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Fuel prices cut
by %2 per litre

NEW DELHI: Petroland diesel
prices were cut by Rs 2 per litre
each on Friday.

Petrol in the national cap-
ital will now cost Rs 94.72 a
litre as compared to Rs 96.72
per litre previously while the
price of diesel will be Rs 87.62
as opposed to Rs 89.62, a price
notification of oil PSUs said.

The price cut came a week
after a Rs 100 per cylinder
reduction in cooking gas LPG
price and a Rs 2.50 per kg cut
in CNG rates was announced.

The LPG price reduction
brought down LPG rates for
common users to Rs 803/14.2-
kg cylinder & that for the poor
who got free connections under
the Ujjwala scheme to Rs 503
after Rs 300 per bottle subsidy
that the govt gives. PTI
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Fuel rate cut to not hit OMC margins

ARUNIMA BHARADWAJ
MNew Delhi, March 15

THE RECENT CUT in prices of
petrol and diesel is unlikely to
impact the marketing margins
of the company, said Shrikant
Madhav Vaidya, chairman of
Indian Oil"We shouldn't expect
much impact on the bottom
lines,” he told reporters. He
added that the companywill be
able to take any call on further
price cuts afterwitnessinghow
the global crude pricesbehave.

Moreover, analysts also
believe that the reduction in
auto fuel pricesisunlikelyto sig-
nificantlyimpactthe profitabil-
ity of the OMUCs butwould have
onlya marginal effect.

“The cutis within the com-
fort zone (petrol cut was lower
than our greater ¥3 per litre
expectation), and would not
impact our FY24E earnings for
IOCL, BPCLand HPCL,” Emkay
Global Financial Servicessaid in
its report The firmbelieves that
the consequent margin impact
will only be fora brief period of
nearlytwo months,

ICICI Securities also esti-
mates that the retail fuel mar-
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gins of the OMCs will remain
relativelystableat ¥+ per litrefor
petrol and ¥2 perlitrefordiesel
“This is no doubt a sharp
decline from the $MFY24 aver-
age of ¥7.2 per litre for petrol
and 2.6 perlitre for diesel but
given only 15 days odd impact
for March, FY24Eblended mar-
ginsdonot get impacted mate-
riallyfrom thiscut,"it said.
Analysts also seea possible
deepening of the deregulation
with daily pricing coming back
once the national elections are
over with enough room to
recoverany under-recovery.
“During the next two
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months, oil price movement is
likelytoplay onsentiments.Our
belief is that any correction in
stock priceswould be an atirac-
tive entry point. Hence, we
maintain our constructive
stance on OMCs," said Embkay
Global.

Afterthe reduction, the gross
marketing margin hitto OMCs
isaround ¥ 1.6-1.7 perlitrewith
petrol at ¥5.0 perlitreand diesel
at ¥1.4 per litre, according to
analysts at Emkay Global.

“This cut willbe effective for
next 2-2.5 months and once
national elections are over,we
would return to a normalised

margin scenario, with higher
opex over the years likely to set
margins higher than ¥3-4 per
litre,"it said.

Analysts at Prabhudas Lil-
ladher expect the high gross
refining margins of OMCs to
continue due to inadequate
global capacity expansion.

“In the short term, with
some Russianrefineries operat-
ing below capacity due to the
ongoing conflict,we anticipate
that GRMs will stay elevated.
However, looking ahead, we
foresee a market glut over an
extended period,” the firm said.

Moreover, with OMCs tar-
geting new capex plans and
alming for net-zero by 2040,
analysts expect that the Centre
will allow them enough freed-
omtoeamhealthyreturnsFY25
onwardswiththeonlyriskbeing
material upsides in crude prices.

On Friday, the shares of the
three OMCs plunged 8%, HPCL
shares fell 7.73% to ¥461.50.
While BPCL tumbled 5.43% to
¥575.70,compared toits previ-
ous close at ¥609,10C tanked
more 5.07% to ¥161.80 during
the session, against its previous
closeof¥170.45.
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Govt hikes
windfall tax
on crude oil

NEW DELHI: The government
on Friday hiked windfall tax on
domestically produced crude oil
to Rs 4,900 per tonne from Rs
4,600 per tonne.

The Special Additional
Excise Duty (SAED) on the
export of diesel, petrol and jet
fuel or ATF, has been retained
at nil. The new rates are effec-
tive from Saturday, an official
notification said.

