. The Committee desire 
that the matter should be investigated and responsibility fixed both 
for the failure to take timely action to get the bank guarantee re­
validated before the date of its expiry as well as for the inordinate 
delay in filing a suit against the firm,

The Committee would also like to be informed of the final out* 
com® of the ca*«,

D. Loss due to downgradation of Products

8.50. A quantity of 5,000 tonnes of Aviation Gasoline (115/145) 
Imported in July, 1968 at Bombay was stored in a tank of M/s. 
Esso which was hired for want of storage facilities with the Corpo­
ration. In July, 1969, the product in the tank reached dead stock 
level and a quantity of 315.595 Kls. (including 18.760 Kls. in pipe­
line) could not be taken out. On the advice of M/s. Esso the Cor­
poration agreed to sell the above quantity in tank to them as Motor 
Spirit and to destroy the quantity in the pipeline resulting in a 
loss of Rs. 0.54 lakh and Rs. 0.19 lakh respectively, without carry­
ing out any parallel tests to coroborate the statement of M/s. Esso.

8.51. The Managing Director (Marketing Division) observed in 
August, 1971 that the branch had not handled this case properly and 
before downgrading the product it should have been tested by the 
IOC. He also desired that, if possible, responsibility should be fix­
ed in the matter.

8.52. During evidence the representative of IOC informed the 
Committee that the Government had asked IOC to maintain 
certain guaranteed minimum reserves in respect of aviation gaso­
line and if thi. n  .objected to long storage then .t went off the 
specification and could not be supplied to the A>r Force, 
tore, it wa» .old »  motor spirit. There was a technical error made



In this case. The aviation gasoline was actually not checked with 
regard to its quality before downgrading it. Therefore, the officer 
and the branch concerned had been cautioned.

8.53. The Committee were also informed that the write off pro­
posal for the loss suffered in this case was now with the Board for 
approval. Suitable remedial instructions had been issued in order 
to avoid such recurrence in future.

8.54. The Committee regret to note that the IOC agreed to sell 
Imported aviation gasoline to M/s. ESSO as Motor Spirti without 
carrying out any tests on their own as to whether the product had 
actually gone off the specifications resulting in a loss of Rs. 73,000 
to the Corporation. The Committee have been informed that the 
officer and the branch concerned had been cautioned for this error.

8.55. The Committee are also surprised to find that although 
the sale had been made in July, 1969, the approval of the Board 
for writing off the loss has not been obtained so far. There were 
other cases also where sanction of the competent authority for writ­
ing off similar losses was taken after a long time. The Committee 
would like to be informed of the reasons for the inordinate delay 
in placing the matter before the Board.

8.56. The Committee note that there were also other cases 
where aviation gasoline had to be down-graded because of long 
storage resulting in a loss of Rs. 7.06 lakhs. The Committee recom­
mend that these cases should be investigated and the Committee 
informed of the outcome. The Corporation should take steps to 
fix suitable period/norms for storage of aviation gasoline and also 
for periodical inspection of the products with a view to ensuring 
that1 aviation gasoline etc., do not go off specifications during storage.

E. Loss due to Incorrect Gauging

8.57. On 17th April, 1970, a consignment of H.S.D. was receiv­
ed at the Corporation’s installation at Kandla through the tanker 
of a private oil Company. The product was to be shared by the 
Corporation with two other private oil companies. 6261.640 M. tons 
of the product was discharged into the Corporation’s tanks; dip 
measurements were also completed and necessary out turn certifi­
cates were issued. When the tank was decanted on 27th April, 
1970 to make room for SKO, a shortage of 97.91927 Kls. (at 15 de­
gree C) valued at Rs. 0.62 lakh was discovered which was reported 
to be due to incorrect recording of gauging and dip measurements

152
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by the officials of the Corporation jointly with the representative 
of the private oil company. The private oil company with whom 
the matter was taken up in June, 1970 refused to entertain any 
claim on the ground that the dip measurements jointly taken were 
final.

8.58. The Committee were informed that comprehensive instruc­
tions had been issued to all concerned on 29th May, 1970 to pre­
vent instances of this nature in future. The concerned officer had 
also been warned on 9th June, 1972 to be careful in future.

■ 8w59. The Committee regret to note that the Corporation suf­
fered a loss of Rs. 0.62 lakhs due to alleged incorrect gauging and 
dip measurements by the officials of the Corporation of the HSD 
received at one of the installations of the IOC on 17th April, 1970.

8.60. It is surprising that it took the Corporation more than 
two years to fix the responsibility in this case and it was only on

< the 0th June, 1072 that the officer was warned to be careful in future. 
'The Committee wotdd urge that the action against the delinquent 
officials should be prompt and adequate so as to act as a deterrent 
to ethers.

F. Excess payment of Railway Freight at Panki (Kanpur) 
Pipeline Installation

8.61. Since the commissioning of the pipeline installation at 
Panki (Kanpur) in July, 1967 railway freight on all the tank 
wagons loaded from the installation was being paid on the assumed 
carrying capacity instead of the actual carrying capacity of the in­
dividual tank wagon which in many cases was found to be lower. 
In July, 1971, this mistake was noticed and since then railway freight 
is being paid on the actual carrying capacity of the tank wagons. 
Claims for refund of excess railway freight paid during the period 
from July, 1967 to December, 1970 amounting to Rs. 16.03 lakhs 
lodged were rejected by the railways as these were not preferred 
within the prescribed period of six months and the matter has been 
taken up by the Corporation with the Railway Board in October, 
1972. Out of the claims for Rs. 2.91 lakhs representing the excess 
railway freight paid for the period January, 1971 to July, 1971 a 
sum of Rs. 0.37 lakhs had since been received from the Railways 
till March, 1973.

. 8.62. The Committee were informed by IOC that the case was
investigated and it was found that the payment was made due to 
an oversight. The claim was being actively pursued with the Chief
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Commercial Superintendent, Northern Railways as well as the 
Railway Board and in this connection the Chairman, IOC wrote 
to the Chairman, Railway Board, followed by a reminder on 
28-9-1973, to review the case on merits and not to take shelter on 
technical grounds. It was also stated that the claim for January 
to July, 1971 had been accepted by the Railways in principle and 
payments were being gradually received.

8.63. The Committee find that the IOC made payment to the
Railways' for railway freight on all tank wagons loaded from the 
pipeline installations at Panki (Kanpur) on the assumed carrying 
capacity of the individual tank wagons instead of the actual carry­
ing capacity which in many cases was found to be lower. Consi­
dering the fact that the payment was continued to be made for 
four years right from July, 1967 to July, 1971, resulting in excess 
payment of Rs. 16.03 lakhs upto December, 1970, the Committee 
are unable to agree with the view of the Corporation that 'die 
payment was made due to an oversight. The Committee desire 
that the matter should he further probed into with a view to fix­
ing responsibility for the negligence on the part of the officials 
concerned. The Committee would also like to be informed of the 
refund of the balance claims amounting to Rs. 2.25 lakhs pertaining 
to the period from January, 1971 to July, 1971, but not realised upto 
March, 1973. ,

G. Claims for Refund of Excise Duty
8.64. Compounded lubricating oils and greases were brought 

under central excise tariff by Government with effect from 29th 
May, 1971 and the rate of duty was fixed at 20 per cent ad valorem. 
Provision was also made for set off of excise/countervailing duty 
paid on lubricating oils and greases used in the manufacture of com­
pounded lubricating oils and greases.

8.65. The Easern and Southern Branches of the Coporatlon, 
however, continued to pay 20 per cent ad valorem duty on com­
pounded lubricating oils and greases manufactured in the Indian 
Oil Blending Ltd., plant at Calcutta and Corporation’s Lube Plant 

at Madras during the period June, 1971 to September, 1971 with­
out simultaneously obtaining set off of excise/countervailing duty 
paid on lubricating oils and greases used therein.

8.66. The Management have stated (November, 1972) that the 
set off of excise duty could not be claimed concurrently at the ini­
tial stage of the imposition of the new levy due to difficulties in 
furnishing basic data and proof of payment of excise duty/counter­
vailing duty on the lubricating oils and greases to the Central Ex­
cise authorities.
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§.87. Claims for the refund of excise duty amounting to Rs. 20.0$ 
lakhs w^re preferred during September, 1971 to March, 1972, and are 
still pending with the Central Excise authorities (June, 1973).

8.68. According to Audit it was noticed that the formalities con­
nected with obtaining of simultaneous see off of excise /countervail­
ing duty were completed by the Western Branch of the Coihpany 
within three weeks as against three months taken by the Eastern 
Branch.

8.69i As regards the reasons for the delay, the Committee were 
informed that more than one grade of lubricating oil was manu* 
factured daily. The Base oil for manufacture was released from 
more than one tank. A particular base oil was also utilised for 
more than one grade of lubricating oil. During the period under 
review, payment of duty on the base oil was done by preparing 
one out-turn for each tanker for day’s release. As a result, the 
total duty paid on base oil for a particular day had to be allocated 
for more than one grade of lubricating oil manufactured on that 
day. To avail the set off procedure, it was essential to have had 
the particulars of duty paid on various base oil individually for each 
grade of lubricating oil manufactured.

8.70. The duty paid on base oil obtained for manufacture of 
lubricating oil was for the total quantity manufactured on that par­
ticular day whereas the despatches would be made piece-meal ac­
cording to the indent received from the customers for their require­
ments for each one of the Depot and Installations and since the 
set off of duty had to be availed individually in every gate-pass, 
IOC would have to work out the duty element involved for each 
and every delivery grade-wise and all the necessary particulars viz., 
amount of duty, out-turn number under which the duty was paid, 
date of payment of duty, debit entry number for profit and loss 
account under which the duty was originally debited. All the 
information was to be furnished in the excise gate-pass to avail set 
off of. duty. Since this was not a practical method and would have 
resulted in the stoppage of day to day despatches, this was not fol­
lowed. However, in respect of Mobil grades, IOC was not in a posi­
tion to know the formula involved and hence it was not possible 
for it to work out the set off of duty in respect of duty paid on the 
base oils of Mobil Grades.

8.71. The Committee were also informed that out of the claims 
for refund of excise duty, amounting to Rs. 26.08 lakhs, Rs. 14.95 
lakhs had so far been collected. Vigorous follow up was being 
maintained for the recovery of the balance amount.



8.72. it was admitted that there was a delay in the Southern arid 
Eastern Branches in completing the formalities connected with ob­
taining simultaneous set off of excise/countervailing duty. The 
reasons for this were as follows i—

‘‘A decision of the Government of India for availing the prd- 
forma credit system under rule 56(a) was issued oh
16-7-1971 vide their notification No. 138/71. Under thi» 
procedure, in order to claim set-off of duty paid on bttsfe 
stock used in the manufacture of a particular grade, it 
became essential every day to prorate the duties paidori 
the base stock used for the manufacture of finished lubii; 
eants: In other words, before releasing the finished pro­
ducts, duty paid on the base stock used for the manu­
facture of the finished lubricants had to be set 
off from the duty payable on the finished products. This 
was not the practicable method and would have re­
sulted in delay of day to day despatches. In respect of 
MOBIL Grade, this information was neither available at 
the Lube Plant, Calcutta nor at the Lube Plant, Madras, 
whereas in the calculations that were done at Bombay 
such information was readily available at Bombay. There­
fore, Southern Branch approached the excise authorities 
to permit the bonded manufacture and pay full duty on 
finished lubricants without having to await the set off pro­
cedure. In the case of Eastern Branch, necessary parti­
culars were obtained from the IOBL Plant at Bombay to
enable the Branch raise the claim on the Excise Authori­
ties for the set off duty paid on the case stock.”

8.73. It is also stated that the difficulties faced by the Branches:
vere within the knowledge of the Head Office. Necessary assis­
tance in this regard was given to the Branches. The Chief Pro­
ducts Exchange Officer, H.O. visited Calcutta in the second week 
of June, 1971 to finalise with IOBL Calcutta the procedure of claim­
ing concurrence set off from the Excise authorities in respect of 
compounded lubricants blended from Duty paid base oils, while: 
he also informed IOBL plant at Calcutta to furnish the necessary
data for claiming concurrence set off. In the month of July, 1971,
IOBL expressed difficulty in furnishing the data and besides assis­
tance of the CPEO, two officers of the Eastern Branch were asked 
to visit Bombay to acquaint themselves with the procedure of set­
off claims followed by the Western Branch and on their return 
from Bombay forwarded the procedure followed at Bombay to the 
Central Excise authorities. The delay was, therefore, due to in­
herent difficulties in implementing the new procedure and the time-
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lag was necessary to familiarise the staff of IOC to get acquainted 
with the new procedure.

8.74. The Committee find that compounded lubricating oil and 
greases are subject to 20 per cent ad valorem excise duty from 
29th May, 1971. Provision also exists for set-off of excise/counter­
vailing duty paid on lubricating oils and greases used in the manu­
facture of compounded lubricating oils and greases. The Eastern 
and Southern Branches of the Corporation paid 20 per cent ad 
valorem duty on compounded lubricating oils and greases manu­
factured at the Corporation's Blending Plants at Calcutta and 
Madras during June to September, 1971 but failed to obtain simul­
taneously set off of excise/countervailing duty paid on lubricating 
oil and greases used in the manufacture of Compounded fabricating 
oil and greases. As a result, the claims for refund of excise duty 
amounting to Rs. 11.13 lakhs were still pending with the Central 
Excise Authorities.

8.75. The Committee recommend that the Corporation should 
devise a suitable method and maintain proper records so that allo­
cation of duty on lubricating oils and greases could be readily avail­
able to avail of set off duty. The Committee would also like that 
vigorous follow-up action should be taken for the realisation of the 
balance of Rs. 11.13 lakhs on account of refund of excise duty.

. H. Purchase of Depot at1 Karad

8.75. A proposal was put up in November, 1967 by the IOC for 
the purchase of a Caltex Depot at Karad. It was pointed out that 
in the absence of an IOC Depot at Karad, IOC were supplying pet­
roleum products to various locations in the Karad supply area ex̂ - 
Bombay and Poona by road, thereby incurring heavy under-re­
coveries.

8.77. While considering the purchase of the Caltex Depot, it was 
expected that IOC would be able to send products from Poona to 
Karad by tank-wagons and thereby save the bridging expenses.

8.78. The depot was purchase at a cost of Rs. 25,000 in 1968 at a 
rental of Rs. 400 per month. The Committee were informed by IOC 
that contrary to the expectations of IOC there was an acute shortage 
of MG tank-wagons at Poona. Under these circumstances, the best 
transport economis was to the available tank-wagon fleet-ex- 
Poona to meet the needs of far off locations such as Belgaum, Hubli 
and Ghataprabha and road bridge to nearer locations such as Karad. 
Hence, the expected savings on bridging expenses did not result and 
the objective of purchasing the Karad Depot from Caltex did not 
materialise. The Depot was closed in June, 1973.
563 LS—13.
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8.79. It was also noticed that while reviewing this matter in 

June, 1971 the internal audit proposed an examination of all pro­
posals made during the last two or three years for the purchase of 
Depots etc. at various stations to find out whether the conditions 
under which the sanction for purchase of depots was accorded have 
been fulfilled or not. However, no such review has been made.

8.80. The Committee regret to note that the IOC purchased Calr 
tex Depot at Karad at a cost of Rs. 25,000 in 1968 to save bridging 
expenses. However, due to acute shortage of MG tank-wagons the 
expected savings of bridging expenses did not materialise and the 
objectives of purchasing the depot did not materialise. The depot 
was ultimately closed in June, 1973. The Committee feel that had 
a proper assessment been made about the availability of tank- 
wagons before the purchase of the depot, the expenditure incurred 
on the setting up of the depot could be avoided.

8.81. The Committee also find that the Internal Audit proposed as 
early as June, 1971 an examination of all proposals made during the 
previous two or three years for the purchase of Depot etc. at various 
stations to find out whether the conditions under which the sanc­
tion for the purchase of the depots was accorded have been fulfilled 
or not.

The Committee desire that a review of all the depot purchased 
during the last five years should be undertaken soon and decision 
taken regarding their continuance or otherwise as a result of such 
review.

I. Agreement with M/s. Bobil U.S.A.
8.82. By virtue of an agreement between the company and M/s. 

Mobil of U.S.A. a company known as the Indian Oil Blending Ltd. 
(IOBL) was formed in March, 1963 for the purpose of constructing, 
owning and operating a plant for the blending of premium oil base 
stocks to produce premium oil products and to manufacture greases.

8.83. The paid up capital of Rs. 40 lakhs of the Indian Oil Blend­
ing Ltd. has been contributed equally by the Company and M/s. 
Mobil.

