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Oil PSUs to invest
X1.2trnin FY25

PRESS TRUST OF INDIA
New Delhi, February 4

ONGC, 10C AND other state-owned
oil firms will invest about ¥1.2 tril-
lion in FY25 in oil and gas explo-
ration, refineries, petrochemicals
andtolaypipelinesto meetthe needs
oftheworld's fastest-growingenergy
consuming nation.

The investment proposed in
2024-25is 5% higher thanthe ¥1.12
trillion spent by the PSUs in the cur-
rentfiscal,according to Budget 2024-
25 documents.

Oiland Natural Gas Corporation
(ONGC) hasa planned capital spend-
ing of ¥30,800 crore in the next
financial year. This expenditure in
finding new reserves of oiland gas
andbringingto production discover-
ies it has already made, is slightly
higherthan ¥30,500 crore capex in
FY 24.Thetop cil producer’soverseas
arm, ONGC Videsh, will invest 68%
more at 5,580 crorein 2024-25 in
oil and gas operations abroad than
the previous fiscal.

Indian0il(10C),the country’s top
oil refiner, will be the top spender
with an investment outlay of
€£30,910 crore, with the bulk of it in
expansion and upgrade of its seven
refineries that produce fuel. The
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than 10C’s
¥31,254 crore spending in FY24,
Bharat Petroleum has proposed a
30% higher capital spending at
¥ 13,000 crore, two-thirds of which
will be in its core refining business.
Gas utility GAIL India will see its
planned investment decline to over
¥8,000 crorein FY25 from ¥9,750
crore thisfiscalas mostofits pipeline
projects arenearing completion.
HPCLwillimvest ¥12,500 crore in
FY25, marginally higher than
12,000 crore in the previous year,
while Oil India will invest 6,880
crore next year as compared to
15,648 crore in the current fiscal,

investment is less
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Auto fuel prices
unlikely to be
cut before April

Prices have not been
raised since May 2022

PRASANTA SAHU
& ARUNIMA BHARADWAJ
New Delhi, February 4

STATE-RUN oil marketing compa-
nies (OMCs) may cutretail prices of
petroland diesel to some extent just
before the general election sched-
uled in April if crude prices remain
below $80 a barrel through this
period, sources said.

OMCs could have cut pricesnow
as crude prices are hovering below
$80/barrel,a threshold for doing so,
but for the heightened uncertain-
ties due to geopolitical tensions. A
retail price cut now would have
made it difficult for the companies
to raise prices till elections were
overeven if crude prices shotup.

"“So,if crude prices settle down
below $80, some retail fuel pricecut
is possible, but not until (close to)
the elections,” an official said.

The three OMCs — Indian Oil,
BPCLand HPCL — are expected to
continue making profit till the oil
price remains below $85 a barrel,
analysts have said. Due to the Rus-
sia-Ukraine war, the price of the
Indianbasket ofcrudeshotupbyan
average of 18% in FY23 to
$93.15/barrel compared with
579.18/barrel in FY2 2, leadingto
huge marketing losses by OMCs as
they could not pass on the pricesto
consumers. TheIndianbasket aver-
aged $74-75/barrel in May and
June 2023, 580.37 in July, before
rising to §93.54in September. It has
sincemoderated to $90.08 in Octo-
ber,$83.46inNovemberand79.22
in January 2024,

Retail fuel prices in India have
been frozen since May 202 2. How-
ever, thisprice control hasbeen dur-
ing both rising and falling crude
prices, allowing OMCs to recoup
their FY 23 lossesinFY24.

Currently, OMCs are making
over-recoveries of ¥6/litre on diesel
and ¥11/litre on petrol.

WAIT & WATCH

B OMCs could have cut
prices now as crude
prices are hovering below
the $80/barrel threshold

B Buta price cut now
would have made it
difficult to raise prices till
elections were over even
if crude prices shot up

®| Ifcrude prices settle
below $80, thus, prices
may be cut, but notuntil
close to the elections

“If crude prices remain under
$80/bbl thenthereis room fora cut
in auto fuel prices (as it will not hit
their marketing 111argins]l,” said
Prashant Vasisht, senior vice presi-
dent, co-group head, Icra.

