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Effects of varying calorific value

ITING informatlon fumished by the
Ministry of Petroleum and Natural Gas
(MPNG), according to which the cost
of transporting 1.000 cubic metres of
gas for 1,000 km works out to Rs. 444), the
leint Parliamentary Committee on Fertiliser

. Pricing has noted that the present charge of

Rs. 850 per 1000 cubic metres, irrespective of
the distance, was on the high side. Based on
the calculation of the MPNG and considering
an average distance of 1,060 km of the plants
along the HBJ] Pipeline from Hazira. the Com-
mittee concluded that the transportation cost
for gas supplies to the fertiliser plants would be
Rs. 4.666.4 per 1.000 cublc metres,

In view of these anomalies, the [PC recom-
mended that the Government examine these
aspects and sought fixation of the transporta-
tion charges on gas sold to fertiliser plants
along the HBJ pipeline on a ‘reasonable” and
‘realistic’ basis. It also desired that ‘in order to
bring down the cost of transportation of gas
along the HBJ pipeline, depreciation for the
pipeline should be ralsed to 25 years instead of
1) years',

Apart from the basic price and transporta-
tion charges being high. there is a further cas-
cading effect on the Industry due to the ad hoe
and arblirary treatment of linkages with the
calorific value of gas and the pressure at which
gas is supplied to the plants.

Under the existing dispensation. the price of
gas s related to a range of calorific value 1. e,
9,009,500 K. cal. This was consequent 1o
the Kelkar Committee report which recom-
mended a reduction in the range from 8.500-
15.00K) K. cal. prevailing then to the present
level. The Committee, however, ruled oat link-
ing the price of gas to a specific calorific value.

It is true that the production and transporta-
tion costs do not vary with calorific value.
However, adverse [allout of this on fertiliser
industry, in particular, cannot be ignored. Un-
like naphtha or for that matter any other fecd-
stock, consumption of (iLm- Is highly sensitive (o
the changes in the calorific value, leading to
varying cost implications. Reduction in calo-
rific value resulis in higher consumption of gas
for producing a tonne of fertiliser. In view of
this and considering that variation in the calo-
rifle value of gas within the 9,000-9.500 range
do not get compensated by the gas supplying
agencies, it would result in a hike in the cost of
production and correspondingly add to the fer-
tiliser subsidy burden under the RPS.

Even to the extent the gas supplying orga-
nisations allow for a discount on account of
the shertfall in the calorific value on the actual
supplics, the units are subject to a sedous loss
as the reimbursement Is computed on the pro-
ducer's price of gas which is Rs. 1,500 per
1(HH) cu.m. :

This results in under-recovery as the loss to

Apart from the high basic price and transportation charges of
natural gas, the fertiliser industry has to reckon with other
cascading effects due to linkages with the calorific value of gas
and the pressure at which it is supplied to the plants. The
possibility of linking the price of gas to the cost of alternate
fuels is being talked about in some guarters. This methodology
of fixing prices is unrealistic and artificial because it assumes
that the industry is free to choose between alternate feedstocks,
says Uttam Gupta.

the unit on account of éxtra consumption of
gas is on the full price having to be paid at the
lactory gate. i e., Rs. 2,100 per 100X} cu.m. for
the plants on shore and about Rs. 3.000 per
1000 cubic metres for the plants along the HB]
Plpeline. In other words, the element towards
various taxes and duties, charges towards the
;a8 Pool Account and additional transporta-
tion charge for plants along the HBJ pipeline
remain uncompensated.

Pricing on the basis of a range of calorific
value is also inconsistent with the practice the
world over. [n the US, the sale unit of gas s a
“therm”, consisting of 100,000 British Ther-
mal Units (25.2500 K. cal), The unlt rate is
charged per therm of natural gas and not in
terms of the volume of gas alone.

Whereas the pricing of gas to the fertiliser
plants subsumes its supplies at a pressure of
40-45 kg/cm2. the actual supplics to a num-
ber of plants are at a very low pressure of 25
kg/cm2. This was In fact, consequent to the
unilateral decision of GAIL to modify- the gas
pressure o 25 kg/cm2 for contracts entered
into after 1990, The problem Is being faced by
both categories of plants, i e., on-shore and
units located along the HB] pipeline. Supplies
of gas at a substantially lower préssure necessi-
tates that heavy Investments be made by the
unlts for boosting the pressure to the required

rocess parameter level, after having pald the
ﬁ:ll price to ONGC/GAIL. Alternatively. the us-
ers are being made to pay extra for correspond-
ing gas supplies at a pressure of 4045 kgfem2,

Imposition of various taxes and dutles, 1. e
royalty on gas levied at the rate of 10 per cent
and centiral sales tax (CST) at the rate of 4 per
cent and sales tax which varies [rom state to
state, (in Madhya Pradesh, for instance, it is 4
per cent whereas In Uttar Pradesh it is 8.8 per
cent), have a cascading effect on the cost al
which the gas Is eventually made avallable Lo
the fertiliser plants. Thus, even though the ba-
sle price of gas at the landfall point s Rs, 1,750
per 100 ¢u.m:, the plants nearer the landfall
point i e. RCF-Thal, KRIBHCO-Hazira, GSFC-

Baroda and IFFCO-Kalol have to pay at the rate
of about Rs. 2,100 per 1000 cu.m. Likewise,
for the units along the HBJ pipeline. while the
basic price inclusive of transportation charges
is Rs. 2,600 per 100 cu.m., the actual cost to
the plants is about Rs. 3,100 per 100 co.m.

