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Buy Gas stocks as Refining sees mixed trend

Key Points

> We prefer Gas sector stocks with gas major GAIL as our top pick (BUY
- TP Rs139). Other ‘Buys’ include Gujarat Gas (BUY - TP Rs528),
GSPL (BUY - TP Rs423) and MGL (BUY - TP Rs1,253). The Gas
sector still enjoys YoY growth in volume, spurred by (a) increased
supply of cheaper APM gas for CNG/Domestic PNG (b) higher share
of domestic gas vs LNG — which has seen a decline in imports. We
remain cautious on OMCs.

> The average diesel spreads have again surged above US$20/bbl in
July-Aug’23 after the steep correction seen in 4QFY23/1QFY24 (from
multi-year highs seen in 1HFY23). This has further spiked in Aug’23-
to-date from US$29.5/bbl to US$35.8/bbl.

» The average retail fuel margin has crashed to (-) Rs3.7/litre in Aug’23
first fortnight vs ~(+)Rs7.2/litre in 1QFY24 and ~(+)Rs2.5-3/litre in
4QFY23 — petrol/diesel retail margin per litre is estimated at (-)Rs1.4/(-
)Rs4.5. The hit on earnings has been mitigated due to MoM decline of

Trend in Brent and crack spreads

2QFY24
US$/bbl 1QFY24 (To date) 2QFY23| FY23
Brent 77.5 83.3 95.3 95.3
Dubai
Fateh 77.6 83 98 91.9
MS
spread 15.5 15.2 17.0 17.0
HSD
spread 15.1 22.6 36.1 36.1

Source: Bloomberg; Nirmal Bang Institutional Equities
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LNG(US$/mmbtu)-JKM

5.3%/12.9% in MS/HSD consumption in July’23 and MoM decline of I —

5.2%/9.5% in the first fortnight of Aug’23. O S S of"
> The 2QTDFY24 petrol/diesel/jet fuel spread per bbl is at &

US$15.2/US$22.6/US$20.9 vs US$15.5/US$15.1/US$15 in 1QFY24.

More striking is the HSFO spread, which has increased (turned less Stock RATING PR

negative) to (-)US$4.4/bbl in 2QTDFY24 vs (-)US$9.8/bbl in 1QFY24 GAIL BUY 139

and (-)US$19.5/bbl in 2QFY23. As a result, we have seen the GGL BUY 528

Singapore complex GRM (on Dubai crude) touching US$8.8/bbl in GSPL BUY 423

2QFY24 vs US$4.7/bbl/US$6.9/bbl in 1QFY24/2QFY23. Indicative MGL BUY 1253

Indian GRM (which varies depending on crude and product mix) has
touched US$5/bbl in 2QFY24 vs US$2.9/bbl in 1QFY24 and
US$10.9/bblin 2QFY23. Based on the latest spreads, the Indian GRM
has surged further to US$10.2/bbl.

LNG prices choppy pending resolution of labour dispute in Australia

The unions attached to LNG plants run by Woodside and Chevron in Australia have
issued a strike notice; we understand talks are on. Any breakdown of talks could lead
to a strike from next week, which puts ~10% of global LNG trade at risk. Asian and
European LNG prices have rallied in the last one month on this news while the heat-
wave has increased power demand. Winter demand, especially in Europe, could be
managed based on the EU gas storage touching 90% well ahead of schedule. But
some industry watchers believe that a colder-than-expected winter could deplete the
EU LNG stocks and pose an upside risk to spot LNG prices. At the same time, sluggish
demand in China and the global economic slowdown could cap any rally in spot LNG
prices well below the peaks touched last winter. For the Indian Gas sector, this is
unlikely to be a major concern on account of: the likely increase in offshore gas supply
from RIL/ONGC'’s KG fields in the interim and the eventual ramp-up in Bio Gas (based
on contracts awarded as per “SATAT scheme) in the longer term.
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Russian crude impact may be waning until the following pans out: (a) Russia has surplus
oil to boost exports and (b) the discount for Russian oil vs benchmarks, which has dwindled
lately, widens again.

Exhibit 1: Retail margins under pressure of late

1QFY24 | June 2 Fortnight | July 1 Fortnight | July 2™ Fortnight A;(?r‘t‘r?itglhst' el af)g_gozzls'

US$/bbl US$/bbl US$/bbl US$/bbl US$/bbl US$/bbl
Oil price 78.1 75.4 78.2 82.5 87.2 85.5
MS Crack spread 15.5 13.8 114 17 18.3 18.8
HSD Crack spread 15.1 18.2 17 25.6 29.7 35.8
MS/HSD retail margin Rs/litre
MS 5.2 7.7 7.3 2.3 -1.4 -1
HSD 7.9 7.8 6.9 0.5 -4.5 -7
Blended margin Rsl/litre 7.2 7.8 7 0.9 -3.7 -5.5

