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Retail losses easing; GRMs remain choppy

Losses on Indian OMCs’ Retail segment margins on MS/HSD are likely to ease
following the recent decline in oil price - Brent is down 8.5% MoM and 12% QoQ.
However, the high HSD-crude spread (US$30-35/bbl) is likely to keep HSD pump
margins negative unless OMCs are able to raise diesel prices. At the current
Brent price of US$85/bbl and diesel spread range of US$33/bbl, OMCs have to
increase HSD pump prices by Rs2/litre to break even and increase MS/HSD
prices by Rs3/litre each (excluding the impact of VAT) to earn blended margin of
at least Rs1.5/litre (indicative estimates).

Lower crude can reverse the pain on retail margins: At US$80/bbl and US$75/bbl
crude, the implied blended retail margin is positive at Rs0.9 per litre and Rs3.4 per litre,
respectively; based on improved implied margins on fuels: MS - plus Rs8.5/Rs11 per
litre and on Diesel at minus Rs1.7/plus Rs0.9 per litre. And any decline in spreads
under falling crude price can add to the upside in retail margins.

Volatile refining margins to revive on strong diesel demand and spreads: The
Singapore hydrocracker margins are down in the second fortnight of Sept'22 at
US$3.4/bbl vs 2QFY23/1QFY23 average of US$12.1/US$16.2. As on date, this
reading has recovered to US$6/bbl, although it is still 50% below the 2QFY23 average.
Woodmac and other third-party research agencies believe that GRMs are likely to
revive in the coming winter months, based on: (a) tight supplies and low stocks of
diesel, especially in the EU, aggravated by the surge in ATF demand (reduces diesel
yield) and (b) substitution of expensive gas (US$350-360 per boe) with cheaper diesel
(~US$120/bbl) — 1.4-1.5mbpd of substitution demand for diesel, including 0.6mbpd of
incremental demand expected in the next 6 months. Diesel spreads are sustaining at
US$33/bbl as on date compared to the average of US$38-39/bbl in 1HFY23.

Demand from the CGD segment has seen YoY increase of 25.9%/19.9% in
Aug’22/YTD’23. CGD segment’s share in overall Indian gas demand pie is also on an
increasing trend, up 479bps at 21.7% in Aug’22 YoY and up 422bps YTD’23. Overall,
monthly gas demand is down 1.9% YoY at 160.2mmscmd in Aug'22 as demand from
Power/Refining and to a lesser extent Fertilizer sectors has been hit due to the spike
in LNG prices. YTD growth is down 3.2% at 158.1mmscmd. LNG imports are down by
18.9%/16% YoY for Aug'22/YTD’23. This has resulted in LNG’s share in the Indian gas
consumption basket falling from 51.3% in Aug'21 to 44% in Aug’22 and from 55.5%
YTD'FY22 to 48.2% YTD'FY23.

Exhibit 1: Retail Margin Analysis

2QFY23 Aug'22 | Sep'22 FN1 Sep'22 FN2

US$/bbl US$/bbl US$/bbl US$/bbl
Oil price 98.5 95 92.5 89.1
MS Crack spread 16.8 10 7.3 8.2
HSD Crack spread 39.4 51.0 38.9 29.8
MS/HSD retail margin Rs/litre
MS -4.0 1.2 39 43
HSD -12.2 -16.2 9.1 -3.9
Blended margin Rsllitre -10.19 -11.84 -5.81 -1.87

Source: Bloomberg, Nirmal Bang Institutional Equities Research
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Exhibit 2: Retail margin scenarios vs pump price hike

Latest Price hike -1 Price hike -2 Price hike -3
US$/bbl US$/bbl US$/bbl US$/bbl
Oil price 84.6 84.6 84.6 84.6
MS crack spread 8.3 8.3 8.3 8.3
HSD crack spread 33.1 331 33.1 33.1
MS/HSD retail margin Rs/litre
MS 6.1 6.1 6.1 9.1
HSD 4.0 -3.0 2.0 -1.0
Change in price Rsllitre
MS 0.0 0.0 0.0 3.0
HSD 0.0 1.0 20 3.0
Blended margin Rs/litre -1.44 -0.69 0.06 1.56

Source: Bloomberg, Nirmal Bang Institutional Equities Research

Retail losses decline as petrol margins turn positive

Petrol margin turned positive at the end of Aug’22 and increased to ~Rs4/litre in Sept'22 till date, touching
Rs6/litre as on Sept'28, 2022. Despite this, blended margin is a negative Rs1.4/litre, although the loss has
reduced from ~Rs10/Rs12 per litre we had estimated for 2QFY23 and end-Aug'22 (as per our indicative
estimates).

Key moving parts that impact retail margins:

Oil price increase adds to the cost push for refined products assuming spreads remain unchanged.

Increase in product prices over and above the rise in crude price results in increase in product spreads over
crude - this increases the ex-refinery price, which sets the cost of purchase for marketing MS/HSD.

