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INTRODUCTORY REMARKS

The report " Options for the future of 0il in
Poland" is the result of the assistance given by the EEC
Commission, through its Energy General Directorate, to

the Government of Poland.

In this line, during August - October 1.990, I was
charged by this General Directorate to make a first
analysis of the situation of the 0il Sector in Poland in
order to define the necessary studies to prepare its
smooth transition towards full integration into the world

economy .

The main findings of this preliminary report could

be summarized in three elements:

1. The Polish 0il Sector was organized alongside
very specific rules based on a certain number of
State Companies holding exclusive rights on

certain areas.
2. The level of efficiency of the whole system was

apparently low, specially because the lack of

vertebration of different activities inside the

Gt %Q?uudhaﬁy - 28005 Madseod - 52@4;05z3A525
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Sector, and a stable revenue for all companies

guaranteed by the State during the last decades.

3. Any opening of the Polish 0il Sector, could be
jeopardized in the short term by those factors.
No less important 1is the absolute 1lack of
internal regulations regarding the relations
between the different companies involved in the
oil activities in Poland, that could enter into
serious disruptions should the system be mini-

mally open to competition.

So the recommendations of that initial report, were

to establish two different sets of studies:

The first, named as " Quantitative Studies " were

defined as those necessary to clarify the future demand
for o0il products and its spatial distribution, the
necessary upgrading and modernization of the refining
sector, the definition of new ways to guarantee the
supply of crude oil ( now subject to very important
constraints) and last but not least the reorganization
and modernization of the distribution and retailing

facilities.

The second, " Structural Studies" were to tackle the

%M&‘w gnftm, 758 - 25002 %(/uh/- g%%zo SS3 66 25



agdé gznao&'o %/4 %ﬂ,&z}z%&z

definition of the potential options for reorganization of
the whole polish oil system and, in a second stage, after
the election by the Polish Authorities of a given scena-
rio, to devise in detail the necessary legislative and

organizational changes.

This study is the answer to the first part of those
" Structural Studies", in order to analyze the potential
advantages and drawbacks of the main options for the
future, defining also the basic elements in the chosen

option.

Crucial to those studies have been the two Seminars
held in Plock in October 1.990 and in Serock in April
1.991. Those Seminars were attended by the highest
officials from the Polish Ministry of Industry, Finance
Ministry and the Antimonopoly Office, as well as by the
top management of the 0il Sector and representatives from
the Trade Unions. Those Seminars have been aimed to
present the first results of the EEC studies, and also to
achieve a first hand consensus on the necessary changes
to be made. The need to rely on the local expertise was
commonly agreed , as well as to elaborate an in-depth
report of the existing functionment of the Polish 0il
Sector, which for many of the people attending the

Seminars was only partially known.

%,;m gfyuzu'a, 752 - £S500.% ./%/uz/ - g;/gféno S353 66 25
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So the study was organized alongside two paralel

lines. The first defined as " Polish Leq " was chaired by
Mr. Maciej Zebrowski, Director of the JSRD Institute in
Cracow, and a well known personality in the Polish 0il
and Chemical Sector. He counted not only with his own
experience and that of his staff, but also the inestima-
ble help of an " advisory team " formed by retired high
experts from the oil industry. It has to be stated that
without Mr. Zebrowski's contribution this study could not

have been finalized succesfully.

The second, named " The EEC Leq " was formed by Mr.

Miguel Lagarejos, charged with the technical side and
Miss Marta G. Fidalgo who was responsible for the legal

aspects.

These two legs made possible the comparison between
the Polish 0il Sector, which is the first part of the
report and a similar, although less detailed, analysis of
the EEC Sector. That comparison made it possible to
establish the existing differences and so pave the way
for the definition of the " Options for the Future" final

part of the report.

In this Options for the Future, three scenarios have

been defined.

:_%u&a grymuﬂ, 752 - 28003 WM— g;/;%no S8 66 25
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* Control Scenario: Continuation of the actual

system with only minor whitewashing and repair

maintenance of decaying structures.

* Free market Scenario: Radical and quick trans-

formation into a full freedom system comparable

to these prevailing in EEC Countries.

* Gradual liberalization Scenario: Although the

Free Market Scenario is the ultimate goal, a
consolidation stage is established before a

gradual opening of the market takes place.

After the Serock Seminar, following the requests of
the Polish Authorities, and after getting permission from
EEC Energy General Directorate, the third " Gradual
Liberalization Scenario " was taken as a definitive
reference and so the analysis of two previous scenarios

were minimized and the chosen scenario was enhanced.

Finally, although I have to bear the full responsa-
bility of the study and its results I have to remark that
this is the result of a collective work rather than of a
single person. I have also to emphasize the key role
played by Mr. Zebrowski in designing the scenarios for

the future and to involve all the high officials and top

‘.%nfa gym“ﬂ, 752 - 28005 Mz/- g;%zo S53 66 25
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management related to the 0il Sector in Poland on the

outcome of this study.

Madrid, June 1.991

Ganta Sngracin, 152 - 28003 Madsid ' Eelsoro 553 66 25
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THI: POLISH Ol SECTOR

1 Introduction

This study is carried out in a very challenging moment for Poland as a country and
specifically for its oil sector. This sector emerges after almost half a century of highly
distorted development being biased by the pathology of the energy sector dominated by
coal. The sector is supplied by a single pipeline to the Soviet crude oil. The alternative
pipeline coming in from the Baltic sea shore was never sufficiently used however saved
Poland from total dependence on the Soviet crude oil. This dependence was due to
shortage of convertible currency, a sad attribute of the economic system.

Now the country faces a period of a very fast transformation of the economy from

the so called planned economy model which abruptly speaking was in shambles for-

more than a decade of ever-deepening crisis. The economy is dominated by heavy
industry with large proportion of a backward steel sector, and strongly dependent
on coal production. The above situation is even more grave due to the very bad
environmental situation of the country. The public approach is also of importance
here. After vears of the oppressive bans on the public concern with respect to ecological
threats, now the public reaction is naturally tied to the opposite swing of pendulum
being extremely hostile against any development of large scale industry. This is followed
by the mass media that again react following common wisdom and takes advantage of
freedom to attack the totally unprepared for defense industry.

To the certain contrary to this picture the organization of this industry though far
from any Western standards was performing relatively well based on rather good tra-
dition of performance and organization of refining and petrochemical industry, despite
its size being very much below any sensible proportions of the corresponding sectors in
the West. The challenge of the current period can be summarized in something that
may be called a Polish paradox.

With all the above in mind the oil sector with its technological backwardness and
sort of far going loosening of organizational ties performs surprisingly well showing
great flexibility and vitality in the newly emerging market conditions. But this pa-
radox may not last long as it offers a unique opportunity of innovative changes and
restructurization of the sector since all the main actors: refineries and wholesale as well
as distribution and retail are open to the necessity of changes while the conservative
past seems not to be an obstacle any more. So it can be summarized as: “now or
never situation.

This expression however must be balanced by the very clear statement that whate-
ver the scenario for change on the way to the free market is — it has to be performed
with great consequence but not in a hurry. Ouly one case has to be eliminated: that
things would be left as thev are without anyv action.

The "Options for the future” study comes as the one selected from the set of studies
presented by the EEC in the document Technical description of the oil sector in Poland
which co-analyse the oil sector in this country. The mission was initiated in August
1990 and was finalized at a seminar in Srebrna near Plock in the form of the above
document. This document was promptly accepted by the Ministry of Industry (decision
ref. No SE/E6/RL/3138/90 of October 24, 1990).
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THE POLISII OIL SECTOR

1.1 Terms of reference

The scope agreed with the Polish team covered the analysis of the oil sector through
collection and elaboration over the data and information necessary to describe and
assess its actual state. The term oil sector as understood in the study covers:

o supply of crude oil for further processing e. g. imports by the seca. by the pipe-
line from USSR aund domestic extraction together with geological research and
exploration,

e crude processing in Polish refineries,

‘e distribution of fuels including the problems of wholesale and retail trade of both
the domestic and of the foreign origin.

It was assumed that the report is expected to provide information about the existing
organization and management of the said industry, basic legal regulations formal and
informational linkages between enterprises and institutions acting within the oil sector.
It was also assumed that the report is to provide a critical analysis of the existing situ-
ation and some suggestions will be given on the potential changes in the management
and the legal acts which otherwise would become an obstacle in the transformation of
the industry towards the market economy. -

In the applied methodology it was assumed that at the advanced stage of imple-
mentation of both parts: the one on the actual state of the Polish oil sector and the
one done for the Western Europe is to be presented at the seminar (similar to the
one that took place in October 1990 in Srebrna near Plock) in order to confront the
findings with all the parties involved it is from the oil sector and from the Government.
It has taken place in Serock in April and such a methodological step enabled for the
consolidation of the report and better formulation of some conclusions and proposals.
It is foreseen that the whole study “Options for the future”™ will result in the selection
of the scenario (and its basic contents) showing how and when the Polish oil sector
could evolve from its present state to the organization fitting the EEC market.

1.2 Scope

The assumed scope reflected in the content of the report corresponds to the methodo-
logical assumptions enumerated in the Terms of Reference above but it is edited and
outlined in a way which is to fit best communication of the material to the Polish au-
thorities and Polish industry. It was accepted by the Ministry of Industry, namely the
Department of Fuels and Energy. In general. the content of the report is also aimed at
providing as much as possible the understanding of the Polish situation to the Western
partners. That is why following the assumed methodology, special emphasis was given
to the legal framework of the Polish industry as well as to some information on the
industry and its organization and technicalities. which may be well known to the Polish
partners.

Chapter 2 contains general characteristics of the sector providing the basic infor-
mation in the following subsections: acquisition of domestic and imported crude oil.

12
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THE POLISH OUL SECTOR

refining industry, distribution and retail of fucls. This chapter provides the most svn-
thetic information about the sector and organizations involved and it 15 to serve as a
reference and introduction (o the subject by giving just an overview of problem arcas
that are to be zoomed on in the {ollowing chapters.

The existing legal acts and peculiarities of the Polish state enterprises stemming
from their legal framework have the impact not only on their curcent operation but
on any scenario for their transformation. For that reason chapter 3 was provided. [ts
section 3.1 serves ax a guide here showing basic elements of the legal acts governing the
behavior of the Polish state cuterprises in genceral. since these legal acts are common
for practically all state owned enterprises involved in the oil sector. Any particularities
relevant only for some companies were given attention while describing each particular
company in the course of the analysis and that was shown in the corresponding part
of the report. Separate section 3.2 presents legal aspects of privatization which is the
kev to any structural changes in the Polish industry and that of course involves also
the oil sector. Section 3.3 deals with important for the sector in question. legislative
framework governing antimonopoly policy of the State.

Chapter 4 covers the area of acquisition of the crude oil with the obvious emphasis
on import which is the source of practically 99% of the crude oil being processed in
Poland. This is presented in details in the section 4.2. In the following section 4.3.
the results of the analysis of the extraction and exploration of the crude oil are given.
However it is clear that domestic crude constitutes a marginal quantity in relation to
the total volume of crude being processéd it shows how very important organizational
constraints and economic consequences are. when implied by the integration in the one
organization or in fact one enterprise. all the activities covering: exploration of gas and
crude oil. extraction of gas and crude oil. distribution and import of the natural gas.
The assessment of the whole area covered is given in the section 4.4 separately for the
problems concerning imports and for the problems dealing with the exploration and
extraction of crude.

The following chapter namely 5 is devoted to the refining industryv and it goes
through organizational structure of the Polish refining industry. then given are the
general techno-economic characteristics of the Polish refineries. This is followed by the
basic principles related to the vearly and quarterly planning. The fiscal regulations
related to the refining industry are given in section 3.4.

Chapter 6 tackles the kev area namely the wholesale or distribution and the retail
fuels market in Poland. The chapter starts with section 6.1 providing the general cha-
racteristics of the market mainly tackling the institutional interlinkages and the parties
involved while the following section deals with market organization and legal aspects
of the performance of the CPN'. Central Agency as the public utility company. This
section. namely 6.2, covers the svstem of information flows and interactions hetween
the involved parties while the lollowing section shows the structure of the market.

A separate section (6.3) covers the very sensitive area of prices. taxes and duties
which in fact are the key {actors for the functioning of the fuel market in Poland and
appropriate policies dealing with transformation of these parameters will largely govern
this sector in its restructuring process which is assumed to lead to the FEC market

'CPN — Centrala Produktéw Naftowych
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THE POLISH Ol SECTOR

tvpe of behavior.

The next. it is 7th chapter. deals with environmental problems related to the ol
sector in Poland. It covers in two separate subscctions the legal framework as well as
cnvivonmental charvacteristics of the industry. Some of environmental aspects are also
covered in chapter 53 on the refining industry.

Chapter 8 covers problems of investment with its two basic problem arcas. First
is the legal framework governing the process of construction of new plants and nstal-
Jlatians: from site selection and building permission duc to local and other authorities
subject to spatial planning as well as other constraints. The second area deals with the
crucial. in the Polish case. problem. namely with the laws governing the joint ventures.
As this is in the stage ol transformation clearly aimed at liberalization and attrac-
tion of the foreign capital. the process of changes and expected modifications are also
discussed.

Last but not least comes summary and conclusions which are given in chapter
9. Two indexes are also provided as appendices to the study. Index of enterprises
giving useful information on all the important enterprises of the oil sector in Poland
— addresses. telephones. faxes. details on organizational structure etc. Second is the
Index of laws and regulations quoted in the study.

1
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THE POLISIH OIL SECTOR

2 General characteristics of the area

2.1 Introduction

The oil sector in Poland has been traditionally organized i a way that does not cor-
respond to the Western trends of vertical organization. Traditionally its formal fra-
mework kept separate organizations dealing with acquisition and production of crude.
foreign trade. refining as well as wholesale aud retail of fuels. On cach level of the
vertical integration path. the Polish industry was organized traditionally as a chain of
monopolies which collaborated between themselves in kind of a mixture of administra-
tive and economic wavs.

This seemingly peculiar kind of organization. often difficult to understand by the
West. effected in structures that from engineering and technological point of view.
were highly performing surprisingly well. This was due to the effort of skilled staff and
also engineering and maintenance know-how which paid off thanks to substantial effort
devoted to the technology upgrade.

An area covering the state refining industry will be considered in the study. This
sector until recently was managed by the branch ministries. heads of which were mi-
nisters. members of the Government. This chapter is to present briefly the refining
sector being a subject of the analysis. Basic links. material flows and organizational
structure of the sector is presented as well as basic enterprises operating in the area
are described. That enables for obtaining a wholic view on the area that will be pre-
sented in detail in consecutive sections. Various aspects of the problem area can be
thus enlighted in a context of different links and dependencies.

The enterprises contained in this sector. all of them belonging to the state. were
managed directly by the ministries or by intermediate agencies as Industrial Associa-
tions (Zjednoczenia). For several recent vears. due to the process of reforms in the
Polish economy. some visible changes in enterprises operation are seen. and essentialy
the changes in the economic system of the country performed since 1989. enlarge and
deepen those processes. The intermediate agencies which operated in centrally planned
economy. such as Industrial Associations and Central Agencies as well as a number of
branch ministries were liquidated. One Ministrv of Industry was established. * The
functions of newly created Ministry of Industry have been strongly changed in relation
to the former branch ministries which practically did manage operation of respective
industrial branches.

All recent changes in industrial management structures had and still have a clear
and distinct aim — they increased the role of enterprises as independent economic
entities. The enterprises still belong to the state. they depend upon the central autho-
rities and are shaken by the conflicts occurring due to conflicts of interests between the
workforce and the enterprise.

However not to exaggerate the davk sides of the problem it should be stressed that
i many enterprises healthy tendencies to structural chianges occur both in management
and m technology. These processes should however he backed by legislation procedures

2 ~ - - - - ~ ..
“As a next stage of reorganization of the government there will be an establishment of the Ministry
of Indnsiry and Trade.
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and rational policy of the state.
The area in question is presented in figure 2.1a. Three groups of problems are di-
stinguished here: crude oil supplies. crude oil processing and distribution of liguid Tucls.

The maps illustrate:

Figure 2.1b — location of Polish refineries. and main pipelines.
Iigure 2.1¢ — arcas covered by District Directorates of CPN

In the further description. the organizational and legal status as for the first quar-
ter of 1991 will be presented. This information is important in view of ever changing
environment of the Polish economy. The efforts were made to keep up with the changes
at least until Mayv 15.

2.2 Crude oil supply

Following enterprises play crucial role in crude oil supply for the Polish refineries:

e Centrala Importowo-Eksportowa Chemikalii CIECH
Central Agency for Export Import of Chemical Products — CIECH: a limited
liability company. dealing with export and import of chemicals. crude oil and
crude oil derivatives. as well as technologies and know-how in this area: it also
performs distribution and trading activities in the Area of Poland. Matters rela-
ted to import of crude oil and import and export of crude derivatives are dealt

with by a specialized branch office of CIECH called PETROLIMPEX.

o Przedsiebiorstwo Eksploatacji Rurociagéw Naftowych — PERN
Enterprise for Pipelines Exploitation — PERN a state owned enterprise perfor-
ming services in the area of pipeline transport of crude oil and crude oil derivatives
and oil storage.

¢ Dyrekcja Eksploatacji Cystern — DEC
Directorate for Rail Tanks Exploitation — DEC" included in organizational struc-
ture of CPX state owned enterprise: deals with lease of tank wagons for transport
of crude o1l and derivatives: possesses 12.500 of rail tanks.

o Polskie Goérnictwo Naftowe i Gazownictwo — PGNiG
Polish Oil Mining and Gas Engincering — PGNIG. a state owned. public utility.
multi-plant enterprise operating on the whole territory of Poland. deals with
exploration and extraction of natural gas and crude oil. imports of natural gas
from the USSR and distribution of gas in throughout the country.

e Polskie Koleje Paiistwowe — PKP
Polish State Railways — PKP. a state owned enterprise operating on the whole
territory of Poland. sole organization dealing with railway transports i Poland.

16
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Figure 2.1a

Structure of oil sector
(material flows)
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Figure 2.1h

Location of refineries and pipelines for crude oil
and crude oil derivatives

NOWA WIES

o — — — — —— — — —

ca 700 km

A - refineries

O - CPN bases

~g ca 700 km -

_____ cruds oll pipelines
......... crude oil derivatives - pipelines
.................. crude oil derivatives - pipelines under construction

Crude oil pipeline from USSR to Plock and further to FRG is denominated with letters
A and B. Pipeline linking Gdansk with Plock is denominated with C. They have following

flow capacities:

castern section A — 35,0 mln t/yecar
western section B — 27,5 mln t/year
Pomerania Pipeline C — 10,0 mln t/year

Pipelines for crude oil derivatives have following flow capacitics:

Plock — Warszawa — 0.9 mln t/ycar

Plock — Koluszki — 3,6 mln t/ycar

Plock — N.Wics Wielka — 1,8 mln t/yecar

Koluszki — Boronow — 1,0 aln t/ycar
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Figure 2.1¢

Areas of CPN operation (Regional Directorates)
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o — cities, seats of Regional CPN Directorates
A — fuels stations

% — thousands inhabitans per 1 station
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o Morski Port IHandlowy — Port Pélnocny
. . . - . " . .
Commecrcial Sca Harbor - Paorl Palnocny. a state owned enterprise’ a parct of
Gdansk harbor complex. disposes ol a crude oil picr lor tankers reloading. capacity

6 - & mil. t of crude oil per vear.

Ca. 999 ol processed crude oil comes from import. only 1% from domestic production.
In 1990 ca. 13. mil. t of erude oil were imported. including 10.7 mil. t from the USSR
volunie of domestic extraction was 160.000 t: in 1989 respectivelv: 1L mil. 0 1301
mil. t. and 137.000 t. Import from the USSR is a basic source of supply. haports are
contracted by CIECH and oil is transported by a pipeline (which belongs) to PLRN
from the border to MZRiP in Plock. Imports of crude oil and crude oil derivatives
by sea is provided via Port Polnocny harbor in Gdaiisk. Crude o1l is transported by
a pipeline to GZR — Gdaiisk Refinerv. There also is a possibility of crude oil sup-
plies to MZRiP in Plock by a pipeline linking Gdansk and Plock. All the pipelines
belong to state enterprise PERN — Przedsiebiorstwo Eksploatacji Rurociagow Na-
ftowvch. Domestic crude oil extracted by an enterprise Polskie Gornictwo Naftowe
1 Gazownictwo — PGNIG is transported in tank wagons leased from Directorate for
Rail Tanks Exploitation — Dyrekcja Eksploatacji Cystern (DEC). by Polish State Ra-
ilways (Polskie Koleje Paiistwowe — PIKP) to small refineries in the south of Poland in
Czechowice. Trzebinia. Gorlice. Jaslo and Jedlicze. In the same way i. e. by railways.
Soviet crude oil is transported from MZRiP in Plock to these refineries.

2.3 Crude oil processing

The refineries process the crude oil along technologies presented in Chapter 3 of the
study. Liquid fuels are supplied from the refineries by rail tanks leased from DEC to
tank storage farms that belong to CPN. In figure 2.1a. the lines linking fuels from the
refineries with tank farms of CPXN are marked marked by abbreviations DEC and PKP.
In one case — on the line linking Plock refinery with CPN. also PERN occurs. as the

largest producer of liquid fuels gets their supplies of the fuels to tank storages of CPN -

by fuel pipelines that belong to PERN.

In Poland there are 7 refineries processing in total ca. 15 mil. t/vear of crude oil (in
1989 — 15.2 mil. t. in 1990 — 12.8 mil. t). although ouly two are of significant size
and these will be considered in detail in the report.

e The biggest refinery in Poland — Mazowieckie Zaklady Rafineryjne 1 Pe-
trochemiczne — MZRIiP in Plock is a state owned enterprise. processing 16%
of total volume of crude oil. produces a wide assortment of crude derivatives and
petrochemicals.

o Sccond large refinery is Gdaiiskie Zaklady Rafineryjne — GZR. Gdansk
Refinery. a state owned cuterprise. processing 16% of total voluine of oil processed
in Poland. produces wide range of oil derivatives.

ISince May 1991 planned to be transforned in to single-person State Treasury company — sce
section 3.2

20
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o Five so called small relineries. situated in the sonth of Poland in a belt 200 km
. ) L ¢
wide. All of them are state owned enterprises and they process remaining 8% of
total volume of crude oil processed in Poland. These are (see figure 2.1h):

— Slaskie Zaklady Rafinervine in Czechowice-Dziedzice.

Trzebinia Refinery.
— Relinery m Jaslo.
— Glimar Refinery in Gorlice.

— Refinery in Jedlicze (near Krosno)

2.4 Distribution of fuels

Basic role in the area of fuels distribution in Poland. is plaved by CPN — Cen-
trala Produktéw Naftowych Central Agency for Crude Oil Products. CPXN has 17
District Directorates covering the territory of the whole country their location is pre-
sented on figure 2.1c. CPXN. a state owned. public utility enterprise. until recently held
monopolistic position on the market of fuels. According to the statute. CPN. being
a public utility enterprise is responsible for continuous supplies of fuels to the market
as well as for assuring state reserves and special reserves for national security. CPN
possesses 1346 petrol stations on the whole territory of Poland. 50% of them opera-
tes as agencies. the agents are mostly former workers of CPXN. Apart from the stations
which belong to CPX there exist also ca. 570 stations of other firms. supplied from
import or from local refineries.

In recent months. private importers of fuels as well as private petrol stations. appe-
ared on the market. Many institutions. enterprises. companies and cooperatives began
selling fuels in the stations belonging to them that once were for internal use of these
institutions. Some data may illustrate this fact — in 1990 for the total volume of
3.081.000 t of leaded gasoline sold. 147.000 t (i. e. ca. 3% ) was sold outside the CPN
network. It may be seen from the statistics that in 1990 the volume of leaded gasoline
sold per one CPN station was 1920 t and per one station outside CPN — 236 t. This
problem causes a lot of complications and the role of CPN as an importer of fuels com-
plicates the situation even more. These problems will be described in detail further
on. specifically in chapter 6.

[t may be summarized that in the oil sector as it is considered here: from acquisition
of crude oil to retailing — the most important role is plaved by CIECH. the two
refineries and CPN. Basic economic indicators presenting their activities are given in
tables 2.1d. 2.1e and 4.2e.
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Table 2.1d: Sales and profits of CIECH in 1990. Source: CIECH

Sales
(mil. USD)

Sales

(mil. Rb)

Profit before tax
(mil. z1)

Workforce
(persons)

CIECH — sales in 1990 (including PETROLIMPEX)

Import 1883.280 | 1041.622
Export 1365.414 964.095 1639828.575 1100
Total 3248.694 | 2005.717
PETROLIMPEX — sales in 1990
Import 1457.190 801.333
Export 363.611 21.273 550.522.781 34
Total 1820.801 822.606
22
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Table 2.1e: Basic data on refining industry and CPN i 1990

Enterprise Sales in mil. z1 | Profit in mil. 21 | Workforce | Profit margin % | Profit/empl
1. | MZRiP Plock 17181373 4382473 5.4.42 235 319
2. GZR Gdansk 41.811.738 1154382 1.511 216 [ %1
3. | Refinery in Czechowice 1.180.2381 2990682 1.335 23.3 224
4. | Refinery in Trzebinia 603.5374 163.026 e 27.0 210
5. | Refinery in Jaslo 372.710 113467 1.535 19.8 v
6. | Refinery in Jedlicze 940.997 429.071 1.239 43.5 346
7. | Refineryin Gorlice 474.803 119.233 897 25.1 132
8. | CPN 4.241.198 2.3741.430 16.505 539 143
‘9. | PETROLINIPEX 1.820.801 530.522.781 34 302.3 G353.842

In total 31.8238.027 339.388.750 32.622

Brief characteristics of the area presented here covering the oil sector in Poland as well
as further analysis within this study is directed to the problem of fuels market. However
economic significance of this sector cannot be underestimated as it exceeds the problem
of fuels and covers also vast area of petrochemical industry. plastics sector. problems
of natural gas usually accompanying the crude oil extraction and treated as energetic
and resource substitute of crude oil. The study according to the Terms of Reference
deals only with a fragment of this problem area. i. e. current state of organization.
technics and technology. legislation in the area of crude oil acquisition. processing and
retailing of liquid fuels. The impact of such understood oil sector on other branches of
the industry traditionally linked with the oil sector such as energetics. petrochemical
industry. production of plastics will not be examined here. However it seems purposeful
that all these factors should be taken into account when development options for the
oil sector are to he presented.
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3 Selected legal aspects of functioning of state owned

enterprises

3.1 State owned enterprises

The activities within the State in the arca of satislaction of demands with respect to
production of different goods. performing services or other relative activities were based
so far predominantly on so called state sector grouping the state-owned enterprises.
The figure 3.1.a — a flow diagram of legislative processes presents centers of decision
making and way of creation of legal norms. rules and regulations being a basis for
activities of state owned enterprises.

The Act on state owned enterprises has been elaborated and implemented ( Ustawa
o przedsiebiorstwach paistwowych of 25 September 1981 uniform text Journal of Laws
No 24 of 1931 it. 122) in order to create legal and organizational framework for creation
and performance of such enterprises. The said Act was subject to numerous changes.
corrections. amendments in 1982-1991. By legal authorization. the Minister of Industry
issued an official Announcement of February 22. 1991 (Journal of Laws No 18 of 1991.
item &0) where a uniform text of the Act was published. and all the changes imple-
mented so far were taken into account and which thus constitute an up-to-date legal
document sanctioning the performance of a state-owned enterprise (see Index of Legal
Acts). This Act presents the current legal state of state-owned enterprises.

Pursuant to the regulation of this law a state owned enterprise is a self-dependent,
self-governed and self-financed economic entity having personality at law. which it gains
at the moment of court registration (Chapter 5. Art. 14-17).

The governing bodies of an enterprise — general assembly of workers (delegates).
emplovees council and the director of the enterprise (Chapter & Art. 30) make the
decisions independently and organize the different activities of the enterprise bound by
the legal rules and regulations in order to realize the tasks of the enterprise. Particular
regulations govern the state-owned enterprises subordinated to the Ministry of Natio-
nal Defense. Ministry of Finance and Polish National Bank (NBP) as well as those
subordinated to the Ministry of Justice.

State owned enterprises mayv be created as:

e enterprises acting along general rules.
o public utility enterprises (e. g. PUP - CPX).
State-owned enterprises may be founded by (Art. 7):

o head and central bodies of state administration (e. g. ministries. voivodes —
heads of regional administration).

e National Polish Bank.

thereafter called founding bodies. Founding act of an enterprise defines its name.
kind. location and scope of activities.
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The lawmaker foresaw possibility of founding mixed enterprises — i. c. interna-
tional ones. based on scparate regulations and international agreements (Chapter 3.
art. 10-11). Organizational structure and other matters connected with performance of
the enterprise are defined in the Statutes of the enterprise. The Statute is resolved by
the general assembly of workers at the motion of the director (Chapter 4. Art. 12-13).
Organizational regulations of the state-owned enterprise. defining in detail the scope
of activities. range of responsibilities and dutics of the governing officials and inde-
pendent workers are prepared by the director alter consultations with the employees
council (Chapter 7. Art. 27).

The director of a state-owned enterprise (Art. 33). appointed by the employees
council. supervises and manages the current activities of the enterprise and represents
it. acting pursuant to the legal regulations. makes the decisions alone and bears full
responsibility for those decisions. (Chapter & Art. 32-33 and next). The director
is entitled to undertake legal actions on behalf of the enterprise. Deputy directors
and empowered proxies act within the limits of their responsibilities (Chapter 10. Art.
50-51).

The founding body provides the enterprise with all necessary means defined in
the founding act. and the enterprise shall contrive its property assuring the necessary
protection. The enterprise acts on its own behalf and on the own account (Chapter 9.
Art. 46-49). Activities of the enterprise are based on a long-term plan resolved by the
general assembly of the workers. Yearly plans are prepared by the emplovees council at
the motion of the director. The plan should take into account capabilities and terms of
activities of the enterprise as well as interests of the emplovees based on rational rules
of economy.. self-financing and economic accounting (Chapter 11. Art. 32-57).

The founding body supervises the state-owned enterprise. through monitoring and
evaluation of its activities and the work of the director. Apart from the above. the
founding body has right to include in the working plan of the enterprise the tasks
connected with national security, removing the results of disasters or the tasks resulting
from international obligations. The founding body may also suspend realization of
decisions of the director if they are in contradiction with laws and regulations as well
as 1s empowered to suspend the director in his formal duties.

In case any harm results from a decision of governing (founding) body the enterprise
may claim the respective compensation (Chapter 12. Art. 58-64).

So called recovery procedure is dealt with in Chapter 13 of the act. Such a proce-
dure is started at the motion of the founding body in agreement with the Ministry of
Finances and after consultation with the employvees council. in case the due government
dividend is not paid properly. The regulations of recovery procedure are presented in
Art. 65-74.

Chapter & of the said act. Art. 35 defines the governing bodies of the state-owned
enterprise. These are: general assembly of workers (delegates). employees council and
the director of the enterprise. To define univocally the rules of share in governing and
competences of the personnel in governing the enterprise an Act on self-government
of state owned enterprises was issued on September 25, 1981 (Usfawa o samorzad=ic
pracowniczym. Journal of Laws No 24. item 123 of 1981: amendments and completa-
tions contained in: Journal of Laws No 17. of 1986. item 188. Journal of Laws No 33.

~
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of 1987, item 181. Journal of Laws No 10. of 1989, item 57, Journal of Laws No 17, of
1990. item 99. Journal of Laws No 2. of 1991. item 6).

Among the duties of the sclf-government of the enterprise. as stated i this act.
there are — making decisions on essential matters for the enterprise. expressing opi-
nions. undertaking initiatives and motioning for different matters as well as controlling
the enterprise activities. This body as well as its agencies perform the above tasks
independently from the administrative agencies. social organizations. trade unions and
political bodies (Art. 1).

Main organizational bodies are:

e general assembly of the workers of the enterprise.
e employvees council of the enterprise (Art. 2).
Among the competences of the general assembly of workers are:
e resolution of the statute of the enterprise. at the motion of the director.
e resolution of acts on distribution of the profit share of the personnel.
o evaluation of activities of emplovees council and the director of the enterprise.
e resolution of long range plans for the enterprise.

e resolution. at the motion of the emplovees council. of the statute of the self-
government of the enterprise.

Independently of the above. the general assembly of workers has right to give opinion
in all matters concerning the enterprise (Art. 11). The employees council acting
along the Statute accepted by the general assembly of workers — is a representative
of the self-government of the enterprise. The range of its competence is very wide and
includes:

o resolution of and implementation of changes in annual plans of the enterprise.

e acceptance of vearly reports on the activities of the enterprise and of its balance.
e making decisions on investment.

¢ making decisions on changing the directions of activities of the enterprise.

o decisions on distribution of profits among different funds and the rules of utiliza-
tion of these funds.

o decisions on construction of new buildings (social facilities. houses for workers)
and resolving the housing problems of the workers (so called construction fund).

e resolution at the motion of the director of working regulations (Art. 20).

.)T
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The employees council also make decisions on appointing and dismissal of the director of
the enterprisc and other persons holding the managing posts according to the regulation
of Act on state owned enterprises. Emplovees council may address to the director with
questions on state of the enterprisc or activities of its governing bodies and to control
the whole of its activities with special emphasis on rational management of its assets.

Independently from the enumerated problems the employees council may also set
the problems of relations between the director and sell-government of the enterprise.
as well as collaboration with other organizations.

Existing controversies between employvees council and the director may be resolved
by the arbitration commission (Chapter 7. Art. 45.46). The parliament (through ap-
propriate commissions) supervises and evaluates the activities of self-government of
a state owned enterprise and evaluates their activities as well as issues appropriate
indications.

Formal and legal relations between the emplover (state enterprise. autonomous
enterprise. cooperative) and the emplovees are governed by the Work Code (hodeks
Pracy) issued as the legal act on June 26. 1974 published in Journal of Laws of 1974.
item 141. Particular emphasis should be put on Art. 19 stating that the employees
have right to create and become members of trade unions — rules and regulations on
creation and association are subject of a separate act.

The Act on Trade Unions ( Ustawa o zwiazkach zawodowych) was issued on October
8. 1982 (later amendments — see Index of laws and regulations). The said act in its
general part due to the date of its formulation and issue by the Parliament is clearly
a relict of the past. In that. this act defines the autonomy of trade unions within the
limits of the Constitution and other acts including approval of bases of socialist system
in the area of social property of production means. leading role of the Polish United
Worker’s Party as well as constitutionally defined directions of the foreign policy of the
country. The quotation given here is more historical than real since amendment to the
Constitution abolished its juridical value. But it illustrates the process of economic
changes in the country and often arising peculiarities. The act states also that trade
unions are to represent and protect interests of workers versus managing bodies of an
enterprise. regional authorities. organizations and establish and maintain contacts with
trade unions of other countries (Art. 3.5). Trade unions protect the rights of workers
with respect to the pay and work conditions in various wavs including the right to
strikes (Chapter 5. Art. 10-32). In particular their activities concern such areas as:

e policy of rational emplovment and formation of workers rights and duties resulting
from the work contracts.

e salaries for emplovees and other grants.

o safetv. hvgiene and culture of work.

o sick benefits. social services. pensions and disability pavments.

o formation of prices for basic products and monitoring the market situation.

e environmental protection.

[
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Independently from the above the trade unions assist in realization of cconomic and
social tasks for the sake of country development. multiplication of national product
and work on formation of work ethics.

It can be easily seen that in view of recent changes in cconomic and political system
in Poland this act is rather obsolete and does not satisfyv the needs and expectations.
The Parliament in consultation with the existing trade unions is claborating a new act
ou trade unions.

Apart from formal and organizational regulations concerning the state owned cor-
porate sector (Act on state owned enterprises — Journal of Laws No 24 of 1981, it. 122.
with amendments in 1982 - 1991) other economic entities base their activities on the
acts published in the following documents

e Act of December 23. 1988 on economic activities {stawa o d=ialalnosci gospodar-
czej (Journal of Laws No 41. of 1988, 1t. 324).

e Act of December 23. 1988 on economic activities of companies with the foreign
capital share Ustawa o d=idlalnosci gospodarczej = ud=zialem podmiotow zagranic:-
nych (Journal of Laws No 41 of 1988. it. 324 — new version in the final phase of
legislation process a. o. will guarantee the rights of full transfer of profits). this
particular area is covered in more detail in chapter 8 on investment.

e Commercial Code Nodcks Handlowy (regulation of President of Republic of Po-
land of June 27. 1934 — Journal of Laws of 1934. No 30. it. 502 — with amend-
ments in 1946 — Journal of Laws No 37. it. 321. 1950 — Journal of Laws No 34.
it. 312. 1964 — Journal of Laws No 16. it. 94. 1969 — Journal of Laws No 13. it.
95. 1990 — Journal of Laws No 17. it. 98).

e and appropriate rules resulting from the Civil Code.

Following are the economic activities as understood in these acts: production. con-
struction. commerce and services performed on profit basis and on the own account of
the economic entity.

Among many difficulties that impede the Polish economic reforms are
also inappropriate legal regulations concerning organizational structures of
the state owned enterprises that were formed in different social. economic and
political situation of the country. Following can be enumerated here:

1. Lack of factual owner of an enterprise with clearly declared competen-
ces and range of responsibilities — neither managing bodies of the enterprise
nor the the founding body. e. g. Ministry of Industry play this role. The emplo-
yees council, having wide competences is a social group and its members
are accountable only to the enterprise’s personnel.

2. Position of the director in a state owned enterprise is very weak. Pur-
suant to Act on state owned enterprises the director is appointed by the
employees council. Therefore the nomination is handed to him by his
subordinates. who also have right to dismiss him at anv moment. That is
most striking compared with EEC standards.

29
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In any enterprise. no matter what its proprictary structure is. a bi-polar system should
occur with interests of the owner (director. supervisory council) on one side and of the
personnel represented by the trade unions on the other side. In a Polish enterprise a
triple power system exists characterized by the fact that nobody represents
interests of the owner in terms ol market economy. It is an unclear situation putting
the director in the conflicts authorities vs personnel in a non-univocal situation.

The existing structure of state owned enterprises favors a strive for some
sort of survival actions rather than increasing effectiveness of the enterprise.
Proper care on rational economic eflectiveness cannot base only on the level of social
consciousness and feeling of respounsibility of the workers — it must be backed by sound
and clear legal regulations.

In many developed countries there are state owned refineries and other plants but
thev operate under similar market conditions as private companies. From that it
follows that such legal regulations must be created which would allow for creation of
appropriate structures. clear distribution of competences and responsibilities so that
the Polish state owned enterprise could operate normally and effectively in a market
oriented economy.

3.2 Transformation of ownership

Transformation of proprietary rights is a crucial factor for carrving into effect the basic
tasks faced by the State on its road to the economic restructurization. This also is
considered the stronest government policy aimed at correcting these drawbacks which
impede state enterprises as described in previous section. To realize the State policy
in this important area. a separate Ministry for Ownership Transformation was
created by an Act of July 13. 1990 (Journal of Laws No 51 of 1990. item 293).

The Council of Ministers. by means of an ordinance. defined in detail the scope
of activities of this new Ministry as well as accepted its Statute. The Statute depicts
organizational structure of the Ministry. a list of subordinated entities etc. (Art. 4.
items 1.2). The activities of this Ministry cover:

o working out basic issues of the State policy in the area of privatization of state-
owned enterprises.

e working out (together with the Ministry of Foreign Economic Relations) issues
of the State policy with respect to collaboration with foreign parties on their
financial shares in newly created or privatized enterprises.

e realization of tasks defined in regulations concerning privatization of the state
owned enterprises.

e monitoring of the privatization process and ownership transition.

o cooperation with the trade unions. associations. economic chambers and other
social organizations. as well as regional authorities and self-governments in the
area of creation and development of private enterprises.
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e training. upgrading skills of personnel and management in the area of privatiza-
tion. bonds and securities market. development of private sector and dissemina-
tion of know-how. expericuce and information on these subjects,

The said act also charges the Minister for Ownership Transformation (together with
the Minister of Finance and President of the Polish National Bank) with the task of
organization ol a bonds and securities market in Poland. According to this indication.
a Stock Exchange started its operation in Warsaw on April 13. 1991.

In the said act. a creation of a special body -— a Council for Ownership Trans-
formation — is foreseen. It is to be an advisory body in all the matters related to
the privatization process. The Council operates pursuant to the regulations resolved
by the Council of Ministers (Art. 3).

The Parliament resolved also an Act on privatization of state owned enterprises
Ustawa o prywatyzacji przedsicbiorstw paistwowych (Journal of Laws No 51 of 1990.
item 298). This Act contains organizational rules. legal proceedings and other regu-
lations governing the privatization of state owned enterprises performed and headed
by the Ministry for Ownership Transformation. Essential provisions of this Act are
as follows. Privatization of a state owned enterprise consists in rendering stocks and
shares in State Treasury companies (created by means of transformation of hitherto
state owned enterprises) accessible to third parties. in rendering the assets of these
companies accessible to the third parties or in sale of a whole enterprise.

A state owned enterprise may be transformed into a company or liquidated accor-
ding to the provisions of the said Act on privatization (Art. 1). Regulations on ‘stocks,
statute. stockholders equity and stockholders assembly (in the case of joint stock com-
panies) and basic capital. supervisory council and assembly of partners (in the case of
limited liability companies) are in compliance with provisions of the Commercial Code
in those matters. The act also defines such terms as foreign entity. rendering shares
accessible and organized part of state property.

Chapter 2 of the Act on privatization defines the rules of transformation of state
owned companies into a joint stock or limited liability company. The decision on
transformation may be undertaken by the Minister of Ownership Transformation at
the motion of:

o both the director of the enterprise and the workers council (a favorable opinion
by the general assembly of workers and of the founding body is indispensable),

e the founding body of the enterprise: in that case the application must be accepted
by the director of the enterprise and the workers council (here an opinion must
be given by the general assembly of workers).

In both cases irrespective of the decisions and opinions quoted above. the application
to the Ministry must contain a financial and economic assessment of the enterprise,
proposal of a Founding Act of the company (as foreseen in the Commercial Code) and
the scope of preferences for the workers of the privatized enterprise with respect to
acquiring shares of the created company from the State Treasury.

The Prime Minister may. at the motion of the Ministry for Ownership Transforma-
tion, dispose to transform a state owned enterprise into a company. Such a decision
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should be consulted with director of the enterprise in question as well as with its workers
council and founding body.

The provisions of Commercial Code apply to the companies created by transfor-
mation of the state owned companics (unless the act states otherwise). An nnportant
provision of the Act on privatization is that the company created by means of transfor-
mation of a state owned enterprise becomes a single-partner State Treasury company
(Act of December 23. 1988 oun changes in Commercial Code. Journal of Laws No 41
of 1988, item 326) until the shares are acquired by the third parties. Thus crea-
tion of a single-partner State treasury companies is to be treated as a first
stage of privatization of state owned enterprises. It results from these provi-
sions that a newly created company takes over all the rights and duties of
the transformed enterprise (Art. 8). The employees of a transformed en-
terprise (excluding the personnel employed by vocation/summon) become
employees of the company.

After elaboration of a statute of the company. which is prepared on behalf of the
State Treasury, by the Minister of Ownership Transformation. the board of the com-
pany applies to a respective court for registration in the Commercial Register (accor-
ding to the Commercial Code. Art. 164). Registration of a company in the register
automatically files away the transformed enterprise from the register of state owned
enterprises. Therefore all the relations between the founding body and the enterprise
are no longer valid.

A company created according to the Act on privatization may become a founder
of a joint stock company (Art. 17). One third of members of a supervisory council of
a company created by means of transformation of a state owned enterprise. is elected
by the employees of the company (Art. 18). According to Chapter 3 of the said Act. a
clear preference is given to creation of joint stock companies. The rules and regulations
governing operations of sale and purchase of stocks and privatization bonds. which
may become in possession of natural persons and foreign subjects are presented in
Articles 18-36. State legal persons may not. without consent of the Minister of Finance
acquire shares belonging to the State Treasury and take over shares of which the only
shareholder is a single partner State Treasury company-.

Chapter 4 of the Act on privatization deals with privatization of a state owned
enterprise by means of its liquidation. A founding body may. at the consent of the
Minister of Ownership Transformation liquidate a state owned enterprise in order to:

e sell the whole enterprise or an organized part of its assets.

¢ bring the enterprise or an organized part of its assets as a capital fund for a new
company.

o lease the enterprise or an organized part of its assets. for a defined time. to a
third party.

Formal and legal procedures connected with liquidation of the enterprise are presented
i Articles 38-43.
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3.3 Antimonopoly legislation

To assure development of competition. protection of cconomic entities against monopo-.
listic practices and to protect rights of the consumers. the Polish Parliament resolved
and Act on counteraction to monopolistic practices (Uslawa o przcciwdzialaniu prak-
tykom monopolistycznym). of February 24. 1990. announced in the Journal of Laws of
1990. No 14. item 88. This Act iz complemented by another Act of may 17, 1990 on
division of tasks and competences between communal organizations and State admi-
nistration bodies and on changes in some acts. as well as a Decree by the Council of
Ministers of July 11. 1990 on conditions which must be satisfied in case of merging.
transformation or creation of economic entities. announced in Journal of Laws of July
18. 1990. No 46. item 261.

