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How PSU share buybacks have filled
government coffers in the recent past

These, along with dividend payouts,
have helped Centre bridge fiscal deficit

'DATAFOCUS

NARAYANAN V

éhenna{, December 9

In addition to hefty dividend
payouts every year, public sec-
tor undertakings (PSUs) have
also been helping the Centre
shore up its revenue and
bridge its fiscal deficit by
pouring in huge sums of
money in the form of share
buybacks over the last few
years.

Between FY16 and FY20,
PSUs have ploughed back
close to 40,500 crore in the
form of share buybacks to
their promoter, the Govern-
ment of India (Gol). From
close to 4,500 crore in FY16,
the amount jumped more
than four times to 19,000
crore in FY17. However, it
tumbled to X822 crore in
FY20.

Last month, Bloomberg re-
ported that the Centre is plan-
ning to ask eight PSUs to re-
purchase shares to help it
shore up its finances amid the
coronavirus pandemic.

Immediate plans
The report also noted that
Coal India Ltd (CIL), NTPC,
NMDC, MOIL, KIOCL and En-
gineers India Ltd (EIL) are
among the eight companies
that might be asked to buy
back shares this year.

Subsequently, EIL  an-
nounced in the exchanges
earlier this month that it will
buy back nearly 7 crore shares
(representing 11.06 per cent of
the total number of fully paid-
up equity shares) to raise
about X587 crore. The Gol
holds a 51.50 per cent stake in
the firm.

Similarly, mining major

NMDC also, earlier this
month, announced that its
board has approved a buy-
back of shares representing 5-
5.05 per cent of the total fully
paid-up equity share capital
and free reserves to raise up to
1,378 crore. The PSU, the
country's largest iron ore
miner, is already the highest
contributor of buyback rev-
enue to the government.

Between FY16 and FY20,
NMDC paid about 8,300
crore to the Gol, followed by
Hindustan Aeronautics
(X5,206 crore) and CIL (3,682
crore).

Dividend payouts

Besides, PSUs, despite their
own operational challenges
in the last few years, have also
been major contributors of
non-tax revenue in the form
of dividend payouts.

Between FY15 and FY19, they
collectively paid 2.04-lakh
crore in dividend and other
investments. Of this, mega
PSUs (Maharatnas and Navrat-
nas) alone contributed over
X1.66-lakh crore, or 82 per
cent of the total.

Per the latest annual re-
ports, these are expected to
contribute about 28,000
crore in dividend to the gov-
ernment for FY20.

Consequently, PSUs’ di-
vidend as a percentage of the
government’s overall non-tax
revenue grew from 16 per cent
in FY15 to 18 per cent in FY19,
after going as high as 27 per
cent in FY16.

Mineral majors such as CIL
and NTPC, and oil marketing
companies such as BPCL,
HPCL, IOC and ONGC are
among the top contributors
of dividend revenue to the
government.

PSU buybacks fill Cash-rich commodity
the Centre's coffers companies lead in buybacks

Buyback share to government (in ¥ cr)  Share of govt between FY16 and FY20 (in ¥ cr)

2015-16 NMDC Ltd 8,297
2016-17 19,027 Hindustan Aeronautics 5,206
2017-18 Coal India 3,682
2018-19 National Aluminium 3,096
2019-20 | 822 Indian Oil 2,650
Dividend payouts, the other source of revenue
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Top 10 dividend payers to govt between FY15 and FY20
M Total dividend ™ Dividend to govt* (in¥ cr)
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ONGC

Indian Oil
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Bharat Petroleum

NMDC

Power Grid Corporation
of India

REC Ltd.

Power Finance Corporation #calculation based on government

shareholding at the end of

Hindustan Petroleum respective financial years

Share of dividend income in non-tax revenue
M Receipts from PSE dividends & other investments M Non-tax revenue
@ Share of dividend in non-tax revenue (in %)
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ChinabailsoutIraqwith
long-term, upfrontdeal

BLOOMBERG

9 December

Iraq is poised to sign a multibil-
lion-dollar contract with China
ZhenHua Oil, a bailout from
Beijing for the cash-strapped
government which will receive
money upfront in exchange for
long-term oil supplies. ‘

The deal is the latest example of China, via state-controlled
trading companies and banks, lending to struggling oil pro-
ducers such as Angola, Venezuela and Ecuador, with repayment
in the form of oil barrels rather than cash. This year’s crash in
oil prices has hammered Irag’s budget and the government has
failed to pay teachers and civil servants on time.

