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BUOYANT PROSPECTS. Why the new domestic pricing norms are positive for gas producers
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bl research bureay

he government is stepping
on the gas, and how!

The stocks of companies
that produce and supply gas
to industrial and individual

customers have been on five, over the last
few days. City gas distribution companies
— Indraprastha Gas, Adani Total Gas —
have gained almost 5 per cent over the
past week. Ditto with India’s largest oil
producer, ONGC. This is thanks to the
Government'’s (Cabinet committee) de-
cision toimplement the domestic gas pri-
cing policy guidelines as proposed by the
Kirit Parikh Committee,

The new pricing guideline is believed
to balance the interests of gas producers
and consumers and ensure long-term in-
vestmentin the gas exploration space.

After the stupendous rally in energy
prices — crude and natural gas — in 2022,
prices have moderated a bit and are ruling
steady now. Tn India too, the prices of do-
mestic gas, which hit the roof in 2022, will
moderate in 2023, due to the change in
the pricing methodology. More import-
antly, this will bring stability to the reven-
ues and earnings of gas producers. Until
now, these numbers have been fluctuat-
ing due to volatile global prices as the
price computation formula for domestic
gas was linked to natural gas price and
volume consumed in countries such as
Europe, Russia, Canada, the US, ete.

NEW PRICING CONTOURS
Under the new pricing mechanism, the
domestic gas priceis linked to the average

Outlook on
stocks

as exploration companles ONGC
Gand Oil India look interesting froma

medium-term investment.
perspective, now with the new pricing
guideline. Amang the two PSU gas
producers, Ol India seems artracrively
priced at 3 timesits trailing twelve-month
earnings. With anirvestment book of
¥29,728¢roreand cash in the baoks of
F4,362 crore as of September 2022, the
company’s current market cap of 28,275
croreloks impressive. A &L partfolio, we
recently gave a uy’ recommendatian on
this stock. (httpsitinyurl.comypf-Oilindiz)
ONGC, being the leader, trades at a slight
premiumto OilIndia, at 5.1 timesits traifing
twelve-manth earnings.

Mahanagar Gas alsc s expanding its wings
beyond Mahareshtrainto Kamatakaandis
gearing for steady growth in the medium
term. Indraprastia Gas currently trades at
about 23 times its trailing tweive-month
earnings, while Mabanagar Gas tradesat 15
timesits twelve-month tralling earnings

Wie have an ‘accumulate’
recommendation on both Indraprastha Gas
(hitpsdftinyurl.comGL-Jan2023) and
Mahanagar Gas
(httpsiftinyurl comMGLMarch2023)
Other stocksinthe CGD space, including
Adan| Total Gas and Gujarat Gaswhich rank
first and secondin terms of highest number
of geographical areas (GA), are ata
premiumta the above mentioned CGD
companies. Adani Total Gasis trading at a
steeppremiumte peers, at 201 timesits
trailing twelve-month earnings. Further,
healthy balance sheet of both Indraprastha
and Mahanagar Gas adds to the comfort,
while Adani hias debt totalling toabout 0.5
timeits sharaholders funds in the baoks,
given its aggressive expansion plans.

price of Indian crude basket for the previ-
ous month, For instance, the gas price for
May 2023 will be announced on April 30,
2023. Te will be computed as 10 per cent of
the average daily crude basket price for
the period March 26 to April 25.

For gas from older fields, also called
nominated fields, the price will be capped
at $6 per mmbtu and there will also be a
floor price of $4.5 per mmbru. The floor
and cap price will remain for the next two
years and will be increased by $0.25 per
mmbtuevery year, beginning FY26,

To encourage investment in new ex
ploration, the Government has an-
nounced a premium of 20 per cent over
APM (Administered Pricing Mechanism)
gas price, for gas from new wells or well
intervention in the nomination fields of
ONGC and OIL, wherein the APM price
Aoorand ceiling cap currentlyapply.

India being a gas deficient economy
with significant dependency onimported
gas, a stable pricing policy will encourage
fresh investment in exploration and also
increase production from existing wells.
In 2022, India’s gas consumptien stood at
45,661 million standard cubic metre, of
which indigenous production was 25,868
million standard cubic metre, while the
balance was met through re-gasification
of imported liquified natural gas (LNG),
according o data in Petroleum FPlanning
B Analysis Cell (PPAC) website.

UPSTREAM GAS PRODUGERS
Though the new ng scheme will have
a marginal negative impact in the short
term due to cut in natural gas prices, it
will be positive for oil exploration com-
panies such as ONGC and OIL India in
the medium term for three reasons.

