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Filling the Tanks: Private Capital and India's
Oil Reserves

= Business Standard 24 July 2026 @

® Every fact web-verified against primary sources

THE LIFT LINE

“A nation that imports most of its oil buys not just fuel but insurance, and India is now asking private

capital to help pay the premium on its energy security.”

India plans to expand its emergency oil cushion by building Strategic Petroleum Reserve Phase-II
through a public-private-partnership (PPP) model supported by Viability Gap Funding (VGF). This
editorial argues that inviting private capital into strategic storage can accelerate energy-security infrastructure

that the exchequer alone would build slowly, provided the state retains firm control over the reserves

strategic use and keeps commercial and emergency purposes clearly separated.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

Energy security is a perennial GS3 theme, and the SPR expansion lets you connect import dependence,
geopolitics, infrastructure financing and the role of private capital in one answer. It is a rare topic where

economics, strategy and public finance visibly intersect.

It also tests whether you can evaluate a financing model, PPP with VGF, on its merits rather than treating

privatisation as either a cure-all or a threat.

GS Paper 3: Infrastructure, energy, investment models, and the mobilisation of resources, including the role

of public-private partnerships.

GS Paper 2: Government policies for the strategic sector and the balance between private participation and

state control.

For Prelims, hold the specifics: India”s Strategic Petroleum Reserves (SPR) are managed by Indian
Strategic Petroleum Reserves Limited (ISPRL); Phase-I storages are at Visakhapatnam,
Mangalore and Padur; India imports over 85 per cent of its crude oil; the International Energy
Agency (IEA) benchmark for emergency stocks is about 90 days of net import cover; and Viability Gap
Funding is a capital grant, capped as a share of project cost, to make otherwise unviable infrastructure
bankable.
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For Mains, frame the balance: PPP and VGF can bring speed and private capital to strategic storage, but

strategic control over release decisions must never pass out of government hands.

BACKGROUND AND CONTEXT

India buys most of its energy abroad. With crude-oil import dependence above 85 per cent, any sustained
supply shock, a war in a producing region, a shipping-lane blockade, a sudden price spike, threatens both the
economy and fuel availability. A Strategic Petroleum Reserve is the standard defence: a national stockpile

that can be drawn down in an emergency to buy time and stabilise supply.

India”s Phase-I reserves, built and managed by Indian Strategic Petroleum Reserves Limited
(ISPRL), sit in underground rock caverns at Visakhapatnam, Mangalore and Padur, together holding
only a few days of national consumption. That is modest against the IEA benchmark of about 90 days of

net import cover that major economies maintain.

Phase-II is meant to close part of that gap by adding fresh capacity. The new element is financing: rather
than fund the entire build from the budget, the government proposes a PPP model in which private partners
invest, supported by Viability Gap Funding capped at a share of project cost, because pure storage earns

thin commercial returns.

THE CORE ARGUMENT / ISSUE

The central claim is that private capital and viability support can expand strategic storage faster than the

budget alone, so long as the arrangement keeps strategic control with the state.

Why PPP and VGF Fit Storage

Building caverns and tank farms is capital-intensive and slow-yielding, exactly the kind of project where
private financing struggles to close a business case on its own. Viability Gap Funding bridges that gap with
a one-time capital grant, turning an unviable but strategically essential asset into a bankable one and crowding

in private money.
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The Financing Logic at a Glance

ELEMENT DETAIL RATIONALE

Import dependence Over 85 per cent of crude imported Creates the need for a buffer

IEA benchmark About 90 days of import cover Sets the strategic target

Phase-I sites Visakhapatnam, Mangalore, Padur Existing cavern capacity

Phase-II model PPP with VGF, capped share of cost Draws private capital, eases fiscal load
Manager ISPRL Retains state oversight of the reserve

The Balance the Model Must Hold

The honest counterpoint is that a strategic reserve is not an ordinary commercial asset. A private partner
naturally wants to monetise storage commercially, leasing space or trading, while the state needs guaranteed
access to release oil in a crisis regardless of market conditions. The design must ring-fence the strategic
portion, keep the release decision with the government, and prevent a situation where commercial
incentives delay an emergency drawdown. Private capital is welcome; private control over the nations

emergency oil is not.

HOW TO THINK ABOUT THIS (ANALYTICAL FRAME)

PPP debates often collapse into “public versus private,” but the sharper distinction is between who finances
and operates an asset and who commands its strategic use. In non-strategic infrastructure the two can
safely merge; in a reserve meant to be released precisely when markets scream not to, they must be split.
Ask, for any strategic-sector PPP, whether the state has retained an unconditional right to act against

commercial logic in a crisis. If yes, private capital is a tool; if no, it is a risk.

THE DIAGRAM IN WORDS

India imports 85%+ of crude -> supply shocks threaten economy and fuel -> SPR is the

emergency buffer -> Phase-I caverns (Visakhapatnam, Mangalore, Padur) hold only a few

days, below the IEA 90-day norm -> Phase-II needs capital fast -> PPP model + Viability

Gap Funding draws private investment -> ISPRL retains oversight, state keeps release
control -> energy security expanded without full fiscal burden -> risk: keep strategic

use above commercial use
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WAY FORWARD

0 Retain strategic release control. Ensure that the decision to draw down the reserve rests

unconditionally with the government, insulated from any private partner’s commercial preference.

2 Ring-fence strategic from commerecial storage. Clearly separate the emergency stockpile

from any leased or traded capacity, so a crisis drawdown is never delayed by commercial contracts.

3 Structure VGF prudently. Cap the grant at a disciplined share of project cost and tie disbursal to

milestones, so public money crowds in private capital without overpaying for it.

o Move toward the 90-day norm. Sequence Phase-II and future phases to steadily lift India™s
import cover closer to the IEA benchmark, coordinating with commercial stocks held by oil

companies.

PYQ LINKAGE AND PRACTICE

e UPSC GS3 (2018): “Comment on the important changes introduced in respect of the Long Term

Capital Gains Tax and Dividend Distribution Tax.” (public-finance instruments framing)
e UPSC GS3 (2015): On India’”'s energy security and the strategies to achieve it.

e UPSC GS3 (2013): On the role of the public and private sectors in infrastructure.

Practice question (250 words, 15 marks): “Expanding India’'s Strategic Petroleum Reserve is essential
for energy security, but financing it through a PPP model raises questions of strategic control. Examine the

case for using Viability Gap Funding for SPR Phase-II and the safeguards it requires.”

Sources: Business Standard, Ministry of Petroleum and Natural Gas

Source: Filling the Tanks: Private Capital and India's Oil Reserves — Ujiyari.com | Free UPSC & State PCS Editorial
Analysis
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