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Is the grass really green there

F LATE, INDIAN companies are
luoking 1o West Asia {or setting up

gns based ammonia/uren joint ven-
ture projects. Renson: while domestic gas is
unavailable for new projects, it is cheap and
plenty in the Middle East.

For the Oman project with a per day ca-
pacity of 3500 tonnes ammonia and 4400
tonnes ured, in which RCF and Kribheo are
equal partners with Oman Oil Company
(00C), gas will be available a1 $0.77 per
million Biu ($0.50 as the basic price and
$0.2T as transport cost.)

In Indin, at the prevailing basic price of
Bs 1,850, and after including royalty, C5T
ad local tax, the plants located near the
land{all point pay about Rs 2,200 per thon-
sand cubic metre, while for those drawing
from the HBJ pipeline it is Rs 3,100, Ex-
pressed in terms of dollar per million B,
these are 1,7 for the former and 2.4 for the
Latter (1 million Biu = 28 M3 and $1 = Rs
JB).

Mega size plants being built the world
over have comparable levels of operational
efliciency. For, the technology for produc-
tion of ammonia/urea is standardised and
the engineering contractors/plant builders
nre common. 50, the energy needed to pro-
duce one tonne vrea for the Oman project
will be more or less the same as for a new
project in India — about 24 million Htu.

Thus the energy cost of the Oman project
will be about $22 per tonne lower than the
gas based plant in India located near the
landfall point (1.7 - .77 x 24) and about $39
per tonne lower than a plant along the HBJ
(2.4-0.77 x 24).

Reportedly, the investment cost for the
Oman project is about $1,150 million. The
cost of a similar project in India of half the
capacity (726 thousand tonnes per annum
urea) will be about $400-420 million. This
is despite the higher taxes, duties and inter-
est rates. After adjusting for the surplus am-
maonia capacity of the Oman project, the in-
vestment cost wounld be more or less at par,

Despite comparable investment cost, the
incidence of interest on the Oman project is
less because of lower interest rate. Howey-
er, this would be more or less offset by low-
er conversion cost (including depreciation)
in India. On a net basis, the incidence of
fixed cost including capital servicing in In-
dia will not be more than in Oman.

The Oman project thus has an edge only
in energy cost. Under the buyback agree-
ment, the entire urea produce has to be
brought back to India. So the energy cost ad-
vantage is offset by ocean freight, handling
charges, and inland transportation costs.

The deal in Oman on the gas price is ex-
ceptivnally good. We may not get similar
price elsewhere. For the proposed IV be-
tween the Quesham Free Area Authority
(QFAA)/ Iran, and Kribheo/1FFCO, the Ira-
nians have reportedly asked 53 per million
Btu, The Syrians 100 seem 1o be demanding
about the same price for a possible IV with
NFL. 50 what is true for Oman cannot hold
for all projects in the Middle East.

Setting up fertiliser ventures in West Asia
1s not a desirable trend. It may rather clog
the ports for no gains, says Uttam Gupta

®

Some quarters argue that gas in India is
underpriced. This is not true, From Tanuary
1, 1892 the basic price of gas to the consum
er was Bs 1,550 per thousand cubic metre
(Rs 1,500 being realisation to the producer,

ONGC/ OIL, and Rs 50 towards Gas Pool
Account — GPAL) In hugust 19892, the JPC
concluded that the price was artificially
high and recommended a 35 per cent redue
tion and removal of royalty Le. 10 per cont.

About the transport charge, based o the
evidence by the ministry of petroleam and
natural gas (MPNG), the JPC concluded that
the charge for an average distance of 1060
ki along HBJ should be about Rs 466 per
thousand cubic metre against Rs 850 being
charped.

Far from implementing these recom-
mendations, the basic price per thousand
cithic metre was raised o Rs 1,650 from
January 1, 1993, 1o Rs 1,750 [rom January
19894 and Rs 1,850 from Innuary 1995, All
these hikes however went towards the GPA
and the producers” realisation remained ni
Rs 1,500

And, now reportedly based on the Shan-
kar committee report, the government is
thinking of raising the price from January
1897, Ivis also :nnsidanng a 35 per cent
hike in the transport charge o Rs 1,150,
from Ks 850 now.