8.84. The agreement with M/s. Mobil provides for payment 
of royalty (for use of MOBIL Trade Mark in India) by the Company 
at the rate of 2 cents per US gallon on premium oil products. A 
sum of Rs. 158.51 lakhs has been paid on account of royalty for 
the period 1966-67 to 1971-72. In addition, in respect of premium 
products blended at its own plant at Madras, the Company also 
paid a sum of Rs. 8.92 lakhs as royalty during 1971-72.
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8.85. Under the arrangements between the Company and IOBL, 
the Company imports base stocks and additives (in addition to in­
digenous base stock) which are blended in the latter’s plants at 
Bombay and Calcutta which commenced production in August, 1964 
and September, 1964 respectively. In consideration thereof the 
Company pays a blending fee (apart from royalty) which was ini­
tially fixed at 5 cents per U.S. gallon on premium grade lubricants 
and 2 cents per US gallon on no-premium grade lubricants respec­
tively and 60 cents and 25 cents per pound for premium and no­
premium greases. After the devaluation of rupee (June, 1966) 
blending fees payable by the Company were enhanced by 57.5 per 
cent.

8.86. In February, 1967 the Company asked for reduction in rates 
of blending fees on premium and non-premium products on the 
plea that a return of 18 per cent before taxation should be regarded 
as a very good margin of profit in a successful industry in Indian 
conditions as against a return of about 75 per cent expected to be 
realised by IOBL from 1966-67 onwards. Rates of blending fees 
suggested by the Company and those actually agreed to by IOBL 
are shown below:—

(In cents)

Rate
suggseted

by
Company

from
1-4-1967

Rate
accepted 
by IOBL 

from 
1-4-1968

Rate
suggested
Company

from
1-4-1970

Rate 
accepted 
by IOBL 

from 
1-4-1970

Premium grade lubricants (rate per U.S.
g a l l o n ) ...............................................3-00

Non-premium grade lubricants (rate per 
U.S. g a l l o n ) ..................................... 1 50

3 * 5 N.A. 3 00

i -75 N.A. 125
(Bulk)

- , 1'74(Packed)

8.87. To an enquiry whether any attempt was made to have the 
blended fee stipulated in Indian currency, it was stated that no 
attempt was made to have the fee stipulated in Indian currency. 
The blending fee was again revised with effect from 1-4-1972. Th*
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fee applicable from the beginning till the last revision on 1*4-1972 
is given in the statement below:—

Blending fee 
prior to 
1-4-68

Blending fee 
from 1-4-1968 

to 31-3-70

Blending fee 
from 1-4-70

Blending fee 
from 1-4-72

Cents/AG Rs. Cents/AG Rs. Cents/AG Rs. Cents/AG Rs.

i. Premium 
Grade
Lubricants 50 0 10000 3 2 5  6500 3 00 60 00 2 - 50 48 08

2. Non-premium 
grade 
lubricants
(Packed) , 2 00 40* 00 i -75 35*oo i*75 35-00 1*75 33*65

3. Non-Premium 
Grade 
Lubricants 
(Bulk) . 2 00 40-00 i -75 35*00 1 2 5  2 50 0 1 2 5  2 4 0 4

n*‘ The following table indicates the profit earned by IO B L  from 1966-67 to 1972-73:

(Rs. in lakhs)

1966-67 1967-68 1968-69 1969-70 1970-71 1971-72 1972-73

Profit before tax . 2293 27-82 2883 27*20 27-48 43-74 21-72

Deficit o f earlier years 
carried forward . . 34* 10 ii-17 —

Balance available . . — 16-65 28-83 27-20 27-48 4 3 7 4  21-72

Per cent of profit before 
tax on capital invested — 40*20 72-00 67-90 68•70 *09-35 55

Profit in excess of 18 per cent 
(before tax) on capital — 9*45 21-63 20-00 20-28 36-54 —

8.88. It would be seen that even after the reduction of blending 
fees, the return on capital employed has been increasing from year 
after year, till 1971-72.

8.89. As regards excessive profits made by IOBL the Corpora­
tion stated that these had been ploughed back and would not benefit 
MOBIL who on termination of arrangements in July, 1974 would 
be entitled only to repatriate the share capital.

8.90. The Committee note that under the arrangements between 
the Corporation and IOBL the Corporation gets its base stocks and 
additives blended in the IOBL plants in consideration of which the
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Corporation was to pay a blending fee at 5 cents for premium grade 
lubricants and 2 cents for non-premium grade lubricants, 60 cents 
and 25 cents per pound for premium and non-premium greases. The 
Committee note that on account of devaluation, the blending fees 
were enhanced by 57.5 per cent.

8.91. The Committee fail to understand as to why the Corpora­
tion should not have stipulated the blending fees in Indian cur­
rency in the agreement with IOBL which is an Indian Company 
and why no attempt was made in this regard either initially or even 
at the time of the revision of the fees later. The failure to fix the 
fees in Indian currency has given an unintended benefit to IOBL.

8.92. The Committee recommend that the Corporation should 
see that such commitments in foreign currencies with Indian firms 
are avoided in future.

8.93. The Committee recommend that Government should issue 
suitable directions in the matter to all the public undertakings so 
that the commitments of this nature are settled in Indian rupees and 
not in foreign currency, particularly, when the companies with 
whom contracts are entered into are companies incorporated in 
India.



IX

ORGANISATIONAL STRUCTURE AND FINANCIAL CONTROL
A. Powers of Chairman/Managing: Director ,

‘ 9.1. The overall control of the affairs of the Company rests with
the Board of Directors which inter alia comprises of a full-time 
Chairman, a Finance Director and a Managing Director separately 
for the Refineries Division (including Pipelines Section) and- the 
Marketing Division.

9.2. The overall co-ordination of the Refineries and Marketing 
Divisions is done by the Chairman whose office is located at Delhi 
The Finance Director, also stationed at Delhi, functions as the Staff 
Officer of the Boaixi of Directors and the Chairman in the matter 
of financial advice. Each of the Managing Directors it, however, 
assisted by a Financial Controller.

9.3. The Board of Directors have delegated administrative and 
financial powers to the two Managing Directors for the day-to-day 
functioning of the two Divisions. Except in four specified matters 
viz. (i) imports of products, (ii) purchase of additives from M/s. 
Lubrizol India Ltd., (iii) purchase of steel through import or indi­
genous source, and (iv) disposal of contaminated off-spedfication 
product, the Managing Director of the Marketing Division can exer­
cise his powers with the concurrence of the Financial Controller 
but without obtaining approval of the Finance Director or the 
Chairman. He can, however, over-rule the Financial controller, for 
reasons to be recorded subject to a report being made to the Board 
of Directors at their next meeting. The Chairman was directly res­
ponsible for administering the R&D activities of the Corporation 
including the functions of the R&D centre being set up at Faridabad.

9.4. While appointing the present Chairman in September, 1971, 
Government indicated that he would control the work of the Sec­
retary of the Corporation, prepare overall developmental, opera­
tional and economic plans, co-ordinate the work of the Divisions, 
allocate funds to the Divisions in consultation with the Finance 
Director and with the approval of the Board and discharge any 
other duty or responsibility which might be entrusted to him by 
the Board These were also the powers exercised by his predeces­
sor. Although the Government letter also envisaged by delegation

162
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oi further powers to the Chairman by the Board of Directors as 
may be considered necessary, no additional powers have been dele­
gated to the Chairman by the Board of Directors so far.

9.5. The Management informed Audit in June, 1973 that “a sub­
committee of the Board has recently been formed with a view to 
further streamline the powers exercised by the Managing Direo 
tors and the intention is that, thereafter, the powers to be exercised 
by the Chairman will be reviewed.”

9.6. The Ministry of Finance, Bureau of Public Enterprises, com­
municated in October, 1972 Government’s decision that for large 
multi-unit enterprises and large trading organisations the typical 
structure of the Board of Directors could be a full-time Chairman- 
cum-Managing Director assisted by at least two functional Directors 
(one of whom would, be in charge of Finance) and part-time Direc­
tors. The present composition of the Board of Directors of the 
Company is not inconformity with the above decision of the Governs 
ment.

9.7. During evidence, the Committee enquired about the reasons 
for the Board of Directors of I.O.C. being not in conformity with 
the decision of Government of October, 1972. The representative 
of the Ministry explained as follows:

“The Corporation was formed by the amalgamation of two 
companies—the Indian Refineries Limited and the Indian 
Oil Company Ltd. (one was the refinery company and the 
other was the marketing company). The arrangement 
made was that there would be a Chairman to perform 
the functions and coordination of the two wings. These 
two wings would continue as semi-autonomous wings 
under Managing Directors with their own financial cont­
rollers. Later on one Financial Director was appointed 
and he was given certain functions. The functions of the 
two divisions are quite different-one is a production func­
tion and the other is a marketing function and a large 
amount of autonomy is necessary for the efficient perform­
ance of these functions. The Chairman’s office works only 
as a co-ordinator” .

9.8. As regards the question of having a Chairman-cum-Manag- 
ing Director I.O.C., the Secretary of the Ministry stated as follows:

"My own view is that this policy would not work for IOC 
because their sales turnover is very large. It is one of the 
world’s largest companies according to the list that is
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published by the magazine ‘Fortune’. A large measure 
of delegation is necessary to the two Managing Directors. 
Even in the Fifth Plan, the IOC refinery Division has a 
very big programme.”

9.9. The Committee also enquired as to why additional powers 
were not delegated to the Chairman. They were informed by the 
representative of the Ministry that “in September, 1971, Govern­
ment had envisaged the delegation of further powers to the Chair­
man by the Board of Directors. The Board of Directors have, how­
ever, not used this enabling opportunity that was given by the Gov­
ernment and has not yet determined what powers the Chairman 
should additionally enjoy. We have not intervened in the matter.”

9.10. Asked whether under the present set up, the past of Chair­
man was really useful, the Secretary stated:—

“It depends upon the incumbent, his leadership quality and 
how he is able to coordinate the functioning of the two 
wingsi; it will also depend, r think, on imaginative pro­
posal by this sub-committee that has been appointed. If 
this sub-committee goes into this matter with delibera­
tion and imagination, it should be able to work out a 
system whereby a Chairman does become an important 
functionary of the two wings in seeing that they do per­
form their functions satisfactorily.”

9.11. The Committee find that at present the Chairman of the 
Corporation does not have any powers over and above those enjoy­
ed by the Managing Directors of the two Divisions. Although the 
Government letter appointing the last Chairman as early as Sep­
tember, 1971 envisaged delegation of further powers to the Chair­
man by the Board of Directors, it is only in June, 1973 that a sub­
committee of the Board has been constituted to streamline the 
powers exercised by the Managing Directors and thereafter the 
powers of the Chairman will be reviewed.

9.12. The Committee desire that the sub-Committee should fina­
lise its deliberations without further delay so that the Board may 
take a decision about delegation of any additional powers to the 
Chairman/Managing Directors that may be necessary in the interest 
of the effective functioning of the two wings of the Corporation.

B. Powers of Finance Director

9.13. While appointing the first whole-time Finance Director in 
September, 1968, Government order stipulated that he would be



165

responsible for coordinating financial and accounting work of all 
divisions, prescribing the financial and accounting procedure to be 
followed in the Corporation, co-ordinating and placing before the 
Board annual accounts, budgets, etc., and for being in direct charge 
of the internal audit organisation of the Corporation. It was al9o 
laid down that the Finance Director would advise the Chairman 
about the distribution o f ;available jpesources between the two Divi­
sions and would work in close consultation With the Chair­
man and the two Managing Directors. On a reference by the Chair­
man in April, 1971 Government clarified in October, 1971 that as 
each division of the Corporation had its own Managing Director 
and a Financial Controller or Adviser it would not be feasible for 
the Finance Director personally to be associated on all financial 
matters, nor was this intended to be.

9.14. The Committee enquired whether the Ministry was satis­
fied with the present arrangement. They were informed that duties 
and powers of the Finance Director had been specified in the Minis­
try’s O.M. of October, 1971. Clarification had now been sought by 
T.O.C. from the Ministry about the control and powers which 
Finance Director should exercise over the Financial Controllers of 
the two divisions, which < was now under consideration in consulta­
tion with the Ministry of Finance. According to the Ministry it was 
neither feasible nor desirable for the Finance Director to'consider 
all matters connected with the day-to-day financial working of the 
two divisions who have already high-level Financial Controllers to 
assist them. In any case, all matters referred to the Chairman, 
having a financial bearing, and cases where the Financial Controllers 
did not concur with the Managing Director were routed to the 
Chairman through the Finance Director. The only point for clari­
fication was if all matters going to the Board should have the prior 
clearance of Finance Director, or else the Finance Directors should 
have his say during the Board meetings.

9.15. During the course of oral evidence of the Ministry of Pet­
roleum and Chemicals in connection with the examination of I.O.C. 
(Refineries Division), the Secretary of the Ministry, however, stated 
as follows:—

“ The practice in the Board as far as we are aware is that not 
all proposals concerning financial matters coming to the 
Board have the prior approval, concurrence or comments 
of the Finance Director. Personally, I think that if there 
Is a Finance Director he ought to be able to at least add 
Ms comments before the papers are circulated.”

563 L&-14.
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9.16. The Committee note that each Division of the Corporation 
has its own Financial Controller to assist the Managing Director on 
all matters having financial bearing. In addition, the Corporation 
has a Finance Director who functions as the Staff Officer of the 
Board of Directors and the Chairman in the matter of financial 
advice. The Committee are informed that all matters referred to 
Chairman having a financial bearing and cases where the Financial 
Controllers do not concur with the Managing Director are routed to 
the Chairman through the Financial Director. However, as admit­
ted by the Secretary of the Ministry during evidence, not all propo­
sals concerning financial matters coming to the Board, have the prior 
comments of the Finance Director. The Committee recommend that 
the procedure should be such that proposals concerning financial 
matters coming before the Board invariably include the comments, 
if any, of the Finance Director so that the Board have a clear idea 
of the financial implications of the proposals while considering 
them.

9.17. The Committee also understand that the issue regarding
the control and powers, which Finance Director should exercise 
over the Financial Controllers of the two divisions, is under consi­
deration of the Ministry of Petroleum and Chemicals in consultation 
with the Ministry of Finance. The Committee recommend that an 
early decision would be taken in the matter and reported to the 
Committee. ■ ,



10.1. The Indian Oil Corporation Limited, formed on the 1st 
September, 1964 by amalgamating the Indian Refineries Limited 
with the Indian Oil Company Ltd., has two main Divisions known 
as the Refineries and Pipelines Division and the Marketing Divi­
sion. The Marketing Division of the I.O.C., formerly known as the 
Indian Oil Company Ltd., was formed with the main objective of 
ensuring within the shortest possible time the supply of all petro­
leum product requirements of all Government Organisations (Cen­
tral and State) all over the country, to build up storage and other 
facilities for an ultimate handling of at least half of the import trade 
of deficit petroleum products and to build up additional distribution 
facilities (including retail outlets) as may be warranted by the 
growing demand for petroleum products.

10.2. During the course of examination of the working of the 
Undertaking the Committee find that:

(i) The Corporation’s share in the total internal sales has 
been gradually increasing and it has achieved a market 
participation of 64.6 per cent in 1973 in major Petroleum 
Products.

(ii) The Corporation has, by and large, achieved the objective 
of supplying petroleum product requirements of all Gov­
ernment Organisations throughout the country. The 
Corporation’s share in the total sales to Government 
Organisations by all the oil companies was on an average 
about 97 per cent during the last three years.

' (iii) The Corporation has also been able to achieve the objec­
tive of handling at least half of the irtiport trade of deficit 
petroleum products. In fact, the I.O.C. is handling the 

' entire import trade except the import of certain proprie­
tory brands of highly specialised finished lubricants for 
aviation and marine industries.

(iv) The total number of retail outlets of LO.C. has increased 
from 1212 as on 31-3-1967 to 3311 as on 31-3-1973,

X
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tv; At tne ena of June, 1973, the Corporation offered 583 loca­
tions for dealership/distributorship for rehabilitation of 
defence personnel, nomination* were received in 533 
cases and the Corporation made allotments in 443 cases 
out of which dealership/distributorship were commission­
ed in 128 cas$s.

(vi) The total sales of petroleum products increased from 81 
lakhs kilo litres in 1968-69 to 1M lakhs kilo litres in 1972­
73. .

(Vii) Bridging expenses of the Corporation {ije. difference 
between the actual expenditure incurred in the transpor­
tation of petroleum products to up-country pohtts by rail 
and/or road and the freight recoverable by the most eco­
nomical route) came down from Rs. 116 lakhs in 1968-69 
to Rs. 44 lakhs in 197̂ -78*.

(viii) The turrv-over of the Marketing Division increased from 
Rs. 526 crores as on 31-3-1969 to Rs. 997 crores as on 31st 
March, 1973 representing an increase of about 89 per cent 
over that of 1968-69.

(ix) The total book debts outstanding against DGS&D, Semi­
Government Parties and Private Parties caatie down from 
R& 31.99 crores as on 31-3-1969 to Rs. 27.59 crores as on 
31-3-1973. The outstandings expressed as number of days’ 
sales correspondingly, decreased from 22 days’ Bfdes as on 
31-3-1969,to 10 days’ sales as on 31-3r1973.

