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Foreword

Energy pricing is a part of energy policies for promoting the objectives of
improving energy efficiency, protecting the environment and ensuring investment
for infrastructure of energy supply. The Third Meeting of the SAARC Energy
Ministers decided formation of Expert Groups for different energy commodities
and services. Recognizing the importance of energy pricing, the First Meeting of
the Experts Group on Oil and Gas recommended undertaking study on sharing
experiences in the areas of pricing mechanisms for oil and gas.

Keeping in view the recommendations of the Experts Group, SAARC Energy
Centre under its thematic area of Programme on Lnergy Trade has undertaken the
study on “Pricing Mechanisms for Oil and Gas including LNG and LPG” for sharing
experiences of Member States with each other and promotion of energy trade in the
region. The institutional, legal and regulatory frameworks for oil and gas sector of the
Member States have also examined under this study.

This report presents and analyzes the oil and natural gas prices and pricing
practices adopted by SAARC Member States. Overall policy perspective on pricing,
role of oil and gas in the energy system of each selected country and evolution of
pricing mechanisms have also described. The study covers mainly two kinds of
energy commodities, namely, petroleum products and natural gas with the
perspective of both producer as well as consumer.

My =zincere lhanks are to the SAARC Secretariat and Member States for
facilitating the study and providing study related data an¢ information that made
it possible to complete this study. I would like to express my sincere appreciation
to my colleague Md. Anwarul Islam (on deputation from Petrobangla, Bangladesh)
who has produced  this report. T oalsu Dok o the reviewers for their valuable
contributivns. SAARC Energy Centre would welcome comments from readers for

improving next edition of this report,

I hope that this study will be a reference document and useful source in

respect of sharing experiences on oil and natural gas pricing mechanisms among
the SAARC countries.

Tkl A Tz
Director
SAARC Energy Centre
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Executive Summary

The first Meeting of the SAARC Experts Group on Oil & Gas (Dhaka, 25-26
July 2011) recommended some activities to be undertaken by SAARC Energy
Centre. Recognizing the importance of energy pricing, one of the proposed
activities was study on sharing experiences in the areas of pricing mechanisms for
oil and gas, operational and technical aspects of LNG terminals, and LPG for
household and industrial use, Subsequently, the SAARC Energy Centre proposed a
study on Pricing Mechanisms for Oil and Gas which was approved by Governing,
Board and higher SAARC bodies.

Energy Pricing plays a key role for promoting the three objectives of energy
i.e. conservation, environmental protection and investment for infrastructure of
energy sector. Energy prices have to cover the costs of production and investments
to assure the internal cost of energy suppliers. Energy pricing is influenced by the
objectives of government as well as private sector. Government objectives reflect a
wide range of economic, social and political goals and, the private sector objectives
reflect the financial viability,

Throughout the world, energy sector remains an area of particular interest to
governments because of the strong relationship between the sector and the
economic and social well-being of an economy. Julius and Mashayekhi (1990) listed
the three main objectives of the energy pricing:

B Economic Efficiency;
B Financial Viability, and;
B Social Equity.

Economic efficiency means existing energy resources are put to their best use,
Economic efficiency principle looks for to ensure the regulation of prices in such a
manner that the prices of energy are set equal to their value. The financial principle
suggests that energy supply systems should be able to raise sufficient revenues to
remain financially viable. The equity principle relates to welfare and income
distribution considerations. This may result in implementing differential pricing
systems in spite of the different costs of supply.

Most of the countries in the SAARC region have undertaken, or is in the process
of undertaking, reforms in the pricing structure of energy that aim te restructure
the energy sector. Energy pricing now becomes a basic component of the
restructuring programs.
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SAARC Member States have some form of energy price control/regulation.
There are subsidies, import tariffs, taxes and Jevies; all these affect the final end-use
CLCrE T prioe.

Chapter 1 provides study background and objective, methodology adopted and
limitations for the study. Chapter 2 deals with pricing mechanisms for natural gas
in Bumgladesh. India and IMakistan. Natural gas pricing mechanism has been
Toenshoed country by country. Overall policy pcrspective is first deswuibed on
natural gas pricing and role of the natural gas in the energy system of each country.
Evolution of pricing mechanisms and prevailing gas pricing for both indigenous
and imported as well as consumer gas pricing mechanisms of different economic
sectors are described. The pricing mechanisms are then followed by an overview of
present gas price build-up and gas allocalion policies for various categories of
consumer. In addition, this chapter covers the pricing mechanisms of Liquefied
Natural Gas (LNG) and Liquefied Petroleum Gas (LPG) for both India and
[Fadistan.

Chapter 3 presents pricing wwolindsie for oil in Bangladesh, India, Nepal,
Pakistan and Sri Lanka. It includes country by country analysis of oil pricing
rechianigms. This chapter first describes the policy perspective on oil pricing
followed by the role of oil in the energy system of each country. Fuclulicn of il
pricing mechanizins and prevailing oil pricing for indigenous, imported and
detailed account of consumer oil pricing mechanisms of different economic sectors
have been presented. The pricing mechanisms are then followed by an overview of
present refinery gate price build-up and retail selling price build-up of petroleum
products.

Chapter 4 describes the institutional, legal and regulatory frameworks of each
Member State. It discusses in detail on oil and natural gas sector. Finally, chapter 5
summarizes the key findings of this study. First sections of this chapter consider
some of the energy pricing objectives and energy pricing approaches from the
theoretical point of view. The remaining sections deal with the kew limdings of
natural gas pricing followed by oil pricing.

In determining the natural gas pricing, SAARC Member States adopt some form
of price control/regulation. The level of natural gas producers price is linked to
competing liquid fuel. The zonal/regional discount policy is also applicable in
determining the producers’ gas price. The introduction of depletion premium or
rovalty is being implemented in India anc Pakistan only. One of the prominent




Xiv

Pricing Mechanisms for Oil and Gas in SAARC Member States

common features of the SAARC Member States is the provision to sell gas to third
party at markel price,

In SAARC Member States, concern over social equity is reflected through
government intervention in gas pricing. The selected SAARC economies provide
subsidies to gas for strategic industries, for instance fertilizer and household. The
lowest sectoral gas price is given for fertilizer production and power generation in
Bangladesh. Priority is given to fertilizer production and power generation in
India, supplied gas at the lowest rate (Administered Pricing Mechanism) by the
state-owned companies. The lowest rate is charged to domestic consumers and
fertilizer feedstock in Pakistan. There are private sector participations in production
sector of each country. The taxes paid by the Jillzrenl gas conswmers have
significant variations among the countries,

In determining the prices of petroleum products, SAARC Member States have
some form of price control/regulation. The main reasons for the price regulation
are the importance of oil to the ceormry and social policy cbjoctives like the
support for low-income groups. In some Member States, oil prices are administered
by the government. But they are in various stages of planning to adopt formula
based pricing mechanism.

In SAARC Member States, except Nepal, the pricing formula for refinery
products is based on the concept of import parity price. India applies both the
concept of import parity and trade parity price. The ways and types of taxation on
petroleum products are different across the SAARC countries. Taxes imposed on
petroleum products have proven to be a reliable source of raising revenue. In fact,
countries impose different tax rates for different oil products to wlivwve sorial,
environmental and economic policy objectives. Most SAARC countries provide
subsidy and, charge a relatively lower tax rate on some specific petoolewn

procucks.
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Chaptor 1
Introduction

1.1 Backgrouwnd

The Energy Ministers, during their
Third Meeting (Colombo, 29 January
2009),
Concept Paper on SAARC Energy Ring,

considered and approved a

with the observation that it is a dynamic
concept and will evolve over time with
the experience of the Member States and
changing ground realities. The Meeting
further Jdeuidewd Lorntion of Expert
Groups for different comumodides and
services. As a follow-up, the Working
Group on Energy constituted Expert
Oil (ii)
Electricity; (iii) Renewable Energy; and
(iv)

(including energy efficiency, coal, etc.).

Groups on (i) and Gas;

Technology /Knowledge  sharing

I'he First Meeting of the Experts Group
on QOil & Gas was held in Dhaka on 25-
26 July 2011 and recommended some
activities to be undertaken by SAARC
Energy  Centre.  Recognizing the
importance of energy pricing, one of the
proposed activities was study on
sharing  expericnees in the areas of
pricing mechanisms for oil and gas,
operational and tehndcal  aspecis of
LNG terminals, and LPG for household

and industrial use.
1.2 Objective

SAARC Energy Centre (SEC), under its
thematic area of Programme  on Encray

Trade (PENT) , has the
study on Pricing Mechanisms for Oil
ared Gas
experiences of Member States with each
other and promotion of energy trade in

Leeloerluken

with the objective of sharing

the region. The institutional, legal and
regulatory frameworks for oil and gas
sector of the Member States are also

examined under this study.

1.3 Approach

The study is based on review and
analyses of related published literature
and information that are available in both
on-line and printed version, Tuice dala
and other energy related information
were collected from various sources to
provide a brief overview of energy
pricing policies. The souwwes for these
data and information were the
publications of Member States on energy
as well as the publications of credible
national, regional and international
energy research organizations. The
necessary information was also collected
directly from concerned officials' of
institutions of SAARC
Moreover,

different

countries. diseugsicne on
various aspects on energy policy,
regulatory frameworks and oil and gas
pricing structure of Member States were
made wilh the professionals having
knowledge and exparience in energy
policy and planning to exchange views

and ideas.

1
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1.4 Limitations

The study has been completed by in-
house efforts of SAARC Energy Centre.
Initially the study was designed to cover
all SAARC Member States, but due to
limitations in the availability of data and
relevant pricing information, this study
includes India, Nepal,
Pakistan and Sri Lanka. Furthermore,
due to the non-availability of data and

Bangladesh,

pricing information, the level of details
varies amongst the SAARC countries.
The study incemparates energy price
evolution and current pricing policies of
oil, gas, LPG and LNG in SAARC
couiries, including description of the
pricing mechanisms both for producers
and different consuming  sectors,
subsidies, taxation and levy systems,
and regulatory

Member State.

structures in each
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Chapter 2
Natural Gas Pricing

This

mechanisims

chapter deals with pricing

for natural
Bangladesh, India and TDulbistan It
corresponds to a country by country
analysis of natural gas pricing
mechanisms. Overall policy perspective
is first described on natural gas pricing
and role of the natural gas in the energy
system of each country. Evolution of

gas in

pricing mechanisms and prevailing gas
pricing for both indigenous and
imported as well as consumer gas
different
The

pricing mechanisms are then followed

pricing  mechanisms  of

economic sectors are described.
by an overview of present gas price
build-up and gas allocation policies for
various categories of wonsumer. In
addition, this chapter also explains
about the pricing mechanisms of
Liquefied Natural Gas (LNG) and
Liquefied Petroleum Gas (LIPG).

2.1 Natural Gas Pricing in Bangladesh

The energy
Bangladesh are controlled by the state as
a decision maker. In 1996, Bangladesh

pricing  practices  in

initiated its national energy policy,
which included the familiar
oS e Pl a Lo for sector

unbundling, encouragement for private
sector participation, supply of energy at
affordable price and establishment of an
Until 2003,

Bangladesh’s gas market was controlled

energy regulator.

by the government through various
entities. In March 2003, the Government
of Bangladesh cuuted the Bangladesh
Energy Regulatory Commission Act.
One of the objectives of this Act is to
determine tariffs in a transparent way,

The natural gas based energy economy
of Bangladesh is in crisis due to a
growing gap between supply and
demand of natural gas. The government
of Bangladesh is well aware of this
insecure fuel monopoly and growing
deficit of gas supply. The power secter,
heavily dependent on gas, is rurrently
looking into the development of cial
fired power stations. The government of
Bongladesh also has been looking into
the LNG
supplementing the domestic natural gas

importing  of for

production,

2.1.1 The Role of Natural Gas

Bangladesh gas sector started its journey
in the 60s, but its speedy development
and integration started to go faster in
the early 70s, stimulated by the rising oil
prices. Bangladesh is heavily dependent
on natural gas, which in year 2009
accounted for around 89% of its power
73%  of
commercial energy supply (IEA, 2009).

generation and over its

The couwntrys gas production is already
wswllicierd and the gas reserves are
depleting . due  to

aver increasing

3
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demand. According to Petrobangla, as
om June 200, the gas initially in place
(GIIP) has been estimated as 29.23
of which
estimated recoverable reserve (proven &
probable) is 21.05 trillion cubic feet. Up
to June 2010, as much as 8.54 trillion
cubic feet gas has been woriiinmed
(BOGMC-Annual Report 2010).
Presently, daily demand for gas reaches

trillion cubic feet, out

at about 2500 million cubic feet whereas
the daily supply of gas is around 2200
feet  (BOGMC-Daily
2012). At current
demand growth rates, averaging 8% a

million cubic

Production  Reporl,
year since 2004, Bangladesh may not
have many years of known domestic

resere lell

According to the International Energy
Agency, in 2009 Bangladeshs total
primary energy supply was 29.5 million
tons of oil equivalents, of which 51.8%
came from natural gas, 15.9% from oil,
2.1% from coal, and less than 1% from
hydropower. The remaining 29.8% of
primary energy supply comes from
combustible renewable and waste. The
share of natural gas in total commercial
energy supply is 73.7%. And the share of
pricing information, the level of details
is 89.4%. The government of Bangladesh
is well conscious of this insecure fuel
monopoly of gas and the power sector is
currently looking into the development
of coal fired power stations.

Figure 1: Share of Gas in Total Primary & Commercial Energy Supply and Electricity

Generation in Bangladesh

Biofuels Coal Qil
and 2.1% 15.9%
Waste
258w

Hydro Maturel
0.4% L
51.8%
Primary Energy: Total 29.5 Mioe
Hydro

4.1%

Hyrdrn {.ral
Mg 20%

Oil
22.6%

Naturel
=as
737

Commercial Energy: Total 20.7 Mtoe

Lol o]

_am

Electricity Generation: Total 37,862 GWh

Source: IEA, Energy Balance, 2009,

' Tihe Bangladesh O, Gas and Mineral Corporation (Petrobangla) coordinates the gas sector in Bangladesh

tirough operafing compaiies.
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As seen in Figure 2, power sector is the
single largest user with 54.6% of the total
gas consumption. The other  sectors
receiving the natural gas are industry
(16.2%), residential (11.5%) and non-

energy uses in the form of petro-

chemical = fuuslstenl:  mainly  being
(11.6%).

Cornenensial and public services usage

fertilizer production

account for 1.2%, while transport sector
(CNG) accounts for 4.8% of gas usage.

Figure 2: Natural Gas Consumption by Sector in Bangladesh

Corunerciol - her
1.2% iy
Rezidentin. -
11,9%

Transart
4 5

Fertilizer
11 i%

Total: 150 Mioe

Source: [EA, Energy Balance, 2009,

2.1.2 Natural Gas Price Evolution
Historica[ly, the Lovernment of
Bangladesh delermined gas tariff and
margins for each of the uperating
companies involved in gas mduosiry
including  the the
Government itself in the form of taxes.

margin  for

In deteenining these, differad  socio-
wconomic aspects of the country were
considered by the Covenmunt In
general, the Government stake was 55%
and the Petrobangla stake was 45% on
the end users price. The Ietrobarigzla
share was again distributed among the
operating companies. The fertilizer and
power sectors were equally privileged
by having the lowest gas tariff until

1988, fertilizer sector

continued to enjoy the lowest tariff

Afterward,

while power sector was put on the

second ploace.

In April 2003, the Government of
Bangladesh approved a new gas pricing
formula which was similar to Production
Sharing Contract (PSC) gas where the price
of gas produced by the state owned
company will be indexed with the high
sulphur fuel oil (HSFO) price of freight on
board (FOB) Singapore. On the other hand,
the Government’s margins in the form of
supplementary duty (SD) and value added
tax (VAT) will be based on “units of gas

sold” and ”selling price of gas”
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respuedtively. Therelore, the end users

price  was determined  under  the

following formula:

End Users Price = Cost of gas +
(TaT
cost + supplementary duty (SD) + value
added tax (VAT).

Where,

Cost of gas:

Production sharing contract (P5C) gas =
75-93% of high sulphur fuel oil (HSFO).
Petrobangla gas = 7% of HSFO.

T & D cost = T&D operating cost +
return on revenue (15% on net fixed
asset);

SD= Fixed charge based on volume of

tranmmission and  disleibulion

gas entered into the network;
VAT= 15% of total cost of gas sold.

It is to be wwudiones. here that,
Fitroebangla gas the
production sharing contractors at prices
fixed under the Petroleum Policy 1993,

buys from

which stipulates that the price of
onshore gas will be 75% of the high
sulphur fuel oil (HSFO) price of freight
on board (FOB) Singapore, on a heating
value parily basis, and the offshore gas
price will be 25% higher than that of the
onshore gas price. However, the price
of PSC gas is limited under a boundary
condition. Based on the above pricing
formula, the Government of Bangladesh
has fixed gas tariffs twice, on 1 July 2004
and 1 January 2005 (ADB, 2007).

As seen in the Appendix A, the history
of gas pricing from 1968 to 2009, there

was little change in the tariff model for
the past 40 years. After the year 1988,
the unit rates were chunged from
Bangladeshi Taka (BDT) per Mcf to
Bangladeshi Taka (BDT) per Hlandard
Cubic Meter (SCM). And a tariff for
Captive Power and Compressed Natural
Gas (CNG) was introduced in vear 1998
and 2002 respectively. In 2002, CNG
started to receive gas at a cheaper rate
than power sector. In addition, small
changes in the
unmetered- residential (domestic) gas
pricing were introduced in 1977, 1980
and 1986. It is to be mentioned here that

administration of

the only sigmnificant change during the
last two years was the price of CNG that
went up from BDT 9.97 per SCM in 2009
to BDT 23.00 per SCM in 2011. And the
tariffs of the other sectors rormaincd

wichaimed.

2.1.3 Current Gas Pricing Mechanism

The current pas pricing policy in
Bangladesh is hased on price control
concept where Covemrwnt sets the
prices and

responsibility for the impact on the

cifectiviely takes
economy. The natural gas consumer (or
end user) price in Bangladesh comprises
of mainly two broad components; the
Government of Bangladesh Margin and
Gas Industry Margin (or Petrobangla’
Costs).  The
Government of Bangladesh Margin is in

Margin/  Production
the form of taxes and, the current taxes
are a combination of Value Added Tax
(VAT) and Supplementary Duty (SD).

* Petrobangia is a state owned corporation, representing the gas industry of Bangladesh.
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The gas industry margin (or total
petrobangla margin/production costs)
equals the sum of the margins allocated
to gas industry operating companies.
including exploration, production (state
owned and international oil companies),

trarsmivsion and disstrituition
LIPS, Bangladesh Energy
Regulatory Commission (BERC)

determines the retail prices/end user

prices for various categories of

consumers on the basis of Government
guidelines as regards taxation., price
applications by  Pelrobangla
socially acceptable price Tevels as

observed by BERC. According to the
pricing lramework,  as of
September 2011, the end user gas price

and

axisting

of Bangladesh for various consumer
segments comprises of the fullwwing
elements:

. Value Added Tax (VAT);

° Supplementaryv Duty (SD);

° Price Deficit Fund (PDF);

*  BAPEX® Margin;

° Deficit Wellhead Margin (DWM);

e Wellhead Margin;

e  Transmission &  Dhistribution
Margin; and

e Gas Development Fund.

Under the existing gas pricing formula
of Bangladesh, taxes are calculated as a
of the
(inclusive tax). Current taxes are 13% for
VAT (value added Tax) and 42% for SD

(supplementary duty) being a total of

percentage end user prices

55% of the retail or end user prices,

* State-owned Exploration & Production Company.

Petrobangla distributes its margin, 45%
of the retail or end use prices, to various
operating companies on the basis of
historic costs, funding applications and
negotiated contracts in the case of the
international oil companies. Price Deficit
Fund (PDF) is reserved to generate a
fund for paying to the international oil
companies for their production which is
determined according to the negotiated
contracts. BAPEX Margin is a “profit

margin” of state-owned gas production
and Deficit Wellhead Margin (DWM) is
for BAPEX to cover additional costs of
local production. Wellhead Margin is a
local

production costs for ongoing

operation & maintenance costs,

The
transmission system which is operated

travsnission marein is for
v one state owned company-Gas
Transmission  Company Limited. The
margin reflecty the cost of
transportation, from gas fields to city
gate stations or bulk customers such as
power stations. The transmission price is
churwed as a fixed price based on
quantity and without a distance
component. The didriludion margin is
for gas distribution by the  mas
distribution franchise companies which
reflects  the

downstream of

cost of  hstriluilian,

city gate stations.

Finally, gas developmeat fund s
allocated for research and development
for the

upstream and downstream. The detail

entire gas industry both

of owisting  pricing  structure  of
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Bangladesh is shown in Appendix B.

CUITLIt COnBIIEL prices Of 8as for the

According to the existing pricing various economic sectors of Bangladesh.

anucture; the Table 1 summarizcs the

Table 1: Consumer Gas Prices in Bangladesh *

Category of Consumers BDT/SCM
I. Power 282
IL Frerlilieer 2.58
11, Feed Gas for CRG 23.00
[V. Captive Power 4.18
V. Industry 5.86
VI lon-lstate 5.86
W, Comirmersial 9.47
WULLL Ddarmestic 5.16

tror oo BLIRE,
2.1.4 Analyses and Key Findings

The current natural gas pricing policy in
Bangladesh is based on price control
concept where government is in charge
of the gas production margins, while
regulatir- BERC s in charge of the
tramzmizzion and distribution margins
w= wll o T the end user price. The
natural gas consumer (or end user) price
in Bangladesh comprises of mainly two
broad components; the Government of
Bangladesh Margin and Gas Industry
Margin (or Petrobangla Margin). In
general, the Government stake was 55%
and the Petrobangla stake was 45% on
the end users price. The Government of
Bangladesh Margin is in the form of
taxes, combdination of value added tax
and supplementary duty, which are
calculated as a percentage of the end
users prices. Petrobangla distributes its

“ With effect from September 19, 2012,

margin to various operating companies
on the basis of historic costs, funding
applications and negotiated contracts in
the case of international oil companies.

