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REGULATOR'S HIKE in integrated tariff by 47% to raise operating profit by
15-18% for FY24; softening spot LNG to aid transmission volumes

GAIL Gets a Tariff Pipeline to
Higher Profits and a Hot Stock

Ashutosh.Shyam
@timesgroup.com

ET Intelligence Group: The ear-
nings prospects of GAIL (India)are

expected to improve after the up-

ward revision in integrated pipeli-
ne tariff by the country’s gas regu-
lator. The stock has gained more
than 10% over the past month on ex-
pectations of higher tariffs.

An integrated tariff means custo-
mers will be charged the same rate
for 10 pipelines. Earlier there was a
separate tariff for each pipeline ba-
sed on the capital expenditure (ca-
pex)and the utilisation rate.

The Petroleum and Natural Gas
Regulatory Board (PNGRB) has in-
creased the integrated tariff by
47% to ¥58.6 per million British
thermal units (inmBtu) compared
with the FY22 level. It covers 10 pi-
peline networks including Hazira-
Vijaipur, DVPL-GREP, and Dahej-
Uran. The new tariff would be ef-
fective from April 1.

GAIL reported a gas transmission
volume of 107 million standard cu-
bic meters per day (mmscmd) in the
first nine months of FY23. Based on
that, the new tariff would result in
incremental revenue of more than
¥2,000 crore and operating profit
(Ebitda)of over?1,300crore. The pro-
jected Ebitda for FY24 may be upgra-
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ded by 15-18% once the analysts take
intoaccount the new tariff.

The blended tariff for gas trans-
mission has been in the range of
242-43/mmBtu in the past two ye-
ars. GAIL'stransmission volume is
likely to recover amid softening
spot LNG prices, with nearly 4
mmsemd  incremental  volume
from fertiliser plants in Sindri and

Barauniand about 3 mmsemd volu-
me from the city gas distribution
segment.

Inarecentanalyst meeting, GAIL's
management guided for a transmis-
sion volume of 120 mmscemd in the
next fiscal year and an annual
growth of 5% thereafter: If the com-
pany delivers more than 120
mmsemd of transmission volume, it
would mark arecord.

The company’s revenue increases
by around 790 crore for each incre-
mental mmsemd of gas transmis-
sion. There may also be further ta-
riff improvement if the gasregula-
tor considers new gas prices based
on the Kirit Parekh committee re-
commendations for domestic gas.
The gas transmission segment ac-
counts for about 30-60% of GAIL's
operating profit (Ebit).

At Thursday's closing price of
Z105.1on the BSE, the stock was tra-
ded at aone-year forward price-ear-
nings (P/E) multiple of nine. The
company’s valuation has dropped
significantly compared with the
long-term average P/E of 11 after
the extent of the tariff increase in
2019 disappointed investors. The
stock may once again appeal to in-
vestors given the latest tariff revi-
sion, improving gas volumes and a
rising share of the utility business
where the company receivesafixed
pre-tax returnonequity.
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Delays in land allocation by States hit
strategic petroleum reserve projects

Rishi Ranjan Kala
MNew Delhi

Evenas energy security hasbe-
come mote crucial, especially,
with international oil markets
witnessing extreme price
volatility, India’s strategic pet-
roleum reserves (SPRs) for
storing crude oil has been lan-
guishing for almost two years
as States have failed to allot
land.

The parliamentary standing
committee on petroleum and
natural gas expressed concern
over the delay in the govern-
ment’s Phase II of the SPR pro-
gramme for establishing 4-mil-
lion-tonne  reserves  at
Chandikhol in Odisha and 2.5
mt at Padur II in Karnataka.

The Union Cabinet approved
the proposal on July8,2021.
The committee pointed out
that there have been “inordin-
ate delays” in land acquisitions
in both States, and the pro-
gress seems tobe “minimal”.

INORDINATE DELAYS
“Taking note of the fact that
the SPRs are projects of na-
tional importance to enhance
energy security of the country,
the committee, therefore, de-
siresthe Ministryof Petroleum
and Natural Gas (MoPNG) to
take uptheissue ofland acquis-
ition at the highest level in co-
ordination with the two State
governments, keeping in view
the interests of all stakehold-
ers,” the panel added.

The committee met with of-

ficials from the MoPNG in the
middle of February this year. It
presented the report in Parlia-
menton Wednesday.

SPRPHASEII

Indian Strategic Petroleum
Reserve (ISPRL) had applied
for land allocation of 400 acres
for the Chandikhol project
with the State government in
September 2019, and 210 acres
for the Padur project with the
Karnataka government in
November 2020.

