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Oil India Limited

Weak results; bleak earnings outlook amid low oil & gas price

Oil India Limited (Oil India) reported weak Q1FY2021 numbers, clocking a
net loss of Rs. 249 crore (as against a net profit of Rs. 625 crore in Q1FY2020)
due to: 1) weak oil and gas realisations, declining by 54.1% y-o-y and 29%
y-o-y respectively, 2) higher-than-expected operating expenses on account
of exploration cost write-off of Rs. 115 crore (versus negative Rs. 1 crore in
Q1FY2020) and 3) exceptional expenses of Rs. 93 crore related to control
blowout at Baghjan Oilfields and 4) lower-than-expected other income
(down 87% q-o-q). Even after adjusting for exceptional expenses, net loss
of Rs. 155 crore was higher than our estimate of net loss of Rs. 76 crore.
Oil sales volume at 0.73mmt (down 8.1% y-o-y; down 2% g-0-q) and net oil
realisation at $30.4/bbl (down 54.1% y-o-y; down 41.7% g-o-q) was in-line
with our expectations while gas sales volume at 0.6 bcm (down 6% y-o-y;
up 8.5% g-o-q) was above our estimate of 0.54 bcm. We believe that the
likely further cut in the domestic gas prices over H2FY2021E-H1FY2022E
and weak oil price/production outlook has made the earnings outlook weak
for upstream PSUs in the near to medium term. Hence, we downgrade Oil
India to Hold (from Buy earlier) as our revised SoTP based PT of Rs. 106
provides limited upside potential from current level and the stock lacks
positive triggers.

Key positives
+ Higher-than-expected gas sales volume at 0.6bcm (up 8.5% g-0-q).
Key negatives

¢ Sharp declinein oil sales volumes by 8.1% y-o-y to 0.73mmt amid weak oil
demand due to COVID-19.

¢ Sharp decline in net oil realisation by 54.1% y-o-y and 41.7% g-o-q to
$30.4/bbL.

¢ EBIT loss of Rs73 crore for oil business due to weak oil realisation and
sales volumes.

Our Call

Valuation — Downgrade Oil India to Hold with a revised SoTP based PT of
Rs. 106: We have cut our FY2021-FY2022 earnings estimates to factor lower
gas price assumption and higher operating cost. We have also introduced our
FY2023 earnings estimates in this report. We believe that weak oil and gas
realisation/production outlook, continued high capex plan of Rs. 4,000-4,200
crore despite weak oil & gas prices and negative value from investment in
Mozambique E&P assets (given low LNG prices) would remain an overhang on
the stock in the near to medium term. We have revised our SoTP-based PT for
Oil India to Rs. 106 and downgrade the stock to Hold (from Buy earlier) given a
muted earnings outlook (expect 44% earnings decline over FY2020-FY2022E),
low RoEs of 4-7% over FY2021-FY2022E and limited upside potential. At CMP,
the stock is trading at 10.1x FY2021E EPS and 5.8x FY2022E EPS.

Key Risks

Prolonged weak oil & gas price are key downside risks. Higher-than-expected
oil and gas price and any positive gas pricing reforms are key upside risks.

Valuation (Standalone) Rs cr
Particulars FY19 FY20 FY21E FY22E FY23E
Net sales 13,735 12,129 7,892 10,212 11,492
OPM (%) 39.9% 21.4% 25.5% 31.9% 34.2%
Adjusted PAT 3,617 3,208 1,050 1,805 2,254
y-o-y growth (%) 35.6% -11.3% -67.3% 71.9% 24.9%
Adjusted EPS diluted (Rs.) 334 29.6 97 16.6 20.8
PE (x) 2.9 33 10.1 5.8 47
P/BV (x) 0.4 0.4 0.4 0.4 0.4
EV/EBDITA (x) 2.2 7.6 9.8 61 49
ROE (%) 13.0% 12.3% 4.3% 71% 8.6%
ROCE (%) 14.5% 7.3% 57% 8.3% 9.7%

Source: Company; Sharekhan estimates
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Higher-than-expected adjusted net loss due to higher opex and lower other income: Adjusted operating
profit of Rs. 197 crore (down 85.4% y-o-y; down 58.3% g-0-q) was substantially below our estimate of Rs. 282
crore due to higher-than-expected operating expenses on account of exploration cost write off of Rs. 115 crore
(versus negative Rs. 1 crore in Q1FY2020). Oil sales volume at 0.73mmt (down 8.1% y-o-y; down 2% g-0-q) and
net oil realisation at $30.4/bbl (down 54.1% y-o-y; down 41.7% g-o-q) was in line with our expectations. The gas
sales volume at 0.6bcm (down 6% y-o-y; up 8.5% g-o0-q) was above our estimate of 0.54 bcm. The company
reported a net loss of Rs249 crore due to a sharp decline in oil & gas realisation, and exceptional expenses
of Rs. 93 crore related to control blowout at the Baghjan Oilfields. Adjusting for this exceptional expense, net
loss at Rs155 crore (as against net profit of Rs502 crore in Q4FY2020 and Rs625 crore in Q1FY2020) was still
higher than our estimate of net loss of Rs. 76 crore due to a lower-than-expected operating profit and other
income (down 87% g-0-q).

