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India jostles with China for April ESPO crude from Russia

feedback@livemint.com

rivate Indian refinersare
P jostling with independ-

entsin China for Russian
ESPO crude loading in April,
pushing prices higher after
Moscow lowered exports of its
flagship grade Urals, industry
sources said.

China, whichisset to import
record volumes of Russian
crude in March, typically
sweeps up all of the ESPO
crude exported from the
Pacific port of Kozmino due to
close proximity while sanc-
tions on Russian oil have
shrunk the pool of buyers.

However, for April, Indian
refiners Reliance Industries
Ltd and Nayara Energy have
snapped upat least five of the
about 33 ESPO crude cargoes
dueto low prices, four people
familiar with the matter said.

Reliance and Nayara did not
immediately respond to
requests for comment.

That is up from one cargo
for March delivery, its first
since buyingthree for Novem-
ber 2022, shiptracking data
compiled by Kpler and Refini-
tivshowed.

One ofthe sources said pri-
ces for April-loading ESPO
crudeto India were about $5 a
barrel below Dubai quotes on
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For April, Indian refiners Reliance Industries and Nayara Energy

have snapped up five of the about 33 ESPO crude cargoes.  arp

adelivered ex-ship (DES) basis.

Indian refiners mostly buy
Russian oil on a delivered
basis, with the sellerarranging
forinsurance, freight and ship.

While most cargoes are
below the price cap imposed
by G7 countries and the Euro-
pean Union, pricesof Russian
low sulphur oil purchased by

India haverisen above the $60
a barrel cap due to rising
demand. China has also been
buying ESPO at above the
price cap level, according to
Reuters calculations.

Indian companies are using
non-dollar currencies to settle
payment for certain niche
Russian crudesand are avoid-
ing use of Western services
and banks to avoid sanctions.

Competition from India has
narrowed discounts for April-
loading ESPO shipments to
about $6.80 a barrel against

June ICE Brent DES basis to

northern China from $8.50 a
barrel last month for March-
loadingoil, three trading sour-

ces said.

Similar quality Murban
crude from Abu Dhabi was
traded ata premium ofaround
$3.30 abarrel to Dubai quotes
on a free-on-board basis.

In comparison, April-load-
ing Murban crude is about $9 a
barrel more expensive than
ESPO delivered to China and
India, according to Reuters
calculations.

Seaborne ESPO crude
exports averaged 800,000
barrels per day in 2022,
Kpler'sdatashowed,account-
ing for 17.3% of Russia’s total
seaborne exports. Exports of
flagship Russian grade Urals
averaged 1.74 million bpd.
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India, China race hoosts Russia’s oil price

Singapore, March 9
Private Indian refiners
are jostling with inde-
pendents in China for
Russian ESPO crude load-
ing in April, pushing
prices higher after
Moscow lowered exports
of its flagship grade Urals,
industry sources said.
China, which is set to
import record volumes of
Russian crude in March,
typically sweeps up all of
the ESPO crude exported
from the Pacific port of
Kozmino due to close
proximity while sanctions
on  Russian oil have
shrunk the pool of buyers.
However, for April,
Indian refiners Reliance
Industries Ltd and Nayara

Energy have snapped up
at least five of the about 33
ESPO crude cargoes due
to low prices, four people
familiar with the matter
said,

Reliance and Navara did
not immediately respond
to requests for comment.

That is up from one
cargo for March delivery,
its first since buying three

for November 2022, ship-
tracking data compiled by
Kpler and Refinitiv
showed.

One of the sources said
prices for April-loading
ESPO crude to India were
about %5 a barrel below
Dubai quotes on a deliv-
ered ex-ship (DES) basis,

Indian refiners mostly
buy Russian oil on a deliv-
ered basis, with the seller
arranging for insurance,
freight and ship.

While most cargoes are
below the price cap
imposed by GT countries
and the European Union,
prices of Russian low sul-
phur oil purchased by
India have risen above the
%60 a barrel cap due to ris-

ing demand. China has
also been buving ESPO at
above the price cap level,
according to Reuters cal-
culations.

Indian companies are
using non-dollar curren-
cies to settle payment for
certain niche Russian
crudes and are avoiding
use of Western services
and banks to avoid sanc-
tions,

Competition from India
has narrowed discounts
for April-loading ESPO
shipments to about $6.80 a
barrel against June ICE
Brent DES basis to north-
ern China from $8.50 a
barrel last month for
March-loading oil, three
sources said. — Reufers
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India’s crude oil deals with Russia dent decades-old dominance of US dollar

The country is the world’s number three importer of oil and Russia became its leading supplier after Europe shunned Moscow’s supplies

NEW DELHI/LONDON: US-
led international sanctions on
Russia have begun to erode the
dollar’s decades-old dominance
of international oil trade as most
deals with India - Russia’s top
outlet for seaborne crude - have
been settled in other currencies,
Reuters reported.

