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Oil Resumes Slide

Oildropped over 2% Friday asa UK rate
hike added to concern over economic
growth that outweighed lower US stocks.
Brentcrudeslipped $1.8t0%72.294a
barrel. - Reuters
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OMCs Pick Rights Issue &

Preference Share Routes

Kalpana.Pathak
@timesgroup.com

Mumbai: Indian Oil Corpora-
tion Ltd (IOCL) and Bharat Pet-
roleum = Corporation  Ltd
(BPCL) will launch rights issu-
es and Hindustan Petroleum
Corporation Ltd (HPCL) will
make a preferential share allot-
ment to the government this fi-
nancial vear, according tosour-
ces aware of the development.
ET had reported on May 2 that
the government was weighing

equity infusions resulting in
possible stake increases in the
three oil marketing companies

— IOCL, BPCL
= and HPCL —
Govt had set after they sub-
asidez30kcr mit their capi-
as capital tal investment
support for plans for FY24.
the 30MCsin A rights issue
unionbudget allows compa-

nies to raise
funds by inviting existing share-
holders tobuy additional shares.

OMCs to Seek Board Nod Soon »» 6
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Shareholders can participatein
the rights issue by purchasing
new sharesof the company, usu-
ally at a discount to the market
price.

“It has been decided that IOCL
and BPCL will launch rights issu-
es and HPCL will issue preferenti-
al sharestothe government. A for-
mal announcement is likely soon
and then the companies would be
appointing merchant bankers,”
said a senior industry official
aware of the discussions.

The government had set aside
230,000 crore as capital support for
OMCsinthebudget. Butthis hing-
ed on the OMCs presenting the fi-
nance ministry with capital in-
vestment plans. The government
does not want to grant the Rs
30,000 crore capital support by
way of subsidy for selling petrol
and diesel below cost.

“The companies will be calling
board meetings to seek approval
on this matter,” said an official

from an oil company without di-
vulging further details.

The OMCs and the oill ministry
did not respond to emails and
WhatsApp texts till press time.

BPCL in a regulatory filing on
Thursday said, “A meeting of the
Board of Directors of Bharat Pet-
roleum Corporation Limited will
be held on Wednesday, 26th June
2023, to consider the various mo-
dalities for capital infusion inclu-
ding rights issue, for achieving
energy transition, net zero and
energy security objectives, sub-
jecttorequisiteapprovals asrequ-
ired under applicable law.” The
shares of BPCL ended 3.74%
downon Friday

The government holds 51.50%
stake in IOCL, the largest public
sectorrefiner and marketer, while
the rest is with the public. In
BPCL, it holds a 52.98% stake whi-
le 46.71% 1is held by the public. In
HPCL, state-run Oil and Natural
Gas Corporation (ONGC) holds a
54.90% stake while the rest is ow-
ned by the public.

24.6.2023
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OMCs slip 3%
as Brent crude
prices plunge

MEGHMA SINHA
Mumbai, June 23

SHARES OF OIL marketing compa-
nies (OMCs)fell around 3% on Fri-
day after international benchmark
Brent prices slipped 4% to $74.43
perbarrel.

While shares of Indian Oil and
HPCL fell nearly 2.5%, BPCL
declined 3.74%. ONGC and 0Oil
Indiaalso tumbled asoil prices have
a direct impact on their margins
and profitability. The Oil Indiastock
fell 1.46% and ONGC declined
1.32%.

Markets experts attribute this
fall to the unexpected interest rate
hike by Bank of England and warn-
ings about the looming US rate
hikes by the Fed.

“Thequantitative tightening by
different central bankers has put
pressureonoil prices.In the last six
months, we have seen a good
demand and production growth.
The OPEC is wrestling with
whether to make another cut in
supply. While Saudi Arabia desires
to cut production,Russia indicated
that no change to output is
expected. Considering this sce-
nario,Brent may touch $68 innear
future”, said Kunal Shah, VP,
head of research, Nirmal Bang
Commadities.