In the wuisting pricing atruciuve, the
wellhead gas margins are well below the
market and the
wlwe rulive fuels. These prices are too

prices prices of

low to gemeral: suibcunt capital for
and
transportation. According to the Asian
Bank  report titled
Proposed Loans for Peoples Republic

i
Improvement Project, published 2010,

erprluration, procluaction

Drovelopoent

of Bangladesh: Natural AU

coernbioned gas from stati-oweroedd

aonmpanies  and inlaraalional oil
companies (price linked to world market
price), with an average wellhead price of

about one-tenth of the world market
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price, provides the basis for downstream
gas prices. Another report of Asian
Dovclupment Bank titled  Bangladesh
Gas Sector: Issues, Options and the Way
Forward, published in 2007, states that
Bangladesh consumes its gas at a price
five-fold lower than the equivalent
liquid fuel cost in Bangladesh.

It is well known that proper pricing
prevents wasteful use of the resaiwce
The policy of making gas available to
users at a lower cost has caused
inefficient gas use. The efficient pricing
mechanism will promote the efficiency
of resource use. The Government and
Regulatory Commission may consider
the intraduction of wefficicnt  priciag
mechanism by reviewing the existing
pricing strusture to reflect cost of gas

supply and its operations.

In pricing stuchure, Covernment  of
Bangladesh may introduce a royalty to
reflect the value of the gas, being a
depleting resource that belongs to the
country. The introduction of royalties is
a common practice in many countries
used to maintain the

and is often

sustainability of the energy supply.
Basically, it is a tribute by those people
utilizing the gas to those people not yet
having the benefit of this resource. With
regards to LNG import initiatives for
supplementing domestic production, at
a price of USD 8 to 12 per MMbtu LNG
could be

axpensive

five to six times more
than the

Despite the fact that LNG imports may

dopmeslic gas.

help to  Impicwe constant  supply
shortage and iniltale some economic
activity,  suslaincd and  increasing
reliance on LNG will have a negative
impact on the wcounnys balance of

Pavmenl.

2.2 Natural Gas Pricing in India

In India, natural gas began to attract
increased attention after the discovery of
the offshore Bombay High fields by
ONGC, from which production began in
1974. Decision makers started to take an
pricing information, the level of details
1984, the Gas Authority of India Limited
(GAIL), a state-owned company, was
established to manage the development
of a real gas market. At that time,
sufficient gas was allocated to priority
consumers namely the fertilizer industry
and the power sector at administered

prices that were far lower than the costs

ol procduction.

pricing information, the level of details
one of the fastest growing in the world
The
International Energy Agency forecasts

over the next two ewidis,

gas demand to increase at 54% per
2007-30.  The
of PSC gas is limited under a boundary
condition. Based on the sbo&:onrage

annum over Indian

clamestic production amid tha
cuonstruction of Liguefied Natural Gas
(LNG) terminals. In particular, the New
Exploration Licensing Policy (NELP}
opened exploration & production to

private and foreign companies. At
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present, there are broadly two pricing
regimes for gas in the country - gas
priced under Administered Pricing
Mechanism (APM) and non-APM or
free market gas. The price of APM gas is

sel by the Government,
2.2.1 The Role of Natural Gas

India has total natural gas reserves
(proved & indivateds of 1,241 billicn

cubic meters as on April 01, 2011 and
gross production of natural gas in the
country at 52.22 billion cubic meters
2010-11  (MoPNG,  2011),
According to the International Energy
Agency (IEA, 2009), the share of natural
gas in total primary energy supply is
7.2% while the share in total commercial
energy supply is 9.6%. And the share of

natural gas in total electricity generation
i59.3%.

during

Figure 3: Share of Gas in Total Primary & Commercial Energy Supply and Electricity

Generation in India

Eraith Bl
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Hydro
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Chast [ 1%
0%

Commercial Energy: Total 507.7 Mtoe

Biofuels
and Waste
0.5%

Geothermal,

Electricity Generation: Total 899,389 GWh

Source: I[EA, Energy Balance, 2009,

In India, natural gas demand is expected
to grow considerably, mostly driven by

demand in the power sector. The power

and fertilizer sectors account for nearly
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80% of total natural gas consumption. and overall energy security. Even
Natural gas is expected to be an  thuugh the steady increase in India’s
increasingly  important componeirt of - natural gas production, there is a gap in
energy consumplion as lhe country  demand & supply and the country has
pucsics ciensy tesoures diversification been an importer of LNG since 2004.

Figure 4: Natural Gas Consumption by Sector in India

Other
0.4%

Tranzport

4.5%

Total: 44.4 Mtoe

Source: [EA, Energy Balance, 2009,

Lromestic gas  production in India is production region. The production of
concentrated in offshore, with Mumbai  onshore gas is mostly in Gujarat,
High field and Krishna-Godavari (KG)  Andhra Pradesh and Assam.

basin as the primary domestic

Figure 5: Domestic Gas Production by Region in India
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2.2.2 Natural Gas Price Evolution

India had three fiscal regimes for oil and
gas exploration; (i) Nominated fields (ii)

Discovered fields and (ili) New
Fxplorabon | feensing, POliCy. The
noninated  fields regime was the

carliest, where National Oil Companies
{(NOCs) could formally express interest
in an exploration block, which was then
awarded to them on a rovalty-bascd
scheme. This regime was stopped in the
late  1990s. The fields

wimcove e

regime began after liberalisation in the
1990s. Under this, private comipanies
could form joint ventures with NOCs,
and bid for former nominated fields that
were being e linnod Private
companias were also paid a market
The New

Exploration Licensing Policy (NELP)

price by the government.

regime was launched in 1998 to increase

durnestic and  ndernationad private
investment in oil and gas. The historical
gas  price

summarized in

regimes in India are

Table 2 below:

Table 2: Summary of Natural Gas Price Evolution in India

Year Pricing Mechanisms
Prior 1970 Prices were fixed by an expert committee
T o 18456 Prices were negotiated between public companies and large gas users

1987 Administered Pricing Mechanism (APM) -Cot plus preicing (0186 LS
$/MMbtu)

1992 APM- Cost plus pricing, Gas Pool Account

1997 APM- Import parity pricing (1.75 US S/ MMbtu), Gas Pool Account,
PSC/Pre-NELP

2004 APM, Gas Pool Account, Re-gasified LNG

2008 APM, Gas Pool Account, Re-gasified LNG, NELP (New Exploration
Licensing Policy)

2010 APM (4.2 US$/MMbtu), Gas Pool Account, Re-gasified LNG, NELP {New

Exploration Licensing Policy)

Source: IEA (2010), Rajpal (2009), Joshi, S, Jung, N, (2008),

Prior to the 1970s, when gas production
was low, gas prices were fixed by an
expert committee. The  gowverriment of
India devided to fix the price on cost
1446
accordingly it was fixed with effect from
January 30, 1987. In APM, initially,
producers were allowed a specified

plus and

methdolugy in

1974. Decision makers started to take an

production and only gas to consumers

in the north-eastern states

subsidized. The Empowered Group of

Was

Ministers (EGoM) was put in charge of
diternining gas prices. Later on, Gas
Pool Account was established to
compensate ONGC and OIL for selling
gas below their costs of production in
1997, the
government decided to change the gas

the vwrelh casl, In year

pricing methodology from cost plus
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basis to import parity pricing and link to
the cheapest fuel oil basket. A floor and
a ceiling were also introduced. From
year 1992 to 2005, the administered
prices were increased only some times,
particularly in year 1997 and 2005,
pricing information, the level of details
cost of production. In India, LNG
supplies commenced from the year 2004.
The price for LNG had been linked to
JCC? crude oil under an agreed formula.
However, the FOB price for the period
up to December 2008 was agreed at a
constant price.  In 2008, Empowered
Group of Ministers (EGoM) Ziad been
constituted  to the

cosnrericr il

TR issues

relating to pricing  and
gas
Exploration Licensing Policy (NELP). In
May 2010, the MoPNG increased APM
gas prices from USD 1.79/MMbtu to
USD 4.2/ MMbtu.

utilization  of under New

2.2.3 Current Producer Gas Pricing
Mechanism

The price at which the upstream
the

tramaportation

commpenies  sell  to ridalroanm

company  for and
marketing of gas is known as the
producer price. The natural gas pricing
scenario in India is complex. There are
three supply sources of natural gas; (i)
public sector (ii) public private joint
ventures & private ventures and (iii)
Import of liquefied natural gas. There
are wide varieties of gas price in the

country. The prevailing producer gas

pricing mechanisms in India are divided
into the below three segments:

I Under the first mechanism, prices of
APM (Administered
Mechanism) gas and gas produced

the

discovered fields exploration policy

Pricing

from Joint Ventures under
are set by the powvernment (for
NOCs), or according to a fixed
formula (for private cnmpanies in
the Joint Venture);

1. The second ruwhinmism covers re-

gasified LNG, where prices are

determined on the basis of long term

and short term contracts, and spot

purchases; and

. The third mechanism covers MNELF
(New Exploration Licensing Policy)
gas, under which gas producers can

the

themselves, but are required to get
its  value

discover price of gas

approved by the
government.

As per the daily production of APM and
non-APM gas concerned, as of April
2009, around 57 MMscm/d is APM gas
and 46 MMscm/d is non-APM gas
{which includes 20 MMscm/d produced
by Joint Ventures between ONGC and
the private sector under [rowluclicn
Sharing Contracts and 26 MMscm/d
LNG). The pricing mechanisms of above
three producer segments are briefly
described below:

* The Japan Customs-cleared Crude (JCC) is the average price of customs-cleared crude oil imports into Japan
a5 reporied in cusloms stalistics; nicknamed the " Japanese Crude Cocktail”. It is a commonly used index in
long termi LNG contracts in Japan, Korea and Taiwan, and replaced the Government Selling Price of crude oil

s B s e,
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I. Pricing under the APM and
Discovered Fields:

Administrative Pricing Mechanisms
(APM) gas refers to gas produced by
entities awarded gas fields prior to the
PSC regime. APM gas is mainly used to
supply the gas to main consuming
zeclors. The prices of gas from these
fields are administered by Government
of India. In pricing this APM gas to final
consumers; gas prices are lowest for the
power, urea, and city gas sectors, and
higher for other non-APM consumers.

NOCs were originally paid for their gas

on a umt-plus  basis.  However,
policymakers failed to review and
update this basis, and therefore the level
of under -recoveries rapidly grew. In
May 2010, the Government of India
raised the APM price to match the price

of NELP Krishna Godavari D-6 gas.
I, Pricing of LNG:

LNG prices are determined on
internatzonal markets. In India, 80 per
cent of the market share of LNG is

controlled by Petronet LNG Ltd., a

private company  promoted by a
consorlinm ok public sector
organizations. However, prices to

consumers, especially in public sectors,
have not been completely free of
government influence. Petronet has a
long term contract with the Qatari LNG
company, RasGas, and also supplies gas

on spot and short term basis,

However, in order to moderate the price
of gas, Petronet LNG Ltd was asked by
the government to pool the cheaper
priced long-term contracted supply with
the higher priced short term supply.

I11. Pricing under NELP Provisions:

mechanism is  still

The third MNELP
evolving. The 1nderlving formula for
under this

dolermining the  price

mechanizim is;

Sale Price (in
US $/MMbtu) = 2.5 + (CP —25)015 + C

US$ 2.5 is the constant in the formula,
representing the base price of gas. CP is
the crude oil price with cap of US$ 65
/barrel and a floor of US$ 25, and C
share of natural gas in total commercial
formula was considered by the
sorvernimenl, which revised the ceiling
downwards to US$ 60 and assigned a
value of C to 0, arriving at a price of US$
42 per MMbtu. The exponent in the
formula, 0.15, gives rise to an S type
curve, which results in an relatively
demand of natural gas. The government
price) at the upper and lower ends of the
curve; the floor is typically meant to
work in favor of the seller of gas, and
the ceiling in favor of the buyer. The
price basis/formula for the purpose of
walualion  of natural gas has been
approved by the Government in case of
KG-D6 Block of RIL/Niko.
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The producer gas prices in India under
the above three gas producer segments

Table 3: Producer Gas Prices in India

are summarized in Table 3 below:

Source Raygine LS8
APM Gas APM 4.20
Panna-Mukta-Tapti Fields Discuvvered Ticlls 4.60 5.65
Eaveea Field DHyeowered Ficlds 3.50 4.30
Lakshmi and Gauri Fields Triscuecread Tick]s 460 4.75
Haziva Fiele NELP 4.65
Krishna Godavari KG-D6 NELP 4.20
L3S (Sput Prices) Linported Cos 7.00 10.00

Source: MoPNG & GAIL, 2010.
2.2.4 Liquefied Petroleum Gas Pricing

In India, LPG was introduced as a
durnestic fuel in the 1960s. Until the
economic reform programs were put
into pperation, slole owred  companias
handled the entire production and
marketing of LPG. The government
decided to throw open the LPG business
to private entrepreneurs in 1993, which
has enabled private marketers to import,
store, bottle and market LPG at market-
determined prices. The three sources of
supplies are refineries, fractionation of
associated gas from oil fields
imports.  According to the Indian
Petroleum & Natural Gas Statistics
(2010-11), about 78% of domestic LPG
production is based on crude oil and the
rest comes from natural gas. The
imports constitute about 21% of the total

and

supplics.

Import Parity Pricing is applied in
determining the refinery gate price of
LPG that includes FOB price and the
elements of ocean freight, insurance
charges, ocean loss, LC charges, port
dues and custom duty. In determining
of Retail Selling Prices of LPG, this
refinery gate price is further added up
with inland freight & delivery charges,
marketing  cost,
bottling
commission. However, there is subsidy

marketing margin,

charges and  distributor
and under recovery for oil uuuketing
companies applied in determining the
Retail Selling Prices of LPG. The refinery
gate price and retail selling price of LPPG
at Delhi are summarized in Table 4

below:

Table 4: Refinery Gate Price & Retail Selling Price of LPG in India ©

(T, / Cwlinder)

Refinery Gate Price

Retail Selling Price

777.15

399.25

[=T=] Ml w e e B LI

® 14.2 kg cylinder & with effect from May 01, 2012.
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2.2.5 Current Consumer Gas Pricing

Mechanism

In India, the consumer pricing policy for
natural gas differs depending upon
whether it comes from Public Sector
Utilities (PSUs) or Joint Ventures (JVs)or
accounted for around 89% of its power
those sources, there are mainly two
mechanizms  in drterinining the

CONSUMOT Eis pricing:

* Administered Pricing
Mechanisms (APM); and

e Non-Administered Pricing
Mechanisms (Non-APM).

APM refers to the gas produced from
nominated fields of ONGC and OIL, The
Crovernment determines the consuseer
price at landfall of natural gas for
various categories of consumers for gas
produced from these nominated fields.

On the other hand, non-APM gas prices
for consumers at landfall are market
driven and not delermined by the
But, the
prescribes an upper limit beyond which
the gas cannot be priced. There are

Bonsern nienl. St‘.l"-"i—':ﬂ'l]'l'li—'.']'ll

currently three different sources of gas
production under this mechanism which

Table 5: Consumer Price of APM Gas in India’

are: Joint Ventures, imported LNG and
NELP. However, for both APM and
Non-APM consumers, the final price to
end

[N k- RN SRS =]

CompTise of the
Retail Selling Price

¢ Consumer Price at landfall price;

e Transmission Charges;

e Marketing Margin;

e Applicable Taxes to be paid by
the consumers; and

e Any applicable Royalty charges.

According to the Indian Petroleum &
Natural Gas Statistics (2010-11), the sales
tax varies in different states and ranges
from 4% to 15% while in some states it is
not applicable even. And the rate of
royalty is usually 10% on the basic price.
However, central geovermment may
amend the schedule so as to enhance or
reduce the rate of royalty. In case of
NELP, royalty for deepwater offshore
share of natural gas in total commercial
at the rate of 5% for the first seven years
of commercial production and thereafter
at the rate of 10% (DGH, 2011). The
Marketing margin typically ranges
between USD 0.1/ MMbtu to USD
0.2/MMbtu (IEA, 2010).

Off-shore (landfall Point)
& On-shore

For North Eastern States

TS § 4.2/ MAeu

s d 252 %k

Source: Indian Petroleum & Natural Gas Statistics (2010-11).

T With effect from Mlay 2010,
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The above consumer price of APM gas is
exclusive of royalty, sales tax and other
statutory levies. Above price is also
ciicclive for City Gas  Mgleibulion
(CGD) entities from June 08, 2010 and
for all other mustcmicrs fram Jume 01,
2010, Rs./Mscm  shall  be
calculated based on above prices in US
$/MMbtu  and  previous months
average Reserve Bank of India’s

Price in

reforieane ratos..

Regarding the sectoral allocation of gas
in India, historically, gas has been
allocated in priority to end-users such as
fertilizer producers and power plants. In
2007, the Gol started working on a new
“Gas Utilisation Policy” In 2008, the
government introduced new guidelines
called the “Gas Utilisation Policy”,
which effectively took away gas
producers' rights to sell the gas they

discover on the open market. These
guidelines would be applicable for the

next five years and be reviewed
afterwards  (IEA, 2010). The Gas
Utilisation Policy has distributional

objectives and its main functions are; (i)
to  manage shortages in the gas
availability, (ii) to provide gas at
subsidised prices to the consuming
sectors, and (iii) to play an integral part
in the planning process. Currently, the
rules of the General Policy for the gas
market imply that gas will be allocated
according to sectoral priorities set up by
the government. This does not imply
that the gas is reserved: if one
customer is not in a position to take the
gas, the next one on the list becomes
eligible. Existing users have priority
over Greenfield users. The gas is
allocated as follows:

Table 6: Priority Order for Natural Gas Consuners in India

Category of Consumers Priority
For existing consumers:

Fertiliser producers First
LG and petrochemicals Second
Dowwer planits Third
City Gas Distribution (CGLY) Fourth
Telilwer i Fifth
Others Sixth
For Greenfield Consumers:

Fertilizer producers First
Detronlienaigals Second
City Gas Distribution (CGD) Third
Lefineries Fourth
Duowwer planits Fifth

Sowree: LLA (20100
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The Table 6

protercnoe for

clearly shows the

fertilizer — producers,
petrochemicals and power plants as first
category customers. CGD usually comes
in second position. Gol gave priority to
power and fertilizer
producers, making them the major
customers supplied at the lowest rate
(APM decided by the

government) by the state-owned oil and

generators

prices

gas companies. Industrial users, which
are interested in switching to gas, do not
have access to low-priced gas resources
and have to pay higher prices to private
companies and LNG importers.

Pricing in the Power & Fertilizer Sector

Crovernment of India gave prioritv to

power and  fertilizer
producers, making them the major

customers supplied at the lowest rate

genera LorE

(Administered  Pricing  Mechanism-
prices decided by the government) by
the state-owned oil and gas companies.
The fertilizers sector is a politically
sensitive area of policymaking, as
around 70 per cent of India’s population
is employed in the agricultural sector. If
India is to meet its requirements for urea
entirely through indigenous supply, it
needs 76 MMscm/d of gas, against
current gas consumption in urea of
around 30 MMscem/d. Urea is the most
extensively used agricultural feedstock,
and its price is also controlled by the

government.

There are two pofential areas of Fas

demand in the power sechor:  wrid-

connected power generation, and captive
power generation. Share of Natural gasin
total installed power generation capacity
is around 9.3% (1EA, 2009). In 2009, there
was 16,385 MW of gas-based power
generation capacity which required 76
MMscm/d of gas, of which 33% was
unmet. The share of natural gas in total
captive power generation is about
13.32%.

For power and fertilizer sectors, existing
capacity will be governed by the price of
APM gas (which is now equivalent to
demand of natural gas. The government
will be governed by NELP gas prices
[subjoct  to

Howewer,  in

[ive-vearly rovisions).

arder ke promote
demand of natural gas. The government
North-Fast, the price of natural gas for
customers in the North-East has been
kept at 60% of the price in the rest of the

country.

Priciny in the City Gas Disirifnidion
(CGD)

City gas distributors are responsible to
transport, household,

vecunerciul and industry sectors. City

sale gas to

gas distributors receive gas from three
sources such as APM gas at subsidized
prices, LNG at market prices, and most
recently, NELP gas. The price charged
by distriburors varies across dJitterent

LIECTE X SCCloEs.

The domestic Piped Natural Gas (PNG)
price has so far been indexcid to the
admimizlercd  retail selling price of a
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domestic LPG (14.2 Kg) cylinder, based
on the heating values of natural gas and
LPG. For small commercial consumers,
of the retail or end use prices, to various
which is not subsidised. For large
commercial  consumers, the price is
indexed to Light Diesel Oil (LDO) and
bulk LPG prices, with different prices
pricing information, the level of details

el
2.2.6 Analyses and Key Findings

The natural gas sector of India presents
a more optimistic story compared to the
oil sector though, at present, it remains a
small part of the total primary crictgy
supply. The Energy
Agency forecasted gas demand to

International

increase at 5.4% per annum over 2007-
30. The power and fertilizer sectors are
of PSC gas is limited under a boundary
supplyion. Bamspariidhie ofbnatural gas
consumption would provide the benefits
of a more crnwvirunment friendly and
flexible fuel in a country which is
dominated by coal and biomass.

