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NTPC Project Impacts
Petronet LNG

A recent move by the National
Thermal Power Corporation (NTPC)
to locate a liquefied natural gas (LNG)
import terminal at Kochi has put a
question mark on the future of Petronet
LNG Ltd’s (PLL) 2.5 million tonne im-
port project in the same port. NTPC
recently invited bids for 2 million
tonnes of LNG for its 350 MW
Kayamkulam project, whose capacity
is being increased to 1,950 MW.  It also
appointed a consultant for the feasibil-
ity study of Kayamkulam and Kochi
port locations for setting up an LNG
terminal. Should the NTPC import ter-
minal come up at any of these locations
just 120 km apart, the need for another
import terminal in Kochi would be ob-
viated. If PLL does not get the NTPC
contract for LNG supply to the
Kayamkulam project, it will have to
look at other industries in Kerala and
Karnataka. The government-sponsored
Natural Gas Master Plan 1999, had rec-
ommended that the minimum distance
between two 2.5 million tonne LNG
import terminals should be at least 300
km to make the projects viable -
regassified LNG can be supplied eco-
nomically through pipelines up to a
distance of 300 km.

Meanwhile, PLL has completed pre-
project activities - land has been ac-
quired and environmental clearance is
expected soon. The company has al-
ready spent Rs 300 million on the

project and GAIL India Ltd (GAIL)
had started the survey for laying a
Kerala-Karnataka pipeline for trans-
porting regassified LNG. Besides the
Kayamkulam project, no other indus-
try in Kerala or Karnataka can sustain
another LNG import terminal in Kochi.
In any case, the recent spurt in gas
discoveries in various parts of the coun-
try has increased the availability of
inexpensive natural gas (NG) in the
country, thereby shrinking the market
for LNG.

LPG, Kerosene
Subsidies

Oil marketing companies will have
to increase prices of LPG by almost Rs
22 per cylinder and kerosene by Rs 1.50
per litre, if they are to market these
products at the given subsidy levels.

The government has reduced the ef-
fective subsidy from the budget for the
current year to Rs 41 billion as against
Rs 44.95 billion last fiscal. Under sub-
sidies, which are now given at a flat
rate, (pre-determined levels declared
by the government at the beginning of
the fiscal) a provision has been made
for a subsidy of Rs 45 per LPG cylin-
der and Rs 1.60 per litre in the case of
kerosene. Currently the products are
being sold at much higher subsidy. The
domestic oil industry sells about 8 mil-
lion tonnes of LPG every year, most of
it to domestic customers. The subsidy
on LPG, which an oil company bears
till May is almost Rs 80 per cylinder.

Fuel Oil Sale Cancelled
Low bids caused state oil refiner Hindustan Petroleum Corporation Ltd

(HPCL) to cancel a rare tender to export the high sulphur fuel oil (HSFO) it
usually sells at home. The corporation, which last sold HSFO via tender about
18 months ago, cancelled a tender to sell 25,000 tonnes of 180-centistoke HSFO
for lifting in early June. The tender closed on May 22 and no new fuel oil
tenders are expected in the immediate future.
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For the month of April and May alone,
the oil industry has had to take a hit of
Rs 6 billion. The situation may change
if global petro prices continue to fall in
the coming months. In May prices of
LPG have fallen by almost US$ 100 per
tonne and this will impact domestic
prices for June in India - there is a usu-
ally a time lag of one month between
changes in international prices and con-
sequent changes in domestic prices.

LPG prices which were as high as
US$ 350 per tonne are now ruling at
around US$ 250 per tonne. Since the oil
companies have already taken a hit of Rs
6 billion in the first two months of this
fiscal they may not immediately pass on
the benefit to domestic consumers.

The subsidy outlay on kerosene and
LPG for the current year is Rs 63 bil-
lion. Of this Rs 22 billion is what the oil
companies count as their dues from the
last year on account of the higher sub-
sidy borne by them over and above the
budgeted subsidy. This effectively
leaves Rs 41 billion for meeting the cur-
rent year’s subsidy obligation.

Despite the fact that the oil compa-
nies are supposed to revise the retail
prices each time international prices
change, prices of cooking gas and kero-
sene have remained unchanged since
February 2002. The government had
declared last year that subsidies on
LPG and kerosene would be removed
within three to five years. Although
there has been a reduction in the budg-
etary provision for subsidies, un-
changed retail prices, which are dictated
informally rather than formally by the
government, maintains the status quo.

The finance ministry is considering
a proposal to cut duties on kerosene
sold through the public distribution
system (PDS) and domestic liquefied
petroleum gas (LPG). This will help
public sector oil companies improve
their finances, which have been hit be-
cause of under-recoveries from the sale
of the two subsidised products.

The quantum of the duty relief to
be provided to the companies is still un-
decided. Both PDS kerosene and do-
mestic LPG attract a 10 per cent cus-
toms duty and 16 per cent excise duty.

The government has decided to sup-
ply subsidised domestic cooking gas to
non-domestic consumers like canteens
attached to government offices or lo-
cal bodies, messes of police, schools
and colleges and charitable institutes.

Committee on Utilisation of KG Gas
The Committee on Utilisation of Natural Gas, an expert committee consti-

tuted to study and suggest ways to attract investments, subsequent to recent
major finds of natural gas off Andhra Pradesh coast in the Krishna-Godavari
basin has suggested a complementary Hydrocarbon Highway, a regulatory
authority and a state gas grid that will link major points in the state.

It has suggested that a concerted and a co-ordinated effort was required
by the Centre and state governments to make India self-sufficient in energy by
ensuring appropriate prices thereby making domestic companies globally com-
petitive. While observing that a consistent long-term policy framework is nec-
essary, the panel suggested a regulatory authority at national and state levels
and evolving a national policy on gas pipelines, gas pricing and building req-
uisite infrastructure for more effective utilisation of natural gas.

However, the committee noted that there is considerable uncertainty about
the timeframe of gas availability and price at which new-found gas is likely to
be sold. It identified some of the major issues requiring clarity which include
gas prices at landfall point and end-user point, gas pipeline routing, setting
up of a state-wide gas pipeline grid.

Time-frame and assured quantum of availability of gas, synchronisation of
demand with supply of gas, action needed to develop infrastructure and cre-
ate requisite demand and cut time to market were also examined.

The panel held consultations with all stakeholders of natural gas covering
gas companies, current users of gas, potential users and policy makers whose
decisions would impact gas utilisation. With many policy decisions affecting
transport and pricing of gas yet to be taken by the government, a lot more has
to be done before exact assessment can be made. One of the important issues
that the government is keen on is the importance of introducing competition
among producers, importers, exporters, transporters and distributors while
allowing open market to operate for the benefit of consumers.

While the domestic sector use will be relatively small compared to other
applications such as fuel for power plants, industrial users, fertiliser sector for
players like Nagarjuna, several gas based projects are at various stages of
implementation and this gas find will make it extremely attractive for IPPs
(independent power producers) planned in the coastal region around the
Kakinada hinterland. Companies like Lanco, GVK and Spectrum are already
using natural gas for their plants.

Though there are many areas that need to be addressed with regard to
policy related issues, taxation, etc., the state may have to consider setting up a
fund in which stakeholders can participate, paving the way for faster growth.
It is expected that natural gas will open up new avenues of development and
utilisation of gas.

The Andhra Pradesh Government has already proposed the establishment
of a pharma and chemicals complex in Visakhapatnam and has organised
road shows abroad to attract global players to invest in the ventures. Some of
the gas-based power producers like Lanco group have also announced re-
newed plans to their projects. GAIL India Ltd (GAIL) is proposing the trans-
portation of natural gas, which could be supplied to domestic users through
the planned pipeline, instead of LPG.

IOC in Sri Lanka
Petroleum Minister Ram Naik will

launch state owned Indian Oil Corpo-
ration’s (IOC) maiden entry as Lanka
IOC Pvt Ltd (LIOC), a wholly-owned
subsidiary of IOC, into Sri Lanka’s pet-
rol and diesel retail market. This will
be initiated with the inauguration of a
petrol station at Colombo as part of a
chain of 250 retail outlets the state oil

firm is taking over in the island nation.
LIOC has been incorporated for

IOC’s downstream retail forays in Sri
Lanka. The company will upgrade the
acquired petrol stations to international
standards by providing value added
services like ATM, convenio stores,
automatic car wash and food marts.
LIOC is slated to invest about Rs 2 bil-
lion in this venture.
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Indo-Iran Co-operation
The Ministry of Petroleum and

Natural Gas (MoPNG) has formed a
high-level steering committee to review
and provide momentum towards
greater co-operation between India and
Iran in the hydrocarbon sector.

The panel under the secretary of pe-
troleum ministry, will have representa-
tives from Department of Economic
Affairs and Ministry of External Affairs
(MEA). CMDs of Oil and Natural Gas
Corporation (ONGC), Oil India Ltd
(OIL), Indian Oil Corporation (IOC)
and GAIL India Ltd (GAIL) will also
be members of the committee.

The panel will review progress on
various action points including import
of 5 million tonnes of LNG from Iran
and also possible participation of In-
dian firms in discovered and semi-dis-
covered oil and gas fields of Iran on a
monthly basis.

GAIL will also assist Iran in devel-
oping a compressed natural gas (CNG)
network for use as automobile fuel
while IOC will lend its expertise in
modernising Iran refineries and in-
creasing capacity utilisation. IOC has
also renewed its contract with National
Iranian Oil Company (NIOC) for im-
port of 5 million tonnes of crude oil for
2003-04.

Of the 8.448 million tonne crude oil
imported from Iran, 5 million tonnes is
imported on government-to-govern-
ment term contract and the rest is
bought from the spot market.

The LNG, which will be brought
from Iran, in two phases, is expected
to have a supply contract for 25 years.
On its part, the Iranian government has
agreed in principle to award a discov-
ered oil field in Iran to ONGC Videsh
Ltd (OVL).

Iran has also agreed to favourably
consider IOC participation in an avia-
tion services project in a new interna-
tional airport (close to Tehran) being
considered by Oil Industry Invest-
ment Organisation (OIIC).

It has agreed in principle on partici-
pation of Indian Oil Tanking Corpo-
ration (IOTC), a joint venture of IOC,
in SPM and marine terminal at Queshm
Free Area (Iran).  On the LNG front,
the Iranian side has agreed to award
an upstream phase of South Pars gas
field to produce the amount of gas
needed for supply of 5 million tonnes

of LNG per year to Indian companies.
The commercial terms and conditions
will be negotiated within three months
of this agreement between the two com-
panies.

Meanwhile, GAIL and the national
petrochemical company of Iran have
also agreed to jointly explore the feasi-
bility of setting up petrochemical
projects in Iran and export of products
from there to India and other countries.

A technical services agreement is
likely to be signed between the
National Iranian Oil Refining and
Distribution Company (NIORDC),
IOC and Engineers India Limited
(EIL). Under the agreement, the three
companies will jointly undertake
projects relating to refinery revamps,
de-bottlenecking studies for refineries
in Iran and other areas of technical con-
sultancy. Iran has also offered trade of
sulphur by-products, resulting from
processing of natural gas, to India.

