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IEA sees demand slowdown amid weak margins

Trend in Brent and crack spreads

Key Points: We discuss KTAs from IEA’s latest Oil Market Report and USS/bbI 1QFY24 | 2QFY24| 3QFY24| 4QFY24 | 1QFY25-QTD | Fv24
Indian petroleum data. Brent 784 | 867 | 84 | 831 849 | 821
> Weak refining margins and tepid retail pump margins imply weak Dubai 774 | 837 | 838 | 816 852 | 824
1QFY25 for OMCs. The roll-back of the cut in March’23 looks slim, MS spread 155 | 152 | 95 | 175 146 | 154
at least for now. States raising VAT as done by Karnataka is an HSD spread 151 | 250 | 272 | 249 173 234
added worry that could hamper OMCs’ price hikes or Union SngaporeHC |47 00 | 61 | 86 e o

Government raising excise duty to mop up additional revenue.

» Spot LNG prices have spiked by ~7% QoQ in 1QFY25 due to

anticipated increase in power demand for cooling amid rising LNG(USWmmb‘;‘)'JKM
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summer temperatures. Further, the outage in an Australian LNG 450

production unit is likely to keep Asian LNG prices buoyant. oo 2
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» Slowdown in global oil demand growth. 250 e 27'5 164

> |EA expects a slowdown in global oil demand growth — CY24 iS:S 8808 ' 112 12.315'710311.2
growth is estimated at 960 kb/d, which is 100 kb/d below last 109 8725 3-4. 11 I I I I I I
month’s forecast. Weak OECD deliveries resulted in global 0.0 : R E T C oot T .0
demand witnessing a narrow YoY contraction in March’23. IEA E &g % &g g E & %%%% % % %5
also expects subpar oil demand growth of 1mn bpd in CY25 — ceefeesoosaTaNesy
tempered by a muted global economy and accelerating &
deployment of clean energy technology. Source: Bloomberg; Nirmal Bang Institutional Equities Research

» Oil supply looks benign.

> Global oil supply increased by 520 kb/d in May’24 to 102.5mn bpd 590
as Brazilian ethanol output saw a seasonal surge. In CY24, IEA % HeCL lETE;
expects production to increase by 690 kb/d, led by gains of 1.4mn GAIL T o
bpd in non-OPEC+ supply. OPEC+ supply is set to fall by 740 kb/d oct —
if voluntary cuts are maintained. CSPhos met 2L

> In CY25, global supply is forecast to increase by 1.8mn bpd as Biit -;ﬂf”’_ 643
non-OPEC+ output is likely to increase by 1.5mn bpd. GL 24 ;5.8

» Refining under pressure MGL 403

> Asian refining margins retreated to 3-year lows in May’24, which PLNG m_—
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is close to levels that could force cut in refinery operating rates.
China is already seeing a cut in run-rate this year.

> US Gulf Coast refining profitability slipped to 6-month lows but
remains above European levels.

> |EA forecasts global refining run-rate at 83.5mn bpd and 84.2mn
bpd respectively for CY24 and CY25 — this is 100 kb/d higher than
the forecast in IEA’'s May’24 report. Stronger OECD 2QCY24
refining throughput outpaced the still-weak Chinese run-rate,
which had slumped to Covid-era lows in April’24.

» Indian petroleum demand declined by 1% YoY in May’24 while
1QFY25-QTD demand is up by 2.4% YoY. Demand for MS is up
2.4%/7.8% for May'24/1QFY25-QTD while HSD demand is up

1.8%)/1.6%. Please refer to the disclaimer towards the end of the document.
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a relationship beyond broking

Margins in US and Asia at 3-year low

The latest bout of demand weakness shows up in refining margins in Asia and the
US, retreating to 3-year lows in May’'24. Singapore margins are nudging figures
close to un-cut territory, especially since gasoline cracks are weak. On the other
hand, Europe is hanging on to the recent strength in refining margins as
jet/kerosene cracks have improved. Meanwhile, Chinese refinery runs plunged to
Covid-era levels in April'24. The 8.7% YoY decline in Chinese crude oil imports in
May’24 suggests subdued refinery runs last month.

Oil inventories

Global observed oil inventories increased by 19.3mn bbl in April'’24; on-land stocks
surged by 83.5mn bbl after eight months of draws while oil on water plunged by
64.2mn bbl. This follows 112.6mn bbl of increases in the previous two months.
OECD industry stocks increased by 32.1mn bbl - its first monthly rise since Oct’23.
IEA’s preliminary data indicates a further 48.2mn bbl build in May’24.