In a note, rating agency Fitch
said the OMCs are likely to report
record-high Ebitda(earningsbefore
interest, taxes, depreciation, and
amortisation)in FY24, given strong
gross refining margins and steady
marketing profit after large retail
lossesin FY23.

“Heightened volatility in crude
prices amid emerging geopolitical
risks, and/or cuts in India's retail
diesel and petrol prices, whichhave
been constant since May 202 2,pre-
sent downside risks to our prof-
itability estimates,” Fitch said.

The OMCs"  significantly
improved profitability  has
prompted the government tohalve
its budgeted equity support to the
OMCs to ¥15,000 crore and post-
pone it to FY2 5 from FY 24,
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BUOYANT REVENUE AND MEASURED EXPENDITURE ISTHE WAY TO GO: DIPAM SECRETARY

‘Disinvestment not a panacea for fiscal deficit’

IN Amove that surprised many,
the government didn't specify a
target for disinvestment receipts
in the Interim Budget for 2024-
25, According to TUHIN KANTA
PANDEY, Secretary, Department
of Investment and Public Asset
Management{DIPAM), the step
is reflective of a conscious effort
to free up the Union Budget from
being contingent on disinvest-
ment receipts and adopt a
broader, and more holistic ap-
proach to disinvestment—one of
proper and efficient manage-
ment of public enterprises that
rewards allshareholders,

Inaninteractionwith AGGAM
WALIA and SUKALP SHARMA,
Pandey delves into whatheterms
anew paradigmofdisinvestment
and public enterprise manage-
ment,whichfollows one marked
by extremely tall targets that
were progresively missed. Edited
Excerpts:

There was nospecific
disinvestment target this time
in the Interim Budget. Could
you elaborate on the thought
process behind this?

The fundamental thought
process is that we have actually
been prisonersof the past think-
ing to some extent. Earlier, it was
considered almestaxiomaticthat
disinvestment wasa way to man-
age your fiscal deficit on asus-
tained basis..that is a little prob-
lematic. Disinvestment needs to
be lookedat in termsof how you
manage enterprises, Whatever
wehave, tillwe have itinourcon-
trol, should perform well For us,
thereare two pillars of disinvest-
ment—stake dilution through
market listing while retaining
control and strategic disinvest-
mentwith transfer of control.

We must look at the whole
stream of income {from a com-
pany ). By considering onlywealth

disposal (in strategic disinvest-
ments), you are ignoring the in-
come from that wealth, which
wouldbe thedividend and isim-
portant fromthe non-taxrevenue
perspective. Atthe same time, we
cannot only be focussed on divi-
dends..If you put it all together,
public asset management is far
morecomplex than what people
have been hitherto thinking. We
are not just a disinvestment de-
partment, we are a public asset
managementdepartment.

Should we nowexpect a
calibrated approach thatisnot
too reliant on strategic
disinvestment?

We should approach disin-
vestmentand asset management
in terms of continuously adding
value, monetising alittle bit, tak-
ingsome income for usand other
shareholders,making the Bud get
not so much contingent upon it
(disinvestment receipts ), and
once ina while,do astrategic dis-
investment transaction, provided
that market conditions and valu-
ations are right..For long there
has been a thinking that disin-
vestrnent alone is a panacea for
our fiscal defiat. Itis not. Buoyant
revenue and very measured ex-
penditure is the way to go.

What would be the broad
criteria forstrategic
disinvestment going forward?
Wealready have that policyin
place..Right now, the policy s
that except for bare minimum
presenceinsormeareas, we want
to get out of business, But it will
takealot of time. Strategic invest-
ment has to be through public
auction, you have to do due dili-
gence and see that everything is
above board, face court cases
from employees, etc. You have to
go through that pain. You may
have toseparate assets..and gofor
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credibility? through asset mon-

1 believe that we etisation, Unlike dis-

have wound down from that
phase of very tall targets_.If you
giveatarget of say,Rs 1 lakh crore
and consistently don't perform, it
does affect your credibility..very
tall targetscanbedamaging. You
don'tevenhaveto keepatarget.If
youare ableto close a transaction,
you canreceive it even if it was
not part of any target, so long as
you have a policy of disinvest-
ment..sowe dedded not to have
aspedfictarget for disinvestment.
Disinvestment receipts will be
booked under ‘Miscellaneous
Capital Receipts', where asset
monetization can also comein

For the current fiscal, the
revisedestimate of

2024

investrment, we don't put out as-
set monetisation figures on our
website. [ think we have toim-
prove on that for
transparency..for people to be
able to track asset monetisation
numbers as well.

