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Efforts to reform oil and gas
sector slip through the cracks

FOCUS AREA. A holistic approach and a robust backup plan are needed to address the challenges

—
Richa Mishra
Hyderabad

‘When the Narendra Modi-led
NDA government came to
power in 2014, the advantage
of low oil prices gave it an op-
portunity to bring in the de-
sired reforms in the sector.

Reforms were implemen-
ted but instead of facilitating
ease of doing business, the in-
dustry feels it has created an
atmosphere of “unease” due
to bureaucratic hurdles and
frequent policy shifts.

It is a common knowledge
thar fuel price is a dominant
factor when political parties
seck vote — promises of sub-
sidies or cheap fuel price al-
ways make it to the debates
and discussions through the
years.

In his inaugural speech at
Urja Sangam 2015, Modi high-
lighted the nation’s depend-
ence on imports and emphas-
ised on working together to
achieve energy security.

He urged all stakeholders
to increase domestic produc-
tion of oil and gas to reduce
import dependence from 77
per cent to 67 per cent by
2022. He further said import
dependence  should  be
brought down to 50 per cent
by 2030.

But the reality today is that
more than 80 per cent of the
oil demand and more than 50
per cent of gas demand is met
through imports.

At the valedictory session
of the same summit, the then
Finance Minister Arun Jaitley
had said the focus should be
on oil and gas exploration. He
also added that the govern-
ment was trying to explore
long-term financing mechan-
ism for infrastructure pro-
jects.

Before debating further let
us see what has happened in
the 10 years of the NDA:

MARKETING

Cooking gas price in India is
one of the lowest globally,
even lower than producing
nations, according to the Min-
istry of Petroleum and Nat-
ural Gas. On auto fuel side
there was a major shift to BS-

REFINING BOOM. India is the fourth largest refiner in the world. From a capacity of 215.07 mtpa
in 2014, today it has a capacity of 256.8 mtpa cnro

VI — reducing sulphur emis-
sions by 80 per cent vis-a-vis
BS-IV levels. There has also
been a growing number of
States and UTs which are be-
comingkerosene-free.

NATURAL GAS

The focus is on city gas distri-
bution networks — both
piped natural gas and com-
pressed natural gas.

Revised guidelines were is-
sued in April 2023 for pricing
of domestically produced nat-
ural gas, but it is still not fully
decontrolled.

EXPLORATION

Adopted in 2016, the Hydro-
carbon Exploration and Li-
censing Policy (HELP) is an
exploration and production
policy that replaced the New

Exploration Licensing Policy
(NELP).

REFINERY EXPANSION
India is the fourth largest re-
finer in the world. From a ca-
pacity of 215.07 mtpa in 2014
today it has a capacity of 256.8
mtpa.

GOING GREEN

National biofuel policy, focus
on ethanol blended petrol
programme, biodiesel blend-
ing programme and bio-ATF,

green hydrogen.

ON GLOBAL STAGE

An area where the NDA re-
gime in its second term ex-
celled was how it navigated
through the geo-political ten-
sion and managed to get
cheap Russian oil. India has

diversified its crude oil
sources from 27 countries in
2006-07 to 39 countries in
2022-23.

Attheinauguration of India
Energy Week 2024 in Febru-
ary, Modi said India is the
world’s third largest energy,
oil and LPG consumer. He
said India is the fourth largest
LNGimporterand refinerand
the fourth largest automobile
market. He also underlined
the rising demand for electric
vehicles in the countryand es-
timated doubling of the na-
tion’s energy demand by 2045.

Modi highlighted the in-
crease in production of do-
mestic gas due to the govern-
ment’s reforms and said
efforts are being made to take
the percentage of gas in the
primary energy mix from 6 to
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© PM Ujjwala Yojana — for providing
LPG connections to women from

poorer households

© HELP — the Hydrocarbon

Exploration and Licensing Palicy
that replaced the New Exploration

Licensing Policy (NELP)
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E&P investment
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gas-based economy

O Artificial contrel on
retail fuel prices
defeats deregulation
decision

15 per cent. This will see anin-
vestment of about $67 billion
in the next 5-6 years.

Despite all these measures,
India is still not in a comfort-
able position.