The actually valid acts and decrees govern the rules and wayvs of counteracting
monopolistic practices of economic entities and their associations. which may cause
results on the territory of the Republic of Poland as well as define the respective
authorities and agencies.

In order to avoid misinterpretation. some basic terms are defined such as: economic
entity. merges. agreements. prices. goods. monopolistic position. dominant position.
At the same time it is stated that provisions of this Act are applicable to license
agreements and other acts of execution of exclusive rights within economic entities.
Essential provisions of the said Act comprising organizational and substantial problems
are contained in Chapter 2 — on monopolistic practices and 5 — on the creation
antimonopoly office.

3.3.1 Monopolistic practices

As understood in the Act monopolistic practices are those which consist in:

e imposition of burdensome conditions of contracts. bringing unjustified profits to
the economic entity imposing those conditions.

¢ subjection of concluding a contract to acceptance or satisfaction by another party
some conditions not relevant to the contract in question. that would not be
accepted in case this party could have a choice of another partner.

o purchasing of stocks or shares of companies. or assests of state owned enterprises
if a result of such purchase could cause essential weakening of competitive parties.

o merging by the same persons functions of director. member of board. supervisory
council or audits commission in competitive economic entities. of which at least
one has 10% share in the market.

Following agreements are also treated as monopolistic practices:

e fixing. directly or indirectly. of prices and rules of their formation between the
competitive parties in their relations with third parties.

¢ division of market along territorial criteria. assortment criteria or material crite-
ria.
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e fixing or limiting of production level. sales level or purchase level.

o limitation of access to the market or elimination from the market of economic
entities not included in the agreecments.

o selting by the competitive parties conditions of contracts with third parties.

Abusing of dominant position on the market is also trcated as a monopolistic
practice in particular:

e counteraction (impeding) of formation of conditions favorable for creation or
development of the competitive parties,

o division of the market along territorial. assortment or material criteria.

o sales of the products in a way causing privileged position of some econoinic enti-
ties.

o refusal of sales or purchase of some goods discriminating some economic entities
in view of lack of alternative sources of supply or demand.

e unfair impacting of the price formation including dumping practices in order to
eliminate competitors.

The practices described above are forbidden by law. unless they are indispensable for
economic activities and do not cause substantial limitation of competition. Following
actions are forbidden to economic entities holding monopolistic position:

¢ limitation. despite actual production capacities. of production. purchase or sales
leading in particular to rising prices.

¢ suspension of sales of goods leading to rising prices.

o fixing of exorbitant prices

3.3.2 Antimonopoly Office (Urzad Antymonopolowy)

Based on the Antimonopoly Act quoted above. an Antimonopoly Office (Urzad An-
tymonopolowy) was founded as a central body of state administration dealing with
counteraction to monopolistic practices. The office is subordinated to the Council of
Minmisters. The President of the office is nominated and may be dismissed by the Prime
Minister and its statute is imposed by the Council of Ministers. President of the An-
timonopoly Office creates Directorates, their sites. territory on which they operate or
subjects that they deal with. Among the activities of the office are:

e control on obeving the provisions of the Antimonopoly Act.
¢ examination of the price formation process in the conditions of limited competi-

tion,
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issuing. as [orescen by the provision of antimonopoly act. decisions i all the
matters connected with counteraction to antimonopolistic practices. formation
of organizational structures of economic entities as well as decisions describing
responsibility of economic entities for these practices.

registration of all economic entities holding monopolistic position on country
market.

examining state of concentration of the economy and presentation to the intere-
sted parties motions on actions leading to balancing of the market.

elaboration or consulting proposals of legal acts on monopolistic practices. deve-
lopment of competition or conditions of its creation.-

performance of other tasks foreseen in the said act or in separate acts.

Pursuant to the Act — Law on Common Courts Syvstem (Prawo o ustroju sadow
pouwszechnych) of June 20. 1985 (Journal of Laws of 1985. No 31. item 137 and Journal of
Laws of 1989. No 4. items 24. 33, 175. No 73. item 436) the Minister of Justice by means
of a decree originated at the Voivode Court (Sad Wojewdd=ki) in Warsaw a separate
court dealing with matters related to monopolies — so called Antimonopoly Court.
Decisions of this court may be of immediate execution penalty. Final settlement of
decisions issued by the Antimonopoly Office and appealed by the economic entities.
are made at the Antimonopoly Court.

<
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4 Crude oil supplies

4.1 Introduction

The situation where 99% of crude oil is imported forces to treat imports as a key pro-
blem for the economy both today and in the loresceable future. Low consumption of
crude oil by the national economy measured along the indicators applied in other in-
dustrialized countries (see table 1.1a). suggests the necessity of development of refining
~ and petrochemical industry. for which the supply of crude oil is a point of departure
for all the decisions in that matter. This is based on an assumption that there exists a
market of 40 million of consumers. \Vith the present level of crude oil processing (ca.
15 mil. t/yvear). the domestic extraction: 160 th t/vear in 1990. given the present. poor
state of the Polish crude extraction sector there is no hope for significant amount of
own crude oil for development of the refining industry at least in the coming future.

Table 4.1a: Consumprtion of crude oil derivatives by the national economy (data for
1986 r.) in kg per capita. Source: Oil and Gas Journal. December 22/26. 1986

No Country kg per capita
1. | Belgium 1820
2. | Finland 1881
3. | France 1389
4. | Greece 1001
5. | Great Britain 1201
6. | Italy 1310
7. | Holland 1265
8. | Austria 1272
9. | Portugal 99

10. | Spain 872

11. | FRG 1820

12. | USA 2814

13. | Japan 1556

14. | Poland 4100

Based on knowledge from the experts dealing with crude oil extraction it can be as-
sumed here that in the coming few vears only as much as once the maximum level of
extraction i. e. 530.000 t/vear can be approached. It does not mean however that no
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actions arc to be undertaken aimed at increasing the domestic crude extraction. Just
the contrary. when taking into account the wholistic view on development of oil scc-
tor in Poland effective actions should be undertaken to ameliorate the situation of oil
extraction in Poland aimed at increasing in the long run. the share of domestic crude in
the global processing. This is based on clear interest expressed by some multinationals
in exploring possible crude oil deposits. _

The existing possibilities of crude imports are not favorable either. both with re-
spect to their directions and the capacity. One pipeline from the USSR and one reloa-
ding harbor wharf constitute too weak a foundation for the future development of the
refining industry in Poland and new alternatives are necessary.

The situation as for today is the following. If the information that crude oil supplies
from the USSR in 1991 are to be at the level of 4.5 mil t (in the past these supplies
reached ca. 13 mil. t). remains valid. we still may expect significantly higher supplies.
This expectation is based on the fact that all the trade with the USSR is performed in
world prices and therefore Poland is providing an attractive sum of hard currency to
the USSR. If we assume that. according to assessments. Port Polnocny (the Baltic Sea)
can reload 6-8 mil t. it is clearly visible that the supplies from these two directions will
not satisfv the demand of the refineries which have potential processing capacities ca.
15 mil. t. Railway transport of millions of tons of crude oil from Western or Southern
Europe should rather not be taken into account.

4.2 Import of crude oil and cooperation of the enterprises
involved

Due to the existing technical infrastructure two directions of crude oil imports can be
considered:

e from the USSR by so called "Przyjazn™ (Friendship ) pipeline.
o by tankers from the sea through Port Polnocny.

Such a state results from the past and may be associated with general development of
the refining industry in Poland. The Plock refinery. built in the sixties. was designed
based on the Soviet experience and adapted to Soviet crude oil in view of assumed
supplies from that direction solely. Soviet crude oil is transported by a pipeline from
eastern border do Plock and further on to Eastern Germany to Schwedt refinery (see
figure 2.1b). Eastern section of this pipeline i. e. from the Soviet border to Plock
(storage farm in Plebanka) is of flow capacity 35 mil t/vear. The Western section from
tank farm in Plebanka to western Polish border has a capacity 27.5 mil t/vear. Two
tank farms cooperate with the "Przyjazin™ pipeline:

e St-1 Adamowo at the Soviet border of nominal crude oil tank capacity 343.000
m?, and the possibility of continuous storage of 90.000 m>.

¢ BS-Plebanka near Plock. of nominal crude oil tank capacity 700.000 m>. and the
possibility of continuous storage of 250.000 m>.
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Gdansk refinery was built in the seventics. 1t was assumed to process crude oil supplied
by sea. A special crude oil pier constructed in Port Polnoeny is fit for tankers reloading
(6-8 mil. t/year of crude oil with the possibility of extension). The adjacent tankers
base Gorki Zachodnie belonging to PERN. is of nominal storage capacity 600.000 m?®.
Possibility of continuous storage is assessed for 280.000 m*. In total the nominal tank
capacities in PERN tank farms are cqual to 1.618.000 m?. and continuous storage of
crude oil 620.000 m? is possible.

A pipeline connection was also built to join the Plock and Gdansk refineries and
to enable feeding the Plock refinery with crude oil imported via Port Polnocny and
vice versa: Gdaiisk refinery with crude oil from the pipeline (see figure 2.1b). The
nominal flow capacity of this pipeline is assessed for ca. 10 mil t/vear. By development
of an intermediate pumping station this capacity may be extended to ca. 17 mil t/yvear.
Practically, the flow capacity is equal to ca. ¥ mil. t/vear.

Concluding, it may be stated that to cover the present refining capacity 15 mil.
t/vear the possible supplies are:

e from the USSR by pipeline ca. 13 mil. t/year.
e from the sea via Port Pélnocny 6-8 mil. t/vear.

However as it was pointed out in the introduction. an unfavorable situation mayv occur
with respect to crude oil supplies from the USSR which is a significant drawback in
full utilization of low. as thev are. processing capacities of the Polish refining industry.

In the process of import bilateral links occur between the involved enterprises. It
is illustrated on figure 1.2.a presenting mutual links in crude oil supply. Disregarding
supplies of domestic crude oil (line 4 in figure 4.2.a) it may be seen that following
enterprises participate in crude oil import:

e CIECH — an importer.
e PERN — crude oil pumping.

e Port Polnocny — reloading from the sea.

MZRiP Plock — refinery.

GZR Gdansk — refinery.
o southern refineries (5 plants).

Analyzing the network further on it mav be seen that CIECH plavs the dominant role.
as PERN and Port Polnocny perform services. The role of CIECH as the importer.
increases as the import from the USSR becomes lower. In 1989 crude oil import in
general amounted ca. 15 mil. t. including ca. 13 mil. t from the USSR and ca. 2 mil. t
from three other suppliers. In 1990 13 mil. t of crude oil was mported including 10.7
mil. t from the USSR and ca. 2.3 mil. t from six other suppliers (see tables 1.2b and
1.2¢).
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Figure 4.2a
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Table 4.2b: Import of crude oil by origins (in th. t)

THE POLISH OIL SEECTOR

Country 1989’ 1990

SSR 13075.367 | 10751.596
Norway 106.576 209.663
[raq 1422.099 500.727
Iran 380.728 R19.807
Others — 126.184
Total 14981.970 | 13007.977
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Table 1.2¢: Import of crude oil derivatives by origins (in th. t) Source of data: CILCH

19%9 1990

Gasoline

USSR 4793721 201.892
Romania 21.976 2.923
DDR 9R.016 237771
Austria 120.130 11.827
Denmark 72.353 14.5375
Norway 124.134 91.613
Sweden 4.965 0.015
FRG — 2.951
Switzerland — 60.974
Great Britain — | 131.930
Total 920.946 | 351.4%0"
Diesel oil

USSR 1175.206 { 1023.398
Hungaryv 7.055 0.736
Czechoslovakia 30.042 —
DDR 23.823 0.048
Sweden 14.756 9.103
FRG — 4.740
Norway — 31.063
Great Britain — 52.526
Varia — bunker 63.731 7.398
Total 1349.613 | 1129.562

" Only gasoline imported by CIECH. private importers not included
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A part of the imported crude oil supplied by the pipeline to Plock and received via
Port Pélnocny is re-dispatched to southern refineries by tank wagons. These refineries
have to pay additionally for the crude transport thus buving the crude oil at higher
prices than refineries in Gdansk and Plock. Practically the re-dispatchment is perfor-
med from Plock refinery (sporadically from Gdarsk). MZRiP buys crude oil also for
southern refineries and sells the crude oil to these refineries at the prices increased by
costs of trausport and servicing. The problem of prices will be discussed in detail in
section 6.3.

Quantitatively the problem mayx be shown as follows:

nominal processing capacity of the five southern refineries is ca. 1.7 mil. t/vear.

e actually. in recent vears those refineries processed ca. 1 mil. t/vear. e. g. in 1990
— 915.2 th t.

¢ domestic extraction which concentrates in the South of Poland in recent vears
was equal to 157.000 t in 1989, and 160.000 t in 1990,

e the difference is to be transported from Plock or partly from Gdansk.

e MZRiP in Plock assesses its maximal re-dispatchment capacity for ca. 800.000
t/vear.

Searching for better solutions in re-dispatchment of Soviet crude oil from Plock to
southern refineries. Glimar Refinery in Gorlice negotiated and obtained supplies of
Soviet crude oil from a refinery in Wojany in East Slovakia. The refinery in Wojany
receives the crude oil by pipeline from the USSR. similarly to N[ZRiP Plock. The two
parties namely: the Glimar refinery with the participance of CIECH on one side and
refinery in Wojany and CHEMAPOL (a Czechoslovak company equivalent to CIECH)
on the other side contracted with respective agencies in the USSR re-dispatchment in
1991 of 100.000 t of crude oil by train transport from Wojany. The amount of crude
oil imported from the USSR to Plock will be decreased by this quantity. There are
following advantages of such a solution:

o tanks are given by the refineryv in Wojany-.
o distance from Gorlice to Wojany is 248 km while to Plock 410 km.

e costs of transport and other services constitutes ca. 42% of transport costs from

Plock.

e last but not least. evaporation of hyvdrocarbons due to re-dispatchment creates a
great environmental problem for Plock and its elimination should largely improve
the situation in that respect.

According to the assessment of Glimar management this concept is is a new perspective
and development may be foreseen. It is possible to negotiate supplies at the level of
as much as 1 mil. t/yvear. It is by 200.000 t/vcar more than are the maximal re-
dispatchment capacities as assessed bv MZRiP Plock.

'4'2
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Centrally controlled import and distribution of crude oil belong to the past. At
present these are the direct consumers i. e. refineries who make decisions on the import
quantities and qualities. CIECIT acts as a commercial agent or supplicr on the benefit
of a contractor.

The enterprises involved in and cooperating in the process of crude oil acquisition
are characterized below. For more detailed information see Index of Euterprises.

CIECH

CIECH — Centrala Importowo-Eksportowa Chemikalii. Central Agency for Import and
Export of Chemical Products is a limited lability company. Its founding body and
direct supervisor in view of the organizational structure is the assembly of shareholders
and in view of areas of activities are the assemblyv of shareholders and supervisory
council. Basic aims and functions of the company are export and import of chemical
products and of the respective know-how as well as distribution and retailing activities
all over the country. Organizational structure of the company is presented in the Index
of Enterprises. The aims and function are realized through a network of:

e 10 branch offices.
e 10 foreign companies. of which CIECH is a shareholder.
o 12 foreign offices.

Its branch office PETROLIMPEX is of special importance for crude oil import and
export of crude oil products. It can be seen in table 4.2d presenting the turnover of
CIECH in 1989 and 1990. As it was mentioned before. decisions on imports are made
by direct receivers i. e. by the refineries. Decisions on distribution of the purchased oil
depend on the place where the oil was bought and such decisions are undertaken by
the refining industry (based on agreements between the refineries and CIECH).

The prices for crude oil are now based on world prices and are subject of negotiations
with particular suppliers. CIECH acts as an agent or as a supplier for the contractors.
No duties are imposed on crude oil imports. at the beginning of 1991 only a differential
tax on imports was charged. This tax was calculated as follows: prices of crude oil
are fixed by CIECH based on purchase price at western and eastern markets (purchase
price + transport + provision for CIECH). These prices were periodically averaged.
A difference (in plus) between this averaged price and the purchase price was to be
paid to the State Treasury as tax on imports. Based on averaged crude oil prices.
the refineries calculated production costs of fuels. making allowance for the tax on
sales fixed by the Ministry of Finance. The so created price for {uels loco refinery in
particular enterprises was then agreed with CPN.

Since March. the differential tax is no longer imposed. The prices paid by refineries
for crude oil are transaction prices resulting from the actual world prices at the moment
of transaction.
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Table 4.2d: Annual turnover of CIECH and PETROLIMPLEN in 1989 and 1990

i mil. USD

in mil. (Roubels)

CIECH — turnover in 1989

Import 1626.644 2260.844
Export 961.733 1073.205
In total 2588377 3339.049
CIECH — turnover in 1990

Import 1883.280 1041.622
Export 1365.414 964.095
In total 3248.694 2005.717
PETROLIMPEX — turnover in 1989
Import 540375 1829.324
Export 210.501 22.320
In total 130876 1851.644

PETROLIMPEX — turnover in 1990

[mport 1457.190 801.333
Export 363.611 21.273
[n total 1820.801 822.606
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PERN
Przedsiebiorstwo Eksploatacji Rurociagéw Naftowyvch — PERN “Przyjazn”™ — an En-
terprise for Exploitation of Oil Pipelines — PERN ~[riendship™ plays an mmportant

role in the network of links in crude oil imports. It is a state enterprise subordina-
ted organizationally and meritorically to the Ministry of Industry and the Ministry of
Internal Market. The main activities of the enterprise ave as follows:

o transport services as well as storage ol crude oil and crude derivatives.
o construction and development of pipelines. ancillary equipment and storage de-
pots,
e maintenance services. investment and minor services for external contractors.
The enterprise disposes of:

e 1638.5 km of crude oil pipelines.
e 400.1 km of pipelines for oil products.

e 3 tank farms for crude oil.

Location of pipelines is presented on figure 2.1b. An essential information is that
pursuant to the Act on trade unions the emplovees of PERN working by the gas
pipelines and crude oil pipelines are deprived of the right to strike (Journal of Laws of
1985. item 277)

Morski Port Handlowy — Port Péinocny

Morski Port Handlowy — Port Pdlnocny — Commercial Sea Port, is an independent
state enterprise. The enterprise was registered on June 3. 1972. the founding body
is the Ministry of Transport and Maritime Economy to which the port is directly
subordinated. The economic activities of the enterprise are performed in the area of
sea port in Gdansk and cover:
e reloading services for land. sea and river means of transport contracted by local
and foreign contractors (loading capacity 8-10 mil. t of crude oil and oil derivatives
per vear).

o reloading. storage. manipulation. towage services (including seagoing towage) and
piloting services to the benefit of ships and cargo for shipowners based on local
and foreign orders.

e commercial. transport. spedition and brokerage services,
o modernization and development of the port,
e renting of owned assets.

o performance of tasks contracted in the area of the national security and all other
tasks set for by the founding body.

e foreign trade.
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4.3 Domestic oil exploration and extraction
4.3.1 Introduction

This section covers an area which effectively at present plays a marginal role in the oil
sector activities and performance. But when looking at the "Options for the future™, it
cannot be overlooked. Moreover. as our analysis shows. presentation of some organiza-
tional and similar pathologies which affect the activities in this area. provide a better
understanding of the Polish industry and of the oil sector in particular.

The area of oil exploration and extraction in Poland is strongly centralized which
results probably from known past tendencies for centralization of organizational struc-
tures and management. A certain role was also plaved here by the specifics of this
sector in Poland. In the second half of 1982 i. e. after dissolvement of all industrial
associations. strongly centralized forms of enterprises management were maintained
only in the mining industry (which included extraction and exploration of crude oil).

The presently existing “Przedsiebiorstwo Panstwowe Uzytecznosci Publicznej Pol-
skie Gornictwo Naftowe i Gazownictwo — PGNiG™ State Owned Public Utility En-
terprise Polish Crude Oil Mining and Gas Engineering PGNi1G may be regarded as a
consequence of this centralization. The enterprise is an exclusive one for the extraction
and exploration of the crude oil and natural gas and acts country wide.

4.3.2 Present state

PGNiG is a multi-plant enterprise grouping plants presented in an organizational
scheme (see Index of Enterprises). PGNiG is composed by a board of the enterprise
which constitutes an economic entity having personality at law and a number of plants
without personality at law. but acting at full economic and financial accountability .
Pursuant to Organizational Regulations of the enterprise it can be concluded that the

board of PGNiG acts based on:

¢ Act on State Owned Enterprises of September 25 1981 (Journal of Laws of 1981,
No 24. item 122).

e Decision No 36 of the Ministry of Mining and Energy of August 1. 1982. on crea-

tion of state owned enterprise called ~Polskie Gornictwo Naftowe i Gazownictwo
or PGNiG™.

o Statute of the public utility enterprise PGNiG. accepted by the Ministry of Mi-
ning and Energy on October 9. 1982.

¢ Decision No 27/82 of the General Director. on creation of a plant called Board
of the Enterprise PGNIG.

o Organizational Regulations of Board of PGNiG.
The enterprise performs supervision in such areas as:

e geology.,
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mining.
construction and investment.
distribution. performed by an organization Krajowa Dyspozycja Gazem — Co-

untry Gas Distribution Agency.

Basic functions of PGNiG

The Board management. in order to realize statutory aims of the enterprise performs
the following basic tasks:

1.

2

<.

10.

11.

Planning. management. supervision and controlling of the realization of tasks of
the enterprise and accounting for its activities with the founding body and the
State budget.

Initiation. programming. coordination and supervision of work carried out wi-
thin realization of tasks in the area of gas engineering. resulting from long-term
national economic plans.

Initiation. programming and coordination of works performed in the area of ge-
ophysical and geological research by crude oil mining plants. aimed at maximum
and optimal utilization of national resources of natural gas and crude oil.

Supervision of work in the area of geophysics. geology. drilling and exploitation
of resources.

Inspiration. programming. coordination and supervision of work in the area of
technology and technics of structure drilling. probing and development of depo-
sits. exploitation of natural gas and crude oil deposits. liquidation of bore-holes.

Management tasks as a direct supervisory body over oil mining plants acting
pursuant to the Mining Code as a mining enterprise.

Programming. acceptance and passing to execution investment from the common
means of the enterprise.

Assurance of production means and materials for the enterprise.
Organization and coordination of indispensable imports.
Centralized commercial activities — purchase and sales of natural gas.

Initiation. organization and coordination of foreign exchange and collaboration
and export services.

Initiation and coordination of research and development activities both in the
area of technology and economy.
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An atterition should be paid to the role of-Geological Office of PGNiG called GEONA-
FTA. This office prepares all kinds of geological and geophysical surveys for exploration
of oil and gas resources. works out exploration and extraction programs and realizes
programs of geophysical works. structure drilling as well as deputes tasks within the
framework of the long-range working plan with respect to oil and gas exploration to
other plants of PGXNiG.

The process of exploration (sample drilling) and extraction (exploitation of depo-
sits). as well as some works connected with geological survey. are bound with regulations
of the Mining Code. These regulations are exacted by Mining Offices plaving in a sense
a role of "mining police™.

4.4.1 Critical analysis of PGNiG organization

As it was mentioned before. PGNIG is a country wide organization an exclusive one
in the area of oil and gas exploration and extraction. It deals also with distribution of
gas including:

e natural gas imported from the USSR,

e natural gas extracted in Poland,

e natural gas from de-methanization of coal mines.
o coking gas and gas from urban gas-works.

Figure 4.4.1a presents extraction of crude oil in Poland in recent vears. Figure 4.4.1b
presents structure of acquisition of gas fuels in 1990 and 1991.

Both in recent vears and at present gas is a crucial factor with respect to the
financial condition of the enterprise. PGNIiG is a planned deficit enterprise due
to the fact that the purchase prices are higher than the prices at which gas is sold.
These differences became especially visible in 1991 after changing the accountability
in the trade with the USSR from Roubels to dollars (see fig. 4.4.1.c and +.4.1.d). The
foreseen deficit in 1991 will reach ca. 4 000 billion z1,* which is a high percent as related
to the foreseen level of general costs in the enterprise at the level of ca. 18.500 billion
zl.

Dominating significance of gas in PGNIG performance can be illustrated also by
the fact that the value of crude extracted in 1990 is ca. 200 billion zl (calculated in
world prices 19 USD/barrel and at the exchange rate 9500 z1/USD). which constitutes
as little as 1.08% of total operation costs of the whole enterprise. These economic
proportions cause shifting of interests from crude to the gas the more so that there
are 5.7 million of consumers while 99% of crude is nonetheless imported. The greater
interest in natural gas is also caused by the volume of resources. Figure 4.4.1e shows
that in 1945-1988 nearly as much crude oil was extracted as it was documented. while
only 43% of proven reserves of natural gas were extracted.

1An equivalent of roughly 400 mil. USD
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Figure 4.4.1b
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Figurc 4.4.1d
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With the consumption maintained at the present level. documented deposits will
satisfy the needs for at least ten years.

Apart from the causes enumerated above the priority of gas in PGNiG was caused
also by its consumption structure. 57% of general consumption of gas fuels was bound
for production as raw materials and primary energy carriers. It is shown in Figure
4.4.1f. In centrallyv planned economy it was PGNiG which plaved a special role in {uel
gas distribution. To realize the State policy in the arca of gas distribution. a special
entity was founded within PGNiG. called Krajowa Dyspozycja Gazem — Country Gas
Distribution Agency. with vast authorities. It decides a. o. on amount of gas supplies
both as raw material and primary energy carrier for industrial consumers thus defining
utilization of their production capacities.

Problems of cost and prices relations connected with acquisition and distribution
of gas can be seen as an example of problems common for all significant energy carriers
in Poland. As it can be seen from the structure of income of gas fuels (figure 4.4.1b),
0% of these fuels is imported which is of crucial importance for the level of unit
costs (zl/m?®) specifically in 1991. Figure 4.4.1d shows that the unitary cost of gas
acquired from domestic sources increased in 1991 by 44% while the cost of imported
gas increased nearly sixfold. It caused that the difference between the unitary cost
and the price in 1991 (increased two-fold). is still bigger in relation to 1990. It is for
social and political reasons only that the prices of gas cannot be raised to reach the
profitability level both for communal and industrial needs. especially for the plants
where gas is a raw material e. g. for fertilizers production. Next rises of gas and energy
prices are already announced®. The comparison of prices of high-methane gas in Poland
and other European countries points to necessity of significant rises. It is illustrated
on figure 4.4.1g. It may be seen from the diagram that only liquid gas. recalculated
to methane gas. reaches the world level. However its consumption is only marginal
in total balance. It could be foreseen that similar adaptation process of prices to the
European level will be necessary in case also of other primary energyv carries including
liquid fuels.

Centralized system of management of the enterprise deprives the subordinate explo-
ration and oil exploration plants from independence and possibility of acting along the
rules of free market economic game. Subsidied enterprise. with such a large area of
activities with regulated prices. no chance for credits (due to planned deficit). cannot
operate rationally. An immense area of problems that are to be solved by this enter-
prise imposes upon it a spider web of links and formal dependencies which complicate
1ts operation (see figure 4.4.1.h).

The central position of PGNIG. being a state owned. public utility company. in a
scheme of formal interdependencies. cannot be questioned if this enterprise is charged
with obligation of exploration and extraction of crude oil and natural gas. However if
all dependencies of this enterprise depicted generally in figure 4.4.1.h. are analyzed.
one gets an impression that the enterprise is too subordinated in fulfilling its duties.
One may not accept it or not understand it but the origins of this situation are clear.
It is rooted simply in centrally planned economy rules. Organizational structure of
PGNiG reflects also these rules.

>Government has agreed with the World Bank policy concerning primary energy carriers
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Consumption structure of gas fuels in Poland |

in 1990 - 1991
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Figure 4.4.1h
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If the effectiveness of exploration and extraction is to become higher. substantial
changes must occur starting from legislation processes ending with ownership trans-
formation. All this has to be done as an integral part of carefully devised program of
the restructurization of the oil sector. The PGNiG authorities and workers are con-
scious of the difficult situation in which their enterprise is and all the threats resulting
from it. particularly to financial threats. Many actions were undertaken aimed at fast
improvement of the difficult economic situation. The eflorts are carried out to devise
organizational changes consisting in eventual separation of oil branch from gas branch.

4.5 Conclusions and recommendations
4.5.1 Conclusions with respect to import

From the considerations presented so far one immediate conclusion may be drawn —
that the existing technical capacities of crude oil supply are far from being
sufficient. With the existing supply capacities {pipeline from the USSR and sea
transport via Port pdlnocny) just in the case of supplies from the USSR drop
down below 7 mil. t/year it will be impossible to assure the supplies at
the level covering processing capacities of the Polish refineries (ca. 15 mil.
t/year).

A general concept of problem solving is to be elaborated both with respect to import
of crude oil and development strategy for the refining industry in Poland. Following
proposals should be considered with this respect:

1. Amelioration of the existing state

e In view of existing threat that supplies from the USSR may not reach 7 mil.
t/vear. existing possibilities of upgrading the oil pier reloading capacities in
Port Polnocny from present 6-8 mil. t/vear to maximal possible must be
considered.

e An investment documentation should be prepared to enlarge the flow ca-
pacities of oil pipeline from Gdaiisk to Plock As it is assessed. there is a
possibility of intensification of flow from the present nominal value 10 mil.
t/vear (practically 7 mil. t/vear) to 17 mil. t/vear (data according to PERN).

2. New solutions

Alternative crude oil supplies from other sources are to be also considered. Ho-
wever a possibility should be taken into account that limitation can be imposed
on crude oil transport by sea as the Baltic is a closed sea basin (limited tankers
capacity. limited frequency of voyages or other) environmental factors being a
crucial point here.

e The alternatives considered should outreach towards ways of integrating
Polish supply lines with West and North of Europe through a pipeline sy-
stem taking advantage of the pipeline going through Plock to former Last
Germany — namely to Schwedt.

Ot
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e A chance of linking to the so called adriatic pipeline should be examined.
At present, Poland’s access to the regional cooperation of five countries
(Austria. Italy. Czechoslovakia. Hungary and Yugoslavia) will be an asset
here.

The above suggestions and considerations clearly indicate that working out the concept
of supplies for the Polish refining industry is a crucial task for today and for the [uture.
[t is very important that the concept should be elaborated in relation with development
program for the whole refin ing industry in Poland.

4.5.2 Suggestions on exploration and extraction

Restructurization tendencies in PGNiG are clear if the problem is to be seen from the
side of parties interested in increasing of the extraction volume. As it may be seen
from figure 4.4.1a. in the last 15 vears a systematic drop in extraction volume of crude
oil occurred and it is also known that this drop was not caused solely by lack of reso-
urces. The reports and surveys prepared by the exploration enterprises, give a critical
assessment of the situation of the oil and gas mining sector in Poland. The list of
shortcomings is long and concerns drilling equipment. laboratory equipment. control
and measurement equipment. as well as appropriate materials such as pipes. drilling
fluids etc. At the same time a high experience and skills of engineering and technical
staff is to be underlined. There is a a deep understanding of the fact that organizatio-
nal changes and restructurization are indispensable. a proper selection of alternative
routes must be performed for their realization. However sole organizational changes
will not solve all the problems but could provide a good starting point. It seems that
the first step could be division of PGNiG into two separate companies dealing with:

— exploration and exploitation of oil and gas.
— distribution of gas.

Such a possibility is shown in figure 4.5.2a. In this scheme organization of PGNiG
was presented in such a way as to illustrate graphically possibility of would-be divi-
sion. In upper rectangle, marked GAS there are:

— COXNSUMERS — nearly 6 million of consumers.

— DISTRIBUTOR or OZG — these are 6 Regional Gas Engineering Plants {Okregowe
Zaklady Gazownictwa) covering the whole area of Poland.

— Krajowa Dyspozycja Gazem (Country Gas Distribution Agency) — responsible for
implementation of the country policy with respect to gas distribution for particular
groups of consumers : e.g. communal economy. industry. The Agency is also acting
as a decision maker in the period of gas shortages on allocation of gas for particular
consumers:

— 3 sources of gas acquisition — import from the USSR. de-methanization of coal
mines and gas from coking plants.

IGF



[Figure 41.5.2a

4dNyo

uopel

seusuljey uopoBIIXe
-ojdx3

epnin

uojoBIXS
ser)
\\ P

m<mu | / seb Bupjod

DINDJ seu|W JO uopez|uBylew-ep Wol s8y)
1 HSSN Woij sBY) |

uonnglisia
s8Y) 40}
Q01O Anunon

BZ0
oinquasia

glallnsuo BJAWNSUO 51oUWINSUO:

(35 26)
anqsia

swa|go.d seb |jeinjeu ¥
10 ©pnJo JO uoletedas Jo ANjIqISSOd

60

IGF



THE POLISH OIL SECTOR

~As it can be seen such an organization. not involved in production of gas but
onl;\' purchasing it from the producers (including local extraction). could deal with
distribution and sales of gas. The gas would be purchased at prices at least equal
to its real value and sold at the first stage at prices fixed by the State (eventual
subsidies for the State strategic reasons) and then at the prices assuring profitability
of this company (including investment potential). Organizational structure of of such
a system is a separate problem. The proposal illustrates only the idea of separation of
extraction and distribution areas.

In lower rectangle called CRUDE OIL we have:

GEOPHYSICS — 2 geophysics plants.

EXPLORATION — 4 plants for exploration of crude oil and gas (ZPNG - Zaklady
Poszukiwan Nafty 1 Gazu)

OIL AND GAS EXTRACTION — 3 oil and gas mining plants (ZGNG Zaklady
Gornictwa Nafty i Gazu)

All the plants enumerated above constitute an internal organizational structure of
PGNiG. In the future thev may either become separate economic entities or integrate
according to their own will and common interests. These organizations could deal with
exploration and extraction of crude oil and gas and could sell these resources at prices
assuring their profitability to refineries and gas plants. Thus created independent
enterprise or enterprises from among those now included in PGNiG will be granted
personality at law as a basis of their independence. At this or other stage. especially
if the prospects for local crude would become more real, a way for vertical integration
in the oil sector could be foreseen.

Other changes and development would depend on enterpreneurship of sole intere-
sted parties. There are also many possibilities in view of present legal regulations. That
includes projects on amendments in geological code and mining code being at work in
the Parliament since December 1990 which are to extend the powers enabling perfor-
mance of exploration and extraction of natural resources. Also new rules of granting
concessions for exploration activities are still to be defined.

61

IGF



TIH{E POLISH OIL SECTOR

5 Crude oil processing

5.1 Organizational structure of the Polish refineries
Polish refining industry comprises 7 refineries. These are:

1. Mazovian Refining and Petrochemical Works (MZRiP) in Plock.

2. Gdansk Refinery (GZR) in Gdansk.

3. Silesian Refining Plant in Czechowice Dziedzice.

4. Trzebinia Refinery in Trzebinia.

5. Carpathian Refinery Works (PZR) in Jaslo.

6. Jedlicze Refinery in Jedlicze.

7. GLIMAR Refinery in Gorlice.

Details on addresses. tel. numbers etc are given in the attached Index of enterprises.

The first distillation unit in MZRiP Plock was started up in 1964 — the develop-
ment and modernization of the refinery was continued in 60-ties and 70-ties. Gdansk
Refinery was started up in 1975. The history of other refineries called small southern
refineries (due to their location in the South of Poland) is much longer in fact it goes
back to the XIX century. Historically the first industrial distillation unit of crude oil
was performed in Jasto. This simply shows a long industrial tradition in the refining
industry which exists in this country. The small refineries were re-built after the second
world war but quite a number of installations originate from earlier period. some of
them even from the second decade of the century. Until 1971 all the seven of the refi-
neries enumerated above were grouped in one organization called Associated Refining
Industries (Zjednoczenie Przemysiu Rafinerii Nafty) with its Headquarters in Cracow.
Due to organizational changes on January 1. 1972 a new organization was created under
the name of Associated Refining and Petrochemical Industries PETROCHEMIA as a
result of merging former Association of Refining Industries and Association of Nitrogen
Industries. The Headquarters of this organization also was sited in Cracow. It was a
big economic entity grouping:

o 15 big production plants.
e 2 construction and service compaunies.
]
¢ 2 design offices.
e 3 research and development institutes and one innovation center,
e 2 sales and distribution agencies.

e 1 big computer center (central for all the industry).
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The economic potential of this organization (expressed by sales value) constituted ca.
45% of sales value of the whole chemical industry in Poland.

At the turn of 1981/19&2 associations of industries in Poland were liquidated. The
enterprises became independent entities (Act on state-owned enterprises. [stawa o
predsiebiorstwach paiisiwowych of September 25. 1981. Journal of Laws No 24 of
1981. it. 122) — see chapter 3 of the study. In order to coordinate some of the
common actions as well as the interests of the enterprises, the former members of
the PETROCHENMIIA Association created a (voluntary) association called Zrzeszenie
PETROCHEMIA (neither NMZRiP Plock nor Gdaiisk Refinery entered officially this
organization). This association was dissolved in 1989.

All the refineries mentioned at the beginning of this section are independent auto-
nomous state owned enterprises and are subordinated only to the Ministry of Industry
as their founding body. There are no concerns or corporated structures in the Polish
refining industry — neither there are any coordinating intermediate structures between
the refineries and the Ministry. The refineries as state-owned enterprises act along
the rules and regulations defined by the Act on state owned enterprises quoted above.
further amendments to this Act as well as the Statutes of particular enterprises. All
these rules are presented in detail in Chapter 3 of this report.

5.2 General technical characteristics and description of eco-
nomic activities of the Polish refineries

5.2.1 Location and production capacities of Polish refineries

Location of crude oil processing is presented in table 5.2.1a.
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Table 5.2.1a: Processing capacities of the Polish refineries

Nominal processing capacity (th t/y)
Refinery

Distillation unit | With min. output

of fuel oil!

1. MZRiP — Plock 14000 12600
2. Gdansk Refinery 2900 2800
3. Czechowice Refinery 700 600
4. Trzebinia Refinery 540 300
5. Podkarpackie Zaklady Rafineryvjne 220 200

Jaslo Refinerv _

6. Jedlicze Refinery 135 135
7. Glimar Refinery 170 170
Total 18665 16805

'This capacity is lower than the primary crude distillation capacity (at normal atmo-
spheric pressure topping) and depends on the other downstream plants e.g. vacuum
distillation. Such technological profile was aimed at minimisation of the low commercial
value of residual fuel oils.
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Development of Polish refining industry in the post-war period did not proceed
along the same rules that governed development of this industry in other countries,
especially in developed countries. Poland did not take part in the dynamic development
and great prosperity of oil boom in the vears of cheap oil. which brought substantial
growth of crude oil processing capacities in. the Western Europe:

Year Capacity

1950 | 50 mil. t/vear
1975 | 995 mil. t/vear

Neither did it experience the reduction of processing capacities and big financial losses
in the vears of expensive oil after 1973/74. up to mid 80-ties. which affected the refining
industry of Western Europe (see table 5.2.1b) but resulted in great rationalization of
its structure and technologies.
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Table 5.2.1b: Processing capacities of crude oil in European countries in 1980 and

1990
Processing capacity (mil. t/yvear)
Country

1980 | 1990 | % changes 1980/1990
Belgium 55 32 -42%
Denmark 11 9 -18%
France 167 94 -44%
Greece 20 18 -10%
Spain 72 62 -14%
Holland 102 | 65 -36%
Ireland 3 3 0%
Portugal 19 14 -26%
FRG 154 9 -49%
Italy 180 | 105 2%
Great Britain | 137 87 -36%
Poland 17 17 0%
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Table 5.2.1.c: Consumption structure of basic energy carriers in Poland

Energyv carrier % share
in global consumption

coal and lignite 7.6
oil. oil derivatives ' 12.9
natural gas derivatives 7.6
other 1.9
Total 100.0

The processing capacity presented above was attained by the Polish refining in-
dustry in 1975 after the Gdansk refinerv entered into operation. Since then a total
stagnation in development of this industrial sector may be observed. lasting as long as
16 years until now and no real chances are seen for a quick change of this situation.
Unfortunately this stagnation is accompanied by growing decapitalization of produc-
tion assets and growing technological and technical gap between the Polish industry
and refining industry in the developed countries.

Crude o1l processing does not cover fully the demand for crude derivatives. especially
liquid fuels. import of which in recent yvears amounted to:

1989 — 2269000 ¢t
1990 — 1680000 t

Crude o1l processing in Poland is very low in relation to other European countries.
It results from the underdevelopment of this industry in comparison with the needs
in terms of country’s potential and reflects a specific structure of energy carriers con-
sumption. dominated by coal (see table 5.2.1c). In recent vears Poland held leading
position in the ranking lists of producers of coal in the world (see table 5.2.1d). With
respect to volume of coal extraction per capita Poland held in 1930 the first place in
the world. and in 1989 third place. At the same time the absorptive power of Polish
economy for oil measured by volume of consumption of crude oil derivatives per capita
is very low. amounts only 400 kg/person which puts Poland on one of the last places
in Europe. Table 5.2.1e shows consumption indicators per capita and installed proces-
sing capacities per capita in European countries clearly shows the disproportions with
that respect. Also with respect to localization of the Polish refining industry a clear
disproportion may be seen in relation to rules occurring in the Western Europe refining
industry. It concerns mainly scale of production capacity and economies of transport.
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Table 5.2.1d: Biggest producers of coal in the world (in mil. {/vear)

Country 1980 | 1985 | 1939
1. USA 110 736 836
2. China 396 | 872 | 946
3. USSR 493 | 494 | 502
4. Poland 193 1 192 178
5. South Africa| 117 | 174 | 175
6. India 109 | 150 188

It may be illustrated by an example of size of refineries in France, FRG (former West
Germany) and in Poland. Assuming division of refineries to:

small refineries — up to 1.0 mil. t/vear
medium refineries — from 1.0 — 6.0 mil. t/vear
big refineries — from 6.0 — 12.0 mil. t/vear
huge refineries — over 12.0 mil. t/vear

such a comparison is presented in tables 5.2.1f and 5.2.1g. Share of particular types of
refineries in total processing capacity (distillation units) is presented in table 5.2.1g.
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Table 5.2.1e: Crude oil processing — comparative indicators

processing capacity consumption of oil deriv.
Country

mil.t/year | kg per capita | mil.t/vear | kg par capita

Austria 10,2 1298 10.0 1272
Belgium/Lux. 324 2575 229 1820
France 91.7 1500 849 1389
Spain 62.1 1350 40.1 872
FRG * * 85,3 * 1298 *119.6 * 1820
Italy 133.9 2086 84.1 1310
Great Britain 89.0 1404 76.1 1201
Czechoslovakia 22.8 1470 | = 164 ' 1058
Hungary 15,5 1460 9.3 &73
Poland 18.6 498 15.4 112
Japan 239.5 1812 205.6 1556
USA 7629 2889 713.0 2814

* — FRG is the only EEC country in which refining industry does not satisfv the needs;
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Table 5.2.1f: Structure of size of refineries in France. FRG and Poland

France FRG
Poland
1980 | 1986 | 1930 | 1936

small refineries - - 4 3
medium refineries 12 6 19 11 1
big refineries 7 6 & 5 -
huge refineries 3 1 - - 1
Total 22 13 31 17 n

Table 5.2.1g: Share of particular types of refineries in global processing capacity
(distillation unit) in France, FRG and in Poland

France FRG Poland
1980 1986 1930 1986
mil t/y % | mil t/y % | mil t/v | mil t/r % | mil t/y 4
small refineries - - - - 1.7 1.1 0.3 0.3 1.7 4.0
medium refineries 538 32.0 254 26.5 &84 56.2 46.3 52.0 2.9 15.0
big refineries 63.8 | 37.0 54.1 56.5 674 | 427 42.8 | 4d.7 - -
huge refineries 53471 31.0 16.1 17.0 - - 14.0 | 75.0
Total 174.3 | 100.0 906.5 | 100.0 157.5 { 100.0 89.6 { 100.0 18.6 | 100.0
70
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\isible differences between refining industry in France and FRG with this respect
result from different geographic localization of these countries. In France the prevailing
refineries are situated at the sea. with higher processing capacities — their production
cover not only regional needs. It may be seen from that specification that both small
refineries (except for so called speciality refineries) and huge refineries in “continental”
countries are not justified economically and after 1980 a great number of them have
been closed down.

In FRG even at a peak period of crude processing. there were not and there are not
now. refineries as big as MZRiP in Plock. Scale and location of “land” refineries was

suited to the volume of consumption of crude oil derivatives in a given region taking.

into account the economies of transport.

By comparing the data presented in tables 5.2.1f and 5.2.1g. substantial differences
between the Polish refining industry and its equivalents in France or FRG could be
observed. These differences concern mainly-:

e big disproportion in total production capacity.,

e high concentration of oil processing in Poland (ca. 75% in one refinery — MZRiP
Plock) at the same time with too high dispersion of processing capacities (9% of
processing capacities i. e. ca. 1.7 mil. t/year, falls between as many as five small
refineries).

Location of particular refineries in Poland, their technical equipment and production
potential ‘are not suited to needs of particular regions of the country for crude oil
derivatives. An example of highly industrialized south western region may be presented
here (voivodships: Opole. Katowice, Czestochowa, Bielsko. Krakow. Tarnéw and Nowy
Sacz), consuming ca. 25% of total consumption volume®. Refineries in Czechowice
and Trzebinia located in that region cover only small proportion of the needs. These
refineries are not furnished with basic installations for motor fuels production such as
gasoline reforming. hyvdro-desulphurization units for diesel oils.

