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OMCs to ride the low
crude gravy train in Q1

City gas firms will see profits rise due to capped domestic prices, say analysts

SUBHAYAN CHAKRABORTY
New Delhi, 13 July

ower crude oil costs and higher
I marketing margins are expected to
raise the fortunes of oil marketing
companies (OMCs) in the first quarter (Q1)
0f2023-24 (FY24), while city gas distribu-
tion (CGD) companies could also benefit
from lower spot prices of liquefied natural
gas (LNG). However, in a break from the
past, growth trends are expected to diverge
for various segments within the broad
energy sector.

Analysts expect the earnings from gas
production to go down for upstream
national oil and gas companies such as Oil
and Natural Gas Corporation (ONGC) and
0il India (OIL) due to the introduction of
the new domestic gas pricing regime on
April 1. After showing steep losses over the
first half of 2022-23 (FY23), the marketing
margins of OMCs have steadily recovered
in four months.

Analysts expect OMCSs’ results to be
operationally better, owing to a major
recovery in marketing gains of blended
margins atI8-9 per litre of fuel
sold in Q1FY24, up from 3 per
litre in the fourth quarter (Q4)
ofFY23.

Analysts expect these
higher margins, notwithstand-
ing relatively lower gross refin-
ing margins (GRMs).

GRM isthe amount refiners
earn from turning every barrel
of crude into refined fuel pro-
ducts. The  benchmark
Singapore GRM averaged a
lower $4.1 per barrel in Q1FY24, down from
$8.2 per barrel in Q4FY23.

In 2022, with the supply of refined pro-
ducts reducing as a result of supply dis-
ruptions of Russian oil and lower exports
of petroleum products from China, GRMs
had risen quickly to a record high of $25.2
per barrel. As aresult, Indian refiners have
seen their earnings go up.

But as Moscow raised supplies to the
international market late last year to
increasingly fund its war in Ukraine, GRMs
quickly dropped. However, Indian OMCs
have continued to secure oil at a discount

Source: Bloomberg; Compiled by BS Research Bureau
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from Russia.

“While refining profits will
belower, recovery in marketing
margins will drive Q1 profit
after tax (PAT) for OMCs to
%242.7 billion, up from 211.2
billion in Q4,” stated
Prabhudhar Lilladher in a
report. Meanwhile, softer
domestic gas costs, sharply
lower spot LNG prices, and
lower-term LNG prices are set
to raise PAT of CGDs by up to 25 per cent.

H

Gas producers face heat

It added that national oil companies like
ONGC and OIL are expected to maintain
production volumes but will see lower gas
realisations, given that gas prices have
been capped at $6.5 per million British
thermal unit (mBtu).

As a result, the operating earnings of
these companies may reduce by 36 per
cent, and net earnings may drop 51 per
cent on an annual basis, ICICI Securities
pointed out in a recent note.

About 83.3 per cent of India’s natural
gas is produced by ONGC and OIL, while
the remainder 16.7 per cent is produced by
private companies and joint venture
entities. In early April, the government
amended the administered price mecha-
nism for the domestic pricing model of
natural gas in line with the recommenda-
tions of the Kirit Parikh Committee on gas
pricing. One key government decision was
to cap the rates for final consumers at $6.5
per mBtu. This is based on a new formula
of gas prices being pegged at 10 per cent
of the international price of the Indian
crude basket.

The companies will, however, benefit
from the Centre’s move to ensure the wind-
fall tax rate for crude is kept at a level that
ensures asteady range of $72-75 per barrel
net crude realisations for these companies.

With the drop in global prices, the
Centre on May 16 cut the windfall tax on
domestically produced crude to zero from
34,100 per tonne. It had kept unchanged
the windfall tax on petrol, diesel, and avi-
ation turbine fuel at zero.
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As Russian oil tops $60/barrel
G7 cap, India caughtin abind

COMPLEX SITUATION. Dollar payment not possible; Moscow not keen on rupee
settlement; public sector refiners can’t pay in yuan; UAE banks back out

—
Amiti Sen
New Delhi

India’s informal diktat to oil
PSUs against using Chinese
yuan is escalating the pay-
ment crisis with Russia as the
Urals grade oil from that
country breached the West’s
price cap of 860 per barrel sig-
nalling a halt to payments in
dollar, said sources.