Higher interest rates could slow
economic growth and reduce oil
demand. The official data of US cil
inventory and Chinese factory
activity is due nextweekwhich may
furtherdrive oil prices.

According to a Motilal Oswal’s
report, the Chinese government
enforces a strict quota system on
crude imports as well as exports of
refined products. Hence,with the
largest refining capacity in the
world,itspolicydecisionswi]lplaya
majorrole in shapingupthesupply-
demand dynamics of the global
refined product market.

“Once we have a clarity that
there won'tbe 'furthertighteui ng,
the oil demand can recover.lam
optimistic about the recovery of
demand of crude oil in the next

Sat,
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SLIPPERY SLOPE
M Experts attribute this
fall to the unexpected
interest rate hike by Bank
of England and warnings
about the looming US
rate hikes by the Fed

W OPEC is wrestling with
whether to make another
cut in supply. While Saudi
desires to cut production,
Russia indicated no
change to output

quarterand we shallsee better pric-
ing by next year"” Shah said.

According to Vandana Bharti,
headofcommodities research, SMC
Global Securities, the UK central
bankraisedinterestby5 0 bpswhen
the market expectationwas 25 bps.
Additionally,the hawkish commen-
taryby Fed chairman led to the fall
in crude prices.

In addition, the demand from
China market is slow as the econ-
omy is struggling to recover and
while theyhave cutinterestrates,a
stimulus is still awaited. Until then
the price is likely toremain range
bound. In worst case scenario, the
price may fall to $6 0.In the domes-
ticmar ket,Cl’udeMCXmay rallyup
to ¥6,200 and support would be at
¥5,400.

“Until some relief measures are
announced by China, price may
remain range bound. The support
levelremains between 72 and $76
perbarrel.” said Ravi Diyora, direc-
tor of research, Kunvarji Group.

24 June 2023
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O1l cos may cut petrol, dlesel prices by %4-5/litre from Aug

IANS  New Delhi
0il marketing companies (OMCs) may
have to cut petrol and diesel price by Rs 4-5
a litre from August onwards given the key
state elections likely from November-De-
cember onwards.

Though OMCs' FY24 P/B valuations ap-
pear reasonable, there exists significant
uncertainty on earnings in the fuel mar-
keting business given risk of OPEC+
strong pricing power driving high crude
price during the next election-heavy 912
months, JM Financial Institutional Secu-
rities said in a research.

Hence, optimism on OMCs will be con-
tingent on crude sustaining below TUSD

80/bhbl and

fully
compensating for FY23 fuel under-recover-
ies.

OMCs valuations appear reasonable but
sharp jump in crude price during elections
could pose risk to OMCs marketing earn-

government

ings, the report said.

However, OMCs marketing segment
earnings could come under risk if Brent
crude price jumps above OMCs break-even
crude price of USD 85/barrel or if any fuel
price cut is followed by rise in crude price,
as reverzal of fuel price cut might be un-
likely during the election period.

Upside risk to crude price exists as we
believe OPEC+ will continue to support
Brent crude price at USD 75-80/bbl, which
is the fiscal break-even crude price for Sau-
di Arabia, given their strong pricing
power; the report said.

OMCz may be asked to cut petrol/diesel
price by Rs 4-5/lir from August onwards
given the Key state elections likelv from

November - December onwards,

Media reports suggest that the oil min-
istry may nudge OMCs to cut petrol/diesel
prices as OMCs' balance sheet has largely
got repaired and are likelv to report strong
profits in 1QFY24; however, the reports
didn't mention the likely timeline and
guantum of possible cuts as it will depend
on level at which crude price and
INR/USD exchange rate stabilises.

"Our caleulation suggests that OMCs
can potentially cut petrol/diesel prices by
Rs 4-5/1tr from August’23 onwards, based
on current crude price/product cracks,
given the series of elections in the next 12
months (starting November - Decem-
ber'23)", the report said.
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Energy transition goals get

a multibillion-dollar boost

SHREYA JAI
New Delhi, 23 June

India and the United States
will set up the first multibillion
investment fund in a bid to
achieve their net carbon zero
and clean energy transition
goals, according to a joint
statement issued by the two
nations.