Concluding it may be stated that the structure of the Polish refining industry results
from:

e historical events (some small refineries originate from beginning of this century
and even earlier — Polish engineers were pioniers of this industry in the world);
also political factors regarding the adscription of Poland to the Warsaw Pact.

e quoted above underdevelopment of this industry and specifics of consumption
patterns for primary energyv carriers in Poland.

¢ some tendencies in the state policy in recent vears (domination of coal. con-
struction of large industrial complexes and underestimation of negative results
connected with exploitation of such industrial colosses).

e necessity of development within small processing units of crude oil and also pe-
trochemical production (olefines, aromatics).

6 - - - - . - . - .
This subject is dealt with in detail in chapter covering market analysis
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5.2.2 Production structure and results of Polish refineries

The present structure of the Polish refineries respond in general to the demand for
crude oil derivatives with some assortment shortages mainly with respect to motor
fuels. N

Production profile of the Polish refineries is presented on figure 5.2.2a. Detailed
characteristics and technological assessment of the Polish refining industry will be a
subject of a separate study.

As it can be seen from figure 5.2.2) the refineries in Gdaisk, Czechowice. Trzebi-
nia and Gorlice (GLIMAR) produce crude oil derivatives only: MZRiP Plock is a big
production complex composed of two main units — refining installations and petro-
chemical installations. PZR Jaslo apart from crude oil processing deal with production
of carbon blacks and additives for lube oils. Jedlicze Refinery apart from crude oil
processing deals also (as a unique plant in Poland) with processing of used oils. Some
economic indicators for the Polish refineries are presented in tables 5.2.2a and 5.2.2c.

Table 5.2.2a: Crude oil processing (in th. t/vear)

Utilization rate %

1989 | 1990 | 1989 1990

MZRiP Plock 11467 | 9802 2 70
Gdansk Ref. 2462 | 2128 85 73
Czechowice Ref. 572 338 &2 35
Trzebinia Ref. 321 185 59 34
PZR Jaslo 132 100 60 45
Jedlicze Ref. 115 111 85 82
GLIMAR Ref. 154 132 91 69
Total 15223 | 12846 ]2 69

-1
o



N
o™

Figure 5.

selleulad Jo aljoid uolonpold

BPIXO 100K uoponpold 3ow|q 1
aue|Adoud eusejAyie U__mn__xo , Zrol s Al . S uoqJed 10} s|I0 >
-Ajod -Ajod auelAyle B I
e /ey '6'2'9'S'v'e' fsupey | £ [T ——
euoeoe seus|o SO|}BWO ezo|per IN'A 8 Slelgiew med A
ejoueyd/ | 5 v Koulen O e,
'L1'0L'2'9'S'e'S' 29 8Jj0 8gn| A
PP 10} S8AJY
— T olsep S'v'e'2 } SOAIPPY
ool 3oelq HzZd
qn| Jo} UoQuBd 0L'6'L'9's'e'2
SeANPPE/, QB0 | -~ slio pesn (Al
BlUIgOZI), g
mo_w%mham 6 d “Mororerenes] Aweugey| V[T
s6580. syeudse _
Lsyoons I aning Y < mwmmﬁm 1l
o 2L't 1 | ©0|MOoYy08ez) m n>.=_
seu|yesed s|jo s||o ‘01'6'2'9'5'e'g Kesuyey I
[seujjese 6 eseq 8 eqgn| /. _ _\. ..o s|jo eseg :
5 e EUEPD 5 . S'v'e
s||o sjjo sleny ' ogireszt|  Aeuley N
leny /g lese|p /g UOJIBIAY/ oprio | |
SoN56d5 6Uj| AN TR %00ld ] veeh
LoseB 's|s||0JA seu|joseB 80580 SO didzZW |
o} eydeu /g oou /2 PInbil /} orapsvES
seAllppe Jeojweyoouied

73

IGF



Table 5.2.2¢: Value of production of refineries (in min zl)

THE POLISH OIL SECTOR

1989 1990
AZRiP Plock 2094.139 | 17181.873
Gdansk Ref. 652.642 4811.758
Czechowice Ref. | 200.092 1180.281
Trzebinia Ref. 151.333 603.576
PZR Jaslo 128.800 572.740
Jedlicze Ref. 91.641 940.997
GLIMAR Ref. 84.621 474.803
Total 3403.268 | 25766.028

The significant differences that can be seen result from hyperinflation and changes in

prices system in 1990.

Table 5.2.2d: Production of some crude oil derivatives (th. t/vear)

1989

1990

diesel oil
fuel oils
asphalts

leaded gasoline | 27

Ut Ot Ot Ot
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.5.2.3 Technology level in Polish refineries, quality problems

State of the art in technology in Polish refineries is very diversified. Small southern re-
fineries are the most backward and it is only in part that they may be called speciality
refineries. They produce a wide range of valuable products and specifics on small and
medium scale but the technological effectiveness of processed crude oil is very low. No
catalvtic or hydrogen processes exist in these refineries which makes impossible pro-
duction of leaded gasolines and diesel oils of highest quality. Processing scale in these
refineries is so small that implementation of these process is not justified economically.
Abandoning of the project to build a modern. big refinery at the south made rational
restructurization and technological modernization of the small refineries difficult if not
impossible.

As it was mentioned in section 5.2.1. development and modernization of the Polish
refining industry were concluded in mid 70-ties. This statement must not exclude par-
ticular efforts done by refineries towards upgrading particular installations. It only is
to stress the general state of the industry. The most modern installation in MZRiP
Plock i.e. catalytic cracking II represents the level of technology of beginning of 70-
ties. The same concerns production installations in the Gdansk refinery. "Depth™ of
processing measured by conversion capacity was in the second half of 70-ties higher
than in Western Europe. now the situation has changed — see table 5.2.3a. No mo-
dern installations for catalytic reforming exist in the Polish refining industry which
would allow for production of reformates of high octane numbers with high efficiency
of reformate from processed gasoline fractions. It makes impossible any amelioration
of quality of produced motor gasolines. Significant progress may be accomplished only
after a MTBE installation is completed as well as new catalytic reforming installation
of 700.000 t/yvear in MZRiP. It will enable production of motor gasolines of low lead
content (less than 0,15 g/l), which will satisfy the regulations to become valid from
1992.

Processing capacities of hydro-desulphurization of diesel oils are strongly insufficient
— sulphur content is as high as 0.6% and even 1% in some products.

A low level of crude oil processing with a significant share of semi-products and raw
materials for petrochemical industry (olefines. aromatics) and relatively high destruc-
tion processing solely via catalytic cracking creates a number of difficulties impacting
mainly the quality of crude oil derivatives — particularly motor fuels. Necessity of
supply of nearly 1 mil. t of naphtha fraction of straight run type for olefine pyrolisis
and reformates for production of aromatics (benzene. xvlene) cause quality problems
in gasolines blending. High share of cracking material in motor gasolines (ca. 40%)
lowers the octane number of gasolines and increases the resins content.

Also fractions of diesel oils from catalytic cracking have negative impact on quality
of diesel oils (lowering of cetane number. decreasing sulphur content}).

[t should be stressed here that despite low production potential. the Polish refining
industry made and still makes strong efforts to utilize to a maximum degree the precious
crude oil in most effective way. Indicators of share of lubricants and asphalts in global
oil processing may be a good example here: lube oils — 3.4%. asphalts — 8.4%.

~1
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Table 5.2.3a: Conversion capacity in EEC countries and in Poland

EEC (12) Poland
1980 | 1990 | 1980 | 1990
1. Conversion capacity 81.0 | 145.0 | 2.3* | 2.3%
(FCC equivalent) mil t/y
2. incl
catalytic cracking (FCC) 53.41101.0 | 2.3 | 2.3*
+ hydrocracking (HC)
3. (Conversion capacity)/ 9.0 25.0 13.7{ 13.7
(processing capacity) x 100%
4. (FCC + HQ)/ 59| 174 13.7] 13.7
(processing capacity) x 100%
* — only FCC

06
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All the products of the Polish refining industry are produced along quality standards
for Poland. Tollowing is taken into account in the standardization process:

o counsumers requirements.
o technical capabilities of the industry.

as well as international quality standards such as ASTM (USA). DIN (FRG) and others.
Poland is associated with the International Standards Organization. Depending on im-
portance of the product for the national economy. areas of its application and other
specific features. the quality standards are divided into:

— national standards (P.\' - Polskie Normy)
— branch standards (BXN).
— factory standards (ZXN)

Essential improvement of quality of crude oil derivatives, mainly motor fuels and he-
ating oils. transformation towards unleaded gasoline and motor oils with low sulphur
content is integrally connected with the development and parallel modernization of the
Polish refining industry.

Quality standards for leaded gasolines and oils are presented in tables 5.2.3b. 5.2.3c.
5.2.3d and 5.2.3e.
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Table 5.2.3b: Motor gasolines quality standards: leaded gasoline 91

Valid till Valid from
31.12.1991 { 01.01.1992
1. Octane number (RON) - not lower than 94 94
2. Octane number (MON) — not lower than 84 85
3. Fraction content '
— beg. of distill. — not lower than
- winter (°C) 30 -
- summer (°C) 35 -
— 10% distillate not more than
(V/V) -
- winter (°C) 65
70
- summer (°C) 70
— 50% distillate not more than
(V/V)
- winter (°C) 110
120
- summer (°C) 120 115
— 90% distillate not more than
(V/V) (°C) 185 180
— end of distillation 215 215
— sum: resid. + losses max (%) 35 35
4. Vapor pressure (kPa)
winter 50 - 80 50 - 80
summer 40 - 70 40 -170
5. Lead content (g Pb/litr) max 0.3 0.15
6. Resins content ( mg/100 ml) max 5 5
7. Inductive period not lower than (minutes) 480 600
8. Reaction of water extract neutral neutral
9. Sulphur content (%m/m) not more than 0.15 0.10

-1
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Table 5.2.3¢c: Quality standards of motor gasolines: lcaded gasoline 86

Valid till | Valid from
31.12.1991 | 01.01.1992
1. Octane number (RON) ~ not less than 86 86
2. Octane number (MON) — not less than 80 80
3. Fraction content
— beg. of distill. — not lower than
- winter (°C) 30 -
- summer (°C) 35 -
— 10% distillate not more than
(V/V)
- winter (°C) - 65
70
- summer (°C) 70
— 50% distillate not more than
(V/V)
- winter (°C) - 110
125
- summer (°C) 115
— 90% distillate not more than
(V/V) (°Q) 185 180
— end of distillation 215 215
— sum: resid. + losses max (%) 35 35
4. Vapor pressure (kPa)
winter 50 - 80 50 - 80
summer 40 - 70 40 - 70
5. Lead content (g Pb/I) max 0.56 0.15
6. Resins content { mg/100 ml) max 5 5
7. Inductive period not lower than (minutes) 480 600
8. Reaction of water extract neutral neutral
79
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Table 5.2.3d: Diescl fuels — quality standards

Type | Type {1
L (summer) Z (winter)
sort DS 1
LS/w Z-20 2-35 Z-50

1. Cetane number not less than 45 45 45 40 45 -
2. Distillation

— 50% dist. not more than (°C) 290 280 280 280 280

— to 340°C dist. not less than (%) - - - - 96

~ to 350°C dist. not less than (%) 90 90 95 95 - 60
3. Kinematic viscosity (mm? /sek)

- in 20°C 28-80") | 24-60 2,4-6,0 30-80 - 7.5-19.0

- in 50°C - - - - 2.5- 4.0
4. Relative viscosity (°E)

—in 20°C 1.18-167 | 1,16-148 } 1,18-1,48 | 1,20- 1,67 - 1.62 - 2,83

—in 50°C - - - - 1.15- 1.29
S. Freezing temp., not more than (°C) -5 -20 -35 -50 -15 +5
6. Temp. of blocking cold fitter (°C)

not higher than - -12 -20 -30 - -
7. lgnition temp. (°C) not less than 40 40 10 50 90 60
8. Reaction of water extract neutral
9. Coking residue in 10%-res.

post-distill. (%) not more than 0.2 0.2 0.2 0.1 0.1 -
10. Post-coking resid. (%) not more than - - - - - 1.2
11. Post-icineration resid. (%) not more than 0,01 0,01 0,01 0,01 0.01 0.015
12. Water and impurities content none
13. Water content (%) not more than - - - - - 0.3
14. Sulphur content (%) not more than 0.6/1.0 0.6 0.6 0.2 0.2 1.2
15. Corrosive activity exam. on Cu plate resistant
16. Acidity (mg KOH/g) not more than 8.0 8.0 5.0 | 5.0 5.0 -
17. lodine number (g iodine/100 g) not more than 6 |

| |
Type I — oils for high speed engines
Type II — oils for low speed engines (ships)
80
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Table 5.2.3e: Fuel oils — quality standards

Type of fuel oil
1 2 3

1. Kinematic viscosity (mm?/sek cst)

not more than

- at 509C 92 - -

— at 80°C - 59 122
2. Relative viscosity (°E)

not more than

- at 50°C 12 —~ -

- at 80°C - 8 16
3. Post-incineration res. (%) not more than 0,1 0,15 0,20
4. Sulphur content (%) not more than

- low-sulphur crude 0.5 0.5 05

—~ medium-sulphur crude 1.0 1,0 1.0

- high-sulphur crude 20 2,5 3.0
5. Content of solid impur. (%) not more than 0.5 0,5 0,5
6. Water content (%) not more than 1.0 1,0 1.0
7. Reaction of water extract neutral
8. Ignition temp. (°C) not more than

—in closed pot 70

—in open pot - 90 110
9. Freezing temp. (°C) not more than

— from low-paraffine crude -8 +10 +25

— from paraffine crude +25 +30 +35
10. Heating value (KJ/kg) not lower than 41300 | 39900 | 39700
11. Vanade content (ppm) not more than 150 150 150
12. Density at 20°C (g/cm®) not more than | 0.950 | 0.960 | 0.975
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5.2.4 Basic environmental problems in crude oil processing in Poland

With the chapter 7 dealing with environmental aspects of the oil sector. below are
given some information relevant for the discussion ou technology and structure of the
industry. Polish refining industry is responsible for environment protection in two
areas:

e direct pollution due to operation of production plauts (refineries) — waste waters,
emission. wastes:

e environment pollution due to utilization of crude oil derivatives (e. g. gasolines).

In the first area main problems are: emission of hydrocarbons to the atmosphere,
emission of waste waters polluted with crude oil derivatives and other wastes. The
following problems should be mentioned here:

e re-expedition of ca. 1 mil. t/vear of crude oil from MZRiP to refineries in the
south of Poland (emission of hyvdrocarbons to the atmosphere during rail tanks

loading in MZRiP).
e emission of post-oxidation gases in the asphalt production (in all refineries).

e significant SO, emission due to combustion of 1 mil. t /vear of high sulphur
residue in MZRiP power plant (which serves both the needs of the Plock refinery
and the city of Plock). as well as 300.000 t/yvear of high sulphur heating oils in
MZRiP (it concerns also in lower degree the Gdaisk refinery).

e disposal sites (wastes from refining process. bleaching earth).

o obsolete and ecologically harmful process of used oils utilization process in Jedli-
cze Refinery (under modernization now).

Another problem resulting from utilization of crude oil derivatives is connected with
their quality. Some amelioration may be expected with respect to motor gasolines
— present standards accept lead content of 0.3 g/l. from 1992 this parameter will be
changed to 0.15 g/l. It means lowering lead emission levels to the atmosphere by 500
t/vear. Decrease of sulphur content in diesel oil and heating oils is not technically
possible at present. New installations for hydro-desulphurization are necessary and
development and modernization of the refining industry in Poland is indispensable.

5.3 Preparation of annual and quarterly production plans

No detailed annual plans are at present prepared by the refineries — these are replaced
by annual forecasts. Quarterly and monthly tasks are defined in more detail. The
forecasts are prepared based on foreseen financial loads (salaries, taxes. depreciation,
prices of raw materials etc). Forecasts and quarterly plans are prepared with regard
to:

o mutual agreements with CPN.
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o mutual agreements between different refineries (e, g. with respect to products
trade).

e consumers needs.
e volume of imported crude oil.

Southern refinerics orders crude oil in MZRiP Plock. which in turn contracts supplies
of crude oil with CIECH. All due payments connected with purchase costs and transfer
of crude oil are paid by the refineries to MZRiP Plock as it was mentioned in Chapter 4.
Due to the present organization and past history of the refining industry. the planning
based on strong marketing activities is not the case. Among the different actors which
constitute oil sector in Poland only CIECH has long tradition and know-how of dealing
with markets in the international scale and is now prepared to cope with international
trading. This subject will be dealt with in chapter 6.

5.4 Tax regulations

Fiscal system is not stable and it will be a subject to changes along with the economic
reforms in Poland. Some fiscal charges result from Parliament resolutions. some are
defined by the Ministry of Finance. Basic tax charges for refineries include:

o dividends paid to the State budget each yvear: their value depends on assets of
the enterprise (as for 1.01.1983) being subject to revalorization — the percent
value is given by the Ministry of Finance:

e tax on sales of products: in 1991 (as for May) equals to:

— for motor gasolines — 60%.
— for diesel oils — 20%.

— for motor oils — 12%
o tax on profit — 40% of gross profit.
e tax on salaries (20%).

o eventually tax on excess salaries/footnoteThis is a public issue often present and
discussed in press and the problem goes bevond the scope of the study. (if the
limit values calculated according to the sovernemental regulation are exceeded):
this tax being the main tool of strict fiscal policy of the Governemnt towards
state owned enterprises is the cause of bitter labor and union conflicts all over
the country (also see Chapter ).

7]
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6 Wholesale and retail market for fuels

6.1 Market overview

When characterizing the fuels market in Poland one must start from a brief overview
of the past. It may seem at least from the average citizen’s reception irrelevant. but
the changes are fast and big.

A permanent lack of fuels. crowned by strict reglamentation through system of co-
upons, was a main feature of the market for fuels in Poland for most of the last 10
vears. Rationing of fuels ceased its existence in 1989. The centrally managed system
controlled the quantity of supply of fuels to the market. fixed the prices. and even-
tual intervention imports of gasolines and diesel oils depending on available financial
means (hard currency). These central decisions were realized by centrally governed
refineries and CIECH acting as a central agency as well as centrally managed CPN —
a monopolist on the market of liquid fuels.

Due to economic reforms. the refineries became independent and autonomous bo-
dies. CIECH was transformed into a limited liability company subordinated to the
association of partners and to the Supervisory Council. CPXN no longer is a monopolist
at the fuels market. however still playvs the important and key role.

The trade links between CIECH and refineries are no longer bound by rigid
distribution limits but only by individual agreements and contracts resulting
from the Commercial Code and other legal regulations. The provisions of Act
No 207 of the Ministers Council of September 27, 1982 on contracts on sales and supplies
between state owned economic entities. govern the trade of refining and petrochemical
products (for changes and amendments see Index of laws and regulations).

Owing to changes in economic systems since 1990, private importers of fuels appear
on the market. Also many institutions. enterprises. companies and agricultural orga-
nizations started market sales of fuels in petrol stations being until then used solely
for the needs of those entities. Import of fuels by CPN gained substantial position in
their sales activities which are dominant for the market. It is illustrated in table 6.1a.

Table 6.1a: Import and sales of crude oil derivatives by CPN 1 th. t (1990)

Product | Sales by CPN | Import | % Import/Sales

1. | gasoline 2933.1 551.5 1.8
2. | diesel oil 4216.8 | 1129.5 26.8
&4
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CPN for the better part of its history. being a public utility company. was a mo-
nopoly in the wholesale and retail distribution of fuels. With the distribution network
underdeveloped in the proportion to the whole Polish economy it still managed to
create quite a complex and relatively well organized company which in last two years
succeeded in translerring from the former svstem of fuel coupons (valid for the most,
of the 80-ties) to the current situation of the distributor of fuels acting on the market
where a substantial amount of the fuels is imported. Currently a very liberal policy
. .towards imports by independent importers is applied. Despite relatively good econo-
mic condition the company is very much indefensive being under permanent attack of
public opinion agitated by mass media that have in the CPN “a very good example of a
despised monopoly™. That image has put the company into deep defensive and indeed
supresses any real strategy for development. But fortunately there is an ever-growing
understanding in the company staif of the necessity of changes and necessity of inte-
gration with the refining industry — the basic step towards the vertical integration
common in the EEC countries.

When describing the Polish fuel market it still in fact has to be done from the
CPN perspective. And this was the course assumed in this chapter in its following
paragraphs. However other activities whatever their relation to CPN may be. are also
described (e. g. private imports).

6.2 Organization of the market — links and dependencies

Links of CPN and other partners in wholesale trade of fuels are illustrated on figure
6.2a. Lines illustrating links between particular enterprises involved in the wholesale
of liquid fuels are marked with ciphers in brackets. The ciphers do not define hierarchy
of the link in the whole system — order of description is incidentary. Therefore:

(1) This line joins all refineries with CIECH. Port Pélnocny and CPN in export of
fuels. The export of fuels is circumstantial and results from temporary surplus
of fuels. E. g. in last 2 vears no export of gasoline occurred. only diesel oil was
exported. Export is performed by the refineries and contracts on their behalf are
made by CIECH. CPX input consists in transport (through DEC) and obligation
of balancing of liquid fuels in a country’s scale.

(2) Symbolises contacts between CPN and CIECH on import of fuels as ordered by

CPNXN.

(3) As since 1990 market for fuels has been extended by import supplies made by
private importers. part of them import fuels via CIECH and using transport or
tank farms of CPN. These links are constantly changing.

(4) This link reflects the old system where refineries were to produce fuels and CPN
was to sell them in retail network. The system reésults from specialization of
functions. Connections with PERN result {from the fact that the pipelines for
crude oil derivatives (in fact fuels) are utilized by this enterprise.
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Figure 6.2a
Interdependencies in wholesale trading

of liquid fuels
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3 - Agreements on volume of supplies of gasoline & dleset oiis to market sales
& pumplng from refineries to CPN bases '
4 - Agreements on supplies of gasolines & diesel olls from private import
5 - Agreemients on volume of suppiles of gasoline & diesel olls for otherconsumers (outside of CPN)
6 - Formal contacts resulting from Qovemment policy In the area of fuels,
energy, exports, imports & fiscal matters (taxes, duties)
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(3) These links occur since 1990 and are a consequence of creation of a network of
petrol stations independent from CPN. Such supplics occur in the case of small
refinerics and Gdanisk refinery. MZRiP in Plock services only CPN tank farms via
a network of product pipelines so it is at present defined by the existing logistic
infrastructure. h

(6) These lines inform on formal links resulting from the Government policy in the
area of energy and fuels sector and import-export policy as well as tax policy
(taxes. duties).

Density of lines illustrating connections going to CPN and CIECH can be seen. It
results from the leading role of those organizations and from the fact that the trade
concerns mainly:

o supply for the domestic retail market of liquid fuels.
o export (marginal) and import of liquid fuels.

e private import of liquid fuels.

6.3 Supplies to retail market
, 6.3.1 CPN potential

CPN possesses:

192 tank farms of total capacity ca. 1300 m® (called ZGPN" plants including:

— 47 tanks of the capacity exceeding 3000 m?>.
— 81 tanks of the capacity from 1000 to 5000 m?>.

— 58 tanks of the capacity up to 1000 m?>.

o 42 laboratories. which may be adapted for performance of quality control of oil
products.

e 1346 petrol stations (see below). 30% of all the stations are run by agents (see
map 3).

e G discharge wharves on Gdansk and Szczecin coast.

12.500 of rail tanks (DEC).

863 car tanks.

A significant diversity may be noted with regard to tank capacity and basic assortment
of motor fuels stored and sold by ZGPN plants which is shown below:

“ZGPN — Zaklady Gromadzenia Paliw Naftowych — Fuel Storage Plants

'7:;
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ZGPN plants group Total No  Plants without Plants without Plaunts without

plants leaded gas. 86 leaded gas. 94 diesel o1l
up to 1000 m3 61 21 15 2
1000 to 5000 m? &3 T 7 -
over 3000 m3 48 11 12 1
total 192 12 e 3

The plants situated near the eastern frontier are furnished with technological equipment
for reloading of given assortment of fuels:

1.

o

9.

10.

ZGPNX plant in Zurawica — motor gasoline A-76 imported from USSR as a com-
ponent for production of leaded gasoline &6.

ZGPN plant in Zawadowka — jet fuel imported from USSR.
ZGPNX plant in Malaszewicze — diesel oils imported from USSR

ZGPN plants in Narewka and Walily — (for State reserves) not operating in
import trade with USSR.

. ZGPX plant in Sokélka — motor gasoline A-76 (component for E-86) from USSR,

motor gasoline AI-93 from USSR. aviation gasolines. reloading of liquid chemical
products in iniport and transit.

. ZGPNX plant in Chrusciel — not operating in imports from USSR.

. ZGPXN No 2 in Gdanisk — diesel oil II and fuel oil export by sea.

ZGPX No 3 in Gdarisk — motor gasolines. leaded gasolines imports by sea.
ZGPNX plant in Debogorze — crude oil and diesel oil imports by sea.

ZGPNX plant in S"\\'inoujécie — diesel oil I and fuel oil exports by sea.

The above plants due to their location and equipment and lack of possibility of dealing
with train supplies of other assortments of fuels cannot at least at present play the role

of regional supply centers for the nearby wholesale traders. public petrol stations and
petrol stations located in industrial plants.

The plants at the terminals of fuel pipelines in Koluszki-Slotwiny and Nowa Wies
Wielka have output units for rail tanks and car tanks spedition of leaded gasoline 94,
leaded gasoline 86 and diesel oil I.

Petrol stations

CPN manages 1346 petrol stations. The network of petrol stations is composed of

2]
L
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petrol stations located in cities. bigger towns and by main roads. Urban regions are
supplied by so called complementary distributors.

The CPXN petrol statious built or significantly modernized in 70-ties and 80-ties
(about 300 of total number). have relatively large tank capacities which enable for
continuous sales on peak period. Their storage arcas are sufficient for handling multi-
assortment sales of different products and car accessories. They have also basic sanitary
facilities for the clients.

Other stations. often located in the outskirt of town. with small storage capabilities
satisfy the needs of local consumers. The volume of sales in such stations is subject to
significant variations. Many of them cannot be modernized or expanded due to siting
problems and local specific constraints of the environmental character.

According to the opinion expressed by CPXN leaving 30% of total number of petrol
station under their management is satisfactory for development the competitiveness
on the retail market. Assessment as to what stations are to be left for CPN should
according to their feeling be made by this enterprise. It should be performed with
particular knowledge of the market. including local markets and specific oscillation of
demand. Legal formula of management of these stations is also an open question.

At the same time. as it was stated in section 6.1 above. due to the particular
situation of CPN. their expansion plans and marketing activities seem to be at least

at hold.

6.3.2 Supplies to the market

With the above 1)6tential in terms of distribution and retail we may enter the area of
operation on the market on the supply side.

The supplies are organized by means of rail tanks from the domestic refineries to
the regional tank farms of CPN and from the biggest producer of fuels in Plock also by
product pipelines (ca. 73% of production of Polish refining industry). The network of
pipelines is presented on figure 2.1c. From the tank farms to petrol stations. the fuels
are transported by car tanks possessed by CPN. Rail tanks belong to Directorate for
Rail Tanks Exploitation (DEC) an organization being a structural element of CPN.

A drawback of this system. comes from the geography of production of fuels thich
does not fit the geography of their consumption. Complementary import of fuels per-
formed by CPN through harbors of Szczecin and Gdaiisk only makes this disproportion
even bigger. Over 90% of supply of fuels occur in the north of Poland while the demand
is bigger in the south. It makes the transport routes longer to the storage tanks and
petrol stations, makes the transport more expensive and decreases the provision. This
fact is illustrated in figures 6.3.2a and 6.3.2h and in tables 6.3.2c. 6.3.2d and 6.3.2e.
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Figure 6.3.2a

Motor fuels supply and demand - geographic confrontation

SZCZECIN
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o lgATOWICE RgESZOW

Ay Sacow A
A A

A - refineries o - cities, seats of Regional CPN Directorates

If by convention Poland may be divided into southern and northern part by a line going to south
from Poznan and Warsaw and north to LédZ it may be stated that:

~ 90% of liquid fuels is produced in the North but consumption is less than 50% of total
country sales;

—- 8% of fuels is produced in the South where consumption exceeds 50% of total country
sales.
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Figure 6.3.2b

Comparison of supply and demand in CPN districts.

o - cities, seats of Regional CPN Directorates A - refineries

Share of total production:

A Gdansk Refinery - 16%
A Plock Refinery - 76%
A Southern Refineries - 8%

Sales in 1989:
72 gasoline-19%  diesal oil - 26%
gasoline - 37%  diesel oil - 31%
NN gasoline - 44%  diesel oif - 43%
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Table 6.3.2c: CPN Regional Directorates — peltrol stations in regions

No

CPXN Regional
Direct.

Region covered

Population
in th.

Number of
CPN stations

Persons
per 1 station
in th.

Bialvsiok

Bialostockie
Lomzynskie
Suwalskie

1.502.2

206

Bydgaoszcz

Bydgoskie
Torunskic
Wioclawskie

2.191.2

Gdansk

Gdanskie

43

33.1

Katowice

Czestochowskie
Katowickie

114

41.6

Kedzierzyn-Kozle

Opolskie

1.014.9

40

254

Kielce

Kieleckie
Radomskie
Tarnobrzeskie

2.470.%

82

30.1

Krakow

Bielskie
Krakowskie
Nowosadeckie
Tarmowskie

3.481.3

40.5

Lublin

Bielsko-podlaskie
Chelmskie
Lubelskie
Zamojskie

2.053.9

30.2

Lédi

Lodzkie
Piotrkowskie
Plockie
Sieradzkie
Skierniewickie

3.126.3

28.2

10.

Notwva Sél1

Gorzowskie
Zielonogdrskie

19.9

11.

Olsztiyn

Olsztyniskie
Elblaskie

24.5

12.

Poznan

Kaliskie
Koniiskie
Leszeczyiiskie
Poznarniskie

23.1

13.

Rzeszow

Krosnienskie
Przemyskie
Rzeszowskie

1.614.8

31.6

14.

Slupsk

Koszalinskie
Pilskie
Slupskie

19.1

[
ot

Szczecin

Szczecinskie

-
o)t

Warszawa

Stol. Warszawskie
Ciechanowskie
Ostroleckie
Siedleckie

Wroclaw

Jeleniogérskie
Legnickie
Walbrzyskie
Wroclawskie

117

248

Average

1340

AMANX MIN
Population: Katowice 4.744.400 Szczecin 967.300
CPXN stations : Poznan 125 Kedzierzyn 40
Persons per 1 station:  Katowice 41.600 Szczecin 17.000
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Table 6.3.2d: Regional Directorates of CPN — consumption and sales of gasoline and

fuel oil
Consumption 1939 ('o;lsumm ion 1990 Consnmption per capita
Regional Sales Sales
No | Directorate by CPX by CPX
CPN Gasaline Diesel ail
Gasaline | Diesel 0il | Gasoline | Diesel oil | 1959 ] 1990 | 1989 | 1990
th. t th. ¢ th. t tvs. ton kg kg kg kg
1. | Bialystok 1230 238.5 1023 139.2 85.2 63.1 159 92.6
2. | Bydgoszcz 2055 400.5 1773 311.3 | 938 30.9 183 142
3. | Gdansk 127.6 3174 119.0 228.2 89.6 83.6 223 160
4. | Katowice 385.7 398.4 3253 4179 | 813 | 686 126 88.1
5. | Kedzierzyn 99.3 1380.6 95.1 151.1 97.8 93.7 179 149
6. | Kielce 179.6 308.9 157.5 2328 27 63.7 125 94.2
7. | Krakéw 281.5 354.6 238.8 255.5 80.9 68.6 102 34
8. | Lublin 154.4 3786 1356 296.5 3.2 | 660 184 144
9. | Lédz 280.7 409.2 259.7 310.2 | 89.7 83.1 131 99.2
10. | Nowa Sél 106.6 2313 104.6 1574 ] 92.2 | 905 200 136
11. | Olsztyn 103.3 236.5 829 163.9 843 67.7 193 134
12. | Poznani 286.9 454.0 235.2 263.8 |799.3 | 81.4 157 91.3
13. | Rzeszéw 120.0 209.4 96.3 148.7 43 39.6 130 921
14. | Shlupsk 1250 300.4 99.6 193.2 | 898 1.5 216 139
15. | Szczecin 84.7 L2957 838 2248 | 876 81.5 306 232
16. | Warszawa 429.6 466.5 393.1 352.7 110 101 120 90.6
17. | Wroclaw 2529 464.6 233.1 352.2 ] 87.3 ] 80.5 160 121
Il | Total [ 33513 [ 58451 | 29342 ] 41994 ] 88.1 | 7.1 [ 154.0 | 1104 ||

Table 6.3.2e: Regional CPX Directorates — consumption of gasoline and diesel ol
per 1 station

Consumption per 1 CPX :station
XNo Regional Number
Directorate of stationz Gaszoline Diezel oil

1303 1220 122 1 1330

1 0 t 1
1. Biatystok s T2
2. Bydgoszcz T 2668
2. Gdadsk 42 23¢T
4. Katowice 114 2282
> Kedzierzyn 10 2482
€. Kielce A2 2170
T. Krakéw (333 227
A Lublin (23 2270
2 Léd: 111 2523
10. Nowa 36l E2 1838
11. | Oliztyn 50 | 20€c
12. Poznan 123 223%
120 Hzezz6w &1 2252
14. Stup:k T2 1712
13 Zzczecin 57 148€
1€ Warszawa 121 2530
7. Wroclaw 117 21¢)
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Figure 6.3.2

Possibility of liquid fuels supply in conventional area
200 km around ‘refineries and CPN bases.
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Fuel pipelines that provide CPN tank farms in Warsaw. Koluszki. Nowa Wies
Wielka with fuels from MZRiP in Plock. and future pipeline from Koluszki to Bo-
ronowo will substantially expand the outreach of Plock Refinery facilitating the distri-
bution. As it is illustrated in figures 6.3.2a and 6.3.2b. geography of fuels production
to far extent is not the same as geography of consumption. Location of 192 tank farms
belonging to CPN is another impediment for CPN in delivering fucls to its 1346 pe-
trol stations. Re-dispatchment of fuels between tank farms due to their geographical
location is indispensable which cause higher costs.

Figure 6.3.2f illustrates the thesis that the network of fuels pipelines significantly
facilitates supply of fuels to the stations. Conventional circles of radius of ca. 200 km
are drawn from the Gdaisk refinery. from three small refineries in the south of Poland
(Jaslo. Gorlice. Jedlicze) and from the refinery in Plock as well as from the four CPN
tank farms supplied by Plock via pipelines. The territory covered by the pipelines
transport is nearly the whole territory of Poland. Hatched territories situated out of
reach of these circles are in worse situation with respect to fuels supply. Of course other
conclusions may be drawn by application of different length of radius and taking into
account location and storage capacities of CPN tank farms. The situation presented
above is to be taken into consideration in any further analysis regarding the physical
restructurization of the Polish oil sector.

6.3.3 Brief characteristics of CPN network

However the network of 192 CPX tank farms is rather heterogenous with respect to
their geographical density as well as to the tanks capacity but is not adequate to the
area or population of regions (which defines roughly the consumption of oil products).
It may be illustrated by the indicators on capacity of tanks per 1000 inhabitants and
the throughput per m? as shown in table 6.3.3a.

In the regions where the tanks capacity is low even small disturbances in supply from
domestic refineries or from imports may cause discontinuity of sales in petrol stations.

6.3.4 Export and import of fuels

Provisional plans of fuels export are prepared by the refineries while preparing annual
production plans. In practice the export of fuels is the export of temporary surplus
and is agreed by the refineries with the CPN. The CPN prepares an annual production
plan. including the plan for supply of the country market along the Regulation No 1
of the General Director of the (PN of January 1, 1987. on preparing the annual plans
of the enterprise activities.

The import plan is formally created taking into account the differences between
demand and capabilities of its satisfaction by the local industry. CPXN as a public
utility enterprise is obliged to assure continuous sales (by assuring continuity of stock
reserves) and is fully responsible to its founding body i. e. the Ministry of Industry.
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Table 6.3.3a: CPX storage tanks capacity

CPX Directorate

Capacity m3/1000 inhab.

Throughput/m3 capacity

Bialvstok 29 6.9
Bydgoszcz 112 2.5
Gdaitsk 117 2.6
Katowice 15 13.0
Kedzierzyn Koile 56 5.4
Kielce 27 7.3
Krakéw 17 10.3
Lublin 39 6.7
Lédz 30 4.3
Nowa Sél 31 9.0
Olsztyvn 22 11.4
Poznan 21 10.4
Rzeszéw 20 9.5
Shlupsk 36 4.7
Szczecin 131 3.0
Warszawa 23 10.3
Wroctaw 34 7.5
Average in the country 39
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No export of gasolines in 1989 and 1990 occurred. With respect to diesel oil the
export volume was as follows

— 1989 — 221.000 t.
— 1990 — 177.000 t.

[mport of gasolines:

— 1989 — 921.000 t.
— 1990 — 551.000 t.

Import of diesel oil:

— 1989 — 1.350.000 t.
— 1990 — 1.130.000 t.

No concessions for trading with these products are required and this fact enabled
the profitable imports by private companies and individuals. Such imports took place
mainly at the beginning of 1991 when the duty on gasoline was 12% and the tax on
sales for the companies was 24% and for the individuals 40%. All these taxes were
raised in March and now the rate is same for all buyers and amounts to:

— 90% tax on sales of gasolines.
— 20% tax on sales of fuel oils -

The duties remain on the same level — 12%.

6.3.5 Private imports of fuels

The scheme of interdependencies show also that CPN is engaged in private imports
of fuels. The fuels imported through this channel are transported by rail tanks and
car tanks possessed by CPN. These fuels also go through the network of tank farms of
CPXN. It results from the fact that private importers do not have at their disposal the
infrastructure responding to the adequate regulations and requirements as well as the
necessary equipment for wholesale trading of liquid fuels.

6.4 CPN — basic economic indicators

Basic economic indicators concerning CPXN activities are presented in the tables 6.4.a
and 6.4b.
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Table 6.4a: CPN operation — basic values. Source: CPXN

Crude oil Motor gasoline Diesel oil Fuel oil
1989 1990 1989 1990 1989 1990 1989 1990
Total imports 14722,4 |{ 13126,3 | 920,9 | 1242,5 | 1285,9 | 1491,4 | 227,7{ 101,7
Supplies from domestic prod.
(crude oil processing) 157,0 160,0 | 2453,6 | 2023,3 | 4844,6 | 3923,1 | 2921,7 | 2913,1
Sales via CPN - — | 3355,5 | 2933,1 | 5849,5 | 4216,8 | 2532,5 | 689,2
Exports - - 4,3 6,4 139,5| 200,4| 587,0| 9826

Liquid gas | Aviation gasol. Jet fuel Motor oils Lube

1939 { 1990 | 1939 1990 | 1939 | 1990 { 1939 | 1990 | 1939
Total imports - 221 19.1 6.6 | 1734 | 18451 2.2 291 32.7
Supplies from domestic prod. | 178.0 | 140.6 - - 191.7 | 200.7 | 213.6 | 135,2 | 289.3
Sales via CPN 2.0 1.8 1 196 5.3 327.0 | 183.0{ 2099 { 11,3 | 249.9
Exports - - - ~-] 193] 238 s0| 98] 681
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Lubricants

Paraflines

Solvents

Naphtha

Gissol. for pivol.

1989 1990 19389 19090 1989 1990 1989 | 1930 1989 1990
Total imports 2.8 0.7 9.4 2.9 3s.2 19.1 - - - -
Supplies from domestic prod. 16.3 14.3 29.6 18.0 GO9 46.1 3.0 0.9 ] 10849 9’18
Sales via CPN 186 ] 126 | 35.5 2.1 ] 101.7 ] 270 T2 2.1 - -
Exports - - - 0.5 3.3 3.9 - - 112.0 52.1

Table 6.4b: CPN — basic economic indicators

Item "Sales via CPN™ does not include direct sales for the users and own consumption
of the refinery. Differences between the data by CIECH and CPN result from the time
elapse between import and reception of crude oil by CPN.

1939 1990 % increase
Sales and services revenue mil. zI | 14024539 | 4241198.0 302.4
Total costs mil. zl 2757245 | 1728024.0 626.7
Gros Income mil. 21 | 1126729.4 | 2513174.0 223.0
Tax on sales mil. zl 769885.2 133744.0 18,0
Gross profit mil. zl 356844.2 | 2374430.0 665.4
Corporate tax mil. zb | 133986.2 | 932512.0 618.6
Tax on excess salaries mil. zl 4077.2 195209.0 4787.8
Dividend mil. zl 4849.6 9934.0 205.9
Net profit mil. zl 193931.2 | 1216725.0 627.4
Labor persons 18806 165305 87.8
Labor costs th. zi 49421371 | 2352638778 476.0
Average monthly pay zl 218996 1187866 5124
Effectiveness (sales. t/1 empl.) 686.8 505.3 3.6
Total investment mil. zl 47585.3 3005142.0 631.6
incl. construction mil. zl 30433.9 2038908.0 636.4
investment from central fund
of the enterprise mil. zi 128255 1047430 816.7
Transport
car transport th. t 5156, 4800.0 93.1
tank transport th. t 13535, 10902.3 80.5
bunker transport th. t 621.7 292.3 47.0
99
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6.5 Legal and organizational aspects of CPN

As it was mentioned earlier. CPN dominates the market of fuel liquids both in wholesale
and retail trade. CPX being a public utility company is charged legally with additional
duties. It is subordinated both and organizationally to the Ministry of Industry which
is. from the legal point of view its founding body (reler to chapter 3). Organizational
structure of CPN together with full text of the Statute is presented in the Index of
enterprises. [t is stated there that CPN as a public utility enterprise. deals with supply
and distribution of crude oil products thus realizing the State policy. so as to satisly
the current needs of all sectors of the national industry. army and individual consumers
within the balance of liquid fuels and also to sustain effective economic results.
The main functions of CPXN as defined in the statute are as follows:

e forecasting the country demand for fuels and crude oil products

e forecasting the development of infrastructure for storing. transport and distribu-
tion of crude oil products,

e balancing the country needs for crude oil products.
e acting as a dealer of oil products in Poland.

e realization of the country policy in the area of state reserves and special reserves
for country defenses.

¢ current supplies with oil products all the industrial sectors. the army and indivi-
dual consumers.

¢ dealing with and administration of special means of transport of oil products.
e retail sales and motorization services through a network of public petrol stations.

o dealing with reloading of crude products from the sea and land. in harbors and
land reload tank farms.

e construction and production of specialized ancillary equipment for trade and
transport of crude oil products.

¢ blending of products based on complements and semi-products as well as retailing
of oil products (e. g. motor oils).

¢ information and technical assistance for individual consumers of liquid fuels. mo-
tor oils and lubricants with respect to their selection. proper and rational appli-
cation.

e scientific and technical collaboration with foreign parties.
o research and development studies.

CPN activities are governed by many legal regulations — acts. decrees. decisions etc.
In general statements of CPN Statute it was defined that the enterprise acts based on:
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Act on state owned euterprises (Ustawa o przedsichiorstwach panstwowych).

Act on self-government of state owned enterprises ( Ustawa o samorzadzic zalogi
przedsicbiorstu paistwowych).

Decree by the Council of Ministers of November 30. 1981 (Journal of Laws. No
31 of 1981. item 170).

Decision No 11/0rg/83 of the Ministry of Chemical and light Industry ol Janu-
ary 26. 1983 on establishment of state owned. public utility enterprise called :

Centrala Produktow Naftowych — CPN. Ref. No EO-1/HP/01231/83.

Operation of CPX is governed by the following legal regulations:

1. Basic legal regulation on distribution of crude oil derivatives in the country with

respect to wholesale and retail are contained in:

e Statute of the enterprise,
¢ Price list for the crude oil derivatives (informational part).

e Resolution N 207 of the Council of Ministers of September 27. 1982 on

contracts of sales and supplies between the state owned economic entities
{Monitor Polski No 33 of 1986. item 247) with later amendments.

2. Legal regulations concerning transport.

o Act of November 15, 1984 — Convevance Code (Prawo przewozowe) publi-

shed in Journal of Laws No 533. of 1984. item 272) valid from July 1. 1985.

The Act defines regulations concerning transport of persons and goods by
rail. by cars. planes and inland navigation means. performed against pay-
ment based on an agreement by authorized transporters excluding means
of public conveyance in cities. The act defines in detail ways and types of
contract agreement and range of duties and responsibilities of parties in the
process of convevance. Based on authorization contained in the Act a num-
ber of detailed executive regulations was issued as resolutions of the Council
of Ministers and decisions and decrees by the Minister of Communication
(then Ministry of Transport. Shipping and Communication and at present
Minister of Transport and Sea Economy). Provisions of this Act apply also
for international convevance if it is not stated otherwise.