There are three supply sources of
natural gas in India, namely, public
share of natural gas in total commercial
private ventures and import of liquefied
natural gas. The prevailing producer
gas pricing mechanisms vary according
to these supply esources The prices of
APM gas and gas produced from JVs are
Table 1: Consumer Gas Prices in Bangladesh
a fixed formula. LNG prices are

delermined on  inlernalianal  markels

demand of natural gas. The government

the price of gas themselves by a formula.
In view of these supply sources, there
are mainly two mechanisms in
determining the consumer gas pricing,
namely, administered
mechanisms and non

pricing
administered

pricing mechanisms,

The natural gas pricing system in India
is relatively due to the
existence of a dual pricing mechanism.

complex

In a single market, gas produced by
state-owned companies is allocated to
spoific
Administrative  Pricing =~ Mechanism
(APM) decided by the government. And

pricing information, the level of details

coalears,  sold  under  the

(60% of APM price) as a part of regional
support policy. On the other hand, gas
produced by private companies or Join
Ventures is sold at prices agreed
according to the Production Sharing
The re-gasified imported
LNG is sold at prices set on a cost plus
subject  to
approval. Many efforts were undertaken

Contracts,

basis and

government

by Indian government to
this  duel

mchanism until the pricing reform

liberalise/revise pricing
decision was taken in May 2010. The
government of India has reduced the
gap between very cheap APM gas and
more eaxpensive other supplics. Under
the APM, the price of gas was increased
to USS 4.2 per MMDtu in May 2070 that
was expected because of the three main
reasons which are: (1) Sustuivatdlity of
the slafe owmed companies due to the
losses on underpriced gas; (ii) APM gas
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production has been declining, while the
quantity of gas that is not under the
APM system is increasing; and (iii)
Fowcewragsment  of  explupation and
development activities for the potential
investors. Low energy prices were not
only a disincentive for upstream
investment, but also discourage energy
efficiency on the demand side.
According to this pricing reforms,
ONGC and OIL were also allowed to
sale gas

discovered in new fields

allocated to them at market prices,

In accordance with the present sectoral
priority set up, the preference for
fertilizer producers, petrochemicals and
power plants as first category customers
while CGD comes in second. The
existing capacity of power and fertilizer
is governed by the APM gas price and
new capacity will be governed by NELP
gas prices. Under CGD, the doumeslic

consumers, small commercial and large

commercial consumers prices  are
indexed to the administered retail
Selling price of a umestin  LPG,

commercial LPG and light diesel oil
(and bulk LPG) respectively.

In fact, the current APM gas pricing
system is a result of the wuntructual
provisions within the NELP fiscal
regime. According to the report
published by The Oxford Institute for
Energy Studies on Natural Gas in India:
An Analysis of Policy, it is based on a
general set of guidelines highlighted
by a ministerial Committee, but no

formal long-term government policy or
position on the price system exists.
Hence, the gas producers require more
clarity and definition on it. The NELP
gas pricing regime, it is still evolving,
and there is considerable uncertainty
over how the price discovery process

will operate in the future,

local production. Wellhead Margin is a
local  production for ongoing
the basis of competitive market. And it
is possible to introduce a new, reformed
priving, system along with an older
system, with the ultimate goal of prices
converging to international levels (Jain,

2011).

the recent transition in the gas sector of

However, it is understood that

India is part of the improved movement
of the economy from a centrally planned
and administered system to a market
oriented system.

2.3 Natural Gas Pricing in Pakistan

Governoent - of  Pakislan  is  paying
attention on securing its energy future
not only through gas
international prices, but also minimizing
the  energy through
maximizing the development of its
indigenous resources. Presently, gas
supply fails to meet the demand of

imports  at

import  bill

different consuming sectors. Moreover,
gas  supply rapidly
inadequate due to increasing demand as

may become
well as depletion of the present reserves.
local production. Wellhead Margin is a
local

production for ongoing
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gas pricing coanpared to the ultersiute
frzels,

GoP is
changes in the crude oil prices in the
which  has
changed the pace of the exploration and
that

aware about the dramatic

international = market,

production  industry requires
radical changes in the present approach
toward these GoP

recognizes the operating challenges and

sectors. also
considerations for the exploration and
production industry. Therefore, Gol” has
amended the Petroleum Policy 2009 and
introduced a new Petroleum
Exploration and Production Policy 2012.
The purpose of the new Petroleum
Exploration and Production Policy 2012
is to establish the policies, procedures,
tax and pricing regimes.

2.3.1 The Role of Natural Gas

Pakistan heavily relies on indigenous
natural gas for its energy requirements.
As per Pakistan Energy Yearbook 2011,
Pakistan has total recoverable natural
gas  reserves  (Non-associated &
associated) of 56.11 trillion cubic feet as
on June 30, 2011, out of which 28.68
trillion cubic feet have already been
produced. Production of natural gas in
the country was 1.47 trillion cubic feet
during 2010-11. the
International Energy Agency (IEA,

According  to

2009), the share of natural gas in total
primary energy supply is 31.9% while
the share in total commmerscial crergy
supply is 48.8%, which is the largest
source of commercial energy supply.
The share of natural in total
electricity 29.4%.

gas
generation s

Figure 6: Share of Gas in total Primary & Commercial Energy Supply and Electricity

Generation in Pakistan
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Coal
0.1%

Muzleor
BN

Electricity Generation: Total 95,400 GWh

Source: [EA, Energy Galance, 30095

In Pakistan, natural gas is being demand of natural gas. The government
supplied to various cutcgerics= of  natural gas has grown rapidly in all
consumers that are either connected to sectors of the economy. Industry sector
the pipcline system or independent  is the largest consumer, accounts for
pipeline  network directly from  30.9%, followed by power, residential,
Exploeation  and  Production (E&P)  fertilizer and transport sector.

Figure 7: Natural Gas Consumption by Sector in Pakistan

Other Fertilizer Dl
.29 2.5% - .
3 A - I o s
Residential T, 1%
18.8%
Transpaem
RO
Total: 25.8 Miose
Source: [EA, Energy Balance, 20049,
2.3.2 Natural Gas Price Evolution (wellhead prices) differ for different gas

fields, based on their =ztarting time of

amend the schedule so as nhance or , . ,
amend the schedule so as to enhance o commercial  production Trrowd ey
first Petroleum Policy in 1991, This was

. prices are determined through a pricing
then followed by successive Petroleum

o formula that links the wellhead prices to
Policies of 1995, 199‘%' 1997, 2001, 2007 international fuel oil or crude oil prices,
and 2009. The Policy of 2009 is and also based on when a field

recently —amended by Petroleum g\ ficient gas was allocated  priority

Exploration and Production Policy 2012. consumers namely the fertilizer industry

In Pakistan, Producers’ gas prices
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in Pakistan are summarized in Table 7 below:

Table 7: Summary of Natural Gas Price Evolufion in Pakistan

Mokicy Year

Pricing Mechanism

FiFomrns 19HS Coal-plus basis

1485 ra 1S Linked with the fuel oil price

1994 Linked with the crude oil price and applied proportional discount rates for
the three zones

1997 Preserves the provisions of the 1994 policy with respect to onshore areas and
introduced a new offshore package

2001 Linked with the crude price with a cap and progressive discount rates

2007 Linked with the crude price with an increased cap and progressive discount
rates

2009 Linked with the crude price with further increase of cap and progressive

discount rates

that
prisducton

The wellhead price of fields
armsere vorri s lal
before the year 1985 is set on a “cost -
Those started

commercial production between 1985

plus”  Dbasis.
and 1993 have their gas prices linked
with the international fuel oil price. The
Peirolewn Policy 1994 links the gas
price with the international crude oil
and applied proportional discount rates
for the three zones® The Policy 1997
proserves the provisions of the 1994
policy with respect to onshore areas and
pdraduied a new offshore package of
terms based on production sharlng
arrangements (PSA). Petroleum Policy
2001 another

introduced pricing

mechanism where crude price was
capped at US $ 36/bbl and progressive
discount rates. It was then followed by
2007 and 2009 policies with the
increased cap of US $ 45/bbl and US $
100/bbl respectively.

2.3.3 Current Producer Gas Pricing
Mechanism

Ministry of Petroleum and Natural

Resources announced Pedrodeittt
Exploration & Production Policy 2012 that
sets well-head gas producer prices in the
with the

international crude oil price with the

country by indexing it

tollowing discounts.

® Based on geological prospects and available gas transmission infrastructure network, the country was
divided into three prospective zones. Producer prices were linked to 77.5%, 72.5% and 67.5% of the price of
imported crude oil for discoveries in Zones 1, 11 and 111 respectively.
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Table 8: Producer Gas Prices in Pakistan

Reference Crude Oil Applicahle % of LI5S Bed
Price, US $/bbl C&F Price
(A)0to 30 100% 30
(B} Abwve 30 to 50 Plus 50% of incremental increase 10
() Above 50 to 7 Plus 30% of incremental increase
(2} Albove 70 to 110 Plus 30% of incremental increase
Applicable C&F Price in US $/bbl (A+B+C+Dj) 54
Applicable C&F Price in US §/MMbtu 9.47

(1) Price, Omshore (Fone 1)

69.66% of applicable C&F Price

Gh IS5 MAiblu

(2) Price, Offshore-Shallow

73.88% of applicable C&F Price

TS S Wbl

(3) Price, Offshore-Deep

84.44% of applicable C&F Price

& LIS 5 Mbdlba

(4) Price, Offshore-Ultra Deep

95% of applicable C&F Price

9 US55/ Mkl

Souroe: MolMNE {2013).

According to Policy 2012, the reference
crude oil price ceiling of US 110/bbl
would be reviewed after every five
years or as and when the pricing
dynamics significantly «chunge in the
international market.

2.3.4 Liquefied Natural Gas Pricing

Currently, Tukislun is facing a gas
shortage. To deal with the shartage,
strong importance is lwing laid on
importing gas from mneighboring gas-
producing through  cross-
border gas pipelines wnd wlso in the

countries

form of liquefied natural gas (LNG).
Necessary legal framework is now in
place for installation of LNG receiving,
storage, re-gasification facilities.
Currently a number of players are active
in the private sector, out of which four
players have also been able to obtain

pipeline capacity alloculion but firm

arrangements are yet to be made for
supply of gas while the financial closure
is still some time ahead, primarily
because import price of LNG as well as
transportation tariff are yet be finalized
by the regulator/GoP. The Government
is also striving hard to go for a state to
state transaction with Qatar for direct
import of LNG at spot rate on urgent
basis. The LM Policy 2006 has been
modified in year 2011 to facilitate quick
execution of the LNG Projects. Ministry
of Petroleum and Natural Resources
local production. Wellhead Margin is a
local  production for ongoing
LNG (RLNG) in the following manner:

e With an
unbundled approach, RLNG will
be procured by gas
utilities/RLNG  Buyer(s) in the
Fubdic A Theiv ate sector for

Medium/Long Term from a LNG

integrated or an
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Dc\vclo}\cr or RLMNG Seller who

offers the lowest price at a

designated point of delivery;

® In case LNG/RLNG is procured
by the public sector, the price of
RLNG will be determined by the
Oil  and Gas  Regulatory
Authority at the terminal flange
based on (i) the LNG purchase
price; (ii) the direct and indirect
costs of transportation, storage,
and regasification incurred by the

LNG  Developer  /Terminal
Owner/Operator, and (iii) a
reasonable  return on the

investment made by the LNG
Developer/Terminal
Owner/Operator.

e RLNG can also be procured by
private sector, by public sector or
in  public-private  partnership
based on price
demonstrable to the regulator.

lowest

2.3.5 Liquefied Petroleum Gas Pricing
sufficient gas was allocated  priority
consumers namely the fertilizer industry
produced domestically contributing less
than 1% to the total primary commercial
energy supply mix (MoPNR, 2011).
About 12% of total LPG supply is
coming from import. because of its
characteristics, LPG is fast becoming a
fuel of choice in the areas, where natural
gas distribution network is not

available. Currently, out of 27 million

households in Pakistan, 6.1 pullicn o
connected to natural gas network

[aleFM R, 201T].

Ministry of Petroleum and Natural
Resources announced LPG { Production
& Drstribution) Policy 2011 that sets
producers base stock price of LPG at par
with landed cost of imported LPG (FOB
Saudi
marine freight and import incidentals),
The differential between the landed cost
and FOB Saudi Aramco Contract Price
shall be paid by LPG producers as

Aramco Contract Price plus

Petroleum Levy on LPG and would be
depasited in the government treasury.
[ loweyer, based on commercial
considerabons the producer. may sell
LPG at a lower price without having any
impact on the Peiroleurn Levy. The
maximum  base sleck price and  the
amount of Petroleum levy will be
ceferizined and notificd by OGRA on

mmwnthly basis,

According e LPG Poiizy 2001, OGRA

will determine the rationality of
comsumer price of LPG by keeping in
view the import parity price of LPG,
producer price and audited accounts of
LPG marketing companies for the last

two years.

2.3.6 Current Consumer Gas Pricing
Ilechanism.

The natural gas wounsumer price in
Pakistan comprises of two components;
Gas

the prescrived  price and  a
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(GDS). The
prescribed prices are dutcrmined by

Development  Surchurgy
OGRA for the gas utilities for various
consumer  calegories.  "umsuant to the
provision of the OGRA Ordinance, the
Government of Pakistan advises the sale
prices for various = catapories  of
consumers, after adjustment of GDS in
of PSC gas is limited under a boundary
condition. Based on the above
prescribed price for various conzwier
segments comprises of the following
elements:

® Producer gas prices, which are
linked with international price of
crude oil and high-sulphur fuel
oil (HSFO);

e Excise Duty;

o Allowance for unaccounted for
gas (UFG);

e Transmission and distribution
costs;

® Depreciation; and

e  Minimum return to the gas
companies.

The unaccounted-for-gas (UFG) is a loss

mowred  during trausmaission and
distribution  of natural gas which is
valued at the average wellhead price.
Usually, the utilities are given a UFG
targel; say certain  prreentage of the
valume of gas purchased [ram E&P
companies. If the utilities are able to
stay within this target, thew retain the
savings (the difference between the
target and actual losses), whereas if the

actual losses exceed the UFG target, the

1974. Decision makers started to take an
2011, it was targeted to 5.0% of the
volume of gas purchused from E&P

Companies.

The transmission and distribution costs
comprise the expenses such as salaries,
wages and benefits of the employees,
repairs and maintenance of transmission
networks, security expenses, and gas bill
distribution and collection charges.

Minimum return to the gas companies is
subject to efficiency related benchmarks
imposed from time to time. For FY2011,
it was 17.5% and 17% for SNGPL and
SSGCL respectively per loan covenants
agreed with the World Bank and the
Asian Development Bank. The total
revenue requirement of the utilities is
determined to make sure that the

utilities can operate carefully and
achieve a certain return on their average

net operating fixed assets.

To ensure optimal utilization of natural
best
development of the country, gas is

gas for the socio-economic
supplied to the various categories of
under the Natural Gas
Allocation and Management Policy 2005 .

consumers

Natural gas is being supplied to various
calegorsies o consamers that are either
curnwsted  to  the pipeline system or
independent pipeline network directly
Production

Companies. In line with this policy,

from Exploration and
natural gas demand on the system

during high demand and/or short
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yupplied periods are met as por the

crder  of  priority and  demand

management practices outlined in Table
9 below.

Table 9: Priority Order for Natural Gas Conswmers in Pakistan

Category of Consumers IMioriiy
1. Connected o the System:

Domestic and Commercial Sectors First

i) Fertiliser Sector; and Second

ii} Industrial Sector to the extent of their process gas

Independent Power Plants as well as WAPDA and KESCs Power Plants Third

having firm gas supply commitments under GSAs

General Industrial and CNG Sectors Fourth

i) WAPDAs and KESC Power Plants other than those listed ab ove; and Fifth

ii) Captive Power Sector

e See Loy Sixth
2. Independent Network:

Fortilizer Mlans First

Power Sector including WAPDA, KESC and IPPs having firm gas supply Second

commitments under GSAs

Power Sector other than those listed above Third

Source: Natural Gas Allocation and Management Policy 2005.

In Pilki.\tdll, SuELme e Jas pI‘iCES vary
across different economic sectors in the
country. The downestic consames gas
prices are maintained at a uniform level
throughout the country. However, there
slabs for

is pricing different gas

Table 10: Consumer Gas Prices in Pakistan®

consumption levels within the same
The Table 10

summarizes the current consumer prices

category of consumer.

of gas for the various economic sectors
of Pakistan.

Category of Consumers el adbln
L Lhoeniesti
Upr o 100 B> peer okl 122.95
Over 100 — wipr tos 300 B2 prer month 245.89
Over 300 — upr toa 500 B prer memith 1,035.34
Orweer S0 MY per month 1,302.46
Condinned......

? With effect from January 01, 2012,
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I o mereial 600.19
1L Special Commercial
L to 100 M per month 122.95
Over 100 — upr tor 300 A2 peer momith 245.89
Crecr 300 AT poer monith 600.19
1V lnslustrial 494.86
V. Compressed Natural Gas (CNG) 651.80
VI. Cement 694.22
VIO Fertilizes
Ll SNGHL Sestein
Pak American, Fesdstock 116.27
Pal Amaerizan, Fucl 494.86
Daud Hercules, Feedstock 116.27
Llanad 1lercules, linel 494.86
Pake Atab, Freed stock 116.27
Malk Aah, Fuel 49486
Pak China, Feedstock 116.27
Mak €“hina, Facel 494.86
I lazara, eedstock 116.27
I lazara, [l 494.86
Engro Fertilizer, Feedstock 60.67
Engro Fertilizer, Fuel 494 .86
Ol BEUI) Rps e
Fawji Fertilizer, Feedatock 116.27
Fauji Fertilizer Additional, Feedstock 60.67
Tamji Toriilizer, Tugl 494.86
VIIL Power Stations
On SNGPL & SSGCL Systems 480.86
Liberty Power Limited 1450.85
IX. Independent Power Producers (IPPs) 437.86
494 .86

Ao Updive Possees

Soagsoe: LA [2002].
2.3.7 Analyses and Key Findings

Luligenous natural gas is the largest
source of commercial energy supply in
Pakistan contributing 48.8% (IEA, 2009).

Consumption of natural gas had been
grown rapidly in all sectors of the
coonomay,  melivaled. by groseing
availability of gas and a low gas price as

compared with liquid fuel prices. It may
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be difficult to
patterns toward more efficient usage

change  consumplion

unless the gas sector is opened to
market-based pricing,.

In  Pakisdan,
(wellhead prices) differ for different gas

Producer gas prices
fields, based on their starting time of
Privucers’
prices are determined through a pricing
formula that links the wellhead prices to

il production.

international fuel oil or crude oil prices,
and also based on when a field
commenced its commercial production.
[rpluration and  Productien sector  is
allowed to sell new natural gas
discoveries at market-based pricing and
also to sell gas directly to third party (E
& P Policy, 2012).

In an attempt to attract muwle swecdind
fresh investment and plug the growing
gap between supply and demand, the
Buw cronne il anrron need a new
petroleum policy 2012. According to the
policy, the producers price will be
indexed to the C & F price of crude oil
import in Pakistan. In the new policy,
wellhead gas price has been increased
by 60%, an
exploration companies to step up their
activities in the country. The wellhead
gas prices have been set at US $6, $6.3
and $6.6 per MMblu for Zone-III, Zone-

encouragement  for

10 Pipeline network directly from E & P companies.

I and Zone-I respectively. And in case
of offshore projects, these are set at US
$8 and $9 per MMbtu for deep and ultra
deep respectively. However, the revised
wellhead gas prices will be applicable
on new wells not the existing ones. In
addition, under the policy 2012, E & P
companies will have the right to sell
10%

whereas  state-oswned gas

of production to third party
il bl
companies will have right over 90%
production, For sale of natural gas to
parties other than GoP, Windfall Levy
on Gas (WLG) will be applicable.

The natural gas vonswner price in
Pakistan comprises of a prescribed price
and a Gas Development Surcharge
(GDS). The
determined by the regulator for the gas

prescribed  prices  are
utilities for various consumer categories.
The Government of Pakistan advises the
sale prices for various categories of
consumers  after adjustment of GDS,
prices across

Comswner gas vary

ditherent economic sectors., In

accordance with the order of priority
clenmanel

and manmageonent

camimereial

practices,
Arnrneadic, and [erlilizer
sectors are preferred as first category
customwrs and, for the independent
network!’ power sector having firm gas
supply commitment is preferred as first
category customer.
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Chapter 3
Oil M'ricing,

The chapter corresponds to a country-by

country  analysis of oil pricing

mechanisms. It first describes the policy
perspective on oil pricing followed by
the role of oil in the energy system of
each country. Evolution of pricing
mechanisms and prevailing oil pricing
for both indigenous and imported as
well  as oil

consumer pricing

ditferent coonomic

The
are then followed by an

mwwchonizims  of

sectors are wlesaribwrdd. pricing
mechanisms
overview of present refinery gate price
build-up and retail selling price build-

up of petroleum products.

3.1 Oil Pricing in Bangladesh

Bunglodesh i mecting oil Jemand by
importing about 95% of its total oil

consun on. The impurh;k:] oil is
playing an increasingly imporlanl role
in meeting the country’s power

requirements. The cost of these imports
places a burden
sheet.

significant on
The

Government’s 2008 “National Strategy

Government  balance
for Accelerated Poverty Reduction II”
recommendod g Tange of messiizes to
acdilress  country’s rising oil demand
including expansion of storage capacity,
improvement of oil distribution system
and increase of the refining capacity.

Prices of products in the
domeslic market of  Bungladesh  are

pretrole

fixed by the
government. The country adjusted local

administratively

oil prices through executive orders from
the government on an ad-hoc basis. The
of  Bangladesh

Government has

repeatedly  expressed its  wish  to
rationalize petroleum prices to promote
an efficient and sustainable

developiuat process. Basigloleshy s,
however, yet to implement the policy.
Although price adjustments to energy
producks are done by the Bunylidiesh
Energy Regulatory Commission (BERC),
a statutory body formed in 2003 and
effective since April 2004, it does so

mostly on an ad hoc basis.

