PETROLEUM POLICY 1991

Government of Pakistan :
Ministry of Petroleum and Natural Resources

ugh the first well in the territory now constituting Pakistan was drilled as far back as 1866 and
mmercial discovery was made (at Khaur near Rawalpindi) almost eighty years ago, the
n of oil at the time of independence was no more than 1500 barrels a day from four fields all in the
.sion. The oil was refined in Attock Oil's Refinery at Rawalpindi which also owned the wells. The
requirement of petroleum products which in 1947 stood at a meagre 7500 barrels was

o promote and regulate exploration, the: Petroleum Production Rules were promulgated in 1949.
year Pakistan Oilficlds Ltd (POL) was established as a subsidiary of Attock Oil in which 30%
held by the government. In 1950 yet another company Pakistan Petroleum Ltd'(PPL) was
ted inheriting the assets and activities of Burmah Oil Company. PPL discovered the country’s
till the biggest, gas field at Sui in 1952. For the purification and distribution of gas, Sui Gas
n Company (SGTC) was incorporated in 1954 and Sui Northern Gas Company Limited
n 1963. e : 3 5 o ‘

o reduce the import of products two refineries were established in Karachi, one going into
iin 1962 and the second in 1966. [n 1974, one of the two refineries (National) and the locally
keting companies were nationalised leading to the formation of Pakistan State Oil (PSO) which
purchased Esso. PSO is now the largest commercial organisation of the country claiming
s share in the distribution of petroleum products. The rest is shared between PBS and Caltex, ;
etroleum Refining and Petrochemical Corporation was also set'up in 1974 to develop Fefining -
hemical industries in the public sector. Yet another organization in the public sector, Pak-Arab
imited (PARCO) with 40% equity holding by ADNOC of Abu Dhabi, was formed in. 1974
¢ 1981, is operating a pipeline for transporting petroleum products from Karachi to Multan. To
rt to the exploration and refining effort, a research organisation cailed the Hydrocarbon
nt Institute of Pakistan (HDIP) was established in 1975. : i

pectacular Sui discovery attracted five foreign companies —Stanvac, Hunt, Shell, Sun and
o invest in exploration. They drilled 45 wells but made only one worthwhile discovery of gas at
 Stanvac) which, though large in size, was low in quality and suited to fertilizer production -
. now almost wholly dedicated. To give impetus to exploration, the government established in
Oil and Gas Development Corppration (OGDC) with Soviet assistance. OGDC made its first
i f{t_)_qt ;n_Pptwkr in'1968. Eight years later it struck gas/condensate at Dhpdak which is only

e discovery of oil at Khaskheli in 1981 it lower Sindh by Union Texas constitutes a watershed in
exploration in the country. It negated the cammonly held belief that oil in Pakistan was confined

on. Khaskheli was the tenth oilfield found in Pakistan in 70 years. In the following 10 years 30
were found., - S S T - : i ' ] 5

DC found gas/condensate at Dakhni in 1983. In the following year Ogcidental (OXY)
largest __oil_ﬁcld of Pakistan at _Dhurr}al :cjt_.lvc_nating the int__c_rcsl of explorers in Potwar

88 éxplbration was blanned with a liberal biaS-. F orty-li{ ree blocks were ofTered to iﬁcrnatidnal -
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r compctitive bidding. Twenty-four bids wcresrcocivcd for 12 blocks. Nine havg since been.



awarded. In all, 54 exploration licences are now h_cld by 23 companies, 10 of them by Ogp;

8. The country now produces some 65,000 barrels of oil and 1.5 billion cubic feet of gas per 4,
around Rs. 50 billion ($2 billion) a year in foreign exchange. Another 64 million barrels of ¢p4.
products are imported costing (in 1990-91) Rs. 45 billion (§ 1.8 billion).

