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Russian oil and
the Opec effect

The risks to Indo-Russian oil trade escalate when Urals crude
starts trading above the cap imposed by the European Union

SDINAKAR
9 April

ver the past year, cheap
O Russian crude oil has

proved to be a Sanjeevini,
awonder herb, for Indian refiners,
which, on one hand, were
hemmed in by directions to keep
pump prices flat, and, on the other,
faced surging crude oil levels.
Russia is now the biggest supplier
of crude to India, accounting for
around 37 per cent of total crude
oil shipments in March, and sold
at sizable discounts compared to
the rates India pays its traditional
West Asian suppliers.

But in a surprise move last
week, the Organisation of
Petroleum Exporting Countries
(Opec) put pressure on this cheap
source of crude oil. Led by Saudi
Arabia, Opec announced that it
would slash output, threatening
to send crude oil prices higher to
$100 a barrel levels this year, ana-
lysts say. High crude oil prices
will create further obstacles for
Indian refiners to procure dis-
counted Urals crude after the
December round of G-7 sanctions
seta price cap for sales of Russian
oil at $60 a barrel.

The risks to Indo-Russian oil
trade escalate when Russian crude
oil starts trading above the cap.

In addition, the level of the cap
isitself at risk after the G-7 deferred
a change in the level of the cap at
last month’s meeting, despite pres-
sure from some EU nations to
reduce the level to $40 a barrel.
Some EU memberssuich as Poland
are demanding a much lower level
to slash Russian revenues and
force a quick end to the war.
Moscow’s war is currently sus-
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G-7 price cap $60 a barrel on FOB
tained largely by funds that it other margins, said Lauri

accrues from selling oil to China
and India.

Last month, the price for Urals
export blend averaged around
$48 a barrel, trading at a discount
of $31 a barrel to European bench-
mark Brent crude, according to
data from the Russian energy
ministry. This month, Dated
Brent was assessed at $85 a barrel
in March, and Urals at a $32 a bar-
rel discount to Brent, according
S&P Platts price assessments.
That prices Urals at $53 a barrel,
according to calculations based
on Platts assessments.

Urals is still trading below the
price cap, giving India access to
western ships and insurers, and
enabling payments in dollars,
according to the Centre for
Research on Energy and Clean
Air (CREA), a TFinland-based
think tank. The price cap is
applied on the FOB value of crude
oil, excluding shipping costs and

Myllyvirta, an analyst with CREA.
It applies to shipments aboard
tankers that are owned or insured
inthe EU or G7. In the most recent
month of CREA’s data (21 Jan — 21
Feb2023), 65 per cent of crude oil
shipments were transported by
ships owned and/or insured by
EU and G7 countries.

Urals, a crude similar to some
‘West Asian grades that suit Indian
state-run refineries, constitutes 65-
75 per cent of the Russian oil
imported to India. It is typically
priced off Brent. The share of Urals
was a sizeable 37 million barrelsin
March, or 64 per cent of the 58 mil-
lion barrels of Russian oil that
came to India last month. In fact,
Urals alone constituted 24 per cent
of the total crude India imported
in March.

European crude benchmark
Brent futures surged to $86 a barrel
soon after Saudi Arabia and other
OPEC+ oil producers announced

last week oil output cuts of around
1.16 million barrels a day, adding
to the 2 million barrels a day of
cuts already in place until
December 2023. Prices of Brent
have oscillated over $120 a barrel
last June to around $70 a barrel
in March 2023.

US investment bank Goldman
Sachs raised price forecasts for
Brent for December 2023 to $95 a
barrel, and that for December 2024
to $100 a barrel. Mukesh Surana,
CEO of Ratnagiri Refinery &
Petrochemicals and former chair-
man HPCL, said he does not
expect oil to surge beyond $90 a
barrel levels. As the Goldman
Sachs report explained, that in a
marketshort of crude, cutting pro-
duction can lead to further escala-
tion in prices. Any further output
cuts in a tightening crude market
coupled with signs of rising
Chinese oil demand creates
upward risks for crude prices.