“India and the US commit-
ted to create innovative
investment platforms
that will effectively
lower the cost of
capital and attract
international pri-
vate finance at scale
to accelerate the
deployment of green-
field renewable energy,
battery storage, and emerging
green technology projects in
India,” said the joint statement
issued late Thursday night.

It said the US and India
would endeavour to develop a
first-of-its kind, multibillion-
dollar investment platform
aimed at providing catalytic
capital and de-risking support
for such projects.

In the green energy space,
the two nations agreed to join
hands on a variety of new-age
fuels and technologies.

They will work together to
bring down the cost of green
hydrogen under India’s National

Green Hydrogen Mission and
the US Hydrogen Energy
Earthshot. The US also wel-
comed India’s decision to co-
lead the multilateral Hydrogen
Breakthrough Agenda.

The leaders also called for
the development of joint efforts
in carbon capture, utilisation,
and storage, given its role in
reducing emissions.

The statement also high-

lighted the creation and devel-
opment of the ‘Global
Biofuels  Alliance’,
which  will be
launched in July
2023, with the US as
a founding member.

The US also wel-
comed India as the
newest partner in the
Mineral Security Partnership to
accelerate the developmentofa
diverse and sustainable critical
energy minerals supply chain.

The leaders noted the ongo-
ing negotiations between the
Nuclear Power Corporation of
India (NPCIL) and
Westinghouse Electric
Company (WEC) for the con-
struction of six nuclear reactors
in India, said the statement.
They also welcomed the consul-
tations between the US DOE and
India’s DAE for facilitating
opportunities for WEC to devel-
op a techno-commercial offer
for the Kovvada nuclear project.

Payment plan
for 10K e-buses

Indiaand the United
States have announced
plansto createa
paymentsecurity
mechanism that will
facilitate the
deploymentof10,000
‘Made-in-India’ electric
busesin India. This
announcementcame
during Prime Minister
Narendra Modi'svisitto
the US.

NITIN KUMAR

I
Rlys in green
pact with US

The Indian Railways
signeda memorandum
of understanding with
the United States Agency
forInternational
Development(USAID) on
Junekto establish
collaboration in
bringing greener
railwaytechnologiesin
India. The aggreement
would entail long-term
energy planning.
DHRUVAKSH SAHA
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recent media report on

Pakistan buying discounted

Russian crude oil in Chinese

currency, did not surprise

many. India, on the other
hand has reportedly asked its banks and
traders to avoid using Chinese Yuan for
Russian imports.

It may just be optics, says Lauri
Myllyvirta, lead analyst, Centre for
Research on Energy and Clean Air.
“Which currency is used for
transactions has no real meaning, since
everyone converts their currency
holdings after the transactions. If there
was a serious attempt to block payments
to Russia for oil in hard currency then
this could have some significance, but as
we have discussed, the US, EU etc, want
third countries to be able toimport
Russian oil,” he said.

India, which has emerged as one of
the top buyer of Russian oil, is said to be
using UAE Dirhams to settle trade. But
there is growing concern that this too
will become a challenge.

As energy expett Narendra Taneja
putsit, “The entire conventional
international payment system is
disrupted following the Western
sanctions against Russia over Ukraine.
But the world needs Russian oil to keep
the global crude prices in check. China, a
bigimporter of crude from Russia, faces
no challenge as the volume of trade
between the two countries is very large
and therefore it can easily pay in its own
currency.”

Taneja says India and Russia will finda
solution to the payment issue soon. “It
could be part payment via a mutually
acceptable Rupee-Rouble mechanism by
the Indian refiners and part by
persuading the Russian oil exporters to
invest in the Indian energy sector,
including LNG import terminal,
refinery, oil and gas infrastructure and
petroleum strategic reserves etc. Iam
sure New Delhi and Moscow will work
out anew way forward on the issue
soon,” he said.