Disinvestment receiptsare at
around Rs 12,500 crore. Are
you confident of meeting this
estimate of Rs18,000-20,000
crore?

Looks like we will be able to
achieve that level..I cannot share
specifics of how it willbedone.

Thereisaviewthat
administrative ministries are
reluctant to let goof their

PSUSs ( public sector
undertakings). Is it something
you haveto grapple with?
Althoughadministrative min-
istries are a part of our process, [
don't think we are really finding
the sense ofurgency (from them),
A lot can be done there. They do
not direaly report to us. For dis-
inve stments, you may have to
constitute boards, get resolutions
passed, etc, and nominee direc-
tors are of the administrative
ministries. We cannot manage
those thingsat our level. So, they
should drive the process. If you
say that they should startreport-
ing tous, assome people sugzest,
that has its own issues, DIPAM is
notgeared upasadepartmentto
get into the nitty-gritty of their
(PSUs")management issues.

In caseswhere the
government has already
started the process of strategic
disinvestment, could you
share the latesttimelines?

lwon't be able to. Itdoesn't
work thatway because ourtime-
lines are revised like anything.
That isbecausewe are still in the
learning phase. Most of the things
we are doing are being tried for
the first time.. like the LIC (Life
Insurance Corporation) IPO {ini-
tial public offering)..IDBI Bank is
another first. Even the RBI
(Reserve Bank of India) is learmn-
ing because they have neverdone
this exercise for a bank unless it
was in distress...IDBI Bank disin-
vestment is expected in the next
financial year. Some others, that
have been pending, should be
launched in the next financial
year.

Going forward, what type of
companies would be ideal
candidates for strategic
divestment?

We already have a policy in

placeon strategic and non-strate-
gicsectors,

Several non-strategic (sector
PSUs)will come. But wefirst need
tocompleteour existing transac-
tions. We will have to pushmore
for that. We would need a bit
more of a problem-solving ap-
proach from the administrative
ministries, as they are the ones
who have tomanage the units, di-
alogues with unions, etc. Much
MOTe Urgency is necessary in
those areas. Such transactions are
verycomplex and throw up mul-
tiple challenges. I1t's also a ques-
tionof credibility. We needtotake
some of the ongoing disinvest-
mentstological culmination, be-
fore adding to the list,

Inthe early phase of
disinvestment under this
government, there were PSU-
to-PSU transactions like ONGC
(Oil and Natural Gas
Corporation) acquiring HPCL
(Hindustan Petroleum
Corporation). Any possibility
of going back to that model?

Thatwasdrvenbythatsame
logic—get some money in be-
causethereisa target, Butstrate-
gic disinvestment transactions
are not for that, Strategic disin-
vestiment is done to bring effi-
dencyand change management.
Butin such(PSU-to-PSU) trans-
actions, the management culture
doesn't change.

In fact, these companies have
nmotevenmerged and continueto
remaln separate, continue to have
CPSE (Central Public Sector
Enterprise) status, separate con-
trolis being exercised over them,
and the holding company that
paid for the equity is wondering
how much control does it really
have (on the acquired com-
pany)..markets are also com-
menting on that. We have es-
chewed that model altogether.
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Foreignfirmslower oil revenue estimates

SUBHAYAN CHAKRABORTY
New Delhi, 4 February

A sluggish participation of
foreign companies in explo-
ration and production (E&P)
so far has prompted the gov-
ernment to moderate its rev-
enue collection estimates
from the petroleum sector in
FY25 (2024-25), officials said.
Under the petroleum
head, the Interim Budget has
listed Budgetary Estimates
(BE) of 15,933 crore non-tax
revenue collection in FY25.
This is 31,011 crore more than
the Revised Estimates (RE) of
314,922 crore for FY24.
However, the latest figure
points to an overall down-
ward trend. BE FY25 is as
much as 38 per cent lower
than what the government
had initially hoped to get in
FY24.1In BE FY24, the Centre
had initially mentioned
324,185 crore. BE FY25 is also
194 per cent lower than the
actual collections of ¥19,785
crore in FY23, and 20.4 per

cent lower than the 320,036
crore collected in FY22.