“Paying in dollars is no
more an option for India as
Russian Urals has breached
the $60 price cap fixed by the
G7 nations. Payment via yuan
would work well for Russia,
but Delhi is not willing to al-
low PSU refiners to do this as
it does not want to help
strengthen the Chinese cur-
rency,” a source tracking the
matter told businessline.

The private sector, how-
ever, can pay in yuan for Rus-
sian crude sourced by it but
accessing the currency from
the international market in
bulk may not be so easy given
the fact that it is not fully con-
vertible, the source added.

RISING IMPORTS

India imported about $40 bil-
lion worth of crude from Rus-
sia over the past year as Mo-
scow offered steep discounts

TOP SUPPLIER. In May, India’s crude imports from Russia
were valued at $8.5 billion reuters

following sanctions imposed
on it by the West in response
to its war on Ukraine. Much of
the Russian crude was
sourced by oil PSUs which
have increased their pur-
chases in the recent months.
In May, India’s crude im-
ports from Russia were valued
at $8.5 billion, that is almost
double its imports from Iraq
at $4.6 billion and from Saudi
Arab at $4 billion, per Com-
merce Ministryfigures.
Payment for the Russian oil
in UAE dirham, which is an-
other option acceptable to
Moscow, is not working
smoothly any more as UAE
banks, which are under scru-
tiny of the Financial Action

Task Force (FATF), are not
eager to participate, the
source added.

RENOT PREFERRED
“Given the fact that Russia is
not ready to take payments in
rupees, as its imports from In-
dia are low and it does not
want to be stuck with rupee
balances inits vostro accounts
with Indian banks, the situ-
ation has become very tricky,”
the source added.

Russia is already stuck with
over $2 billionin rupee paid by
India for defence deals over
the past year. “Russia has the
option of investing its rupee
balance in Indian government
securities or stock markets,

but itis not keen on doing so,”
the source said.

Since both Russia and India
are interested parties as both
benefit from the transaction
in oil, a mutually acceptable
way out for payments has to
be arrived at, the source
added.

OPEC’S FORECAST
Agency reports: OPEC on
Thursday raised its forecast
for oil demand growth for
2023 and predicted only a
slight slowdown in 2024 des-
pite economic headwinds as
China and India continue to
drive the fuel use.

Inamonthlyreport, the Or-
ganization of the Petroleum
Exporting Countries said it
expects world oil demand to
rise by 2.25 million barrels per
day (bpd) in 2024, up 2.2 per
cent, compared with growth
of 2.44 million bpd in 2023,

OPEC’s demand growth
forecast for 2024 is double
that of the International En-
ergy Agency, another closely
watched forecaster which up-
dated its outlook earlier on
Thursday.

The IEA now sees oil de-
mand rising by 2.2 million bar-
rels per days (mbd), down
from its previous forecast of
anincrease of 2.4 mbd.
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Europe to back India
oreen energy plans

Rhik Kundu
rhik. kundu@i ivemint.com
NEW DELHI

he European Investment
T Bank (EIB) will support
India’s nascent Indian
green hydrogen ecosystem and
renewable energy projects with
a facility of up to €lbillion, the
agency said on Thursday.
EIB vice-president Kris Peet-
ers will confirm the interest in
providing the facility during his

Global Gateway strategy, andin
support of India’s own ambi-
tious agenda on climate,
renewable energy, connectiv-
ity and sustainable finance, in
particular by supporting pro-
jectswithstrong climateaction
benefits,” the statement added.

