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India’s wait for LNG from
Mozambique gets longer
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ral gas (LNG) supplies from

the marquee $20 billion
Mozambique project has
lengthened, with any progress
expected only after anew gov-
ernment isformed in the East
African country afterits presi-
dential electionson 9 October,
twopeople aware ofthedevel-
opmentsaid.

Rovuma Offshore Area 1
project, oncetipped asthe pan-
acea for India’s growing clean
fuel needs, has been a disap-
pointmentso far, The long-de-
layed project in which an
ONGC Videsh Ltd (OVL)-led
Indian consortium has a 30%
stakehasbeen beset with diffi-
culties, with the suspension of
operations following attacks by
Islamic State terroristsin April
2021, afterwhich force majeure
was declared.

At stake isaround $8 billion
investment mace by OVL, Bha-

I ndia’s wait for liquified natu-

OVL-led Indian consortium
owns 30% in the project.

rat Petroleum Corp. Ltd's Bha-
rat PetroResources Ltd (BPRL)
and Oil India Ltd (OIL), includ-
ing around $5.185 billion for
buyingstakesinthe largest gas
discovery in offshore East
Africa. While OVL and OIL

jointly bought 10% stake from

Videocon Mauritius Energy
Ltd for $2.47 billion, OVL
bought US-based Anadarko
Petroleum Corp.'s 10% stake for
$2.64. billion. Also, BPRL
bought 10% stake from Ana-
darko Petroleum for $75 mil-

lion. Apart from this, additional
investments were made to
develop the project.

“Apart fromwhat was paid at
the time of acquisition of the
stakes by Indian state-run
firms, there have also been cash
calls that have been met,
thereby upping the overall
investment in the gas project.
There are concernsaround the
project,” said one of the two
peoplecited above, requesting
anonymity.

OVL, BPRLand OIL hold 16%,
10% and 4% stakerespectivelyin
the project, operated by
France’s TotalEnergies with a
26.5% stake. The otherpartners
are Japan's Mitsui & Co. (20%),
Mozambique’ state-run
Empresa Nacional de Hidrocar-
bonetos or ENH (15%) and Thai-
land’s PTT Exploration and Pro-
duction Plc. or PTTEP (8.5%).
With the production from
Rovuma basin originally slated
tostartin 2018, India was to get
itsfirst LNG consignment from
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India’s long wait
for Mozambique

FROM PAGE 1

Mozambique by 2019.

“TotalEnergiesis the opera-
tor for Rovuma Area-1Offshore
Mozambique (Area-1) block,
where force majeureisin place.
Oncetheforce majeureislifted,
the production canstartimme-
diately. Thisisno problem with
the asset quality per se. This
asset has seen the biggest gas
discovery in the recent past,”
said an Indian government offi-
cial, requesting anonymity.

The importance of the
Mozambique projectin India’s
energy security stratagem can
be gauged from the fact that
external affairs ministerS. Jais-
hankar visited the African
country in April last year,
becoming the first Indian for-
eign minister to visit it since
2010. This was followed by a
visit of India’s petroleum and
natural gas minister Hardeep
Singh Puri in October last year,
when he met Mozambique’s
minister of mineral resources
and energy Carlos Zacarias.

A Mitsui & Co spokesperson
in an emailed response said,
“We are not in the position to
answer toyouringuiries. Please
ask TotalEnergies, the operator
or Indian compa-

LNG gets longer

TotalEnergies is the operator
for Rovuma Area-1 Offshore
Mozambique block.

absorbed and discussed,
because between 2020 to 2024,
we havefrozensome works. We
have some equipment which
was kept in different locations.
All that has been discussed, all
that is settled with them. Andso,
we are on the way to move for-
ward. Assoon as we can update
you, we will do it. But the
progresshasbeen done in many
directions, including on secu-
rity.”

“Now, we try to regroup all
the financers around the
project. As you know as well,
there are some presidential
elections in Mozambique com-

ingsoon. Andso of

nies.” A force majeureis course, for us, it's

TotalEnergies currently in place  important to have
has also flagged 3¢t the project and the confirmation
the impending once that is lifted that the new Presi-
Presidential elec- production can " dent will follow
tions in Mozam- start immediately the same policy
bigue and its fomtheblodt regarding these

importance forthe
LNG project, as
articulated by its
chairman and CEO Patrick Pou-
yannéinaJulyinvestor call.

