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Repon of the Inguiry Commission on Shortage of Petroleum Products

EXECUTIVE SUMMARY

Tasked to inquire into the crisis of shortage of petroleum products in the country during
the month of June 2020, the Inquiry Commission macde an intrusive probe wherein all
stakeholders of the ofl industry were incorporated. il crunch of June was not an
abrupt eruption. It was more of an evolutionary event. What factors led 1o the crisis®
Could it have been thwarted? Assassment of the crisis management efforts by the
regulalors have also been atternpted. Although the Commission was assigned a set
of TORs, many attendant issues were also examined and hent:.e racle part of the
report. '

To siarl off, all stakeholaers of ol incustry were introduced which subsequently were
analysed al length spread over the body of the report. A compendiurm of all Acts,
Crdinances, Rules angd Regulations has also bean given in chronological order along
with existing anomalies. An abridged versicn of the areas of ofl industry examined,
indicated flaws and the remedial meaosures suggested are produced below to

facilitale the reading of the report;

Areas Flaws Recommendations
L' = Legal ambiguity over enforceabilty | » Annulment of OGRA Ordinance
of Petraleumn Rules 1971, 2002 read with Pakistan Ol
» Unjustified delay of 14 yedrs Dy Fules, 2014
QGRA to formulate new Petroleum = MNew oil rules to be formuloted
Rules. wathin & months.
Price Fixing » Eciy pradictability of next month « Price detemrmindtion bdsed on
rechanism price. PLATTS averade of 30 dos,
+ [nCentive for hoarding.
' MOEPD s MOEPD-OGRA. dugl on powers 1o s Punitivesdepartmental action
inspact mindmum stocks of 20 days against the delinguent
by OMCS, officersfofficials,
« Confrovenial decision of import » Fommulation of dralt of new ail
embargo. rules.

v Reliable data collection and
analysis rmechanism.

« Conlroversicl holding of PRMs.
« Non-observance of import quotas

b OIS,

Inaction on geficient stocks of
OHACS,

Inhusive involvemeant of QCAC,
Non-lifting of locd refined preducts
by OmaCs from refineries.

e Appointmeant of professional
and gqudlified individuals.

« Transitory takeover of dulies of
QGRA.




Appointments of non-professional
officers. :

OGEA « Unlawfuol operations of private = Punitivef departmental action
| storage companies. against the delinguent
| « Uplawful joint ventures and officersfofficials.
i hospitalities among OMCs. » Termination of OGRA.
s Non adherence fo impert and local
guota allgcated to OMCs In Preduct
Review Meetings (PRMS).
s Silence of OGRA on specifying
rinirmum stocks.
s Non development of strategic
storage.
s llegal provisional marketing icensas
to OMICs,
e llegal growth of retail outlets
Deparimenl | « Debatable autherty of Department | « Corection of flows indicated in
of Explosives of Explosives o issue Form K, L M & the report.
Q licenses.
s No check and balance aver privale
storage/teminal companies
s Non-uniformity inissuance of form L
censes.
» Yiglalion of form G licenses.
= No coordination batween OGR A
and Departrment of Explosives.
=« Non ¢bservance of safety profocals.
Dil Markeling | « Hoarding of inventories at depots, * Recovery of monetary ialilifies.
Companies Righ seds and ol lomies. s Equitable distioution of 1033
[OMCs) « Viglation of licensing conditions Bome by PSC among
s Manoeuving of vessels berthing ot delinquent OMCs.
pors, « Revitalization of the role of OCs
« Non maintenance of 20 days stocks to inspect the stock of OMCs,
» Under utilzing the mport guoeta « Cancellation of provisional
s Importing Petrol in excess of Sorage marketing fleenses,
Capacity s Development of strategic
s jmporting petrol despite ne retail storages.
outlets.
s Disregard for safety protocols.
s Unlawful interelated interest of Yitol
with different OMCs,
Refinerias « Ouldated plant. » podernization of relinery plants.
« Non enhancemeant of storage of » Erhancement of crude il and
crde oil. pefroleum products storage.
» Dubious activities of BYCO refinery, s Punitive action against 8YCO
« Case studies of M.T, RHEA and MUT. refinery and further prae info
ELSA suspicious ilegal activities
Retail Qullets | «» llegal retadl cutlets. v Closing of illegal retail cullels,




» Regulonzation of llegal retail cutlets. | » Punifive action againsf retail
= Unlawful purchase, adulteration and outlets selling smuggled or
sale of smuggled petroleum adulterated products.
products. _
Venues of Poor maintenance of oll piers. + Maintenonce of ol piers
Perts llegal usage of storagefdepots. + Halting unlawful usage of
lllegal haarding at privote storage storage threugh MoEPD
companies at ports. « Construction of white ol
pipeline from Kearnari to
FOTCO, Port Qasirn.
il Monopoly on daota. « Elimination of the role of OCAC
Companias Lrlawful determination of berthing in berthing, PRMs. IFEM:, data
Acvisorny priorities. collection and determinalion of
Cotncil legal rale in allacation of impart impor quatas of OMCs,
(QCAC) quatas for QMCs,
Manipulation of IFEM Claims of
M,
Hydrecarkban Ceremaoniql testing of refined ol » Compulsory testing of both
Development products. refined and crude oil.
institute of FRandomized testing imstead of + aAdvanced testing methods,
Fokistan compulsory testing.
{HDIP) MNen diversification of testing labs.
Mo testing of local refined products
; Smugglir‘@’ Guantification of smuggled refined | » Fuel marking methods.
adulteration products. » Shel model to be implemented
wixing of Manganase & Naphtha in in transportation.
Petrol [MS) « Digitization of OMCs, retail
Mixing of Kerosene, Light Diesel Gil, outlets and linkoge with MoEPD.
wWhite Spint etc. in HSD » Automated gauging system.
Use of VAN, Mixed Xylene and N-
Hexane in Adulterationn,

The report contains 21 chapters including the one on recommendahons.




CHAPTER 01
NOTIFICATIONS AND TORs

1.1 Cabinet Division, Government of Pakistan constituted C‘.‘.n Inquiry Commission,
unger Pakisian Commission of Inguiry Act, 2017 jo probe into the shortage of
peholeum products in the couniry and matiers related or incidental thereto
vide Nofification No.D1/05/2020 Lit-lll dated 28" July, 2020, The Commission

comprised of ihe [ollowing members:

i wr. Abubakar Khudobokhsh, Addl. Director
General, Federal Investigation Agency (FIA)

Chairman

i, Representoaiive of  Alfomey-General  of
Pakisian [Mr. Amir Rebman, Additional Member
Altomey General of Pakistan|

iii. Represenigtive of Inteligence Bureau (LB
(Capt. R. Rommel Akram. Depuly Director Member

General 1.8.)

iv. FRepresenfalive of FA M. Sgiid  Akram, Member
Direcior FlA)

v, Drrecior General, Anti-Corrupiion Member
Establishmeni, Punjab (M. Gohar Nofees)

vi.  Mr. Roshid Faroog, Former DG Qi) Petroleum Member
Division

Wi, M Asim Muriczg, C.E.C, Peiroleum Instifute of Member

Pakisian

MNofeworthy to mention thal members of serial no. vi & vil did not join the proceedings
of the Commission and conveyed their inability fo join the Commission due to
personaif hedlith resons.

1.2  The following Terms of Reference (hereinafier refered io os TORs) were
assigned to the Commission of Inquiry (Annexure 1.1}

i. Whether in view of fhe ioll in orice of petpleum products in fhe
infernaiional marked infor about the month of March and April 2020, those
responsible for procurement of pefroleum producis for the couniry, dig
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¥,

vii.

actuglly avail the bensafit to the maximum possible extent? If not, the
causes and person/fauthority responsible for the failure to avail the benefit
of lower prices in the infernational market? '
wWhether the quantity of pefroleum products procured at  lower
international price and imported and stored in the country were actually
supplied to the public/consumers af the [ower price or was i kept In storage
o hoardad fill the incrense of price of petroleum products after 2606, 2020
and supplied thereafter at higher rafe resulting in huge profits? If so, what
was the quantum of windfall and who were its real beneficiaries?
Whether any order, notificafion, decision, action, inaction incl_tjding ban
and subsequent relaxation on imports of petroleum products by any
person, Authorty or Division was meant 1o and/or did confer any undue
benefit or advantage to any person including OMCs, refinery, dealer etc.
in this cnsis®

what were the real causes for the shortage of peholeumn produchs in the
country in or about the month of June, 2020, and idenfification of those
responsibfe for this crisis including the private sector as well as the public
functicnaries or g Regulatory Authority?

wheilher the shortgge of petroleum products in general and during the
shartage period in particular, was l1ess than the reguired/ prescribed limils2
I so, what steps were taken against the companies responsible for the
failure to maintdgin the stored guantity? f no appropriate actions were
taken against the companies responsible, which government guthority/
official falled in its duty in this respect?

To exarmine the role of refineries and determine their responsibilities in the
shortage/ crisis vis-a-vis the procurement from local sources, imports,
storage and suppdly In the country.

To collect and compare data of imports, supply, prices and consumption
of petroleum, during different periods, so as to determine the responsible
of the Pefroleum Division, QGRA, OMCs, Refineries, Petroleurn Dealers or
any other authority or person relating fo shortage of petroleum productsin
ihe country and any other illegal practices including violation of the

provisions of applicable laws including the Pefroleurn Act, 1737, OGRA
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wiil.

i,

®il.

Crdinance 2007, Rules, Eegulation, terms of icenses committed in general
and during this petiod in particular.

To ieniify any deficiencies in the prevailing laws, regulotions, licenses,
procedure,  mechanismy  methodology  regarding  impord,  price
determingtion/ fixation and its timelines, storage and reloted ksues
including sirategic storage and planning for ensning smooth supply of
pefroleum products in the normal course as well as during shortage, Crisis
or emergency.

To exomine wheiher there was any market manipulation of _Feiro!eum
products by any party including the O.M.Cs. pefraleum deulerls, refinenes
etc. ond identificotion of those responsible for such practices and
measures reguired o pravent such proclices in foture,

To suggest short term s well a5 long ferm meaqsures, guidelinas, SOPs
required 1o be taken at the Federal as well os Provinciol level o ensure thot
such shorfage, hoarding or market manipulation, if any, does nof recur in
future,

Any other issue deemed appropricle or relevant o the above TORs.

The commission shall conclude ifs inguiry within thirty {30} days.

i.3  The folowing members were co-opted:

Wi,

vil.

il

Mr. Muhammaod Yoseen [Refired Director OGEA, co-gpted s technical
exper]

pAr. Irran Kishwar (Senior Superintendent of Pelice) |

M, Qasim Malik [Deputy Director, ACE. Punjab)

wir. Sidney Parera [Deputy Director, Securities & Exchaonge Comimission of
Pakistan)

Mr. Shahid Siddique (DSP Legol Punjab Police)

Mr. Tarig Mehmood [Deputy Director, FlA)

Mr. Bitol Tarnig [Assistont Direciar, FIA)

wr. Mubhammad Joved Sulian [Assistant Director, FA)

14  Sizing vp. the sub-fexi corelation between the shortage of pefroleun producis

in the price-slump pericod of June 2020 and the surplus of the same producis in

the prce-surge days, wos the fundomental peint of scruting for the Inguiry

Commission conshituted by the Calbinet Division on 28™ July, 2020, Operating
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1.5

1.4

within the set of stipulated TORs, many concomitant issues weare also explored
by the Commission ever since 1t held its Inqugural session on 10th of August,
2020. _

For keeping the petfrol pumps wet whatever betides, the key stakeholders
include the Ministry of Energy Petroleum Division, OQGRA, Qi Marketing
Companies {GrACs), oll refineries, petrol stations and consumers. The role of
eqch player, pre-crisis anad during-crisis, when subjected to thorough scrutiny,
revedled certgin teling results mentionad sporadically in the body of thisreport.
The report assays the characteristics of the supply chain process of petroleum
products, causes of shortfall in June and cure appled by the regulators,
Ranging from the analysis of the existing laws, rules and regulations, market
mechanism of petroleurn products, storage capacity of OMCs and refineries,
role of regulatory bodies to measuring out the manipulative marketing
gimmickry and comective measures, this Inquiry Report traverses many areaqs.
Brevity, being the wit of wisdom, shall be adhered 10 in order 1o concentrate

on the reql issues.
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CHAPTER 02
OVERVIEW

STRUCTURE AND FUNCTIONING OF OIL INDUSTRY:
A SYNOPSIS

2.1

Before embarking on what went wrong and how in the days of crisis of shortage
of petraleum, # is Imperative to understand the structure, mandate and
functioning of key sfakeholders of the whole ¢il industry. Since: the commission
was primarily tasked to probe into the shortfall of petral {mostly referred to as
rotor Spint or MS) and High-Speed Diesel [mostly referred to as HSD), therefore,
the supply chain of both products needs to be explained first,

MOTOR SPIRIY (MS)

2.2

Being common man's fuel, the end users of MS are <Cars, motor cycles,
commuter vehicles and some light troffic vehicles. Taking the Financial Year
[FY) 201 9-20 as the base yvear, total annual consumption of M5 in Pakistan is 7.8?
million metric tons {MMTs). Local production of M3 through the existing 5
reflnerles fulfils almost 30% of the total demand whergas for the rest of 7072,
Pakistan relies on imports. Due to absence of any c;ledicc:’red pipeline for the
supply of MS, the same is transported through oil tankers/lomies either from

refinernes or from ports 1o the depots as well as retail outlets.

HIGH SPEED DIESEL {H5D}

2.3

It 15 generally used in transport sector, Industrial, agricultural, heavy slechicity
generators and construction industry. In the FY 2019-20, total consumption of
HSD was clocked at 6.7 MMTs. Local refinenes contribute about 5% of the
total demand of HSD wherens the rest of 35% comes through imports. HSD is
fransported from ports or refineries 1o the depots of OMCs through the
pipelines. From depots to retal outlets, it is transported  through il
tankersfliamies.

Takle 01: Consumption of MS and HSD for last 03 Years

Financial Year T Ms(MT) HSD (MT)

2017-18 7,407,047 2,029,872

! MoEPD

? Ibid
% Ibid
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201819 7.647.485 7.391.,744

2019-20 /.515,28] 6,662,416

Source: MoEfD

SOURCES OFf PETROLEUM PRODUCTS IN FAKISTAN

24

2.5

Thera are two main scurces of supply of Petroleum products in Pakistan:

. Crude il [local & imported)

ii. Refined il imported)

il fields of Pakistan feed refineres with iocal crude il constituting 29.53% of
total crude il refined and the remaining 70.47%* crude <il s imported,
Imported refined petroleum products make up 0% of total demang of HSD
and M3 combined.

FUEL SUFPLY CHAIN

2.6

Pakistan's fusl supply chain comprises of 24 approved depots spread across
varnous lecations throughout the country. The components of depols include
pipeline exit points, mandatory physical depotsfterminals and  Physical
Reporting Locations (PRLs. to assess the freight cost from delivery station]. These
24 depots are spread across Pakistan to faciitate retail supply to nearest retail
outlets. HED s primarly fransperted through pipelines up to central Punjab,
while all MS s camed through tank lomes/trucks. Basically, there are two
pipelines for the transportation. One for the crude ol and cne for the refined
@il (HSD}. Crude oil pipeline os depicted in the flow chant below is 844 km long
starling from Keamar, Korachi and terminating ot PARCO Mehmood Kot
Muzaffargarh. Second dedicated pipeline. for the transportation of refined oil
(HSD}, starts from FOTCO {Port Qasim) Karachi to Machike Shelkhupura is 1070
Km long having enroute storage terminagls at Dauviatpur, Shikarpur, Mehmood
Kot, Gatti Faisalabad and machike. Cartographic depiction of both above
mentioned crude. ol and H3D supply through pipelines is added below:

* MoEPD

5 1bid
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{Chart A shows separglely the supply lines of crude oif and HSD wheregs char B shows

the suppiy of HSD oniy with depots, exil points and reporfing locations}
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10 of these depols are aslo designated as Physical Reparting Locations
for the purpose of infand freight management
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LOCATION OF QI DEFOTS

Table 02: Location of 24 Depots

5r. No. Pravince Name of Depot
i. Khuzdor
Z. Bouchistan Guetha
A Huk [Refinery BYCO)
4, Kedmcin
A, Port Grasim
& Sincih Croulotpur
7. sanghi
8. i Shikarpur
9. tAehmood Kot
4 kot lam
il, Wehar
i2. sahiwal
13 sher Shah
i4. Punjab kundclicin
15, Habibabac
6. GaottifFaisaabad
17, Machike
18, Chok Firgnog
7. Sinala/Rorwvalpindi
20 ) Fagirabad
., Tardjabba
22, EFK serdi Naurang
23, Chitral
24, GB luglot
re e RA

KEY STAKEHOLDERS OF OIL INDUSTRY
27 During the course of inguiry, the commission examined the functions and role

of the following stakeholders. The detailed analysis of each stokeholder,
however, shall ensue in the main body of the report.
i Ministry of Energy Petroleum Division (hereinofter referred to as MoEPD)
ii.  Ministry of Energy [Department of Explosives)
ii. Qi & Gas Regulatory Authority (hereinafter referred to as OGRA)
iv. Refineries
v, Ol Marketing Companies (hereinafter referred to g3 OMCs)
vi. Relail Outlets/Filling Stations _
vii, Ol Companies Advisory Council (hereinafter refered to as GUAL)
vi,  Part Authorities
9|Page




ix. Hydrocarbon Development Institute of Pakistan [hersinatter referred to as
HDIF}

*. Private storage terminals/companies

MINISTRY OF ENERGY {(PETROLEUM DIVISION]

28

Caore function of Ministry of Energy (Petroleurn Division) {MoEPD} is to ensure
availability and security of sustainable supply of ¢l and gas for aconomic
development and strategic reguirement of the country. Exploration of
additional sources of oil and scientific upgradation of existing <il fields and
refineries alo feature as duties of the Pefrolewrn Division. Precisely tha same
strategic ovensight ervisaged for MOEPD lends credibility to the act of chairing
Product Review Meetings [PRMs) by MOEPD where the crucial decisions of
import quotas of petrolaum products are taken. In-dapth analysis of how well
MOEFPD had been playing its part shall follew in the relevant chapter.

DEPARTMENT OF EXPLOSIVES

2.y

The main abjective of Department of Explosives is 1o ensure public safety,
security of hurman lives and their properties within the licensed premises, with
respect to manufactuing, fransportation, storage. impart, export, seling and
use of all explasive setups including petroleum products. The Department of
Exphasives issues 'Good to go' cerifcate to depots, storage facilifies. retail
outlets and tankersflamies after ensuring that the due safety and technical

protecols are followed. Licenses issued by therm are as below:

Tablke 03: Form of Licenses lssued by Department of Explosives

Form Category Licenses Issued o Rules
Petroleurn Rutes 1937 as per 114, 115(3]
K Retail Cutlets
and schedule-l of Fefroleum Rules 1937,
L Storage Tanks do

Storogze of Petroleum
M do
Products In Drums

Transportation
. . Petraleum Rules 1937 Os per Rule 77 and
o Yehicles (Gl
schedule-| of Petroleum Rules 1937,
Tankers/Lorries)
Floating Barge for Petroleum Rules 1937 = per Rule 30 and

Special

Fueling Motor vessels | Schedule- of Petrcleurm Rules 1937,

Sowrce: Depadment of Explosives
10|Page




210

The detailled treatment of the subject is attempted in Chapter 07

OlL & GAS REGULATORY AUTHORITY {OGRA)

n

Mandated to foster competition to enhance private investment in cil industry
and its subsequent regulatory supervision, OGR A started functioning in the year
002, after the promulgation of OGRA Ordinance 2002, It inherted many
functions of Pefroleum Division including the issuance of licenses o Oil
rMarketing Companies [OMCs), Refineries, privale storoge companies and
retall autlets. The pivotal moot functions of adherence 1o ficensing conditions
including the maintenance of minimum stock by OMCs is also inexfricﬁbly

linked to OGRA which shall be appraised afterwards.

REFINERIES

212

2.13

Aimed at minimising the foreign reliance to meet oil demands, refineries
process the crude oil gathered from either indigencus ol fields o imports to
produce petroleum produocts for the country, Established from time 1o time,

there are 5 main oll refineries operating in Pakistan as mentiohed below:

Table 04; List of Reflneries with Locations
Name of Refineries Location

Attock Refinery limited fowalpindi

BY O Pelroleurmn Pakistan Limited Hub

Mationol Refinery limited Karachi

Pak-arab Refinery |imited rehrmood Kot

Pakistan kefinery Limited Karachi

Soyrce: OGRA o

Although ENAR [Karachi) makes the number of refineries 1o D6, the same is
restricted to supply of petfroleum products for the defence purposes alane and
hence, beyond the scope of the Commission. Bare statistics of ENAR, however

are also reflected in the Refineries’ chapter.

OIL MARKETING COMPANIES [OMCS)

2.14

Companies allowed to market oil, either through import or local purchase from
refineries in the counfry, at their retail autlets are known as Oil Marketing
Compahies [OMCs). Currently, there are &6 OMCs licensed in the couniry, 09

companles having permanent marketing licence for 30 years, while 25
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companies are operating under the provisionaol marketing license. The
remaining 32 companies have provisional license without marketing permission
{Arnexure 2.1}, All OMTs combined own about 7,267 '[t::s per conflicting data
furnished by OMCs ta OGRA) operationdl retail outlets (Annexure 2.2). Come
rain ar suns.hine. it was the respansitility of OMCs to keep their retail outlets wet,
To what extent these OMCs fulfiled their responsibility was a matter of probe

aptly treated in Chapter 08 of this report.

RETAIL CGUTLETS/FILLING STATIONS

215

Commaonly known as petrol pumps or filling stations, retail cutlets are the actuail
points of sale of petreleum products en by OMCs or private owners, For every
40 metric tons {MTs) of MS storage, an OMC is allowed to open one retail outlet.
Interestingly, the number of refail cutlets currently operating in the Countny vary
from each other as per the figures provided by the Department of Explosives,
OMCs and OGRA. The Commission has found out at least $03 unlawful retail
oullets during the course of its proceedings fAnnexure 2,.3). Even CMCs do not
recognize these retail outlets as legal entities. In addition to these unlawful retal
cutlets, there are certain other outiets opened and operafionalized by OMCs
in violation of quota of retail cutlets allocated fo OMCs based on minimum
storage. QGRA has itself reguiarized 753 unlawful retail oullets since 20146 by
imposing naminal fiscal penaliies fAnnexure 2.2). This area of unlowful retail
outlets and regularization by OGRA agdinst the law/rules has been examined

in detail in chapter 12,

OIL COMPANIES ADVISORY COUNCIL {OCAC)

2.1é

A non-statutory consortivm of representatives of Gil Marketing Companies,
refineries and pipeline companies headquartered in Karachi, OCTAC plays
crucicl role in many areas of Pefroleum industry. Some of these aredas are os
follows: -
i, Provision of data on existing storoges, monthly sole and demand
projections of respective OMCs,
ii. Participation and issuance of Minutes of Product Review Meetings [PRMs)
where impartflocal purchose quotas of OMTs are fixed.
iii. Audit of stock positions of OMCs.

iv. Laycan [time window for arrival of vessel] management plan,

12 |Page




217

v, Delermination of berthing pricrity of import vesselsfcargo ships.
vi. Approval of claims of OMCs regarding Inland Freight Equalization Margin
{ iFEM] - Transportation cost from supply source [refinery/port) to the
approved depots of OMCs, |
How o non-statutory private body assumed such o significance and monopaoly
to decide the central issues of the petroleurmn industry is an intriguing quésﬂcn
explored in chapter 13,

FRIVATE STORAGE TERMINALS/COMPANIES

218

There are certain pivate storage companies and terminals at ports which rent
out their private ofl storage facilities to OMCs through hospitality agreements.
Mo set of Laws/Rules justify the marketing ocparations of these pravate storage
companies/termingls, OGRA Rules 2014 read with OGRA Ordinance 2002
makes it mandatory for these private companies to be registered with OGRA
before startimg their operations. So far, only 02 of such private storage
companies [FOTCO & HASCOL Terminal) are reqistered with OGRA in this
manner. All other private storage cormpanies are continuing their operations

without obtaining license frorm OGRA,

PORT AUTHORITIES

2.1

Anchorage, berthing and initial mode of transportation through pipelines are
the chief tasks perfarmed by Port authorities in Karachi. At the moment, there
are 03 pors associcted with import of petroleurn products in the country
namely Karachi Port Trost (KPT], Port Qasirm FOTCO Termingal {PG-FOTCO] &
BYCC Port Single Point sMooring {SFM] in Hub, Baluchistan. KPT receives crude
oil and M5, FOTCO Terminal receives and fransports Hi-Speed Diesel (HSD),
crude oil and M3, BYCO Port deals with only crude il OMCs using the services
of these ports are obliged to pay requisite rentals to the Port Authorties.
Detailed analysis of ports has been attempted in Chapter 14,

HYDROCARBCON DEVELOPMENT INSTITUTE OF PAKISTAN {HD|P)

2.20

fhe lene public il testing laboratory established in 1975 and authorized as
Testing Agency by OGRA, HDIP works under the Ministry of Enargy [Petroleurn
Division]. It aiso offers consultancy service o Oil & Gas Sector. Mostimportantly,
Economic Coordination Council (ECC) has authorized HDIF to conduct tests of
all vessels/cargoes ariving at the ports. It also conducts third party inspections
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of storage depots on behalf of OGRA. It is pertinent to mention here that OGRA
has nolified 03 other private testing laboratories for second opinion in case of

any dispute. HDIP is also elaborated upon in chapter 15,
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3.1

3.2

CHAPTER 03
OIL & GAS LAWS IN PAKISTAN

Braadty, he {ollowing set of Acts, Ordinances, Rules & Regulations govern oil
and gas regime in Pakistan: |
i.  The Pelroleum Act, 1934
ii. The Pelroleum Rules, 1937
ii. Regulalion of mMines and Oil-Fields and Mineral Development [Government
Conirel} Act, 1948 '
iv. The Petroleum Products [Development Surcharge) Ordinance, 1961 and
Rules, 1967
¥. The Pakistan Petroleum (Refining. Blending & Marketing) Rules, 1971
vi. Ol & Gas Regulatory Authority Grdinance, 2002
vii. The Pakistan CGil (Refining, Blending, Transportation, 3torage & Marketing)
Rules, 2016,
Any discourse on the currant applicability o ofherwise of the above stated laws
calls for a chronological appraisal of all laws, ruies and regulations set into
motion from time 1o time. Instead of embirgiling into the debate on which set
of laws applies currently, the Commission concludes all moot points on certain

baseling touchstornes recognized by jurists in the analysis part of this chapter.

THE PETRCLEUM ACT, 1334

3.3

Like many other Laws, Pakistan inherited the Petroleum Act, 1934 which was
enforced on 30 March, 1937, The Act was meant to regulate the import.
fransportation, storage. preduoction, refining,  blending,  inspection  and
sampling of petroleum products. Concernad Ministry of the time, being the
chief harbinger, was vested with not only the role of policy formulation and
implementation but also was given punitive powers in case of any infractions
or conlraventions, The operation of this Act spans from 1947 to 2002 when
OGRA Ordinance, 2002 succeeded many parts of this Act. Powers and
responsibilities of OGRA, frequently discussed in the proceeding of the
Commission. have now been cledarly demarcated and identified in OGRA
Crdinance, 2002, Barring the exclusive powers and duties of OGRA, certain

parts of ihe Petroleum Act, 1934 are still in operation. Department of Explosives,
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Miristry of Energy (Peircleum Division) stilt derives its auiharity and responsibilities
from the Petroleum Act. 1934 read with Petroleum Rules, 1937 which, in the view
of the Commission. Is iflegal as it is inconsistent with section 43 of OGRA
Ordinonce 2002 (Annexure 3.1}).

THE PETROLEUM RULES, 1937

3.4

A subordinate legislation to the Pelraleum Act, 1934, the Petroleum Rules, 1937,
were promulgated on 23 March, 1937, These Rules were siun inteo operation o
cover the areas of licenses of import, siorage, fransportation, tesiing, refining
and blending of dangerous and non-dangerous petroleum products, From
1937 to 1971, These Rules remained into operatlion when new Peligleum Rules,
%71 were enforced (Annexure 3.2).

THE REGULATION OF MINES, AND QILFIELDS AND MINERAL DEVELOPMENT
[GOVERNMENT CONTROL) ACT, 1948

3.5 Promulgated on 0B January 1949, this oct encompassed the maiiers
connected with regulations of mines, oiffields and mineral developments under
Government [Federal] Confral. Broadly speaking. the matters touched vpon
by this act include research, exploration and production of minerals and
mineral oils. Scarce references, if any, shall be made to this act in this report
{Annexure 3.3).

THE PETROLEUM PRODUCTS (DEVELOPMENT SURCHARGE} ORPINANCE, 1941 AND RULES,

1947

3.4 The Ordinance was promulgated in 1941, This Act wos meant for colfection of
Petroleum Levy as "Development Surcharge” on petroleum products by the
Federal Governmeant. In consaquence of the Crdinance 1941, The Petroleum
Products [development Surcharges) Rules, 1967 were promulgated and
enfarced on 01 04,1947 (Annexure 3.4}

3.7  According io the Section 3 of the Ordinance, Petroleum Division notifies the

rate of petroleum levy from time to time within the maximum mit approved in
the Finance 8ill (lastly approved through the Finance Bill 2018) in respect of
petralaum products refined by all the refinenas in Pakistan and impors aiter
concunence of the Fingnce Division,

16|Page




38

The Ordinance has undergone vanious amendmenis and ithe Levy wds
renamed as Carbon Surcharges through Finance Act 2009 and finaily it was re-
titled as ‘Petroleurn Levy' in Petroleum Producis Ordinance, 1961 through
Finance Act, 2010. Ffifth Schedule of the Act, in which raie of Pairoleum Lewvy is
defined for M3 ong H3D, was amended last ime in Finance Biff, 2018 and was
capped at Bs. 30 per lier, It is actually a Federal Government Tax, the receipts
of which become part of the Federal Consolidaied Fund.

THE PAKISTAN PETROLEUM [REFINING, BLENDING & MARKETING? RULES, 1971

39

a1

311

312

Antecadent to Reguistions of Mines & Oil Fields & Minerals Development
{Govermmeant Control} Act, 1948, the Pakistan Petroleum {Refining. Blending &
mMarketing) Rules, 1971, were framed ond promulgaied by the Federal
Government in 1971, 3pan of operalion of these rules is from 1971 10 20146 when
OGRA Rules, 2014, due to iis overiding effect, annulled them, Duel. however,
continues on the operational staius of these rlas befween OGRA and MOEPD
{Annexuvre 3.5).

The rules ronged over refining, blending, storage, marketing, testing of
petroleum products and enforcement modes and powers.

The Director General Qil (hereinafter referrad to as DG Qil), pronouncad as the
Authority, was responsible to specify minimum stock of the petrolepm products
according to the storage caopacity and investment plan of individual
marketing company.

Rule 34 of said Rulas empowers DG Qi fo outhonze any person in wifing to
mspact and exoming any rafinery, blending plont, marketing compony,

instaliation, and storage, or depaot.

QIL & GAS REGULATORY AUTHORITY ORDINANCE, 2002
3.13 Ol and Gos Regulotory Authority {(OGRA] was established by the Fedaral

.14

Covernment on March 28, 2002, in pursuance of ihe Oil and Gas Regulaiory
Authority Ordinance, 2002, The objective of OGRA s to "fosier compedtition,
incredass privaie investment and ownership in the midstream and downsiream
petroleum industry, protect the public iniéregi while respeching individual rights
and provide effeciive and efficiant regulations” (Annexure 3.6).
Leading jasks of OGRA anshirined in OGRA Ordinance, 2002, include granting
of licenses to cany out regulated activities and subseqguent regulation whether
_ - 17|Page




those regulated activifies are in gccordance with conditions of icense. Worthy
of note is the fact that safeguarding the interest of all stakeholders including
lhe consumers also features as ene of the most important duties of OGRA as
mentioned in Seclion & of OGRA Crdinance 2002,

3.15  Without prejudice to the exclusive powers of OGRA, certain powers have been
vested in the Federal Government regarding policy formulation, planning for
infrastructure development and pricing of pefroleumn products including

pelroleum levy,

PAKISTAN GIL {(REFINING, BLENDING, TRANSPORTATION, STORAGE AND MARKETING])
RULES, 201&
3.1 Under Section 41 of the Ordingnce 2002, the Authority (OGRA) was to frame

Fules without undus delay for carrying out the purposes of the Ordinance, but
the requisite Rules could not be made till the year 2016 (Annexure 3.7). The
period from 2002 16 20146 i a story of passivity and inefficiency of both OGRA
and MoEPD. The intervening period between the promulgation of OGEA
Crdinangce, 2002 and framing of il Rules 2014 can broadly be divided into the
following phases:

i. Phase 1 - {2002 to 2004): Ministry of Energy (Petroleum Division) continued
exercising authority on matters related to cil.

i. Phose2 - {2004 to 2018): OGRA gained control over the matters related to
licensing of petroleum products through issuance of 3RO 268(1]/2004
dated 1503.2004 (Annexure 3.8). Power other than licensing were
bifurcated between OGRA and MGEFD through S.E.O 234(1)7 2004 dated
12.03.2004 fAnnexure 3.9).

ii. Phose 3 - [201% onwaords): Confrary to newly framed Pakistan Qil Eules,
2016, powers related to maintaining equilibrium between demand and

supply and functioning of refineries were kept with MGEPD instead of
QGRA. However, powers related to licensing remains the exclusive
authority of OGRA.
217 Without resorling to the detailed scope and analysis of the above-mentioned
laws, 1he Commission deems the following areas most perinent to the TORs
assigned.

i. Licensing
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. Storage
ii. Marketing
iv. Inspection

v. Enforcement

LICENSING
3.18  Any Qil Marketing Company {OMC) aspiring to inifiate its business must fulfill

certain conditions mentionead in different set of lorws/rules . Gledned from those

taws/frules, abridged hereunder qre the main mandatory requirernents:

1l

Wi.

Section 23 (3] of OGRA COrdinance 2002, stipuiates that no person shall
consiruct or operate any pipeling for oil, construct or operate any il festing
facility; oil storage facility (other than storage associated with a refinery]: or
oil blending facility, or operate any installation retating 1o oil, construct or
operate any refinery, undertake storage oil. and undertake marketing or
refined oil products without o valid license, _

An applicotion for the license shall be submitted to the authority (DGRA)
on the prescribed form and in accordance with rules.