Act of February 1. 1983 - Traffic Code ( Prawo o ruchu drogowym) published
in Journal of Laws No 6 of 1983. item 35. valid from January 1. 1984.

The act defines rules and conditions of cars and pedestrian circulation on
public roads and rules of road utilization for other purposes than traffic.
Provisions of this act bind also circulation on other roads than public ro-
ads e. g. on closed area of an enterprise if it is indispensable for evading
dangerous situations in traffic. Specifically the act defines traffic rules (on
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circulation of cars and pedestrians). order and salety on the roads (general
rules. stoppage and pulling up). usage of traffic lights. conditions of cars
usage. utilization of roads for special purposes. conditions concerning ve-
hicles (technical. admission for traffic, technical examination of vehicles),
conditions that are to be satisfied by the drivers. physical and psychical
fitness. checking of qualifications and matters connected with traffic con-
trol. Respective ministers were authorized (o issue detailed regulations in
the above matters.

e Ordinance by Minister of Communication nd Minister of Internal Affairs of
December 2. 1983 on condition and control of road transport of dangerous
substances (Journal of Laws No 67 of 1983. item 301 and No 42 of 1986. item
206). The ordinance is valid from January 1. 1984. except for provisions §17,
it. 1. points 3 and 4 and §43. item 1 and 2 which are valid from May 1. 1984.
The ordinance defines classification of dangerous materials from the point
of view of kind of threats and enumerates the materials which are admitted
for transport in Poland. Also ways of performance of reloading activities is
described as well as way of packaging and setting. The required documents
are listed such as: certificate on technical checking of a vehicle, safety in-
struction in case of danger. information of respective agency of the Ministry
of Internal Affairs on such a transport. Detailed conditions under which
such a transport may be performed are defined also for international trans-
ports — patterns of warning signals. license numbers. warning stickers and
list of dangerous materials.

¢ Announcement of Ministry of Communication of November 28, 1986 on
detailed specification in alphabetic order of all dangerous materials (Dz.T.
1 Z.X. No 15. item 121). valid from January 1. 1987.

e International regulations for railway transport of dangerous materials called
RID. Valid from May 1. 1985.
The provisions contained there define classification of materials. defines pac-
kages in which such materials may be transported and way of checking of
such packages. It contains regulations concerning materials and ways of con-
struction of tanks. wagons. containers. ways of checking pressure containers.
on usage of wagons with electric devices. regulations on radioactive mate-
rials. regulations on marking of rail tanks and containers. Defines kinds and
tyvpes of warning signs and stickers.

Price formation for crude oil and crude oil derivatives are governed by an Act
of February 26. 1982 on prices (Journal of Laws No 27. of 1988, item 195) and
decision on treating prices of motor fuels as negotiable ones.

Legal regulations concerning environment protection are described in Chapter 7.

102

IGF



THE POLISH OIL SECTOR

6.6 Prices, taxes and duties

The process of formation of prices for crude oil was described in section 4.2, In brief it
may be stated that the price for crude oil is a transaction price multiplied by the actual
exchange rate USD/zl plus a provision for CIECH. It was also mentioned that the price
for crude oil transferred to southern refineries is increased by transport costs from Plock
to these refineries and-by the costs of operations connected with this transfer born by
the sender (AMZRiP).

Formally. price formation is governed by Act on prices ( {stawa o cenach of February
26. 1982. Journal of Laws of 1988 No 27. item 195) and the decision on treating fuels
prices as negotiables (ceny umowne). According to the said Act. the General Director of
CPN is empowered to issue in the form of his decision a Price list for crude oil products.
The price list is worked out based on proposals of suppliers i.e. refineries and CIECH ~
PETROLIMPEX. As it was stated in section 4.2. proposals of the suppliers are created
based on transaction price of crude oil and the calculated costs of processing.

CPX acting at the final phase of formation of market price for fuels issuing the
Price list not only negotiates the prices with particular refineries but also sets the final
price for fuels with the Ministry of Finance and the Ministry of Industry. The current
Price List contains maximum prices for motor fuels. The policy of CPN with
this respect can be backed by the events which took place in March 1991. The fixed
prices for gasolines:

— Leaded gasoline 94 — 4100 zl/l.
— Leaded gasoline 86 — 3800 zl/l.

were decreased in the whole network of CPN to the level of:

— Leaded gasoline 94 — 3800 zl/I.
— Leaded gasoline 86 — 3500 zl/1.

Two explanations of this fact may be given:
1. An official one — a discount on gasolines sold to CPN by refineries.

2. An unofficial one — large. very profitable import of gasolines by private importers
and trading companies outside CPN caused overflowing of tanks in refineries and
CPN. Lowering prices caused an increase in demand for CPN products and allo-
wed for disposing the reserves (threat of factual stopping production of refineries
— no room for reserves).

High profitability of individual imports of gasolines at the beginning of this vear was
caused by relatively low taxes and duties. The duties were at the level of 12% and the
tax on sales for the companies 24% and for individuals 40%. The refineries paid then
30%.

Increased demand for fuels caused lowering of high reserves. therefore the conditions
were favorable for coming back to the prices contained in the Price list which happened
on April 3. At the same time the fiscal regulations were changed:
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o Duties remained at the level of 12%.

e Tax on sales with respect to import of gasolines was increased univocally for all
importers up to the level of 90% . and for the fucl oil to 20%. 1n both cases tax is
calculated on the purchase price increased by duties.

e Tax on gasolines for the refineries was set for 60% and for fucl oil on the level of
20% (in both cases as a percent of realization price)

The situation in the area of prices and taxes is presented in tables 6.6a. 6.6, 6.6¢. 6.6d
and on following figures. Also some elements of price formation and fiscal policy of the
State are presented there (data of April 1991). It results from the figures and tables
that the tax burden for domestic producers only resulting from tax on sales is higher
than for the importer (together duties and tax). It results from the fact that despite
the lower tax rate. the tax basis in the case of domestic producers is much higher as
it includes value of net sales from the refinery and the value of tax on sales {so called
realization price). If the tax was transferred on the buver from the refinery plaving
the same role as an importer — then the rate will be equal to 100% net value. Such a
situation is a significant drawback for competitiveness of domestic production of the
refining industry versus imports and may cause the same results as were observed at
the beginning of the vear i. e. drop of production which was not justified by costs of
production thus caused only by fiscal policy.

Therefore the situation in the area of prices and taxes is far from being stable.
farms

It must be concluded here that the fundamental for any restructurization process
in the oil sector must be a creation of a price. tax and duties svstem based on clear
rules as well as with defined rights and responsibilities of the involved parties. The
system must be able to absorb changes in the world market on fuels and crude and help
to harmonise them with the domestic market. It must take into account a long range
policy with respect to the refining industry sustaining an opportunity for its revival
and potential expansion. Leverage on import_is to be used to exert on the industry
pressure towards increasing its competitiveness and efficiency. This must be a part of
a coherent and robust state policy encouraging competition within the oil sector {by
proper organization of the industry).
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Table 6.6a: Prices of basic refineryv products in 1990 (CPN data)

2.01 - 21.08.1330

1.09 - 4.10.1530

Specification .
Leaded gazol. Leaded gasol. Dieczel oil Leaded gasol. Leaded gasol. Diczel oil
a€ 94 ILs 137 94 TLs
I Purchase price at refinery {zl/kg) 2.700 2.300 1.700 2.€00 3.600 2.230
II Tax
a: % of purchase price at refinery 3% 52% 4% 10% 10% 22%
III Prices :
- sales price (zi/kg) 2.920 2.931 2.0€2 2.628 4.003 2.289
— wholezale price (zlfkg) 2.026 2.097 2.15€6 2.926 1.11% 2.482
= wholesale price (2t/1) 2.223 2.225 1.833 2.902 2102 2.112
- retail price (zl/kg) 2117 2.182 2.232 4.0€3 4.244 2.38%
- retail price (zi/1) 2.200 2.400 1.900 2.000 2.200 2.200
5.10. 1990 - 2.01.1331 2.01.1331
Specification
Leaded gasol. Leaded ga:zol. Diczel oil Leaded gasol. Leaded gasol. Diesel oil
&€ 24 ILs (X 24 I1L:
I Purchase price at refinery (zlfkg) 1.220 3.310 2.€20 4 720 3.040 2.900
II Tax
as % of purchaze price at refinery 2% 23% 2% 20% 20% 20%
III Prices :
~ sales price (21fkg) 4.480 1.€30 2.720 1.620 5 160 2.040
- wholezale price (21/kg! 1.3%0 1.7€0 2.620 5.000 5.220 2.130
~ wholezale price {zH/1} 2220 2320 2.410 2.€30 2.230 2.710
- retail price (zl/kg) 1.710 1.210 2.940 5130 5.110 2.230
- retail price {zi/1) 2 300 2700 2.300 2.400 1100 2.600
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Table 6.6b: Calculation of retail price of fuels from domestic production (in zl/t —
CPNXN data)

Specification

Purchase price at refinery of basic gasoline

Ethylization costs (cost of ethy! liquid.
detergent. dyes, other costs and 10% profit)

Total

Sales margin (overheads) (sales costs + 10% profit)

Sales price at storage tank

Wholesale margin (wholesale costs + 10% profit)

Wholesale price

Retail margin (retail sales costs.

tax 1% of retail price and 10% profit)
Retail price

In zt/1

Density (g/cm?3)

Leaded gasol. 94 | Leaded gasol. 86 | Diesel oil ILs
4.790.000 4.480.000 2.900.000
250.000 250.000
5.040.000 4.730.000
140.000 160.000 180.000
5.180.000 4.890.000 3.080.000
110.000 110.000 100.000
5.290.000 5.000.000 3.180.000
150.000 150.000 110.000
5.440.000 5.150.000 3.290.000
4.100 3.800 2.800
0.754 0.738 0.851
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Table 6.6¢: Prices of fuels calculated according to stock quotations for 2.0-1.1991 —
cargo CIF N\VE basis Ara at exchange rate 1 USD/zl: current 9.547, 10.500. 11.500 1
12.500. Supply by sca (CPN data).

Costs at exchange rate 1 USD/zl

Specification
9.547 2l 10.500 z1 | 11.500 2] | 12.500 z1

Leaded gasoline 98

price: 233 USD/t in zl/t

value of product 2.224.431 [ 2.446.500 | 2.679.500 | 2.912.500

duty 12% 266.934 293.580 321.540 349.300

tax 90% 2.242.246 | 2.466.072 | 2.700.936 | 2.935.800

total price 4.733.631 | 5.206.152 | 5.701.976 | 6.197.500

harbor costs 80.000 80.000 80.000 30.000

avérage transport costs incl.

in sales provision 250.000 250.000 250.000 250,000

price at storage tank 5.063.631 | 5.536.152 | 6.031.976 | 6.527.800
in zi/l

price at storage tank 3.817 4.174 4.548 4.922

margins (overheads) by CPX (wholes. & ret.) 193 193 193 193

calculated price 4.000 4.370 4.740 3.120

retail price 4.400

Diesel oil

price: 171 USD/t in zl/t

value of product 1.632.537 | 1.795.500 | 1.966.500 | 2.137.500

duty 12% 195.904 | 215460 | 235.980 | 256.500

tax 20% 365.658 402.192 440.496 178.800

total purchase price 2.194.129 | 2.413.152 | 2.642.976 | 2.872.300

harbor costs 80.000 §0.000 $0.000 80.000

transport costs

incl. n sales provision 250.000 250.000 250.000 250.000
price at storage tank e 2524129 | 2.743.152 | 2.972.976 | 3.202.800
in zl/I
price at storage tank 2.148 2.334 2.330 2,720
CPXN margins (overheads) (wholes. and ret.) 175 175 175 175
calculated price 2.320 2.300 2.700 2.900
retail price 2.800
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Figure 6.6.c
- Prices & taxes for domestic production of diesel oil

" Saloprice < 20% of ?ax on‘ sales from
Refinery costs of diesel ofl from realisation price
+ profit refinery 40% of profit
: to the budget
Costs of sales\ 40% of profit to the budget
+profit  / $
Wholesale price
at storage tank
s of whomaj}\ 40% of profit to the budgst
trade + profit / $
Wholesale price
for fuel stations
Costs of fuel statio@\ 1% of tax on sales to the budget*
+ 1% of tax on saley
+ profit 40% of profit to the budget
Retail
price
* - valid until 1.03.1991
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Figure 6.60

‘Prices & taxes for domestic production of
basic gasoline

Sale price of basic 60% tax on sales from Tax
Refinery costs non-ethylized realisation price to
+ profit gasoline 40% of profit the budge
to the budget
S A
Ethylization 40% of profit to the budget -
costs + profit } v i
Sale price
after ethylization
Costs of salas\ 40% of profit to the budget
+proft ~ / é
Wholesale price
at storage tank
Costs of wholesa> 40% of profit to the budget
le trade + profit $
Wholesale price

Costs of fuel station

for fuel stations

1% of tax on sales to the budget*

+ 1% of tax on sales
+ profit j

-

40% of profit to the budgst
Retail
price

A - realisation price, basic non-ethylized gasoline sale from refinery

* _valid until 1.03.1991
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Figure 6.6g
Prices & taxes for domestic production of gasoline ET94

60% of tax on sales from Tax

Sale price of -
Refinery costs basic leaded realisation price to
+ profit gasoline 40% of profit the budg
to the budget
Costs of sales \ 40% of profit to the budget
+proft  / L
Wholesale price
at storage tank
Costs of wholesa) 40% of profit to the budget
le trade + profit / ;
Wholesale price
for fuel stations
Costs of fuel stati% 1% of tex on sales to the budget ~
+ 1% of tax on sa!ey
+ profit 40% of profit to the budget
Retail
price

* - valid until 1.03.1991
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Figure 6.6h

Prices, taxes & duties in the case of imported diesel oils

Trade price  \<&change Trade price
UsD rate inzl

/\ to the budget
12% duty

e

Duty-paid ‘
value 0%
® to the budget
duty-pald
value
Value of
Imports
Freight & other ) -
costs of importer/
Gross profit ™~ 40% profit to the budget
of importer ) v ¢
Price offered by
importer at harbor
Costs of train 40% profit to the budget
transport + profit é
Wholesale price
&t storage tanks
Base costs + costs 40% profit to the budgst
of tank cars '
transport + profit v
Wholesale price
offered for fuel
stations
Fuels station: 40% profit to the budget
costs + profU *
Retail price 1
at fuels station

* - valid until 1.03.1991
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[Figure 6.6i

Prices, taxes & duties in the case of imported gasoline

Trade price  \<®chenge | Trade price
usbh ] e inzl.
/\ to the budget
N !
Duty-paid
value 0%
taxon | fothe budget
duty-paid
value
Value of
Imports
Freight & other o
costs of importer/
Gross proftt ™~ 40% profit to the budgst
( of importer ) V é
Price offered by
importer at harbor
Costs of train 40% profit to the budgst
transport + profit é
Wholesale price
at storage tanks
Base costs + costs 40% profit to the budget
of tank cars -
transport + profit v
Wholesale price
offered for fuel
stations
Fuels station: \ 40% profit to the budget
costs + profit / «
Retail price
at fuels station

* _valid until 1.03.1991
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7 Environmental protection

7.1 Introduction

In this chapter a presentation of some aspects of environmental protection in Poland
is made. Some problems related to the refining industry. especially with respect to
quality of products and technologies were tackled in chapter 3. Let’s start with some
general comments.

General situation with respect to environment in Poland is very bad. An official
document discussed further in this study. presents Poland as a country of ecological
disaster. The problem in the country scale is illustrated in figure 7.1a. Despite of
relatively good and complex legal framework with respect to environmental protection
elaborated by the former communist government, the common practice frequently de-
viated from the accepted rules. Economic afflictions for the industry. resulting from
pollution of the environment. were small in comparison with necessary investments
in the area of environmental protection. As a result. investments for environmental
equipment hold traditionally low positions in the ranking lists of necessary investments
and often fell a victim of financial thrifts in industrial plants.

The long lasting crisis and resulting decapitalization and growing technological
backwardness contributed to the bad situation. It was accompanied by growing social
anxiety. which in view of lack of democratic institutions could not be well expressed.
In the period preceding the political turning point. freedom of expressing views and
opinions in this area did not however lead to any essential decisions and effective chan-
ges in industrial practice. It resulted. after establishment of new political system. in
great social sensitivity (especially visible in the case of local authorities) to environ-
mental hazards. The industry suffering from unstable management rules (see Chapter
3) is under great pressure. being at the same time totally unprepared fro such a si-
tuation. It concerns specifically the mass media attacks which try to catch up with
all the backlogs in the area of freedom of expression and in a very subjective manner.
often unprofessionally. de facto shake any sense of industrial development. It concerns
to a high degree the refining industry and all the investment in this sector. It results
from the fact that no assessments are made (and become known to the public opinion),
on net effects of restructurization i. e. replacing of old. obsolete technologies with new
ones. both in direct neighborhood of the industrial plant and in global scale {as in the
case of fuels). This svstem should be changed and stress should be put on economic
rather than political or even emotional aspects. Public and institutional framework for
environmental assessment should be created.

In consecutive sections of this chapter some basic legal aspects of environmental
protection are presented. then comes section presenting statistic data depicting the
current situation of the refining industry and assessment of environmental challenges.
Then basic rules of the state policy and eventual direction of changes in the legal regu-
lation.which are to be implemented in order to ameliorate the situation are presented.

113

IGF



Table 6.6d: Impact of tax policy on competitivencss of the domestic refining production

THE POLISII OIL SECTOR

versus imports (in zl/t)

Leaded gasoline Diesel oil
Domestic production
Price for not ethylized gasoline(!) 4.790.000 2.900.000
(Paid by CPN to refinery)
‘Tax(?) 2.874.000 520.000
Tax rate 60% 209
Net price obtained by refinery(3 1.916.000 2.320.000
Tax/net pricet*) (%) 150 % 25 %
Imports

Purchase price CIF 233 x 9547 = | 171 x 93547 =

2.224.451 1.632.337
Duty 12% 266.934 195.904
Tax 2.242.246 365.638
In total to the budget 2.509.130 561.592
(Duty + tax)/purchase price CIF (%) 1123 % 344 %
(Duty + tax)/neét price obtained by refinerv (%) 130.9 % 242 %

(1) This price includes tax (2) which is paid by the refinery. Therefore the net price
obtained by the refinery (3) is lower and must cover production cost. net income and
income tax.

To compare competitiveness of domestic production and the imports a ratio of budget
charges and net price obtained by the refinery is presented.
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Figure 7.1a

Map of environméntal hazards in Poland
(Siting policy of the State in 1983 - 85)

- preference area for industrial siting
- ban on industrial siting

- areas of environment hazards
(ban on siting of noxious industrial plants)

- reflineries

- cities

115

IGF



7.2

1.

SV

THI POLISIT OIL SECTOR

Legal regulations

Resolution by the Polish Parliament of 31 January 1980 on protection and framing
of environment is published in Journal of Laws of 1980. No 3. it. 6 while the
amendments and modification are published in following documents: Journal of
Laws of 1983. No 14. it. 201. Journal of Laws of 1987. No 33. it. 180. Journal of
Laws-of 1989. No 26. it. 139 and- Nr 35 it. 192. Journal of Laws of 1990. No 34,
it. 198 and Nr 39 it. 222

The Act defines rules and regulations governing protection and rational framing
of environment. aimed at securing for the present and future generations favora-
ble living conditions and assuring rights to utilize environmental resources while
preserving its value.

Following basic areas of environmental protection are distinguished in the Act:

— protection of soil surface and mining resources.

— protection of waters and sea environment,

— protection of atmosphere,

— protection of flora and fauna,

— protection of landscape values.

— protection of green areas in urban areas and in the country.

— protection against noise and other vibrations.

— protection against wastes and other pollutants.

-— protection against radiation.
With respect to investment and environmental protection attention should be
drawn to the following provisions. Requirements imposed by environmental pro-
tection as contained in plans for spatial development of a given area. are to be
obeyed when location of a new investment is considered (Art. 69). Newly built

or modernized construction or set of constructions cannot become operational if
appropriate environmental protection devices had not been implemented.

The Act defines range of responsibilities of natural and legal persons utilizing the
environment. competences of regional and state authorities as well as fines for
not obeving the respective rules of the said Act.

Based on Art. 29 of the Act on environmental protection of January 31. 1980. the
Minister of Environmental Protection. Natural Resources and Forestry, issued a
decree of February 12. 1990 on air protection (Journal of Laws of 1990. No 15,
1it. 92). Basic provisions of this act are as follows:

o Admissible concentration of air polluting agents is assessed separately for so
called specially protected zones. and separately for the other areas.

e A decision accepting emission of a fixed volume of a noxious agent, for a
fixed period of time, is issued by appropriate administrative body (at the
level of voivodeships).
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- - . . . et f1n 3
Table 7.2a: Admissible concentration of polluting substances (in micrograms/m?)

Other areas Protected arcas

No | Name of substance
30 min | 24 h | vearly avg. || 30 min | 24 h { vearly avg.
10. | benzene - 10 2.5 - 10 2.5
25. | xylene 300 | 100 16 40 10 1.3
37. | SO, till 1998 600 | 200 32 250 IE 11
from 1999 440 { 150 32 150 75 11
40. | carbon monoxide 3000 | 1000 120 3000 ] 300 61
41. | toluene 300 | 200 50 100 | 50 13
44. | carbon 150 50 R 50 20 4

o In order to obtain such a decision. an organizational unit is obliged to provide

the

authorities with the following documents:

description of the applied technology.
characteristics of particular emitters.
definition of working time and emission time,

characteristics of kind and volume of polluting agents from particular
emitters.

description of purification units and their efficiency.

definition of circumstances under which the polluting agents are emitted
to the atmosphere.

assessment of current and future level of air pollution.

time of emission and maximum concentration of emited substances and
their volume.

conditions of spreading of noxious substances.

plans of decreasing the pollution.

Appendix 1 to this decree contains values of admissible concentration of air po-

lluting agents. Some examples concerning the oil sector are given in table 7.2a.

3. Based on Art. 86 of the Act on environmental protection. the Council of Ministers
fixed by means of a decree of June 23, 1990. {ees for environment utilization and
alteration due to economic activities:
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Table 7.2b: Selected examples of fees per 1 kg of polluting substance emitted in the
air (in zl)

No | Name of substance [Fine
11. | Benzene 720
13. | Gasoline 1800
24. | TEL 28800
2. | SO, 270
27. | Phenoles 2160
34. | Xvylene 20
42. | Dust 70
45. | Black 720
46. | Hydrogen sulfide 720
49. | Carbon monoxide 10
50. | NOx | 270
53. | Aliphatic hydrocarbons 70
54. | Aromatic hydrocarbons 720

o Fees on emission of air polluting agents are fixed depending on their kind
and volume.

o The fees are fixed and collected by a voivode (administrative head of a
region).

¢ natural and legal persons involved in economic activities, emitting polluting
agents to the atmosphere without a decision quoted above pay fees by 100%
higher than fixed values.

o Up till January 31 of each year. natural and legal persons emitting polluting
agents into the atmosphere are obliged to provide a voivode with a list of
such agents emitted.

e In case such a list is not presented (or in case of delay or if some reservations
may occur). the voivode is to charge fees according to his own decisions.

o In Cracow and Katowice regions. due to the high level of pollution existing
there. the fees are higher by 100% than those given in the decree.

Examples of fees per 1 kg of emitted substance are presented in table 7.2b.
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Daily fee on exceeding admissible limits on noise level per cacli dB3(\) ol excess
value are as follows:

i the range zloty
from 1 to 5 dB(A) 16.200
from G to 10 dB(A) 27.000

from 11 to 15 dB(A) 43.200
16 dB(A) and more | 64.800/1 dB

4. maximum admissible concentration and intensity of noxious substances
in human working environment were announced in a decree by the Minister
of Labor and Social Welfare of December 1. 1989 (Journal of Laws of 1989. No
69, it. 417).

In the decree maximum admissible concentration of chemical and dust noxious
agents in the human working environment are classified as follows:

¢ maximum admissible concentration — MAC ( Najwyssze Dopuszczalne Stezenie
— ADS) weighted average per 8 hours.

e maximum admissible momentary concentration — MAMC (Nqjuwyzsze Do-
puszczalne Stezenie Chwilowe — NDSCh) as an average value up to 30
minutes.

e maximum admissible threshold concentration — MATC ( Nqjuwyzsze Dopu-
szczalne Stezenie Progowe — NDSP) which cannot be exceeded at any mo-
ment.

An exemplary specification of values of maximum admissible concentration of
noxious agents in the human working environment for a refinery is presented in
table 7.2c¢.

e maximum admissible concentration of industrial dusts containing less than
2% of silica is 10 mg/m>.

¢ maximum admissible noise level should not exceed 85 dB for & hours™ expo-
sition: maximum momentary value of A level of sound cannot exceed 115

dB.

5. Law on waters — Act of October 24, 1974 was published in Journal of Laws of
1974, No 338. it. 230 followed with amendments: Journal of Laws of 1980 No 3,
it. 6. Journal of Laws of 1983 No 4. it. 201. Journal of Laws of 1939 No 26. it.
139. No 35 it. 192, Journal of Laws of 1990 No 34. it. 193, No 39, it. 222.

This law states that a special legal permission called pozwolenie wodno-prawne
which stands for “water related legalization act™ is indispensable for utilization
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Table 7.2¢: Maximal admissible concentration of noxious substances in the human
working environment in a refinery

Max admissible concentration
in mg/m?3
No | name of polluting
agent AMAC | MAMC MATC
17. | Benzene 10 10 -
19. | Gasoline
— extraction 500 1500 -
— for varnishes 300 900 -
23. | Butadiene 100 00 -
112. | n-hexane 100 400 -
127. | Xylene 100 350 -
157. | Naphtha 100 300 -
176. | TEL 0.05 0.1 -
188. | SO, 2 5 -
190. | Hydrogen sulfide 10 20 -
201. | Toluene 100 350 -
218. | Carbon monoxide 30 240 -
MAC — maximum admissible concentration weighted average per 8 hours.
AMANMC — maximum admissible momentary concentration as an average value up to

30 minutes.

AMATC — maximum admissible threshold concentration which cannot be exceeded at

any moment.
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of waters and waste waters disposal (Art. 20). Such a permission is issued by a
chiel officer of local administration (wojt. wojewoda) based on a special applica-
tion called opcrat wodno-prawcny submitted to the authority by natural and legal
persons involved or intending to be involved in economic activities (Art. 30).

o Fees are charged for water consumption and waste waters disposal pursuant
to the decree of Council of Ministers of January. 13, 1948, (Journal of Laws
of 1983. No 37. it. 293 and of 23 June 1990 Journal of Laws 1990 No 42. it.
243).

e Production plants that drain off waste waters to water flows or to soil wi-
thout the legal permission quoted above are charged with appropriate fi-
nancial fines. Amounts and rules of such fines are fixed by the Council of
Ministers on June 23. 1990 (Journal of Laws of 1990. No 42. it. 244).

6. In 1979 Poland ratified a convention on protection of the Baltic Sea
— Helsinki 1974 — announced in Journal of Laws of 1980. No 18. it. 64 and
65, where an Appendix HELCON 6/2 contains rules that are to be obeyed in the
case of waste waters coming from crude oil processing.

Following means are to be applied in the existing refineries:

¢ Since 1987 storm water from contaminated areas is to be collected and conveved
to waste water treatment plant. '

¢ Since 1994. cooling water is to be separated from other waters and protected
from pollution with oils.

e Since 1990 iwaste waters are to be purified biologically or treated with any other
efficient methods and the oil content (measured by spectroscopy methods IR)
in waste waters should not exceed monthly average 3 mg/l. total waste dump
should not contain more than 3 g /t of crude oil and other materials bound for
processing.

7.3 The refining industry — assessment of environmental
challenges

Crude oil refineries of basic significance. such as MZRiP Plock. Gdaiisk Refinery. Re-
finery in Czechowice and Trzebinia are located in the areas of environmental hazard
(see figure 7.1a). It should be stressed that the refining and petrochemical complex
in Plock is the main cause of hazard in Plock region. while other refineries constitute
only a component of such hazards in their regions.

Volumes of waste waters conveved to the Baltic Sea reception area and air polluting
substances dumps are presented in tables 7.3a and 7.3b.
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Table 7.3a: Dusts and gases emission

THE POLISIH OIL SECTOR

Adniissible volume
defined in decision

Real volume

MZRiP — Plock

Dusts total (t/yv)

Gases total (t/v)
including:
— S0,
— NO,
— hydrocarbons
— CO

— others

Remark: for 50 existing emmi-
ters decision was issued on ad-
missible emission only for 13 of
them

1.031

81.299

Ut
- ©

o o
O Ot N
Sy ~1 O
el L = V1]

o
-1 &

Fines and fees for emission of polluting substances to the atmosphere in 1990 10.758 mil. zl

GZR — Gdaisk

Dusts total (t/v)

SO2 (t/¥)

Nitric oxides (t/v)

Methyl chlorides (t/v)
Ethylene chlorides (t/v)
Benzo-pirene (kg/v)
Gasolines (t/y)

TEL (kg/y)

Aliphatic hydrocarb. (t/y)
Hydrogen sulphide (t/v)

1016
8.603
1.330

9

21
175
196
87.6

18..6

Fines and fees for emission of polluting substances to the atmosphere in 1990 1.651 mil. z}

Slaskie Zaklady Rafineryjne in Czechowice

Dusts total (t/v)

Gases total (t/v)
[ncluding :
— SO2 (t/y)
- NO: (t/})
~— hydrocarbons

Remark: In December 1990
an application was made and
a respective study on atmo-
sphere protection was elaborated
in order to get an appropriate de-
cision

5
370
459

Fees and fines for emission of polluting substances to the atmosphere in 1990 652 mil. zi
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Table 7.3b: Polluting agents contained in waste waters (in 1990)

Admissible volume Maximum Real
according to | acc. to HELCONM | volume
permit
MZRiP — Plock
Waste waters total (m3/21 h) 87.000 — | 55378
Load of toxic substances (kg/24 h) 19.140 — | 10.934
Phenol (kg/24 h) 22 - 6
Ether extract (kg/24 h) 1.305 95 493
{hydrocarbons - oil)
Suspension total (kg/24 h) 6.743 — 4.430
[ Fees and fines for waste waters dump in 1990 5.366 mlin z}
| GZR — Gdaiisk
ll Industrial and sanitary wastes
to Wisla - Przekop
Max. Volume (m3/24 h) 9.600 — 6.409
Max. concentr. of toxic subst. (g Oa/m3) 60 — 49,4
Hydrocarbons {g/m3) 5 5 1.52
Phenoles (g/m3) 0.2 — 0,01
Suspension total (g/m3) 30 — 18.13
Waste waters from draining systems
to the Martwa Wisla river
Max. volume (m3/24 h) 13.000 —
Average (m3/24 h) 5.000 — 2.861
Max. concentration of toxic subst. (g/m?) 84 — 74
Hydrocarbons max. (g/m?3) 10 5 2,0
(ether extract)
Phenoles (g/m3) 0.2 — 0.11
Suspension total (g/m?3) 30 — 29.0
Fees and fines for waste waters dump in 1990 294 mil. z1
Slaskie Zaklady Rafineryjne in Czechowice
Total volume (m3/24 h) Remark: no permit is _ 6968
granted )
Load of toxic substances (kg/24 h) — 1931
Hydrocarbons (kg/24 h) ok. 4 263
(ether extract)
Fees and fines for waste waters dump in 1990 1.680 mil. zl
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Following conclusions may be drawn from the presented facts:

1. Only in the case of GZR Gdaiisk. the situation with respect to decisions and
permits for emission of pollutants to the atmosphere and dump of waste waters
is clear and the factual volume of emission are not exceeded.

5\7

In 1990 the refineries paid fees and fines for emission of polluting agents:

¢ MZRiP Plock ca. 1500 zl/t of crude oil.
¢ GZR Gdansk ca. 900 zl/t of crude oil.
e SZR Czechovwice ca. 5200 zl/t of crude oil.
3. Both in MZRiP in Plock and in SZR Czechowicach. modernization of technology

and wastes treatment is s indispensable for decrease of emission of polluting agent
to the atmosphere and to the waters.

Basic rules of the new environmental policy of the state

Minister for Environmental Protection. Natural Resources and Forestrv worked out
and published new rules of environmental policy of the state (November 1990). This
study contains 6 chapters.

1. Prerequisites of the new environmental policy of the State.

[SV]

. Development taking into account ecologic aspects as a basis of state policy.

w

. Organization of environmental protection. powers and responsibilities.
4. Priority areas.

3. Tools of environmental policy.

[=}

. International collaboration.

For the sake of this study only the problems linked directly or indirectly to the oil
sector were selected and are presented below. The numeration of chapters and items
was preserved as in the original.

Chapter 1

Pt 1 Poland. a country of ecological disaster faces a very difficult task of performing
essential changes in ecological policy in view of far-going restructurization of the
economic system of the country. A new development policy. taking into account
environmental aspects should be of profit for environment, society and economy-.

Chapter II
Pt 6 Areas of environmental hazards cover 11% of the total area of the country.

Pt 7 Efficient development policy should include all aspects of the Polish economy.
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Pt 8 New rules of ccological policy impose the necessity of reconstruction of the legal
svstem and creation means for keeping its provisions.

P19 Prevention should be the main rule — i. e. liquidation of pollutaunts at its source.
{

Pt 17 Rationalization of energy managemeént is to be stressed — among others gradual
changes in consumption structure of energy carriers towards less hazardous ones
1s to be considered.

Pt 21 Restructurization (and modernization) of the industry should lead to:

— decrease in energy. water and resources consumption.
— wider implementation of wasteless technologies. closed water circuits. wastes

utilization. hermetization of production processes.

Pt 24 Decrease of environmental harms caused by transport — development of moto-
rization depends on production capacity and imports of vehicles and machines
with diesel engines characterized by low emission of polluting agents, assuring
supplies of international standards. reconstruction or elimination of engines for
leaded gasoline and acceleration of start-up of production of unleaded gasoline
and catalysts.

Pt 26 The Governemnt policy with respect to water resources will consist in:

— lowering admissible concentration of polluting agents in waste waters co-
nveyved to sewage, waters and soil and introducing progressive fees for their
dump.

— increase economic means in order to force lowering of water consumption
and closing water circuits in industry and energetics.

Chapter TV
Pt 55 Short term priorities for 3-4 years

1 liquidation, alteration of production profile or realization of protection tasks
in extraordinary course in the plants dunping the noxious substances — it
will concern 80 plants of country scale list and 300 plants of regional scale.

3 significant decrease of emission of dusts and gases in zones of ecological
hazards.

7 start-up of a program for decreasing harms caused by communication and
transport.

Pt 56 Medium range priorities up to year 2000

— reduction of SO, emission to the atmosphere by 30% .
— reduction of NO, emission to the atmosphere by 10%.

— reduction of emission of volatile substances. organic hydrocarbons including
benzo - a - pirene, heavy metals and other pollutants.
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Pt 57 With respect to water treatment. reduction by 50% charge of polluting agents
conveved from urban areas and industrial plants to the rivers.

Chapter Vv

Pt 62 A complex novelization of binding acts on environmental protection and linked
acts such as water code. mining code. building code etc.

Pt 69 Values of fees and fines will be raised by 150% in 1991.

Pt 70 It is foreseen to implement environmental overhead on fuels. first on crude oil
and gas.
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8 Investment and construction problems

8.1 Introduction

This chapter covers practically the two basic legal areas on investment. First is the one
that deals with legal aspects of new investments in terms of permission to locate a new
plant and the second one deals with the crucial for the future of the Polish economy
legal aspects of foreign investment in this country.

Unfortunately little is to say about investment in the refining industry or oil sector
in general. This vital area came into practical standstill (except for some important
modernization effort). The sector is longing for new investment. Its readiness for
such effort can be reflected in a number of feasibility studies concerning all major
enterprises (including new locations of refining industry — so called Southern Refining
and Petrochemical Complex).

To report on this. a separate study is required. which goes bevond the scope of this
report. However it can be expressed here that should the process of organizational
restructurization be successfully launched. it definitely will provide a very favorable
ground for revitalization of the whole industry and consequently. due to the scale of
the whole market. the investment will follow.

8.2 Legal framework

1. Construction Code (Prawo Budowlane) is an act of kev importance in the area
of investment — Act of October 24 1974. published in Journal of Laws of 1974,
No 38. it. 229 with following amendments: Journal of Laws of 1981. No 12. it.
57. Journal of Laws of 1983. No 44. it. 200 and 201. Journal of Laws of 1924. No
35. it. 185 and 186. Journal of Laws of 1987. No 21. it. 124. Journal of Laws of
1988. No 41. it. 324. This act gives legal norms concerning land utilization accor-
ding to local Site Planning Programme ( Plan Zagospodarowania Przestrzennego)
as well as design. construction. maintenance and pulling down of buildings. It
defines operation rules for regional and state administration authorities in these
areas (Art. 1. it. 1). This act does not apply to mining sector since it is governed
separately by the Mining Code and to machines. means of transport. mechanical.
electromechanical and electrical devices and other machines utilized directly in
the production process and processing of products. semi-products and raw ma-
terials (Art. 1. it. 3). Pursuant to the Construction Code. the buildings may be
erected only on land devised for this purpose according to regulations on Site
Planning Programme of a given area (Art. 3). Before any construction process
can be started following legal steps must be undertaken by an investor:

e first so called application for location indication is to be made to appropriate
local authorities. then based on Site Planning Programme of the region
in question. local authorities may issue a document called site indication
(wskazanie lokalizacyjne) which is valid for 6 months.

e the next stage is an application for decision on fixed location establishment
(decyzja o ustaleniu lokalizacji). the local authorities after examination of
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the application and attached documents will issuc a decision on siting (dc-
cyzja lokalizacyjna) which is valid lor 2 years during which the construction
process must be started:

e then design documentation must be approved and a building permit (po-
swolenic na budowe) is issued.

e at last. when the construction is completed. after controlling the accordance
with all the respective regulations. a permission for utilization is issued.

Each construction process is to be in accordance with provisions contained in the
Construction Code. decrees and regulations issued based on this Code, relevant
acts and resolutions (Law on waters. Act on environment protection. Act on Site
Planning) and should satisfy norms. standards and rules of construction art. It

is assessed that this legal area is governed by ca. 3500 different legal

acts.

Second legal act of basic importance for any investment planning is an Act on
Site Planning of July 12. 1984 ( Ustawa o planowaniu przestrzennym) with amend-
ments of 1989 included in: Journal of Laws of 1989. No 17. it. 99 (uniform text),
Journal of Laws of 1989. No 34. it. 178, Journal of Laws of 1989. No 33, it.
192. This act defines scope. way of preparation and acceptance of Site Planning
Programmes. In a decree by the Council of Ministers issued pursuant to the
authorization contained in Art. 36 and 38 of the said Act. the breakdown of con-
struction investments is presented as well as special regulations concerning the
localization. The decree was announced in Journal of Laws of 1985. No 31. it.
140. Journal of Laws of 1988, No 33, it. 250, Journal of Laws of 1990. No 4. it. 22.
and codified regulation of Journal of Government Regulations Monitor Polski of
27 February 1990. No 11. as an appendix to Announcement of the Minister of
Spatial Programming and Construction. Pursuant to this decree three groups of
constructions according to their significance are distinguished:

— of national importance.

— of regional (voivodeship) importance

— of local importance

Among those of national importance are (only those connected with the oil sector
are presented here):

Item 1 construction of mining plants dealing with extraction of mineral resources

[tem

[tem

(subject to Mining Code). and plants dealing with extraction of mineral
resources not governed by the Mining Code if the volume of extraction does
not exceed 300 th t/vear.

I

construction of pipelines for transport and distribution of gas fuels in natio-
nal gas distribution system and crude oil pipelines of national importance,

[$1}

industrial investment qualified as central investment and investment causing
labor increase surpassing 300 persons.,

Item 11 construction of sea harbors.

[
7
0]
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construction of inland harbors,

other constructions of particular importance for the national economy. ¢ua-
t 1 ‘ . . T~ )
lified to this group by the Central Planning Agency (Centralny Urzad Pla-
nowanta).

Investment of regional significance are:

Item 1

Item 2

Item 8

Item 14
Item 16

construction of pumping stations and reloading stations for natural gas.
bottling plants and mixers for liquid gas. pipelines for gas and crude oil
derivatives for the use of the region. ‘

investment in the industry excluding investment of local and country signi-
ficance,

investments in the area of waters economy. waters protection against pollu-
tion. provision of water and sewage facilities of regional range.

all constructions in the area of sea harbors and inland harbors.

construction of plants dealing with extraction of mineral resources being not
governed by the provisions of the Mining Code if the level of extraction does
not exceed 500 th. t/vear.

Investment of local significance are all those not mentioned as of re-
gional or country singnificance.

The siting of investment is performed in two stages:

— Stage I — acquiring of a Site Indication document (wskazanie lokalizacyjne),
— Stage Il — acquiring of a Site Acceptance (decyzja lokalizacyjna).

In order to obtain the Site Indication document mentioned above an investor
applies for site indication. The application should include a general characte-
ristics of the investment and requirements connected with its realization and
further utilization — in particular:

size and kind of investment expressed in size of indispensable land. number
of emplovees, volume of production or services and characteristics of basic
buildings,

requirements with respect to communication services. water and energy sup-
plies and wastes disposal.

other information depending on the type of construction.

for investments included as harmful to environment and human health (De-
cree by the Minister — Head of Department for Environment Protection and
Water Economy of March 27. 1985. published in Monitor Polski of 1935. No
8. 1t. 74) and for investment that could cause deterioration of the environ-
ment state, a surveyv should be attached presenting foreseen environmental
impact. the survey is to be elaborated by a qualified expert.

129

IGF



THE POLISHI OIL SECTOR

The Site Indication document is valid up to 6 months.

After obtaining the above document the next stage is application to respective

administrative authorities for a Site Acceptance (Decyzja lokalizacyjna). The
application should include:

description of architectural and construction concept of the future invest-
ment.

two copies of geodetic maps with land improvements presented.
excerpts from land registers.

copies of documents presenting required by detailed regulations opinions by
respective state administration bodies and other units (e. g. Department of
Environment Protection, Sanitary Inspector. Commanding Office for Fire
Brigades etc. )

for investments particularly deteriorating for the environment and human
health a complex assessment of impact of this investment on the environment
should be attached.

The Site Acceptance is valid for 2 years during which the realization plan should
be presented for acceptance and building permit is to be obtained.

Following comments should be made here:

Acquisition of the Site Indication Document should not be treated as a
promissory note for getting a Site Acceptance. It is a document indicating
to a possibility of siting the investment in a certain area under the condition
that further agreements and opinions gathered at the stage of preparation
of application for Site Acceptance are positive.

The Site Acceptance enables the purchase of land and the elaboration of
design documentation for the investment including a realization plan being
a basis condition for obtention of the building permit. It means that a Site
Acceptance is not equal to a building permit. At the moment of purchasing
the land from private owners — legal and natural persons— some impedi-
ments may be faced connected with definition of factual land owners with
appropriate notarial confirmation of ownership.

. Another legal act connected with location of construction is an Act on land
utilization and expropriation of real estates of April 29 1985 (Journal of Laws of
1989. No 14.1t. 74. No 29. it. 151, Journal of Laws of 1990. No 14, it. 90. No 34
1it. 198). and Act of September 29, 1990 (Journal of Laws of 1990, No 79. 1t. 164)

a)

The following types of owners are distinguished by the act:
— State Treasury.
— Community (gmina),
~ legal persons (e. g. enterprises. institutions).
~ natural persons.
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b) The land being in possession of State Treasury or Community can be sold

to natural and legal persons or given them for perpetual utilization (for 10-

99 vears). leased or rented. In the case of sale or perpetual utilization of

: the land an appropriate agreement should be prepared and an appropriate
registration must be made.

c) A real estate may be expropriated on the benefit of State Treasury or Com-
munity in case it is indispensable for social purposes (Art. 50). Expropria-
tion procedure may be followed only if an estate cannot be purchased by
means of an agreement (Art. 52). Expropriation can be performed only to
the benefit of State Treasury or Community (Art. 33).

d) To assess the value of land (built over and empty), special experts from a
list of voivode are designated or other authorized persons (Art. 44).

4. Based on Art. 6 of the Construction Code. a decree of Minister of Administration.
Land Development and Environment Protection was issued on July 3, 1980. The
decree defines technical conditions required in the construction process of the
buildings — houses, public utility buildings. and production plants. (Journal of
Laws of 1980. No 17. it. 62).

5. Minister of the Chemical Industry® by a decree No 36 of April 21. 1971, imple-
mented temporary indications on fire protection in the refineries. The regulations
concern designing, realization and utilization of buildings and other facilities from
the point of view of protection against fire.

6. The Minister of the Chemical Industry and the Minister for Regional Economy
and Environment Protection, by a decree No 4 of May 28, 1973 defined rules of
construction of crude oil and oil derivatives tank bases and pipelines for these

products (published in Construction Journal Dziennik Budownictwa of 1976. No
6).

A proposal for updating of these rules was elaborated by CPN and conveyed to
the Ministry of Industry for legislation procedure on April 11, 1989.