As the crude price and spreads increase - the US$/bbl cost of marketing petrol and diesel increases in tandem;
this will get enhanced by the import duty in % terms before adding the specific excise duty and advalorem VAT
rates levied by states.

Hit on pump margins under rising crude and product spread:

(1) US$1/bbl increase in crude implies — Rs0.50/litre hit

(2) US$1/bbl increase in MS/HSD spread - Rs0.50/litre hit. Both 1 and 2 taken together lead to a larger hit of
Rs1/litre

(3) USD-INR depreciation impact: Rs1 depreciation implies Rs0.75 hit on pump margins.

1, 2 and 3 taken together imply an even larger hit of Rs1.75/litre

Exhibit 3: Singapore complex refining margin and fuel spread trend
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Source: Bloomberg, Nirmal Bang Institutional Equities Research
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LNG price to sustain above US$35/mmbtu post surge sparked by cut in Russian gas

Gas prices are expected to stay elevated as piped gas supply from Russia to Germany through Nord Stream
1 pipeline has now been completely cut from 167mmscmd to nil.

Europe’s gas storage levels are reported to be comfortable at more than 80%, but may fall short if the winter
is colder than expected. Another gas pipeline Nord Stream 2 (Russia to Germany) is reported to have
developed an under-sea gas leak, off the coast of Denmark. This pipeline’s approval had been withheld by
German regulator, but it is reported to be filled with gas that is leaking following an explosion. This is alleged
to be an act of sabotage by the Western nations.

The stoppage of Freeport LNG operation (20% of US LNG exports) that reduced exports from US to
Europe has exacerbated the gas shortage in the EU. This LNG facility is likely to start partial operation in
Nov'22. One LNG train in Cove Point, USA is also reported to be shut down. The availability of US LNG for
exports, which has suffered a decline of ~20%, is likely to revive once these two LNG plants resume
operations.

The silver lining on the demand side is that two of the leading LNG importers, Japan and South Korea, are
reported to have comfortable stocks of gas. China’s demand for spot LNG is likely to remain subdued until the
covid lockdowns are eased and the economy revives from the reported slowdown following the crisis in its
property market.

However, a revival in the Chinese economy, coupled with a colder-than-expected winter could again tighten
the LNG market and lead to the spot LNG prices staying elevated.

Contracts for LNG from existing as well as new projects being executed by CY25 are all tied up. Hence, in the
absence of material destruction in gas demand, the spot LNG market is likely to remain bullish in the
foreseeable future. There are already signs of spot LNG consumption declining YoY in China and India,
according to S&P commodity research.

Sector Update
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Indian Petroleum and Natural Gas data in charts

Exhibit 4: India segment-wise monthly gas consumption trend - mmscmd

Segment Aug-21  Sep-21  Oct-21  Nov-21  Dec-21  Jan-22 Feb-22 Mar-22 Apr22 May-22 Jun-22 Jul-22  Aug-22
Fertiliser 511 47.8 50.4 52.3 52.9 47.9 43.9 50.5 50.9 55.5 52.4 55.3 54.3
Power 31.9 27.9 28.7 21.8 20.1 18.9 19.5 20.1 185 20.2 204 21.3 21.2
City gas 27.6 35.5 344 36.1 375 35.9 375 38.3 34.3 337 354 34.8 34.8
Refinery 135 14.0 135 12.3 115 10.2 12.2 12.7 12.8 1.9 12.8 12.2 1.5
Petchem 3.7 79 78 78 8.3 79 7.9 5.5 29 6.1 29 6.2 4.0
Other+ losses 342 36.1 35.7 348 34.0 33.9 335 31.2 303 332 30.6 354 345
Total 163.3 169.1 170.5 165.1 164.4 154.6 154.5 158.3 149.8 160.7 1545  165.1 160.2

Source: PPAC, Nirmal Bang Institutional Equities Research

Exhibit 5: India segment-wise monthly gas consumption growth rate YoY (%)

g‘:gm“\‘m s, ~Aug21 Sep21 Oct21 Nov:21 Dec2! Jan22 Feb22 Mar22 Apr22 May22 Jun22 Jul22  Aug-22
Fertiliser 72 42 05 12 36 -34 77 163 34 251 12 104 6.3
Power 32 46 76 245 329 339 360  -264 343 261 -268 206  -336
City gas 327 3T 212 246 188 107 149 194 161 285 22 89 259
Refinery 363 335  -383 377 370 334 370 329 335 237 290 337 144
Petchem 621 484 AT 37 74 119 16 454 702 132 353 252 8.8
Other+ losses 834 1396 809 783 730 552 409 212 78 31 163 09 08
Total 97 179 6.2 5.2 38 01 5.1 04 76 43 69  -44 1.9