The dollar’s pre-eminence
has periodically been called into
question and yet it has contin-
ued because of the overwhelm-
ing advantages of using the most
widely-accepted currency for
business.

India’s oil trade, in response
to the turmoil of sanctions and
the Ukraine war, provides the
strongest evidence so far of a
shift into other currencies that
could prove lasting.

The country is the world’s
number three importer of oil
and Russia became its leading
supplier after Europe shunned

Moscow’s supplies following
its invasion of Ukraine begun
in February last year.

After a coalition opposed
to the war imposed an oil price
cap on Russia on December 5,
Indian customers have paid for
most Russian oil in non-dollar
currencies, including the UAE’s
dirham and more recently the
Russian rouble, multiple oil
trading and banking sources
said.

The transactions in the last
three months total the equiva-
lent of several hundred million
dollars, the sources added, in
a shift that has not previously
been reported.

The Group of Seven econo-
mies, the European Union and
Australia, agreed the price cap
late last year to bar Western ser-
vices and shipping from trading
Russian oil unless sold at an
enforced low price to deprive

Moscow of funds for its war.

Some Dubai-based traders,
and Russian energy companies
Gazprom and Rosneft are seek-
ing non-dollar payments for cer-
tain niche grades of Russian oil
that have in recent weeks been
sold above the $60 a barrel price
cap, three sources with direct
knowledge said.

Those sales represent a small
share of Russias total sales to
India and do notappear to vio-
late the sanctions, which US
officials and analysts predicted
could be skirted by non-Western
services, such as Russian ship-
ping and insurance.

Three Indian banks backed
some of the transactions, as
Moscow seeks to de-dollarise
its economy and traders to avoid
sanctions, the trade sources, as
well as former Russian and US
economic officials, told Reuters.

But continued payment in

dirhams for Russian oil could
become harder after the United
States and Britain last month
added Moscow and Abu Dhabi-
based Russian bank MTS to the
Russian financial institutions on
the sanctions list.

MTS had facilitated some
Indian oil non-dollar pay-
ments, the trade sources said.
An Indian refining source said
most Russian banks have faced
sanctions since the war but
Indian customers and Russian
suppliers are determined to keep
trading Russian oil.

“Russian suppliers will find
some other banks for receiv-
ing payments,” the source told
Reuters.

“As it is, the government is
not asking us to stop buying
Russian oil, so we are hope-
ful that an alternative payment
mechanism will be found in case
the current system is blocked.”

Paying for oil in dollars has
been the nearly universal prac-
tice for decades. By comparison,
the currency’s share of overall
international payments is much
smaller at 40 per cent, according
to January figures from payment
system SWIFT.

Daniel Ahn, a former chief
economist at the US State
Department and now a global
fellow at the Woodrow Wilson
International Center for Schol-
ars, says the dollar’s strength is
unmatched, but the sanctions
could undermine the Wests
financial systems while failing
to achieve their aim.

“Russias short-term efforts
to try and sell things in return
for currencies other than the
dollar is not the real threat to
Western sanctions,” he said.

“(The West) is weakening
the competitiveness of their own
financial services by adding yet

another administrative layer”

The price cap coincided with
an EU embargo on imports of
Russian seaborne oil, rounding
off a year of bans and sanctions,
including largely expelling Rus-
sia from the SWIFT global pay-
ments system.

Around half of its gold and
foreign exchange reserves,
which stood near $640 billion,
were frozen.

In response, Russia said
it would seek payment for
its energy in the currency of
“friendly” countries and last
year ordered “unfriendly” EU
states to pay for gas in roubles.

For Russian firms - as pay-
ments were blocked or delayed
even if they were not violating
any sanctions, due to overly zeal-
ous compliance - dollars became
potentially a “toxicasset”, inde-
pendent analyst and former
adviser at the Bank of Russia

Alexandra Prokopenko, said.
“Russia desperately needs to
trade with the rest of the world
because it’s still dependent on
its oil and gas revenues so they
are trying all options they have,”
she told Reuters.

India’s largest lender State
Bank of India has a nostro, or
foreign currency, account in
Russia. Similarly, many banks
from Russia have opened
accounts with Indian banks to
facilitate trade.

