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0il companies need to set house in order to cope with reforms

Uttam Gupta

concesslons [rom the Unlon Government,
now that they ure saddled with excess
stocks of petroleum products. like naphtha, fuel
oll, diesel etc. They want the so-called level play-
ing field for importing diesel, but in the case of
nuphtha, fuel oll and LSHS. Independent power
producers{IPPyhave been toldthatthey canonly
secure supplies [rom refinerles in the country in
4 directive issued by the ministry of power.
Instead of taking recourse 1o such desperute
moves. pefroleum reflineries need 1o address o
basicquestion: How did they get intothis messin
theficst ploce 7
The unprecedented addition to refinery
capacity inrecent years has already created asit-
uation of excess supplies and petroleum product
stocks are building up. This has affected the
maonopoly of the public sector undertiakings in
the ol sector. The users, particularly industries
al coastal locations. also have the option of
senireing thelr requirements [rom overseas,
since naphtha, fuel oil and LSHS imports were
decanalised In April 1998, The customer in this
cise, is clearly the King and would prefer to buy
[rom the cheaper source.

PI:‘]‘H{"}I.EUM companies are looking for

As per the principle approved in 1997, ail
companies are required 1o fix ex-reflinery: (or
reflinery gale) priceson animport-parity basis. In
actual practice. they lout this norm with
impunity, Instead of taking the free on board
(FOR) price as the basis for the domestic price
{which, incidentally, would be their realisation il
the product wasexported), they take thecostand
freight | C&F)cost, addingon handlingchargesm
port and marketing margins. The sysfem artifi-
clully inflntes the price of petroleum prngl.u:iz:
refined at home. L

The delivered cost of the product al factory
gate further increases on account ol sales tax.
which Is charged by some states at prohibitive
rates. Gujaral for instance, levies siales tax ot the
rateol 20 percenton naphthaand 22 percenton
thesel. In'Maharashira; the sales tax on diesel is
even higherat 33 percent

Thee tax structure isresponsible for the excep-
tionally high priceof petroleum productsrefined
within the country. For a plant located in
Gujarat, for instance. the cost of naphtha works
outtonbout Re 15,500 per tonne (of which sales
lax alone accounts for roughly Rs 2,500 per
tonne. ) Insharp contrast, imporied naphtha is
cheaper by about Rs 3,000 per tonne. shorm of
the miirketing margins and sales tax loaded onto

petro-products refined withinthe country. Thus.
il power units were to import naphthiinstend of
tiking it from oll companies. they would be able
1o reduce thelr generation costs by nearly 40
patise perunit. Fertiliserupitswould beabletocut
down their production costs by Rs 1,500 for
everyionneol uren produced. The oll companies

needtosel theirhouseinorder. Itwould be totally
ilogical for them to fix the ex-refinery price of
thelr products at any thing higher than the cost
al import (e, the C&F linded cost plus port han-
dling charges). Ideally. they should peg their
product prices to the FOE price prevalling in the
global market. which (s the price realisation

reflineries abroad get and would be the net reali-
sations of oll companies il they were 1o export.

The stute Governments too should provide
the requisite support by reducing sales tax. In
[nct, aratehigherthan 4 percentisnotadvisable.
TheCentreshoulddoitsbitto helpoll companies.
without Mlouting proprieties,

A strong case does exist for a significant
decrease in thecustomsduty on imported crude.
in'the light of skyrocketing international prices
of crude oil and the depreciation of the rupee.
Lower duties on crude imports will help refliner-
ies reduce thelr production costs, thereby
enabling them to price thelr products competi-
vl

The Government may also consider exempt-
Ing diesel, used for power generation. lrom exclse
duty, just as naphtha supplies to fertiliser plants
are exempl from customs duty.

The oil companies should also take note of
developmentsinthe gassector. Consequent toits
impending decontrol next vear, the possibility of
industries switching over to the use of gasis not
riled out. Gas replacing Hquid fuelsis a strong
possibility, because gas Is likely 1o prove cheaper
than naphtha in the vears ahead.

Evenalter linking domestic natural gas prices
LUK per eent with & basket of Internationally

traded fuels | compured to 75 percent now), gis
prices are likely to be about $410 55 per million
BTU el will still be lwer than the cost of niph-
tha at $7 to 88 per million BT, Gas will also
prover cheaper than fuel ol at prices ol about 56
per million BT

The impending challenge ffom imported [li-
velied natural gas (LNG) cannal be brushed
aside either, Already. wspate of projects or sup-
ply of ENG are currently under implementation
andare likely 1o be commigsioned in three 1o five
vears from now.

Some of the major consortin eg. Petronet
LNG, hiwve Indicated that ENGwillbe avallable a
a price significantly lower than naphthi. This
will have ominoas repercussions on the reliner-
b,

The oll majors shoukd see the wriling on the
waill. The davs of mmopolistic and explaitative
pricing are over, They are facing competition
from withinas well asimports.The competition
willintensifvin the vears nhead,

Hence, there is an urgent need lor removing
all aberrationsin the pricing ol petroleum prod-
ucts and to bring these down to realistic levels,
based on sound principles.
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