A TotalEnergies spokesper-
soninanemailed response said,
“The project is still under force
majeure,” and added, “But for
more details, pleaserefer to our
CEO last call withinvestorsend
of July: On Mozambique, I can
tell youthat everything hasbheen
settled with the contractors. So
we areclear: we know where we
are. In fact, it was more amatter,
to be honest, of the cost of the
frozen period, which was to be

large projects.
That's where we
are. So say, by end
of the year, we should clarify
how we should be abletomove
forward.”

An OVL spokesperson
declined comment. Queries
emailed to the spokespersons of
BPCL, OIL, ENH, PTTEP,
Mozambique HighCommission
in New Delhi, and India's minis-
tries of petroleum and natural
gas; and external affairs on Tues-
day late night remained unan-
swered till press time.

For an extended version of
this story, gotolivemint.com.
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THE COMPASS

Any correction in OMCs could be a buying opportunity

DEVANGSHU DATTA

Trendsin the global energy
markets are crucial ifIndia's
growth outlookis to remain
healthy. Prices for the Indian crude
basket were averagingaround
$86.2perbarrel through Q1FY25
and then moderated to $84 in July
and to$78-79in August (sofar).
Butglobal crudesupply may
outpace weak globaldemand in
theshortterm. Lower crude prices
arein general, good forIndia and
these help the Oil Marketing
Companies (OMCs) in particular.
Oil producers have profits capped
ataround $75-80a barrel by the
windfall tax. Thisisthe sweetspot
for OilIndiaand ONGC. However,
the oilmarketcould turnintoa

significant surplus supplyin CY25.
Thegross refining margins
(GRMs) and gross marketing
margins for OMCs are critical.
OPEC-plussupply cuts will expire
in Q3FY25 when the oil-exporting

group takes a call on future action.

Indian refinerswould continue to
report a premium to the GRM
benchmark due to a higher
shareofthe higher-crack
product, diesel.

India’s oil demand remains
strongwitha7.2percent Y-0-Y
increasein total petroleum
product consumption in Q1FY25.
Dieseland petrol gross marketing
margins (asof August 20) were at
74 andR10.6 perlitre,
respectively, and Q2FY25 average
isrunningat4.2and37.6 alitre.

Theaverage for QIFY25stood at
3.7 per litreand 54 a litre. The fall
inthecrude price hasbeen
supportive of OMC margins. If the
trend of lower crude prices and
good GRMsismaintained, there
areupsides for the OMCs.

According to CMIE, the
discounton Russian crudeto
India wasat $1.7 per barrel in June
2024 versus $1.4 per barrel in
May’24 (far lower than the
discount of $6-10 perbarrel in
H1CY23). Further, Russia’sshare
of India’s crude imports improved
month onmonthto42percentin
June 2024 as compared to 37 per
centin May 2024.

But LPG under-recovery
continuesat32,500 crore per
month. Current LPG under-
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recoveriesare at¥160 per cylinder
and the industryis hoping for
policy action to cover the
accumulated losses. OMC
valuationslookreasonable and
investorswill factor foradividend
yield of¥3-4. Thedecline in crude
oil prices could resultin
refining/marketing inventory
losses for OMCs, but these are
lesssignificant.

Moreimportantly,adropin
GRMswill hurt the OMCsand
analysts will watch for signsof
GRM normalisation.

The OMCs’ risk-reward
equation for investors may still be
hard tojudge, oreven
unfavourable, despite the above
developments in their favour. The
currentvaluations imply

sustainable GRM willstay higher
than the historical average, which
isan assumption that may beat
risk. Also, it's assumed that gross
marketing margins will stay
above the historical average of
3.5 perlitre. Hence, valuations
arealso trading ata10-40 per cent
premium to the historical price to
book. Moreover, the OMCs have
bigcapex plans, which means that
the new projects must create long-
term value for shareholders, and
deliveran acceptable internal
rate of return.
LPGunder-recovery dragged
down performance in Q1. Earnings
took abig hit with LPG under-
recoveries 034,120 crore for IOC,
32,350 crore for HPCLand¥2,000
crore for BPCL.IOCdid manage

strong marketing margins
(%4.8/litre) and aturnaround in the
petrochemical division. However,
HPCLmissed estimatesduetoa
lower-than-expected marketing
marginofI3 perlitre. BPCL's
operating profitwasin line, with
theimplied marketing margin well
above estimate at4.8 per litre. For
all OMCs, the reported GRMwasin
linewith orabove estimates.

