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Refiners may need a rethink amid shrinking Russian crude discounts

Even after reduction, discounts on Russian crude oil may be contributing $1.5to0 $2.5 a barrel to refiners' gross refining margins

S DINAKAR
New Delhi, 21 April

India’s appetite may be waning for
crude oil from Russia, the
country’s biggestsource, with
discounts shrinkingby 77 per cent
fromarecord high inearly 2023,
and by 61 percent fromthe
months after the invasion of
Ukraine in February, suggests
exclusive dataaccessed by
BusinessStandard. Buteven
record-lowdiscounts at present
are offeringvalue to India’s state-
runrefiners, which are grappling
with the inability to adjust pump
prices for nearly twoyears. They
lowered petrol and diesel rates by
2 per litre last month, despite
rising crude oil prices.

Discounts onRussian crude oil
could currently be contributing
$1.5t0 $2.5 perbarrel togross
refining margins (GRMs) of state
oilrefiners, but there are no official
numbers available, said
Swarnendu Bhushan, co-head of
research atMumbai-based
brokerage Prabhudas Lilladher.
The refiners are securing 20-30
percentoftheircrude oil imports
from Russia, headded. The
contribution accounted for

around 15 per cent of the average
GRMs posted inthe nine months
toDecember2023.

“Theincrease in GRMsin
recent quarters (compared tothe
2021-22level) can mainly be
attributed tolower cost of crude oil
procurement from Russia,” said
Sehul Bhatt, director, research,
CRISIL Market Intelligenceand
Analytics. “Based ondata
available for2022-23 and 2023-24
(April-January), the average
realisationonRussian crude stood
at14 percent,against average
Indian import realisations
(excluding Russia) of 11 per cent. It
reducedIndia’s crudeimport
realisations by more than $2/bblin
the pasttwoyears.”

Gross marginrealisations of
$2/bbl are notsmall by any
measure for refiners. “Whilethe
margins and discounts would
have come down from a highof
2022-23,theystill continue to
providesignificant valueto
refiners’ GRMs, said R
Ramachandran, anoil industry
consultant and former director of
refineries, BPCL. Heexplained
thatIndian refiners had learntto
process Urals profitably with
yields comparable to ArabMix and
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IraqgiBasrah oil — coupled with
discounts, Russian crude offers
goodvalue.

The contribution of Russian
discountsto refining margins
were higherinthe past, Bhushan
said. Inthe past sixmonths, the
discount on Russian oil, led by
benchmark Urals, to the price of
Europeanbenchmark, has
averaged $3.5/bbl. Dated Brent on
adeliveredbasis wasoscillating
between $2.5/bbland $4/bbl, said
aMumbai-based refiner. But the
discounts wereseveral folds
higherbetween April 2022 and
June2023, peakinginthe

January-March quarter of 2023,
Business Standard haslearnt.
Beginning at an average $9/bbl
inthe April-June quarter of 2022,
discountson Russian oil
expanded topeakataround
$15/bbl inthe January-March 2023
quarter, before shrinking to $5/bbl
in the July-September 2023 period
following production cuts by
Saudi Arabiaand Russiareducing
supplies of heavier crude grades,
therebyincreasingdemand, said
anindustry official. (Seetable)
Russian purchases are
reflected inbulging GRMs of state
refiners, which havebeen much

healthierinthepast fewyears. The
average GRM of Indian oil-
marketing companies stood at
$10.2/bbl in2021-22, increasing to
arecord $19/bbl in 2022-23
and $13/bbl inthe April-
December period of 2023-24,
CRISIL datashows.
Overtheyears, Indian state
refiners have upgraded their
refineries, converting fuel oilinto
value-added products, while
discounts on Russian oil helped
with recorddistillate cracksin
2022-23,said Prashant Vasisht,
senior vice-president and co-
group head, corporate ratings, at
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Mumbai-based ratings agency
ICRA.GRMs have declined this
year amid lower product cracks,
and shrinkingdiscounts, which
averaged around $6 abarrelin
2023-24,compared with $10.5a
barrelin 2022-23, data from
industry sources showed.
“GRMsdepend on multiple
factors —the price of crude oil and
the technology - but discounted
Russian oil can ensure better
margins,” said Narendra Taneja, a
Delhi-based energyexpert.
“Indian refiners would continue to
buyRussianoil aslong as the
discount offered is attractive.”

Discounts played akeyrolein
Russia’s share of the Indiancrude
import market growingtoover 35
percentfromlessthan2 per cent
in2021--the crudeisnotviable
withoutdiscounts because of
logistical constraints.

“With Russia's export options
limited, Iexpectcrude oil to
remain discounted, irrespective of
apricecap,”said VandanaHari, a
Singapore-based energyexpert
and founder of Vanda Insights.
Butover the mediumterm, the
Russian crude oil discount will
become arelatively small factorin
India'srefining margins.



