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OIL & GAS FIELDS DISCOVERED BY NATIONAL OIL FIRMS

Allow us to bid, on same
terms as pvt firms: ONGC

AMITAV RANJAN
NEW DELHI,NOVEMBER29

TEARINGINTO DGH's propaosal for
auctioning oil and gas fields dis-
covered by national oil companies
{NOGCs) to private firms, Oil &
Natural Gas Corp{ONGC ) has said
that it should also be allowed to
participate in the auction and
given the same concessional
terms that were being offered to
the private bidders,
“Thosefieldswhich qualify un-
der U}V (Unincorporated Joint
Venture-Farm In) and TSM
(Technical ServicesModel Jmay be
offered to NOGs in case the NOC
assures toraise the production by
working out financial viability of
the field with the extending of in-
centives like lesser royalty andno
cesstothe NOC" ONGC said onthe
DGH's draft Production
Enhancement Contract Policy.
Based on past experience
where fields were returned by a
private operators, ONGC wants
a “provision of reverting back the
field to NOC in case of non-per-
formance by the partner, with-

outany compensation”.
Directorate General of
Hydrocarbons (DGH) has identi-

fied 15 producing or discovered
fields — with collective reserve of
791.2 MTof crude oil and 33346
billion cubic metres of gas — held
by ONGCor Oil India Ltd (OIL) for
handing over to private firms un-
der UV toimprove uponthe field
reserves and its exploitation.

Successful bidderforeach field
would be the one whichcommits
the maximum investment as well
as pledges the largest share of its
netrevenue tothe government. It
would get 60 per cent equity inthe
field and receive 60 percent of net
proceeds from sales from the
fourth year after production.

As a sweetener, the DGH has
proposed that these operators be
eligible forreducedroyaltyrates as
under the Hydogen Exploration
Licensing Policy (HELP) as well as
be exempted from paying cess and
import duty on capital goods.

Under HELP, though the on-

SEEKS PROVISION
TORETURN FIELD

B Based on past
experience where
fields were returned by
private operators, ONGC
wantsa “provision of
reverting backthe field
toNOC in case of
non-performance by
selected partner,
without any
compensation”

land royalty has been keptat 10
per cent, shallowwater fields have
topay 7.5per cent whiledeepand
ultra-deep do not pay royalty for
first seven years which kicks in
subsequently at 5 percent and 2
per cent, respectively.

But in the pre-New
Exploration Licensing Policy
(NELP) contracts, to which these
NOC fields belong, royalty and
cess are charged at 10 and 20
percent, respectively, without
exemption on paying import
duty. Thiseffectively sucks away
the investible surplus for im-
proving upon the acreages. “This
meansthat theoperating and fis-
cal regime will change from con-
cession to{revenue sharing) con-
tract regime. This may require
examination romthelegal angle,”
ONGC said. As for giving away 60
per centof net proceeds to the pri-
vate firm, ONGC said this should
kick onlywhenthe latter achieves
“incremental” volumes beyond
the usual production rate,

ONGC also questioned DGH's
mathematical formula which
used indices like cut-off reserve
volume, exploitation rate, current
recoveryrate and average produc-
tion decline to identify the 15
fields outof 202 fields which were

discovered in exploration blocks
that were given onnomination.

The DGHzerced onto 15 fields
as they hold reserves of 20 or
more MT of oil equivalent and
crossed the half-way markon the
mathematical score. Iteliminated
141 fields as they wereeither less
than 10 years of age orhad shown
some positive changein the year-
on-year production rate,

But ONGC claims these in-
dices were based on techno-
commerdal factors suchascrude
oilquality, its price, proximity to
market, etc, which needed to be
taken into account before hand-
ing over to the private players,

“All parameters are technical.
No financial parameter has been
considered for field data analysis
and selection of fields, For extrac-
tion of oil and gas, future invest-
ment needs to be taken into con-
sideration. Also, expected
economic rate of return from in-
vestment in the field would be a
relevant factor to decide on the
strategy of mode of development
of the field," it argued.

“It would, therefore be re-
quired that after working out a
mode of development of these
fields, themode would need tobe
validated against aforesaid
techno-commercial parameters
and also the future plans of the
NOCs for these fields.”

Another objection was to
DGH's unilateral decision to iden-
tify the fields even though the pol-
icy claimed itwould be done after
consulting the Ministry. “Views of
NOCswould alsobe useful before
the policy is finalised as the cut-
off points may varywith the type
of reservoirs.” Senior ONGC offi-
cials recently wiote to the Prime
Minister claiming handing over
these fields would be counter-
productive.

