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all that farmers can alford, then,

huge burden of CRLCT Depending

High gas prices make fert units unviable

fier holding out threats for
0 couple of years, the on-
slnught on users of netural

gas has finally begun with the
Government having already hit
lwice in just about three months
and yet another blow is in the off-
ing shortly. To assess the impact,
let us first lok at the cost of Tas to
users prior to October 1, 1997,

Prior to October 1, the basic
price of offshore gas at landfall
point'on-shore gas was Hs 1,850
per thousand cubic metre linked
to calorific value (CV) of 9000-9500
k cal. Of this, the price Lo the pro-
ducer, primarily 0il and Natural
(as Corporation, was Hs 1,500 per
thousand cubic metre, while the
balance Rs 350 per thousand cu-
bic metre going to the Gas Pool
Account (GPA). Royalty at 10 per
cent and (ST at 4 per cent, both
levied on producer price, worked
out to about Rs 216 per thousand
cubic metre. The delivered cost to
these plants at factory tap was
thus, 1850 + 206 (sales tax about
10.per cent) or Rs 2.272 per thou-
sand cubic metre.

The plants along the HBI
pipeline get gas at CV of about
8500 keal due to LPG extraction [a-
cilities owned by Gas Authority of
India Limited. In view of this, they
fot a rebate as per formula (1500
+ 2160 (9000 - 8500) M250 or Rs
91 per thouwsand cubic metre.
Additionally, they paid fransport
charge of Rs 850 per thousand cu-
bie metre. The delivered cost at the
[actory tap to them was thus 1850
+ 210- 9348504141 (sales ax on
an average i per cent) or s 2,964
pirr thowsind cubic metne.

With effect Mmom October 19497,
the basic price was raised 1o Rs
2,150 per thousand cubic metre
linked to CV of 10,000 Keal. OF this,
the price o the producer was Rs
1,800 per thousand cubic mere.
Royalty and CST worked oul o Rs
259 per thousand cubic metre. The
InndfnlVonshore plants get gas o
CV of nbout 2000 K cal. Hence,
they gol a rebate as por formula
(2150 + Z59) (L0000
00010000 or Rs 241 per thou-
sand cublic metre. The delivered
cost (o thom at factory tap was
thus, 2150 + 259 - 241 + 217 (sales
lx) or Rs 2385 poar thousand cu-
bic molre.

The plants along HBJ got & re-
bhate as por formula 2150 x
(10,000-8500) 1000 + 259 x
(T, 000-900)7 10,000 or Rs 348
per thousand cubie metre. Thiy,
however, paid transport chargs at
the enhaneed rate of Rs 1,150 per
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5500 k cal, The delivered cost at
the factory tap was thus, 2150 +
259 - 348 + 1150 + 161 (sales tux)
or Rs 3372 per thousand cubic me-
tre. With effect from January ,
1998, basic price has boen further
raised to Rs 2,411 per thousand
cubie metre. Of this, price to pro-
ducer is now Rs 2,003 per thou-
sand cubic metre. On this, royal-
ity and C5T work out to Rs 288 per
thousand cubic metre. To landfall
pointonshore plants, rebate is
(2411 + 288) x (10,000 - 9000
110,000 or Rs 270 pe thousand cu-
bic metre. The delivered cost at
factory tap is thus 2411 + 285 -
270 + 243 (sales tax) or Rs 2672
per thousand cubic metre or Rs.
297 per million K cal.

For plants along HBJ the rebate
is 2411 x (10,000-8500)/10,000 +
288 x (10,00-9000110,000 or Rs
390.5 per thousand cubic metre.
The transport charge remains
unchanged at Rs 1150 per thou-
sand cubic mere. With these
changes, delivered cost al factory
tap is 2411 + 288 - 390+ 1150+
173 (sales tax) or Hs 3632 per
thousand cubic mere or Hs 427 per
million K cal.

Due to unilateral curtailment in
supply of gas resulling in shortage,
almost all gas-based plants are
forced to use alternate fuels Le.,
naphtha, to the full extent in cap-
tive power and steam generation
lacilities; some even have to use
these for meeting fuel require-
ments in the main process plant.
Generally, of the tolal energy re-
quirement, about 75 per cent is
met from gas and 25 per cent from
naphtha.

Even a plant using
most preferred
feedstock i.e. gas cannot
survive despite

efficiency level
comparable to the best
in the world

Thus, an a weighted average ba-
i, cost of epergy (o Inndfall
pointonshore plants is aboul Rs.
448 per m Keal (297x0,75 + 900
x 0:25) and that 1w HBJ plants
about Rs 533 per m keal (427 x
0.75 + 850 x 0.25). Taking 4 fajr-
ly tough energy use norm of 6 m
Keal for producing one lonne of
uréd lower than the average
achioved by plants In US, cost of

energy alone would be Rs 2688 per
tonne for landfall pointonshore
plants and about Rs 3,200 per
tonme for plants along HB.

The ball does not stop here. In
terms of the principle already laid
down at the time of hiking price
with effect from October 1, 1997,
during 1998-99, basic price of gas
is proposed to be linked to 65 per
cent of the international price of
a basket of fuel oils. At present. the
former at Bs 2,411 per 1000 cu-
bic metre being on 55 per cent
linage, the latter would be about
Rs 4,363 per tonne (2411/0.55). On
this basis, taking 65 per cent link-
age, with effect from April 1, 1998,
basic price of gas would be about
Rs 2.850 per 1000 cubic metre
(4383x0.65).