Urals starts trading above the
$60 G-7 cap if Brent futures rise
above $90 a barrel, and Urals is
offered at $30 a barrel discount.
Moscow is trying to restrain dis-
counts offered on Urals to around
$26 a barrel. Current discounts for
Urals range from $27 a barrel to $32
abarrel depending on the demand
for the crude. Going by overall
market assessments, Urals may
start trading above the price cap in
the second half of this year.

The consequences of buying
Russian oil above the cap are
severe. Indian firms are not
directly sanctioned but if an Indian
refiner buys oil at a price above the
cap, sanctions apply on the tanker
that carries the oil, CREAs
Myllyvirta said. That means Indian
refiners, which, unlike China, lack
adequate transport and storage
infrastructure, have to depend on
a shadow fleet of old vessels of
unclear ownership, which furtively
ply the seas, to receive crude.
Sanctions also apply on insurers
and banks that facilitate oil trade
so most Indian banks will stop
facilitating payments. Dollar pay-
ments will not be possible once the
cap is exceeded.

Currently Indian refiners are
protected from sanctions for a
large part of their Russian oil trade
because 70 per cent of their pur-
chases fall below the price cap.
Another 10 per centof state-ONGC
sourced Sokol grade crude from its
interests in Russian fields is settled
in rupees. For the rest, refiners
have used payments in dirhams
and roubles, and have availed of
fleets of shipping upstarts such as
Mumbai-based  Gatik  Ship
Management to move cargoes to
India, industry officials said.

In the rare event that crude
climbs above $90 a barrel,
Vandana Hari, a Singapore-based
oil expert and founder of Vanda
Insights suggests that traders can
safely bet that the EU-G7 will
revise the cap upwards.

“If Indian refiners start back-
ing away from Urals because it is
above the price cap, that adds to
the upward pressure on global oil
prices — the last thing the west-
ern allies want,” she explained.
“So refiners may back off a bit but
be back in the game once the cap
is revised.”
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STATSGURU

The cruderisk

SAMREEN WANI

Volatility in crude oil prices overan
unexpected production cut has
brought back the focuson India's
. vulnerabilities as a large importer.

The Organization of the
Petroleum Exporting Countries
(OPEC) and other oil producers including Russia
(collectively called OPEC+) said they would
produce 1.16 million fewer barrels a day. Crude
oil prices jumped above $85 per barrel after
the announcement (chart1).

International crude oil prices, already
volatile due to the invasion of Ukraine and the
ensuing sanctions on Russia, had reached as
high as $133.89 per barrel in March last year.
India has been facing a higher oil import bill
afterthe pandemic despite importing lower
quantities of crude. The quantity of crude that
Indiaimported was 6 per cent lowerin 2021-22
at212 million tonnes compared to 2018-19. The
import bill, however, was around 8 per cent
higher at $120.7 billion. It had crossed $146
billion as of late-March in 2022-23 (chart 2).

1: OILUP 7% AFTER OUTPUT CUT ANNOUNCEMENT

Brent crude (in$ per barrel)

India’s oil demand is forecast to grow more
from the pre-pandemiclevels than other large
economiesin 2023. Itis estimated to increase 8
per centin 2023, second only to China's12.7 per
centjump among key peers. The US, Europe and
Organization for Economic Cooperation and
Development (OECD) countries are forecast to
have lower demand in 2023 than 2019 (chart 3).

Higher crude pricestend to push up
inflation. India's retail inflation is already
above the Reserve Bank of India's tolerance
band (chart 4).

A high import dependency forthe country
and ariseininternational prices could mean
worsening of the current account deficit (CAD).
India's CAD as of December 2023 had narrowed
t0 $18.2 billion or 2.2 per cent of the country’s
gross domestic product from $30.9 billion in the
previous quarter amid lower imports (chart 5).