India’s National Green
Hydrogen Mission aims to
boost green hydrogen produc-
tion and ecosystem. The gov-
ernment has set a target to
build capabilities for producing

upcoming trip to at least 5 million
Indiathisweekto  EIB willsupport ~ metric tonnes of
attend G20 govt's recently green hydrogen
events, approved per annum b}'
“He will Eligl}- National Green  2030.
!lght tho EIB’s Hydrogen Mission I'he European
interest in boost- : i Investment Bank,
ing India’s renew- witha facﬂ_lt_y of the EU bank, is
able energy ambi- up to €1 billion committed tosup-
tions by backing : = porting transfor-
renewable energy mational private

generation, aswell as enabling
technologies and infrastruc-
ture forenergy storage, power
transmission and distribution,”
the E1B said in a statement.
“The aim of the visit is to
confirmthe EIB’s commitment
tofuture investment under the
EU-India Connectivity Part-
nership, in support of the Euro-
pean Green Deal and the EU

and public investment across
India, improving access to
finance by entrepreneurs and
addressing the challenges of a
changing climate,” Peeterssaid
inastatement.

“India is a key country of
operations for the EIB and
hosts the EIB regional repre-
sentation for South Asia,” Peet-

ersadded.
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Falling oil prices may not ease inflation

Rk Kundu

rhik.kundu@livemint.com
NEW DELHI

alling crude oil prices,on
the back of concerns over

a global slowdown and
recession, are unlikely to bring
down domestic inflation
sharply, as the benefits of the
dropare yet to be passed on to
retail customers, said econo-
mists.

Crude prices have fallen
24.41% in the last 12 months.
However, retail prices of petrol
and diesel have remained
unchanged since May 2022,

According to economists,
falling erude oil prices can,
however, help the government
on the fiscal and macroeco-
nomic front, with the country
being heavily dependent on
imports to meet its energy
needs.

India imports 85% of its
energyrequired.

Prices of fertilizers, and gas,
which too Indiaimports heayv-
ily,are also linked tothe global
crude prices.

The pressure onoil prices is
going to be subdued in the
medium term due torecession-
ary trends and slowing down of
economies globally, said N.R.
Bhanumurthy, Vice-Chancel-
lor of Dr. B.R. Ambedkar

4 lph—

since May 2022..

School of Economics Univer-
sity, Bengaluru.

However, this is unlikely to
be passed on to retail custom-
ers, Bhanumurthy said.

“Any changes

—

Rretail prices of petrol and diesel have remained unchanged

o e

HT

oninflationinIndiaisless than
in many other countries,” he

added.
During the last budget,
crude oil was factored in at
about $84-85/

in inflation in the Experts say the barrel for budget
next three to four benefits of the  estimates, after
quarters  will  erude price drop the Indian basket
largely be due to are yet to averaged about
domestic factors,” be passed on $93 a barrel in
he said. i FY23.

“We had almost to the retail At present,

customers

30% premium
compared to the
global oil prices
(with purchasing of Russian
oil). Evennow, there’s $5-6 per-
barrel difference. That is the
reason the pressure of imports

crude prices are
hovering around
$78-79 mark and
are expected to remain at
$75-80 a barrel in the current
fiscal.

Meanwhile, the rupee has

risen 3.39% in the last 12
months. ($1=382.2975).

Experts said that had the
crudeoil prices been passed on
to customers, inflation would
have been much higher when
oil prices were rising and the
rupee falling a falling.

Itwouldbe lower currently,
as crude oil prices are falling
and the rupee has stabilized.

“Consumers were earlier
insulated from high crude oil
prices, ata time when the rupee
was also depreciating. OMCs
(0il Marketing Companies)
were absorbing the shock and
incurred losses. So, once the
recoveryisover, they may look
to pass gains to the customers,”
said D.K. Pant, chiefeconomist
at India Ratings.

“If there is no major
upheaval in the global econ-
omy, I expect oil prices to
remain between $75-80 a bar-
rel (in the coming months).

If this happen, the major
benefit will happen not much
on the oil subsidy, but on the
fertilizer subsidy,” Pant added.

