As KG-D6 output falls, gas
pipeline cos look east coast

m Govt firms cash in on shortage, build LNG terminals & import gas
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as pipeline firms are
Gﬂoodecl with orders as

gas marketing compa-
nies start building up liquified
natural gas(LNG) terminals in
eastern India after production
from Reliance Industries’ KG-
D6 gasfield in AndhraPradesh
slowed down.

Gas output from KG-D6
block declined by roughly half
to 38.66 million meiric stan-
dard cubic metres a day (mm-
scmd) from 60 mmscmd esti-
mated in December 2011,
hitting many fertiliser and
steel makers, and power gener-
ators. Fertiliser maker Iffco, so-
da ash and salt maker Tata
Chemicals, and steel compa-
nies like Welspun Maxsteel,
JSW Ispat and Essar Steel are
among the few to take a hit who
relied on gas. But, government
owned companiesare stepping
in to encash the shortage by
building LNG terminals, im-
porting gasfrom Australia and
Middle East and connecting
customers through pipeline.

“Thereisalotof talk of com-
panies setting up LNG receiv-
ingstations,” said Ashok Punj,
the managing director of PSL,
in a telephonic interaction
with FE on Friday. “State-run
gas company GAIL, gas infra-
structure provider Petronet
LNG, and oil refiner and mar-
keter Indian Oil Corporation
are building terminals. PSL
won 924 crore fresh orders on
January 4, and hopes addition-
al orders of same size by Janu-
ary end, primarily to supply
gas pipelines on the East coast.

PSL's rivals are also seeing
riseindemand. ManIndustries,
withacapacity to make onemil-
lion tonnes of steel pipes every
vear, savsdemandisrising. The
company, with an order book of

CONSULTANTS SAY PSL HAS ASUPPLIER
ADVANTAGE AS ITS MILLS ARE CLOSERTO
PIPELINES IN EASTERN COAST, WHICH CAN

CUT LOGISTIC COST

1,500 crore, has put in bids
called by many companiesplan-
ning to build LNG terminals,
said JC Mansukhani, the vice-
chairman and managing direc-
tor of Man Industries.

Welspun Corporation said
though it is primarily focused
on the exports market, the
growth in orders from domes-
tic o1l and gas pipeline could
changeits orderbook.

“We arehardly presentinthe
domestic market,” said a com-
pany spokesperson. “Nearly 80-
85% of our products areexport-
ed,” he added. He also said as
and when Reliance and GAIL
pipeline projects Kick-off, the
company will bid for them.

In August 2011, the govern-
ment cleared a proposal allow-
ing London-based British Pe-
troleum to purchase 30%
stakes in RIL's 23 gasfields in
KG basin for $20 billion sig-
nalling arevival in gas produc-
tion. “The pipelinescanbeused

to transport other Kinds of gas
as and when this happens,”
said Punj. “Since these
pipelinesareblindtothe tvpe of
gasthey arebeingfed, it willbe
useful even after three to five
vears when KG-Dé6 production
revives,” Punjadded.

Consultants say PSL had a
supplier advantage as its mills
are closer to pipeline grids in
eastern coast that cuts logistic
costs and can source from do-
mestic steel makers rather
than imports.

“For secondary steel-makers
like PSL, the advantage is that
they can price their products
competitivelyastheycansource
from domestic market than im-
ports,” sayvsananalystfromado-
mestic brokerage. “Even gas
companies are looking at sourc-
ing pipelines locally as it brings
down logistics costs.”

Thenewterminalsare push-
ingdemand for steel pipes after
18 months of poor demand.

“There is a perception of
growth, but we have to see how
it spans over next six to nine
months,” says Punj of PSL.

The Mumbai-based steel
pipe-makerhadearlier won753
crore order from Gas Authority
of India (GAIL) to supply for its
Kochi-Koottanad-Mangalore-
Bangalore pipeline until March
2012. The company can make
1.775million tonnesof pipesand
other construction material
every vearatitsplantin Vizag.

Importsarefuelled by domes-
tic gas shortage, experts say
“Major playvers like GAIL, Re-
lianceand Gujarat State Petrole-
um Corproation or GSPC are
puttingupgaspipelines,”saidR
Ravichandran, senior vice-
president at Icra, a ratings
agency. “These projects can be
fed by domestic gas, LNG or
coal-bed methane (CBM) and
since there is a shortage of do-
mestic gas, at the moment the
companies are depending upon
imported LNG.” Imported LNG
is, however; dearer than domes-
ticnatural gas, at $18-19 per mil-
lion British Thermal Units or
mmbtu and$4.20 permmbtu, re-
spectively

“Firms setting up LNG ter-
minalson the East coast would
belookingto import from Aus-
tralia, whichispoised to be the
biggest LNG supplier in next
five vears,” said a senior exec-
utive with an MNC oil compa-
ny in India, on condition of
anonymity. “The east is still
underdeveloped in terms of
adequate infrastructure to
handle gas, so it makes busi-
nesssense.” Hecannotbe quot-
ed as he is not authorised to
speak tothemedia.

PSL’s shares ended 1.3% low-
erat359.70on the BSE on Thurs-
day Welspun Corporation's
shares ended 2.09% higher at
1104.85, while Man Industries’
closed 1.95% lower at3106.10.