The government lists
receipts from licence fees for
the right of exploration of oil
and gas, as well as royalty on
off-shore crude oil and gas
production. It has been diffi-
cult to get foreign oil produc-
ers to participate in the bid-
ding process under the Open
Acreage Licensing Policy
(OALP). Under OALP, eight
rounds of bidding have
already been held and blocks
have been awarded.

“The government is con-

FUELING HOPES

Non-tax revenue collection estimates from petroleum sector

(% crore)
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Source: Budget documents
stantly engaging with foreign Officials also pointed to a

companies and has made the
process of exploration much
more flexible and easier.
Globally recognised dispute
resolution mechanisms, and
play-based exploration have
been allowed. But participa-
tion (of foreign companies) in
E&P has been muted so far,”
an official said.

This has been taken into
account while calculating the
government’s potential rev-
enue windfall from the petro-
leum sector in FY25, he
added.

data centre being opened at
the campus of University of
Houston in Texas, United
States, to make the geograph-
ical data of India’s sedimen-
tary basins easily viewable.
Several international oil com-
panies including
ExxonMobil, Shell,
TotalEnergies, Eni, Chevron,
Posco, Japex, Murphy Oil and
EOG have visited the data
room so far.

Smallerbidding rounds
The revenue generation esti-

mates for FY25 were also
affected due to the latest bid
round — OALP IX — being
smaller than expected.
Opening for bids in January,
it offers 28 blocks with an area
of approximately 1.36 lakh
square km. Out of these, 23
blocks are based on expres-
sions of interest (Eols)
received from companies
while five blocks have been
carved out by the Directorate
General of Hydrocarbons.

While this was one of the
largest areas put up for explo-
ration so far, officials had ear-
lier said OALP IX would make
up an ever larger area of 2.2
lakh square km. It was set to
double the area under explo-
ration and production award-
ed under the previous eight
rounds.

Meanwhile, OALP VIII ran
forayeartill July 5, 2023. First
opened on July 7, 2022, the
round offering 10 blocks saw
the deadline for submission
of bids extended more than
four times.
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Militant danger at sea spurs
global oil buyers togolocal

BLOOMBERG
L February

The global oil market is look-
ing increasingly local as mili-
tant attacks in the Red Sea and
surging freight rates make
supplies from closer to home
more attractive.

A slump in tanker traffic
through the Suez Canal is
spurring the beginnings of a
split, with one trading region
centered around the Atlantic
Basin and including the North
Sea and the Mediterranean,
and another encompassing
the Persian Gulf, the Indian
Ocean and East Asia. There’s
still crude moving between
these areas — via the longer
and costlier journey around
the southern tip of Africa —
but recent buying patterns
point to disconnection.

Across Europe, some
refiners skipped purchases of
Iraqi Basrah crude last month,
according to traders, while

TANKER TRAFFICTHINS

% change in Suez Canal transits
inJan compared to Nov

Tankers LPG* LNG**

=23 !.

*Liquefied petroleum gas
**Liquefied natural gas

buyers from the continent are
snapping up cargoes from the
North Sea and Guyana. in
Asia, a jump in demand for
Abu Dhabi’s Murban crude
led to a spike in spot prices in
mid-January, and flows
from Kazakhstan to Asia are
downsharply. Crude loadings

Source: Kpler

RISING TROUBLES

m The fragmentation is
unlikely to be permanent

W But it is making it
tougher for import-
dependent nations like
India and South Korea
to diversify their sources
of oil supply

m For refiners, it limits their
flexibility to respond to
rapidly changing
marlket dynamics
and could eventually
eat into margins

from the US to Asia, mean-
while, plunged by more than
a third last month from
December, ship-tracking data
from Kpler show.

The fragmentation will not
be permanent, but for now it’s
making it tougher for import-
dependent nations like India

and South Korea to diversify
their sources of oil supply.
For refiners, it limits their
flexibility to respond to rap-
idly changing  market
dynamics and could even-
tually eat into margins.

