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 Auto fuel price cut – An impact analysis 
The UPA government has cut prices of petrol and diesel by Rs2/ltr and Rs1/ltr 
respectively, to check the soaring inflation that stood at 6.73% for WPI index for 
the week ending 15th February 2007. The government had last reduced prices on 
November 29, 2006, by the same amount. The current move is in line with the 
commitment given by Ms Sonia Gandhi to align the domestic auto fuel prices with 
the fall in price of Indian crude basket; this commitment was given in June 2006 
when retail prices of auto fuels were last hiked. Crude prices have fallen 
considerably from an average of $66.7/bbl in June 2006, to an average of $ 
57.4/bbl in November 2006, before falling further to an average of $52.9/bbl in 
January 2007. The oil marketing will be duly compensated with oil bonds and 
excise & customs duly adjustment. The announcements and their impact analysis 
is given below. 

 1) Announcement: 

Reduction in retail fuel price of petrol by Rs 2/ltr and diesel by Rs 1/ltr 

  Impact: 

Due to the reduction in retail prices, PSU oil marketing companies are estimated 
to suffer an increase in net under recovery on diesel from Rs1.30/ltr as per 2nd 
fortnight prices for the month of February to Rs2.30/ltr, on the other hand Rs2/ltr 
profit on petrol is likely to be neutralised completely, with the price cut.  

Negative: IOC, HPCL and BPCL 

 Table 1. Retail selling prices of petrol and diesel in 4 major cities 

Rs / litre DELHI KOLKATA MUMBAI CHENNAI

Petrol      

Old 44.85 48.99 50.58 49.67

New 42.85 46.91 48.45 47.51

Diesel     

Old 31.25 33.92 36.11 34.41

New 30.25 32.88 34.97 33.32
 Source: IISL research, company 

 

2) Announcement: 

Government will issue oil bonds to compensate for losses borne by oil marketing 
companies. 

Impact: 

Of the Rs283 bn of oil bonds approved in June 2006, the government has already 
issued oil bonds of Rs191bn during 9m FY07. According to the petroleum ministry, 
oil bonds of Rs30-40 bn would need to be issued in Q4FY07. This would 
compensate for the losses suffered on sale of petroleum products at below 
international parity prices. Issuing of these bonds would also nullify the impact of 
reduction in auto fuel prices. The working capital requirements of PSU oil 
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marketing companies, however, would be impacted till  these bonds are issued; 
this is because, these companies would be forced to borrow to make up for the 
shortfall in selling fuels at lower than RTP (Refinery Transfer Price). 

Positive: IOC, HPCL and BPCL 

3) Announcement: 

Adjustments in custom and excise duty of auto fuels 

Impact: 

The government has indicated that the duty structure on auto fuels would be 
changed to partially compensate for the losses incurred due to price reduction. 
There are reports in the media that custom duty on petrol and diesel may be 
reduced from 7.5% to 5% and ad valorem excise duties on both the products may 
be reduced from 8% to 6%.  

The reduction in customs duty to 5% would improve price realisations by Re 1 in 
case of diesel and Re 0.50 in case of petrol. The reduction in excise duty to 6% 
would improve price realisations by Re 0.45 in case of diesel and Re 0.35 in case of 
petrol.  

In case of reduction in customs duty, the tariff protection for refiners will reduced 
by $ 0.70–0.80/bbl to less than $0.50/bbl, thus reducing the GRMs.  

Positive: IOC, HPCL and BPCL 

Negative: Chennai Petroleum and MRPL 

Conclusion: 

We believe that due to inflationary pressures and the upcoming UP state elections, 
the government has decided to appease the masses by reducing the prices of auto 
fuels. The losses to PSU oil marketing companies in the aforementioned scenario 
are expected to be made good through steps such as issuing oil bonds and duty 
adjustments. Thus, the net effect on these companies would be revenue neutral.    

 

 



 Oil & Gas 

  Oil Prices Cut Impact 

       3  

  
 

Institutional Equity 

 

 

 

Disclaimer Clause 
 
This report has been prepared by the Research Department of IL&FS Investsmart Securities Limited (IISL). The information and opinions contained herein have 
been compiled or arrived at based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently 
verified and no guaranty, representation of warranty, express or implied is made as to its accuracy, completeness or correctness. All such information and opinions 
are subject to change without notice. This report has been produced independently of the company, and forward looking statements, opinions and expectations 
contained herein are entirely those of IISL and given as part of its normal research activity and not as a Manager or Underwriter or any Offering or as an agent of 
the Company or any other person. Accordingly, if the Company should at any time commence an Offering of securities, any decision to invest in any such Offer or 
invitation to subscribe for or acquire securities of the Company must be based wholly on the information contained in the Final Prospectus issued or to be issued 
by the Company in connection with any such Offer or invitation and not on the contents hereof. This document is for information purpose only. Descriptions of any 
company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or 
solicitation of an offer, to buy or sell any securities or other financial instruments. IISL, its directors, analysts or employees do not take any responsibility financial or 
otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, 
fluctuation in the prices of the shares and bonds, changes in the currency rates, diminution in the NAVs reduction in the dividend or income, etc 
IISL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in 
the report or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations 
described in this report. 
This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person or entity who is a citizen or 
resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law 
or regulation or what would subject IISL or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently send or has 
reached any individual in such country, especially, USA the same may be ignored and brought to the attention of the sender. This document may not be 
reproduced, distributed or published for any purpose without prior written approval of IISL. 
Foreign currency denominated securities, if any,  wherever mentioned are subject to exchange rate fluctuations which could have an adverse effect on their value 
or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively 
assume currency risk. 


