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Firm refining prospects add to confidence on OMC outlook

NEW DELHI

omestic oil marketing

D companies(OMCs) sur-
prised positively with

the refining performance
posted during the January-
March quarter. The Bench-
mark Singapore GRMs (Gross
refining Margins) had
improved to $8.2 abarrel from
$6.3abarrel during Q3 FY23.
Thereported refiningmar-
gins for oil marketing compa-
niesare expected to have gota
further boost from rising con-
tributions of lower priced Rus-
sian oil, said analysts. Indian

il Corp. Ltd (IOCL), Bharat
Petroleum Corp. Ltd (BPCL)
and Hindustan Petroleum
Corp. Ltd’s (PCL) GRMs ran-
gingat $14.1-20.6 a barrel was
better than expectations.
The Benchmark GRMs,
however, had dropped to $3.8
a barrel during the ongoing
quarter (Ql), a significant
decline from the average of
$8.2 a barrel during Q4. The
rising covid cases in China,
global recession concerns had
weighed and led to this
decline, said analysts. The pos-
itive, nevertheless, is that the
benchmark GRMs have
started to rebound again.
Reuters Singapore refining
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Oil companies got a further boost from rising contributions of

lower priced Russian oil.

margins increased 23% week-
on-week to $5.1 abarrelinthe
week ended 21 May, from $4.2
a barrel in the previous week,
suggested Nomura Research

HT

data. Analysts at Nomura
attributed the rebound to an
increase in spreads across
products except for naphtha
and LPG (liquified petroleum

gas), Sharp decline in Singa-
pore complexrefiningmargin
in Ql of FY24 to $3.8 a barrel
from $8.2abarrel inQ4 FY23
was impacted by lowerspreads
across all products, except
fuel-oil, Nomura analystssaicd.

The analysts have been
expecting arebound. Jefferies
India analysts in a 22 May
report had said recent weak-
ness in refining margins
seemed transitory as Russian
diesel exports were unexpect-
edly elevated despite Euro-
pean Union ban. However,
with signsof Chinese demand
recovering, dieselinventories
in US and Asia at multi-year
lows and US gasoline demand

expected to rise to peak sum-
mer driving season, refining
margins should strengthen.

Although super-normal
margins seen in Q4FY23 by
OMCs may moderate, the
refining margins will remain
healthy and better thansingle
digit averages seen earlier.

“We expect GRM of OMCs
to sustain at a higher level on
the back of Russian dis-
counted oil share in crude bas-
ket inching up and the recent
recovery in diesel/gasoline
cracks while the global refin-
ing capacity addition delay will
further support the GRMs”
said Yogesh Patil, senior ana-
lyst at Dolat Capital.
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India biggest refined fuel
supplier to Europe in April

RAKESH KUMAR @ New Delhi

INDIA became the largest sup-
plier of refined fuel to Europe
in April 2023 as the country ex-
ported nearly 406 kbd (thousand
barrels per day) to European
countries in the month, as per
energy cargo tracker Vortexa.
Besides India, Russia is the
second-biggest exporter of re-
fined oil to Europe as it export-
ed 365 kbd, followed by Saudi
Arabia 352 kbd, Kuwait 211 kbd
and the USA 181 kbd in April
2023. Private oil firms exported
all refined products as state-
owned firms drew a blank. “In-
dia exported about 1.38 mbd of
refined products (incl. both
clean and dirty products) in
May 2023. The top destination
countries it exported toare Aus-
tralia, the UAE and Singapore.
Reliance, from its Jamnagar re-
fineries, is the top exporter of
refined crude,” said Serena

Huang, an analyst at Vortexa.

Europe’s dependence on In-
dia for fuel supply increased
manifold after the Russia-
Ukraine war in February 2022.
Following the war, European
countries which were largely
dependent on imports from
Russia, reduced their reliance
on Russian oil and gas. The
western countries announced
several sanctions on the export
of Russian crude. However,
Russia has diversified its sup-
ply, and India and China be-
came the largest importer of its
crude. India emerged as a ma-
jor market for Russia in FY23,
as the latter offered steep price
discounts on crude.

