Promising outlook
for reasonably
priced OMC stocks
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Investorsare showing some interest
in the downstream energy cycle.
Refiners and marketers, especially
the publicsectorundertaking (PSU)
oilmarketingcompanies (OMCs)
could seearevival of marketing
margins. Lowercrudeoil and gas
prices may also improve marginsin
industrieslike paints, logistics,
synthetic fabrics, and fertilisers.
Inthe medium-term, however,
therecould beasupplyoverhang
affecting OMCsasnewrefining
capacitiesarescheduled tobe
commissioned, especiallyin China,
andthismaylead toadropinthe
refining margins as capacity would
besurplustodemand untiland
unlessthere’sapick-upinglobal
growth. In FY23(2022-23 financial
year), theIndian crude basket
averaged $93.15 perbarrel and itis

down toan average of

$7792between April
andJune2023.Arough  Base=100
calculation suggests

OMC s have abreakeven Sensex

pointofaround $85-86

international prices. Second, if
there’saresolutiontothe Ukraine
War, Russian sanctions may be
lifted and. so.discountsmayend.
Every $1perbarrel decline in
crude oil price helps to boost
blended GMM byZ0.5 perlitre
(amounting to ¥7,300-7,500 crore on
annualised basis based on annual
volume of145-150 billion litres). The
break-even Brent crude price for
OMCsis $85 perbarrel toearna
blended GMM of ¥3.5perlitre.
Blended GMM is around¥74 per
litre at $77-78 per barrel against a
negative¥4.6 per litrein FY23.
Assuming Russian imports
continue and othervariables don’t
change, OMCs could be annual
beneficiaries with Indian Oil
Corporation (IOCL)gaining15,500
crore, Bharat Petroleum
Corporation (BPCL)37,200crore

and Hindustan Petroleum
Corporation
(HPCL)Z5.200
130 crqre. In FYZ?;,
Ebitda (earnings

before interest,
tax, depreciation

wheregrossmarketing and
margins (GMMs) are 110 amortisation)
concerned. So, they declined from
sulfered under- 100 average
recoveriesthrough normalised levels
much of FY23, since %0  asfollows,
pricescame below that A accordingtoan
level only from L 80 analysisbyJM
December 2022. lun 30,22 Jun 28,23 Financial.
Inaddition, access Source: Exchanges ForFY23,
todiscounted Russian Compiled by BS Research Bureau consolidated
crude could boost gross Ebitda for IOCL
refining margins (GRMs)byuptoan | was326,100crore against

estimated $3 perbarrel. Discounted
Russiancrudeis around 25-30 per
centofimports, after the European
UnionbanonRussian imports from
December last year. Adjusted for
costof insurance, transportation,
etc., the net discount on Russian
crude is$10 per barrel.

IfOMCs can maintain current
marketing and refining margins,
theycould wipeoff FY23’s
accumulatedlossesbytheend of
July this year.

Apart from the upcoming state
andgeneral electionsin 2023 and
2024, respectively, there aresome
othergeopolitical considerations.
Oneisthat Opec (oil and petroleum
exporting countries)and Opec-plus
(including Russia) may cut
production to maintain

normalised Ebitda of%33,000 crore;
BPCLwasZ10,900croreagainst
normalised Ebitda of216,000crore;
and HPCL was 5,700 crore against
normalised Ebitda of¥13,000crore.
Combined debt for these three
OMCsrose 103232,900 crore, up by
45,300 crorein FY23. By theend of
July, the Ebitda shortfalls of about
%19,000crorecould be wiped out
given the current GMM trends.
Incidentally private players
(including Reliance Industries)
which lost marketshare duting
FY23arenowsellingdieselata
discount ofZ1 perlitre totry and
regainshare. Puttingitall together,
there could be ashort- to medium-
termopportunity for gains for
investors who enter the OMCsat the
currentreasonable valuations.