First, the new pricing guideline will
bring stability to gas prices, which will
help the performance of the gas division
of exploration companies. The floor price
of $4.5 per mmbtu for gas from nomin-
ated old fields is positive for ONGC and
Qil India. This is because, gas price his-
torically haslargely remained in the range
of $2-3 per mmbru over the last eight
years. Sample this: over the period Octo-
‘ber 2015 to March 2022, the average price
of natural gas fixed by the Government
was 828 per mmbtu. The natural gas
price saw a meteoric rise o $6.1 per
mmbtu in April 2022 and further in-
creased to $8.57 per mmbtu inSeptember
2022, thanks to the Russi
and the resultant energy «1

Barring the November 2014-Septem-
ber 2015 period, when the gas price was
higher than $4.5 per mmbtu, the price
range for natural gas has been under $4
per mmbtu. Thus, we believe that the
Aoor price will help stable performance
of the gas exploration division for the two
PSU cil explorers ONGC and Oil India,
and help boost their profitability over the
next 2-3 years.

Second, though the ceiling price of §6
per mmbtu may seem to restrict the up-
side for gas producers when energy prices
rule high globally, given the low cost of
operating nominated fields for ONGC
and Oil India, the margins even at the cap
price should remain attractive. We can
understand this better looking at the per-
formance of Oil India’s gas division. Dur-
ing the first two quarters of FY23, the av-
erage realisation of natural gas was $6.1
per mmbtu for Oil India, The operating
profit margin for the company’s gas seg-
ment during this period was 32 per cent
and 51 per cent, respectively. This com-
pares with a loss during the first two
quarters of FY22, when the average real-
isation was $1.79 per mmbtu,

Further, the increase in floor and ceil-
ing beginning FY26 at $0.25 per mmbtu
should also address any cost inflation in
operating these fields.

Third, the move to offer a premium of
20 per cent over the APM gas price for
newer fields will incentivise companies to
pursue exploration activities and thus
help overall volumes and also profit mar-
gins. More importantly, clarity on the pri-
cing will help companies plan their cap-
ital expansion better. Also, the linkage to
crude oil prices as compared to the
erstwhile formula of volume-weighted
price of gas in countries such as the US,
Russia, Canada, Mexico, the European
Union, and other countries, will help gas
producers in the medium term, given that
OPEC and other oil producers typically
try to contain any downfall in oil price by
altering production and supplies.

NEAR TERM POSITIVE FOR CGDS
For City Gas Distribution companies
(CGD) such as Indraprastha Gas, Ma-
hanagar Gas, Adani Total Gas and Gujarat
Gas, we believe the move to have an im-
mediate positive impact due to cut in
APM gas prices with effect from April
2023. The 27 per cent cut in the price of
APM gas from nominated fields should
result in considerable cost savings for
CGD players. These companies have
already reduced the price of LNG (li-
quified natural gas used for mator trans-
port) and PNG (piped natural gas used
for domestic and industrial purposes),
soon after the approval of the new pricing
scheme. Indraprastha Gas hasalreadyan-
nounced reduction in the price of CNG
by %6 a kg in Delhi, to ¥73.59 a kg from
T79.56 a kg earlier. Likewise, CNG prices
have been cut by ¥6 a kg in Ghaziabad,
Greater Noida, and Noida too.

‘We believe the new pricing guideline to
be positive for CGD companies on two
counts. First, an immediate downward
revision in APM gas prices should ease
the stress on operating profit margins for
CGD companics witnessed over the last
two quarters, following the stupendous
rise in oil and gas prices, globally.

Second, the availability of domestic gas
should improve with clarity in the pricing
mechanism and should encourage long-
term capital commitment from explora-
tion companies. Increased availability of
domestic gas will help CGD companies
increase their volume,

However, we believe that the cost of
gas for CGD companies in the medium
termwill remain higher thaninthe recent
past, given the linkage to global crude oil
prices, now. This Is because the new floor
price of #4.5/mmbtu for domestic gas is
higher than the gas price range of $1 810
$3.8 per mmbtu seen over the October
2015-March 2022 period. Ability of CGD
companies to pass on the impact of price
increases to end customers will be critical
for sustainability of margins for these
companies in the medium term.

Also, though the availability of addi-
tional gas from new fields will help im-
prove volumes, the pricing for the new
gas is going to be higher, which can have a
bearing on the margin, in case these com-
panies are not able to pass it on 1o their
CONSUmMers.