This is mainly because the
sector is largely influenced by
politics, particularly the re-
tailing business. For example,
though on paper retail price of
petrol and diesel is deregu-
lated — to be revised daily in
syncwithglobal price shifts —
when elections come, the
price remains flat. Thus, when
the revision happens it makes
a dent in the pocket of the
consumer and the fiscal math
of those in the business goes
foratoss.

On the exploration side, al-
though a conducive fiscal re-
gime was created, investors
are cautious as there has been
instance of government inter-
ventions which has not been
favourable for the players to
venture into this high risk
space.

A deterrent has also been
the non-inclusion of oil, gas
and key petroleum products
HSD, MSand ATF under GST.

Windfall tax levy on do-
mestic producers is another
eye sore, as it impacts long-
term investment plans. It is
rightly said, always expect the
unexpected in the oil and gas
industry and always have a
backup plan.

To ensure energy security,
strategic oil storage capacities
are need of the hour. Despite
its good intentions, the NDA
regime, in its two terms, has
moved at a slow pace in this
area. India has strategic oil re-
serves of about 8-9 days which
is dismal when compared with
its growing demand.

The NDA, which in its first
term enjoyed soft oil prices,
now faces volatile oil and gas
market.

It is important for India to
take full advantage of any op-
portunities adopting a holistic
approach — integrated energy
policy. Today, it is a situation
where all efforts to energise
the sector has fallen between
the cracks.

Thisisthe 18tharticleinthe
“10years of NDA’ series
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Reliance starts trading U.S. oil
setting Brent oil benchmark

Reuters
LONDON

India’s Reliance has made
its first foray into trading a
type of U.S. crude oil that
underpins the global Brent
benchmark in a process
run by oil-index publisher
S&P Global Commodity In-
sights, the publisher said.

RIL, operator of the
world’s biggest refining
complex, on Wednesday
offered a cargo of WTI Mi-
dland in the Platts Market
on Close process, known
as the Platts window.

It was Reliance’s first
time offering WTI in the
window, Platts spokesper-
son Kathleen Tanzy told
Reuters. A Reliance spo-
kesperson did not imme-
diately respond to a Reu-

ters request for comment.
India, the world’s third-
biggest oil importer and
consumer, is looking to di-
versify its oil supplies as

fresh U.S. sanctions on
Moscow threaten to dent
Russian oil sales to India,
the biggest buyer of Rus-
sian seaborne crude.
Reliance made its first
oil purchase from Canada’s
new Trans Mountain pipe-

line last month, trade
sources said.

More players have be-
come involved in trading
crude that can set the
Brent price in the Platts
window since Platts added
WTI to the benchmark last
year.

U.S. WTI Midland is one
of six crude-oil grades as-
sessed by Platts that can set
the value of dated Brent,
part of the wider Brent
complex used to price
more than three-quarters
of the world’s traded oil.

The price of dated Brent
is set by the cheapest of the
six crudes and Midland, by
far the largest of the six
crude streams, often plays
a role in setting its value.
The other five are North
Sea crudes.
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RELIANCE TRADES
US OIL SETTING
BRENT BENCHMARK

RELIAMCE HAS MADE
! its first foray into
6 trading a type of US
crude oil that
underpins the global Brent
benchmark in a process run by
S&P Global Commaodity Insights,
the cil-index publisher said.
offered a cargo of WTI Midland
in the Platts Market on Close
process, known as the Platts
window, on Wednesday. it was
Reliance's first time offering WTI
in the window, Platts
spokesperson Kathleen Tanzy
said. A Reliance spokesperson
did not immediately respond to
a Reuters request for comment.
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Rising heat spurs 19% spike in power
sector’s gas consumption in 2023

—
Rishi Ranjan Kala
New Delhi

Natural gas consumption by the
power sector rose 19 per cent y-
o-y to 88 billion cubic metres
(BCM) last year, driven by the
government’s mandate to meet
India’s rising electricity demand,
which is estimated to be growing
at 6-7 per cent per annum.

Gas  Exporting  Countries
Forum (GECF), in its annual gas
market report 2024, said the
world’s third largest energy guzz-
ler’s consumption increased 15
per cent y-0-y to 65 BCM in 2023
amid a shift from coal to gas in
power generation. GECF expects
India’s natural gas consumption
to grow 6 per cent y-o-y to 68.9
BCM this calendar year.

