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Healthy marketing margins on auto fuels could spur price reductions of Rs. 2-3/litre:
ICRA

Rating agency ICRA highlighted that the marketing margins on retail sales of auto fuels for the Indian oil marketing
companies (OMCs) have improved in recent weeks with the reduction in crude prices. The rating agency anticipates
that there is headroom for the downward revision of retail fuel prices if crude prices remain stable at current levels.
ICRA’s outlook on the refining & marketing sector remains Stable.

Commenting on the marketing margins, Girishkumar Kadam, Senior Vice President and Group Head - Corporate
Ratings, ICRA, said: “ICRA estimates that the OMCs’ net realisation was higher by ~Rs.15/litre for petrol and
~Rs.12/litre for diesel vis-a-vis international product prices in September 2024 (till September 17). The retail selling
price (RSPs) of these fuels have been unchanged since March 2024 (Rs. 2/litre was reduced on petrol and diesel on
March 15,2024) and there appears to be headroom for their downward revision by Rs.2-3/litre, if crude prices
remain stable”.

Crude prices have witnessed a sharp decline in the last few months, primarily due to weak global economic growth
and high US production and the OPEC+ has pushed the rollback of its production cuts by two months to combat
the declining prices.

The Singapore GRMs witnessed significant moderation in H1 FY2025 to ~$4/bbl due to a drop in crack spreads with
higher product output and reduced demand. The impact is mainly on account of weak demand from China due to
rising electric vehicle (EV) sales, muted industry demand and real estate downturn. Further, demand in Europe has
also been subdued due to weak industrial activity and a structural shift in vehicle fleet towards EVs.

A marketing gain of Rs.1/litre on petrol and diesel would compensate for the GRM loss of 0.9 S/bbl for the domestic
refining and marketing industry. Commenting on the OMCs’ profitability, Kadam said: “The OMCs reported healthy
operating margins in FY2024, recouping the losses incurred during FY2023. Despite moderation in the GRMs, the
improvement in marketing margins is likely to result in the OMCs maintaining their profitability in H1 FY2025”.
However, inventory losses due to a sharp decline in crude prices could impact profitability to an extent in Q2
FY2025. Further, the profitability for standalone refiners would take a hit with the declining GRMs.

ICRA’s outlook on the refining & marketing sector remains Stable. Petroleum, oil & lubricants (POL) consumption
in India witnessed YoY growth of 5% in FY2024 and is likely to witness a 3-4% growth in FY2025, driven by economic
progress, increasing mobility and air travel. The OMCs have planned a significant capex in the refining segment.
The domestic refining capacity is expected to increase to 306 million MT over the next three to four years from the
current capacity of 256.8 million MT as of March 2024 to support the increased consumption and exports. ICRA
expects the capacity utilisation of the PSU and the private refiners to remain healthy in FY2025.
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EXHIBIT 1: TREND IN SINGAPORE REFINING MARGINS ($/BBL) EXHIBIT 2: TREND IN MARKETING MARGINS (RS/LITRE)
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Source: Bloomberg, ICRA Research; * till Sep 17,2024

Click here to access our previous press releases on the sector.
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This Press Release is being transmitted to you for the sole purpose of dissemination through your newspaper /
magazine / agency. The Press Release may be used by you in full or in part without changing the meaning or
context thereof, but with due credit to ICRA Limited. However, ICRA Limited alone has the sole right of distribution
of its Press Releases for consideration or otherwise through any media including, but not limited to, websites and

portals.

About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial
services companies as an independent and professional investment Information and Credit Rating Agency. Today,
ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited
Company, with its shares listed on the Bombay Stock Exchange and the National Stock Exchange. The international
Credit Rating Agency Moody’s Investors Service is ICRA’s largest shareholder.

Click on the icon to visit our social media profiles.
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