IMF Deputy Managing
Director Gita Gopinath said in
the month after Russia’s inva-
sion of Ukraine that sanctions
on Russia could erode the dol-
lar’s dominance by encourag-
ing smaller trading blocs using
other currencies.

“The dollar would remain
the major global currency even
in that landscape but fragmen-
tation at a smaller level is cer-

tainly quite possible,” she told
the Financial Times. Beyond
Russia, tensions between China
and the West are also eroding
the long-established norms of
dollar-dominated global trade.

Russia holds a chunk of its
currency reserves in renminbi
while China has reduced its
holdings of dollars, and Rus-
sian President Vladimir Putin
said in September Moscow had
agreed to sell gas supplies to
China for yuan and roubles
instead of dollars.

India in the last year dis-
placed Europe as Russia’s top
customer for seaborne oil,
snapping up cheap barrels and
increasing imports of Russian
crude 16-fold compared to
before the war, according to
the Paris-based International
Energy Agency. Russian crude
accounted for about a third of
its total imports. AGENCIES
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Iraq reaches out to India
to discuss oil discounts

Focus on buying Russian crude has led to a decline

SUBHAYAN CHAKRABORTY
New Delhi, 9 March

ith 33 per cent of India’s oil
import consistently coming
from Russia, Iraq has reached

out to refiners here with offers to open
discussions on what level of discounts
would be needed to lure them back, sev-
eral people in the know said.

Multiple officials and industry exec-
utives said Iraq, wants to discuss dis-
counts expected by Indian refiners. Iraq
was the largest source of crude oil for
India in the first 10 months of the current
fiscal year. But imports from Russia are
gaining fast and may catch up with Iraq
by FY23 end, experts said.

India’s focus on snapping up ever
higher volumes of Russian crude oil has
led to a proportionate decline in import
from West Asia. Flows from Iraq, Saudi
Arabia, and the UAE have suffered.

“Iraq has communicated to Indian
refiners its willingness to explore a fur-
ther cutin the prices of crude oil it offers.
It has sought discussions to better plan
flows at a time when the Indian uptake
has become volatile,” a top industry exec-
utive with a public-sector oil refiner said.

The government is aware of this, he
added.

Officials said while no bilateral dis-
cussions on the issue were expected, the
latest move was not unexpected.

“At a time when Moscow’s relations
with the West continue to sout, and deep
discounts for crude oil become the norm
rather than the exception, Iraq is being
proactive in stopping a further slide in
its share of the Indian crude oil basket,”
an official said.

Tugofwar

Baghdad last year had undercut Russia
from June by supplying a range of crude
oils that on average cost $9 a barrel less
than the Russian variety. The extremely
price-sensitive market, therefore, had
shifted heavily back in favour of Iraq.

This had continued till the G7 nations
had imposed a $60 per barrel price cap
on Russian crude oil on December 5,
2022. This was implemented concurrent-
ly with a separate ban on Russian
seaborne crude oil shipments by
European Union nations.

“Pushed into a corner, Moscow had
offered more competitive prices since
then to retain a steady flow of crude oil
to new buyers like India and China to
make up for the lost volumes which were
earlier going to Europe. That trend con-
tinues till February,” a senior industry
executive said.

Even without the price argument,
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officials say a stable supply of crude oil
should be established from outside the
West Asian region.

“While oil imports from Iraq have
remained the mainstay of our purchases,
given global complications and Irag’s
volatile internal situation, India needs
alternative mechanisms,” another offi-
cial said.

The series of Basrah crude oil export
grades from Iraq are attractive for
upgraded Indian refineries. They are
also of great value for producing items
such as diesel. As part of a long-planned
overhaul of its crude oil grades, Iraq has
over the past year increased the avail-
ability of Basrah Medium and Basrah
Heavy —cheaper than Basrah Light —
that are suited for India’s upgraded
plants.

Russia gaining fast
On the other hand, import from Russia
again firmed up in recent months. It
remained the single-largest supplier of
crude oil for a fifth straight month as of
February, show estimates made by
London-based commodity data analyt-
ics provider Vortexa, which tracks ship
movements to estimate imports.
According to Vortexa, India imported
1.6 million barrels per day (bpd) from

Indiajostleswith
ChinaforESPO
crudefromRussia

Private Indian refiners are jostling
with independents in China for
Russian ESPO crude loading in April,
pushing prices higher after Moscow
lowered exports of its flagship
grade Urals, industry sources said.
China, which is setto import record
volumes of Russian crude in March,
typically sweeps up all of the ESPO
crude exported from the Pacific
port of Kozmino due to close
proximity while sanctions on
Russian oil have shrunk the pool of
buyers. REUTERS

Russia in February -- an all-time high--
up from 1.4 million bpd in January and
1 million bpd in December.