~1

. Construction and operation of liquid fuels stations are governed by provisions
of a decree by the Minister of Internal Affairs and President of the Committee
for Construction. Town Planning and Architecture. of June 11, 1962 (Journal of
Laws of 1962. No 40. it. 174) and an amendment to this act of November 12.
1963 (Journal of Laws of 1963. No 51. it. 285). The quoted decree apart from fire
protection regulations. defines requirements with respect to siting and conditions
of reloading of liquid fuels.

A proposal for updating of these rules was also elaborated by CPN and conveyved
to the Ministry of Industry for legislation procedure on April 5, 1989.

®The Ministry of Industry took over responsibilities of this ministry after changes which results in
merging ministries. especially the Ministry of Chemical Industry.
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8. With respect to sea harbor are binding the regulations of a decree by the Minister
of Foreign Trade and Sea Economy of February 24, 1981 on fire sccurity in sea
harbors and havens (Journal of Laws of 1981, No 5, it. 20). The quoted decree
defines conditions of reloading of crude oil and its derivatives in sea harbors and
havens.

9. A decree by the Council of Ministers of September 1980. defines rules of formation
and establishment of protected zones (Journal of Laws of 1980, No 24. it. 92).
The above regulation states that a special area called protected zone is to be
established around a source of noxious substances or pollution impacting the
environment, and defines duties of respective development of such areas.

8.3 Investment with foreign capital share

A synthetic view on legal regulations governing foreign investment in Poland is given
below. First. a currently binding Act is presented and then the foreseen amendments
that are to be presented to the Parliament by the Government in order to create more
favorable conditions and to facilitate foreign investment in Poland. It proves the strong
will of the Government to create the most favorable conditions to encourage foreign
investment in Poland. )

Current legal regulations are contained in an Act of December 23 1988 on Economic
Activities with Foreign Capital Share (Ustawa o d=ialalsoéci gospodarczej = udzialem
podmiotéw zagranicznych, Journal of Laws of 1988. No 41, it. 325) with amendments
of December 28. 1989 (Journal of Laws of 1989. No 74. it. 442) and provisions of the
Commercial Code included in a decree by the President of the Republic of Poland of
June 27, 1934. :

Following rules of creation of joint ventures are defined in this Act:

e Range of activities: production. construction. trade and services. performed on
profit basis (Art. 1. it. 2).

e Above activities can be performed by limited liability companies or joint stock
companies. and the foreign capital share cannot be lower than 20% of the basic
capital of the company (Art. 2. it. 1) and not les than 50.000 USD (Art. 16. it.
4).

¢ To create a joint venture company a permit from the President of Agency for
Foreign Investment. is indispensable (Art. 5 it. 1).

e Such a permit should also be acquired for: transfer of shares or stocks between
partners. purchase of shares or stocks by a new partner and making changes in
the founding act of a company (Art. 3. ust. 2).

o Such a permit is not issued in case the company activities (Art. 6. 1t. 1):

— threaten the economic interests of the state.

— are a serious threat for environment.
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— arc not purposclul with respect (o conntry defenses and safety.
An application for the said permit should define (Art. 10, it. 1):
1. Partners
2. Range and Kind of economic activitics (including range of imports and exports),
3. Toreseen duration of the company’s operation.

4. Means indispensable for a start-up of the company’s activities including volume
of the basic capital.

5. Proportion of shares in the basic capital of the company brought by the partners
and forms of their input.

6. Location of the company and location of its production plants.
Following documents should be attached to the application:

1. Proposal of a founding act of the company pursuant to the provisions of Com-
mercial Code.

2. Documents presenting legal and financial status of the would-be partners.
3. Feasibility analysis of the projected company.

After getting the permission (up to 2 month after presenting a complete application
with all the attachments required). the company- is registered at appropriate court (Art.
12.it. 1.2). Two weeks after the registration. the board of the company should send to
the President of the Agency for Foreign Investment an excerpt from the register books
and copy of the founding act of the company (notary act). Registration of the company
in commercial register is equal to creation of a company which obtains at this moment
the legal personality. Following fees are charged: fee for issuing of permit. court fees.
notarial fees and duties. Notarial fee is equal to 3% of basic capital of the company
and thus constitutes a significant item.

The inputs to the basic capital may be brought both in cash and in kind (Art. 16).
Value and type of shares in basic capital should be defined in the founding act of the

company. Duties and other fees for import (tax on imports) are not charged for (Art.
30):

1. Items constituting input in kind to the basic capital of the company in form
of machines. equipment and other means for performing the econoniic activities
defined in the permission.

SV}

Machines and other equipment indispensable for performing economic activities
of the company as defined in the permission in case they are purchased (imported)
in the period of three vears from the foundation of the company.
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The profit of the company decrcased by due income tax is distribution profit (Art. 17,
it. 3). Profit after tax is divided proportionally to the shares of particular partners
in the basic capital of the company. Other distribution of profit after tax. is possible
only after an appropriate permission is granted by the President of Agency for Foreign
Investment. During three vears from the start-up of the economic activities (date of the
first invoice). the company docs not pay income tax (Art. 28.it. 1). After that period
the rate of income tax is 40%. The company pavs tax on sales. agricultural tax. tax
on property and local taxes. duties. fees for communal funds pursuant to appropriate
regulations concerning legal persons. No tax on excess salaries is charged (Art. 32, 1t.
5)°. Should the activities of the company le performed in the preference areas defined
by the Council of Ministers. tax exemption may be prolonged to the further three years.

The partners may use their share in profits for extension of basic capital without
a separate permission if such extension does not change the proportion of shares of
particular partners as defined in the permission granted by the Agency (Art. 21.it. 1).
Foreign partners may. after payving appropriate tax transfer abroad without any cur-
rency permissions. sums from sale of shares or stocks and the due sums after liquidation
of the company (Art. 21. it. 2). Transfer of profits is limited to net value of profit in
foreign currency + 15% of remaining profit. After a separate permission is granted,
a company can set accounts in foreign banks. \Vithout any seperate permission, a

State land allotments can be given to the companies on terms of:
1. perpetual utilization.
2. lease.

Companies may purchase and lease land and other property not being in possession of
the State pursuant to relevant regulations (Art. 26).

Provisions of this act do not respond to needs of development of com-
panies with foreign capital share. Therefore the Council of Ministers on February
19. 1991 accepted and motioned towards the Parliament a new proposal of the Act on
foreign investment. New act contains 4 chapters and 31 articles. Essential changes as
foreseen in this proposal are as follows:

1. A rule of full transfer of profit and capital is introduced (Art. 16).

2. Three year tax exemption is abrogated. In transitive period. up till December 31,
+1993. individual decisions on exemption of taxes can be made by the Minister of
Finances up to the value of an input of a foreign partner into the basic capital of
the company if such share exceeds 2 mil. ECU (ca. 2.8 USD). and the company

is mvolved in production activities. construction or telecommunication services.

3. Permission for establishing a company is indispensable only for certain areas of
activities such as:

9 - . . R

¥This tax due to very tough monetary policy of the Government is applied to state owned enter-
prises: for.every unit rise of salaries (above certain norm) company is taxed 5 units. This is meant to
discourage inflationary pressure by employees
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railway and sea li‘ansport.

operation of harbors.

production of high-power energy.

sanitary engineering.

provision of electrical energy. gas and heat for individual consuiners.
real estate agencies.

urban communication in towns of more than 100 th. inhabitants.

and in the areas when concessions are required as results from separate
regulations.

In other areas of activities no permission is necessary for establishing of a com-
pany. However permissions are to be granted for:

Lease agreements for the period longer than 6 months of the entire state
enterprise or communal enterprise.

Purchase of shares or stocks in existing companies which perform activities
in restricted areas (Art. 3).

Purchase of shares and stocks in companies being state or communal legal
persons or entering of such persons to the company if the net value of the
company exceeds the sum in zloty equal to 5 mil. ECU (ca. ¥ mil. USD),
and the foreign partner gains more than 30% of votes.

Threshold value of 50.000 USD as minimum input of foreign investor is
eliminated.

So called grandfather clause is implemented i. e. the regulation assuring that
the companies which acquired permission for establishment of a company
and did not start operation or applied for such a permission pursuant to
regulation of the Act of 1988. are exempted from taxes for the period foreseen
in the Act of 1988 (Art. 26).

A loss carry forwardrule is implemented for 3 vears i. e. possibility of writing
off losses incurred in a given accounting vear from the tax basis in the period
of 3 consecutive vears.

A rule of so called accelerated depreciation may be applied by the companies.

An auto-correction (i.e. by the Government) to this proposal of new Act
was also proposed recently (May 2. 1991) — on liquidation of the Agency
for Foreign Investiment and creation of State Agency of Foreign Investment
within the Ministry of Ownership Transformation. It is assessed that 1n
coming months. the Parliament will resolve new Act on foreign investment
which as it can be seen clearly from the above. will be more favorable for
foreign investors than the current one.
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Apart from the quoted Act on foreign investment with foreign capital share, since
1982 new production and trade companies have been founded in Poland based on Act
on small enterprises founded by foreign legal and natural persons (Ustawa okrcslajaca
zasady prowadzenia drobncj wylworczosici przc: zagraniczuc osoby prawnc i fizyczne —
uniform text of the Act published in Journal of Laws of 1989. No 27. it. 14&, with

modification in Journal of Laws of 1989. No 74. it. 142). Based on this act several

hundred of small firms were created mainly with share of foreign investors of Polish
origin and many of them are very successful.
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9 Summary and conclusions

As it was mentioned in the Introduction this study is carried out in a very challenging
moment for Poland as a country and specifically for its oil sector. This sector emerges
after almost half a century of highly distorted development being biased by the patho-
logy of the energy sector dominated by coal. The sector is supplicd by a single pipeline
to the Soviet crude oil. The alternative pipeline coming in from the Baltic sea shore
was never sufficiently used however saved Poland {rom total dependence on the Soviet
crude oil. This dependence was even greather due to chronic shortage of convertible
currency, a sad attribute of the centrally planned economy.

Now the country faces a period of a very fast transformation of its economy from
the so called centraly planned economy model which abruptly speaking was in sham-
bles for more than a decade of ever-deepening crisis. The economy is at present still
dominated by heavy industry with large proportion of a backward steel sector. and
strongly dependent on coal production. The above situation is even worse due to the
grave environmental situation of the country. The public approach is also of impor-
tance here. After vears of the oppressive bans on the public concern with respect to
ecological threats. now the public reaction is naturally tied to the opposite swing of
pendulum being extremely hostile against any dev elopment of large scale industry. The
public is very sensitive to environmental issues.

To the certain contrary to this picture the organization of this industry though far
from any Western standards was performing relatively well based on rather good tra-
dition of performance and organization of refining and petrochemical industry. despite
its size being very much below any sensible proportions of the corresponding sectors in
the West. The challenge of the current period can be summarized in something that
may be called a Polish paradox. '

With all-the above in mind the oil sector with its technological backwardness and
sort of far going loosening of organizational ties performs surprisingly well showing
great flexibility and vitality in the newly emerging market conditions. But this pa-
radox may not last long as it offers a unique opportunity of innovative changes and
restructurization of the sector since all the main actors: refineries and wholesale as well
as distribution and retail are open to the necessity of changes while the conservative
past seems not to be an obstacle any more. So it can be summarized as: “now or
never situation.

The assessment of the oil sector. attained so far. shows that it has been traditio-
nally organized in a way that does not correspond to the Western trends of vertical
organization. Its formal framework kept separate organizations dealing with acquisi-
tion and production of crude. foreign trade, refining as well as wholesale and retail of
fuels. On each level of the vertical integration path. the Polish industry was organized
traditionally as a chain of monopolies which collaborated between themselves in kind
of a mixture of administrative and economic waxy-.

This seemingly peculiar kind of organization. often difficult to understand by the
western standards. produced structures that from engineering and technological point
of view were surprisingly able to perform. This was due to the a heavy involvimend
by skilled staff and also a high engineering and maintenance know-how which paid oft
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through substantial effort devoted to keeping up aging techuology.

Among many difficulties that could jeopardise the Polish economic re-
forms are also inappropriate legal regulations ‘concerning organizational
structures of the state owned enterprises that were formed in different social.
economic and political situation of the country.

Following can be enumerated here: '

e Lack of factual owner of an enterprise with clearly declared competen-
ces and range of responsibilities — neither managing bodies of the enterprise
nor the the founding body. e. g. Ministry of Industry play this role.

o Position of the director in a state owned enterprise is very weak. Pur-
suant to Act on state owned enterprises the director is appointed by the
employees council.

In many developed countries there are state owned refineries and other plants but
they operate under similar market conditions to the private companies. From that
follow such legal regulations must be created which would allow for creation of ap-
propriate structures. clear distribution of competences and responsibilities so that the
Polish state owned enterprise could operate normally and effectively in a market orien-
ted economy.
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APPENDIX 1

INDEX OF ENTERPRISES
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Specification of enterprises presented in the Index

o

10.

11.

13.

-1. Centrala Importowo Eksportowa Chemikalii CIECH. spolka z o. 0. — Central

Agency for Import and Export of Chemical Products CIECH. a limited liability
company.

Przedsiebiorstwo Eksploatacji Rurociagéw Naftowvch PERN — Enterprise for
Pipelines Exploitation.

Dyrekcja Eksploatacji Cvstern DEC — Directorate for Rail Tanks Exploitation
DEC (see CPXN).

Przedsiebiorstwo Polskie Gérnictwo Naftowe i Gazownictwo PGNiG — Polish O1l
Mining and Gas Engineering — PGNIiG.

Port Pélnocny (Morski Port Handlowy) — Sea Commercial Harbor in Gdansk.

Mazowieckie Zaklady Rafineryjne i Petrochemiczne MZRiP w Plocku — Refining
and Petrochemical Plant in Plock MZRiP.

. Gdanskie Zaklady Rafineryjne GZR — Gdarnsk Refinery.

Slaskie Zaklady Rafineryjne w Czechowicach-Dziedzicach — Refinery in Czecho-
wice Dziedzice.

. Rafineria Nafty w Trzebini — Refinery in Trzebinia.

Podkarpackie Zaklady Rafineryjne w Jasle — Refinerv in Jaslo.

Rafineria Nafty GLINAR w Gorlicach — GLIMAR Refinery in Gorlice.

. Rafineria Nafty w Jedliczach kolo IKrosna — Refinerv in Jedlicze by Krosno.

Centrala Produktéw Naftowych CPN — Central Agency for Crude Oil Products.
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CIECH — CENTRALA IMPORTOWO EKSPORTOWA

CHEMIKALII , SPOLKA Z O. O.

CENTRAL AGENCY FOR IMPORT AND [EXPORT OF
CHEMICAL PRODUCTS

. Centrala Importowo Eksportowa Chemikalii Sp. z 0. o. CIECH.

Central Agency for Import and Export of Chemical Products. a limited liability
company.
00-950 Warszawa. ul. Jasna 12. skr. pocztowa 271.

A limited liability company. court register No 214. number in Commercial Regi-
ster B-13570.
District Court for Warszawa Praga.

Founding body — Assembly of Partners
Board accepted by the Assembly of partners.

Subordinated to Assembly of Partners and Supervisory Council.

. Basic aims and functions: export and import of chemical products and the related

know-hew as well as trade and distribution of chemical products in Poland.

Organizational structure presented on scheme.

. Directors:

General Director

Manan Malecki

00-950 Warszawa ul. Jasna 12

tel. 26-98-63. telex 814561, 814691

Deputy Director

Mieczyslaw Zajac

00-950 Warszawa ul. Jasna 12

tel. 27-63-6G3. telex 814561. 814691.

Deputy Director

Rrzysztof Staniszewski

00-950 Warszawa ul. Jasna 12

tel. 26-92-36. telex 814561. 814691.

Deputy Director — Chief Accountant

Tadeusz Kiernozyvcki

00-950 Warszawa ul. Jasna 12

tel. 27-03-33. telex 814561, 814691. fax. 26-13-65.
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Director of Economy Departiment

Roman Tarnawski

00-950 Warszawa ul. Jasna 12

tel. 26-38-G6. telex 814561, 814691, fax. 26-33-66.
Director in Charge of Administration

Waldemar Dabrowski

00-950 Warszawa ul. Jasna 12

tel. 27-28-86. telex 814561, 814691,

Director of the Trade Policy Office

Edward Kosiorek

00-950 Warszawa ul. Jasna 12

tel. 27-80-25. telex 814561, 814691. fax. 26-69-10.

Director of the Transport and Insurance Department
Jacek Janowski

00-950 Warszawa ul. Jasna 12

tel. 26-37-72. telex 814361, 814691, fax. 26-36-44.

Director of CIECH — Polfa Office

Nonstanty Dylewicz

00-193 Warszawa ul. Stawki 2, INTRACO 1

tel. 633-01-16 telex 812458, 813571. fax. 635-14-00.

Director of CIECH — Organika Office

Janusz Brolski

00-193 Warszawa ul. Stawki 2. INTRACO I

tel. 633-37-39 telex 812458. 813571. fax. 633-37-61.

Director of CIECH — Nieorganika Office

Andrzej Siedlecki

00-193 Warszawa ul. Stawki 2. INTRACO I

tel. 633-79-12 telex 812458, 813571. fax. 635-31-12.

Director of CIECH — Agrochemia Office

Marek Jurecki

00-950 Warszawa ul. Jasna 12

tel. 27-04-706. telex 814561. 814691. fax. 26-57-45.

Director of CIECH — Pollena Office
Leonard Pograniczny

00-033 Warszawa ul. Gorskiego 9

tel. 27-08-76. telex 812351. fax. 27-29-12.

TENTIERPRISES
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Director of CIECH — Siarkopol Office

Jozef Karolak

00-193 Warszawa ul. Stawki 2. INTRACO 1

tel. 633-31-43 telex 8124538, 813571, fax. 635-38-28.

Director of CIECH — Stomil Office
Marian Seweryn

90-646 Lodz. ul. 22 Lipca 74

skr. poczt. 118 ,

tel. 33-30-29. telex 885166. fax. 32-93-07

Director of CIECH — Petrolimpex Office
Stanislaw Kaczmarek

00-950 Warszawa ul. Jasna 12

tel. 27-36-06. telex 814561. 814691. fax. 26-51-56.

Director of CIECH — Plastofarh Office

Henrvk Paszkowski

00-950 Warszawa ul. Jasna 12

tel. 26-71-20. telex 814561. 814691. fax. 27-04-70.

Director of CIECH — Technochem Office
Witold Irasuski

00-193 Warszawa ul. Stawki 2. INTRACO |
tel. 635-66-85 telex 812458. 813571. fax. 635-66-94.

. External links:

Companies in which CIECH is a shareholder

o Great Britain

Daltrade Ltd.

181 — 183 Warwick Road
London W14 &8PV

telex 916074

e Austria

Polcommerce GmbH
Werringergasse 35
1040 Wien

telex 136183 poldma

¢ Belgium
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Beldal SA

Rue I.. Van Bocckel 15-17
1140 Bruxelles

telex 25257

Denmark

Danske Unipol A/S
Hammersholt Byvej 6
Hammersholt

3400 Hilleroed

telex 40982 danup dk

Holland

Calanda BY
Dorpstraat 26
1191 B Ouderkerk aan de Amstel

Mailing address:

P.O. Box. 114

1190 AC Oudekrerk aan de Amstel
The Netherlands

telex 13336/13341

Japan

Agropol Ltd.

Tochnan Building

17. IXanda Nishiki-cho 3chome
Chivoda-ku. Tokyvo 101

telex 26221 frutpol j

Nigeria

Polfa (Nigeria) Ltd.
Block M. Plot 9
Isolo Road

P.\. Bag 1003
Mushin - Lagos
telex 21262 daltd

Germany

Chemiepetrol GmbH

Neue Rabenstrasse 12
2000 Hamburg 36
telex 217014 ctro d
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Chemiepetrol Gmbll
Zweigniederlassung in Berlin
Warschauerstr. 6. 1034 Berlin

Mailing address:

1006 Berlin. PF 0412.
telex 112470

e Singapore

Polsin Pte. Ltd.

78 Shenton Way 30-02
Singapore 0207

telex RS 24719

e Sweden

Nordiska Unipol AB
Nybohovsbacken 43
Box 47040

100 74 Stockholm
telex 17767 unipol s

Foreign CIECH agencies — companies

o Algieria

Bureau du Conseiller Commercial pres de I'’Ambassade de la Republique
de Pologne

140 Route Ali Remli Bouzereah. Alger.

telex 61575

¢ Bulgaria

Bureau du Conseiller Commercial pres de ’Ambassade de la Republique
de Pologne

Weliko Tyrnovo 27. ap.3. Sofia

telex 22322

e China
Commercial Councellor Office at the Embassy of the Republic of Poland

1. Ri Tan Lu. Bejjing
telex 210288

o (zechoslovakia
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Burcau du Conseiller Commercial pres de I'Ambassade de la Republique
de Pologne

[rancouska 2 m.5,

120-00 Praha

telex 121415

Consulat General de la Republique de la Pologne
Section du Commerce Extericur

Jancova 8 m.3. 811-02 Bratislava

telex 93219

Egypt

Commercial Councellor Office at the Embassy of the Republic of Poland
7. Abou El Karaimat Str. Dokki/Aqouza. Cairo
telex 21915 ple un

Jugoslavia

Bureau du Conseiller Commercial pres de I'’Ambassade de la Republique
de Pologne

Tomazcova 17. 11000 Beograd

telex 72018

Romania

Bureau du Conseiller Commercial pres de 'Ambassade de la Republique
de Pologne

Section des matieres premieres et de produits chimiques

Sec. N. Balcescu 26. Bucuresti

telex 11865

Switzerland

Buero des Handelsrates bei der Botschaft der Republik Polen
Elfenstrasse 9. 3006 Bern
telex 912189

USA

Commercial Councellor Office at the Embassy of the Republic of Poland
820 Second Av. 17 fl. New York. NY 10017

e\~ N -

Hungary

Buero des Handelsrates bei der Botschaft der Republik Polen
Chemie Abteilung

Tanacs Korut utca 23, 1075 Budapest VL

telex 226388
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o [taly

[TALCIECII
Viale Monza 171. 20127 Nilano
telex 315462

e USSR
Commercial Councellor Office at the Embassy of the Republic of Poland
Permanent Representative of CIECH '

Kutuzovskij Prospekt 7/4. Korpus 5. kwart. 11. Moskva
telex 414310.
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INDEN OF ENTERPRISES

PRZEDSIEBIORSTWO EKSPLOATACJI RUROCIAGOW

NAFTOWYCH ”"PRZYJAZN”
ENTERPRISE FOR PIPELINES EXPLOITATION

. Przedsiebiorstwo Eksploatacji Rurociagow Naftowych “Przyjazin™. PERN — "Przyjazn™,

Enterprise for Pipeline Exploitation. PERN. 09-400 Plock. ul. Wieczorka 2a,
skrytka pocztowa Plock 81.

. State owned enterprise (register book No 15 of 2 April 19%2). -
. Subordinated to the Ministry of Industry and the Ministry of Internal Market.

. General Director

Henrvk Janczewski

09-400 Plock

ul. Wieczorka 2a

tel. 262-99, fax. 247-62. telex 83298.
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PoLsKIE GORNICTWO NAFTOWE I GAZOWNICTWO —
PGNIG
Porisi CRUDE OIL MINING AND (GAS EKENGINEERING

1. Polskic Gornictwo Naftowe i Gazownictwo -— PGNiG. Polish Oil Mining and Gas
Engineering — PGNIG.

[§V]

State owned public utility enterprise. multi-plant. countryv-wide operation.
3. Deals with exploration and extraction of crude oil and natural gas.

4. Sole importer of natural gas from the USSR. Sole distributor of gas in Poland
(natural gas + gas from de-methanization of coal mines + coking gas).

5. The enterprise is seated in Warsaw. ul. IXrucza 6/14.

6. Founded by an Ordinance No 36 of the Minister of Mining and Energetics of
August 1 1982.

. General Director:

~1

Mieczyslaw INaczmarczyk
00-337 Warszawa. ul. Krucza 6/14
tel. 28-16-42. telex 813466 pol

8. List of plants as well as list of adressess. telephones and names of directors is
presented below.
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Name of Director

No Plant Addicss “Tel. Telex Fax
1. Polish Gil Mining 00-327 Warszawa cente. 28-22-71 A124CC AXKKKKK mgr inz. Mieczyslaw Kaczmarczyk
and Gas Eng. PGXNIG ul. FKrucza ¢f14 dyr. 2A.1C-42
o
2. Country Gaz Distribution 00-527 Warszawa centr. 2n.22-71% tagr inz. Jerzy Grzcdowicz
ul. rucza ¢f14 dar 22.02.27
a. ETOG Computer Uffice 00-32%7 Warizawa contr 2n-22.71 rgs ind. \Wojcicch Iwanow:ki
ul. Frucza €/14 dyr. 22-31-72
4. Geologic Office 0G-322 Warszawa centr. 28-02-41 dr Zygmunt af!i\.vir’-ski )
GEOXNAFTA ul. Krucza 36 dyr. 26-73-30 2-ca dyr PGNiG d/s Geofizyki
5. Geophysics Plant Krakéw 21-302 Krakéw cents. 21.04-22 0222442 mgr inz. Krzysztof Sojka
telegraf. Krakéw Geofizyka ul. Lubic2 23 21-03-11. 21-03-21 022530€
dyr. 21-02-23
6. Geophyzics Plant Torui £7-100 Torud centr. 200-11 do 17 03322€ mgrinz. Ludwik Krél
- ul. Chrobiego 30 202-12
dyr. 206-00
7. | Crude Qil and Gas 25-200 Jaslo centr. 20-61 063356 mgr inz. Adam Nowak
Exploration Plant Jaslo ul. Asnyka € dyr. 22-12
8. | Crude Oil and Ga: 20-3€0 Krakéw centr. 21-04-22 0222482 mgr inz. Jaroslaw Balasz
Exploration Plant Krakéw ul. Lubicz 23 dyr. 21-06-33
9. Crude Oil and Gas 05-200 \Wolomin centr. 7€-24-€1 do €3 812557 mgr inz. Jan Klukowski
Exploration Plant Wolomin ul. Lukaziewicza 11 dyr. 7€-22-10
10. Crude Oil and Ga: €4-920 Pila centr. 2€2-135 047201 mgr inz. Kazimierz Swiatkowski
Exploration Plant in Pila Plac Staszica 3 dyr. 222.2
11. Crude Oil and Ga: 28-300 Zanok centr. 22-174 063317 mgr inz. Benedykt Oleksy
Extraction Plant ul. Fienkiewicza 12 dyr. 22-€7¢€
12. | Crude Oil and Gas 28400 Krosno n/\W centr. 222.11 065478 mgr in2. Jacek Munia
Extraction Plant ul. Lukasiewicza 22 dyr. 203-235 identyfik.
0022370
12. Crude Oil and Gas €3-021 Zielona Géra centr. 720-81 do &9 0422228 mgr inz. Tadeusz Kulczyk

Extraction Plant

ul. Bohateréw
Westerplatte 135

dyr. 707-17
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MORSKI PORT HANDLOWY, — PORT POLNOCNY
SEA COMMERCIAL HARBOR IN GDANSK

1. Morski Port Handlowy. Gdansk. Sea Comumercial Harbor Gdaiisk ul. Zamknieta
18. 80-955 Gdarisk. Nowy Port. )
2. State owned enterprise registered on June 3 1972 in District Court Gdansk. De-

partment II.

3. Founding body: Ministry of Transport and Sea Economy. The director is accep-
ted by emplovees council and Minister of Transport and Sea Economy.

4. The enterprise is subordinated directly to the Ministry of Transport and Sea
Economy.

5. The main aim of the enterprise is gaining profits from economic activities in the
area of Gadnsk Harbor.

6. Single plant organization with following departments:

Management:

— Director.

— Exploitation and Trade.

— Technics and Development.
— Finance and Accounting

— Administration. Human Resources.

— Reloading Departments. I, II, II. IV. V.
— Energetics Department.
— Department for Navigation Services.
— Construction Department.
— Department of Equipment Repairs.
— Department of Reloading Equipment Repairs.
— Transport Department.
— Supply Department.
7. Director: mgr Marian Switek

80-955 Gdansk Nowy Port. ul. Zamkniecta 18.
tel. 430200. 430927. tlx 0512321, fax 439308

Deputy Director

IGH



mgr Micczyslaw Ploski
Address as above
tel. 436300. 430307

Deputy Director

inz. Norbert Perszewski
Address as above

tel. 439500. 430588

Deputy Director
mgr Jan Burakowski
Address as above
tel. 439228, 430872

Deputy Director

mgr Marian Podgorski
Address as above

tel. 439374. 430811

INDEX OF ENTERPRISES

. The enterprise collaborates with economic entities. performs services to their
benefit. Different companies operate in the area of the harbor.
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OF DATA ON REFINERIES

INDEX OF ENTERPRISES

[]
i
Lp Refinery Geueral Director Addre:s Telefon Telex Fax i
1
3
1. Mazowieckie Zaklady Rafineryjne mgr inz. Czeslaw Dolazidzki 00-400 Plock £20-11 a2241 321.80 i
i Petrochemiczne MZKiP ul. Chemikéw 7 :
i
2. Gdasirkie Zakiady Kafineryjne GZR mgr inz. Jan Dyrka 80-T18 Gdansk 38-71-11 051227n 218620
Gdan:k Refinery ul. Eiblaska 123 3a8-81-11 0512279
3. Stagkie Zaklady Rafineryjne mgr inz. Alojzy Wasyl 42-322 Czechowice | 526-43 025224 32712
Refinery in Czechorwice Dziedzice do 49 25645
ul. Fabryczna 2
4. Rafineria Naftx Trzebinia mgr inz. Kazimierz Trembo:z 22-340 Trzebinia 2.12.121 0212222 Chrzanéw
ul. Fabryczna 22 201€ w. 421
5. Podkupa'ckie Zakiady Rafineryjne mgr inz. Zbigniew Balik 28-200 Jazlo €0 065231 €414
Refinery in Jasto ul. 2 Maja 101 0€3232
€. Rafineria Nafiv GLIMAR mgr inz. Zenon MMalachow:ki 24-200 Gorlice 228-50 0223€€3 1
Glimar Refinery in Gorlice ul. Michalu:za 1 i
7. Rafincria Nafty Jedlicze mgr inz. Mieczyslaw Markiewicz 28-200 Jedlicze 1.2, 22 065522 Kro:no
Jedlicze Refinery ul.J. Krasickiego 24 22063 w 422

r
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PPUP CENTRALA PRODUKTOW NarTOWYCH CPN

1.

]
H

-1

Paiistwowe Przedsiebiorstwo Uzytecznosici Publiczne) Centrala Produktéw Na-
ftowych "CPN™. State Owned. Public Utility Enterprise — Central Agency for
Crude Oil Products. Warszawa ul. Avsia 2.

Register of State Owned Enterprises. District Court for Warszawa Praga. Dept
I. No RPP 399. registered on May 18 1983.

Founding body and institution accepting the director is the Minister of Industry.
Subordinated to the Ministry of Industry.

CPN as a public utility enterprise deals with supply and distribution of crude
oil products thus realizing the State policy. so as to satisfv the current needs
of all sector of the national industry, army and individual consumers within the
balance of liquid fuels and also to sustain effective economic results.

Organizational structure is presented on the attached scheme.

. Names and addresses of directors are given in the table below.
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Organizational chart of GPN
Central Agency for Crude Oil Products

General Assembm [ Employess’
of Workers \ Council
(Delegates) + é

enera
- Director i
Functional Functional
Departments Departments
Techno- CPN
Economio College
Council :
17 Regional Directorates Cevcfral AgeEr;ca: for Tank
agons Exploitation
of CPN DEC
Blalystok Poznen | in Warsaw
By Krakow Rzeszow H
Gdansk WBIN gupek
Katowice Lodz Szczecin
Kedzlerzyn Nowa Sol Warszawa
Keice 9TV wroctaw
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Lp {ustitution Address Telefon Telex
CPEN Managemant Board
1 General Director War:zawa 20-1D-42
dr in2 Jerzy Maly:ka ul My:ia 2
2. | Dir. in charge of Trade - — 2R-75-22
2. | Dir. in charge of Techuics —_— - 21-82.20
mgr inz. Whadysdaw Glowala - =
1 Dir. in charge of Economy - = 23-47-2¢
mgr Jerzy Flichta —_—
Regional CPN Directorates
5. Dir. Regional CPX Directorate in Biatystok 13-930 Bialy:stok 41-70-22 452103
mgr Winicjusz Borowski ul. Ggrodowa 21
€. Dir. Regional CPN Direcctorate in Bydgoszcz %939 Bydgosacz 21-10-7€ 0362281
mgr Czeslaw Kobu: Al. 1 Maja T€ 21-18-32
7. Dir. Regional CPN Directorate in Gdassk 40-326 Gdarnisk 21.60-31 0512208
Jerzy Skorowski ul. Dtugi Targ 20
8. Dir. Regional CPN Directorate in Katowice 40-522 Katowice 56-67-44 0212420
mgr in. Henryk Sniegon ul. Warszawska 22
3. Dir. Regional CPXN Directorate in Kedzierzyn Koile 47-269 Kedzierzyn Koile 229-7¢ 023224
p. o. inz. Tadeu:z Jedrzejczyk ul. M. Curie Sklodow:kiej 1 023542
10. | Dir. Regional CPX Directorate in Kielce 23-267 Kielce 154-05 0c12218
mgr Boguslaw Domagala Pl. Ubrodcdéw 3Stalingradu 10
11. Dir. Regional CPX Directorate in Krakow 21-126 Krakdw 22-33-24 0222240
mgr inz. Piotr Krzanowski Al Mickiewicza 43
12. Dir. Regional CPX Directorate in Lublin 20-51€ Lublin 247-22 0642214
mgr Stanistaw Adamczyk ul. Narutowicza €2
12. | Dir. Regional CPX Directorate in Lodz 90-530 Léd: 86-75-11 b84141
mgr Edward Gliszczysiski ul. Gdan:ka 70
14. Dir. Regional CPX Directorate in Nowa ol €7-100 Nowa 36l 42-27 0422111
mgr inz. Pawel Kwiecien Al. Wolnoici 4
1% Dir. Regional CPXN Directorate in Olsztyn 10-939 Olsztyn 27-29-60 | 032227
mgr Kazimierz Kwafniewski ul. Kopernika 4€
1€. Dir. Regional CPN Dircctorate in Poznai €1-022 Poznash 77-57-02 0412207
mgr Stanizlaw Juskowiak ul. fredzka 10.12
17 Dir. Regional CPX Directorate in Rzeszow 23.93% Rze:zéw 3ze-€1 0622220
Kazimierz Kozdeba ul. Ujejskiego
1é8. Dir. Regional CPX Directorate in Slup:k 7€-200 Stupzk 226-27 0322312
mgr inz. Roman flagow:ki ul. Grodzka €
19. Dir. Regional CPXN Directorate in 3zczecin 70-532 Izczecin 898-25 0422110
mgr Zbigniew Baszanow:ki ul. $wierczewskicgo 29
20. Dir. Regional CPXN Directorate in Warszawa 00-230 Warszawa 49-20-92 812578
inz. Roman 3lawidski ul. Flory 3
21. | Dir. Regional CPX Directorate in Wroclaw 30-230 Wroclaw 44-10-22 712642
mgr Ryszard Gumul:ki ul. Kollataja 13
22. Dir. of DEC in Warzaw 00-224 War:izawa 21-93.21 812340
mgr in2. Marek Bakula ul. Diuga 4
22 Dir. of CPN BUDONAFT 20-262 Krakéw €C-72-41

mgr Alek:ander Musialik

ul. 3kofna 21

ot
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CINDEX OF LEGAL ACTS

I State owned enterprises

1. Journal of Laws of 30.09.1981 No 24. item 122 (original uniform text)

2. Journal of Laws of 20.11.1987 No 33, item 201 (uniform text announced by the
Planning Commission of Council of Ministers).

3. Journal of Laws of 28.02.1989 No 10. item 37
4. Journal of Laws of 10.04.19389 No 20. item 107
5. Journal of Laws of 21.03.1990 No 17. item 99
6. Journal of Laws of 1.08.1990 No 51. item 293
7. Journal of Laws of 7.01.1991 No 2. item 6

8. Journal of Laws of 7.03.1991 No 18, item &0 (uniform text announced by the
Council of Ministers)

. II Self-government of the enterprise

Pk

. Journal of Laws of 30.09.1981 No 24. item 123 (uniform text I/1),

8%

. Journal of Laws of 7.05.1986 No 17. item 88
3. Journal of Laws of 21.03.1991 No 17. item 99 (I/53)
4. Journal of Laws of 7.03.1991 No 18. item 80 (I/8)

III Trade unions

1. Journal of Laws of 25.11.1985 No 54. item 227 (uniform text)

v

. Journal of Laws of 7.05.1986 No 17. item &8 (II/2)
3. Journal of Laws of 10.04.1989 No 20. item 105 (I/4)
4. Journal of Laws of 1990 No 30. item 179

I\" Economic activities

[a——

. Journal of Laws of 28.12.198% No 41. item 324 1 323

[SV]

. Journal of Laws of 13.03.1990 No 14. item 8%
3. Journal of Laws of 18.07.1990 No 46. item 271
4. Journal of Laws of 1.08.1990 No 31. item 298 1 299

\" Contracts on sales — supplies

1. M. P. (donitor Polski Journal of governmental announcements) of 27.12.1986,
No 33. item 247 (uniform text).
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V1 Prices
1. Journal of Laws of 15.08.1988. No 27. item 195 (unilorm text).
VII Duties

1. Journal of Laws of 18.12.1989. No 75. item 415 (uniform text).
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VI

INDEX OF LEGAL ACTS

[ransport

8V
H

4.

. Journal of Laws of 28.11.1984. No 33. item 272 (uniform text).

Dziennik tarvl (Journal of farcs) and Ordinance of the Minister of Communica-
tion of 31.01.1985. item 6

Journal of Laws of 11.02.1983. No 6. item 35.

Journal of Laws of 12.12.1983. No 67. item 301

IX Environment protection

1

2

10.

11.

13.

14.

Journal of Laws of 30.10.1974. No 3R. item 230.

. Journal of Laws of 11.02.1980. Xo 3. item 6.

Journal of Laws of 5.11.1980. No 24. item 89, 92.
Journal of Laws of 1.08.1983. No 44. item 201 (\I/8).

Journal of Laws of 24.10.1987. No 33. item 180.

. Journal of Laws of 21.11.1988. No 37. item 295.

. Journal of Laws of 9.05.1989. No 26 item 139.

Journal of Laws of 8.06.1989. No 35. item 192 (XI/20).
Journal of Laws of 20.12.1989. No 69. item 417.
Journal of Laws of 14.03.1990. No 15. item 92.

Journal of Laws of 26.05.1990. No 34. item 178 (IN/24).

2. Journal of Laws of 21.06.1990. No 39. item 222.

Journal of Laws of 30.06.1990. No 42. item 243 1 244.

Document “Polityka Ekologiczna Panstwa™ (State Policy in the Area of Ecology).
Warsaw 1990.

N Protection against fire

1.

2.

Journal of Laws of 11.07.1962. No 40. item 174.

Journal of Laws of 28.02.1981. No 5. item 20.

NI Investment

1.

.).

Journal of Laws of 11.07.1962. No 40. item 174

Journal of Laws of 14.07.1963. No 31. item 283 (\/1).

162

IGF



INDEX OF LEGAL ACTS

3. Journal of Laws o 30.10.1974. No 33, item 229.

4. Journal of Laws of 14.08.1980. No 17. item 62,

5. Journal of Laws ol 5.11.1980. No 21. item 92.

. Journal of Laws of 28.02.1981. No 3. item 20.

. Journal of Laws of 12.05.1981. No 12. item 57.

. Journal of Laws of 1.08.1983. No 44. item 200. 201.
. Journal of Laws of 19.07.1984. No 35. item 185. 187.
. Journal of Laws of 12.07.1985. No 31. item 140.

. Journal of Laws of 25.07.1987. No 21. item 124.

2. Journal of Laws of 17.09.1988. No 33. item 250.

. Journal of Laws of 28.12.1988. No 41. item 324 (I\'/1).

. Journal of Laws of 14.03.1989. No 14. item 74.

5. Journal of Laws of 30.03.1989. No 17. item 99.

. Journal of Laws of 15.05.1989. No 27. item 148.

7. Journal of Laws of 23.05.1989. No 29. item 154.

. Journal of Laws of 6.06.1989. No 34. item 178.
. Journal of Laws of 8.06.1989. No 33. item 192.
. Journal of Laws of 30.12.1989. No 74. item 442.
. Journal of Laws of 27.01.1990. No 4. itein 22.

2. Journal of Laws of 13.03.1990. No 14. item 90.

23. Journal of Laws of 26.05.1990. No 34. item 193.

. Journal of Laws of 20.11.1990. No 79. item 4641.

. Dz. Urzedowy Budownictwa (Official Journal of Construction) of 10.03.1973. No
6. item 19.
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THE EEC OIL SECTOR

1 Organization of the oil sector in the EEC

Basic sources of data for this scction arc the publications PANORAMA of EC INDUSTRY
1990 and EGCROSTAT Encrgy Stalistics

1.1 Exploration/production
1.1.1 Description of the sector

Since 1975, the EEC has been producing substantial quantities of crude oil. This was
the result of the discovery and later entry into service of the Northern Sea fields which
accounted for more than 90% of the total crude oil produced in the EEC - 12. as could
be seen in table 1.1.a.

TABLE 1.1.a

CRUDE OIL PRODUCTION IN THE EEC-12

1975 1980 1985 1990

Total Production (MM Tm) 128 89.6 1442 1127
North Sea Production 1.7 784 1275 89.7
% Production/Internal Consumption 2.7 20.2 141 229

That substantial increase helped to reduce the dependance on foreign oil and so
improve the global energy picture.

During the last four vears. exploration activity has declined from a 1985 peak of
500 wells/year to an average of 300-400 wells/vear. which are barely more than 1% of
world total exploration.

Of more significance is the participation of different oil companies in that global
effort. A list of the more active companies in that field is represented in table 1.1.b..
The sharing of investments in a single field are a common feature to minimize the
heavy risks involved in the oil exploration. Another feature is also. except for the UK.
the predominant role of the National Oil Companies of each country in the explora-
tion/production activities done in their country. due to the legislative framework that
will be analysed later.!®

104 general remark to this EEC Section is that the information refers, exclusively to the former
West Germany, without including in any case the Eastern Landers.
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TABLE 1.1.b..

COMPANY

COMPAXNY STATUS DK FR GER IR IT NETH SP UK
SHELL 1 . - S
ESSO 1 - % -
BP 1 - x
KPC (Q8) 2 < | x
TOTAL < ~ <
CONOCO 1 <
DS) x

PETROFINA 2 x
AGIP 2 x <
REPSOL 2 <>
TEXACO 1 x * <
OTHERS - < x ~ =

Notes: Company status: 1. Private company
2. Public company

A common feature is the association of two or more companies into a specific
company for each country (for instance ESSO/SHELLs NAM in The Netherlands,
BEB in Germany or SHELL/TEXACO’s DUC in Denmark)

1.1.2 Legislative features

There is not any specific EEC law or regulation in this field. Only general principles
of the EEC Treaty could be of application. Between them:

Art. 7: No discrimination based on nationality grounds

Art. 8a: Granting of an effective interior market for 1992

Art. 36: Granting special exceptions to the free movement of goods based on national
security reasons.

Art. 52: Elimination of discriminations regarding the freedom of establishment in other
EEC countries.

Though. the national legislation does not differ widely and all have in common the
following features:

1. Exploration/production activities are regulated by a law approved by National
Parliaments. The General framework of those laws is similar across the whole

EEC.

2. Hydrocarbous reserves are declared propriety of the State.

1G6
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THE EEC OIL SECTOR
© 3. Any exploration/production activity has to be formally awarded through a license
given by the National Administrations.

1. A license gives right to the exclusive exploration and. eventually. production 1n
a given plot of the national territory..

5. Those licenses are open to a public awarding procedure. although the final deci-
sion is always discretionary.

=]

For several countries. the State takes hold of a variable share of the production.
usually 50%. when the exploration efforts prove successful.

Some of this features were considered against EEC Law. and so. in the document
“Energy Interior Market™. produced by the EEC Commission. several national regula-
tions were considered discriminatory and so bound to be modified. Specifically:

1. Discriminatory procedures for granting permits in favor of national companies.

2. Landing obligation (in two countries the crude oil produced in the country has
to be discharged in the territory of that State).

3. "Buy National™ practices for the supply of goods as equipment.

All these obstacles. are under close scrutiny by the EEC' Commission. and would be
possibly removed in a near future.

1.2 Refining

1.2.1 Description of the sector

The refining sector of the EEC has undergone a process of structural change during
the vears 1980-1990. This process has been driven by three main objectives.

1. To reduce the basic distillation capacity to a more balanced to oil consumption
figure.

2. To improve the flexibility of the refineries and the qualities of the oil products
supplied by them.

3. To adapt to new. more strict. environmental regulations.

The first objective was the result of a twofold push. The first. the substantial reduc-
tion in demand (930 MM Tons in 1980. 458 MM Tons in 1990). due to the increase in
energy efficiency and the switch from oil to other energy sources after the oil shocks
of 1973 and 1979. But this demand reduction was also accompanied by a substantial
increase in final products imports from third countries that represented 37% i 1990.