Government of Bangladesh has decided
to liberalize fuel prices in line with the
international market. Accordingly, a

cornprohoensive reform program
COVOTITE varlous  aspeactks of the policy
framework has been undertaken by the
The

cpecifies that an mutomatic adjusiment

oot reform  program
formula for fuel prices will be adopted
that will ensure full pass-through of
changes in international prives.
Currently, in Bangladesh, the relinees:
gate price is based on the concept uof

Import Parity Pricing.

3.1.1 The Role of (il

In Banglidesh cconomy. oil plays a
growing role, accounting for about 16%
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of the country’s primary energy supply
and 5% in electricity generation in year
2009. Bangladesh has small proven oil
reserves producing nearly 7000 barrels a
day, and thus imports much of its oil
products. However, very recently,
Bungladesh hos cdiscovened 137 dllion
barrels of oil reserves in two abandoned
gas fields. According to primary
estimates, about 55 million barrels can
be extracted from the two  (elods TWith
the inadequate domestic production, the
refining capacity is equally limited. The
couniry’s sole state- owned oil refinery

has the capacity to refine about 1.5
million tonnes of crude oil a year which
is around 40% of the current petroleum

dl_“-r 1 |'|1_'|_

According to the International Energy
Agency (IEA, 2009), the share of oil in
total primary energy supply is 15.9%
while the share in total commercial
energy supply is 22.6% which is the
second largest source after the natural
gas. The share of oil in total electricity
generation is 4.9%.

Figure 8: Shave of Oil in Total Primary & Commercial Energy Supply and Electricity

Generation in Bangladesh
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I Bewglenlessly, petrolenm prodocts are
being supplied to various counumic
sectors. The sectoral consumption of oil
in year 2009 is shown in the figure 9
where transport sector is the largest
consumer, accounts for 41.0%, followed

by agriculture, power and residential. In
rezsidential sector, keroweme is used for
lighting and cooking and in agriculture
sector diesel is used for irrigation pump
sets in Bangladesh.

Figure 9: Oil Consumption by Scctor in Bangladesh
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Source: [EA, Energy Balance, 2000,

3.1.2 Development of Refinery Gate
Price
Bangladesh  Vewoleum  Corporation
(BPC), a government-owned monopoly
in Bangladesh,
companies are dealing in importation of
crude oil and refined oil, lubricant,
refining of crude oil, and distribution
and marketing of fuel oils, lubricants
and other petroleum products in the

and its subsidiary

country. [Eastern Refinery Limited
(ERL), a
Petroleum Corporation, processes crude
oil imported by BPC and delivers the
finished petroleum products to the other

subsidiary of Bangladesh

subksidicisies of BPC for mwrketing and
distribution. ERL plays a vital role in
meeting around 40% of the countrys
current petroleum products demand.

According to the National Energy Policy
of Bangladesh, along with the petroleum
products all forms of non-renewable
energy are to be priced at their economic
cost of supply. Currently, in Bangladesh,
the pricing refinery
products is based on import parity
prices. Import parity price basically
means the price that the actual importer
would pay for the products in case it

formula for

would have actually imported the same
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at the respective ports of Biungludasl
The refinery gate prices (post-tax price)
for the petroleum products are made up
of the following elements:

® TFOB (free on board) price
of products;

*  QOcean freight to respective
Bangladeshi ports;

e Tax at applicable rates;

e Marine Insurance charges;
and

Loss and LC

®  Cloeamn
chirgnes,
The FOB price of a product is based on
monthly average of the daily Platts’ Qil
gram prices for the preceding month as

there is a significant change in the daily
Platts prices. The Carriage and Freight
(C & F) price is calculated by adding the
premium  (combination of freight,
insurance, LC charges and ocean loss) to
the freight on board (FOB) price. A 15%
tax (value added) on C & F price is
currently —applicable.  Generally, in
Bangladesh, the premium would be in
the range of 2.5% to 5.5% on C & F price,
depending on the types of petroleum
products.
formula of Import Parity Pricing, the
price build-up, as Refinery Gate Price, of
four petroleum products of Bangladesh
are summarized in Table 11 below:

According to the pricing

Table 11: Refinery Gate Price of Petroleunm Products in Bangladesh .

Petrolemmn Product Tk T 4 lr
Petrol 85.90
Diesel 57.72
JRo T T 58.46
D owricer 4234 58.4
tam e Dl i
3.1.3 Retail Selling Pricing Mechanism including refinery gate jirice, of

In Bangladesh, oil marketing companies
source the pelroleum products from
refinery. and Bangladesh Petroleum
Corporation, in case of directly
imported products, at refinery gate price
and sell the products to consumers via
the dealers at retail selling price as
determined by the Government. The
retail selling price buildup elements,

petroleum products in Bangladesh are
as follows:

* Refinery Gate Price;

e Inland Freight Fqualization Fund
Account (IFEFA);

e  Marketing Margin;

¢ Local Distribution Cost of Dealers!®

e Dealer/Agent Commission with

ksl Towsaes';

" Platts, a division of the McGraw-Hill Companies based in the US, is a leading global provider of energy,
petrochemical and metals information, and it is a premicr sowrce of benchmark price assessments for those

conemodity markets,
Y Wit effect from December 30, 2011,
= Within 40 kilometers of @ depot,

* Technical loss means evaporation, operation, handlin g and oflier losses,
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*  Depreciation Cost of

Dealer/ Agents; and
o VAT,
Inland  Freight Equalization Fund

Account is used to equate the prices of
petroleum products at different major
oil depots that are spread throughout
the country. The local distribution cost
from depots to retail outlets, which are

located within 40 kilometers of a

particular depot, (a secirdary
transportation cost) is also applicable at
fixed rate except furnace oil. In addition,
dealers/agents have been allowed to
recover a disiribution cost those are
located beyond 40 Eilouuwtuc

main/nearest depots at the rate of Taka

from

2L Rilomeler

Table 12: Distributors Margin, Dealers Commission, Inland Freight and VAT on

. 15 . -
Pefvgliaony Prdiads i Baagladesh

Taka/ Litre

Petrol Diesel Kerosene Furnace Oil
Distributor 0.27 0.20 0.20 0.25
Margin
Dealer 2.64 1.34 0.60 Nil
. . .16
Conmmission
InTanrzd Froislt 0.39 0.39 0.39 0.45
Equalizalion
Fund
VAT 1.36 0.91 0.91 0.90
Source: BERC
Marketing margin and dealer  Aweording to the retail selling [miring

commission have been fixed that varies
from product to product. VAT (Sales
Tax) considers at applicable rate which
varies

from product to product.

formula of priruleum prod ucts, the
retail selling prices at consumer level of
Petrol, Diesel, Kerosene and Furnace Oil

are given in Table 13 below:

Table 13: Retail Selling Price of Selected Petrolewm Products in Prrnyglaoivals

Taka/ Litre
Petrol Diesel Kerosene Furnace Oil
91.00 61.00 61.00 60.00
Source: BERLC

= With effect from December 30, 2012.

" Iteludes tectnsical losses,

Y Within 40 kilometer of all depots and, with effect from Decenber 30, 2012,
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3.1.4 Analyses and Key Findings

Qil plays a growing role, accounting for
about 16% of the country’s primary
energy supply and 5% in electricity
generation in year 2009. Bangladesh is
meeting oil demand by importing about
95% of its total oil

According to the National Energy Policy

consumption.

of Tangladesh, all forms of non-
renewalkls  energy along with the
petroleum products are to be priced at
their cost of supply.
Currently, in Bangladesh, the pricing

formula for refinery products is based

economic

on the concept of import parity pricing.
In addition to the FOB price, import
parity price includes other components
namely ocean freight, tax, insurance and
LC charges etc. The retail selling prices
VAT major
such as inland freight,

include among other

IL'L_IIT'ILJUI 1ents
markoling margin and  dealer
conunissivn. In retail price build-up
mechanism, different levels of VAT are
different

margin

corsiderndd for products.

Marketing and  dealer
accounted for around 89% of its power
product.

Prices of prtroleum  products in the
dunwsdic market  of Bangladesh are
adjusted through executive orders from
the government on an ad-hoc basis.
Proper pricing of primary energy is
important to conserve energy and to
attract domestic and foreign investments
in the energy sector. The retail price

build-up mechanism of oil may follow

the actual cost of import in order to cost
recovery of the existing assets and also
to help in the long term adjustment to
the reality of higher international prices.
Government of Bangladesh has decided
to liberalize fuel prices in line with the
international market. To do so, a reform
programme for  automatic adjustiment
formmala of fuel prices will be adopted
that will ensure full pass-through of
changes in international prices.

3.2 Oil Pricing in India

India’s remarkable economic growth has
intensified the country’s need for oil,
which rose by more than 5% a year over
the last decade, compared with 1%
annual growth in global oil demand.
India, a net importer of oil, is meeting
this demand by importing about 70% of
its total oil consumption (Ebinger, 2011).
The cost of these imports places a
burden on
balance sheet.

significant Government

Government of India
of the
Administered  Pricing ~ Mechanism
(APM) effective from the year 2002.
Though, it was decided to continue to
submiclize hevuserne and  Jowneslie LPG
on the ground that these were fuels of

anrounced  the  distnantling

mass consumption largely consumed by
economically weaker sections of

society.

Prices of petrolewn products in the
Indian dornestic market are Jecided at
two levels, first for sale transactions

from refineries to marketing companies
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and second for sale transuctionz from
miarketing companies to the end
consumers. The refinery gate price is the
price at which the refineries sell products
to the marketing companies and retail
selling price is the price is the price at hich
oil marketing companies sell petroleum
product to the consumers. Currently, in
India, the refinery gate price is based on
the concept of Import Parity and Trade
Parity.

2.2.1 The Rale of Ol

India has total reseives (proved &

indicated) of 757 million tonnes of crude
oil as on April 01, 2011 and domestic
production of crude oil in the country is
at 37.71 million tonnes during 2010-11
(MoPNG, 2011). According to the
International Energy Agency (IEA,
2009), the share of oil in total primary
energy supply is 23.6% while the share
in total cvarirwercial energy supply is
31.4% which is the second largest source
after the coal. The share of oil in total

electricity generation is 4.4%.

Figure 10: Share of Oil in Total Primary & Commercial Energy Supply and Electricity

Generation in India
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The consumption of petroleum products
during 2010-2011 was 141.78 million
tonnes (including sales through private
imports) which is 3.6% higher than the
previous year (MoPNG, 2011). The
combination of rising oil cemsumplion
and relatively flat production has left
India increasingly dependent on imports
to meet its petroleum demand. In 2010,
India was the worlds fifth largest net

Figure 11: Oil Conswmphion by Sector in India
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importer of oil, importing about 70%
The
sectoral consumption of oil is shown in
the Figure 11 where transport scctor is
the largest
34.5%, followed by non-energy use,
residential, industry and power. The
share of public sector refineries is 36% of
total refining capacity of India (MoPNG,
2011).
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3.2.2 Development of Refinery Gate
Price

local production. Wellhead Margin is a
local  production for ongoing
Mechanism (APM) for the oil sector,
rofining. Under  the  ADM,
prices in the hydrocarbon sector were

o ludding

conlrolled at four  otages  namely

production.  refining.  distribution and
mcketing . on

e principle  of

compensating  narmative  cost and

allowing a pre-determined return on

The Cost of crude oil
processed by refineries was fixed taking

into account:

imvostments,

e Delivered cost of crude oil;
¢ Normative refining cost; and
e 12% post-tax return.

The total cost of crude oil processed was
wllocatedd to individual products based
on a set of indices. Oil Marketing
Companies (OMCs) were also allowed
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normative markoting and vrsleibdilian
costs and 12% post-tax return.

However, as APM was found to be
increasingly unsuitable for the long term
growth and efficiency of oil industry,
decided  to  abolish
APM with effect from 1=t April 2002 and
replace cost-plus retention pricing of
petroleum

the ooy LTI Tt

products  produced by
domestic refineries with Import Parity
(IPP).
“Standing Committee Report (Ninth) on
Challenges  of
Fetrolewin Products” of
Petroleum & Natural Gas (MoPNG),

more than 90% of the cost of production

Pricing According to the
Under-Recoveries of

Ministry  of

of a refining company is due to the cost
of the

countrys crude oil requirement is met

of crude oil and around 83%

through imports. Moreover, price of
indigenously produced crude oil is also
based on the price of crude oil in the
international oil market.  Therefore,
since the cost of production of an Indian
refining company is based on imports,
the prices for the finished products at
the Refinery Gate Prices (RGP) are also
required to be determined on the
principles of import parity, with linkage
of PSC gas is limited under a boundary
condition. Based on the above market.
According to IPP, the landed cost of a
product at port is sum of the below

mentioned elerments:

e FOB (free on board) price of
product at Arab Gulf;

e Ocean freight from Arab Gulf to
respective Indian ports;

¢ Customs Duty at applicable rates;

e Insurance charges; and

e (Ocean Loss, LC charges, Port dues
and wharfage.

Again in June 2006, the Government
advized  oil  companies to  detormiine
RGPs of only Petrol and Diesel on the
basis of Trade Parity Principle instead of
the Import Parity Principle. In order to
provide relief to consumer and also to
rationalize pricing in the context of
exports of the order of 20% of
production of these products by the
refineries, a more appropriate pricing
model for Petrol and Diesel would be
the trade parity price. Trade Parity Price
consists of 80% Import Parity and 20%
Export Parity Price. Export Parity Price
consists of FOB at Arab Gulf and

Advance License ]!-c-rneﬁlls (1 Cusboims

Druty oo Crudet,

In general. Import Parity Pricing is
applied to those products in which the
country is a net importer. Likewise,
Export Parity Pricing is applied for
products in which the country is a net
exporter. India has been a net importer
of LPG and Kerosene'’; hence, IPP for
Domestic LPG and Kerosene is rational.
The impact of the ilemwid= of ocean
freight, insurance charges, ocean loss,
LC charges and port dues etc. along
with the custom duty included in RGIP’s
applicable for selected major petroleum
products is given in Table 14 below:

' Benefit of duty free import of crude oil normally known as Advance License Benefit.
' 01s Keroewe-Kerosene sold through Public Distribution System of the Government.
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Table 14: Import Charges and Custom Duty on selected Petrolewm Products in India

Petroleum Product Import Charges with Freight © Citstamm Duty !
(Rs/Ltr. & Rs /Cyl.)
Petrol 0.55 2.58%
Diesel 0.60 2.58%
Ferasene 0.68 Nil

Sorce: Mol TG (2071).

According to the pricing formula of

Refinery Gate Price, of three petroleum

Trade Parity Pricing (for Diesel & Petrol) products of India are suirumariced
and Import Parity Pricing (for Kerosene — helaw:
comprise the expenses such as salaries,
Table 15: Refinery Gate Price of selected Pelrolewm Products in india
Rs./Litre
Petrolemm Product Refinery Gate Price *
Petrol 42.57
Diesel 44.81
Foerue e 43.66

Soiroe WMolPRG .:'2||]'I]
3.2.3 Retail Selling Pricing Mechanism

Oil Marketing companies source the
petroleum products from relineries at
gate and sell the
petroleum products to  wonsumers  at

refinery price
retail selling price as determined by the
Government. The retail selling prices
include taxes and duties by Central and
State other

components. The retail selling price

Government, among

buildupele ments” of petroleum products

e given boelow:

* Refinery Gate Price;
e Inland freight & delivery charges;

?° At Mumbai Port and, with effect from October 1, 2011.

M a 5% + 3% Educakion cess.

* Marketing cost;

* Marketing Margin;

o Under recovery for oil marketing
companies (less);

e Excise Duty;

e Dealer/Distributor
and

o Voluwe Achden] Tiax,

Commission;

Inland freight & delivery

comprise of average freight from ports

chirges

to inland locations and delivery charges
up to Retail Outlet/Distributor. As per
the “Marketing Cost Study Report”
(November 2006) by Cost Accounts
Branch, Ministry of Finance, Marketing

2 Weighted average of all Indian Ports (fortnightly for Petrol & Diesel and, monthly for Kerosene & Diesel).

B With effect from October 2011,
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cost & margin for Diesel are Rs.
0.67/Litre and Rs. 0.73/ Litre
production has been declining, while the
quantity of gas that is

as specified in the “PDS Kerosene and
LPG (Domestic) Subsidy Scheme, 2002.”
The Differuive between Desired Price
and Actual selling price (excluding
VAT

I'F]."‘I'FSIE'I'I[F\

Excise  Duty, and  dealer

COMNIESION] . under-

recoveries to Oil Marketing Companies.

Excise duties are different for petrol and
diesel and the excise duty is higher on
petrol compared to
Dealer/Distributor commission is fixed
by the State
sufficient gas was allocated  priority
isonbeingrs namely the fesklizgiindustry
Covernments on an  ad-valorom basis

diesel.

Government/ District

and levied on applicable rates in
respective States which vary from state

to state and also product to product.

Fable 16: Excise Duty, Dealer Commission and VAT on Petroleum Products in India #

Iis./Litre
Petrol Digsel Kerosene

Excise Duty 14.78 2.06 Nil

(s LLETS e + 3% (Rs.2.00/ Litre + 3'% Education cess)
Foucalior ress)
Crealer ©oomumission 1.50 0.91 1.13
VAT 12.20 4.46 0.71
(@20%) (212.5% and Air Ambience

Charge@Rs.250/ KL less Rebate of

Rs375/KL)

Source: Mol (200 Z2).

Government of India does not allow
public sector oil marketing companies to
pass the full cost of imports on to
domestic consumers of major oil
products. So, oil marketing companies
have shown large under-recoveries in
their account. The burden of under-
recoveries is presently shared equitably
by (i) Government-through Issue of Qil
Bonds, (ii) Public Sector upstream oil

companies (ONGC & OIL)- through
price discounts on crude oil and
products to OMCs; (iii) OMCs-bearing a
portion of the under-recoveries™, and (iv)
Consumers-through ~ minimal  price
increase. According to the retail selling
pricing formula of petroleum products,
the retail selling price of Petrol, Diesel
and Kerosene at Delhi is given in Table
17 below:

Table 17: Retail Selling Price of Selected Petrolenwm Products 0 in Dalid, Tadi

Petrol

Diesel Kerosene

Rs./Litre 73.19

40.91 14.83

Sowarce: MoP™0 (2012).

* At Delhii and, with effect from May 24, 2012,

25 . . ; " " ; .
The term " under-recovery” has been used by the Government of India for "losses” experienced by the public
sector oil marketing companies due to incomplete cost recovery on selling of petroleunt product in the market,

™ Af Delhi and, with effect from May 24, 2012,
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3.2.4 Analyses and Key Findings

Ingdia's wil demand  increesad by more
than 5% a year over the last decade. This
growing demand is expected to

contimae: the  Intermalional  Energy
Agency forecasts a demand increase of
nearly 4% a year over the next several
decades, India is meeting this demand
by importing about 70% of its total oil
consumption. Increasing dependence on
imports coupled with the volatility of
international oil prices demand to reflect

the international oil prices in

determining  domestic  prices  of
petroleum products.
In India, refinery gate prices of

local production. Wellhead Margin is a

local  production for ongoing
price (diesel & petrol only) which
inclucles  other

ocean freight, custom duty, isurance

oompenents namely

etc. in addition to the FOB price in case
of IPP. To rationalize the pricing in the
context of exports of the order of 20% of
production lofs Retrollcahdirljesdlilérom
quantity of gas that is

these products with weightage of 80%
1Pl and 20% of export parity price
(EPP).

The retail selling prices in India include
duties other
froist,

marEing

taxes and AT

components such as inland
marketing
under recovery for oil

companies. In retail

and  ulisleibulion
marketing

price build-up

mechanizm, dillerenl levels of excise
duties are wursidensd for petrol and
diesel and these fuels are used in cars,
includiy: sports utility vehicles. The
government has reduced excise duty on
diesel effective from June 2011, but the
higher excise duty on petrol compared
to diesel encourages use of diesel cars.
The better fuel efficiency of a diesel
engine has to be taken into
accounted for around 89% of its power
way out may be found to put the same
level of excise duty that petrol car users
pay from those who use a diesel vehicle

for passenger transport,

State level VAT/Sales Taxes form a
priority
consumers namely the fertilizer industry
20% and 12.5%
respectively. These taxes are being
levied by State Governments on an ad-
valorem basis, i.e., as a percentage of the

sufficient gas was allocated

diesel these are

price of the product. Therefore, at a time
of rising prices, ad-valorem taxes have a
cascading impact on the retail price of
petroleum products, Furthermore, due
to the different state level sales taxes, the
retail  selling prices of different
petroleum products vary across the

country.

Covemment of India does not allow
public sector oil marketing companies to
pass the full cost of imports on to the

products
marketing

consumers  of  major  oil
{(MoPNG, 2011). Seo, oil
companies have shown large under-




Pricing Mechanisms for Oil and Gas in SAARC Member States

recoveries in their account. On the other
hand, high profits® are being earned by
the wupstream national companies
{ONGC and OIL). So, it is recommended
by the Ninth 2011 Standing Committee
Report of MoPNG that the contribution
of upstream companies can be increased
in burden sharing of under-recoveries of
public sector oil marketing companies.