Further, infladon and macro-eco-
nomic indicators may also have a role to
play in the decision of CGDs — at least
state-owned ones such as Indraprastha
and Mahanagar Gas — to completely pass
on price inereasesto consumers, Further,
the Petroleum Planning and Analysis Cell
has been mandated to build and maintain
adedicated portal to track PNG and LNG
prices regularly, which will update the
prices as and when changes happen.

Besides the new pricing mechanism,
increasing investments in LNG globally
can have a positive rub-off on CGD com-
panies. This is because, high LNG prices
in 2022 have kindled investment interest
in this space. In the European Union, re-
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gasification capacity is expected to in-
crease by 25 per cent in 2023, thanks to
expansion of existing re-gasification ter-
minals and new floating storage regassi-
fication units. As overall LNG volumes
increase, it should ease the pressure on
LNG prices, which will also benefit CGD
companies by way of lower raw material
costs, as they bridge the gap in domestic
gas supply through imported LNG

OTHERS

For gas utility companies such as GAIL,
predominantly into natural gas trading
and transmission, there will not be any
significant impact on margin on account
of increase in gas prices. The company’s
revenues are largely from monetisation
of its transmission pipeline infrastruc-
ture. GAIL has a negligible CGD compon-
entinitsrevenue. Similarly, there will not
be any impact on Petronet LNG, which
primarily imports LNG, does re-gasifica-
tion and distribution.
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G-7 agrees to speed up
phase out of fossil fuels

G7 SAPPORO
Mirusfers’ Meeling on Climote, Energy and Environment

BLOOMBERG
April 15

THE GROUP OF seven nations
agreed to accelerate the phase-
out of unabated fossil fuels but
fell short of sealingadeal ona
timeline to exit coal, said French
energy ministerAgn es Pannier-
Runacher. Pannier-Runacher
spoke onthesidelines of ameet-
ing of G-7 energy and environ-
ment ministers inthe northern
Japanese city of Sapporo that
runs thmugh Sunday. Themin-
isters are negotiating a joint
communique thatoutlines sup-
port from the world’s most
advanced economies for the
global energytransition.

“For the first time ever, the
G-7 says thatwe must accelerate
the phasing out of all unabated
fossil fuels” Pannier-Runacher
told reporters. “The

G-7 ministers on climate, energy and environment in
Sapporo, northern Japan

G-7 saysthat there shouldbe no
more new coal fired power
plants"The G-7 have appointed
themselvesleaders inthe global
mission to decarbonise,and the
communigque sends an impor-
tant political signal that sets the
tone forenergyand climate con-
versations the rest of the year.

FINANCIAL EXPRESS >un: 16 April 2023

reapToLesp Nttps://epaper.financialexpress.com/c/72186466
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The failure toagree on atimeline
to exit coal may weaken resolve
ahead of a critical UN climate
summitin Dubai thisyear—COP
28—with over 200 nations will
be pressed to phase out the fossil
fuel. The G-7 calls for accelerat-
ing installment of renewables,

Pannier-Runacher said.
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G-7 ministers agree to cut gas consumption

SAPPORO (Japan): The
Group of Seven rich nations
have agreed to call for reducing
gas consumption and increas-
ing electricity from renewable
sources while phasing out fos-
sil-fuels faster and building no
new coal-fired plants, France’s
energy transition minister said
on Saturday, Reuters reported.

G-7 environment and
energy ministers, however,
could not agree on a specific
date to exit coal power, France’s
Agnes Pannier-Runacher told
reporters on the first of two
days of climate and energy talks
in Sapporo in northern Japan.

“The G-7 countries have
agreed that the first response
to the energy crisis must be
to reduce energy and gas con-
sumption... For the first time
ever, the G-7 said that we must
accelerate the phasing out of all
unabated fossil fuels... Finally, it
sent a message about accelerat-
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'

ing renewable energy,” Pannier-
Runacher said.

The G-7 decided to endorse
a goal to “drastically increase
electricity generated by renew-
able energies,” a person with
knowledge of the discussions
separately told Reuters, asking
notto be identified because the
information is not public.

Ministers also appeared to
be considering numerical tar-
gets for increasing solar power

capacity to at least 1 terawatt
and offshore wind power capac-
ity to 150 gigawatts by 2030, the
source said.

Energy-poor Japan was
pushing for investments to stay
for the gas industry in order to
keep the liquefied natural gas in
the energy mix as a transition
fuel, winning some - but not all
- support from the rest of G-7.

“The imperatives on gas
supplyare only short-term. This

implicitly means that we cannot
invest in the exploration of new
gas capacity, Pannier-Runacher
said, adding that nuclear energy
is backed by G-7 as a “solution
for the energy transition” with
security of supply.