When the panel inquired
about the current status of the
two projects from the MoPNG
officials, they responded that
the land allocation approval is
under process with the re-
spective State governments
and the demand for anticip-

ated payment for the alloca-
tion of land from the State has
notbeen raised.

“Government of Odisha is
evaluating the application for
land allotment for the
Chandikhol project. The ap-
proval from Odisha for allot-
ment s presently awaited,” the
ministrytold the committee,

“For the Padur project, IS-
PRL submitted a requirement
for acquiring 210 acres of land
to the Karnataka Industrial
Areas Development Board (KI-
ADB). Preliminary gazette no-
tification has been done by KI-
ADB. A resettlement and
rehabilitation (R&R) commit-
tee has been formed, and com-
pensation rates are to be de-
cided by District Collector
Udupi,”itadded.
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L&T signs pact with French
firm for green hydrogen tech

FE BUREAU
Mumbai, March 23

ENGINEERING AND INFRA-
STRUCTURE conglomerate
Larsen & Toubro (L&T) has
entered into an agreement
with France-based McPhy
Energy for manufacturing of
electrolysers and to explore
opportunities in the green
hydrogen sector.

Under the deal, McPhy will
grantan exclusivelicenceofits
pressurised alkaline electrol-
yser technology to L&T for
manufacturing of electroly-
sers, including future product
upgrades. L&T plansto setupa
gigawatt-scale manufacturing
facility for electrolysers, based
on McPhy's technology, in
India for domestic require-
ments and to cater to selected

Green hydrogen
production capacity
in India is estimated to
grow to at least 5 MMTPA
by 2030, requiring more
than 5100 billion of
investments

geographies, thecompany said
in astatement.

“The energy indusiry is
undergoing a tectonic shift
with green hydrogen emerging
as a key fuel in the future
energybasket. This agreement
with McPhy will be a win-win
partnership, given L&T's
strong presence across the
entire valuechain of manufac-
turing, EPC and servicesinthe
energy sector, and McFPhy's
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technology and research lead-
ership in this sector,” Subra-
manian Sarma, wholetime
director (energy) at L&T, said.

The agreement is in line
with L&T's strategic vision to
be present across the green
energy value chain and
McPhy’s aimto expandbeyond
the European market.

Green hydrogen produc-
tion capacity in India is esti-
mated to grow to at least 5
MMTPADby 2030 in line with
the nation's Green Hydrogen
Mission, requiring more than
5100 billion of investments.

Betting big on green
energy, L&T had earlier
announced plans to invest up
to $2.5 billion in the next 3-4
years to start with, across
green hydrogen, solar and
wind projects.

eriey
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FALLING INTERNATIONAL PRICES BOOST IMPORTS

Natgas Consumption
Up 6.7% in February

Sign of normalcy returning
to gas market after prices
skyrocketed last year

Our Bureau

New Delhi: Domestic natural gas con-
sumption increased 6.7% year-on-year
in February as falling international pri-
ces helped boost imports.

Both gas consumption and imports
went upfor the second straight month in
February, a sign that normalcy was re-
turning to the Indian gas market where
industries had cut consumption and
switched to more affordable alternative
fuelsaftergaspricesrosetorecordhighs
last year in the international market.

Import of liquefied natural gas (LNG)
jumped 11% year-on-year in February, ac-
cording to the petroleum and natural gas
ministry data. Butin the April 2022-Febru-
ary 2023 period, imports were down 12.8%,
reflecting the reduction in the first nine
months of the financial year. Imports
comprised 45% of domestic consumption
during the period. Domestic consumption
was 5.4% lower than a year ago.

As gas prices skyrocketed last year,
much of India’s imports from the spot
marketdisappeared. A significantshare
of the long-term supplies was also dis-
rupted after Russia’s Gazprom did not
send cargoes following the Ukraine war.
Most of India’s long-term supplies come
from Qatar at prices linked to crude oil.
With crude now trading around $75 a
barrel, the cost of Qatar supplieshasfal-
len to around $10-11 per mmBtu.

Return to

LNG imports up
11% YoY in Feb

DOMESTIC
NATURAL GAS

PRODUCTION ™

Imports had
fallen 12.8% !

IMPORTS COMPRISED i}

CONSUMPTION
DURING THE PERIOD

-
Source: Petroleum and natural gas minisiry data

Similarly, the Japan Korea Marker (JKM),
the Asian spot LNG benchmark, has fallen
below $13 per mmBtu from a high of $69 in
August. This has brought back some Indi-
an buyers into the spot market.

