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DIESEL FUEL : DEMAND, SUBSIDY AND PRICING

DEMAND OF DIESEL FUEL IN THE ECONOMY

DiEIEErI fued, one of e major componeants af patrobelsm
fuels, assumes enormous significanca in keeping tha
aconomy moving forvard, Diesel is consumed far a vanety
of purposes in the economy. India relies heavily on
mmported crude ol (tha pancipal raw malenal) for the
production of diesal. This gives rise 1o a host of concems
including prcing machanism which, on tha ona hand,
miluances lachnology adoplion and resource allocation,
and on the othar, impacts curreni account and fliscal
balances. AS 8 consaquancs, price of dwesal and allarts 1o
maintamn s uninterrupted avaitability always angages tha
attantion of 1ha policy Makers.

Among the existing fuals, diesal presenis applications
across a wide wariety of uses in India. Energy obtained
from buming of diesel is primarily ufilised for the following:

® Transportation: (i} Goods: railways ([freight),
marilime [carrigrs, lners), military vehicles, heavy
and light commercial vehicles; (i) Passenger:
railways, roadways [buses, personal vehicles (cars,
utility wehicles)], waterways (motor-boats, steamens,
ferries, catamarans, yachts, cruise ships);

& Power Generation: power plants, industrial captive
power, back-up generalors (large commercial and
residantial units);

# |ndusirial Equipment;

# Farm Equipment; and

& Mililary Equipmeant,

Diesel is used in activities that together account for
about two-fifths of the couniry's GDP. Desel constilutes
about 44 per cent of tolal consumption of petrolewm
producis in India. 65 per cent of diesel is ulilised in
Iransportation seclor thal accounts for aboul 6.6 per cent
of the GDF. Close to four-fifths of diesel is scid from retail
oulkets, and consaguentty the impact of price changes
are rapidly fransmitted in the economy. I is particulary
disconcerting when large chunks of the sconomy cperale

in unorganized sector, which, in India, encompass almost
the enfire agricultural secior, 8 large proporticn of both
passenger and goods transporiation by road, and industrial
enterprises.

Fossil fuels, especially petroleum products, occupy a
pre-eminent position in all economies across the world,
As an essential input for economic activity, they, therelore,
necessitate continued involvement of the Governmeant, fn
the last few years, Indian economy has emerged as one
of the fastest growing economies in the world. Growth in
economic activity in India today largely determines increase
in enargy use and, by corodlary, consumgtion of petroleum
producis. But, consumption of different fuels grows al
differing rates and, as such, their share in tofal
consumplion of fuels changes accordingly

Ol and gas together constitute 37.8 per cent of India’s
current anergy consumplion. Of this, the share ol oil is
29 par cant. The share of diesel in the oll consumption s
nearly 44 per cenl. The consumplion patiern of diesel
across varous seclors of the Indian econamy is as follows:

Table-1: Sector-wise Consumption Pattern of Diesel
in India

Consumgption

willser Category

1. | Tucks A
2. Passenger Cars f 15 .
3. Busas 12
4 Agriculiure 12
5 Industry . 10 1
6. Power Generators 8 !
. Fi Railways | L il
Total | 100 |




Graph-1: Consumption Pattern of Diesel (%)
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Wiih the gap in the prices of petrol and diesel widening
ever since the decontrol of petrol prices effected in June
2010, the growih of diesel consumption has increased.
The growih in diesel consumption during 2011-12 had
been 7.80 per cent which was higher than the rate of

growth of 6.80 per cent registered in 2010-11. On the
confrary, the growth in consumption of peirol declined
from 10.70 per cent in 2010-11 1o 5.60 par cent in 2011-12.
The defalls of production, import, export and consumption
of diesel in India since 2002-03 are given in Table-2;

Table-2; Production, Import, Export and Consumption of Diesel in India since 2002-03

-\.l.,"'..- 1

Prociuciion miport of Export of | Dissal Growth in
of Diesal Dl Diese ComELmgtian Consumphon
{1, e {1,000 (1,000 (1,000 of Diesn
Miriric Tom) MWetric Tan) Matric Ton) Watric Ton) {Forcemage)
2002-03 40,254 106 3,178 36,645 0.3%
2003-04 43,129 100 B, 181 37,074 12%
2004-05 46.081 814 7286 39,650 B.5%
2005-06 47.730 B0 8,504 40,121 1.4%
2006-07 53.676 268 11,369 42,896 6.7%
2007-08 58,482 2,961 14,308 47 669 11.1%
2008-09 B4,139 2,742 14,720 51,710 8.5%
2008-10 73,249 2,531 18,451 5E.242 B.8%
2010-11 77.684 2,073 20,335 60,071 6.8%
201112 82.929 1,051 20,407 64,750 7.8%
April-Sept. 43,909 &67 8,630 34,175 10.5%
el 2012*
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Graph-2: Production of Diesel (Thousand Metric Ton)
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Graph-3: Import of Diesel (Thousand Metric Ton)
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Graph-4: Export of Diesel (Thousand Metric Ton)
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Graph-5: Consumption of Diesel (Thousand Metric Ton)
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Graph-6: Growth in Consumption of Diesel (%)
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PRICING OF DIESEL