“The pivot toward logisti-
cally easier cargoes makes
commercial sense, and that
will be the case for as long as
the Red Sea disruptions keep
freight rates elevated,” said
Viktor Katona, lead crude
analyst at data analytics
firm Kpler. “It’s a tough bal-
ancing act choosing between
security of supply and maxi-
mising profits.”

Oil tanker transits through
the Suez Canal were down 23
per cent last month compared
with November, Kpler said in
a note released January 30.
The drop was even more pro-
nounced for liquefied petro-
leum gas and liquefied natural
gas, which fell 65 per cent and
73 per cent, respectively.
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On PSUs, Gol Has
Taken The Right Call

Take a more holistic approach to privatisation

Finance secretary TV Somanathan’s assertion that Gol
no longer sees disinvestment from a budget-balancing
perspective is a welcome development. It suggests grea-
ter government confidence about revenue buoyancy and
tighter control over expenditure. Principally, though,
the public sector is undergoing arevival, which makes it
attractive to shareholders in terms of valuations and di-
vidends. The sector has acquired a new agency to push
investment growth, and Gol is rightfully wary of scaling
up disinvestment, considering the scope for structural
changes to the economy that PSUs can accomplish. The
public sector will have to take up some of the slack of slo-
wing government capex till the private investment reco-
very is more robust. Widening the scope of divestment
policy to include PSU asset value, their earning potential
and capacity buildup is a more holistic approach than

__ creating a selloff calendar and stick-

a2y ingtoit,

Divestment ambitions have remai-
ned modest for most of the tenure of
this government, partly on account
of the appetite for stake sales during
# global economic crises. Repeated
~ missed revenue targets have trim-
med ambitions and have led to a rethink over announ-
cingaschedule thatleads to investors beating down pri-
ces. The markets currently fancy PSU counters, but the-
seare companiesthat have benefitted from specific poli-
cy actions, such as climate mitigation and logistics cost
reduction.

Delinkingdivestment from thefiscal math gives the go-
vernment more room to assess individual PSUs’ econo-
mic value. Set against Gol's longer-term commitment to
scale down its role in business, this allows better realisa-
tion at a time of the government’s choosing and not that
of themarket. Disinvestment servesalargerrolethanre-
alising value in that it enhances the economy’s competi-
tive intensity and improves corporate governance. Gol
would do well nottolose sight of these effectsasthefiscal
urgency to sell PSU stakes is reduced.
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ONGC, I0C, other o1l PSUs
to invest I1.2L cr in FY25

PT1/ New Delhi

ONGC, I0C and other oil PSUs
will invest about Rs 1.2 lakh crore
in the coming fiscal starting
April 1 in oil and gas exploration,
refineries, and
laying pipelines to meet the needs
of the world's fastest-growing en-
ergy consuming nation.

The investment proposed in
2024-25 is 5 per cent higher than
Rs 1.12 lakh crore spent by the
state-owned oil firms in the cur-
rent fiscal vear that ends on

Oil and Natural Gas Corp

(ONGC) has a planned capital
spending of Rs 30,800 crore in the

duction discoveries it has already
made, is slightly higher than Rs
30,500 crore capex in 2023-24 fiscal
(April 2023 to March 2024). It is de-
veloping discoveries on both east
and west coasts of the country.
The top oil producer’s overseas
arm, ONGC Videsh Ltd (OVL)
will invest 68 per cent more at Rs
5,580 crore in 202425 in oil and

gas operations abroad when com-
pared with the previous fiscal.

Indian Oil Corp (I0C), the
country’s top oil refiner, will be
the top spender with an invest.
ment outlay of Rs 30910 crore,
with the bulk of it in expansion
and upgrade of its seven refiner-
ies that produce fuel. This outlay
also includes Rs 3,299 crore in the
petrochemical business and an-
other Rs 236.48 crore in the small
S

The investment planned by
IOC is less than Rs 31,254 crore
spending in the current 202324
fiscal,

Bharat Petroleum  Corp
Litd (BPCL) has proposed a 30 per
cent higher capital spending at
Rs 13,000 crore, two-thirds of
which will be in its core refining
business.
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