FINANCIAL EXPRESS, Delhi, 18.10.2023

Page No. 1, Size:(15.37)cms X (20.90)cms.

IMPROVED REVENUES PROMPT MOVE

Capital infusion in
OMCs set for a cut

PRASANTA SAHU
New Delhi, October 17

THE CAPITAL INFUSION plan for state-run
oil marketing companies (OMCs) may tum
outto be much lowerthan the budgeted level
of ¥30,000 crore in the current fiscal.

The government is weighing the option
of releasing only a part of the budgeted
amount in the current fiscal,and balancein
subsequent years if found necessary after
assessing the financial position of these
companies,according to official sources.

IntheBudget 2023-24 presented on Feb-
ruary 1, the government announced the
equity investment plan for the three OMCs
— [0C, BPCL and HPCL — towards energy
transition and net-zero objectives.

The change in the plan
isinviewoftheimproved
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OMCs to revenues of the firmsin
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= theshareholders having
EPAGET

tocopewith afallinearn-
ing per share (EPS) as a
result of the budgeted equityinfusion plan.

“Capital infusion will happen gradually
as that much cash is not immediately
required by OMCs duetotheir improved rev-
enues inrecent months,”a seniorofficial told
FE, adding that "only a portion” of the
amount may be provided to the OMCs in
FY24.

Followingthe Budgetannouncement,the
BPCL Board in June approved an ¥18,000
crore rights issue to shareholders, entailing
at least ¥9,500 crore capital infusion by the
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Centre forits 52.98% stake. In July, theIOC
board approved a rights issue for raising
22,000 crore, which requires the govern-
ment toinfuseatleast ¥11,3 30 crore forits
51.5% stake.

The remaining amount of capital infu-
sion by the governmentwas to goto HPCL, a
subsidiary of state-run upstream major
ONGC, likely through a preferential allot-
ment.
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Capital infusion
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“Putting too much additional
equity is problematic as other
shareholders would also infuse
equityintheirrights issues. EPSwill
come down, which will impact the
share prices also,” the official
added.

EPS of 10C,BPCLand HPCL suffered
inthe previousfinancialyeardue to
sharp increases in crude prices,
which could not be passed fully to
consumers due to price freeze. The
IOC EPS fellto ¥5.98in FY23 (from
¥26.34 in FY22), BPCL's to ¥8.78
(¥41.31) and HPCLs ¥63.26
(¥13.97). Lower EPS an indicator of
lower profitability, impacts
investor sentiment on the stocks,
hurting minority shareholders the
most.

The combined loss of three state-
runretailers - I0C,BPCLand HPCL
— for the first half of the last finan-
cial year was a whopping ¥21,201
crore due to petrol and diesel prices
freeze when global prices rose.To
compensate them, the Centre pro-
vided an equivalent amount of
Bud get support last year.

IOC reported a net profit of
¥13,750 crore in Q1FY24 com-
pared to a net loss of ¥1,992 crore

FINANCIAL EXPRESS Ved,

FINANCIAL EXPRESS, Delhi, 18.10.2023

Page No. 1, Size:(15.37)cms X (20.90)cms.

Thisis the regulation that hasbeenbeen
challenged in court. Theruling from the
Delhi high court isthat while thisis being
adjudicated,an airline’s contractual notice
periodapplies.

Are companies free to have theirown
notice periods oris the DGCA-defined
timeline mandatory?

We had 330 pilotsin April and today we are
well over450.We have anadditional 125
pilots who have signed contractual
commitmentswith us.Weare able to attract
pilots despite the 6-month notice period.
So,we don't believe our notice period is
viewed tobeonerous. Thisis nota pilot issue
because what happened with this small
number of pilots is unprecedented. [ have
never encountered something like this.
99.99% pilotshavenever donesucha

thing.
What was the notice period the pilots
actually served before leaving?
Somepilots served 12 hours, someserved

24 hours,and some 36 hours. The
overwhelming majority servedbetween 0-3

‘Our network will be 3 5% bigger by Dec-end’

days.] cannot remember pilots in India or
anywhere elsein theworld doing this.

Whatimpact has thishad on your
remaining pool of pilots?