Meanwhile, Iragi oil import fell
slightly to 939,921 bpd in February. It had
risen in January to a seven-month high
of 983,000 bpd, up from 803,228 bpd in
December.
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Local gas prices may be
tied to crude from Apr

Panel suggested afloor price of $4-per mmBtu and a ceiling price of $6.5 per mmBtu

rituraj.baruah@livemint.com

ndia is poised to transi-

tion to a new domestic gas

pricing regime based on

crude oil pricesstarting 1

April, assuggested by the
Kirit Parikh panel, with a per-
son familiar with the develop-
mentsaving that the proposal
may get cabinet approval this
month,

In November, the Kirit Par-
ikh committee made several
recommendations to the
petroleum ministry, includ-
ing pricing locally produced
natural gas at 10% of crude oil
prices and implementing a
floor price of $4 per mmBtu
and a ceiling price of $6.5 per
mmbBtu.

“Effortsare onto get things
cleared by 1 April. The new
rates are about to come. It is
beingtried that the new rates
come on the basis of the for-
mula suggested by the Parikh
panel,” the person cited above
said, requesting anonymity.

A

ON THE RISE

A CareEdge Ratings report showed that in FY22, the total
consumption of natural gas in India stood at 180 mscmd.

India's Gas Consumption (MMSCMD?®)

*million metric standard cubic meters per day
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Another person aware of
the development said that the
committee suggested linking
the prices to crude oil in this
case. “They would be linked
to the prices at which India
purchases oil, which would be
the Indian crude basket,” the
person said, also declining to
be named. The Indian basket

SARVESH KUMAR SHARMA/MINT

of crude oil represents a
derived basket comprising
sour grade (Oman and Dubai
average) and sweet grade
(Brent Dated) of crude oil pro-
cessed in Indian refineries.
Currently, India reviews
gas prices every six months,
based on rates in surplus gas
nations with a one-quarter

lag. Asof1 October 2022, the
price of gas from old fields,
which make up nearly two-
thirds of India's production,
rose to $8.57/mmBtu, mark-
ing the third increase since
April 2019.

Kirit Parikh, chairman of
the panel, said: “Globally, gas
prices have been linked to
crude for several years now.
Since efforts are on to pro-
mote the use of cleaner fuels,
such as PNG (piped natural
gas) and CNG (compressed
natural gas), over LPG and
diesel, respectively, it is
expected that linking the
price of gas to crude would
make PNG and CNG more
affordable compared to LPG
and diesel.”

He noted that India imports
a significant amount of LPG
and crude oil to meet its
energy requirement, and a
higher demand for PNG and
CNG, which can substitute
both LPG and diesel, a
byproduct of crude oil, may
help curb import bills.

TURN TO PAGE 6
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Domestic gas prices are likely

FROM PAGE1

In November, he said that
theceilingand floor prices had
been suggested for gas from
legacy fields as the fuel from
there primarily goes into city
gasdistribution, fertilizer pro-
duction and power plant, and
the panel'sobjective wasto get
afair price for the consumers.

India’s potential shift to
crude-linked gas prices may
not have an immediate impact
on rates, one of the officials
cited above said, as both gas
and crude prices have
declined from the multi-year
highs of 2021.

Queries emailed to the
spokesperson for the petro-
leum and natural gasremained
unanswered till press time.

Other panel recommen-
dations include linking
domestic gas prices to inter-
national prices in years
ahead and removing the
price cap in the next three
years. The price of gas from
difficult fields, including
deepwater and high-pres-
sure-high-temperature
areas, already hasa cap.

Historically. India’s natural
gas consumption has been
significantly higher than its
domestic production, and the
difference is met through
imports.

A CareEdge Ratingsreport
showed thatin FY22, the total
consumption of natural gasin
India stood at 180 million
standard cubic metres per day
(MSCMD), of which 95
MSCMD was met through
domestic production and 85
MSCMD through imports.

“According to the existing
formula, the price of domestic

Both gas and crude prices have declined.

BLOOMBERG

gas would otherwise have
been at $10/mmBtu for FY24.
The revision in the pricing
mechanism is likely to result
in a lower realization of at
least $3.50/mmBtu for
domestic gas production from
legacy fields.

Accordingly, CareEdge Rat-
ings believes that domestic gas
producers of legacy fields
could have the lower realiza-
tion of natural gasto the extent
0f323,000 crorein FY24," the
report published after the sub-
mission of the Parikh panel’s
report in November said.