Source: PPAC, Nirmal Bang Institutional Equities Research

Exhibit 6: Trend in Indian gas demand across segments

Segment Vol. (mmscmd) Growth YoY Segment share %

YTD FY22 YTD FY23 (%) YTD FY22 YTD FY23
Fertilizer 49.3 53.7 8.9 30.2 34.0
Power 28.4 20.3 285 174 12.9
Citygas 28.8 346 19.9 17.7 21.9
Refinery 16.9 12.2 21.7 10.4 7.7
Petchem 6.6 45 -33.0 4.1 2.8
Other+ losses 33.2 32.8 -1.2 20.3 20.7
Total 163.4 158.1 -3.2 100.0 100.0

Source: PLNG, Nirmal Bang Institutional Equities Research
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Exhibit 7: Trend in Indian monthly gas demand pie
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Source: PPAC, Nirmal Bang Institutional Equities Research

Exhibit 8: YoY growth in India’s monthly gas production, consumption and LNG imports
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Source: PPAC, Nirmal Bang Institutional Equities Research

Exhibit 9: Import dependence
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Source: PPAC, Nirmal Bang Institutional Equities Research; Note: based on gross imports data- this is different from the total LNG
used as per segment consumption detail from PPAC
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Petroleum data

Exhibit 10: Indian petroleum demand trend - latest month and YTD

(nggg‘t'gfnes) augzz  ChgYOY  Chg Mol Chgz?ug vioryzs S YoY S
% 20 %
LPG 2394 3.1 0.6 0.3 11365 1.3 9.6
Naphtha 1157 13.6 15 -15.3 5308 -104 4.7
MS 3005 11.6 7.0 16.7 14596 20.5 12.9
ATF 596 57.1 25 -10.6 2919 78.9 -11.5
SKO 32 -75.5 358 -86.3 240 62.3 -80.1
HSD 6338 13.1 4.5 36 35142 16.6 -1.1
LDO 67 -19.1 10.2 5.6 291 -32.1 10.6
Lubricants & Greases 340 9.7 -1.2 9.5 1762 3.6 11.3
FO & LSHS 601 16.1 73 249 2756 14.3 8.3
Bitumen 471 17.5 6.9 104.2 3075 6.1 18.2
Petroleum coke 1240 5.2 -7.8 -30.3 6351 10.6 -33.6
Others 1569 455 24.5 72.8 6734 38.6 37.6
TOTAL 17810 11.9 11 40 90539 13.6 0.2
Source: PPAC, Nirmal Bang Institutional Equities Research
Exhibit 11: Indian petroleum demand trend - YTD and quarterly trend
Ch YoY%
2QFY23 2QFY23 FY22 FY21| FY20 CAGR CAGR
, (QTD) (QrD) Q1FY23 1QFY22 2QFY22 3QY22 4QFY22 (000'tonnes) Ch YoY% r;h t.;h % FY17- % FY10-
(000’tonne) YoY% | YoY% 22 20
LPG 4804 24 0.5 0.8 37 0.0 6.1 28335 2.7 48 5.7 5.6 73
Naphtha 2297 29 184 19.9 44 14 -7.0 14217 0.7 0.3 1.0 14 35
MS 5813 9.2 294 35.0 11.7 23 1.9 30850 10.5 6.8 6.0 5.4 8.9
ATF 177 69.4 86.0 1418 373 318 6.1 5007 35.1 -53.7 -3.6 6.5 5.6
SKO 55| -788 509 199 -145 -143  -183 1494 -168  -25.1 -30.7 22.7 -12.7
HSD 12976 105 204 22.3 88 -3.8 0.0 76666 54 120 -1.1 0.2 39
LDO 127 -203 -394 68.0 333 114 6.1 1021 211 34.3 5.0 17.9 3.2
Lubricants & Greases 684 -3.0 84 73.6 9.7 210 26.7 4524 28.0 -7.8 45 54 4.2
FO & LSHS 1161 18.0 11.7 11.2 16 24 33 6174 3.0 4.9 -4.0 2.9 5.9
Bitumen 912 9.1 48 35.1 109 92 12.1 7848 10.5 5.7 0.2 5.7 3.1
Petroleum coke 2585 -1.5 208 -335 139 -224  -141 14443 210 157 1.7 9.6 12.7
Others 2830 25.6 49.8 21.0 235 2741 12.2 13078 20.9 4.8 3.1 14.7 77
TOTAL 35421 9.0 16.8 15.5 64 15 1.1 203657 4.6 9.1 0.4 0.9 45

Source: PPAC, Nirmal Bang Institutional Equities Research
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in securities
Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or its associates
or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the subject company.
NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject company at the end of
the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an officer,
director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: |, Ramesh Sankaranarayanan, research analyst the author of this report, hereby certify that the views expressed
in this research report accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is
also certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analyst is principally responsible for the preparation of this research report and has
taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from
engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the
reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to
all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their receiving
this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or licensing
requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in
this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this
report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should
rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities
can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in international
investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. Opinions
expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability whatsoever for any direct,
indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it may be noted that neither
NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including
lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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