The Iraqgi agency in charge of petroleum exports, SOMO,
picked ZhenHua after asking oil traders for bids, according to
people familiar with the matter. Cabinet spokesman Hassan
Nadhim said on Tuesday there had been “several offers” and
they were being studied before Prime Minister Mustafa Al-
Kadhimi makes the final decision.

Under the terms of a letter SOMO sent last month, the win-
ning bidder will buy 4 million barrels a month, or about 130,000
a day. They will pay upfront for one year of supply, which at
current prices would bring in more than $2 billion, according
to Bloomberg calculations.
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How oil majors shift billions in proﬁts toisland tax havens

TOM BERGIN, RON BOUSSO
9 December

Bermudaand the Bahamasaren’t exactly
bigplayersintheoil-and-gasworld. They
don’tproduce anyofthe fuelsatall. Yet
theislandsare deepwellsof profit for
European oil giant Royal Dutch Shell.

Oilmajors are avoiding hundredsof
millionsof dollarsintaxesin countries
where they drill by shifting profits to
thinly staffed insurance and finance
affiliatesbased in taxhavens, according
toaReutersreview of corporate filings
and ratingagency reports. Shell, BP,
Chevronand Total use subsidiariesin the
Bahamas, Switzerland, Bermuda, the UK
ChannelIslands and Ireland to provide
their global operations with banking,
insuranceandoil-trading services, the
documentsshow. Thesesubsidiaries, in
turn, book profits that go lightly taxed or
entirely tax-free.

Sucharrangementsarenotillegal.
Butthey highlight the ability of
internationaloil corporations togame
globaltaxsystemsand avoid handing
overrevenuetonationswherethey
conducttheir core business, accordingto
academics who study corporate taxation.

The profits generated by those
offshoreunits are enormous, despite
theirtiny operations.

Thebigoil firms’ captiveinsurersare
far more profitable thanatypical
insurance company. That'sbecause the
amount they pay inclaimsaccounts fora
farlower proportionofthe money
collected in premiums —all from other
affiliatesof the oil giants - than isthe case
atotherinsurers, Industry datashows.
That meansthe captiveinsuranceunits
absorb part of the revenue made by the
oilmajors’subsidiaries elsewhere-often
inhigh-taxcountries where they extract
oiland gas-andshiftitto operations
located inlow-tax or no-tax jurisdictions.

Theoil companies have also
transferred capital to taxhavens to
establish banking unitsthat lend money
tosistercompanies.

Thecompanies named in this story
allsaid they followed tax rulesof the
nations wheretheydobusiness. Their
subsidiaries in tax havens, the
companiessaid, were located there for
commercial oroperational reasons
rather than toavoid taxation.

Shelldenied thatits arrangements
constituted taxavoidanceand said the
locationof itssubsidiaries weredriven by
businessrather than tax reasons. BP
declined toanswer questionsaboutits
insurance subsidiary butaspokesman
directed Reuterstoa 2018 tax policy
statement — published tomeeta

regulatory requirement - whichsaidthe
firmdoes notengage in profit-shifting.

Profit-shifting haslongbeen a
concernamongthe Group of 20 nations,
which haveasked the Organization for
Economic Cooperation and
Development (OECD), which helps
coordinate international taxation rule-
making, tofindways toreinin corporate
taxavoidance. The organizationin
Februaryissued new guidanceon the
treatmentofintra-group financial
transactions, advising nations tolimit
deductionsonsuch payments.

Critics of corporate tax planningsay
oil firms’ profit-shifting undermines
theirclaimstoresponsible corporate
governanceand exacerbatesthe deep
budgetary problems that many oil-

producing countries faceamid the
coronavirus pandemic and arelated drop
inoil prices.

Nations such as Angola, Braziland
Trinidad, whorely heavily on oil tax
revenues, have had tomoderate
spendingand increase borrowingto
respond tothe healthcrisis.

Taxadvisorssaid companies oweitto
theirshareholderstopay the lowest-
possible tax bill.

Shellbooked $1.3 billionin2018and
2019 profits through Bermuda-based
banking and insurance subsidiaries that
togetheremployed three people,
according tothecompany’s “Tax
Contribution Reports’ published in
November this yearand December 2019
which detail tax payments.

Thetiny firms provide insuranceand
loanstoShell oil-producing facilities
worldwide, although Shellsaid inits
mostrecent tax report, published last
month, thatit ceased the intra-group
lending from Bermuda in 2020 for
reasons the company did notdisclose. In
2018, the companies derived 96% of their
revenues from other Shellcompanies.