(x) As seen from thp working results of the Marketing Divi­
sion, based on annual accounts of the Corporation, the 

. net .profits increased from R̂ . 13-13 crores in. 4.9^8-69 to 
Rs. 33.42 orores in 1972-73. .

. ' 1 * > r . , . . • i
10,3. (a) The Committee, however, find that although the Cor­

poration has been able to achieve the objective of handling at least 
half of the import trade of deficit petroleum products, the Corpora­
tion’s market participation in the more profitable products like 
Motor Spirit and H.S.D. was less than that in other less profitable 
products. This affected the profitability of the Corporation and the 
aggregate profit margins available to the Corporation on the sale of 
major petroleum products has not kept pace with tlr market par­
ticipation.
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id) la  spite of the increase in the number of retail outlets trom 
1967 to 1973 the Corporation has not been able to achieve the objec­
tive of building up of additional storage and distribution 
(including retail outlets) to match the growing of petro­
leum products and the product availability from the public sector 
refineries. On account of non-development of adequate retail out­
lets particularly in high consumption areas in A&B class cities, the 
Corporation’s share in the total retail sale of motor spirit was only 
19.4 per cent in 1972.

<c) Because of non-availability of adequate retail outlets, the 
Corporation had also to sell substantial portion of its products thr- 
through other oil companies under the product exchange arrange­
ments thus yielding a profit margin to the extent of about Rs. 12 
crores during 1966-67 to 1972-73 to other oil companies. In addition, 
the Corporation had to enter into agreements for sale of lubricants 
to other oil companies thus foregoing profit margin thereon. It also 
sold lubricants of high viscosity index to other oil companies in ex­
cess of theiT share surrendering larger profit margin thereon to them 
and sustaining losses on its own sale of greater share of products of 
low viscosity index.

(d) The product exchange arrangements entered into by the
I.O.C. with other oil companies wa6 an inequitable one. Not only 
the Corporation was not entitled to recover any profit margin on 
the products treated as outright sale under these arrangements, the 
Corporation also suffered a loss of Rs. 4.43 crores during 1966-67 to
1971-72 on account of non-recovery of Main Installation Charges from 
other oil companies. Further, as a result of the practice of not 
obtaining the ■deposits towards cost and other elements in respect of 
products treated as outright sale the other oil companies have all 
along been enjoying an unintended credit facility of about Rs. 91 
lakhs on an average. Although the Committee on Public Under­
takings had recommended as early as March, 1967 that these arran­
gements should he revised forthwith, the negotiations with other 
oil companies, in this regard have not yet been finalised.

(e) The pricing of both crude and petroleum products in India 
was baaed on import parity. However, various surcharges have 
been levied on petroleum products to compensate the oil companies 
for specific under-recoveries. The oil companies treated these 
amounts as part o ftb e  overall funds except in the case of Freight 
Surcharge Pool There was no regular auditing of the •'"counts
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either by the C&AG or any other auditor appointed by oovemmenx. 
It is only now (September, 1973) that the Ministryhas appointed an 
inter-ministerial Committee to examine inter-alia the legal position 
of these large funds, to frame guidelines for the maintenance of ac- 
oounts, to recommend the methods/mechinism of control to be exer­
cised by the Ministry and to consider the feasibility of bringing all 
these accounts under Consolidated Fund of India.

(f) Though there has been an increase in the sale of Liquified 
Petroleum Gas (Indane) by I.O.C. from 8,700 M. tonnes in 1966*69 
to 79,000 M. tonnes in 1972-73, the sales fell short of the targets fixed 
by the Corporation during these years. One of the reasons for low 
sales has been shortage of cylinders. Besides, shortfall in indigenous 
production of the required type of steel for the manufacture of 
cylinders, there was inordinate delay on the part of I.O.C./Govem- 
ment in arranging the import of steel to meet the shortage. The Cor­
poration should plan their requirements of L.P.G. Steel well in 
advance and take steps to procure the cylinders in time so that the 
paucity of cylinders does not depress production/marketing of 
L.P.G for which there is widespread public demand.

(h) The working results of the Marketing Division as per the 
annual accounts indicate an increase in profits from Rs. 13.13 crores 
in 1968-69 to Rs. 33.42 crores in 1972-73. This is, however, not a 
true index of the efficiency of the working of the Marketing Divi­
sion of the Corporation as in the absence of variance analysis, it is 
difficult to assess the impact of changes in various factors like sales 
volume, product-mix, pricing marketing margins, etc. on the profits 
of the Marketing Division.

(i) Although the total amount of outstandings have come down 
irom Rs. 31.99 crores as on 31-3-1969 to Rs. 27.59 crores as on 31st 
March, 1973, there were heavy outstandings against private parties 
and these had gone up from Rs. 7.50 crores to 10.41 crores during 
this period. Out of this, in amount of Rs. 1.20 crores was considered 
doubtful of recovery. There were several cases where the Corpo­
ration failed to make proper enquiries into the credit worthiness of 
the customers before granting them credit facilities. Further, cre­
dit facilities were continued to be given to the customers even where 
they failed to make payment as per the terms of the credit facilities 
laid down by I.O.C. The result has been that the Corporation had
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to resort to legal proceedings for realisation of dues which means 
heavy expenditure on litigation.

The Committee appreciate the vision with which the Indian Oil 
Corporation was set up in 1964 and have no doubt that Government/ 
Corporation would do their best to see that at the present juncture 
of our development when oil is becoming scarce all over the world, 
the resources are so husbanded and distributed as to serve best the 
national interest.

SUBHADRA JOSHI 
Chairman, Committee on Public Undertakings.

N e w  D e lh i;
April 19, 1974.
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APPENDIX III

(Referred to in para 5.45)
No. IS-28011/4/73-PPD 
GovnMUEMT or India 

(Bharat Sarkar)
MINISTRY OF PETROLEUM AND CHEMICALS 

(Petroleum Aur Rasayan Mantralaya)
New Delhi, the 4th September, 1974

OFFICE MEMORANDUM

Subject.—Working of various pool accounts (like C&FA/C on<f
F.S.P. A/C.) presently in operation in respect of petro­
leum products.

The undersigned is directed to say that it has been decided thaf 
the existing Pool Accounts of oil companies like C & F .  Adjust­
ment Account, Freight Surcharge Pool Account etc. (list attached) 
which are maintained Uy the oil companies tinder the present in­
formal pricing scheme should be examined by a small Committee 
of officials with a view to see whether the existing mechanism in­
adequate to ensure that the said accounts prepared by the oil com­
panies .are in accordance with the instructions issued by Govern­
ment to them from time to time. It has accordingly been decid­
ed to set up a Committee consisting of:—

1. Shri M. Naraswami, OSD in the. Ministry of P. & C.
2. Shri R. Narasimhan, DFA, Ministry of Finance to undertake- 

this study. The Committee may also co-opt other members wherever 
considered necessary.

2. This Committee will have the following terms of reference:

(i) To frame guide-lines for maintaining C&F Account, F.S.P.
, Account etc., by the oil companies.

(ii) To recommend the method/mechanism of control to be
; exercised by the Ministry.

' (iii) To examine the legal position of larp« fund*

177
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<iv) To determine whether the Auditors' certificates at pre­
sent furnished by the oil companies are adequate if not in 
what form the Auditors may be asked to give the requi­
site certificates. /  ' ■ • *

<v) The Committee will also examine &nd make recommen­
dations regarding the maintenance and operation of the 
accounts, or any aspect the Committee may consider re­
levant but not. apccifioadtly jttMned fey the above terms (i) 
and (iv). . ,

(vi) To consider the feasibility of bringing all tfiese acocunts 
under the Consolidated Fund of India, i

3. The Committee will submit its report to this Ministry within 
period of three months.
~£ncl: As above.

’ Sd/-  (P. P. Gupta),
Under Secretary to the Govt, of India.

To
(1) Shri M; Naraswami* OSD, Ministry of P. & C.

>

(2) Shri R. NarasimJwji, Deputy Financial Adviser, Ministuy
of Finance (Deptt. of Expenditure), New Delhi. .

Copy for information to: i ■
Shri P. C. Bhatacharya, Financial Adviser, Ministry of Finance, 

Department of Expenditure, New Delhi. ’
• ■ > i 

Sd/- (P. P .Gupta),
Under Secretary to the Govt, of India.



APPENDIX IV
(Referrafr to ia paia 6.6)

Statement showing profit margins aUowed by theWGOPlOPC on various items of
petroleum products

Products Unit of 
sale

Profit maigin as per 
WGOP OPC

Aviation Spirit 100/130 Octane . Kl.
Rs.

2I -&9
Rs.

21*62

Aviation Spirit 115/145 Octane . . Kl. a** 3 * 22* II

Aviation Spirit 73 clear .. . . Kl. 21 ’ 19 20*82

ATF . . . . . Kl . n -47 9 44
Motor Spirit . . "Kl. 191S 17* 15
H S D ...................................... . Kl. 17*64 13 39
Kerosene/Superior . . . Kl. n *44 8 69
Kerosene/Inferior , . . . Kl. 7' 73 4 44
LDO . . . . Kl. 6*95 5 30

FO . . . • . MT. 4*9i 3’ °9
(Kl.)

Bitumen straight grade . . • . MT. * ’ &4 6' 66

Lubes and Greases , . . • . Kl. 20* 63 23*60

Specialities . . . . • * » . Kl. 9*71
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(Referred to in pqra 6* 9)

Profits after making adjustments of under I over-recoveries in respe cttve years to which
they relate

(Rs. in lakhs)

APPENDIX V

1968-69' 1969-70 1970-71 1971-72 1972-73

Sales volume (Lakhs/KL) . 81*12 102*28 114*30 135*90 165*20

Net profit on this sale as per 
profit and Loss account (i.e.
before adjustment) . . 1313* 79 980*90 907*63 2036*81 334**77

Less : Income/Expenses per­
taining to previous year • 74*80 119*02 97*66 («—)i07*73 (— )284*6l

Net operating profit for the year 1388*49 1099*92 1005*29 1929*08 3057*1*

Deduct : extraneous Income(— )/
Add : extraneous losses(-f-)

Adventitious gfein/losses due to
duty and price changes « —  (-—>28*17 (-f)64*2 (— )i7i* 80 (— >42*11

Gain/Loss on imports . . (— )i9*66 (— )6i*88 ( -b >85*85 . .  —
Gain/Loss on lubricants . . (— ) i39*32 (+>24*44 (+>345*13 (+>476*70 —

Losses on account of Under 
recoveries o f :

(i) Railway freight . . (+ )8 i-92 (+>167*39 (+>47*70 (+>63*62
(ii) P.P.D.....................(+>22*43 (+)47* 38 (+>7* 10 —

(Ht^-Ooastal underreoovery- . ( + )*79* 62(4->397*00 (+ )io B '8o ( + >23*24 f(-f)i5*oa
(iv) Sale Tax (MRL) . . (+>37*00 ( + )68-00 ( + ) i39*00 (+  >26*25) J
(v) Central Sales Tax Surcharge —  (— )75*oo —  (— )6o*oo + )I7*37

Gain on account of duty relief . (— >238* 79 (— )i 19* 37 —  *

ADJUSTED PROFITS . 1411*69 1519*71 1803*49 2287*09 3047*42
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APPENDIX V|
(Referred to in pan* 6.20)

Instances of non-adherence to credit policy and the loss sustained

Name of the party Amount Reasons
outstand­
ing as op 
31st March,
1972

l* M/s. Aga*wal Oil Co.> Delhi . .

2. M/s. Coloured Glass Co., Bombay .

9. M/s. Dholpur Glass Work Ltd., 
Dholpur.

4. M/s. Sukh Sagar Shipping Co.,
Bombay*

5. M/s. P.O.L. Consumers Co-operative 
Society Ltd.

6. M/s. Corporate Traders, Jorhat. .

Rs. ,
1,88,036 Cheques delivered by party 

between May and August 
1967 were dishonoured but 
rune to the notice of the 
Company only in Augupt 1967.

67,132 Credit limit of Rs. 21,000 of 
21 days was not enforced 
resulting in recovery becoming 
doubtful.

41.393 Railway receipts were sent direct 
to the party instead 0f  roUtmg 
through Bank resulting ix* 
non-recovery of dues. The 

firm h4S gone into liquidation 
in May, 1969.

43,061 Credit limit of Rs* 20,000 for 
30 days was not enforced. 
The Company went into liqui­
dation in July, 1968.

1,10,029 Contrary to the policy credit
was extended to the consumer 
co-operative society.

1,86,481 Despite fraudulent practice 
adopted by the dealer supplies 

were oontinued which resulted 
in accumulation of outstand­
ings.

The latest position in regard to these cases is given below:

(i) M/s. Agarwal Oil Company, Delhi—Rs. 1,88,036/—

A departmental enquiry was conducted based on which respon­
sibility was fixed on two members of the accounting staff attached

N ote:— A ll the above cases are pending either in the courts or with official liquidate

181
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to Shakurbasti Installation. Necessary suit has also been filed for 
the recovery of Rs. 1,88,036.19, which has been decreed in favour of 
Corporation for a principal amount of Rs. 1,61,636.19 claimed in the 
•uit and interest 6 per cent from the date till realisation.

(2) M/s. Dholpur Glass Works Ltd., Bombay—Rs. 41,393/­

This customer was receiving FO supplies in tank wagons ex-
Sewree on 30 days credit term. Outstanding amount represents 
a value of 14 tank wagons less payment received. Towards middle 
of 1966, after knowing customers’s financial position, it was decided 
to make further despatches on RR through bank basis and recover­
ing Rs. 1,000/- per tank wagon towards earlier outstanding. Rea­
sons given for accumulation on this amount seem to be incorrect 
inasmuch as customer was enjoying 30 days credit term initially. 
We filed a compulsory winding up petition with Jodhpur High 
Court in early 1968 and the High Court ordered the company to 
be wound up in May, 1969. Thereafter, official liquidator is present­
ly on his job for realisation of the Company’s assets.

It may be mentioned here that in the highly competitive situa­
tion prevailing at that time, credit on a selective basis has to be 
given and in doing so certain amount of calculated risk has been 
taken. Considering the very large turnover of the Corporation, the 
amount involved in this case is negligible.

(3) M/s. Sukh Sagar Shipping Company, Bombay—Rs. 43,061/­

An investigation was conducted in regard to this outstanding and
responsibility fixed. The party has become insolvent and the offi­
cial liquidator appointed. We have lodged our claim with the liqui­
dator and the claim has been admitted.

(4) M/s. P.O.L. Consumer Co-operative Society Ltd., Nowgang—
Rs. 1,10,029/-. ‘

The aforesaid consumer co-operative society at Nowgong (Assam) 
were our dealers who were allowed credit facility upto Rs. 45,000 
(representing their monthly offtake of our products) against a secu­
rity deposit of Rs. 10,000. The Co-operative Society was not prompt 
in their remittance of our dues and after several contacts, they de­
posited with us two cheques amounting to Rs. 45,000 in March, 1963. 
Both the cheques, however, returned uncashed on presentation to 
their bankers, as the Society did not have sufficient funds. In 
April, 1963, on party’s demand the products were shipped and five
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railway receipts for the shipments delivered to the bank. The do- 
operative Society failed to retire the above five railway receipts, and 
instead got the products released on indemnity bond. When this 
came to our notice, efforts were made by us to collect our dues and 
we contacted the Chairman of the Society. We made various repre­
sentations from time to time for the recovery of the amount to the 
then Minister for Co-operatives and the Secretary, Departmfent of 
Co-operatives and Education, Government of Assam. Assam Govern­
ment had ordered an enquiry into the affaire of the Society. We 
are, however, not aware of the result of the enquiry.

Finding no other alternative, a suit was filed against the party 
on 27th October, 1965 and the suit was decreed on 22nd June, 1070 
for Rs. 1,04,124.14. Security deposit amount of Rs. 10,000 has been 
adjusted. The execution proceedings against the decree awarded in 
our favour, are in progress.

(5) M/s. Corporate Traders, Jorhat—Rs. 1,86,481/-.

The matter was investigated and responsibility fixed on the 
officer concerned. A civil suit has been filed for the recovery of 
the outstanding.

(6) M/s. Coloured Glass Company, Bombay— Rs. 67,132.

Marketing of Furnace Oil during 1965-66 was highly competi­
tive and IOC had to offer “30 days” credit terms, offer rebates on a 
selected basis and also provide storage facilities where justified at 
considerable cost.

M/s. Coloured Glass Co., were drawing their F.O. supplies at 
approximately 230 Kls. P.M. from M/s. Burmah Shell on 60’ days 
credit basis. On our follow up, they agreed to give us 50 per cent of 
their business provided we extend a minimum of 30 days’ credit 
facility. Accordingly, credit facility upto a monetary limit of Rs.
25,000 with a time limit of 30 days was approved on 30-11-1965. 
Consequently, supplies were commenced in mid 1966. After some 
period, they commenced drawing major portion of their require­
ments from IOC.