Weaker global economic data, such asthe
recenttepid jobs data from the US, may help.
Any sustained uptrend can also have an affect
on governmentfinances. Nearly a quarter of
the central government's revenues come from
petroleum sector levies (chart 6).
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3: RECOVERY IN OIL DEMAND: FORECAST FOR 2023
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5: HIGHER OIL PRICES A HEADWIND FOR
CURRENT ACCOUNT
Current account balance (§ billion)
W (urrent account balance ($ billion) LHS
== |ndian basket of crude (average quarterly price in $/bbl)
120
80.43
80
40

Dec 2018

Mar-2023
Source:Bloomberg, RBI, Ministry of Petroleum and Natural Gas
Compiled by BS Research Bureau

6: PETROLEUM TAXES ACCOUNT FOR NEARLY A
QUARTER OF GOVERNMENT REVENUES
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StatsGuru is a weekly feature. Every Monday, Business Standard guides you through the numbers you need to know to make sense of the headlines
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® UPSTREAM SALES VOLUMES DIP
QL likely better for refiners, oil
marketers on softer crude

MAMISH GUPTA
MNew Delhi, April 9

THE FOURTH QUARTER of FY23
likely marked a turnaround in the
earnings of downstream oil and gas
companies. State-run oil marketing
companies (OMCs) likely made high
“over-recoveries” on transport fuels
with noretail price cutdespiteamod-
eration in crude oil prices and diesel
cracks. In addition, their refining
marginstoo remained resilient.
However, weaker
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sales volumes impacted margins of
upstream companies'marginsinQ4,
leading to a marginal sequential
decline in their EBITDA.

“After a weak 30Q, 40 should be
sequentially better for most names.
ForRIL, weexpectgogbetterearnings
in all key segments. Oil marketing
companies should benefit from fuel
over-recoveries andresilientrefining
margins, Kotak Institutional Equites
said in a report. Kotak expects RIL's

TURNAROUND
IN EARNINGS

B OMCs likely made high
"over-recoveries” on
transport fuels with no
retail price cut despite a
moderation in crude oil
prices and diesel cracks

B [noilto chemicals
{O2C) business, refining
margins remain resilient

consolidated EBITDA to increase 4%
gog and 16% yoy.Inoil to chemicals
(02C) business, refining margins
remain resilient,windfall tax impact
should be further reduced,and there
would be marginal recovery in
petchem, it said.

FINANCIAL EXPRESS !"on: 10 April 2023

meantoieap https://epaper.financialexpress.com/c/72137044

While OMCs had a strong fourth
quarter, they would still have a weak
full-yearresult,and Hindustan Petro-
leum Corporation Ltd (HPCL) would
likely report a loss and Bharat Petro-
lewm Corporation Ltd I[BPCL}a mar-
ginal profitin fiscal year 2022-23,
Kotak said. For city gas distribution
companies (CGDs), the volumes
might have been flat as elevated
prices impacted demand."However,
margins shouldimprovesequentially
for both IGL and MGLon lowergas
costs (HPHTtie-up) and the full ben-
efits of price hikes taken in 30" the
report said.

The government's decision last
Thursday to revise the natural gas
pricing formula resulting in a fall
from 58.57/mmBtu to 56.5/mmBiu
would ease pressureonCGDsas their
margins were impacted by earlier
sharp rise in domestic gas prices.

“The move is more positive forIGL
(Indraprastha Gas Ltd) and MGL
(Mahanagar Gas Ltd) as their seg-
mental revenues are dominated by
CNG and domestic

PNG volumes, which are prior-
tised for the use of APM {Adminis-
tered Pricing Mechanism) gas," ICICI
Direct Research said inanote.
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FinMin in wait and watch
mode on fuel price hike

Rishi Ranjan Kala
New Delhi

Even as production cuts by
OPEC+  countries  have
fuelled an upward rally in in-
ternational crude oil prices,
domestic oil marketing com-
panies (OMCs) are not ex-
pected to increase the retail
prices of petrol and diesel
immediately.

A top source said the gov-
ernment will adopt a “wait
and watch” policy as the cur-
rent situation is “quite fluid”
with many factors at play.

“OPEC cuts seem timed
with the US banking crisis
and subdued global industrial
output propelling Brent to
drop to $67-68 levels last
month. So, OPEC announced
its second cut, with the first
(since Covid 2020) effected
in November 2022. So, prices
firmed up again. We should
ideally wait to analyse the ef-
fects of China’s re-opening

before taking a decision on
prices,” the official said. Be-
sides, raising prices of auto
fuels also has an implication
on inflation, which at present
with high prices of food com-
modities is still a concern for
the government, he added.