As of October 1, 2022,
the price of gas from
old fields increased
to $8.57/mmBtu
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NEW DELHI: India is poised to
transition to a new domestic gas
pricing regime based on crude
oil prices starting1 April, as sug-
gested by the Kirit Parikh panel,
with a person familiar with the
development saying that the pro-
posal may get cabinet approval
this month.

In November, the Kirit Parikh
committee made several recom-
mendations to the petroleum
ministry, including pricing
locally produced natural gas at
10% of crude oil prices and
implementinga floor price of $4
per mmBtu and a ceiling price of
$6.5 per mmBtu.

“Efforts are on to get things
cleared by April . The new rates
are about to come, It is being
tried that the new rates come on
the basis of the formula sug-
gested by the Parikh panel,” the
person cited above said, request-
ing anonymity.

Another person aware of the
development said that the com-

HINDUSTAN TIMES, Delhi, 10.3.2023

Page No. 17, Size:(18.53)cms X (15.20)cms.

Local gas prices may be tied
to crude oil from this April
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PNG and CNG more affordable.

mittee suggested linking the pri-
ces to crude oil in this case.
“They would be linked to the pri-
ces atwhich India purchases oil,
which would be the Indian crude
basket,” the person said, also
declining to be named. The
Indian basket of crude oil repre-
sents a derived basket compris-
ing sour grade (Oman and Dubai
average) and sweet grade (Brent
Dated) of crude oil processed in
Indian refineries.

It is expected that linking the price of gasto crude would make

BLOOMBERG

Currently, India reviews gas
prices every six months, based
on rates in surplus gas nations
with a one-quarter lag. As of
October 1, 2022, the price of gas
from old fields, which make up
nearly two-thirds of India’s pro-
duction, rose to $8.57/mmBtu,
marking the third increase since
April 2019.

Kirit Parikh, chairman of the
panel, said: “Globally, gas prices
have been linked to crude for

several years now. Since efforts
are on to promote the use of
cleaner fuels, such as PNG
(piped natural gas) and CNG
(compressed natural gas), over
LPG and diesel, respectively, itis
expected that linking the price of
gas to crude would make PNG
and CNG more affordable com-
pared to LPG and diesel.”

He noted that India imports a
significant amount of LPG and
crude oil to meet its energy
requirement, and a higher
demand for PNG and CNG,
which can substitute both LPG
and diesel, a byproduct of crude
oil, may help curb import bills.

In November, he said that the
ceiling and floor prices had been
suggested for gas from legacy
fields as the fuel from there pri-
marily goes into city gas distri-
bution, fertilizer production and
power plant, and the panel's
objective was to get a fair price
for the consumers.

India's potential shift to
crude-linked gas prices may not
have an immediate impact on
rates, one of the officials cited
above said, as both gas and
crude prices have declined from
the multi-year highs of 2021.

Queries emailed to the
spokesperson for the petroleum
and natural gas remained unan-
swered till press time,

Other panel recommenda-

tions include linking domestic
gas prices to international prices
in years ahead and removing the
price cap in the next three years.
The price of gas from difficult
fields, including deepwater and
high-pressure-high-tempera-
ture areas, already hasa cap.

Historically, India’s natural
gas consumption has been sig-
nificantly higher than its domes-
tic production, and the differ-
ence is met through imports.

A CareEdge Ratings report
showed that in FY22, the total
consumption of natural gas in
India stood at 180 million stan-
dard cubic metres per day
(MSCMD), of which 95 MSCMD
was met through domestic pro-
duction and 8 MSCMD through
imports.

“According to the existing for-
mula, the price of domestic gas
would otherwise have been at
$10/mmBtu for FY24. The revi-
sion in the pricing mechanism is
likely to result in a lower realiza-
tion of at least $3.50/mmBtu for
domestic gas production from
legacy fields. Accordingly,
CareEdge Ratings believes that
domestic gas producers of legacy
fields could have the lower reali-
zation of natural gas to the
extent of 323,000 crore in FY24,”
the report published after the
submission of the Parikh panel’s
report in November said.
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Modi, Hasina to
launch pipeline
to export diesel
to Bangladesh

New Delhi: PM Modi and
Sheikh Hasina will virtually
inaugurate the cross-border
India-Bangladesh friendship
pipeline, through which India
will export diesel to the neigh-
bouring country on March 18,
Bangladesh foreign minister
AK Abdul Momen announced
on Thursday.