“This rise in natural gas con-
sumption reflects the country’s
economic rebound and the in-
creasing emphasis on cleaner en-
ergy sources, with the declining
prices of natural gas making it
more competitive,” itadded.

The power sector accounted for
almost 14 per cent of the total nat-
ural gas consumed by the world’s
fourth largest liquefied natural gas
(LNG) importer last year. At the
end of December 2023, India’s
LNG imports accounted for about
47 per cent of its total gas require-
ment. In the power mix, coal led
with a 74 per cent share, followed
by renewables (13 per cent), hy-
dro (9 per cent), nuclear (2 per
cent) and gas (2 per cent) in 2023.

MORE GAS-BASED POWER
Power sector gas consumption
surged 19 per cent y-o-y to 8.8
BCM last year, emphasising nat-
ural gas’s growing importance, the
GECF report said.

Summer surge

Power Plant Gas

generation load factor consumed/supplied
(MU) (%) (MSCMD)

January 1,883.95 10.20 14.64
February 1,753.56 10.52 14.86
March 1,862.48 10.09 14.32
April 2,438.18 13.65 18.52
May 2.829.79 15.33 21.20
June 3,029.30 16.96 23.82
July 2,238.58 12.02 17.41
August 3,620.76 19.44 26.27
September 2,957.84 16.41 21.62
October 3.221.13 17.33 22.86
November 1,647.79 9.14 13.07
December 1,913.56 10.28 14.88
Total 29,403.52 13.45 223.47

Sources: National Power Portal, Central Electricity Authority, Ember, petroleum Planning & Analysis Cell

The sector “mirrored” the
growth in gas usage in 2023, which
was led by the industrial sector,
with pan-India electricity genera-
tion rising 7.5 per cent y-o-y to
1,702 terawatt hours (TWh) in
2023, it added. One TWh equals
1,000 gigawatt hours.

“Due to the heatwave during
summer period, which boosted
cooling demand, the share of gas
inthe electricity mix grew signific-
antly. This was the result of the in-
troduction of an emergency dir-
ective to address an anticipated
shortfall in electricity output dur-
ing peak power demand in May
and June,” the report said. The dir-
ective mandated that gas-fired
power plants operate at full capa-
city during this period. Later,
these measures were extended un-
til November 2023, it added.

India’s peak power demand in
2023 rose to a record 240
gigawatts (GW) in September and
the Power Ministry expects de-
mand to hit 260 GW in 2024.

Gas trading on exchanges also

reported a healthy growth last
year. For instance, the Indian Gas
Exchange (IGX) traded around
4.85 lakh million British thermal
units (mBtu), or 3.3 million stand-
ard cubic meters per day
(MSCMD), of gas in 2023, a 16 per
cent y-o-y growth. Of the total
commodity traded at IGX last cal-
endar year, 3.51 lakh mBtu was do-
mestic ceiling price gas.

Cumulatively 1,424 trades were
executed on the country’s first
automated national exchange for
physical delivery of natural gas
with maximum number executed
in daily contracts followed by
monthly, weekly and fortnightly
contracts.

HIGHER GAS PRODUCTION
India witnessed a 12 per cent rise
in its annual gas production to
reach 35.1 BCM in 2023. This rise
was predominantly driven by the
encouraging government policies
adopted to boost domestic pro-
duction from existing and newly
commissioned fields, GECF said.
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VISUALLY.

Rising imports

Import of crude oil
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Consumers face the heat

Revisian in retail selling prices of
petrol and diesel at Delhi

59 52 g
7226
5049

Ason Ason ~ Ason Ason
April 1 March 1 Aprill  March 31
2014 2015 2023 2024

8501415 8 0023248

M Petrol (F/litre) M Diesel (¥/litre)

Ujjwala Scheme helps
P (in lakh)
LPG connectivity bt
As on April
3000
2500
2000
1500
1000
-mle‘b 5 S gy & R B
EE85s58858E&8

Active domestic  EEPMUY (PM Ujjwala Yojana)
customers (LPG) beneficiaries

Source: Petroleum Planning & Compiled by
Analysis Cell Al Vinayak

3.5.2024



ECONOMIC TIMES, Delhi, 3.5.2024

Page No. 17, Size:(3.88)cms X (11.85)cms.

