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Expert meeting takeaways
We hosted Kaushik Deb – Research Fellow at KAPSARC (King Abdullah
Petroleum Studies and Research Center), Riyadh, for investor meetings in
Mumbai. Key excerpts:
Light-heavy spreads could remain under pressure: Refineries across the world
are facing shortages in heavy (sour) crude oil supply due to production
disruptions in Iran and Venezuela (~3mbpd). On the other hand, more volumes
of the light (sweet) crude variant are increasingly becoming available owing to
higher tight oil production from the US. This implies that light-heavy crude
spreads may remain under pressure. An increase in oil output from Venezuela
looks difficult in the near term as political uncertainty has disrupted
investments in the sector.
IMO may not fuel GRM surge in immediate future: Most ports globally are
likely already compliant with the upcoming IMO 2020 regulations (with some
exceptions such as Indonesia and a few African countries). Nevertheless, the
expected positive impact of IMO on diesel spreads could be muted in light of
the slowdown in global economic growth. Over the long term, LNG is likely to
emerge as the preferred fuel for shipping considering its favorable economics
versus all liquid fuels, including IMO compliant ones.
LNG demand growth could slow: Over the last two years, gas consumption in
China has grown substantially due to government efforts to reduce coal
consumption (mostly for power generation) in the country. But China has
recently allowed the use of clean coal, albeit with restrictions, for power
generation – this could temper growth in LNG consumption.
Renegotiation of long-term contracts carries global precedent: Long-term gas
contracts have historically been successfully renegotiated across the world. For
instance, RWE – one of the largest power generation companies in Europe –
had renegotiated gas prices for the period of 2005-10 with Gazprom, at a time
when the latter had lost considerable market share to Norway due to lower
regional spot LNG prices. Gazprom had agreed to give discounts at the end of
each year (in lieu of lowering long-term prices).
To resolve the pricing differential for India’s long-term LNG import contracts
(e.g. RasGas, Gorgon), buyers might need to consider using a gas-linked price
formula such as Henry Hub, moving away from the current oil-linked formula.
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Disclaimer
Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
ADD – Expected return from >+5% to +15%
REDUCE – Expected return from -5% to +5%
SELL – Expected return <-5%
Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution
As of 31 October 2019, out of 79 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 48 have BUY ratings, 18 are rated ADD, 7 are
rated REDUCE and 6 are rated SELL. None of these companies have been investment banking clients in the last 12 months.
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subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.
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the equity shares of the subject company, the holdings of the issuer of the research report is also included.
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effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the
Risk disclosure document before entering into any derivative transactions.
In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed
in Canada or used by private customers in the United Kingdom.
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