On receiving an application for all licemses, the autharty {OGRA)] may
agranl the requested license subject fo such condition, restrictions or
stipulations s may be set out in or altached to. the license,

Rule 335 of the Paokistan Qil Rules 2074, states that on receipt of an
application for grant of g license to setup o new Gil Marketing Campany,
the Autharity may grant a provisional license for 03 years during which the
marketing infrastructure shall be completed in accordance with the laid
down technical standards which includ=s investmant plan. storages, and
retail outlets.

Rule 35(1)(k) of OQGRA Rule. 2014, places a bar on OMCs to offifigte in any
form with any existing OMCs opergting in Pokistan.

The same Eule 35 (3] elaborates that upon satisfactory completion of work
prograrm suldject to the cerification by third party inspector on
conformance 1o the technical standards the Authority (OGRA) shall grant
license to an OMC for o maximuem period of 30 vears subject fo renswal,
from time o fime, on making of fresh application at least 2 years prior to

the expiry of existing license.
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Wil

wift,

STORAGE

ifi.

Wi,

Priar to the promulgation of OGRA Ordinance, 2002, the Ministry of Energy
[Petrclevm Division) used to issue permission [icense] fo the OMC for
marketing. However, after Pakistan il RBules, 2014, every company
operating prior to 2014 has to opply afresh to OGRA o get their previous
ftcenses validated.

According to Rule 35(i}{g) of OGRA Rules, 2014, every OMC shall subrmit
an underiaking to the effect thot it shall uplit petroleurmn products by the

local refineries before opting for import of the same.

Rule 35 {1){e) dedals with the investment plan of the company envisaging
majot invesiment on infrastructure development of depots, installations
etc, and o specific work prograrm, covering o pericd of 3 years, to crecte
minimum storage of 20 days of the proposed sales,

Moreover, according to Rule 37 of Pokistan O Rules, 2015, every il
kMarketing Company shall mainiain such minimurm stocks of peircleurn
products as the Federal Governmeni may, from time 1o time, by order in
wiiting specify,

OGRA decision No, OGRA-12(02)/2017-5BR, dated 24.08.2017, lays down
the criteria of establishrment of retail cutlets by OMCs which fixes 2 MT per
doy MS as average sale benchmark for construction of maximum number
of retall outlets comesponding to the awailoble backup sforoge
infrastructure of the COMCs. Prior to this, ECC decision No, ECC-107/9/2003
dated 25-10-2003 specified the siock maintenance by ol OMCs for 20 days
but in relaiion to thelr projected marketing.

As per Bule 53 (xiv) of Pakistan Cil Rules, 2014, maintain minimum stocks of
crude off of petroleum products as directed by the Authority [OGRA)
having due regard to the starage capacity of the licensee.

According to Rule 28 of OGRA Rules, 2014, no person sholl construct or
operate any of storage fociity or undertoke storage of ol for the purpose
of commercial storage of crude oil ar petroleumn products withowt
obtaining license from the Authority [OGRA).

In addition to the obligatory storage focilittes by OMCs, the building ond
rmaintenance of shrategic storage are categorically the responsibility of
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Winistry of Energy {Petroleum Division) as delineated in Section 21 (2](e) of
DGRA Ordinance, 2002,

MARKETING -

wi.

Unless the completion of storage facility covering the minimum stocks of 20
days of proposed sale (presently 40 Tons of MS for each outlet], no OMC
can be granted marketing license under Rule 35 of OGRA Rules, 2016 as
mentioned above.,

Rule 35[1)(d}fii) iv] of Pakistan Ol Rudes, 2014, states that the OMCs shall
submit an affidavit from each and ali of the directors to the effect that they
are not direcily orindirectly involved in any criminal case or default of bank
advance of loan. Moreover, no casea 5 pending against the company o
ils directors in national or intemational courts or tibunals or such other
forms, howscever called or designoted, for recovery of bank loan or
advance.

According to Rule 53 (x) of Pakistan Gil Rules. 2016, no OMC shall abandon
any regulated activity, as a part or whole, resulting inte discontinuation of
supply of petroleum products orits sale in any area without the prior written
consent of the authority (OGRA).

As per Rule 38 of Pakistan Cil Rules, 20146, every OMC shall supply the
peiroleum products to ifs retail cutlets and its authorized agent, dealer or
bulk consumer having licensed premises for storage of the petroleum
products subject to the condition that the petroleurm products supplied
shall in no case, exceed the storage capacity of the agent, dealer or bulk
consumer as the case may be.

Rule 53 [vii) of Pakistan Ol Rules, 2014, states that all OMCs shall enter into
all conlracts at an arm's length basis and not to enter into any contract or
other arangement with any of ifs assccioted companies except with the
prior written approval of the Authority [OGEA). Precursor to this Rule were
guidelines issyed by ECC. However, the same has been amended through
S.R.Q. 734(1}/2018, whereby the advance approval of the Authority is no
meore required.

The above-mentioned provision relating to the affiliation of prospective
company with any of its associated companies operating in Pakistan was

challenged in the Lahore High Court, Lahore in Wit Petition No. 22981 of
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2011 tilled as “Petro oil (Pvt) Lid. vs The Federation of Pakistan and others"
as the same was against the spint of Article 18 of Conglitution of Pakistan.
The Honorable Cowt in lis order dated 15.01.2015 denied the said prayer.
This guideline was further included in Rule 53{vii) of F'ﬁ:k':s’r-:m Oil Bules, 2014
{Annexure 3.10).

INSPECTION

1.

Keeping in view the provision of the Ruie 35{1) {e]. Rule 37 and Rule 53 {xiv|
of Pakistan Oil Rules 2014, and OGRA's decision No. OGRA-12{02)/2017-58R
dated 24082017 {Annexure 3.11), decision of ECC vide No. ECC-
107 /7/2003 dated 25.10.2003, the crealion, inspecticn and mainfenance
of minimum stock of petroleum products for 20 days is the responsibilily of
OGRA {Annexure 3.12).

Rule 54 of Pokistan Oil Ruilss 2014, siales that any person including any
Distict Ceordination Officer authorized in writing by the Authoniy
ihereinafter called “hspection Officer”), may ot any reasonable time-

a. Enter, inspect and exomine any premises, facifity or installations,
owned of opergaied by an OMC, refinery, blending, reclamation plant
or grease plant.

b. Take sample free of any charge or check speciﬁcciion. of oil
produced locally of imparted and for ihe time being in the possession,
custody of conirel of g person engoged in any regulated activity.

. Maoke such exomination or inquiry, 05 he considers necessary, for
ensuring that the provisions of these rules or any other made

thereunder, are being fully observed.

ENFORCEMENT
According io the Section 46 of Pgkistan Qil Rules, 2014, a license may be

3.1¢

revoked ar cancelled by the authority for contraventions of the rules and terms

and conditions of the license. The Bule 44 is reproduced os under:

As per Bule &5 (1), where the Authonty conternplates revocation of any
license. it may proceed with the matter. aiter giving an oppoertunity of
show-cause fo the licenses, torevoke the license in accordance with law.
where the circumstances of the case wamrani urgent action, the Authority

may, without giving pricr cpporiunity of show-couse fo the licensee,
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suspend the license forthwith and thereafter proceed with the matter in

accordance with the provision of sub rule (1}

3.20 Secthion &9 of Pakistan Ol Rules 2014, states thal the Authority may olso inflict

;ﬁencity in shape of fine as punishmeniin contravention of these rules and terms

and condifions of the license. The Rule &% i reproduced as under:

i. As per Rule 4% of Pakisian Gil Rules 2014, sublect to sulerule (2. o person,
who conifravenss any provisions of the Ordinance, these rules, terms ond
condifions of the license, or the decisions of the Authonly shall be
punishable with fine which moy be exiend to ten milion wpees and in case
of conflnuing contraveniion with a further fine which may exiend 10 one
rmillion rupees for every day during which such contravention confinues.

i. Inimposing any fing under these rules. the Auihoriy shall keep in view the
principle of propartionality of the fine {0 the grovity of the contravention.
Fricr to imposing the fine, the Autharily shall, in wiiting, require the person
ioble to be oifected o show-cause in witing as 0 why the fine may not

be Imposed,

ANALYSTS

UNJUSTIFIED DELAY OF 14 YEARS BY OGRA TO FORMULATE OGRA RULES AND AMBIGUITY
PRIGR TO 2014

an

3.22

It is provided in Seciion 41 of he OGRA Grdinance 2002, that Authorily shall
make rules under this Ordinance, withoui undue delay, with the approval of
ihe Federal Government. However. the said mandaiory provision of Law was
tghored ond the rules were framed in 2014, alier a lapse of 14 years, which is
jotally unjustlfied and opened the spilways of legal ambiguity in {he
intervening penod. Dunng this period. OGRA remained silent speciator and
peircleum maoiters were being deali under the Pakisian Rules, 1771, vide S.R.0O.
NE.236(1) /2004, dajed 13.03.2004, which had no legal value in the eyes of law,
Maoking motiers worse ond even more confused, Cabinet Division on the
advice of GGRA FSSU.Ed two S.R.Cs viz No.236[1)/2004, daoted 13.03.2006 &
268(1)/2006, daled 15.03.2004, {hrough which an 'amendmeni’ was made in
Section 44[3)(a)ik). o redesignate Authonly for the purposes of QGRA
Qrdinance, 2002 whereas the word 'Authority’ was clearly defined in Section 2

(1(i) of the said Ordinance. In one of the rarest moves in legal annals. 3.R.O s
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‘amended” the law itself. This unlawiul 'amendment’, sliced the Authority into

03 componentsi.e.

i. The DG Oil was designated as “Authority” pertaining to the functions of
refinefies including production. processing, specification of local and
imported  petrolevm products, mainfenance of minimem stocks  of
petroleum products, prohibition of sale or disposal of any petroleum
products, revocation or amandmeant in parmission for marketing, notice of
closure of refinery and supply of petroleum products under the Rules 7, 8,
2.10.110, 114, 13, 20, 22, 304, 30B, 31, 33A, 3% and 43C of Pefroleum Rules,
1971,

ii. Similarly, OGRA was designated as “Authority™ relating to the registration,
parmissicn and approval of blending, import lubncants, permission, refusal,
revocation or amendmeant for marketing, inspection and testing of sicrage
facilities of petroleum products, permission for construction, reconstruction
and use of ol storage facilities for other purpose and prohibition of
adulteration in pefroleum products under the Rules 14, 1568, 17, 18, 24, 2?_,
28, 33, 35, 36, 38, 40, 41, 4) A and 43 of Petroleum Rules, 1971.

ji. Both DG Oil and OGRA were designated as joint "Authority”™ for subrmission
of monthly production information by the refinery, blending and Qi
wmarketing Company under the Rules 14, 24, 32, 34 and 42 of Pelroleum
Rules, 1971,

LEGAL AMBIGUITY OVER OPERATIVENESS OF PETROLEUM RULES 1971 POST 2014

3.23

Legal obscurity prevaiis over the annulment of Pakistan Petrolevm {Refining,
Biending and Marketing) Rules 1971, after the promulgation of Pakistan Oil
{Refining. Blending, Trarsportation. Storage and Marketing] Rules, 2015,
formulated as subordinate iegislation to the OGRA Ordinance, 2002, Ministry of
Energy {Petroleum Division) continues exercising many powers drawn from the
archaic Petroleum Rules, 1971 while proclaiming some of its parts as non-
operative and defynct. infering powers from Rule 30-b of the ‘repegled’
Petroleum Rules 1971, DG Ol chairs the Product Review Meetings (PRMs)
housing all stakeholders of petroleum industry to examine and fix the crucial
equilibrium in supply and demand of petrolevm products. Apportionment of
import quata of Qil Marketing Companies {OMCs) s also calculated in the
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3.24

same PRM. Comical enovgh, the Petroleum Division adjudges that the powers
to Inspect OMCs fo ensure the minimum storage ond stock of 20 davys, os
enshrined in Rule 34 of Pakisten Petroleum {Refining, Blending and Markefing)
Rules, 1971, & now the exclusive duty of DGRA as the said Rule 34 has become
inoperative,

Once the Pakisian Qil Rules 2014, were decreed, the erstwhile Pelroleum Rules
1971, stand revoked as a whole, Minisiry of Law & Jusiice calegoncally opined
vidle U.0O-NQ.35%/201é6-Law-l, dated 11.08.20156 that the old Petroleum Rules,
1971 {Annexure 3.13). stand repealed alter the promulgation of new Rules,
2014, Daspite lopse of 4 years, neither the MoEPD nar OGRA acted vpon the
legal pronouncement of Law Division. For from the legal course comection,
both OGRA ond MoEPD confinue 10 be enmeshed, intc mutual
comespondence, on which part of Petroleumn Rules 1971, is operaiive and
which part is inoperative. Pestered foo much on frequent seeking of legal
advice by OGRA and MoEPD, © Law Division vide U.O-No.35%/20146-Law-l,
daoted 21.04.2017 {Annexure 3.13). categoncally stoted the seitied low thot
rules being subordinate legislation could not ovenide statutes. Crisis of shortage
of petraleum products worsened due to MOEPD-OGRA duel on the herelolore

ilega overapping of powers to inspect the stocks of OMCs and refineries.

DEBATABLE AUTHORITY OF DEPARTMENT OF EXPLOSIVES TO ISSUE FORM K, L M AND G
- HCENSES

3.25

Section 43 of OGRA Crdinonce 2002 cleany stipulates that all lows, rules and
regulations shall cedse (o have any effect (o the extent of inconsistency with
OGRA Ordinonce 2002, In flogrant disregard for this section, Depariment of
Explosives conlinues exercising iis authority to issue varnious licenses including
Form K. L. M and Q under Petraleum Rules 1937, Department of Explosives
clairns thaot compliance of safety protocols for stofages of petroleum products
in tanks, depots/terminals, in drums, and transportation of petroleum products
through tankersflomies are its prime duties. adjudged purely on legal grounds,
Petroleum Rules 1937, cease 1o exist to the exteni of incongruity with OGRA
Ordinance 2002, it is perinent to mention here that OGRA had already issued
regulciions to ensure technicgl standards for the transportation and storage
depots in 2007 {Annexure 3. 14}
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DELETION OF THE WORD 'DEVELOPMENT' FEOM ‘PETROLEUM DEVELOPMENT LEVY'

3.26

Pricing of petroleum products per liter includes petroleum levy which is curranliy
fixed at a hefty rate of Bs. 30 per liter. All collections through pelroleum levy
goes to federal cénsolidmed fund at the moment. Initicily, the purpose of this
petraleumn levy was to develop and upgrade pefroleum resources in the
country, however, never done to date. Resultantly, refineries of country ore
aperating on outdated technologies of semi-canversion of hydro skimming.
GQuality of fuel could not cross Eure-ll which contains high sulphur contents. in
Finance Act 2009, petroleum development levy was renamed as 'Corbon
Surcharge'. Finally, it was retitled as ‘Petroleum Levy' in the Petroleumn Products

Crdingance 1781 through the Finance Act 2010 [Annexure 3.15).
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CHAPTER 04
PRICING MECHANISM

4.1 The pricing of Motor Fuels, Petrol [(M5) ond Diesel [HSD) in Pokistan being both
semi-regulated, s based on compujation of muliiple price components
embeddead in a pricing formula. It is regulated by Government of Pakistan
({GoFl and the maximum selling price is akso fixed by GoP. As an example,

prlcing thot was applicable for the month of August 2026, is llusiraied below:

Table 05: Component of Pricing

Compoenen! M3 {Rs.) HSD {Rs.} Basls ¢f determingtion

Reviewed & approved by OGRA

Ex-Refinery 52,43 338.46 every month baseg on inlemational
oil prices
transportation cost across Pakision

OMC Margin 2.81 2.81 Fixed by GoP for OMCs

Deater Margin | 370 | 3)2 Fixed by GoP for Retall Outiels

surcharges on POL products notified

Petroleum Levy 26,70 2573 by Ministry of Energy [Max Limit Rs
30/Lir)

Sales Tax 1511 15.47 Sales Tax @ 17 % on MS & HSD

Ex-Depoi 103.97 106,46

3ellng Price

Scurce: MoEPD

EX-REFINERY PRICE

42 s the armount of which the refinery sells iis refined pefrolevmn products to the
OMCs. it is determined by OGRA and s based on PS0's weighied average cost
of import cargoes that berthed in the precading month. The cost of immport s

furfher defarminad on buying cost of PSO's cargoes spread over 05 days
average of SA&P Global Piaits (o souwrce of benchmark price assassmeant in the
physical commodity market). For example, if P3O buys @ shiprnent at $35/
bamrel on 5th of a month, the buying price would be average of PLATTS rafes
on 3.4.5.4.7 of that month, after computing the average, US Dollar conversion
rate, the refinery overheads, foxes and surchorges final figure is reached. This is

called ex-refinery price as locol refineries are bound o sell at this rate.
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INLAND FREFGHT EQUALIZATION MARGIN {IFEM}

4.3

IFEM is embeddead in the pricing structurg which allows pefroleuom prices to
remain at the same level throughaut the country. As gil imparts are from parts
locatedin the south including 03 out of 05 major refineries producing petraleum
products, o vast infrostroctore iz in place including pipalines and transportation
fleets to move the product upcountny accruing a significant cost of operation.
As the freight costs or fransportation chargeas from port 1o anywhere up country
varies, 1here waould have been different per liter rates. OGRA governs ¢ freight
pool ond takes into occount oll the transportation costs incured by the OMCs
50 o5 to balance the impoct of freight on supplies upcauntry from the suppiies
made in the down country with relatively lesser freight costs. Forinstance, if Shell
is suppiving petrolevm products acrase Pakistan and anather smcll OMC is only
restricted to marketing in Singh, the smaller OMC would have to pay Shell the
difference that Shell incourred for the corgo supplied to fargway places like KPK
or AJK. The fronsportotion cost foreach of 24 major depots is fixed and all OMCs
work it out internally under the umbrella of Qil Companies Advisory Council
[OCAC). On average, roughly Rs. 3 per liter is added to the pricing mechanism.

These odjustmennts are required to be audited every year.

OMCs MARGIN

4.4

OMCs margin is the caommissian per iter allowead o the OMC upon sales of M
and H3D bath to industriol and retail autlets. Few extra companents are also
gdded such as franchise fee and fixed percentoge of Sales Tax, collected by
OMCs on behalf of taxation outhorities and cleared on filing of retumns.

DEAJER COMMISSION

4.5

If is the amount earned on sale of eveary liter of M5 and HSD on retail cutiet by
the dealer ar owner of the petrol pump. Saies Tax is also applied on the dealer
commission and finglly the net price charged per liter to the public is reached.
OMC and deoler moargin are both fixed commissions and revenue stregams for
the businessas. Prasently, the GMC margin and the dealer commission s Rs, 2.81

artd Rs. 3.70 pear liter respectively.
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GENERAL SALES TAX

4.4

General 3ales Tax [GST) s levied on the pefraleum products under the notified
rales of Federal Board of Revenue [FER} and is one the main source of revenue
for FBR. Unlike the Petroleum Levy [PL) whict is a fixed amount, the sales tax is
a fixed percentage that is levied on the net price obtained aofter addition of all
ihe above-mentioned components L.e. Ex-Refinary. PL, IFEM, OMC Margin and
Dealer Margin. Curently, the sales tax is fiked at 17% for both M5 and HD.

PETROLEUM LEVY {PL)

4.7

Fetroleum Lewy [Rs)

PLis a farm of tax, varable in nature and susceptible 1O revision on every price
change cansideration. imposed by the Government of Pakistan and is a part
af the pricing structure. The change in Petraleumn Levy is Cbserved every month,
but the logic behind this change cannot be fraced fully as it is at the disposal
aof the Federal Gavernment, becoming part of the national exchequer. The
Petraleym Levy ic capped at Rs. 30/liter, based on an amendment made in the
Fifth Schedule to the Petrocleum Freducts [Fetroleum Levy] Ordinance 1941,
through the Finance Act, 2018, authorizing the same, but it keeps an varying
below this cap. It remained under Rs. 10/liter till the start of calendar year 2019
fallowed by erratic variations finally reaching maximum peak of Rs, 30/iter by

Moy 2020, shawing an increase of 300%, as lllustrated belaw;
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FINAL PICTURE OF THE PRICE

4.8

Once the exrefinery price is detarmined with salas tox, custom duties, OMC
ond degler margin and IFEM, petroleum levy is added os directed by the GaoP,
final price is for the month s notified by the Ministry of Finance. The process i

further elaborgted befow:

MoEPD

48] COGRA
Forwarcts pricing

Submits benchmaork [ Scrutinizes and . CUMMaTy 1o
arice in{ormation subrmits 1o MaERD N e
P < Firarce CHwision

Cubin_ei [ Prime Finance Division
Minlster . R .
Submils 1o Cabinet

1or aporeval and
issres nctitication
after approval

PRICE BULDUP QF PETROL (M3) FOR JUNE 2020

4.9

Once oagaoin, fo eloborate the mechanism as discussed above, the
computation for the month of June 2023 based on the import vessels of PSO for

the month of May 2020 s worked out as below:

Table D&: PS5O Vessels imported in May 2020 (M3}

Sr#. Vessel Nome Berthing Date Landed Gty (i) | Total Cost of
Vessel (Rs.)
1 | MT Ocaan Fiute MOy 1, 2020 40,338,642 941,735,488
2 | MT Alpine Persefone | Moy 5, 2020 65,389,616 1,056,975.810
T3 | MTKong Que Io MOy 12, 2020 66,420,369 1.777.285,395 |
Exchange Rafe Adjusfment ! 833,785,751
NET TOTAL 192,148,627 4.609,762,643

Souwrce: PSO [Detall attached in

410 Pakistan State Qi (PSQ) Imported 03 vassels of MS in May 20X incuring a cost

of Rs. 4,609,.782,643 (including US Dollar exchange rate] against the import of
192,148,627 liters. Hence, the cost of supply per liter came out 1o be Rs. 23.99.
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This value was taken as exrefinery price for the month of June 2020, The ex-
refinery price was then added with other pnce compoaneants to reqch the final

ex-depct price of Rs. 74.52, a5 shown below:

h (o o -

{ Rs319 |
HFEM) |

-

Rs 2.61 { rsa7a = | Reso | ]fRsID_BSNi Rs 7452

Ty] .

Marging © | hargin) m Lewvy] Tax] | Price)

OBSERVATION

4.1

4.12

From the preceding points, it s clear that almaost all stake-holders can predict
the price of semi-regulated petroleum products for the coming month with
reqsonable accuracy, This lacuna would also be discussed in next chapters as
it has o direct link with shorfoge in lune 2020, All stakehaolders have access 1o
PSO buying (as it is done through tendersj on precise dates. Thus, forinstance,
if 3 PSQ ship purchases occured by 15 of every month, all OMCs and related
persons would know the base price of M5 and H3D, This point is important to
understand that the purchases are made ot least 5-8 days prior to delivery and
purchase made after 15 of every month usually would not matter in price
assessment for the next month.

Again, coming back to June 2020, the price for this month was easy to predict
within the first 10 days of Moy 2020, Only 3 purchases of PSO were made in the
rmonth of May 2020 and the |gst purchase was on 7 May 2020. It means that by
10 May 2020, all OMCs and other stakeholders were aware of significant price
cut in pAS In June 2020, Side by side, the price of petroleum products was on
sharp and steady rise internafionally after 107 of May. This indicated thotimport
in the middle or [ater part of May 2020 would definitely incur a lass 1o the OMCs,
However, this being name of the game, does net provide any justification to
OMCs to either held back or not iImpart necessary petroleym products as
provided by the law.

Noteworthy thaot during the process of this inquiry, MoEPD has changed the price fixing
formulct in Seplfember 2020, Presently, the price fixing is broadly based on forinighlly
average of Plals rates insfead of weighlfed average of PS5O imports of the previoy:

menth. Accordingly. the prices are nofified every 15 days with remaining factors of

the previous formula. (Annexure 4.2)
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CHAPTER 05

MINISTRY OF ENERGY {PETROLEUM DIVISION]

51 Federél ministry of Energy was created/established after the reocrganization of
the Federal Secretariat by Cabinet Division on 41" August 2017 by merging the
two Federal Ministies/ Divisions, i.e. Ministry of Petroleum & Natural Resources
and Power Division of Ministry of Water & Power [now renamed as Ministry of

Water Resources).

52 The main working of the Ministry of Energy, Petraleum Division s shown in

following oraanogram:

[ T R

="

Miaister For Pecraleun Division

Parlizmcntany
SOy

SECiaTary

Spmegicl Secrerary

"' additicnal Secretary

B Additional Secretaty {Palicy]
JAdrmint o y |Policy}

J“ﬁ']“i“"' {306 Minerap] | s p&m UG [Gil)

ceac  HH DG (G5P) D63 5P LG (HDIP) 16 (LGS)
UG -

[ zplasing

FUNCTIONS OF THE PETROLEUM DIVISION;
53 The Patroleumn Division is responsible for dealing with all matters relating to oil,

gas and minerals. Sorme of their main functions as per the Rules of Business are

s under;

NATIONAL & INTERNATIONAL MATTERS OF PETROLEUM INDUSTRY:
54 All matters relating to oil, gas and minerais at the national and intermalional
levels including Policy, legskation, planning regording  exploration,

development and production. Furthermore, it deals with import, export,
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refining. distribution, intermational transportation and pricing of all kinds of

petrolaum and petroleum products.

FEDERAL INVESTMENTS AND MARKETING OF PETROLEUM PRODUCTS:

55

The Marketing of Petrcleumn Products (Federal Cantrol Act 1974) comes under
its ambit and @ oversees the matters relating to Federal investments whclly or
partly owned by the Government in the field of oil, gas and minerals, except

those assigned to the Industries and Praducticon Division.

ADMINISTRATION OF PETROLEUM FRODUCTS & NATURAL GAS:

5.4

Following Acts, Rules and Ordinances are also managed by the Ministry;

i. The Petroleum Products (Development Surcharges) Ordinance, 1961
ii. The Natural Gas {Development Surcharges) Ordinance, 1967
ii. ~The Esso Undertakings {Vesting) Ordinance, 1576
iv. Hydrocarbon Development Institute of Pakistan Act, 2006.

ENERGY POLICY:

57

1 coordinates the energy policy. including measures for conservation of energy

and energy statistics and operations of Secretariat of Mational Energy Policy

_ Committee.

ORGANIZATION OF THE PETROLEUM DIVISION:

58

The ministry of Energy [Petroleurmn Division) has been organized into four wings,
e, Administrafion. Development, mineral and Paolicy. The Division has 08
Directorates, one attached department, one subordinate office, one
autonomaous body and 14 Fublic Sector Enterprises [PSEs)/Companies [Private
as well as Limited/Listed & Non-Listed) that are working under its administrative
control. The Secretary is assisted by two Additional Secretaries, two Jainf

Secretaries and 08 Director Generals, List of Directorates is as follows:

i. Directorate of Oil (DG/OIl)
fi. Directorate of Explosives [DG/Explosives)
iii. Directorate of Petroleurn Concessions (DG/PC)
iv. Directorate of Special Projects (DG/5P)
v. Directorate of Minerals (DG /Minerdls)
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vi. Directorgte of GSP [DGAHGSEP)
vii. Directorate of Gas [DG/Gas)
vii,  Directorate of Liquid Gases [DG/LGs)

5% The annual budgetfrevenue generation & expendilurefAnnual Financial
Statements/Balance Sheets of these Department, Sub-ordinate  offices,
Oroganization and Companies under the administrative control of Petroleum
Division {excluding Directorate Generals in the Petroleum Division] for the

financial year 2019-2020, in brief, is given as under:

Table 07; Detaill of Budget Allocation, Income and Expendiure of MoEPD

Budget
bepardment / Organization / Allocation 7 | Frhendire /
1. No. Company Income {:sl I.:lil:g:]
| trs. million) ‘
Gaological Survey  of Pakistan
: [Altached department) 593 582
i Canlral  Inspectorate of  Mines 95 95
' (sub-ordinate office) ’ '
i Hycracarbon Pevelopment
' Imstifute of Pakistan 573 375
{Autonormous Body)
- Gl angd Gas Developrment
W Cornpany Limited [Company] 272,659 210,317
v SuUl Narthern Gas Pipelines Urmited 430472 714,566 E
[Company) -
i Sui Southern Gas Company Limited 266,194 322,049
[{Campany]
o Fakistan  State Gl Cormpany
il Limited {Company] 22 437 28,903
Vi Fakistan Petroleum Limited 164,058 113,802
[Company)
. Fak Arab  Refinery Compoany
i, Limited {Company] 238,758 235,891
Saindak Metals Limitedd
X | [company) 2,399 1,044
Xi Lok Coal Peveloprment, il il
' {Company)
i Govemnment  Holchings {Pvt.} 76,190 43,047
) Limited {(Company]
- Paokistan  Minerals  development
. Corporation (Company] __ 2.B47 2,473
. Inter  State Gas  Systems [Py} .
KV tirmited [Company] 290 20 i
- Pakistan LNG Limited [Company) 4324 2790 !
- . P I
i, Pakistan LNG  Termingl  Lirmited | 4,456 14,912 _
[Compary) i

Sowrce: MotPD
*hese campanies are subsidized by huge amours on onnudal Bosis

MiPage




5.10 In addition, the Federal Government has ollocated estimated Budget of Rs,
12,650 million 1o the MOEPD for the veor 2020-202). The current expenditures for
Power Division and Petroleum Division are Rs. 282 million and RBs. 10.582 million,

respectively,

DIRECTORATE GENERAL OF OIL/DG OIL:

811 The role of Directorale Genegral Gil in Petroleumn Division is limited mainky o
pdlicy formulation in occordonce with Saction 21 of QGRA Qrdinance 2002,
However, its cument roleffunclioning in the light of the Pakistan Petroleum
iRefining, Blending ond mMarketing) Rules, 1971 makes the working ©f 1his
Directorate very controversial, when analyzed with existing  lows/rules
especially Pakistan Qil [Refining, Blending, Transporiation. Storoge and
marketing) Rules, 20746 ond observations of the Ministry of Law & Justice. This
controversy/confusion has ansen from SRO 236(1}/2006 dated 13th March,
2006, as “Authorty” was bifurcated between DG Gil ond OGRA. This hos
aliready been discussed in detail in chapter of Laws and Rules.

RECRUITMENT/APPOINTMENT RULES FOR THE POST GF DG CIL
5.12  Aspernotification dated 2%.08.19%4 published in Gozette of Pakistan and §.R.C.

No. 738 {1/94, in pursuance of sub-rule (2] of rule 3 of the Civil Servants
iAppointment, Promaotion and Transfer} Rules 1973, qualifications and other
conditions for the appeintment to the posts of DGs are to be followed. For the
past of OG Oif in BPS-20 Method of appointment is 100% by promotion. Broadly.,
DG O has o be o BS-20 officer from Government cadre with an engineering
degree in Petoleum, Mechanical, Chemical, Mining, Electical or Refining
technology or a Master's degree in Petroleum Geology/Gas Technology
{Annexyre 5.1). The age limit is c.c:pped at 45.

35|Page




5.13

The Crganogram of DG Qll s given os below:

R

L
[ I I 1
DIR {R) DIR |5} DHR [T} DIR {CDM]
I I |
[ b [ |
DO{T) DCTIT) DD[MNT} DDNT}

ROIMIA

ROLE OF DG OiL IN MONTHLY PRODUCT REVIEW MEETING (PRM):

5.14

DO{FEF)

L L F:‘I:-:Il:hldl:l_“ L B EI::]“:&FI}I

OAD

Currently, the DG Oifin the [MoEPD] is the 'Authority' for ensuring the peltroleum
products avoilability in the country. DG Cil regulardy chiairs Froduct Review

Meetings [PRMs) duly convened by Petroleum Bivision on monthly or bi-monthly

basis. PRMs are attended by representatives of il industry [OMCs, Pipelines &

Refineries) ond other stokeholdears, such as PlA, Air Force, Railways etc. OGRA

also attends these PRMs to address/respond to any guery reiated to OGRA. In

this regard, OCAC prepares o detailed warking poper for DG Qil. The following

issuresfitems are reviewed in PRM:

i. Refined petroleum products stock position with OMCs.

i. Refined petroleum products avaitlobilities with refineres.

iil.  Assessment of demand [available stocks + local production - demand =

i),

v,  Assigning of refined pefroleum product volumes 10 OMCs and cnede oil by

the refineries for import 1o meet the national demand and maintenonce of

the stock.
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5.15

During the meeting, the OMCs place their demand keeping in view theair
obligations to maintain POL stocks equivatent to 20 days formula of the retail
ouflets (40 tons per retall oullet), os per the policy guideline olready
incorporated in the Rule 35 of ihe Pakiston O {Refining, Blending,
Transportation, Sicrage ond Marketing] Rules 2014, Oil Companies Advisory
Council [OCAC] s the comrdinating body on behaolf of the ol industry
regresenting OMOs, refineries and pipeline fransporiation companies. OCAC
compiles and presents the relevant daotafinfarmation. The DG Oil chairs the
monthily FEM wherein decisions are made in consultation with oll stokeholders
kegping in view the historical trends. growih analysis and curment

condittons/future projections.

PROCEDURE FOR [MPORT OF PETROLEUM PRODUCTS:

514

5.17

A

518

OGOl confirms product wise import plen on the basis of the [ollowing

considerction:

i. Product demond as ploced in the PRM
i, Availoble stock in the couniry
ii. Production planned by the Refineries

DG Cil is responsible {or laycan {time window of arrival) monagemeant, allof
berthing/discharge doies to GMCs based on their request. At the time of vessel
aitiving ot discharge port, shipping ogents inform OCAC about arival of their
cargo against layean, Testing and sampling are done at the pori in the
presence of Custom officials by the ol testing agency. i.e. HDIP, Dulies and
toxes ore oscericined by Pokistaon Customs that need to be paid before

dischorging of the corgo/vessel.

ANALYSIS

BSCURMY NFUSION ON POWERS OF DIRECTOR GENERAL (GI1L
The legal confusion over exercise of power by DG Oil under suppsedly
defunct Petroleum Bules 1971, stays unresolved. It hos been exploinsd of length
in chapter 3 jLows ongd Rules). Forinsionce. DG Gil holds the PRMs under Rule
30-B of the repecied Pelrcleym RBules of 1971, By the same token. when it
comes o mle 34 regarding checking ond mointenance of stacks, the

Petroleum Division very conveniently shuns its responsibility citing rule 37 of
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newly promulgated Pakistan Gil Rules 2016, This passing of buck has been going

on for many years and s reflective of disregard of responsibility shown by
MOEPD.