Profit Petroleum Dues
The government has slapped a bill

of around Rs 2.85 billion on Videocon
Petroleum towards payment of profit
petroleum (PP) from its Ravva oil field.
It is alleged that Videocon has not made
any payment, ever since the field en-
tered the PP payment phase over two
years ago. The company had disputed
both the amount to be paid as well as
the timeframe for payment. The gov-
ernment has sought an up-front pay-
ment of around 25 per cent of the dues
with the rest to be paid in installments
of around Rs 300 million each month.

Besides the PP payment, is the is-
sue of payment of interest since the
dues are longstanding. The company
has also used the Ravva oil field assets
as collateral to raise loans to the tune
of over Rs 9 billion from financial insti-
tutions IDBI and UTI. This was done
without the government’s permission,
a pre-requisite under the production-
sharing contract between the promoters
of the Ravva field and the government.
In this regard, the government had initi-
ated arbitration proceedings early last
year, which are still in progress.

While Videocon has 25 per cent
stake, in the Ravva oil and gas field
Cairn Energy has 22.5 per cent, Oil and
Natural Gas Corporation (ONGC) 40
per cent, Marubeni-owned Ravva oil
Singapore holds 12.5 per cent.

Indo-Iran Gas Pipeline
With the onshore gas pipeline be-

tween India and Iran through Pakistan
making little headway, the government
is all set to revive the option of a deep-
sea pipeline between the two countries.

The offshore gas pipeline had ear-
lier been kept on the backburner mainly
due to high costs and technical prob-
lems. Earlier, Iran had engaged an Ital-
ian firm for working on a feasibility
study for the construction of an off-
shore gas pipeline between India and
Iran.

The National Iranian Oil Company
(NIOC) had expressed apprehensions
about the deepwater pipeline stating
that this would require huge invest-
ments and pose technical challenges.

NIOC had also stated that Iran was
waiting for the results of the world’s
first deep-sea pipeline being con-
structed in the Black Sea, which is only
2,000 metres deep.

Pakistan has said that it would like
to talk with India regarding several
proposed regional natural gas pipeline
projects. One of such projects would
include Iran, Pakistan and India.

It is learnt that the ministers of Pa-
kistan, Afghanistan and Turkmenistan
had formally invited India to join the
planned Iran-Pakistan-India project
during a recent meeting in the Philip-
pines.

India, however, showed no interest
in an earlier proposal involving the
Asian Development Bank (ADB) to
build a gas pipeline from Iran to India
via Pakistan.

TotalFinaElf
TotalFinaElf, has so far made two

futile attempts to increase its presence
in the Indian oil and gas industry.

The first was its US$ 550 million
LNG project with the Tata group and
GAIL India Ltd (GAIL) and the sec-
ond was its bid for state-owned oil
major IBP, which was subsequently
sold to Indian Oil Corporation (IOC).

Despite initial setbacks, TotalFina
has big plans for the Indian market and
will be interested in large projects.

TotalFinaElf, which was reportedly
in the race for buying the 34 per cent
stake in Hindustan Petroleum Corpo-
ration Ltd (HPCL), is no longer inter-
ested in the divestment of the oil PSU.
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Emergency Oil Reserves
India plans to spend Rs 13 billion in the next two years to build strategic

storage facilities for 15 days’ consumption of crude and oil products. The
government also plans to expand storage to 45 days of consumption by the
end of 2006.  The storage areas for the reserves are being identified and work
on tanks should start in a few months.  A study marking out costs and techni-
cal details is underway. Preliminary estimates indicate the cost of maintain-
ing 45 days’ oil storage would be Rs 9 billion a year. India is consulting with
Paris-based International Energy Agency (IEA) on the building of strategic
oil stocks and a seminar is planned in October in New Delhi.

India, which has been importing about 3 million tonnes of crude from Iraq
under the ‘food for oil’ programme will now be pitching for higher imports
on long-term contractual basis. The crude from the Basra oil-fields which is
light and sweet is preferred as the domestic refineries can achieve high pro-
duction levels with this crude. Under the earlier regime, India also faced a
problem of not being able to buy crude with a ‘premium’, to be deposited
separately. Given the fact that India is geographically at an advantage vis-a-
vis Iraq, companies in India will want to access Iraqi crude which will also
enable them to keep lower inventories.

The petroleum ministry has asked state-run Indian Oil Corporation (IOC)
to appoint a consultant for setting up strategic reserves of crude oil to advise
IOC on the location, method, logistics and the ideal method of funding the
reserves.

The government can either levy a tax on petroleum products or give grants
to oil companies to build and maintain reserves. It is mulling levy of a 10-20
paise per litre cess on petrol and diesel to fund build up of 45 days’ strategic
crude oil reserves to meet contingency requirement like disruption in sup-
plies in the event of war. The prime minister approved the project for build-
ing 45 days (15 million tonne) strategic crude reserves, at an estimated capital
cost of Rs 43.5 billion and an inventory (crude) carrying cost of Rs 18 billion
per annum in February. In the first phase, 15 days’ storage capacity for crude,
on the lines of those maintained by USA, would be built at an estimated cost
of Rs 12.50 billion over the next three years.

Currently, the total crude oil storage capacity with domestic refineries is
19 days (5.7 million tonne). At present the country has tankages to provide for
45 days cover of petroleum products. In accordance with the petroleum
ministry’s earlier proposal, 2.5 million tonnes of storage capacity was to be
created at Rajkot, 1.5 million tonne at Mangalore and 1 million tonne at Vizag.
Some work on the locations and type of storage has already been done by
Engineers India Ltd (EIL). Another study by Oil and Natural Gas Corpora-
tion (ONGC) has explored the possibility of building storage facilities in salt
caverns.

The government has allowed oil companies, who had topped-up crude
and petroleum product stocks in the run-up to the Iraq war, to ease their
inventory levels as the threat of disruption in supplies has vanished. They
now have freedom to arrange the inventory according to their commercial
considerations. Oil companies, who topped up their tanks to stock 16 days
supply of crude oil and product inventory of 45 to 80 days, may suffer losses
of about Rs 10 billion in for stockpiling inventories when global crude prices
were at a three months high and easing currently when the prices have
slumped. Oil firms purchased crude at close to US$ 28-30 a barrel and will
now realise around US$ 25 - the import parity price.

While advance contracts for crude oil were placed at three month high
prices, oil firms also resorted to heavy imports of domestic cooking gas LPG
as inventory at home had fallen to just four days. The three oil companies –
Indian Oil Corporation (IOC), Hindustan Petroleum Corporation Ltd (HPCL)
and Bharat Petroleum Corporation Ltd (BPCL) – will take a hit of close to Rs
20 billion.  Procurement in the June-July months will now be reduced. Only
contracted term crude is being procured and the monthly tendering will be
reduced. The inventory position is expected to stabilise by the end of July.

India Invests Abroad
for Equity Oil

India consumes about 100 million
tonne per year (tpy) of oil and is pro-
jected to soak up 350 million tpy by
2025, as economic growth picks up.

The economy is forecast to expand
by 6 per cent in the fiscal year to March
2004 and by 8 per cent in the future.
India is going global in a strategic push
abroad to buy oil and gas reserves, and
is looking to invest US$ 1 billion a year
for at least the next decade to secure
assets.

Investment is likely to be ploughed
into exploration and appraisal acreage
as opportunities to buy into discovered
reserves are limited. India is aggres-
sively scouting for equity oil abroad as
domestic output has declined in the last
decade and domestic oil and gas fields
are expected to dry up in 20-25 years.

Oil and Natural Gas Corporation
(ONGC) acquired a 25 per cent stake
in 280,000 barrels of oil per day oil field
in Sudan’s Greater Nile project for US$
750 million in March. It has also com-
mitted an investment of US$ 1.7 billion
in Russia’s Sakhalin project. ONGC
Videsh Ltd (OVL) was awarded Block
No. 8 in Iraq under the previous gov-
ernment. It is also negotiating along
with Reliance Industries Ltd (RIL) for
a stake in the Tuba field.

India expects that the new govern-
ment in Iraq to honour any oil
exploration contracts held by Indian
companies. OVL has bid for acquiring
two more oil blocks in Block 5A and
5B in the same basin in Sudan. Block
5A, contains the undeveloped Thar Jath
field with gross proven and probable
oil reserves of 149.1 million barrels. In-
dia is looking at investment opportu-
nities in the development of Iran’s
South Pars gas field, estimated to have
reserves of 280 tcf of natural gas.

The first-ever shipment of Indian
crude from a foreign field landed in
Mangalore recently, opening a new
chapter in India’s hydrocarbon history.
The crude oil has been brought in by
OVL from its Greater Nile Oil Project
in Sudan.

This consignment of oil, which has
been shipped in ‘Seafalcon’ the crude
carrier from Sudan, has brought in
80,000 tonnes of crude, which will be
processed at the Mangalore Refinery
and Petrochemicals Ltd (MRPL).
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Second Round of CBM
India has invited bids for nine coal

bed methane (CBM) blocks for explo-
ration and production of gas. The nine
blocks offered under the second round
of bidding for CBM blocks under the
New Exploration Licensing Policy
(NELP), have a combined resource of
about 500 bcm of gas.

The nine blocks are in Andhra
Pradesh (one), Chattisgarh (one) - par-
tially in Madhya Pradesh, Gujarat
(one), Jharkhand (two), Madhya
Pradesh (one), Maharashtra (one) and
Rajasthan (two). The blocks on offer are
SK-CBM-2003/II in South Karanpura
coal field and NK-West)-CBM-2003/II
in North Karanpura (both Jharkhand,
SH(North)-CBM-2003/II in Sonhat
(Chattisgarh and Madhya Prades), ST-
CBM-2003/II in Satpura (Madhya
Pradesh), WD-CBM-2003/II in Wardha
(Maharashtra) and GV(North)- CBM-
2003/II. Others are lignite fields of
BS(1)-CBM-2003/II and BS(2)-CBM-
2003/II in Barmer (Rajasthan) and
BS(3)-CBM-2003/II in Barmer
(Gujarat). The government has already
awarded contracts for exploration of
CBM in eight blocks in Jharkhand
(three), Madhya Pradesh (two) and
West Bengal (three). Bids for CBM-II
will close on October 15.

Promotional road shows highlight-
ing the investment opportunities avail-
able under the round to the prospec-
tive investors will be held in New Delhi
and Houston. With this India has joined
a select club of CBM nations which in-
clude USA, China, Australia, Poland,
Russia and UK, engaged in production
of gas from CBM.

The CBM block awarded in West
Bengal earlier will go on production by
the -end. The Raniganj South block is
likely to begin producing 1.5 mmscmd
of gas from coal bed. India will be the
fourth country after United States,
Australia and China to join the global
league of CBM producing nations and
by 2005-06 it will start producing 10-
12 mmscmd of gas.