The DGH has alsoidentified 44
fields of ONGCand OIL who could
take on parmers for production
enhancement work through TSM.
However, these technical tie-ups
would get the “tariff” that they bid
as areturn for increasing the out-
put “over the baseline production”
for 10years initially.
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® MARKET A CONCERN

OPEC, Russia set for oil
supply cut extension

REUTERS
Vienna, November 29

OPEC AND RUSSIA look set to prolong oil
supply cuts until the end of 2018 this week
while signalling that they may review the
dealwhentheymeet again in June if the mar-
ket overheats.

With oil prices rallying above $60 per
barrel, Russia has questioned the wisdom of
extending existing cuts of 1.8 million barrels
per day until the end of next year as such a
move could prompt aspike in US production.

Russia needs much lower oil prices to bal-
anceits budget than OPEC'sleader Saudi Ara-
bia, whichispreparinga stock market listing for
national energy champion Aramco next year
and would hence benefit from pridercrude.

Six ministers from OPEC and non-OPEC
oil producers including Saudi Arabia and
Russia will gather in Vienna on Wednesday
—one day ahead of a full OPEC meeting — to
review recommendations by their delegates.

On Tuesday, a joint OPEC/non-OPEC
committee recommended extending cuts
until the end of 2018 with an option of re-
viewing the arrangement at the next OPEC
meeting in June, three sources from the Or-
ganization of the Petroleum Exporting
Countries said.

“OPEC’snine-monthoptionisreallyasix-

I

f
DPEC

On Tuesday, a joint OPEC/
non-OPEC committee
recommended extending cuts until
the end of 2018 with an option of
reviewing the arrangement at the

next OPEC meeting in June
JiE—S e

month (or three-month) option as it will be
re-evaluatedat the next meeting,” said Jamie
Webster, director at the Boston Consulting
Group’s Centre for Energy Impact. The exist-
ing cuts expire in March.

Benchmark Brent and UScrude pricesde-
clined onWednesday for a third consecutive
day although Brent remained above $63.

UAE energy minister Suhail bin Mo-
hammed al-Mazroui said on Tuesday that
cutting output through all of 2018 was still
the main,but not only, scenario.

“There is a meeting today in the after-
noon.And depending on all of those para-
meters, we will come up with what is the best
for the market and for the organisation,”" he
said on Wed nesday.

The production cuts have been inplace
since the start of 2017 and helped halve an
excess of global oil stocksalthough those re-
main at 140 million barrels above the five-
year average, according to OPEC.

Russia has signalled it wants to under-
stand better how producers will exit fromthe
cutsasitneeds to provide guidance to its pri-
vate and state energy companies.

Some producers including Rosneft, run
by an ally of President Vladimir Putin, Igor
Sechin, have questioned the rationale of pro-
longing the cuts, saying it will lead to aloss
of market share to US firms,which are not re-
ducing output.

OPEC,which comprises 14 countries, has
traditionally been much less worried about
exit strategies as its members have been
known for reducing compliance and cheat-
ing on their quotas towards the expiry of
such deals.

“OPEC and Russia will both realise they
are losing market share and they will be bet-
ter off going back to amore competitive en-
vironment,"the head of commodity research
at Citi, Ed Morse,told Reuters.
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PMO proposes Gujarat
model: Central PSUs park
surplus funds in one firm

AMITAVRANJAN
NEW DELHI, NOVEMBERZ29

BORROWING FROM the Gujarat
model, the Prime Minister's Office
wants thatall Central public sector
enterprises {CPSEs), including
Maharatnas, park their surplus
funds witha government-owned
non-banking financial company
(NBFC) from whom they would
borrow to finance their invest-
ment projects.

Last month, a core groupcom-
prising Chairman Airports
Authority of India, Director
(Finance) of Power Finance Corp
and Steel Authority of India Ltd
and Financial Advisor in the
Ministry of Corporate Affairs was
formed to prepare aconcept note
for proppingan NBFCon thelines
of GujaratState Financial Services
(GSFS).

The other option, says the
minutes of the October 24 meet-
ing, was to consider permitting
existing NBFCs like Power Finance
Corp, IndiaRailway Finance Corp
and Rural Electrification Corp of
“undertaking similar activity on

thelines of GSFS",

GSFS officials, who also at-
tended the meeting, were asked
to prepare a format to capture
fund utilization details and short
term borrowing requirements of
the CPSEs following which the
core groupwould utilize thedata
to prepare a concept note for the
Department of Public Enterprises.

Inany case, the NBFC would
have to be registered with the
Reserve Bank of India under the
category of Non-Deposit taking -
Systernatically Important( ND-SI)
whichwould onlyindulge in CPSE
money without accepting any
public deposit. And it would be
under the overall control and su-
pervision of the Finance Ministry
as inthe case of GSFS which be-
haves like the “extended financial
armof the Finance Department”.

GSFS said that the Gujarat gov-
ernment had benefited through
this model in terms of “ensuring
better financial discipline and
meeting the requirements of
short-term borrowings and bet-
ter utilisation of surplus funds of
state PSEs and undertakings”.