RELJANCE ON DATA OF OIL COMPANIES ADVISORY COUNCIL {QCAG)
517 Monopoly on data by OCAC, a non-statutory body, disparages the authority
of requiatory bodias like GGRA and MoEPD. The role of GCALC is both intrusive

and conclusive in vital and strategic decision-making. Some of the leading

araas whare OCAC plays the pivetal role are as follows:

Statistics relied vpon during PRM meetings are supplied by OCAC be it the
inventory stocks of OMCs, demand projections or sale of pelroleum
products by OMCs. OMCs, ipso facts, aregate to themselves the power to
allacate the impart austa in the absence of counter-verification through
regulatory bodies.

QTALC plays its role in the audif of stocks of OMCs. Drving of petrol stofions
during the days of crisis affirms thaf the OMCs, through the forom of OCAC,
provided spuricus data on fhe stocks of patroleurn products.

Data on IFEM, an instrumenf to quantify the clagims of OMCs on fransport
freights, is also provided by OCAC. Malpractices concerning IFEM have
been reviewed in chapfers 8 and 13,

Given the fact that data on sales of OMCs ernanates from OCALC, it implies
that tax-determination of OMCs s also done by the GCAC indirecCtly.
Concomitantly, unlawful sale of petroleum prodocts through unlawtul
petrol purmps is yet uncovered as regards the tax-collection.

INACTION ©ON DEFICIENT STOCK

520 Ministry of BEnergy Petroleurn Division [MoEPD] is the “Authority' for ensuring the
petraleum product availability in the country [SRO 268(1)/2006 dated 15-03-06
B SRO 235[1}/2006 dated 13-03-06). The Authority was 1o specify the minimum
stock reguirerments by OMCs which it failed fo carry out as per Rule 34 of
Patroleum Rules 1971/Rule 37 of Qil Rules 2014, Following is a table rellecting

day cover of 25 OMCs from January to June 2020,
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Table 08: QMCs Day Cover

Monthly Average Day Cover of OMCs
Monthly Average Day Cover

Sr- No. OMC Jan Feb Mar Apt May Jun
I PSO 20 15 25 Pk 10 1F

2 shell & 12 15 12 d 14

3 Altock 23 12 32 2 12 14
|4 Total Parco a | 1o 7 i5 4 g
5 Pumag 31 35 37 22 4 i)

& Haoscaol 12 12 32 i7 26 an
7 Byco 17 14 7 24 2 g

8 Be-Energy 54 7 28 12 2 25
i GO 21 22 Pl IO 24 8
10 Askar B 1] 3 12 ] 4
I foom Petroleum a0 17 41 4 3 3i
12 Zoom Marketing 77 34 31 14 13 52
13 Al-Noor Y 2 o g 3 &
14 Qil Co 181 41 o g 1 3
135 Quality | 0 o o 0 ) 1

15 Fuelers 0 o o 0 ] 153
17 o7 13 35 g 71 385 1
18 Tq o Q o 13 7 3
1% Lagaurdia 8 i2 & 0 4 7
20 Herizor o 0 ) o 1447 5
21 Fepler o 8] 0] 5] i 4
22 Cil Industries o Q o o ] ]
23 Hi-Tech N, o 0 7 1 3
24 Euro Qil o g 3] 4 i) 13

source: DGRA

5.21

From the abrove table, it is vividly clear that requisite stock of 20 days was not

being maintained by 0% of the OMCs. Some brazen anomalies can also be

detected at a cursory glance. For instance, OMC Fuelers is showing zera stock
from Jonuary to May 2020. All of a sudden, its stock jumps 1o 153 days in June

2020, Same is the case with OMC Horizon whose stock remains at 2erg through

January to April 2020, then spikes to 1457 days cover, again dwindling to a

stock of 05 days in June 2020. OMC Quality-1 maintained zero stock from

Janyary ta May 2020 and reflects only 01 day cover in June 2320, All these

discrepancies need careful examination but inaction by DG O only shows

extrems passivity.

INABILITY TO ENSURE UPLIFTING OF STOCKS FROM REFINER|ES:

522 MoEFRD, DG Oil failled to ensure upliffing of stock by OMCs from February to April
2020. The OMCs simply refused to uplift quetas from loeal refineries as show in

ihe table below:
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Table 09: Refinery Allocation in PRM Vs Uplftment by OMCs

Month Reflnery Lifted by OMCs Difference befween
Avallability (M) avallability and liied
{M5] {MT) (M1}
January 174,500 120.397 a8
Februory 143,000 121.428 -21,572
March 148,500 104.717 -43,783
April 195,000 a9.4463 -105,537
Moy 23%.200 275,324 38,124
June 154,500 144,593 10.093

Source: Minutes of FRM= provided by MoEF,

523

This viclation of OMCs was neither addressed by MOEPD nor OGRA.

GQUESTIONABLE JUDGEMENT OF BAN/CANCELLATION OF IMPORTS BY MoEPD

5.24

GASTHINE 93 RON FOE ARAB GULF JEBEL [USD &)

A very controversial order of MOEPD was issued on 25 March 2020, addressed
to OCAC directing all OMCs te cancel their import orders thenceforth, The
order was issued on basis of a summary moved by MoEPD (Secretary) thaf
indicated that dowrnward international price trend had caused glutting of
local refinerigs. The summary argued that impors should accordingly be
"rationalized” (word ban or embargo was not mentiened) to ensure local
refineres working and to keep locai oil weiis wet. interestingiy. the sqid summary
was gpproved by Cabinet on 27 March 2020, two days after the issvance of
aforementioned lefter (Annexure 5.2), Meanwhile the international prices of
petrcleum products were still on steep downward rend as shown in foliowing
graphs:

Platts Prices Jan to July 31, 2020 (92 RON
WIS PETROL)
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5.25

Platts Prices fan to July 31, 2020 (HSD)
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= Fordod of import Ban  ————Piytts fan to fuly 21, 2020
Any loymon con figure that this so-called ban period overdapped some of the
lowest prices in the recent history. Thus, it was agoinst prudence o impose
embargo at this junciure, Had the MoEPD acied with vigilance ond ensured
uplifting of stocks from locol refineries through Februaryf/March 2029, the need
for such o bon would not hove arisen. Further, it would have benefifted the
couniry itemendously in ferms of foreign exchonge had the OMCs been Qiven
extended quotas fo import during this period. No argument can mitigate the il
eifects of this decision that partially included the shoriage of MS in June, 2020.

ILLEGAL/PRE-DECIDED ALLOTMENT OF QUOTAS IN PRMs

5.24

GG Ol who is in Chair in ali PRMs seems o have acted whirmsically and itegally
in clictrment of import guoios in PRMS. Perusal of Minuies of PEM of the ast few
monihs has revedied cerfain glaring discrepancies. For instance, in the PEM
held on 29042020, DG Cil. did not aliocoie import quotas o OMCs My
Pefroleumn Lid. and Exceed Pelroleurn Lid. on the pretext that both componies
did not possess valid marketing licenses from CGRA. Cddly enocugh, the very
sgme companies were not only gllowed quotas but they did import refined
petroleurn products in January, February and March 2020, How this was done.,
rermndins unexplained. Sirmiarly, in monih of March 2020 (PRM held on 11 March),
anocther OMC, Fossil Energy Lid. was aliowed fo import MS despite the fact that
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it didd not have a single retail cutlet | More perplexing is the fact that the impart
was actualized on 11.03.2020, the very day DG Qil had allowed Fassil the import
quota. It cleardy means that Fossil Energy Ltd. had ordered the import at lecst
5-7 days p’ric:r"ro the PEM. These examples, though just o sample spec, show

how due diigence was ignored in these PRMs (Annexure 5.3).

LACK OF CO-ORDINATION BETWEEN MoEPD AND CONCERMNED DEPARTMENT OF OHL
INDUSTRY

§.27 Sericus disconnect/lack of coordination & sharing of datafinformation has

been observed between different departments/organizations/companiss
uvndar MoEPD and OGRA. For example, OGRA, DG Cil, Department of
Explosives [DG/Explosives) and Hydrocarbaon Development Institute of Pakistan
(HQIF) have no machanism to consolidate data related to OMCs and their
impaorts, testing, supplies. storages, fransportation & retail cutlets etc. The

consequential chaos is o direct result of this non-coordingtion,

FAILURE TQ GIVE POLICY GUIDELINES

5.28

5.29

One of the enshiined duties of Petroleum Division is to give policy guidelines to
the Government on development of infrastructure, strategic  storage,
exploraticn and production of petfroleum praducts and modern standards and
specifications of refined products. The failure of Petroleum Division in this area
is accentuated by the refineries operating with obsolete technology of hydro-
skimming or semi-convearsion. Likewise, MoEFD has failed to develop strategic
storage for the country. Pakistan would have benefitted greatly during the jow-
prce period, had there been availability of strategic stcrage. The following

exemplifies it:

Exomple of india: The lower oll price wias certainly beneficial to oil importing
countries and countries like India, being onea of the biggest ol imparting country
in the world, filed «all its avaiable crude storage capacity, including
commercial and sirategic petroleum reserve facllities [SPR), and held ground
S0 milien barrels in flogting storage. Their stocks rose to 37 MMTsS out of which
7 MMTs ware in floating storages. Indic's Strategic Petroleum Reserves (SPR)
facilities were also filled ahead of schedule. before the end of May 2020,

8 www economictimes.indiatimes.com
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Interestingly, India’s 3% milion bamels of SPR capacity comprises of

underground rock caverns located in mountainous regions.

POSTING OF NON-PROFESSIONAL/UNGUALIFIED OFFICERS ON KEY POSTS

530

The posting of incumbent as well as previous DGs Qil hos also been found
against the approved critenafiules (Annexure 5.1}, The cument DG-Oil {Dr.
Shafi-ur-Rehman ARtidi) is o velennary doctor by quatitication and it does not
maich with the given ciiteria. He s a Graode-20 officer of Office Management
Grovp [OMG) and with no previcus expetience related to the post of DG Oil.
This fact reflects gross viclation on the part of MoEPD and its non-seriousness 1o
attend to the ssues and funchioning of the office of ihe DG Ol that plays o
pivotal role in oilf petroleum industry of Pakistan. Likewise, Mr. lmran All Abro,
who is a Research Officer/contract employee from Inter State Gas Systems
{Pvt) Lid. under the MoEPD, has been working in Petroleum Division for the last
é years against the rules. Interestingly, scrutiny of personal file of Mr, Imran Al
Abro during sutject inquiry proceedings has revealad that the DGs Oil have
been wiiting to the concemed private company under MoEPD for his
regularization of service and extension in his contract period against the rules

{Annexvre 5.4).

OBSERVATIONS

531

From the above, ifreflects clearly thai DG Oil, Pefroleum Division, has digressad
in exercise of his auviharity in many ways, Siarting from his iflegal appeintment
io so many of the aforementioned flagrant viclatfions, question arises s to how
he retained his present posting. Refeming back 1o bifurcafion of 'Autharily?
{SROs of 2006). DG Oil would exercise his power o chair Product Review
Meeting (FRM|] under Rule 30 of Petroleum Rules 1971, wheretyy matters of
import/flifting from refineres are discussed and guoias allocated. However. by
the same token, iule 34 of Pettoleum Rules 1971 empowers DG Ol to ensure
mirtmum stock that each OMC is liable io keep. As can be seen from 06 manths
stock (day cover wise) that 0% of the OMCs were not unto the mark, Duwing
inguiry. DG Ol insisted that the scjme. power had been shifted to OGEA affer
promulgation of Petroleum Rules 2016 and furiher stated that DG OF had no
penal powers. Asked as t0 why he did not stop agllocating guetas fo the

delinguent companies (both local and import), there was no explangtion. The
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5.32

least DG Qil could do was to inform CGRA for taking necessary legal action on

requisite stock violation but even that was not done.

Every flegality seems to have been taken in ‘business as usual' manner. The
higher ups, Secretary MoEFD in this case, also remained impervious to this
controversial environment. Steps fo be token on this Qspect would be made

part of the recommeandations.
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8.1

6.2

&3

CHAPTER 04
OGRA

Gil and Gas Regulatory Authority [OGRA] was established in March 2002 in
consequence of OGRA Crdinance 2002, Pricr 10 this, National Gas Regulatory
Aulhority [NGRA) was established in 2002, OGRA was an extension of NGRA
and section 44 of OGRA Crdinonce 2002 stipulated  that  all

employeeasfresources of NGRA would be merged in OGRA. It was in line with

~ economic reform agenda by the Government of Pakistan. The formation of

OGRA. on ong hand, was cimed at ensuring quality, guantity, price, sofety and
other related consumer services, On the other hand, it also envisaged creating
anidealenvironment of perfect competition by providing level playing field for
the private sector investment in the ¢l and gas sector. Inifially, OGRA was
dealing with gas sector including Liguified Petroleum Gas {LPG), Natural Gas
‘and Compressed Natural Gas ({CNGY. 3o far as il sector waos concemed,
OGRA remained inambryonic form as the fransfer of oil functions fromthe then
winistry of Petroleum and Natural Resources [MPHRE] 10 OGRA were being
worked out,

In 2006, OGRA was given the ol sector and some semblance of clarity
emerged as to what functions would be dealt by the Ministry and OGRA in their
respeclive domains. Two aforementionad Statuary Regulatory Orders (5ROs)
issued in March 2006, defined the functions that were 1o be retained by the
Ministry. Broadly, the functions 1o be exercised by QGRA and the Ministry were
as follows:

i. Blending of petroleum producis

i. Lsence/marketing by Oil Marketing Companies (O Cs)

ii. Imspection and Enforcement

However, the following functions remained with the MoEPD:
i. Demand and supply of petroleurmn products.
ii. Import and export of petreleum products.
ii.  Approving production programs of the refinenes.
v, Specifying minmum stocks of crude ol by the refineries and petroleum
products by the OMCs [the funclion was to be shared by both the MoEPD
and OGRA).
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From 2006 onwards, OGRA initiated its role in licensing of Oil Marketing
Companies and it has been going on since. In the last 14 years, licenses have

been granfed to different OMCs as follows:

Tuble 10: licenses issued to OMCs during 2006 to 2020

Pericd Nvmber of Private Oll Marketing Companies Issued
License
From 20046 1o 2012 01
From 2013 ta 2014 28
From 2017 1o 2020 o7
Source: DG

Nofe: Prior fo 2006, 10 OMCs ofready hod licenses,

PAXISTAN CIL RULES, 2014

6.5

&.6

Despile direction laid down in the OGRA Ordinance (2002) Section 41. it took
QOGRA 14 years fo formulate roles in 2014, The ambiguity, however, remained
petween OGRA and MoEPD as to what section of the industry was to be
handled by the Ministry (DGO and what funclions pertained to OGRA,
Although after the promuigation of 2014 Rules, all related function should have
restad with OGRA (including demand, supply, import, stocks ets). The MoEFD
(DG/OIl), however, kept on exercising the role for import, refinery quotas,
matter of demand/supply but ignored stock maintenance. This has been going
on since last 04 years and there has been no effort whatsoever to move in 4
clear direction, OGRA ordinance of 2002 and Paokistan Oil Bules 2014, cleary
stipulate all functions relating to oil industry would eventually be handled by
OGRA,

This anomaly has already been discussed in detail in chapters 3 and 5. Hence.
needs no further elaboration. In short it is only reflective of state of tardiness in
perhaps the biggest Ministry/Division of Pakistan.
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SANCTIONED STRENGTH OF OGRA

Table 11: QGRA's Sanctioned Strength

Posifions

Puy Scale J Equalancy fo BPS

Na. of Employees

Senicor Executive Director

E4 |

cerporaie & Media Affair

Engincers

Legal

Admin

Finance

Tolal

Eiercutive Direcior

Engingers

EConamisi

Admin/SecretCiy

Finance

Totlal

Jaint Exaecutive Cirector

E-4 19

Engingers

Economist

m

Admin

Lecxal

finQnce

Total

Oy Becutive Direchor

Engineens

1)

Admn

Total

Assistant Executive Direcior

E-2 18

Enginesr

finance

Legal

i

Admn

Total

Dy. Asstt. Executive Bireclor/ES

finance

i

Adrnin

Testal

Tetal Execulives

Source: CHaRA

&7

of 106 including assistonts,
chowkidars ete, With this skeletal staff. how an grganization looking afier o

drivers. dispafch

In addition 1o the executive sirengih of 137, OGRA has lower leve! support staff
riders, office atiendanis,

multi-billion industry can fulfillifs obligatiens/mandate that, among other things,
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includes 5refineries, dozens of depot sites, and 000 plus filling stations, remains

o pertinent gquestion?

THIRD PARTY INSPECTORS (TP}
4.8 Additionolly, OGRA has glso approved 04 Third Party Inspectors TP} to inspect

oil related strugtures across Pakistan. These six TPIs are listed below fAnnexure

&

I.
ik,
i,

v

W,

wi,

Ak
M/s Imtech {Pvt} Ltd.. Karachi.
mfs Velosi Integrity & Safety Pakistan (Fvl) Lid., lslamabad.
M/s SGS Pakistan Pwt, Lid, Karachi.
M/{s Enar Petroetch, Karachi.
M/s Bureau Veritas Palkistan Pyt Ltd., Islamabad
M/5 TUV Rheinland Arabia LLC ., Lahore.

INCUMBENCY OF CHAIRMAN AND MEMBERS OIL. GAS AND FINANCE
4.9  The first Chairman OGRA, before its inception as a real effective body was Mr,

Muneer Ahmed and he continued 1ill 2008. After 2008, wr, Taudgeer Sadiq wos

appeinted as Chairman in 2007 but the Supreme Court of Pokistan disqualified

h

im in 2011, holding him ineligikle for the post of Chairman. The next Chairman

wr. Soeed Ahmed Khan was appeointed in May 2012 and he completed his

tenure in May 2014, Next Chairperson. MS, Uzma Adil Khan was gppointed in

July 2014 and she completed her tenure in July 2020, It is noteworthy that

presently the Chairman seat is lying vacant and memtbzer Finance OGRA, tr.

Hoor Ul Hoque, is presently holding the post till the gppointment of a regulor

incumbent. Complete chart of incumbency of OGRA Chairperson is as below:

Table 12: incumbency list Chairman OGRA

Name Duration
From To
| M. Munir Ahmad Chairman G7 .09.2000 04 .09.2008
! Mr. Rishid Farcoq Actin Chairmnar 07.09.2008 21.07.200%9
Mr. Taugir Sadtq Chairman 22.07.2009 25.05.201 1
wAr. Mir Kamal tami Acting Chairman 27.05.2011 12.06.2011
kI tansoor tuzaffar All Acting Chairman 26062011 22.07.2011
kAr. #Air Kamal Marmi Acting Chairman 2307011 | 24082011
M. Sabir Hussain, Acting Chairman 25.08.201 15.04.2012
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r. Noor Ul Hague, Acting Chdirman

i, Saeed Anmed Khan, Chairman 16.04.2012 11.02.2015
7. Aamir Naseem, Acting Chairman 12.05.2015 16.02.2015
tir. Bobar Yagoob Foleh Muhommad, Cabinet 17022005 13.04.2005
secretaryf Acting Chainman
Mr. Saeed Ahmed Khan, Chairman 23.04.2615 15.04.2014
Ms. Uzma Adit Knan, Chaiiperson 18.07.2014 17.07 2020
12.07 2020 iill date

Source: OGRA

410 Section3(3) of OGRA Ordinance 2002, defines the ‘Authority” constifuting 04

members inciuding the Chairman. The other 03 members are defined as
Member Qil, Member Gas and Member Finance. Any decision by the Avihority

kas to hold majorty and In case of a tie, the Chaimman would sway the decision.

The incumbency of all the aforementioned members since establishment of

DGRA is a3 follows:

MEM o
Table 13: incumbency st Member QI OGRA
Nome i Durchon
From To

: Mr. Rashid Farooq 09102002 07 102009
| Cr. M. lIvas Fazil 05.11.200% 05.08.2010

M, Saabir Hussain 04 107 2001 03.07.2014
| M Al Abmed Khan (additional Secretary- Cabinet | 24.0%.20i4 05.i1.2014
| Division) = Addibion! Charge of Member [Cil) GGRA

Mr. Khusro Pervaiz Khan [Addifional Secretary- | 17.02.20015 13042015

Cabinet] — Acting Charge of Member [Oil) OGRA

Dr. Abdullah Ahmad Motk 17052007 16052019
fource: OGRA

MEMBER (G AS)
Table 14: incumbency list Member Gas OGRA
Name Duration
Fram To

Mr. Jawaid Inam 07 09, 2000 19.12.2006

M. Sved Hadi Hashain 03.08 2067 {32.08. 2000

mr. Mansoor Myzalffar Al 30.08. 2000 29.08.2013

mr. Aomir Naseem 23122013 2212216
I M. MubRamimad Aif 21.101.200% Tl date
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MEMBER {FINANCE)

Table 1%: incumbency list Member Finance QOGRA

Name Durgtion
Fram Ta

Mr. Muhammad Shoaib Ansari 01.11.2000 | 19.10.2001

Wr. Mahboob Elahi 23.09.2002 ' 07.07.2003
;M MLH. Asit 29.03.2004 | 11022009
| Mr. pAir Kamal Marr | 15052009 | 14052015
| Mr. Noorl Hague 23.07.2015 Till date
Source. OGRA :

ANALYSIS

NON-DEVELOPMENT OF STRATEGIC STORAGES

411

812

Section 2{1)[ewvii) of OGRA Crdinance 2020, defines stratedic petrcleum
slerage as petroleurn stored Qs fuel reserve in the event of a public emergency.
FPublic emergency ifself has been defined in Section 2{1){xxviil) in the said
Ordinance gs the occunence of any natural calamity, ar an event which
inreglens the public safefy, or the sovereignity, security, or integrity of Pakistan
and has been 5o declared by the Federal Government. Section 2] of OGRA
Ordinance 2002 places an imporant duty on Minisfry of Energy [Petraleum
Division) 1o issue palicy guidelines in relation to establishment and maintenance
of sirategic petraleum sforage. All travails of the Commission failed to find any
such palicy guidelines or substantive contributions in terms of development of
stralegic storage facilities. Concomitantly, OGRA which was fasked to ensure
minirrum slrategic sterage alse failed spectacularly to fulfil this legal duty.

Had OGRA focused on this gspect, the country could have benefifed by
purchase of petroleum products during fhe time of dipping prices. These
cheqply procuraed quantities would not only benefit the Government in terms
of foreign exchange but would help sfate-owned entity like PO to overcome

the inventory less, during the crises peried of June.

I$SUANCE OF ILLEGAL PROVISIONAL MARKETING LICENSES

413

As per the licensing condition for establishing a new OMC under the Rule 35 of
Pakistan Ofl Rules, 2018, a provisional license for seting up @ new Oil Marketing
Company is granted for the period of three years. The coempany is obliged to
build requisite storage during this fime and on completion, would start
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marketing. However, provisional license dogs not mean permission 1o start

markeling without the requisite storage. There s no provision for issuing

provisional marketing permission/license provided in any part of the Rules. In

glaring viclation, 25 OMCs wara dllowed to start their marketing by OGRA. List

of these 25 companies is as follows:

Table 1&: OMCs Holding Provisional Marketing License

[QMCs having provislondl Bcense but allowed markelng}

Initiai license (PL} Extenslons
Date of [Expiry of PL Date to
Ucense | tnlalqpry | TSTEXL [ ZRAEXh ] [extension| o
Marketing
llcense In PL
1 paASs, Askar Gl Services {ul 4, 00 Extensicns in PL granted, |Dec. 2018 Puly 4, 2005
Frot. Lich ast Extension granted an
15-1-18.
2 s foom Petrolaum [un 14, 11 5 Extensicrs in PL granted, [Dec 31, 20 Jun 14, 2011
P, Lid, Last
extension granted on &-1-
. [,
3 Mfs. Harizar CHI Aar 28, 13 fwar 27, 14 Jaug 1,19 Mar 28, 20 Huby 29. 2014
M- oy Pet, Lt
4 s, LaGuordia Ihaar 28, 13 bacr 27, 14 |aprld, 14 [Aug 2,19 baar 27, 20 Bep 11, 20018
Petroleum Pyt Lid,
5 s Repler Petroleun Felby 26, 14 Fetx25.17  Jul 11,19 Feb 24, 20 [Dec 20, 2014
Py, Lid.
& |Mfs. Exceed oy 27,14 IMay 2517 Lol 20017 |Apr 1, 20 Iy 27, 20 [Aug 21, 2015
Petrofeurm Pwt, Lid.
7 M5, Oilco Petrolaumm ol 4, 14 ul 3. 17 Lol 29,19 Uul 3. 20 fum 15, 2017
Pt Lied.
8 pAfs. OTO Pakistan Pyt jact 22. 14 ot 21,17 Jaug 9. 19 oot 21, 20 [Mow 11, 2014
Ltd.
2 pAS Guality-1 oot 22, 14 ct 21,17 MHow3 17 1219 et 22,19 Jun 27, 2014
Petrofeum Pwt, Lid.
10 pafs The Fusters Pyt lAug 17,15 Aug 16,18 Dec 2,17 Wug 14, 20 Dec 18, 2017
Lted.
1T pafs, Foom Marketing laug 17,15 g 16,18 jaug 17,19 Wug 16, 20 [Dec 22, 2014
Pl Ltd. (2EA4)
12 /s, Al-Noar Hul 22, 14 I 2119 jaug 8019 Ll 21,20 [Feb 9. 2018
Petrotaum Pyt Lid.
13 |5, Bost Petmateum [ul 22, 14 rJl..l! 21,19 Fob 4, 20 Lul 21,20 |Apr 9, 2020
Put. Ltd.
14 pAfs, Eurg G| Put, Bbd, Lol 22,14 Hul 21, 19 Uul 22,19 [ul 15, 20 ul 21,21 Uan 15, 2019
13 /s Ol Industries Lol 22, 14 |JuI21. 19 lAug 9.1% Uul 22, 20 [0t 17, 2018
Pakisian Pyl Lid. '
16 s, Fast O CompanyiDct 21, 14 Pc‘r?ﬂ. 19 aar 25 20 Koot 20, 20 (May 19, 2007
Pwt, Ltd. {Sindn] Bow
20, 2018
[Furijab)
17 Imifs. Hi-Tech Cct 21, 14 ct 20, 19 fep 319 Kot 20, 20 [May 31, 29
L ubricants Lid.
18 afs, Jinn Petroleum Dot 21, 14 ot 200 19 [Dhec 4, 17 et 20, 20 Hun 4, 20018
Pwi Ltd, (Punfab) Aug
22, 209
[Baluchistan]
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1% M5 sacx Fuels Pyt et 2118 ot 20, 1% ec |8, 19 et 20, 20 el 24, 2020
20 ﬂ?s Alied Pefroleum |Dec 21,18 Dac 20. 1% Febt &, 20 Dec 2, 20 [Feb 21, 20X
21 ;Tsl‘l‘"ﬂul Petraleum  Dec 21, 18 Dee 20,19 |Feb 28, 20 Dec 20, 20 Feb 28, 20240
22 Pv;r;.LTigj: Gasaling Pl Dec 21,14 Dec 0. 19 MNaov 27, 1% Dec 20, 2Q Feb 21, X119
23 ‘;;:?5 My Petroleurn [Cec 26, 16 Cec 25 1% pay 14,20 Do 25, 20 Felb 15, 2018
24 Px::sl.Lljg;sii Energy Pvl. Bep 18,17 Gep 17, 20 Cep 4, 2019
25 Ll?s Ficww Pelroleum  (AprS, 18 W d, Z1 lun L5, 2019
Pt Ltd,
Source: OGRA
814 It is noteworthy that 22 out of 25 of these maorketing permissions have been
necorded during the tenure of Iost Chairperson OGRA aond the ollied executive
committee of 3 Members, that constituted the "Authority’.
8.15 One of the most brazen example of llegality has been cbserved in case of

BYCD OMC and BYCO Refinery. The Chief Executive Officer [CEQ), ane Mr.
Amir Abbassi. @ mgjor shareholder of both concerns, remained a fugitive from
law {wanted by NAB) in a fraud case of more than Rs. 23 bilion. OGRA,
however, instend of moving for revecation of license under rule 35{1}(d). did

not budge.

NCN-ADHERENCE TC IMPORT AND LOCAL QUOTA ALLOCATED TO OMCS IN PRODUCT
REVIEW MEETING

.14

&17

As per Rule 35(1}g). it is mandatory for every OMC to first uplift petrcleumn
products produced by the locaolrefineries before opting forimport of the same.
In contravention of this Rule, OMCs confinuously eschewsed their responsibility
to uplift their appeortioned quota from refineries durng the months of Jan to
April, 2020, In total, the OMCs refused to lift a total of 190,892 MT7 of MS from
the refineries. OGRA being a regulatory Auvthorty failed to apply Rules 44 & 49
against OMCs on this continuous viclation.

As o consequence of this refusal of OMCsto lift, glutting the local refineries, the
so-called ban onimports was brought about on March 25, 2020 that adversely

effected the market [n coming manths.

7 MoEPD
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SILENCE OF OGRA ON SPECIFYING OF MINIMUM STOCK OF CRUDE OlL BY REFINERIES

&.18

According to one of the licensing conditions mentioned in Rule 53 [xiv), OGRA
was mandated to specify minimum stock requirements of crude oll by
refinenes. OGRA remained oblivious to this very important duty through the

yeqrs,

ILLEGAL GROWTH OF RETAIL OUTLETS

&.1%

Curing the last decade, a large number of ilegaifirreguiar retail outlets have
been setup acrass the couwntry. This is directiy proportional 10 unprecedented
growth of OMCs. Though clear-cut guidelines exist about setting up of retail
outlets (2 tons/day for 20 days or 40 tons storage capacity of M3 per retail
outlet), OMCs have simply fiouted this requirement. Presently more than 2,100
retail outlets exist without required capacity. To top it, OGRA has regularized
753 such retail oullets by fining and collecting a maager amount of Rs, 138.4
million? aver last 05 years [average regulanzation is Bs. 184,000 per retail outiet).
Under Rule 6% of Pakistan Oil Bules 2016, provision axists that QGRA could fine
each such retail cutlet upte 01 million per day. However, OGRA decided not
to invoke this penaity and went with moch lighter fines of Rs. 100,000 to Es.
500,000/- This shows complicity of OGRA in this ilegal charade. The subject will

be discussed in more detall in retail cutlet chapter,

PNLAWFUL OPERATIONS OF PRIVATE STORAGE COMPANIES

£.20

Rules 31 & 32 of Pakistan Qil Rules 2014, make it mandatory for the exigﬁﬁg
privale cil storage company with non-oil storage facility being used for oil
storages to obtain license rom OGRA under Rule 28, No such existing private
storage companies o non-oil storage faciity has lawfully obtained license so
far according to the information furnishad by QGRA to the Commission, OGRA
issued notices to the non-registered companiesffacilities 1o obtain license to
cperale [Al-Rahim Tank Terminal, Al-Abbas Sugar Mills Pyt Lid, Terminal-1 (I Fur),
Al Noor Pvt Ltd,, Pakistan Molasses Co.). The said companies in response 1o
these notices have obtained status-quo from Sindh High Court, Earachi, since
mMarch 2017. Hence, the matter is subx-judice in Sindh High Court which was
never vehamantly pursued by OGRA (Annexure 6.2).

" DGRA
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UNLAWFUL JOINT VENTURES AND HOSPITALITIES AMONGST OMCS & UNREGISTERED
PRIVATE STORAGE COMPANI|ES

4.21

Tre joint venture and common usage of storoge between OMCs. on the
pretext of ‘eqse of doing business’, is neither permissible nor legal according to
the Rule 53 (License Conditions) of Paklstan Oll Rules, 2014. Due to weak check
and balance and poor supervision of OGRA, this practice is still going on
between OMCs without any |legal justification. Presently BYCO, Hascol, My
Petrocleum, foom Marketing. Total and even state owned FSO have developed
joint venture storages. OGRA is reluctant to take any legal action against the

wrongdaoers for the reqscns best known 1o it

NON-ADHERENCE OF GMCS TO MAINTAIN SPECIFIED STOCKS OF 20 DAYS

4.22

As shown in previcus chapter, 90% of the OMCs remained short of specified
20/days stock cover from January to June 220, As MoEPD refused 1o invoke
Fule 34 of suppcsedly defunct Feftroleum Rules 1971, OGRA was equally
unwilling to act under umbrella of Rule 35 of newly promulgated Qil Rules of
201 6. Only when crisis hit the nation in june 2320, OGEA fined 09 OMCs o mere

Rs. 25 million to justify its performance and existence.

NCLUSION

4,23

The story of QGRA since its establishment (2002] and initiofion in ofl industry
{2004], is rife with imegularities and iiegalities. Starting with in-ordinate delay in
drafting and promulgation of rules, issuing plethora of licenses without
chacking the antecedents of the owners/directors. unduly extending
provisional licenses, issuing illegal provisional marketfing permissions, ignonng its
assenlial duly of developing shralegic storage ond inability to conteol
mushroom growth of illegal retail cutlets. no plausible explanation has been
rendered by OGRA. Since promulgation of Pakistan Oil Rules 201 6, it was clear-
cut mandate of OGRA to check the stock and ensure adeguate availability of
20 days stock by each OMC, Not only this responsitility was constantly ignored
bl OGRA assumed and insisted that this funclion did not fail within theirr ambit.
same goes for the reguisife stock of crude oil by the refinenes. From the
perspective of performance. the gppointment of Chairpersons and Memibers
(Qil. Gas and Finance) over the years becomes seriously questionatle. This issue

would e taken Up in recommendations part of the report.
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7.1

7.2

7.3

CHAPTER 07
DEPARTMENT OF EXPLOSIVES

Cepartment of Explosives is an gitached Depoartment working under the
administraotive contral of Ministry of Energy (Petroleum Division} and its main
objective is to ensure the public sofety, security of human lives and their
properlies within the licensed premises, with respect 1o manufacturing.
transportalion, storage, import, export, seling and use of all explosive setups
including petroleum products.

Petroleum Act, 1934 read with Petroleum Eulgs 1937 [amended in 2010) is the
basic legal instrument defining the role, mode of operaticon and functions of
Department of Explosives related 1o Petroleum Preducts,

Headed by DG Explosives and assisted by 05 Regional Directors, other hurman

resources at the dispesal of Department of Explosives are tabulated below. -

Table 17: Sanctioned shength of Department of Explosives

Regions Sanconed Strength
Head Oifice, lslkamabad 43
Lohore 14 )
Karachi 1%
kultan 19
Quelta i 10
Feshotwor 12
TOTAL: 1%

Source; Deporment of Expiosives

FUNCTIONS OF DEPARTMENT OF EXPLOS|VES

7.4

7.5

lssuance of licenses for transportation, storage, production, refining & blending
of pefroleum. Mineral Compressed/Liquefied Gases, Industial Compressed
Goses and other inflarmmable substances, manufacture, possession. Use, sale,
transport, export. import of explosives and Petrochemicals under the law.