Whether or not the Government
will raise the producer price can-
not be said now. Assume that this
would continue at the existing ley-
ol ie, Rs 2,003 per thousand cu-
hic metrs. Royalty/'CST would be
Rs 288 per 1000 cubic metre. The
rebates allowed to landiallonshore
plants will be (2850 + 288} x
(10,000 - 9000)10,000 or Rs 314
per million K. cal. To planis along
HEJ, rebate would be 2850 x
(10,000 E500010,000 + 286 %
(10, 000-9000V1 0,000 o Hs 456

per 1000 cabic metre. For them

delivered cost at factory tap would
be 2850 + 288-456+1150+192
{sales tax) or Bs 4024 per 1000 cu-
bic metre or Rs 4732 per million K
cal.

With these and no change in gas
to naphtha mix, cost of energy o
landfallfonshore plants would be
Rs 483 per million K cal (345 x
0.75 + 900 x 0.25) and to HBJ
plants Rs 567 per million K cal
(473 x 0.75 = 850 x 0.25), The cor-
responding cost of energy per
tonne ured would b about Rs 290
lor the lormer and about Rs 3400
for the latier. Add bagging cost
abaut Hs 300 por tonne, while vari-
able cost (VC) alone would be u
minimum of about Rs 3200 per
tonne and Rs 3700 per tonne, re-
spectively.

Currently, selling price of urea
1o the [armer is Rs 3660 per tonne.
Alter deduction of distribution
margin of about Rs 150 per wnne
and at least Rs 250 per lonne lo-
wards [reight, this would give an
exfactory realisation of onlv Rs
3260 por tonne. AL this level, [or
landialVonshors planis, VO bare-
v geis eovered and for HEJ planis,
this would remain uncovered by a

substantinl margin

Thus, if present selling price is
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on a stand wlond basis without sub-
sfdy support [rom Government
even i plant using the most pre-
ferred [eedstock e gas, cannot
survive despite officiency levels
compearable to the best in the
winrld.

Let us hope & moment that sell-
ing price would increase. By how
much? This is decided not on eco-
nomic merit, but by politics.
During 1980s, the price wias main-
tained at Rs 2350 per tonne all
through. In August 1991, it was
raised by 30 per cent to Rs 3060
per tonne, only (o bt followed by
o 10 per cont reduction in August
1992 10 Rs 2,760 per tonne. In
June 1994, price was increased by
20 per cent to Rs 3,320 per tonne
and then, in February 1997, by 10
per cont to Hs 3,660 per tonne.

One may say that 19805 was an
era of control so0 we should not
look at it [or guiding [uture course.
The experience ol the 19905 may
be a better indicator, Even on this
basis, to expect an increase of
more than 10 per cent per annum
at the outer limit is totally unre-
alistic. That is what the Ninth Plan
Working Group on Fertilisers rec-
ommended. With this, the price
would increase to about Rs 4850
per tonne by the year 2000-01 ie.,
an increase of Rs 1200 per tonne
over the existing level.

Even this will be of no help as
it will be offset by increases in pro-
duction enst dus to the decision al-

ready in the pipeline. For instance,
by 2000-01, basic price of gas
wuulfJ be linked to 100 per cent of
cost of fuel In other words, this
would be Rs 4,400 per thousand
cubic metres, Lo, an increase of
Rs 1,550 per thousand cubie mo-
tres over the April 1, 1998, lovel.

Deliverad at [actory tap, in-
crease would be about Hs 1,534
per thousand eubic motre or Hs
170 per million K cal to land-
falllonshore plants and about Rs
1383 per thousand cubic metre or
Rs 163 per million k cal to HBJ
plants. That would increasd™aergy
cast and, in turn, VC by about Rs
763 per tonne for the former and
dboui Bs 733 per topne Tor the Int-
ter, thus neutralising a major
chunk of incremental realisation
from inerease in selling price.

Think lor & moment that VO gets
fullv covered. sav. by ensuring
higher increases in selling price,
Can the plant run on this basis
alone? What about the ixed cost
including capital-related charges
(CRCY? How will new plants meet

on Investment cost, financing pat-
tiern, this alone rangos from Hs
4500-5000 per tonne. Can pro-
ducers afford to default in repay-
ment of loans and interest lo
Flebanks? Can they perpetually
deny dividend to shareholders?
Even oldMully depreciiied plants
have substantial lHabilities by wuy
ol conversion cost and intérest on
working capital, ¢te. All these have
o be met on a reasonable basis if
plant is W remain viable.

For too long have our policy-
makers confined themselves into
a make-believe world. They have
not allowed required increases in
selling price, thinking this would
affect their vote banks. At the same
time, they have raised prices of in-
puls ineluding feedstock, utilities
i.e, power and water and services,
ad railway [reight by leaps and
bounds (o give more money
Government-owned and controlled
companies/agencies. So far, this in-
herently unsustainable situation
has been sustained by increasing
subsidy which plugs the growing
gap between ecost and selling
price.

Many armchair economists do
nol let this dangerous mindset
changa as, without even analysing
the underlying [actors, they keep
on religiously saying that subsidy
mongy goes into industry coffers.
Had it been so, industrialists
would have made lot of mopey
from investment in fertilisers, and
investors would have been only too
keen to invest, The ground reali-
Wy s just the opposite in that no in-
viesior, including loreign compa-
nies, wishes to invest in [eriilisers.
Top rating agencies like Crisil have
warned about risk of investment
in this industry and thal existing
units have started diversilying in-
o other areds.

The Government should change
its. ways before it is oo Iate.
Instead of shutting i1s oves on its
unjustified actions, viz., sustained
and steep increase in administered
prices of feadstock and other in-
puts, railway freight, power tarill
etc., it should focps on what can
he done o prevent such increas-
es and, i fact, bring about re-
ductton in line with the JPC rec-
ommendations. With regard (o
selling price it should shun pop-
ulism wund bring it up 19 a rea-
somable lovel. This way alone can
the vital industry can be saved
from lurning sick

The author ix Chiel Economist of
the Fertiliser Association of India