According to Swasti Rao, Assoctate
Fellow at the Europe and Eurasia
Center, Manohar Parrikar Institute for
Defence Studies and Analyses, “Russia
would have happily agreed to sell crude
oil at discounted rates and
free-on-board (just like for India )
because Pakistan has agreed to payina
currency that Russia can use towards its
war efforts (unlike rupees that cannot be
used in Russia and that Russia has not
invested back in India yet).”

“Despite warning Pakistan for
months of consequences if it turns out
that it is sending weapons to Ukraine,
Russia brushed aside all “consequences”
rhetoric and clinched an oil deal with
Pakistan. This could be because
Pakistan-Russia oil deal for Pakistan,
will cover almost 60-65 per cent of its
requirements therefore, a major
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ndia’s oil payment
woes with Russia

The rupee-rouble trade hasn’t taken off. India needs to work on a
Plan B to continue sourcing Russian oil

breather for a country nearing economic
collapse,” she said.

RUSSIA’S WORRIES

“It also shows the vulnerability of
Russia’s oil trade re-routing that is
unable to fetch more revenues despite
efforts at cutting down production at
OPEC+ level to boost prices. Drastic fall
in revenues have begun since the oil ban
and price cap have come into effect in
the end of December 2022, The impact
canbe seen in 2023 where the energy
revenues are down almost by a 45 per
cent and the economy has incurred a
deficit of about $42 billion by the end of
May 2023. Ona brighter note, it provides
an opportunity for Russia to diversifyits
sales strategy to ensure resilience of its
energy trade,” she said.

Also, in case of Russia-Pakistan oil
deal, China has been afacilitator, she
said adding “It has been supporting
Pakistan for awhile. The only
conceivable reason why Pakistan oil deal
has happened is because Islamabad has
agreed to make the payments in Yuan.
Dollar and Euro payments are affected
due to the sanctions on Russia. Only
friendly currencies like Yuan are
welcome in Russia by which Moscow can

There are talks between
India and Russia for
payments in Dirhams, but
the catch is the Dirham is
also pegged to the dollar

support the rising cost of its protracted
wat in Ukraine,”

Then what should be India’s plan Bto
avoid situations like this? “There already
are parallel payments mechanisms but
they work best as plan B. Theyare not
enough to replace the dollar,” Rao said.

Whyisn’t the Rupee-Rouble payment
mechanism taking off? According to Rao,
there are two reasons: First, there are
reservations on rupee-rouble
convertibilityas the Rouble’s value is
propped up by capital controls and not
determined by the market. Asa result
there is always uncertainty on the real
value of the Rouble.

Second, the unprecedented rise in oil
trade between India and Russia in one
year alone has led to a massively
ballooning trade deficit. India’s trade
deficit with Russia stands at $34.79
billion, second only to its trade deficit
with China.

This has led to staggering amounts of
Indian rupees in Russian banks that
cannot be used by Russia in its war
efforts. In fact, apart from roadblocks in
oil payments, the last two consignments
of § 400 air defence systems too have not
been delivered to India due to failed
attempts at payment mechanisms.

“Russia has refused any more
payments in Indian rupees and India has
refused to payin Yuan. Talks are on to
explore other options like the Dirham
but no decision has been taken yet. The
only way out of this deadlock is to make
payments in friendly currencies. Bulk of
payments so far have been made in

REUTERS

Dirhams, but the catch is the Dirtham is
peggedto the Dollar. So India’s oil trade
with Russia is not leading to
de-dollarisation, in factitis
strengthening it due to lack of options,”
she added.

India is buying Russian oil because it
is economically viable, though it may not
be as cheap as New Delhi would have
liked it to be. Use of alternate payment
systems can only work as plan Btoa
small number of international
transactions.

“Dollar is not getting replaced for the
foreseeable future. Any country that
wants its currency to be become the
global reserve currency or global trading
currency must have transparency in
their capital systems. As long as
currency values are fixed by capital
controls of a central bank, like in the
case of Yuan or Rouble, tradersand
investors cannot trade in it. Global trade
can be done only in currencies like the
dollar or the euro with floating
transparent rates or those like the
Dirham that peg its value to reserve
currencies.” Rao said.