To cenduct safely inspections of icensed prermises, installations and equipment

te ensure compliance with safety regulations.
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7.6

ENSE D FOR PETROLEUM PRODUCTS BY DEP ENT OF EXPLOSIVES

Department of Explosives grants the following licensés regarding the storage

and transportation of petroleurm products:

Table 18: Type of Forms Licenses Issued by Department of Explosives

Forms Licenses Licenses Issued to Relevant Rules
Cotegory
Petroleum Rules 1937 as per 114,
K Retail Outlets 115{3} and Schedule-| of Petrolewsm
Rules 1937,
L T | Storage Tanks -do-

Storage of Petroleum
Mo . =Cler-
Praducts in Drums

Petraleum Rules 1937 as per Rule 77
Trersportafion Vehicles

L0 ) and Schedule| of Fetroleum Rules
(il Tankers Lorrles)

1937,
Souice: Depardment of Explosives
FLAWS AMD LAPSES
DEBATABLE AUTHORITY OF DEPARTMENT OF EXPLOSIVES TO [SSUE FORM K, L M AND G
LICENSES
7.7  Notwithstanding the nullifying effect of Section 43 of QGRA Ordinance, 2002

7.8

read with rule Pakistan Gil Rules 2016 vpon Petfroleum Act 1934 read with
Petroleum Rules 1937, Department of Explosives continues freading on the
axclusive temitory of OGRA by issuing various licerses reqarding technical
standards of storage and transportation of petroleum products as discussed in
detail in Chaptear 3,

imespectve of the opinion of Commission that OGRA Crdinance 2002 has
lgwfully succeedad many provisiorns of Pefrcleum Act 1934 due 1o the
overriding effact, some other rregularities, digressions and viclations of DGRA
Ordingnce 2002, read with Pokistan O Rules 2014, being done by the

Department of Explosivas are mantioned below.

EXAMPLE OF IRREGULAR GRANT OF FORM ‘L' LICENSES BY DEPARTMENT QF EXPLOSIVES

7.9

The following are the examples regarding imegular grant of Form 'L' licenses by

Cepartment of Explosives:
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. Rules 28, 31 & 32 of Pakistan Cil Rules 2014, all the private oil storages or
hon-oil storage facilities, being used for oil storages, are lable to register
with OQGRA, Violating this clear legal injunction, Department of Explosives
keeps issuing and renewing Form 'L' licenses to the private storage
companies even though unregistered with OGRA. These private terminal
storages include:

d. Al-Rahim Trading Terminal Pvt. Limited
k. Al-Rahim Tank Terminal Pvt. Limited site | & 2

. Al-Noor Terminal Pvt. Limmited, Al-Hamad Termminal Pyt Limited

. Al-Abbas Sugar Mills Limited

. Pakistan Molasses Company [PMC)

M oon

Terminal 1 Pvt, Limited

g. Some other private storage companies
(ANl of the abave are sittabed of Karachi Port Trosf (KPT} alt Keoman and FOTCO Tarmingl af Porl Qasim)

i. Department of Explosives has granted Form *L' licenses to the storage tanks
of the OMCs and the private storoge companies even before fthe
completion of their work plan. They are as under:

a. Terminal 1 Pvt. Limited (Private Storage Company) has been granted
Form 'L’ license for the 1% storage tanks by the Department of
Explosives at Port Qosim, but actually only 10 storage tanks were
constructed and are operational whereas, the remaining 0% sterage
tanks exist nowhere,

b. Attock Petrolezum Limited [APL) has managed to get Form 'L license
from the department even when the construction of storage tanks of
35,000 MTs capacity was under process. Form ‘L' of the APL was
cancelled by the Department of Explosives vide letter No, KAR-
4535/Pf2378 dated 15.10.2020 {Annexure 7.1} after the wvisit of the
Commission on 14,10.2020.

LACK OF CHECK AND BALANCE OF DEPARTMENT OF EXPLOSIVES OVER PRIVATE
STORGAE/ TERMINALS COMPANIES

7.10 Department of Explosives has no check and balance over the storgge tanks of
the companies for petroleum products. Fomm ‘L' was granted by the
Department of Explosives for the storage of Petro Chemicals [ethancl and
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7.12

rmethanal) and Malasses, but petraleurn praducts af the OMCs were being
stared by the private campanies lacated in Karachi Part Trust {KPT} an lang
lease, Far example, Al Abbas Sugar Mills Lirmited Tank Terminal was granted
farm 'L” far the starage af the Petra Chemicals, but HASCOL used that starage
facilily ta stare petraleurn praducts and chemicals (N-Hexane and Vinyl
Acelate Manarmers} fram 2013-2019. Pakistan Refinery Limited [PRL] alsa used
Al-Abbas starage capacity farstarage af MS and H3D which was subsequently
dispatched ta the Fast il Pyt Limited (OMC).

Similar vialatians have been abserved in ather private starage campanies like
AFRahim Trading Terminal Pyt Limited, Al-Bahim Tank Terminal Py, Lirmited site
I & 2, Al-Naar Terminal Pvt. Limited, Al-Hamad Terminal Py, Limited, Pakistan
hMalasses Campany [PMC], Terminal 1 P, Limited where Farm 'L’ have been
granted far the starage af petrachemicals. Hawever, petraieurn praducts af
different OMCs are being stared in their starage tanks meant exclusively far
petrachermicals.

The Farm ‘L' licenses af aobave-mentianed and athers private starage
campanies can be cancelled vunder Rule 121{1) af Petraieum Rules, 1937
famended in 2010) which states that:

“Every license granied under these rufes shall be Hable to be cancelied by orders of

the licensing auvthority for any confravention of the Act or of any rule thereunder, or of

any condition contained in such license.”

7.13  Let alane canceiiation af any license of starage campanies vialating the

pravisian af the Act, the raie af Department af Expiasives remained ceremanial
and perfunctary instead af being a watchdag of abservance af safety
standards. Awakerned by Carmrmissian, Departrment af Explasives recently
sprung infa octian and cancelled the license of AShamash Private Starage

Limited and starage af Attack Fetraleum Limited at FOTCO Terminal.

NON-UNIFORMITY IN ISSUANCE OF FORM ‘L' HICENSES BY DEPARTMENT OF EXPLOSIVES

7.14  There s na standard process fallawed by the Departrment af Explasives an

issuing of Farm 'L licenses ta the starage depats in all Pravinces af Pakistan. In
Punjab, Department af Explasives mentians Cleary the categary af Dangeraus
Praduct [DP) and Nan-Bangeraus Petrgleumn Praduct [NDP) in the Farm ‘L'
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Licensas, but in Province of Sindh the department issues generalized Form 'L
lic=nses as OF and NDP without mentioning the specific category of petroleum
ptoducts/chemical etc. fo the storage depotsfterminai of the prvate

companies as well as OMCs fAnnexure 7.2},

LACK OF COORDINATION BETWEEN OGRA AND DEPARTMENT OF EXPLOSIVES IN
ISSUANCE OF FORM 'K' & 'L

7.15

Both OGRA and Department of Explosives do not share the information
coveting the OMCs. private storage depotsftermingl and retail cutlets for
effeclive monitoring and regulation of rules and standards in the petroleum

industry especially the issuance of Forms ‘K" and 'L,

SEALING OF ILLEGAL RETAIL OUTLETS

7.1%

As diiscussed in chapter 2, the mest alarming thing aboeut Depardment of
Explosives is that they have issved Form 'K’ Licenses to lllegal retail outlets. In
this regard, there is stark difference between figures of OGRA, Department of
Explosives and the OMCs. As a small initiative taken by the Commission {as two
of its members are from Anfi-comuption Establishment, Punjak) an initial list of
&03 illegal retail oullets provided by the OMCs, cut of which, the anti-Comuption
Establishment, Punjab in collaboration with Inspection Officers of OGRA [an
authorized representative of concermed Deputy Commissioner] was able to

seql 345 illegal refail cutlets across Funjab in a short perind of two weeks.

VIOLATION OF FORM G LICENSES

7.7

Formm ‘Q' licenses are issued by Department of Explosives as per Petraleum
Rules, 1937 [amended in 2010] t¢ Qi tankersflories which are used for
fransporting petroleum products from the terminals/storage tanks to the retall
cutlels. Practically none of the oil tankers/lenies have form 'Q" licenses. This,
despite the fact that thousands of such il tankers are plowing on road on daily
basis across Pokistan. '

PASSIVITY/ FAILURE OF OGRA TO ASSUME CONTROL OF DEPARTMENT OF EXPLOSIVES

7.18

Despite establishment of GGRA in 2002 and promulgation of Pakistan Oil Rules
2016, neither OQGRA nor MOEPD has bothered to bring Department of Explosive
vnder the fold of OGRA. Since formation of Pakistan Rules, 20146 it became all
the more important for OGRA to take control of Department of Explosives for
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implantation of all provisions of safety standards ete. as envisaged in the rules,
Theoretically speaking, Pakistan Petrcleum Rules, 1937 are now defunct as per
contention of OGRA authorities, yet thera is not g single step taken in the
direclion that Department of Exglosives should come under complete domain
of OGRA. among other things, this is another example of inertia that has

prevdiled over the vears among say-soes of QGRA,
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8.1

8.2

8.3

CHAPTER 08
OIL MARKETING COMPANIES {OMCs)

Ol Marketing Companies, of OMCs as they are commonly referred fo, are
compantes, licensed by OGRA, that purchase or oblain petroleurmn products
from local refineries or import i from abroad for selling, distribuiing, and
marketing with approval of the Authority, eithar fbrough ifs agends or dealers
fhat operaie filling stations. ’

The past 20 years has seen a significand rise in the number of OMCs, as currently
there are 66 OMCs licensed in Pakistan with 34 of them aclively involved in
marketing, ¢ number which stood ai only 5 up il the vear 2000, In comparison,
if we lock af some counines in the subcondinent, the numbers are tabdated

below:
Table 19 No. of OMCs in Different Countries
No. of Public Neo. of Private Total No. of
5r No. Name of Country
QMCs OMCs QMOs

i sangladesh Ga o G5

2 | India T 06 03 o9

3 Sn Lanka H| {1 02

4 Nepal ai - ai

5 Brhutan H| 2 03

Hence, these five couniries from the South Asia have @ fotal of 20 OMCs, while
in Pakistan, provsional icenses were issued fo 21 OMCs duning o six monihs'
perod (i.e. between July and December 20014}, and QGRA's rajfionals for
doing so was o Yioster competition, enhance sforage capuacity of petroleum
products, increase privaie investment and ownership in the midstream and
downsiream  petroleom  indusity by reduciion in uvpfront  invesiment
requirement”. The approoch adopied by OGRA in Pakiston, which stands in
stark conirast with that of other South Asian countries begs the guestion of the
nead for issuing licenses {0 such o large number of OMCs? And whether the
increosad compeiition has made the sactor more efficient? These guestions
are extremely relevant in the wake of the recent petrol shortage, which seams

to have become @ recuning incident in this couniry.

81|Page




8.4 Qutof the 66 OMCs, ? have the regulor icense, 25 have the provisional license
with marketing permission, while 32 have provisiondl license without marketing
permission. It is pertinent to peint out while duwring the proceedings of the
Commission, it was routinaly complainad by fhe representative of the OMCs
abowt the low margins in this industry. Yet there are 34 companies that have
licenses to market their products, while 32 others are vwing to get the same
{(Annexure 2.1}

8.5 Qut of the 34 OMCs that have the license o market their producis, 10 OMCs
combined make about 98.57% of otal M$ sale in the country, with Pakiston
State Gil (PSO) having the largest market share {at 38.43%%). In terms of HSD, the
same 10 OMCs combine for ¥8.72% of tofal HSD sales. with PS5O captwing
45.448% of the total morket share for the FY 2019-20%.

MS Petrol Others2% .. HSD
thers NO 9%
BPPL BEPL GNO 2% BEPL 3% . SNOF

Mg 3% _ 9% BFPL\\

28
| {Mktg) 5% ~

APL 10% sp| T

8.4 The total storoge capocity of all OMCs (including joint ventures) for mMS and HD
are 582,843 MT and 993,405 MT respectively, Unsurprisingly, PSO has the highest
storage capacity — 244,717 MT for MS and 315,816 MT ior HSD.

? Figures provided by MoEPD
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Table 21: Detail of Storage Capacity of OMCs

Storage Capacity
[(MTs) as per OMC

Jaint Yenkure

Tolal Capacity

¥ Naime of OMC Storage
{Port + Couniryside)
M3 HSD M3 HSD MS HSD

i Al Noor Pelrgleum asl 1,250 a ] Gl 1,250
2. Allied Petrgleum 22,038 10,214 0] 0| 22038 10,219
3. Askar 1.719 10.4%7 0 0 1,719 10,497
4. Attock 42,521 89,143 0 O] 42921 87,143
3. BE Energy 46,823 102,300 o 0| 44825 102,300
6. Best Petrcleum 850 1 1,570 o 0 850 1,570
7. [ Byco 17,100 9100 1,000 1500 18100 10.600
B Euro Git 2,000 5,000 0 0 2.000 2,000
9. Exceed Petroleurm 140 260 0 ] 140 240
10, ¢ Fast T 1,350 750 0 0 1,350 750
11. | Flow Pelroleumn 750 800 0] 0 750 800
2. Fossil Energy 23.100 37300 0 o 23300 37,300
13, GO 43,209 - 80,660 0 O 43,209 80,4460
14, Hascol 32,950 184,300 1.680 4,000 | 34,630 188,300
15, HiTech Lulricants 1.021 1.5858 0 0 1,021 1.858
16, Honzon Petroleum 868 2283 0 0 848 2.283
7. Jinn Petroleum 2087 3,100 0 0 2,087 3100
18. | Kepler Patroleum 450 1.205 0 0 4350 1,205
19, La Guardia 1,000 1,500 0 0 TOD‘D 1,500
20 Max Fuels G0 1,000 0 0 AL 1,000
21, MY Pelraleumn Q0 0| 5300 2,850 5,300 2850
22, L Co Pelroleum 2.94] 12,000 0 0 2941 12,000
23 <l inclustries 1.082 1.258 0 0 T.0B2 1.258
24, OIS Pokistan 1,000 a0 0 0 1,000 400
25, PsSC 229,123 301,337 | 15594 | 14479 244717 315814
26, Puma 2,789 7531 0 0 2,789 7.531
27. Glualily-1 1.5%4 1.490 | 5400 2,700 8,994 4,190
28, Shell 57243 59470 1,148 | 3859 | 59.091 631529
29. Ta) Gasoline 3,300 10,000 0 0 3,300 10,000
. The Fuelers 1,000 4 500 3] a 1,000 4,500
31. { Total Parco 27,601 27406 | 2852 | 4.856 | 30453 32,262
32, | Vilal Pelroleumn 776,500 4,500 0 o| 6500 4,500
33 foom mMarketing 1,700 1,500 | 1,300 500 2,000 2,000
34, fpom Pelroleum 1.003 752 0 0 1,003 792
Tolal 579,214 PFEETY | 34274 | 34744 | $13.488 | 1,011,423

ource: CMC's
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CONDITIONS OF OMC LICENSES

8.7

Table 22: Regular Markelfing licenses Holding OMCs

As menfionad aedarlier, only ¢ OMCs oul of the 46 have regular licenses. Their

narmes are as follows:

Category of | Date of approvel of | Date of explry of
§r No. Company Name license Initlal license license
1 rifs. AtoCk Fefroleum Lid. Conflrm 11 Februory 1997 14 June 202¢
2 tfs. Tolal Parco Pakistan Lid. Confirm 17 donuany 2001 10 March 2029
Company has yel
mfs. Byco Petroleum Pokistan . to obtain Hcense
3| U, (Marketing) Confirm 04 Morch 2002 under Oif Rules
28
mfs. Pokision Stote Gil .
4 Company Lid. Confirm 23 August 2002 i4 May 2029
rASS. Purncs Energy Py, Lidh . 14 September
3 {Formery Admore) Confinm 14 December 2003 5037
Expiry yet iobe
& M5 HosCol Peiroleumn Lidh Corirm 25 Febroory 2005 decided by
Avuihority
7 rAfs. Shell Pokistan Lid. Confirm 11 Jonuary 2011 14 Moy 2029
Compony hos yet
to obidin license
8 k5. BE Energy Lid. Confirem 18 august 2005 under O Rules
2018
g | M/s Gosond Oil Pokiston Confirm 12 June 20i2 18 March 2039

Lich

Seuvrce; OGRA

8.8

regular licensas are usudlly vafid far 30 years and some of ifs kay tenms and

conditions as provided in Rule 53 of Pakisian Oil Rules 2014 are as follows:

i. The compOny will ensure §o maintain requisite storage capacily tor 20 days

stogks of ils sales to meaet any emergency Need:

i The retail ovllets will be construcied/sel up in cccordance with OGRA's

notifted/specified technical standards for that category;

ii. The company shall not abandon any regulated acilivity, as part or whole,

resulting inte discontinuation of suoply of petroleum products or s sale in

any area without the prior wiitten consent of the Authorily [OGRA);

iv. The operalions of the company shall be governed at oll times by the
applicable Rules and the OGRA Ordinance, 2002;
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8.9

v. The company shall ensure prudence, cost effective and economic
effictency in aperation of the regulated activity and cost-effective supplies
to the consumer.

Provisional licenses without marketing permission are valid for 3 years. within
which the OMC s expected to develop the infrastructure that they proposed
in their inificl marketing plan, and in case they are unable to do so {which has
been the casae with 23 aut of the 25 OMCs). they can dpply faor an extension,
however, aven with provisional icenses, these OMCs are expected to maintain

a 20 days stock and akao ensure consistent supply of petroleum products.

MALPRACTICE AND VIOLATIONS OF UCENSE CONDITIONS DURING SHORTAGE

8.10 The Commission was tasked with inguining the causes of June 2020 petrol crisis,

8.11

where o shortage of petrolaum products was experienced across the cauntry.
Ingquiring the practices of OMCs during this pericd brought to fore sewveral utter
disregard and gross vickations of the license conditions by the OMCs, in
addition to various malpractices which compromised the quality, consistency.,
and cost-effectivenass of the supply of petroleum products to the consumers,
These viclations of license conditions as well s malpractices are described
below, along with specific examples of each that were identified through the
thorough exercise undertaken by the Commission. including fact finding visits

to retqil cuflets across Punjab:

SETTING UP EXCESS RETAIL OUTLETS

812

The Commission found that OMCs routinely set up excess refail outlets, ie.
beyand their storage capacity, and got away with it by paying nominal fines.
For example, based on its storage capacity of 27,601 MT, Total Parco can only
have 670 retail cutlets (40 tons of MS{outlet], howeaver it reported B34 localions
ta the Commission. Hence i has sat up 146 retail cullets over and above s
alowed limited. Similarly, Puma Energy Pvi. Lid is cllowed to set up 70 retail
outlets based onits current storage capacity. however, 00 K-Forms have been
issuved 1o the OMC, which means that they have 530 excess retail outlets (lLe.
an excess of more than 750% of the actugl allowed limit). Furthermore, Zoom
Petroleum, which is only cllowed to operate 25 retail outlets s curently
reporting 43 outlets to OGRA. Moreaver, Askaris only allowed to set up 43 retail

outlets based on its storage capacity, however the Department of Explosives
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has already issued 823 Form 'K' for operational cutlets, while anather 175 Form
'K are being processed for under construction outiets. The absence of proper
checks and balgnces to ensure that the OMCs are agbiding by their license
tetmis provides the OMCs with the leeway to set up excess cutlels, despite nat
having adequate storage capacity to cater to them. Mareover, the pengities,
if applied are not sufficient to act as a detement. For exampie, in the year 2015-
18. OGRA only penadlized Askar of Rs. 11.3 million for 113 excess retal ocutiets
{Annexure 8.1}. With the reguiatory body effectively turning a biind eye to the
gross violations by the OMCs of the license’s terms and conditions, the OMCs
continve to make large profits with minimal investmeants in improving the
infrastructure of the petroleum industry or making it more efficient, which was

the premise behind granting them license to such a large number of OMCs,

MISREPORT|NG SUPPLY TO RETAJL OUTLETS

B.13 The Commission required the OMCs to submit their location-wise supply
numbers from January to July 2020, for both M5 and HED, and subseguenty
visils were conducted to a number of retail outlets goross Punjab 1o cross-check
the reported datg, in order to assess its accuracy. The cwners of the retail
outlets were required to provide affidavits on which they reparted the supply
Ihey received from the OMC during the period of shortage. The exercise
proved that at a number of locations the reported data was fudged by the
OMCs whereby they overreported their supply in o number of different ways.
Some ways in which they overraported ar misreported are provided below:

OVER-REPCRTING OF SUFPLY TO RETAIL OUTLETS:

8.14 Total 842 filing stations were visited and detailed scrutiny of almost 194 was
camied aut. Since anly g sample of retail outlets were visited, the prevalence
of such practices casts a doubt over the integrity of the overall data provided
By the OMCs. Some exarmplaes are mentionad below:

i.  Discrepancies were found in the supply provided 16 14 randorniy selected
retail outlets by Gas & Qi Pakistan Lid. During the month of June 2020, as
per the retall outlet owners, the volume of M3 supplied by the OMC was
1,272 594 liters short of what was claimed by the OMC.
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Discreponcies in reporting was found of 04 relail outieis of Puma Energy
Pvi. Lich. whereby the OMC over-reported the supply of MS by 249,439 liters
based on the finding on the ground. _

In the case of BYCO Pefroleum, there was a discrepancy of 872,581 liters of
MS in the numbers reporied by the OMC and those condirmed by the retoil
outlet owners of 11 locaotions for the month of June 2020,

Askar was found to over-repori their supply of MS by 734,381 liters based on
the vistt of 14 retail ocutlets,

Furihermore, HASCOL over-reported sale of 6,192,306 fiers of M5 in June
2020 across 27 retail outlets, I is pertinent o point out here, that nod only do
the numbers that were repaoried by the OMCs to the Commission not align
with the site visit findings, Hut also they are not consistent with the numbers
reporied by the some OMC to the OCAC & MoEPD, with there being o
difference of 11,199,048 liters of M3 when compared with theair daily supply
to retail outleis from Depois in the month of June 2020.

Huge supplies to far flung areaes Hoscol reported supply of 1,058,000 liters
MS in the month of Jung fo o iiling siction locaied in Timergara, Lower Dir,
Khyber Pakhiunkhwa fAnnexure 8.2). Their supgly evenin the month of Agril
angd May, when the lockdown due to COVID-1% was ully in plaoce and
toursm was at a standsiill, combined siood at 2,167,000 liters MS, which is
almost beyond the realm of possibility. Furthermaore, such anomaly olso
points towards monipulation ong misuse of IFEM miodel, s reporiing such
guaniiites o far flung areas for claiming primary freight under IFEM would
resuli in undue loss to other OMCs. In the agbove-mentioned speacific
examngple, on the basis of running IFEM freight rofes, Hoscol goined ai leosi
Es 15.5 million in the monih of Agrl and Moy constdering the primary freighi
of Rs 7.17 per liter af Tarujobba depot, which is nearesi to Lower Dir.
Repoding Supply 1o Non-Cperational Betall Qullets Askar reporied supply

of more than 1.1 million fiters of M3 batween January 2020 ong June 2020
io o retoil cullet in Monkano Sohib namely Suleric Filling Siotion thot has not
been operational since long.

Reperding Supply o Relail Ouflets with cancelled confract Askar reported
supply of 122,000 liters of M3 in the monih of June 2020 to o petrol pump.

noamely Mian Younas sons lilling siation in Lohore, who provided affidavit
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ihat they are not getting any product from OMC since long and even have
fled a civil suit for cancelation of contract with Askar which was decreed

in 1heir favor.

i%.  Blank Entrles In Supply Records Askar reported sale of up to 2 million liters of

M35 to Blank entrigs in o month, which makes ong guestion where was the

fuel actually supplied and eventually sold, especially dunng the petrol crsis.

FREFERENCE FOR BEULK PURCHASERS AND CREATION OF 3RD PARTY BULK DISTRIBUTOR

8.15 Duwring 1he ground check some retail outlets of Purna Energy, the retail ocutlet

B8.14

owners reported that they are not getting any supplies from Pumag Ensrgy
directly, but rather from g third party calied ‘Fuel Experts’. The invoices they
provided were also issued by ‘Fuel Experts’ and not Puma (Annexure 8.3}
When cross-checked with the data provided by Puma Energy to the
Commission, the retail outlet owners' name entared as 'Fuel Experts’ whareds
in reclity Fuel Experts was merely an intermediary which was purchasing petrol
from Purma Energy and then supplying it to different retail outlets. Since OMC
are required to directly supply products to retail outiets for nozzle sale, the
invalvement of a third pary or a bulk supplier Is illegal. Doing this, the control
that OMC has on the quality of end product is compromised. This opens the
gates for the so-called bulk purchasers (otherwise illegal) to compromise the
quality through mixing and then providing it to the retdil outlets of the OMC.
Moraover. these bulk supplies are not bound by the terms and conditions
applied lo the OMCs hence they can get involved in inter-OMC sale of
products, which disrupts the overall structure and places the OMCs that are
akiding by the license terms qagreement ot a disadvantage, thus effectively
insinualing them to get involved in such malpractices.

Curing 1The peatrol ¢risis period in ganeral, various OMCs repored unnatural
supply of products to certain bulk purchasers, which is extremely questionabis
and nesds 1o be probed further as they can be deemed as instances of
noarding and creating artificial shortages. Fer example, HASCOL provided a
pefrol pump In Gujrat called Shahrgh ¢ Azam filling station which has
copacity of 31,822 liters with mora than 2% million liters M3 in April and 3.3
million liters MS in May, when the demand for such praducts were low acrass

the country due to the lockdown imposed.
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HOLDING BACK PETROLEUM STOCK

8.17 Aartificial pefrol shortage is aiso creaifed through holding bock MS stocks in fhe
starages, and not supplying it to the retal outleds, even when they dry up.
OMCs tend to do so when they axpect ihe petrol piices to increase. hence
enabling them to sell their product at higher rates later on, albeit at the cosi of
creating a shortage initiatly. Such aotions are o gross violotion of the terrms and
condifions of the licenses provided 1o the OMCs bui siifl such practices were
rarmpant during June 2020 peiral cisis. For example, during the procesdings,
the Commission found through the reported figures that Gas & Oil Pokistan Ud.
had ample stocks of MS, averaging more than 65 million {iters during the month
of June, however they hald back on supplying it to ftheir reiail outlets, and
allowed the retoil outlets 1o dry up undil the peirdl prices increased. Simmlary,
ather OMCs, such as Askar (10 milllion liters) and BYCO Pefroleum (& million liters)
nad substantial average stocks of MS during the monih of June 2020, which
fhey chose nof suppiy o their refail ouliels, instead those were held back until
the petrdd price hike. A prime example of such holding back of supply s thot of
a retail outlet of Altock Petroleum in Eminalad. Gujranwala (Annexyre 8.4} in
which only 68.000 liters of MS was supplied during fthe firsi 26 days of June [ie.
before the price hike) and a siaggerting 366,000 liters was supplied in a span of
02 doys ofier the price hike [Le. 27 and 28 June).

MANEUVERING VESSEL BERTHING AT PORT:
818 In gadition io hogrding or holding back stack in the storages during the petrol

crisis, the Commission also found the OMCs guilfy of keeping the produciin ihe
high segs. A pritme example would be of the vessel Ploutos, which was camying
57,932 MY (78,727 588 liters) of MS, o combined consignment of 7 different
OMCs. The vessal amived on 15 June bul staved ai cuter anchorage for more
than 14 days only to discharge on 29 June, 03 days after ihe price hike was
announced. This product remained ot seqa and was not discharged duting crisis
which 5 queshionable as it fransioted in addilional profii of more thon Rupees

two billion to 07 OMCs [refer to chapter 10).

NON-MAINTENANCE OF 20 DAYS STOCK

8.1 One of the aiorementioned OMC license condilions for marketing petroleum

products is to ensure that thare is g 20 days siock which can be used in case of
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emergencies and/or shortages. The couniry expelienced a petrol crisis dunng
June 2020, and while some OMCs held back ils stock. other did not have
adequaie stock in their reserves, which they could use in such a situafion.
However, OMCs were found to show litile regard for this condition, as Quality-
i Petroteurn Pvi. Lid.. which has o storage capocity of 1,954 MI. does not use
ifs sforage at all rather it supplies peirol to its retall ouilets direcily fFrom the
refineries, Hence, they do not have aven a single days’ stock in reserves - @
gross victation of the license terms. White Quality-1 Peircleum is on exireme
example, other OMCs such as Askor aiso do nof meet this condition, and
generolly have reserves of less thon the prescribed 20 days stock. This matter
has been elaborated vpon in chopters 5 and 6.

UNDER UTILIZ FULL [MPORT QUOTA

820 Duwring the petrol crisis, when the pumps were dry, i.e. petrol was noi available
at ihem, some of the OMCs did not wilize their full import quoio despite their
being @ clear need for if. hence further contributing fowards creating o peirol
shortage in the couniry. A prime example of this is Askor, which was required
fo import 12,000 MT of M5, howsaver it chose not o import any petrol at all.
Sirnilarly, HASCOL was given an impart quota of 50,000 MT during ihe month of
June 2020, however it only imported 25.4%4 M1, .e. amosi half of its quota.
Anather OWMC, namely BE Energy, delfemred its import of June, even though FR
reeting for the month of June clearly siated thal no OMC can cancel or defer
iheirimport. According to the regulation of QGRA, impori is obligalory on each
OMC and if if does not comply with the commiited import volume, a penaity
shall be imposed on the said company. However, the OMTs showed complete
disregard of this stipulation and got away with it. As g resuli, P3O had to
shovlger the burden of imporiing o greoter volume and percentage of
producis. albeit af a loss. Duning the period of crises, PSC imported 55.5% 0 of
ihe total M3, whereas its market share hisiorically has been argund 36%.

IMPORTING PETROL [N EXCESS OF STORAGE CAPACITY
8.21 Every month ihe volume of peitrofeum products to be imporied is defermined

by the abiity of the available stock and the local refingries production

0 MoEPD
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capacity to meet the projected demand for those products. And once the
overall dermand is determined, the OMCs get to import a parkicular volume
based on their storage capacities and sales. This helps ensure that their retail
oullets continue to provide consistent supply of petroleumn products (o the end
consumers. However, while some struggle to get a fair share of import guota
despite having large storage caopacities, others are able to get import quoltas
beyond their storage capacity. MY Petroleurn is a prime exarmpie of i, asit was
able to import #,000 MT of M5 in the second half of FY 2019-20 {ie. Jan - June
2020} despite only having a storage capacity of SO0 MT, and that oo a Joint
Veanture. CGiven that each month, it imported at least 1,000 T of MS, cleary
the excess MS was sold to other OMCs llegally or stored at agn illegal storage
facility, Nevertheless. MoEFD never questioned the large import volumes, rather

1he OMC was adllowed to import in excess of its storage capacity each month,

IMPORTING PETROL DESPITE NO RETAIL OUTLETS
8.22 While on one hand OMCs are allowed to import petrol at g volume beyond
therr storage capacity, on the other hand OMCs are allowed o import it
despite not having any retail outlets at all, which begs the question what are
these OmCs going to do with the petrol, Surely, they were selling it to other
CMCs. if they could not sell it themselves, Fossil Energy is a prime example of
such a company, as it has a combined storage facility across two location of
17.600 MT however it did not have any operational outlets and only 6 oullets
1hat were shown as under construction. However, despite that itimported 5.478
MT of M3 between March and July 2020. The fact that such an OMC was able
to get an import guota clearly shows that the regulators/MOEPD are ‘allowing’
such malpractices as inter-OMC sale, Another instance where the collusion
between the regulators and the OMC is evident is the fact that the OMC
imported 1,000 MT of MS on 11 March 202¢ (already mentioned briefly in
chapter 05} without having an import guota assigned previowsly. In Fact, the
representative from Fossil Energy did net even atiend the PRM that taok place
In February. However, as soon as the vessel amived, a PRM was called on the
same day and Fossil Energy was allocated an impoart guota of 1.000 MT, This,
again, shows that the regulatars and the OMCs are working hand in glove in
this entire scengrio and disopting the overall structure, where even OMCs

wihout ony operglional outlets are not only Importing large volurmes of M5 but
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5
8.23

8.24

alsa have the audacity to do so without even being assigned the import quota

by the regulators prior o the placement of order.

OF SAF PROT L

OMCs also tend tolllegally store petrol af storages which are not suitable/fit for
storaoe of petroleum products, Not only does such practice constitute
hoarding and contribute towards creating an artificial shortage of petrolin the
country, but qlso it risks the life of those infaround such storages, as it poses @
safety hazard. ¥ was proven by the explosion in Beirut in August 2020 where g
large amount of gmmonium nitrote which weas stored without proper safety
meaqsures, exploded causing 204 deaths, 6,500 injuries. and property damage
exceeding 315 bilion. While such practices are hard to detect as they are
hardly reported, but recently QGRA suspended the license of HASCOL in
Khyber Pakhtunkbwa and imposed a fine of Rs. 10 milion on the company for
Megally storing MS at Al-Shams Storage at Nowshera = g facility which was not
suitable for that purpose, and which met with an accident and caoght fire.

Another way the OMCs were found to flout the safety profocols and thus
jeopardize the safety of those located near their storage facilities was by
receiving the clearance from the Department of Explosives (i.e. getting Form
L'} without meeting its due requirements. A prime example of this was AttoCk
Petroleum getting the Form 'L’ for a storage facility of 35,000 MTs, located ot
Port Qasirm, even before the construction of the storage faclity was
completed. While the Form ‘L' was cancelled after a visit to the site by the
Commisslan's team in Qctober 2020, the issuance of the Form ‘L' in the Hrst
place shows that the OMCs often do not pay full altention to the safety
protoc ols ond are oble to get the required clearances to operate by leveraging
thelr clout.