A senior official with an oil
marketing company (OMC)
said that refiners have been
able to make up their lossesin
the last six months due to
sourcing of cheaper Russian
oil, but there is still some
“cash loss” on diesel.

Details p2
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FinMin on wait and watch
mode on fuel price hike move

FACTORS AT PLAY. ‘Markets still flu

Rishi Ranjan Kala
New Delhi

Even as production cuts by
OPEC+ countries have fuelled
an upward rally in interna-
tional crude oil prices, do-
mestic oil marketing compan-
ies (OMCs) are not expected
to increase the retail prices of
petrol and diesel immediately.

A top source said the gov-
ernment willadopta “waitand
watch” policy as the current
situation is “quite fluid” with
manyfactorsat play.

“OPEC cuts seem timed
with the US banking crisis and
subdued global industrial out-
put propelling Brent todrop to
$67-68 levels last month. So,
OPEC announced its second
cut, with the first (since Covid
2020) effected in November
2022. So, prices firmed up
again. We should ideally wait
to analyse the effects of Chi-
na’s re-opening before takinga
decisionon prices,” the official
said.

Besides, raising prices of
auto fuels also has an implica-
tion on inflation, which at
present with high prices of
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PERIOD OF STABILITY. The last price revision for petrol and

diesel happened on April 6, 2022

food commodities is still a
concern for the government,
headded.

A senior official with an oil
marketing company (OMC)
said that refiners have been
able to make up their losses in
the last six months due to
sourcing of cheaper Russian
oil, but there is still some “cash
loss” ondiesel.

“To cut retail prices, ideally,
the Indian basket should be
under $75 per barrel. Right
now, itisinthe range of $84-86
per barrel with volatility ex-
pected. T don’t think the Fin-
ance Ministry will push for a
price revision right now,” he
added.

The last price revision

happened on April 6,2022. Be-
sides, the government also cu-
mulatively cut the excise duty
by ¥13/litre and ¥16/litre on
petrol and diesel, respectively,
during November 2021 and
May 2022.

Crisil Ratings VP & Co-
Head (Corporate Ratings),
Prashant Vasisht said, “Since
imports contribute to around
85 per cent of India’s total de-
mand, an increase in crude
pricesincreases theimport bill
and weakens the rupee against
the US dollar. However, up-
stream companies are expec-
ted to benefit owing to higher
profits and cash accruals
though alarge part of the same
is likely to be shared with the

eed to be assessed’

government in the form of
special additional excise du-
ties. The downstream sector
would be adversely impacted,
and OMCs may startincurring
marketing losses on the sale of
diesel.”

INDIAN BASKET

The production cut by OPEC,
around 1.16 million barrels
per day, will begin in May 2023
till end-2023. Also, Russia an-
nounced a cut of 500,000 BPD.
Subsequently, the price of the
critical commodity, which fell
to $67-68 in March, has risen
to $85abarrel levels.

The Indian basket crude oil
free on board (FOB) price
stood at around $77.84 per
barrel on March 29 appreciat-
ing to $78.30 on March 31.
After the production cut an-
nouncement by OPEC, the In-
dian basket price has risen to
$85.11 abarrel on April 5.

For comparison, in FY23,
the average price of crude oil
basket was $93.15 per barrel,
which is the fourth highest in
the last 23 years barring FY11

($111.89 a barrel), FY12
(810797), and  FY13
($105.52).
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GREEN BOOST

Sales of CNG-driven
Cars Set to Pick up

as Price of Fuel Dips

Shally Seth Mohile
& Ashutosh RShyam

Mumbai: Sales of compressed
natural gas-powered passenger
vehicles, which had started to
feel the heat in the recent
months due to incessant increa-
ses in the domestic prices of the
fuel, are set to get a boost with
the recent cut in the prices of
the green fuel, said auto indust-
ry executives.