Russia’s Gazprom
Reports First Net
Loss in 24 Years

Moscow: Russia’s state-control-
led gas giant reported its first
annual net loss since 1999 on fal-
ling shipments to Europe and lo-
wer prices for the fuel.

Gazprom Group, which also in-
cludes oil and power businesses,
posted a 629 billion-ruble ($6.84
billion) loss last year compared
with net income of 1.23 trillion
rubles in 2022, according to an
earnings report published
Thursday.

The energy company’s shares
fell asmuch as 4.4%, the steepest
declineinmorethana year, amid
market concerns over
its dividend pro-
spects. Gazprom's
biggest shareholder
is the Russian government, who-
se budget is under pressure
amid rising military spending
and Western sanctions.

The net loss follows restricted
gas flows to Europe — histori-
cally Gazprom’s biggest market
— amid the Kremlin's retalia-
tion for Western support of Uk-
raine after Russia’s invasion in
2022. Meanwhile, plunging gas
prices amid mild weather, slug-
gish demand and brimming in-
ventories contributed to Gaz-
prom’s loss.—Bloomberg




INDIAN EXPRESS, Delhi, 3.5.2024

Page No. 9, Size:(10.60)cms X (14.21)cms.

OIL IMPORTS FROM RUSSIA JUMP TO ANINE-MONTHHIGH IN APRIL

Russian oil flows to India surge
as Moscow turns up export tap

SUKALPSHARMA
MNEW DELHI MAY 2

INDIA'S RUSSIAN oil imports
jumped to a nine-month highin
April as partly impaired Russian
refining capacity due to Ukiainian
drone attadks nudged Moscow's
oil producers to push more dis-
counted barrels for exports, ac-
cording tovessel tracking data and
industry watchers.

Notably, this surge in India’s
imports of Russian crude came
despite the latest round of sanc-
tions by the United States (US)
against Russia’s oil shipping syndi-
cate, which hadled tospeculation
that Indianrefiners could turnex-
tra cautious in taking deliveries.
Trade sources, however, said that
the sanctions at the most had a
marginal and short-lived impact
on Russian oil flows to India.

Indianrefiness imported ato-
tal of 1.96 mullion barrels per day
(bpd)of Russian crude oil in April,
the highest since July of last year,
and nearly 12 percent higher than
volumes imported in March, as
perprovisional ship-trackingdata
from conumodity market analyt-
ics firm Kpler.

Russia accounted for 40.3 per
centofthe total4.86 million bpd of
crude oil imported into India in
April This is the firstinstance in
sevenmonths of Moscow having
ashareof over40 per centin New
Delhi's pil imports. Russia’s share
had declined to around 33 per
centinthe past fourmonths from
thepeaklevel of nearly 46 per cent
seeninMay 2023, the data shows.

“The first wave of Ukrainian
dronestrikes(on Russian refining
infrastructure) in late January-
early February has pushed
{Russia's) seaborne oil exports to

Russia accounted for 40.3% of the total 4.86 million bpd of
crude oil importedinto Indiain April. File

3.8 million bpd,sosome 300,000
bpd higher than the 35 million
bpd average of Novernber 2023-
February 2024, Not having the
ability to refine that much do-
meestically, Russia’s oil producers
have exported those surpluses
and consequently Indian buyers
had more to buy from,” said
Viktor Katona, head of crude
analysisatKpler.

Limited impact of sanctions

The US has over the past few
months sanctioned a number of
vessels for evading the G7 price
cap of $60 per barrel on Russian
seabome aude, apart from sanc-
tioning a few fleet operators and
vessel owners. Notably, Russia's
state-owned shipping major
Sovcomfiotand 14 related tankers
were sanctoned by the US in the
last week of February.

Following that, Indianrefiners
had started refusing deliveries on
Sovcomflot tankersin an evident
bid to steerclear ofany secondary
sanctionrisk. The pause, however,
was short-lived as the Soveomflot
tankers have started discharging

SThelndianEXPRESS 77 % Jay 2024
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crude at Indian ports after India
received moreclarity on the scope
of thelatest sanctions.

