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Oil and Natural Gas Corporation BUY

Maintained
Making sense of news flow on gas pricing Rs70

A committee has been set up to suggest changes to the prevailing price formula
under which gas price fell to US$2/mmbtu in H2FY21. As per press reports, it
may propose US$1l/mmbtu discount to JKM spot LNG as the floor price. We are
optimistic that a floor price would soon be introduced, at which ONGC would
make money (its average production cost is US$3.7/mmbtu). Floor price may be
US$4.2/mmbtu, which ONGC has asked for since FY17, or linked to JKM spot
LNG. Reports also suggest Gol may gradually deregulate price of nomination
acreage (APM) gas over not more than six years. This may be the roadmap for
uniform market-determined price for all gas produced in India, which the oil
minister has often talked of. Gol on 7" Oct’20 approved the procedure to be
followed to ensure price of deregulated gas was truly market-determined. We
expect gains for ONGC in the near term from the imminent revision in gas price
formula and in the medium term from gas price deregulation. Reiterate BUY.

> ONGC’s gas price US$2.3-3.8/mmbtu in FY17-FY21 vs US$4.2-4.8/mmbtu in
FY11-FY16: In FY97-FY10, price of ONGC’s APM gas was Rs2,250-3,200/mscm
(US$1.3-2.2/mmbtu). In Jun’10 it was hiked to the same level as the price of gas
from NELP block KG D6, which was US$4.2/mmbtu. From Nov’14, it was linked to
price in the US, Russia, Canada and UK. Price under this formula was US$4.2-
5.6/mmbtu in the first 17 months, but US$2.0-4.1/mmbtu thereafter.

APM gas price US$2.3-3.8/mmbtu in JKM may be floor price for APM; JKM

FY17-21; US$4.2-4.8/mmbtu in FY11-16 futures US$5.2-5.6/mmbtu in FY22-26E
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» ONGC’s gas price outlook: Gol deregulated the price of gas produced from
deepwater fields post-Jan’16, coal bed methane, incremental output from North-
East post-Jul'18 and under development plans approved after Feb’19. This will
ensure that price of ONGC'’s incremental gas output will be market-determined. We
expect a floor price of US$4.2/mmbtu, or that linked to JKM spot LNG (US$4.2-
4.6/mmbtu in FY22-FY26E if US$1/mmbtu discount to JKM) to be soon introduced
for APM gas followed eventually by phased deregulation over the next few years.

Market Cap Rs893bn/US$12.2bn  Year to March FY19 FY20 FY21E FY22E
Reuters/Bloomberg ONGC.BO/ONGC IN  Revenue (Rs bn) 4,536.8 4,250.0 3,163.7 3,174.2
Shares Outstanding (mn) 12,580.3 Net Income (Rs bn) 321.4 199.4 99.2 127.1
52-week Range (Rs) 149/52  EPS (Rs) 255 15.8 7.9 10.1
Free Float (%) 37.0 % Chg YoY 40% -38% -50% 28%
FIl (%) 8.1 P/E(x) 2.8 45 9.0 7.0
Daily Volume (US$'000) 24,134  CEPS (Rs) 44.4 37.0 32.8 35.4
Absolute Return 3m (%) (7.8) EVIE (x) 25 3.6 3.8 3.6
Absolute Return 12m (%) (14.0) Dividend Yield (%) 13% 9% 3% 5%
Sensex Return 3m (%) 9.0 ROCE (%) 13% 6% 5% 6%
Sensex Return 12m (%) 7.4 RoE (%) 15% 9% 5% 6%

Please refer to important disclosures at the end of this report



ONGC, October 8, 2020

ICICI Securities

Gas pricing history in India

Table 1: India gas price history

Year

Event

Pre 1997
1997-Jun'05
Jul'o5
Jun'10
Jun'l3
Jan'14

Mar'14

25-Jun-14
24-Sep-14

18-Oct-14
21-Mar-16

01-Apr-16
11-Apr-17
14-Aug-18
21-Feb-19
Aug'20

07-Oct-20

Cost plus pricing

Linked to fuel oil subject to a ceiling of Rs2,850/mscm (US$1.85/mmbtu)