Eventually, the government proposes (o
link the price of gas to liquid hvdrocarbons

t.e. naphtha. This is illogical as naphtha is
an inferior feedstock with lower conversion
elliciency, The energy. consumption per
tonne of uren for a plant based on naplnhais
about 20-25 per ceni higher than a gas
based unit. Besides, the investiment cost is
nlso higher,

That is why, following discovery of gas in
Bombay High and South Bassein region, al-
most all the plants set upin India during the
BOs and early 98 wore based on gas as the
feedstock. Even the world over, gas is the
pl'l."iilmllilltllil foedstock and, in major ex-
porting regions such as Middle East, this ac
count for almost 100 per cent of the ammao
nin capacity.

Pricing of gas has to be on s own e
based on the reasonable cost of production
and distribution, Inarviving at the cost vari
ous distortions identified in the JPC report
need 1o be removed: (1) price allowed w pro
ducers should take into account the weight
e average of the cost of gas from all sources
instend of using South Bassein field as the
basis; (i) transport charge along HHI
should be on a reasonnble and realistic ba
sisi for this depreciation be raised w 25
venes instead ol 1 years now; and (1) roy-
alty on gas should be removed.

If the JPC package is followed — a 35
per cent reduction over the base price of Rs
1,550 per thousand cublc metre prevailing
then (1982), and no rayalty — the gas price

to o plant near the landiall point will be
about Bs 1,100 per thousand cubic metre,
the price to o plant on HB will be aboun Rs
1.600, In terms of dollars per million Hiu,
these will be 0.86 and 1.24, respectively. At
these levals, noproject i Tndin will have a
decisive sdvantage over its connterparts in
the Middle Enst.

The problem of gas supply has also o be
tnckled. Diversion of supplies (o low prior
ty uses such as power and *.p'nngp iron uniis
are i major reason for the short supply.
Caons, apart Trom hest value, bas chemieal
viluewhich is best psed in fectiliser produs
tion, In power, it is wasted.

Recognising these basics, high power
COMMIees Lovrn) Kumar commities
(1976) amdl Satish Chandran  committes
(189789 — hod recommended use of gas in
fertiliser manfuactuee as first priority. The
girs allocation: policy inithe B0s was de
signed un this basis.

Power can be produced from conl for
which technology is matured and advanced.
T fertilisers; techuically; it is extremely dif
ficult to use coal, apart from being very ex
prernsive, Ramagundam and Taleher units of
FCE, botl based-op coal, could not stabiliss
even 18 years alter commissioning,

Power- availability can also be inoreased
by improving the PLF of existing power sia
tions, reducing T&D losses and spre dy com
pletion of ongoing tnew thermal projects. All
this will get neglected il we give an easy op
tion Lo the power sector by supplying gas on
priarity.

IT nt all we need 1o import something,
why not import raw materials like fuel oil
amd even good quality coal and use these in
power generntion (for which they are best
suilid) and give domestic gas (o the ferti
liser umits,

Also, Tertiliser 15 a valoe added stem and
its imports should be restricted w the bare
minimmm. At prevailing C&F, lnnded cost of
I'I'IIFHII'I.!‘H uren will be $195 per tonnge (con
tins about six million Keal.) S0 importing
LV million Keal il cost abdiit 5325, This
much energy can be imported through one
tonmee foel ofl, valoed ot LSt 5115 MU LOTIE.

In recent viours, the Bcilifies for hoan
dling at poris and inland fransportation
have come under severe strain, leading
delays in berthing and hnndling of ships and
movement of the material (o consumption
points. Even as the demand continues 1o
grow, il the required capacity is not created
nl home, dependence on inports will in
orvase, which may not be availablein time
for wse dure (o anfeastruciural constroints.
From this angle also, it is betier to set up
plants in Iudmnmi limit imporis.

There is an urgent need for rationalising
thie use: of domestic gas to maximise notionnl
economic benefits Fertilisers should be re-
stored.its Loy oelgtil s as in the 705
nnul Bids, ]|||||$IT_',' impordant is the need 1o
price it on a reasonnble bisis.

This will help in producing fertilisers a
ledst post, with o favourable spinofl effect
on subsildy payments and food security.