The results were an important decline in refining capacity ( 930 MM Tons in 1930
to 586 in 1990) but also at the same time. a recovery of utilisation rates ( 62% in 1980.
647 in 1985 and 83% in 1990). That helped the industry to raise refining margins
which were insufficient or negative during the first part of the decade.
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THE EEC OIL SECTOR

The second objective. refinery upgrading and new products strategy. was also the
result of several forces. The first one was the non symmetrical drop in demand that
affected mostly the heavier ends. like fucl oils, whilst gasoline and middle distillates
were not so affected. That called for heavy investments in the ™ first stage conversion”
(CAT cracking + visbreaking). and in the last vears a sclective approach to ™ deep
conversion” (coking or hydrocracking routes).

At the same time. environmental pressures are demanding a higher product quality:
low lead. and later unleaded petrol. lower sulphur diesel. heating and fuel oils. This
process has also implied a massive upgrading or new refinery units to produce the
" required qualities. .

The third objective. environmental demands. run parallel to the improvements in
product qualities and related to the sound. environmental respectful operation of the
refineries. Although this will be analysed later. in chapter 5. it is necessary to point out
an extensive list of critical issues such as SO,. NOX or volatile hydrocarbons emissions.
water effluents quality. oil spills. wastes and industrial security of the installations.

An exhaustive numerical information of the refining industry can be observed in
tables 1.2.a. to 1.2.c. and tables 1.2.d and 1.2.e. The main conclusions that can be
drawn are:

1. The reduction in capacities has not been similar in all the EEC countries. being
more intense in the Northern countries than in the Southern and Peripherical
Countries.

2. So utilisation rates are lower (except Spain) in this area than in the Northern
countries of the EEC.

3. Notwithstanding the apparent surplus capacity. During the last vears the ~core
refinerv” (reforming. hydrotreating. and cracking facilities) have been running
close to full capacity in the whole of the EEC.

4. The “closure™ has concentrated in old small. and inefficient refineries. close to
other refineries. and so eliminating higher distribution costs.

3. Some more modern refineries are apparently “mothballed™ and so could re-start
operation as it has been recently the case of a Belgium refinery:

6. The refining companies. or more precisely the refining divisions of oil companies.
could be classified along the following pattern: (see table 1.2.f)

. This refining presence is usually linked with their respective market shares in
distribution/retailing. Only some Italian/Spanish refineries have been consisten-
tly exporting bulk quantities in the last vears. On the other hand. the Dutch
refineries are big exporters. half in bulk quantities. half as product transfers to
their affiliated companies in West Germany.

-

s}

It is difficult to envisage a new refinery site being approved in the whole of
the EEC. Nor is any primary capacity expansion. and only upgrading of old
facilities can be foreseen as well as some “mothballed refineries™ starting again
their operation.
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OIL CONSUMPTION IN SELECTED

EEC COUNTRIES
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" FIGURE 1.2.e
DISTRIBUTION OF EEC REFINERY SIZES

FIGURES FOR 1989
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TABLE 1.2.f

1. PLURINATIONAL : SHELL,BP,ESSO

* Presence in five or more countries
+ "Normal market share” 15-20%

2. OTHER PLURINATIONAL : MOBIL, TEXACO

* Same as plurinational companies although
with a minor market share.

3. NATIONAL EXPANDED : ELF, TOTAL,FINA,KPC

* Strong position in their own country
+ Some involvement in other countries.

4. NATIONALLY ORIENTED : AGIP,REPSOL,VEBA
PETROGAL,CEPSA.

* Strong position in their own country.
* No significant interests elsewhere.

5. INDEPENDENTS :

« Small companies
« Small share in a single country.
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'I'HE ELC Ol SECTOR

1.2.2 Legislative features

The only EEC legislation related to the refining sector is the aforesaid regulation cove-
ring environmental aspects such as air and water emissions. waste and soil protection
and industrial security. .

As for the regulations rcgarding the investments in new refineries/upgrading of
existing facilities. the general rule is that this activity is considered as a strategic
sector. So any significant new investment. or cven a transfer of the company assets.
are considered a “national issue” subject to governmental approval. Also. there is a
secondary line of scrutiny based on competition grounds. Due to the limited numnber
of operators in this field any merging or takeover of oil companies are first analysed
at national level by the Anti-Trust Authorities and even, in most of cases. have to
apply for prior approval to the EEC Commission in Brussels. under the new regulation
covering those activities at EEC level (this has been very recently the case of the
acquisition of the ERTOIL refinery in Spain by ELF/CEPSA).

As for specific conditions of construction they are based on national and even re-
gional or local regulations, which are in many cases more strict than EEC regulations.

Last, specific conditions. deriving from old petroleum monopolies. subsist in Greece,
Portugal and Spain. but these are to be progresssively adapted or eliminated in the
very near future.

1.3 Distribution
1.3.1 Description of the sector

There is not a systematic information about the gross distribution facilities around the
EEC. The structure of the system is primarily based on the tank farms existing at
the refineries plus a number of storage installations prepared for receiving/dispatching
products in bulk. Those storage facilities are in some cases the remnant of an old closed
refinery or a truly independent installation. In this last case it is either owned by an
independent company. which normally acts merely as keeper/dispatcher of the product
without actually owning it. or it is a pool of oil companies that jointly operates the
terminal.

The three main areas where such independent facilities concentrate. are the ARA
Zone (Amsterdam. Rotterdam. Antwerp). the Eastern Coast of England and the Me-
diterranean (specially the Marseille — Fos - Lavera Zone).

Those primary depots are linked with regional depots of a smaller size by mean of
barges. pipelines and eventually rail. Those regional depots are owned by the refining
or wholesaling companies. which in many cases do share the same installations in order
to reduce costs. In that respect the last 20 vears have scen a process of reorganization
in this sector. closing down old small facilities and concentrating in some selected ones
with a high degree of automatization and a higher throughput.

The pipeline network can be seen in figure 1.3.1.a. [t can be appreciated its high
density specially in France. Germany and the Benelux. Notwithstanding the barge
traffic is also intense in the Rhine Basin.
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THE ELC OH SECTOR

Some of the pipelines are of public propricty. specially that designed eventually for
military purposes '' and some others arc owned by the refining/wholesale companies.

1.3.2 Legislative features

Again there is not any specific EEC legislation in this field. except those related to
environmental protection. competition policy or to external trade policy. These will
be analyzed later on. So. the prevailing legislation is that of the national countries
in relation to industry regulation or. for pipelines and major storage facilities. those
deriving from their strategic importance for the country and. are so subjected to special
permits from the Government. There is nevertheless, some “special regimes” that are
worth to be considered both in pipelines utilization and in the importation/distribution
area. A special situation in the pipelines picture is that of TRAPIL in France and
CAMPSA in Spain.

The CAMPSA pipeline network is owned by this company which has as sharehol-
ders, the Spanish oil companies. proportionally to their refinery capacity. This network
is then open to all those refining companies plus all independent operators in the Spa-
nish market, provided they do arrive at an agreement with CAMPSA for regularly
using those facilities.

As for TRAPIL. or Societe des Transports Petroliers par Pipeline. it is worth to
mention that it was constituted in 1949 to exploit the network of oil pipelines existing
in France, and later extending its activities to military pipelines during normal times.
The last figures pointed out. that TRAPIL manages a network of 4.000 Kms with two
main axes being the Havre - Paris and Marseille-Fos-Strasbourg. and storage facilities
for 1.5 million cubic meters of oil products.

Its shareholders are the French State (30%). the public coipanies (ELF and TO-
TAL with 30%). other refining companies (SHELL, and ESSO with 20%) and other
smaller shareholders. The French Government has also a Commissioner charged of
looking after the normal activities of TRAPIL.

An important feature of the system is again the EEC competition policy. That
prevents the pipeline companies from exercising an unfair abuse of their "dominant
position”. So. the operation of the pipeline network has to be organized alongside the
following lines:

1. The pipeline network has to be open to the operation of all interested parties.

2. The owners of the company have the right of priority of use. without prejudicing
an unfair use of this priority.

3. The operational conditions and costs of utilisation have to be fixed along non -
discriminatory. nor unfair principles.

4. No two different companies will be charged differently for the same conditions of
utilisation.

"There is an extensive network of military owned. NATO. pipelines. whose main utilization in
normal times is commercial. Figures of capacity and throughput are classified.
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THE I212¢C OIL SECTOR

Another interesting feature of some countrics in the Comumunity is the regulation
of the importers wholesalers. This svstem is actually working in France, and the
French case has been also taken as a reference for Spain. Greece and Portugal.

The basic elemient of this situation is the consideration of these activities as strategic
for the country and so needing a special menitoring from the Government.

So the so called A-3 French System gives right to importers/wholesalers to operate
for a five vear period. provided they fulfill a set of conditions such as financial soundness.
technical expertise and guarantee of supply of products.

_.. Only companies approving the discretionary examination by the Government are
given permission to operate in the Country.

This whole system is under close scrutiny because of its potential negative effects
upon the EEC Energy Interior Market and so. it is possible that. not later than 1992.
this system now in operation in the above countries. could be either eliminated for
EEC based companies, or transformed in an alternative system. where a company
recognition to operate in the Oil Sector from a National Government will be guarantee
enough for immediate recognition in the rest of the EEC.

As summary. it must be said that the distribution network could be considered
as a necessary ~cost center” for the oil companies. That implies. that whilst the
need of vertical integration implied that thev actually own (in most cases) and operate
such facilities, they tend to shareé those assets with other oil companies and their main
concern is to reduce the cost through higher automatization and throughput.

As for the special status of “importers/distributors™ it could be used as a useful
mean to stabilize a new market and prevent the lust of speculators. but it has also some
anticompetitive side effects that recommended in anyv case a careful use and specially
a precise timing for its removal.

1.4 Retailing
1.4.1 Description of the sector

Though the 7% increase in automotive fuels (petrol + diesels) in EEC Countries be-
tween 1930 and 1990. the number of petrol stations has declined by 22% in the same
period.

This substantial reduction was not similar across the whole of the EEC as could be
appreciated in figure 1.4.a.. So in 1983. the density of petrol stations per inhabitant
and per square INm were relatively similar all across the EEC (see figure 1.4.b) with
the notorious exception of the newly joining countries. Portugal and Spain. In this last
country. the density was obviously low. due to the former Oil Monopoly that established
a munimum distance regime” that prevented petrol stations to be established within
a certain distance from an existing one.

The consequence is the figure 1.4.c. that shows the annual theoretical throughput
per station in the EEC Countries. Again Spain. has the highest figures. while in
general the countries with a higher output are those that had closed down the largest
proportion of their existing 1980 net work.

Of more significance is the figure 1.4.d. that pictures the share of the EEC retail
market by the main oil companies.
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FIGURE 1.4.b.
RETAIL STATIONS DENSITY (1989)
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FIGURE 1.4.d.
SHARE OF RETAIL STATIONS NETWORK

BY COMPANIES IN THE EEC (1989)

EXCLUDING " HOME COUNTRIES "

TOTAL EEC SHARE

Source : National Oil Assoc.
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THE EEC OIL SECTOR

The distribution between “total share™ and “share excluding home countries™ is
significative because in this later figure the retail stations situated in the “home coun-
try” (Shell-The Netherlands. ELF-France. Agip-1taly, ESSO-Italy) are not considered.
That gives a better picture of the spread of a company in different EEC markets which
correspond with the definition given in table 1.2.f.. Comparative figures are given in
table 1.4.e. ' '

Also important to notice is the high figure (40 — 50%) of “others™. These are truly
independent retail stations not featuring any brand. or retail stations linked to smaller
oil companies. In any case that higher figure. represent an intense fragmentation of
the retail market much higher than the refining sector. ‘

~ In the case of "brand retail stations™ they could be classified in three main
categories:

1. Fully owned : Land and equipment belong to the refining "brand company ™.
Also the personnel usually belong to the same company. They could be consi-
dered the ™ flagship™ of their network. Their usefulness is to provide ground for
experimentation and also as a means of ~feeling the market”.

2. Leased : The normal situation is that the ownership belongs to the oil company
although the retail station is leased for a rent ( usually a lump sum plus a sales
percentage) to an individual who is to engage the personnel and manage the
station. The degree of control of the “oil company™ is again intense. although
the common practice is to sell the product and not to give it as an agent’s contract
to the station. There is no clear evidence of the average duration of such loose
contracts. although there are suggestions of a range from one to five years.

3. Long term contracts : In this last case. land and equipment belong to an
independent owner. In this case the oil company provides the refurnishment
of the station in order to comply with its “brand image standards™ and also
guarantee supply with a minimum sales margin for the owner. According to
EEC regulations the long term contracts have to be of a maximum duration of
ten years. although thev could be renovated.

As for the "wholly independent™ retail stations. its number and significance varies
enormously between countries. In this respect. France can be considered the most
representative country as can be seen in the following figures for the 1989 {table 1.4.f.).

The typical profile for the independents. is small retail stations located in the co-
untryside or large throughput stations located in hyper and supermarkets. who usually
make an intense competition (operating in many cases at non profit) in order to attract
consumers to their main business.
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THE EEC OIL SECTOR

TABLE 1.4.f

REPARTITION OF PETROL STATIONS IN FRANCE

TYPLE  NUMBER A
Fullv owned 5.100 17.6
Leased 350 1.2
Long term contracts 13.250  45.7
Independents 7.200 248
Hyper & supermarkets 3.100 10.7
Total 29.000 1060.0

The last feature worth to mention. is the evolution of the sales of unleaded petrol.
Not a definite pattern can be observed in the case of the EEC. Some northern EEC
countries (such as Germany) can be classified as “fast runners” whilst others. as Italy
or Spain do run on the “slow lane”. The main conclusion however. is that the speed
of introduction of unleaded petrol is closely linked to the establishment of a fiscal
bonification to enhance its sales rather than actually the number of cars fitted with
catalytic converters or the number of petrol stations supplying unleaded petrol (figures
l.4.g. and h.).

As a summary of this description of the retailing sector it could be said that :

1.

o

ot

There has been an intense reduction in the number of petrol stations during the
last ten vears that lead to a more satisfactory throughput figures.

The density of retail stations do not differ widely across the EEC with the noto-
rious exceptions of Portugal and Spain. Those densities. could be then used as a
long term reference to Poland.

The participation of oil companies by countries. show a different picture that the
one portrayved by the refining share. In any case that confirms the differences
between EEC oil companies.

The participation of independents and the structure of the sector differ substan-
tially in a country by country analvsis. In must be pointed out that France has
a very specific situation with a very large net of sales chanueled through hyper
and supermarkets at very low margins.

The “brand” retail stations™ can be classified in three main groups : Fully owned
(small in number but important flagships). leased (with a strong control by the
oil company’) and long term contracts (with a maximum duration of ten years
and in general a lesser control).

The repetition of the model in almost all EEC countries shows that the model is
consolidated and so could be taken as a reference for Poland.
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THI EC OHL SECTOR

1.4.2 Legislative figures

No significant legislative information has been found at EEC level. According 1o several
sources the basic legislation regarding the construction of those retail stations is based
on national (or regional) legislation regarding aspects such as security of stallation or
compliance with traflic requirements. Stricter demands are normally fixed at municipal
level. specially regavding safety aspects.

In general. the network established in highways. are is subject a minmmuum distance
regime. although the tender for installation in those service areas has to be open to
public bidding. This “regime distance” is also a common feature of the Spanish svstem.
although affecting the full network. (It has also to be pointed out that this system
is under strong pressures for change. on behalf of the EEC Commission. due to its
potential restriction of free competition).
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2 Price formation for oil products in the EEC

2.1 Introductory remarks

Although Poland is not bound by any constraint to EEC legislation or practices related
to oil prices formation. those elements prevailing in EEC countries constitute a good
reference for the future.

The first remark. necessary to point out. is that the internal prices mn the LEC
Countries are somewhat different from those prevailing in the international markets as
the figures 2.1.a-c show. comparing the EEC-12 average with the average Rotterdam
Prices for 1990.

So. although national consumer ENX-TAN prices go along the international quota-
tions. the variations differ widely. being the internal prices less erratic and more stable
than the corresponding international quotations.

The second remark is that from 1976. a growing trend towards price freedom is
clearly perceptible in EEC countries. Now in 1991. as could be seen in the following
table 2.1.d.. price freedom is the rule and government controlled prices the exception.
This trend is to consolidate in the light of the creation of the EEC Interior Market in
1993.

Table 2.1.d
Oil products price formation in the EEC

COUNTRY 1976 1991

BELGIUMI CONTROL PARTIAL FREEDOM
DENMARK CONTROL FREEDOM

FRANCE CONTROL FREEDOM
GERMANY FREEDOM FREEDO)I

GREECE CONTROL CONTROL
IRELAND CONTROL PARTIAL FREEDOM
ITALY CONTROL PARTIAL FREEDOAMI
LUXEMBURG CONTROL PARTIAL FREEDOM
NETHERLANDS CONTROL FREEDOXI
PORTUGAL CONTROL CONTROL

SPAIN CONTROL  PARTIAL FREEDONM

UNITED KINGDONM  CONTROL  FREEDOM

The term CONTROL mecans the establishment ol a fix price at governmental level.
In contrast the term PARTIAL FREEDOM describes several situations ranging
from a semi-automatic formula (Belgium). maximum prices (Spain) or price control
over some products (Italv). All those national regimes will be analvzed later on the
following headings.
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Figure 2.1.a.

PRICE COMPARISON BETWEEN DOMESTIC
INTERNATIONAL PRICES-PREMIUM GASOLINE
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Fiqgure 2.1.b.

PRICE COMPARISON BETWEEN DOMESTIC
INTERNATIONAL PRICES-AUTOMOTIVE DIESEL

WEEKLY QUOTATIONS IN 1990
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Figure 2.1.c.

PRICE COMPARISON BETWEEN DOMESTIC
INTERNATIONAL PRICES-HEAVY FUEL-OIL
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THE EIEC OIL SECTOR

This situation is clearly coherent with the reality of the Ol Sector inside the ERC.
Its intense integration intracommunity trade represents 204 of total consumption the
application of Community-Law aud its prohibition of any clause protecting the national
production. means that any controlling prices system turns back against the national
producer in benefit of other BEC producers. since it introduces an important degree
of rigidity in their day to dav operations.

But before we descend 1o a country by country sketch of the situation. it 1s necessary
to deepen the analvsis of LEC legislation in this field.

2.2 EEC legislation in relation to oil prices

To analyze the impact of EEC legislation on oil prices formation is necessary to distin-
guish between the basic legislation and those arising from Rules of the EEC Court of
Justice.

2.2.1 Basic legislation regarding oil prices formation

It is recognized at EEC level. the National Government authority. to impose a pricing
svstem for industrial products and so for oil products. Nevertheless. these powers are
limited to what could be defined as the “internal dimension™ of the country: because
those pricing criteria could not oppose one of the four basic Foundations of the EEC
Treatyv. namely the Freedom of Movement of Goods established in articles 9 to 37 of
the foresaid Treaty.

Specially those pricing criteria could be against article 30. that establishes as for-
bidden: any import quotas or similar measures against the free imports of goods from
other EEC countries. For that reason. any pricing criteria of national dimension will
have to satisfy two conditions:

1. That any pricing formula or criteria. derives from a Public Autority (whether
National or Local). but not from a company or association of enterprises whatever
its legal status.

2. Those criteria have to be established in such a way. that do not constitute a
hamper to mtracommunity trade.

The public nature of the "pricing svstem™ implies that in any other case. even if the
company is a state owned one. the pricing svstem will be considered as "market prices”
subject to articles 85 & 36 of the EEC Treaty regulating free competition between
companies.

The adaptation to the Freedom of Movement of Goods could not be defined apprio-
ristically. and every single measure has to be analvzed against EEC legislation before
a final judgement could be made.

An old EIZC Directive. the 70/550 defines the limits within which the Public Au-
thorities could establish a price system. Those negative references which are to be
avoided are:

o To establish. only for imported products. mininnun or maximum prices.
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To fix prices less advantegeous for imported prices than for national products.

To fix. profit margins only for imported products or to establish lesser margins

for imported products.

To establish the selling prices. taking into account only the costs or quality of
the national products at such a level that imports are hampered or discouraged.

Any type of measures in relation with the marketing of the products such as
the shape. dimensions. weight. composition or presentation even if applicable
not only to national but to imported products. established in such a way that
effectively discouraged or prevented the {ree imports of goods.

2.2.2 Jurisprudence of the EEC Court of Justice

The Rules of the Court of Justice in relation to industrial prices. have been very intense
since 1957. Only as a reference. the following Rules have to be quoted:

Rule INNO. ATAB (13/77) Fixed prices of books in Belgium.

Rule VAN TIGGELE (82/77). Minimum prices for alcoholic beverages in The
Netherlands.

Rule ROUSSEL LABORATORIA (181/82) Prices of drugs in The Netherlands

Rule VAN DE HAAR AND KAVERA (177/84). Minimum prices for tobacco
products in Belgium.

Rule LECLERC- THOUVARS (229/83) Book prices in France
Rule LECLERC-CULLET (231/83) Petrol prices in France.
Rule BUREAU NATIONAL COGNAC (123/83) Price fixation of alcoholic be-

verages by a semipublic institution.
Rule LECLERC/SARL (34/81) Oil Product prices in France.

Rule CAMPUS OIL Security of supply and fixation of oil prices in Ireland.

The basic elements that can be sumimarized from all these Rules of the Court are :

1.

A minimum price could not be so low as to prevent imports. by neglecting
to consider the extracosts incurred by the imported products.

. A maximum price could not be so high as to reduce competition through

the way that cheaper imported products could not use price rebates as a wayv to
mcrease their share in the market.

A price system or formula could not be established only on national terms.

but has to consider its basic elements in reference to other representative EEC
Countries.
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4. A group of companies/institutions acting on behalf of a Public Authority have
not the power to fix prices for their members. being that procedure under article
85 of EEC Treaty

5. Competition law is only applicable. whenever the products under consideration
are marketed in two or more ELC countries or a substantial part of the market
ol a single country is affected.

2.3 Oil pricing systems in different EEC countries

As can be observed in the following lines there is still not a single model in every EEC
Country. although there has been an important convergence towards full freedom in
most of them. In the light of the Energy Interior Market. that the EEC Commission is
pushing forward and its accompanying measures such as fiscal harmonization. it could
be foreseen that perhaps not later than 1995 there will be a uniform EEC system
based on the freedom of fixation of prices. and so with final conswmer prices similar
across the EEC as a whole.

Of course such freedom is not unlimited. Both at national and EEC level. the
powers and the surveillance of the Anti Trust Authorities run parallel with that march
towards freedom for oil prices. That could be also guaranteed since in many of the
EEC Countries. the number of operating companies in the Oil Sector is important. and
so competition. in some cases very strong. keep a pressure on prices to keep them low.

Also the EEC Commission has playved an important role. through dissemination
of information about oil prices. Since as early as 1978. the Energy General Direction
of the Commission of European Communities. has been publishing a weekly bulletin.
detailing the consumer prices in every one of the EEC Countries (tables 2.3.a. and
b.). That has helped to clarify the price comparison between countries increasing
the pressures from private and industrial consumers to align the prices along the EEC
average. This information refers to the five main products (premium and regular petrol.
diesel. heating oil and fuel oil) and the information is compiled through the Energy
Ministries in the EEC Countries and sent to the EEC Commission in Brussels. Prices
are an average of those prevailing the previous week in every one of the EEC countries
and the information is delivered on Tuesdays back to the EEC Member Countries.

The results of such combination of a significant information and enhanced compe-
tition have meant an important reduction in the price differences between countries.
That could be clearly appreciated in point 2.4.

That trend towards price convergence is to continue in the future. which linked to
the fiscal harmonization in progress (VAT and excise tax on oil products). will end in
no further than 1995. with consumer prices similar across the EEC.

But it 1s necessary to go in detail to the situation in every one of the EEC countries.
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Niveaux indicatifs hebdomadaires des prix hors taxes 4 la consommation

Table 2.3.a.

Weekly indicative Price Levels Taxes and Duties excluded

Wochentliche Meldung von vorliufigen Preisen, ohne Steuern und Abgabon

In national currencies / En wonnaies nationales / In nationaler Wahrung

Prices

Prix au:

as at: 22.04.91

Proisen voa:

TABLEAU Essence supor FURO-super Gasoil moteour Gasoil chauffagcibuol Residuel HTS
TABLE 1 Premium Gasoline 95 RON Automotivo gusoil| Hoating gasoil jRosidual F.O. HSC
TABKLLE Superbenzin Dieselkraftstoff {Heizdl Ex.Leicht Heizol Schwer
1000 L 1000 L 1000 L 1000 1. Toane
(1) (1) (1) (2) (3)
Belgique (¥B) 10.650 10.720 9.640 6.8060 3.041
Danmark (CD) 1.910 1.970 1.795 1.515 .69 x
Deutschland (M) 481 464 414 348 182 x
Ellas (DR) 36.545 42.377 42.070 42.070 14.372
Espana (PES) 30.071 32.393 28.236 24.643 10.296
France (FF) 1.280 1.400 1.260 1.356 450
Ireland (Irish €) 207,51 213,40 206,95 136,58 72,31
Italia (Lire) 357.320 374130 311.360 265.210 116.055
Luxembourg (FL) 9.950 10.000 8.470 7.740 3.648
Nederland (F1) 579 585 482 439 232 x
Portugal (ESC) 37.318 40.056 44 _.093 - 15.092
U.K. (€) 162,69 166,17 152,85 107,40 59,88
/ in /in USZ
TABLEAU Essence super EURO-super Gasoil moteur [Gasoil chauffage|Fuol Residuel HTS
TABLE 2 Premium Gasoline 95 RON Automotive gasoil] Heating gasoil |Residual ¥.O. HSC
TABKLLE Superbenzin Dieselkraftstoff |Heizol Ex.Leicht| Heizol Schwer
1000 L 1000 L 1000 L 100¢ L Tonne
(1) (1) (1) (2) (3)
Belgique 294,69 296,62 266,74 190,37 84,14
Panmark 284 .52 293,46 267,39 225,68 114,55
Deutschland 273,40 263,74 235,32 197,81 103,45
Ellas 192,02 222 66 221,05 221,05 75,51
Espana 277,53 298,96 260,59 227,43 95,02
France 215,96 249,70 212,59 228,78 75,92
Ireland + 315,89 324,86 315,04 207,92 110,08
Italia 275,24 288,19 233,84 204,29 89,40
Luxewbourg 275,32 276,70 234,37 214,17 100,94
Rederland 292,20 295,23 243,25 221,55 117,08
Portugal 246,55 264 .64 291,31 - 99,70
U_K. 277,06 282 99 260,30 182,99 101,98
C.E.E./E.E.C./E.C.
a)Moyenne/Average/
Durchschnitt 260,94 276,60 241,82 209,62 92,36
b)Hoyenne tous pro-
duits/Average for
all products/
Durchschnitt aller .
Produkte (4) 1 | |
n / in / in ECU
TABLEAU Essence super EURO-super Gasoil moteur |Gasoil chauffage|Fuel Residuvel HTS
TABLE 3 Premium Gasoline 95 RON Automotive gasoil| Heating gasoil |Residual P.O. HSC
TABKLLE Superbenzin Dieselkraftstoff |Heizol Ex.Leicht| Heizol Schwer
1000 L 1002 L 1000 L 1002 L Tonne
(1) (1) (1) (2) (3)
Belgique 250,87 252,51 227 .07 162,06 71.63
Danmark 242 .21 249,82 227,63 192,12 97,52
Doutschland 232,75 224,52 200,33 168,39 88,07
Ellas 163,46 189,55 188,18 188,18 64,29
FEspana 236,25 254 .50 221,84 193,61 80,89
France 183,85 212,57 180 .97 194,76 61.63
Ireland 268,92 276,95 268,19 177,00 93.71
Italia 25,51 245,35 204,17 175,91 76,10
luxcmbourg 2% .38 235,55 199,51 182 352 85,95
Nederland 248,75 251,33 207 .08 188,60 99,67
Portugal 209,089 225,29 217,99 - 84,87
U.K. 255,86 240,90 221,99 195,70 86,81
C.K.E./E_.E.C./E.G.
Noyonne/Averuge/ 222 .14 235,47 205,86 178,45 78,62
Durchschnitt (4) .
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Table 2.3.b
(1) Prix 4 la poampe / Pump price / Tankstelloprcise

(2) Prix pour livraison de 2.000 4 5.000 litres. Pour 1'Irlande livraison s'otendant au secteur industriel.
Pricos for dolivery of 2,022 to 5,000 litros. For Ircland this sizo of dollvory occurs sainly in the
indujtrial sector.
Preis bei Liefcrung von 2.000-5. 030 liter. Jur Irland bozicht sich dloso Abgaboaonge bauptsachlich
auf don Industriesektor.

(3) Prix pour livraison inféricurc & 2.000 tonnos par mols ou infériocurc & 24.0Q tonnes par an.
Prix franco consommateurs. Pour 1°Irlande livraison de 500 4 1.000 tonnes par wmols.
Prices for offtakes of less then 2 ,00@ tons per month or less than 24,000 tons per year.
Delivored Consumer Prices. For Iroland doliveries sre in the rangoe of 500 to 1,000 tons por month.
Preis bei Abnahme unter 2.000 t im Monat oder ZA 000 t im Jahr. Preise frei Betrieb. Fir Irland bei
Abnahme von 500-1.000 t im Wonatl.

‘ (4) La myorme en $/im résulte d'une pondération des quantités consoewmbes de chaque produit concernéd au cours

la férlodc 1989.
Tbe resu 1in $/al of weighting the prices of the products concernod by the quantities consumod during the
yoar 1989.
Dor Durchschnittspreis 1n $/t ergibt sich aus der Cowichtung mit don Vorbrauchsmengen des joweiligon
Produkten im Jahre 1989.

Le bulletin publie chaque semaine les prix cosmuniqués par les Etats wombres, comme étant les plus fréquemmont pratiqués,

pour unc catégoriec de consommateurs blen spécifique définiec ci-dessus.

Des comparaisons de prix entre Etats membres ainsi que leur évolution doivent 8tre faites avec une certaine prudence et

sont d'une validité limitée en raison, non seulewonl des fluctuations des taux de change, mais également des différences dans
les spécifications de qualité des produits, des métbodes de distribution, des structures de msrché propres 4 chaque Etat moabro
et dans la mqsure ou les catégories répertoribes sonl représentatives de l'ensemble dos ventes pour un produit donné. Une
description détailléc de la méthodologie utiliséc sera Jointe en annoxe du bulletin paraissant su début de chaque trimestre.

The bulletin reports pricos supplied by the Momber states as being the most frequently encountered for the specific categories
of sale listed above.

Coaparisons between prices and price trends in different countries require care. They are of limited validity, not only
because of fluctuations in exchange rate, but also bocause of differences in product quality, in sarketing practices, im
warket structure, and in the extent to which the standard categories of sales are represontative of total national sales of

4 given product. A description of the methodology followed is appended to the bulletin at the beginning of each quarter.

Das Bulletin verorfentlicht jede Woche die von den Mitgliedsstasten gemeldeten Vertwaucherpreise und ist somit fur eine weiter
unten genaver spezifizierte Verbrauchergruppe die am baufigsten durchgefuhrte Erhebung.

Ein Preisvergleich zwischen den Midgliedsstaaten wie auch die Preisentwicklung eiissen aus folgenden Grinden mit einer gewissen
Vorsicht vorgenommsn werden: Schwankung der Wechselkurse, Unterschiede in den Produkt-spezifikationen und -qualititen, Vertei-
lungssysteme, besondere Marktstrukturen in den einzolnen Mitgliedslandern, Reprasentanz der vorgegebenen Produktdefinitionen
ait den gesamten nationalen Verkaufen cines bestimmten Produktes. Eine detsilierte Beschreibung der verwendeton Mothoden ist
Jeweils im Anhang des Ol-Bulletin entbalten, welches zu Beginn eines jeden Quartals erscheint.

Taux de change au:
Exchange rate at: 22.04.1991
Wechselkurs am:

1 dollar = 36,1400 FB - 6,7130 CD - 1,7593 IM - 199,32 DR - 108,35 PES - 5,9270 F¥ - 90,6569 £ IRL -
1.298,20 LIRES - 1,9815 FL - 151,360 ESC - 90,5872 UKL
1 Ecu = 42,4531 FB - 7,88566 CD - 2,06662 DN - 223,566 DR - 127,282 PES - 6,96236 ¥F - 0,771651 £ IRL -

1.524,98 LIRES - 2,32764 FL - 177,800 ESC - 0,689774 UK{

CoQt CAF d'approvisionnement en brut de la Communauté Prix Mois FEVRIER 1991
CIF cost of Cummunity crude oil supplies Price 19,63 $/bbl Month FEBRUARY 1991
CIF-Kosten der Rohdlversorgung der Gewmeinschaflt Preis Monat YEBROAR 1991

Tous renseignements concernant 1'abonnement au btulletin pétrolicr pouvent 8tro obtenus on téléphonant au no. (02)235.18.39.
All information concerning subscriptions iu the Ofl Bulletin can be obtained by telephoning (02)235.18.39
Auskunft dber den Bezug des Ol-Bulletin erhalten Sie unter der Telefon-Nr. (©2)235.18.39.

Le bulletin publie: cbague semaine les prix bors droits et taxes 4 la consoemation en monnaies nationales, dollars ot ecus -
Yo colt CAF wensuel communautaire {données les plus récentes).
chague mois les prix de vente aux consoemateurs pratiqués au 15 de chaque wmois en mannates nations
dollars et écus.
chague trimestre le cot CAF trimestriel pour chaque Etat meabre. (série historique)

The bulletin publishes: cach weck consumcr prices without dutics and taxcs in national currencies dollars and ecus - the
monthly CIF cost for the Coemunity (most rovceat available data).
each month the consumer selling prices prevailing on the 15th of each wonth in national currencies
dollars and ecus.
oach quarter the quarterly CIF cost for each Mombor stato {historical series).

Dus Bulletin verof- wochentlich die Verbraucherprcise ohne Stcuern und Abgaben in nationaler Wihrung, Dollar und BECU, die

foatlicht: monutlichon CIF-Kosten der Comeinschaft (letzto vorfigbure Daten).
monatlich die Verbraucherpreise, erhoben am 15. jeden Monats, in nationaler Wahrung, Dollu und ECU.

Quumlsuclsc die ClF-Kosten des Quartals fur jeden Hli.ghodssuat (Zeitreihcn).
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2.3.1 BELGIUM

Belgium has since 1974 a special system called the "Contrat de Progranume™ . which s
really & formal compromise between the Belginm Ministry of Encrgy and the Belgium
Oil Federation. Usually the "Contrat de Progranmume”™ has had a duration of three vears
and the last was signed in August 1990.

A special aspect of this "Contrat de Progranmme” is that every company. whether
refiner or importer. has to sign and individual compromise ol acceptance with the
Belgium Government. In response. that compromise prevents them from demanding
every time they require an individual change of prices. In return they are entitled to
guarantee the oil supply of the country in whatever circumstances.

This system establishes an automatic monthly maximum price for the main oil
products. which the Belgium Government accepts automatically. These maximum
prices are calculated only at the final consumer level for retailing at petrol stations or
for distribution of heating oil. ]

Those maximum prices are calculated through the following steps:

1. Calculation of the value of a ton of refined products (VRP) : This
1s obtained taking into account the prices in the main European international
markets. specially Rotterdam.

to

Calculation of the cost of a ton of refined crude oil (CRP) : That is
based 1n the real cost of the crude imported in Belgium plus a refining margin.
which is revised automatically every six months.

3. Comparison between the VRP and the CRP:
3.1 If V'RP is lower than the 89% of CRP. that value is increased until reaching

that minimum level of 89%.

3.2 If VRP ranges from 89 to 111% of CRP. the consumer prices are based in
the international quotations used to calculate the \'RP.

3.3 If VRP ranges from 111% and 150% of CRP. this value is reduced until
111% of the CRP.

3.4 If V'RP is more than 150% of CRP. a dumpening mechanism comes into
action. reducing the quotations until eventually a “safe garde clause™ comes
into action and the whole system i< revised.

4. Calculation of maximum consumer prices for individual products
The individual maximum prices are obtained through the following {ormula:

PMAX = Pa 4+ SC + DM + ACC + VAT

PMAX : Maximum selling price for individual products

Pa: CII price of the product adjusted following the criteria expressed in point
3.

SC : Cost of compulsory storage (updated on an automatic formula).
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DM : Distribution margin for oil companies. This covers the distribution expen-
ses plus the refiner/importer margin. and the guaranteed mininnun margins
for retailers and resellers. This margins are also established m the Contrat
de Programme and revised vearly.

ACC : Excise tax for cach individual product. usually established on a vearly
basis i the Budget of the State.

VAT : Value Added Tax. Percentage applied over the addition of all the previous
elements.

These prices are calculated monthly by the Belgium Oil Federation and trans-
mitted to the Ministry of Economic Affairs for publication in the Official Gazette
and the daily press. Subsequently, every company. refiner or importer. make pu-
blicity of their own maximum prices through a “Price List™. All the individual
“Price List™ of the different companies are identical.

These maximum prices are a reference for the individual marketing strategies
of the companies. Usually rebates are established. based on volumes or exact
localization of the delivery. Not a single price exists in the whole of Belgium and
the price of petrol and diesel in the retail stations could be different in nearby
stations.

2.3.2 DENMARK

Price control was established in 1985. Since then the oil companies use to change
their price lists once/twice a month depending on the changes in the international
quotations. The differences in the "Price List™ for each company are usually not very
significant. Also. there is a wide practice of offering rebates or sometimes surcharges.
depending on volumes or supply conditions. The Monopolies Control Authority has a
strict control over the practice of companies in relation to oil prices.

2.3.3 FRANCE

France used to be a country with an extremely regulated Oil Sector. based on an old
1928 Law that established a special Oil Monopoly. which was not almost fully abolished
until 1976. From that date. the movement towards price freedom for oil price started.
and in 1978, oil prices for heavy fuel-oil were liberalized.

In 1982, fix prices for petrol and diesel were changed to a maximum price syvsten.
based on the cost of production in French refineries. That svstem was brought to the
European Court of Justice (Rule Leclerq) and one dav before the Furopean Court
ruled against the French Government. those maximum prices were changed into free
prices. Also that freedom was extended to distributors and retailers margins. which
were previously also fixed. The freedom process ended in 1936, when heating gas-oil
prices were also liberalized.

A special feature of the French Syvstem, also later copied n Spain is the Autori-
zation System for operating in the Oil Sector in France. This Svstem established an
administrative autorization for refiners which were ¢iven licence for operation for 10
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vears and a similar autorization for importers and distributors for 3 years (until 1933
for 3 years).

This administrative svstem. was based on the idea of Security of Supply. Some
minimum requirements were established regavding financial and technical capabihities.
All the companies operating in France. publish their own "Price Lists™ which usually
gives different prices for the several regions of the country. These velerence prices are
subject to the usual rebates and discounts.

The level of competition in petrol and diesel in France is the highest in the EEC.
with large surfaces (hiper and supermarkets) offering sometimes prices 15% off the
normal prices in other places. Also those prices are generally higher in highways than
in normal roads.

2.3.4 GERMANY

Germany has been ever since. the champion of oil prices in the EEC. Never a Govern-
mental System for oil prices has existed. nor the companies are even allowed to make
a big scale publication of their “Price List™. which are to be used mainly as reference
for the sales force of the different companies.

Nevertheless. prices for petrol stations do not differ widely although it is said that
Germany has a stronger price competition for medium and large industrial consumers.
with important differences based on volumes. places and supplies conditions.

There are sensible price differences between the different “Lander™ of the country.
depending on their respective distribution costs.

2.3.3 GREECE

Greece is also another of the EEC Countries with a controlled system for oil products.
although it is necessary to point out that the whole svstem is under close scrutiny by
the Commission of the EC in order to guarantee it’s compatibility with EEC rules.
Very recently, the 13th December 1990. the European Court of Justice made a Deci-
sion regarding the whole of the Greek Oil Monopoly. In respect with the oil prices
svstem. the main elements under scrutiny. namely the storage costs and the so called
“moderation factor” or “market trend” that will be analvzed later. were not included
in the Decision. based on some infringements of the legal procedure but are probably
1o be submitted again to the Court in a next revision of the Case. The actual system
derives from a Greek Law dating from January 1939, This new svstem establishes both
a fortmightly maximum price and a minimum price.
The maximum price is defined in the following

PMAX= IQ 4 TC 4+ MC + SC + MT

IQ : International quotations (9/10 x FOB Italy Quotations + 1/10 FOB Rotterdam
Quotations)

TC : Transportation costs : Based on the transportation costs between Geneva and
Pireaus in Greece.
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MC : Miscellancous costs: comprising the insurances plis the operating and transport
losses and (he interior transport costs to the vefineries. This is caleulated at 0.3
Y% of the sum of the 1Q and TC.

SC : Storage costs: Based in the condition prevailing in Greece. This costs are
calculated based on the sum of the previous factors for eacli product multiplied
by 90 days of compulsory storage and at the interest rate of LIBOR.

MT : Moderation Factor or Market Trend. This is the key element of the process.
This is a fac tor ranging from + 20% of the international quotations. This factor
is determined by the Greek authorities. In a discretional manner. depending
on the conditions prevailing at a given moment in the world oil markets and the
real cost of supply to Greece.

All these elements are converted into Greek Drachmas. depending on the course of the
dollar with 15 daxvs of delay.

The maximum price so determined is an ex-refinery price. That is. the price at
which refiners/importers could sell the products to the distributors which in turn have
an average distribution cost. Adding the excise tax and VAT. resulting the maximum
prices at consumer level.

Nevertheless this maximum price at ex-refinery level has to be compared with a
minimum price. This minimum price is calculated in a similar way taking into
account the quotation FOB ITALY plus transportation costs and the storage costs
defined before.

If. minimum prices were actually higher than maximum prices for five consecutive
dayvs. the maximum price is increased until it reaches the minimum prices (or in other
words the "Market Trend™ factor is revised upwards)

This rather peculiar behavior has a meaningful explanation. The Greek System
was apparently designed. according to the Commission complaints. in such a way as
to protect the refineries in Greece. which were of public propriety. using maximum
prices that were so low that made imports unprofitable {see the Van Tiggele Rule) and
therefore this automatic correction procedure.

The last special feature of the Greek Svstem is the existence of a compensatory
mechanism for distribution costs. Based on the high number of islands in Greece and
their low level of density this system provides for the small islands not to pay exorbitant
costs for their supply in relation to the Athens area. where most of Greece population
concentrates. so this hiperequation svstem surcharges the high density. low distribution
costs areas and covers partially the extracost of the small islands.

2.3.6 IRELAND

Until 1982, prices in [reland were made with reference to those prevailing in the United
Ningdom. requiring a prior notification to and approval by the Irish Authorities. This
notification had to be made two months before the actual change in prices. estimated
gap of time for the operative stocks at older prices to be replaced.

In that same vear. the Irish Government bought the only refinery existing in the
country. due to the intention of the former owners (SHELL. BP. TEXACO. and ESSO)
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to close it down. To protect the activity of the refinery in the future a faw published
by the Irish Government compelled all the importers/distributors in Ireland to buy
35% of their estimated interior sales. 1o the above national refinery at prices higher
than those prevailing in the international markets. Also a maximum price system was
established that took into account the extra costs of those companies that had to rely
compulsory in supplies from the Tvish refinery.

That peculiar system was brousht before the EEC Court of Justice by the European
Commission (Rule Campus Oil). Surprisingly the Court decided that the procedure
was correct since it served lo guarantee a strategic issue (strategical supply — art.
36 of EEC Treaty) even if that was against the Free Movement of Goods (article 30)
because imports were limited.

Finally. in 1986. the system was temporarily abolished and the full freedom for oil
prices took place. Nevertheless. the Irish Government has the right to reimpose again
maximum prices. which was done in the summer of 1987.

From that date. a monthly revision was established for petrol and diesel. taking
into account the following elements:

1. The average quotation for each product in the CIF N\WE market.

o

. The production costs of the \Whitegate refinery.
3. Distribution margins. which are updated every six months.

4. For the retail prices a similar retailing margin is added to the “Final Distributor
Price™.

As usual in other countries there are individual “Price Lists™. which are of indicative
nature for each company. and usually are updated on a monthly basis. Due to the
obligation of supplies (33%) from the Irish National Co. refinerv. consumer prices
(excluding tax) are generally higher in Ireland than in other EEC Countries.

2.3.7 ITALY

Italy is also a special case in the EEC. Its price regime is a mixture of freedom for the
majority of oil products and a controlled svstem for petrol and diesel.

The march towards freedom started in the seventies. with the liberalization of fuel
oil prices in 1972, and finallv in 1982 a maximum price svstem was established for
petrol and diesel prices.

This maximum price is based upon the weekly calculation of the average consumer
price in the previous week in five of the main EEC countries (France. Germany. United
Ningdom. Belgium and the Netherlands). This prices are increased by the excise tax
(which is changed monthly in [talv) and the VAT to arrive to a final consumer price.

From 1985 the previous publication of those price changes in the [talian Official
Gazette became obligatory.