During the period from 1976 1o 2002, based on the
recommendations of the Expert Commitiees, the pricing
of pefroleum products was brought under the Administered
Pricing Mechanism (APM) which was based on ‘cost phus’
principle under which all kinds of cost (pricing. refining,
markefing, etc.) are included. Howewvar, APM was found
10 be increasingly unsuitable for the long lerm growth and
efficiency of the oil indusiry. Therefore, the Govemment
constiiuted a Strategic Planning Group on Resiructuring
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sound and internaticnally competitive hydrocarbon sector,
Basad on the Report of the R-Group (Seplember 1996),
the Government decided to abolish APM in a phased
manner during the period from April 1938 to March 2002
and the ‘cost plus’ pricing of pefrolewm products was
replaced with the Import Parity Pricing (IPP)'.
Subsequently, in June 2006, based on the
recommendations of the Expert Committee headed by
Dr. C. Rangarajan, the Govemment changed the pricing
of patrol and diesed from Impor Parity Pricing to Trade
Parity Pricing (TPP)® {e. 80 per cent of Import Parity
PmnﬂiﬂplrmrlnlEmnnFuiuHh{EFPF




The prce of diesal is bullt up taking inlo consideration
a number of factors. The detaits of how the price of diesel

per litre i built up at Dalhi lor retail outlels are given in
Table-3:

Table-3: Price Bulld-up of Diesal {with Element-wise axplanation) at Delhi Retail Qutiets

L

FOB AG Prica for Gasoll 0.05% Sulphur [FOB Prica: FOB
(Frea on Board) daily quotes of Gasoil al Arab Gulf including
premiumfdiscount published by Platts and Argus publications
are averaged lor previous forinight.]

S/bbil

Trade Premium AG Price for Gasoll 0.05% Sulphur

&b

2.65

Darved Guality Premium for BS-Il Grade

&bl

0.28

Ocean Freight from AG fo Indian Poris [Ocean Freight
Ocean freight from Arab Guif to destination Indian ports as
per World Scale freight rate adjusted for AFRA.]

CEF (Cost & Freight) OR Price (Sum of 1 1o 4)

Sk
A= Litra

134 89
44,78

Impart Charges

[import Charges: Insurance charges, Ocean Loss, Lefier of
Credit {LC) Charges & Por dues applicable on import of
product.]

Cusioms Duty

[Customs Duty; Cusioms duly on diesel is 2.50% + 3%
Education cess.]

Hs./Litre

Rs./Litre

41

Impart Parity Price (Sum of 5 to T)
[Import Parity Price (IPP): IPP represents the price that
mporters would pay in case ol aclual mport of Diesal ai tha

respaciive Indian ports.]

Rs./Litra

Export Parity Price

[Expord Parity Price (EPP). EPP represents the price which oil
companies would realize on export of diesel L& FOB price of
product (Serial Mo, 1) plus Advance License benefif (ALB) (for
duty free import of crude ol pursuant to export ol refined
products). Consequent fo abolition of Customs Duty of Crude
oll wef. 25.06 2011, the ALB is currantly Mil,]

Hs. /Litre

10

Trade Parity Price [80% of (B) + 20% of (9))

[Trade Parity Price (TPP): Trade Parity Price s B0% of IPP &
20% of EPP wael 16862006 as per recommendations of
Rangarajan Committes Report.]

Rs./Litre

45.80

11.

Reafinery Transfar Price [ATP) lor BS-ll Deesel (Price Paid

by the Dil Markeling Companies o Refineries)

[Refinary Transler Price (RATP): ATP based on Trade Parity
Prica is the price paid by the Qil Marketing Companies to
domestic refineries for purchase of diesel al refinery gata.]

Rs./Litra
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12 | Add: Premium recovered for BS-IYV Grade over BS-11] Hz.fLifra 0.04

13 | Add : Inland Fresght and Delivery Charges Rs./Litra 0.85
[Intand Freight & Delivery charges: |t comprises of average
freight from ports to nland locations and delivery charges up
to Redail Outiet.]

14. | Add : Marketing Cost of OMCs Rz Litre 0.67
[Marketing Cost: Marketing Cost & Margin is as per Marketing
Cost Study Report, Mov. 2006 by Cost Accounts Branch, MoF.]

15. | Add : Marketing Margin of OMCs Az /Litre 0.71
[Marketing Margin: Marketing Cost & Margin I3 as per
Marketing Cost Study Repord, Moy, 2006 by Cost Accounts
Branch, MoF.]