There could beshare price
correctionsif the misses by OMCs
impact marketsentiment. If share
pricesdocorrect, investors may
receive an entry opportunity.
Apart from reported Q1FY25
results, investors must track gross
marketing margins trends, GRM
trends and booked inventory
gainsorlosses.
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Natural gas imports rise 7%
in Apr-Jul on high demand

ARUNIMA BHARADWAJ
New Delhi, August 26

INDIA'S IMPORTBILL fornaturalgas
roseby 7% to § 4.6 billion during the
firstfour monthsof the current fiscal,
compared with $4.3 billion in the
same period ayearago.The increase
wasdueto arisein consumption,par-
ticularly by the city gas distribution
(CGD)companies and the powersec-
tor, data from the Petroleum Plan-
ningand Analysis Cell showed.

The import bill for July stood at

$1.1 billion, registering an increase of

22% fromthe same period last fiscal.
The countryimported 11,423 mil-
lion standard cubic metre of LNG {lig-
uefied natural gas) during April to
July, up by 13% from the corre-
sponding period of FY 24, the data
showed. The growth was also sup-
ported by stabilised prices of natural
gasfromtheearlier highsrecordedin
FY23, enabling consumers to buy
moreimported gas,as peranalysts.
During the period, the country’s
consumption of natural gas rose by
almost 9% to 23,364 mmscm, with
majordemand coming in from the
CGD, fertiliser, andthe power sector.
The power sector consumed
4,031 mmscm of natural gasin the
first fourmonths of FY25,upsignifi-
cantlyby 31% from 3,071 mmsem
in April-Julyof FY24 afterthe govern-
ment mandated gas-based thermal
plants torun at full capacityinorder
tomeet the rising power demand.
Natural gas producingcompanies
use some quantity of gas for their
own use as internal consumption,
whilesome quantityofgasisflared as
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apart oftechnical requirement. After
tlare, loss and internal consumption
by gas producing companies, thenet
production forsale of gas to consum-
ingsectorslike power fertiliser, CGD,
reﬁnery,and petrochemicalsamong
others was approximately §3.2 % of
the gross production during July
2024, PPAC said.

In 2022, the sudden outbreak of
warbetween Russia and Ukraine had
ledtoasharpincreaseinprices of nat-
wal gasinFY23,as aresult of which
gas lostits cost-competitiveness to
the alternate fuels. Accordingly, nat-
ural gas consumption declined in
FY 23, However, with range-bound
prices,analystsexpect theconsump-
tion to growin the mediwm term.

“With imported LNG prices
expected to remain range-bound (at
$10-$12/mmbtu),growthin domes-
ticnatural gas productionand size-

able demand from key user indus-
tries, natural gas consumption is
slated to grow significantly in the
medium term,” CareEdge Ratings
had earlier said in a report.

As the imports continue to grow,
the country’s production of natural
gas also saw a marginal increase of
4%, However, the productiongrowth
has remained below the set targets.
State-owned ONGC produced 6,271
mmscm of natural gasin the peried,
40%lower thanthe same period of last
fiscalandmuchlower than the target
of 6,548 mmscm for the period,
according to PPAC data. Oil India,
however,saw an increase of 6% in gas
production from lastyearat 1,052
mmscm, but failed to reachthetarget
of 1,272 mmsemgas production.

Asaresult, the country’s depen-
dence onimported gas rose to48.9%
from46.9% inApriljuly of FY24.
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DRIVENBY POWER SECTORDEMAND

Gas demand uptick bumps up
India’s LNG imports in April-July

SUKALP SHARMA
NEWDELHL AUGUST 26

GROWTH IN domestic demand
for natural gas amid reasonable
prices and ample availability of
liquefied natural gas(LNG), or su-
per-chilled gas, in the interna-
nonalmarket led toadouble-digit
growth in India’s LNG imports in
the first four months of the cur-
rent financial year (FY25).
Notably, the uptick in imports
ameamid agrowthindomestic
gas production as well.