The 130-km pipeline, con-
structed at a cost of Rs 377
crore, will carry fuel from As-
sam-based Numaligarh Refin-
ery Lid’s (NRL) marketing ter-
minal at Siliguri in West Ben-
gal to the Parbatipur depot of
Bangladesh Petroleum Corpo-
ration (BPC). PM Modi had
agreedtofinancethispipeline
in 2017. Tun
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PNG, CNG for Andaman, Lakshadweep

ﬁurafbarua_h@livemﬁtcom

NEW DELHI

he government is plan-
T ning to expand piped

natural gas (PNG) and
compressed natural gas (CNG)
connectivity to Andaman and
Nicobar islands and Lakshad-
weep islands, two officials
aware of the developmentsaid.

As part of the plan, cargo
ships will transport liquified
natural gas (LNG) to these
islandswhereitwouldbecon-
verted to PNG and CNG, one of
the two officials cited above
said.

“There is a thought of pro-
viding LNG supplies to Anda-
man and Lakshadweep. Centre
is in talks with Lakshadweep
and Andaman administrations.
We want to provide CNG
(through LNG shipments)
which can replace lot of their
energy requirements. For
Andaman, tankers on ships
would befilled at the Kochi ter-
minal,” the official said on con-
dition of anonymity.

The Centre is awaiting pro-
posals fromadministrations of
both the union territories to
develop city gas distribution
(CGD) networks and workwill

_. =

The Centre is awaiting proposals from administrations of both

the UTs to develop city gas distribution (CGD) networks. HT

start once approvals are in
place, the official added. Sup-
plying piped gas to homes
would require distribution
infrastructure in place.

authorize entities forthe CGD
network.

“Discussionsare onwhether
Centreshould authorize orask
PNGRBtomake the authoriza-

Anotherofficial tion. It cannot be
said thatgiventhe Cargo ships will opened up for
sensitivity transport LNGto everyone” the
attached to the these islands ofﬁcial added.
islands and the where it would be Queries sent to
iearances. thy ComvertedtoPNG [ NEURT O
project may not an%?f?(l:iGa,lzald natural gas

be opened up for
bidding. Instead it
may be directly
assigned to a company by the
Petroleum and Natural Gas
Regulatory Board (PNGRB).

remained unan-
swered till press
time.

The move aims to replace
LPG and diesel with cleaner
variantsin view of climate con-

Alternatively, the Centrewould | cerns. Further,elevated petrol

and diesel prices are also
expected attract usersto CNG,
which is used as auto fuel.

The plan is in line with the
government's aim to create a
gas-based economy, expanding
the network of LNG supplies
withinthe country. While work
on a National Gas Grid is
underway for the mainland, for
supply of LNG to these groupof
islands, the governmentwould
take the maritime route and
supplies would be shipped
from the nearest terminals in
the gas grid.

Thedevelopment comesat a
time when the government
also plansto setupatrans-ship-
ment hub at Galathea Bay in
the Great Nicobar islands.
According to the ministry of
shipping, the projeet is
expected to complete with an
estimated investment of
41,000 crore ($5 billion)
including both government
and private sector participa-
tion. Infrastructure develop-
ment inboth archipelagoes has
received a major push from the
government, more so, in the
Andaman and Nicobarislands
given its strategic significance
from the command it provides
India over the eastern Indian
Ocean andthe growing interest
shown by China in the Bay of
Bengal area.
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PROFITS FROM FUEL SALES turn positive, which along with lower under-recoveries will boost profitability and their stocks

Rising Marketing Margins to Lift MCs in Q4

Ashutosh.Shyam@timesgroup.com

ET Intelligence Group: The blen-
ded marketing margin of oil mar-
keting companies (OMCs) such as
Indian Oil Corp, BPCL, and HPCL
has turned positive after a gap of
more than a year amid improving
refiningmargins.

This may result in higher profitabi-
lity in the March 2023 quarter compa-
red with the depressed operating pro-
fit in the first nine months of FY23. 1t
may support the
performance of
OMC stocks in the
near term, which
have underperfor-
med by 16% over the past 12 months
compared with the Nifty 50 index.

The marketing margin —which re-
presents the profit earned by selling
fuels at petrol pumps — on diesel ro-
se to a nearly 14-month high of 22.5
per litre. It had turned negative in

ET ANALYSIS

the fourth quarter of the last fiscal
year asretail prices were unchanged
despiterising crude oil prices.

The margin on petrol turned posi-
tivein the second quarter of FY23.1t
is currently at 6.4 per litre. The
blended marketing margin in the fo-
urth quarter so far has reached aro-
und Z2-2.5 per litre compared with a
loss of 1.4 per litre in the previous
quarter. The current blended mar-
gin is close to the long-term average
blended margin of 22.9 per litre.