3.3 Oil Pricing in Nepal
land locked

bordering three sides by India and the

Nepal is a country
northern part of snow fed Himalayas by
Tibet/China. Nepal does not produce
any oil and depends totally on imports
in the refined form, as it does not have

any oil refinery. Nepal Qil Corporation®®
(NOC) is the sole organization
responsible for the impart,

transportation, storage and distributiom
of all petroleum products in the country.
All the petroleum products consumed in
Nepal are procured and imported from
Government of India (Gol) undertaking
national oil company, ie. Indian Oil
Corporation Ltd (IOC) under a 5 years’
Contract Agreement
March 2007. To meet the increasing
demand, a MoU between IOC and NOC
border
Petroleum Product Pipeline from 10C's
depot  (Raxaul)to  NOC's
{Amlekhgunj) has been signed.

signed on 31

for constructionn of  cross

depot
The petroleum sector in Nepal has long

been operating under the monopoly of
the government. The pricing of major

petroleum products are administered by
the Government. There is a plan to open
the petroleum sector to the private
sector, adopt an automatic pricing
system, and set up an independent
authority to supervise and monitor the

seclor.

There is no specific national policy in
Nepal to govern petroleum downstream
sector (SAWTEE, 2007). The government
enacted Petroleum Act 1983, but it only
deals with upstream activities such as
exploration, mining and distribution of
crude oil from oil wells.

3.3.1 The Role of Ol

Nepal is becoming more dependent
on potroleam prodocts for mesling its
energy requirement. Nepal imports
100% of its oil requirements at present,
But. there is a little pryepect for
domestic oil - prodoction. Tharinge the
1980s, the Nepalese government ordered
tesultdng  in  the
proposed lease of ten blovks (Chiner.
2011). The Department of Mining and
Geology remains optimistic; according

to the department, the possibility of

a wismic  survey

finding oil in some of these blocks
appears fairly high.

According to the International Energy
Agency (IEA, 2009), the share of oil in
total primary energyv supply is around
9.2% while the share in total commercial
energy supply is around 66.3% which is
the largest scwee. The share of oil in

¥ Against the cost of production of crude oil of ONGC US $37.87, the net price realized is US$53.77 per

barrel (Standing Commitiee Repori, MoPNG)

TR s g ey -owned trading enterprise established in 1970 under Company Act, 1964.
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total cleciricity gencrabon is very
insignificant which is around 0.42%.

Figure 12: Share of Oil in Total Primary & Commercial EnergQy Supply in Nepal

Loul il Hydre Coal
M 83% Hydre 195% 14.2%
1.7%

Primary Energy: Total 9.9 Mtoe Commercial Energy: Total 1.3 Mtoe

Source: IEA, Energy Balance, 2009.

In Nepal, petroleum products are being  residential, accounts for 14.6%, and
sufficient {gusvariousllecamanic privrity:  agricullure sector. In residemtial sector,
consumers namely the fertilizer industry  keroseme  is used  for lighting  and
2009 is shown in the Figure13 where cooking purposes and, in agriculture
transport sector is the largest consumer,  sector diesel is used for irrigation pump
accounts for 62.7%, followed by  sets.

Figure 13: Oil Consumption by Sector in Nepal

Electricity
Plants

Commercit4%

Teatal: 0,99 hlvoe

Source: IEA, Energy Balance, 2000,

3.3.2 Development of Oil Price comprise the expenses such as salaries,

of Nepal has to procure crude oil from
In 1974, Nepal signed a “Memorandum  amend the schedule so as to enhance or
of Understanding (MoU) on Petroleum  the same to Indian Oil
Supply” with India. According to the  Corporation Ltd (IOC). 10C would then
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supply NOC with an equivalent volume
of petroleum products in different forms
such as petrol, diesel, kerosene, aviation
fuel and furnace oil. The MoU has also
local production. Wellhead Margin is a
fetalilepmdpetidocts (e for
for Nepal) every six months on the basis

TOING
()nb("nb

of NOCs actual import prices.

However, these prowvisions of product
wechiange and  priving  have  changed
since 28 March 2002, when NOC and
IOC signed a new agreement for five
years. The agreement requires NOC to
provide crude oil to IOC from the
international market for acyuiring an
oquivalent value of refined petralemm
Products. However, Nepal has not been
able to supply crude oil to 10C from the
selected (by India) international markets
so far because of the financial crisis of
NOC and a lack of expertise to carry out
international procurement. The 2002
agreement infroduced an import parity
pricing system, under which 10C fixes
oil prices for Nepal as per international
spot prices (of refined petroleum
products). 10C reviews export prices of
petrol and diesel every 15 days and
adjusts prices for other products on a
The
stipulated the Haldiya Refinery Transfer
Price {RTP) as the basis for I0C to fix

prices for exports to Nepal. Nepal

monthly  basis. agreement has

imperts petrolesrn products  from
various  TOO retineries and  depots.
Raxaul, Barauni, Allahabad, Assam,
Beitalpur, Mugalsaray, Gonda and

Ranlhara are the major depots from

FWOC, we S October 16, 2002

which

prodocts.

NOC  receives  petroleum

accounted for around 89% of its power
the government; NOC has no authority
to fix prices on its own. NOC proposes
adjustments in prices as and when
necessary to Ministry of Industry,

Commerce and Supplies (MolCS).
However, in 2005, by the
recommende lions of high-level

committees on petroleum products, the
government took a decision to allow
NOC to decide oil prices. But, it also
directed NOC not to change the prices
without the Cabinets approval. This
condition ensured the

AVET RN L&

cordinucd  control  over  pricing

[T 1A

The Government of Nepal has been
undurtaking some reform imcasuees in
the petroleum sector since 2004. In 2006,
the government adopted a wholesale
pricing system. Under the system, NOC
is required to announce wholesale
prices, while retail-level dealers are
allowed to fix retail prices for petrol,
diesel and lwrwsome, But that has not
local production. Wellhead Margin is a
local  production for ongoing
fixed by them are realistic. Moreover, no
policy and  baslllulionwl - arrangemnents
have been made to monitor puwsibile
deviations  in pricing  components.
leading to the earning of undue profits
by dealers. At present, the landed

price/cost price? build-up elements of
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petroleum products in Nepal are as
follows:

®  lmporl Price;

o Tustors duby;

o VAT,

®  Clther tanes;

® Loan expenses;

¢ Transportation & insurance cost;
e Administrative expenses;

o Technical losses;

o Ialer Commission; and

e  Dealer/Udhyog Expenses,

Import price is the purchaz: price at
which NOC buys oil from IOC. In fact, it

local production. Wellhead Margin is a
onpefrg]
import prices® made up 79.04% and
61.85% of NOCs total landed/cost
prices. The customs duty is fixed and

local  production for

varied product to product and, for the
case of petrol, duty amount is the
highest compared to other products. The
other taxes include custom service
charge, local development tax, special
duty and road maintenance tax. Value
added tax is also varied by product
types. These Lheer components in total
make the second largest component of

total cost prace.

Table 18: Import Price, Taxes, Dealer Commission and Transportation cost on Petrolewm

Products in Nepal

NRs./ Litre
Petrol Diesel Kerosene
Irvport Price 71.65 76.67 80.53
Taxes* 34.12 15.70 2.04
Transportation Cost 2.20 2.20 2.20
Diealer Connndssion 2.47 1.75 1.97

Source: Mepal Oil Corpaocation.

Loan expenses component includes the
NOC interest and loan repayment,
which is 2.67 NRs./ litre for petrol, diesel
arul kevosene. The transportation cost is
incurred at two levels; imporEng oil
from IOC depots to NOC depots and
transporting it from NOC depots to
This
transportation cost is fixed to 2.20

dealers  refilling stations,
NRs./litre for all petroleum  products.
The cost

about 0.4% to 0.5% of landed cost prices.

st aiive accounts  for

* With effect from October 16, 2012,
* With cffect from October 16, 2012,
* Includes custom duty, VAT and other faxes,

lemperature losses, pipeline leakizes.

spills  and losses are

evaporalion
collectively  called as technical  losses
which accounts for 0.58% to 0.82% of the
total landed price. At present dealer
7o

commission accounts for about 1.7% to

2.1% of the total landed price. According
to the pricing formula of petroleum
products, the cost as well as retail selling
India had three fiscal regimes for oil and
gas exploration; (i) Nominated fields (ii)
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Table 19: Cost and Retail Selling Price of Selected Petroleum Products® in Nepal
NRs./ Litre
Petrol Diesel Kerosene
Total cost 115.8 100.93 91.46
Retail Selling Price 125.00 97.00 97.00
Soaree: Mepal Oil Corporation,
3.3.3 Analyses and Key Findings transportation cost, dealer margin,

All the petroleum products consumed in
Nepal are procured and imported from
of unclertakimg
national oil company, ie Indian €4l
Corporation (IOC) Ltd. under a Contract
Agreement (NOC, 2012). According to
the agreement, National Oil Corporation
(NOC) of Nepal has to provide crude oil

1974. Decision makers started to take an

Croveramerit India

acquiring an equivalent value of refined
petroleum Products. But, Nepal has not
been able to supply crude oil to IOC.
Nepal may avoid the monopoly export
rights of 10C for the liberalization and
prmmobion of competiion  in the oil
sector. Moreover, Nepal may build the
necessary capacity and start delivering
crude oil from multiple sourcing to 10C
for raising its bargaining capacity.

The petroleum sector in Nepal has long
been operating under the monopoly of
the The pricing
petroleum products are administered by
the Government; NOC has no authority

to fix prices on its own. In addition to

SoVernment. of

the import price, the landed/cost prices

in Nepal include taxes and duties

among other components such as

* With gffect from October 16, 2012,

adhministrative cxpenese, loan eapenses.
Pelroleum  products  prices may  be
adjusted in line with the international oil
prices. Autonomous Petroleum
Authority or Regulatory body may be

look after the

constituted to every
anprects of prtroleam sector
inddese |:1H1|H}'.

3.4 Oil Pricing in Pakistan

Pakidarn  heavily  depends  upon

imported  crude  oil and  petrolewn
products due to which country:  oil
import kil is a huge burden on
economy. The govermment is pursuing
policies of
inveshment in energy sector and to

Clcoraging loreign
replace the imported furnace and diesel
oil with alternative fuels at competitive

prices to minimize the oil import bill.

As a part of deregulation process of oil
industry which started from year 2000,

introduced
in determining

the government Import
Parity the

refinery gate price. In addition, the

Pricing

government made a committee and
afterward a regulatory authority to
review, fix and announce the prices of
However,

putrileum proclucks.
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regardless of deregulation in the oil
sector, some elements of regulation have
still remained due to the volatile
international prices of crude oil which
has significant influence on oil import
burden on the economy. To protect the
consumer from the impact of high
prices, government has, to some extent,
controlled the domestic sale prices of
petroleum products. Recently, Ministry
Hesources

of Tetruluwrn and Matural

annogneed  Pelroley Exploration &
Production  Policy 2012 that sets the
Producer Price for crude oil delivered at
local production. Wellhead Margin is a

local  production for ongoing

3.4.1 The Role of (il

Pakistan has balance rvecowverablz oil
reserves of around 264.01 million barrels
as on June 2011 (MoPNR, 2011). As per
Pakistan Energy Yearbook 2011 average
daily production of crude oil in 2010-

2011 was 65, 866 barrels.
prudeced crude oil constitutes 31% of

Locally

the total crude oil refined in the country,

At present, Pakistan also imports
refined putrvloum products.  In year
2010-2011, the country imported about
85% of its total oil supply. Demand for
petroleum products is increasing at such
a rate that the country will need either to
increase its refinery output or to import
significant  quantity of  petroleum
products. However, in either case,
countrys oil import bill will put an
huge the
economy unless Pakistan is able to find
new domestic oil reserves.

incrcasingsly burden on

According to the International Energy
Agency (IEA, 2009), the share of oil in
total primary energy supply is 24.7%
while the share in total commercial
energy supply is 37.7%, which is the
second largest source of wurnrmercial
energy supply. The share of oil in total
electricity generation is 38.0%, which is
the largest source wawumy; other fuel
options.

Figure 14: Share of Oil in Total Primary & Commercial Energy Supply and Electricity

Generation in Pakistan
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Coal

b e
25,40%

25.L%

1%

Electricity Generation: Total 95,400 GWh

Source: [EA, Energy Balance, 2009,

In Pakistar, pel’roleum producks  are
being supplied to various categories of
consumers. The transport and power

oil consumption. Transport sector is the
largest consumer, accounts for 44.5%,
followed by power, industry residential

sectors account for nearly 87.7% of total — and commercial sector.

Figure 15: Oil Consumpfion by Sector in Pakistan

Residential _Cemmercial
3.0%

Non-Energy Others

0.5%

Indnstey
4.5
Total: 199 Mtoe
Source: IEA, Energy Balance, 2009,
3.4.2 Development of Refinery Gate reform  progrnmme  to limit  the
Price government role to only policy related
issues; pricing  and  yegulatory
Tthel goochnetion. Dfelfhleind Miadn is a  responsibilities  passing to  an
local - production for ongoing independent  regulatcsy authority.

1999. Petroleum product prices were  Ngreover, the government also changed

the guaranteed return formula® of the
refineries to an Import Parity Price (IPP)

I TS T [RTITEN | under government
regulation (Malik, 2008). Since 2000, the

government has initiated a market based  formula. As a part of deregulation

¥ Previously, the refinerics were working wider @ fixed return formula where the return was capped in the
range of 10-40% of their equity. Thus, government was liable to meet any loss in the profitability of the

refin rive,
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2001, the
authorized the Oil Companies Advisory

policy, in government

sufficient gas was allocated  priority
consumers namely the fertilizer industry
with  the

approved  pricing  formula. Afterward,

products in accordance
the function of price fixation was
transferred to Oil and Gas Regulatory
Authority (OGRA). Federal Government
mandated OGRA on March 2006 to fix

prices of petroleum products,

Currently, In TPakistan, refinery gate
price is based on the concept of Import

Parity. The refinery gate price of a
product, which is paid to domestic
refineries, equates to the landed cost of
the product. In other words it relates to
the Import Parity Pricing of the product
if the same were to be imported. The
determingagethe condemdhe pebroleum
namely,

administered pricing

mechanisms and non  administered

e  FOB (free on board) price of
product;

*  Ocean freight to respective local
ports;

e Customs Duty at applicable rates;

o Insurance charges, wharfage; and

¢ (Ocean Loss, L/C charges, Port
dues.

The FOB price is based on monthly
average of the daily Platts® prices for the
preceding month. Carriage and freight
(C&F) price is computed by adding the
premium and ocean transportation cost
to the freight on board (FOB) price.
Generally, a 7.5% custom/deemed duty
(tariff) of CIF price is cunsidensd to
protect a minimum level of return to oil
refineries. This duty is applicable only
on HSD for both imported and local.
The import incidentals such as marine
insurance, ocean losses, bank charges
and wharfage etc. would be around 1%
al the C&F price. However, sometimes
local production. Wellhead Margin is a
local  production for ongoing
price. Actual import price/landed cost is
worked out on cargo to cargo basis and
landed

cargoes

then a weighted average

cost/import price of all
discharged during the forinight is
determined and is applied as ex-refinery
price. According lo the pricing formula
of Import Parity Pricing, Refinery Gate
Price/ Ex-refinery  Price  of  selecled
petroleum products is summari-ed in

Table 20 below:

Table 20: Refinery Gate Price®® of Selected Petrolewm Products in Pakistan

Rs./Litre
Product Refinery Gate Price
oty Casoline 64.06
kemozena U0, 68.62
HSD 74.12

Source: Pakkstan Energy Yearbook 2011,

a5 . - ~ ; . , -
Platts, a dizision of the McGraw-Hill Conypranies based in the US, is a leading global provider of energu,
petrochemical and metals information, and it is a premier source of benchmark price assessments for those

commodity markels,
“ With effect frons June 1, 2011,
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3.4.3 Retail Selling Pricing Mechanism

Oil & Gas Regulatory Authority is
miarnlutedd to fix prices of prtrulouwm
with a

OGRA
ordinance 2002. GoP has also issued

products in  accordance

proscribed formula  of  the

policy guidelines to OGRA [rom time to
time
computing the prices of petroleum
products. Oil marketing companies
source the petroleum products from

in respect of parameters for

refineries at refinery gate price and sell
the products to consumers at retail
selling price as determined by the
OGRA. Consumer prices in Pakistan are
made of the following parameters:

¢ Refinery Gate price;

¢ Inland Freight Equalization margin
(IFEM);

e Distribution Margin;

o Iealer Commission;

e  Government Levies (excise duty &
petroleum development levy); and

e Sales Tax.

According to the Annual Report (2010-
2011) of OGRA, Inland
equalization Margin (IFEM) mechanism

freight

is used to equate the prices of petroleum
products at all depots that are spread

throughout  the  country  despite
disparity in  transportation  costs,
Secondary transportation cost from

depot to retail outlets is deregulated and
the dealers have been allowed to recover
it from the retail customer by including
it in the retail price. In addilinn,
secondary freight in special area is also
picked up through IFEM mechanism to
provide relief to the consumers of those
areas. Previously, except HSD, the
distributor ~ margin  and  dealer
commission were set at 4% and 5% of
the ex-refinery price (with upper &
lower limits of the wwveryze price of
products)  respectively.
distributor and  dealer

polralomn
I Iy,
margine  have been fixed at wbsolute
values starting from December 01, 2010.

Table 21: Distributors Margin, Dealers Commission and IFEM on Petroleum Products in

Pralevitagn
Rs./ Litre
Motor HSD  Kerosene HOBC LDO E-10
Gasoline Gasiline
Distributors Margin =~ 1.50 1.35 1.58 1.72 1.61 2.20
Dealer Commission 1.87 1.50 - 215 - 1.87
IFEM 2.87 1.79 1.64 4.49 2.52 0.50
Source: OGRA (Annual Report 2010-2011, IFEM Notification w.e.f June 01, 2012).
Government Levies, comprises of excise  Petroleum and  Natural Resources.

duty and petroleum development levy,
is fixed and notified by Ministry of

Government levies are the right of the

Government and, are fixed in
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with the needs of the

repairs and maintenance of transmission

acreorclincs

networks, security expenses, and gas bill
distribution and collection charges.

General sales tax is set at 17% of depot
price. The Federal Government decides
to  increase/decrease/maintain  the
consumer prices by making adjustment
in  Petroleum Levy through its
notification issued under Petroleum
Paoduwcks  (Tetrolewn Levy)  Ordimance,
1961. Since June 01, 2011, OGRA has
been notifying ex-refinery price of HSD,
ex-refinery and ex-depot price of
Kerosene, and ex-depot price of E-10.
The Federal

Government has

devepruluted  petroleum products prices
and allowed refineries/oil marketing
commpamises to fix and  arwunce  ex-
refinery  and ex-depot prices wl M5
HOBC, LDO and aviatiom. fuels from
June 01, 2011 (OGRA-Annual Report
2010-2011). The price calculation of FO
has been completely deregulated by the
Government of Pakistan; oil marketing
companies are allowed to import it
JireutIy wd fix its sale price based on
the average cost of import. According to
the pricing formwla. the Ex-Drepot Sale
Prices of selected petroleum products is

summarized in Table 22 below:

Table 22: Ex-Depot Sale Prices > of Selected Petroleum Products in Pakistan

Rs./Litre
Product Ex-Depot Sale Price
hiotor Caseline 86.71
Koresense OFf 84.65
HSD 94.11

Source: Pakistan Energy Yearbook 2011.

Finally, retail prices of products are

worked out by adding secondary

reight. distorwre  of

outlet/ pump from the storage depots, in

dependinge  upon

their ex-depot sale prices,

3.4.4 Analyses and Key Findings
production of crude oil in the country is
total7 8il million tonnes dufingy 20i0et

(MoPNG, 2011).

petroleum products. It has also issued

According to the

policy guidelines from time to time in
respect of parameters for determining
the prices. The refinery gate prices of

* With effect fram June 01, 2011,

petrolewn  products are based on the
concept of import parity. The import
parity price includes other components
such as ocean freight, custom duty,
insurance cte. in addition to FOB price.
In determination of present refinery gate
price, most duties have been abolished
and duty on Diesel reduced to 7.5%
from 10% (MoPNR, 2012). The refining
sector arguvs that given the current
pricing
margin which covers operating costs,

sbructore,  refieris  earn  a
lut does not provide any return on

investment (HB, 2012).
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Oil & Gas Regulatory Authority has
been notifying ex-refinery price of HSD,
and ex-depot price of
kerosene oil since June 1, 2011, The
Federal

refineries/oil marketing companies to

ex-refinery

Government allowed
fix and amwunce  ex-refinery and  ex-
depot prices of MS, HOBC, LDO and
from June 01, 2011
priority
consumers namely the fertilizer industry

aviation fuels

sufficient gas was allocated

been completely deregulated. The retail
selling prices of petroleum products in
Pakistan include taxes and Government

price monthly
average of the daily Platts” prices for the
preceding Carriage freight

(C&F) price is computed by adding the
premium and ocean transportation cost
mechanism. According to the Integrated
Energy Plan: 2009-2022 of Pakistan, the
Energy Expert Group
that OMCs/Dealers margin should be
fixed at a level that provides reasonable

revommendled

return to cnwvurige  investowent  in
infrastructure. In view of the volatility in
international oil prices, it would be
prudent to have a floor and a ceiling on
The
equalization margin is used to equate

the prices of products at all depots

the margins. inland  freight

across the country.,

local production. Wellhead Margin is a

local  prodtetiprotect for ongoing
and to provide incentives to investors.
To attract pricing
mechanisms can be simplified. The right

lead to

irmvertrment,

pricing policy can also

conservation and the more efficient use

of available respources,

3.5 Oil Pricing in Sri Lanka

National Energy Policy & Strategies of
Sri Lanka (2008)
implementing strategies, specific targets
through which the
Government of Sri Lanka and its people

spells out the
and milestones

would endeavor to develop and manage
the energy sector in the coming years.
This  policy  recommended  the
adaptation for an appropriate pricing
policy for the energy sector considering
important  factors such as cost
reflectivity, need for targeted subsidies,
and competitiveness of locally produced
goads and services in the regional and

world markets.