India first imposed wind-
fall profit taxes on July 1, 2022,
joining a host of nations that tax
supernormal profits of energy
companies. The tax rates are
reviewed every fortnight based
on average oil prices in the pre-
vious two weeks. PTI
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0il Prices Dip, but
Set to End Week
over 3% Higher

Reuters

Oil prices edged lower on Friday
butwereontrack togainover3®%
for the week, boosted by the In-
ternational Energy Agency rais-
ing its 2024 oil demand forecast
and an unexpected decline in US
stockpiles.

Brent crude oil futures were
down 47 cents or 0.6% to $84.95 a
barrel at 1434 GMT, a day after top-
ping $85 a barrel for the first time
since November. U.S. West Texas
Intermediate (WTI) crude was
down 49 cents or0.6% to $80.77.

"Crude futures were staging a
mild retreat from fresh four-
month peaks ... likely entering a
consolidation phase to awaitfur-
ther direction," said Vandana
Hari, founder of oil market anal-
ysis provider Vanda Insights.

Prices had remained range-
bound for much of the last month
roughly between $80to $84a barrel
beforetheIEA on Thursday raised

its view on 2024 oil de-

mand for a fourth time

since November as per-

sistent  Iran-aligned
Houthi forces continue to disrupt
Red Seashipping.

World oil demand is expected
toriseby1l.3million bpd in 2024,
the TEA estimated in its latest
report, revising its previous
forecast up by 110,000 bpd. It al-
so forecast a slight supply defi-
cit this year - should OPEC+
members sustain their output
cuts-having previously forecasta
surplus.

Also supporting prices were
Ukrainian strikes on Russian oil
refineries, which caused a fire at
Rosneft's biggest refinery in one
of the most serious attacks
againstRussia'senergy sectorin
recent months.

US crude oil stockpiles also fell
unexpectedly last week as refiner-
ies ramped up processing while
gasoline inventories slumped as
demandrose, the Energy Informa-
tion Administration said on
Wednesday. Economic policy in
China and the United States is also
set to influence demand for crude.

On Friday, China's central bank
left a key policy rate unchanged
as authorities continued to pri-
oritise currency stability amid
uncertainty over the timing of
expected US Federal Reserve in-
terestrate cuts.
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® GLOBAL OIL PRICE TRENDS TO DETERMINE MOVE

OMCs to decide on more
fuel price cuts, says Puri

Their profitability
to play a role too,
says oil minister

ARUNIMA BHARADWAJ
MNew Delhi, March 15

ANY FUTURE DECISIONS on
further reductions in the
prices of petrol and diesel
would be taken by the state-
run il Marketing Companies
(OMCs),based ontheirassess-
ment of market conditions
and profitability, petroleum
minister Hardeep Singh Puri
said on Friday.

The minister’s statement
follows OMCs, including the
Indian Oil Corporation (10C),
slashing prices of petrol and
dieselby ¥2,amove thatbecame
effectivefromMarch 15,2023,
Puri lauded the decision as a

HARDEEP SINGH PURI, OILMINISTER
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SLASHING FUEL PRICES BY %2
IS ACOURAGEOUS MOVE IN
THE FACE OF VOLATILE
GLOBAL CRUDE OIL MARKET

OPTIMISTIC ABOUT BETTER
RESULTS FROM OMCs IN
Qb4 AFTER ASTRONG
PERFORMANCE IN LAST
THREE QUARTERS

“courageous move ' amidst the
volatile global crude oilmarket,

The price cut marks the first
such adjustment since May
2022 when the government
had reduced the excise dutyon
these fuels, aiming to provide
relieftoconsumers ahead ofthe
general elections.
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“The DMCs have demon-
strated a strong performance
overthelast three quarters,and
we are optimistic about better
financial results in the fourth
quarter,’ Puri said on the side-
linesofthe launch of ‘Ethanol
100’ froman Indian Oil outlet.