Domestic natural gas consumption in
February was also boosted by a 2% in-
crease in local production. Most of the
local gas is priced according to a govern-
ment-set formula and is generally chea-
per than imports. Domestic formula pri-
ce, published every April and October, is
currently at $8.57 per mmBtu. A govern-
ment-set price ceiling for gas produced
fromdifficultfieldsisat$12.46. Giventhe
turmoil in the international market, the
domestic ceiling became the effective
price in most auctions for gas from diffi-
cult fields in the country.
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THE COST OF GAS PRICING REFORM

The recommendations of
the Kirit Parikh panel on
gas pricing, tipped to be
approved soon, will bring
reliefto user industriesin
the short term. However,
there is concern that
when the price ceiling is
removed and prices are
linked to the 10% oil
slope, gas could become
unaffordable for users.

FE decodes theimpact of
the new pricing regime

Impacton CGDs

ANALYSTS SAY the cost
of gas for CGDs has
risen fivefold since
H1FY22 They believe
even a price of
$6.5/mmBtuwould
imply the feedstock
gas cost would be
upasharp 4.5-5.5
times compared
with the costin
September 2021.
The recently
approved marketing
rulesfor new deep-
water gas production
and the priority
allocation for CNG &
residential gas

The recommendations

THE PARIKH panel has suggested a
floor price for domestic gas at
$4/mmBtu (million British thermal
units) and a ceiling of $6.5 mmBtu
with anannual increase of
$0.5/mmBtu. It has also said prices
should be deregulated within the
next 4-5 years, by January 1, 2027 by
removing the floor and the ceiling.

[t wants the legacy domestic gas
prices to be linked to a 10% slope of
crude oil prices. For HPHT (high
pressure, hightemperature) gas, it
suggests the ceiling be removed, but
only from January 2026, so that most
ofthe current HPHT contractsare not
impacted. No change hasbeen
suggested in the pricing mechanism
for gas produced from new and
difficult fields; Reliance-BP and state-
run ONGC will benefitfrom this, given
their offshore assetsinthe KG basin.

FLOOR PRICE
RECOMMENDED BY
PARIKH PANEL

$6.5/mmBtu

CEILING PRICE;
ANNUALINCREASE OF
$0.5/MMBTU

THEDEADLINE FOR
DE-REGULATION OF
DOMESTIC GAS PRICES

LINK RECOMMENDED
REMAINS ACONCERN

How these will play out

THE CEILING of $6.5/mmBtuwilldrive a
cutof 24% in the price of domestic gas on
April 1, 2023, given the prevailing priceis
around $8.57/mmBtu. Had the existing

globalhub-based formula
for APM (administered pricing

mechanism) gas been continued, April

2023 would have seen prices move
further up by a dollar, or 12%, to
$9.6/mmBtu. Hence, at $6.5/mmBtu

committee's price cap would provide a

much-needed near-term relief to
consumers suchas city gas
distnbutors{CGDs) forwhom CNG
(compressed natural gas) prices are
currently around 280+ /ka.

The floor price would help coverthe

cost of gas production by Oil India
(OIL) and ©il and MNatural Gas
Corporation (ONGC). GAIL's LPG
division would also benefit at a time

when seasonality affects realisations.

requirements of the city
gas sector will reduce
theirdependence on
the velatile global spot
LNGmarket.

When the APM gas
price went from $4.1to
$6.8/mmBtu, most city
gas distributors did not
hike prices too much in
anticipation of relief.
Compared with the
required price hikes of
212-14 perkg, IGL
raised prices by 23/kg,
MGL by 29.5/kg, while
some like Gujarat Gas
left them unchanged.
CGD players are
expectedto passcna
part of this cutin
domestic gas prices
(pre-tax cut of
~37 /kgfor CNG).

,the

What are the concerns? Is the recommendation on freeing up prices completely likely to be accepted?

ANALYSTSESTIMATE thata
$2/mmBtu dropin costs can lead
toacutofabout 210/kg from
retail prices, with cocling spot
LNG prices also lending support
{10-15% of priority mix and down
to $13-14/mmBtu). At the same
time, they are concerned about
the removal of the ceiling and
linking ofthe APM price to oil

prices from January 2027. If oil
prices shoot up, this could, over
the long term, make CNG and
piped gas more expensive for the
consumers, It could also make
gas-based power costlierand
increase the government's
fertiliser subsidy burden. Free
pricing could, however,
encourage investments in

domestic gas exploration and
production.

The panel has sought to strike
afine balance between “fair price
to the end consumer" and the
need te bring in "a market-
oriented, transparent and reliable
pricing regime". However, given
that India‘s gas economy hasn't
matured yet, and that domestic

supplies are limited, completely
freeing up gas pricing could
inflate costs across thevalue
chain. While it is necessary to
ensure attractive returnsfor gas
producers, cost equations cught
to be one ofthe determinants of
gas pricing, till the domestic
supplies and LNG import
infrastructure are beefed up.
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