Their payments flowed regularly till May, 1968 when one of 
their cheques bounced and credit facility was suspended. However, 
with a view to not to lose their business, the credit facility was 
restored on 6-7-1968, but the time was reduced from 30 days to 21 
days keeping the monetary limit at Rs. 25,000.
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Again on 29-3-1969, the party’s cheque bounced and we suspend­
ed their credit facility effective 1-4-1969. At this juncture, the party 
owed a sum of Rs. 1,18,305.77 covering the supplies made roughly 
for the period January—March, 1969. After due consideration of 
various factors, it was decided that the best course would be to al­
low supplies to the party on cash basis and at the same time re­
cover our outstandings by way of equal instalments from the cus­
tomer instead of taking recourse to legal proceedings. By this way 
we succeeded in recovering a sum of nearly Rs. 41,000 during 
April—June 1969 when the party stopped drawing supplies from us.

After a considerable follow up, when no payltneht towards out­
standings were forthcoming, we filed a suit in October, 1970 and this 
case is now ending with the Bombay High Court for hearing.

Still the efforts were continued to find out ways and means to 
liquidate the dues. Accordingly, once again the party was induced 
to clear their outstandings by drawing supplies against cash pay­
ment together with equal instalments towards old dues. This has 
resulted in further recovery of Rs. 5,800 during 6th October—8th 
November, 1971. This arrangement also did not work as their fac­
tory was closed in November, 1971 for want of funds.

From the above, it will be seen that since 1960 when we first 
realised the financial weakness of the party the following corrective 
action was taken:—

(1) All supplies were released against cash.
(2) Part of the dues were recovered by collecting irt instal­

ments along with supplies.
(3) Legal suit was filed to ensure that our case does not be­

come time barred.
From the above case history, it will be seen that required credit 

investigation was undertaken in respect of this customer right from 
the beginning. The decision to extend credit was undertaken by 
the competent authority giving due consideration to the prevalent 
competitive conditions in the market in line with our marketing 
policy in vogue at that time.

The above course of action has been rewarding as it Has resulted 
in the reduction of outstandings from Rs. 1.18 lakhs to Rs. 71,687.33 
as of date.

The suit has been filed in the Bombay High Court and is 
pending.
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7. A review of settlement of the Company’s claims by AirUneij 
has indicated that due to inability of the Company to secure pay­
ment of its bills from an airline within 30 days, the Company’s 
dues on the date of devaluation of the pound sterling (19-11-1967) 
could not be recovered at pre-devaluation rate of exchange (Rs. 21­
£ 1) and the Company had to accept the dues at the post devalua­
tion rate (Rs. 18—£ 1) resulting in a loss of Rs. 2.47 lakhs. As 
the Airline in question subsequently went into liquidation (Novem­
ber, 1968), further claims of the Company amounting to Rs. 6.04 
lakhs (£  33,554) in respect of supplies made during July, 1967 to 
November, 1968 were outstanding against which the Company is 
not likely to receive more than Sh. l-6d per pound of its dues as ad­
vised by the solicitors in February, 19*70.

The Management have stated (January, 1973) that £ 4,362.15 
(Rs. 0.70 lakhs) had been recovered from the party up to Decem­
ber, 1972 and that the amount still due is Rs. 5.25 lakhs. Out of 
this, a sum of Rs. 513 lakhs has been written off by the Board in 
February, 1973.

According to IOC, this was IOC’s first international airline cus­
tomer canvassed in the teeth of severe competition from foreign oil 
companies. The payment had to be made from the party’s London 
Office and thereby there was some inevitable delay between the 
submission of Bills and receipt of payments. Follow-up through 
correspondence was, however, maintained by us. Since we had to 
establish our credentials as a supplier of aviation fuel to Inter­
national airlines, it was in our long term interest not to precipi­
tate matters for minor deviations on the credit period. The firm’s 
liquidation came rather unexpectedly and the general aviation in­
dustry itself, we understand, were taken by surprise.

The Committee were aslo informed that the matter has been 
investigated and proper procedures were established for adhering 
strictly to the credit procedures allowed to parties. No majafides 
were found on the part of any officer in connection with this case.

8. In May, 1969 a dealer was granted credit for 30 days with a 
monetary limit of Rs. 50,000; this was extended upto October, I960! 
pending finalisation of credit investigation report.

On the consideration of the credit investigation report on
17-11-1969 the Branch Manager did not sanction credit facility to 
the dealer as his financial position did not pass the liquidity. How­
ever, supplies continued to be made to the party on credit till 31st 
March, 1970. On 6th April, 1970 a proposal to grant a temporary 
credit facility up to Rs. 50,000 for a period of three months was sanc­
tioned by Branch Manager on the basis of a report that the paying



habits of the party were satisfactory. The report was, however, 
incorrect inasmuch as an amount of Rs. 95,223 was outstanding 
against the party on 31st March, 1970.

The party stopped drawing supplies from June, 1970 when an 
amount of Rs. 1.64 lakhs was outstanding out of which a sum of 
Rs. 0.24 lakh is yet to be recovered (January, 1973).

The Management have stated (January, 1973) that withdrawal of 
the temporary credit facility would have resulted not only in loss 
of business but uprooting the consumer outlets and would have nlwn 
posed problem of collecting the outstandings. Regarding the sup­
plies in excess of the credit limit of Rs. 50,000 it has been stated 
that it was not practicable to keep day to day control on the sup­
plies which were made from more than one location and that the 
existing reporting system for granting of credit is the best that the 
Company can do.

According to IOC they were very keen to secure the business of 
this consumer for Motor Spirit and High Speed Diesel Oil at Bom­
bay and Poona as their competitors were also trying to get this 
business. In order to make sure about the party’s credit-worthiness, 
they were asked to provide their balance sheet to prepare the cre­
dit investigation report. In the meantime, in order not to lose the 
customer’s business the recommendation of the District Office to 
extend temporary credit facility to the customer pending finalisation 
of the formalities required for setting up permanent credit facility, 
was accepted by the Branch.

Even though the credit investigation report did not justify 
granting credit facilities to the customer for the period 17-11-1969 to 
31-3-1970, it was felt that the withdrawal of the credit facility at 
that stage would immediately have resulted in losing the valuable 
business of Motor Spirit and High Speed Diesel Oil as it was 
apprehended that competitors would immediately offer the customer 
consumer pumps at the locations desired by him.

The Branch Manaiger authorised temporary credit facility on 
the report dated March, 31, 1970 from Branch Sales endorsed by 
the Accounts Department which indicated that the paying habit 
of the party was not unsatisfactory. This report was on the basis 
of information obtainable at that point of time and the fact that over 
Rs. 95,223 was outstanding against the party came to light somewhat 
later on account of the inherent time lag in obtaining information 
relating to customer outstandings particularly at the end of the 
financial year.
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The balance amount of Rs. 24,000/- has not yet been recovered 
in spite of best efforts so far. They were now taking legal action 
for the recovery of the amount.

9. The Company entered into a contract with a foreign Airline 
for the supply of Aviation Turbine Fuel for one year from 1-7-1969, 
on 30 days’ credit. Against the supplies made from July, 1969 to 
June, 1970 the Airline paid only three bills up to the date of termi­
nation of the contract (30th June, 1970) leaving a balance of Rs. 16.43 
lakhs in respect of the remaining 9 monthly bills.

_ •
The Airline started taking supplies from another oil company 

from 1st July, 1970 and the Company took up the question of set­
tlement of outstanding bills for the first time in October, 1970. 
During the period from October, 1970 to March, 1972 the Airline 
made payments aggregating Rs. 10.79 lakhs leaving a balance of 
Rs. 5.64 lakhs which has not been recovered so far (December, 
1972). The loss of interest on the extension of credit facility in 
excess of 30 days works out to Rs. 2.41 lakhs upto 31st October, 1972.

The Company has stated (January, 1973) that after consulting 
the Ministry of Petroleum and Chemicals, it has been decided to 
send a legal notice to the Airline and interest on outstandings will 
be added in the final bill.

On an enquiry as to why the credit limit of 30 days was not en­
forced, the Management have further stated ("January, 1973) as 
under:—

“We did not press the question of payment as IOC was in the 
early stages of International Airlines business and had 
to prove its competence to serve International Airlines 
as this is considered to be a very sophisticated business, 
the quality to be of utmost importance. To prove that 
IOC can supply aviation products and get the satisfac­
tion of the customer we could not conceive losing the 
business even at the extra cost involved in holding up 
the dues from Airlines which we were able to enrol as 
our customers on the basis of global tenders. In any 
case, for a company like us which had achieved posi­
tion of a major Oil Company in the country we had to 
make a break-through in the aviation business which is 
considered to be a very prestigious business.”

10. The Corporation informed that they entered into a contract 
for the supply of ATF to Messrs United Arab Airlines (now known 
as Egypt Air) for a period of one year from 1st July, 1969 to 30th 
June, 1970, the terms of payment being 30 days’ credit.
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Although bills were being forwarded by the BFC Western 
Branch to the local office of UAA for onward despatch to their 
HQs at Cairo for arranging payment, the party was extremely slack 
in effecting payment to us. As soon as this matter came to the 
attention of the Head Office, continuous follow-up was made 
both with the local office and with the Head Office of 
Egypt Air at Cairo. The matter was also referred to the Ministry 
of Petroleum and Chemical with a request for assistance through 
diplomatic channels. One of the officers from the Aviation De­
partment of IOC also visited Cairo on his way from a meeting at 
Geneva and called on the Chief of the Fuel Tender Committee and 
the Financial Controller of Egypt Air on 9th May, 1971, who at that 
time assured that payments will be made by the end of June, 1971. 
Our officer was accompanied by a representative from the Indian 
Embassy at Cairo.

Finding that payment was not forthcoming as per the promises 
made to our officer and to the representative of the Indian Embassy, 
we sent urgent Telexes and letters including one to the President 
of the Airline requesting for payment.

As a result of our continuous pressure, the Airline paid a sum 
of Rs. 8,50,305.13 reducing the outstanding from 14,14,247.01 to 
Rs. 5,63,941.88. The last payment received by us was Rs. 1,57,480.32 
on 6th March, 1972.

Finding that no further payments came after 6th March, 1972, 
we kept our follow up efforts, with Egypt Air including calls on the 
local Manager, who merely assured that he will bring to the atten­
tion of their HQs again.

Since we cannot allow this situation to continue, we referred the 
matter to our Ministry to find out if there will be any objection to 
our sending a legal notice to the Airline. Our Ministry referred 
the matter to the Ministry of Foreign Trade and wrote to us on the 
29th September, 1972 stating that there is no objection for the Minis­
try of Foreign Trade to IOC taking legal action if all possible 
methods of amicable settlement have been exhausted.

It was therfore decided to send a legal notice to M/s. Egypt Air 
and our solicitors M|s. Amarchand & Mangaldas & Hiralal Shroff & 
Co. were consulted. The draft notices were reviewed and finally ap­
proved. Subsequently the notice for the recovery of the due amount 
with interest was served on the party on 21st September, 1973. Mean­
while the party has advised remittance of 40,000 dollars (approxi­
mately 2.9 lakhs of Rupees) which is yet to be received by us. We 
are following up with our bankers for tracing the same.



APPENDIX Vn
(deferred to in Para 6.27)

Remedial measures suggested by Intfmal Audit for improving the 
position regarding outstanding, and action taken by the 

Management 1 '

Remedical measures suggested Action Taken thereon

(i) The tempo of cxpediting/maximis- The tempo of expediting;max mising the 
ing the collection efforts as set during collection efforts from our side is being
the close of the financial year should be maintained throughout the year,
maintained throughout the year

(ii) Customers may be pursuaded to pay 
bills on the basis of proof of supply, 
adjustments wherever required being ad­
justed from subseque bills. This relates 
to those cases where payment is delayed 
as a result of procedural delay at the 
customer’s end.

The terms of payment are settled at the time 
of finalisation of contract. The cus­
tomers are persuaded to agree to our 
term of payment of the bills on the 
basis of proofs of supply at the time of 
the renewal of the contract.

(iii) Continuous and vigorous efforts are 
required to be continued to liquidate 

the outstandings for supplies made 
upto 3 1 - 3- 70 -

The outstanding for supplies made upto 
31-3-70 has been brought down to 

Rs. 1*25 crores as on 3 1 - 3-73  from 
Rs 2*95 crores as on 31-3-71. Vigorous 
efforts are continued to liquidate the 
balance amount.

(iv) Concentrated efforts are required Concentrated efforts are maintained by 
on the part of field staff in minimising the field staff in minimising unlinked
unlinked receipts and short pay- receipts and short payments,
meat s.

(v) Collection calls may be created one 
each at Bombay and Delhi, which 
should exercise effective control 
over the outstandings of “centralised” 
customers.

Effective oontxol on centralise customer 
is exercised by the respective depar­
tment in the HO aj;Jktofyey and there­

fore it is not considerfed nftcessary to create 
separate cells at Bombay and Delhi as 
suggested by the Internal Audit Depart­
ment*

(vi) Further detailed study may be un- Detailed studies have been made by
dcrtaken for finding out the reasons E.R. Department in some of the
for abnormal delays in submission of locations in this regard, 
bills and suggesting remedial action.

(vii) The procedure of discounting of the Tois will considerably increase the work-
bills through the customer's bankers loai at the Branches but the Branches
miy be adopted in replacement of are nor glared up to ha nils this additi)nal
giviog op^a credit as at present. burden.

563 L.S.—16
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(viii) The practice of releasing supplies 
without finaljsation of rates should 
be strictly, discouraged* a maximum 
period of one month should be fixed 
for obtaining acceptance of rates 
in exceptional cases.

(ix) The Branches should submit com­
prehensive customer wise/category-
wise statements of outstandings to 
the concerned departmcnt/field staff 
in time.

(x) Consolidated pericecal reports be
mandatory frcm the field staff (cn 
the statement of outstandings, sent 
to them) irt which fall information 
regarding the stage of each bill etc. 
should be given.

(xi) The back-lag of outstandings from
cash customers should be analysed 
on a priority basis to determine the 
correct* outstandings, from effective 
recovery.

(xii) The reasons leading to the delays 
in analysing the casn customers ac­
counts and unauthorised credits 
which have been afforded must, be 
reviewed.

(xiii) Credit control for private credit 
parties should be decentralised to the 
Branches.

(xiv) A comprehensive review of the 
overdues should be madfe and sight 
draft facilities should be extended 
inafewcaaea.

2

The suggestic r. of the Audit has been 
implemented.

Comprehensive statements are submitted 
by the Branches but they are invariably 
delayed due to insufficient data processing 
facility.

Periodical reports a ie ifc tm d  ly  the Fitr.c 
frcm the field staff giving neceftsa h 
information regarding the stage of earv 
cut standing bill. ch

Cafh Customer's accounts are being analy>fd 
by the respective Branches.

These are being reviewed by the Branches.

Credit ccntrcl fcr priv^c r ortiff hat aluec> 
been decentralised to the Branches.

Overdue outstandings are reviewed from 
time to time. Sight draft facilities have 
also been extended in a few cates.



APPENDIX VIOL 
(Referred to in Para 6.41)

Important cases reported by the Internal Audit Department to the
Board of Directors

No. and date of the Board 
meeting

No. of Brief particulars of important cates reported 
cases by the Internal Audit Department

to the Board of Directors.

69th meeting held in July, 1971

70th met ting held in August, 1971

(1) The benefit expected from the purchase
of a depot, in 1968 from Caltexat 
karad in the 6hape of saving of 
bridging expenses of Rs. 1*65 Lakh 
annually, did not materialise as the 
products were moved from Poona 
or Bombay to Karad by road instead 
of by rail.

(2) Another depot Was purchased at Karad
from Burmah-Shell in 1971 on similar 
consideration, with the purchase 
of this depot, the earlier depot, it 
Was apprehended, Will fall into com­
plete disuse.

The case is under discussion with 
Managing Director.

(1) Net saving of Rs. 0*73 lakh per annum 
on account of octroi duty, toll tax 
transit tax, etc., which Were being 
paid by IOC but were not included 
in the selling prices. Recovery made 
by increasing the prices later on.

U) Suggestions for improving the liquid- 
dity position by making collection 
of outstanding dues expeditiously.

(3)

75th meeting held in November, 1971 (Post­
poned from July, 1971)

Out of debts amounting to Rs. i*jj6 
lakhs proposed by Mjuiagement for 
Write-Off by the Board, debts amoun­
ting to Rs. 0*26 lakhs were esta­
blished to be recoverable, and Ways 
of establishing debts of remaining 
amounts were suggested.

The case is under discussion with 
Mananging Director.

Irregularities in connection wit)' delevery 
of hxbe oils to certain distributors 
resulting in loss of Rs. 32,000 to die 
Corporation. The matter was inves­
tigated by the CBI, and on the basis 
of the opinion of the CVc the co-

101
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»• t cerned officer was cautioned. The-
case was noted by the Board in 
Ita meeting held on i 9-i-*973«

tyth meeting held bn 19th October, 1972 (1) Recovery of Rs. 9-01 lakh* in foreign
exchange, representing port and 
wharfage charges incurred on 
invport to Furnace Oil from Kuwait 
Was effected after the internal audit 
pointed out that it, was to be borne 
by the Foreign Supplier under tnev 
terms of the agreement.