India consumes about 23-24 bil-
lion litres of diesel
and 11 billion litres
of petrol in a quar-
ter. The fuel under-
recoveries or los-
ses on selling fuels in the first half
of FY23 reached around 1.1 lakh
crore. With improving marketing
margins, it should reduce to aro-
und 710,000 crore in the second half
of thefiscal year.

A lower under-recovery on petro-

On Recovery Path
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OMC Marketing Margins
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so far

leum products may reduce the debt
pressure on the balance sheets of
OMCs. The gross debt of HPCL and
Indian Oil Corp rose to a multi-qu-
arter high of 268,500 crore and 1.1
lakh crore, respectively, at the end
of the December quarter. The pri-
cing curve of crude futures indica-
tes that Brent price may remain at

around $80 per barrel. If that hap-

pens, the current marketing mar-

gins may sustain in the near term.
Every fifty paise increase in the

blended marketing margin impro-

ves projected earnings of OMCs by
12-18%. HPCL has the highest sensi-
tivity to change in marketing mar-
gin as its refining volume is 57-63%

of its marketing volume, while the
ratio is 80-93% for the other two sta-
te-owned entities.

On the refining side, a sequential
increase in the Singapore gross re-
fining margin (GRM) to $8.5 per
barrel in the March quarter from
$6.3 in the previous quarter, driven
by a higher spread for most of the
fuels, may help refining profitabili-
ty. Every dollar increase in the
GRM improves projected earnings
per share (EPS) by 9-15% for OMCs.

According to Bloomberg consen-
susestimates, thecombined impact
of marketing and refining profits
may lead to a cumulative net profit
of around 732,068 crore for the next
fiscal year for the three OMCs com-
pared with an expected loss of
¥5,838 crore in FY23. The stocks of
HPCL, BPCL,and IOC tradeatapri-
ce-book value multiple of 0.8, 1.9,
and one in that order, a discount of
18-35% to their respective five-year
average valuations.
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The spectre of coal
over climate change

Record summer heat has caused electricity demand to soar. Despite
the focus on renewables, thermal power will meet additional demand,
sendingsustainability targets for a toss

S DINAKAR

9 March

ummers last a decade in
S the Game of Thrones,
now in its final season,
against a three-month Indian
summer. But the Starks
and the Lannisters did not
use air-conditioning to cool
their mansions. Not so the
case here.

Electricity demand will
grow at its highest pace in a
decade in 2023-24, as Indian
homes and offices rely on
coolers and air conditioners to
secure themselves against blis-
tering heat waves. That will
send peak power consumption
to new records, and sustain-
ability targets for a toss. The
International Energy Agency
(IEA) attributes a surge in
power demand in India in the
longer term in large part to a
six-fold increase in peak daily
electricity consumption for air
conditioning to 2040.

This summer is not a one-
off affair. India has been facing
hotter summers and milder
winters over the past few years.
Heat waves have intensified,
sending power demand up by
over 8 per centin 2021-22. That
compares with average elec-
tricity demand growth rate of
5.2 per cent over 20 years.

India’s electricity demand
is projected to grow by almost
5 per cent per year t0 2040, the
IEA says, which indicates that
growth rates will be much
higher in the next few years
before plateauing. The Central
Electricity Authority (CEA)
expects demand for electricity
to grow by 7.2 per cent to 1,874
billion kilowatt hours in the
year ending March 2027. Power
demand will grow by 10 per
cent this fiscal before moder-
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Non-utility capacity as of March 2021was 79 Gw

ating to 6 per cent next fiscal,
predicts Vikram V, vice-pres-
ident at ratings agency ICRA.
This has implications for
India’s climate change targets.
With imported liquefied nat-
ural gas (LNG) priced at over
$15 per million British thermal
units, India’s gas-fired gener-
ators, accounting for 6 per
cent of total capacity, are in
no position to supply power
profitably to the grid.
Renewables (excluding

hydro-power) will account for
roughly 11 per cent of power
generation this fiscal, mar-
ginally rising to 13 per cent
next fiscal despite accounting
for nearly 30 per cent of the
412-Gw installed capacity,
Crisil said. Solar and wind,
operating at low efficiencies
and high intermittencies, are
hardly sufficient to meet 230
Gw of peak demand expected
this summer.

That leaves coal to do the

Indian generation ratio
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heavy lifting. Coal-fired units
of 211 Gw in aggregate capacity,
asof January, which constitute
51 per cent of the total installed
capacity, generate over 70 per
cent of the country’s electric-
ity, according to CEA.