In the first round of bidding for
CBM blocks, Reliance Industries Ltd
(RIL), Essar Oil, Oil and Natural Gas
Corporation (ONGC) and Indian Oil
Corporation (IOC) have signed con-
tracts for exploration of gas in five CBM
blocks in Jharkhand, Madhya Pradesh
and West Bengal. CBM resource base
in the five blocks is estimated at about

235 bcm.
The petroleum ministry is confident

of a good response to the second round
of bidding for CBM blocks following
the successful drilling of four test wells
by the ONGC in the Jharia blocks,
awarded to it in the first round of bid-
ding. Though the results of the test
wells are still being analysed, the pre-
liminary results are encouraging and
there is a possibility of commercial pro-
duction of CBM in around four to five
years.  Based on the coal resources of
around 200 bmt and an average meth-
ane content of 5 cubic metres per tonne,
the CBM resources in the country have
been estimated at around 1,000 bcm.

Dues from Oil PSUs
GAIL India Ltd (GAIL) and Reli-

ance Industries Ltd (RIL) have sought
government’s intervention in recover-
ing over Rs 10 billion of their dues from
national oil marketing companies.

The dues are on account of
unrealised amount on LPG and kero-
sene sales to these companies, includ-
ing Indian Oil Corporation (IOC), IBP,
Hindustan Petroleum Corporation
Ltd (HPCL) and Bharat Petroleum
Corporation Ltd (BPCL). RIL chairman
Mukesh Ambani met petroleum min-
ister Ram Naik and sought his help in
recovering Rs 6.13 billion from oil PSUs
for unrealised LPG price since Novem-
ber last and kerosene since January.

 GAIL has also sought the ministry’s
help in recovering Rs 3.4 billion on LPG
sales to the state-run oil marketing
companies. According to RIL, oil com-
panies owe it Rs 1.99 billion for kero-
sene and Rs 4.14 billion for cooking gas.

Last November, the oil companies
had frozen the cooking gas price at the
October 2002 level and kerosene at the
January 2003 level. The state-owned oil

firms had told RIL that they could not
pay import parity as the government
had not raised the subsidy on both the
products despite flaring international
prices ahead of the Iraq war build-up.
The oil companies had also told RIL
that it was not singled out as they had
frozen the prices of products sourced
from sister PSUs like Oil and Natural
Gas Corporation (ONGC) and GAIL
as well as their own refineries to check
further losses.

In a letter to petroleum secretary BK
Chaturvedi, GAIL CMD Proshanto
Banerjee has pointed out that any link-
age of a revision in LPG price with non-
payment of subsidy on LPG by the
Centre to the oil PSUs cannot be ac-
cepted as GAIL is not a beneficiary of
the existing subsidy scheme and is also
being denied direct marketing rights.

At present, GAIL is producing 1.31
mtpa LPG and has seven LPG
fractionator units. In addition to this,
GAIL is also transporting 1.75 mmtpa
LPG produced by RIL through its
Jamnagar-Loni pipeline. While the oil
PSUs are required to pay import par-
ity price for LPG they receive from
GAIL and RIL, they are paying only the
October 2002 prices for LPG and De-
cember 2002 prices for kerosene.

On the CST issue, GAIL has pointed
out that before dismantling of the APM
regime, this tax was being paid by oil
PSUs and the under-recoveries were
being reimbursed from the oil pool ac-
count. To enable oil PSUs to get reim-
bursement of CST in the post-APM era,
the government had issued a gazette
notification on January 16, 2003, an-
nouncing a special scheme.

Oil marketing public sector under-
takings (PSUs) are holding talks with
RIL, ONGC and GAIL on sharing the
burden of losses arising from subsidies
on LPG and kerosene.

Bulk Sale of Imported Diesel
Essar Oil Ltd (EOL) has decided to sell imported diesel to bulk consumers

in Maharashtra and Gujarat. The company will target this segment till the
infrastructure for retailing petroleum products is in place. This is the first in-
stance of a private oil company importing diesel. The company is presently
unloading 15,800 tonnes of diesel imported from the Middle-East.  The diesel
will be sold at a price lower than the prevailing market rate, as the import parity
price is lower than the existing price of the diesel sold by domestic players.

The government, through an announcement in the Exim Policy in April
this year, had decided to allow private petroleum companies to import petro-
leum products directly. In April last year, though oil companies were permit-
ted to import crude on their own, diesel had to be channelised through Indian
Oil Corporation (IOC).
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Energy Co-operation with China
Under pressure from their governments, Indian and Chinese oil compa-

nies have been actively seeking oil and gas resources beyond their borders
for the last two years to counter dwindling production at home and feed
fast-pace economic growth.

India imports 70 per cent of its crude requirements, with 65 per cent
coming from the volatile Middle East. China imports nearly one-third of its
crude requirements, with roughly half coming from Middle East producers.

Competition among Asian firms from India, China and Malaysia for for-
eign assets had been aggressive. Besides in Sudan, Oil and Natural Gas
Corporation (ONGC) holds exploration and production rights in Vietnam,
Myanmar, Russia, Iraq, Libya and USA.

China’s oil firms have scooped up assets in Myanmar, Kazakhstan,
Azerbaijan, Venezuela, Sudan, Indonesia and Australia. It is felt that China
and India should coordinate to persuade major Middle East suppliers to
form closer alliances with the countries, which are expected to notch up
some of the highest growth rates in oil demand in the future.

The combined buying power of India and China should help reverse some
of the so-called 'Asian premium’, pegged at about US$ 2 a barrel for current
prices. Asian buyers have long complained that they pay higher prices to
Middle East term suppliers for crude than their European and North Ameri-
can counterparts, largely due to their dependency on Gulf supplies.

BPCL Sell-off Advisors
The government will select advisors

for the Bharat Petroleum Corporation
Ltd (BPCL) sell-off. This decision has
given a fillip to the divestment of the
corporation. The bankers, who will act
as global co-ordinators cum advisors,
will make presentations to the govern-
ment.

The government proposes to ap-
point two global co-ordinators to ad-
vise it on the proposed ADR and do-
mestic offering. Investment banks will
also be required to provide appropri-
ate underwriting.

The global co-ordinators will be re-
quired to advise on all aspects of the
two issues, complete the due diligence,
draft offering documents, red herring
prospectus as well as conduct pre-mar-
ket survey, road shows, book building
and generate interest from prospective
investors.

The government will also select co-
managers. It proposes to divest 25.2 per
cent of its stake through ADR/GDRs
and another 10 per cent in the domes-
tic market.

The information memorandum
posted by the disinvestment ministry
on its website says the global co-
ordinators cum advisors would be re-
quired to advise the government on the

timing and the modalities of the public
offering to ensure that the Centre gets
the best return for its holding. In terms
of the timeframe, the BPCL divestment
is expected to follow that of sister-com-
pany Hindustan Petroleum Corpora-
tion Ltd (HPCL).

Data-rooms have been prepared for
companies who have submitted their
expressions of interest.

Reliance to Export
Petro-products

Reliance Industries Limited (RIL)
will export around 8-9 million tonnes
of petroleum products, amounting to
33 per cent of its production, from
Jamnagar refinery.

The export basket of RIL includes
aviation turbine fuel (ATF), diesel,
gasoline and some quantities of naph-
tha. During 2001-02 export of RIL prod-
ucts accounted for Rs 84.76 billion in
the total sale of Rs 331.17 billion.

The mega-company’s mainstay in
exports is diesel, dispatching over
300,000 tonne every month to destina-
tions as far as Latin America. RIL,
which has secured a licence to set up
5,849 petrol stations throughout the
country, has a contract with state oil
firms till March 31, 2004 for sale of its
petro products.

Outfit to Assist
Infrastructure Reform

The National Council for Applied
Economic Research (NCEAR) has
strongly favoured the establishment of
a specialized outfit on the lines of PFI
of the United Kingdom to deal with the
complexities of infrastructure reform in
India. Such an agency may be set up at
the prime ministerial level.

According to NCEAR, the Indian
experience has revealed that the incum-
bent players cannot be trusted with for-
mulation of reform strategies that may
strike at the root of their powers or
privileges.

A presentation on ‘lessons from in-
frastructure reform in India’, at the
World Bank-NCEAR conference has
also called for professionalising the
reform process especially when moving
from public ownership to private par-
ticipation was a complex phenomenon.

It, however, noted that the formu-
lation of the National Telecom Policy-
1999, evolution of the Electricity Bill,
the role played by the Parliamentary
Standing Committee on Energy in en-
larging debate on the power bill and
formulation of a concession framework
for privatisation of highways were no-
table examples. These establish the
critical role of open consultation and
transparent policy making.

Caltex Seeks Waiver
Caltex Oil India, the wholly owned

subsidiary of international oil and gas
major Caltex Oil, has sought a waiver
of the 26 per cent disinvestment condi-
tion stipulated under its foreign col-
laboration approval. Caltex India was
to divest 26 per cent of its equity in
favour of the Indian shareholders over
a period of five years.

The divestment clause was added
to the company’s approval through an
amendment when it wanted to enhance
the scope of its business activities in
India. Though the initial plan of the
company was to create infrastructure
related to import and marketing of LPG
in India, it subsequently decided to
expand its business activities in India.
However the company has now in-
formed the government that it has not
been able to commence any such addi-
tional business activity which man-
dated the divestment clause.
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The government has sought some
clarifications from the company about
its business activities as well as the ac-
tivities, which brought the divestment
clause. Caltex had earlier acquired a
majority stake in the LPG arm of the
Chennai-based Southern Petrochemi-
cals and Industries (SPIC). Caltex had
then decided to import LPG from west
Asian countries on a bulk purchase
basis and had also significantly recast
the pricing of its products in the south-
ern markets. Caltex was also in the race
for the disinvestment of Tidewater Oil
Ltd (TWL) along with other oil majors
like IBP, Hindustan Petroleum, Bharat
Petroleum Corporation Ltd (BPCL)
and Hindustan Petroleum Corpora-
tion Ltd (HPCL).

Automation at
Retail Outlets

Petroleum product outlets are being
automated in a big way. Hindustan
Petroleum Corporation Ltd (HPCL)
and Indian Oil Corporation (IOC) will
automate 500 and 1,000 stations,
respectively, by the year-end. IOC in-
tends to automate 250 petrol stations
in the first phase and plans on spend-
ing Rs 2 billion on this and wants to
gear up for competition from private
oil companies such as Reliance Indus-
tries Ltd (RIL), Essar and Shell. The
250 stations will sport the Chairman’s
Club moniker (IOC calls the entire
project ‘Operation Everest’). RIL has
tied up with the Ogden, Utah (US)-
based Flying J, an integrated petroleum
company, to automate its retail outlets.

Reliance apparently is looking at
‘real time monitoring of stocks from the
refinery to customers’ vehicles’. It is
considering automating all its retail
outlets, whether a small one in the city
or big service stations on a city’s out-
skirts or stations on the national high-
ways. IBP too says it is exploring the
possibility of automating its stations.