(2) Disadvantages arising out of the working, 
of the products Exchange agreement 
along with suggestions for amendment 
of the agreement (See also Chapter 
III of this Report).

(3) Import of lubricants from Rumania-Sale 
to other Oil Companies excepting- 
ESSO to whom product was given 
on loan for return ctonne to tonne 
basis’ a proposal of ESSO for cash 
settlement on the basis of price ruling 
at the time of import was comment­
ed upon by Internal Audit as 
being adverse to the interest of 
IOC and favourable to the Company 
by about Rs. 1 crore, apart from the 
question of bearing sales tax liability 
in this and other cases.

(4) A Study of sale of Furnace Oil inclu­
ding allowance of rebates and dis­

count.

(5) A case of delay in recovery of excise
duty and M I charges amounting to 
about Rs. 67 lakhs from an oil comp­
any Was reported.

(6) Wrong payment of sales tax of over 
Rs. 20 lakhs to the Punjab Government 
instead of to Himachal Pradesh 
Government.

All the above cases are under consideration of the Board and no final action has been 
taken so Car. .

87th meeting held on 19th January, 1973. (z) Agreement with NAPRL for sale
of transformer oil. This case is- 
under consideration of the Board (See 
also para 7*22 to 7*45 of this Report>



APPENDIX IX

(Referred to in Para 7.59)

Suggestions made by the Finance Director and the preliminary 
comments of the Management

Suggestions made by the Finance Director in his note and the 
preliminary comments of the Management: —

(i) Suggestion

In future, all new lube products which are introduced in 
the specific concurrence of the F.D. may be taken indicating 
therein the mechanism of fixing the price.

Comments

The Ministry of P & C have with effect from 1st September, 
1973 directed that no new product should be introduced in 

' the market without Government specific approval on price 
fixation. Accordingly, we have no other alternative but to 
approach the Government for any price fixation of lube 
products.

<ii) Suggestion

In our future agreements with the Association of State 
Transport Undertakings, efforts should be made to reduce 
the existing level of discounts both to association as well 
as to State Undertakings.

Comments

Presently in the case of supplies of lubes to S.T. Under­
takings through ASRTU, we are giving a Secretarial and 
Administration rebate of 1 per cent on the Product Selling 
Price. Even though we have made an attempt to fix it up 
on a per Kl. basis (in view of the increase in price) 
ASRTU was not agreeable to our proposal and insisted on 
the continuance of the existing system. However, we will 
again try to fix up rebate on a per Kl. basis at the time of 
negotiation for the next contract.

193
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(iii) Suggestion

Prompt payment cUttouAte to dealers should be considerably 
reduced if not completely eliminated.

Comments

Prompt payment discount is generally given to State Trans­
port and other Government customers only.

(iv) Suggestion

In case of imported product which are being supplied to 
Government, efforts should be made to enter into an agree­
ment on canalisations basis providing for a percentage of 
margin instead of the present arrangement of quoting a 
rate subject to a variation of customs duty. This system 
is leading to a lot of under recoveries due to increase in 
prices between the period when rates are offered against 
tender and date of supply. In cases where we are supply­
ing both to Government and other parties on the basis of 
general import made by us, there should be sufficient mar­
gin kept while quoting the prices to Government for in­
crease in the costs on base stocks, additives, ocean freight 
etc.

Comments

Since the prices are frozen, no price increase can be effect­
ed unless it has the approval of the Government. Further,, 
with the introduction of C & F Adjustment Account for 
lubes, it may not be possible to negotiate with DGS & D for 
a certain percentage margin.

(v) Suggestion

We are quoting for the lubfes business to Government o f 
India. It is felt that where a tender for a contract is above 
a certain limit, say Rs. 50 lakhs or over, concurrence of FD 
may be taken about the rate at which the prices should be 
quoted.

Comments

As stated above, the prices of lubricants are frozen as of 
1st May, 1970 and we cannot offer any other price than the 
frozen price with statutory increases from time to time. It



m
is rather impractical to approach FD for apgpoval before 
submitting every tender as this would delay submission of 
quotations to DGS & D.

(vi) Suggestion

There has to be a better planning and follow up of the 
DGS & D contracts on lubes so that we are able to supply 
the products within a stipulated period and the corporation 
does not lose for supplies made subsequent to the stipulated 
period on account of increase in excise duties and other 
levies.

Comments

Except for reasons beyond control, supplies are always 
made with stipulated period.

(vii) Suggestion

In case of Madras Lube Plant, we are able to debit to the 
Block Control Account only actual cost plus the marketing 
margins what has been allowed by the Government. 
Whereas for productions which are manufactured in IOBL 
Plants, we are debiting the cost paid to the IOBL, which 
includes a certain profit element, which is more than 20 
per cent of the capital by way of blending fees. In case 
Madras Lube Blending Plant was a separate company or a 
subsidiary of IOC we would have b^en able to recover in 
addition to the marketing margin the profit on the* capital 
employed therein. We may therefore take up with the 
Government that they should allow us at least 12 per cent 
return on the capital employed in the Madras Lube Blend­
ing Plant. In other words, if they do not agree to this 
arrangement, they should allow us to charge interest on the 
capital employed as an additional element. This would 
give an additional income of about 14 lakhs per annum to 
the Corporation.

Comments

This matter has already been taken up with the Govern­
ment and in the Block Control Audited statement submit­
ted to Government, processing fees equivalent to the fees 
recovered from other oil companies have been charged for 
own production.
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(viil) Suggestion

The matter regarding the reviewing of the entire pricing 
structure on lubes has to be pursued with the Government 
so that the present anomalies which are to the disadvantage 
of IOC are removed.

Comments

The High Power Committee appointed by the Government 
have since submitted their report to the Government and 
the Government’s instructions received from time to time 
are implemented. It may be mentioned that the Company 
has now been compensated for past super losses.



APPENDIX X

Summary of conclusions /  recommendations of {tfre Committee on 
Public Undertakings contained in the Report.

Reference
SI. to Para Summary of conclusions|recommendations.
No. No. in the

Report

1 2 3

1 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 
product requirements of Government organisa­
tions (Central and State) aqd the handling of 
at least half of the import trade of deficit petro­
leum products. In fact, the import of all petro­
leum products is now being canalised through 
IOC except for a few proprietory brands of high­
ly specialised finished lubricants for aviation and 
marine industries. A review of the productwise 
sales of the Corporation, however, reveals that 
it has less market participation in more profitable 
products (HSD and MS) and greater market 
participation in less profitable products. In the 
case of Motor Spirit the share of IOC was only 
26 per cent in 1972 as against the overall market 
participation of 57.3 per cent. In the case of 
retail sales of M.S. its share was barely 19.4 per 
cent in 1972. The Committee are constrained to 
observe that the Corporation’s participation in 
profits fell short of its market participation as 
compared to other oil companies. The reasons
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2 3

for unsatisfactory performance in the sale of 
M.S. have been dealt with In detail in the sub­
sequent paragraphs of this Report.

2 2.27 The Committee regret to note that the IOC
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. Al­
though 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 the sale of motor spirit 
has not been adequate with the result that the 
IOC’s share in th» total retail sale of motor spirit 
was only 79,4 per cent in 1972 as against 8.7 per 
cent in 1967. '

2.28 The Committee find that although the Retail
Outlets Committee 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 ac­
count of an out-of-court settlement by IOC 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 distribution facilities has not been 
satisfactory and the Corporation should have 
done better. The Committee are constrained to 
observe that because of non-availability of ade­
quate retail outlets, the Corporation 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. In addition, the 
Corporation had to enter into agreements for the
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sale of lubricants to other oil companies by sac­
rificing profits margin thereon. This aspect has 
been dealt with in detail in subsequent para­
graphs of this Report.

2J29 According to the Corporation, the main diffi­
culty 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 Commit­
tee find that in respect of retail outlets of private 
oil companies on public land in the four metro­
politan cities and 26 other selected towns, the 
Retail Outlets Committee had recommended the 
transfer of the retail outlets to the IOC 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 recomenda- 
tion of the Retail Outlets Committee, the IOC 
had taken over only 33 outlets up to J973. The 
Committee were informed that out of the re­
maining 29 outlets the IOC was not interested in 
taking over 17 of them. The Committee recom­
mend that the detailed reasons as to why the 
IOC was not interested in taking up these 17 
outlets should be gone into by the Ministry end 
a report submitted to them.

2.30 One of the reasons advanced for not taking up 
some of new outlets was that the rent demanded 
for the lands by the Ministry or State authorities 
concerned was prohibitive. The Committee 
strongly urge that Government should take con*- 
certejl measures to persuade the State Govern­
ments'Municipal Authorities to give all possible 
facilities and consideration to the IOC in the ac­
quisition/leasing of land at reasonable rates for 
setting up the required retail outlets.

2.31 The Committee also recommend that Govern­
ment | Corporation should formulate a perspective
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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 periodically so that the 
reasons for shortfall in this regard could be 
identified and the remedial measures taken in 
time. The Committee would also like that es­
tablishment 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 compan­
ies on land belonging to public sector under­
takings. The main reason for these not. being 
transferred to IOC was stated to be that the 
Central | State Public Undertakings were bound 
by their prior commitments to private oil com­
panies. As it has now been decided in the out- 
of-court settlement that the land belonging to 
public sector undertakings would be treated as 
private and not public land, it was upto the pub­
lic undertakings as land owning authorities to 
offer sites to IOC after expiry of the present 
leases. The Committee are surprised at this 
complacent attitude 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 tip 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.

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

’ From the reasons advanced by the Corpora- 
ton for the retail outlets showing nil or poor 
return on investment, the Committee cannot 
help observing that enough care was not taken 
either in selecting the dealers or the sites for 
location of the outlets. The Committee are not 
able to appreciate why IOC should not profit by 
their experience and take a judicious decision 
both in the location of the retail outlets and in 
selecting the1 dealers.

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 
haft been taken up even though it was admitted 
by the Corporation that the study made in 1969­
70 did not take into account certain items of ex­
penditure and, therefore, the profitability indi­
cated by the said Study was over-stated. The

1 Committee desire that such studies should be 
made more frequently and with greater care sc 
that the reasons for poor performance of the 
retail outlets could be identified and suitable re­
medial action taken to time. The Committee 
imed hardly point out that in view of the fact
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that there were difficulties in setting up new 
retail outlets particularly in major towns, there 
is imperative need to improve the throughput of 
existing retail outlets so as to increase the sale 
of motor spirit and thereby the profitability of 
the retail outlets.

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

2.61 The Committee find that the Corporation
prepared a scheme in January, 1972 for the 
award of dealershipjdistributorship for retail out­
lets, kerosene, L.D.O. and ‘Indane’ for the reha­
bilitation of Defence Personnel, their wives and 
dependents. A$ against 583 nominations received 
upto 30th June, 1973 for award of dealership /dis­
tributorship under the scheme, the allotment 
letters were issued to 443 persons and the,num­
ber of dealership|distributorship actually com­
missioned was 128 only. The Committee 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 gaind so far and suitable measures 
taken to resolve difficulties experienced in the 
commissioning of dealerships] distributorships
awarded under the scheme. ,

3.21 The Committee note that the IOC, as early
as 1962, entered into product exchange arrange­
ments with private oil companies with the main 
object of avoiding, cross movement of petroleum 
products and the consequent increase in cost on 
account of freight In their 35th Report (Third 
Lek Sabha) in March, 1967, the Committee <m
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public Undertakings had commented upon this 
arrangement as inequitable and recommended 
upon this arrangement should be revised forth­
with, all exchange of products should be ex-re* 
fineries and the receiving oil companies should 
bear all incidence of freight, port price differen­
tial and any other expenditure involved. Gov­
ernment in reply to the recommendation stated 
in September, 1967, that “the matter should be 
left to toe regulated by the results of the IOC’s 
current negotiations over the product exchange 
manual.”

3.22 The Committee regret to note that under
product exchange arrangement with other com­
panies, the Indian Oil Corporation was not entitl­
ed to recover any profit margin on the products 
treated as out-right sale with the result .that it 
had to forego a profit margin on motor spirit 
amounting to Rs. 11.93 crores during the f period 
1966-67 to 1972-73. The Committee also note 
that although under the existing arrangement 
the other oil companies had to make fortnightly 
deposits with the IOC in advance in respect of 
notional railway freight frqm the normal port 
of supply to the proposed destinations and excise 
duty, no deposits had been made in respect of 
cost and other elements on the products treated 
as outright sale. As a result of this practice, the 
Committee find that the other oil companies had 
all along been getting unintended credit facility 
of about Rj. 91 lakhs on an average in respect of 
MS. The Committee also note that under the 
product exchange arrangements, no main instal­
lation charges were being recovered in respect of 
despatches to main installations and in respect 
of motor spirit suplies to locations other than 
Main Installations only bulk loading charges 
were being recovered as against the full MI 
charges. Consequent on thi*. the Committee find
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that the Corporation had already lost Rs. 4.43 
crores during the period' 1966-67 to 1971-72. The 
Committee regret to note that inspite of these 
defects, the Corporation took up the question of 
revision of the arrangements in two stages first 
in January, 1971, and later in February, 1972. 
Even then, agreement is stated to have been 
reached with the other oil companies only in 
regard to revision of some of the clauses. The 
Committee were informed that the formal revi­
sion of agreement would be taken up only after 
the negotiations in regard to other clauses of 
the agreement, which are still in hand, are comp­
leted. The Committee take a serious view of the 
inordinate delay in the revision of the agree­
ment. The Committee are constrained to observe 
that inspite of their recommendation as early as 
1967, no serious action was taken by the Minis­
try to set right the arrangement and instead left 
such an important matter to the Corporation 
without pursuing it in right earnest.

3.23 The Committee also note that under a re­
cent agreement between I.O.C. and Caltex, the 
latter would be transferring 143 of their retail 
outlets to the I.O.C. The Committee, however, 
find that these outlets are generally not in areas 
where there was high consumption of motor 
spirit and only 10 of them are located in metro­
politan cities. The Committee feel that IOC 
Ministry should have in the light of their ex­
perience so far, persuaded Caltex and secured 
more outlets in high consumption areas.

3.24 The Committee also find that although the
' outright sale of motor spirit to Caltex had been

stopped Caltex would be giving in exch an ge pro­
ducts which would give IOC a gross margin of
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only 73.45 per cent of the margin on motor spirit 
supplied to them (Caltex). The Committee see 
no justification why Caltex could not have been 
persuaded to give products in exchange which 
would have given IOC an equal margin of pro­
fit.'

3.25 The Committee are unhappy that even after
the experience of the working of product ex­
change arrangements for several years the Cor­
poration did not make serious efforts to secure 
better terms to the best advantages of the Cor­
poration and the country.

They strongly urge that negotiations with the
oil companies should be completed without any 
further delay and the revised product exchange 
agreement finalised in right earnest keeping the 
interest of the IOC in view. The Committee 
should be informed of the precise progress made 
in finalising and signing the revised agreements 
within six months of presentation of the Report.

3.26 The Committee also recommend that the
working of the product exchange agreement 

/ should be continuously reviewed by the IOC [Mi­
nistry and the findings thereof included in the 
Annual Report of the Corporation and the Gov­
ernment review thereon.

6 3.31 The Committee note that although it was a9
’ early as 1996 that the dispute arose between the

Burmah-Shell and the IOC in regard to payment 
of devaluation duty on the products outstanding 
for return by the Corporation to the Burmah- 
Shell as on 5th of June, 1966.. Under the Instal­
lation Exchange Account, the matter was kept 
pending for settlement. It was only in ^ fb e r ,  
1969 that the case was referred to the solicitors. 
Even afteart this* the Committee find that th 
suit was filed agains Burmah-Shell for the

563 L.S.—17
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covery of the amount withheld by them only in 
March, 1971. In the opinion of the Committee, 
this delay of over 5 years on the part of the IOC 
seems hardly justified. The Committee would 
like to be informed of the outcome of the case.

7. 4.16 The Committee note that prior to 1-6-1970,
the pricing of petroleum products was on the 
principle of import parity and the pricing points 
were the 8 main ports. The supply areas were 
demarcated on the basis of equal costs lines. 
From 1-6-1970, the inland refineries also became 
pricing points in addition to the main ports and 
the supply areas were redefined also on the basis 
of equal costs lines. Under the pricing formula 
the cost of movement within the economic sup­
ply area and inter-zonal movement within the 
supply area towards the cost line was includ­
ed in the selling price and movements outside 
these areas involved additional expenses and 
therefore under-recoveries. The Committee 
note that with effect from 1-6-1970, the Govern* 
ment of India introduced a “freight surcharge 
pool” scheme to compensate such under-recovei>- 
ies and the oil companies could adjust under­
recoveries on account of only authorised move­
ments of petroleum products as decided in the 
Monthly Supply Plan meeting. Government also 
laid down certain norms which are uniformally 
applied to' all the companies for regulating these 
under-recoveries from the Freight Surcharge 
Pool. The Committee find that since the introduc­
tion of the freight surcharge pool, a sum of 
Rs. 41.10 crores had been re-imbursed to the IOC 
till 31st March, 1973, and Rs. 1.22 crores could 
not be adjusted against the freight surcharge 
pool as it pertains to unauthorised railway 
movement or the coastal movement of the pro­
ducts not conforming to the norms laid down by 
Government
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4.17 The Committee stress that the Corporation 
should exercise strict control over the move­
ment of the products and should plan their 
movements suitably to ensure that unauthorised 
movements not reimbursable from the Freight 
Surcharge Pool are kept to the minimum, so 
that the Corporation is not unnecessarily sad­
dled with such expenditure.