CONCIUSION

8.25

An analysis of the practices of the OMCs suggesis that due 1o the lack of
checks and balances on them, the number of OMCs has mushroomed in
recent years, and while the rationale for granting such licenses to a high
number of OMCs was to encourage private investrment in the infrastruciure 1o

improve supply of petroleurn products in the country, due to the lack of
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reguiation and stict penalties on violgtors, the OMCs have been able to
gperate ond generate profits without investing in the infrastructure o insulating
the end consumer. The June 2020 pefrol crisis is a prime exaomple, where the
OM'Cs opted to create an arificial shdrfcge, through a range of malpractices
included but not imited to hoarding supplies in storages and high seas and
misreporting supply figures, at the expense of the end consumers, who were

deprived off continuous access to petroleum products at nominal prices.
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CHAPTER 0%
INTER-RELATED INTERESTS OF DIFFERENT OMCs AGAINST THE SPIRIT
OF OGRA RULES

.1 As mentioned earlier, the abjective of OGRA, as stated in the preamble of the
Ordinance, is to ‘foster compelition’, incregse private investment and
ownership in the midstream and downstream petraleom industry, protect the
public Inferest while respecting individueal rights and provide effective and
efficient reguiations. Towards this end. OGRA has framed the Pakistan CHl
{Refining. Blending, Transportation, Storage and Marketing) Rules 2014, in order
1o foster healthy competition among market players. One of the conditions for
granting license to set up an Ol Marketing Company i that the company is not
cffilleted in any form with any existing Oll Marketing Company operating in
Pakisten [Rule 35{1}{b}).

%2 However, instances have surfaced wherein entities are either stakehalders in
more 1han one Cil Marketing Cormpany {including its subsicliaries), ar are
holding a substantial interest {directly or/and indirectly) in different companies
Ihrough their associate companies or associate persons, or have Cross
ownerships in OMCs and  therr associatefsubsidiary  companies  efc.
Furthermeore, these assaociated/related entities are also undertaking o huge
number of transaclions with each other, raising doulbts about whether thess
contracts/amangements are on am's length basis Rule 53(vil}. Such asituation
leads to deceptive market practices and creation of a monopoly among
market players. Hence, healthy competition between comparnies cannaot be
ernsured for the benefit of the economy, In total disregard of ORGA
cbjectivesfrules as well az compefition l[aws. Some of the pertinent examplas

are menlioned below:

VITOL DUBAJ LIMITED HAVING SHARES IN TWO MAJQR OMCS

#.3 Shareholding of Vitol Dubai Limited, an internaticnal il frading company, 1n
two OMCs 15 depicted belaw:
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HASCOL
FETROCLEUM
LIMITED - 40.21%

¥ITOL DUBA -
LIMITED "

GAS AND OIL
PAKISTAN LIMITED -
10%

o

2.4  Vitol Dubgi Limited has recently acquired shares both in Hascol and GO (2019-
20]. Bolh OGRA and Competition Commission of Pakistan (CCP| have not
laken any cognizance of this issue, It is perfinent 10 mention here that Vitol is
Ihe main supplier of imporfed petroleurn products to many private OMCEs in
addition to Hascol and GO. This huge acquisition s g clear-cut step towards
monopolizotion and carfelization ¢s the OMTs are pimarily dependent on

imports.

FOS5IL ENERGY [PRIVATE} LIMITED HAVING SHARES IN HASCOL
.5 Fossil Energy (Private} Lirnited held shares in Hascol Petroleurn Limited as per the
delails below:

YEARWISE % SHAREHOLDING OF FOSSIL
EMERGY IN HASCOL PETROLEUM LIMITED

20.06%

15.00% - -

10.00%

5.00%

015 1016 2017

0.00% C e
018 2019
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.4 Invastiment of Fossil Energy [Private) Limited in other peloleum relaied

companies is as follows:

HASCOL
TERMINALS
LIWITED 2a%

VOS5 ZY &ECO

BULE
PEI:I[E‘E:%EEM TERMINALS
o 0 {PRIVATE)
. LIAITED 15%

TIGER LUBE
PETROLEUR CONTAINERS

{PRIVATE! {PRIVATE)
LIAITEE 29% LIMITED 39%

9.7 In 2015, %0 % shores of Fossil Energy (Private) Limited were held by Mr. Saleem
Butt and remaining 10% by Ms. Nazio Malik. Shares in Fossil Energy |Private)
Limited were then transfered in 2014 to Mr. Nadeem Ahmed Butt [0%). elder
brother of Mr. Saleem Butt and Ms. Areeba Buit [10%). Mr. Saleem Butt was
Chief Executive Officer (CEQ) of Hascol Petroleum Limited from 2017 to 2018,
He was also a Director in Hascol Petroleum Limited from 2011 to March 2020,

9.8  Further commaon link between Hascol and Fossil is thai the both are connected

through shareholdings in Hosc ol Termingls.

MARSHAL GAS [PRIVATE) LIMITED HAVING SHARES IN HASCOL AND ANOTHER OMC
9.9 Marshal Gas [Privaie) Limited holds 6.44% shares in Hascol Petroleum Limited.

At the some time, Marshal Gas [Pvi] Ltd, has shares in another OMC, Tiger
Petroleum Limited, One of the main shareholdears in Marshal Gaos (Private)
Limited is one Mr. Lioguai All who was also a Director in Hasco! from 2012 to
October 2017,
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MARIHAL ]

GAS (PVT] LTD

HASCOL PETRGLEUM TIGER PETROLEURA
PV, LTD PYT. LTD
5.44% 29 %

.10 The interrelation is further elaborated by the following:

MARSHAL GAS
[PVT) LTD

TIGER
PETROLEUM
(P¥T] LTD

LUBE
CONTAINERS
[PVT] LTD

FOS51L ENERGY
(PWT) LTD

.11  Some other stark examples of such inegularities are summatrized below:

i, Two OMCs by the name of Zoorm Patroleum Lid. and Ioom Qil Marketing
Company Lid. are owned by ane Mr. Ashad mahmood and his san ar.
Umer Arshad respactively.

i.  mr. Sceed Mehdi, a renowned former buregucrat, who remained
Chairrman of Board of Directors in Sul Northem Gas Pipeline Limited [SNGFL]
from 2014-17, owns magjor shares in an OmE, namely Guality 1 Petraleumn
Limited. Pricr 1¢ baing Chairman SNGFPL, he alsa remained Chief Executive
of other OMCs namely ADMORE and Guality 1. meanwhile mr. Saeed
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mehdi's son, Mr. Ali Faisal is the curent CEO ond holds major shares of the
OMC Exceed.

il. Another character, Mr. Homid Khan, is reported to have had exiensive
business dealings with Hascol. However, after reportedly defaulting on
huge credii in Hascol, he hos now esiablished o company by the nome of
Fuel Experts [Pyl Limited. Although Fuel Experts is not an OMC, it is dealing
with supply of petraleurmn products by procuring it from different CMCs ond
openly supplying it to several retail ouileis countrywide on his seli-
generofed invoices ond delivery notes which is violgtion of OGRA rules.

iv. Similarly, anoiher such privote company, Sitarg Pefroleumn Services Limited,
again not an OMC, is reportedly in the business of supplving peirdleum
products, Up to 2017, Sitara Petroleum Services Lid™s mojor shareholder and
crwner was Mr. Khalid Rigz, olsa the owner of OMC GO, Prasently, the
majarity shares of Sitarg Peticleun Services Lid. (0%} hoave been
transferred to ane Mr. Tahir lgbol, younger brother of Mr. Khalid Riciz,

CBIERVATIONS
¥.12 Fom the obove exgmples, it is evident that OQGRA ond Competifion

Commission of Pokiston [CCP] hove been ohbiivious o their duties as o
waotchdog, Rather OGRA has encouraged and helped build vp @ monopolistic
sifugition, in stark contrast with its mandaie, When enquired from CCP officicls,
ihey replied ihat CCP anly takes cognizance when share of a player exceeds
40% in any given business/industry, [t is olso evideni that most of the OMCs are
being run by a small group or cantel. some pecple hop from ane company 1o
another through o revoiving door. The ingquiry Commission, despite its huge
londscape of TORs, has detected these anomalies in g short penod of time. To
safeguard such malpractices is on embedded part of CGRA rules. The inaction
on part of OGRA again raises a senous question towards establishmeni ond

working of such an entity.
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10.1

T2

CHAPIER 10
QUANTUM OF FUEL HOARDING AND ITS ECONOMIC IMPACT

The monih of June 2020, in which a fuel shortage was experienced, not only
saw a reduction in the overall volurme of fuel supplied by the OMCs, but glso @
sudden change in the market shoare of the OMCs, whereby the market share
of Pakisian Siate Ol {PSO} increqsed while that of other OMCs dipped.

The Commission used the doto provided by MoEPD of company -wise/month-
wise sales of MS for FY2012-20 to determine fhe market share of each OMC
before and during the fuel shoricge. The pre-fuel shortage market share of
each OMO was calculated using the MS supply figures rom July 2019 o Dec
2019, where the average monthly morket consumpiion was 857, 57 1MTs. Thesa

market shares are presented in the table below':

Table 24: Cetail of Average Monthly Supply and Market share of OMCs From July
1% to Dec 201%

OMC J Jul = Dre 2019 Average Monthly Supply {MTs) | Markef Share
T

PSO ! 255,029 .50 98 7R,
Shell /6,695.31 11.66%
Attock o7 76530 8.78%
Tolal Parco 91.032.67 13.84%
Purng 13,515.44 7045
Hasool 41,%6%.50 ARG
ASKAR 294554 | 577
BEPPL [MkIg) 23,342.23 3 559
Be ENERGY 15,992.43 7 .43%,
ZO0M 3.340.87 051%
GO 57 8i0.33 8797
oro 20971 0.03%
HORIZON 1.690.17 Q175
1MOPL 3,414 0.55%,
FUELERS F T O11%
AMPL i,008 0.15%
EXCEED i 644 O.95%,
FLOW B54 0.13%

Source: MoEPD

1 82 7% of the M3 supply was providad by 1B OMCs, hence the remaiming 14 OMCs hava
been excluded from the analysis
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10.3  These market share percentages were multiplied by the ftotal M5 market
consumption durng June 2020 (734,900 MTs) to project the volume of fuel that
each OMC was expected to supply during the fuel shortage, assuming market
share remaoined the same, or that therse was no withholding fhoarding of fuel.
These figures were subsequently compared with the actual supply figures to
determine the difference. The table below shows this difference:

_ Table 25: Analysis of Projected and Actual Sale Inthe Month of June 2020
Jun 2020 Jun 2020 '
GMC Projected Supply | Actual Supply | Difference Dme;: nce ;,:::ﬁ;,
{MTs) [MTs)

3 285,021 356856 F1.83k 25% 48 56%
Shell 85715 69,733 [15981] -19% 9 497
Attock 64,558 54,326 {10.232] -16% 7.39%
Total Porco 101.738 89611 {12127] . -12% 12 19%,
PumQO 15,105 944 {5.158) -34% 1.35%,
Hxscol 44,905 35,447 {5.458) -18% 523%
ASEAR 11,137 6416 {4.722) -42% 087%
BPPL {Mkigy) 26,110 23,909 (2.200) 8% 3.05%,
Be ENERGY 17.873 6,004 (11,867 ° -&6% 0877
FO0OM 3,734 1,858 (1.874] -50% 0.25%
ST 64,6409 &7 070 2,461 4% 2.13%
T 224 110 {125} -53% 001%
HORIZON 1.218 480 (738) -41% 0.07%
IMOPL 4,039 2048 | (1991) -49% 0.28%
FUELERS 800 174 [628) -78% 0.02%
AMNPL 1,124 &2 [514] -44% 0.08%
EXCEED 1.837 0] {1.837] -100% O.00%
FLOWY 955 735 [220] -23% 0.10%
10.4 As seen from the foble above, besides PSO and GO (later found to be over

reportad), the actual fuel supply of all OMCs was below the projected figures,
which shows thot they withheld or hoorded the supply during June 2020, o
aven chose not to import ot all. The supply of 10 out of the 18 OMCs was at
least one-third [33%) less than the projected figure. As o result of other OMCs

" holding back supply of MS, PSO - a state institution =had to oddress the shorttall

to meel the market demand. and in the process incurred additional losses,
since they were already providing fuel ot a loss (which was purchased at arate
that was abave the governmment stipulated selling price). During June 2020, the
market share of PSO rose from the historic average of about 38% 10 49%.
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indicating that they were elfectively calering to almost half of the markel
demand for M3 during June 2020,

INACCURACY OF REPORTED DATA

10.5

10.6

10.7

While the sales figures reported by OMCs to MoEPD were below the monihly
average. even these reported figures seem fo be an oversiatement as per the
findings of the ground checks conducted by the Commission.

Buring ihe exercise of verilying the figures of MS supplied 1o the retail cutlets by
the OMCs, the Commission found many discrepancies in the data. It showed
thai the figures supplied by OMCs were often fudged and inaccurate.

Since verifying fuel supplies friom all petrol pumps was not possible, the
Comrrission opied to fake a random sample of 94 retail outlets of 09 OMCs to
gauge the guaontum of less supply as compared to reported ligures. The
findings are provided below:

Table 24&: Discrepancy Between Dola provided by OMCs and Ground Checks by

Commlssion
gﬁ;:g:r:; :u]::fjgf:fg?; ?ﬁiéﬁ:;négg;% Disgrep?:;g in
OMCs outlets as per Proforma-3 ° g;::; s roun VPP
M5 Petrol {Lir} M35 Petro? {Lir) M3 Petral
GO 2,458,000 1,385,404 -47 B8%
attock 800,000 H 456 000 -43.00%
Shiedl 3,344 000 1 112,000 (b S £
Gudtity 1 135,000 51.800 -81.63%
Askar 781,348 446,987 -93.99%
BYC O 2228517 1,355,934 -37.18%
Fumna 431,222 201,783 -55.28%
Total Parco PEB.GEY B54,344 -11.83%
Hascol 11,489,088 5,294,782 =57 01%
Total 22854, 1464 12,761,036 -44.17
Source. Balo Provided by CMCs ond Ground Checking by fhe Commission {Delall Aloched in

Annexure 101}

10.8

As evident from the table above, there was a discrepancy for more than 44%
in the M5 supply numbers reparted by the § OMCs 10 the locations where
ground checks were. conducted by the Commission. This misreporting or
number fudging Is Indicative of fyel hoarding, whereby the OMCs withheld the
supply of fuel to the retail sutlets, thus creating ¢ shedage, however atthe same
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10.%

time reporling higher supply numbers. tiost notable s the variance in the
supply by Askar to ifs retail outlets, whereby the MS supply numbers reported
by the OMC were overstated by 4% Similarly, Hascol over-reported its supply
nuombers by around 57%. |

If the misreporting of these OMCs s exfrapolated for the overall supply numbers
to allils retail outlets, the numbers are staggering. as shown in the table below:

Table 27: Discrepancy in M35 Supply During the Month of June 1020

Dlscrepancyin | oo borted Supply In June 2020 Es:::ﬂ::u{:;;r
OMCs s Peirol Pefrol Supply
supply
Reporing % | a5 Petrol (MT) | MS Petrol (1) | MS Petrol [Lir)
GO _47.88% 67,070 21,148,130 43,641,725
Allock -43.00% 54,326 73.829,034 31,746,485
shell 06.94% 49.733 94,747,147 6,574,840
Quaility 1 _61.63% 145 224,235 | 138,194
Askar -9399% 6414 8719344 8.195.311
Byco 39.16% 23,909 32,492,331 12,723,997
PumQ _55.28% 9.946 | 13516614 7,471,984
Tatall Farco -11.83% a%.411 121,781,347 14,404,234
Hascol -57.01% 38,447 52,249,473 29,787,425
Total -44.17 359,623 488,727 457 215,871,005
Source: MofFD

10.10 As evident from the table above, more than 215 million liters of M3 is estimated

10.11

to have been overreported by these # OMCs alone, with GO over-reporting
about 43 million Iiters of MS and AHock over-reporting 31 million liters of MS.
Prapartional to its market share. Shell was found to be lowest in aver reporting.
By over-reporting sales, the OMCs effectively hoarded the differential quantum
of fuel, which they were able 1o sell of later ot higherrates {Rs. 100,11 instead of
Rs.74.52). The odaditional profits that they were abile to make by doing so are
presented in the table below:
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Table 28: Financial Implicalion of $hort Supgly

OMEs Estimated Over-kep_oded M5 Petrol Finoncial Implications
supply (Liters) (Rs.}
GO 43,641,725 i,116,791,734
Attock 31,744,485 B12 392,541
Shiel) 4,576,840 148,301,334
Quality | 138,154 B 3.536.436
Askar 8195311 209,71801%
BYCO 12,723,997 325,407,079
Puma ) 7471 984 191,208,074
Tolal Farco 4,406,734 348,468,312
Hascol 29,787,425 742,260,194
Total 215,871,004 5,524 13% 044

10.12 As seenin the fable, the § OMCs are esiimated to have made in excess 1o PER
5.5 billion, with GO having made estimgted profifs in excess of §5.1.12 billion
and Attack having made in exceass of Rs. 812 million. It is pertineni io meniion
here that while GO's market share increased slightly duning the fuel shortage
period, i.e. that they were suoplving more than their projecied figure, however
as evideni from the analysis in ihis section, they were over-reporiing sales and
he actual supply numbers were much lower. Same goes for all other privats

OMUCs with some degree of variance.

HOARDING AT HIGH SEAS

10,13 The Cormmission also found practices of hoording ot high seos, whereby fhe
vassel ‘Plouios’ which was camying 57,932 mMTs of MS of o combination of 7
OMCs [Hascol, GO, TAJ, Toom Marketing, Zoom Peirocleum, PUMA, MY
Peitrcleumn). armived on 15042020 and the guanium it was Camying was
supposed o be sold in the same month to overcome the severe shorage. I
remained on high seqs and was only discharged alter the incregse of seling
price of MS was notified. Hence, the additiongl profit that the OMCs eamed
just by holding ihis vassel on high seas is tabulaled below:

Table 29: Financlal Implic afion of Plautus Vessel

CMCs Quandifies of M5 {Liters} Financia! Implications {Rs.}
GO 40, 485,742 1.041,148,138
Hoscof 0,375,844 521 443 489
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Taj Gosoline 5436000 139,107,240
Ioom Maorkeling 1.359.000 34776810
Zoom Pelroleum 2,718,000 ‘ 69,553,620

My Petroleum 1.35%.000 34774810
Purma &, 795,000 173.884.,050
Total 78,727,588 2,014,490,157

10.14 The additional profits incurred by the OMCs through the delayed discharge
and sale are astimated fo be Rs. 2.071 bilion with the major beneficiary being
GO that profited by over Rs.1.04 billien followed by Hascol, which profited by
Rs. 521 million. It is not a mere coincidence that the international supplier of the
said vessel was 'Vitol' that also possess significant shareholdings in both GO
and Hascol.

1015 Added to the previous figure of Rs. 5524,132.0446, the amount totals to a
staggering Rs. 7 Rillion plus figure.

HOARDING AT DEPGTS

10.14 During the Commission's visit 1o Karachi, records of some private depots were
analyzed, which indicated that some OMCs were involved in storing their
products in depots in the month of June 2020, instead of supplying them to the
retail cutlets. For exadmple, Hascol had a share in a vessel namely "MT Nordic
Anne' that was discharged on 28-05-2020, even before the start of June. Hascol
stored 11,499 #Ts of M5 from their share in o storage depot operated by
Pakistan Molasses Co. Pvt Ltd (PMC) in Keamarni, Karachi. Record obtained from
PMC {Annexure 10.2) and its subsequent analysis shows that the same praduct,
even though arriving before the start of the menth of June 2020, remained
untouched throughout the period of shortage, only fo be discharged in the
succeesding month of Jduly. Hence, only from this hoarded and withheld
quantum, Hascol jiegally profited by FKR 404,853,900, Exercise of analyzing
hoarded quantum in depots across the country, especially in Karachi, for
calculating the potential profits reaped by doing so requires detailed
information alxout ifs procurement, which is a matter of further investigation.
Clearly, the requlatory authority (OGRA)] and MoEPD acted as mere by-

standers during this period of crisis.
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1.1

11.2

11.3

CHAPTER 11
QOIL REFINERIES IN PAKISTAN

rRefinery meons o facility where refining of crude il is camed out for extrachion
of peiroleum producis for onword diskibulion 1o Oil Marketing Companies
{OMCs). In Pakisian, refineries use both local crude ol and imporied crude o
for refinement. Local crude oil comes from locol ¢il fields which is roughly 30%12
of the folal crude cil refined by all refineries combined. In order 1o reduce
outside dependence for petroleum producis ond o build strotegic reserves,
refineries are held crucial for Sny country,

Pricr 1o the promulgation of Pokision Qil {Refining, Blending, Transporiation,
Storage & mMarketing] Rules, 20146, the relineries were governed under the
Petroleum Rulas, 1971, According to the Section 7 10 14 of Pokistan Petraleumn
Rules, 1971, submission. approvol, chonge in produciion program, processing
of crude oil. opproval of specification of products ond impored pefroleum
products, specify minimum crude off stocks and submission ©f information by
refineries were under the domain of DG Oil as an "Authoenty'. Notwithstanding
ihe fact that ofter the promulgotion of Petroleum Rules 2006 OGRA hos
gssumed the exclusive contrgl on the icensing of the existing refineries, MOEPD
continues monopolizing the operation of refingries under the erstwhile
Pefroleum Rules, 1971,

Currenily, there are 06 oil refineries operaiing in the countty and conhibuling
significantly in the peircleum needs through indigenous produciion. The delail

of refineries is as under:

i. Afbtock Refinery Limited
ii. BYCO Peloleum Pakistan Limited
ii. National Refinery Limited
iv. Pokision Refinery Limited
v. Pok- Arab Refinery Limited
vi. EMAR Peliotech Services Private Limited

2 WMoEPD
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11.4 ENAR Petrotech Services [Refinery), situated in Karachi, is operating under the
adiministrative control of Ministry of Industries and Production which is not @
member af OCAC and only provides production dota os part of its historical
practice. it dees not share ony exportfsales data with OCAC, It does not
participate in Product Review Meeting (PRM] of Ministry of Energy (Pefroleum
Division), ENAR specializes in production Of fugls for defence purposes only. It
has two special plants for producing fuels for strategic purposes at Korangi
Industrici Area and Manghopir, kargchi. Since the general pubtilic i not the
consumer of petroleurn products of ENAR. the Commission has not probed its
operahions.

1.5 The remaining 05 il refineries are operating under the policy guidelines aof
Minisiry of Energy {(Petroleurn Division] with overall instalted capacity of 19.37
MMTs per vear. The largest ¢il refinery company is BYCO Petroleum Pokistan
Limited with installed capacity of 7.17 MMTs per vear.

11.46  Oif refingries os against the installed copacity are as follows:

Table 30 Instailed Capacity of Qil Refineries in Pakistan

Name of Refinaries Instalied Capacity MMT/Year Localion
BYCO Petroleum Pakisian Limtied 747 Hub
Pok-Argly Refinery Limited 4.50 rehimood Kol
mational Refinery Limited 283 Earcchi
Atfock Refinery Limited 2.44 Rowatpindi
Pakistan Retfinery Limited 21 Earcachi

TOTAL 19.37
Source: OGRA

11.7  Every ail refinery processes crude oil intg [ollowing petraleurn praducts:

i. Motor Spirit (M5}
ii. High Speed Diesel [HSD)
i, Liguefied Petroleumn Gos [LPG)
.  Kerosene
v. Furnace G (FO)

vi.  Jetf A-)
vii, JP-B
wiii.  Naphtha

ik, Sulphur

X Lube base ol
X,  Bitumen
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FRCDUCTICN OF REFINERIES

11.8 Total production for FY 2019-20 of Motor Gasoline (MS) and High-Speed Diesel
[HSD) by the refineries were 1,973,444 MT and 3,741,783 MT respectively. As
discussed already. OMCs consume both local petroleum products produced
by refineries and the imported pefoleurn products. Localinput of refineries to
CMCs in M5 and H5D supply were 26.26% and 58.16% respectively in FY 2019-
20.

11.%  The detail of production of all refinedies for the FY 2019-20 is given below:
Table 31: Product wise detail of Qil Reflnerles production during FY 2019-20

Ma H5D
Name of Refinery (M1} Noame of Refinery (A1)
PARCO 841,707 PARCO 1,222,757
ARL 493,043 EFFL gee, 207
BPPL 3¥s.018 NRL 429,140
PRL 219,458 PRL 511,536
HNRL 202,958 ARL 479,143
Total 1.#73.444 Total 3,741,783
Source: OCAC
SALES GF REFINERIES

11.10 Tolal sales of refineries of MS and High-Speed Diesel [HSD) during FY year 2019-

1.1

11.12

20 were 1,995,532 MT and 3,825,124 MT respectively. Local input of refineries to
OMCs in MS and HSD sales were 286.55% & 57.23% raspectively of the total
industry sale in FY 2019-20.

The il industry rmeeats its deficit reguirements of M3 and HSD e 73.45% &
42.59% respeciively by importing refined petroleumn products from other
couniries.

Pak Arab Refinery is the largest oil refinery producing 33.29% of M5 and 32.54%
of H5D of the total production of refineries and its share in the industial sale of
MS and HSD are 8.84% and 18.70% respeciively.
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Table 32: Refinery sale during FY 2019-20

Zage of Total “age of Tatal
Lales of Refineries of FY 201%-20
Refinery sdle Industry sale
Ms High MS s:!f:d WS S:IE:d
Refinery Name {MT) DI:E;TI:%T] M1y | Diesel | (M1 | Dlesel
(MT] (MT}
FARCO 464,298 1,245,599 33.29% | 3254% 8.84% | 18.70%
ARL 484,034 478,072 24 34% 12.50% &£47% | 7.18%
BPPL . 430,385 984,340 21.57% | 25.73% 573% | I477%
PFRL : 229032 501,793 11.48% 13.12% 305% | 7.53%
NRL 185,784 415323 931% 14.09% 247% | 7.24%
Total 1,995,532 | 3.815,125
industry Sale 7.515281 | 6452415
%oge of Ol
Indystry Sale from | 26.55% 5T 41%
Refineries

Saurce: Dala from Ol Refinenes

PURCHASE OF CRUDE OJL BY REFINERIES
11.13 Total crude imported by the refineries duning the FY 2019-20 was 4,759,857 MT,

whereas intake of crude oil from local ailfields was 2,832,203 MT. Hence,
refineries processed a total of $,592,060 MT crude oll during the said pedod.

11.14 PARCO is the largest contributor in refinement of pefroleum products which
coptures share to the tune of 29.92% of the fotal indusiry.

Table 33: Detolls of Refineries Purchase of Crude oil For FY 2017-20

Name of Refinery Crude Imporded | Local Crude Total Share of
MT M1 Mr Refineries
PARCO 2469725 400,183 2849908 29.92%
BYCO 2017730 114,341 2.134.071 22 35%
ARL a 1,484,720 1.684,720 17.56%
MEL 1.185.881 407,275 1.593.154 16.61%
PRL 1.084.522 223,684 1,310,204 13.46%
Total 8,759 857 2,832,203 ?.5%2050 . 100.00%

Source:; Relinerles Dato

STORAGE CAPACITY OF REFINERIES
11.15 The chart below shows the storage capacities of refineries. Whereas PARCO

leads the list with storage capacity of crude oil clocking af 208,000 MT and HSD
ot 55,000 MT, the storage capacity of MS is highest in BYCO with 23,984 mT.
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Toble 34: Staroge Capachy of Refineries

Crude M3 H5D
Name of OMC " o T

FARCO 208,000 - 15.000 55,000
NRL 187,566 15,894 35,719

PRL 187,000 20.000 8,000
BYCO 128,000 23,986 62.372*
ARL 94,779 17,395 19.214
Total 805,345 101,639 180,305

Squrce: Refingries Dola

%the sloroge figures provided by BYCO kepl on varying and very likely Incomect.

ANALYSIS OF REFINERIES
NON-LIFTING OF LOCAL GUOTA OF PETROLEUM FPRODUCTS FROM REFINERIES

1.1& Foreign reliance of petroleum products is gradually reduced once the local

oilfields are drlled for exlracling crude oill and its subsequent processing by

refineries. Flow of crude ol from local oilfields to refineres has to be
uninterupled in order 1o keep the oiffields from being dry. Contextualizing the
unsicppable predicament of refineres 1o keep operating. one can best
undersiand the panic calls made by refineres to MOEPD abaut unkept pledges
of OMCs to ift the mandatory quota of petroleum products from refineries in
the perind dating from February to april 2020.

11.17 Tgble below shows cleary the nsing gap between the allocated liabilities of
OMCs and the actual fulfilment of those liakilities from the month of February

1o April 2020.

Table 35: Diference between Allocation in PRMs and Uplitment by OMCs
fram Refinerles

Month MS Eefinery Availabllity | Lited by OMCs Difference between
(MT) iMT) availability and iifted
(MT)
January 176,500 180,3%7 3.8%7
Fehruary 143,000 121,428 -21,572
March 148,500 104,717 -43,783
Apl 195,000 89,463 -105.537
May 239 200 275,324 36,124
June 154,500 144,5%3 10,093

Source: Minhiry of Energy [Felraleum Divlsion)
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11.18 Leas] empowered with the enforcement of legal obligaticns, refineries were
left with no other choice but to approach MGEPD 16 persuads the latter to go
for coercive/ punitive action against OMCs {correspondence record between
refineries and MoEPD has been offached as Annexure I1.1}. To the surprise of
everyone, MoEPD went for the blanket ban on the import of crude and
petroleum products instead of focusing and revitalizing ifs enforcement
measures, The MoEPD was obliged to go for revocation of licenses of OMCs
through OGRA but no such step was taken. This is also an example of state of
confusion and mis-coordination between MoEFD and OGRA.

11.1¢% Diveorced from ground reqlities and scientific calculation of demand and
supply of petraleumn products, the import embargo was asaed on conjectures
and was a knee-jerk response by MoEPD to say the least. Irespective of
Ieckdown restrictions, had it taken a Socrates to project the rising dermand of
relroleum products due to upcoming harvesting season in the month of April
20202 Ban on impaort partially interrupted the supply chain of petroleum

products.

CLOSURE OF REFINERIES DESPITE IMPORT BAN
11.20 The very philosophy of import ban was proven fallacious instantly afterwards
when 03 out of 05 refineries shut down their operations on the dates mentioned

hereunder:

Table 34: Detall of Refineries Closures

Name of Refinery Date of Clozure Duration of Clasure
National Refinery Limited 25.03.2020 31 days
BYC O Petroletm Limited 13.03.2020 & 27.03.2020 23 days
PARCO Refinery Limited 11.04,2020 12 days

Source: Minisiry of Ener airoleumn Division

11.21 Missing any palpable guidance from MOEFD in the context of shrinking
consurmption of ol praducts due to COVID 19 restrictions, other opfions of
slowing down the operations instead of closing down could have been
exercised by the refineries. Closure of refineries was another blow to the supply
chain of petroleurn products which could have been avoided with

immaculate planning and accurate demand projections.
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11.22

Fertinent to mention that the intermnational downward trend of price of
petroleurn products, countries like USA, Ching and India purchased huge

quantities to benefit their economies. |

DUTDATED PLANTS

11.23

11.24

Technological vpgradation of plants is poordy neglected by the refineries and
the MOEPD which is accentuated by the fact that all 05 refineries are operating
wilh the out-modeled hydroskimming or sermi conversion technology of
refinement. Even BYCO which was installed in 2004 is operating with age-old
hydro skimming technology. Conseguently, the refined petroleum products in
Fakistan are of EURQ | character and that too RON B7 and ROMN %1, both long
obsolete world over.

S5ince August 2020; both the import and refined petroleum products have been
vpgraded to EURD V [Annexure T11.2) although ARL. PRL and NRL are
consistently failing to comply with the requirements and are being fined by
OCGRA. Fine so collected from the non-compliant refineries are adjusted in
Inland Freight Equalization Margin {IFEM] Pool which finally contributes towards
reductionin IFEM part of price determination for the benefit of end consumer,

NON-ENHANCEMENT OF STORAGE OF CRUDE OIL

11.25

Stermming from the failure of OGREA to monitor the mirimurm storage
requirerment of crude il as per Rule 53({xiv] of Pakistarn Oil Rules 2014, refineres
did ngot make any efforts either to ensure the fifteen days cover of crude oil or
to enhance the existing storage facilities. Hod the said storage facilities been
enhanced timely, the benefits of rock bottom international prices of crude oil
or petroleurn products could have been accrued o the public during or even

qfter the Crisis of shortage.
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CHAPTER 12
RETAIL OUTLETS

12.1 It is o facility that acts as a canduit for dispensing petroleum products, M8 and
HSD, to the vehicles as end users on behalf of Ol Marketing Companies
[OMCs). Itis a commercial site owned either by OMCs ar private persons where
sale of petruleum produck takes place between consumers and sellers. Its
operctions and day to day aclivities are monitared by the concerned OMCs,
Intergction between public and commercial entities owning these retail outlets

takes place here.

LAWS, RULES AND PROCEDURES GOVERNING RETAIL OUTLETS

12,2 Prior ta OGRA Crdinance 2002, it was mandatory for the OMCs to obtain
permission in writing fram the 'Authority' (Ministry of Energy Petraleum Division)
to setup a retail cutlet for selling of M5 and HED to end users [Rules 246 (2) of
Pakistan Patraleum Rules, 1971).

12.3 Sub-Rule (2] of Rule 24 of Pakistan Fetroleum Bules, 1971 was deleted in 1992
vide $.R.O No. 194(1)/92, dated 15-03-1992 (Annexure 12.1). After the deietion
of Sub-Rule (2], no permission was required for setting U new retail cutiets from
the ‘Authority’. In the absence of any legal ceiling for sething up new retai
outlets, the OMCs established a large number of retail cutlets beyond their
stforage capacity.

12.4 Refusing to learn from the gaps left in Petroleum Rules 1971, no provision was
made part of Pakistan Gil Rules 2014, concerning the establishment and
licensing of new retail outlets.

12.8 OGRA Circular No. OGRA-12({02)/2017-3BR, dated 24.08.2017 (Annexure 3.11)
lays down the criteria of aestablishrment of retail cutlets by OMCs. On each 40
MT starage capacity, ane retail cutlet can be built. Based on this farmula,
DGRA allocates the maximum cefling 1o an OMC to construct retail outlets.