As per Vortexa, India import-
ed Russian crude 1678 kdb in
April and 1,90 kbd in May 2023.
From among its traditional sup-
pliers, India imported 839kbd
from Iraq, 560 kbd from Saudi
Arabia and 203 kbd from UAE.
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Key infra sector
growth slows down
to 6-month low of
3.5% in April

[ <
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The production growth of
eight key infrastructure
sectors slowed down to a six-
month low of 3.5 per cent in
April 2023 due to a decline in
the output of crude oil, natur-
al gas, refinery products and
electricity.

The core sector growth
was 9.5 per cent in April 2022
while in March 2023 the key
infra sectors recorded a growth
rate of 3.6 per cent. The growth
rate in April 2023 is the lowest
since October 2022 when the
sectors expanded by 0.7 per
cent.

Coal production growth
declined to 9 per cent in April
this year, according to the offi-
cial data released on
Wednesday.

Fertiliser production
soared by 23.5 per cent, steel by
12.1 per cent and cement out-
put by 11.6 per cent in April,
the data showed.
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Missing in action:
Domestic infra finance

The resources of state-owned entities are too small for the
enormous requirements, especially in renewable energy

SMALL CHANGE

Leading govtinfra companies
ECGCLtd

Paid-up capital & Gol loans
| 3,950

India Infrastructure Finance CoLtd

149,256

Housing & Urban Dev Corp Ltd

60,92

Indian Renewable Energy

| p22

Power Finance Corporation Ltd

RECLtd

Indian Railway Finance Corporation Ltd

Rail Vikas Nigam Ltd

| 8,400

Newspace India Ltd

910

Source: Public enterprise survey, FY22

SUBHOMOY BHATTACHARJEE
New Delhi, 31 May

s India logs into the largest ever
Ainfrastructure build-up, the array of

government-run financial corpora-
tions are conspicuously low-key.

For decades, various government mini-
stries have built up assorted financing com-
panies. The Public Enterprises Survey of the
Central government lists 27 of them with a
total paid-up capital 0f11.46 trillion. More
than half of the sum is accounted for by
Power Finance Corporation (PFC) and REC,
of which PFC is a holding company, at¥6.05
trillion, and another 349,256 crore by India
Infrastructure Finance Company Ltd. As
the table shows, the rest are tiny.

Compared to the demand of over 112
trillion that the National Investment
Pipeline estimates India will need to raise,
the resource bases of these companies are
negligible. For instance, of the¥80,000 crore
PFC plans to raise in FY24, about half will
be via domestic debt, which includes public
issues, debt securities, tax-free bonds, term
loan from banks, and other financial insti-
tutions. Most of the remaining 340,000
crore will be raised abroad as syndicated
loans, FCNR (B) loans, term loans, and
bonds or notes, among others.

This dearth of domestic infrastructure
finance is noticeable particularly in the
renewable energy (RE) sector. It has impli-
cations. Globally, how money is raised for
the energy sector now matters a lot. Insu-
rance companies are looking into every pos-
sible detail of how energy companies, not
only in the fossil fuel sector but also in RE,
have sourced their funds. The International
Energy Agency estimates Indian demand

will climb 3 per cent annually due to urba-
nisation and industrialisation.

Given those numbers, it matters who
brings in the money. Government-run
financial agencies could have a head start
in this respect as they can assure investors
about the transparency of the funding route
so as to bring down the costs.

Also, despite its promise, financing for
RE like wind power and bio energy is diffi-
cult, as the returns are often volatile. There
is a huge demand for blended finance in
this context. Blended finance means the
“strategic use of public and philanthropic
resources to mobilise private capital for
development purposes” as defined by the
RBL. The central bank’s recent report on cur-
rency and finance (May 2023) notes an
additional annual investment of about 2.5
per centof GDPwould be required to replen-
ish this infrastructure gap by 2030.