India’s consumer price
index inflation eased sharply
to4.25%in May, registering a
25-month low, and remaining
under the Reserve Bank of
India’s upper tolerance limit
of 6% for the third straight
month.
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IEA Cuts Global Oil
Demand Outlook
for 2023 as
Economy Slows

|

- i 08\ |
Global oil demand won't grow
as fast as previously expected
this vear due to the faltering
economies of developed na-
tions, the International Ener-
gy Agency said.

World fuel consumption will
increase by 2.2 million barrels
a day or about 2% in 2023, a re-
duction of about 220,000 bar-
rels from last month's forecast,
the Paris-based agency said in
areport on Thursday. Demand
nonetheless remains on track
to hitrecord levels later this ye-
ar, draining inventories sub-
stantially in the second half.

“World oil demand is coming

under pressure from the chal-
lenging economic environ-
ment, not least because of the
dramatic tightening of mone-
tary policy,” the IEA said. “De-
mand in the OECD, and Europe
in particular, is languishing
amid a grinding slowdown in
industrial activity.”

Crude futures climbed above
$80 a barrel in London on Wed-
nesday for the first time in two
months, partly on signs that co-
oling inflation may help end
the cycle of rising interest ra-
tes. World oil markets are tigh-
tening as Saudi Arabia and its
OPEC+ partners curb supplies
while fuel use continues to re-
cover from the pandemic.

Markets have been fractional-
ly oversupplied this quarter,
with inventories at their hig-
hest level in almost two years.
Supply restraint by the Saudis
has been offset by other produ-
cers, such as Iran and the US,
the IEA said. Bloomberg
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IGGL, ONGC ink pact to
transport natural gas

Guwahati: Indradhanush Gas Ltd
(IGGL) and Qiland Natural Gas
Corporation Ltd (ONGC) have
signed hook-up agreements to
connect the latter’s natural gas felds
with the North East Gas Grid for
transportation of natural gas from
Jorhat, Silchar and Tripura Assets of
OMNGC to the consumers, an official
release said. IGGLIs layinga
1,656-km-long natural gas pipeline
connecting the capital cities and the
demand centres of all the eight
Morth-Eastern States, rm
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India looks to resume operations at stalled hydrocarbon block in Iraq

r;turai.baruah@wl‘rvemint‘com
MNEW DELHI

t a time when Iraq has
emerged asamajorsup-

plier of crude oil to
India, the Centre is looking at
resuming operations of state-
run ONGC Videsh Ltd’s (OVL)
hydrocarbon exploration block
in Iraq, which has been under
force majeuresince 2003, said
two people with knowledge of
the development.

One of the persons said
Indian energy companies may
look at investing in oil and gas
assets inthe West Asian coun-
ry.

“Several aspects would be
considered for resumption of
operationsat the stalled project
and investments, including the
security situation. There are
some issues on which clarity
would be required,” said this
person.

‘Block 207, earlier known as
Block 8, is a large on-land
exploration blockin the West-
ern Desert of Irag, spread over
10,500 sq km. OVL had
acquired 100% stake in the
block by signing the explora-
tion and developmentcontract
in November 2000. However,
force majeure was declared in
2003 amidsecurity concerns.

Force majeure is removes

liability for unforesecable and
unavoidable catastrophesthat
prevent participants from ful-
filling contractual obligations.

Both the subjects of invest-

OVL had acquired 100% stake in 'Block 20’ by signing a
exploration and development contract in November 2000.

MINT

mentsand resumption ofopera-
tions at the stalled projects
were discussed during an
India-Iraq Joint Commission
Meeting (JCM) last month.

The JCM was held during
the visitof Hayan Abdul Ghani
Abdul Zahra Al Sawad, Iraq’s
deputy prime minister for
energy affairsand oil minister.
A petroleum ministry state-
ment had said that during the
meeting, union minister for
petroleum and natural gas
Hardeep Singh Puri high-
lighted the natural and tradi-
tional synergies between the
two countries on account of
India’s position as a growing
energy demand centre of the
world.