According to industry insid-
ers, Indian refiners are still avoid-
ing tankers explicitly sanctioned
by the USand itsallies, butare not
following any blanket ban on
Sovcomflot tankers, as was the
case initially after Washington
announced the latest round of
sanctions,

Ship tracking data shows that
atleast two Sovcomflot tankers
discharged oil at Indian ports over
the past week. To be sure, India
buys Russianoil onadelivered ba-
sis, whichmeans that the respon-
sibility of arranging shipping and
insurance for the cargoes rests
with the Russian suppliers and
Indianbuyers have no liability on
thatcount

“Seemingly, even direct sanc-
tions are not a problem, especially
as Russia’s shipping and India’s
maritime regulatory services start
toalign," Katona said.

India’s shipping regulator last
week approved afew Russian in-
surance firms for providing ma-

rine insurance cover to tankers,
Using services of such insurers
would ensure that the cargoes are
notsubject tothe G7 pricecap. The
price cap regime was introduced
in December 2022 and prohibits
export of Russian seaborne crude
at over $60 per barrelif the trade
involves Western shipping or in-
surance  services. Service
providers in coalition countries
aredominant players inthe global
shipping industry.

Discounts matter

Supply of the medium-sour
Urals crude—Russia's flagship
aude grade and the mainstay of
India’s Russian oil purchases—to
Indian refiners touched a record
high in April at 1.54 million bpd,
accounting for nearly 79 per cent
of India’s Russian oil imports.
Evidently, the prce differential be-
tween Urals and competing crude
grades from India's traditional
Wst Asian suppliers was signifi-
cant enough for Indian refiners to
prefer the Russian grade.

In April, India’s oil imports
from Saudi Arabia fell to a seven-
month low of 0.61 million bpd,
which was 20.2 per cent lower
thanvolumesimpaorted inMarch.
Similarly, April import volumes
from Irag were down by a fourth
on a month-on-month basis at
088 million bpd.

Prior to the war in Ukraine,
Iragand Saudi Arabia were the top
twosuppliers of qude ol tolndia,
But as the West started weaning
itselloff Russian energy supplies
following Moscow's February
2022 invasion of Ukraine, Russia
started offering discounts onits
aude and Indian refiners started
snapping up the discounted bar-
rels. FULLREPORTON

www.indianexpress.com
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Russian oil in mind,
Taliban plan regional
energy trade hub

REUTERS
KABUL.MAY 2

THE TALIBAN has agreed with
Kazakhstan and Turkmenistan
to build a logistics hub in west -
ern Afghanistan aimed at mak-
ing the war-tom nation a major
logistics point for regional ex-
ports, including oil from Russia
to South Asia, the country’s com-
merce minister said.

Following ameeting between
representatives of the three
countries in the Afghan capital
last week, Taliban acting com-
merce minister Nooruddin Azizi
told Reuters thattechnical teams
would draw up a written agree-
ment within two monthsonthe
formal plans for the hub, which
all three countries would invest
in after six months of talks.

Asforeign aid to Afghanistan

falls and the agricultural econ-
omyismarred by drought, its of -
ficially unrecognised Taliban
govemment hasfaced questions
over how to fund development
and avoid economic stagnation.

Azizi said the new hub was
partofbroader effortsto take ad-
vantage of Afghanistan's strate-
gic location, once athoroughfare
for the ancient Silk Road trade
route, lying between South and
Central Asia and sharingborders
with China and Iran.

“Based on our discussions, a
logistics centreis going to be es-
tablished in Herat province,
which can connect the north to
South Asia,” Azizi said, adding
that theTaliban wereeyeingthe
millions of tons of oil they ex-
pected Russia would be selling
incoming years to South Asian
countries, particularly Pakistan,
to pass through the new hub.
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Share of Russian Crude
In India’s Imports Rises
to Nearly 40%in April

India imported

1.78 million barrels a
day of crude oil from
Russia in April, up
19% from March

Sanjeev.Choudhary
@timesgroup.com

New Delhi: Russia increased its
share in Indian crude oil imports
tonearly 40% in April from 30% in
March, closing in on its all-time pe-
ak of 42% last July, as higher glo-
bal oil prices pushed Indian refi-
ners to increase intake of discoun-
ted Russian barrels toreduce their
average crude purchase cost.