Maruti Suzuki India, which
accounts for seven out of every
10CNG carssold in the domestic
market, plans to sell 450,000-
475,000 CNG models in the new
fiscal 2024 compared with
325,000 in FY23, said senior ex-
ecutive officer, sales and marke-
ting, Shashank Srivastava.

“The demand for CNG models
has been strong and the price cut
issetto skew the demand further
in their favour as compared to di-
esel and petrol,” Srivastava told
ET. The latest emission rules (re-
al driving emission) have increa-
sed the acquisition cost of diesel
vehicles. Also, the price advanta-
ge which diesel as a fuel enjoyed
over petrol has been blunted, ma-
king CNG a more attractive op-
tion, hestated.

After the government last we-
ek revised the formula for fix-
ing domestic gas price, Indra-
prastha Gas cut its CNG price
by 26 per kg — the first price cut
by India’s largest city gas distri-
bution company in two years.
Adjusted for the calorific value,
CNG has an advantage of aro-
und 30% over petrol. The CNG
variants cost 280,000-90,000 mo-
re than the petrol-powered vehi-
cles, but the widening CNG pri-
ce difference reduces the pay-
back period for the buyer.

Hyundai Motor India, the se-
cond largest passenger vehicle
maker by sales, also expects the
price cut to boost demand for
CNG models.

“The price cut on CNG is ex-
pected to giveafilliptoour CNG
model sales by an average 10-
15% and monthly average sales

Maruti SuzukiIndia
isplanningtosell
450,000-475,000
CNG passenger
vehiclesinFY24

should go up from 5,000-5,200
units in calendar 2022 to 6,000
units gradually during 2023,”
said chief operating officer Ta-
run Garg.

Sales of CNG models at the Ko-
rean carmaker increased to
63,058 units in calendar 2022
from 37,584 units the year befo-
re. If not for supply-related
constraints, the volumes would
have been higher, said Garg.

Hyundai recently announced
that it would cease to offer die-
sel-engine options in sedans
and compact cars and offer die-
selonly for SUVs.

On whether the company is lik-
ely to give greater thrust to CNG
in the absence of diesel power-
trains in sedans and compact car
segments, Garg said: “We can't
have a single solution for all the
segments.” For instance, for per-
formance models like Verna, pet-
rol turbo works the best in addi-
tion to petrol. But for Aura, CNG
that contributes 74% to the mo-
del’s sales makes more sense, he
explained.
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M Russian Oil Imports Now
Double of Iraq Shipments

NEW DELHI India's imports of crude
Q oil from Russia touched a new high

of 1.64 million barrels perday in
Marchand isnow double of the
purchases from Iraq - the nation's traditional
top oil supplier. But the purchases appear to
have plateaued as growth has slowed. Russia
continued to be the single largest supplier of
crude oil, which is converted into petrol and
diesel atrefineries, for a sixth straight month
by supplying more than one-third of all oil
Indiaimported, according to energy cargo
tracker Vortexa.PTI
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Russia supplies 34%
of India’s fuel needs

New Delhi, April 9: India’s
imports of crude oil from
Russia touched a new
high of 1.64 million bar-
rels (bbl) per day in March
and is now double of the
purchases from Iraq
the nation’s traditional
top oil supplier, But the
purchases appear to have
plateaued as growth has
slowed.

Russia continued to be
the single largest supplier
of crude oil, which is con-
verted into petrol and
diesel at refineries, for a
sixth straight month by
supplying more than one-
third of all oil India
imported, according to

Foa

energy cargo tracker
Vortexa. Refiners contin-
ue to snap up plentiful
Russian cargo available,

From a market share of
less than one per cent in
India’s import basket
before the start of the
Russia-Ukraine conflict in
February 2022, Russia's
share of India’s imports
rose to 1.64 million barrels
per day in March, taking a
34 per cent share.