9. The exploration efforts have been dogged by bad luck and a government policy whg
provide either adequate incentives or infrastructure for sustained investment. The silver Jipjp,
gloomy picture is provided in the earlier years by the discovery of Sui and in the last decade by the
small though, in lower Sindh. '

10.  The liberal and forthright attitude of the present government both in handling the affairg o

and in dealings with foreign prospectors and producers has resulted in the award of 23 concegs,
"~ QOctober, 1990. 7 '

1. Presently, a little more than one-fourth of oil consumption in the country is met through dept
production. In gas the picture is much brighter. In the national energy consumption pattern gas with
of 35% is catching up with oil (45%). ' {
12. The intention in declaring this policy is to let the’explorers, producers, refiners and
wo.  ide know the rules and procedures which would henceforth govern the hydrocarbon seg
basic principles underlying the policy are to: : : :

(i) Produce and procure enough oil and. gas to sustain the planned economic
growth, - ; i : i

- (i) Step up exploration and development of indigeqoﬁs oil and gas resources.

(iii) Mobilise domestic and external financial and technical resources from private and p
sectors, especially the former, for the development of petroleum exploration, refining,
‘export, storage, distribution and marketing. B e £

(iv) Replace biliévcx‘l by bulk impbrt of gas butso to fix the quantity impoi'tcd as not to da
indigenous exploration efforts. o o : : : < e

(v) Strengthen the research, technical and administrative eapa_bil'ities' of thcfgovcrnr’he‘pt
o responsible for making policies and ‘their effective implcmcntation. g

i) Progrcssivély ‘i‘fcc thc bct.rokum industry and trade from government contrqls'.

(vii) Create a competitive environment for giviﬁg the best deal to the consumer in-pf
_quality. i

(viii) Promote measures for protection of the environment especially by reduction of lead
spirit and use of CNG in vehicles. 3

13. 'I'he mce.surcs'gpcc_iﬁc to various segments 6f_' the ;Sil and gas sector for ac,hicﬁ:_x_g thCSC
objectives afe spelled out below. ~ . = - SR :

Exploration and Development

14 @ Al applications for exploration licences will be decided within three mon
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applications disputed or contested may take up to six months to decide but no more.

.Expeditious and equitable disposal of applications will be ensured through a standing
committee in the Ministry of Petroleum and Natural Resources on which all the concerned
- Federal and Provincial organisations will be represented. | (

The standing practice of the government (or OGDC on its behalf) sharing in every
" concession agreement 5% of the exploration cost and acquiring 50% share in development
and production after discovery would be replaced by negoltiations or competitive bidding, if
 there be more than one applicant, to determine these sharcs or to adopt any other suitable
formula like producuon sharing. : i

Local companies would be induced to invest with the f‘orcign compames and OGDC in
: explorauon s
The forc:gn exchange requirements of exploration companies who are pa:d for their share of

oil/gas in !ocal currency will be fully met by the govemmem

The present system under which no duty is levied on machinery and equipment imported by
" companies at the exploration stage, 5-1/4% at the development stage (two to five years) and
normal ratés thereafter would be replaced by a uniform rate of 5-1/4% at all stages.. The
'import of the followmg equipment however, would be allowed thhout duty:
4 1

a) Dnllmg rigs.

b) Logging trucks,
¢) Seismic equipment o

‘d) Well cementaﬂon eqmpment.

.¢) Snubbing units

f) Platforms and related _equipment for of'f-shore explorauon

- The equipment lmported for enhanced oil recovery from depleted ﬁclds will be subjected 10
 the same tariff concession. Locally manufactured machinery and equipment used by the
_exploration oompamu will be enutled to all such bcneﬁts as are admwsnble on its -
i export ' ;

: The pnce of non-ascoqated gasis currently determmed at 66% of the border price of fuel oil .
less negotiated discount. To attract oompames to explore for gas in new and distant areas, it .
- would now be fixed at 75% of fuel oil price less such discounts as may be ncgot:ated at the
time of signing the concession agrccment and not on commercial d:soovcry asis the prcsent
e pnce of LPG w111 be in stagcs, lmked to its mtemat:onal price - w:th appropriate
iscount to encourage its loeal productlon .

i _The assoctated gas currently pnced ata ﬁxed rate of‘ Rs. 5 per Mcft will be pnced at 66% of .
the fuel oil price less discounts based on a declared formula provided there is no ﬂanng
be)Fm'ld the quantlty author:sed for recervou study ' : “
i : s s 3