12,6 Remaining within the allocated ceiling of retail cutlets, an OMC has two options
to construct the retal autlets. It can either go for the private investors or
construct the retall cutlets by itself. In case of private investors, the OMC
collects applications and relevant documents from the applicants for further

processing.
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12.7 The

following are the prerequisites for setting up new retail outlet: -
Site visit and feasibility preparation by OMC and feedback o dealer {in
cose of private investor). '
Site approval by the OMC.
Dealer gpplication for setting up new retaill cutlets along with site
ownership documents and joining fee to OMC.
Signing of MOU, share agreement and construction agreement between
OMC and dealer.

v. Site visit by the engineers of OMCs and preparation of layout plan in
consultation with dealer.

vi. Signing of lease deed of the site land.

vii. Issugance of NOC and layout plan by the OMCs to dedaler for Deputy
Commissioner's NGC.

viii. Application to Deputy Commissioner concerned for NOC,

ik, NOCs of different deparments required by the Deputy Commissionsr
Office (ke Traffic, Environment Protection Agency, Civil Defence elc.

%x. Issuance of final NOC by D.C in District Petrol Committee Meeting held
every month.

xi, Subrmission of layout plan for the approval of construction of new retail
outlet to the Department of Explasives.

xi. Tentative approvai by Department of Explosives.

xii. Construction of sites by dealers under supervision of OMCs,

xiv. Inspection and ssuance of completion cerdificate by the Department of
Explosives.

xv. Issuance of Form 'K license by the Department of Explosives.

xvi. Retail outlet starfs commercial sales.

INSPECTIONS

12.8 Rule 54 of Pakistan Cil Rules 2014, empowers the ‘“Authority’ [OGRA] to

authorize any person (Inspection Officer) including Cistrict Coordination Officer

(now DCs) fo enfer, inspect and examine any premises, facility or installations,

owned or cperated by an il Marketing Company. All members of the

Authorty have autharization and powers of Inspection Cfficer.
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12,9 According to the Sections 13, 14 & 246 of the Petroleum Act, 1934, the Federal
Government (Department of Explosives) s empowerad to authorize any officer
by name or by virtue of office o eiter and inspect any place where petroleum
is being imported, stored, produced, refined, or blendad, inspection and
samling of petroleuom and to seize, detain or remove any petraleum product
in respect of which an offence under the said Act has been commitled. The
Department of Explosives under Rules 114 & 115 (3chedule-1) of the Petroleum
Fules, 19237 issues Farm ‘K' to store petroleum in @ tank or tanks in connection
with o pumy outfit for fueling motor conveyances for ocne year. The license sa
issued is renewable after inspection by the Departrment of Explosives far one

year.

MALPRACTICES
ILLEGA TL
12.10 Any relail outlet shall be deemed to be illegal in case of any of the following
sCenarios: -
. Retail outlets built over and agbove the maximum ceiling gllccated to an
OMC refer to para 12.5 above).
it. Expiry or absence of Form ‘K’ issued by Department of Explosives.
ji.  Failure to obtain NOC from the Deputy Commissicner concemed.

12.11 Based on the above crtena, the Commission has identified 603 illegal refail
outlets operating in the country as per the data suppiied by OMCs {Annexure
2.3). Being constiiuent member of the Commission, Anl-Comuption
Establishment, Punjab in collaboration with Inspection Officers of OGRA took
ihe inttiative to itsel and sealed 345 llle gal retail oullets across Punjab. The table
below shows the lacunas on the basis of which these retail outiets were

declared ilegal and corsequently sealed:
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Table 37: lllegal Retail Outlets Checked and Sealed by ACE, Punjab

REGION-WISE DETAIL OF ILLEGAL PETROL PUMPS

Exploshve
DC NOC License K- Actian Token
Avaloble Form Remalning
Total N, | Toial No. Available Petrol
Sr. of Pehai | O Pefrel Pumps to
No. | ACE Reglon PFumps
: PUMPS | checked be
' Nan- Checked
i Yes | No | Yes | No | Sealed | Seale | Others
| d
I Lahore-A, 14 14 a 12 §] 12 12 0 2 o
2 Lohogre-6 44 44 21 20 7 34 33 f 3 4]
3 | Suiranweala Ba Bs 54 20 1% 57 55 21 10 4]
4 Fawralgindi 42 41 24 12 14 22 18 12 & 1
L] Foiseabny o =0 = 24 7 15 28 24 17 7 o
& | Sargodho 44 43 34 z 27 11 7 29 5 3
¥ Sobvivesl ra 71 Kl 31 20 47 4% 20 2 0
8 Multan 85 a2 27 74 14 Al a7 Pl & 3
9 Bohawalpur 145 144 124 ‘B i 57 &4 7a 12 0
1G i GG Khon 54 24 31 25 28 ] 28 28 0 0
Total &42 &35 395 187 | 223 | 359 245 237 a3 7

REGULARIZATION OF |LLEGAL FPETRQL PUMPS

12.12 all efforts of the Commission to arive at a verified figure of the number of retail

outlels built within the ceiling apportioned to OMCs were unsuccessful. Figures

submitted by Departrent of Explosives, OMCs and OGRA are at variance with

each olher. The chart below demonstrates the point very Clearly:

Table 38: of Retail Outlets as Per OMCs, OGRA and Depariment of Explosives

RETAIL OUTLETS IN THE COUNTRY

Cepartment of Explosives

OGRA™

OMCs

2122

9247

9,267

fource: GG RA and Depoanment of Explosives

12.13 To the surprise of the Commission. a plethora of illegal retail outlets were

regulanzed’ by QGRA by imposing meager fines of Rs. 244.9 million in total out

of which only Rs. 138.4 million was collected. The retail cutlets regularized after

deposiling fines were 733 il 20192, This illegal regudarization done by a regulatory

Authority like OGRA, ipso facto, stimulated and encouraged the mushroom

 Figures repored by OMCs to OGRA. OGRA doss not have its own data regarding operational retail
oullets intha country.
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agrowth of illegal retail outlets, a practice still continuing. Many retail outlets
were built without any regard to the actual storage built by an OMC. Not
stopping here, OGRA nat only reqularized the existing illegal refail outiets but
oo enhanced the cailing of many OMCs bosaed on mere pledge to construct

further storage facilities.

UNLAWFUL FURCHASE, ADULTERATION AND SALE OF SMUGGLED PETROLEUM PRODUCTS
12.14 45 discussed already in Para 11.11 above, there are 603 illegal retail outlets

operating in the country which have neither been regularized by OGRA nor
owned by OMCs. These unbridled retail oullets have nat been fed with
petroleum products from OMCs. Consequently, their only reliance for getting
petroleum products is through smuggling or uniawful purchase from biack
marketers, other OMCs or hoarders. Unchecked by any regulatory authority,
OMC or Dislrict Administration, these retail outlets are left with no other choice
but to adulterate other hydrocarbon chemicals with M3 and H5D or Kerosene
with H5D. Given the limited scope and time availoble 1o the Commission,
infrusive probe was not possible. Hence, OGRA, MOEPD, OMCs, Department af
Explosives and District Administration concermed must carry out an exhavstive
exercise into the gperations and subsequent elimination of these llegal retail

outlets,

JEQPARDY TO PUBLIC SECURITY

1215 Al retail outlets not hoving Form 'K' pose us g serious threat to the public at
large. Many of the above-mentioned ilegal retqil outiets have been
established amidst densely populated areqs which can cause major disaster

any time in future.
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13.1

13.2

CHAPTER 13
OIL COMPANY ADVISORY COUNCIL (OCAC)

The Qi Company Advisory Council [OCAC) is an independent organization
formed by refineres, Qi Marketing Companies [OMCs) ond pipeline
companies. It represents the downstream ofl industry at vanous government
and non-government forms in matters of common interests to the industry, |t
collects dafa from its member companies and prepares downstream il
statistics and reports for the use of its membears for planning and operational
PUIpOses.

The staff of OQCAC compnses of only 12 officials and their office is located in
Karachi. t charges any new member an exorbitant joining fee of Rs.] miliion.
Additionally, all its 3% members [as of November 2020) have to pay an annuadi
membership fee which is levied equally on all members, and which can be as
high as 2.5 milicn per yvear. Furthermore, the OCAC imposes heavy penalties

for non- or late payments of the annual membershio fees.

FUNCTIONS OF QCAC

DATA MANAGEMENT

13.3

As per QCAC, the data it collates and prepares for its memibers is for
information and planning purposes only, and is not intended to provide
professional, investrment, or any other type of advice or recommendation, The
data is provided to OCAC by its members to which such data reiates, and
OCAC merely reproduces this data and collates the same for internal
consumption of itt members. It does not undertake any independent
verification as to the veracity of the data. Moreover, neither OCAC nor any of
its employees make any warranty {express or implied] or take or assume any
reér}onsfbili’ry for the use of any information contained therein. Furthermaore,
OCAC gives no assurance for the wvaiidity, accuracy, corectness of
completeneass of the information quoted, and urges any person seeking to rely
upon the information containad in its data to undertake his/her own reésearch
and due diigence with respect to the infarmation and to independently verify

the focts af theirend.
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BERTHING OF VESSELS AT PORTS

13.4

13.5

The QCAC maintains that vessel berthing is an operational activity between
the importer/consignees {OMCs and refineries) and the respective Port
Autharities (KPT/PQA-FOTCO) and they have been mandated by its member
companies to act on their behalf. They have been camrying cut the
coordination of petroleum product vessels and their berthing for past few
decades based ¢n the industry's protocel. The decisions for berthing of
petroleurm product vessels are taken by the respective importers/oconsignees
based on their supply chain considerations, which is intimated to OCAC to
cacrdinate berthing instructions to respective port authorities. As part of the
vesse! coordination process, GCAC books the laycan (laydays canceling),
which is the fime window during which the amiving vessal must tender Notice
of Readiness [NOR)/ Arrival, for berthing of vessels based on import plans of
refineries and CGMCs.

It is pertinent to note that OCAC aversees all matlers related to berthing.
Berthing of vessels is ¢ critical function as it directly relates to management of
the petroleum stock pasition in the country and should ideally be managed by
the government itself. However, in case of Pakistan, OCAC — an independeant
organization which was formed to serve as o consultative body and
spokespersan of downstream il industry only — is managing it. In simple words,
CCALC can delay or expedite bearthing of any vesse| by exercising its power. In
timeas of crisis and fluctuating prices this act on part of QCAC can cause
profitfloss of millions of rupees to any OMC.

INLAND FREIGHT EGUALIZATION MARGIN {IFEM}

134

137

IFEM is a common pool of all freight costs (road/frail/pipeline) to keep prices of
petroleum products equalized across the country, which is an integral part of
price structure of petroleumn products that is regulated and managed by
OGRA. The OCAC coordinates dli the data collation translating into the
country's freight and logistics plan, which is approved by OGRA an monthly
asis.

Schedule of al tankers on d daily basis is also Issued by OCAC, in which the
movement of petrcleurmn product is to be made up country. Without ils
membership, OMCs cannot maove their products, and neither can they be

entitled to freight adjustments under IFEM,
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PRODUCT REVIEW MEETING (PREM)
13.8 Product Review meetings chaired by Director General Qil, MoEPD are held

every maonth in which pe_’frr::nleum imports and allocation from local refineries
ore approved, OCAC coliotes the data of demand/sale forecast of OMCsand
estimaled produclion plan of refineries, as made available by the respective
member companies. Based on this. deficit/surplus 5 discussed in PRM. Alter

analysis of the same, imports are approved by DG Qil on monthly bersis.

ANALYS|S
UNRELIABLE AND INACCURATE DATA,
13.% Il is ironic that even though the petroleum industry & one of the biggest

industriesin the country in terms of finances and revenue generation, and even
has a dedicated Federal Ministry and a Regulatory authority, yet they are
unable 1o publish any annual report for the official consumption with authentic
and verificble stalistics. The annual repott issued by QCAC, called 'Paokistan Qil
Report’, is mainly reied upon by all. However g3 mentioned above, OCAC
abstains from confirming the correctness of the data, Hence the information
contdined in it con be misleading. Even during the course of the Commission.
several errors and omissions were observed in the figures reported by QCAC.
Despite that. the new entrants rely on the QCAC data for making key decisions,
and even QCAC admits that their daily reports are the Basis for planning of all -

supplies o the country’s market.

MANEUVERING BERTHING OF VESSELS AND LAYCANS
13.10 In the berthing of vessels, OCAC has complete say in the matter due to

coliusion with MoEPD, which has turned o blind sye on GCAC's activities and
has acled as a mere wbber stamp. Although an official notification was Bsued
by MOEPD on 30-03-2020 marginally mentioning that berthing instructions may
only be issued (by OCAC) to port authorities after consultation with DG Qi
(Annexure 13.1). This nofification meant nothing as the OCAC was afready
calling 1he shots in this respect and continued to do so unabated, QCAL even
changed planned berthing dates on its own without any written instructions
from the Ministry. Moreover, in the operations of berthing of vessels, OCAC has
been observed 1o issue instructions unilxterally and in some cases against the

reguests of the Government organizations, fike Pakiston National Shipping
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Corporation [PNSC), to give priority to Pakisian flag vessals, It wos also noticed
that ihe instruciions of OCAC confained the words ‘berthing of petroleum
products is entirely the prerogaiive of OCAC' It is a huge claim for such an
entity having no legal staius.

13.11 OCAC has routinely changed berthing plans for unexplained reasons. For
example, a vessel namely MT Ploutos camying MS for GO, Hascol, Zoom and
other OMCs was due to berth between 156-18/046/2020 aofter amving ©n
15f06{2020. However, with interveniion of QCALC, fhe ship berhed on
290412020, This action avoided loss fo the aforemeniioned private OMCs by a
voldme of 57, 932MTs {78,729 588 liters) of MS. By the same token, the Staje-
owned OMC PSO bore the burden of loss incurred duning June 2020

MANIPULATION OF [FEM AND ADJUSTMENTS

13.12 A vyeariy audit is necessary for adjustmenis under IFEM bud it has nof been done
since the FY 2011-2012. moreover, IFEM manipulation is also being done by
some OMCs with fhe connivance of OCAC for cloiming IFEM amouni for

nonexistent supplies vpcouniry. Same has been discussed in the chapter on
OMCs. with g pertinent example that g peirel pume of Hascal in Upper Dir was
shawn in record to receive an extroordinary supply of 1,058,600 lilers MS during
June 2020 that may have led o a significont false claim under IFEM. Such
anomalies were never poinfed out by OCAC thal shows fhal they have no
check and balance on the whole exercise. Mosi OMCs complained io the
Commission regarding siale of aoffairs under (FEM which requires further

investigation.

OVERWHEIMING ROLE [N PRODUCT REVIEW MEETING (PRM)

13.13 Although the OG Qil chairs the mestings. QCAC has a very dominant rale in
the PRM where impor and local refinery allocaiions are decided. In fheir own
orovided brief on OCAC and its activities, i staies ‘The DG O, Ministry of
Pefroleum, chairs the monihly Produci Review mMeeiings held af the OCAC

Forum, ajtended by dl Refinereas, Oil Marketing Comparies’, ond ‘The data for
these meetings, the coordinalion and issuance of minuies, as well as follow-up
on the decisions taken, is provided by QCAC'. Moreover, the dala input
required by PRM and the working paper to ke discussed in the PRM s provided
by OCAC. even though it claims thot they are nol responsitle for the we of
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their data at any level. Hence, OCAC acts as the brain behind decisions ta be
made in the PR, as it establishes shart term//long term supply balances, which
contain recommendations for DG Qil as well. Furthermore, although OCAC
Clairms 1o be just a participant in the PRM that is headed by BG O, and does
nol ¢laim to have any direct stake, yet the Minutes of the Meeling are issued

by it and signed by thair representative, instead of DG Oil

NCLUSION

13.14 The OCAC was established as an 'Association of Persons' in the 19405 to serve
a: o consultative body and spokesperson of downstream oil industry, It has,
howeavear, assumed a far more dominant pasition compared to even the
government departments, despite the fact that it was not established by the
Government of Pakistan {GoP) through any administrative order, act ar
ordinance.

13.15 mMembership of OCAC s mandatory for participation in Product Review
mMeelings [PRMs), hence without its OMCs, who may have the cense of
government's regulatory bady [QGRA), would not be able ta get any local or
import dllocations. Sirmilarly, OCAC membership is required for Claiming Inkand
Freight Equalization Margin {IFEM} adjustments. Fer claiming IFEM adjustments,
Inter Company Freight Settlement {ICFS) agreement is signed under OGRA,
and OCAC membership has baen surprisingly set as a pre-requisite far signing
this agreement,

13.16 Hence. the OMCs are effectivaly bound to pay up huge amounts in OCAL
membearship fees in order for them to operate within the industry. Why it never
occurred to the relevant government departments that the working being
done by this 12-membear body can easiy be done by them, with betler
frnnspﬂreﬁu:y and efficiency, is all the more surprising and baffiing. While many
OMCs hove complained about it, the tact that OCAC continuves to operate
shows that it is doing so In collusion with OGRA and Ministry of Energy Petroleum
Division {MoEPD).
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CHAPTER 14
VENUES OF IMPORT OF PETROLEUM PRODCUTS

14,1 | Crude oil and refined ol both are imported in Pakistan ot the designated ports
in Karachi. Refineries impor crude oil whereas Ol Marketing Companies import
refined oil. The following ports are associated with the import of both crude ail
and refined oil:

i.  EKarachi Port Trost ot Keamard [KFT), Karachi
ii.  Parl Mahammad Bin Gasim [FOTCO Terminal], Karachi
i,  BYCO Part {in deep seq)

IMPORT OF CRUDE OIL_MS AND HEGH-SPEED DIESEL ON PORTS DURING FY 201%-20
14.2 Before jumping to the statistics of total import of crude and petroleumn praducts

and its bifurcation as 1o the nature of product and the relevant port involved
in the process of impor, the skeletal chort below shall facilitate in
uvnderstanding of impord-nodes vis-a-vis proportion of imports of crude and

petroleum produocts.

venues of Import of
Crude and Pelroleum
Producis in Pakisian

Karachi Port Trusi at Fort Qasim [FOTC D
Keamari[KPT) Terminai)

|
BYCO Part [SPMW in deep
sen)

I Wj”@ﬂ(ﬁ;ﬁw —| N {iopEraf@uEREl | — %’j @.ﬁ%

el M T —————"

apeniiliy siRNE

._.....-W1 ] tEIt-:]I
Lmﬁw@tm%w

14.3 Tolal qwriiiiy of crude ol of imported during FY 2019-20 in Pakistan wos
4,710,665 MT, Qut of this, 70.8 % was imported at Keamari Port and 29,13% was
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14.4

14.5

14.6

impeted at BYCO refinery. No impaort of crude cil was caried out at FOTCO
Terminal during FY 2019-20.

Total quantity of M5 imported during FY 2019-20 in Pakistan was 5,370,370 a7,
60 .07% of this guantity was imporied at Keamar Port and 39.93% was decanted

at FOTCO. Na import of M3 was camied out at BYCO, Hub during the period.

Similary, total quantity of H3D imported during FY 2019-20 in Pakistan was
2,484,706 MT out of which 0.52% and 99.48% of total quantity of imported H3D
were imporfaed ot Karachi Part Trust, Keamar (KPT] and FOTCO Por
respeclively. No import of HSD was camied out at BYCO Port HUB during the
parnod.

For wise detail of import of crude cil, MS and HSD for FY 2019-2)is given below:

Table 3%: Port wise detail of impoerted petrelevm products

Petrolevm Products Handled at Pords (2019-20)

Product KPF FOTCO BYCO Fort Total KFT FOTCO BYCO Port
Guantity | Quanfily Guantiy GQuanflly | %oge of | %age of age of
1B (MT] {MT) {MT) Share Share Share
Crude Cil 4755954 - 1,954,711 6,710,645 7087% 0.00% 29.13%
M3 (P2 RON) | 3725748 | 2,144,672 - 2,370,370 &0.07% I 93% 0.00%
HiD 12,949 2,471,757 - 2484706 1 052% 99.48% 0.52%
source: QCAC
KARACHI PORT TRUST AT KEAMARI (KPT), KARACHI
14.7  Karachi Pod Trust at Keamari (KPT) is the largest and busiest part in Pakistan. KPT

148

is dll-weather port and is capable of handling import vessel/cargoes in all kinds
of weather condition. KPT is hondling obout 286 MMTS of vesselfoargo per
annum which includes 14 MMTs of liguid and 12 MaTs of dry cargo for which
there are 30 dry cargo and 3 liquid carge handling berths. Petrcleum products
vessels/cargosas handling berths are Qil Pier (OF) 1, 2 & 3. GP 2is fully func.:tionﬂl
whereas, OP 1 is not 100% operational and OF 3is non- functicnal since 2018.
Karachi Port Trust (KPT] has a capacity to handle 25 MMTs petroleum products
per annum, but only 1316 14 MMTs/per annum is being handled. It has capacity
of flow rate/discharge spaed 1,000 Ton per hour from the cargo to the starage
tanks. M3 is the only all product being imported and transported at present o
the il tanks and starages of the OMCs and other private companies through
il Piers at KPT.
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DECANTING PROCESS OF IMPORTED PETROLEUM PRODUCT VESSELS AT KPT
14.%

The agent of the OMC has (0 submit intimation in waiting ¢ the Depuly
Conservalive office in KPT 72 howrs paor 1o the amval of the vessel at KPT. The
dgent again intfimaies to the Deputy Conservative office 24 hours before the
arval of jhe vessel. Findlly, the gagent hGs ¢ confim {0 fhe Depuly
Conservative office 4 hours before the arival of the vessel at the outer
anchorage which is considered as fingl request from the agent. Conseguenily,
the berthing of the vessel is conducied as per the existing SOPs of KPT,

14.10 The remaining procedwe of decanting of pefroleun produci vassels ¢ the
same as discussed under heading ‘Oecanting Process of Imporied Petrcleum

Progduct Vessels' below in FOTCO section.

LEUM PRODUCT DEPOTS/TERMINALS AT XPT
14.11 There gre 22 companias, including oil refineres, OMCs and private componies,
having pipelines connected with Oil Piers through which the MS and Crude Qil
are fransported info fheir sjorage tanks. These companies have total 403 (Both
Pefroleurn and Non-Petroleurn Froducts) storage tanks af KPT having capacity
of 24,447,714 MTs. The deiail of terminals tank at KPT is as under.

Table 40: of Storge Tanks and Storage Capacity ot KPT

MNe. of Gil Ne.of Total capacily Felroleum Non-Petroleum
Storage Storoge Tanks | of Tanks {MT) | Praduct Tanks | Product Tanks
Companies
22 403 24,467,714 18% 2id

Source: Xarachi Pbi Tresst

PORT GASIM

14.12 Port Qasim is the second largest and only deep sea waoter port in Karachi. It is
Pakistan's second busiest port, handling gbout 35% of nations cargo {17 millicn
tons per annum). Being a busy porti, it has the capacity 1o handle more than
20% of all external trade of Pakistan. Port Qasim s eguipped with only one
berthing terminal called Fauj O Terminal which is linked 1o the storage tanks
and o the pipelines for onward fransmission of pelicleum products to the
depois.

EAUI] OIL TERMINAL & DISTRIBUTION COMPANY UMITED {FOTCO}

14.13 Fauji Ol Termingl & Distribution Company Limited (FOTCO], located ot Pord
Qasim, was established in 1995, 11 was designed and equipped 1o handle
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import and export of all kinds of petroleum products. The terminal, presently,
handles import of MS, Diesel Gnd.Furncce Cil in the country and export of
condensate and Naphtha. It has one jetty which is connected to the shore by
a 4-km long frestle and cunently three pipelines have been |aid, one for
handling of Furnace ¢il, one for handling of Diesel &MS and the other for
handling of Re-Gasified Liquified Nafural Gas [RLNG). All the storage tanks of
the Oil Companies are connected with these pipelines at point 1 "P1" of the
FOTCO Terminal from where the oil products divert towards the concerned
impored ol company storage tanks. This hds been shown in the flow chart

given below:
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FOTCO
SYSTEM OVERVIEW
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14.14 Before 2018, 100% of MS was being imported at Keamari in Karachi Port Trust
(KPT). However, MS import was operationalized at FOTCQO Terminal after
sforagesfterminals built up at the FOTCCG Terminal by the OMC's, private oil
storage tanksfterminals and Fauji Trans Termingl Limited (FTTL) in 2318, In
Financial year 2019-20, the Vr:rlumé of import of M3 af the FOTCQ Terminal was
raised from 30% to 45% 14 of the tolal volume of Import of the MS in the Country.

M FGTCO
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14.15

14.14

14,17

FOTCO terminal is the only terminal through which Diesel is imported in the
country. No crude cil is imported through FOTCO Terminal in Pakistan, All the
crude ¢il is Tmported at Keamart in KPT ond BYC O Port.

Imported HID of the OMCs is fransporied from FOTCO Termingl to Mehimood
Kot {White Oil Pipeling| up to Machike, through PEPCO Pipeline, in their storage
depots. Presently, MS is ransported across the couniry through fank lories.
Whereas, boih HSD ond MS are fransporied through tanks lomies from FOTCO
Termingl for consumption in Karachi only.

FSO pumping station is buiit up af 'P1" on FOTCC Termingl which s used for
pumping furnace ollin the pipeline of 8.97 kmlong from FCTCO Terminal o PO
2ulfigaralad Cf Terminal [PIPRI} where PSO has storage capocty of 3.75.000
Tons of furnace oil. Then, Furnoce oil is transported from PIPRI to HUB Power

Plant through pipeline which is 82 KM long.

STORAGE TANKS AT FOTCO TERMINAL

14.18

14,19

14.20

Fauji Trans Terminal Limited {FTTL} hos 4 storage tanks ot the FOTCO Terminal.
FTTL uses 03 tanks for the storage of condensaie for United Energy of Pokisian,
which is subseauently exported to the other couniries. Gas and il Petroleum
Lirmited Company {GO) has hospitality agreement with FTTL on 02 storage tanks
having combined capacity of 36,000 Meiric Tons and 1 storage iank of FITL is
available for open rental for storing peitrcleum products. Any company can
use this tank for 24 hours, if available, by paying the standard dues to FTIL.
Attock Petrolewn Limited [APL) 15 constructing storage capacity of M3, Diesel
and HOBC ot FOTCCO termingal. The storage capacity of APL for MS, Diesel and
HOBC tanmks are 35000 MT, 300 MT ond 2500 MI, respectively ot FOTCO
Terminal.

The detail of storoge capociiy of other companiss/terminals is os follows:

Table 41; Storage Capacity of Storage Tanks gt FOTCO

5r. No, Name of Companies Storage Capacity [MT)
1 Pakistan Siate Oil {PSO) 452,396
2 Hasco! Tarmirndl 178,000
3 Bakii Enesgy 156,525
4 Termirtal 1 {2 termminals) 134,350
5 PEPCO _ 208,000
4 Fauji Trans Terminal Limited 108,000
Total 1237271

Sourca: FOTCO Terminal
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TORAGE DEPOTS AT PORT 1M

14,21 There are 04 OMCs and 14 private storage companies have constructed their

storagef terminal tanks at the FOTCO Terminal at Port Qasim. All the private

storage companies rented out their storage depots to the OMCs for the

storage of imported petroleum products at FQTCO Terminal.

14.22 Only two private storage depots/terminals at Port Qasim are registered with
QGRA namely, Fauji Trans Terminal Limited [FTTL) and HASCOL Pakistan Limited

Terminal.

DECANTING PROCESS OF IMPORTED PETRCLEUM PRODUCT VESSELS
14.23 The following steps are followed on arival of the vessels/cargoes of petroleum

product at the FOTCO Terminal:

Wi,

FOTCO Terminal follows the laycan plan {estimated time for oil vessel to
arfive at the port] issued by OCAC and decides the berthing of the
vassels/cargoesftankers on the basis of the plan. Import of the cargo is
infimated to the FOTCO Terminal 24 hours before the vessel arrives at the
port by the agent,

Acceptance of the cil vessels/tankers/cargoes at the FOTCO Terminal is
dependent upon the instrections issued from time to fime by the Port Gasim
Authorty [PQA).

Companies of the vessel/carge request for berthing through OCALC 1o the
PGA, once vessels amive at outer anchorage. After confirmation from the
PQA, pre-cargo checks/tests are ensured and then the vessels are allowed
to amive at jetty.

As soon as the vesselfcargofanker is safely moored ashore, a gangway is
placed on the main deck, FA officials, Surveyors, Agents, Customs
Authority, HDIP and Terminal representatives then board the vesselfcargo
for clearance, safety inspection, testing, cargo measurements and
discharge planning etc.,

Custom duties assessment, payment and sample testing of the petroleum
products are caried out Ot spot. '
Hydrocarbon Development Institute of Pokistan [HDIP) takes sample from
the vessels for testing which takes about 4 to 8 hours to complete.
Discharging of the vessels fokes place after fthe result of the
sampling/ftesting.
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vil. Then the jetty 5 connecied to the relevont pipeline .of the petraleum

producis ond discharging of the vessel starts.

BYCO PORT

14,24 BYZO refinary is the only refinery in Pokistan which has iis own port terminal in
deep sea where cargo of crude oil is discharged through floating flexible hoseas
through the Single Point Moorning (SPM] and from there it is transponted through
10.6 km long subsea pipeline on sea bed to shore and then further fronsported
to the BYCO Refinery through 3.4 km long underground pipeline.

SINGLE POINT MOORING {SPM} SYSTEM

14.25 Single point mooring {SPM) is a licating buovijeity onchorad offshore to allow
handling of fliquid cargo such os peircleumn  products  for ianker
vesselsfcargoesfships. SPM is mainty used in areas where a dedicated facility
for loading of unloading liquid cargeo is not available. Itislocated af a distonce
of 18 kilometars from the shore-facility and connectad uwsing sub-seq all
pipelines. These single points mooring [SFM) facilities con even handle vessels
of massive capaocity. Single point mooring [5PM) serves as g link between the
shore-facilities and the ol vassels/cargoes/iankers for loading or off-loading
liguict and Qs cargoes.

14.24 Single Point Mooring System compiises of ihe following componhenis:

Component Funcfion

Holding crude oil vessels on the equiltbrium
Buoy
poind

Cohnacited with vessel tanks and tha 5PM in
Floating Flexible Hases | which crude oil is fransported from vassals (o
fhe SPM

Subsaa manifold system | lis funciion is to hold the 5PM sysiem in the seq

Subrseq pipelines Transports crude ©fl from sea to the refinery

14.27 Custom duiies, taxes, and sample testing of the vessel/cargo are assessed ond
conducted ot the outer aonchorage.
14.28 Vesselfcargo of crude il is monilored by the Minisfry of Marnitirme once the

vesselfcargo reaches within 4.5 noutical miles from the 5P,
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14.29

The piclonal view of the Single Peint Mooring [SPM) 5 shown below:

VIOLATIONS AND MALPRACTICES ON PORTS
PCOR MAINTENANCE OF OIL PIERS AT KPT

14.30

Qil  Pier-1{OP-1} ot XPT is dilgpidated which  wamrants  immediate
repair/maintenance for smooth berthing of vessels of petreleumn products. Oil
Pier-3 {OP-3] is completely shut down due ta the damage of fenders since 2018.
In this regard, there is comespondence on the record by QOCAC o KPT
Authorities in the years 2019 and 2020 regarding its repdair and mainienance to
avoid any potential shortage of petroleurn products in the country.

ILLEGAL USAGE OF STORAGES/DEPOTS

143

14.32

Private storage terminals/depcts were granted Form ‘L' for storaoge of
petrochemicals, but these are being used for storage of MS and HSD at both
FOTCO Terminal and Karachi Port Trust which is @ vielation of the terms and
conditions of Farm ‘L' license. Department of Explosives has failed o fulfill its

responsibility to ensure safety protocols.

In addition, the private storage companies situgted ¢t KPT and FOTCO are
violating the terms of licenses (Forms L) issued by the Departrment of Explosives
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while staring dangerous pefroleurn (DP) products in non-dangerous petroleum

{NDP] products storages tanks and vice versa.

ILLEGAL HOARDING AT PRIVATE STORAGE TERMIN ALS
14.33 OMCs have reportedly usad private storages terminals/depots situated ab KPT

as Heqal dumping points to store their petroleurmn products durmg the ol
shertoge pariod, e June 2020, From the record Al Rahim Tank Terminal Pyl
Limited, it transpired that Bakr Trading Company Fakistan Limited and Fossil
Enargy Limitad kept their stocks intact and didn't lift even a single liter from
thesa stacks during the period of crisis, Similarly, HASCOL and Attock Petroleum
Limited [APL) were also found indulged in similar practice at FOTCO Terminal.
These CGMCs didn’t [ift their stock from the private storgge company terminals,
i.e. Pakistan Molasses Company [PMC] during the pericd of crisis.

ILLEGAL GRANT OF FORM ‘L' LICENSES
14.34 Terminal 1 Private Limited (I Pori} planned to set up 19 storage tanks with total

14.35

capacity of 186,000 MT for storage of dangerous petroleum. out of which 10
storage tanks have been constructed and are in operation, and remaining 2
storage tarks are to be constructed in naar future. Interestingly. the company
has managed to get form ‘L' licenses for all the 1% storage tanks from the
Department of Explosives in 2017, Nothing in the laws permits the issuance of
Form ‘L’ licenses before the actual construction of storage tanks and third-party
inspactions.

Similarty. Attock Petroleum Limited (APL) has also managed to get form 'L’ from
the Department of Explosives well before the completion of the construction of
its piannad storage copacity on FOTCO Terminal for M5 and HSD.

NON-OBSERVANCE OF SAFETY/TECHNICAL STANDARDS FOR CONSTRUCTING STORAGE
CEPOTS

14.34

International safety standards and OGRA Technical Standards for the
petroleum industry [Depots for the storage petroleum products) are violated
by the off storage companies while constructing storage depots at KPT and
FOTCO Terminal. Dyke walls are not erected between the storage tanks by the
storage compdnies which is security hazard. Similarly, space between the
slorage tanksis not as per the standard, provided in OGRA Technical Standards
for the Petroleum Industry. OGRA and the Department of Explosives didn't not
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14.37

raise any concern or obiection whils issuing the Forms 'L licenses to the storage
tanks of the ol companies despite these locunasfdeficiencies.

Flanned shiffing of M3 from KPT to FOTCO, by the end of year 2020, may result
in another crisis/shortage in the country of the petroleum products because of
the following reasons:

i.  KPT an allweather port as against FOTCO.

il.  Witalinstallations are best advised 10 be sporadically located asitis

unwise fa put all eggs in ane basket.

iii. FOTCO is cumently unable to handle 100% supply of MS downstream

unless it is connactad with KPT through an underground white oil pipeling.

(Taking stock of the situalion, Ministry of Defense has already imposed ban on furlher
legse of plots by Port Qaslrn Authorlty (PQA) to OMCs and private storage companies

due ho securlfy reasons).