Exhibit 1: Retail margins under pressure

1QFY24 | 2QFY24 | 3QFY24 | 4QFY24 | Apr, 2024 | May,2024 | June 1-15, 2024 Latest

US$/bbl | US$/bbl | US$/bbl | US$/bbl US$/bbl US$/bbl US$/bbl US$/bbl
Dubai Fateh crude 77.4 83.7 86.3 80.3 89.4 83.6 80.2 82.6
MS Crack spread 16.9 17.8 9.5 17.5 17.7 12.4 10.7 10.9
HSD Crack spread 15.1 26.3 27.2 24.9 18.0 154 16.4 20.4
MS 4.8 0.9 3.4 25 -4.7 1.3 4.0 25
HSD 8.2 -0.8 -3.1 1.3 2.1 2.3 3.4 0.1
Blended margin Rs/litre 7.4 -0.4 -15 1.6 -2.8 2.0 3.6 0.7

Source: Bloomberg, Nirmal Bang Institutional Equities Research

Exhibit 2: Singapore complex refining margin and fuel spread trend
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ANNEUXURE -1: Trend in Indian Gas and Petroleum demand and Global Petchem, LPG & LNG prices

Exhibit 3: Trend in Indian gas demand

Segment Vol. (mmscmd) Gro\\;\g\r; Vol. (mmscmd) Growth YoY | Vol. (Immscmd) | Growth YoY | mmscmd | Growth YoY

FY22  FY23 (%) | 4QFY23 4QFY24 (%) | Apr'23  Apr24 (%) FY24 (%)
Fertilizer 49.5 54.5 7.3 54.8 57.7 5.2 53.7 54.6 1.7 57.5 5.5
Power 24.9 20.7 -8.7 21.1 23.5 11.3 24.4 31.5 28.9 24.7 19.2
Citygas 33.3 33.4 -0.8 33.9 38.9 14.7 34.7 40.2 16.0 37.0 10.7
Refinery 14.3 10.6 -26.4 10.0 18.4 84.9 11.2 20.9 86.6 15.9 50.0
Petchem 7.2 5.0 -29.0 6.4 7.3 14.6 8.5 3.9 -54.3 7.3 45.6
Other+ losses 33.8 33.4 7.7 34.7 49.6 42.7 34.9 46.3 32.6 45.5 36.3
Total 162.9 157.6 -1.4 160.9 195.4 21.4 167.4 197.3 17.9 187.9 19.2

Source: PPAC, Nirmal Bang Institutional Equities Research

Exhibit 4: Indian petroleum consumption - monthly

Products May-24 Chg YoY % Chg MoM % YTD FY25 Chg YoY % Chg vs YTD FY21 %
(‘000 tonnes)

LPG 2,393 2.0 15 4,751 5.5 7.8
Naphtha 1,065 -7.9 -7.9 2,221 2.1 20.4
MS 3,429 24 4.4 6,713 7.8 144.7
ATF 743 10.8 0.1 1,485 11.9 796.9
SKO 25 -39.8 -6.5 52 -28.0 -83.3
HSD 8,365 1.8 55 16,290 1.6 86.2
LDO 62 -10.5 214 113 -13.0 14.6
Lubricants & Greases 331 25 115 628 5.2 93.4
FO & LSHS 530 -11.6 8.8 1,017 -14.1 335
Bitumen 816 -55 -1.8 1,647 -5.4 112.0
Petroleum coke 1,630 -10.1 -2.5 3,301 3.4 0.7
Others 1,096 -11.4 6.5 2,125 0.2 61.3
TOTAL 20,485 -1.0 3.2 40,343 24 62.8

Source: PPAC, Nirmal Bang Institutional Equities Research

Exhibit 5: Global LNG and LPG price trend

Global LNG(US$/mmbtu) and LPG price trend(US$/tonne)
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Source: Bloomberg, Nirmal Bang Institutional Equities Research
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Exhibit 6: Long term trend in Ethylene and Polymer spreads

900
800
P N
700 & .
2600 7 P
S 500 /\, /\
;;9400 X -
> 300
200
100
0
(QV} ™ < [Le] © N~ [ee} ] o i N ™ [m)
— — - — —l —l — -« N N N N -
> > > > > > > > > > > >
] ) (®) O O (@) O ] (@) (®) ] () ,
N
>_
(¢)
== Ethylene-Naphtha | | DPE-Naphtha
HDPE-Naphtha Polypropylene-Naphtha
Source: Bloomberg, Nirmal Bang Institutional Equities Research
Exhibit 7: Quarterly analysis of Petrochemical spreads
US$ite 4QFY24 | 4QFY23 | YoY% | 3QFY24 | QoQ% | 1QFY24 | 1QFY25-QTD
Ethylene-Naphtha 211 167 26.1 197 6.9 202 167
HDPE-Naphtha 311 364 | -14.5 318 -2.4 386 320
LLDPE-Naphtha 323 372 | -13.2 316 2.2 381 344
Polypropylene-Naphtha 308 370 -16.6 301 24 360 327
MEG-Naphtha -136 -173 | -21.6 -166 -18.1 -127 -153
Paraxylene-Naphtha 337 328 2.7 347 -2.9 391 349

Source: Bloomberg, 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.
INHO000001436. 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, 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.

*“Registration granted by SEBI and certification from NISM in no way guarantee the performance of the intermediary or provide any assurance of returns to
investors."

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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