For India to secure its energy supply it
should have a plan B to meet the fiscal
shocks, that are likely to emanate from
geopolitical tensions. Some experts
believe that it would need to work its
strategy on a case-to-case basis. To
ensure its energy security and cushion
itself from geopolitical shocks, India
needs to diversify its energy sourcing
basket and have an alternative payment
mechanism.
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BPCL in talks
with Rosneft
for term deal to
buy discounted
Russian oil

REUTERS
NEW DELHI, JUNE 23

STATE-RUN REFINER BPCL is in
talkswith Rosneft to buy about 6
million metric tons (43.8 million
barrels) of discounted Russian
crude at a price based on the
Dubai benchmark, according to
three sources with direct knowl-
edge of the matter.

The deal would deepen
India’s commitment to its now-
biggest oil supplier in the wake
of Western sanctions on
Moscow and mark a continued
shift by Rosneft to pricing its oil
against the Middle Eastern
benchmark used in Asia and
away from the Europe-domi-
nated Brent.

Under the pending deal,
Rosneft would deliver the equiv-
alent of 6 to 7 cargoes of about
700,000 to 720,000 barrels each
per month through March 2024
to Bharat Petroleum Corp Ltd
(BPCL), according to the sources.

Talks are at an advanced
stage for a contract, with both
sides working out details includ-
ing terms of payment, the
sources added. BPCLand Rosneft
did not respond to requests for
comment.
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BPCL eyes Rs 17k cr
via rights issue to
fuel net-zero plans

PRASANTA SAHU
NEW DELHI, JUNE 23

HERALDING A process of equity
capital injection by state-run oil
marketing companies in their
bid to fund their carbon reduc-
tion plans, Bharat Petroleum
launch rights issues worth about
Rs 17,000 crore in tranches.

The government, its promoter,
will invest Rs 9,000 crore in the
company during the process, a
senior official told FE, adding that
this would not raise the govern-
ment's stake in the firm.

The BPCL board of directors
will meet on June 28 to consider
the capital infusion for achieving
energy transition, net zero and
energy security objectives.
BPCL's share price closed at Rs
359.5 onthe BSE on Friday, down
3.74 per cent from the last close.

“BPCL will be getting from
the government about Rs 9,000
crore indifferent tranches asitis
goingfor the rights issue of about
Rs 17,000 crore,” the official said.
The Centre owns 52.98 per cent
in the fuel retailer-cum-refiner.

In the FY24 Budget, the gov-
ernment had announced Rs
30,000 crore equity capital in-
vestment in the three OMCs —

Indian Oil Corporation (10C),
BPCL and HPCL — in a move to-
wards energy transition and net-
zero objectives. I0C, the largest
state-run OMC, will get the
largest share of the pie.

The amount of equity infusion
inlOC, also likely through arights
issue, will be finalised soon.

10Cand BPCL had demanded
capital support through loans,
keeping in mind the market sen-
sitivity to an increase in the gov-
ernment holding in these compa-
nies after the equity infusion.
However, the government felt
thata rights issue would address
their concerns as the government
holding would not increase.

The government's direct/ in-
direct holding in the three state-
runretailers, which provide over
90 per cent of domestic fuel sup-
plies, is around 51 per centeach,
the minimum required to be
classified as a state-runfirm. The
Centre owns 51.5 per cent of I0C,
while the country’s top state-run
explorer ONGC owns 54.9 per
centof HPCL. In HPCL, the Centre
will likely infuse capital through
preferential allotment of equity
shares, the source added.

The Centre has announced
the capital investment in the
OMCs'refinery upgradation and
emission reduction projects. FE
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BPCL to raise 17k cr
to fuel net-zero plans

I0C to follow suit with STOCK PRICES DROP
rights issue, HPCL may opt 1oc <
for preferential allotment

PRASANTA SAHU
New Delhi, June 23

HERALDING A PROCESS of equity capital
injection by state-run oil marketing compa-
niesintheirbid tofundtheircarbonreduction
plans, Bharat Petroleum Corporation (BPCL)
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BPCL to raise
T17kcr to fuel
net-zero plans

INTHE Budget 202 3-24 presented
on February 1,the government had
announced ¥30,000 crore equity
capital investment in the three
OMCs — Indian Oil Corporation
{10C), BPCL and HPCL — towards
energy transition and net-zero
objectives.lOC,the largest state-run
OMC,will get the largest share of
the pie.