Our pilots,airport employees,and Akasa
Care employees had to step up and bear the
brunt of it in Julyand August. We are proud
ofour pilotsand the entire staff whocame
forward.

How many destinations and flights perday
doyouhave now compared to June?
Wedon't disclose thosenumbers but I can
say that within 30 dayswe will be very close
to getting back toflying what wewere
flying. We chose tosacrifice abit of revenue
to be ableto offer our customers the
reliability theydeserve. The long term is
much more important than to squeeze out
unreliable flying in the short term.You will
see us adding flightsand destinationsvery
shortly and will exit Decemberwith a
network that is roughly 30-35% largerthan
today.

Akasa’s market share hita peakof 5.2%
inJuly even before completing one year

in operation. The pilot issue dragged it
down to4.2% in September. At what
level will the airline end December or
March?

I don’t have that forecast because weare not
inthe market sharegame, This is notan
important statistic forus, Some of the most
profitableairlines in the UShavea market
share of less than 5%. Wewant togrow
profitablyand growwith free cash flow that
we have.

But despite your effortsto containthem,
the fight for such highly skilled
manpower will continue for many years
to come.ls this the besttime to becomea
pilot?

India’sdomestic flyinghas exceeded pre-
Covid levels but international flying has not
and their combination has alsonot
exceeded pre-Covid levels. The DGCA
handed out around 5,000 commercial pilot
licenses between 2019 and now. This has
happenedwhen theflying is still below pre-
Covid levels which meansthat there arelots
of young fresh pilotswhoare still not
employed today and it is going to take 2-3

yearsto accommodate that pool.

Howbigwill your fleetbe by the end of
theyearandwhen doyoustart
international operations?

Wewill exit Marchwithabout 25 aircrafts
and we should be 40 planes by March. From
the Indian government, we have received a
designationas one of the international
airlinesand the second thingwe have are
the routeauthorities for Riyadh, Jeddah,
Doha and Kuwait but there area few more
steps required. The Indian government now
needs to endorse our operating certificate
for theseroutesbeforewe can work with the
foreign governments toget the slotsand
their third-partygovernment approvals. It
takes 30-90 days for the second step to
happen.

Suddenly there islots of investor interest in
India’s aviation sector. Is Akasaexploring
fundraisingat the moment?

Weare going to placea three-digit aircraft
order beforethe end of this (financial)year
and we have asufficientamount of cash on
hand to be ableto place that kind of order.
Wedon't need anycash tosign that order.

in the year-ago quarter. BPCL
reported a net profit of ¥10,551
crore during the quarter against a
loss of %6,263 crore in

18 October 2023

Q1FY23 HPCL's net profit was
%6,766 crore in Q1FY24 againsta
loss of ¥8,557 crore in the same
period last year.

reapto s https://epaper.financialexpress.com/c/73702595

“Retail fuel prices in India have
been frozen since May 202 2, but we
view the prolonged state interfer-
ence as credit-neutral. This is

because pricecontrolshave contin-
ued through periods of both rising
and falling crude prices, allowing
OMUs to recoup losses duringsub-

sequent periods of high crude
prices,even overa protractedtime-
frame,"Fitch Ratings said in anote.
Due to Russia-Ukraine war, the

Indian basket of crude prices shot
upbyan average of 180 inFY23to
$93.15/barrel compared to
$79.18/barrel in FY22. The Indian
basket of crude oil averaged $74-
75/barrel in May, June 2023,
$80.37inuly,$86.43 in August,
$93.54 in Septemberand $89.4 s0
farin October, reflecting fluctua-
tions in prices due to global devel-
opments. OMCs are expected to
continue making profit till the oil
price remains below $85 a barrel,
analysts have said.

Recently oil prices have moved up
due to conflict in Israel.
“Anotherwarhas started (in Israel)
and elections are coming up. If
OMCs are not able to raise prices
when the cost rises, whether the
government will reduceexciseduty
or OMCs will absorb losses for a
while needs to be seen,” another
official said.

10C has projected a capex of
¥30,395 crore in FY 24 compared
with ¥35,205 crorein FY23.BPCL’s
estimated capexis 10,000 crorein
FY24 from¥11,527 crore in FY23.
HPCLis to invest ¥10,210 crore in
FY24 as against ¥13,847 crore in
FY23.