He highlighted the robust

financial health of the sector
and its potential to make “inde-
pendent pricing decisions”
10C took a significant step
towards promoting cleaner fuel
options by launching E100
petrol pumps, which cater to
vehicles running on 100%
Ethanol blending in petrol
Speaking at the event,IOC
chairman Shrikant Madhav
Vaidya shared insights into the
impact of the price reduction,
stating, “The price reduction
may have someinfluence,but it
is not anticipated to substan-
tially impact profits” He
acknowledged the delicate bal-
ance the company maintains
between consumerprices and
its profitability.
Vaidyafurtherelaboratedon
thecomplexitiesof globalcrude
oil pricesand theircritical role in
shaping the company’s fuel
pricing strategy.
()
£
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OMC sshares sinkup
to 6% on fuel price cut

DEEPAK KORGAONKAR & NIKITAVASHISHT
Mumbai/ New Delhi, 15 March

Investors shunned shares of oil market-
ing companies (OMCs) on Friday as they
feared that the government’s decision to
cutretail prices of petrol and diesel could
hurt the companies’ profit margins in
the near term. On Thursday, the govern-
ment announced that OMCs will reduce
pump prices of petrol and diesel after a
record 22 months, making them cheaper
by32 per litre in the national capital. The
changes were effective from Friday.

Asthereisnoindication of any excise
duty relief from the central government,
analysts expect OMCs to bear the cost of
this price cut. Reacting to the develop-
ment, shares of OMCs tumbled up to 19
per cent on the BSE during Friday’s
intraday trade. Hindustan Petroleum
Corporation (HPCL) and Indian Oil
Corporation (IOCL) plunged 9.8 per cent
each to¥451 and153.6 per share, respec-
tively. Bharat Petroleum Corporation
(BPCL) declined 8 per cent to¥571.75 dur-
ing intraday trade. These stocks ended
up to 6 per cent lower against 0.6 per
cent fall in the Sensex. The Oil & Gas
index fell 2.2 per cent. With Friday’s fall,
stock prices of OMCs have declined
between 15 per cent and 21 per cent from
their respective 52-week highs, touched
in mid-February.

“We expect a negative stock price
reaction from OMCs in the near term
amid the retail price cut and recent
elevated Brent crude prices of $85/bbl.
Yet, we have a ‘buy’ rating on HPCL and
IOCL and a ‘neutral’ rating on BPCL.
This is because the waning impact of the
Red Sea crisis on crude oil and gross
refining margins (GRMs) will help mar-
keting margins recover to above X3/litre
in the medium term,” said a note by
Motilal Oswal Financial Services.

Analysts believe a price cut, espe-
cially in diesel, was not warranted at
present, given a spurt in Brent crude
prices, and marketing margins being
around breakeven levels. Every 20.5/litre
change in auto-fuel gross marketing
margin (GMM), they said, may have an
impact of 7.1 per cent (k3,400 crore) on
I0CL's FY25 consolidated earnings
before interest taxes depreciation and
amortisation (Ebitda); 8.3 per cent
(2,130 crore) on BPCL FY25 consoli-
dated Ebitda; and 10.5 per cent (1,860
crore) on HPCL FY25 consolidated
Ebitda. Early estimates suggest that,
post the latest price cut, OMC GMMs will
decline to 2.2/litre for diesel and
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33.5/litre for petrol. It will result in
blended auto-fuel GMM of R2.6/litre (vs
historical GMM of3.5/litre). Meanwhile,
marketing Ebitda may be X1/litre (vs his-
torical marketing Ebitda of 2/litre)
based on spot Brent price of $85.2/bbl
and actual product cracks of around
$18/bbl for diesel and $14/bbl for petrol.
“We believe the 2 per cent cutin retail
fuel prices may be a big de-rating event
for OMCs. The cut may also take down
marketing margins for diesel/petrol to
below the long-term average of 2 per
litre. Margins on diesel are below fair
levels at present, and this cut challenges
optimistic narrative,” said a report by
CLSA. The brokerage maintained ‘sell’
call on HPCL, BPCL, and IOCL.

Premium valuation

Shares prices of HPCL, IOCL, and BPCL
surged between 78 per cent and 113 per
cent over their respective 52-week lows,
hit in March/April, 2023. With this,
HPCL is trading at 1.4x FY25 price-to-
book (P/B) (vs historical average of 1.0x);
IOCL is at 1.4x FY25 P/B (vs average of
1.0x); and BPCL is at 1.6x FY25 P/B (vs
average of 1.3x). This 15-25 per cent pre-
mium valuation also makes their risk-
reward unfavourable, given the devel-
opment, analysts said.