Source: Bloomberg, Nirmal Bang Institutional Equities Research

Exhibit 2: Retail margin scenario vs pump price hike

Latest Price hike -1 Price hike -2 Price hike -3 Price hike -4 Price hike -5 Price hike -6
US$/bbl US$/bbl US$/bbl US$/bbl US$/bbl US$/bbl US$/bbl
Oil price 85.5 85.5 85.5 85.5 85.5 85.5 85.5
MS crack spread 18.8 18.8 18.8 18.8 18.8 18.8 18.8
HSD crack spread 35.8 35.8 35.8 35.8 35.8 35.8 35.8
MS/HSD retail margin Rs/litre
MS -1.0 0.0 1.0 2.0 3.0 4.0 5.0
HSD -7.0 -6.0 -5.0 -4.0 -3.0 -2.0 -1.0
Change in price Rsl/litre
MS 0.0 1.0 2.0 3.0 4.0 5.0 6.0
HSD 0.0 1.0 2.0 3.0 4.0 5.0 6.0
Blended margin Rs/litre -5.5 -4.5 -3.5 -2.5 -1.5 -0.5 0.5

Source: Bloomberg, Nirmal Bang Institutional Equities Research

Hit on pump margins under rising crude and product spread:

(1) US$1/bbl increase in crude implies — Rs0.52/litre hit

(2) US$1/bbl increase in MS/HSD spread implies - Rs0.52/litre hit. Both 1 and 2 taken
together lead to a larger hit of Rs1.04/litre

(3) USD-INR depreciation impact: Rs1 depreciation implies Rs0.76 hit on pump margins.
1, 2 and 3 taken together imply an even larger hit of Rs1.81/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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Exhibit 4: Indicative Indian GRMs chart
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Exhibit 5: India’s segment-wise monthly gas consumption trend — mmscmd
Segment Jul-22  Aug-22 Sep-22 Oct-22 Nov-22 Dec-22 Jan-23 Feb-23 Mar-23 Apr-23 May-23 Jun-23  Jul-23
Fertiliser 55.3 54.3 55.8 56.7 56.5 51.9 54.1 57.4 53.3 53.7 57.4 53.8 53.7
Power 21.3 21.2 20.5 195 21.6 21.8 21.2 21.1 21.0 24.4 26.5 27.6 23.3
City gas 34.8 34.8 32.0 30.4 31.9 32.3 32.0 34.4 35.4 34.7 34.6 34.8 35.6
Refinery 12.2 115 8.9 8.0 10.0 9.5 9.8 9.9 10.1 11.2 15.3 14.4 15.9
Petchem 6.2 4.0 4.9 3.3 4.4 6.1 5.6 5.5 8.0 8.5 8.0 5.6 7.1
Other+ losses 35.4 34.5 33.6 33.8 32.9 32.2 35.4 32.7 35.9 34.9 34.6 43.3 44.0
Total 165.1 160.2 155.7 151.7 157.3 153.8 158.1 161.0 163.7 167.4 176.4 179.5 179.5

Source: PPAC, Nirmal Bang Institutional Equities Research

Exhibit 6: India’s segment-wise monthly gas consumption growth rate YoY (%)

gfgvrctf]”\tm g Jul-22 Aug-22 Sep-22 Oct-22 Nov-22 Dec-22 Jan-23 Feb-23 Mar-23 Apr-23 May-23 Jun23 Jul-23
Fertiliser 10.4 6.3 167  12.4 8.0 20 130 307 5.6 5.4 33 26 27
Power 206  -336  -266  -32.0 -0.9 83 123 8.4 45 318 315 357 9.2
City gas 8.9 25.9 98 -115  -11.7  -137  -11.0 8.4 7.7 11 2.7 1.6 2.4
Refinery 337  -144  -360 -408  -190  -17.6 32  -190 201  -12.7 278 128 305
Petchem -25.2 88 377 574 434 271  -294 299 436  197.7 300 909 135
Other+ losses 0.9 0.8 7.0 5.4 5.3 5.3 4.4 22 151 151 44 415 244
Total 4.3 1.9 7.9  -11.0 4.7 -6.4 2.2 4.2 34 118 98  16.2 8.8

Source: PPAC, Nirmal Bang Institutional Equities Research

Exhibit 7: Trend in Indian gas demand across segments

Segment Vol. (mmscmd) | Growth YoY Vol. (mmscmd) Growth YoY Segment share %
FY22 | FY23 (%) 1QFY23 | 1QFY24 (%) FY22 | FY23 | 1QFY23 | 1QFY24

Fertilizer 49.5 53.2 7.3 53.0 55.0 3.8 30.0 33.0 34.2 315
Power 24.5 22.3 -8.7 19.7 26.2 33.0 14.8 13.9 12.7 15.0
Citygas 334 33.0 -1.2 34.5 34.7 0.7 20.2 20.5 22.2 19.9
Refinery 14.6 10.7 -26.4 12,5 13.6 9.0 8.8 6.7 8.1 7.8
Petchem 7.8 5.4 -31.6 4.0 7.4 84.3 4.8 3.3 2.6 4.2
Other+ losses 354 36.3 2.7 314 37.6 19.7 21.4 22.6 20.2 215
Total 165.1 160.8 -2.6 155.0 174.5 12,5 100.0 | 100.0 100.0 100.0