Indianrefinersimported1.78 mil-
lion barrels a day (mb/d) of crude
oil from Russia in April, up 19%
from March, according to energy
cargo tracker Vortexa. This excee-
ded China’s import of 1.27 mb/d
and Europe’s 396,000 barrels per
day (bp/d) of seaborne Russian
crudein April.

Russia supplied more oil to India
than its next three top suppliers —
Iraq, Saudi Arabia, the UAE —put
togetherin April.

India’s overall crude imports, ho-
wever, dropped 8% month-on-
month to 4.5 mb/d in April. Im-
portsfrom Irag, the second-largest
supplier, dropped 31% to 776,000
barrels per day (bp/d) while the
supply from Saudi Arabia fell 6%
t0 681,000 bp/d. The UAE’s exports
to India fell by 40% while those
from the USreduced by 15%.

Iraq’sshare inIndian importsfell
t017% in April from 23% in March
while that of the UAE declined to
6% from 9%. Russia’s
share in April was hig-
her than the average of
35% in2023-24.

“India’s imports of
Russian crude in April
rose to a nine-month

high. Higher Russian crude ex-
ports in Feb/Mar as well as lower
imports by Chinese refiners have
made available more volumes for
Indian refiners,” said Serena Hu-
ang, analyst at Vortexa.

High global oil prices are driving
up Indian refiners' appetite for
Russian oil as it helps lower their
average crude purchase costs, said
an industry executive. Higher oil
prices are already weighing on In-
dian refiner’s profits, with Indian
0il, the nation’s top refiner, repor-
ting a 52% drop in its fourth-quar-
ter profit.

Brent, the international crude
benchmark, is around $85 per bar-
rel, reflecting the current physical
demand-supply situation and the
geopolitical premium due to the
Middle East conflict.

Urals, the flagship Russian cru-
de, isavailable at a discount of $7-8
per barrel to Brent on a free-on-bo-
ard basis. Discount narrows to
about $2-3 per barrel on a delive-
red-at-port basis, the preferred
mode of Russian crude purchase
by Indian refiners. Urals made up
89% of India’s Russian oil purcha-
ses in both April and March.

Indian private sector refiners —
Reliance Industries and Nayara
Energy —accounted for 45% of all
Russian crude imports in April.
Nayara Energy is partly owned by
Russian energy giant Rosneft.
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Shell smashes forecasts in
Q1 with §7.7-billion profit

RONBOUSSO
London, May 2

SHELL REPORTED FIRST-
QUARTER profit of §7.7 bil-
lion on Thursday, exceeding
expectations as disruption to
Red Sea shipping and Russian
refining boosted oil trading
and liquefied natural gas pro-
ductionrose.

The company said it will
buy back a further $3.5 billion
of itsshares over the next three
months,at a similar rate to the
previous quarter. Its dividend
remained unchanged.

Shell's cashflow rose by 6%
from the previous quarter to
$13.3 billion reflecting strong
operational performance, par-
ticularlyinitsliquefied natural
gas division, which together
with trading helped tooffseta

Gazprom falls
to first annual
loss in 20 yrs

KREMLIN-OWNED GAS
GIANT Gazprom said on
Thursday it plunged to
a net loss of 629 billion
roubles ($6.9 billion) in
2023, its first annual
loss in over 20 years,
amid dwindling gas
trade with Europe, once
its main sales market.
—REUTERS

decline in natural gas prices
that weighed on earnings of
rivalsincluding Exxon Mobil
and Chevron last week. "Shell
delivered another quarter of

strong operational and finan-
cial performance,demonstrat-
ing our continued focus on
delivering morevaluewith less
emissions," CEO Wael Sawan
said. Analysts had expected
first-quarteradjusted earnings
of $6.46 billion,against $9.65
billionayearearlier.

The firm had posted $7.3
billion in the fourth quarter
of 2023, boosted by strong
LNG trading results. Shell's
shares were up 2.4%at 1435
GMT, compared with a 0.4%
fall in the broader European
energy index.