The amount of equity infusion
in 10C, also likely through a rights
issue,will be finalised soon.

10C and BPCL had demanded
capital support through loans,
keeping in mind the market sensi-
tivity to an increase in the govern-
ment holding in these companies
after the equityinfusion. However,
the government felt that a rights
issue would address their concerns
as the government holding would
notincrease.

The government’s direct/ indi-
rect holding in the three state-run
retailers,which provide over 90%of
domestic fuel supplies, is around
51% each, the minimum required
tobe classified as a state-run firm.
The Centre owns 51.5% of 10C,
while the country’s top state-run
explorer ONGC owns 54.9% of
HPCL.

In HPCL, the Centre will likely
infuse capital through preferential
allotment of equity shares, the
source added.

The Centre has announced the
capital investment in the OMCs'
refinery upgradationand emission
reduction projects such as hydrogen
plants.

Due to the inability to pass on
the fullimpact of hardening global
crude prices to consumers, BPCL's
net profit declined by 79% on year
to¥1,870croreinFY 23,whileIOC’s
net profit declined by 66% on year
to ¥8,789 crore. HPCL reported a
loss of ¥8,974 crore in FY23 com-
pared to net profit of ¥6,383 crore
inFY22.

All the three companies had
reportedlossesin the firsttwoquar-
ters of last fiscal, subdued net prof-
its in the third quarter,and sharp
increase in profits in the fourth
quarter ending March 2023.

The OMCs are likely to report
significant profits in the current
and the next quarter (Ql and
Q2FY24) as well, considering the
moderation in crude oil prices.
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Alterincreasing VAT onpetrol, diesel,
Punjab govtimposes tax on pensioners

SHS & AEEH{‘.IES
CHANDIGARH, 23 JUNE

After increasing the VAT on
petrol and diesel for the sec-
ond time and hiking the elec-
tricity rates, the Punjab gov-
ernment imposed aRs200per
month development taxonthe
pensioners in the state.

The tax,under the head of
Punjab State Development
Tax, willbededucted from the
pensioners’ account at the time
of issuing the pension.

The taxwill be applicable
onall retired state government
Emplnyees -- be thE‘_I,f of any

mmm Sat, 24 June 2023 -
e https://epaper.thestatesman.com/c/72760895
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Board or Corporation, orare
direct pensioners of the state
govVe rnment.

The Finance Department
has issued a letter in this
regard. The proposalwasput
forward by the state Excise and
Taxation Department, which
is the nodal agency for col-
lecting the tax amount.

Responding to the impo-
sition oftax, Congress leader
and Leader of Opposition
Partap Singh Bajwaslammed
the government for levying'
the tax on pensioners.

"After increasing VAT on
petml anddieseland enhanc-

ing electricity rates, it has
now given the pensioners of
Punjab a gift," he tweeted
along with the letter.

The Punjab Senior Vets
Association has also con-
demned the order whichputs
retirees drawing pension on
par with the employees.

AAP s state chiefspokesper-
son Malvinder Singh Kang
clarified the development tax
was imposed by the previous
Congress government in 2018.
"Kindly refrain from ped-
dling false information as the
Mann government has neither
proposed nor imposed such
regressive development taxon
our people,” Kang tweeted,
while replying to Bajwa.

However, Bajwa said: "The
@AAPPunjab has failed to
raise Rs 20,000 crore in rev-
enue from sand mining and
Rs 34,000 crore by ending
cormuption. The govt is now
attempting to raise revenue
with such a harsh step.

"There are lakhs of pen-
sionersin the state, who will
get affected by this. Apparently,
the AAP has no sustainable
roadmap torevive the econ-

omy of Punjab”.

24.6.2023
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