He called for strengthening
relations between the two
sides, including in oil and gas,
capacity-building and diversifi-

cation of the trade basket. The
JCM was held aftera gap of 10
years.

Healsounderlined the read-
iness of Indian companies to
exploreinvestment opportuni-
ties inIraq, the upgradation of
infrastructure facilities of the
oil and gas sector and their
amenability for sourcing
increased quantities of crude
oil from Iraq based on appro-
priate pricing regime.

The Iraqi minister expressed
hisgovernment’s desire to wel-
come Indian companies to
invest in Iraq, including in
rehabilitation projects.

On 12 June, Mint reported
that Indiais planningto builda

liquefied natural gas (LNG) ter-
minalin Iraq. The terminal will
liquify some portion of the gas
currently flared by Iraq and
transport it to India, where it
will be converted back to LNG
for use in city gas distribution
aswellas power, fertilizer, and
steel sectors.

In FY 23, Iraqwas the second
largest exporter of crude oil to
India, with total supplies of
50.3Imillion tonnesfor $33.37
billion. Itwas the topmost sup-
plier in value terms.

Queriessent to the ministry
petroleum and natural gas,
embassy of Iraq in Delhi and
ONGC Videsh Ltd remained
unanswered.
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Oil prices hit near 3-month
high as US inflation softens

STEPHANIE KELLY
New York, July 13

OILPRICES GAINED onThurs-
day to their highest in nearly
threemonths after US inflation
dataimplied interest ratesinthe
world’s biggest economy are
close totheir peak.

Brentcrude futures gained
by94 cents to $81.05 perbarrel
by 1459 GMT. The session high
was $81.35 a barrel, highest
since April 26.

USWest Texas Intermediate
crude futuresrose 82 centsto
$76.57. The session high was
$76.90abarrel, itshighest since
April 28.

Data on Wednesday showed
US consumer prices rose mod-
estlyinjuneand registered their
smallest annual increase in
morethantwoyearsasinflation

Brent crude prices
($ per barrel)
8200

74.28

80.82

80.00¢

7000
June 1,23 July 13,'23

continued to subside.

“We've had very low infla-
tion numbers today and that’s
been a headwind because of the
fearthe Federal Reserveisgoing
to raise interest rates,” Phil
Flynn, an analyst at Price
Futures Group.

Markets expect just one
more interest rate rise. Higher
ratescansloweconomic growth
and reduce oil demand

Ol priceshave ralliedaround
129% in two weeks, primarily in
response tosupply cutsfromtop
producers Saudi Arabia and
Russia, said Craig Erlam, senior
market analyst at OANDA.

The futures contract struc-
ture of the global benchmark
Brent indicates the market is
tightening and that OPEC could
be succeedinginits mission to
support the market.

The premium of a front-
month Brent contract to a six-
month February 2024 contract
<1COc1-LCOc7>roseto $2.64a
barrd onWednesday.At the end
of June, the front-month con-
tract was at adiscount to the six-
month contract. — REUTERS
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ONGC,IGGL pact on
natural gasfields

INDRADHANUSH GAS LIMITED
(IGGL)and Oil and Natural Gas
Corporation Limited (ONGC) have
signed three hook-up agreements
to connect the latter's natural gas
fields with the North East Gas Grid
(NEGG)fortransportationof
natural gas.The natural gas will be
transported from Jorhat, Silchar
and TripuraAssets of ONGC tothe
CONSUIMErs. PTI
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OPEC scales up 2023 oil
demand growth view on
firm demand from Chma

INFORMIST / Mumbai
The Organization of the Petro-
leum Exporting Countries has
scaled up its estimate for
growth in global oil demand
this yvear by 100,000 barrels a
day and now sees it rising by 2.4
min bpd. The change was main-
ly due to an upward revision in
China's oil demand in the June
quarter, OPEC said in its July
0il Market Report on Thursday

Total oil demand is expected
to now reach 102.0 min bpd this
vear, the cartel said. "In 2Q23,
demand is revised up on the
back of strong y-0-y (year-on-
year) oil demand growth in
both April and May in China,"
OPEC said in the report. "This
was further supported by some
improvements in oil require-
ments in the US and Latin
America.”

