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Dependence on economic criterion misleading

Strategic factors must be the chief yai‘dstick for setting up new fertiliser projects in the country

by UTTAM GUPTA

Nthe first part of thearticle published on Sep-
Ilemhur 1 7, 1999, it was argued that the pro-

duction cost of wurea [rom the proposed
expansionproject would beawhopping Rs 7, 200)
per tonne higher than the cost of imported urea
at the prevailing depressed international price of
%83 per tonne C&F. On this basis, therelore, the
project wonld appear to be unviable.

It is significant to note that the energy cost
alone at about Rs A.600 per tonne for an effi-
ciently run plant {energy consumption assumed
at 6 million K.cal lora tonne of ureaj exceeéds the

cost of imported urea by a substantial Bs 2, 200
per tonne. Consequently, even il the cost of ser-
vicing the capital and conversion cost viz. wages
and salaries, otheroverheads, chemicals and cat-
alysts, repairs and maintennnce ete. is nil which
is theoretical, it would still nol be passible to sus-
tain theoperations,

In view of the above, if. the approach adum-
brated by PIB isfollowed then, weshould noteven
think of setting up any new project. expansion or
grassrool. Exfending this to existing plants
would mean that all units based on naphtha and
[uel oil should be dumped. This is because their
energy cost alone will be substantially higher

than Rs 4.400/3.500 pertonne. [n [act, due to

vintage resulting inhigher energy consumption,
the gap will be even greater than (o & new pro-
et

Even gas based plants will not be sale. Cuars
rently. delivered cost of gas to HR|] plants is about
Rs 440 per million K.cal. They have to use liguid
hydrocarbonsviz naphthatothe extentof about
23 per cent due toshortige of gas. This is conse-

guent o the directive issued by the ministry of
petroleum and natural gas (MPNG), in the early
Yils, denying supply of gas to plants along HBJ
pipeline for use in captive power and steqm gen-
eration plants. Subsequently! plants located on-
shore were also covered by the cuts.

In view of the above and the cost of naphtha -

being substantially higherie about Bs 1, 10U per
million K.cal. the eflective energy cost works out
toabout Rs 600 million K.cal (440x0.73+ 1 LU0
x 025 Withithis, even [oran elliciently ron gas
based plant. the production codt of urea works
oul to about Bs 3,600 per tonne. This is higher
than net-back [rom selling price ol Rs 3.500) per

tenne leaving no money 1o cover capital related
charges (CRC) and conversion cost (CC)
Although, this is lower than import cost by Rs
BiN) per tonne, this dilferential will be grossly
inadequate to cover CRC and CC.

Thelogical outcome of looking at things from
the PIB mind-set will be unprecedented loss of
domestic production leading to corresponding
increase in imports, This, in turn; will push up
international price as in the past: for instance,
during 19935-96. when, we imported 3.7 5 mil-
lion tonnes, C&F cost was $24() per tonne (even
in 1996-97, this was $206 per tonne corre-
sponding to imports ol about 2,32 million
tonnesi and, in mid 70s, when, we imported 510
per cent ol our needs, thiswas S 300 per tonne.

Carrently, international price is low because
India and China have rapidly built up their
domestic produaction capacity and, as a resull,
reduced Imports drastically Urea imports by
India declined from 2.4 million tonnesin 1997-
98 to (.56 million tonnes during 1998-99 and
arc expecied to be about 11,3 million tonnes dur-

ing 1999- 20K}, Imports by China declined from
f.3 million tonnes during 1996 to 3.5 million
tonnesin 1997 and [urther to a minuscule of
.22 million tonnes during 1998, During the
current year, it is likely to be about 1.0 million
tonnes.

With demand continaing to increase. if.
either India or Chinaorboth turn complacent, do
not add to capicity oreven think interms of dis-
banding apart of existingcapacity, wecould soon
gel into a vidious circle of high import price.
Although, at that point. on economic eriterion.
setling up a new project would be viable and
existing units would look highly attractive, it
wouldbe too late in the di

A decision on whether project should be set
uparnot, has to be guided solely by strategic [ac-

tor, Essentially, we need to look at projected gap
between demand and supply (from existing
units) and accordingly, take a view on required
dddition to capacity and number of priojects to
supporl it. Individual projects may be prioritised
on the basis of investment cost and energy use
effliciency. y
There is an urgent need to rein hydrocarbon
prices to ensure cost competitiveness of Indian
industry. For instance, i, only feedstock is
charged to plants at the same rate as in Middle
East je, less than $1 per million Btu (as against
current naphtha rate of about $6.5 per million
Biu). they could supply ures ¢ven cheaper than
present highly depressed costof import.
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