16. | Tolal Desirad Price (Swm of 11 to 15)—Balore Excisa Duty, Rs_Lira 4817
VAT and Dealer Commission

17. | Less: Under-recovery 1o Oil Marketing Companies Rz./Litre 10.27
[Under recovery to OMCs: Diference between Desired Price
and Actual selling price (excluding Excise Duty, VAT and dealer
commission), represents under-recoveries to OMCs.]

18, | Prica Charged o Dealers (Depol Prica) (16-17)—Exciuding As_Litra 37.90
Excizsa Duty & VAT [Excise Duly: Excise duly on dissal is
As. 3.46/Litre + Education Gess & 3%

18. | Add : Specific Excise Duty & Rs. 3.56/Litre [Rs. 3.46/Lilre+ Ra_Litre A.56
3% Education Ceas)

20 | Add : Dealer Commission RsLitre 1.08
[Dealer Commission: Dealer commission on diesel is
As. 912/KL (effectve 01 July 2011) as fixed by MoPENG]

21. | Add - VAT (ncluding VAT on Dealar Commissson) applicable Rs.Litra 560
for Dalhi

@ 12.50% and Air Ambience Charges

& Hs. 250/HL

[ VAT [Sales Tax): VAT al applicabe ratail in respaclive Stale,
It varias from Stale to State, Currently in Delhi, Stale Taxes
on Diesel is VAT & 12.50% + Air Ambience charges
RAs. 250/KL]

22. | Retal Selling Price at Delhi (Sum of 18 o 21) Rs./Litre 48.16

Subsequent o dismantling of APM in Apnl 2002, since prices of sensitive petroleum products, inoluding diessl.
ihe prices of patroleum products wara inked o intemnational Despite the increase in the intemational prces since
prices, tha Public Sector Oil Marketing Companies (ORMCs) 2004-05, the Retail Selling Prices (RSP of these products,
carried oul revision in prices of petroleum products in lnp incluging diesal, were Deing maintained at lower kvels in
with inemational prices. However, in view of the conlinuous order fo nsulate the common man from the impact of rise
increase in ofl prices in inlematonal markal since 2004 in intemational ol prices and the domestic Inffationary
omwards, the Govemment started modulating the retad seling conditions,



The comparisons of the increase in prices of diessl in the international market ws-2-1wF in India during
2002-2003 to 2011-2012 are given in Table-4:

Table-4: Prices of Diesel in Intermational and Mational (Delhi) Markets

2006-07 74.12 01.04.07 30.25
2007-08 9291 01.04.08 31.76
2008-00 101,75 01.04.09 30,86
2008-10 74,67 01.04.10 38.10
2010-11 95,66 01.04.11 37.75
2011-12 125,38 01.04.12 40.91
2012-13 121.22 Current 48.18
(up 1o 15.1.2013) RSP

Graph-7: Prices of Diesel in International Market ($/bbl.)
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Graph-8: Prices of Diesel in Delhi, India (Rs.J/Litre)
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A sludy of the above figures réveals thal there has
been an increase of 289 par canl in the inlarnational
prces of diesel in 2012-13 over the prices ol diesal in
2003-04. Simitarly, at the national level, thare has been
an increase of 121 per cent in the retall selling price of
diesel in 2012-13 over the retaill price of diesel as obtained
on 01 April 2004.

SUBSIDY ON DIESEL PRICES AND UNDER-
RECOVERIES

subsidies are one of the most powerful policy tools in
the hands of the Gowvernmant. They have been used for
decades 1o achieve a range of aconomic, social and
anvironmeanial objactives. India has been subsidizing
energy with the objective ol prolecting ils consumers from

international price volatility and providing energy access
o tha citizens, aspecially the poor Howawvar, enargy
subsidies place a heavy burden on the Governmeni
budgets. While subsidies on petroleum products are
provided In the form of lower prices for the final products,
cash assistance is provided by the Government as partial
compeansation for the iolal under-recovernies incurred by
the Public Secior il Marketing Companies (OMCs).

As the retail selling prices of sensilive petraleumn
products were regulated by the Government, the Public
Sector Oil Markeling Companies (OMCs) incurmed under-
recoveries on sale of diesal and such other reguiated
products. The details of per unit and total undar-recoveanas
incurmed by the OMCs on account of the sale of diesel
since 2005-06 are given in Table-5 and 6.

