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Regulation of gas marketing margin uncertain and still far away 

Oil ministry has asked PNGRB to determine marketing margin on 
natural gas for end users; no clarity/timeline for implementation 

While the oil ministry has asked the gas regulator (PNGRB) to determine 

the amount of marketing margin chargeable from end users by natural gas 

marketers, there is no clarity on its implementation, in our view. We note 

that PNGRB is acting under Section 11(j) of the PNGRB Act, wherein it has 

to perform special assignments by the ministry and report back with its 

findings. We believe there is no clarity on the extent and timeline of 

implementation of the margin calculation that PNGRB will determine.  

Key Section 11(f) of Act not applicable, as gas is not “notified”; 
PNGRB likely needs separate approval for implementation  

We note that determination of gas marketing margin is not under the more 

powerful Section 11(f) of PNGRB Act wherein regulator can monitor prices 

and take measures to prevent restrictive trade practices for “notified” 

petroleum products and natural gas. However, we find neither domestic 

nor imported natural gas is “notified” for the purpose of the PNGRB Act by 

the ministry yet. Hence, we believe the regulator will likely need separate 

approval to regulate or fix marketing margins, as the government has 

entrusted it only with determination of marketing margins as of now.   

PNGRB collecting preliminary margin data; intention mainly to 
create framework rather than curb profits of marketers 

While PNGRB issued a public notice on 14 Feb 2012 to collect preliminary 

data from marketers selling gas to end consumers, based on our 

interactions with regulators/ministry officials, we believe the ministry is 

trying primarily to ensure that the returns of gas marketers are 

commensurate with the risks they undertake, and not to curb current 

margins. Contrary to market reaction, the core idea is to come up with a 

framework for margins in a market with multiple gas pricing, in our view.  

Petronet LNG (Buy) remains our top pick in Indian gas  

PLNG is the best gas play in India, in our view, due to robust LNG volumes 

from domestic gas S-D mismatch, low-cost operations from incumbent re-

gas terminals and timely expansions. We expect FY12E-16E EBITDA CAGR 

of 18% and ROE of 19-32% over same period. Though PLNG is unlikely to 

be affected by margin regulations, we expect its mark-up on spot volumes 

to fall to US¢20-30/mmBtu medium term and to US¢10/ mmBtu long term. 

 RATINGS AND TARGET PRICES 

 

All prices are in local currency. Price targets are based 
on a 12-month timeframe.  
PLNG, GAIL key risks: (1) high LNG prices, (2) capacity 
delays. RELI key risks: (1) Delay in KG-D6 ramp up, (2) 
weak refining margins, (3) weak petchem margins. 

Source: FactSet, Goldman Sachs Research estimates 
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India: Energy: Positive on cyclicals, reforms delay, less gas; 

ONGC (CL-Buy) top pick, February 8, 2012 

India: Energy: Gas: Clarity on marketing margins; PLNG 

should not be impacted, Buy, January 18, 2012 

Petronet LNG (PLNG.BO): Concerns on marketing margin 

regulation; likely no impact, Buy, January 13, 2012 

Petronet LNG (PLNG.BO): Above expectation: Demand-

supply mismatch to help margins; Buy, October 18, 2011 

Petronet LNG (PLNG.BO): Domestic gas delay, incumbent 

asset give edge; raise PLNG to Buy, September 20, 2011 

India: Energy: Fuel pricing, asset incumbency and better 

risk-reward for cyclicals, September 20, 2011 

India: Energy: Proposed pooling of gas prices; positive for 

both LNG, domestic gas, August 30, 2011 
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Ticker 15-Feb-12 Rating Target Potential Price Target
Price Price Upside % Methodology

PLNG.BO 167.90 Buy 205 22% DCF
RELI.BO 836.05 Buy 970 16% SOTP
GAIL.BO 396.80 Neutral 440 11% DCF
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appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large 

majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 
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illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 

individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 
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http://www.theocc.com/about/publications/character-risks.jsp. Transaction costs may be significant in option strategies calling for multiple purchase 
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