Last. there are also distribution and retailing margins which have been frozen since
1982, resulting in an important loss to those activities which has to be covered by other
neans.
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2.3.8 LUXEMBOURG

Petrol and diesel have maximum prices that are determined by the Government taking
into account those prevailing in Belginm plus a transportation cost between Belgium
and Luxembourg. Nevertheless. prices use to be more stable than in Belgium without
regional price differences. Fuel-oil and other products prices are free.

2.3.9 THE NETHERLANDS

Between 1972 and 1982 a maximum price system. similar to that of Belgium existed
in The Netherlands.

Because of the difficulties that resulted in the management and control of that
svstem and its lack of flexibility to adapt to the changes in the international markets.
the svstem was abolished in 1982 and was converted into a free pricing system.

From that date. every company operating in the Dutch market. publishes regularly
its "Price List™. which is based on the nearbv "FOB BARGES™ Rotterdam Market
quotations.

These "Price Lists™ are normally published weekly and are similar between the
different companies representing maximum prices. subject to the normal commercial
conditions.

Notwithstanding the small size of the country. there are usually two or three prices’
zones for the main oil products.

After the starting of the Gulf crisis an investigation has been made over the pricing
policies of the companies. without any irregular practice being found.

2.3.10 PORTUGAL

The pricing system in Portugal is also a special one. It has some elements of the
Belgium “Control de Programme™ and also some from the old Spanish pricing formula.

The basic rule is a maximum monthly price for each of the main products. at
consumer level. This maximum price is formed by the following elements. ‘

1. Domestic costs (DC): This is formed by the addition of the CAF costs of
the crude o1l imported into Portugal. plus the refining margin and the annual
distribution costs and compulsory storage.

2. International Average (IA): This is the weighed average of the consumer ex-
tax prices for the main products in five EEC representative countries (BBeleium.
Denmark. France. Germany and Spain). They are taken with approximately 30
dayvs delay.

3. Comparison between DC and IA : If the international average i1s higher
than the domestic costs. those are prevailing and the ex-tax consumer prices are
fixed at the Intentional Average. I the opposite. then the DC are taken into
consideration but are to be corrected progressively. <o in 1993. the [nternational
Average. whatever their level will prevail over the Domestic Costs.
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. Normal taxation: the normal taxation is formed by the Fxcise Tax on oil

products and the VAT

. ISP: This is a counter ciclical tax called “Special Product Tax™. defined as the

difference between the maximum prices fixed freely by the Portugnese Govern-
ment and the sum of the previous elements.

maximum prices have apparenty heen fixed and equal in the whole of Portugal.

although there are more than ten diflerent companies operating in the country. This
is a result of the leadership of the Public Refining Company PETROGAL.

This system has also been under close scrutiny by the EEC Commission although. it
is said that a compromise has been reached calling for a gradual and timely convergence
of the system to EEC parameters and also the integration of the ISP in the normal
excise tax.

2.3.11 SPAIN
The OLD FORMULA

Spain had until 1989 a “cost formula™ to determine ex-refinery prices. These prices
were determined in the following manner :

1.

2.

Determination of the cost of a refined ton of products : Cm
Cm = 1,01 (C + T + M)

Cm : The standard cost of different crude oils supplied to thie Spanmsh market.

T : the transportation costs that took into account the share of international
and Spanish fleet (at that moment subsidized through higher freights) and
a refining margin reflecting all the expenses (including insurances and com-
pulsory stocks) necessary to convert the crude oil into products.

International quotation for each product: Ci

Formed by the average price for each main product in the international markets
(mitially Mexican Gulf and the Persian Gulf and later Rotterdam and Italy).

. International cost of supply: Cm

Formed by the average price that results in multiplving the mdividual price for
each product by the relative weight of the demand of this product in relation to
the total demand.
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1. Individual price for each product: Pi

This is the result of the {ollowing formula
Pi = Ci + (Pm - Cm)

This individual price was initially estimated on a quarterly basis. later reduced
to a monthly basis and was the same to all the refineries irrespective of their
location to the market.

Also this formula was established automatically to the main products (those

with international quotations). For other products (LPG. naphtha) a relation
was established taking into account some of prices of the main products.

5. Distribution and retailing costs : DC
Because of the Qil Monopoly existing in Spain. all the distribution and retailing
of these products had to be made through the monopoly Company CAMPSA.
So it was the Government who determined those distribution and retailing costs
on a yearly basis.

6. Normal taxation

This was formed by the excise tax on oil products. and after 1936. by the VAT.

-

7. Renta de Petroleos (RP)

That was the equivalent of the ISP described in the case of Portugal. That
was a variable tax that made for the differences between a fix final consumer
price and the quarterly or. later. monthly ex-refinery price.

&. Final consumer price (PVP)
PVP = Pi + DC + EXCISE + VAT + RP

Yearly basis

Monthly vanation

Fix prices. equal in the whole of Spain

No rebates for commercial reasons

Changes were infrequent and determined by the Spanish Government.

The ’NEW FORMULA?”

According to the negotiations between the EEC Commission and the Spanmish Authori-
ties to adapt the Oil Monopoly. {uel-oil prices were liberalized in 1939 and subsequently
motor gasoline aud diesel and heating gas-oil prices were also established as maximum

prices, in June 1990 according to an automatic formula. This procedure is described
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in the following lines.

Maximum Prices for motor gasoline, automotive diesel and heating gas-
oil

PMAX = Ci + (PEi - C’) + M + EXCISE TAX + VAT
PMAX : Maximum price for each product which is changed every fortnight.

Ci : International Quotations. based on the Rotterdam FOB Barges and the Italy
market. with a three weeks delay.

PE:i : International Average European Prices. Average of the last eight weeks cor-
responding to the selling prices taxes excluded in the following six countries
(Belgium. France. Germany. Italy. Netherlands. and the United Kingdom).

Ci’ : International Quotations. Average of the last eight weeks in the international
quotations for the same products.

M : Adaptation Margin. Discretionary margin established by the Spanish Govern-
ment to compensate for the special characteristics of the Spanish market in rela-
tion to the EEC. This margin was fixed in 2 Ptas/ liter.

Excise Tax and VAT : Those fixed vearly in the General Budget of the Kingdom
of Spain for 1991.

For the time being the margin of the retailers (included in the maximum prices) are
determinated by the Spanish Government.

Maximum prices for industrial fuel-oil

PMAX = Ci + M + Excise Tax + VAT

PMAX : Maximum price for each fuel-oil (three qualities existing in Spain). These
prices are fixed on a monthly basis.

Ci : International Quotations. Average of the quotation in the Rotterdam FOB
Barges and OB Cargoes Italy with an average delav of one month.

M : Adaptation margin. Fixed in 3.000 Ptas/Ton for the low sulphur fucl-oil and
2.200 Ptas/Ton for the heavier uel-oil.

Excise Tax and VAT : Fixed on a vearly basis.
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Due to the special circumstances of the Spanish market. those IMaximunm prices are
applied all across the country. This is a result of the partial liberalization insofar
of the Spanish market. where CAMPSA still controls the vast majority of the retail
outlets and the distribution of other products. Also the CAMPSA prices have been
used by the Spanish Government as a means to curh down mflation. This sttuation has
to change gradually in 1991 and specially alter 1992, with the increase in competition
from national and forcign companices. The prospects for the post-1992 are to change the
actual system into a full freedom owe with a strong competition between companies and
important price differences based on the regional localization of demand. the location
of the petrol station or the nature and volumes demanded by the final consumers.

2.3.12 UNITED KINGDOM

For many vears there has been absolute freedom to fix oil prices in the United Kingdom.
by the different companies operating in the country. The usual svstem is that of “Price
Lists™ by individual companies at distributors level. In contrast with other countries the
“Price Lists™ between different companies reflected sensible differences. This situation
was compensated in the practice by important rebates/surcharges depending on the
specific characteristics of the final consumer.

Although. historically it was said that the market in the United Kingdom was sub-
ject to a strong level of competition. during the months that followed the Gulf crisis. in
August 1990. the Antitrust Commission of the United Kingdom started an information
procedure based on rumours of illegal practices. without finding any evidence.

2.4 A numerical comparison of EEC prices

Figures 2.4.a. to 2.4.e. give an updated comparison of EEC national consumer prices
in May 1991. They are followed for historical analysis by tables 2.4.f. to h. giving the
evaluation of prices excluding taxations for three main products.

This information is based on the weekly bulletin published by the Energy General
Directorate of the EEC' Commission. The main remarks that can be made could be
summarized as follows :

1. There are still large differences between Consumer Prices without taxes in the
main EEC countries. without those global differences dampening since 1985.

2. Nevertheless. a more deep analyvsis can demonstrate a certain convergence in the
majority of countries. with the global differences being the result of a statistical
astray observation (a country with unusually low/high price).

3. Of the main EEC countries. France is the one with the lower prices for auto-
motive fuels. This is due to the cut-throat competition used by the hiper and
supermarkets on those products.

4. On the other hand. countries with a large share of natural gas in their energy
balances (Netherlands. Germany) have consistently a high price for their fuel-o1l.
(That is also the result of a lower than average content of sulphur in those fuels).
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The velatively small differences between conntries hecome fullv apparvent. when
taxation is included.

Then the differences become formidable and the obstacles to a E12C fiscal har-
monization. which will be analyvzed later. appear in all its importance.
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FIGURE 2.4.3

COMPARISON OF LEADED PETROL PRICES

IN EEC COUNTRIES
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FIGURE 2.4.b
COMPARISON OF UNLEADED PETROL PRICES

IN EEC COUNTRIES
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Recently in December 1990 following the Trak-Kuwait erisis. the ERC Cominission put
forward two new ambitious proposals that are now under consideration by the Council
of Ministers.

The first and more ambitious proposal. concerned the obligation for cach Member
State to create a National Stockholding Board responsible for keeping 60 davs (or 2/3)
of the stock obligations. An important leature is the possibility of several Members
States. to create a Common Stockholding Board.

Also this Directive proposal. establishes the financing of such entity through refiners
and importers. in direct relation to the quantities supplied to the national market.

Also the proposal establishes the stocks as being formed. at least in 70% by final
products in the case of gasolines. kerosenes and gas-oils. and 50% in the case of fucl-oils.
The remaining quantities. up to 100%. could be constituted by crude oil or intermediate
feedstock.

The second Directive proposal refers to the empowerment of the EEC Commission
to establish an EEC anti-crisis plan in the eventuality of a serious supply disruption.
This second proposal. which had apparently founded resistance on the part of several
Member States have been also included in the general revision of the EEC Treaties
now underway.

4.3 National legislations
4.3.1 General framework

EEC Countries can be classified in two groups depending or not of the existence of a
National Stockholding System. Namely the situation is the following:

1. With a National System : Germany. Denmark. France. The Netherlands.
2. Without such a system: The remaining eight countries.

Notwithstanding. the twelve countries have national stocks legislations according to the
EEC Directives. For that reason we shall concentrate in outlining the main features
of the countries with a centralized national system. since that is probably to be the
common feature of the EEC as a whole in not a far future.

4.3.2 GERMANY

The information refers to the former West Germany. No information could be found
regarding the situation in the Fastern Landers.

Germany has total stocks of 125 davs. These are splitted between the German
Government. with strategic stocks for 30 davs. the Collective storage svstem. ERDO-
ELBEVORRATUNGSGESETZ (E.B.\.) 80 days and 15 davs by the refineries.

The main features of the 2B\ are :

1. This s a Public Company guaranteed by the German State. [ts associate mem-
bers are the vefineries and the importing companics established in Germany.

2. Its maim activities are :
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e Acquisition of products for stock or the stockholding [actlities (tanks and
equipment) for keeping the products.

o LIstablishment of final agreements with its sharcholders or other companics
to keep stocks. on behall of EBV . in their own facilities.

3. Financing of its activities

o Ordinary annual expenses are covered by the members in relation 1o their
activities.

o For the first constitution of stocks. external financing was required. acting
the product as collateral of the loans.

4.3.3 DENMARK

In Denmark exists also the " DANSKE OLIEBEREDSKABRLAGER™ (FDO) charged
of collectively managing the stocks. Association to the FDO is voluntary for any
company liable to holding stocks under Danish Law.

The company members of FDO could transfer some of their stock obligation (usu-
ally 2/3 of their requirements) but have also to keep some of them under their own
responsibility. Apparently total stocks are for 125 days ( 90 days for FDO and 35 days
for the refineries and importers). The main features of FDO are :

1. The company has a private nature. although it has the guarantee of the Danish
State. Nonetheless the refiners/importers are free to join the 'DO.

2. The activities are the usual in that type of organization: holding the physical
stocks and construction/leasing of the storage capacities.

3. The financing of the COVA is covered through a parafiscal levy complementary
of the excise tax on oil products.

4.3.4 FRANCE

Fraunce has the most recent (1938) and so perhaps also. the most complete system of
collective storage system.

The svstem is organized through the company named SAGESS (SOCIETE ANO-
NYME DE GESTION DES STOCKS DE SECURITE). The main features of SAGESS
are :

. Private company whose sharcholders are the o1l operators described helow i

relation to their selling volumes.

2. All companies holders of a special distribution antorization or \\ 5 ( sce chapter
1.3.) are obliged to participate in SAGESS. New companies are entitled to hecome

sharcholders through a cession of participation from former participants.

3. SAGIESS 1s entitled to maintain until 307 of the stock oblication of its associated
compames.

<
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5 . EEC environmental & product quality regula-

tions

5.1 Introduction

There are two main incidence sources of the cuvironment for the EEC refining industry.
They stem from the growing awareness of oil product qualitics on human health and the
environment. and the potential negative side effects of the refining and petrochemical
industries over these same aspects.

" Environmental regulations have. by nature. to be specific. That is to be adapted
to the special situations existing in a determined territorial zone. So in many cases
environmental regulations are determined at regional or even local levels.

But also. environmental regulations are a production cost item and so. different
regulations could be used. direct or indirectly. as a means to hamper trade. to enhance
national competitiveness. or in other words. to fragment the interior market.

For that reason. the EEC has since many vears established a process of flexible har-
monization regarding environmental regulations. This flexible approach means that
EEC regulations are conceived as minimum standards (defined to avoid unfair compe-
tition) compatible with higher national or regional requirements. provided those are
founded on solid grounds (a real and justifiable need) and do not interfere with the
EEC interior market.

The EEC environmental policy was ratified by the European Single Act of 1986 that
amended the EEC original Treaty. There. in the new article 130R. the foundations of
such policy were established. based on the following principles:

1. The EEC will have its own environmental policy. based on a preventive action,
correction at the source and a high level of protection.

2. Responsibility of the polluter or "Polluter pay™ principle.
3. Environmental policy to be closely intertwined with other EEC policies.

4. Subsidiarity principle: EEC action will deemed to be necessary whenever the
objectives pursued could be better achieved at EEC level than at national or
local levels.

Based on these principles. the list of Regulations. Directives. Decizions or Recom-
2 For the purpose of the studyv we shall
concentrate only i those of special interest to the Oil Sector. Also for clarity purposes

the above Acts will be classified in four sub chapters: General. Air. Water. and Control

mendations ssued at ELEC level is impressive

of Substances and \Waste.

2T he difference between the different Juridical FEC Acts should be noted. So a Recommendation
has a general “erga omues” nature but is not binding iu the least. On the contrary a Decision is
linited. 50 1ts scope - one or several Member States. a company or an individual ut it 1= obligatory. A
Directive (the more it scope. but only defines the final objectives. leaving the choice of means of its
iiplementation to National Legislation. Last a Regulation is general in its scope. and is obligatory
i all its elements from the very moment of it~ publication in the EEC Otlicial Jovrnal.
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In all these subchapters. a briel sunmmary will e given of the maim Acts of interest
to the Oil Sector classified by chronological order.

Finally in the last part of the chapter we shall concentraie on the product qualities
at ELEC and national levels and also give some hints about the CEN Standardization

workings.

5.2 Environment : general regulations

5.2.1 Council Recommendation EEC 75/436 — establishing the ” Polluter
pays” principle.

This Recommendation describes the application of the “polluter pays™ principle. which
states that: 7 natural or legal persons governed by public or private law who are
responsible for pollution must pav the costs of such measures as are necessary to
eliminate that pollution or to reduce it. so as to comply with the standards or equivalent
measures laid down by the public authorities”

Although of its "non enforceable™ nature. this Recommendation has framed the
EEC environmental policy from that time. and has been embodied in all EEC legislation
in this field.

The Recommendation defines different types of standards. the purpose and proce-
dure for the imposition of charges. justified exceptions to the principle. and certain
types of publicly funded financing that were considered to be not in violation of the
EEC by-laws regarding public aids. (since then even those based on environmental
grounds. are closely scrutinized and in many cases forbidden).

It pointed out that the member states. in applyving the principle. should not make
any distinction between pollution affecting their own or other countries. as imposed by
international agreements.

5.2.2 Council Recommendation 79/3/EEC: Pollution control cost evalua-
tion.

The Recommendation offers a brief scheme containing principles. definitions and me-
thods according to which the member states should evaluate the cost of pollution
control measures in industry and communicate the results of such studies to the Eu-
ropean Commission. Its purpose is the harmonization of the imformation gathered in
the member states and the development of an overview of these costs throughout the
Comununity. [t was later linked to the CORINE PROGRAN (see point 3.2.4.)

5.2.3 Council Directive 85/337/EEC: Environmental impact assessment

This 15 a basic Directive that eushrined the “preventive approach”™ to environmental
protection by requiring that before consent is given by anv Authority (either National.
Regional or local). certain new projects likely to have significant effects on the envi-
ronment. because of their nature. size or location. are to be subjected to an assessment
of its potential environmental impacts.

[
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Projects thal are considered 1o have significant effects on the environment. and
‘are alwavs subject to the environmental impact assessment requirement. were listed
Annex L. Projects which may have significant eflects on the environment are hsted 1n
Annex IT and are (o he made subject to the requirement when the member states con-
sider that also necessarv. So in Annex [ are included crnde oil refineries. large thermal
power stations. chemical installations. trading ports and waste disposal installations
for the incineration ov treatment of dangerous wastes. In Annex [T for its part there
is an extensive list of activities. of interest for the Qil Sector are the production and
extraction of hydrocarbons. the storage of fossil {uels and infrastructure projects of a
certain importance.

The developer is to supply the competent authority with detailed information con-
cerning the project: measures to avoid. reduce or remedy significant adverse effects and
any data necessary to identify and assess the main environmental effects.

Exemptions mav be granted in exceptional cases under strict controls and also
projects in relation with national defense were exempted .

If a project is likely to have significant effects on another member state. it was
necessary for the affected state to receive extensive information on the project. This
information is to serve as a basis for any consultations between them.

This Directive is subject to periodical revisions of its implementation and its pro-
blems/consequences. through formal Communications of the EEC Commission to the
Council of Ministers.

5.2.4 Council Decision 85/338/EEC — CORINE

The Decision set up a 4-vear pilot program. to collect information on the state of the
environment in the Community in certain specific fields. such as atmospheric pollution
and the resources and characteristics of the Mediterranean Region. It was also based
on an former Council Decision of 1976. that established an Inventory of Sources of
information in this field.

[t also has initially the purpose of facilitating the assessment of the impact of envi-
ronmental measures by improving the comparability of data and providing a metho-
dological framework for gathering and processing information about the environment
in the Community. The results helped to make the necessary changes in a new 1990
Decision in this field extending the time horizon of this program.

The Decision set up a procedure for maintaining an inventory of sources ol informa-
tion on the environment in the Community on the basis of a questionnae. Its purpose
1s more adequately fulfilled by the new CORINE program.

5.3 Environment: atmospheric emissions

5.3.1 Council Directive 70/220/EEC : Motor vehicle pollution

This crucial Divective. which has bheen amended and updated nine times. lavs down
technical standards [or emissions of carbon monoxide (CO) and volatile hvdrocarbons
from (VOC) vehicles with petrol engines. except tractors and public works vehicles.
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Limits for nitrogen oxides (NOx) were added in 1977 [t affected sigmificantly not only
the oil but also the car industry.

The emission limits set by the last amendinents of the Directive 88/7G/CELE and
89/ 491 /CEE were the following (test conditions):

i
Engine size CO | HC+XNOx ! NOx | Particulates
ar ar i gr ar
i
1
C > 2000 cm? 25 6.5 3.3
1400< C < 2000 { 30 & — 1.1
C< 1400 cm? 19 ) —

5.3.2 Council Directives 72/306/CEE AND 88/77/EEC : Vehicle pollution
on diesel vehicles

The initial Directive was amended once and later extended by Directive 88/77. It
established also the limits for emissions of pollutant gases and particulates from diesel
engines. The last revision published only a few weeks ago and not vet approved by
the Council of Ministers. will impose the actual U.S. limits in 1996. and so demand a
sulphur content in automotive gasoil of 0.05%. (see point 5.3.3.) The actual limits are
the following:

Engine size CO | HC+XOx | NOx

or or or
C > 2000 cm? 30 8.1 14
1400< C < 2000 36 10.0 —
C< 1400 cmt? 34 19 7.5

5.3.3 Council directive 75/716/EEC : Sulphur in gas oil

The Directive. limits the concentration of sulphur in light oils used for houschold hea-
ting and cooking. and for diesel-engine motor vehicles. with the purposes ol protecting
the environment and ensuring the fair trade of these products in the whole of the ELC.
[t was replaced in 1987 by a new text. set out in Directive &7/219/EEC. which in time
15 10 be replaced by a new Directive recently proposed by the EEC Conunission.
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The actual limit is 0.3% Sulpliur content but member states could establish a 024 S
under justified circumstances. _

The new Directive proposal (issued in May 1.991) establishes the following Timits

for the sulphur contents in gas-oils:

TYPE DATL
11091 1.10.96  1.10.99

Automoltive 0.2% 0.05%
Heating 0.2% 0.1%

In line with article 4 of the Directive (a general provision established in many other
Directives). member states could not prohibit or restrict the marketing of such gasoils,
on the grounds of sulphur content. provided they comply with the requirements of the
Directive.

5.3.4 Council Directive 80/779/EEC sulphur dioxide and suspended par-
ticulates.

The Directive fixes limit values (Annex I) and guide values (Annex II) for sulphur dio-
xide and suspended particulates in the atmosphere and conditions for their application.
(Immission values). It has been amended thrice. the last time in 1939 (D 89/42/EEC).

Member states must establish monitoring stations and supply data regularly to the
Commission. Once a vear member states must inform the Commission of instances
where limit values have heen exceeded. the reasons and the measures that have been
taken to avoid its repetition. A member state must consult its neighbors and the
Commission. before setting a limit value in a border region. The Commission must
publish an annual report based on the data submitted by the member states. The
last was made public in May 1991. Limit values for SO; immissions are taken in table
3.3.1.a.

5.3.5 Council directive 84/360/EEC - Air Emissions from industrial plants

This is a framework directive which requires the member states to ensure that the types
of industrial plants listed in Annex L. in which refineries are chemical plants are inclu-
ded. receive authorization beflore starting operation or alter a substantial alteration of
its installation. An authorization only may be issued when the competent authority s
satisfied that all appropriate measures against air pollution have been taken. including
the application of the best available technology. so long as the costs are not excessive:
-the plant will not cause significant air pollution: none of the applicable emission linit
values is exceeded and all applicable air quality fimit values are taken into account.

In this respect it is worth to mention that a BATNLEC Study (Best Available Tech-
nology Entailing Excessive Costs). for the refining industey conducted by the EEC
Commission. is next to be linalized. [t will provide excellent information about the
future of the European refining industry in relation to technology and costs.

[V
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TABLE 5.3.4.a

SO02 INMISSION LIMIT VALUES

Limit values for sulphur dioxide expre sacd in pg/m’, and associated vulues for suspendcd purti-

culates (mcasurcd by the gravimetric method) expressed in pg/m!’

Kelerence peniod

Limat velues for
sulphur dioxide

Asoctsted value for
suspended particulates

Ycar

80

(mcdian of daily mecan valucs
uken throughout the ycar)

> 150

(medisn of duily mcan valucs
taken throughout the year)

120

{mcdian of daily mican values
taken throughout the yecar)

<150

(median of daily mcan valucs
taken throughout the ycar)

Winter
1. 10.-31. 3.

130

(median of daily mean valucs
taken throughout the wianter)

> 200

(median of daily mean valucs
taken throughout the winter)

180

{mcdian of duly mcan valucs
taken throughout the winter)

S 200

(median of daily mcan valucs
taken throughout the winter)

Yecar
(madc up of units of
mcasunng pcnods
of 24 hourn)

250 (")
(98th percenule of all daily
mcan valucs taken throughout

> 350

(98th percenule of all
daily mecan values tuken

the ycar) throughout the ycar)
350 () <350
93th rdtile "bf (1l d4il Hdfth- patt ul t byl
1|$rqn \.?curcg ;“) lu 'ﬁnyc .I%Qu y 0 1

(') Mcmber States must take all 8 fp(opm(c scps 1o casurc that this valuc is not exceeded for morc than thrce consecu-

uve deys. Morcover, Mcmber Suates must cndcavour to prevent and to reduce any such instances in which this valuc
has been exceeded.
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5.3.6 Council Directive 83/203/BEC - Nitrogen dioxide in air

Similar to Directive 80/779 this Directive lays down limit vaiues to protect Liiman
health (Annex 1) and guide values (o improve protection of human health and to
protect the environment (Annex 1) for nitrozen dioxide i air. 1t does not apply to
occupational exposure or the situation iiside Linldings.

The limit value fiom 1 July 1987 i 200 microgranunes per cubic meter o The
member states must inform the Commission of arcas where this value is exceeded and
draw up plans to mcet the limit value 7 as rapidly as possible™ by I January 1994 at
the latest.

The member countries may set lower limit values in zones where there is a forese-
eable increase in NOx from urban or industrial development. Lower guide values may
be set in areas that are considered 1o need special environmental protection.

As the Directive 80/779/EEC for SO.. this Directive regulates the immission levels
for NOy. Later it was complemented by a 1.95% Directive reducing the SO, and NOy
emissions from large combustion plants (including refineries).

5.3.7 ZCouncil Directive 85/210/EEC - Lead in petroi

This Directive required the member states to reduce the permitted lead content to 0.15
g Pb/l (set in a former 1978 Directive at 0.4 ¢/l ) and also to ensure the availability
and balanced distribution of unleaded petrol {having a content below 0.013 g Pb/l)
starting from 1 October 1989. (now it 1s fullv implemented).

This Directive is linked to Directive 82/884 that established a maximal lead con-
centration of 2 micrograms per cubic meter. (immission volumes).

Member states may prohibit the marketing of leaded petrol having MON {Motor
Octane Number) lower than 83 and a RON (Research Octane Number) lower than
95. for reasons of heaith and environment proiection and also have to promote tie
availability and balanced distribution of unicaded petrol within their territory. which
has been the case. speciallv after the introduction of tax beuneiits for unleaded petrol.

The Directive also establishes that benzene content of both leaded and unleaded
petrol may not exceed 5.0% as of 1 October 1939. There is a strong possibility that
this limit is to be reduced to 3% in a verv near future.

S ive 83/¢99/CEY —— Atmospheric emissions »f large

5.3.8 Council Direc

This is an impoertant Directive issued in 1988 aiter several vears of jutense disenssion.
Its objectives are 1o substantiallv reduce the emissions of 50, and MOy from large
combustion plants {defined as those Jacger tirai 30 Niv of thernmu! power).

A distinction was established in the Directive between existing (those i cperation
or with license approval on Ist July 1937) and the new plants.

As for existing. a national inventory of emissicns was made for each EEC country
I 1980, From that date and taking mte account the national specific situations. a
national veducticn tar vet was established for 1993, 1998 and 2003 (they can be seen in
table 3.3.%.a.).
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TABLE 5.3.8.a

SO2 AND NOX NATIONAL REDUCTION TARGETS
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TABLE 5.3.8.b
EMISSION LIMIT VALUES FOR NEW PLANTS

mg SO2/Nm3
2000
1700 1700
1500
1000
500 400
O ] ] i | ] | 1 | L
O 100 200 300 400 500 600 700 800 900 1000
MWth
— LIQUID FUELS




THE EEC O SECTOR

I reference to new plants. different emissions limits were set regarding the type of
fucl to be utilized and the plant size. In figure 3.3.8 b.are represented. the 50, emission
limits for liquid fucls which are the reference case for a refinery.

The Directive also established the obligation for every EEC Country to present
a detailed plan of emissions reduction. including in any case thermal power stations
and the refineries . Also from 1.990 they shall inform the EEC Comuission about the

annual emissions from the above large combustion plants.

5.4 Environment : water emissions
5.4.1 Council Directive 76/464/EEC - Discharges of dangerous substances

This is again a framework directive which provides for the elimination or reduction of
pollution of inland. coastal and territorial waters by particularly dangerous substances
whose limits are to be established through subsequent directives. It is also intended to
ensure a common approach in the implementation of international conventions in this
field.

Member states were to take appropriate steps to eliminate pollution by substances
listed on Annex I of the Directive and to reduce pollution by substances listed on
Annex II .

Annex I contains substances selected on the basis of their toxicity. persistence and
bioaccumulation. e.g. organohalogen and organophosphorus compound. carcinogenetic
substances. and mercury and cadmium compounds and member states must establish
a prior authorization system. based on emission standards. for the discharge of them.
under the limit values established by the Council. Persistent mineral oils and
hydrocarbons of petroleum origin are also included.

For Annex II substances. member states must establish pollution reduction pro-
grams with deadlines for implementation. and including a prior authorization require-
ment and compliance with emission standards for all discharges. The emission stan-
dards must be based on quality objectives which must respect existing Community
directives.

Further to this Directive. four implementation Directives have been issued in rela-
tion to products included in Annex I. Namely the 82/176/CEE (mercury). 83/513/CEL
( cadmium). 84/491/CEE ( hexachlorocyclohexane) and 86/280/CEL that was actually
a general updating of the original Directive.

5.4.2 Council Decision 75/437/EEC - International Convention on marine
pollution from land-based sources

This Convention. known as the 7 Paris Convention™, aims at preventing pollution of
the Atlantic from land-based sources.

The contracting parties accept to take ™ all possible steps to prevent pollution of the
sca” from human activities. The Convention provides three categories of substances in
Annex A:

e Type I substances. including persistent chemical families or materials. which
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The contracting partics agree to develop contingeney emergencey plans and incans
for combating pollution. and to cooperate in the regnlar monitoring of the Medi-
terrancan and the salvage of harmful substances in case of grave and imminent
danger from massive quantitics of oil or other harmful substances resulting from
accidents or the accumulation of small discharges. This procedure has worked
during the recent accident of Genoa.

3. Council Decision 83/101/EEC pollution from land - based sources
The Decision approves the Protocol for the protection of the Mediterranean Sca
against pollution from land-based sour-ces. and it is similar to the Paris Conven-
tion (including oil and hydrocarbons).

The groups of substances listed in Annex I must be eliminated; the groups of
substances listed in Annex II must be strictly limited. The parties accept to
collaborate in the development of standards for pipelines. effluent treatment,
the use of sea water. the control and replacement of dangerous products. and
requirements for the control of substances listed in the Annexes.

5.4.5 COUNCIL DECISION 86/85/EEC — Information system on oil po-

llution at sea

The Decision sets up an information system under the direction of the EEC Commission
covering four areas of activity :

1. an inventory of resources for combating marine oil pollution.
2. a list of national and joint action plans for combating marine oil pollution.

3. a compendium of hydrocarbon properties and their behavior and of methods of
treatment.

-

4. an inventory of resources for combating other harmful substances spilled at sea .

This information is to be collected and updated every vear by the EEC Commission
and then disseminated to the member states.

5.5 Environment : control of substances & waste
5.5.1 Council Directive 67/548/ EEC — Testing of chemicals

This Directive has been amended 21 times since its adoption. The purpose of the Di-
rective was to harmonize the laws of the Member States on the testing. classification.
packaging. and labelling of chemicals that are dangerous to people or the environment.
In 1979. the "6th Amendment”™ to the Directive (Council Directive 79/831/EEC) -
troduced a pre-marcket testing and notification system flor new chemicals marketed ou
the Community market.

The Directive distinguished hetween "new™ and “existing” chemicals. Existing che-
micals were those which were placed on the Community market before 18 September
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1981 and are listed in the European Inventory of Existing Commercial Chemical Sub-
stances (EINECS) which is permancatly updated.

Every producer or importer who markets a new chemical substance on the market
for the first time in the European Community after September 1981, had to submit an
extensive notification dossicr about the product {o a national competent authority at
least 45 davs in advaunce.

Substances which are already subject to Community controls. such as pharma-
ceuticals. narcotics. and radioactive substances, are excluded from the scope of the
Directive.

The Directive listed 14 categories for the classification of dangerous substances ac-
cording to their physiochemical or toxicological properties. The Directive also contains
basic requirements for the packaging of dangerous substances.

5.5.2 Council Directive 75/439/CEE — Waste oils

The Directive is designed to prevent the uncontrolled disposal of waste oils and also
to avoid that different financial arrangements adopted to promote safe disposal and
recycling do create barriers to the interior market.

Member states must ensure the safe collection and disposal of waste oil. and thai
thev are “as far as possible” recvcled. "Waste oils™ include lubricating oils but not
industrial wastes from oil refineries.

The Directive prohibits the discharge of waste oils to water and drainage systems.
to the soil or any processing of waste oils causing air pollution exceeding the level
prescribed by existing regulations.

Companies liable to dispose waste oil or those collecting or recycling waste oils have
to get prior permission from the National Authorities. who will keep a strict control
over them.

Every 3 vears the member states have to submit a report to the Commission. The
Commussion has to report to the Council in 1992 on the measures taken by the member
states concerning the operation of regeneration and combustion plants specially in
relation with the emissions of heavy metals. chlorine and fluorine.

5.5.3 Council Directive 75/442/EEC — Industrial waste

The Directive bounds the member states to take the necessary measures to ensure that
waste is disposed of without endangering human health or harming the environment.
This Directive does not apply to radioactive wastes. mining waste. some agricultural
wasies. waste waters and gaseous cffluents.

Five general obligations are established for member states :

1. Designate national competent authorities to be respousible for waste management
under the scope of the Directive.

2. See that the competent authorities establish waste disposal plans.

3. Subject nstallations which treat. store or dispose of wastes on behalf of third
parties to a prior authorization requircinent.
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1. Apply the “polluter pays principle” in relation to the origin of the waste.

5. Encourage recvcling. and submit situation reports to the Commission every three

vears.

The plans to be drawn up by the competent authorities. have to cover the type and
guantity of wastes to be disposed and define suitable disposal sites (in relation to the
specific waste). Also the circulation and disposal of the waste is to be periodically
checked.

Under the “polluter pavs principle”. the cost of disposing of the waste must be
borne by the originator of the waste or by the holder who has the waste disposed on
behalf of the originator.

This Directive was later complemented by Directive 78/319/EEC which defines
those companies or individuals that produce. hold and/or dispose of these wastes. must
keep records and make them available to the competent authority on request. Also a
specific form must accompany any shipment of these wastes. The form must give the
name and address of the producer, previous holder, and final disposer of the wastes in
order to maintain an effective control.

Another extension of this Directive is the 84/361/EEC regulating transfrontier
shipment of these toxic and dangerous wastes in a similar way as to transport inside a
member country.

5.5.4 Council Directive 82/501/EEC — Major Industrial accidents & emer-
gency response

This is the well known “Seveso Directive”. that established a procedure whereby in-
dustrial plant operators. local and national authorities and the European Commission
cooperate in identifving and controlling the risks of major accidents from industrial
mstallations. A major accident is defined as “an occurrence such as a major emis-
sion. fire or explosion resulting from uncontrolled developments in the course of an
industrial activity, leading to a serious danger to man. immediate or delaved. inside or
outside the establishment. and/or to the environment, involving one or more dangerous
substances”.

The Directive is divided into 2 parts. Under the first part. for general hazards. the
manufacturer must be able to prove to the national competent authority at any time
that 1t has identified existing major-accident hazards. adopted the neccessary safety
measures. and provided the management and workers on the site with information.
traming and equipment in order to ensure their safety.

Under the second part certain industrial activities are subject to a notification
procedure if one of the 180 chemicals designated in Annex T are or may be present
m the designated quantities, or if the chemicals listed in Annex II are stored above
certain quantities.

The notification is to be submitted by the manufacturer to the competent authority.
It must contain detailed information about the nature of the substance. the industrial
plant characteristics and possible major accident situations. including emergency plans.
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In the case of an accident. the company must immediately inform the conpetent
authority abont all aspects of 1t and the emergency responses Measures taken. The
member state must immediately inform the Commission and prepare a complete report
on the causes of the accident. emergency procedures. the nature and extent of the
damage and medium and long-term measures to alleviate the damage.

A very sensitive issue is that citizens potentially aflected by a major accident. and
also thosc living in neighboring member states. must be informed and their governments
have to be consulted about emergency planning measures.

5.6 Products specifications
5.6.1 General remarks

In this chapter we shall concentrate on the specifications for petrol and diesel in the
EEC. with some minor references for heating gas-oil. As for fuel-oil. national specifi-
cations are so different that no great value could be obtained from that analysis.
Last. in the final points. we shall make some references about the future oil products
specifications that. although not enforced by law. might be a reality in a near future.

5.6.2 Gasoline specifications

The tables 5.6.2.a. and b. picture the gasoline specifications in the main WWest European
Countries.

As it can be appreciated. the main differences stem from the Motor Octane Number
(MON) figure and specially the Vapour Pressure. It is also important to notice that
1n many countries there exists a summer and winter specification.

As for the EEC specifications the Unleaded Eurograde 95 ON was published in
1985. Following that date the EEC gave a mandate to the CEN ( European Center
for Normalization) to produce a European Standard. The CEN has proposed a draft
specification for unleaded petrol (European Norm 228) which is going to be examined
and approved in May 1991. This CEN 228 norm can be seen in table 53.6.2.c.

It is also necessary to point out that in some EEC countries. notably Germany and
France. there exists a variety of 98 RON unleaded petrol with a significative market
share.

5.6.3 Automotive diesel

The same considerations made for gasoline could be made for automotive diesel. The
diesel specifications in the main West Furopean Countries can be scen in Table 5.6.3.a..
As for the sulphur content the EEC approach was analvzed in pomnt 5.3.3..
Again there is a CEN norm. which is pending approbation in May 1991, and which
15 prctured in Table 5.6.3.h..
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IABLE 5.6.2.a

Europesn Kational Specifications eaded eotor gacoline

202

OCTANE DISTILLATION
-
#Hackeling ROM KON 8% VLi(a) X 3( X o(t) X -; f,““- Residuc
arco (bar) W C 100 C 180 C C X vol
Austcia P 98.0 min P B87.0 @min S 0.45-0.70 - $ 15-42 5 40-65
U 0.60-0.90 - U 20-47 W 42-70 85 min 215 mox 2.0 aux
8elgium P 97.5 min 0.45-0_95 15-45 L0-70 90 min 215 max 2.0 max
Denaark P 98.0 min P B88.0 min S_.0.(5-0_80 700-1100 1S wmin 44-60 90 win 210 wmax 2-0 «ax
1.0.58-0_90 800-1200 20 amin 45-70
U.0.70-0_.95 900-1300 25 min 45-72
finland © 98.6 @in P B7.0 min S 0.5-0_8 - 15 @in £{5-65 90 min 210 wmax 2.0 max
R 91.6 min R 83.0 mi 1 6.7-0.9 - 20 min S0-70 90 min
4 0.8-1.0 25 min S0-70 90 ain
France P 97.0-99.0 P 85.0 min S 0.45-0.79 <900 10-47 40-70 B85 min 215 max 2.0 max
R 89.0-92.0 1 0.50-0.86 <1000
U 0.55-0.99 <1150
sermany P 98.0 min P B8.0 min S 0.45-0.70 S 15-40 £ 42-65 90 min 215 max 2.0 max
U 0.60-0.90 U 20-4S U £45-70
ireece P 9.0 min P 85.0 min S max 0.65 10 win 30 - 65 85 win 215 max 2.0 max
K 90.0 ain - « max 0_80
P/R S: 040-0_.735 10 min
taly P 970 min P 87.0 min U- 0.50-0_833 Sz 10-45 30-70 85 =min 220 wmax 2.0 max
R 84.0 min - U:- 10-48
loruay (b) P 98.0 min - - - - - - - -
S wax-0.70 <910
‘ortugat P 98.0 amin (b) [ =ax-0_83 <1040 10-45 35-70 80 win 210 wmax 2.0 max
R 90.0 min (b) U 0.60-0.98 <1190
pain P 97.0 min P 87.0 min S 0_47-0_63 - 10-45 30-70 80 mia 210 max 2.0 aax
R 92.0 ain R 82.0 min Y 0.54-0_77
weden P 980 min P B7.0 min $ 0.45-0_90 <1100 S 1S min € 44-68 Q0 win 215 emax 2.0 wox
Y 0.70-1.05 <1300 U 20 min 4 45-72
«{trertleand P 980 -;(n P 88 0 mian £ 0.45-0_70 < 990 £ 15-42 € min L0 0S5 win A 215 max -
U 0.60-0_90 <1230 U 20-47 U min 42
(c) (c)
. and [reland
4 «<tar 97.0 win 85.0 min £ 0.93 max <1140 10-45 36-7T0 90 win 220 wox 2.0 max
3 star 3.0 min B2.0 min I 1.03 aax <1240
2 star ?0.0 min 80.0 «in U 0.6-1._15 <1340

)
(X at 70 Cx 7

.

VL1 (¢ cealculated as RVP (kPa) x 10 «
To be ennounced
“Recoamended €casonal vo(.tuuy characteristics

Source - CONCAV\IGE-
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TABLE 5.6.2.a (Cont.)

European Hational Specificationt (eeded motor gasollne

Stability
¥ “eting Oxidation " Exictent Copper Sulphur Density Refecence
o
stability gum corrosion X mass at 15 C kgrt
min og/ 100 mi
O-Norm
Austria - 5 max 1 @max 0.10 max Report C 1103
- 3h s0°c 1.2.89
8élgium - S max 1 max 0.10 max P 0.720-0.770 N8N TS2-70S
o
36 SO C 1990
Denmark 340 4 max 1 max 0.10 max P 0.73-0.77 - Danish Petroleun
) .
3h SO0 C Institute
01/10/90
Fin-.ahd 500 min S max 4 max 0.1 max - Agreement
france - 10 max 1b max P 0_15 max P 0.72-0.77 P-CSR 04 bis-c
: R 0.20 max R 0.70-0.75 R-CSR 03-1
- Jan. 1990
Gerwany - S max 1 max 0.10 max P 0.730-0.780 DIN S1600
- S0 A3 ' ‘ Jan. '88
Gi - - - - - ) -
-- NC &20-01
1taly - 8 max 1 max 0.20 max P 0.725-0.770 Nov. ‘89 (Reg.)
R 0.710-0.755 NC 623-01
Hov_ ‘89 (Prem.)
Hor vy - - - - - -
Kinistério da
Portugal c)y -~ 5 7 1b max 0.10 max ® 0.720-0.770 Economla
- R 0.710-0.760 Portarie 125/89
Spain 240 wmin 5 max 1b max 0_13 max P 0.720-0.780 Real Decreto
pa . R 0.710-0.760 148571987
Sweden - S max 1 max 0.10 max P 0.730-0.770 $S 155421
. S0 A3 . Apcil 86
Suitzerland 240 min S max 1 max 0.10 max - N 18116171
- Jan. 86
W and 240 min S max 1 max 0.20 max - 8S 4040
€ o] 1988

(Amended 29/6/90)

IGH

Source : CONCAWE
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TABLE 5.6.2.¢

Drafc Update CEN Unleaded ©

RON
MON
Lead
Benzene
Sulphur
Gum

Copper Corr.

Appearance

Oxidation
Stabilicy

Densicy

Oxygenates

- Water tolerance

Volatilicy

RVP hPa
E70 sv
VLI max
(RVP +7E70)
E100 =v
E180 &v min

FBP C max

Notes: o

(1) Properties marked = must be g

g/1
sV
€m
mg /100 ml

minutes

kg/m®

350-700

10-45

900

38-65

Premium  Regular

min
min
max
max
max
max
max

min

Class
2

450-800

10-45

1000
38-65
85

215

(L)
95.0 *
85.0 *
0.013 0.013
5.0 5.0
0.10(2) =
5 5
1 L

asoline Specificacion (EN228)

Tesc Mechod

ISO S164
IS0 5163
ASTM D3237

ASTH D2267

EN 41
EN S
IS0 2160

clear and bright visual

360

725-780

as per directive 85/536 /EEC

to be defined

3 4

5

550-900 600-950 700-1050

15-47 15-47
1100 1200
43-70 43-70
85 85
215 215

(2) Sulphur reduced to 0_054q from 1995

Source

CONCAWE
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TABLE 5.6.3.b

Draft CEN Diesel Fuel Specification

Properties applying to all grades

Flash Point PMCC °C min 55
Ash wm max 0.01
Water (KF) mg/kg max 200
Particulates (IP PM-BH) g/m’ max 20
Copper Corrosion 3h at 50°C max 1
Oxidation Stability g/m® max 25
Sulphur &m max Note (-
Carbon Residue (10%b) &m max 0.30
Temperature Climate Grades (Grades 1 to 6)
CFPP max Note (_
Density at 15°C kg/m’ 820-86G
Viscosity at 40°C mm?/s 2.00-4.
Cetane Number min 49
Calculated Cetane Index min 46
Distillation *C
10%v rec at reporc
50%v rec at reporc
65%v rec at min 250
85%v rec at max 350
95%v rec at max 370
Arctic Grades (Grades 7 to 10)
Crade 7 8 9
CrpPP max -26 -32 -38
Cloud Point ~C max -16 -22 -28
Density at 15°C kg/m® min 800 800 800
max 845 845 84O
Viscosity at 4--C mmi/s min 1.50 1.50 1.40
max = ------a - 4 .00 -------
Cetane Number min 47 46 45
Calculated Cetane Index min 46 46 43
Distillation °C
10%v rec at max = - -- 180 --------
50¢v rec a¢  _________ report ------
95%v rec at max = e e ——

--- 340 —-------

Source

CONCAWE
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5.6.4 The future of o1l products specifications

The qualities of oil products in the whole of Europe are moving very guicklyv. Some
products specifications that could be considered as irrealizable only a few vears ago.
are now a reality or arc to be enforced 1 a near future.