Automation involves much more
than petrol pumps – it also involves
back office operations.

Automating these will benefit the oil
companies hugely with real-time data
on retail sales, better management
inventory levels and reconciliation of
stocks and sales. Other benefits will in-
clude check on adulteration, monitor-
ing price and tracking product sales.

NELP-IV
Petroleum Minister Ram Naik has stated that the 24 blocks offered under

NELP-IV have high potential of oil and gas, particularly the two Andaman
deepwater blocks, which were being offered for the first time.

The petroleum minister said the recent spurt in discoveries of oil and natu-
ral gas has added 300 million tonnes of oil plus oil equivalent gas reserves to
the nation’s hydrocarbon reserves during the last three years.

He shared that recent huge discoveries had put to rest the feeling that In-
dia had a poor-to-moderate hydrocarbon prospectivity. The country needs
bold players with new geological models and ideas to find these untapped oil
and gas reserves, he added.

NELP-IV offers 24 blocks - 11 onland, 12 deepwater and one shallow water
block. The 11 onland blocks are located in Assam (one), Bihar (one), Gujarat
(three), Manipur (one), Nagaland (one), Rajasthan (one), Tamilnadu (two) and
Tripura (one). Of the 12 deepwater blocks, eight are located on east coast and
four on west coast. One shallow water block is located on the east coast.

Mr Naik said that sustained exploration efforts and increasing application
of state of the art technology such as 3D seismic surveys at the exploration
stage itself were improving the probability of strike success. The minister said
India offers one of the best fiscal and contractual terms to attract investors for
exploration and production in the country. He stated that while the fiscal re-
gime would be the same as in the previous rounds, the criteria for the evalua-
tion of bids had been changed slightly, keeping in mind the ultra-modern
technology needed for deepwater exploration.

The weightage for technical and financial capability for deepwater blocks
has been increased from 6 per cent to 9 per cent and 4 per cent to 6 per cent,
respectively. The work programme will now carry 55 per cent weightage,
against 60 per cent in the previous rounds.

Mr Naik clarified that companies from all countries, including China, Pa-
kistan, Myanmar, Indonesia, Malaysia and Bangladesh, were free to bid for
these blocks and no special condition had been attached to the Andaman blocks
by the defence ministry.

The Directorate General of Hydrocarbon has stated that Andaman and
Nicobar Islands in the Bay of Bengal have vast unexplored natural gas re-
serves, estimated at around 610 million tonne. Two blocks in the Andaman
region - AA-DWN-2002/1 and AA-DWN-2002-2 - are among the 24 oil and
gas blocks on offer in NELP-IV. Besides natural gas reserves, seven gas hy-
drates have also been mapped.

Andaman Nicobar Basin is located between two proven petroliferous ba-
sins - Myanmar in north and Sumatra in south. Fresh seismic surveys have
upwardly revised the estimated reserves from 180 million tonnes of oil and
oil equivalent gas to 610 million tonne. Gas hydrate and free gas reserves are
besides these reserves.  Krishna Godavari Basin, Mahanadi Basin and Mumbai
offshore deep-waters hold promise for big hydrocarbon finds.

Promotional road shows have been planned in New Delhi, London, Calgary,
Houston and Perth. Also, data centres on the blocks on offer will be opened in
New Delhi, Houston and London. The bids for the 24 oil and gas blocks on
offer in the current round of NELP closes on September 30 and the contracts
are likely to awarded by the end of the current calendar year.

GAIL Polymers
GAIL India Ltd (GAIL) is embark-

ing on a Rs 4 billion expansion to in-
crease polymer production capacity at
its Pata plant in Uttar Pradesh from
300,000 tonne to 440,000 tonne over the
next three years.

The company will invest Rs 600 mil-

lion in the first phase to raise the ca-
pacity by 50,000 tonne. The first phase
is likely to be completed by the end of
2004. The company has also initiated
talks with the National Iranian Petro-
chemical Company (NIPC) for the joint
marketing of its products overseas.

Funds for both the phases will be
primarily raised from internal accruals.
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MoF Norms for Transfer
Price Assessment

The finance ministry has issued ad-
ministrative guidelines on transfer
price assessment, to kick start scrutiny
of returns filed for assessment year
2002-03. These include a Rs 50-million
floor level for picking international
transactions for transfer price scrutiny.

Every case that is picked up for scru-
tiny will be referred to the transfer pric-
ing officer (TPO). If there is more than
one transactions with an associated
enterprise or transactions with more
than one associated enterprise, the ag-
gregate value of which exceeds Rs 50
million, these would be referred to the
TPO. The threshold will be reviewed
later, depending on workload.

The CBDT has set June 30, 2003 as
deadline for selecting cases to be
scrutinsed  and referred to the TPO on
pending returns filed for assessment
year 2002-03. Though the first set of tax
returns based on the transfer-pricing
regulation were filed in October 2002,
transfer pricing cells comprising TPOs
were notified this year.

The law mandates that any income
accruing from an international trans-
action between associated enterprises
should be calculated with regard to the
arm’s length price. The intention is to
prevent shifting out of profits by ma-
nipulating prices charged or paid on a
transaction.

With the TPR still at a nascent stage,
the CBDT thinks it would be appropri-
ate only if a small number of cases are
taken up for scrutiny. The recommen-
dation to formulate guidelines on TPR
was made by the working group on
non-resident taxation.

The guidelines, which are in the
nature of internal instructions cover
issues such as reference to the TPO, the
role of TPO, role of the assessing of-
ficer (AO) after receipt of the arm’s
length price and maintenance of data
base. To make a reference to the TPO,
the AO has to first satisfy himself that
the taxpayer has entered into an inter-
national transaction with an associated
enterprise.

The primary details of such inter-
national transactions are normally
available in the accountants’ report fur-
nished by the assessee. The CBDT has
made it explicit that the AO should not
embark on scrutinising the correctness

or otherwise of the price of the inter-
national transaction at this stage.

The transfer price has to be deter-
mined by the TPO by any one of the
methods stipulated under law and by
applying the most appropriate method.

The TPO, after taking into account
all the relevant facts and data available
to him, will determine the arm’s length
price. The order passed by the TPO
should contain details of the data used,
reasons for arriving at a certain price
and the application of the method. All
these will be subject to judicial scrutiny.

AO’s role would be to compute the
total income of the taxpayer with
regard to the arm’s length price deter-
mined by the TPO. It is also manda-
tory to give a formal opportunity to the
tax payer before making an adjustment
of the total income, the guidelines state.

New Retail Outlets
Oil and Natural Gas Corporation

(ONGC) has been allowed to set up 500
more petrol pumps in the country. It
was earlier permitted 600 outlets. The
corporation proposes to set up addi-
tional outlets in Karnataka, Kerala, Goa
and Pondicherry and will start selling
petrol and diesel from its own retail
outlets by year-end. The company has
already chalked out plans to set up 600
petrol pumps in four states including
Maharashtra, Karnataka and Gujarat.

With the acquisition of Mangalore
Refineries and Petrochemicals Lim-
ited (MRPL), ONGC has become the
country’s first fully integrated oil com-
pany having business interests in the
entire value chain of oil exploration,
refining and marketing. Reliance In-
dustries Ltd (RIL) plans to have set up
1,000-1,500 retail outlets by March 2004.

While granting permission for the
additional outlets, the government said
these corporations would have to abide
by the norm, which requires a mini-
mum of 11 per cent of the outlets to be
developed in remote and low service
areas.

 In addition to the existing 20,000
petrol pumps in the country, the gov-
ernment has authorised new players to
set up 11,159 outlets. These include
5,849 outlets to be set up by RIL, 2,000
by Shells, 1,700 by Essar, 1,100 by the
ONGC and 510 by Numaligarh Refin-
ery Ltd (NRL) ONGC produces over
25 million tonne of crude oil annually.

Myanmar for Natural
Gas

The petroleum ministry is looking
to Myanmar for importing natural gas
through pipelines. GAIL India Ltd
(GAIL) and ONGC Videsh Ltd (OVL)
have jointly acquired a 30 per cent par-
ticipating interest in an exploration
block in Myanmar. The ministry has
been considering the feasibility of im-
porting gas from Myanmar to the east-
ern or south-eastern parts of the coun-
try, ever since OVL and GAIL signed
agreements with Daewoo Interna-
tional of Korea for participating in its
exploration block in that country.

Daewoo International was awarded
Block A-1 in offshore Myanmar in Oc-
tober 2000. In early 2001, GAIL decided
to participate in this block. It acquired
a 10 per cent stake and ONGC Videsh
a 20 per cent stake in the block on Janu-
ary 28, 2002. Daewoo International,
with 60 per cent equity, is the operator
of the project and Korean Gas, with 10
per cent interest, is the fourth partner.

The block extends over 3,885 sq km
off the Rakhine coast in the Arakan off-
shore in north-western Myanmar near
Bangladesh. Considering the proxim-
ity of this block, India will be the natu-
ral market for its gas.

The petroleum ministry is of the
view that Block A-1 can be connected
to West Bengal by a 600 km offshore
pipeline through the exclusive eco-
nomic zone (EEZ) of Bangladesh. The
other option will be to take an inland
route through Myanmar to Mizoram,
Tripura and through Bangladesh to
bring gas at the Indo-Bangladesh bor-
der to the east of Kolkata.

Cambay Basin
Exploration

The BG Group is likely to sell its
62.64 per cent stake in offshore
Gujarat block Cambay Basin explo-
ration block CB-OS/1 to Hindustan
Oil Exploration Company (HOEC).

HOEC holds 17.36 per cent stake
in the block where BG had encoun-
tered marginal presence of hydro-
carbons in three wells it has drilled
so far. Tata Petrodyne and state-
onwed Oil and Natural Gas Corpo-
ration (ONGC) have 10 per cent a
piece in the block.
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Essar Oil Sells Rigs
Essar Oil Ltd (EOL) has completed

sales of 11 rigs to the Abu Dhabi-based
Bin Jabar Group for a consideration of
Rs 2.83 billion (US$ 60 million). The Bin
Jabar Group had been selected as the
preferred buyer on KPMG’s recom-
mendation, based on the bids, which
had been submitted some months ago.

The sale of the drilling business is
consequent to EOL’s decision to con-
centrate its energies on becoming an in-
tegrated oil and gas company with a
strategic focus on three key areas of ex-
ploration and production of oil and gas,
crude oil refining and bulk and retail
marketing of petroleum products.

As part of this strategy, EOL had
earlier exited from the offshore drill-
ing business.

The company will utilise the funds
from the rig sales to fulfil its strategic
priorities in the upstream and down-
stream segments of the oil business.
Consequent to approval received from
the Centre, the EOL is proposing to set
up a network of 1,700 retail stations
across the country to market gasoline,
diesel and lubricants as well as non-fuel
products and services such as conve-
nience stores, fast food outlets,
cybercafes and ATMs.