The consumption growth was
primarily driven by the power
sector, given that the govern-
ment’s thrust on raising power
production to meet high summer
demand led to higher-than-usual
electricity generation by gas-
based units. The country's LNG
imports rose 13.1 per cent year-
on-year in April-July to 11,423
million standard cubic metres
(msam), while natural gas con-
sumption was higher by 8.6 per
cent at 23,364 mscm, per latest
provisional data available with
the Petroleum Planning and
Analysis Cell (PPAC) of the oil
ministry. Net domestic natural
gas production for the four-
month period was 11941 mscm,
up4.6per centyear-on-year,

The rise in LNG imports

et

RISING RELIANCE ON IMPORTED GAS

* Volumes in nscny Source: PPAC, Minstry of Petoleum end Natural Cas

pushed up India’s reliance on
imported gas to 48.9 per cent in
April-July from 469 percenton
the year-ago period, For the full
FY24,India’s natural gas import
dependencywas471 percent, the
PPACdatashows.

For the April-June quarter
(Q1)}—the peak summerquarterin
most parts of India—power gener-
ation by gas-based plants jumped
625 percent year-on-yearto 13.49
billion units (1 unit is 1 kilowatt
hour), per data from the Central
Hectricity Authority (CEA). The
overall plant loadfactor( PLF }—ca-
pacity utiksation of power gener-

ation units—for gas-based
plants in Q1 was almost 25 per
cent, up from 15.3 per centin the
year-agoquarter PLF for gas-based
powerplants injunethis yearwas
258 percent,up from 17 percent
injune 2023, For April-July, the PLF
for gas-based power plants was
222percent.against 15 percenta
year ago. Power generation from
these units inAprilJulyjumped to
16.17 billion units from 1054 bil-
lion units in the corresponding
four months of last year.

Accordingto ship trackingdata
fromcommodity markets analyt-
ics frmKpler, India’s INGimports

touched a near four-year highin
June as gas-based power plants
operated at notably higher run
rates than their usually subdued
capacity utilisation levels amid a
surgeinelectricity demand due to
the severe heatwave. With the
MONSoon covering most parts of
the country inJuly, the power de-
mand hasevidently softened from
the supemormal levels during the
peak summer months.

To be sure, gas-based power
plantsusedomesticnatural gasas
well as imported LNG as feedstock.
As domestic natural gas produc-
tion is able tomeet justaround half
of India’s total gas consumption,
the cheaper local gas is allocated
as pera priority list in which city
gas distribution and fertiliser sec-
torshavea higher priarity thanthe
power sector. As imported LNG s
usually costlierthan domestic gas,
gas-based power plants have been
operatingat verylowcapadty use
levels mainly due tounfavourable
ENOoMmiCs.

Inanticipation of a severe sum-
mer, the Power Ministry had in-
voked the Section 11 of the
Electricity Act, 2003, on April 12,
issuing a setof instructions to the
power generation companies to
ensure that electricity demand is
met. As part of the instructions,
idling gas-based power plants
were asked to operate from May

tilltheend ofJune. Atalmost 25 -
gawatts, India’s gas-based power
generation capacity accounts for
56 per cent of the country’s over-
all installed generation capacity,
per Power Ministry data. In May,
S&P Global Commodity Insights
had said that with subdued prices
of LNG in the spot market and
growing demand for the fuel in
India, there was a ramp-up in
India’s spot ING purchases.

The government has been
pushing for higher consumption
of natural gasinindia withanaim
toincrease the share of the fuel in
the country’s primary energy mix
to15 percent by 2030fromovert
per cent at present. The push for
higher natural gas consumption,
evenif it leads to higher imports,
isnat without reason. Natural gas
is far less polluting than conven-
tional hydrocarbons like crudeoil
and coal, and isusually cheaper
than oil, for which India depends
onimports to meet over 85 per
centofitsrequirement.

As the country moves towards
greenenergyand futurefuels, nat-
uralgas is seen as a key transition
fuel in that journey. Various sec-
tars, inchuding the likes of city gas
distribution, fertilizer, powergen-
eration, and refineries and petro-
chemicals, are seen as major
growth areas for natural gas de-
mandinindia