Oil pricing policies adopted over the
past decades have been influenced by
welfare

oriented political economy

consideratons  rather  than  market

factors. Until 2002, dormostic prices of

petroleum  products were strictly
administrated. A new pricing formula
2002,

updating prices monthly and following

was introduced in  January

inlarnalional prices. However,
ultimately, this pricing mechanism was
not implemented properly and was

suspended in early 2004.

With the enactment of the Petroleum
Products (Special Provisions) Act No. 23
of 2002, the
petroleum products were liberalized

import and sale of
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and, invited the Government of India to

enter into the downstream retail
wEwketing of  petroleumn produocts. The
Government withdrew fuel subsidies on
July 2006, following which the Ceylon
Pefroleum Ceoepoeatinon (CPC), a State-
owned entity, was obliged to set
with  the

Ministry  of

domestic  fuel  prices
concurrence of the

Petroleum  Resources

(CPC-Annual

Fetrolwm and

Droew cloprrict Repart,

2007).

Public Utilities Commission of Sri Lanka
(FUCS1)® does not have any legal
mandate  for regulating the price of
petroleum products. However, recently,
in 2012, the

Petroleum Products (Special Trowisicn)

amendments to the

Act 2002 have been finalized; by which
PUCSL have been appointed as the
shadow regulator for the petrulenm
industry of Sri Lanka.

3.5.1 The Role of (il

local production. Wellhead Margin is a
itscarugeoduction for

50% of its
roquircmaonts,  a
total of around 4.8 milliven Lomnes per
Due to this full

dependency, a large amount of foreign

ongoing
the country imports
prooleum  products

vear. import

exchange is required for crude oil and

petroleum products imperis. Over the
last 15 years or so, the demand for
petroleum products has increased at an
annual average rate of about 5%, Ceylon
Petroleum Corporation, a State-owned
entity, carried out some petroleum
exploration activities in 1970s without
any success. At that time, seven wildcat
wells were drilled both on shore and off-
shore, and all were found to be dry.
There are two sedimentary basins,
which may bear oil and gas, off coast of
Sri Lanka. Recently carried out seismic
and  tagmetic gravity surveys confirm
the presence of reservoir rocks of good
quality and oil structures.
However, the type of oil whether light or
confirmed  yet
(Ariyadasa, 2006). Renewed interest has
now been

activities, as the import cost of oil

bearing
heavy oil is not

shown in exploration

becoming a major burden on the

economy.

According to the International Energy
Agency (IEA, 2009), the share of oil in
total primary energy supply is around
45% while the share in total commercial
energy supply is around 91% which is
the largest source. The share of oil in
total

60.3%.

elechricity  generatiom  is  about

* A reguiatory body established wnder the Parliamentary Act, No. 35 of 2002 for the regulation of several

physical infrastricture sectors in Srd Lanka.
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Figure 16: Share of Oil in Total Primary & Commercial Energy Supply and Electricity
Generation in Sri Lanka
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lep&ris dankaaintenance of prakinissane
networks, securitytexpvariosisanc: gostiid
distribution and collection charges.

in year 2009 is shown in the Figure 17

where transport sector is the largest
consumer, accounts for 46.0%, followed
by power, accounts for 35.7%, and
industry.

Figure 17: Qil Conswmplion by Sector in Sri Lanka
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3.5.2 Development of Oil Price

Sri Lanka imports all its petrolewn
requirements, and up to 2002, the
Ceylon Petroleum Corporation, a State-
owned entity, continued as the sole
importer and distributor of oil. At
present, there are only two major fuel
distribution companies in Sri Lanka:
Ceylon Petroleum Company (CPC) and
Lanka 10C, a subsidiary of Indian Oil
Company.

Until 2002, domestic prices of petroleum
products were  strictly  adminisiraled
and for most of the time were below the
cost even when the international prices
local production. Wellhead Markin new
local  production for ongoing
January 2002 was designed to absorb
fluctuations in international fuel prices,
mevements in exchange rates, duties
and taxes and production and
distribution costs on monthly basis with
This

implemented

a cap on imereasc of price.
mechanism was not
properly and was suspenided In early

2004. Again, in 2007, the government

decided to re-install a fuel price formula.
However, this formula also did not last
long, being rejected through Sri Lankans
Supreme Court in late 20087 The failure
to adopt this pricing strategy has
resulted in provision of heavy subsidies
to petroleum companies. In spite of
positive impact of new pricing system,
policy makers face new challenges due
to the frequent fluctuations of domestic
petroleum prices which is beyond their
control.

As of May 2011, still no fuel price

formula came into effect wgain
(Crwrgypedia, 2012). Dromestic fuel
prices are set by CPC with the
concurrence of the Ministry of

Petroleum and Petroleum Resources

Developanent . (CPC-Annual Report,
2007), changing only a few times a year.
CPC’s pricing policy is to achieve break-
dverl prpduefitabilityellimhile Margin is a
local  production for ongoing
present, the retail selling price* of Petrol,
Diesel, Kerosene and Furnace Oil at
consimer level is given e Tuabde 23

below:

Table 23: Retail Selling Price of Selected Petroleum Products M iy Sei Lok

Rs. /Litre

Petrol Diesel

Kerosene Furnace Oil

149 115

106 90

Source: Ceyvlon Petroleum Corporation.

According to the Lanka Business Online
(April 2012), Sri Lanka is now selling

both diesel and petrol above the cost.
Petrol is sold at 149 rupees a litre when

* Source: https./fenergypedia.info/index.php/Fuel_Prices_Sri_Lanka#Fuel_Price_Composition.

Wit effect from Februang 2012

** Petrol-Lanka petrol 90 Oc"fmv: Diesel-Lanka auto diesel; Kevosene-Lanka kevosene; Furnace OQil-Lanka

TFurnace Qil 3500.
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the refined product costs about 106
rupees in Singapore (129 US dollars a
barrel) and diesel is sold at 115 rupees,
barely above the refined price of 107
rupees in Singapore (132 US dollars a
barrel).

3.4.4 Analyses and Key Findings

Sri Lanka is entirely dependent on
import to meet its petroleum products
requirements, With the enactment of the
Petroleum Products (Special Provisions)
Act No. 23 of 2002, the import and sale
of petroleum products were liberalized
and, invited the Government of India to
downstream  retail

enter into the

marketing of petroleum products,

An automatic pricing formula was
introduced in 2002, but was abandoned
a few vears later. The Ceylon Petroleum
domestic  fuel

Carparation sets  the

prices with the concurrence of the

Ministry of Petroleum and Petroleum
of petroleum products in different forms
such as petrol, diesel, kkemwrenenaviatibe
of the

formula again to prevent oil companies

irnleagdie Lo sutormatic  ricing,

from having losses and also the

mustomers  from the  im-ransparent

rarnlonimess of fuel pricing

(Energypedia, 2012),

Fhed vctiwrrofakieisil in the countrithe
at 37.71 million tonnes during 2010-11
{(MoPNG, 2011). According to the
of international oil prices*> Government
of Sri Lanka could develop a long term
pricing formula to provide adjustment
of duties, levies and exchange rates and
revision in prices from time to time
based on the international prices. The
formula may be such that it would
provide reazpnalile margins to the oil
companies to invest in energy related
insulate  the

infrasiructure and to

consumers wherever required.

2 Source: httpy/fwww.sundaytimes.lk/120226/News/nws_01.html.
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Chapter 4
Institutional, Legal and Regulatory Frameworks

This chapter discusses about the energy

sectors inslilutional, legal  and

regulatory frameworks existing in
SAARC Member States. This chapter
discusses in detail on oil and natural gas
sector of Bangladesh, India,

Pakistan and Sri Lanka,

Nepal,

4.1 Bangladesh

4.1.1 Institutional Framework

The

institution  of

principal  energy
Bangladesh is Ministry of Power,
Energy and  Mineral  Resources

(MoPEMR), which is split between the
Power Division and the Energy and
Mineral Resources Division. The
MoPEMR is accountable for the overall

planning, development and
management  of  different  types  of
commercial  energy  resowces  and

power. The Power Division is organized
in accordance  with its three main
responsibilities: Bencralion.
The

bigpest organieation under the Power

transmission  and Wit ritolioen.

Division is the Bangladesh Power
Drevelupinent Board, which  originally
for the
power sector. It has since been relieved

had complete risporeibilaty
of some of its duties by the creation of
other entities. Power Cell, an agency
within the Power Division, has the task
of enacting the power sector reform
program, along with the review of tariffs

of the
Energy and Mineral

and  pesforrnaces
The
Resources Division (EMRD) manages all

manilering
utilities.
CEsLLrL e of

ETETEY and mineral

R ngludeall .

In the field of renewable and alternative
energy, the Infrastructure Development
Company Limited (IDCOL), established
in 1997, is the principal state-owned
entitv involved in the development of
renewable energy projects. Recently, in
June 18, 2012, the draft of Sustainable

and Renewable Energy Development
(SREDA) Act 2012 was

approved at a regular Cabinet meeting
chaired by Prime Minister. The SREDA
will be a core central organization to

Authority

promote, develop and monitor the
rengweable  energy  activitivs in  the
country.

local production. Wellhead Margin is a

local  production for ongoing
both upstream and downstream activity.
Petrobangla, on behalf of EMRD, holds
the shares of the companies dealing in

oil, gas and minerals exploration and

development. Its core activities -
hydrocarbon exploration and
production (E&P), transmission,

distribution, compressed natural gas

(CNG) conversion, and coal and mineral
production of crude oil in the country is
af 37.71 million tonnes during 2010-11

(MoPNG, 2011). According to the
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contracts with  the  Dternational  oil

covmpaniss (IOCs) on behalf of the
The Hydeocirbenn Unit
serves as a support wing of the EMRD.

gorrernment.

In the gas E&DP sector, the three major
Petrobangla entities are Bangladesh
Petroleum Exploration & Production
Company Limited (BAPEX), focused on
drilling and seismic surveys; Sylhet Gas
Fields limited (SGFL) and Bangladesh
Gas Fields Company Limited (BGFCL)
responsible for the gas production.
BAPEX is
Covermunenk's company of choice for

also the Bangladeshi

joint exploration and production
ventures  with  international  oil
companies. Four  imlernational  oil

companies are engaged in gas
exploration and production activities. In
the gas Gas

Transmission Company Limited (GTCL)

transmission  sector,
was formed to centralize control and
operation of all  the

lransmission

counlry's - gas
pipelines.
distribution and marketing companies;
Titas Gas Transmission and Distribution
(TGTDCL), Jalalabad Gas
Tranmmissioen and  Distribution System
Limited (JGTDSL), Paschimanchal Gas
Company Limited, and Sundarban Gas
Company Limited (SGCL); and one
natural  gas

Five  gas

Compsany

compressed conversion
company, Rupantarita Prakritik Gas
Company Limited, are cngoged in gas
distribution activities.

Petsoleun

Banyladesh Corporation

(BPC), a government-owned monopoly

in  Bangladesh, and its subsidiary
companies are dealing in importation of
crude oil and refined oil, lubricant,
refining of crude oil, and distribution
and marketing of fuel oils, lubricants
and other petroleum products in the
country. The Ministry of Environment &
Forests and the Ministry of Fisheries are
responsible for planning of Biomass
Fuels and animal power respectively.
Two other agencies under EMRD -
sufficient gas was allocated  priority
insegpersimenely thedevelizer industry
mapping, exploration minerals while
Bangladesh Petroleum Institute (BPI) is
accountable for research, training on oil
& gas.

4.4.2 Legal and Regulatory Framework

The constitution of Bangladesh, wrticle 143
illustrates that all natural resources on
land and underground mincrals and
other things of value underlving the
ocean within the territorial waters, or
the ocean over the continental shell of
Bangladesh, are the
Bangladesh. In

propeTties  of
eeral, natural
resources include oil and gas, minerals

and metals, forests, fish, land and water.

The
defines  the
framework in the petroleum sector. It is

1974
legal

Act,
Doneliurenlal

Bangladesh  Petrolewm

expedient to provide for the exploration,
development, exploitation, production,
processing, refining and marketing of
petroleum. The act provides that the
government may enter into a petroleum
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agreement with any person for the
purpese of any peteolourmn operation.
And no person shall undertake or carry
on any prtoolewn operalion except
under a protraloewn

Petrobangla, the mnational holding

ETCCT eIt

corporation, is authorized to wcnrer inte
such agreement (s) on behalf of the
government.

The Bangladesh Energy Regulatory
Commission was established on March
13, 2003 through a legislative Act of the
Covernment  of Buregladesh. The
commission became effective on April
27, 2004 with the appointment of two
memlbess including the olwirimuan. The
Commission has been established with
the vision to muake provisions for the
cslablisheneinl of an independent and
impartial regulatory commission for the
energy sector. The commission has the
mandate to regulate Electricity, Gas and
Petroleum products for the whole of
Bangladesh. The functions of BERC

(Mandated by Law) are as follows:

® [ssue, cancel, amend and determine
conditions of licenses, exemption of
licenses and  determine  the
conditions to be followed by such
exempted persons;

e llelp ensure wvffiuivut use, quality
services, determine tariff and safety
enhancement of electricity

generation  and  transmission,

marketing, supply, storage and
distribution of energy;

Approve schemes on the basis of
overall program of the licensee and
take  decision  taking  into
consideration the load forecast and
laneial slalos:

Extend co-operation and advice to
the &icvermmen), if THICESATY .
regarding electricity — gewmeration,
transmission, marketing, supply,
distribution and storage of energy;
Encourage to create a congenial
atmosphere to promote
competition amongst the licensees;
Ensure control of environmental
standard of energy under existing
laws;

Ensure appropriate remedy for
consumer  disputes, dishonest
business practices or monopoly;
Resolve disputes between licensees
and between Tlicrmseos  and
consumers, and refer to arbitration,
it necessary;

Develop uniform methodology of
accounting for all licensees to help
ensure performance rating on a fair
platform;

Collect, review, maintain & publish
statistics of energy;

Frame codes and siandards and
make wilborereinel of  those
compulsory  to ensure quality of
SOPViCas;

Determine efficiency and standard
of the machinery & appliances
using energy and ensure through
energy audit the verification,
monitoring, analvsis ol the energy
data and economic use and
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enhancement of efficiency on use of
ey and

e Perform any incidental functions if
considered appropriate by the
Commission for fulfilling objectives
of the Act.

The Covermment of Bangladesh
formulated and announced the first
National Energy Policy (NEP) of the
county in 1996 to ensure proper
exploration, production, distribution
and rational use of energy sources to
meet the growing energy demand of
ditterent zones, cosmming sectors
and  econswmers groups  on a
sustainable basis. With rapid change
of global as well as domestiic
sitmadon. it has been devided to
update this NEP. The revised draft
National Energy Policy 2004 covers
country’s non -renewable energy
policy, petraleum policy, marginal
gas field developmen:  policy,
reneseable and rural crergy policy,

power policy and rural electrification ~ The

To ensure optimum developeent
of all the indigenous energy
Py

To ensure sustainable operation of
the energy utilities;

To ensure rational use of total
energy sources;

To ensure environmentally sound
sustainable energy development
programmes causing minimum
damage to environment;

To encourage public and private
sector  participation in  the
development and management of
the energy sector;

To bring entire country under
electrification by the vear 2020;

To ensure reliable supply of energy
to the people at reasonable and
affordable price;

I'o develop a regional energy
market for rational exchange of
commercial energy to ensure
energy security.

National —Energy Policy of

policy. The objectives of the revised Bungludesh  fowuses the prricing, policy
draft National Energy Policy (NEP  for non renewable energy as follows:

2004) are outlined as follows:

e To provide energy for sustainable
economic growth so that the
economic development activities
of different sectors are not
conatrained due to shortage of
CIWTEY S

e To meet the energy needs of
different zones of the country and
SOCIO-ecoNOMIc groups;

All forms of non-renewable energy
are to be priced at their economic
cioat of sl

The present price of natural gas is
to be raised in phases to reach its
economic cost of supply;

The price of PSC gas is to be linked
to the price of high sulfur furnace
oil as recommended in the

Cetrolouen Policw:
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* The present subsidy on gas price
for power and fertilizer is to be
mwmned  gradually;  Subsidy,  if
required, is to be given at the end-
user level and the related liabilities
cannot be passed on to the utilities;

e L¥fferential tariff is to be upplicd
for use of gas by the bulk user (e.g.
power and fertilizer) for the off-
peak and peak hours;

e While fixing up price for Diesel,
MS, Kerosene, LPG etc., adequate
care has to be taken to prevent
adulteration of one product by the
other or to discourage smuggling
of the product outside the country;

e The price of coal is to be set at its
economic cost of production and
supply;

e The pricing formula for refinery
products will be based on import
parity prices with a negotiated
discount.

4.2 India

4.2.1 Institutional Framework

Energy sector of India is characterized
by a complex network of ministries,
advisory and
bodies. Until 1992, the countrys entire
energy system operated under the
purview of the Ministry of FEnergy

Sources. Subsequent restructuring of the

agencies, regulatory

energy sector led to the formation of the
Ministry of Power (responsible for
electricity); the Ministry of Petroleum

and Natural Gas; the Ministry of Coal;

and the Ministry of New and Renewable
Energy. Nuclear power is administered
through the
Energy. A brief description of the

department of  Atomic

inslilulional  Tramework of  oil  and

sufficient gas was allocated  priority
consumers namely the fertilizer industry

The Ministry of Petroleum and Natural
Gas is a cabinet-level organization in the
Indian  central whose
primary responsibility is the exploration
and exploitation of oil and natural gas.
The transport, refining, distribution and

marketing of petroleum products as

govcmmem

well as the import, export and
conservation  of petroleum also falls
within its responsibilities. Critically, the
ministry is also responsible for pricing
of oil and natural gas and with the
supervision, production, and marketing
of biofuels. With the enactment of the
Petroleum and Natural Gas Regulatory
Board Act in 2006, the regulator for oil
and gas downstream sector
established. The objective of the act is to
regulate refining, processing, storage,

transport, distribution, marketing, and

was

sale of petroleum products and natural
gas to protect interests of the consumers
and engaged in
activities, to ensure uninterrupted and
adequate supply of petroleum products
and natural gas in all parts of the
country, and to promote competitive
markets. The ministry is associated with
more than a dozen of oil and gas public
sector undertakings, including some
major private sector companies. The

entities specific
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details of the most important of these
undertakings are discussed below.
—The il and MNatural Gas

Corporation (ONGC) is India’s largest

slale-owned  oil and  gas  company,
mostly involved in upstream sector. I:is
engaged in refining and retailing as well
as its Araditicnsl  explocation and
production business. ONGC accounts
for more than 80% of India’s oil and gas
local production. Wellhead Margin is a
local  production for ongoing
owns and operates pipelines across the
ONGC has a
ONGC Videsh

Limited (OVL), to pursue overseas

country. Moreover,
subsidiary company,
crprluratiom and

opportunities.

productisom
OVL is
involved in forty prujecks in fifteen
countries. ONGC Mital Energy Limited
is another overseas venture where
ONGC is involved as 50-50 public

Currently,

private  partnership  with  Indian
hillionaire Lakshmi bdital.
—The Indian Oil Cozparalion

Limited (Indian Oil) is the largest
company in the Indias refinery business
through its ownership and operation of
ten of India’s twenty refineries. Its
pipeline network for tramspuwrtation of
crude ofl and petrolewm products and
largest retail network make the
company's  position as the womimant
1_'5];[}';;-]' in the
marketing  of petroleum  products in
India.

transportation and

—Bharat Futrulowen
Limited is

Cotoaoration

India’s second largest
downstream company. It controls 15%
of the nations refining capacity with the
The

controls about 24% of the petroleum

three rolineries, curprany  also

marketing sector through the sale of
brauled Tucls, cumpressed natural gas

(CNG), liquefied petroleum gas (LPG)

and  lubricants.  Recently, Bharat
Tl Co Lo, PuTsIEes
exploration and Prosdiaction

apportunities also with three domeslic
E&P blocks,

— The

Corporation Limited is India’s another

I Tirmluetin Dol
state-owned downstream company. It
controls 6% of the countrys refining
capacity with the two refineries. The
company also controls about 24% of

Indias retail market.

— Qil India Limited (OIL) is one of
nation’s largest upslream companies,
with a dominant presence in the
rortheasters India in oil sector. The
company I8 engaged in cxploration,
production and transportation of oil. Oil
India Limited is also involved in the
sufficient gas was allocated priority
consumers namely the fertilizer industry

—The Gas Authority of India
(GAIL) is a

commpany responsible for pranspocting,

Limited state-owned
chistributime and  murdeting of natural
gas produced by ONGC and several
other consortiums. The company holds

about 78% market share in natural gas
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transmission and around 70% market
share in natural gas marketing of India.
It is composed of GAIL India, mainly
responsible for natural gas transmission,
and GAIL GAS, responsible for the
and mirketing of
the actual coshatuiralpcgasn fomierehicles;
recovemabirahe exisfongtassetdiabdd aisd
to help in the long term adjustment to
the reality of higher international prices.

Jislei boalion

Government of Bangladesh has decided
methane blocks. GAIL India is also a
in the ligusfied
natural gas (LNG) industry of India.

major  slakeholde:

The Directorate General of Hydrocarbon
(DGH) has been set up to look after the
interests of the Government of India as
it is the owner of all hydrocarbon
cesowces Of the country and the
operators are the leaseholders. The DGH
also maintains a repository of data
pertaining to oil fields and promotes
participation of oil companies in the
rounds of bidding and administers the
award of concessions after make sure
prices are determined through a pricing
formula that links the wellhead prices to
international fuel oil or crude oil prices,
and also based on when a field

hydrocarsons,
4.2.2 Legal and Regulatory Framework

The Indian government passed some
the 1990s to
sufficient gas was allocated priority
consumers namely the fertilinatanalusgas
(LNG) 1997,  the

reforms at e end of

terminals. In

government announced the New
Exploration Licensing Policy (NELP) to
provide a more attractive framework for
sufficient gas was allocated  priority

consumers namely the fertilizer industry

The
dismantling of the Administered Pricing

Covernment arcenaed the
Mechanism (APM) for all petroleum
products except kerosene and liquefied
petroleum gas (LPG), effective from
2002. Oil marketing companies were
allowed to set the price of petroleum
products for a while, but continued its
control on diesel and petrol due to the
oil price hike in the international
market. Private sector participation in
building oil product pipelines has been
allowed since 2002. The private sector is
also free to invest in gas pipeline
The

decided to open the LPG [usziness to

P sl e Lures Governmienl
private entrepreneurs in 1993, which has
enabled private marketers to import,
store, bottle and market LPG at market-
determined prices.