“We have upgraded our
outlook for the thermal sector
to positive from stable because
of lower than expected renew-
able additions and revival of
thermal plants,” said Vishal
Kotecha, director and head of

infrastructure, India Ratings &
Research, in a call. “Solar
additions are lower than last
year for various issues, and the
outlook is negative for wind.”

“With storage capacities
limited at present, thermal
capacities  continue to
shoulder the burden of meet-
ing any sudden surge in power
demand, especially in the
summer months when water
levels in hydro projects drop,”
said Hetal Gandhi, director,
research, Crisil ~ Market
Intelligence. “Indeed, the
share of hydro had dropped to
8 per cent last summer com-
pared with 11 per cent on aver-
age for the full year.”

Because of seasonality,
availability from wind and
hydro will be limited this
summer while solar might pro-
vide some respite, though
additional generation from it
will be limited considering
past trends. So the onus falls
on thermal plants to service
the incremental demand,
Gandhi said. Domestic coal
plants are running at requisite
plant load factor as of February
2023, but it is the gas and
imported coal plants that will
need to brace for servicing
incremental demand, if we are
to avoid last summer’s power
outages, Gandhi added.
Imported coal-fired facilities
are operated at around 21 per
cent utilisation, and most gas-
fired facilities are hardly oper-
ational because of the high
cost of LNG.

It was either a miscalcula-
tion by Narendra Modi’s gov-
ernment over the extent of
growth in power demand
post-pandemic, or a blind
belief in the power of renew-
ables to power an anticipated
8 per cent of GDP growth
annually, meet demand from
higher use of air condition-
ing, and cater to an emerging
new class of consumers —
electric vehicle owners.

India may need 800 Gw of
renewables by 2030 to gener-
ate half its power from non-
fossil fuel sources, according
to energy think tank TERI.
That involves adding 80-100
Gw a year of renewables, or
around 680 Gw until 2030, led
by solar and wind. Nuclear
facilities take decades to com-
mission while large hydro proj-
ects do not qualify as sustain-

able power sources, experts
contend — especially after
environmental disasters in the
Himalayan holy towns of
Joshimath and Karnaprayag.

But India’s pace of adding
variable solar and wind trails
the country’s requirements.
India may add only 165 Gw of
capacity over five years, aver-
aging 33 Gw annually, accord-
ing to a CEA document. New
solar plants would make up
93 Gw and wind power
another 25 Gw.

CEA’s estimates are based
on ground realities. Variable
renewable energy tenders
issued annually in India have
fallen from 40 Gw in 2019 to
about 28 Gw in 2022, according
to US think tank Institute for
Energy Economics and
Financial Analysis. The total
tenders issued for solar, wind
and hybrid from 2010 to 2022
amounted to only 161 Gw, with
an allotted capacity of 114 Gw.

India needs six times that
number in the next seven
years to make renewables a
dependable source of power.
For instance, power shortages
touched 2.7 billion units last
April, which could have been
avoided with an additional 22
Gw solar plus 11 Gw of storage.

But corrective measures
are underway where the
government has scrapped
plans to retire old generators,
a top government official
said. In fact, coal will play a
key role in India’s new energy
security doctrine.

The spectre of coal looms
large over India for the next
few decades. The power mini-
stry had advised the closure of
coal-fired generators older
than 25 years by 2030, amount-
ing to around 50-60 Gw or a
quarter of the current coal
fleet, to meet India’s net zero
objectives by 2070. That plan
is off the table, an official said.
Instead, old generators will
operate at lower loads.

Coal-fired capacity of
around 25 Gw is under con-
struction and will be opera-
tional in a few years. New coal-
fired plants are being proposed
after the government decided
to use thermal power as an
option for flexible power stor-
age. India will now give prior-
ity to cheaper thermal over
high-cost battery storage, the
official said.
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vedanta seeks Bids for Raj asthan N atgas The floor price for the auction has been

set at one dollar above the domestic for-
New Delhi: Vedanta has sought bids for tranche. The first tranche of gas will be mula gas price of $8.57 per mmBtu. The
natural gas from Rajasthan block atafloor supplied from Aprilltol5andsecond tran- salesprice willbe thelower of Platts LNG
price of $9.57 per mmBtu. The company che will be available from April 16 to May West India marker or 15% of the average
plans tosell 0.70mmscmd of gasinthefirst 31. The auction will be held on March17for Brent price plus a premium that bidders
tranche and 0.30 mmscmd in the second tranchelandon March27for tranche2. would quote. - Qur Bureau
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