The share price of 10C, BPCL and
HPCL rose 1.01%, 2.23% and
2.08% respectively on Monday
from the previous closing price on

the BSE.
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Freight rates for Russian crude oil to India up 50% in a week

Reuters
feedback@livemint.com
MOSCOW

il freight rates from
Russia’s Baltic ports to
India are up some

50% since last week as more
shipowners quit the market
after the first US sanctionson
shipowners carrying Russian
crude priced above a G7 cap,
three personsin the knowsaid
on Tuesday.

The Group of Seven (G7)
countries imposed sanctions
in December last year prohib-
iting shippers or insurers
domiciled in member coun-
tries from offering services to

facilitate Russian oil exports
when the price is above $60 a
barrel.

The sanctionsdo notapply
to shipping companies or
insurersfrom other countries,
regardless of the price.

“Freight rates rose to some
$7.5 million per voyage on
Monday from $4.5 million-4.8
million last week,” a person
with a trading firm involved
in Russian oil sales told Reu-
ters.

“Some vessels were put on
subsabove $7 million as more
shipowners, especially Greek,
decide to exit Russian busi-
ness. Some have quit amonth
ago, but today the number of

Shipping costs for Russian oil have been gradually declining since
winter, when the G7's price cap was implemented.

such companies wentup,” the
person said, on condition of
anonymity.

“The freight market is bull-
ishingeneral, with rates going

up for West Africa-US Gulf.
West Africa-Mediterranean
and cross Mediterranean
routes, tempting shipowners
toseek safer alternatives,” the

personadded.

Higher shipping rates and
payment issuesamid rising US
control over Russian oil ship-
mentsmay put Moscow'splan
to trim discounts foritsoil on
the global market on hold, one
of the persons said.

“Urals discounts (on a cost,
insurance and freight basis)
may widen due to higher
freight, transaction costs and
sanctionrisk,” another trader
in the Russian oil market said.

Russian crude discounts to
globalbenchmarks have stabi-
lised at $11-12 per barrel from
§35-38 per barrel in early
2023, Russian deputy prime
minister Alexander Novaksaid

inaninterview.

Shipping costs for Russian
oil have heengradually declin-
ing since winter, when the
price cap was implemented,
amid growing vessel numbers
and as many shipowners,
including in Europe, were
attracted tothe market by high
rates.

The decline in shipping
costs helped Russian oil
exporterstoincrease profits.

The US and its partners in
the G7 were committed to
denying Russia any energy
revenues, Geoffrey Pyatt. the
US assistant secretary for
energy resources, said on Fri-
day.
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Israel-Hamas conflict clouds loom over oil, LNG supplies

If Iran tries to block the Strait of Hormuz, costs could be steep for India and other countries
ENERGY IMPORTS THROUGH THE STRAIT OF HORMUZ

SUBHAYAN CHAKRABORTY
New Delhi, 17 October

The entire flow of crude oil from Iraq, Saudi
Arabia, and the United Arab Emirates (UAE)--
amongthelargestsourcesofimported oil for
India--maybeat risk if Tranattempts toblock
the Straitof Hormuzin the wake of the conflict
between Israel and Hamas, senior officials of
state-run oil-marketing companies and
refineriestold Business Standared.

Overall, more than half of the crude oil
bought by India passes through thestrait,
whichisalsothe primaryshipping route for
oilfrom Kuwait, Oman, and Qatar, they said.
Asmuchas 56 per cent of the crude oil
imported by India in value terms came from
these countriesin FY23.

“Crude flows through the straithave
remained consistentuntil now, and they are
expected toremainsoifthe crisisinIsrael does
notescalate. Butin theeventof Iran getting
drawnintothe conflict, itcould become
complicated. Anyincidentin thestraitcan
disruptshippingflows, and that will raise the
costburden for us,” a top official from BPCL's
Kochi refinerysaid.

InJulythisyear, Iranand USnavieshad a
standoff at thechokepointafterinternational
tankers were fired upon by the Iranian navy.