The current pract:ce of relaung the ol pnee to thc price of eomparable Middle East c_rudc

ss & discount negotiated at the time of signing the concession agreement keeping in view'
the prospects of the areas and size of‘ mVestment wnlI continue. There will be no dascoum on
:_Offshore producuon
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(xi) The current practice of accepting a commercial discovery on the basis of the first exploy
well followed by the appraisal wells to determine the extent of the reservoir will be chy
and the declaration of commerciality could be acceptled even on the basis jof one

(xii)  The gas producing companies will be assured a market outlet within a reasonable time il
four years) of commercial discovery. If indication of an outlet is not given by the goverym,
within 6 months of the declaration of commercial discovery the producer would be e
use it for power generation, fertilizer production or any other industrial or co;
purpose. : :

(xiii) To encourage drilling off-shore, the associated and non-associated gas from such ﬁelds-
be priced at par with fuel oil. s

(xiv) The companies would be rcquired to undertake optimal development of oil and gas ﬁclds
" maximum recovery.

(xv) .Incentive oriented regulations will be prescribed for exploration and recovery from deepg
horizons. € ' : :

1

vi) -A comprehensive data baé@ will be developed for the use of exploration companies
confidentiality clause will be amended to bring it in line with the integnati
practice. - . :

* (xvii) = The model concession agreement will be reviewed at suitable intervals in'cdnsu‘lt‘alion
‘ the explorers/producers. ' : g :

(xviii) The pre-shipment inspection of machinery will be disgontinucd.

r(xix) Sccurity of pcfﬁonnél'aﬁd cquriptnent in the fields will be -assured thorugh a sp
force. . ' ;

(xx) OGDC will be placed wholly on 'c_ommcr_cial footing arid__treét_ed at'.lair ‘with pri

companies.- it | ;

(xxi) _;..;._For off-shore producu'én the rate of income tax,;bonuses and government’s share would!
"lower by 5% than on-shore production. : S

Oil  fining

15.  Oil refining has stagnated around 140,000 barrels/day because of the nationalisation policy of
,and government control on prices and marketing of products. Expansion and modernisation of the're J

sector is imperative to meet the current demand of 250,000 barrels/day growing at 7 to 8% annt
Inadequate and inefTicient refining hampers exploration and production as well as marketing. In ordef§
attract private investment in the development of refining centres (on the coast, in_the middle and no!
the country) the following policy changes will be made: : iy e

S | =
(i) No' permission ‘would be required for setting up new refineries or‘expanding ¢X
ones. Fehs '- : SEre

(ii) New marketifig companies linked with investment in production and refining would be all
at the zonal and national levels subject to a firm irrevocable commitment to de
infrastructure (pipelines, storages, distribution) particularly in remote areas.
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t equity ratio for refineries would be 80:20 instead of 70:30.

¢ pricing formula for refineries will be based on import parity prices. Local crude will be '
pplicd at import parity price at the refinery gate. Inland freight for products will be added for

country refineries based on imported crude.

existing refineries will be allowed up to five years to increase; capacity and modernise
cesses to switch over to interntional prices.. B :

efineries may import crude, after lifting the local crude allocated, from sources of their choice
at prices not higher than those negotiated in government-to-government deals.

oreign exchange for the import of crude will be provided by the government.

6i;cessionary import tariff will 'be prescribed for refining equipment not manufactured
locally. :

Réﬁncrics will be free to sell their products to any marketing company.

Foreign investors in refining whether on their own or in association with the local investors
ould enjoy the benefits of the Private Investment {Promotion and - Protection) Act,

76. ez

Lube products will be freed from price control. ! :

permission will be required for e‘slabllishing‘ lube, grease, andl wax plants subjr._:ci to

.
¢

registration for quality check.