SCI’s Transportation
deal with HPCL, BPCL

Shipping Corporation of India
(SCI) will be shortly finalising fresh
long-term contracts with two oil PSUs
– Bharat Petroleum Corporation Ltd
(BPCL) and Hindustan Petroleum
Corporation Ltd (HPCL) - for transpor-
tation of imported crude. The contract
of agreement (COA) will be for the pe-
riod of one year and the freight rate will
be based on AFRA - average freight
rates assessment, worked out by the
London Tanker brokers’ panel. SCI’s
previous contracts with HPCL and
BPCL ended on March 31, 2003.The
new COAs assume significance in the
context of privatisation of SCI. The
COAs provide an assured crude cargo
of 16-18 million tonne to SCI. These re-
fineries mainly import crude from the
Gulf countries and from Malaysia. With
the de-regulation of the petroleum sec-
tor, SCI has to compete with other ship-
ping lines for crude cargo. Earlier, SCI
was the nodal agency for transporta-

Gasohol
Petroleum companies are set to ink a deal to buy ethanol at a sharply re-

duced price after intense lobbying by the petroleum ministry has forced dis-
tillery owners to climb down from their initial demand. Ethanol will now be
sold to the petroleum companies at Rs 17.90 per litre, a 32.6 per cent drop
from the initial Rs 26.55 per litre, which is Rs 7 higher than the prevailing
market rate.

The nine major sugarcane growing states of Andhra Pradesh, Gujarat,
Haryana, Karnataka, Maharashtra, Punjab, Tamil Nadu, Uttar Pradesh and
Goa and the four Union territories of Daman & Diu, Dadra and Nagar Haveli,
Chandigarh and Pondicherry will receive petrol doped with 5 per cent etha-
nol in the first phase.

In the second phase beginning September 2003, the ethanol blended petrol
will be supplied all over the country, while the third phase beginning October
2003 will see the level of ethanol mix being increased to 10 per cent. In the
fourth phase, ethanol will also be blended with diesel, depending on the out-
come of the research and development studies.

tion of imported crude for public sec-
tor oil refineries. SCI is also trying to
work out a similar arrangement with
Mangalore Refineries and Petrochemi-
cals Ltd (MRPL). With these COAs,
SCI will have nearly 60 per cent of its
tonnage tied up for the next one year.

Besides, SCI will also be bidding
through Transchart for IOC cargo.
Transchart, the official agency making
shipment for public sector companies,
offers cargo preference to Indian ship-
ping lines. Reliance Industries Ltd (RIL)
are also employing SCI vessels for
transport of petroleum products within
the country. This year the company is
expected to handle about 30 MMT of
crude as against 25 million last year.
The corporation has recently acquired
two Aframax tankers. Two more
would be joining the SCI fleet in the
next couple of months.

LNG – Incentives
In an effort to promote the use of

LNG, the government is likely to give
special fiscal incentives to all LNG
plants till the year 2010. It may also
leave the pricing of LNG and
regassified LNG to the players. The
Ministry of Petroleum and Natural Gas
(MOPNG) has send over a detailed
note to the Cabinet Committee on Eco-
nomic Affairs (CCEA) on the integrated
LNG policy which is likely to be con-
sidered by it shortly.

According to the proposal send over
in the last week of April, the special fis-
cal incentives to be given to the LNG
players include reduction of custom
duty on import of gas to zero per cent

instead of the present rate of 5 per cent.
The LNG terminal projects are also
likely to be classified as ‘infrastructure
facility’ under Section 10 (23G) of the
Income Tax Act, 1961. This would im-
ply that the LNG terminals would
qualify for similar benefits and fiscal
incentives which power generation and
power transmission projects enjoy.

Establishment of LNG terminals,
regassification of LNG, marketing of
regassified LNG, pricing of LNG and
regassified LNG may also be left to the
players. The ministry is in favour of
allowing investors the freedom to
choose the locations for LNG terminals
subject to environmental and regula-
tory clearances. Parties who want to
establish terminal and pipeline would
need to approach the regulator.

The ministry has also suggested that
there should not be any ceiling on the
quantity of LNG import or on the price
at which it is imported and similarly
there should not be any ceiling on the
price of regassified LNG to be sold to
the customers. No changes have been
suggested on the FDI front.

At present 100 per cent FDI is per-
mitted in the LNG sector. In respect of
LNG transportation, the ministry has
stated that common carrier principle on
non-discriminatory basis will apply
and the regulator will fix the principles
for determining tariff. LNG would be
transported through gas pipelines af-
ter regassification through the existing
network of GAIL and other players.
The ministry felt shipping policy relat-
ing to LNG transportation should form
part of the integrated LNG policy.
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India seeks Turkmenistan’s Guarantee
In the wake of fresh Indo-Pak peace initiatives, India has sought a guar-

antee from Turkmenistan that it would stop gas supply to Pakistan if
Islamabad blocked supplies to New Delhi in event of hostility. According to
the Asian Development Bank (ADB), the funding agency for the US$ 3.5-
billion Turkmenistan-Afghanistan-Pakistan (TAP) gas pipeline project, In-
dia has made ‘cautious inquiries’ regarding supply of gas through the pipe-
line which is proposed to pass through Pakistan.

Pakistan has already told ADB that it has no objection to the Indian pro-
posal. The official said that notwithstanding all other assurances Pakistan
has given so far, this arrangement alone could be an effective guarantee for
India that its supply would be uninterrupted.

The three countries that formulated the project want India to join the
project as they have no buyers or guarantors to back the funding.

They banked solely on the Indian market as its energy requirements were
high. If India agrees, the gas pipelines could be laid up to Gujarat from
Daulatabad in Turkmenistan through Afghanistan and Pakistan, a distance
of about 1,500 km.

MRPL To Trim Losses
Mangalore Refinery and Petro-

chemicals Ltd (MRPL) expects to re-
duce its losses sharply in the current
year, thanks to restructuring. The net
loss could shrink to Rs 1.95 billion (US$
41.4 million) in 2003-04 from an esti-
mated 4.19 billion in the past year
ended March.

The company, which runs a 194,000-
barrel-per-day (bpd), or 9.7-million-
tonne-a-year, refinery in Mangalore has
been bleeding due to poor capacity
utilisation and huge debts. It processed
only 120,000 bpd because of financial
problems in 2002-03, but would oper-
ate at 90-95 per cent capacity in the cur-
rent year.

Total revenue is projected to jump
to Rs 110.12 billion in 2003-04 as op-
posed to Rs 86.94 billion last fiscal.
MRPL is expected to post cash profits
this fiscal and will be in the black next
year. The Oil and Natural Gas Corpo-
ration (ONGC) plans to run the refin-
ery at rated capacity of 9.6 million
tonne. The future roadmap for the re-
finery would be to optimise the refin-
ery processes, residue upgradation for
value added products and direct mar-
keting of products.

SHV gets Moratorium
The government has allowed a one-

year moratorium till April 20, 2004, to
SHV Energy for divesting 26 per cent
stake in its downstream subsidiaries,
provided the company sticks to a time-

bound road map for divestment.
As per entry level conditions im-

posed on the company, SHV Energy
India Ltd was required to disinvest 26
per cent stake in SHV South East Pri-
vate Ltd and SHV Infrastructure by
April 20 this year but the company
sought a moratorium citing several rea-
sons for the delay.

At its meeting on April 24, the For-
eign Investment Promotion Board
(FIPB) allowed the company one-year
extension for implementing the 26 per
cent disvestment, saying the proposal
was ‘subject to adherence with the
time-bound road map for divestment
now submitted by the applicant’.

In its application, SHV Energy In-
dia cited past losses, depressed stock
markets and low investor interest as
reasons to support its contention that
it would be unable to locate a suitable
strategic partner for the proposed di-
vestment before April 20.

Besides, restructuring of SHV’s
various subsidiaries in India is also
underway, after which only two of the
existing five subsidiaries will continue
to exist.

Late last year, FIPB had rejected
SHV Energy’s proposal to waive the
divestment clause but had allowed the
holding company - SHV Energy India
- to not follow this entry level divest-
ment condition.

However, this condition was still
maintained in the case of all down-
stream ventures floated by the holding
company.

States’ Royalty from
OID Funds

The government is planning to meet
the royalty obligations of the various
states in the case of the discovered
fields awarded in the first and second
round from the Oil Industry Develop-
ment (OID) funds. In doing so, the gov-
ernment will also amend an earlier ap-
proval of the CCEA on March 9, 1999
when the government had decided to
pay the increased royalty obligations to
states from cess payable to Centre.

The issue of increased royalty from
the discovered fields was taken up by
the states who had stated that the con-
tractors for these fields should pay roy-
alty at the rates applicable to produc-
tion from nominated fields of Oil and
Natural Gas Corporation (ONGC) /
Oil India Ltd (OIL).

The royalty rates specified in the
product sharing contracts (PSCs) are in
fact much lower than the general roy-
alty rates, which have been revised
from time to time. Though the Centre
had tried to persuade the state govern-
ments (Arunachal Pradesh, Assam and
Gujarat) to accept the lower rates of
royalty as provided in the respective
PSCs, the proposal was not accepted.

Subsequently, in the CCEA meeting
on March 9, 1999 the government de-
cided to make up for the deficit from
the cess payable to the Centre for the
12 fields awarded under the second
round of the discovered fields.

The CCEA approved the decision
keeping the total of OID cess plus roy-
alty levies prevailing at the time of in-
viting the bids with flexibility to pro-
vide for increased royalty, if required
by state governments, by adjusting
from OID cess.

A similar proposal was also mooted
for the fields awarded in the first round
with the modification that the cess no-
tifications would have prospective ef-
fect and the amounts payable for the
past periods would be met through
budgetary allocations. However, sub-
sequently the finance ministry raised
objections stating that this would lead
to multiple rates of cess and would cre-
ate distortions and administrative dif-
ficulties.

Keeping in mind the objections of
the finance ministry, the Ministry of
Petroleum and Natural Gas (MOPNG)
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forwarded this new proposal in the last
week of April this year.

This would be applicable for both
the fields awarded in both the rounds.
The amount involved in these cases is
around Rs 140-150 million as on March
31, 2002. Based on the past production
level average recurring implication
would be around Rs 40-50 million per
annum and the OID funds as on March
31, 2002 had a corpus to the tune of Rs
70 billion with average accruals in the
last five years to the tune of Rs 5.7 bil-
lion per annum. Hence, the petroleum
ministry felt that the funds would be
able to absorb the commitments due to
increased royalty payments.

Raw Material to FACT
The stand off between Kochi Refin-

eries Ltd (KRL) and Fertiliser and
Chemical Travancore Ltd (FACT) ap-
pears to have reached an amicable
conclusion with the former agreeing in
principle to resume supply of raw ma-
terials, naphtha, fuel oil and benzene
to the company.

FACT had early this year overshot
its industrial credit limit with KRL,
with the latter having stopped supply
for non-payment of dues. KRL, who
used to have an exposure of fuel credit
up to Rs 1.4-1.5 billion, had reduced it
to Rs 900 million for the supply of prod-
ucts. However, FACT overstepped its
limit and its current dues to the com-
pany are to the tune of Rs 1.01 billion.