The needs of both blended finance and
atransparency framework mean

sons for their hesitancy. First, the rates for
loans offered by these infra financing com-
panies are far higher than what the com-
panies can raise on their own balance sheets
in India or abroad. For instance, a 10-year
RBI paper fetches between 7 and 8 per cent
inthe market. A loan raised by an infra com-
pany is necessarily costlier. Second, in the
case of IRFC, for instance, the company has
exhausted its borrowing capacity. The third
reason is the most important. These com-
panies have hardly placed themselves at the
vanguard of the green finance revolution
sweeping the world. So, raising money from
them does not bring any measurable benefit

to the state-owned infrastructure firms.
One constraint is the low gearing
requirements for energy sector companies
in the Asia Pacific region. This restricts the
room to bring in change by the lenders,
argues Christina Ng, co-author of a report
on the subject written for Institute for
Energy Economics and

it is the government-run finan- Theratesforloans  Financial Analysis. “While

cial arms that are best suited for ~ offered by these
the purpose. Also as a Carnegie  infrafinancing
India research paper notes, companies are far
“India’s climate financestrategy  higher than what

these companies do not have
high leverage levels, data
shows an overwhelming use of
bonds as a source of debt cap-

must include another pillar: a thecompaniescan  ital and changes can be
clear, significant increase in the ~ raise on their own brought here,” she argues.

R&D spend allocated toclimate-  balance sheets in
related research”. Again, thegov-  India or abroad

ernment-run finance companies
are best positioned to do this.

Yet, despite these needs, the role of gov-
ernment-sponsored infra finance com-
panies in this transition is lethargic. In FY24,
for instance, the Centre will spend 10 tril-
lion as capex. The Indian Railways has lined
up amassive2.4 trillion of capex spending
in FY24. All of this will be financed by loans,
known as Gross Budgetary Support from
the Centre. Missing in action is the Indian
Railway Finance Corporation, which was
set up to raise such finance.

Meanwhile, NTPC subsidiary NTPC
Green Energy has announced it will raise
39,000 crore just this year in term loans,
and the myriad oil and gas companies plan
toraiseX1.5 trillion by FY25. They are reach-
ing out principally to the banks and insti-
tutions abroad.

Not that the state-owned power, railway
or oil and gas companies do not wish to do
business with their brother infrastructure
financing companies. There are three rea-

Here, too, it is the Centre
that has moved in. From
January this year, the finance
ministry has begun issuing sovereign green
bonds as part of its borrowing programme.
Yetif the companies look around they could
also produce an enormous scale of innova-
tions. An example is the Emissions Trading
Systems or ETS. Several countries such as
Mexico and China have launched pilot
ETSes. Asthe RBI notes, “The federal struc-
ture of India could help in implementing
ETS pilot programmes across states”.

Last year, [IFCL Managing Director PR
Jaishankar said the company planned to
issue green bonds to finance RE projects.
REC has established a Green Finance
Framework modelled on the Green Bonds
Principles of the International Capital
Markets Association to evaluate which
projects could be classified as green. But
none of these institutions has taken the
lead to establish industry-level standards,
a surprising omission given the pace at
which India is pushing for widening the
green finance market globally.
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Oil sinks below $70 as physical
market signals ample supplies

Bloomberg

i‘eedback@livemint.com

ilfell below 570 asthe
physical market for
crude signalled that

supplies are more than ade-
quate to meet the tepid
demand.

West Texas Intermediate’s
June-July cash roll, which
reflects crude supply balances
at Cushing, Oklahoma,
dropped to a discount of 30
centsabarrel, indicating lower
demand for barrels being
deliveredin June thanin July.
Stockpiles at the delivery point
for benchmark US crude
futures rose 1.05 million bar-
rels in the week ending May
26, according to traders, who

Crude prices have dropped
about13% this year. BLooMBERG

cited data from Wood Mack-
enzie.

The futures market also
reflected ample supply in the
short term as the front-month
WTI spread deepened into
contango, with shorter-dated

contracts trading ata discount
to longer-dated ones.

Crude prices have dropped
about 13% this year amid
China’s lackluster recovery
fromits Covid Zeropolicy and
concerns about aggressive
monetary tightening in the US.
All eyes will be on the OPEC+
coalition’s next meeting on 4
June.

Last week, Russia said
OPEC+ isunlikelyto takeany
further measures at its meet-
ing, undercutting Saudi Ara-
bia’s warning to oil short sell-
ersto “watchout.”