"OECD (Organization for
Economic Cooperation and De-
velopment) Americas demand
is anticipated to have the
largest regional rise in 2023, led
by the US, on the back of recov-

ering jet fuel demand and im-
provements in gasoline re-
quirements,” the cartel said.

In non-OECD countries, de-
mand for erude oil is expected
to rise by 2.4 mIn bpd to reach
55.99 min bpd in 2023, surpass-
ing the pre-pandemic demand
level of 2019 by almost 3.4 mln
bpd, according to the report.

"A steady increase in trans-
portation and industrial fuel
demand, supported by a recov-
ery in activity in China and oth-
er non-OECD regions, is pro-
jected to boost demand in 2023,"
the cartel said.

For 2024, OPEC sees global
demand growing by a further
2.2 min bpd toarecord of 104.25
min bpd, driven by improved
demand from China.



ECONOMIC TIMES, Delhi, 14.7.2023

Page No. 14, Size:(9.09)cms X (18.26)cms.

OPEC Sees Even Tighter
0il Market in 2024
as Demand Climbs
OPEC predic-
tedaneven
tighter global
oil market next
year, as the group anti-
cipatesamuch bigger
demand increase than
other major forecasters.
World oil consumption
willclimb by 2.2 million
barrelsaday next year to
reach104.3 millionaday,
the organizationsaidon
Thursday inits first detai-
led assessment of 2024.
That'sthe double the
growth rate projected by
the |EA. Bloomberg
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Russia oil exports hit lowest since Mar 2021, profit falls to $1.5 bn

RAKESH KUMAR @ NewDeti

OIL exports of Russiadeclined
to the lowest since March 2021,
according to the monthly oil
report of International Energy
Agency (IEA).

The country’s oil exports de-
clined 600 thousand barrel per
day (kb/d) to 7.3 million bar-
rels a day (mb/d) in June,
and its estimated export reve-
nues plunged by $1.5 billion to
$11.8 billion, half the levels of
a year ago.

The report noted that Russia
may hold its proposed oil out-
put cut in August as domestic
demand rises seasonally.

As the Western countries

putsanctionson Russian crude
export following the break out
of Ukraine war, Russia diversi-
fied its supply.

The country exported to al-
ternative markets including
Africa, India, China and Tur-
key ata discounted price. India
and China came out to be the
biggest buyers of Russian
crude.

Meanwhile, the Internation-
al Energy Agency also
has lowered its 2023 oil
demand growth forecast for
the first time this year,
citing macroeconomic head-
winds and a deepening manu-
facturing slump.

“However, persistent macr-

oeconomic headwinds, appar-
ent in a deepening manufac-
turing slump, have led us to
revise our 2023 growth esti-
mate lower for the first time
this year, by 220 ( kb/d) . Bu-
oyed by surging petrochemical
use, China will account for
70% of global gains,
while OECD (Organisation for
Economic Co-operation and
Development) consumption re-
mains anaemic. Growth will
slow to 1.1 mb/d in 2024, reads
the report.

The International Energy
Agency report also noted that
world oil demand is coming un-
der pressure from the challeng-
ing economic environment, not

least because of the dramatic
tightening of monetary policy
in many advanced and develop-
ing countries in the past
one year.

According to the Interna-
tional Energy Agency (IEA)
world oil supply rose 480 kb/d
to 101.8 mb/d in June 2023.

However, it is set to decline
sharply this month as Saudi
Arabia makes a sharp 1 mil-
lion barrel per day (Mb/d) vol-
untary output reduction.

For 2023, global production
is forecast to increase by 1.6
mb/d to 101.5 mb/d, as non-
OPEC+ (Organization of the
Petroleum Exporting Coun-
tries) expands by 1.9 mb/d.
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