4.18 The Committee also note that the Corpora­
tion has been taking credit for the full amount 
of under-recoveries on adcount of certain un­
authorised movements in anticipation of the ap­
proval of Government. The Committee feel that 
it is not correct to treat the entire amount in 
such cases as adjustable against the Freight 
Surcharge Pool unless it is authorised by Gov­
ernment under the pool accounts.

4.19 The Committee would also like Government
to review periodically the actual movement of
the products by the Corporation specially those 
movements which do not qualify for reimburse­
ment from the Freight Surcharge Pool, so as to 
take effective measures to reduce, if not alto­
gether eliminate, such movements. The Com­
mittee would like to be informed of the guid©- 
lines|concrete measures taken in pursuance of 
the foregoing recommendation.

3. 4.29. The Committee regret to note that there
had been heavy expenditure on bridging i.e, on 
uneconomical transportation of petroleum pro­
ducts by road instead of by railway tank wa­
gons. The Committee note that the expenditure 
on this account had come down during the last 
five years, from Bs. 115.60 lakhs in 1968-69 to 
Rs. 44.41 lakhs in 1972-73. In order to minimise 
this expenditure, while it is essential that ade­
quate tank wagons are made available to IOC, 
the Corporation should also on its part ensure
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that there was maximum utilisation of avail­
able tank wagons. To improve the wagon turn 
round, measures should be taken to remove the 
constraints at the terminals by providing ade­
quate storage and handling facilities and improv­
ing operational efficiency at the depots. The 
augmentation of shortage capacity at up country 
depots should also help in meeting the additio­
nal seasonal demand for petroleum products^ 
without resorting to large scale road move­
ments, as the products could be stocked at the 
depots during the lean period. If the planning 
for movement was done in a realistic manner 
the Committee expect that there should not be 
scope for large deviations from the planned ̂  
movements of petroleum products which give 
rise to claims on account of bridging.

4.30 The Committee also desire that Government
should periodically review the expenditure 
on bridging by IOC with a view to ensuring that 
the bridging expenses are kept to the minimum. 
The Committee suggest that the bridging ex­
penses may be suitably reviewed at the supply 
plan meetings so that all connected problems 
receive contemporaneous attention of all con­
cerned.

4.35 The Committee regret to note that the ex­
penditure on movement of products to the de­
pots was particularly heavy in Southern Branch 
in Vijayawada where the expenditure ranged 
from Rs. 8.66 lakhs in 1968-89 to Rs. 6.17 lakh* 
In 1971-72 and the heavy Incidence of bridging 

‘ exependiture was due to insufficiency of storage
facilities in relation to the throughput of the 
depots. It took the Corporation more than three 
years to resite the depot at Tadepalli. The 
Committee desire that such inordinate delays 
which result in unnecessary expenditure on
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bridging should be avoided. The Committee, re­
commend that the position in regard to other 
zones should also be critically reviewed to en­
sure that there is no avoidable expenditure on
read movements.

10. 4.38 The Committee note that Government in­
formed the oil companies as early as May, 1971 
that pending further consideration of the man­
ner of treating the cost of movement of pro­
ducts through the product pipelines for the pur­
pose of reimbursement from the Freight Sur­
charge Pool, products actually moved through 
product pipelines would be treated to have been 

, moved by rail By shortest route and adjust­
ments, if any, would be made later. The Com­
mittee regret to note that so far no final deci­
sion has been taken in the matter and Gov­
ernment have now decided to remit the problem 
to the next Pricing Committee*. The Committee 
find that as a result of the delay in taking the 
decision the Corporation had been taking credit 
in its accounts for the profit made by the Pipe­
lines Division to the extent of 4.32 crores and 
Rs. 6.93 crores in 1970-7r and 1971-72 respect­
ively. The Committee would like Government 
to settle the matter at an early date.

4.45 The Committee f eel that as the pipeline
movement of superior kerosene from Gauhati 
to Siliguri is resorted to only to suit the opera­
tional requirement of IOC’s pipelines, the Cor­
poration could have been asked to bear the 
under-recoveries arising out of the rail move­
ment ex-New Jalpaiguri at least to the extent 
of the rail freight earned by it by moving the 
product through pipeline from Gauhati to SiM- 
guri. The Committee desire that Government 
should expedite their decision in this regard.
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12, 4.51 The Committee regret to note that although
the prices fixed by the OPC envisaged that 
recovery of retail pump outlet charges in res­
i s t  of MS & HSD should include free delivery 
within a round trip of 39 K.M. from the storage 
point and actual transportation charges in res­
pect of road delivery beyond the above dis­
tance, no records were being maintained by the 
Corporation, to segregate .the expenditure on 
transportation within an outside the free deli­
very zone and the Corporation has been charg­
ing a unifocm rate of 18 paise per KL|KM in 
respect . .of , delivery beyond the free delivery 

,,j : zone. The Committee were informed that the
. actual cost of transportation includes other
r . elements which could not be accurately deter­

mined and levy of flat rate was as per the prac­
tice which had been in force for a long time. 
The Committee feel that, in case, there were 
genuine difficulties in maintaining proper ac-

■ counts so as to ensure recovery of actual charg-
, es instead of flat rate, there was hardly any jus­

tification for ^accepting in toto the recommend­
ation of the Oil Price Committee which in the 
opinion of the Ministry cannot be implement­
ed. They desire that this matter may be con­
sidered by the next Oil Pricing Committee to 
remove the present anomaly.

4.52 The Committee were also informed that ;the
cost of transportation by the Corporation’s tan- 

« kers in some cases was higher than that by hired
tahkers. The Committee would like that this mat­
ter may be gone into in detail and effective ac­
tion taken to bring down the cost of transpor­
tation in Corporation’s own tankers.

13 . 4.65 The Committee regret to note that the tan­
ker Desh Alok was chartered by the Corpora­
tion from the Shipping Corporation of India 
with effect from 1st February, 1967, but the
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chatter party agreement was signed only on 8th 
December, I960 i.e. after more than one and a 

c. half year;of the chartering of the tanker. Al­
though the charter party agreement contained 

, the .warranties in respect of speed and pump­
, ing rate of the tanker, the Corporation could

not enforce its claims for sub-standard perfor­
mance. in . the absence of specific provision of 
•nouns/guidelines for quantifying such losses/ 
recoveries. As a result, an agreement was made 
with the Shipping Corporation of India in June, 
1969 whereby the Corporation agreed to forego 
claims amounting to Rs. 15.09 lakhs for sub­
standard performance of the tanker upto 31st 
may, 1969.

4.66 The Committee also find that the agreement
was also finalised by the Corporation without 
obtaining any legal opinion in the matter. The 
Committee recommend that the agreements 
for chartering of ships should be finalised with 
greater care and in consultation with legal ex­
perts to ensure that the interests of the Corpo­
ration are fully safeguarded.

14. 4.78 The Committee regret to note that the char­
ter party agreements for the tankers 'Jag Jwala’ 
and ‘Ampuria’ chartered by IOC did not contain 
any warranty clause resulting in an avoidable 
loss amounting to Rs. 22.66 lakhs to the Corpo­
ration on account of sub-standard performance 
of the tankers. The Committee have elsewhere 
commented about the sub-standard performance 
of another tanker ‘Desh Alok’.

4.79 The Committee also regret that the Corpora­
tion also suffered los§ of charter hire on account 
of the detention of company's tankers at Cochin 
to the' extent of Rs. 5.73 lakhs as the agree­
ment with Cochin Refineries Limited did not
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provide for the recovery of such losses. Accord­
ing to IOC the absence of provision for recovery 
of hire for detention period has to be viewed 
in conjunction with the difficulties in position­
ing the tanker according to schedule. The Com­
mittee do not consider these defficultfes to be 
unsurmountable. They would urge that mea­
sures should be taken by the Corporation with 
a view to improving the situation to aviod the 
loss of charter hire. •

15. 5-21 The Committee find that the Freight Sur­
charge Pool Account was created by levying a 
surcharge on the petroleum products with effect 
from 1st June, 1970. They, however, regret to 
note that instead of finalising the rules for the 
operation of the account immediately after the 
scheme was introduced, it took the Govern­
ment about two years to frame the detailed rules 
for the operation of the account and tfie proce­
dure to be adopted for withdrawals therefrom. 
Pending Ministry’s clearance of inter se agree­
ment between the oil companies, the individual
oil companies were allowed to keep the surplus 
with them and it was only after the Ministry’s 
approval was given on 10-4-1972 that the Com­
panies deposited in the bank in April, 72 a sum 
of Rs. 6.44 crores. The Committee regret to 
point out that the delay in the finalisation of the 
inter se agreement resulted in an interest free 
use of the surplus fund by the oil companies till 
April, 1972. The Committee are surprised to 
find that even after this, Government could not 
take a decision regarding utilisation of "the sur­
plus fund till April-May, 1973 upto which a sum 
of Rs. 11.03 crores remained in current account 
with State Bank of India resulting in loss of in­
terest to the extent of Rs. 62 lakhs.
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5.22 The Committee find that as , on 30th June, 
1973, an amount of Rs. 16 crores was lying in 
the fixed deposit in respect of this account. The 
Committee desire that the Government should 
undertake a review of the Freight Surcharge 
Pool Account and consider the feasibility of re­
vising the surcharge suitably in view of the con­
tinuing surplus in the Pool Account.

5.23 The Committee find that a sum of Rs. 7 
crores had been advanced as loan to the Calcutta 
Port Authority to provide funds for dredging 
operations. The Committee feel that funds for 
such purposes should have appropriately been 
found from the annual budget of the Port Trust 
Authorities with proper financial sanction and 
the Freight Surcharge Pool Account should not 
have been utilised for tiding over temporarily 
the ways and means position of Government. 
The Committee would like to be informed 
whether the temporary loan of Rs. 7 crores has 
since been recovered in full.

5.31 The Committee find that the main object of
creating the C&F adjustment Account was to 
provide for the effect of fluctuations in the 
freight or wharfage with reference to the rates 
ruling on certain dates. They however, regret 
to note that the funds collected for this ‘Ac­
count’ through the levy of surcharge on petro­
leum products have been utilised for some pur­
poses which cannot be said to be strictly falling 
within the scope of the Account. Thus, a sum 
of Rs. 4.23 crores was paid to Madras Refineries 
Limited out of this Account because of higher 
freight paid by the Refinery on the import of 
crude due to the delay in the development of 
Madras Port facilities. The Committee see no 
justification for Government taking recourse to 
the C&F adjustment account for compensating 
the Madras Refineries with the difference in
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freight for reasons otWer than these for which 
the Account was established. The Committee 
desire thiat detailed rules should be drawn up 
without further cteliry specifying the nature of 
the items which would qualify for adjustment 
out of the C&ir A^ufetmfent Account and a 
copy thereof lafid oft tHe table of the Houses of 
Parliafftfent. r ' ?' :

The Committee regret to note,t)jat the deve-
■ lopment of port facilities has not kept pace with 

the increasing volume of oil traffic. The delay
• in the. cotikpletionr of  ̂adequate port facilities to 

receive lafcge size tankers at Madras Port re­
sulted .in heavy loss of , pver Rs. 4 crores to 
Madras Refineries Ltd. .x^hich had to be com- 

‘ peirtated by Government from the C&F Adjust­
ment Account;. The Cpjamittee also find that 
10G had also to bear a heavy incidence of de­
murrage to the extent of Rs. 1.34 crores on 
detention of tankers due to inadequate tanker 
handling facilities at the ports.

The Committee were informed that a Study 
.Group set up by; the IOC in October, 1971, to 
susrrest Sboth,. ahotrt term apd long term measu­
res to improve the tanker handling facilities 
based on the expected volume of traffic between 
1972-79, had submitted its report to Government 
in May, 1972 and the report is now under the 
consideration of Planning Commission/Govem- 
ment. The Committee understand that in the 
meantime the IOC had been permitted to re­
coup the losses due to demurrage which could 
be clearly attributed to limitation of port faci­
lities from C&F Adjustment Account. As the 
C&F Adjustment Account has been created out 
of specific surcharge provided in the price struc­
ture for petroleum products, in the ultimate 
analysis this means increased burden on the 
consumers of petroleum products.
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The Committee, therefore, recommend that 
Government should in the light of the recom­
mendations of the Study Group of IOC, take 

' concerted measures for the expeditious develop­
ment of the ports and the tanker handling faci-

1 lities to cope with the projected volume of tra-
file to be handled at each port during the Fifth 
FiVe Year Platt. The Committee would like to 

. be , informed of the concerted measures taken
in" this behalf to reduce, if not eleminate the 
burden of demurrage charges paid on tankers 

, for want of adequate handling facilities at ports.

18. 5.47 The Committee find that Government have
levied various surcharges ’bn petroleum products 
to compensate the oil tompanies for specific 
under-recoveries. However, the amount collect­
ed under the various schemes formed part of 
neither the Consolidated Fund of India nor the 
Public Account. Except in the case of Freight 
Surcharge Pool, the amounts collected by the 
levy of these surcharges formed part of the 
overall funds df the oil companies. There was 
also hardly any effective control exercised by 
Government on the utilisation of funds in the 
various pool accounts. The oil companies were 
required tb submit accounts to the Ministry 

: 7 ;f atfilte'cl by their oWn private chartered accoun­
tants. There was no tegular auditing of these 
accounts either by the C&AG or any other au­
ditor appointed by the Government. It was 
only in June, 1973, that the Ministry appointed 
an auditor to check up the accounts of the oil 
companies in respect of Freight surchange Pool.
It was again only in September, 1973, i.e. after 
the Committee had taken up the examination 
of I.O.C. that the Ministry appointed an inter- 
ministerial Committee to examine inter-alia the 
legal position of these large funds, to frame 
guidelines for the maintenance of the accounts,
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to recommend the methods/machanism of con­
trol to be exercised by Government and to con­
sider the feasibility of bringing all these ac­
counts under the Consolidated Fund of India.
It is surprising that the Ministry thought of 
examining all these aspects only at this late 
stage rather than at the time of taking the deci­
sion to introduce the various schemes.

5.48 The Committee also find that the inter-minis­
terial Committee which was to submit its re­
port by 4th December, 1973 has not yet done so. 
In the meantime, the Ministry had also decided 
to refer the overall question oovering all as­
pects of the various accounts to the next Pricing 
Committee. The Committee desire that Gov­
ernment should examine whether there was 
need for the levy of the various surcharges on 
petroleum products to compensate the oil com­
panies for specific under-recoveries and to main­
tain the various pool accounts/surcharge sche­
mes, thereby increasing the burden on ultimate 
consumer and making the pricing formula more 
complicated. In case, these were considered 
inevitable, suitable measures should be taken 
for an effective control over the funds collected 
under the various schemes and for the mainte­
nance of proper accounts ana audit thereof in 
consultation with the C&AG in the light of the 
recommendations of the inter-ministerial Com­
mittee and the Oil Pricing Committee.

19. 5.57 The Committee find that in respect of lubri­
cants, greases and specialities the pricing for­
mula provided a system of block control on 
marketing and distribution charges and profit 
per unit of different products falling in each 
group. The oil companies were permitted to fix 
the prices of individual products under each 
group in such a manner that after meeting the 
actual costs, the balance left for all the products
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under any one group did not exceed the distri­
bution and profit margin per unit permitted by 
the Oil Price Committee. However, the actual 
profits made by the oil companies exceeded the 
permissible limits and since the oil companies 
failed to make voluntary reduction in prices as 
and when called for, there was large accumula­
tion of super profits by the private oil compa­
nies inspite of Government having levied non- 
recoverable additional duties.

5.58 The Committee also find that the Corporation 
requested Government in October, 1969 to re­
view the entire scheme of pricing of lubricants, 
greases and specialities. The Corporation again 
represented to Government in March, 1972 as 
the Corporation was required to pay non-reco- 
verable duty during 1971-72 without any super 
profit balance to be absorbed, unlike other oil 
companies who made super profits in earlier 
years suitable mechanism might be evolved to 
set right the imbalance. The Committee regret 
to note that no immediate action was taken by 
Government in this regard and it was only on 
30th July, 1973 that instructions were issued by 
the Ministry directing all the oil companies to 
credit/debit the over-recoveries/under-recoveries 
to C&F Adjustment Account. The Committee 
regret to note that the long delay in taking a 
decision in this regard had resulted in giving 
the benefit of use of large surplus funds to the 
private oil companies.