VIOLATION OFf PAKISTAN OIL RULES 2015

14.38

14.3¢

Mo privale pefraleum products starage depots/terminals in KPT is registered
with OGRA, which is viclotion of Pakistan Odl Rules, 2014 except FITL and
HASCOL Terminal.

According to the Rule 31 & 32 of Pakistan Qil Rules, 2014, gll the private oil
storages or non-ail storages facilities, being wsed for oll storages, are liable to
be ragistered with OGRA. In 1his regard, nofices were ssued by OGRA to
Fakistan Melosses Company Pyl Lmited (PMC), Al-Abbas Terminal and Al
Rahim Trading Company Pyt. Limited ta get License from OGRA, within 30 days
to camy on their operations vide letter No., OGRA [Qil]-19-15(2)/2013 dated
08,08.2017. Pakistan Molasses Company Pyl Limited and Al-abbaos Terminal hos
challenged in the Honorable Sindh High Court, Karachi. The Honorable Court
has granted a status quo on 28-03-2017 and the matteris pending adjudication

{Annexure 4.2).

MALPRACTICE OF BYCO REFINERY
1440 BYCO Limited haos two refineries at HUB, Both refineries were found non-

cpeaerational during on ground visit by the Cammission. Mo activity was found
an the gantry of the BYCO Refinery Limited. This raises eyebrows os to why in

the first ploce those refineries were built and subsequently closed down. It is a

112 |Page




14.4}

manifest matter of further probe taken up again in chapter of
recommendations.

Commisston has observed the rueful absence of other attendant inshibutions
mandated otherwise to play their due roles regarding safe anchorage of
veszels, calculation of custom duties and testing of petroleurn products. This
glaring omission of duties by Ministry of Mmaritime, Custorm Authorities, and HDIP
makes matters worse. Such free for all and prima facie unregulated decanting

of vessels at BYCO port terminal (SPM) must be taken with G pinch of salt.

CASE STUDY OF M.T. RHEA
14.42 BYC O Refinery Limited imported o crude il vessel namely wM.T. Ehea from UAE

having Import Generad Manifest {IGM] No. 1%/2020 dated 03.07.2020
containing 555,414 barrels of crude oil. it was discharged al the BYCO
Fetroleum Fakistan's oil refinery through the Single Point Mooring [SPM) after
payment of duties and taxes. Bosed on some clandesting information
regarding false declaration and import origin of the vessel named M.T. Rhea,
12 samples of the imported crude ol were faken from the 12 differant tanks of
the ship by the Custom quthorities and sent to the HDIP for testing the origin of
the crude oil vide letter No. SI/MISC/01/2020/CIL/ 118 dated 09.07.2020

14.43 Cn 13.07.2020 HCIP reported that:

“To the extent of lests cuamied oul the sample resvits fall under fhe fypical

characteristics of franian Crude Oi” {Annexure 14.1).

14 .44 BYCC challenged the testing result of HDIF in the High Court of Sindh at Karachi

14.45

vide Suit No. 1237/2020 which s still pending adjudication in the Hon'ble High
Court, Sindh {Annexuvre 14.2).

Despite categorical testing result from HDIP about the Iranian origin of the
arude oil in M.T. Rhea, Custorn authorities 10 let the vessel discharge and took
no punitiveflegal action against the importer of the said vessel. Such an
inaction by Custom autharties alludes to malicious collusion between Custom
authorties and BYCO Refinery Limited which must be probed in detail.

CASE STUDY OF M.T. ELSA

14.456

Ancther case study is MT. ELSA imported again by BYCO Pefroleum Pakistan
Limited. A sample was collected by HDIP from the ship on 24.07.2020 as per
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directions of Ministry of Energy [Petroleum Divisien) and subsequeantly repart
was  issued  on 25.07.2020 with the following remarks  wvide  Noo
HDIP/CRUDE/BYC O/ 2020/1 dated 25.07.2020:

“To the extent of tests camied oul the sample results fall under the fypical
characteristics of Oman Crude O (Annexure 14.3).

14.47 Second opinion was sought from Pakistan Refinery Limited [PRL) by the Ministry
of Energy (Petroleurn Division) regarding the crigin of the said crude oil. The
arigin of 1he said crude oil was declared as Iranian crude cil by the PRL report.
In response, the soid ship was not allowed 1o discharge and sent back. An
engquiry commiltee has been constituted by MoEPD to probe into the case of
M.T ELSA the report of which is awaited. again. no punitiveflegal action was
initiated against BYCO Petraleum Pakistan Limited.
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15.1
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CHAPTER 15
TESTING OF PETROLEUM PRODUCTS

Section 21{2}{c) of OGRA Ordinance 2002 empowers the Federal Government

to issue guidelinés on standards and specifications far refined il products

whether imparted orlocal. Furpose behind testing of ¢il products is not only 1o

EnsUre complidnce with minimum standards but also to frustrate smuggling of

crude oil. Every crude ail has its own distinctive specifications which can easily

ke deciphered through testing of praducts. Traceakility of the origin of crude
oil is also dane thraugh Idborc’row testing.

In consequence of the appraval of the summary by Econemic Coordination

Committee (ECC) vide case No. ECC-EU?J’ED]?; dated 28-03-2017. MOEFD

issped a policy guideline to OGRA on sampling and testing ¢f the imported

petfroleum products vide letter No. PL-9(562)/2016, dated 04-04-2017, for
necessary action and implemeniation of these policy guidelines (Annexure

15.1). The following is the procedure far sampling and testing of imported

petroleum products notified by the MaEPD:

i, The product shall conform ta approved speciication notified by the
MoEPD.

i, The guality of the product far all importers shall be tested by Hydrocarban
Cevelopment Institute of Pakistan (HDIP) laboratory prior to unloading.
Sampling of the praduct for quality analysis shall also be dane by HDIP in
ihe presence of importer’s survayors,

i.  In case quality dispute of the sample testing by HDIP fails, re-sampling shall
be made by a third-party surveyor in the presence of autharized
representative of concerned stakeholders including HDIP. The fresh sample.
5o taken, shall ke tested in the presence of nominated laboratory, pre-
approved by the authority i.e. OGRA., Test results of fresh sample shall be
final and binding.

iv. OGRA shall also independently camy out random sampling fram vessels
camying imparted peftraleumn products for testing through any of the
laboratories approved by the Authority for effective manitoring, quality

assurance and greater transparency in the process.

115|Fage




153

15.4

15.5

HDIP is the only government-owned testing agency in Pakistan although there
are three other privole testing agencies listed with OGRA after adopting
competitive bidding process for conducting testing and inspactions as third
party on behalf of OGRA:

i. Textile Testing International (TTH)

i, Target Scientific Lak {TSL)
ii. SGS Pakistan Pvi. Limited

In case of quality dispute of the somple testing by HDIP, sample testing is made
by one of ihe above mentioned three testing agencies which is considered
final caind binding.

Crude oil testing is done by 03 testing agencies namely HDIP, Pakistan Refinery

- Limitegd [PRL) and PERAC Research and Development Foundation [PRD).

According to SOPs notified by MoEPD vide letter No.DOM-6{13}/201%. dated
19.08.2020, it is mandatory for HOIP and either one of the other private festing
agencies mentioned to pick samplesin the presence of Custom outhorities and
test the sarme a3 per SOPs nolified {Annexure 15.2). Report of the said testing 15
submitted to the Custom outhonties for further necessary legal action. Samples
passing the test of the requisite Speciﬁt:uiidns are approved for onward
fransmission whereaqs Custorn Quthorities are bound to take legal actionin case

of samples confirming franian/contraband contents of crude oil,

HYDRCCARBON DEVELOPMENT INSTITUTE OF PAKISTAN {HDIP}

15.4

15.7

Hydrocarbon Development Instifute of Pakiston (HDIF) s an autonomous body
under the pMinistry of Energy (Petroleum Division). HDIP was established in 1975
as o Petroleum Research and Development Organization. HDIP was re-
established under an Act of the parlicment in 2006, HDIP has been providing
testing of petroleumn & ollied products, consultancy services 1o oil & gas sector
and also technicol support to OGRA to monitar the quality of imponed and
locq) peirdleum products.

HDIP was aguthorized as testing agency for the import of petroleum products,
by the OGRA vide letter No. OGRA [QIL} 19-7-{5)/2006, dated 20.04.2007
{Annexure 15.3}.
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188 HDIP charges Rs. 125,000 and Rs. 100,000 as testing fee of each sample of the
petroleum products at the port (Ol PierfTermingl] and outer anchorage

respectively,

HDIF FUNCTIONS
159 The mainjunctions of HDIP conceming petroleum products are as follows:

i
it
iii.
v,
v,

vi,

Tasting of petroleum and allied products.

Sampling and testing of imported POL praducts from ship/tankers.
Inspection of lubricants and reclomation plants.

Enforcement of standard specification of lubricants,

Crude ail evaluation.

Calitration semvices to industrias and OhMCs.

ANALYSIS

CEREMONIAL YESTING OF REFINED CIL PRCDUCTS

1510 Perormance of HDIP since 2007 is not spectacular as it has yet to detect a

single sizable non-conformity to notified standards or specifications in imported

refined products. Despite alktoo-often complaints from customers about the

low-quality fuel containing higher Sulphur contents, HDIP cries all good. The role

of HDIP, thus, has been reduced to a testing agency that only goes through

the maotion.
1811 1} is only since Auvgust 2020 that SOPs were notified for mandatory testing of
evely vassel importing crude qil. Only random testing of vassel camying crude

oil used 1o be done by HDIP on the request of Custom authorities. Plausible

presumption of the Commissicn is that such illzegal imports of crude oil must

have happened in the past but went un-noticed.
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CHAPTER 14
SMUGGLING

14.1  Smuggling in general is o phenomenon that hos officted Pakistan's economy
since long. Petroleum sector is no exception. Rather the situation of loss of
revenue due to petroleum smuggling in Pakistan is staggering. It is almost an
open secret thot petroleum products (especially mMs and HSD) are being
smuggled into Pakistan from western border of Taftan/iran, However, the
Commission could not proceed on hearsay. To reasonably quantify the extent
of smuggling. tangible evidence was required.

16.2 On top of secret probe, figures of seized quantity of MS and HID were
requesied from Federal Board of Revenue (FBR). The FBR hos furmnished the
following figures for financial year 2019-20 {Annexure 18,1}

Table 42: Seized QGuartity of M5 and HSD by FBR

Petrol (MS) Diesel (HSD)
Guantiby [Liters) Guantity [Liters)
27911744 995037 434

Source: FER

143 To quantify this in revenue, one must take inte the account the total Pelroleum
Levy [PL} plus General Sales Tax ((G5T) in addition to the varying custom duty
over the year. The following table shows the exact picture of PL and G5T spread

over the financial year 2019-20.

PL | ful-1% | Aug-1¢ | Sep-19 | Oct-19 { Nov-19 | Dec-19 | Jon-20 | Feb-20 | Mar-20 | Apr-20 | Moy-20{ Jun-20 | Avg

MS | 1500 | 1500 | 1500 | 17.18 | 1500 | 150G | 1500 | 1505 | 1975 | 17.16 | 2376 | 3000 | 17.74

HSD | 1603 | 1800 | 20.00 | 2076 | 1800 | 1500 | 1800 | 1587 | 2505 | 15.4% | 3000 | 3000 | 2044

G5T Uul19 |Aug-17 | Sep-19 | Cct-19 | Kov-19 | Dec-1% | Jan-20 | Feb-20 | Mar-20 | Apr-20 | Mey-20 | Jyn-Z0| Avg

M3 | 1437 | 172 16.45 16,45 186.60 16,56 16.24 14.74 14.21 14.03 11.85 | 1083 | 1553

HSD | 1843 [ 1925 18.47 18.47 14.51 18.15 10.49 15.4% 1775 15.58 11.54 [1.65 | 17.08

14.4 Average customs duty for financial year 2019-20, as furnished by MoEPD. and
average of PL & G5T from the tale above, is as follows:

Custorn duty on M3 Rs. 3.50/Liter
Custom duty on HSD Rs. 9.70/Liter
Avg PL & GST (MS) Rs. 33.27 fLier
Avg PL & GST (HSD) Rs. 37 .52/Liter
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16.5

PAS
HSD

15.4

Therelare, the total revenue to be genarated on this seized quantity should

work out as follows:

Average ' Average

Fefrcleum Levy + Customs  Dutly

and G3T {FY 2019-20)

33.27 + 3.50 = Rs. 3877 /Liter
37.52 + G770 = Rs. 47.22/Liter

The net loss of revenue on the seized product would be:

MS 27.911,746 (Uters) xRs. 36.77 = Rs. 1,026,314,900/-
MSD 995,037,484 |Liters) x Rs. 47.22=  Rs. 46,985,669,995/-
Total: Rs. 48.011,984,895/-

After having interviewed many paople in the businass including the Customs
authoritias, the Commission is of the considered opinion thaf the seized quantity
is only 20% of the actual smuggled amount. In this process, the Commission
made use of many sources and they supplied information on condilion of non-
attribution. if one takes this figure of 20% to be true, then actual loss to the
gxchequer should be:; _
Rs. 48,011,984.8%5 x {100 / 20) = Rs, 240,059,724 475/ -

Thus, the amount is approximated at Rs. 240 blllion in lass to the Government

in one financial year,

ALTERNATE QUANTIFICATION OF SMUGGLING

14.7

Another way 10 assess the quanfum of smuwggling is to look at the unusual
consumption rise in the month of June 2020, The [ollowing i graphic
representation of the same:
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CONSUMPTION IN MTS

16,8
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From the above. one can see that there is unusud rise in consumption in the
rmoenth of June 2020, Taking other vanables as consiant and given the lact thoi
fran border was fighfly shut due to COVID 19 pandemic, the increased amount
in consumztion can be otfiibuted io the gquaniity of smuggled H3D and MS.
This being s in view of the fact thai nothing extraardinary happened this yeor
that was nof hoppemnng duing the year 2019, Rather, due i COVID 19
pandemic, the economic activity was stow compared to the lost vear. Thus,
the unusual increase can be ottiibuied to sfoppage of smugoling ¢s the same
guantity was now being consumed legitimately and hence reflected in official
figures. The increase in both M5 and H3D is fabuloted below;

Table 43: Comparisen of June 2019 and 2020Q sale of M3 and H5D

M35 (MTs) HiD (MTs)
June 2020 734900 761,108
June 2119 617,895 472,009
Total net Increcse 117,005 287 079

Sonrce: MafFfD

MONTHLY INCREASE OF JUNE-2020

M3
HiD

P17.005 pTs x 1359 = 159,039 795 Liters
RO MIs % 1194 % 345,444 395 Liters
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16.9 The quantification of the above figures with factors of all taxes (PL, G571, Custom
Duty elc.] leads to an amount of Rs. 285 billion. {Complete calculation is
attached at Annexure 16.2).

AUTHENTICITY OF THE ABOVE FIGURES

18410 As can be seen that the quantum of smuggled petroleurn products is worked
in two different ways, However, the second method may entail some flaws in
terms of 1otal sale as reported by the OMCs in the month of June 2020. This has
already bheen exploined in OMCs chapter that the OMCs data is very likely
fudged and exaggerated in the month of June. The Federal Board of Revenue
{FBR] figures, however, are authentic and accurate as the exact quantity of
confiscaled goods (MS and ASDY is given, Hence, the figure of smuggled goods
and consequent losses to the Government Exchequer of Rs, 240 bililon is more
authentic.

SMUGGLING BY SEA

14.11 Another ovenue that has come forth s smuggling of petraleumn products by
seq. In this regard, BYCQ is reportedly involved in this nefarious business. Since
BY(ZC has its awn refinery in Hub, a far off and secluded place, there is hardly
any check on its imports and what it gefs smuggled in. The report is
substantiated by the fact that BYCQ does not have a pier and berth at the
refinery. Rather, it uses another method of decanting ships called Single Point
Maooring (SPM]. In this method, a platform has been established nearly 18 kmin
the open seg and the floating platform gets connected to the anchored ship
in open sea. The decanting is done through a submerged pipeline extended
on the seq bed from the refinery 10 the floating platorm.

MATIER OF TWO SHIPS CARRYING SMUGGLED IRANIAN OILTO BYCO REFINERY

16.12 Two specific cases of srmuggling Hrough ships have been discussed in Chapter
13, Both of therm belonged to BYCO Petroleum Pakistan Lid. (BFFL). M.T. Rhea,
spotted on the tip-off from international intelligence agency, caried ranian oil
10 SPM of BYC Q. Second ship, again of BYCQ, M.T. ELSA was sent back without
being subjected to any laboratory confirmation. M. Rheda, however, was

allowed 1o decant and by the fime repors came in of it being contraband., it
was already pumped into the supply ing. The question of test report submitted
by HDIF was challenged by BYCO in the Sindh High Court and the matter is still
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pending adiudication. Clearly, BYCO Refinery imporied cheap ranian Srude
ail with malohde intendions through foke and forged documents, This waos also
in confravention of sanctions impased on lran. The possikility that the importer
company had transfemed foreion exchange of Pakisian fo ran through some

ilegal means, thereby indulging in meoney loundering, is o matier of furthear

enguiry,

ADDIONAL EVIDENCE OF SMUGGLED PETROLEUM SALES ACROSS PAKISTAN

15.13

14. 14

16,15

The tusiness of smuggled product is thriving qs it offers o far handsome profi
as comparad to ihe marging allowed under the official prcing mechanisim, it
has been abxervad that the purchasse of smuggled petroleum products and its
consequeni sale on filling stations is complataly a decision of respective filling
stafion to go for cheaper smugaled product instead of following the legal
channel by placing demand to the OMC under which they are aperating. .
Basad on the figures provided by the FBR auihcrities and interviews, it can
sofely be deduced that H3D is being smuggled inside Pakistan in larger quantity
ihon M3, Hence, the owners of filling siations are more kaly 1o purchaose
smugated HSD as compared o M5, Under the contexi of this analogy, the cale
figures of both M3 & HSD provided by OMCs 10 the Commission were anglyzed.
The aim was to idenidify filling stations thot had considerably high purchase of
M3 but almesi no purchase of H3D.

A tolal of 485 filling stafions were identified across Pakistan by this simple check
tased on the criteria mentioned above. The highest count was obxserved in
Karachi, Sindh, having 41 such filling stations followed by Quetta, Baluchisian,
having 32 filing siafions. Some of these fdiling staotions had monthly MS
purchases as high as 400,000 liters bui no purchase of HID. They are highly likely
fo be involved in the malpractice of sale and purchase of smuggled HID.
Province-wise distibution of these 486 identified filing stations are tabulated

telow flisf affached as Annexure 16.3):

Province Count
Khyber Pakhjunkhwa L x
Puhijob 241
Sindh 12%
Baolochistan 21
AdK 2z
Gilgit Botistan 1
Total 484
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1616 Fromithe above table, it can be gauged that the penetration of smuggled HSD
is wide spread across Punjab, Sindh and Baluchiston. Smuggling can also be
curtailed significantly if such filling stations are repimandad for their fliegaoi soie
and purchase of smuggled petroleum produck through pendallies ond

cancellation of licenses.

NCLUSION

16.17 Rs. 240 billion is not anamaount to be overooked. The question arises as to how
such a huge amount gets across the Taftan Border ond further across the
country with multiple agencies working to curb this menace. Interestingly, the
inguiry By the Commission has revealed that this huge quantity is brought in
50,000 liters tankers on road from Iran. The border check-posts are prmarily
mannead by Frontier Corps (South), assisted by Pakistan Customs. It s not
possible that these huge tankers can cross Iran border on any other route or on
the bare-backs of mules or humans. On condition of non-attribution, sources
revedled that the smuggling is camied cut in connivance with the Government
agencies. Once the smuggled goods are inside Pakistani territory, they are
further fransported to Sindh, Punjalr and KPK. The rate of delivery. hawever,
varies with destination.

14.18 Likewise, the smuggling by saa route must also be of huge valumes. The fwo
aforementioned examples of suspect ships are of recent past {July 2020}, The
assessment of loss to government exchequer and the economic impact
through this mode of smuggling is difficult to assess. However, the Commission
would strongly recommend a deeper probe with respect to dubious

functlioning of BYCO Refinery.
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17.1

CHAPTER 17
FUEL ADULTERATION

Adulteratian in petroleu'm praducts jespecially M3 ond HID| s @ camman
practice in the cauniry. with Oil Marketing Campanies (OMCs] and petfral
pump Swners affen mizing chemicals info the fusl ond subsequenily selling
substandarg fual ta s custamers, While this praoctice increases the prafit
margins of thase selling it, the buyers of such fuel pay the price as il hos adverse
efiects an the perfarmance of their vehiclas. In same cases, conlaminated fuel
has alsa been identified os the couse af car engines catching fire, hence the
sale of such fuel can be cansidered criminal negligence, Mareover, usage of
such subsiandard fuelis alsa an enviranmental hazard due ta ils emissians.

MIXING OF MANGANESE & NAPHTHA IN PETROL {M3S}

17.2

17.3

In 2017, Allas Hangio ladged o camplaint with OGRA in which it reported thot
high concentration of manganese was heing added to the fuel that was baing
sold at different petrol pumps. Samples were token fram peitrd! pumps af P3O,
Shell and Tatal Parca. which showed that S4mg af mongonese was being
added ta each kilagrom of cheap fuel ta enhance its quality. It s pertinent ta
paint aut that 24 mg of manganese per ane kilagrom of fuel 5 cansidered
dongeraus. and the guantity faund in the somples was mare than davble of
that.

Mareaver, accarding fo our sauwrces. the use af Nophitho (by-Droduct of
refinery) is rampant in MS. Marmal imparied M5 in Pakistan has an Cctane
Raoting of 92 - [RON 92). Naphtha is on inferiar bypraduct with Octone Rating
af 72. Mixing Naphtha with impoarded RON 92 MS yvields o praduct having an
Octane Rating of raughily 82, mare like regular M3 sald in the preceding years.
Legally Maphtha cannat e sald in Pokistaon and it has ta be exparied.
However, the praduction figures of the refinenes oravided by MaEPD ang
QCAC for FY-2019-20 reflect on unexplained diference of arcund 150,000 MTs
af Maphtha, While loter an. the MaEPD tried ta explain this gap bt it does
remdin  very impartant matter far follow up inguiry. wherein the praduchian
figures and expart documents will require detailed scrutiny.
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MIXING OF KERCSENE, LIGHT DIESEL OIL WHITE SPIRIT ETC. IN H5D

17.4

Furthermaore, during the ground checks, some storage depaots of Kerosene were
inspected where H3D was also being stored illegally in addition 1o Kerasene. As
per the information collecied ffom wvarious sources, the mixing of cheap
kerosene is sometimes as high as 10-20%, and with the pnce gap between
kerosene and diesel widening over the vears, pefrol pump owners often
leverage that to gain unlawful prefits. Other chemicals used for mixing in H30,
besides kerosene oil, include Light Diesel Qil {LDO), White Spirit, and used
engine lbricants. As H3D s consumed mostly in commercial vehicles and

agricullure sector of Pakistan, quality controlin HSD is also reportedly very poor.

USE QF VAM, MIXED XYLENE AND N-HEXANE IN ADULTERATION

17.5

Dwring the Commission’s visit at Keamari Port, Karachi it was found that HASCOL
had impoted and stored other chemicals in bulk such as VAM, Mixed Xylene,
and N-Hexane [Anmexure 17.1). Bulk quantities of said chemicals were also
found in import data submitted by Al-Rohim group, These chemicals are
generally used as additives that can be mixed in petrgleumn products. These
procducts are mainly solvents and the addition of solvents is one of the most
common practices of adulteration of fuel due to the enormous difference in
taxalion between pehkoleumn product and solvents. The addition of illegal
compounds to fuels can cause damaging and unpleasant issues to society
such as environmental ask due 1o the emission of vapors and toxic gases, i.e.
Carbon Monoxide and Nitrous Oxide. less durability 1o the vehicles' engine, as
wel as unfair market competition of fuel prices causing a great loss to the
Government. The presence of these chemicals at the port does not rule out
the possibilily that adulteration of fuel is not only being done by the petrol
pump owners and OMCs byt by importers of petrochemicals as well
Motewarlhy in this regard s Al-Rahim Termingls. Karachi. which deals in
petrochemicals an large scale and, thouvgh not being an OMC itself, provides
bulk storage facilties to other OMCs for petroleum products, Perlinent to
menlion that a subsidiary of Al-Rahim, AL-Noor Petroleum is now also an OMC,
Dedling in both petraleumn products and petrochemicals that can be used for

fuel adulteration, is surely a cause for concem and a matier of further inquiry.
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ROLE OF REGULATOR AND OMCS IN ADULTERATION

17.6

As menlionad in the earlier chopters, the performance of OGRA in ensurng
qualily of the petroleum products sold in the country has not been particulary
impressive, Mot only are they unable 1o ensure that the qualilty of both M3 and
HSD that is produced by refineries is up to the international stangdards. but they
ako are ungble to halt the practice of fuel adulteration, which only
exacerbates the stuation. GGRA mostly uses third party inspectors in addition
to HDIP for such inspections and on detection of fowe-guality fuel products,
there have been minimal penaltes. This can be gauvged from the fact that in
last 5 years almost all major private OMCs have been found holding sub-
standard and adulterated products in their depots {Annexure 17.2}. Instead of
taking strict cogrizanice of the issue, the role of OGRA has been absolutely
disrmal as the cumulative penalty received in the |ast 5 years is Rs, 4.8 milion
only. Noteworthy that such depots contain thousands of tons of pS that
translates into millions of liters. Instead of confiscating the adulterated products,
CGRA goes for fines which are propartionally insigrificant to the amaount of

unloweful profits,

QOBSERVATICN

17.7

The issue of sale of adulterated fuel was raised with OGRA by severgl
stakeholders arnd OGRA decided o launch a drive against sale of loose and
adulterated pelroleurn products. However, no action followed that resclve.
The MOEPD was unable to roll out its fuel-marking program. which was
supposed to stop this practice of fuel adulteration. The members of the
Commission have worked redlly hard in oll aspects of inguiry and have
uvncovered some very blatant violations by the industry players. The smuggled
product in Pakistan is in huge quantum and is already of nefarious guality.
Furthermore, the practices of adulteration and mixing of fuel are rampant, and
are not only causing harrm to the custormears, but also to the environment at
large. Hence, there s o dire need to tackle the issue vigorously and put a halt

to such malpractices.
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18.1

18.2

CHAPTER 18
ANALYSIS OF SPECIFIC PERIOD {JUNE 01 TO JUNE 26)

The comntroversial period of June 01 fo June 26 needs fo be discussed
spacifically to see how the OMCs fared during this time. To re-iterate, the prices
of M3 was substantfially cut en 31 May and the new price was set ab Rs.
74 .52flter. Conseguently, the shortage of MS began to surface across Pakistan
and the filing stations gradually became dry, denying the public ot lkarge fo
reap banaefit of this substantial price cut,

The OMCs, in contravention of license conditions, slowed down the supply of
patrolaum products 1o their filling stations, On a lesser scale, the filling stations
alse held back on whatever stock they had in their fanks.

KNOWLEDGE QOF PRICE INCREASE IN THE COMING MORNTH

183

EASOLINE 92 RON FOR ARAR GULF JEBEL |USDS)

As has been explained in the Frice Fixing Mechanism chapter, the increase or
decragse in Gl prices smearges on the horzon by loocking at intermational PLATTS
rates and impert of P3O during the preceding month, for the oncoming month.
The graph below depicts increasing PLATTS rates from January 2020 to July
2020.

Platts Prices lan to July 31, 2020 (92 RON M3 FETROL)
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The oil prices had dipped to their lowestin the end of April and had since been
increcsing steadily. The import of PSSO during the monih of May 2020 was thus
far below the average of international prices (PLATTS rales) in June. The
difference beiween Aprl 2020 and mMay 2020 ofl prces was indicaiive ihat,
according to Price Fixing Mechanism, the prices in Jung 2020 wolld dip furiher
s 03 ships of P3O, to be considered for price fixing of June, had already
docked by May G7. This simply meani loss to all OMCs as fhe import prices
would be more jhan the selling price in Pakisian. Meanwhile, upward trand in
international market condinued. PSO had further imparted 04 vessels by 15 June
and the purchase price was atmost double the price of May purchases. To
keep their outiets wet, P3O was consfrained o sell incuring lossas in June, This
puUrchase price would be considered as base for fixing the prices of July. Taking
all other variables as same, i would not foke an Einsiein to predict thal @

significant price rise was ground the comer in July,

F OMCs [N THE CRISIS PERIOD

Aware of the above, coupled with the fact that OMCs would incur a substantial
inventory loss by free sale in June, OMCs fook easy way out to simply slow
down or dry out supplies, against all legal and mcrra.[ norms. PSC being o siate-
owned entity. could not follow this itegal suit due 10 the prevaiting siluaiion.
Conseguently, its market share in the period of shartage increased by nedrly
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18.8

20% and conseguently, it sustained G loss Of Rs. /-8 bilkon'? in the process,
Likewise, Shell Pokisiaon. o some exlent ako fried 10 keep poace with the
silvalion and fared much belter than other OMCs, Shell also posied o loss of
more than Bs. 8 billion in thé first fwo quarier of 2020 {Annexure 18.1}).
However, all other OMCs proportionally held on o their stocks with knowledge
of anticipated rise in prices. This hos been proven duwing ground check of filling
siafions ond record submifted by OMCs with offidayits. Dunng this peniog of
crisis, OMCs have shown sales on paper but the ground check of filling stafions
across Punjab has clearly revedled that the OMCs were well short on supply.
upto 50% or more O$ per opproximation during the inguiry. It is clear that oll
OMCs had o faily good idea of price increose of of least Rs. 20/liter ond thus
egally hoorded their stocks during the crisis, stipping the public af large of
biflions of rupees, |

OGRA'S ACTION ON HOARDING/SHORT SUPPLY DURING THE CRISIS PERIOD

18.7

Curing the period of crsis, OGRA being the regulciory body remained as
apothetic fo fhe situafion as o non-funcliondl entity could be. OGRA did issue
show couse notices to 09 OMCs and fined them a total of Rs. 50 million
{Amnexure 182} However the show-couse notices were devoid of any
auvlhentic/quaniified detaill and seemed more of a ritval used as a delensive
ploy on part of OGRA. Further, 09 companies very conveniently paid a paliry
sum of Bs. 25 million {45 % of the iotal fing imposed) and weni into review
against the penalty. This amount of Rs. 25 million is far eciipsed by estimated
Rs. 4-8 hillion that the OMCs made on the hoarded stock atfter 26 of June.

5 PSO

126 |Page




RATIONALE OF OMCS THAT THEY WERE INCURRING LOSSES DURING THE MONTH OF
JUNE

18.8 The following graphs show the general trend of increase and decrease in price

of M5 and H3D over g period of mare thon 3 yeors.

Ex-Depot Retail Sales Price (M5)

140400
130.00
140,00
B0.00
£0.00
40.00

z0.00

Ex-Depot Retail Sales Price (HSD)

14000
130.00
100,30
BD.00
LAY
40,00 . . . . - - .

3300

130|Page




Ly ]

- 18.%

18.10

The 1able below sums up net effect of price increase/decrease starting from
Jan 2017 1o June 2020.

Preduct Tatal of —ve Price Total of +ve Price MNel Change over
Change Change Jon 2017- lune 2020
M3 -47 5955 101.4354+ 33.8399
H5D 51,4703 1077381+ 262478

It is clear from the above fable that the overall price had increased by Rs, 33.84
and Rs. 26.25 in MS and HSD respeactively over a period of 42 months, It also
reflects that there has been an overall positive net increase over o substantial
period, These figures and frends clearly contradict the argument of OMCs that
they were losing huge amounts. By and large, the OMCs have made
fremendous profits over a prolonged period by these monthly price increases,
The fime for benefit 1o public, hawever, has been denied due 1o so called loss
that OMCs would incur by free sale of petroleum products in the month of lune.
If is pure and simple ilegal activity by neary all OMCs during the crisis perod.
Such blatant apathy and disregard towards legal binding of icense conditions
should surely call for most stingent steps including revocation of license and
alied penat aclion against the OMCs. In the recommendations, the

Commission has rendered suggestions to the same effeci.

COMMON MAN'S GAUGE

18.11 The simplest and most common gauge to check this malafide on part of OMCs

is that the so-called shortage of both MS and HSD stood resolved on June 27,
the day the prices were increased by @ huge margin. This represents & commaon
man's gauge that there was no real shortage of the oil products. The only
consideration of OMCs was fo make huge profits by hoarding the stogk in times

of price decrease and releasing it when the prices werg enhanced.

ROLE OF MoEPD AND OGRA DURING CRISIS

18.12

Af the cost of repetition, the roles of both MOEPD and OGRA during this crisis
penod reflect sheer incompelence. OGRA very conveniently fined 07 OMCs
by a minimal sum of Rs. 25 million against billions that the OMCs earned in the
affermath. Likewise, MOEPD remained completely oblivious fo an impending
doom by not urging OMCs to import and stockpile pefroleum products during
the fime of low prices. Further MOEPD was also impewiom to continual stock
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shergge of OMCs during the preceding é months. The ban on import from 25
Maorch to 24 April 2020 is an additional unexplained step on part of MOEPD.
Driven by the shortage. the Federal ond Provincial Governments, spearheaded
by district administrastions, did spring into uéfion in the crisis. It was, however, g
knee jerk response and too IHtle too late. Eventually the Government of
Pakistan was almost forced to increase prices on an unusual date of 26 June
rather than 19 of July to avert the shortoge. Both OGRA and MGOEPD stand
respansible for this lopse that attrocts both departmental ond penal actions.,
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CHAPTER 19

THE TERMS OF REFERENCE (TORs) OF THE PETROLEUM PRODUCTS

17

19.2

INQUIRY COMMISSION {SHORT REPLIES)

Chronciogy of chsis and working of oil industry has baen discussed In complete
delqil in the pravious chapters. As such all the queries raised in the TORs have
giready been touchad upon in daetail. Howeaver, s a rafresher, shart replies to
all TORs are penned down for quick understanding.