The Centre has takena dim

view of CPSEs paying less divi-
dend and/or not buying back gov-
ernment-held shares —measures
that would feed the national ex-
chequer, Last September, the PMO
desired that CPSEs invest their
surplus funds “on the pattern of
Gujarat where all funds of the
state publicsector enterprises are
parkedwith GSFS and loan tostate
PSEsis given by GSFS onthe guar-
antee of the state government”, If
approved, this would have impli-
cations for public sector banks,
mainly State Bank of India, with
whom (PSEs park their surplus.

That is because the GSFS has
proposed that agovernment res-
olution be issued directing all
(PSEs, including boards/corpora-
tionsand other government enti-
ties, to deploy their surplus - de-
fined as any operating surplus in
the form of cash in current ac-
count with the a bank thatis re-
quired at afuture date, even after
one day, for enterprise expenses.

In fiscal year 2015-16, re-
serves and surplus of all CPSEs
stood at Rs 7.96 lakh crore most
of which is parked in banks and
mutual funds.
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OPEC, Russia set for oil cut

extension but wary of
overheating market

REUTERS

vienia, Roveinber 26

OPEC and Russia look setto pro-
long oil supply cuts until the
end of 2018 this week while sig-
nalling that they may review
the deal when they meet again
in june if the market overheats.

With ofl prices rallying above
$60 per barrel, Russia has ques-
tioned the wisdom of extend-
ing existing cuts of 1.8 million
barrels per day (bpd) until the
end of next year as such a move
could prompt a spike in US
production.

Russta needs much lower oil
prices to balance its budget
than OPEC's leader Saudi Ara-
Iia, which is preparing a stock
market Hsting for national en-
ergy champion Aramco next
year and would hence benefit
from pricler crude. Six minis-
ters from OPEC and non-QPEC
ail producers including Saudi

3

Arabia and Hussia were meet-
ing In Vienna on Wednesday
one day ahead of a full OPEC
gathering — (0 review recom-
mendations by their delegates.

On Tuesday, a joint OPEC)
non-OPEC committee recom:
mended extending cuts until ~
the end of 2018 with an option
of reviewing the arrangement
at the next OPEC meeting in
June, three sources from the Or-
ganization of the Petroleum Fx-
porting Countries said.

Benchmark Brent and US
crude prices declined on Wed-
nesday for a third consecutive
day although Brent remained
above $63,

The production cuts have
been in place since the start of
2017and helped halve an excess
of global ol stocks although
those remain at 140 million
barrels above the five-year aver-
age,according to OPEC,
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PSUs Want Vendors to Meet
Anti-profiteering Guidelines

TOEING THE LINE Seek an undertaking from vendors to ensure they pass on GST benefits

Deepshikha.Sikarwar@timesgroup.com

New Delhi: Public sector enterprises ha-
ve begun asking their vendors to furnish
anundertaking that they meet anti-profi-
teering norms and have passed on the be-
nefits of lower tax and higher input tax
credit under the goods and services tax
(GST)regime.

A number of state-run companies cut-
ting across sectors and including the top-
tier ones like BHEL, Indraprastha Gas
Ltdand SAIL have introduced suchaclau-
sefortheirvendors.

“This is to ensure that the company is
ring-fenced againstany eventuality ifthe-
re is any challenge on anti-profiteering,”
an executive of a state-run company said
on condition of anonymity.

The GST regime provides full credit for
taxes paid on all inputs used and has the-
reby lowered the overall tax incidence on
both goods and services. The government
hassincetherolloutof thenewtaxregime
ondJuly1repeatedly asked the industry to
passon the benefitof reduction in taxrate
asalsooverall reduction in tax incidence
dueto availability of the inputtax credit.

The GST Council has incorporated an
anti-profiteering framework, on the lines
of that in Malaysia and Australia, under
the GST regime to ensure benefits of the
regime are shared with consumers.

On Tuesday, the government had anno-
unced a five-member board for the anti-
profiteeringauthority.

Spokespersons of BHEL and IGL confir-
med the development.

“We are asking all existing vendors to gi-
ve an undertaking on adhering to anti-pro-
fiteeringnormsbefore revising tax compo-

Making A Point & ¢

READYING DEFENCE
T\

PSUs CAN BE READY

WRITTEN ASSURANCE : -
= | with answers if

PSUs HAVE ANTI- board has query
SOUGHT format- PROFITEERING on the issue
ted reply from law requires cos to

: - VENDORS WILLBE
their vendors share GST benefits under pressure to
SEEK TO ENSURE R Caaz i P2ss on tax benefits
GST benefits to reduce PSUs WILL BE
have been incidence of tax protected against
factored into on goods and anti-profiteering
pricing services action

nent to GST,” said an IGL spokesperson.