The purchases from
Russia in March were
double of 0.82 million bar-
rels per day of oil bought
from Iraq, which has been
India's top oil supplier
since 2017-18. — PTI
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Russian oil imports
now double of Iraq

India's imports of crude oil from Russia
touched a new high of 1.64 million
barrels per day in March and is now
double of the purchases from Iraq - the
nation's traditional top oil supplier. But
the purchases appear to have plateaued
as growth has slowed.
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MGL reduces Compressed Natural Gas
(CNG) and Domestic PNG price

MGL welcomed the decision taken by the government for
revising the pricing methodology of domestically produced
natural gas to promote usage of natural gas. This step of GOI
will help to increase the consumption of natural gas in domestic
and transportation segment, which is an additional step towards
making India cleaner and greener. MGL has always been a
customer friendly company and has been passing any reduction
in gas cost to its consumers to promote usage of natural gas. In
the month of February 2023, MGL had reduced its Compressed
Natural Gas (CNG) price by Rs. 2.5/Kg. In continuation to the
above, MGL is pleased to pass on the benefit of this reduction in
domestic gas cost to its Domestic PNG and CNG consumers,
Accordingly, the price of CNG is reduced by Rs. 8/Kg and
Domestic PNG (DPNG) by Rs. 5/SCM in and around Mumbai. The
reduced MRP of CNG will now be Rs.79.00/Kg and Domestic
PNG will be Rs. 49.00/SCM effective from midnight of 07th
April, 2023/ morning of 08th April, 2023.
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India’s imports of Russian oil now double of Iraq

PTI
Edback@livemint.com

from Russia touched a new

high of 1.64 million barrels
per day in March and is now
double of the purchases from
Irag—the nation’s traditional
top oil supplier. But the pur-
chases appear to have pla-
teaued as growth hasslowed.

Russia continued to be the
single largest supplierof crude
oil, which is convertedinto pet-
rol and diesel atrefineries, fora
sixth straight month by supply-
ing more than one-third of all
oil India imported, according to
energy cargo tracker Vortexa.

Refiners continue to snap up
Russian cargo available at a dis-
count to othergrades.

Froma market share of less
than1%in India’simport basket
before the start of Russia-
Ukraine conflict in February
2022, Russia’s share of India’s

I ndia’s imports of crude oil

India's imports of crude oil from Russia touched a new high of

1.64 million barrels per day in March.

imports rose to 1.64 million
barrels perdayinMarch, taking
a34% share.

The purchases from Russia
in March were double of (.82
millionbarrels per day (bpd) of
oil bought from Irag, which has
been India’s top oil supplier
since 2017-18.

India, third-largest crude
importer after China and US,
has been snapping Russian oil
that wasavailable at a discount
after some in West shunned it
asaway to punish Moscow for
its Ukraine invasion.

Month-on-month, pur-
chases from Russia rose mar-

ginally from 1.62 million bpd of
oil imported from the country
in February.

Accordingto Vortexa, Saudi
Arabiawas India’s second larg-
est supplier of crude oil in
March, selling 986,288 bpd.
Iraqwith 821,952 bpd sales was
the third biggest supplier.

UAE overtook the US to
become the fourth largest sup-
plier at 313,002 bpd. The US
supplied 136,464 bpd, down
from 248,430 bpd in February.

“While India continues to
increaseits imports of Russian
crude month-on-month in
March, the growth hasslowed,”
said Vortexa’s head of Asia-Pa-
cificanalysis, Serena Huang.

“Refiners’ purchases of
medium-sour Russian Urals
have remained steady in
March, and increase inimports
are attributed to higher pur-
chases of sweeter grades like
Novy Port Light.” India’s
import of Russian oil could

have plateaued.

“The plateauing of India’s
importsof Russian Urals could
indicate asoftlimit on itsability
to take in more sour crude,
given its need to fulfil its term
contracts with Mideast Gulf
producers.

“But domestic refiners do
have room to increase their
purchases of sweeter grades
like Sokol, ESPO blend and
Novy Port Light, inthe interest
of maintaining refining runs
high and diversifying itscrude
sources,” Huang said.

Russia is selling record
amountsof crude oil to India to
plug gap in its energy exports
after the European Union
bannedimports in December.

In December, EU banned
Russian seaborne oil and
imposed a $60-per-barrel price
cap, which prevents other
countries from using EU ship-
ping and insurance services,
unless oilissold below the cap.
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