5.59 ‘ The Committee also note that although the 
over-recoveries were required to be credited to 
the C&F Adjustment Account within two

*At the time of factual verification, the ■Ministry of Petroleum and Chemicals stated

as iate«t position is that Bsso’s full liability in this regard has been cleared; and
Burmah-Shell and Caltex have pair1, first of the two equal annual instalment*, 
w'hich they have agreed to pay to clear the account, the second instalment w ilt 
be paid during the current year.”
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months from the date of the order, it had not 
been done so far and the private oil companies 
had inter alia represented that payment in one 
instalment would seriously impair their ways 
and means position. They were, therefore, ne­
gotiating with IOC to pay the amount in instal­
ments. The Committee would like that a deci-

, sion in this regard should be taken early and
put into force.

5.60 The Committee also find that as in the case
of Pool Accounts/Surcharge Schemes, there was
hardly any effective control over the block-con- 
trol accounts by Government. Till recently 
there were no guidelines for determining cost 
of production to ensure that it was not over­
stated by the oil companies, and if oil companies 
offered rebates to customers these would be 
reimbursed from profits. There was also no

- detailed auditing of these accounts by auditors
appointed by the Government to verify the 
correctness or otherwise of the over-recoveries 
shown by the oil companies* H e  accounts sub 
mitted by the private oil companis, as audited 
by their chartered accountants were only scruti­
nised by the Ministry in consultation with the 
Cost Accounts Branch of the Ministry of Fin­
ance. As it has now been decided that the over­
recoveries/under-recoveries in respect of block- 
control would also form a part of C&F Adjust­
ment Account, the Committee recommend that 
suitable measures be Introduced to place the 
maintenance of these accounts on sound footing 
and to have an effective control over them.

20. 6.3 The Committee regret to note that in spite of
their recommendation in their 35th Report (3rd 
Lok Sabha) in March, 1967 that strict control 
over costs shotiM be ensured it was only from 
1969*70 that accounting system integrating both 
cost and financial accounts has been introduced.
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It has been admitted by the Management that 
the present system does not cover many other 
aspects of cost analysis and there is scope for 
improvement. The Committee need hardly 
emphasise the importance of having a systema­
tic analysis of costs of all the significant aspects 
of the undertaknig so that it can be a real aid 
to management judge and improve the working 
of the organisation. They desire that necessary 
measures should be taken without delay to re­
move the deficiencies in the existing costing 
system. The Committee are not convinced that 
at least some analysis of other aspects of cost is 
not possible till a computer is installed. The 
Committee would like the Corporation to im­
prove the costing system within the existing 
resources so that it serves as an effective tool 
of management control to effect economies and 
improve efficiency.

6.11 The Committee find that based on the annual
accounts, the net profit earned by the Market­
ing Division of IOC was Rs. 3341.77 lakhs during 
1972-73 as compared to Rs. 2036.82 lakhs during 
the previous year. However, the profit as shown 
in the accounts is the net result of inter-action 
of a number of variable factors operating in 
different years. According to IOC, after taking 
into considerati.on the impact of quantifiable 
variable factors like non-recoverable duty, re­
imbursement of recoveries from pool accounts 
surcharge schemes etc., the adjusted profit for 
1972-73 would amount to Rs. 3047.42 lakhs. On 
the other hand, the adjusted profit for the year 
on the lines indicated by Audit would be still 
lower i.e. only Rs. 1429.07 lakhs.

6.12 In the opinion of the Committee, the profit
or loss as indicated in the accounts of the Cor­
poration is not a true index of the efficiency of 
the working of the Marketing Division of the
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Corporation. The Committee recommend that 
for a proper assessment of the working results 
of the Marketing Division and to have a realis­
tic appreciation of the financial position of the 
various activities from year to year, the Corpo­
ration should prepare a variance analysis show­
ing the impact of changes in various factors like 
sales volume, product-mix, rate variance, mar­
gin variance, movement and distribution pat­
tern and change in pricing points etc. on the 
profits of the Division. This would help the 
management in locating areas where improve­
ments could be effected so that suitable measu­
res could be taken in time.

22. 6.28 The Committee find that the total amount of
outstandings, expressed in terms of number of 
days’ sales, have gradually come down from 22 
days as on 31st March, 1969 to 10 days as on 31st 
March, 1973. However, in respect of private 
parties there were heavy outstandings and these 
had gone up from Rs. 7.50 crores as on 31st 
March, 1969 to Rs. 10.41 crores as on 31st March, 
1973. The Committee regret to note that there 
were 45 private parties against whom the anw>- 
unt due was more than Rs. 1 lakhs and the 
amount was outstanding for more than 30 days. 
As on 31st March, 1973, the total amount of 
book-debts outstanding for more than six mon­
ths was as high as Rs. 5.69 crores.

6.29 From some of the illustrative instances which
came to the notice of the Committee, they 
regret to note that, in several cases, the Corpo­
ration failed to make proper enquiries into the 
credit worthiness of the customers before grant­
ing them credit facilities. It is also surprising 
that the credit facilities were continued to be 
given to the customers even where they failed 
to make payment as per the terms of credit faci­
lities laid down by IOC and in one instance the
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credit facility was not withdrawn even though 
the credit investigation report did not justify 
granting credit facilities to the customer. The 

.. . • result has been that there were several cases 
' • where legal proceedings bad to be resorted to

> for realisation 6t dues which means heavy exw 
penditure on litigation. An amount of Rs. 1.20 

! • crores was considered doubtful of recovery as
on 31st March, 1973.

6.30 The Committee urge that the Corporation
. should ensure that the credit policy laid down

by it is strictly adhered to. Prompt and deter­
rent action should also be taken against the 
officials who fail to follow the prescribed credit 
policy without adequate ! Justification.

6.31 From the instances mentioned in Appendix
VI of this Report, the Committee also find that
in some of the cases the responsibility for lap-

•; ses has not yet been fixed. Even in cases where
. > the responsibility is stated., to have been fixed,

the specific action taken against the delinquent 
officials has not been intimated to the Commit­

, tee. The Committee would like to be informed
of action taken against the delinquent officials
in all these cases. The Committee would also
like that these cases should be vigorously pur­
sued with a view to realising the outstandings 
from the pa tries. The Committee would like to 
be informed of the outcome in each case.

6.32 The Committee also find that the Internal 
Audit suggested in its Report in July, 1971 
various remedial measures to improve the man­
ner of collection of outstanding, maintenance 
of records therefor and for minimising outstand­
ings, The suggestions made include inter-alia 
(i) detailed study for finding out the reasons 
for abnormal delays in submission of bills, (ii) 
review of the reasons leading to delays in ana-

563 L.S.—18
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lysing the cash customer accounts and extend­
ing of unauthorised credits, (iii) submission of 
timely comprehensive customer-wise/ c ategory- 
wise statements of outstandings to the concern­
ed Department/field staff and (iv) analysis of 
back-log of outstandings from cash customers 
on a priority basis to determine the correct out­
standings for effecting recovery.

The Committee would like these suggestions 
to be examined for implementation forthwith so 
that the management may exercise close and 
continuous watch over the outstandings and 
take timely measures for the realisation of the 
amounts.

The Committee regret to note that the IOC 
had written off a sum of Rs. 44.62 lakhs as bad- 
debts during 1969-76 to 1972-73 and this includ­
ed a sum of Rs. 13.70 lakhs pertaining to cases 
where the Corporation was unable to establish 
its debts for want of documentary proof. It is 
surprising that the Corporation in some cases 
failed to exercise even the elementary care of 
keeping proper documents for the debts raised 
by it. The Committee also find that in some 
cases put up by the Management to the Board 
for writing off certain debts, the internal audit 
had either been able to locate the proof of sup­
ply or had established that the debt was reco­
verable. The Committee cannot help conclud­
ing that the Management did not make a thoro­
ugh check to locate the proof of supply and/or 
to try all possible ways to recover the debts 
before putting proposals to the Board for write 
off of these debts. T%e Committee desire that 
all the cases of bad debts written off for want 
of documentary proof should be thoroughly in­
vestigated and responsibility fixed for such loss 
of documents.
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6.39 The Committee are also unable to agree with
the view of the IOC that the amount involved 
in- these should be written off as ‘bad debts’ 
as these were clear cases of losses due to failure 
of management to establish these as debts and 
were not ‘bad debts’ in the normal sense. They 
therefore, desire that all these cases should be 
reviewed and regularised by obtaining the sanc­
tion of higher authorities competent to write 
off the losses.

24 6.42 The Committee find that there have been
abnormal delays in taking action on the points 
brought to the notice of the Board by the Inter­
nal Audit. They need hardly stress that the 
very objective of having an Internal Audit 
would not be achieved if prompt action Is not 
taken to remedy the irregularities/deficiencies 
brought to the notice of the Management.

#.48 The Committee would, therefore, like to im­
press on the Management the need for giving 
prompt attention to the points raised by Internal 
Audit with a view to cut out wastages, effect 
economies and plug loop-holes in the working 
of the undertaking so that the Internal Audit 
can really be an aid to Management.

25 7.20 The Committee regret to note that there have
been shortfalls both in production and sale of 
liquified petroleum gas. The problems of pro­
duction of LPG have been dealt with in the 
report of the Committee on IOC (Refineries 
Division). In so far as difficulties in marketing 
of LPG. are concerned, one of the main reasons 
was stated to be inadequate availability of cy­
linders. The Committee find that against the 
planned requirements of about 4 lakh cylinder* 
every year, the actual number of cylinders avail­
able to IOC ranged between 2.29 lakhs and 3.07 
lakhs during the years 1970-71 to 1972-73. This 
was stated to be mainly due to the inadequate
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availablelity of special quality of steel required 
for production of cylinedrs. TSie Committee 
regret to note that not only there was shortfall 
in indigenous production of such steel but the 
IOC/Government failed to make imports well 
in time. As pointed out during evidence al­
though IOC was advised as early as June, 1972 

f to put up an application for import of 5,000
tonnes of steel, the application was received by 
the Ministry only on 24th February, 1973. It 
is surprising that the IOC should have taken 
about 7 months to submit the application for 
the import of steel. There was also avoidable 
delay on the part of the Ministries of Petroleum 
and Chemicals and Steel & Mines in processing 
the application and in releasing the foreign ex­
change. As a result the cylinders out of the 
imported steel would now be available to IOC 
only during the year 1974-75.

7.21 The Committee need hardly emphasise the
importance of maximum utilisation of available 
gas from the oil refineries for the production of 
LPG. Low production and poor availability of 
LPG means higher consumption and larger im­
port of Kerosene oil which the country can ill 
afford at present when it is faced with the oil 
crisis. The Committee, therefore, urge that 
suitable remedial measures should Be taken not 
only to ensure optimum production of LPG at 
the oil refineries but to remove any constraints 
in the marketing of the same as there is exten­
sive public demand for it. The Committee, also 
stress that Corporation should plan their requi­
rements of LPG steel well in advance and take 
steps to procure the cylinders In time so that 
paucity of cylinders does not depress produc­
tion/marketing of LPG.

28 7.42 The Committee note that although the IOC
had raw oil for the production of transformer
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oil and the Ministry enquired in April, 1963 
from: the Corporation whether they would like 
to take up, the project, the IOC did not do so 
as, according to the Corporation, it was not able 
to secure any collaboration for the production 
of, the transformer oil. Instead it issued ‘no 
objection’ to government in November, 1965 on 
the proposal , of a private firm—subject to ne­
gotiations being held for selling-agency rights 
as the firm, was willing to give IOC the first 
choice of refusal of their entire production at 
prices which, would compare favourably with 
import parity prices and also the export rights, 

>. if necessary. The Committee, however, regret 
to note that the IOC did not enter into any 
written agreement with the firm in this regard 
before issuing ‘no objection’ certificate on the 
proposal of the firm. The Committee also find 

, that Industrial Licence was issued on 21st De­
cember, 1966 by the Ministry to the firm with* 

< out settling the question of marketing right* 
... and the prices payable for the products and 

without incorporating any of these conditions 
in the licence. -

The Committee were informed that no res­
ponsibility for this lapse in the issue of licence 
was fixed by the Ministry as according to them 
the officers who enquired into this matter came 
to the conclusion that it was only a case of 
inadvertance and lio malaflde was involved. The 
Committee are not convinced and recommend 
that the matter should be re-examined and 
responsibility for lapses fixed.

7.43 The Committee also note that, subsequently,
as a result of negotiations between the Ministry 
and the firm it was decided in July, 1971 that 
IOC would market 50 per cent of the total pro­
duction of the firm and accordingly the firm 
agreed to supply 60 per cent of their production
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of transformer oil at the ex-factory price of Ra. 
2,250 per Kl. packed in drums. (Rs. 1,850 Kl. 
in bulk). The Committee regret to note that 
IOC accepted to lift the stocks at this price with­
out the approval of the Board and without 
assessing the reasonablen^s of the price by 

. an analysis of the costing data furnished by the
firm. The Committee were informed that this 
price was accepted on a temporary basis sub­
ject to its being fixed by Government. The 
Committee are concerned to And that the IOC 
even at this stage did not have any written 
agreement with the firm and it failed to com­
mit the firm to accept the price fixed by Gov­
ernment with retrospective effect. As pointed 
out during the evidence, according to the Cost
Accounts Officers of the Ministry of Finance
the bulk ex-refinery price in December, 1972 in 

' r respect of this firm should be only Rs. 1,528 per
KUo litre as against a rate of Rs. 1,850 charged 

1 from IOC. Although the firm was agreeable to
abide by the price fixed by the Ministry from 
the date a decision was taken in this regard, the 
Committee regret to note that even after it be- 

r came clear in December, 1972 that the price
charged by this firm was higher the Ministry
have not been able to fix a reasonable price for 
the transformer oil.

7.44 The Committee also note that during April
to July, 1972, the Corporation was required to 
lift 2,025 Kls. of transformer oil earmaked by 
the firm. However, since the Corporation could 
not secure any order for sale as the selling price 
was not competitive, it was unable to lift its 
share of the oil. It, however, supplied on cre­
dit base stock worth Rs. 42.79 lakhs to the firm 
between May to August, 1972. The Committee 

' were informed that out of 2,025 Kls. of trans­
, former oil earmarked by the firm under the

' agreement, the Corporation was, upto 31st
August, 1973, able to dispose off only 1,498 Kls.
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While the Corporation made a gross profit of 
Rs. 1.56 lakhs on this sale, it incurred a loss of 

, Rs. 3.56 lakhs as interest upto 31st August, 1973 
on the blocked capital of Rs. 44.91 lakhs repre­
senting the value of base stocks supplied to the 
firm on credit. The Committee are constrained 
to observed that the entire deal with the firm 
had been finalised by IOC without a careful 
analysis of the contractual obligations and finan­
cial lmplicatiohs thereof. The Committee, there­
fore, recommend that Government should con­
duct a thorough Investigation into the matter so 
as to pinpoint the lapses at the various stages 
and also fix responsibility for the loss suffered 
by IOC.

The Committee were also informed during 
evidence that transformer oil manufacturing 
facility was being abused on a large scale for 
adulteration of edible oil and Government have 
appointed a n  Enquiry Committee to go into this 
problem. The Committee understand that the 
final decision regarding the canalisation of the 
sale of transformer oil and the selling price for 
It would be taken on the basis of findings of 
this Enquiry Committee and the results of the 
Inquiry being conducted by the Ministry of 
Industrial Development in rgerad to the price. 
The Committee would like to be informed ur­
gently of the decision taken in this regard.

The Committee find that IOC had to enter 
into agreements with other oil companies in 
February, 1969 sale of lubricating oils after 
blending them in its blending plant at Madras 
because of its inability to seli the entire produc­
tion on account of inadequacy of retail outlets. 
As a result, the Corporation had to forego the 
marketing charges (Rs. 43.86 lakhs) and profit 
margin (Rs. 12J1 lakhs) on the sale of 52,170 
Kls. of lubricating oils,during 1970-71 and 1971-
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72. The Committee; are informed that the short
, term agrpefoent-fojr years with other oil com­
''' panies was designed to .give IOC sufficient time

! to (iejvelop their product range and sales net
work apd to _ eventually utilise the entire pro­

’ ' r duction.at Madras Refineries Ltd. by itself. They
fû d that ev$n in 1972̂ 73 the IOC had sold a total 
quantity of 37,824 Kls. of lubricating oils to 
ether companies &» against the contracted quan- 

, tiyt of 56,560 I£l«. The Committee recommend 
that IOC should take, concerted measures to 
develop it? lube oil sale in the country so that 

,fl it may be able to sell the entire production and
cater to the complete ( range of industries after 
the expiry of the present agreement with other 
oil companies. r

7.61 The Committee also take a serious view of
the fact that in several cases IOC sold lubricants 

' and greases below the cost of production with*
‘ out the approval of the Board of Direc tors al-

‘ though such sales below cost weie not within
* the powers1 delegated to the Managing Director,
' It was only in February, 1973, after the matter

was raised by Audit that a general note on sale 
of lubricants was submitted to the Board 
of Directors requesting them to regularise loss 
in the earlier years and the continue the sale 
of lube oil at prices fixed by the Government 
from time to time. The Committee are inform­
ed that the matter was referred by Board to ttie 
Finance Director and is awaiting re-considera­
tion by the Board in the light of the observa­
tions of the Finance Director and the comments 
of the Management thereon. The Committee 

’ would like to be, informed of the final outcome
in the matter, and the action taken to regularise 

. these sales.
28 :V,; 7.70 The Committee find that the IOC sold to

' private oil companies an aggregate quantity of
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28.818 Kls. of products of high viscosity index 
(higher than 90) and 23,352 Kls. of products of 
low viscosity index during the years 1970-71 and 
1971-72 although under tiie agreement the Cor­

* poration was not bound to supply more than 50
v per cent of the total quantity of lubricating oils
; 'v of H.ViI.
7.71 The Corporation incurred a loss of Rs. 5.90

lakhs on the sale of products of low viscosity 
index as these had to be moved to far oft sta­
tions. This loss could have been avoided had 
the Corporation insisted upon supplying pro­
ducts of H.V.I. and L.V.I. grade in equal pro­
portion.