Despite Russia having pre-
viouslypledged toreduceout-
put,itscrude oil flowsto inter-
national markets show no sub-
stantive sign of the curbs.
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Russian oilnow 46% of India’s crude buys

I0Covertakes Reliance as biggest importer of Russian crude oil

S DINAKAR
31 May

India’s import of discounted
crude oil from the Russian
Federation hit an all-time high
in May, with state-run refiner
Indian Oil Corporation (IOC)
becoming the  biggest
importer of Russian oil, push-
ing Reliance Industries to the
second place, trade and ship-
ping data shows.

Indian imports of Russian
oil, which accounted for over
46 per cent of its total crude oil
imports in May, have grown
after strong backing from New
Delhi, with state-run refiners
powering imports of dis-
counted crude. Discounts on
Russian oil average around
$10 a barrel, said an official
from a state-run refiner. I0C’s
May purchases rose 64 per cent
month-on-month and accou-
nted for half of its crude
imports last month, ship track-
ing data shows.

India imported around
65 million barrels of Russian
crude in May, against around
60 million barrels in April and
26 million barrels in May 2022,
according to the data from
Paris-based commodity market

INDIA'S RUSSIAN CRUDE IMPORTS

Unitsin million barrels

HMay 22 = April'23
H May '23

Reliance
Industries

RGO LT

RUSSIA OIL

intelligence firm Kpler. I0C
bought 23 million barrels last
month, compared to 16 million
barrels of Reliance. Reliance
and I0C purchased 16 million
barrels and 14 million barrels
in April, respectively.

Oil minister Hardeep Singh
Puri told an industry event last
week that it made no sense to
have energy availability with-
out affordability. India’s top
ministers have on many an
occasion stressed on Indian

refiners pursuing the cheapest
source of oil to ensure afford-
able fuel for Indian consumers
despite sustained pressure
from Washington and Brussels
to moderate purchases of
Russian oil. But I0C, which
saves hundreds of millions of
dollars on Russian oil purchas-
es, is yet to pass on its gains
from cheaper supplies to
Indian consumers at the pump.

Russian  oil  supplies
exceeded the combined ship-

Total of all
buyers

Source: Kpler

ments of the next six biggest
shippers — Iraq, Saudi Arabia,
Mexico, the UAE, Kuwait, and
the US — in May. Supply from
the US dropped to 4 million
barrels in May; it was 16 mil-
lion barrels in May 2021, before
the Ukraine war, reflecting
how Russia has eaten into US
market share, Kpler’s ship-
tracking data shows. Share of
the US in the Indian oil market
dropped to less than 3 per cent
last month, from 13 per centin

May 2021.
Purchases from Russia aver-
aged around 2.1 million barrels
aday in May, predominantly of
Russian Urals — a medium,
sour grade similar to Gulf
crude. India’s total crude
imports totalled 4.5 million
barrels aday. Urals, a grade that
typically trades below a G-7
grouping imposed price cap,
accounts for 68 per cent. Most
of the remaining grades like
Sokol, ESPO, Varandey, light
and sweet crudes that are more
expensive than heavier oils
typically trade above the cap.
Indian state-run refiners
insist that all their Russian
imports trade below the price
cap. ONGC chairman Arun
Kumar Singh said at a recent
media briefing that Mangalore
Refinery and Petrochemicals’
(MRPL’s) Russian oil imports
fall below the price cap.
Refiners said the invoices pre-
sented to banks have pricing
details, which are given by
sellers and never exceed the
cap. The US-led G7 imposed a
$60 per barrel cap on the load-
ing price of exports of Russian
crude in December. Since then,
Indian purchases from Russia
have jumped by 76 per cent.
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Major firms like Total have been active indrilling
for energy off the coast of Suriname. REUTERS

Suriname keenon
Indian energy cos

hostingan oil and gas conference from 19 to

23 June in hopes of attracting energy
companies, particularly from India, according to
persons aware of the matter.

According to some estimates, Suriname is
thought to have at least 3-4 billion barrels of oil
reserves which were discovered in recent
years.