GAIL LNG Facility
GAIL India Ltd (GAIL) has

stepped up implementation of the Rs
29.36 billion LNG evacuation facility in
order to complete it by the time
Petronet LNG Ltd’s (PLL) Dahej ter-
minal starts production.

The Dahej-Vijaipur pipeline will
evacuate 20 mmscmd of regassified
LNG from Dahej and transport it to
Vijaipur from where the gas will be
further distributed in Rajasthan, Uttar
Pradesh, Haryana and Delhi through
its existing pipelines.

GAIL has decided to synchronise its
LNG evacuation facility with the com-
mencement of production from the
LNG terminal of PLL in Dahej.  All
major orders have been placed and
commitment to the tune of Rs 22.59 bil-
lion has already been made.

NG at Market Rate
In a major departure from the pre-

vailing highly subsidised gas pricing
norm, GAIL India Ltd (GAIL) has
struck a deal with three fertiliser and
power firms for selling natural gas from
Ravva satellite fields at market price.

The corporation will sell gas from
the Ravva satellite fields to Nagarjuna
Fertiliers, Lanco Group’s power
project in Kondapalli and GVK’s Spec-
trum power project, all in Andhra
Pradesh, at US$ 3 per million BTU (Brit-
ish Thermal Unit) as opposed to the
prevailing subsidised rate of US$ 1.44
per million BTU for gas from other
fields.

The delivered cost, inclusive of
taxes and transportation charges,
would be US$ 3.62 per million
BTU.Under the earlier system, GAIL,
which purchased gas from JV fields at
market price, had to sell the gas at the
subsidised rates of US$ 1.44 per mil-
lion BTU or Rs 2,850 per tcm.

The difference was compensated by
the gas poll account. The government
is making moves to deregulate the gas
sector by gradually doing away with
subsidies. Earlier, the petroleum
ministry’s move to link natural gas prices
to import parity price was resisted by the
power and fertiliser sectors.

BSES and Tata Power have ap-
proached Oil & Natural Gas Corpora-
tion (ONGC) to buy gas at market rate
from the unexplored fields on the west-
ern offshore. ONGC, which has three
virgin fields – C22/C23/C34 – has not
taken up exploration activities in these
fields as yet. It has made it clear that
these being marginal fields requiring
higher costs, sale of gas is sustainable
only at market rate.

Initially, ONGC had signed a MoU
with BSES for developing these fields
and selling the gas, but since there was
no progress, the Tatas too made a pitch
the same fields.

Domestic gas, produced by ONGC
and Oil India Ltd (OIL), is currently
sold at the rate of a little over US$ 2.40
per mmbtu. LNG plant developers are
talking of a price range between US$ 3
per mmbtu to US$ 3.5 per mmbtu. The
market rates for this gas would be
benchmarked to some international
market after taking into account the
well-head costs, freight costs and pipe-
line transportation costs.

BPCL Raising Term
Crude Contracts

Bharat Petroleum Corporation Ltd
(BPCL) is increasing its annual term
contracts with Saudi Aramco and the
Abu Dhabi National Oil Company
(ADNOC) by 10,000 barrels per day
(bpd) each. Saudi Aramco will supply
50,000 bpd in the year to March 2004
against 40,000 bpd last year, while
ADNOC’s term supplies to BPCL will
rise to 30,000 bpd from 20,000 bpd.

 The company has term contracts for
supply of 40,000 bpd of crude oil from
Kuwait and 20,000 bpd from
Malaysia’s Petronas. It also plans to
buy about 20,000 bpd Yemen Masila
crude during the current fiscal year.

BPCL is raising term volumes be-
cause domestic crude supply to the re-
finer will fall to 140,000 bpd from
170,000 bpd in the current fiscal year.

The reduction is because the oil min-
istry has directed that more local crude
should be diverted to remote refiners
in India’s northeast which are running
below capacity due to supply prob-
lems.

The corporation imports crude oil
for its refinery in Mumbai, which re-
fined 174,000 bpd last year, and its sub-
sidiary Kochi Refinery Ltd that pro-
cessed 151,000 bpd.

Shell – Retail Outlets
The government has given Royal

Dutch/Shell the go-ahead to set up
about 2,000 petrol stations across the
country. This approval was subject to
Shell providing a bank guarantee of Rs
5 billion (US$ 105 million) towards a
commitment to invest Rs 20 billion in
building infrastructure in the domes-
tic hydrocarbon sector.

The company would also need to
sign an agreement with the government
stating number of petrol stations set up
each year and would be required to set
up 11 per cent of its retail outlets in re-
mote areas where there are few exist-
ing outlets. The Shell has informed the
government that the preferred source
of their supplies would be domestic
refineries.

The company has sought a provi-
sion whereby in case it finds the retail-
ing business unviable and exits the
business, it should be refunded the
bank guarantee.
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Essar Oil Payment
Schedule

Essar Oil has finally persuaded its
lenders to agree to a financial restruc-
turing for its 10.5 million tonne refin-
ery project at Jamnagar. Under the
broad terms suggested by the consor-
tium leader ICICI Bank, Rs 20 billion
unpaid interest will be funded by the
banks, and there will be fresh exposure
of Rs 15 billion.

The package entails promoters chip-
ping in Rs 3.11 billion, equipment sup-
plier ABB Lumus contributing Rs 9.05
billion plus US$ 91 million.

In line with some of the other re-
structuring packages, the financial in-
stitutions have insisted that the pro-
moters’ pledge their equity shares, ex-
tend personal guarantees and the com-
pany appoints an independent chair-
man. The project is estimated to take
about 24 months to complete after the
zero date.

Majority investors of 14 per cent
secured redeemable debentures of
Essar Oil have given their nod to a re-
vised repayment scheme while meet-
ing of those holding more than 2,000
debentures was adjourned to June 14,
2003.

The scheme of arrangement/com-
promise was passed on May 6 with the
requisite majority, in number and value
of votes, by the debenture holders and
debenture interest holders.

Tripura Power Plant
Oil and Natural Gas Corporation

(ONGC) has allocated an additional 1
mmscmd of natural gas to Tripura for
setting up a 280 MW combined cycle
power plant.

The decision was taken at the fourth
meeting of the High Level Monitoring
Committee on Production and
Utilisation of Natural Gas in Tripura,
chaired by Minister of State for Petro-
leum Santosh Gangwar.

ONGC, which has drilled over 100
wells in Tripura, is currently produc-
ing just over one-fourth of the poten-
tial 4.3 mmscmd for lack of consumers
in the state.

Tripura wanted a firm commitment
from ONGC for supply of 2 mmscmd
of gas for 15 years, which ONGC
turned down saying it gives supply
commitments for eight years only.

NG for Maharashtra
The petroleum minister has ap-

proved additional supply of 0.4-0.5
mmscmd of natural gas to Uran Plant
of Maharashtra State Electricity Board
(MSEB). The additional quantity of gas
would allow MSEB to generate addi-
tional 100 MW of power to tide over the
power shortage faced by Maharashtra
during the summer months.

MSEB was being supplied 2.24
mmscmd. This was increased to a level
of 2.5 mmscmd in January 2001 by im-
posing marginal cut on other consum-
ers. On a request from Maharasthra’s
energy minister Dilip Valse Patil, ad-
ditional gas to the extent of 0.5
mmscmd was given to MSEB to tide
over the power crisis in January 2003
for a period of three months.

The three-month period expired on
April 15, 2003. On a further request
from Maharashtra Government, the pe-
troleum minister has decided to main-
tain the additional supply of 0.4-0.5
mmscmd up to June end in view of the
difficulties faced by people in summer
months.

Indian Oil’s Crude
Imports

Indian Oil Corporation (IOC) has
signed an agreement with Abu Dhabi
to import 1.7 million tonnes of crude.
Simultaneously, IOC signed an agree-
ment with the Bank of America for a
US$ 100 million loan at 19 basis point
above the LIBOR to finance the import
of crude from Abu Dhabi. The corpo-
ration is also planning to sign another
contract with Iran for the import of 5
million tonnes of crude during the year.

IOC had imported more than 28
million tonnes of crude during the last
financial year for US$ 6 billion. The im-
port of crude will be higher during the
current financial year as the demand
for petroleum products is expected to
go up to 107,157 tmt from 103,289 tmt
in 2002-03.

Regulations for Natural
Gas

The parliamentary standing com-
mittee on petroleum and chemicals has
recommended that the government
should lay down separate regulations
for the natural gas sector in the Petro-
leum Regulatory Board Bill, 2002.

The committee, in its report on the
Bill presented to the Lok Sabha today,
opined that the problems of the natu-
ral gas sector could not be handled by
incorporating natural gas in the defini-
tion of ‘petroleum’ in the Act.

The committee is not convinced that
there is sufficient flexibility in the Bill
to enable the regulator to handle prob-
lems specific to the natural gas sector.
The committee also said after the es-
tablishment of the Petroleum Regula-
tory Board, there would be multiple
agencies in the country to deal with
adulteration of petroleum products.

The committee, therefore, recom-
mended that the government should
determine whether there was any
justification for continuity of an anti-
adulteration cell in the ministry for
preventing adulteration, after the regu-
latory board was established.

The committee said it was ‘aston-
ished’ to note that state governments
were not consulted at any stage of
drafting the Bill. It also said the Bill was
silent on the role of states in regulation
of the natural gas sector.

The committee suggested that a spe-
cific provision, spelling out the role of
states, should be incorporated in the
Bill to avoid future controversies.

It recommended that the definition
of ‘common carrier’ should include the
sharing of other connected facilities,
like storage, marketing and import ter-
minals and has recommended that the
government and not the regulator
should issue licences for natural gas
pipelines. It has also sought govern-
ment approvals for entry into the gas
retailing business.

OPEC urged to Restructure Crude Pricing
India has urged the Organisation of Petroleum Exporting Countries

(OPEC), including the UAE and Iran, to restructure the international pric-
ing mechanism for crude oil.

The oil exporting countries have accepted that there is a problem, but
have not solved the problem. They have maintained that it may be sorted
out during bilaterally at the time of negotiations.
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Delay in HPCL, BPCL Divestment
A clutch of lawsuits to be heard later this year make the privatisation of

Hindustan Petroleum Corporation (HPCL) and Bharat Petroleum Corpora-
tion Ltd (BPCL) practically impossible in 2003. Add to that political risk of
elections from November 2003, onwards, to see why big-ticket privatisation is
unlikely to take place till end of 2004. At least five lawsuits contesting the
legality of bypassing Parliament to privatise the oil majors are in courts today.

Of these, the most important is a public interest litigation filed in the Su-
preme Court by a forum that includes some of India’s biggest legal eagles: Fali
Nariman, K K Venugopal and Shanti Bhushan. Two more petitions filed by
the SC/ST employees’ federation of BPCL and HPCL, to be argued by Ram
Jethmalani, have been merged with this.