Table-5: Under-Recovery incurred by the OMCs on account of sale of Diesel since 2005-06

v on Diesed

(As. crore)

2005-06 29 12.647 40.000
2006-07 3.85 18,776 | 48,387
2007-08 6.31 35,166 77,123
2008-09 B.AG 52,288 103,282
2008-10 1.4 8,279 46,051
2010-11 4.9 34,706 78.190
201112 10.38 81,192 138,541
Graph-9: Under-recovery on Diesel (Rs./Litre)
12.00
10.39
10.00
B.46
8.00
5.31
T 4.91
4.00 2.0
2.9
E-m I 1 Id
! 1 H N . N
2005-06  20068-07 2007-08 2008-09 2009-10  2010-11 2011-12




Graph-10: Under-Recovery on Diesel (Rs. in Crore)
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Table-6: Share of Diesel in total Under-Aecovery since 2005-06

Share of Diesal in otal

Lindar-recoveny [

2005-06 a2

2006-07 a8

- - 2007 -08 i 4
2008-09 51

' 2009-10 20
2010-1 44

2011-12 59

Graph-11: Share of Diesel in total Under-Recovery (%)
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Combined Prodit After 5,625 10,876 9,679 4,261 13,080 10,531 6177
Tax (PAT) of OMCs
Provision for Taxation 1,805 4,344 4,107 1,784 5537 3323 B8O
Profil balore Tax 7,430 15,220 13,786 6,045 18,597 13,855 8,857
Less : Compensation Recaived
Oil Bonds/Budgetary 11,500 24,121 35,290 71,2892 26,000 41,000 83,500
Suppor
Upstream assistance 14,000 20,507 25,708 32,000 14,430 30,297 55,000
Total Compensation 25,500 44,628 B0,998 103,262 40,430 71,297 | 1,38.500
Loss of OMCa without -18070 |-29408 |-47212 |-97.247 | -21833 | 57442 |-131643
Compensation
Graph-12: Total Compensation to OMCs (Rs. in Crore)
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The undar-recovensas incurred by the Public Seclor
CMCs on sensitive products like diesel are being
compensaled by the Government (through ol bonds and
cash assistance to OMCs) and by the upsiream oil
companies engaged in exploration and production (through
discount on crude and products) under the burden sharing
fachanisim.

In view of the continuing high under-recoveries on
digsel, PDS Kerosene and domestic LPG and non-receipt
of requisite budgetary suppor on fime, the Public Seclor
OMCs have been resoring o huge market bommowings o
meet their working capital requirements. The combined
borrowing of the OMCs increased to a whopping figure of

around Rs.1,689.000 crore as on 31 December 2012
Majarty ol these borrowings are reporied to be for meeting
their working capital requirements. During the year 2011-
12, tha OMCs reported a combined Prafit Alter Tax (PAT)
of mara Res. 6,177 crore which was only 0.7% of thedr
combinad tumover of Rs, 8,22 B28 crore. The Public Sactar
CHACE weare able to repor profits onky as a result of getting
significarnt compensation of their under-recoveries from
the Government and the public sector upstream oil
companies. Without the assistance from the Gowernmeant
and upstream companias, the OMCs would not have baen
in a position to maintain supplies of petroleun products in
the country and would have reporied huge losses as given
below:

Table 7: Loss of OMCs without Government Assistance and Upstream Discount

{Rs. in Crore)




RECENT DECISION OF THE GOVERNMENT ON
DIESEL PRICES

Pursuant o the dacigion of tha Cabinetl Commities on
Political Atairs (CCPA) in its meeting held on 17 January
2013, the Public Sector OMCs have been authorized to—
{a) increase the retail seling price of diesel in the range
of 40 paise to 50 paise per litre per month (exciuding VAT
as appilicable in different States/Union Teritories) 1o reduce
the diesel subsidy gradually; and (b) sell diesel 1o all
consumers taking bulk supplies directly from the
installations of the OMCs at the non-subsidized market
determined price with immadiate efect. The OMCs,
however, will not be eligible for any subsidy on such direct
sale of diesad 10 bulk consumers.

COMNCLUSION
It has been observed in differant quariers that
abolishing price controls and dismantling subsidy

programmes would lead to an improvemant in the
Governmant's finances. Il would also frée up pubdic funds
which could then be used for other development-related
expanditures. A relorm of prices will also have an overall
posithva impact on tha ofl sector, It will reduca the borrowing
and interest expenditure of the refining and markating
companies and, at the same time, will increase funds
avallable for upstream companies 1o invest in exploration
and production activities. Also, the downstream companies

will be encouraged to invest in producing better and
cleaner grades of automotive fuels. Markel-based pricing
of fuels will also facilitale and encourage private players
to enter the retall markel for petroleum products, which,
in turn, will lead to a more compelitive markat. Efficient
pricing of fuels will also create a competitive market
batween different types of fuef and may even encourage
a shift iowards cleaner and more efficiant forms of energy.
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This Information Bulletin has been prepared by the Economic & Financial Afairs Wing of the Research and Information
Division for the use of Members of Parlament in support of their parlamentary work. |1 s largely based on published
sources and is intended to serve as a background aid. Feedback is welcome and may be sent to: efa-lss @ sansad.nic.in.




