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Fertiliser sector set for a capex revival, return band tightened under NIPU-
2026 but remains comfortable: ICRA

e Industry expected to commit Rs. 80,000-90,000 crore of capex over the next six months with
plants likely to be commissioned in about 3.5 years

ICRA expects the domestic urea sector to enter a fresh capex phase, with Rs. 80,000-90,000 crore of
capex likely to be committed by the industry over the next six months and the plants are likely to be
commissioned in 3.5-4.0 years. This follows from the notification by the Government of India (Gol) of
the New Investment Policy for Urea-2026 (NIPU-2026). The new investments are expected to
materially improve self-sufficiency from 2030-31 by reducing the dependence on urea imports.
However, domestic urea production remains heavily reliant on imported natural gas, and
diversification of gas sourcing contracts will be critical to avoid disruptions similar to those seen during
the West Asia crisis.

The new policy tightens project economics primarily through lower notified realisations. At a delivered
gas price of up to $6.5/mmBtu, the floor and ceiling realisations for a greenfield/revival unit under
NIPU-2026 stand at $281/MT and $296/MT against $305/MT and $335/MT under NIP-2012, lower by
8% and 12%, respectively, although the escalation of $2/MT for every $0.1/mmBtu change in delivered
gas price has been retained.

India’s import dependence on urea has continued to rise (the country imported ~27% of its
requirement in 2025-26) as there has been no capacity addition over the last couple of years while
consumption has grown at a steady pace and a few capacities have retired. With domestic capacity of
30.6 MMTPA against demand of ~39.9 MMT in 2025-26, the new investments are expected to
materially improve self-sufficiency from 2030-31.

Girishkumar Kadam, Senior Vice President & Group Head, ICRA said: “NIPU-2026 has tightened the
return window to 12-16% RoE against 12-20% under NIP-2012, and the floor and ceiling realisations
have also been reduced, which will impact the EBITDA level by Rs. 250-280 crore for a standard 1.27-
MMTPA unit vis-a-vis NIP-2012. Despite this, the debt coverage and return metrics are expected to
remain comfortable for the project proponents. Nonetheless, the ability of these entities to control the
capex outlay and to consistently run plants at more than 95% capacity utilisation will be crucial. The
cumulative debt service coverage ratio (DSCR) is expected to remain comfortable at 1.26 times for a
greenfield project over the 8-year policy period, indicating healthy cushion in debt servicing.”

Domestic urea production remains heavily reliant on imported natural gas, with the share of imported
LNG in the fertiliser sector’s consumption mix having risen to ~85% in 2025-26 from 64% in 2020-21,
even though domestic gas availability has moderated. Each new 1.27-MMTPA plant is expected to add
~2.2 mmscmd of gas demand, equivalent to ~0.6 MMT of LNG. With term portfolios currently skewed
towards West Asia, diversification of gas sourcing contracts will be critical to avoid disruptions similar
to the recent West Asia crisis, during which the fertiliser pool gas price rose to ~$19/mmBtu in April
2026 from ~$13/mmBtu earlier. The upcoming capacity additions are, however, expected to give gas
suppliers greater visibility to deploy long-term sourcing contracts towards urea plants.
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With the sizeable capex cycle expected to be underway, gas transmission players stand to benefit from
the commissioning of gas-based urea plants, with transmission volumes of ~2.2 mmscmd to be added
per plant. Gas trading firms will benefit from the sale of natural gas to these plants and LNG terminals
will see higher utilisation, with ~0.6 MMT of LNG consumption added per plant. Engineering,
Procurement and Construction (EPC) contractors engaged in project execution and manufacturers of
critical piping systems are likely to witness increased order inflows, given the sizeable amount of piping
involved. Capital goods manufacturers capable of producing high-pressure/high-temperature process
vessels, heat exchangers, reactors and ammonia converters are similarly positioned to benefit from
the order pipeline.

EXHIBIT 1: TREND IN UREA CONSUMPTION AND INDIGENOUS PRODUCTION, MMT
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Exhibit 2: Key differences between NIP-2012 and NIPU-2026
Parameter NIP-2012 NIPU-2026
Floor price @ gas of $305/MT $281/MT
Ceiling price @ gas of $335/MT $296/MT
Floor-ceiling band S30/MT $15/MT
Return on equity — floor / 12% /20% 12% [/ 16%
Cost recognition Consolidated cost structure Fixed and energy cost separated
Realisation USD-linked over Fixed cost converted to INR after
Forex exposure . .
project life 4 years
Escalation with delivered $2/MT per $0.1/mmBtu $2/MT per $0.1/mmBtu
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of any kind, and ICRA in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness or
completeness of any such information. Also, ICRA or any of its group companies, while publishing or otherwise disseminating other
reports may have presented data, analyses and/or opinions that may be inconsistent with the data, analyses and/or opinions
presented in this publication. All information contained herein must be construed solely as statements of opinion, and ICRA shall not
be liable for any losses incurred by users from any use of this publication or its contents.

Disclaimer:

This Press Release is being transmitted to you for the sole purpose of dissemination through your newspaper/magazine/agency. The
Press Release may be used by you in full or in part without changing the meaning or context thereof, but with due credit to ICRA
Limited. However, ICRA Limited alone has the sole right of distribution of its Press Releases for consideration or otherwise through any
media including, but not limited to, websites and portals.

About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial services companies as an
independent and professional investment Information and Credit Rating Agency. Today, ICRA and its subsidiaries together form the
ICRA Group of Companies (Group ICRA). ICRA is a Public Limited Company, with its shares listed on the Bombay Stock Exchange and the
National Stock Exchange. The international Credit Rating Agency Moody’s Investors Service is ICRA’s largest shareholder.

Click on the icon to visit our social media profiles.
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