These lawsuits ask whether the government can sell HPCL and BPCL with-
out getting clearance from Parliament, which had nationalised the companies
in the 1970s through legislation. Two other suits, filed by an oil dealers’ fed-
eration and another by an NGO are being heard in high courts.

Opposition members in the Parliament have questioned the government’s
move to divest its stake in the oil majors. They sought clarification on why
other public sector firms were not being allowed to participate in their strate-
gic sale.

Initiating a special discussion on the issue, Somnath Chatterjee, CPI-M
leader, also sought government’s explanation as to how executive powers were
being used to divest these profit-making public sector undertakings which
came into being through Acts of Parliament. Recalling the preamble of the
Acquisition of Undertakings (in India) Act of 1974, under which Esso was
taken over by HPCL and by the same Act in 1976 Burmah-Shell was taken
over by BPCL, Mr Chatterjee remarked that these were done not merely to
ensure availability of fuel such as petroleum but also to ensure ‘ownership
and control of petroleum products vested in the states and that so distributed
to sub-serve the common good’.

There was national acceptance to the preamble of the Act, which should
not be diluted or watered down now. He said an Act of Parliament estab-
lished these oil companies and that the government could think of privatising
oil PSUs either by amending the past Act or by bringing in a new Act. He also
pointed out how 71 lawyers of the Supreme Court wrote to the prime minister
that an Act created by Parliament should not be bartered away.

 Prime Minister Atal Bihari Vajpayee has held a meeting with his Cabinet
colleagues to discuss the political fallout of the Opposition’s demand for a
debate on the disinvestment of oil companies in the Lok Sabha under Rule
184, which entails voting. Given the opposition of the Shiv Sena and the
swadeshi faction within the Sangh Parivar to disinvestment, the government
was more worried about the enemy within.

The fear that the debate in the Lok Sabha could lead to a division of votes,
prompted the government to consult alliance partners on the issue. With Lok
Sabha elections scheduled for next year, there is a desperate attempt by the
Bharatiya Janata Party to demonstrate an ideological unity with the Sangh
Parivar and its alliance partners.

GAIL Plea
The Supreme Court has issued no-

tices to the Centre and five states on a
writ petition moved by GAIL India Ltd
(GAIL), challenging the levy of sales
tax by state governments on the sup-
ply of natural gas through its pipelines.

The petition challenged the demand
notice of the Gujarat Government ask-
ing GAIL to pay Rs 8.16 billion towards
tax, interest and penalty for the assess-
ment year 1998-99 on its supply of natu-
ral gas to consumers in the states of
Madhya Pradesh, Rajasthan, Uttar
Pradesh, Haryana and Delhi.

The court directed that no coercive
methods should be used to recover the
tax from GAIL. The corporation sub-
mitted that the assessment was made
by the Gujarat government in spite of
collecting huge sums as local sales tax
from it on the same transactions treat-
ing them as stock transfer by GAIL.

The petition said neighbouring
states have also collected sales tax sepa-
rately from GAIL by treating the sup-
ply to consumers in their respective
states as local or intra-state sales.

Similar cases are pending in the
court raising the question of inter-state
passage of goods and multiple taxation.
The Supreme Court is likely to decide
the question arising from these peti-
tions in a comprehensive manner.

Reliance Gas Deal
The Government of Karnataka is

reported to be having reservations over
any direct long-term purchase con-
tracts for sourcing gas from Reliance
Industries Ltd (RIL). RIL had sought
a firm take-or-pay arrangement for a
minimum 10-year period for supply of
10 mmscmd to Karnataka. This is
equivalent to about 2000 MW.

RIL’s supply offer is from the K-G
basin region where it had recently
struck a huge reservoir of natural gas.

In the case of Bidadi, the state gov-
ernment has indicated that it would go
through the global competitive bidding
route for finalising any long-term sup-
ply.  The state-owned utility Karnataka
Power Corporation Ltd (KPCL) for
supply of gas has already floated an
expression of interest (EoI).

The EoI has evoked interest from US
multinational Exxon, GAIL India Ltd
(GAIL) and RIL.

Gas Reserves in
Rajasthan

State-owned Oil and Natural Gas
Corporation (ONGC) has found some
600-700 bcf of natural gas reserves in
Rajasthan’s Chinnewala Tibba, border-
ing Pakistan.

Testing indicates presence of sweet
gas with more than 7,000 kilo-calories
per cubic metre calorific value, against

the usual range of 1,250 to 3,100 kilo-
calories per cubic metre in other gas
finds in Rajasthan. Prior to this, Cairn
Energy of UK had struck oil in RJ-ON-
90/1 block, bordering Gujarat, with
preliminary estimate putting the
reserves at 155 million barrels.  

Earlier, it had made Saraswati and
Guda discoveries in the same block
with in-place reserves of about 25 mil-
lion barrels per day.
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Ratna Field Issue
Ending an eight-year-long impasse,

the government has decided that if
Essar Oil chooses to retain its 50 per
cent equity in the Ratna and R-series
fields, it will need to release the ‘charge’
on the exploration assets in the next
three months.

The company had charged the as-
sets, valued in the region of around Rs
10 billion to financial institutions (FIs)
such as ICICI as a guarantee to fund its
upcoming 10.5-million-tonne refinery
project at Vadinar, Gujarat. This has
been set as a pre-condition by the em-
powered committee of secretaries for
signing of the contract for the Ratna and
R-series fields, which were awarded to
a consortium led by Essar Oil in 1995.

HPCL Sell-off
Investment bankers say the disin-

vestment of Hindustan Petroleum
Corporation Ltd (HPCL) would fetch
anything between Rs 180 to 200 billion
for the central exchequer.

That would mean a rise in the price
earning multiple from 8 at present to
upwards of 45. If one were to go by the
estimates of the financial analysts,
HPCL shares would sell at a price of
about Rs 1,600 per share. Pundits in the
financial markets say that this estimate
of the winning bid is certainly realistic,
given the intrinsic business value of the
company.

Savings on ATF
Indian Airlines (IA) is likely to save

Rs 1 billion in its fuel bill if the aviation
turbine fuel prices (ATF) remain at the
current levels. With the latest slash in
ATF prices the national average would
work out to be approximately Rs 20,000
per kilolitre.

The prices in ATF vary from state
to state on the basis of sales tax and the

Petrol, Diesel Prices Cut
Petroleum companies have reduced the retail prices of petrol and diesel

by nearly Rs 1.10 per litre and Re 0.95 per litre respectively on account of
falling international crude oil prices. The decrease in the prices are effective
from midnight of 15-16 May.

The new prices of petrol in Delhi, Kolkata, Mumbai and Chennai are Rs
30.40 per litre, Rs 31.91 per litre, Rs 35.25 per litre and Rs 33.22 per litre
respectively. The new diesel prices for the four metros are Rs 19.18 per litre
in Delhi, Rs 20.57 per litre in Kolkata, Rs 24.38 per litre in Mumbai and Rs
21.38 per litre in Chennai.

LPG Project
India’s first ever project for under-

ground storage of LPG has hit a road-
block. The project – promoted by
Hindustan Petroleum Corporation
(HPCL) and the France-based TotalFina
– was poised for take-off after two years
when the Visakhapatnam Port Trust
(VPT) threw a spanner in the works.

It is seeking settlement of HPCL’s
land lease dues before the project can
be kicked off. Estimated at Rs 3 billion,
the underground cavern project is be-
ing executed by South Asia LPG Com-
pany (SALPG), a special purpose ve-
hicle formed by the consortium.

It envisages storage of 60,000 tonne
of LPG on Vizag port land for onward
distribution through GAIL India Ltd
(GAIL) pipelines.

The land lease dispute relates to
HPCL’s Visakha refinery. The
Visakhapatnam port had leased nearly
511 acres to HPCL for the refinery in
the fifties and the corporation has been
paying the lease fees fixed by the Dis-
trict Revenue Authorities (DRA).

For 1985-95, it paid an annual lease
fees of Rs 2.2 million to the port.  How-
ever, when the DRA revised the lease
rates for 1995-2005, HPCL protested the
move. As per the revised fee 1995 -2005,
the port has to collect Rs 32.5 million
towards lease from HPCL.  The port
has put the outstanding dues from the
oil company at over Rs 250 million.

The port stands to gain Rs 150 mil-
lion from the underground cavern
project from the first year of its opera-
tions and Rs 500 million per annum
subsequently. Last February, SALPG
issued the ‘letter of intent’ to Larsen
and Toubro (L&T) to take up the work.

SALPG is requesting port officials
to de-link the underground storage
project from its row with HPCL over
the lease rates and allow it to start work
without further delay.

proximity to a sea port. For instance the
price of a kilolitre of ATF is Rs 18,571
in Mumbai while in Chennai it is Rs
20,131, due to a sales tax of 29 per cent.

Air-India (A-I) is also likely to save
Rs 1.6 billion due to the 20 per cent drop
in ATF prices between April and May,
if the price of fuel remains at the cur-
rent levels of US cents 105 per US gal-
lon. The airline’s saving per month
would amount to about Rs 130 to 150
billion.

OIDB Funds
The finance ministry may ask the

petroleum ministry to transfer the Rs
70 billion parked in the Oil Industry
Development Board (OIDB) fund back
to the public accounts because the pur-
pose for which the fund was set up does
not exist any more. The move is in line
with the finance ministry’s position that
money belonging to any department
under the central government should
be parked either in the Consolidated
Fund of India (CFI) or with the public
accounts. The ministry is expected to
ask the petroleum ministry to surren-
der the OIDB funds.

The OIDB fund is meant to be in-
vested in the public sector oil compa-
nies. But given the size of these
companies, Rs 70 billion is insignificant.
Besides, with oil prices now free, the
petroleum ministry does not have a
direct role in investments in the sector.
The OIDB fund was set up by law in
1974. It was initially financed by a cess
on oil imports. Later, the government
decided to direct the cess to CFI.

Essar Oil to Get Refund
The Customs Excise & Gold (Con-

trol) Appellate Tribunal (Cegat), has in
a recent order, allowed a refund of Rs
360 million to Essar Oil. Essar Oil had
imported Rs 6 billion worth of plant
and machinery for its refinery project.

However, it ran into rough weather
at the customs over the applicable rate
of duty. Essar Oil claimed that it had
paid Rs 960 million, including the dis-
puted amount of Rs 360 million as cus-
toms duty, pending adjudication. It
later appealed to Cegat on the matter.
After several hearings, Cegat has now
ruled that duty payable was only Rs 600
million and Rs 360 million be refunded
to the company.
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RIL Revises Gas Estimates
Reliance Industries Limited (RIL) has upwardly revised the estimated

reserves of its recent gas find in Krishna Godavari Basin to 10.45 tcf. Stating
that there had been another huge exploration success in Block D6, 26 km off
the Andhra coast, RIL told the government that its eighth exploration well
(D6-D1) in the block encountered in excess of 100 metres of net gas pay.