. -7.72 It has been contended by the Management
that the agreement does not stipulate that other
oil companies should uplift equal quantity of 
low viscosity oils as compared to heavy visco­
sity oil The Committee are unable to agree 
with this view. In the opinion of the Commit­
tee the contention that an oil company can 
purchase any quantity of high viscosity index 
without purchasing equal quantity of products 
of low viscosity index is not tenable as other­
wise an oil company can get away with pur­
chasing up to 50 per ccnt of its annual contract­
ed quantity only of the profitable high viscosity 
index grades without purchasing any quantity 
of un-remunerative low viscosity index grades. 

v The Committee have also elsewhere in this Re­
port; commented on the loss suffered by the 
Corporation on account of sale of lubricants to 
other oil companies because of non-development 
of adequate retail outlets.

-29 8.23 The Committee note that the Ministry of
Petroleum and Chemicals informed the Corpo­
ration on 12th February, 1972 about their com­
mitment to procure and supply 5 lakh tonnes 
o f ’ crtdfr to Chittagong Refinery during the
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period March to August, 1972 and asked the 
Corporation to float enquiries and finalise ar­
rangements for import of crude. On 10th 
March, 1972 the contract for supply of crude 
having been finalised, the Marketing Division 
was asked to arrange for the affreightment. The 
Corporation floated an enquiry on 14th March, 
1972 calling for quotations to be kept open upto 
18.00 hrs. 1ST on 15-3-1972, giving inter alia, 

 ̂ in the quotation, a firm indication about the
freight rate at $ 5.50 per long ton. The Com­
mittee also note that while two offers were re­
ceived, one at 10.45 hrs. on 15th March, 1972. 
with the rate of $ 5.50 per long ton and another 
at 13.30 hrs. on 15th March, 1972 with the rate 
of 6.65 dollars per tonne, a third party first tele- 

h xed at 16.10 hrs. on 15th March, 1972 asking for 
extension, but later sent an offer on the same 
day at 16.40 hrs. quoting a rate of 5.45 dollars 
per long ton (subsequently revised to 5.40 dol­
lars per long ton at 20.45 hrs. on the same day).

8.24 In the mean time, the offer of the first party
at €.50 dollars per long ton was accepted by the 
Company and the letter of acceptance by the 

, Corporation was personally delivered to the
...... party’s representative in IOC’s office at 16.30

hrs. The Committee were informed during evi­
dence that the whole matter had been handed 
over to the CBI on the 11th June, 1973 for in- • 
vestigation. The Committee desire that the 
investigation by the CBI should be completed 

" soon and Government should on receipt of the
report of the CBI examine all aspects of the 
case thoroughly with a view to fixing responsi­
bility for any lapses and to take suitable reme­
dial steps to avoid recurrence of the same. The 
Committee may also be informed of the acfion 
finally taken in the matter.

80 6.29 The Committee find that Government allow­
ed IOC to import engine,oil from Rumania dur-
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ing 1967-68 to 1970-71 and the private oil com­
panies were also to be given a share from these 
imports. Out of the total imports of Rs. 7.66 
crores of engine oil from 1967-68 to 1970-71, en­
gine oil worth Rs. 3.13 crores was given to ESSO 
on loan basis. In repayment of this, ESSO 
handed over three import licences for a total 
C.LF. value of about Rs. 2.3 crores which were 
utilised by IOC for importing engine oils. In 
regard to the balance, due to restrictions on im­
ports, ESSO had proposed to repay the products 
out of their entitlement of Lube India products 
subject to the condition of their purchasing an 
equivalent quantity from IOC at the previously 
prevailing prices. This proposal was not, how­
ever, agreed to by IOC. The Committee feel 
that the products which were taken by ESSO 
on loan basis should have been returned by it 
in time on ‘tonne for tonne* basis to the IOC. In 
the opinion of the Committee, the suggestion of 
the ESSO to repay the product after purchasing 
an equivalent quantity from the IOC at the 
previously prevailing price would give ESSO, 
an unintended benefit in the context of the 
increase in price of the Engine Oil. The Com­

' mittee recommend that the price payable for
....* the product to be taken by ESSO from the

"* I.O.C. should be carefully decided after taking
'  into consideration the prevailing market condi»

tions when such sales are actually effected.
8.30 The Committee also note that Government

have already decided to purchase 74 per cent, 
of the shares of ESSO and pay them the requi­
site compensation in this regard. The Commit­
tee suggest that Government should take this 
opportunity of settling the dues outstanding 
against ESSO before the amount of compensa­
tion is finally paid to the firm.

31 8.43 The Committee find that out of the total
import of engine oil worth Rs. 7.66 crores by
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IOC during 1967-66 to’ 197(K?1, engine oil worth 
Rs. 4.53 crores was supplied to oil companies 

. other than ESSO on outright sale basis and 
Mled for as such after including Sales Tax and 
service charges. Ifhe oil companies however, 
objected to charging Sales tax and suggested 
tfrat thiese should joe treated as ‘sales in course 
of import’ arid were prepared to indemnify the 
IOC iii respect of costs, demands and expenses 
that IOC might incur in treating the transanc- 
tion 3s ‘sales in cou£$ie 6f imports’. The Com- 
jtnittee regret to note that IOC agreed to treat 
’the sale of the prdduct to these companies as 
‘ sale in the course of import' even though the 
legal opinion obtained by IOC was against it. 

JlWhile this course of 'action is sought to be jus­
tified by the IOC on the ground that it had ob­
tained Indemnity from other oil companies in 
respect of sales tax, costs and expenses, the 
Committee are distressed to note that the Cor­
poration even after placing the order on the 
foreign firm on 28-5-1971, resorted to the ex­
change of predated letters with dates earlier 
than the date of placing orders to prove the 
intentions of both the parties to treat the tran­
sactions as ‘sales in the course of imports’. The 
Secretary of the Ministry admitted during evi­
dence that this was a serious matter and some­
thing which a public undertaking should not 
have done. Considering that the sâ es tax lia­
bility was to be borne by the other* oil com­
panies, the Committee fail to understand as to 
why the IOC should have resorted at all to ex­
change pre-dated letters ; with other oil com­
panies.

The proper course for the IOC should have 
been to place all the facts before the sales tax 
authorities and abide by their ruling. The 
'Committee take a serious view of this action on
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the part of one of the premier public undertak­
ings and recommend that Government should 
immediately institute an enquiry into the mat­
ter and fix responsibility.

8.44 The Committee also understand that in the
case of sales effected in Eastern Branch, the 
sales tax authorities did not accept the IOC's 
contention to treat this as ‘sale in the course of 
imports and an appeal has been filed against the 
order of Commercial Tax Officer. The Com­
mittee would like to be informed of the final 
outcome, of the case.

The Committee find that IOC supplied 200 
tonnes of tin plates to a firm in April, 1966 for 
the fabrication of 1,70,000 tins against a bank 
guarantee which was valid upto 26th Decem­
ber, 1967. They regret to note that although the 
firm had supplied -only 1,05,048 tins upto April, 
1967, it had not returned the balance quantity 
of tin plates valued at Rs. 1.34 lakhs and the 
Corporation also failed , to safeguard its inte­
rests by getting the bank guarantee revalidated 
well in time before the date of expiry of the 
guarantee in December, 1967.

8.49 The Committee also find that the Corpora*
tion took action to file a suit against the firm 
only in June, 1973, which is still pending. It 
has been stated that the Corporation decided to 
take legal action after having failed to settle 
the matter amicably. The Committee are dis­
tressed to note that it took the Corporation 
more than five years to take this decision. Such 
inordinate delays do not speak well of a com­
mercial organisation like I.O.C. The Committee 
desire that the matter should be investigated 
and responsibility fixed both for the failure to 
take timely action to get the bank guarantee 
revalidated before the date of its expiry as well

32 8.48
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as for the inordinate delay in filing a suit against 
the firm.

The Committee would also like to be inform­
ed of the final outcome of the case.

33 8.54 The Committee regret to note that the IOC
agreed to sell imported aviation gasoline to M/s. 
ESSO as Motor Spirit without carrying out any 
tests on their own as to whether the product 
had actually gone off the specifications result­
ing in a loss of Rs. 73,000 to the Corporation. 
The Committee have been informed that the 
officer and the branch concerned had been cau­
tioned for this error.

8.55 The Committee are also surprised to find 
that although the sale had been made in July, 
1969, the approval of the Board for writing off 
the loss has not been obtained so far. There 
'were other cases also where sanction of the 
competent authority for writing off similar 
losses was taken after a long time. The Com­
mittee would like to be informed of the reasons 
for the inordinate delay in placing the matter 
before the Board.

8.56 The Committee note that there were also 
other cases where aviation gasoline had to be 
down-graded because of long storage resulting 
in a loss of Rs. 7.06 lakhs. The Committee re­
commend that these cases should be investigat­
ed and the Committee informed of the outcome. 
The Corporation should take steps to fix suifc- 
able period/norms for storage of aviation gaso­
line and also for periodical inspection of the 
products with a view to ensuring that aviation 
gasoline etc. do not go off specifications during 
storage.

34 8.59 The Committee regret to note that the Cor­
poration suffered a loss of Rs. 0.62 lakhs due to
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alleged incorrect gauging and dip measurements 
by the officials of the Corporation of the HSD 
received at one of the installations of the IOC 
on 17th April, 1970.

8.60 It is surprising that it took the Corporation
more than two years to fix the responsibility in 
this case and it was only on the 9th June, 1972 
that the officer was warned to be careful in 
future. The Committee would urge that the 
action against the delinquent officials should be 
prompt and adequate so as to act as a deterrent 
to others.

35 8.63 The Committee find that the IOC made
payment to the Railways for railway freight on 
all tank wagons loaded from the pipeline instal­
lations at Panki (Kanpur) on the assumed carr­
ying capacity of the individual tank wagons in­
stead of the actual carrying capacity which in 
rnany cases was found to be lower. Considering 
the fact that the payment was continued to be 
made for four years right from July, 1967 to 
July, 1971, resulting in excess payment of R». 
16.03 lakhs, upto December, 1970, the Commit­
tee are unable to agree with the view of the 
Corporation that the payment was made due to 
an oversight. The Committee desire that the 
matter should be further probed into with a 
view to fixing responsibility for the negligence 
on the part of the officials concerned. The Com­
mittee would also like to be informed of the 
refund of the balance claims amounting to Rs. 
2.54 lakhs pertaining to the period from January 
1971 July, 1971, but not realised upto March.

36 8.74 The Committee find that compou'Yled lubri­
cating oil and greases are subject to 20 
per cent ad-valorem excise duty from 29th 
May, 1971. Provision also exists for set off of 
excise/countervailing duty paid on lubricating



236

1 2 3

oils and greases used in the manufacture of 
compounded lubricating oils and greases. The 
Eastern and Southern Branches of the Corpora'' 
tion paid 20 per cent ad valorem duty on com­
pounded lubricating oils and greases manufac­
tured at the Corporation’s Blending Plants at 
Calcutta and Madras during June to September, 
1971 but failed to obtain simultaneously set off 
of excise/countervailing duty paid on lubricat­
ing oils and greases used in the manufacture of 
compounded lubricating oils and greases. As a 
result, the claims for refund of excise duty 
amounting to Rs. 11.13 lakhs were still pending 
with the Central Excise Authorities.

8.75 The Committee recommend that the Corpo­
ration should devise a suitable method and 
maintain proper records so that allocation of 
duty on lubricating oils and greases could be 
readily available to avail of set off duty. The 
Committee would also like that vigorous follow- 
up action should be taken for the realisation of 
the balance of Rs. 11.13 lakhs on account of re­
fund of excise duty.

87 8.80 The Committee regret to note that the IOC
purchased Caltex Depot at Karad at a cost of 
Rs. 25,000 in 1968 to save bridging expenses. 
However, due to acute shortage of MG tank- 
wagons tiie expected savings of bridging expen­
ses did not materialise and the objectives of 
purchasing the depot did not materialise. The 
depot was ultimately closed in June, 1973. The 
Committee feel that had a proper assessment 
been made about the availability of tank wagons 
before the purchasing of the depot, the expen­
diture incurred on the setting up of the depot 
could be avoided.

8.81 The Committee also find that the Internal
Audit proposed as early as June, 1971 an ex*-
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mination of all proposals made during the pre­
vious two or three years for the purchase of 
Depot etc. at various stations to find out whe­
ther the conditions under which the sanction 
for the purchase of the depots was accorded 
have been fulfilled or not.

The Committee desire that a review of all 
the depots purchased during the last five years 
should be undertaken soon and decision taken 
regarding their continuance or otherwise as a 
result of such review.

The Committee note that under the arrange­
ments between the Corporation and IOBL the 
Corporation gets its base stocks and additives 
blended in the IOBL plants in consideration of 
which the Corporation was to pay a blending 
fee at 5 cents for premium grade lubricants and
2 cents for non-premium grade lubricants, 60 
cents and 25 cents per pound for premium and 
non-premium greases. The Committee note that 
on account of devaluation, the blending fees 
were enhanced by 57.5 per cent

The Committee fail to understand as to why 
the Corporation should not have stipulated the 
blending fees in Indian currency in the agree­
ment with IOBL which is an Indian Company 
and why no attempt was made in this regard 
either initially or even at the time of the revi­
sion of the fees later. The failure to fix the 
fees in Indian currency has given an unit ended 
benefit to IOBL.

The Committee recommend that the Corpo­
ration should see that such commitments In 
foreign currencies with Indian firms are avoid­
ed in future.

1.96 The Committee recommend that Govern­
ment should issue suitable directions in the
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matter to all the public undertakings so that 
the commitments of this nature are settled in 
Indian rupees and not in foreign currency, par­
ticularly, when the companies with whom con­
tracts are entered into are companies incorpo­
rated in India.

39 8.11 The Committee find that at present the
Chairman of the Corporation does not have any 
powers over and above those enjoyed by the 
Managing Directors of the two Divisions. Al­
though the Government letter appointing the 

" * last Chairman as early as September, 1971 en­
visaged delegation of further powers to the 
Chairman by the Board of Directors it is only 
in June, 1973 that a iub-committee of the Board 
has been constituted to streamline the powers 
exercised by the Managing Directors and there­
after the powers of the Chairman will be re­
viewed.

■ft.12 The Committee desire that the sub-Commit­
tee should finalise its deliberations without fur­
ther delay so that the Board may take a deci- 

’ sion about delegation of any additional powers
■ to the Chairman/Managing Directors that may
• be necessary in the interest of the effective fune-
' tioning of the two wings of the Corporation.

40 'D.16 The Committee note that each Division of
the Corporation has its own Financial Control­
ler to assist the Managing Director on all mat­
ters having financial bearing. In addition, the 
Corporation has a Finance Director who func­
tions as the Staff Officer of the Board of Direo- 

' tors and the Chairman in the matter of financial
advice. The Committee are informed that all 
matters referred to Chairman having a financial 
bearing and cases where the Financial Control­
lers do not concur with the Managing Director

• are routed to the Chairman through the Finan*-
; -dal Director. However, as admitted by the
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Secretary of the Ministry during evidence, not 
all proposals concerning financial matters com­
ing to the Board, have the prior comments of 
the Finance Director. The Committee recom­
mend that the procedure should be such that 
proposals concerning financial matters coming 
before the Board invariably include the com­
ments, if any, of the Finance Director so that 
the Board have a clear idea of the financial im­
plications of the proposals 'while considering 
them.

9.17 The Committee also understand that the
issue regarding the control and powers, which 
Finance Director should exercise over the 
Financial Controllers of the two divisions, is 
under consideration of the Ministry of Petroleum 
arid Chemicals in consultation with the Minis­
try of Finance. The Committee recommend 
that an early decision would be taken in the 
matter and reported to the Committee.
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