Whether in view of the Fall in price of pefroleum products in fhe international
mcrket Infor about the month of March and Aprll 2020, those responsible for
procurement of petroleum products for the couniry, did actually avall the
benefit to the maoximum possible extent? N not, the causes and
person/authorlty responsible for the Failure to avall the beneflt of lower prices in
the international market?

international Fetroleum prices showed o gradual dowrnward trend starting
February/March 2020, The prices were at the lowest at the end of April 2020
and beginning of May 2020. The benefit, however, was not reaped due to
faulty policy of MoEPD and OGRA. The socalled ban on imports from 250
March 2020 1o 24" Aprii 2020 did affect this benefit partially. The Cabinet never
approved the 'ban’ as such. Summary moved by Secretary MOEPD on 271
March 2020 only asked for rationalization' so that the local refineries could
conlinue to run and local ol wells remained wet. However, o letter was issued
an 25" March from DG Ol directing all OMCs for canceliation of their already
booked cargoes. MOEPD is solely responsibie for this, However, the OMCs
cannat be exonerated completety as (4 ships did dock during this ban period
as the purchases were made prior 10 the ban {Annexure T9.1). Further, after
lifting of the embargo on 24-04-2020, il OMCs had ample time to procure and
bring in regquisite quantities of M5 and H3ID well before onset of the crisis.
Motewarthy that the time taken from purchase to final delivery at the retail

outlets doas not exceed 15 days at the most.

Whether the quaniity of petroleum products procured of I&wm International
price and imported ond stored in the couniry were actually supplled to the
public/consumers gt the lower price or was it kept In storage or hearded fill the
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19.3

19.4

19.5

increase of piice of petroleum products after 26.046.2020 and supplied
thereafter at higher rate resulting In huge profits? If so, what was the quantum
of windfail and who were its real beneficlaries? ’

The petroleum products purchased during the low-price period were indeed
hoarded by the OMCs. This aspect has been fully exploined in chapters 8 and
10. In short, both MoEPD and OGRA remained completely ineffective to ensure
proper supply in the month of June 2020 when the public was to reap benefit
of a big price cut, OMCs flouted the laws and rules and only released their
stock once the prices were incredsed on June 240, 2020, OGRA did penalize
0% OMCs and received o paliry fine of Rs. 25 mililon, a dwart amount
compared to the billons that were made by OMCs by not keeping the supply
chain open till the prices were upped by O big margin. The ineffectiveness of
both MoOEPD and OGRA has baan discussad in chaptars 5 and &,

Whether any order, notification, declslon, actlon or inaction including ban and
subsequent reloxatlon on Impors of petroleum products by any person,
Authorlty or Dlvislon was meant to and/or did confer any undue benefit or
advantage to any person including OMCs, refinery. dealer efc. in this crisis?
The notification of ban and subsequent withdrawal did affect the supply chain
in general. However, had fhings been handled with more prudence all would
have benefitted including the GoP, OMCs and consumers. As such, the
notification of ban had an adverse effect on the situation 10 the extent of
disiurbing the equilibrium between supply and demand for few days. The lonealy
defence, however, relied upon by OMCs is superfluaus due to the fact that it
anly takes 10ta 15 days for an oil vessel to reach the end users. P3O, being stale
owned, was squeezed by MOEPD 1o bear the burden of culprit OMCs. Forced
to import at higher price and sell at a much cheaper rate in the month of June
2020. PSQ. thus, suffered a colassal loss to the tune of Rs. 7 1o 8 billion.

Inaction of both MoEPD and OGRA during crisis was displayed in a number of
ways ke changing the berthing priorities to give extro advontages to certain
CMCs, non-enforcement of PRM decisions wheragin OMCs were obligated to -
import their allocated queotas, connivance of non-adherence by OMCs to
maintain 20 days stock and imposition of ceremonial fines on infractions of
COMCs etc. Coming hard on PSO and soft on private OMCs is an obvious case
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of cnrmingl omission of collusion Between the regulators IMoEPD & OGRA} of il
indusiry and OMCs. This inaction can be proclaimed as collusion

What were the real causes for the shortage of pefroleum produets inthe country
In or about the month of June, 2020, and identification of those responsible tar
this crisis Including the privote sectar as well as the public functionaries,
regulctory authorthy?

The situation of the shortage has been discussed in deiall in chapter 18, Tore-
Herate, the pricing of pelrocleum productsis delermined on the basis of overage
imports of PSO in the previous month [discussed in chapler 04). The PSCQ imports
of May 2020 were compleied on 7" May, 2020, Meanwhile, the intemational
prices, offer touching bofiom on 5 May 2020, staried o increase steadily. All
stoke holders knew the pricing formula and could predict a sharp fall in price
fixing of lune 2020 by the Govemment of Pakisian. By the end of Moy 20 ond
throughout June 2020, the higher intermational paces meont o loss in OMCs
profit on MS ong HSD in the month of June 2020, Keeping this in sight, OMCs
neld their stocks instead of supplying them o retall culleis by resoriing to
mulliple malpraciices exomined in chopter 08 of this report, OGRA inefteciively
issued show cause nolices to 0¥ companies but the OMCs did nof budge.
Thess 0% OMCs conveniently paid a fine of Rs.25 million [half of aclual fine of
50 million} and weni into review (again before OGRA} to get even ifus fine
remitted. OGRA remained campleiely ineffeciive io say the least. This ineria or
ineffectiveness was nof due o the insiant situation but spread over long years
of hibernation ang willful silence by OGRA. The role of OGRA and ifs dereliciion
has been discussed in delail in chopter 5. In short, OGRA only acled os a non-
enfily and did almost nothing during the crisis, thus, in o way, being complicit
to the wrong-doings of the OMCs. Likewise, MCEPD also remoined insensitive o

ihe sifuniion.

Whether the storage ol petrolevm products in general and durdng the shortage
period In padicular, was less than the required/prescribed limit? If so, what
steps were taken against the compantes responsible ter failure to maintain the
stored quanttty? i no appropriate actions were taken against the compuanies
responsible, which govemment autherity/official failed in #s duly in this

respect?
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Maintenance of minimum stock of 20 days is the legal responsibility of each
OMC. Ensuring compliance of this requirement s the prime responsibility of
OGRA_ All set of laws, rules and regulations in this regard have been mentioned
already in chapter 03, Practically the storage of #0% of the OMCs never
touched the mark of 20 days stock per each retail cullet, Although the crisis of
shartage mode it even more proncunced, this phenomenon had been going
on for quite some time os the stocks were never maintained by OMCs.
Acquisition and supply of petroleum products continued without brimming of
storages of respective OMCs. Al the cost of tautology. OGRA, the legal waotch
dog over stocks maintenance, had remained oblivious to this vital function. |t
instead, remained embrolled info legal fight with MoEPD by bringing in murky
explanations to the word *Authority'. It had not taken any action in this regard
aven after promulgation of Pakistan Qil Rules 2016 when it became clear that
the Authorty [OGRA) was to ensure requisite reserves by each OMC. When,
howeaver, too much water had passed under the bridge, OGRA sprang into
action by issuing show cause notices to 08 OMCs, fining them 50 milllion in tatal.
As per pracedure, the OMCs paid half af the fing {25 million) and have gone
into review/appeal before QGRA for reversal of this fine. Even the amount of
Rs.50 million is peanuts compared to the bilions made by OMCs by hoarding

and holding an to theirinventory.

Te examine the role of refinerles and defermine their responsibility in the
shortage ferisis vis-d-vis the procurement from lecal souices, imports, storage
and supply In the <ountry.

For complete appraisal of the part of refineries, chapter 11 maoy be refered. To
summarily re-iterate, the role of refineries during this volatile period was of litle
significance. The table of the stock/allotted quotas to the OMCs since January
2020 is reproduced below:

i Cifference belween
Relinery Avallability {(M5) Lited by OMCs
Manth availabitity and (ifted
(M1} (M1}
(M1}
January 174,500 180.397 3.8%7
Febryary 143,000 121.428 ' -21,872
March 168,500 104,717 -63,783
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Aprl 195,000 89,443 -105,537

May 239 200 275.324 34,124

Jung 154,500 144,593 10,093

As can be seen from the above, both MoEFD and .DGEA did not bother about
nen-lifting of allotted quotas by OMCs from February 2020 to April 2020, During
the said pericd, the international prices were on @ downward irend and
GMCs were benefitting from import. It is, however, mind-boggling that both
MOEPD and OGRA took no action ageinst the delinquent OMCs. Had the
gliolted stock been lifted as prescrbed in MoEPD Product Review Meeting
(PRM). the need for so-called ban or rationalization {March 25 to April 24,
20201 would not have arisen. Both MoEPD and OGRA have no rational reply
io this delinguency. Farcically. even the data which led to the decision of
import embaorge, wos supplied by OCAC, MOEPD had ne means or systermn of
its own 1o fetch the vitol statistics of the oil industry.

To coliect and compare data of imports, supply. price and consumption of
petroleum products, during different periocds so as to detemine the
responsibility of the Petroleum Division, QGRA, OMCs, Relineries, petroleum
dealers or any other authority or person relating to shorage of petroleum
praducts in the country and any other illegal practices including violatlon of
the provisions of applicable laws Including the Petroleum Act, 1937, OGRA
Crdinance, 2002, Rules, Regulations, terms of licenses commilted in general
and during this period in particular.

Cil industry in Pakistan is the complex interplay of the following stakeholders
each of which has been examined in detail in various chapters of this report:

Stakeholder Chapter
Ministry of Energy. Petroleuwm Division (MOEPD] 5]
Ministry of Energy [Department of Explosives) o7
Gil & Gos Regulatory Aulhority {OGRA) 04
Relineres |
Gil tarketing Companies [GMCs) 03
Reldil Cullels/Alling $tahians 2
Oil Componies Advisory Council [OCAC) 13
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19.13

Pord Authorities 14

Hydrocarbon Development Institute of Pokistan (HDIP) 15

Private storage teminals/companies 14 .

As regards the violation of relevant laws, the same has been discussed in the
chaopter where each specific stakeholder of il industry has been assessed,
For the purposes of clanty, the Commission has altempted to amalgamate all
relevant laws, rules and requlations in chapter 03 of this repart. Nomenclature

of a specific set of laws frules has been modified to suit the given TORs.

To idenfify any deficiencies in the prevailing laws, regulations, licenses,
procedure, mechanism/methodology regarding Impont, price
determination/fixation and its timelines, storage and related issupes including
strategic storage and planning far ensuring smooth supply of petroleum
products in the nomal course as well as during shortage, crisis or emergency.

The confusion relating to all laws pertaining to petrolkum products and their
refining/ marketing mechanism has been discussed in chapter 03 lilled ‘Laws
and Eules'. Briefly, MoEFD and OGRA have not worked over the years to
streamline their working giving rise to multiple malpractices both in the
Government and private sectors. MoEPD has been exerdising scme powers
under the apparently defunct 1971 Petroleum Rules. At the same ime, OGRA
has been unwilling to exercite its authority under newly promulgated Fakistan
il Rules 2014, Aspects of price fixing has been addressed in chapter 04
whereas issves of storages/ strategic storage have beern explored in chapter
06, Analysis of flow of import, its attendant gaps and recommendations for

smocth flow of impeorts in future has been attempted in chapters 05 and 21,

Te examine whether there was any market manipulotion of petroleum
preducts by any party including the O.M.C.s, petroleum dealers, reflneries efc.
ond identification of those responsible for such practices and measures

required to prevent such practices in future.

The shortcomings and market manipulation have been discussed in TORs (g)
{f) and (9). Maasures suggested for future course correction are detailed oul

in chapter 21,
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19.15

To suggest short term as weli as long term measures, guldelines, SOPs requlred
to be taken o the Fecderal as well as Provinclal level to ensure that such

shortage, hoarding or market manipulation, if any, does not recur in future.

shord and long-term meaosures have been joken up in seclion of

recommendaiions ([chapier-21}.
Any other lssue deemed approptiate or relevant fo the above TORs.

Many issuss and prevc:}éni malpractices were observed by the Commission
in the off industry in addifion 1o the TORs. For instance, the Commission has
included the dedicated chapierns on OCAC, smuggling, adulleratian, venues
of impaorts. HOIP and ilegal retail ouilets.
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20.2

CHAPTER 20
CONCLUSION

In sharp contrast to the world at large which seized the days of lowest
international prices of petroleum prodocts from the maonths of March 1o May
2020, the crisis of shortage eruptad in Pakistan in the month of June 2020. Sad
story of how an opportunity was fransformad into a crisis starts in March 2020
with the irrational decision of 'import cancellation' by MoEPD spanning over G
month whereby the OMCs were asked to cancel their cheap international
purchases. Instead of enfarcing the OMCs talift their lecal guota of purchases
from refineries, the MOEPD went for the blanket impaort ban. Regardless of this
so called ‘ban’, it is an admitted fact that 04 oil carrying vessels belonging to
private OMCs did dock and decant during the days of impeort embargao. Thus,
the OMCs hue and cry abort embargo is not all that frue a reason for the
shortage. Consurmers had to pay plenty for the failure of MOEF’D toimplement
FRM decisions. Lifting of import ban in the end of April coincided with the
gradual rise of international prices of petroieurn products albeit g little. May
and June witnessed the apathy of certain culprit OMCs which imported oil but
hoarded or siowed down the suppiy to their retail cutlets till the government
increased the prices on June 26, 2020. Gerneral consumers, thus, were
expropriated from their rightful gains.

Coming events cast their shadows before them. Seeds of the crisis were sown
aready by MoEFD, OGRA, Department of Explosives, and a handful of
malicious wrong-doers identified in the whole saga. OGRA inherited the
regulatory functions of cilindustry from MOEPD I the year 2004. Far the next 14
years, Ol Industry ket waiting for the new petraleurn rules to replace the old
Petroleurmn Rules of 1971, This was an era of legal ambiguity on the division of
powers between MOEPD and OGRA which continues till date. From the year
2006 to 2020, OGRA becames the breseding ground of OMCs the number of
which has now touched é4. OMCs got uniawful provisional markefting licences
withoul developing thelr mandatory storage and stock facilties. Cheap ol
days couid not be cashed due 1o criminal and deliberate omission of duty by
OMCs to maintain minimum stock of 20 days, Failures of OGRA refuse to end,
rMushrooming of llegal retail outlats, regularisation of illegail retail outlets. llegal
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joint vaniures or haospitatifies. unlowful private storage companies, frequent
unpunished viclations of licensing condifions by OMCs and maony more means
. OGRA specialises in earning discredits. MOEPD is an equal campetitor of OGRA
in this regard. No strategic storages, outdated refinenies, ceremanial role in
PRMs, heavily behaolden o OCAC, o private bagy, for commanding the of
industry on its behalf are some of the leading discredits of MOEPD. The rest of
the damage was done by the Depariment of Explosives, Pori Authorities,
smugglers and adulierers. Aller me, the deluge. Now it maokes it easier to
undersiand how the opporunily was converied inio the crisis, Toking these
failures o5 constants, more Crises of this proporiion O even worse may OCCur in

future., Complete comaction of ol industry is required as suggesied ahead.
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CHAPTER 21
RECOMMENDATIONS

Thouwgh not being fully aware of the restrictions and financial constraints that
ihe Government of Pakistan {GoP) faces at the moment, the Commission hoas
ventured inte tabling recommendations, based purely on the knowledge
acquired during the last 03 manths (about the industry], coupled with common
sense. Most of these fecommendcﬁons are not strictly short or lang term as
some part of each recommendation might entail a short tirme while rest rmight
take a longer pericd. The recommendations are derved primarly from
preceding chapters wheare each component of the industry was discussed
separately, They are as under:

Il & GAS REGULATORY AUTHORITY {QOGRA)

2.2

The QGRA has been taken up on top of the list as much of the mess that
abounds in the oil industry pertains to OGRA and the related lawsfrules. Having
been created in 2002 and given some powers to regulate cil indusiry in 2008, it
iook OGRA a long 14 yvears to even formulate its rules [Pakistan Oil Rules 2014).
OGRA, nevertheless, was never in a pasition 1o execute and enforce thesarules
and constantly shunned away from the very responsibility that had been
bestowed upon QGRA through OGRA Ordinance 2002 and Qi Rules 2014. Role
of this white elephant was not maore than a silent spectator before or during the
cnsis.of shorage of petroleum products. Cotalogue of tailures of OGRA since
2002 includes dishing out licenses (23 in last 14 years while 32 wait in line) to
OMCs without ensuring actual enhancement of storage faciliies, zero
inspe:ﬁons of relative adharance to minimum stock requirements by OMCs,
impeosition of ritual fines on OMCs for drying out their retail outlets during the
monih of June 2020, issuance of unlawful provisicnal marketing licenses to
OmCs, no punttive action an lllegal joint ventures or hospitalities between
OMCs. norevocation or suspension of icense of even a single delinquent OMC,
no mechanism to ensure lifting of local quota of petroleum products by OMCs,
no checks on operations of unlawful private storage companies and so on. Ol
industry would have been better-off had there been ne OGRA. Such
proliferation of licenses has upped the scole of malpractices including
smuggling and adulteration. With virtually no effective check by OGRA, it
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21.4

21.5

would take a Herculzan task to bring the situation to any semblance of
normalcy.

The Commission is of the considered opinion that formation of a regulatory
body ke OGRA, perhaps in line with modern markets of developed countries,
was not aligned with the ground realities of Pakistan. As such, the Inguiry
Commission strongly recommends dissolution of OGRA through an gct of
parliament wilhin next 04 months,

The modalities of how the present staff and function of OGRA would be yliized
con e made g part of the proposed act. This is g strong recommendaltion but
given the landscape of problems that OGRA has put the oil industry in, no other
alternative would be vigble,

The Commission recommends strict penal/departmental action against those
imvolved in illegdalities, especially in issuance of unlawful provisional marketing
licenses/markating permissions. This includes the Chairpersons (incumbent and
the pravious cnesy and their gssociated members [(Oil, Gas, Finance) that
conslitutes the *Authority’ under section 3(3] of OGRA Ordinance 2002, To
accurately assass the ilegality on part of each person is a matter of further

invastigation/probe.

MINISTRY OF ENERGY, PETROLEUM DIVISION (MoEPD)

21.4

nz

Minisiry of Energy, Petroleum Division, has not fared moch better during the last
decade and in the June crises in particular. The story of MoEFD is gilso rife with
apathy, incompetence flavored with malpractices, and disregard  to
lows/rules. However, the Commission recommends that, to get out of the
present predicament of ytter confusion, MoEFD must be empowered 1o take
the matters into its own hands with g consglidated approach. The dire straits of
gil industry can only be straightened out with a unified authority,

Should the GoP agree to this proposal, the Ministry can start working in
collaboration with 1he Law Ministry to draft new rules within next 06 months and
have it passed by the Cakinet/PM subseguent to the promulgation of the
proposed act. If the viabilty of this option is accepted, MOEPD should be given
&-12 months for working out gll the mechanics of Petroleym Division in terms of
strength, checking mechanism, enforcement ete. for a useful and effective

operationdl unit.
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21.10

Meanwhile, the Commission strongly recommends departmental/penal action
against the incumbent DG Qi for passing flagrantly illegal orderns regarding
allecation of importfiocal quotas. Strong departmental/penal action is also
recommendad against M. Imran Al Abro and the other associates who had
peen maneuvering the unlawful affairs in the Petraisum Divisian, Mr. Inran Abro
isrepartaedly the king gin in the Pefreleum Division and calls the shots an behalf
of his superiars. Pertinent 1o mention that the gentleman is also the signee of
the so-called ban letter (25 March, 20). He has been serving in MoEPD for the
last O years without any legal ground. Under the Rules of Business, o contract
employee of private company (Inter State Gas Systems [Pvt. Lid) under MOEPD)
cannal serve an deputationfattachment. All such 'Stand-out-bad-characters'
must not go unpunished.

The role of Secretary MOEPD cannot be ighnored. Apparently, he remained
encapsulated in a vacuum, bath prior to and during the cnsis period. No
satisfactony explanation has been offered as to why the word rationglization.
approved by Cabinet, was transformed intfo ban/cancellation of imports.
Likewise, how would the flagrant viclations of OMCs spread over a pralonged
penod, could be ignored by him% The Commission Qs recammends
departmental reprimandfaction against the Secretary Ministry of Energy,

Petroleum Division.

The Commission alsc recarmmends a stict acfion against officials  of
Department of Explasives fworking under MoEPD) found involved in ssuance of
uhlawful Forms 'K & 'L to retail eutlets and storage depots respectively.

PENALTY TG OMCs FOR JUNE CRISIS

211

Monetary losses forced vpon PSO, a state-entity, during the days of shortage
must be equitably recoverad from the OMCs which creamed off the unlowful
profits through hoarding. slowing down ar drving out their retail outlets. How
can the cruel story of oil ship ‘Ploutus’ go unpunished where the P3O ship was
forced fo discharge earlier by MOEPD by violating the priority-queue to delay
the berthing of ‘Ploutus’ (discussed in chapter 13). The guantification of these
easy-but-illegal gains by OMCs has been aftempted in Chapler 9. The
Commission recommends that all such unlawful gains be recovered fram
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OMCs by the Federal Government as these profits nghtfully belonged 1o the

general consumers at large.

ESTABLISHMENT OF A MONITORING CELL IN THE PETROLEUM DIVISION TO OSTRACIZE THE
. ROLE OF GCAC
21.12 The Commission recommends that a monitering cell must be established in the

MoEPD. The cell should collect all relevant dota from OMCs [import, local
uplifling. daily/monthly sales of QMCs, refinery import/production program
elc.). This cell would record data of every aspect of OMCs justlike CCAC, Only
this dala would have legal sanctity and the OMCs could also be held
accountaldle in case of spurious figures. Presently GCAC has a total staff of 12
persons. This cell may operate with twice that number but all data would be
direclly availaile to the MoEPD and the GoF whenever required. This way,
CCAC, o non-statutory private body, would eventually be curtailed from its
heretofore decisive role in dota collection, berthing priorties, IFEM claims and
FRMs5. These areas must be the exclusive domagin of MGEFD.

INVOKING THE ROLE OF THE DEPUTY COMMISIONER/DISTRICT ADMINISTRATION
21.13 Tomspect and examine any prermises, facility or installation owned or operated

by an QMO or refinery and to conduct enguiry so as to find any infractons or
violations. is the responsibility of the Deputy Commissioner [DC) {Provision of
Rule 54 of Pg kiET{]!'I Gl Rules 2014). The Commission finds them conspicuously
absent from the pancrama until forced by the acute shortage of petroleum
products in the month of June 2020, This late awakening could not even pcpér
over the cracks during the Crisis as the ordeal was 100 big to handle by then,
Putting gside the overlgpping of powers and Ministry-OGRA feud, who stops
the Deputy Commissioners from exercising these powers 10 the benefit of the
general consumers? To cite J.F.Kennedy, "Americans are at their best during
very bad times or very good times. It is the in-between peticd that causes them
troutsle.” 3ustained action in the ‘in-between pencd' s regured to be
undertaken by the DCs due to their on-ground presence and better
manpower. The DCs have long since abandeoned their inherent powers to
inspacticomect almost any avenue of pubtlic interest. This is about time that the

role is re-invigorated.
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CLOSING OF 1LLEG AL RETAIL GUTLETS

21.74 Al iflegal retail outiets must immediotely be closed down while simultaneously

mnitiating oction not only agoinst their owners but also against those who
allowed them to prosper. In the same wein, the proctice of unlowful
regulansation of retail ocutlets built in viclation of rules must be put to an end.
Moy the readers know thot no one knows fhe exoct number of retail outlets
cperating in the country be it MoEPD, Department of Explosivas or GGRA. By
help of District Administration, MoEPD, Department of Explosives and @ rep of
the OMCs, e exact number would be reconciled. SOPs should be developed
that this dota is updated every month. Exact number and OMC wise location

of eqach reiail cullet would thus be known to oll concemed.

ESTABLISHING STRATEGIC STORAGE

21.15 Focus of the policy tormulators on the enhancement of strategic storage [both

crude cil ond refined products) of the country remained amiss be it the MoEPD
of OGRA. India has achieved the doy cover of 130 doys'é os against Pakistan
which is af around 30 doys so far. What benelils have accrued to Pokistan with
the well-frumpeted policy of OGRA io foster competition and swelling the
rwrmber of OMCs to stoggering 642 Single iob well-done is batter thon multiple
jobys half-done, Philippines Modeal' is o case in point where the country returned
back to fewer welltun OMCs instead from @ molley of badly-run OMCs.

TRAMSPORTATICN
21.16 Transporfation of peirclevm producis, ke other important ospect has also

been ignored by both OGRA and MeEPD. Had there been proper Standing
Operating Procedures (SOPs) and their efficient implementafion, the industry
and public af large would have benefitted kom it During its proceedings, the
Commission has assessed thaf Shell Pakiston has developed the best controls
in most aspects. For example, each MS/HSD lory canving Shell preducts are
filled with fwo camergs and guiomated positioning sysiem coupled with
proper iogs to ascertain thot the cargo reaches the intlended destinalion, PSO
is following suit bul is logging behind despite being the Liggest ML,

ib

wany economiciimes indetimes.com

" fificen years since oil derepulation: assessment of the department of ercrgy’s role in the implementation of
republic act 8479 - Emir-decgene mendoza, ron ponce dangealan and aibertine june din
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21.17

The Commission sirongly recommends thot all other privote GMCs develop this
automated franspartation system. Inmodearn age of digitization, this step would
not incarporate much expense. Further, the OGMCs moy be direcled to submit
this automated data to the proposed monttonng cellin MoEPD. This would help
in process of dola verfication on monthly/annual basis. More importantly, this
initigtive would be first imponant sigp in curbing smuggling.

AUTOMATED GAUGING SYSTEM

21.18 Auviomaied qougng system is the most important automation step that needs

to ke foken up, Sorting Fom decanting storages ol ports, to 24 geographical
lecation depets of different OMCs. 1o more than 2.000 retall ouileds across the
counity, all storages must he fitled with digilal censors. This way, no non-
compahy product could he dumped in any of the designated retail outleds of
that particulor OMC, PS5O and Shell are in eardy stages of incorporating this
system. This is more expensive than the routing gauging systiems but definitely
the need of the hour. Once the OMCs gre obligoted 10 adopt this system,
Petroleum Division may opt to hove ¢ digital ink with this system. In he long
run, this would ensure a regsonably [col prook system of monitoring both by
OMCs ang the MOEPD. This systerm would also help in proper audit at the end
of financial year and ihis would help cut huge tax leaks that reportediy exist in
the oil industry. Both smuggoling and adulieraiion practices could glmost be
brought ic o grinding halt once this system is fully and effectively enforced.

REVAMPING OF PSSO

21.1%

27.20

Compressing P fo lift the load of the delinguent OMCs during the crisis was
a lost refuge of MoEPD to salvage the bungled ol industry, This way P3O
endured g loss of more than Rs. B billion. Due {o the festening wounds of PSQ, i
wais not subjecied 1o inlrusive prabe by the Commission. I s nof o sQy that Qll
is wall on the front of PO, Beset with huge daie lighilities like cireular debt, PSO
cannot enter the oy of @ modem OMC unless these pending issues are seifled.
Though an independent body on the face, PO s also wrought with
bureaucratic red lape like Gny othar govemnmenit department,

The Commission sirongly recommends that the GoP may setile the impending
débi issuas of PSO in due fime 1o enable it to adopt modemn working ways of G

vitrQnt company. The Commission alio recommends that PS5O may be
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direcied to take the lead in the aforementioned outomaotion process and
complete it within g reasanable time. Once this is dong, MoEFD would be in o
ke tter position o dictate other OMCs to follow suit.

' SHELL MODEL

21.21

During the couse of the inguiry, the Commission has assessed Shell to be the
best ol marketing company. During the days of shortage, Shell alsa fared much
better than the other OMCs. Being the only international public limited
company, it is part of Shell International. The market is rife with rumors 1hal,
given to the recent heavy loss borne by Shell Pakistaon and the cut-throal
practices thal have become part of Pakistan oil industry, Shell might fold il
business in Pakistan. The market share of Pakistan in Shell International is less
than half percent and leaving Pakistani market would not mater much.
However, this would not augur well for Pakistan. Nat only Shell has highest
quality control standords, it has been a vanguard of modern trends in Pakistani
cil industry including new vision pumps. During the inquiry, Shell personnel
complained that they face mulliple problems when competing with the local
OMCs s the unlawful practices of locol OMCs go unchecked. It is
recommended that fair complaints of Shell may be properly addressed and

redressed to attiract other international players in the industry.

PRICE FIXING FORMULA

21.22

As explained in chopier 03, both OGRA and MoEPD had been using an archaic
formula of price fixing, dependent on retrspective purchase prices of PSO.
Though acceptable in normal tirmes, it could not withstand the price vololilily
of the international market. During the course of this inquiry, the price fixing
formula has been changed andis made dependent on fartnightly PLATTS rates.
The average of 15-days PLATTS rates serve as the base of ex-refinery price. This
was o iong-awaited comection. The Commission, howewver, 15 of the view that
this mechanism may be appraised after 08 rmonths and the GoP may consider
the sarme formula with average of 30 days instead of 15, Such o step would
decredse the number of frequent price changes, bringing it o 12instead of 24,

ABGLITION OF IMPFORT GUOTAS

21.23 During the course of this inguiry. the Commission was taken aback ol the

decision of so-called ban on petfroleurn products in Marc h-April, 2020. This was
' 148 |Page




21.24

irgtiongl decision dnven by the insrtia thai prevailed both in MOEPD and
OGRA. As discussed in Chapter 05, Indio filled its ianksfstorages with 37 million
mefric tons of peiroleumn producis due o reduciion in prices. Slariing from
faiture to develop sholegic storage coupled with not gelling the refinery stock
ifted by OMCs (February, March, Aprtd). Pakistan kost ouf on this oppartunity.
further, @5 long qs the refinery stocks are liled o5 per guola ollocation
{mondaied by law), why should the privote OMCs be not allowed jo import as
much as they can afford? Even if OMCs moke money on impori of cheop oil
carge, it is o fair proposition in any free business environmient,

The Commission recommends thal in the future Product Review dMeetings
{PRMs), only quolas of local refineries be fixed @5 per the market shares of the
OMCs {or as decided by mutual deliberation of OMCs). The OMCs should only
give thelr impart plans and MoEPD should be content with rinimum stock of 20
days by each OMC. Had this praciice beenin vogue, all OMCs ond GoP would
tave saved milions in foreign exchange through chedp procurement in Al
and May 2020.

IMPROVEMENT OF PORTS AND RELATED FACILITIES

21.25

The following lapses need io be comected ot the imporf venues/poris {KPT &
PQT):
i.  Underground white off pipetine from KPT to FOTCO be completed in quick
time,
ii. Plonned shifting of MS from KPT to FOTCO is not recommended s KPT is on
all-weather port ond it would be unwise to put all eggs in one baskel.
ii. il piers af KPT be repared, mainicined and made ully operafional.
Presentily only one berth of oil pier is funcliongl while bwo are out of service.
iv. Put a stop to illlegel usoge of storoges/depots of ports by private sterage
companies in violation of Form ‘L' licenses. In this regard, the Commission
recommends fudher probe againgt petrochemicgel impording/storing
companles including Has<ol, Al-Rohim, Al-Abbaos, Pokiston Molasses Co
etc.
v. Inferngiiongl  Saleiyiechnical protoceols be observed o pod
starggesfdenols like construciion of dyke-walls elc.
vi. lHlegal hoarding af privale starage termindls be checked regulary and the
delinquent OMCS be penalised accordingly.
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vii, Canceligtion of ilegdlly granted Form ‘L' licenses to private storgge
companies and departmental action ggainst those who issued those
icenses. :

viii.  UniGiling and effective testing of both refined and crude oil ot port by HDIP

SMUGGLING AND ADULTERATION

21.248

sSmuggling of rgnian oil is G reality. A brief higtus in smuggling inpuf due to Pak-

. Iran border-closure for few days during the advent of Covid-19 badly jolted the

21.27

whole supply chain of petroleum products. Case-studies of M.T. RHEA and M1,
ELSA (discussed in Chapter 14} shamed Pakistan internationally. The guantum
of smuogling through land route has been approximated ot Rs. 250 billion
(chapter 18], The Government must sensitize the Frontier Corps {south) to take
strict measures ot the Pak-ron border to curb this colossal evasion of tax
revenue. Likewise, the smuggling through sea route goes on as only in the
maonth of July 2020, two huge consignments of ranian contraband il were
apprehended on information of international agencies. In this regard, Pakistan
Coast Guards assisted by Pakistan Customs have to play thelr effective role and
they may be directed as such.

Likewise, the Government must set up additional guality control laboratories
acrass the coundry. There is Slso @ dire need of mobile testing units, In Cco-
ordination with the district administration, such units should routinely check
qualily of petroleum products in retail cutlets and depots in their area of

jurisdiction to curb this mendce.

BYCO CASE

21.28

BYC O limited has two refineries ot HUB. During visit of the Commission's team of
BYCQ, both were non-operational. Why these refineries were gllowed 1o be
built ond what purpose are they serving? Given the fact that BYCO reflnery is
mostly closed, where the supply comes from? Thks is a clear mater of further
prebe. The Commission observed that many other things go wrong in BYCO
including the free for all gnd vnregulgted decanting of vessels at BYCO port
terminal (Single Point Mooring located 18 miles inside the Argbicn Sed)
because of the absence of Customs, Martime Depadment and HDIF, Moy the
Commission remind here the inglonous cases of M. T. RHEA and M.T. ELSA which
again were docked at the SPM of BYCO, Needless ¢ mention that its owner,
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Mr. Amer Abbassi remnamed @ fugitive of low (wanied by NAB) for o prolonged
perod in o fraud of more than Rs. 23 billien. The gist of the cose was that BYCO -
imported refined peiroleum producis in garb of crude il ond chealed the GoP
of the staggernng sum. Apparently, the racket is still on. Reporledly, Mr. Abbasi
has now entered inio o Pleo Bargain with NAB for o payment of g little more
than Bs. 01 billion. More and more needs o be probed ahout BYCO with
complete scrutiny of its record of Impors of the last 5 years. Rule 35 (Ol Rules
20 &) cleariy stipulotes thot any person with cimingl record cannet even apply
for o marketing licence, Thonks o OGRA's enforcement, M. Amer Abbosst siill
remains owner/CEQ of both BYCO Refinery and 8YC O OMC.

21.2% It is recommended that operation of both BYCO Refinery ond Qil Morkeling
Company be halied henceforth and o fullscdle inquiry be opened

immediately.

SCRUTINY OF OTHER REGULATORY BODIES
21.30 Though it is nof in the ombil of the Commission to give ony recommendotion

oufside its scope. but after having seen the stale of offairs of OGRA, the
Commission is compelled o recommend thoat the Govermnmment moy consider
getting the performonce audit done of all such regulotory bodies (NEPRA,
PEMR A, DRAP eic.). The peaple of Pakistan hove arighi to know whether their
hard-earmed tax money is being ulilised properiy.
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