T_hc‘ investors will be free to'.prpci__l_re' raw materials from lchl-'or.a,":‘or_pilgh sources.
) Thc used lﬁbﬂdaﬁn‘g oils will't%c gold only to registered Eéclamil@lbn'pl'nnts.'bpérati-ng on the *
prescribed guidelines. - S e N R Ly A
As a conscquence to the deregulation of invesiment and prices, quality standards will be
;nfomed'thrdugh checks and each plant will be required 1o establish adequate lesting
Fdncilities, - 0@ et - e o : it -

nd D.istr.ibuﬁon

free rﬁarketiﬂg.environmcnt will be created with due regard to qualliy and reasonable prices fq;l

mers. The measures intended towards this end are:

The prices of products will be fixed ex-depot at various piac;cs in the country instead of ex-retail
; outlet to encourage development of regional storage, reduce “dumping’* and to ensure a return
to the marketing companies and petrol pump dealers related to- their investment.
i) Development of retail outlets will be left to the marketing companies subject to environment
and safety rules. : , : i :
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caler will be excluded from the notify

marketing company andd
of the selling price. The dealer’s com

rmer as a percentage
d by the marketing company.

(iii) The commission of the
and instead given to the fo
will be left to be determine

ntives to invest in infrastructure like pipelines (ine

(iv) The private sector will be given ince
ribution/handling facilities.

common carriers), storages and dist

(v) Marketing companies may import POL products after lifting the local products.

(iv) Stringent laws will be enacted to chcck adulteration and to enforce quality.

(vii) The use of imported fuel oil in power generation and in other industry will be replaced iy
imported through pipeline in 2 quantity and a price (lower than fuel oil) which d
discourage the exploration and development of gas in the country.

 trunk mains for distribution in specified areas

(viii) Private sector may obtain gas from th
on and fertilizer manufacture.

specified purposes like power generati

(ix) lmpo'rt of LPG will be allowed for us¢ as household fu_el.

esearch and Development
18.  To enforce this policy the monitoring, research and development capabilites of Diréctorate G
of Petroleum Concessions, Hydrocarbon Development Institute of Pakistan, Geological, Su
Pakistan, Oil and Gas Training Institute, universities and other institutions will be strengthened by u
the technical assistanc provided by the oil-prducing companies under coneession agreements. A
one percent, on domestic production of oil and gas may also be earmarked for this purpose in.add
the normal budgetary allocation. ; o i St

Use of CNG in Trapsport SR e |
petrol and dicsel will commercialised through
Institute of Pakistan and others. No-duty, ‘sales 1
d refuelling of natural gas an

19. The use of CNG in vehicles replacing

marketing companies, Hydrocarbon Development
* surcharges will be levied on equipment imported for compression an

conversion of vehicles. e :

3 |

New and Renewable Sources of Energy
3 ew and renewable sources into the energy sector in any country ¥
industrialized or developing is a slow process. About 85% of the energy needs of the rural ar
country are met by “non-commercial’’ sources. The remaining 15% is met by kerosene, diesel
clectricity. The use of biomass in Pakistan has advanced to @ point where severe famage is being d
forest resources. Radical measures are needed for adopting renewable technology to reducejdepend®
imported oil and yet improve the living coriditions of rural population without degrading tk'!c enviroit

The measures planned; are: /

"The integration of n

@) Instal renewable cncrgy'systc'msk th‘:.h are casy o operate and maintain. *

© (i) Integrate renewable. energy technology systems with rural- development programmes: .
(iii) ‘Subsidise the rencwable energy tcchnblogy systems to the same e¢xtent ias'oon'\’en

fuels. - ¥4 : LT i
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Encourage investment in the systems under a leasing programme.
_Allow import of equipment free of duty till manufactured locally.
servation

mport of all equipment, not manufactured locally and needed for conservation of energy will

tanding panel of experts will be constituted to advise the government on important policy and
_issues relating to the exploration and development of 011 and gas resources

tanding task force will be established to oversee and co- ordmate safety hazards at the oil/gas
mstallat:ons

i ‘
4
¥

_companies in consultation with the Ministry of Petrolcum and Natural Resources will
towards the: : ¢ ;

i Pevelopment of roads, water supply, health and educauonal facﬂ:tlcs in thc areas .of thcxr
_operation.

Eradication‘ of illitefacy in the country.

) Rehabilitation of the mchtal_l:y retarded and handicapped children.
"',P'romotiozi of éports. e .': ; | ety

‘? ‘Flght against narcotics. ‘ |

: emtlng laws and rulu will be amended to mﬂect thc pol:cy changes

:Govem.ment of Pakistan expects prompt and large invcstment in thc pctrolcum scctor, !
exploration, in rcsponse to these measures.
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