RIL had earlier put the in-place reserves at 9.46 tcf based on its four
discoveries in the block - Dhirubhai-1, Dhirubhai-2, Dhibrubhai-3 and
Dhirubhai-4. RIL’s current exploration programme has evaluated less than
16 per cent of the total D6 Block area. A 2,500 sq km 3D seismic survey will
be shot in October 2003, which will provide the basis for a second explora-
tion drilling campaign.

The firm has declared gas find Dhirubhai-1 as commercial. It plans to
recover at least 70 per cent of the estimated 4.1 tcf in-place gas reserves
from the well. Dhirubhai-1 can produce 40 MMSCMD of gas in two years
time. Dhirubhai-2 is assessed to contain 0.16 tcf of reserves, Dhirubhai-3 3.5
tcf, while Dhirubhai-4, on a different structure 10-km away from the previ-
ous three finds, is estimated to have 1.7 tcf reserves. Last month, the sev-
enth well in Block D6 had given 33.8 mcf of dry, sweet gas per day.

RIL holds 90 per cent interest in Block D6 and the remaining is with
Niko Resources of Canada. The gas, in the block, is sweet, dry, mostly meth-
ane (99.7 per cent). RIL-Niko consortium has committed investing 145.75
million dollars in the work program for the KG-DWN-98/3 deep water block
in three phases of oil and gas exploration spread over six-seven years.

Petronet LNG Pact
Petronet LNG Ltd (PLL) will sign

an agreement next month with Indian
Oil Corporation (IOC), Bharat Petro-
leum Corporation Ltd (BPCL) and
GAIL India Ltd (GAIL) for commit-
ted offtake of imported LNG which it
proposes to market before the end of
current fiscal.

General sales purchase agreement
has been finalised between PLL and its
offtakers and will be signed soon. The
agreement would have ‘take or pay
clause’ with its offtakers - GAIL, BPCL
and IOC – which in turn will  market
the industrial feedstock being imported
from Qatar.

As per the agreement GAIL will
take 3 million tonnes of the feed stock
followed by IOC – 1.5 million tonne and
BPCL – 0.5 million tonne. The agree-
ment is back to back with the one PLL
had signed with RasGas for import of
LNG and would make it mandatory on
the offtakers to pay for the committed
quantity irrespective of whether it was
lifted or not.

During the first year of its commer-
cial marketing PLL will sell 3.0 million
tonnes of LNG to register a turnover
of Rs 25 billion during 2004-05 followed
by 5 million tonne in next financial year
for a turnover of Rs 40 billion. For tak-
ing the regassified fuel from Dahej im-
port terminal a pipeline is being laid
from the terminal to Veemar, near
Bharuch for pumping the gas into
Hazira HVJ pipline of GAIL.

PLL is expected to deliver LNG
from its Dahej terminal at Rs 6,567 per
mscm, provided the international price
of crude remains at US$ 16 a barrel.
However, if crude prices rule at US$
20 a barrel, the Dahej LNG is expected
to cost the consumer Rs 7,706 per
mscm. At US$ 24 a barrel, the deliv-
ered price will be Rs 8,845 per mscm.

This gas would be supplied in six
states Gujarat, Rajasthan, UP, Haryana
and Delhi. Working on a feverish pitch
for completion of terminal at Dahej,
about 50 km from Bharuch district
headquarter, PLL, a joint venture of
four oil PSUs – Oil and Natural Gas
Corporation (ONGC), IOC, BPCL and
GAIL, has been successful in bringing
down the total project cost to Rs 27 bil-
lion (including cost of finance) against
the earlier estimated project cost of Rs
33 billion.

ONGC - Developing
KG Fields

Oil and Natural Gas Corporation
(ONGC) will invest Rs 4.3 billion to put
to production two offshore fields in
Krishna-Godavari Basin: G-1 and GS-
15 fields located in Bay of Bengal, 5-10
kms off Amlapuram coast in KG off-
shore basin.

Oil and gas production envisaged
from the proposed integrated develop-
ment of G-1 and GS-15 fields is 0.704
million tonnes of oil and 4.135 bcm of
gas over a period from 2005-06 to 2014-
15. Field G-1 is estimated to contain
5.02 million tonne of oil reserves and
GS-15 contains another 3.09 million
tonne of reserves.

 It is proposed to be completed
within 24 months. So far, nine explora-
tion wells have been drilled in G-1
structure of which five proved to be
hydrocarbon bearing and eight explo-
ration wells have been drilled on dif-
ferent culminations of GS-15 structures
of which three proved to be oil and gas
bearing.

G-1 structure is located in the Bay
of Bengal, 20 kms off the Amlapuram
coast in Krishna Godavari offshore ba-

sin at water depths of 267-300 m.
The field was discovered in 1979-

80 with the drilling of first exploratory
well G-1-1, which proved to be hydro-
carbon bearing. GS-15 prospects are
located in shallow waters off
Amalapuram coast in KG Basin, in
water depths ranging from 8 to 15 m at
a distance of 5-10 km from the coast.To
date, eight exploratory wells have been
drilled, of which three proved to be oil
and gas bearing.

ONGC’s Oil Reserves
The Oil and Natural Gas Corpora-

tion’s (ONGC) oil reserves trebled in
the past two years to 307 million tonne,
which is equivalent to over four years
of oil imports and almost three years
of domestic oil consumption. This was
mainly on account of the stakes pur-
chased by the state-owned firm in over-
seas oilfields.

Of the 307 million tonnes of oil
reserves, 117 million tonne accrued in
2002-03, while 191 million tonne were
amassed in the previous year. In 2002-
03, about 76 million tonnes of the com-
pany’s oil reserves were in the overseas
oilfields, while 40 million tonne was in
domestic fields.
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Some Oil Gas Statistics
The domestic crude production

dipped 1.9 per cent to 2.572 million
tonne in April 2003 from 2.622 million
tonne in the same month last year.
Crude production from Mumbai High
fell by less than a percentage point to
1.310 million tonne in April 2003 from
1.317 million tonne in April 2002.

Refinery production increased by
6.6 per cent to 9.178 million tonne dur-
ing the month under review from 8.608
million tonne a year ago. While produc-
tion from 17 public sector refineries
rose 8.7 per cent to 6.548 million tonne,
Reliance Industries Ltd’s Jamnagar re-
finery production was up 1.8 per cent
to 2.63 million tonne in April 2003.

Jamnagar refinery capacity utilisa-
tion was higher at 118.8 per cent in
April 2003, against 116.4 per cent in
April 2002.

India’s petroleum product demand
is likely to grow by 3.3 per cent to
107.157 million tonne in 2003-04. Petro-
leum product consumption in 2002-03
was 103.684 million tonne. Diesel
consumption, which is indicative of the
state of economy, is likely to rise mar-
ginally to 37.751 million tonne in 2003-
04. Diesel consumption in 2002-03 was
36.789 million tonne.

LPG consumption would grow to
9.352 million tonne in 2003-04 while
petrol demand has been estimated at
8.045 million tonne. Kerosene demand
has been pegged at 10.664 million tonne
and that of aviation turbine fuel (ATF)
at 2.287 million tonne.

During 2002-03, the country con-
sumed 8.563 million tonne of LPG, 7.6
million tonne of petrol, 10.365 million
tonne of kerosene and 2.039 million
tonne of ATF. The demand for Naph-
tha/NGL during current fiscal at 11.209
million tonne as opposed to the con-
sumption of 11.434 million tonne in
2002-03.

ONGC Videsh Ltd (OVL) expects
a gross revenue of about 60 million
dollars (Rs 2.88 billion) from the Viet-
nam gas fields, where it has taken 45
per cent stake. Vietnam’s Lan Tay and
Lan Do gas fields in Block 6.1 are esti-
mated to hold recoverable reserves of
about 58 bcm.

IBP Co. Ltd has announced a 55 per
cent fall in its net profit to Rs 877.5 mil-
lion in the year 2002-03 as compared to
Rs 1957.9 million net profit posted a

year ago. Sales of IBP increased 5 per
cent to Rs 89.9 billion as against Rs 8.532
billion in 2001-02.

Chennai Petroleum Corporation
Ltd (CPCL) has registered a growth of
183.48 per cent in net profit for the
fourth quarter of 2002- 2003. The net
profit increased from Rs 794.9 million
to Rs 2253.4 million for the quarter end-
ing March 2003.

The board has recommended the
highest-ever dividend of 35 per cent.
The increase in net profit was owing to
better import-parity prices of petro-
leum products, which resulted in im-
provements in refining margins. The
crude throughput was 6.82 million
tonne for the year. Average refining
margins of US$ 3.9 per barrel was
nearly double that of the previous year.

Interest costs are likely to decline
further as the Oil Industry Develop-
ment Board (OIDB) has agreed to re-
duce its interest rate to around 7.5 to 8
per cent.

According to provisional figures,
GAIL India Ltd (GAIL) the turnover
for the year 2002-03 reached a record
Rs 117.7 billion against Rs 105.7 billion
in 2001-02. Net profit increased to Rs
16.07 billion in 2002-03 against Rs 11.86
billion in 2001-02. Gas throughput dur-
ing 2002-03 was 63.25 mscm per day
against the preceding year of 61.60
mscm per day.  Pipeline availability
during the year was over 99.9 per cent.

Total liquid hydrocarbon produc-
tion including LPG in 2002-03 was over
1.31 million tonne as compared to pre-
vious year’s production of 1.13 million
tonne. The LPG transmission through
LPG pipeline was over 1.5 MMT in
2002-03 as compared to 1.31 million
tonne in the previous year. During
2002-03, 290,000 tonnes of polymer was
sold against 251,000 tonne last year.

Adani, Torrent Project
The Gujarat Government has finally

issued a no-objection certificate to the
Rs 45 billion Adani group and the Rs
25 billion Torrent group for distribu-
tion of piped natural gas to domestic,
industrial and commercial users in
Ahmedabad, Gandhinagar and
Baroda.

The distribution network in these
three cities is expected to cost around
Rs 5.5 – 6 billion to each player. The
entire project of putting the pipeline in
these three circles could cost anywhere
between Rs 12 billion and Rs 14 billion.

The state government had met its
intent of supplying piped gas to cus-
tomers in Ahmedabad and
Gandhinagar by early 2002. It was,
however, postponed to 2004 due to a
tiff with the Centre.

The Union Government had ob-
jected to the gas transmission and dis-
tribution plans of the states, saying that
the regulation of natural gas transmis-
sion and distribution fell under its
purview. The state government has
now issued the licences as per the pro-
visions of Gujarat (Regulation of Trans-
mission and Distribution of Gas) Act.
However, some of the provisions of the
NOC are still ambiguous which would
worry the NOC-holders.

Tunisia Seeks JVs
India and Tunisia have ham-

mered out a multi-level exchange
programme starting this month.
Tunisian industry and energy min-
ister Moncef Ben Abdallah has said
that Tunisia is looking for partner-
ships and joint ventures in oil and
gas drilling. The exchange pro-
gramme will involve trade missions
and technology transfer exercises.