Connecting the Persian Gulf tothe Gulfof
Oman and wider Arabian Sea, thestrait is
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considered oneof the mostimportant naval
chokepointsin global maritime shipping. The
167-km-longstrait hasawidth varying from
about 96km to as little as 39 km, and separates
Iran on the north coast from the Musandam
peninsulaonthesouth coast, which isshared
bythe UAE and Oman.

Estimatessuggest that 88 percentofall oil
leavingthe Persian Gulfgoes via the Straitof
Hormuz. In 2018, itsdaily oil flow averaged 21
million barrels per day, or the equivalent of
about 21 per cent of global petroleum liquids

consumption, according tothe US Energy
Information Administration (EIA). The daily
flow hasconsistently risen from 16 million
barrels per day in 2009-10. According to the
EIA, 76 per centof the crude oiland condensate
thatmoved throughthe Straitof Hormuz went
toAsian markets, including India, in 2018.
While the currently affected regions do not
produce oil, the conflictin Israel and the Gaza
Strip hasraised the geopolitical risk premium
onoil, resulting in rising prices, Prashant
Vasisht, senior vice president and co-group

head (corporateratings), ICRA Limited, said.
“However, ifthe conflict spreads, supplies may
be affected as the Middle East region produces
almost a third of the global supplies. Higher
crude oil priceswould lead to an increase in the
importbill and the currentaccount deficit. The
prices of feedstocks for a host of chemicals,
includingspecialty chemicals, would increase
and long-term LNG (where linked tocrude oil
prices) cost would rise,” he said.

For India, the bigger headache would be
liquified natural gas (LNG), nearly 80 per cent
of which originates in Qatar and nearby
countries. The EIA calculates that more than
one-quarter of the global LNG trade also
transited the straitin2018.

“All LNG shipments from Qatar haveto pass
through thestrait. Any riskinvolved in carrying
the cargowould shoot upfreight rates,” an
official with a state-run OMCsaid.

Natural gas prices have already jumped to
their highest levelsinseven months, driven by
the Israel-Hamas conflictand fearsof key
exportberths being hit.

In 2019, Iran presented a proposal dubbed
the Hormuz Peace Endeavour, or HOPE, at the
United Nations General Assembly, aimed at
stabilising the areaand ensuring that trade
flowsare not affected. India, China, Oman,
and Afghanistan attended ameetingon the
samein2020when Tehran's tensions with the
US had escalated.
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® AMID SHARP FALL IN MARKETING MARGINS

OMCs to register a weak Q2

Sequential rise in
refining margins
may have provided
a cushion

ARUNIMA BHARADWAJ
NEW DELHI, October 17

STATE-RUN OIL MARKETING
COMPANIES (OMCs) - 10C,
BPCL and HPCL-- are seen to
have postedweakerearningsin
the second quarter of the cur-
rent financial year, due to a
sharp fall in the marketing
margins of petrol and diesel,
after the rise in benchmark
crudeoil prices.

However, analysts believe
thata sequential improvement
in the refining margins can
providesomecushionforthese
downstream oil companies in
the July-September
quarter.Although the OMCs
may still have partly recouped
thelosses reported in the last
financial yearinthefirst half of
FY24, the prospects are not
bright forthe second half of the
current year.

“We expect a sharp QoQ
decline (off a bumper 1QFY24
base) in EBITDA (Earnings
before Interest, Taxes, Depreci-
ation,and Amortisation) foroil
marketing companies, as mar-
keting marginson petrol/diesel
declined sharplywiththerisein

SPIRALLING DOWN

PAT (profit after tax)
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crudeand product cracks,’said
Kotak Institutional Equitiesin
areport,

Thelatterhalf of thesecond
quartersaw a greatvolatility in
the oil market owingto the pro-
duction cuts by Saudi Arabia
and Russia,in addition to those
already in place by the Organi-
zation of Petroleum Exporting
Countries.

Crude prices, as a result,
touched their highest level of
597/bblsince November 2022,
Added to the concern was the
outbreak of Israel-Hamas
war.Elara Securities, however,
saw arise in the average crude
inventory to $5.8/bbl in
Q2FY 24 compared to nil in
Q2FY23.