A BHEL spokesperson said the company
wasseeking suchan undertaking, the for-
matof which has been seen by ET. It seeks
aconfirmation thatwhile workingoutthe
rates of good or service supplied, the pro-
visions of anti-profiteering had been ad-
hered to by the vendor.

SAIL alsotold ET that it hasadopted mea-
sures to ensure compliance to the provi-
sions of GST from the date of implementa-
tion. All fresh contracts have in them rele-
vant clauses to the effect that vendors wo-
uld pass on input tax benefits to SAIL and
comply with the anti-profiteering rule, the
company said. Such compliance is also be-
ing ensured in case of old contractors that
have continued intothe GSTregime, itsaid.

The company managements want to be
ready should their boards or internal au-
ditcommittees seek information on whet-
her the company meets the norms.

This also puts some pressure on vendors
to passonreduction in tax incidence, said

another official.

Tax experts said businesses will require
some guidelines for providing definitive
undertaking. “Itis verydifficult for thebu-
sinessestogiveadefinitiveundertakingin
absence of guidelines on anti-profitee-
ring. Also, at times, the information being
asked is quite granular, which may not be
readily available with the vendors,” said
Pratik Jain, indirect tax leader, PwC.

“In such cases, commercially, it means
disclosing the entire costing and margin
for the project or transaction, which may
becommercially unviable,” he said.

There may be some difficulties as well in
long valuechains.

“While an undertaking stating that the
price reductions or input tax increases
have been duly passed on is a good idea,
each level in the supply chain isrequired
to pass on the benefits to the next level in
order to beabsolved of a profiteeringalle-
gation,” said MS Mani, senior director, in-
direct tax at Deloitte Haskins & Sells.
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Kerala CM to inaugurate
Air Products industrial
gas complex in Kochi

OUR BUREAY

kol Movembier 249

Alr Products, an industrial
gases company, is set (o
launch its industrial gas
complex in Kochi at an in-
vestment of around $400
million. Chief Minister Pin-

arayl Vijayan will inaugur-

ate the plant on December
4,
The industrial gas com-
plex, capable of generating
hydrogen, nitrogen, oxygen,
and steam, will facilitate the
Integrated Refinery Expan-
sion Project (IREP} of the
BPCL to manufacture auto-

fuels complying with Euro-
W]Euro-V specifications. The
modern plant has advanced
safety features and Is envir-
onmentally-compliant,  [i
has a combined capacity of
16.4 tonnes per hour of hy-
drogen production.

The plang is built on 15.5
acres of BPCL land, The gases
produced here will help
BPCL t¢ enhance’its refining
capacity to 310 thousand
barrels a day from 190 thou-
sand barrels now. Hydrogen
is widely used in petroleum
refining to remove impurit-
ies found in crude oil,
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Vedantalooks at
higher gas output

from 2019

SHINE JACOB
New Delhi, 29 November

The country’s biggest private
sector oil producer, Cairn
India, part of Anil Agarwal’s
Vedanta group, is already set
to considerably increase its gas
production, to three million
standard cubic metres a day
(1059 million standard cubic
ft) by June 2019.
Production from
its  Raageshwari
Deep Gas (RDG)
field is expected to
inerease to 100 mil-
lion standard cubic
ft a day (mscfd) by

The firmis set
toincrease its
gas production,
to 3 million
standard cubic

lent per day) by the first halfof
2019.

Gas sales, after captive con-
sumption, were 18 msefd as on
end-September. “Through the
planned investment, our oil
production is set to increase to
300,000 barrels,” he added.

Mathur said the company
would also be undertaking
drilling in its Krishna-Godavari
block in the first quarter of
2018. The average
gross production of
Cairn India during
the September quar-
ter was 180955
boepd. Gross pro-
duction from the

then, from 33.8 metresadayby Rajasthan  block
mscfd in  the June2019 averaged 153,238
September quarter boepd. The current
ofthis financial year. investment will be

“We have started investing
in a $1-billion programme.
Post-completion of RDG
Phase-I this month, gas pro-
duction is expected to
increase to40-45 msefd,” said
Sudhir Mathur, chief execu-
tive officer for Cairn’s oil and
gas business. Activity on ten-
ders for partnership with lead-
ing service providers for inte-
grated delivery of RDG
Phase-II is progressing. This
isexpected to increase the gas
production and condensate
production to over 5,000
boepd (barrels of oil equiva-

into five blocks — RDG, the
enhanced oil recovery pro-
gramme at its Aishwariya
fields, the EOR programme at
Bhagyam and Barmer Hill, and
Aishwariya Barmer Hill.

The company’s production
sharing contract for Barmer
expires in 2020, but higher cess
in the extended regime could
impact plans. It has over the
years been asking for a cut in
the cessrate toeight per cent of
the realised price of crude oil,
in the wake of the govern-
ment’scall to reduce country’s
crude oilimport by 10 per cent.
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