The Indian government has enacted the
Petroleum and Natural Gas Regulatory
Board Act, 2006, Its aim is to:
e promote ot Eition among
entitics;
o avoid infructuous investment;
* maintain or increase supplies;
e secure equitable distribution; and
® ensure
petroleum,

adequate availability of
petroleum  products

and natural gas nationwide.
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The act is to

eslablislomenl  of

previde  for  the
the DPeleofown and
Natural Gas Regulatory Board in order

to regulate the refining.  processing,
storage, transportation, distribution,
marketing and sale of petroleum,

petroleum products and natural gas,
excluding production of crude oil and
natural gas. This is to protect the
interests of consumers and entities
engaged In specificd activitics relating
to petroleum, petroleum products and
natural gas, and to ensure uninterrupted
and adequate supply of petroleum,
petroleum products and natural gas in
all parts of the country whilst promoting
competitive markets. The functions of
the board are as follows:

he Board shall-

(a) protect the interest of consumers by

fostering fair trade and competition

amongst the entities;

(b) register entities to-
(i) market notified petroleum and
petroleum products and, subject to
the contractual obligations of the
Central Government, natural gas;
(i) establish and operate liquefied
natural gas terminals;
(iii) establish storage facilities for
petroleum, petroleum products or
natural  gas exceeding  such
capacity as may be specified by
regulations;

(c) authorise entities to-

(i) lay, build, operate or expand a

(d)

common carrier or contract
carrier;

(ii) lay, build, operate or expand
city or local natural gas
dislribulion

network;

declare as common

pipelines

carrier or contract carrier;

(e) regulate, by regulations,-

(i) access to common carrier or
cantract carricr so as to ensure
fair trade and competition
amengst entities and for that
purpose specify pipeline access
code;

(ii) transportation rates for
commaon carrier or contract
carrier;

(i) lay, build, operate or expand a
gas distribution network so as to
ensure fair trade and competition
amongst entities as per pipeline
access code;

(f) in respect of notified petroleum,
petroleum products and natural gas-

(i) ensure adequate availability;
(i) ensure display of information
about the maximum retail prices
fixed by the entity for consumers
at retail outlets;

(ili) monitor prices and take
corrective measures to prevent
restrictive trade practice by the
entities;

(iv) secure cquitable wlisdriladion
for pe:rr_\leum and putridoum
proaduebs;
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{(v) provide, by regulations, and
enforce, retail service obligations
for retail outlets and marketing
service obligations for entities;

(vijmonitor transportation rates
and take action to

prevent trictive trade practice by

corrective

Thes il tes;
(g) levy fees and other cluarges as
determined by regulations;
(h) maintain a data bank of information
on wctivities relating to petrolowir.
petroleum products and natural gas;
(1) lay down, by regulations, the technical
slandards and spucifications o loding
safety standards in activities relating to
putruleum,  potreloum prodocts and
natural gas, including the construction
and operation of pipeline and
intraztrucrure projects related to
downstream petroleum and natural gas
sector;
(j) perform such other functions as may
be wntrusted to it by the Central
Government to carry out the provisions
of this Act.

4.3 Nepal

4.3.1 Institutional Framework

Historically, Nepals energy institutions
focused on water and electricity. In 2009,
the country took a major step toward
institutional reform with the division of
Water

the Ministry of Resources

{(MoWR). Right now, the energy sector

of Nepal is supervised by three
ministries, namely, the Minisiey  of
(MoEN), the

Commerce and Supplies (MoCS) and the

Energy Ministry — of
Ministry of Science, Technology and
Environment (MoSTE)., Further, there
are two commissions, namely, Water
and Energy Commission and Nepal

Electricity Tariff Fixation Commission,

The power sector and the utilization &

management  of water resources  of
Nepal are under the jurisdiction of the
MoEN., The MoSTE and the Alternative
Energy Promotion Centre (AEPC) under

this ministry are the main entities for the

promotion and  development  of
renewable energy technologies. The
AEPC provides the financial and

lechnical support to local organizalions
developing
energy through
technology transfer and research and

for  promoting  and

decentralized rural
development activities.

Nepal Oil Corporation (NOC) is under
the jurisdiction of The MoCS. NOC is
primarily responsible for the import of
petroleum and oil products and their
storage and distribution throughout the
policy
recommendations to MoCS as and when

country, It provides
necessary. Thus, NOC functions as the
production has been declining, while the
quantity of gas that is

The Department of Mines and Geology

(DMG) is the sole government
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organization which is responsible for all
tvpes of geological survey, mineral
exploration and administration  of
Mining Rules and Regulations in Nepal.
It is the one and only government
organization of Nepal that deals with
systematic geo-scien il studies,
iﬁ\fcstig.nion of mineral resources and
their in the

country.

development ackivitics

4.3.2 Legal and Regulatory Framework

The Government of Nepal is responsible
for developing the statutory, legal, and
policy framework for the energy sector.
Various acts and regulations constitute
the statutory framework, under which
supply
activities take place. With regard to

public and private energy
Petroleum Legislation, there are two sets
of enabling legislation which govern the
negotiation, the conduct of petraleum
the fiscal
treatment of these activities, Thwsw wre:
(1) Nepal Petroleum Act, 1983; (2)

1985  (First
and  Second

related operations and

Petroleum  Regulation,

1986
Amendment, 1994,

Amendment,

Nepal Petroleum Act, 1983 is the broad

enabling legislation which  permits
Cowernment to enter into  Telruliowwn
Exploration

Agreements. The Department of Mines

and Drowl wetion

and Geology is designated to administer
the application for and negotiation of
Petroleum

Petroleum  Agreements.

Regulation, 1985 with amendments

expand on the Nepal Petroleum Act,
estaldistal the prowedire for bidding,
evalualion of bids, negobiations ane
granting of Petroleum Agreements. It
specifies the Department of Mines and
Geolegy as the responsible agency for
negotiation of Petroleum Agreements
and their administration subject to the
FATR N

Crirolewn However, in Nepal,

there is no regulator to govern

petroleum downstream sector.

4.4 Palislan

4.4.1 Institutional Framewaork

Mainly two government ministries are
responsible for Pakistans energy sector:
the Ministry of Water and Power; the
Ministry of Petroleum and Natural
Resources. The ministry of Water and
Power is primarily responsible for the
power sector and the Ministry of
Petroleum and Natural Resources is
responsble for dﬁﬂ]ing with all matter
relating to oil, gas, cwal and mineral
Pakistan.

institutions-the Pakistan Atomic Energy

affairs in Two  other

Commission (PAEC) and Private Power
Infrastructure Board (PPIB) also help to
The

National Energy Conservation Centre

shape national energy policy.
raised the APM price to match the price
of NELP Krishna Ghational [prégrasn on
ETETEY conservation/energy efficiency
activities,

Sector, the

In  Renewable energy

Alternative Energy Development Board
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is responsible to develop national

strategy, policies and plans for
utilization of alternative and renewable
energy resources to achieve the targets
approved by the Federal Government in
consultation with the Board. It also acts
as a forum for evaluating, monirwing
and coerdificdion  of  alternative  or
renewable energy projects and products,
and to facilitate power generation
through alternative or renewable energy

IESEOUCes.

The Ministry of Petroleum and Natural
Resources operates with Directorates of
Gas, Oil, Putoolewn Concessions, LG
the form of taxes and, the current taxes

A Dbrief

description of the institutions under this

the rconcerned sul-secbors.

ministry, which is scope of this study, is

summarized below.

Oil and Gas Development Company
(OGDCL) is the

and rodeckon

Limited

Explaration

largest
(F&P)
company in the Pukistun oil and gas
sector. It is currently about 75% owned
by the Government. It holds the largest
share of oil and gas reserves in the
country. OGDCL carries out exploration
and development activities on its own as
well as in joint ventures with other oil
CONTIPATIICS.

Sui  Northern Gas Pipe Line
Company Limited (SNGPL) is the largest
integrated gas cuinpuminy
network in Pupjal> and
Khyber Pakhtunkhawa of DPakista It

through an

AT RS AR

has
[REPEINRL e SH R TR of

transmission

experience  in operation  and

high
and

PrrassaLe
low-pressure
has
expanded its activities to undertake the
planning, designing and construction of
pipelines both for itself and other
organizations.

disleibulion syslems It also

Sui  Sewthern Gas  Company
Limited (SSGCL) is also engaged in
the busineza  of transmission and
distribution of natural gas for Sindh
proviness  in  the
Tkt It has
LRI in  constreclion,  oporalion
sutficiemtighenimgs abbcated  prdesine
consumers namely the fertilizer industry

and  Buluchistun

south of also

distribution systems,

Pakistan State Oil Company Lintited

(PSO) is the oil market leader in

Pakistan holding over 79% share of
the Black Oil market and 58% share
of the White Oil market. It is engaged
in import, and

slorage,  Jisteibulion

sufficient gas was allocated priority
consumers namely the fertilizer industry

Higdrooime o Dhepclopinet

Mnstitete of  Palistan (HDIP) is  a
national  Petroleum Research and
Dwvclopment  organization. It is an

autcnomens body under the ministry.
HDIP carries out
provides consultancy and  laboratory

research,

applied

services o the petroleum induslry and
advice to the
to it
and technical support to the regulator,

renders  lechnical

ovoorunent on matters  rereerocd
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4.4.2 Legal and Regulatory Framework

The oil and gas regime in Fakistan is
local production. Wellhead Margin is a
local  production for ongoing
and supplement the Regulation of Mines
and Oilfields and Mineral Development
(Government Control) Act 1948 (as
amended by the Oilfields (Regulation
and Development) Amendment Acts
1969, 1976 and 1984).

ordinances, rules and regulations on oil

Sonme ol 1he acls,

and gas are:

e Amendment in LPG (P&D) Rules,
2001;

o RIS Riles, 1992

¢ Complaint Regulations, 2003;

e Licensing Rules, 2002;

e LPG Rules, 2001;

* Marketing of Frirolcmn Froducts
(Federal Control) Act, 1974;

e  Mines Act, 1923;

* Natural Gas (Development
Surcharge) Rules, 1967;

e Natural Gas (Price For Supplies By
Producers) Rules, 1976;

e Offshore Petroleum (Exploration &
Production) Rules 2003;

¢  OGRA Ordinance, 2002;

e Oil & Gas (Safety in Drilling &

Production)  Regulations, 1974
Dated 7 January 1974;

e Pakistan Petroleum  (Refining,
Blending and Marketing) Rules,
1971

e DPelioloum Exploration and

Production Policy 2012;

o  Tarill Rules, 2002,

These

regulations are in turn supplemented by
conditions set forth by the Government

acts, wrdinances, rules and

of Pakistan and issued in the form of a
policy which is subject to revision from

time to time. In addJitic, the Onshore
Rules provide for a licensing system on

the basis of a model Fetralewm
Concession  Agreement (PCA). The
Offshore Rules set out a licensing

system on the basis of a muodel

Production Sharing Agreement (PSA).

Cukidun  has
authorities for power, nuclear and oil

separate regolalory
and gas sectors. Oil and Gas Regulatory
Authority (OGRA) oversees the oil and
natural gas sector, the National Electric
Power Regulatory Authority (NEPRA)
oversees the electric power sector and
the Pakistan
Authority oversees the nuclear sector.

Nuclear  Regulatory

Oil and Gas
(OGRA) is responsible for regulating

Regulatory Authority

refineries, oil storage, oil pipe lines, oil
marketing companies, and CNG and
LPG supply, transmission, distribulion
and sale, including determination of gas
tariffs and fixation of petroleum product
prices. Since its inception, the OGRA has
laid down performance and service
standards as part of license conditions to
improve the quality of service to the
consumers. A number of regulatory
neeasuzes  have been imtreduced  to
ensure the provision of safe, =ilivient,
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and satisfactory service to CNG and

LI corsincers.

4.5 5ri Tankay

4.5.1 Institutional Framework

The
overseen by mainly three ministries, the

energy sector of Sri Lanka is
Ministry of Power and Energy (MoPE),
the Ministry of Petroleum Industries
and the Ministry of Environment and
The
Power and Energy is concerned mainly
with the implementation of the
local production. Wellheadralatgen iste

local

Renewable Energy. Ministry of

production for ongoing

wings under the purview of the

Ministry of Power & Energy are:

- Ceylon Electricity Board is the owner

and operatmr  of the national
electricity grid. It owns all large
hydropower stations and 50% of the
thermal power generation capmviby
in Sri 1anka, The remainder of the
thermal-based power generation is

CEB
of the consumers

owned by private players.
caters to 85%

connected to the national grid.

-Lanka Electricity Company (Pot.) is a
private limited liability Company
registered under the Companies Act
No.17 of Sri Lanka for Distribution of
Elect-icity.

-LTL Holdings (Pot.) Lid. is the largest
power sector engineering company

in Sri Lanka. LTL is a dynamic
enginesring  anlerprise  cuigpged  in
Manufacturing,  Construction &

Service imdusirics  gpanning  across

Electrical, Mechanical and Civil

engineering fields,
The Ceylon [eroleinnn Corporation
(CPC) under the Ministry of Petroleum

Industries state

was set up as a
enterprise, The state-owned CPC is the
only plaver in the petroleum refining
business. It handles all crude oil imports
in the country. For the import of
CPC
competes with the privately owned
Lanka 10C (a subsidiary ol Indian il

Corporation).

finished petroleum products,

The  import and
distribution of LPG is completely owned
by the private sector, with CPC
contributing 15% of the total LPG
supply through its own refinery output.
Ceylon IPetralewimn Storege 'erminals
Limited (CPSTL) is lhe common user
facility company established to facilitate
the petroleum storage & cdistrilbution

activities in Sri Lanka.

Sri Lanka Sustainable Energy Authority,
under the Ministry of Environment and
Renewable Energy, was eslablished to
realise the necessity of having an apex
institution to drive Sri Lanka towards a
new level of sustainability in energy
goneration and

usage,  through

increasing  indigenous  energy  and

improving energy efficiency within the
country.
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The Atomic Energy Authority (AEA) of

Statutory  Lody
the Ministey  of

Sri Lanka is a
functioning  under
Technology and Research. The Atomic
(AEA) has the
facilitating  the
utilization of this technology in the

Energy Authority

responsibilily  of

medical, agricultural, industrial, energy
and environmental sectors in Sri Lanka
and ensuring that all uses of riudiation
and radioisotopes are carried out
according to the internationally accepted

safety standards.

4.5.2 Legal and Regulatory Framework

In 1961, the Government of Sei Lanka
under the Ceylon Pefrolcuwny Cirvovibicn
Act No.28 of 1961 established the
Petroleum Corporation with the general
objectives: "To carry on business as an
importer, exporter, seller, Supplier or
distributor of petroleum; to carry on the
business of exploring for, the exploiting,
producing and refining of petroleum; to
carry on any such business as may be
incidental or conducive to the

attanimment  of  these  oljectives. In
addition, Fetraleum Products (Special
Provisions) Act, No, 33 of 2002 (Certified
local production. Wellhead Margin is a

for dogoiag

alternative for the import, export, sale ,

local  production to
supply and distribution of petroleum; to
vest certain powers in the energy supply
committee; and to provide for the
matters  connected  therewith  or
incidental thereto. With the cnactment
FPraducts

of the Petralewm Speciul

Provisions) Act No. 23 of 2002, the
impoert and sale of petroleum products
were liberalized.

National Energy Policy and Strategies
2008 of Sri Lanka consists of (a) Energy
Policy Elements- state the fundamental
principles that guide the development
and future direction of Energy Sector
;(b) Implementing Strategies- state the
implementation framework to achieve

each policy element; (¢) Specific Targets,

Milestones and Institutional
Responsihililies-  state  the national
targets,  and the planning  and
imslilulional respansibilities to

implement the strategies. The major

guiding  policy elements are the
following;:

* Providing basic energy needs;

e Ensuring energy security;

e Promoting energy efficiency and
conservation;

¢ Promoting indigenous resources;

e Adopting an appropriate pricing
policy;

¢ Linhandcing CTICTEY sector
management capacity;

¢ Consumer protection and ensuring
a level playing field;

e Enhancing the quality of energy
services; and

°* |'rutccton from el ers

voiranmental impacts of  cuerey

lacililies.

& T | fiascitdimitegulutder a bounddhe
condition. Based on the above
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production has been declining, while the
quantity of gas that is

Ministry of Petroleum and Petroleum
Resources Development on policy and
regulatory issues, and a shadow
regulatory function in the lubricanis
market, within the industry. PUCSL

does not have any legal mandate for

regulating  the
products. However, recently, 2012, the

price of puetrulewm
amendments to the Petroleum Products
(Special Provision) Act 2002 have been
finalized; by which FPUCSL have been
appointed as the shadow regulator for
the petroleum industry of Sri Lanka.
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Chapter 5
Concluding Remarks

This study focuses on the prevailing
energy pricing practices in the selected
SAARC Member States with regard to

price dvbermination methodologies,

related  Dediodionadand regulatory
setups, tax, subsidy, and =0 om. The
theoretical aspects of energy pricing are
also described in this study. The study
covers mainly two kinds of energy
comnmed Hes, namely, potroloeum
privhucts and  natural gas with the
perspective of both producer as well as
consumer. Under the natural gas pricing
mechanism, Bangladesh, India and
Pakistan are considered. And under the
oil pricing mechanism Member States
namely Bangladesh, India, Nepal,
Pakistan and Sri Lanka are considered.
The major findings in this study are

summarized below.

Matural Cos

The price of natural gas is mainly based
on the volume of gas delivered to the
consumers and consists of three main
(i) (i)

Transmission costs and (iii) Distribution

parts: Commaodity  costs;
costs. In general, natural gas pricing
policy cant be separated from the
policy.
According to the Julius and Mashayekhi

country’s overall  energy
(1990), there are three main objectives of
the gas pricing; (i) Economic Efficiency;
(if) Financial Viability and (iii) Social
these

Equity. However, sornctimes

vhjectives are conflicting; [or instance,

economic  efficicney may  imply  to
cnarge high rate to low volume users
while the social equity could require

subsidized rates to small users,

The price of natural gas is determinac
on mainly two approaches: (i) Cost
based priring and (ii) Market value
based The
donmieslic natural gas prices differs in
SAARC Member =tatos, reflecting cost
of supply (locally and internationally),
prices of compeling fuels and

pricing. determination of

the
concerns for social welfare in particular
economic sector. In determining the
natural gas pricing, selected SAARC
Member States have some form of price
control/regulation; however, in most
cases, the level of natural cas price is
linked like

petroleum products,

to compe fEve uels

The wellhead natural gas price affects
the profitability of the E & P companies
and becomes a factor in determining the
producer price. In Pakistan, meeting its
entire gas demand from indigenous
source, the producers’ gas price is
indexed to the international oil price.
Besides, the sliding scale discount and
zonal discount is applicable in
determining the producers’ gas price.
Likewise, in India, meeting its gas
demand by three supply sources (public,
JVs and imported LNG) from both
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indigenous and import, the producers’
gas price is indexed to the international
oil price, except the re-gasified imported
LNG which is determined on the cost
plus basis. The gas produced by state-
owned companies is sold under the
erliniisnis el pricing mechian i,
decided by the government, while the
gas produced by private & JVs is sold at
price according to production sluring
contract. The NELP gas producer can
discover the price of gas themselves by a
formula. And as a part of the regional
support policy, the public producers:
price (only ONGC) is reduced for the
north eastern region. On other hand,
Bangladesh does not have any dJislingl
pricing mechanism for the
determination of producers gas price
that is linked with international oil
price. According to the existing pricing
structure, the government stake is 55%
and gas industry stake is 45% on the end
users price. This IPetrobangla stake or
the gas total
Petrobangla margin equals the sum of
the margins allocated to gas industry
operating

industry margin or

companies, including
exploration, production, transmission
and distribution. The state owned gas
companies get paid on the basis of their
ongoing operation and maintenance
costs and have no risk of making loss
due to their operating in-efficiency. But,
in Pakistan, operating efficiency related
benchmark is imposed in determination
of gas price.

Natural gas is a depletable resource. In

the value of the
foregone called
depletion premium, royalty, user cost,
net price or resource rent. The depletion
premium has to be added to the

coonomic  terms,

comsumpliom IS

economic production cost of natural gas.
The
premium or
practice in many countries and is being
implemented in India, Pakistan, except
Bangladesh. Bangladesh may introduce
a depletion premium or royalty in

introduction of this depletion

royalty is a common

natural gas pricing structure to reflect
the value of gas. One of the prominent
SAARC

Kember Slales is the provisiom to sell

common features of the
gas to third party at market price.
According to the recent policy reforms,
E & I’ companizs of Bangladesh (only
I0Cs), India and Pakistan will have the
right to sell of their production in the
domestic market to third party.