The operations appear toexist
primarily for tax purposes, said Richard
Murphy, professor of political economy
atCity University of London. The high
profitability of the Bermudan units —
alongwith their heavyrelianceon
revenue from affiliates —suggests that
theyare designed toshift profitstolow
taxjurisdictions, he said.

Shelldenied that its Bermuda
operations are designed for tax
avoidance.

In 2014, Jupiter had an operating ratio
—whichincludes pay-outsand other
costs asashare of premiums- ofjust1.3%.

Jupiter’s profit margins remained
exceptional through those yearsdespite
theexplosion of BP's Deepwater Horizon
rigand subsequent oilspill in the Gulf of
Mexicoin 2010, one of the worst
industrial accidentsin history. The
incident caused $70 billion in damages,
butJupiter’s payouts toaffiliated
companies were capped at $1.5billion for
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anyoneevent. So, the insurer keptaloss
ratiounder15%of premium income for
theyears2009102013, according toa
2014 AM Best report.

BPgroup retained access to Jupiter’s
hefty cash pile because the captive
insurerlends 98%of its reservesbackto
Jupiter’s parent, London-based BP
International Ltd, for termsofa yearor
less, according to AM Best. BPpays
intereston the moneybackto Jupiter,
addingto the insurer’s low-tax profits.

BPdeclined to answer questions
aboutJupiter’soperations and how
muchtax, ifany, the insurer pays.

California-based Chevronoperatesa
captive insurerin Bermuda. Until 2015,
AM Best issued reports on Heddington
Insurance and rated ithighly duetoits
“good losshistory” and “verystrong
investmentincome” madethroughhigh-
interestloansto other Chevron firms.

Chevronsaid it formed Heddington
toreduce insurance costsand provide
broader coveragethan whatisavailable
in the commercial insurance market.
The company said the insurer paid US
taxes but declined todetail how much or
theeffective rate.

Other oil firms have tax-haven
subsidiaries through which they self-
insure their facilities.

France’s Total SA operates Swiss-
based Omnium Reinsurance Company
S.A., itsfinancial filingsshow. Total did
not respond to requests forcomment
about Omnium. REUTERS
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Need to shift away from fossil

fuels: Petroleum Secretary

OUR BUREAU

New Delhi, December 9

India will need to gradually
shift away from fossil fuels to
sustainable cleaner alternat-
ives according to Petroleum
Secretary Tarun Kapoor.

At an event, jointly organ-
ised by IndianOil and LanzaT-
ech on Circular Economy Vis-
ion - CO2 Valorisation, Kapoor
said, “We will need to shift
away from fossil fuels in a
phased manner and adopt
more sustainable alternatives
to meet our energy require-
ments.”

The session was organised
by the DBT-IOC Centre for Ad-
vanced Bio-Energy Research
(an entity co-funded by In-
dia’s Department of Biotech-
nology and IndianOil Corpor-
ation Limited) and carbon
recycling company,
LanzaTech.

The event highlighted the
carbon recycling technology
that has been developed by
the two over the last six years
in India.

An IndianOil statement

said that this technology uses
two basic ingredients, CO2
and H2, to produce sustain-
able fuels, chemicals and
food.

These companies have been
working on this platform
since 2014 when they first
demonstrated the produc-
tion of omega-3 fatty acids
and fatty acids of biodiesel
from CO2 feedstock. Together,
they have integrated two cut-
ting edge technologies to en-
able direct conversion of CO2
to high-value products.

Patented processes

Both these processes are
widely patented by the re-
spective collaborators and
they are now patent protected
in prominent geographies,
the IndianOil statement
added.

Kapoor said that this tech-
nology has the potential to
significantly reduce the cost
of biofuels and make them
directly competitive with con-
ventional fossil fuels in the
country.
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0il near $50 on
vaccine hopes

Oil prices climbed as news
about Covid-19 vaccines lifted
investor hopes for a recovery
in fuel demand and the
dollar, in which oil istraded,
reached 21/2-year lows. Brent
crude rose 51 cents, or1 per
cent, to $49.35 a barrel by 7:35
pm IST. West Texas Inter-
mediate (WTI) crude dimbed
51cents, up1percent, to
$49.35. The dollar fell on
Wednesday as vaccine
progress boosted risk appetite
amid prospects of more US
fiscal stimulus. REUTERS
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