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Government of India
Ministry of Chemicals & Fertilizers
Cepartment Qf Fertilizers

Shastri Bhawan , New Delhij,
January 3G, 2003

The Executive Director,

Fertilizer Industry Coordination
87 Fioor, Sewa Bhawan,

R.K. Puram,

New Deihij,

Committee,

Subject; Pricing policy for urea manufacturing units
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® Modaliies of Stage-lll wou

Id be decided by the Department of Fertilizers
- OF z2fterreview of the implementation of

o effect from 1.4.2
ented in stages. Stage-| would be of one year duration.

-7 2.2004. Stage-il would be of two years duration, from 1
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= There will be six groups based on vintage and
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stock for determining
= 370UD Dased concession under the

new Scheme, namely, pre-1992 gas



based units, post-1992 gas based units, pre-1982 naphtha based units, post-
1892 naphtha based units, fuei oil/low sulphur heavy stock (FO/LSHS) based
units and mixed energy based unite. The mixed energy based group shall
include such gas-based units that use alternative feedstock/fuel to the extent of
more than 20% us sumiscibic on 1.4.2002. Classiiication of units amang

different groups so determined shall remain unchanged during Stages-| and II.

3. Ouring Stage-I, following measures would be put into effect:

3T .Rates of concession for the units in each group to be determined in two
steps. In Step-l, the weighted average retention price and the dealer’s margin of
the units in the respective group as applicable on 1.4.2002 would be computed.
Units having exceptionally high or low retention price, i.e. deviation of 20% and
above with reference tc group average computed in Step-| are to be treated as
outliers in their respective groups. " In Step-2, the final weighted average group
retention price after excluding the outliers will be computed. '

3.2. The group concession rate on 1.4.2003 would be computed on the data of
the units on 31.3.2003 as applicable. To determine that, the retention prices as
notified for the half year up to 30.9.2002 would be tak;n as the base and the
adjustment on the basis of 8" pricing period for the remaining period, i.e.
1.10.2002 to 31.3.2003, shall be made before the end of. financial year 2003-
2004,

3.3. Effective 1.4.2003, the units in each group would receive the concession
after adjustment on account of escalation/de-escalation in the variable cost

related to changes in the price of feedstock, fuel, purchased power and water.

The modalities for this purpose will be worked out by DOF for Stage-| and Stage-
Il on the basis of group energy daia and efficient consumption patterns of the
units keeping in view the data of 8" pricing period. '

3.4. Those units which have lower retention price than the weighted group
average (estimated after excluding the outliers as final group retention price) are
to get the concession as per their individual retention price. The remaining units

(excluding outliers) are to get the concession based upcn the weighted group

Gl



average retention price computed after exciuding the outliers. This b asis woulq
be valid for Stage-Il also. |
3.5. After commencement of Sfage-l and also beyond Stage-il, there shz|
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neither be any reimbursement of the Investment made by a unit for Improvemer:
| nve | rii

|1_o_p.)érét"ibﬁ"s .ncrﬁ'a—ﬁhy'rﬂﬁc')apfng up of gains of the units as a result of Operationz|
Ef_fi?’?_”‘??i;lhe parameters outlined in the new scheme shall be the .inputls fer
computation of concession. ‘
3.8. The outliers having a retention price higher than 20% or more from the
group average in their respective group would be granted an adjustment phas;
of one vyear, i.fa. Stage-I. During Stage-l, such outliers will get a rate of
concession based upon the group weighted average (after excluding outliers)
and a structural adju;tment which will be 50% of the difference between their
respective retention price and the group average computed as Step-|| Mentioned
in para 3.1. )
3.7. Group concession rates will bg cafcula_t‘@g__e_ggyg_igg_ the incidence of sales

tax on inputs which will be computed and compensated on the basis of rates

effective on 1.4.2002__: for_each _unit. However, the compensation would be

proportionately reduced if the rates are reduced by any State.

4 During:_SFage-H, i.e. from 1.4.2004, the following measures shaj| be put

into effect :

4.1. There will be no special treatment for the outliers and all the units will get
the group rate of concession as outlined earlier for Stage-l. The units having
lower concessien rate than the group average shall continue to. get th;
concession as per their individual concession rate. The six groups would remain
as in Stage-|.

42. The concession rates shal| be adiusted for reduction in capital related
charges. Further, the group energy norms would be enforced on efficiency
considerations. The Department of Fertilizers would take into consideration the

el

"scommendations of ‘the Gokak Committes in determining the group energy
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would also be finalized by the Department of Fertilizers. Thus, the adjustmen::
on account of CRC and group energy’ norms effective in Stage-il would be macs
xnown to the units so that they have reascnable time for making necessar,

technological and other structural adjustments. 1

5. Under the new Scheme, there will be no capping on production of urea.
The use or sale of by-products such as ammonia, CO, etc. will be permitted in
case considered surplus beyond the reassessed capacity for urea production.
The final concession would be determined on the reassessed installed capacity.
The additional production beyond the installed capacity would receive
concession if it is mopped up under the ECA allocation. The feedstock/fuel ratio
for the entire production wouid be taken into consideration for assessing the

concession.

6. Phased decontrol of urea distribution/movement

6.1. In Stage-l, i.e. from 1.4.2003 to 31.3.2004, the allocation of urea under the
Essential Commodities Act 1955 (ECA) will be restricted up to 75% and 50% of
installed capacity (as reassessed) of each unit in Kharif 2003 and Rabi 2003-04,
respectively, The Department will be free to make necessary adjustments in
determining ECA allocation in case the estimated/actual production during the
year is below the reassessed installed capacity. The remaining urea production
will be available to the manufacturers for sale to the farmers at MRP anywhere in
the country. Manufacturers will be entitled to sell urea to complex manufacturing

units on the principle of import parity price or to export, with the condition that no

iubsid-y:’concess:on will be payable on that quantity and it will be computed

towards the quantity permitted for decontrolled sale. The DOF will reserve the

authority to make suitable adjustments, in view of demand-supply positions in the

‘ECA allocation, and de-controlled urea up to 15% over and above the

reassessed installed capacity in case their applicable concession rate is

_financially and economically efficient thercby contributing to reduce the subsidy
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Freight %
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ECA allocation on the basis of average normative le
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Y unit for the -.'a'ét three years j.e. 2000-01, 2001-02 and 2002-03. Suitable

2cjustments will be granted in the event of raj| freight revision durin

o7 2003-04. Secondary freight will remain the same as fixed for th
period. For the'-"quantity outside ECA allocation, a reduction of Rs. 1
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yment will be made in

road component of the
soorepriate adjustments will be made s per annual increase/decrease in the

~¥holesale Price Index of diesel in the previous year for the fuel Part and indicas
<f other components will remain unchanged in the composite |

primary freignt,
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The existing scheme for special freight subsidy will continue for supplies to
ihe North Eastern States and Jammu & Kashmir. The Govern

the rig

ment will also have

nt to issue special movement order under the EC Act as per the demand

sucoly situation, particularly for difficult.and remote areas.
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This Department has separately written to the Chijef Executi

ves of urea
anuiacturing companies requesting them t

O convey their participation in the |

W pricing scheme by executing an undertaking in the prescribed proiorma.

, Yours faithfully,
VAL ko SN
(Sudhir Krishfa)

Joint Secretary to the Government of |ndig

R

e

abelalmedblidiitiiss il