“OMCs diesel retail gross
marginshould post ¥15.6/litre
YoYgainbut fall ¥7.6/liter QoQ

Wed, 18 October 2023
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to ¥2.1/litre," Elara Securities
said. It also expects gasoline
margin to fall ¥2.8/litre on
quarter to ¥7.9/litre, but
increase ¥7.3/litre on a yearly
basis.Even though brokerage
firms expect refining margins
of the OMCs to go up, they
remain cautious on the retail
pricing of petrol and diesel,
whichwill primarilydetermine
the earnings of these compa-
nies in the quarter that just
ended.Analysts at Prabhudas
Lilladherexpectthat recoveryin
refining margins will take Q2
PAT (Profit After Tax) of the
downstream companies to
¥19,700 crore, 25.2% down
from ¥30,500crorein Q1FY 24,

Thebrokeragefirmalsosees
OMCs EBITDA declining to
34,000 crore, down 28.3%
from the previous quarter. The

adjusted PAT is seen declining
35.3% to ¥197 billion.Nuvama
Institutional Equitiesforeseesa
decline of 51.8%in the EBITDA
of OMCs from Q1FY 24,

Theaveragerefineryutiliza-
tion of OMCs is estimated at
107.1% compared with 110.6
in the first quarter. Therefinery
utilization is however esti-
mated up from 97.3% in
Q2FY23.68"

However,even on therise in
Brent crude prices, the reported
GRMs(gross refining margins)
of OMCs islikelytorisesharply
by$14-19perbarrel in the Sep-
tember quarter”, according to
the brokerage.

Analysts at Motilal Oswal
expect blended marketing
margins for OMCs at
¥5/5.4/5 1 perliterin Q2FY 24
due toan increase in the Brent
crude prices and stable retail
fuel prices during the
period.The brokerage firm has
further estimated Brent prices
by Q4FY24 to be at §90/bbl
and to remain at this level
throughout FY25 as the Inter-
national Energy Agency
expects oil markets to tighten
in the second half of the calen-
daryear2023.

If crude prices surge even
beyond, OMCs may find them-
selves inamoreupsetting situ-
ation.Over the past two quar-
ters, OMCshave been posting
profits until late September

when crude prices rose signif-
icantly and these companies
had to sufferunder-recoveries
tothe tune of Rs 7/litre on sale
of petrol and diesel10C
(Indian Oil Corporation Ltd) is
likely to reportweak operating
profit due to decline in mar-
ketingmargins (Rs 4.4/ltrys Rs
8.7 /ltrin Q1) Prabhudas Lil-
ladher said in its preview. The
firm also expects the com-
pany’s gross refining marginto
beat$12.4/bblWhileanalysts
see earnings of the OMCs tak-
ing ahitin Q2FY 24, upstream
companies,onthe otherhand,
might seem to have benefited
fromhigh crudeoil pricesreal-
izations due to lagged impact
of windfall tax and also QoQ
higher product sales.Upstream
companies ONGCand OlLare,
however, likely to improve
their Q2 PAT to ¥12,200 crore
compared with ¥11,300 crore
in Q4FY23, with steady net
crude price realization post
windfall taxes and capped
domestic gas prices at
$6.5 /mmBtu, analysts atPrab-
hudas Lilladher noted.Elara
Securities also expect PAT for
upstream companies to
increase in the range of 13-
22% on year. “ONGC oil & gas
production fell 1% YoY but
rose 1% Qo) while Ol Indiaoil
& gas production is likely to
improve 1% YoY and 4% QoQ,"
the firmsaid in its report.
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Windfall Tax
on Domestic
Crude Slashed

New Delhi: The government on
Tuesday cut special additional
excise duty (SAED) on crude pet-
roleum to ¥9,050/tonne with ef-
fect from October 18. In the last
fortnightly review on September
29, windfall tax on domestically
produced crude oil was set at
¥12,200/tonne.

Besides, the SAED orduty on ex-
port of diesel will be reduced to
Z4/litre, from %5 per litre current-
ly. The duty on jet fuel or ATF will
be reduced to Z1/litre from 2.5/
litre currently.

SAED on petrol will continue at
nil. India first imposed windfall
profit taxeson July 1, 2022. — PTI
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