“With most part of the March quarter
(Q4FY24) largely over and margins being
strong earlier, this price cut does not
change our estimates for FY24. With
OMCs embarking on new capex plans
and aiming for net zero by 2040, we
expect the government to give them
enough freedom to earn healthy returns
FY25 onwards (post elections). We do not
see any case to lower FY25-26E inte-
grated margins and earnings estimates,”
said Sabri Hazarika, senior research ana-
lystat Emkay Global Financial Services.
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Govt hikes windfall tax
on crude petroleum
]

New Delhi: The government on
Friday hiked windfall tax on
domestically produced crude
oil to ¥4,900 per tonne from
T4,600 per tonne. The tax is
levied in the form of a Special
Additional Excise Duty {(SAED).
The SAED on the export of
diesel, petrol and jet fuel or
ATF, has been retained at nil.
The new rates are effective
from Saturday, an official
notification said. em
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Govt hikes windfalltaxon
domestic crudeoil sales

T o L LT Sl oy
New Delhi: The finance ministry on Friday raised the
windfall tax on sale of domestic crude oil to 34,900 per
tonne, from 16 March. The revision marks anincrease from
the previous two weeks’ special additional excise duty
(SAED) 0f 34,600 per tonne. The increase inthe levy comes
amid volatility in global crude prices due to geopolitical
tensions. RITURAJ BARUAH
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ST's 5000 vehicles will run on LNG, Chief Minister Eknath Shinde inaugurates.
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Price cut on petrol, diesel

deflates OMC stocks

KS Badri Narayanan
Chennai

Shares of oil marketing com-
panies come under pressure
after a late-night sudden an-
nouncement of cutting diesel
and petrol price by ¥2 each at
retail outlets. Hindustan Pet-
roleum Corporation slumped
6.24 per cent to I468.95 on
the BSE, Indian Oil Corpora-
tion 5.46 per cent to ¥161.15
and BPCL by 3.74 per cent to
T586.25, as analysts said the
move send wrong signal of
price control, which is not
good for the industry. Shares
of private major Reliance In-
dustries slipped 0.98 per cent
ar¥2,837.25.

Meanwhile, benchmark
Brent crude and WTI crude
oil prices remain firm over
$80.6 and $584.8 a barrel, re-

spectively.

TUNWARRANTED MOVE’
According to CLSA, cut in re-
1ail price of diesel and petrol
may be a big de-rating event
while Citi said it was “unwar-
ranted” but not entirely
unexpected.

Prabhudas Lilladher said,
“while the retail fuel prices
were reduced in anticipation
of major elections, prompting
the OMCs to once again lower
the prices of petrol and diesel
by ¥2/Itr, it reaffirms our long-
standing belief that achieving
perfect deregulation would
only be possible when oil
prices are favourable.” This
belief is also because of the
ongoing or escalating geopol-
itical risks that continue to
contribute to the uncertainty
surrounding crude oil prices,
itadded.

Global major Morgan Stan-
ley said that much-anticip-
ated auto fuel price cut should
finally remove key overhang.

Emkay Global said: Q4-
FY24 QTD earnings run-rate
of OMCs is steady and some-
what better than expectations
so far, thereby indicating a 3-5
per cent earnings upgrade to
our FY24E earnings for IOCL,
BPCL, and HPCL, respect-
ively.

Auto fuel price freeze con-
tnues with crude largely
range-bound at $80-85/barrel
, while refining spreads hold
steady. The continued mo-
mentum in OMC stocks is
likely to be fueled by a stable
macro environment, leading
to visibility of a stellar FY24
with oil PSUs trading at at-
tractive valuations, it added.

‘GOLDEN AGE’

“While we have valued OMCs
on 6-6.2x Dec-25E mid-cycle
EV/EBITDA multiple, further
re-rating cannot be ruled out
on the back of post-election
optimism and resumption of
steps like frequent (or even
daily) revision in retail prices
(to maintain margins) and
disinvestment agenda. We,
therefore, maintain our con-
structive stance in this space,”
it further said.

According to Prabhudas
Lilladher, although marketing
margins have historically ex-
hibited volatility, the OMCs
have been profiting from what
many consider the Golden
Age of Refining. This notion
suggests that, as a sunset in-
dustry, GRMs would continue
to be high due to inadequate
global capacity expansion. In
the short term, with some
Russian refineries operating
below capacity due to the on-
going conflict, PL anticipates
that GRMs will stay elevated.
However, looking ahead, it
foresees a market glut over an
extended period.

Prabhudas Lilladher main-
tained its sell stance on all the
three OMC stocks.
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