While American and European energy
companies currently dominate the energy
marketin Suriname, the country’s officials are
interested in bringing in Indian companies and
expertise. A query mailed to the ministry of
external affairs remained unanswered at press
time.

Major firms like ExxonMobil, Royal Dutch
Shell and Total have been active in drilling for
energy off the coast of Suriname, which is
located on the northeastern coast of South
America. Invitations have been extended to
Indian energy majorsalthough an exact list of
attendees has not been finalized. India has
demonstrated an increased interest in Latin
America and the Caribbean for its energy
needs. SHASHANK MATTOO & RITURA] BARUAH

T he South American nation of Suriname is
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TRADING BELOW BOOK VALUE are likes of ONGC, Indian Oil, PFC, New India Assurance; analysts see potential for high returns

Valuation Comfort Makes PSUs Attractive

Rajesh.Mascarenhas@timesgroup.com

Mumbai: The Nifty PSE index
comprising shares of India’s lea-
ding state-owned companies made
amulti-year breakout this week, in-
dicating the benchmark could ex-
tend recent gains.

With the index expected to give
another 10-15% returns in the near
term, investors are combing thro-
ugh the market for potential PSU
winners. Analysts said despite the-
ir outperformance in the past two
years, many shares in this space
are still trading below their book
value —an indicator of cheaper va-
luations. When the price-to-book
value of acompany isbelowl, itme-
ans the market is underpricing the
company's shares.

ONGC, Indian Oil, Power Finance
Corporation (PFC), REC, SAIL, Ge-
neral Insurance, Oil India, and
New India Assurance are among
the PSUs trading below their book

value. ONGC, which rallied 10% in
the last six months, is trading at a
book value of 0.71 times. According
to the Bloomberg Consensus esti-
mates, the stock is expected to yield
18% inayear.

Shares of Indian Oil Corporation
traded at 0.91 times its book despite
al17% rally insix months. The stock
has an upside of about 20%.

The Nifty PSE index rallied 9% in
thelast threemonthsand18% inthe
last year. By comparison, the Nifty
has gained 7% in the past three
months and 11% in the past vear.
PSUs have been in the spotlight in
recent times due to a rebound in
commodity prices, the govern-
ment's disinvestment programme
and better dividend prospects.

“In the last few weeks, how prices
extended their move confirmed
Nifty PSE’s breakout from its 2008
highs. This development has sent
prices in an uncharted territory,
which generally indicates a strong
upward trend,” said Sameet Cha-

Underpriced by the Street

LTP 6-Month | Price

Stock @ Return(%) toBV 'E
ONGC /15490 978 | 071 | 564 7
IndianOilCorp = 9000 091 [ 1270 | 5
Power Finance Corp | 18240 3422 055 | 301
REC | Wss 2827 | 062 | 331 403
SAL | 850 -277 | 064 1730 789
Oilindia 5725 2570 | 072 | 319 479
New India Assurance | 11890 883 074 1860 3918
NLCIndia | 9465 1155 | 084 898 1085
HUOCO 5 073 672 | 591
ChennaiPetro 37560 | 74 088 | 162 | 448
ShippingCorp 9485 064 | 509 | 600
PTCIndia 060 | 654
k@ 064 | - |
PTC India Financial 0.42 5.85

Source: CapitaLine

van, chief analyst-technical & deri-
vatives at Angel One. “We expect
theindex tocontinueits merryrun,
and in the near to medium term, we
will not be surprised to see it mar-
ching towards 5,000-5,150 levels.”
The index closed at 4,799.65 on Wed-
nesday.

PFC surged 34% and REC 28% in
the past six months but are still tra-
ding below their book value and al-
so lower than their five-year avera-
ge price-to-earnings (PE) ratio —
another valuation measure.

“The government's disinvest-
ment plans have triggered a re-ra-
ting in the segment while value bu-
vingideasemerged duringthe vola-
tile stock market supporting per-
formance of value PSU stocks,”
said Vinod Nair, head of research,
Geojit Financial Services. “The vi-
ability to invest at current elevated
levels on a long-term basis should
be considered on a stock-to-stock
basis depending on the earnings

e ——— OU1]00K and valuation.”
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