Inter-state variations In the sales-tax s an
pdditional problem leading to wide variations
in the cost of gas to plants depending on loca-
tion and. in turn, In the cost of production of
fertilisers. Although, presently, these differenc-
s are taken care of by differential rates of sub-
sidy allowed under the RPS (the latter
recognises the actual landed cost of inputs to
the concerned units), In a decontrolled envi-
ronment and in the absence of subsidy sup-
port, these would dilferentially affect the cost
competitiveness and viability of vartous units,
depending on the location. In this context, the
recommendation of the Kelkar Committee to
include natural gas In the category of “de-
clared items’ under Section 14 of the Central
Sales Tax Act. 1957, Is yet to be implemented.

.r"uddtt'[mtal]}' even within the same state,
there is the problem of differential sales tax

being charged depending on whether the sales
of the final product are made within the terri-
tory of the state in which the plant is located,
or they are made outside, For instance, in Uttar
Pradesh, for quantities of gas related to urea
sold within the state, there is the concessional
sales tax of 4.4 per cent whereas in of
the gas quantities related to the urea sold out-
side Uttar Pradesh. this is applied at the rate of
5.8 per cenl.

It is neither possible nor desirable for a plant
to sell its entire production within the state in
which it is located. This is particularly so, in
the case of urea where the sales and distribu-
tion are controlled by the Government under
the Essential Commaodities Act. Apart from be-
ing inconsistent with the need for free inter-
state movement of the product, the differential
sales tax system also puts the individual units
into difficulties in regard to their claims for
reimbursement from the Government under

the RPS. In [act, companies are not compen-
sated under the pricing scheme for paying a
higher rate of sales tax on gas for the quantities
sold outside the state.

Presently, even as the T, L. Shankar Commit-
tee is in the process of working out the struc-
ture of gas prices that would take effect from
[anuary 1. 1996, the possibility of linking the
price of gas to the cost of alternate fuels Is béing
talked about in some quarters.

That this methodology of fixing prices is
unrealistic and artificial was clearly brought
out even by the JPC; artificial, because this
assumes that the industry is free to' choose
between alternate feedstocks and thelr ﬂupphr
is not a limitation.

The feedstock policy is lald down by the Gov-
ernment incorporating vital factors'such as
resource endowments, technological’ develop-
ment and growth in demand. During' the
19605, with substantial refinery capacity com-
ing up. naphtha was the preferred feedstock for
nitrogenous fertilisers. In the wakerof:the oil
crisis, the use of coal and foel oil ms.mcpur—
aged, the former to utilise lndli‘;;ﬁu
sources and the latter, to mtnimlsc t
foreign exchange. After new gas resd
found in the 1980s at Bombay ngh ﬁmi In
South Bassein, gas has emerged as the [ﬁﬂ.’dﬂm
inant feedstock. ot i

In view of this and considering the fuct that
the industry Is not free to :hmmilmm-:
feedstocks, the possibility of replacing &
fuel oil or any other fuel does not exisv:
quently, the principle of aquivalenmbﬁnumes
meaningless. g

Internationally also, natural gas s '!I'le pre-
ferred feedstock In the production of wii fiomia/
urea the world over. Of the total ammonla ca-
pacity worldwide. as much as 75 perreent’is
based on gas. In Russia, the MiddleEast and
Indonesia which are dominant expoirtiers, the
share of gas is as high as 97 per cent, 91 pér
cent and 98 per cent respectively.

Notwithstanding the above, the adjustment
of the gas price on the basis of alternate fuels
will have serious Implications for fertiliser
units. For instance, using the pricing of naph-
tha as the basls, even at the prevailing conces-
sional price of Rs. 4,500 per tonng [uﬁ
gate), the r:nrrespﬂndlng gas price wﬂl,

Rs. 3.800 per 1000 cublc metres. If the non-
concessional price of naphtha is uséd‘as the
basis, i. e. about Rs. 7,800 per tonné, this
would lead to a still higher gas pricé of abotil
Rs. 6,600 per 1000 cubic metres. At the pre-
vailing import price of naphtha, the corre-
sponding gas price will be about Rs. &,004) per
1004 cuble metres,

(To be concluded)
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