The event has also put focus
on the need to help emerging
countries reduce emissions,
including through financing.

“We, the G-7, need to not
only reduce our own emissions
but also take concrete actions
to achieve emission reduc-
tions globally,” Japan's Economy
and Trade Minister Yasutoshi
Nishimura said in his opening
remarks, singling out countries
in the “Global South”

Nishimura said ministers
would like to discuss ways
to use finance to help reduce
carbon in so-called “hard-
to-abate” industries, which
include chemicals, shipping
and steel. AGENCIES



HPCL LPG Bottling Plant at Matia dist.Goalpara in Assam

Rameshwar Teli, Minister of
Statefor Petroleum & Natural
(zas and Labor & Employ-
ment, dedicated the HPCLLPG
Bottling Plantat Matia, Dis-
trict Goalparain Assam, tothe
Nation on 12th April 2023.
Through this plant of HPCL
in North East India, LPG
Cylind ers will be supplied to
about 8 lakh consumers
through appx. 75 HPCLLPG

EhrStattsman Sun, 16 April 2023
https://epaper.thestatesman.com/c/72186574
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Distributors in the states of

Assam, Tripura, Nagaland
and Meghalaya.Chairman

and Managing Director of
HPCL, Shri Pushp Kumar
Joshi in his welcomeaddress
informed that HPCLhascon-
structed this LPG Bottling
Plant of 30 TMTPA capacity
at Industrial Development
Center, Matia, District Goal-
para situated on 30 acres of
land with various state-of-the-
art facilities, at a total proj-
ectcost of Rs70 crore approx.
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NSEtobring
WTlcrude,gas
futures

New Delhi: National Stock
Exchange said it will launch
futures contracts on under-
lying WTlcrude oil and nat-
ural gas in the commodity
derivatives segment from
May 15. This comes after
NSE received Sebi approval
to launch the rupee-denom-
inated Nymex WTlcrude oil
and natural gas futures con-
tracts inits commodity de-
rivatives segment. PTI

SThelndia &



VIRAT VAIBHAYV, Delhi, 16.4.2023

Page No. 15, Size:(8.12)cms X (12.57)cms.

Sl 3U-THGl Uipfad
I UISUEIrs ol 31T

A YIRd dd d¢1 ADdl 2

& T H TR Sl Wik
9 UTEYATEH ol 3§ R
o I I =R & Hehal B
W & offeler deitli & 39
ferer 57t Ha<t Tl A e
F TF s W I o1 Fa |

el 2T HeX HTE J Th S
T el o T 39 91 7-10
T o Sl el | ST 8
A ST TG 2023 & T=R
3l 11 @ SfEl § SR
a1 e i agrar <A & fag

He 3T | s H 39 few
WA & gaet O s T f
311feien Gfdsiell o srelsie, YR
T % I Ui R 9rieRt
T TIfHet &1 SR hel, WA
AR ffa 2022 60 wfaer
o &1 et & wéAt # 71w 90
i et B

THH WA € f Fea 9 &
el & TE SR 3 1 MR
ff &g T €1 ST URA F
STEE ®B W FH F AU
yfdelg &1 39-forewr W 3
fF YR 3 &1 T TH
HhET 309 & ofeor § fed
TSR SISTTE <hi ST ST T,
e 39h SRT 9Ra, weA
Uiy, SRR & (el |IR
3R FowE R & =
& ) ST AT ST ok Tg =
FHIH I Gh |




NAVODYA TIMES, Delhi, 16.4.2023

Page No. 10, Size:(6.97)cms X (4.07)cms.

Tere, Fore ekt € et I ot ATt AT | e
ek UTSeATS faam st aamt o 3

7% faeedl, 15 10 (TSHl) : W I Ses & WF Y WEYesd o "y | 9w 1w
Farm e gF I A F T H s M A A T Sa e B i
weE € 9% HHg 9 e A 9 WEUETs F1 SHE § 9 9% agH W
foam #1 wFm & 1 Fm & anfds dEi 3 3v-faew o3 9ed v A U sEE i 19w
T FET | FRT UL, A S, e TE el g & U dew | e R e
Tre @ fafea 3= ¥ 39 oime 9% 39 T T Eyers #1 i w5 w3
TH BT i YR H UERL 79 JgH 9 BEn 1 W@ )

A AL ELH. gee Te He g A uF =aE | Fe o 9wHl 79 | 7-10
T2 % o9 T T I 1 A 5 uE 2023 3 W 3 11 wE S |

ST 71 99 =1 =gE <4 o+ o g A 9)