Results Rs cr
Particulars Q1FY21 Q1FY20 y-o0-y (%) Q4FY20 q-o-q (%)
Revenue 1,744 3,373 -48.3% 2,590 -32.7%
Total Expenditure 1,547 2,020 -23.4% 3,691 -581%
Reported operating profits 197 1,353 -85.4% (1,101) NA
Adjusted operating profit 197 1,353 -85.4% 473 -58.3%
Other Income 131 123 6.4% 994 -86.9%
EBIDTA 328 1,476 -77.8% (107) NA
Interest 128 123 3.5% 133 -37%
PBDT 200 1,352 -85.2% (240) -183.3%
Depreciation & prov 359 399 -10.2% 253 41.8%
Exceptional items 93 - NA 1,681 NA
Reported PBT (159) 953 NA (493) NA
Adjusted PBT (65) 953 NA 1,189 NA
Tax (3) 328 NA (1,418) NA
Reported Profit After Tax (249) 625 NA 926 -NA
Adjusted PAT (155) 625 NA 502 NA
Adj. EPS (1.4) 5.8 NA 46 NA
BPS BPS
OPMs 1.3% 401% (2,881) 18.3% (695)
PAT -8.9% 18.5% (2,742) 19.4% NA
Source: Company; Sharekhan Research
Key operating performance
Particulars Q1FY21 Q1FY20 y-o-y (%) Q4FY20 q-o-q (%)
Net oil realisation ($/bbl) 30.4 66.3 -541% 52.2 -41.7%
Oil production volume (mmt) 0.75 0.81 -7.5% 0.76 -0.8%
Oil sales volume (mmt) 0.73 0.80 -8.1% 0.75 -2.0%
Crude oil business EBIT (Rs. crore) -73 858 NA 360 NA
Gas production volume (bcm) 0.68 071 -4.2% 0.65 57%
Gas sales volume (bcm) 0.58 0.61 -6.0% 0.53 8.5%
Gas business EBIT (Rs. crore) 42 216 -80.6% 57 -26.5%
Source: Company
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Outlook

Weak oil and gas prices to hit earnings, weak oil production profile given aging oilfields: Domestic gas
prices are expected to be lowered further for H2FY2021E after a sharp cut of 26% to $2.4/mmBtu for H1IFY2021.
Additionally, crude oil prices is also lower at $44-45/bbl currently as against $61/bbl in FY2020. With lower
oil & gas realisations, we expect Oil India’s standalone earnings to decline by 67% y-o-y in FY2021E. Oil

production is likely to remain in a flat-declining trend giving aging oilfields (natural oil production decline of
8-10% annually).

Valuation

Downgrade Oil India to Hold with a revised SoTP based PT of Rs. 106: We have cut our FY2021-FY2022
earnings estimates to factor lower gas price assumption and higher operating cost. We have also introduced
our FY2023 earnings estimates in this report. We believe that weak oil and gas realisation/production outlook,
continued high capex plan of Rs. 4,000-4,200 crore despite weak oil & gas prices and negative value from
investment in Mozambique E&P assets (given low LNG prices) would remain an overhang on the stock in the
near to medium term. We have revised our SoTP-based PT for QOil India to Rs. 106 and downgrade the stock to
Hold (from Buy earlier) given a muted earnings outlook (expect 44% earnings decline over FY2020-FY2022E),

low RoEs of 4-7% over FY2021-FY2022E and limited upside potential. At CMP, the stock is trading at 10.1x
FY2021E EPS and 5.8x FY2022E EPS.
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About company

Oil India is an Indian national oil company that explores, develops, and produces crude oil and natural gas,
transports crude oil, and produces LPG. The company is the second-largest E&P company in India in terms
of production and reserves. More than 95% of Oil India’s production comes from its upper Assam basin. The
company holds domestic 2P (proved and probable) reserves of 76mmt for oil and 130bcm for gas as of March
31, 2019. The company’s oil production stood at 3.1mmt and gas production stood at 2,801mmscm in FY2020.

Investment theme

The near to medium term earnings outlook for upstream PSUs remain weak given low oil prices and likely
further cut in the domestic gas prices over H2FY2021E-H1FY2022E. The bleak earnings outlook and continued
high capex plan (despite weak oil & gas price) and negative value from investment in Mozambique E&P assets
(given low LNG prices) would remain an overhang on the stock in the near to medium term.

Key Risks
¢ Higher-than-expected oil and gas price and any positive gas pricing reforms are key upside risks.
¢ Prolonged weak oil & gas price are key downside risks

Additional Data

Key management personnel

Sushil Chandra Mishra Chairman & Managing Director
Harish Madhav Director — Finance

P. Chandrasekaran Director - Exploration & Development

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Life Insurance Corp of India 12.0
2 Indian Oil Corp Ltd 4.9
3 ICICI Prudential Asset Management 3.0
4 Bharat Petroleum Corp Ltd 2.5
5 Hindustan Petroleum Corp Ltd 2.5
6 Reliance Capital Trustee Co Ltd 2.4
7 BlackRock Inc 1.3
8 Vanguard Group Inc/The 0.9
9 WisdomTree Investments Inc 0.3
10 Dimenstional Fund Advisors LP 0.2

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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