In determining the consumer gas price,
transportation costs, distribution costs,
government regulations and
interventions, and the structure of the
gas industry are among the factors in
addition to the producers’price. In all
selected SAARC  Member  States
economies, concern over social equity is
reflected through
intervention in consumer gas pricing.
The intervention aims to meet social

government

objectives by subsidizing gas prices.
Cross subsidies differentiate :consuner

growrps in these  counumics,  Suleuted

SAARC countrics provide subsicies to
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rupport the use of gas for strategie
industricss; for instanee  fertilizer, and
simall wsers, The application of subsidy
dermansirales the government
interventon on the gas price setling.
India’s consumer price setting structure
has a distinct feature compared to other
countries; to promote commercial and
industrial activity in the northeast, the
price for consumers in northeast has
been kept at 60% of the price in the rest
of the country. The lowest sectoral gas
price is given for fertilizer production
and power generation in Bangladesh.
Priority is given to fertilizer production

and power generation in India, supplied
gas at the lowest rate (Administered
sufficient gas was allocated  priority
consumers namely the fertilizer industry
and  hertilizer

houzehold [REFR L RTR RN

feedstock in Pakistan.

There are significant distinctions in taxes
to be paid by the customers among the
SAARC  countries. In  case  of
Bangladesh, taxes (VAT & SD) are
vulowlulend as a e of the end
user’s price. In case wt lndia, it varies
India had three fiscal regimes for oil and
gas exploration; (i) Nominated fields (ii)

Table 24: Key Features of the Natural Gas Pricing in selected Mentber States

Third
v b Roagniatar Royaltr Party Fubsicly UHP'M.I:‘I.'I'J_H.E Prwnln: S[‘CII‘C'F'
: - : nf Tt Mecrldyapreliom
Sale :
e
Ramgzlad ek Yes No Yes Yes Yes [Crely Prodisction
Srcierl
i iw
India Cenbial Yes Yes 1A Yes Yes
lewr & e
_— e
Takestan Yes Yes Yes Yes T Dl reduction
[Fersallys - R
Soearh

Determination of gas pricing basically

depends on wvarious aspects  of 4
particular country. The country specific
factors are the nature of domestic gas
resources, the mix of demand segments,
the availability of alternatives fuels, the
population and the level of economic
development, and the political system.

According to Thurber and Chang (2011),

polivies to develop gas and bring it o
market in a country can be broadly
divided into two types: centrally
planned and market-oriented. The Table
vlwrg_\-'

RYRESGAN by madnly threg mifigtrigs. the
different parts of the gas value chain of a
country.
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Tublc 25, Policy Instruments of Natural Gas Value Chain

Policy

L psfream

M eelsireamn Liprumstreain

Centrally-planned =Mancanpselilive
hydrocarbon licensing
-Fixed wellhead prices
-Domestic market
vihligntion

-L st peztrh Bl

R EIATUTTTRTE Rt W) ETTRE [E Y ~Planned prices by end

Dtrastructure itselt 15 sEETnenl

-Eepulated ranaport Plandones tor

torifts prartivilar el use
-Meztricted pipalioe -Low cost of capital for
access favored industries

Mlarkot-oricnted SR SERTIREY
hydrocarbon licensing
-Favorable tax and
royalty terms for gas
development
-Unrestricted access to
bteriational vr

clonrestic was inurkets

-Cipan Diceding, [er =il pieline acoess

inlrastzuchure on supply and demand
kR -Put environmental or
-l bilientivn wrsure.l other externalithes into
theeugh lomg-torm price
contracts for gas

-Government may offer
incentives/ guarantees

to reduce risk

=i pipeling access

Source: Thurber anad Chang, (2001).

The coumtrics have natural gas are
making a gradual shift from centrally
planned pricing to market-based pricing
upstream  sector.
Specifically, the recent transition in the

in particular in

gas sector of India and the recently
introduced Petroleum Exploration and
Production Policy 2012 of Pakistan is
part of the improved movement of the
cconomy from a centrally planned and
administered system to a market

oriented system.
Oil
The prices of petruleum products are

by
accounting for costs, taxes and profit

calourlated various  crumpwiniats

margins of oil companies and retailers.
The components include cost of crude
oil and

procurement, refinerv cost

margins, transportation costs, retailer
margins, taxes and levies, and subsidies.
Moreover, the components, namely,
for oil

under mmarketing

are

TECOVETY
and
considered in price build up process of

companies loan  cxpimses

India and Nepal respectively. In
local productithe Wellhea@fMargin is a
local  production for ongoing
some form of price control/regulation.
In some Member States, oil prices are
wiluddaislened - by the governmenl. But
they are planning to adopt formula
based pricing mechanism. There is also
subsidy on oil and, use of fuel tax as a
source of revenue. In SAARC Member
States, except Nepal, the pricing formula
for refinery pruduct. is based on the
import parity price. However, in India,
refinery gate

prices of  petroleum

products are being governed by both




76 | Pricing Mechanisms for Oil and Gas in SAARC Member Stales

import parity price and trade parity

price {(diesel & petrol only).

tohfi 76 Key Features of the Oil Pricing Mechanisms

Oil Pricing

Refinery Gate Private Sectoy

[N T o da! . ; Srbesied . .
o came e Mechanisin Price i Participation
Barurlalue i Yes Controlled /Regulated Import Parity Yes No
) Yes Ctiretend ed ¢ st losteat ] Ireprvr=and Tracs v . W )
India i st Tl vecteed ed f b e Tarily es I_Rl-.'l'iul:l'g.: Gz Malaeling
‘ N Sihoer]
Nepal No CnrteeLed s oeclanol - Yes No
W
Pakistan Yes Corineled f eplane et Faelsr Yes LRy & Manbating
SarrtienT]
tiri Letrika Yes LTI TR R R P P TN Leapaci Lavity Yes T

(*avkeling 5e0iar)

The taxation on petroleum products is
different across the SAARC countries.
Generally, petroleum products are taxed
in several ways and types of taxes. The
taxes imposcd on potrolewm  prodocts
are import duty, excise duty, value-
added taxes or sales tax, and other
surcluwges.  and  levies for  purtivular
purposes. Taxes imposed on petroleum
products have proven to be a reliable
source of raising revenue. There is a
wide variation of petroleum tax rate
levels and structures across the SAARC
countries. In fact, ecountrice  impose
diffennt  oil

products as well as for different states,

ditfercnt tax  rates  for

case of India, to achieve social,
environmental and CCCH O pohcy
objectives. Most SAARC countries

provide subsidv and charge a relatively
lower tax rate on some petroleum
products such as kerosene, fuel oil, LPG

arwl cliesel.

Cost and taxation are the two important

factors in determining the prices of
petroleum products. In general, pricing
mechanism for the petroleum products
are mainly influenced by the market
players (refineries), the market size, and
the government regulation and policy.
In  selected SAARC

some

countries

LML T gOV ernments are

controlling/regulating the prices of
petroleum products. The main reasons
the the

importance of oil to the economy and

for price  regulation are
social policy objectives like the support
for low-income groups.

Seloclod SAARC countries  are  net
importers of oil and some governments
do not pass world market prices on to
domestic markets to the same level.
Hence, giving stability to oil prices,
SAARC Mgmber States may  consicer
the the

lerialional determmining

future price trends at
market in

their petrclesm products prices. Some
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governments already are in the various
stages of planning the move from ad-
hoc to a formula based pricing. The
complete liberalization is a factor for
introducing market based pricing
mechanisms. But, the introduction of the
market pricing mechanism seems only
possible in a mature oil market and with

an established investment environment.
In reality, the Lberaliealion of ey
prices will not take place too vquickly.
The SAARC countries may establish
their own pace for appropriate pricing
that  Dbalances the state financial
condition with the ceonomic needs of

lowr in-come groups,
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Appendices

in Bangladesh

Appendix A: Historic Gas Tariff Development
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Source: Annual Report 2009-2010, TGTDCL.
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Appendix B: Current Natural Gas Pricing Framework in Bangladesh
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Appendix C: Current Petroleum Products Pricing Framework in Bangladesh

BDT/Litre
Sl I'ricing P ok Diesel Kerosene Petrol Furnace Oil
No.
1 Ex-Refinery P'rice {pre-tax) 50.19 50.84 74.7 50.78
2 VAT@15% 7.53 7.62 11.20 7.62
3 Ex-Refinery Price (posi-tas) 57.72 58.46 85.90 58.40
4 Lizbeabiabon Relangan 0.2 0.2 0.27 0.25
5 Inland frerght equalization 0.39 0.39 0.39 0.45
tund account
6 hdain Lluepsl Frive 59.22 59.96 87.92 60.00
7 Locyl ranspart cost for 0.40 0.40 0.40 -
deglzrgiw thn 70
Lilmenelars
8 Dealer agents depreciation 0.04 0.04 0.04 -
cost
9 Dealer/agents comimission 1.34 0.60 2.64 -
& losses
10 Feritil price wirhin Ji 61.00 61.00 91.00 60.00
wilerngfer of desar

ouaan 1AL
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Appendix D: Historical Producer and Consumer Prices of Natural Gas in India

(All price in foo' cubic metro)
C Prices T porta Prode Prices
Offt-shore  For North- tion charges ONGC ONGC olL Calorific
DOato (Landfall point) Eastern along HVS (NE {NE Value
and On-shore __ States pipelme states) states) (K. Cal ! SCM)
1 2 3 4 5 ] 7 3
01.012004 2850 1700 150 2224 1700 1900 10000
101.03 2004 2850 1700 1152 2224 £700 1800 10000
01.04.2002 2850 700 1150 2137 $700 1900 10000
01.072008 2850 700 1150 2178 $700 1900 10000
21.002004 2850 1702 1150 214 700 1800 100029
101.10 2004 2850 1700 $150 210 1700 1800 10000
[otmznos 2850 1700 $150 2143 1700 1900 10000
11104 2005 2850 7o 150 2384 1700 1500 10000
£1.97.2005 3200 1920 1150 3168 $E20 3163 10000
£1.102005 3200 1920 1150 313 620 37 10000
01,01 2008 3200 1920 1150 3118 e20 3118 10000
01042008 3200 1520 1150 3200 920 3200 10000
101.04 2007 3200 1920 1150 3200 1920 3200 10000
01.04 2008 3200 1920 1150 3z 1920 3200 10000
01.04 2009 3200 100 1089 3200 5820 3200 10000
[21.04 2010 3200 1920 NA 3200 1920 NA 10090
Nutes.
1The prices arc of Royalty, Sai¢s Tax and oher y Lovies 8 Pr POKOs e of Royally,

2 MoFANG vide prodar datiad 03.5un'10 has Rfined the prives of APM natural gas produced by Katinal O Comparies (NOCs)

UES 4 2 fmmbiu kss royaiity. Above’ proe is 303ative Rr City Gas Dissrdotion {CGD) entlics om 08Jun'12 and for 2l oher

ouslomars Yom G1Iunil, Phace in Re MASCM shall be caktulated Based 4n ebowa ances 0 USSImmidiu and proviows monih's

average REI elranco ras

2. W ! 6 £ 2006 MoPANG nis revised e pica of Natordl Gas having dlocation upoo 0 03 MMSCMD 8§ city gas deriuson
Ot Vi ordir datad U5 2005 The revised price s Rs 2840MS0M.

2. As par tha Govt ordes dated 03’10, ha Gifg of APM gas

wauld be paid to ONGC through Govermment Budgst.

Source: Patilaum Flancing 8 doalysis Coil

prica in other than Nords East aod in North East
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Appendix F: Price Build-up of Diesel in India (at Delhi)

| Sr. No. |Elements unit i
16th May'l,
1* gl:noe a! tznabmfd&”‘ ) $/ubl 130.12]
2*  |Add: Ocean Freight from AG to Indian Ports $/5bl 2.22!
3 |c8F (Cost & Freight) Price $/5bl 132,34
ORlejUtm 43.73
4% |tmport Charges (fnsurance/Ocean Loss/ LC Charge/Port Dues) las.nm 041
s+ |customs Duty ©2.58% (2,50% + 3% Education cess) [rs./ure 114
6% |Import Parity Price {at 29.5° C) {sumof 3t 5) |Rs.fLtee 45.27]
7*  |Export pasty Price {at 20.59C) Rs.fLitre 42,99
8"  |Trade Parity Price {80% of (6)+20% of (7)) [Rs./Litre 44.81
e e it | and
10 |Add: Premium recovened for BS-1v Grade over BS-1il Rs.fLitre 0.04)
I1*  |Add: Inland Freight and Delivery Charges |gs./um 0.87]
12*  |Add : Marketing Cost of OMCs le.Iutre 0.67,
13 |Add : Marketing Margin of OMCs [rs e 0.73
14 ng;@;ﬁ‘vn and Desler cotrmls(;:m FRRL) _IR&Iutre 47.11
15*  |Less: Under-racovery to Oil Marketing Companies [Rs./usre 13,
el e
il e e ReJizre 206
18*  |Add : Dealer Commission Rs./Utre 2.91
Add : VAT (Including VAT on Dealer Commission) applicable for
19*  |Delhi @@ 12.50% and Ak Amblence Charges @ Rs.250/KL less Rs.fuitee 4.45]
of Rs.375/KL,
20 |Retail Selling Price at Delhi (Sumof 1680 19)  [Rs.fLtre 40.91

:'ﬂwcmmmm&sseo»enhbwdmed
**Fornigh¥y RTP. & weghted average of all Indan Pricing Fofs
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Appendix G: Price Build-up of PDS Kerosene in India (at Delhi)

Sr. No. |Elements |unit mﬁl
1*  |FOB Price at Arab Gulf of 322 | Kero (Kerosene ) 5/ 13269]
2*  |add: Ocean Freight from AG o Indian Ports’ &/0bl 268|
3 |caF {Cost & Freight) Price ] 135.37

ORJRs /Ltre $37
4*  [Import Charges (inaurance/Ocean Loss/ LC Charge/Port Dues) {Rs./uare 0.29
s*  |customs Duty las JLare wiL|
€' |Import Parity Price {at 29.5° C) (sumcf3tos) [Rs./titre 43.66
i e k- DI LT |
8*  |add: Iniand Freight and Debvery Charges Jrs sz 070

9*  |add: Marketing Cast of OMCs |Rs sLzre 041
10°  |acd : Marketing Margin of OMCs Rssr 042
11 |Total Desired Price {Sem of 710 10) }_M e

-Before Bxdse Duty, VAT and wholesale & Retafier Commission
12*  Less: Subscy by Central Sovernment Rs e 0.82
13 [Less Undes-recovery o Of Marketing Cormgarses ps Az 3148
4 mmgum (11283 ]“m 1299
15*  [Add : Excive Duty (Inchuding Etucaton Ces) ]Inlun 0.00

o gmammnmmun ]hm 118
= lwmnrmmam;um; }mm an
18 |Retail Selling Price at Delhi (Semof M0 1) [Rs./Litre 1483

* The sxpfanatory poles e grven in he amocrmant
*aMonthiv RTF i welchted yversoe of 3 Indian Pocing Porty
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Appendix H: Price Build-up of Petrol at HPCL-Retail Pump Outlets India (at Delhi)

: Effech
Sr.No. Elements Unit 24th May 2012
1 |C&F (Cost & Freight) Price of Gasoline (Poirol) BS (| equivalent |  $kdl 124.37]
2 |Average Exchiange Rate ) L& 33.17
. |Refinery Transfer Price (RTP) on landed cost basis for BS-IV Petrol 2iLitre 1257
“ _|iPrice Pakd by the Ol Mzrketing Companies 10 Fefineries: ¢
4 |Price Charged 1o Dealers (excluding Excise Duly & VAT) Tliire Hun
Ado : Specific Excise Duty @ Rs.14.78/Litre ’ »
- 1214.35 e~ 3% Education cessi i s
g Adc : Doaler Commission Ilitre 1.50]
7 jAdc : VAT [including VAT on Dealer Commission’ applcablz for Defi @ 20°% Tlitre 12.20
8  |Retail Selling Price at Delhi [Rounded Off) TLitre 73.19
Appendix I: Current Petroleum Products Pricing Framework in Nepal
T Pr 4qY 2 2
l()(__ Price (EfT 16th November 2012). Raxaul, 67.99 75.49 76.16
IRS/K L
NOC Interest Expenses & Loan Repayment 1.80 1.80 1.80
NOC's Admin Expenses 0.50 0.50 0.50
NOC'S Dealer Commission/Profit to Gas 247 175 197
Company & Dealers
Total Cost Price/ Landed Price 111 31 9% 91 86 23

With effect from October 16, 2012.
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Appendix J: Historical Selected Petroleum Products Selling Price in Nepal

2012/06/19 120 00 93.00 93.00
2012/02/24 11€ 00 85.00 85.00
2012/01/18 115.00 85.00 85.00
2011/08/26 102 00 75.00 75.00
2011/06/11 102 00 68.50 68.50
2011/03/12 97.00 68.50 68.50
2010/12/06 88.00 68.50 68.50
2010/2/6 77.50 58.00 58.00
2009/11/17 77.50 58.00 58.00
A 77.50 57.50 57.50
2007/12/26 80.00 56.25 51.20

2007/04/10 67.25 53.15 47.65
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Appendix K: Field-wise Well Head Gas Prices in Pakistan

1 Adhi Rs.per MMBTU 126.54
2 Bhit $ per MMBTU 4.6291
3 |Badln Deep fields S per MMBTU 42136
4 |Badin (HoA) $ per MMETU 4.2138
5 |Badin Compressi Rs.per MMBTU 180.88
6 |Badin Golarchi Non-Associated Rs.per MMBTU 5

7 |Bhadra $ per MMBTU 4.6291
8 BOBI Rs.per MMBTU 49945
9 Chachar S per MMBTU 2.1068
10 Chanda $ per MMBTU 27429
1 Dakhani Rs.per MMBTU 126.60
12 Dhodak Rs.per MMBTU 252.94
13 Dhurnal Rs.per MMBTU 22.26
14 Hala (Adam X-1) $ per MMBTU 2.6501
15 Kandkot Rs.per MMBTU 181.040
16 Kadanwari $ per MMBTU 8.5004
17 Khipro Mirpurkhas Block $ per MMBTU 2.6501
18 Koonj-1A $ per MMBTU 3.1982
19 Loti Rs.per MMBTU 118.95
20 Makori $ per MMBTU 2.7429
21 [Mamikhel S per MMBTU 2.6929
22 |Meyal / Dhuli Rs.per MMBTU 111.30
23 |Miano $ per MMBTU 4.3100
24 |mari Rs.per MMBTU 48.30
25 |[Maramzai $ per MMBTU 26929
26 |Manzalai $ per MMBTU 28464
27 Nandpur Panjpir Rs.per MMBTU 32040
28 Nashpa $ per MMBTU 2.6729
29 Pakhro $ per MMBTU 2.2984
30 Pariwali $ per MMBTU 4.6292
31 Pindori $ per MMBTU 4.6292
32 Pirkoh Rs.per MMBTU 118.9500
33 Qadir Pur Rs per MMBTU 23197
34 Ratana Rs.per MMBTU 333.97
35 Sadkal Rs.per MMBTU 689.07
36 Sari Hundi Rs.per MMBTU 707.56
37 Sawan $ per MMBTU 4.3100
38 Sui Rs.per MMBTU 181.040
39 UCH $ per MMBTU 3.9223
40 Zamzama SSGCL $ per MMBTU 4.2200
41 Zamzama SNGPL $ per MMBTU 4.2225
42 Zamzama Wapda/Guddu $ per MMBTU 4.2630
43 Zamzama - Phase - Il $ per MMBTU 4.3100

Bomeo UL A




Appendix L: Computation of Ex-Depot Sale Price of Oil Products in Pakistan
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Appendix M: Historic Petroleum Products Pricing Development in Sri Lanka

Source: Cevion Petroleum Corporation.

Llate of Eitective LP 95 LP 90 LAD LSD LK LIK
17.02.1994 37.50 35.00 12.30 15.10 11.80; 11.80|
S, L0 37.50; 35.00 11.40 14.20 9.50. 11.80|
2601 1995 42.50 40.00 11.40 14.20 9.50. 11.80|
0902 1495 42.50 40.00 12.40 15.20 9.50; 11.80|
28 09 199C 55.00, 50.00! 13.20 18.50: 10.40; 12.70|
2605 199y 53.00, 50.001 13.20 18.50 10.40: 12.70|
07.02.2000 53.00, 50.00; 16.20 21.50 15.40 17.70|
27.12.2000) 53.00, 50.00! 24.50 29.80! 18.40 20.7
15.04.2001 53.00; 50.00 27.50; 32.80 19.40 21.70,
26122001 53.00; 50.00 26.50; 31.80 17.40] 19.7
25022002 52.00, 49.00 26.00 31.30] 17.40 19.7
16122002 52.00 49.00 30.00 35.30 24.00 26.3
1601 2003 52.00 49.00 30.00 35.30] 24.00 26.30
04.12.2003 56.00; 53.00 32.00 37.30 25.50, 27.8
25.01.2004 58.00, 55.00] 32.00 37.30 25.50 27.80,
SR04 73.00 70.00 44.00 49.30 25.50 27.80
05 05 2005 77.00; 74.00 46.00 51.30] 28.50 30.80|
06 052005 83.00 80.001 50.00 55.30 30.50 32.80
16.04.2006 91.00 88.00! 58.00 63.30] 38.50] 40.80,
27.12.2006 95.00; 92.00 60.00 65.30] 48.00 58.30)
01.01.2007 95.00 92.00 60.00 65.30 48.00 58.30
29.07.2007 120.00 117.00 75.00 80.30 68.00; 69.00)
3012 2008 133.00 120.00; 70.00 85.30 50.00 55.00
Vi e L0 148.00 130.00; 73.00 88.30! 51.00 56.00
2912 2009 133.00 115.00 73.00 88.30 51.00; 56.00)
01092010 133.00 115.00 73.00 88.30 51.00; 56.00|
01.04.2011 143.00 125.00: 76.00 98.30 61.00 66.00
30102011 155.00 137.00 84.00; 106.30 71.00; 76.00|
1202 2012 167.00 149.00 115.00 142.00; 106.00 111.0
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