At EEC level. there has been a compreliensive proposition regarding. the sulphur
content of oil products. known as = The Freneh Memorandum™ which was presented
only one vear ago and which is now n some aspects behind the actual EEC proposals.

For that reason. it is interesting to deline a potential scenario for the vear 2.000
at EEC level. The objective is not so much to forecast the future of oil products
specifications. but to give a clear picture of the technical challenges ahead for the
Polish refining industry. if it is to integrate in world and EEC trade for those products
and to prepare for an eventual integration into the EEC.

This scenario is defined in Table 5.6.4.a. and gives a clear idea of the imiportance
of investments and technical requirements necessary to accomplish such a = Green
revolution”™. This is an important issue. necessary to consider before defining the
potential options for the future of the Oil Sector in Poland.
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6 IExternal trade regulations

6.1 Common customs tariff

For most products and also for oil products derivatives. the EEC has an external
Common Customs Tarifl but no customs levies are charged for oil products traded
mside the EEC.

That implies. that whenever a product of an external to EEC origin arrives to
community territory and passes the customs procedures it is considered to be in “{ree
practice”. That “free practice” implies that this product is considered as being EEC
like and so entitled to free transit inside the EEC.

An important feature was the Commission’s Regulation EEC/1775/77 which esta-
blished that oil products imported in order to have a definite treatment in a refinery
or chemical plant. were to be exempted to pay any duty.

The Common External Tarifl applied by the EEC in relation with oil products are
the included in table 6.1.a.

For conventional rate of duties. it has to be understood. those to be applied to
countries under GATT.Autonomous duties on the other hand are those applied to
countries outside GATT.

6.2 Origin of goods concept

Not until February 1991 there has been a common definition of “goods origin™ at EEC
level. In that date an old regulation that allowed France to have a special status was
abolished and the old General Regulation of 1968 (Council Regulation 802/63/CEE)
that defined a common approach to the concept of origin of goods was also {ully exten-
sible to oil products.

The basic elements of this “origins of goods concepts™ are:

” Article 4

1. Goods wholly obtained or produced in one country shall be considered as origi-
nating in that country.

[

The expression “goods wholly obtained or produced in one country means™ me-
ans:

a) mneral products extracted within its territory.
1) waste and scrap products derived from manufacturing operations and used

articles. if thev were collected therein and are only fit for the recovery of

raw maferials.”



I ! Raic of duty
} Table 6.1.a. ! i
: CN 1 Dc<cniption H I : Suppl("fc“u'y
codc ! ' autonomout i conventional unig
i H St | ™)
H t : l 1
H ] : !
O e O —_—
' 1 ? ’ 3 ] “ s
U SO SR e [ SO D S
' |
— =~ Fucl osly: i
271000 71 | — — — Foc undergoing a specific process (V) . . .. L ... 10 (7) S —
271000 75 — — — For undecrgoing chemical transformation by a process other than
thosc specificd in respeat of sublicading 2710 00 71 (Y) . . . . . . . HUN OO} s ) _
27100079 | — — — Forother purposes . . . . . . L 10 () S —
— — Lubricating oils: other oils:
2710 00 91 — — — For undergoing a specific process (Y) . . . . ... ... ... . 12 () 6 —
27100093 | — — — For undergoing chemical transformation by 2 process other than
those specified in respect of subhcading 271000 91 (') . . . . . . . 12 () () 6 (%) —
27100095 | — — — To bc mixed in accordance with the terms of additional note 6 (CN)
to this chapter (Y) .0 oL L L L 12 ) 6 —_
2710 00 99 ; — — —Forother purposes . . . . L L. . 12 (¢) 6 —
; !
2711 Petroleum gases and other gaseous hydrocarboans :
— Liqucficd : |
2711 11 00 — = Natwealgas . . 0 _ o0 l 35 () 1.5 —_
2711 12 il Progaac :
- - = %’topanc of a purity not less than 99 %:
2711 1211 ~ — — — For usc as a power or hcating fuel . _ . .. . ... ... . 25 16 —
27111219 | — — — — For other purposes (Y) . _ . . . . . . . ... ... . Frec Free —
— — — Other:
Z1111291 | - — — — For undergoing a spccific prooess M. oL 35 ¥ 1.5 —
27111293 | — — — — For undcrgoing chemical transformation by a process other than
thosc specified in respect of subhcading 2711 1291 (1) . . . . . . 35 G 1.5 (%) —
g
271112199 — — — —Forother purposes . , . . ... _ . _ ... ... _ ... ... 3.5 1.5 —
2711 13 — — Butaacs :
711310 {— — — For undcrgoing a specificprocess (1) . ... ... ... ... 35 () LS —
27111330 | — — — For undcrgoing chemical transformation_by a proccss other than . .
thosc specified ta respect of subheading 2711 1310 (1) . . . . . . 35 @) LS () —
14
711390 | — —~ — For other PUTPOSCS . . . . L L Lo 3.5 L5 —
«/111400 | — — Ethylene, propylene, butyleac and butadieae . . . . . _ . _ . __ ... _ . 35 () 15 —_
THUI900 | = — Other. . ..o 15 () 1.5 —
— fa gascous state :
TU200 | - — Natwealgas ... ... 15 () 1.5 —
U900 | - —Other . - . ... 35 () .5 —
\
*

Eatry ynder this subhicading is subjcat 1o coaditioas 12id down in the rclevant Community provisions
Toul cuspension for an indcfinite pcriod.

Scc addutional notc 3 (CN)

Duty ratc ceduced o 3.3 % (suspcasion) for an indclinitc penod.

Duty catc reduced 0 4 v (suspcnsioa) (or an indcfinitc period.

Duty raic reduced 10 7 % (suspcasion) (or an indclinitc period.

™
)
“
)
“
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. ! Ratc of duty

H 1
A . H T T T T
N : Decription ) . Sunplcmcn(;u_v
code H AULONOMOUs i conventionat unit
! (%) \ (%)
!
O S ; .
1 i 2 k) 4 S
e —_ B A - —
! i
2712 | >ctrolecum jelly; paraffin wax, microcrystalline petroleum wax, stack
iwax, ozokerite, lignite wax, peat wax, other mineral waxes, and
{similar products obtained by synthesis or by other processes, whether
Ior not coloured :
2712 10 | ~ Petrolcum jelly : .
2712 10 10 — = Crude ..o 25 M 18 M) —
' : i
2712 10 90 1 - —Other . ... ... ... .. o : 10 49 —
1
27122000 | — Paraffin wax containing by weight less than 07S %ol oil . . . . . . . . .. ! 10 4.4 —
271290 | — Other :
E — — Ozokerite, lignite wax or peat wax (natural products) :
29011 {— — —Crude . ... s —
29019 P — — —Other .. . .. 10 38 —
; — — QOther:
i !
« — — — Crudc: ]
27129031 : — — — — For undecrgoing a specific process (3). . . . . . ... ... ... 25 (1) 1.8 —
27129033 ' — — — — For undergoing chemicz! transformation by a process other than |
i those specified in respect of subhcading 271290 31 (3) . . . . . . 25 ()@ 1.8 (M) —
271290 39 '— — — — Forotherpurposes - . . . . .. ... ... 25 1.8 —
27929690 1 — — —Other . . ... 10 4.4 —
2713 EPetrolcum coke, petroleum bitumen and other residucs of petroleum
i oils or of oils obtained from bituminous minerals :
. — Petroleum coke :

1000 — — Notcalcined . . . .. ..o\t Free Free —
27131200 ' — — Caleined . . .. ... Free Free —
27132000 : — Petroleum bitumen . . _ . . . .. ... L. Free Free —
271390 i _ Other residues of petroleum oils or of oils obtained from bituminous

! minerals :
271390 10 ! — — For the manufacture of the products of heading No 2803 (3). . . . . . ! Free —
27139090 ! — = Other . . . . L 4 1.8 —
1714 i Bitumen and asphalt, natural; bituminous or oil shale and tar sands;
j 2sphaltites and asphaltic rocks :
2714 10 00 i — Bituminous or oil shale and tarsands . . . . . .. . ... ... ... Frec Free —
271490 00 g ~Other . . . . L Free Free —
i [}
i |
2715 00 00 : Bituminous mixtures based on natural asphalt, on natural bitumen, on
I petroleum bitumen, on mineral tar or on miaeral tar pitch (for
texample, bituminous mastics, cut-backs) . .. . ... ... 09 *) —
I
2716 60 00 { Electrical eneryy . . . . . Lo ] Frec Free ] 1 000 kWh
t '

(') Sec addional note S (CN)

() Towl suspension for aa indefinite period.

() Entry under this sublicading is subject 10 conditions laid down in the relevant Commuuity provisions
(*) Scc Anncx.
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('} Entry under this subhcading is subject 10 conditions laid down ia the cclevant Community provisions.

(!) Toual suspcnsion for an indcfinitc period.

(’) Scc addioaal notc 5 (CN).

() Duty ratc reduced 10 6 % (suspcasion) for an indclinitc period.
() Duty ratc reduced 1o 3.3 % (suspcasion) for an indcfinitc peniod.

IGH

Ratc of duty
QO] (%)
' 2 o 4 5K
27090090 | — Other . . . . . L Frec Free —
2710 00 Petroleum oils and oils obtained from bituminous minerals, other than
crude; preparations not elsewhere specified or included, coataiaing by
weight 70 % or more of pctroleum oils or of oils obtained from
bituminous minecrals, these oils bcing the basic coastituents of the
preparations :
— Light oils : !
271000 1t | — — For undergoing 3 specific process () . . . ... ... ... .. 14 () 7 — I
271000 15 | — — For undcrgoing chemical transformation by a process other than thosc {
specified in respect of subheading 271000 11 (%) . . . . . .. ... .. 14 () (3) 7 (%) — :
. — — For other purposcs : {
— — — Speaal spirits :
710 00 21 — — = —=Whitespinit . _ .. ... 14 (4 7 —
271000 25 — = = = Other. . . . ... 14 (9 7 _—
—_— = dlhcr
— — — — Motor spirit:
27100031 | — — - — — AviaUon spicit . - . . . .. ... 14 (9 7 —
————— Other, with a2 1zad contzat :
27100033 | — — — — — — Not exceeding 0013 gper litre . . . . . . . ... ... ... 14 (Y 7 —
27100035 | — — — — — — Exceeding 0,013 g per litre - . . o oo L. 14 9 7 —
27100037 | —"'— — —Spirittypejet fucl . . . . . . . ... ... 14 (9 7 —
27100039 | — — — — Otherlightoils . . . . .. .. . _ . ... 14 (9 7 —
— Medium oils :
2710 060 41 — — For undergoing a specific process () . . . . .. ... ... _ .. _. 14 (3 7 —
27100045 | — — For undergoing chemical transformation by a process other than those i
specified in respeat of subhcading 271000 41 (Y) . . . . . . . .. 14 @ @3 7 0) — ,
— — For other purposes: - i
— — — Kerosenc g
2710 60 S1 — — = =Jetfuel . . .. 14 (9 7 — :
27100055 | — — ~ —Other. . . . .. . . 14 (%) 7 —-
27100059 | — — — Other . . . . . . 14 (9 7 —
— Heavy oils:
— — Gas oils :
2710 00 61 — — — For undergoing a specific process (1) . . ... . L. ... 10 (3) S -
17100065 | — — — For undergoing chemical transformation by a process other than
thosc specificd in respect of subhcading 2710 00 61.(%) . . . . _ . . 0@ ¢ 5 () -
2710 00 69 — — — Forotherpurposes . . . . . . . ... 10 (%) s —



THIE FEC O SECTOR
?*Article 3

A product in the production of which two or more countries were concerned shall
be regarded as originating in the country in which the last substantial process or
operation that is economically justifiable was performed having been carried out 1n
an undertaking equipped for the purpose. and resulting i the n!anufacll_n"c of a new
product or representing an important stage of manufacture.”

That implies that for crude oil the origin is to be considered the country where it
was extracted from the ground. As for oil products it is the country where the crude
oil was refined and converted into oil products and eventually where raw oil products
where converted into other products subject to another customs statistical position
("headings™).

6.3 Preferential treatments

The Commission has established since its creation in 1937. a very open commercial
policy towards third countries. This Common Commercial Policy has been based on
three different instruments:

— Bilateral Commercial Agreements
— Global Commercial Agreements
— Generalized Preference System

The first item. refers to bilateral commercial and (in most cases) cooperation agre-
ements. signed with many countries notably the OCDE non European countries. but
also \editerranean countries and even the former CONMECON countries.

In general those agreements demand reciprocal concessions. but with respect to less
developed countries the concessions made on the EEC side are usually far greater than
those given by the non EEC countries.

The global Commercial Agreements are basically the EEC EFTA agreement and
the Lome Convention. Whereas the first is based on reciprocal concessions. the second.
which is an important economic agreement (signed with the so-called ACP Countries.
many former colonies of EEC countries). are also very favorable for the exports origi-
nated in those ACP countries.

The third. the Generalized Preference Svstem or GPS. is different from other types
of agreement. [t is annual. whereas the others are of a lenghtier duration. and spe-
cially theyv arc a unilateral concession from EEC side without asking for any reciprocal
commitment.

Last. it is necessary to mention that the EEC is studying the establishment of a
Free Exchange Zone with the countries of the Gulf Cooperation Council (Saudi Arabia.
Nuwait. Quatar and UAE). That new agreement will consolidate the facilities now given
under the GPS. and although some temporary limits are to be established for some
“sensible”™ petrochemical products. no restrictions are envisaged for oil products.

As for exports. freedom is the general rule. although in potential ¢risis situation
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restriction could be imposed in relation exclusively for exports to conntries outside the

ELC.

So the picture for oil products trade into the EEC could be summarized as follows:

l.

6.4

There is a Common Fxternal Tarifl with low rates. but that is only applicable to

a minority of origins.

In some cases a “butoir” svstem is established (an annual import-lree quantity
per country that if surpassed applics for the normal tarill).

Intermediate oil products for further processing in EEC refineries are not to pay
any import fee.

Almost 90% of all oil products imported into the EEC during the last three yvears
have not paid any customs levies.

. Notwithstanding their origins. when an external product enters the EEC territory

is immediately taken as a EEC product and so considered in “free practice”.

There is not any limitation for exporting oil products to other EEC countries.
although some restrictions could be nationally imposed to exports towards third
countries.

- EEC-Poland commercial cooperation agreement

This is a bilateral agreement signed in November of 1989 with a first stage of imple-
mentation of five vears. Its main features are :

1.

2

Mutual engagement upon GATT clause of Most Favored Nation.

. Covering all products except steal and coal products and textiles and agricultural

products.

A broad economic cooperation program covering many sectors including energy
15 also established.
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SCENARIOS FOR THE FUTURE

1 Introduction

This third part of the study is devoted to the analysis of the advantages & drawbacks
M 1 i M N M 3.1 .
of the three scenarios defined for the Tuture of the Qil Sector in Poland:

1. Control Scenario
2. Free market Scenartio
3. Gradual Liberalization Scenario

As it was pointed out in the introductory remarks of this study. this last option has
been considered by the Polish Authorities as their chosen option for the future. and so
we will concentrate in its main features.

The other two options are to be described briefly in order to fulfil the inmtial terms
of the contract. and also to pinpoint the soundness of the chosen scenario.

IGF
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2.1

SCENARIOS FOR THE FUTURE

Control scenario

Definition of the scenario

Poland is undergoing an important number of political & economical changes. from an

authoritary and socialist country to a market oriented democracy.

New gencral laws and regulations have been issued to liberalize the cconomy and

to adapt its structures to those prevailing in EEC countries.

Though. the oil sector. due to its strategical implications. recommends a strong
control by the State in order to guarantee its contribution to the Polish economy.
This scenario will mean then to maintain the old system of centralized decissions

and the actual companies structure as thexv were in the past. that implies:

1.

to

4.

CIECH PETROLIMPEX will continue to be responsible for the external trade

activities until 1992.

MZRIP PLOCX & GZR GDANSK will continue as refining companies
supplying oil products to CPXN.

CPN will continue as a monopoly for the distribution and retailing of oil pro-
ducts.

Imports of oil products have to be made only by CIECH on behalf of CPXN.

But also some necessary adjustements have to be introduced. notably:

1.

o

2.2

A clear distinction of competences between the Ministry of Industry and other
involved Governement Agencies.

An Annual Oil Plan has to be defined by the Ministries involved. This plan has
to fix the level of activity for all the refineries and the selling prices to CPN. as
well as the distribution and retailing margins of CP\.

. A new equilibrium has to be defined between CPN Central Office and its 17

Regional Directorates. CPN Central Office has to concentrate all activities re-
garding oil supplies as well as the investment decisions. The regions have to keep
a great operational flexibility but have to operate as = cost centers . Notwith-
standing their opinion has to be heard before any investment decision. regarding
distribution or retailing facilities. in their geographical zoues.

Advantages of the control scenario

. [t is the casiest solution. The changes arc to he kept at a minimum and also all

the parties will accept it readily.

It can be done quickly. Since the changes are mininun and easy. it can be done
m a short time.

[t will not imply a lot of legislative work. Most of the proposed changes can take
the form of Ninisterial Decrees.
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SCENARIOS FOR THE FUTURE

Disadvantages of the control scenario

The svstem will only work under absolute closure from foreign competition. spe-
cially oil products imports outside CPN. That isolation will have to be continued

forever.

It will not give any interest to enhance efficiency. since there will be not inter-
national. nor domestic competition. So the inefliciencies and higher costs of the
actual system. will have to be passed on to the consumer (higher prices) and to
the Polish State (lesser fiscal revennes).

It will only delay some vears. the necessity to adopt structural measures which
only could be agravated by the passing of tinie. without any action been taken
during this period.
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3.1

SCENARIOS FOIt THE FUTURIE

Free market scenario

Definition of the scenario

This scenatio will impiv that not later than 1993, Poland must have fully liberahized

its oil sector. including the privatization of the actual state owned companies. .
The speed of achievement of the liberalization. will require a quick and substantial

amount of legislation to be drafted by the Government and approved by the Parliament.
The main features of the system will be the following :

-

~c

Polish based companies. multinational oil companies and private importers will
operate under the same legal conditions.

That will not bar. eventually , the establishment of some minimum requirements
to become operators/distributors of oil products.

No restrictions are to be placed regarding the origin of crude or oil products.
except those deriving from quality specifications or national security reasons.

No restrictions are to be imposed in a normal situation. regarding the export of
products.

Any refinery/operator in Poland will be able to choose their customers and to
develop their marketing campaigns. No restriction. other than those coming
from existing legislation. will be imposed in relation to the opening of new petrol
stations or the construction of storages/distribution facilities.

Storage and distribution facilities of CPXN are to be open to Third Party Acces
under normal commercial conditions.

A new taxation system for oil products will be established. That includes a
special excise tax on domestic products. A special compensatory tax (similar to
the quantity paid by the domestic produccers) is charged on imported products.

Aditionally. the existing customs tariff is to be applied. There will be a zero
rate for semifinished products to be utilized as raw materials for the oil/chemical
industry.

Prices will be totally free. That means:

(a) No Government interventions whatsoever to fix or dictate prices.

(b) Final consumer prices might be different in cvery region of Poland or in
every petrol station.

(¢) The person/company that will fix the prices. will be in every moment the

owner of the product alongside the petroleum chaim.

(d) Intermediate transfer prices have to be negotiated directly by the different
companies involved. following normal free market practices.

I8
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11.
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SCENARIOS FOR THE FUTURIE

(¢) There will not be any established margins for retailers of petrol stations or

wholesalers.

Competition law will ensure faiv relations and practices between those partners.,
Of particular importance will be the prohibition of collusive practices ( two or
more companies establishing agreements regarding prices or market shares) or
preventing the unfair use ol a dominant position.

There will be no. or minimal, limitations regarding the investments. national or
foreign. in refineries. distribution or petrol stations. Also. there will exist no. or
really minor. limitations for reexport or profits.

Advantages of the free market scenario

. It is in line with the general trend in the Polish economy and the public attitude.

That will imply. that it will receive an immediate backing from the media and
the public.

It will lead to a well proven and long term successful scenario. such as the common
experience of many EEC countries demonstrates.

Last. it could be completely made during the course of 1991-92 and so be totally
enforced in 1993.

Disadvantages of the free market scenario

The only disadvantage that could be said of this scenario. is that the Polish Oil Sector 1s
not prepared for international competition. and so this scenario. although well founded.
will mean the disparition of a substantial part of the Polish Oil Sector. with important
negative side effects on other sectors such as the chemical industry.

o
9
-~
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SCENARIOS FOR THE FUTURLE

4 Gradual liberalization scenario

4.1 Definition of the scenarito

This scenario has to be understood as its definition stands for. A gradual, compre-
hensive process leading to the full market scenario. but giving some time
to the Polish Oil Sector to modernize and adapt its structures in order to
stand to international competition.

This scenario has five main characteristics that need to be defined m detail :
globality. stabilization. timing. cooperation aund inevitability.

The global concept is perhaps the most important. This scenario could be com-
pared with a huge. but also delicate. meccano formed by individual picces that fit
together and which have to be placed in a predeterminated order.

In this respect individual actions are of limited or even negative value, if
taken in isolation. They have to be considered inside the global framework. and even
if some of them could be considered as contrary to the final target — the free market
— they must be thought of in terms of temporary scaffolds that hide the view of the
construction but which are absolutely necessary to fulfil the ultimate goals.

Stabilization represents the need to establish a provisional stable framework.
which is to serve as a launching platform for the necessary in-depth reforms. With
the actual. non-regulated and unforeseable situation. it is impossible that the Polish
companies could start to work towards the future. nor that the foreign capital could
invest in the Polish Oil Sector. It is necessary to point out. that capital investments
are totally dependent on a stable socioeconomical scenario and a fair expectation of
profits. So this temporary stabilization process appears as an unavoidable step.

The global concept leads to the third characteristic which is timing. Time is
limited and the width and importance of the tasks to accomplish are enormous. So it
1s necessary to speed up the process as much as possible and. it is specially necessary
not to delay. however impopular they can be. any individual step or measure. Because
of the globality of the project it could only lead to delavs in the whole project. For
that reason it has been considered advisable to include in the timing scenario. not
only starting and final dates. but also a reference follow-up date for enforcement of
the activities. Of course in such a complex project. exactitude has to be discarded.
So. some minor temporal adjustments will be necessary. as long as thev are limited in
number and do not jeoparize the final targets.

Cooperation calls for an active participation of all the actors involved in the Oil
Sector in Poland. From the Polish Authorities to the companies senior management
and the Trade Unions. not forgeting the long term interests of the Polish consumers
that need to be preserved. This scenario will result in a long. hard. and even painful
process m which no one but the Polish people will benefit in the long term. That will
require to put mdividual or corporative short term benefits aside and to look for some
solid grounds for evervone in the future. Tt will require a lot of dav to dav bravery
and a strong positive attitude and cooperation {rom all those involved. We do realize
that this point constitutes the weakest element of the whole process and so
a clear commitment and a strong leadership are necessary.
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Bocause. and that is the last chavacteristic. the whole process is inevitable Po-
land could not survive in isolation and although it is possible to maintain for =ometime
a closed oil sector. that will only result in higher costs for the consumer in the short
term and a potential disparition of the Sector the day in which a mnimum opening of
the system becomes necessary.

This inevitability will be the final justification and ”leit motiv” of the
whole process. Il adequatelly managed. this concept will guarantee the cooperation
of all parties involved. will assure the globality of the process and the punctuality of
the individual actions to be taken.

4.2 Objectives of the gradual liberalization scenario

1. FINAL OBJECTIVE

To establish in 1996 a free market for oil products in Poland.
2. INSTRUMENTAL OBJECTIVES

2.1. To safeguard as much as possible. the existing Polish oil companies. the
facilities now in operation and the workforce of the Sector.

SO
[

2. To establish a model based in free enterprise and market — similar to those
prevailing in EEC countries. '

2.3. To enhance the productivity of the industry to international levels and to
bridge the technological gap now existing.

2.4. To enhance consumer’s interests in relation to prices. service or products
quahty.

2.5. To guarantee a stable revenue influx to the Polish State based on reliable
oil taxation system.

2.6. To guarantee the strategic nature of the industry. through a certain super-
vision by the Polish Authorities.

4.3 Mailn elements of the scenario

In table 4.3.a. are represented the main elements of this Gradual Liberalization Sce-
nario and its timing for implementation.

They have been given also marks which point out. not only the importance of the
respective clement. but also the difficulties and challenges of cach one of those.

This table has to be considered as the "Sacred Reference Table™ of the whole process
and the success or failure of the whole project might be placed upon the fulfilment of
every one of the individual elements.

[
S
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SCENARIOS FOR THE FUTURE

Last. before going into the details for cach clement. it is necessany to make some
reflexions about the proposed timetable.
The time planned is. no doubt. very short and limited. But. it has been. careflully

weighed. based in the following reasons:

1. A longer period might transmit the idea of postponing some urgent and necessary
actions.

1o

This is a "Heaven time™ in which Polish oil companies will be protected from
international competition in order to enhance its efficiency and modernize its
facilities. A further extension of this period will result in unnecessary charges for
the Polish economy and the consumers.

So. we firmly think this scenario to be well founded and balanced and potentially
achievable. although not exent of important difficulties and painful and courageous
decisions. Now we will analvze one by one the main elements of the process.

4.4 Vertical integration
4.4.1 Definition of the task

The vertical integration process is without any doubt the most complex and difficult
element but it is also the key to the whole picture.

Vertical integration. as could be seen in the EEC Chapter is the standard organi-
zation in the whole of Europe. We can sayv that without this vertical integration. the
chances of survival of the individual companies are to be very limited.

Also. this is an urgent element that needs to be started as soon as possible in order
to be fullv completed by the beginning of 1993.

The whole philosophy behind this process. is that the two main refineries. which
are by far the most important in terms of investment and workforce of the whole Oil
Sector. have very limited possibilities of survival unless they have a direct access to the
final consumer.

On the other hand CPN. which is a kev element in the puzzle. has some monopolistic
connotations that need to be corrected. as well as its internal organization modified in
the sense of a more centralized management.

This leads into the two different activities now performed by CPN. The gross di-
stribution of products and the retailing of an important share of the final market.

Other important actors have to be fitted also in the picture. In the case of CIECH-
PETROLIMPEX their reputation as experienced foreign trade companies is of para-
maount importance. For their part the PERN pipeline company. the Port Pétnocny
and the Rail Tank Company, DEC'. must be an important part of the huge di-
stribution company to be created.

Last. 1t is necessary to mention the five Southern refineries. Although their shape
m the picture is a bit blurred. they are important as a source of prepared workforee
and technical expertise. and some provisional measures have to be taken to care for

BBDEC being at present a part of CPN

IGF



S3HYVHS L3IXMYVIN ANV SHIL3IANVHVd TVOISAHd 3INIWY3 130
S13A3T 17V LV SNIDYVN ¥ S301dd XIJ

IGH

¢y
(4

§661 TILNN * SIILIHOKHLINY HSITOd 3IHL 30 31047

§66L TILNN SNLVLS TVIOddS N3IAID 38 OL S3Id3NI43d HLNOS
S66L TILNN SNOILVLS M3IN N3O Ol HZHD ¥ dIHZW AINO
S3IINVAWOO NDIZHOd HOJ d3IAHISIH MHOMLIN 3HL 40 % O}
(301dd VvV 1v) IANVN ANVH8 NdO IHL 433X Ol JdIYZW

ALIOVdYD ( Q3INNVId HO ) 1v3HY d"ISHL OL ONIGHOO0OV
S3IYd3NId3d NIVN JHL Ol d31vOOT11V SNOILVLS 1Ivl3d

S't
v'e
g£'F
)

()

ONITIVL3Y 3HL ¥ S3lg3INId3IEE

SNOILIONOD 3WVS H3IANN'SHOLYH3IdO 11V OL N3IdO 9661 NI
SISVE LVNIWIHOSIA-NON'LN3HVdSNYHL 1SOO V NO ONILVH3dO

d31v1 WOQ334dd4 'S66L TILNN NOILNGIHLSId AHOSTINIWOD
MSNVAD YZH ANV MOO01d dIHZW' % 0S/0S LV SH3JTOHIYVHS

ANODONTOd 1HOd ANV
03A0'NH3d SN1d'NdD 40 SL3ISSV NOILNEIYLSId IHL A8 Q3INWYOS

G'¢
v'e
£'¢
¢'¢c

L'¢

ANVAWOO NOILNglglsId e
d31V1 ANVAANOD ONIQVHL'€6 TILNN "3IIMddNS ATNO * HO3IO'}

SLININTTd NIVIA : | NOILJO NOILVHODILNI TVOILHIA

Q¢cv'y 3779Vl



SCENARIOS FOR THE FUTURE

To create the new infraestructures necessary (o accomplish the future increase

1

regional demands (such as pipelines or new regional storage capacities).

3. To restructure and modernize the distribution svstem enhancing the efficiency of

the whole process.
|

The shareholders of this company are to be the MZRIP and GZR each with 50%
of the capital. As a subalternative there is the possibility of the Polish State to
take a minority 25% stake. because of the strategic nature of the company and in
order to monitor its fair operation.

The reason of this 50/50 shareholding svstem. irrespective of the refinery sizes.
is that in other case there will be suspicions of unfair commercial practices or profit
distribution.

In the eventuality of a new refinery being constructed in the Country. and this
refinery would not belong neither to MZRIP nor to GZR. a special provision should
be made. regarding an equitative acess of the new company to the CPN Distribution
Company. with the same shareholding participation as the two other companies.

The new Distribution Company is to operate on a Tariff Basis. based on cost pa-
rameters approved by the Board. and with absolutely transparent rules. After 1996.
when full free market is enforced. this company is to operate under the same conditions
for all recognized oil operators in Poland. without having the right of refusal based on
commercial conditions.

It is important to stress that the product will be owned by the refining
companies until the moment it is sold either to the retail station or to the
final consumer.

Between. 1991 and the end of 1994. all oil products will have to be channeled
obligatorily through the Distribution Company. In 1995. when maximum prices
are enforced and the market partially open. this obligation could be eliminated.

As for the Southern Refineries thev will be given mandatory accession rights until
1995, at predeterminated prices to the distribution/retailing system.

As it was pointed out. the retailing has to be mainly splitted between MZRIP &
GZR. Nonetheless some comments are necessary.

1. The sharing will cover 90% of the retail network now supplied by CPX.

2. 10% of the network will be reserved for sound foreign oil companies. with no
refining interests in Poland. bhut which have a commitment to the future of this
country. This 10competition. first in service and later in prices.

3. The 90% sharing between MZRIP & GZR will be attributed according to the real
capacity of both refineries. In the case of a final commitment to increase GZR
capacity. this will be taken into account in the process of opening of new petrol
stations.

4. The individual attribution of retail stations between MZRIP & GZR will be ne-
gotiated directly by these companies. under supervision of the Polish Authorities.
In the process MZRIP will be asigned the "CPN brand name™ in exchange of a
certain number of retail stations to be delined.

2RY
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Until 1.1.1993 the only companies authorized to open new pel rol stations will be

\MZRIP & GZR. according to their normal share. Also the balance 10 sharc of

- 1 M - . M . » PPalie A BTN
forcign companies” should be discretionary awarded by the Polish Authorities.

That will be also the case. if a new refinery is later approved.

Actual independently owned retail stations. inside or outside CPXN supply ne-
swork. will be given the possibility to negotiate individual agrecments (with a
ten vear maximum duration) with any of the above companies. which in return
will have o guarantee supplies.

The extensive network of distributors — namely cooperatives and local rescllers
now in operation — are to be given the same treatment as the independent retail
stations.

After 1.1.1995. there will be freedom to construct new petrol stations. At the
same time that fix prices will be changed into maximum prices. the obligation
to distribute through CPN Distribution Company will disappear and oil imports
will be authorized.

As for other products such as LPG. Jet Kerosene. heating gas-oil or fuel-oil. the
central idea is to establish a similar sharing idea as the one established for petrol
stations. So the commercial assets of CPN involved in those activities could be
splitted accordingly between these two companies.

Although. a common feature in other countries. it is necessary to stress that
the localization of retail stations/distribution facilities. must not be limited to
the regional zone of influence of the refineries. being product exchanges a very
common practice in other EEC countries.

Last. in this process of vertical integration. it is necessary to point out the role of
the Polish Authorities. This is to be :

1.

Until 1995. to create an Annual Oil Plan. defining the supply conditions for each
refinery (including South refineries) and an acqusition and operational program
for CPN Distribution Company.

Monitoring the development of the Oil Sector. specially regarding the construc-
tion of new retail stations.

Authorizing the refineries to import intermediate or final products (MZRIP &
GZR will be the only ones authorized) if production fails behind schedule and no
other national production can bhe fitted in.

Fixing prices & margius for the refiners. the CPN Distribution Company and the
retailers.

For all these reasons it is advisable to create a special Task Force formed by
representatives of the Government the Industry and the Trade Unions. to create
such a Plan and to care for its implementation.
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SCENARIOS FOR THE FUTURE

A Summary of the main elements of this First Option on \ ertical Integration can

be seen in Table 1.1.2.b..

4.4.3 Vertical integration : option II
This option I1. although keeping the structural elements of Option [ imtroduces some

minor but important changes. they ave:

- NN NG . . . : 7 > '
1. The CPN Distribution Company will merge totally with the MZRIP. although
for antitrust reasons this merging of interests must result in each company having
independent fiscal and accounting procedures.

8]

CPN Distribution Company will have to further its transparency of costs. profits
and operational procedures to avoid charges on unfair competition practices.

3. Also. it will charge all the supplyving companies (MZRIP. GZR and the Southern
Refineries) under equivalent. non-discriminatory commercial conditions.

4. GZR and the Southern Refineries are entitled but not obliged to distribute
through CPN Distribution Company. being able to create alternative ways of
distribution for a part of their production.

5. The rest of the elements remain unchanged.

Again, a summary of this option can be seen in Table 4.4.3.a..

4.4.4 Pricing system

The proposed pricing system has three main objectives :

1. To guarantee a stable income and possibly profit for the refineries in the short
term.

8]

. To compensate for the higher domestic production costs in Poland in that period.
3. To foster a growing efficiency and competition

For these reasons. between 1992 and the begining of 1995. a standard cost for-
mula is individually established for each refinery (specially MZRIP & GZR).

This standard cost formula will be based on the standard cost ol crude o1l supphes
plus a refining margin that took into account the specific situation of cach refinery,
This initial formula will be applied during 1992-93.

For the vear 1994 the specific tailor-made cost formula. will be changed mto a
national cost formula with margines cqual for all the reflineries. This national cost
formula will include again the standard national cost of supply (refineries will be free
at that moment to buy their own slate of crude) plus a standard relining margin. that
will take into account not only the domestic production costs but also EEC average
refining costs.
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The objective it is to oblige the refineries to prepare step by slv[? (o opent competi-
tion. During all this period 1991 to December 1991, consumer prices are ﬁxeq_b'y
the Government and established for the whole of the Polish Territory. This
move, although a step backwards from the actual maximum price system. we think
to be necessary in order to clarify the situation of CPN Distribution Company and to
stabilize the markets.

In January 1995 although this standard national price is still working. the refineries
will be allowed: to make reductions on the consumer prices. either directly or through
the retail stations. Also the independent owners. will be given permission to reduce
prices on behalf on their own retail margins. So the former price system will continue
but only as a maximum price.

Last in 1996. on ocassion of the opening of the market for imports. the maximum
price system will be transformed into a free pricing system. This gradual process of
price liberalization will give some time for the necessary changes and for the establi-
shment of a gradual but progressive competition. Nevertheless. the details of such a
svstem should have to be determined in detail in further studies.

4.4.5 Oil taxation

The recommendations that could be made in this study have to be by nature limited
since this is a kev element of the Polish Economy Reform that goes bevond the scope
of this study.

Nevertheless the analysis of the Polish Oil Sector points out the necessity to correct
some specific elements in relation with taxation. They are :

1. The actual taxation for State owned companies is verv complex.

2. There is not a clear well defined excise tax on oil products similar to the rest of
Europe.

3. Apparently. imported products are charged less than the domestic products.

4. Also. the proposal to have fix consumer prices will require some sort of “anticic-
lical tax element ™.

So our suggestions will be :

1. To clarify as much as possible the taxation regime for oil companies (That will
be a necessity to atract foreign investments).

2. To study the introduction of an oil excise tax alongside the normal practice n
other ELLC countries.

3. To establish an “anticiclical special tax™ to be defined and monitored by the
Department of the Government responsible for defining prices and margins for
the a1l companies. Since it is diflicult to have such a tax before 1993, it will be
necessary to look for a provisional formula for 1992.
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1. To determine an cquivalent compensatory tax for imported products additional

to the custom dutics 1o be charged upon the arrival on the frontier.

5. To establish a “suspensory svstem™ for collecting the “excise tax” in which the
tax obligation. whilst originated during the production. will be levied upon the
deliverance to the final consumer. That will require to stregthten the fiscal mo-
nitoring of the oil flows to prevent (ax frauds. That system will also imply that
oil products bound for exports will not be unduly charged.

4.4.6 Import control

Again this is an important feature of the proposed system. Because of price differences
between domestic and international products during 1991-93. imports have to be kept
at a minimum and considered as a complementary to domestic production. Last ,
MZRIP & GZR will be the only companies authorized to make directly or through
CIECH the imports.

The limited opening of imports in 1995 will be during that vear. a testimonial
attitude. In that vear independent operators will have to get the special status that
will be defined later. and the number of independent retail stations/resellers will be
small. Though. that move will give a clear indication of what lies ahead and for oil
compantes and consumers.

Because of the notorious experience of 1990/91. it is highly advisable that the
potential Operators/Importers have to fulfil a minimum set of requirements such as
financial and technical expertise before been given an Official Status. That will bar
speculators from entering and distorting the market. whilst giving room for sound
individuals and companies interested in making business in the long term .

That Operator Status. similar to the well known French System will be based upon
a Register to be created in the Industry Ministry and a certain set of objectives. non
discriminatory but also strict conditions. It is advisable that the first authorization is
to be given for three years with further extensions to five vears.

Some specific considerations have to be made regarding the chemical industry.
This is a basic consumer of oil products as raw materials. and so will be highly de-
pendent on oil products prices. controlled during 1991-94 whilst their markets will be
potentially open to foreign competition. As in the case of the Southern Refineries a
special strategy that goes bevond this study has to be made regarding its specific si-
tuation. A potential but partial solution. in relation to oil product imports is to give
them a limited quota system to import part of the raw materials they need. beyond
the scope of the supplies of the Polish refineries.

Another important feature of the External Trade issue is the control of imports in
quality and quantity. It is necessary to strengthen both the control at the fronticrs as
during the distribution/retailing in order to avoid unfair practices.

This is specially true regarding the quality of the imported products. Standard
quality certificates. by recognized international survevors combined with spot checks
during distribution/retailing appear as an absolute necessity.

As for exports thev will be absolutely free unless the Polish Authorities decide
otherwise. for national security reasons. such as to avoid an msufficient coverage of
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domestic needs.

4.4.7 Compulsory stocks

This is an accessory item in relation to the reorganization of the Polish Oil Sector. but
important in relation to the strategic security of supplies and linked with the control
of nports issue.

The special supply agreements of Poland.made that oil stocks (in the form of crude
oil or products) were very low in this country. So a gradual scenario must be imple-
mented to create a similar system to those existing in the rest of Lurope.

The final target will be to have 90 dayvs stocks in 1996. So the proposed calendar
will be necessary:

Days of stock

Year Refineries CPXN Total

1992 15 15 60
1993 50 20 0
1994 33 25 &0
1995 33 25 30
1996 60 30 90

As for importers. they will be obliged after 1995 to have as permanent, non-
operative stocks. the same number of davs of stock for their planned consumption
(this point has to be further analyzed whilst elaborating their Statute) equivalent to
the sum of refineries plus CPX figures. These quantities have to be in the form of final
products (based on commercial specifications). As for the storage capacity they will
be free to have their own tanks or to reach an agreement with CPXN or the refineries
for using its installations.

We prefer at this stage not to make any suggestion about the possibility of having
a centralized syvstem. although this possibility will have to be analvzed in 1996. after
the syvstem is consolidated.

Last. in relation to the number of davs of forward consumption some further remarks
are necessary:

1. The low figure for 1992. reflects the physical impossibility to have storage capacity

available in that vear.

2. The gradual process and the 1995 pause. ave consistent with the huge capital
demands of such scheme. and the fact that in 1993 there will be an increase in
domestic competition.

3. The refineries utilize some of the stocks as operational stocks and so their share

has to be greater than that of CPN. Some special provisions should be made for
the South Refineries.

297

IGH



6.

.-I

SCENARIOS FOR THE FUTURE

Big consumers of oil products. such as power stations and the (‘h('nn('_al industry
could be asked additionally to have also 13 days of their normal oil products

requircments.

- . . . . : AP T P
For the refinerics. the normal share will be 10% of crude oil and 60% of terme-
diate/final products.

The final producis to be considered are:

— Automotive petrol

— Gas-oil (diesel & heating)

Fuel-oil

Some specific lower figures could also be established. regarding other oil products
such as LPG. naphta and Jet-IKerosene.

. The cost of such compulsory stock for CPN & the refineries will be included in

their margins.

4.4.8 Product & environment regulations

Again this is an auxiliary element of the process of reorganization of the Polish Oil
Sector but important in relation to the process of upgrading of the Polish Refineries.

As could be seen in the EEC Chapter. the speed of change of oil products specifi-
cations towards environmentally friendly levels is impressive.

Environmental constraints are lesser in Poland than in the average EEC countries.
and that linked with the necessary time to upgrade the refineries it is important for
defining the future oil products qualities. On the other hand. it is not possible to forget
the specific demands of the consumer. notably in the case of cars and trucks. looking for
product qualities not produced in Poland. (unleaded petrol. very low sulphur diesel)

So some conclusions are again necessary:

1.

[t is highly convenient to elaborate a long term schedule for the improvement of
oil products qualities.

. That schedule will be inestimable for the refineries to define their upgrading

efforts.

Do consider that this upgrading time could take 2-3 vears. and so plan the spe-
cifications according to that reality.

[ the case of some specific products that need to be imported ( unleaded petrol.
low sulphur diesel or fuel-oil) those imports will have to be made through MZRiP

& GZR until 19953,

Exports of oil products from Polish refineries will be very limited in the medium
term, by its inability to fulfil EEC standard qualities.
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G. A strict legislation regarding oil products quality will uot be useful. unless a
svstem of control is established. That is necessary both {ar domestic production

and for imports.

Tax instruments. such as lower excise taxes. could be used as a way to promote

-

the use of environmentally friendly oil products.

Also. environmental regulations could he needed to rationalize the actual distribu-
tion and retailing network. formed by several thousands of local resellers, operating
apparently under very unsatizfactory security and environmental conditions. The gra-
dual application of stricter standards will be in the general linc of rationalization of
the whole sector and will prevent the consolidation of a marginal sector. operating at
very low standards of quality and security. that could serve also as a way to detour the
formal structures.

4.4.9 Managerial education and public support

Even not specifically included in the Gradual Liberalization Scenario there is an im-
portant need in relation to management education & training .The free market final
option means not only to change structures and legislation but also people as thev are
the kex element of the process.

So the need for some management formation plan in the oil sector and eventually
the creation of a Polish Petroleum Institute. This Institute will serve not only to
prepare and train the high/and medium management in the sector. but also to serve
as a catalist to the reform process and a reference point to the media and the public.

Because it is not possible to ignore the political marketing of such reform. This
important and difficult task will require that not only the oil sector or the \inistries
involved. but the whole of the Polish Governemet. the Parliament and the Public
will understand the whole process and rally behind-the necessary actions to be taken.
Without such support. or at least understanding: the whole process will not have any
change of succes.

4.4.10 Summary : the free market

As it was told before. this scenario could be compared with a big meccano whose pieces
need to be fitted in a delicate and well timed manner.

For that reason in Table 4.4.10.a. we will try to summarize a matrix defining for
every vear the actions to be taken and making of such an extensive list of individual
actions a well defined scenario.

This table constitutes the best. and perhaps the only possible. summary of the
whole study although it is still necessary to point out that this study is only a useful
and necessary step. but without the political determination to perform the difficult
changes ahead. the usefulness of such exercise will be nothing.
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