Shell's chemicals and prod-
ucts divisions, which include
refining and oil trading, regis-
tered a more than threefold
rise in adjusted earnings
from the previous quarterto
$2.8billion. =~ —REUTERS
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hares of Indian Oil Corp Ltd

(IOC) recovered partially on

Thursday, rising over 2%

after dropping4.4% on Tues-

day after the state-run com-
pany announced its March quarter
(Q4FY24) results. The Indian stock
market was shut on Wednesday on
account of Maharashtra Day.

Investors were disappointed that
10C's standalone Ebitdla fell as much as
32%year-on-yearinthe quarter, even
as its revenue was down just 2.5%.
Ebitda is earnings before interest, tax,
depreciation and amortisation.

While the drop in profitability seems
large, it is primarily because of inven-
tory accounting—not an unusual fea-
ture for state-run Indian oil marketing
companies (OMCs).

However, the Street was broadly
expecting IOC to see an inventory gain
last quarterthanksto the steep sequen-
tial rise in oil prices.

“IOCL surprisingly reported a signif-
icantimpact from crude inventory loss
of 32,390 crore/$2.2 per barrel in Q4,
despite the sharp rise in end-of-period
crude prices by $9.4 per barrel,” said

IOC's standalone Ebitda fell as much as
32% y-o-y in the Mar quarter. eLoomBerG

Hemang Khanna, analyst at Nomura
Financial Advisory and Securities
(India) ina reporton 1 May.

For perspective, the brokerage had
factored crude inventory gains of
31,400 crore/$1.3 per barrel.

Accordingly, 10C's reported gross
refining margin (GRM) in Q4. came inat
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Weak Q4 has 10C on the backfoot

Moving in tandem

Indian Qil's margin largely moved in
sync with benchmark Singapore GRM,
which is forecast to drop in FY25

&2 I0C reported GRM @ Singapore GRM
(in $/barrel)
40

mint

Q4FY24

Note: GRM is gross refining margin; it is calculated
as the difference between the weighted average
price of products and crude oil price

Source: Company, Motilal Oswal
Financial Services
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$8.4 per barrel, missing analysts' esti-
mates.

Moreover, IOC s marketing segment
failed to compensate for the weak
showingby the refining business, lead-
ing to muted Q4 results. Evenso, [0C's
FY 24 performance is nothing to sneeze
at, with standalone Ebitda rising by

212% year-on-year to 369,400 crore
despite core GRM (adjusted forinven-
tory gain/loss) dropping to $11.4-a bar-
rel during the year from $20 in FY23.

What gives? To start with, on the
profitability front, the company had a
favourable base.

Secondly, the marketing segment
delivered a strong performance.
According to Nomura,
FY24 Ebitda benefited

before interest and tax) loss of [OC's
petrochemicals business widened in
Q4FY24, hurt by lower margins. But
the business is currently too small to
move the needle for the company,
accounting forabout 3% of FY24 con-
solidated gross segment revenue.
I0C plansto doubleits petrochemi-
cals capacity by FY27. It has also
increased its focus on other
D related businesses such as

from the recovery in auto »

.‘?

fuel marketing margins to ’
supernormal levels of34.90
a litre versus a negative
5.40alitre in FY23.
Investors have taken
note. Inthe pastyear 10C’s

10C'S reported
gross refining margin
in Q4 camein at $8.4
per barrel, missing
analysts' estimates

renewables.

This would not only
derisk it from the fluctua-
tion in oil prices but also
helpits green push.

Revenues from these
have doubled between

shares have gained about ;gcéser:tagﬁéntgo FY22 and FY24 although
111%. But sharp upsides co%'!pensate forthe theirshareinthe totalisstill
could well be capped aslOC  weak showing by the  less than 5%.

faces near-term pressures
in both its key segments.

refining business

Overall,I0C hasenough
cash and managed tolower

As analysts from Kotak
Institutional Equities pointed out,
QIFY25 is set to be dismal for OMCs,
given the sharp correction inrefining
margins over past few weeks and the
return of auto fuel under-recoveries
since the recent price cutamid higher
crude prices.

Meanwhile, the Ebit (earnings

itsnetdebt in FY24, which
should help with its diversification
push.

Fornow, investorsshould keep tabs
on the resumption of daily revisions of
petrol and diesel prices after the gen-
eral elections.

This should bring comfort on mar-
keting margins.