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

imports
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Exhibit 9: Trend in India’s LNG import dependence
(mmscm) %
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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

Exhibit 10: LNG share in Indian gas consumption across sectors

LNG Share (%) 1QFY23 1QFY24 Jul-22 Jul-23 FY22 FY23
Fertilizer 72.15 85.47 75.07 84.93 68.4 78.9
Power 27.11 31.36 13.46 29.78 29.9 15.1
Citygas 41.08 21.13 42.12 24.00 43.0 26.3
Refineries 62.42 66.75 57.82 56.50 73.9 62.3
Petchem 75.82 55.29 67.88 40.18 88.3 57.0
others Incl losses 28.20 21.30 22.99 17.61 254 18.9
India gas consumption 49.94 47.99 47.48 44.93 49.8 43.9

Source: PPAC, Nirmal Bang Institutional Equities Research
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Petroleum data

Exhibit 11: Indian petroleum demand trend - latest month and YTD

Products Jul-23  Chg YoY% Chg MoM % Chg/Jul-20 YTD FY24 Chg YoY % Chgvs YTD FY 20 %
(‘000 tonnes)

LPG 2,389 -0.6 7 55 9,123 2 4.4
Naphtha 1,067 -7.3 94 -16.7 4,312 10.5 -1
MS 2,985 6.3 -5.3 32 12,363 6.7 69.7
ATF 664 14.7 34 184.5 2,633 13.7 324.1
SKO 50 116.8 -2.4 -68.5 173 -16.9 -72.6
HSD 6,893 3.9 -12.9 25.1 30,835 7.1 50
LDO 63 4.6 -1.7 6.8 256 14.1 17.1
Lubricants & Greases 307 -1.3 -4.2 -7.6 1,224 0.2 35.1
FO & LSHS 569 2 94 12.5 2,273 4.3 27
Bitumen 531 55.7 -29.7 36 3,027 18 57.8
Petroleum coke 1,568 -6.1 -3.2 -4 6,379 3.5 0.9
Others 1,001 -17.5 -10.5 2.8 4,239 -15.1 35.5
TOTAL 18,088 1.9 -6.6 15.9 76,836 5.1 36.1

Source: PPAC, Nirmal Bang Institutional Equities Research

Exhibit 12: Indian petroleum demand trend — YTD and quarterly trend

Ch YoY%
0 0
iorvzs | zarvas | qirvan | PN FZch F2Lh FYech chon i caom
(000’'tonne) | (QTD)
LPG 6,734 -0.6 3.0 0.6 2.7 3.5 7.1 4.1 7.3
Naphtha 3,244 -7.3 18.0 -14.2 -0.7 0.3 1.0 -1.1 35
MS 9,377 6.3 6.8 13.4 10.5 -6.8 6.0 6.0 8.9
ATF 1,969 14.7 13.3 47.1 35.1 -53.7 -3.6 -0.7 5.6
SKO 123 116.8 -33.5 -67.3 -16.8 -25.1 -30.7 -33.8 -12.7
HSD 23,942 3.9 8.0 12.0 5.4 -12.0 -1.1 1.2 3.9
LDO 193 4.6 17.6 -29.1 211 34.3 5.0 6.7 3.2
Lubricants & Greases 917 -1.3 0.8 -15.5 28.0 -7.8 45 -0.3 4.2
FO & LSHS 1,703 2.0 5.2 12.5 3.0 -4.9 -4.0 0.7 -5.9
Bitumen 2,496 55.7 12.2 -0.7 10.5 5.7 0.2 5.1 3.1
Petroleum coke 4,811 -6.1 7.0 23.7 -21.0 -15.7 1.7 -7.0 12.7
Others 3,238 -17.5 -14.3 20.2 20.9 -4.8 -3.1 135 7.7
TOTAL 58,748 1.9 6.1 9.2 4.6 -9.2 0.6 15 45

Source: PPAC, Nirmal Bang Institutional Equities Research

Oil and Gas Sector Update



& NIRMAL BANG Institutional Equities

a relationship beyond broking

Exhibit 13: Trend in domestic natural gas price and gas price ceiling for HT/DW
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Source: PPAC, Nirmal Bang Institutional Equities Research.

Note: DW- Deep Water, HT- High Temperature. HTHP gas ceiling price has been fixed at US$12.12/mmbtu for
the entire 1HFY24. With respect to Domestic APM gas the prices till 7th April, 2023 were notified at
US$9.16/mmbtu. After which new gas policy norm became applicable. As per this norm APM gas price will be
10% average of last months slope of Indian basket crude oil subject to ceiling of US$6.5/mmbtu. At current
crude prices ceiling is applicable. Also as per our crude assumption this ceiling should be applicable for the
enitre 1H FY24.

Exhibit 14: Stock price performance

9.53
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= 3-M Price performance (%)
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GAIL 33.5
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Source: Money Control, 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.
INHO00001436. 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: I, Ramesh Sankaranarayanan, research analyst and Sanjay Agarwal, research associate, the author
of this report, hereby certify that the views expressed in this research report accurately reflects my/our 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% to15%

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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