Gas price raised to Rs3,200/mscm (US$2.0/mmbtu)

Gas price raised to US$4.2/mmbtu

CCEA approves gas price as proposed by Rangarajan committee from Apr'14

Gas price hike notified
UPA government seeks Election Commission approval for gas price hike; EC asks
deferral until the end of the elections

NDA government defers gas price hike by three months

Defers decision until 15 Nov'14

Gas price linked to price of gas in US, UK, Russia and Canada w.e.f. 1% Nov'14; works
out to US$5.61/mmbtu on NCV basis for 1% Nov'14 to Mar'15

Price of gas produced post-Jan’16 from ultra deep water / deep water/ high pressure -
high temperature areas made market-determined, but subject to ceiling linked to price of
alternate fuels

Gas price as per formula falls to US$3.4/mmbtu in H1IFY17

Market-determined price for coal bed methane announced

Pricing and marketing freedom announced for gas production in North-East India, which
commenced after 1% Jul’18

Marketing and pricing freedom announced for gas produced from discoveries whose field
development plan (FDP) was approved after Feb’19

Committee set up to review and suggest modifications to prevailing gas pricing formula
Gol approved procedure to be followed to ensure truly market-determined price for gas
entitled to pricing and marketing freedom. Until now, price of such gas was discovered by
the producer and in many cases an effective floor price was set, whereby price
discovered was not truly market-determined.

Source: PIB, PPAC, I-Sec research
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Financial summary

Table 2: Profit & loss statement

(Rs bn, year ending March 31)

Table 5: Cashflow statement
(Rs bn, year ending March 31)

FY19 FY20 FY21E FY22E
Operating Income (Sales) 4,536.8 4,250.0 3,163.7 3,174.2
Operating Expenses 3,696.4 3,638.3 25776 2,539.1
EBITDA 748.2 521.5 511.8 560.9
% margins 16.5% 12.3% 16.2% 17.7%
Depreciation & Amortisation 237.0 266.3 3134 318.3
Gross Interest 58.4 70.0 56.5 57.9
Other Income 77.3 85.3 69.2 69.2
Recurring PBT 530.1 270.4 211.2 253.9
Less: Taxes 209.1 75.1 69.1 83.0
Net Income (Reported) 305.5 109.1 99.2 127.1
Net Income (Recurring) 321.4 199.4 99.2 127.1
Source: Company data, I-Sec research
Table 3: Balance sheet
(Rs bn, year ending March 31)
FY19 FY20 FY21E FY22E
Assets
Net Current Assets 22.2  (110.7) (47.7) (52.4)
Investments 1,066.2 954.6 272.0 172.0
Net Fixed Assets 1,189.6 1,263.1 16541 1,785.4
Capital Work-in-Progress 908.4 9645 1,263.1 1,363.4
Total Assets 4,082.8 4,121.1 4,092.4 4,276.3
Liabilities
Borrowings 1,015.0 1,036.6 1,062.9 1,121.3
Deferred Tax Liability 269.1 314.2 244.0 242.2
Equity Share Capital 42.8 42.8 42.8 42.8
Face Value per share (Rs) 5.0 6.0 7.0 8.0
Reserves & Surplus* 2,126.6 2,026.9 2,093.3 2,174.9
Minority Interest 181.1 178.1 214.1 250.8
Net Worth 1,988.3 11,8915 19221 1,966.8
Total Liabilities 4,082.8 4,121.1 4,092.4 4,276.3
Source: Company data, I-Sec research
Table 4: Quarterly trend
(Rs bn, year ending March 31)
Sep'l9 Dec'l9 Mar'20 Jun'20
Net sales 245 237 215 130
growth (YoY) -12% -14% -20% -51%
EBITDA 117 106 55 48
EBITDA Margin (%) 48% 46% 26% 37%
Other income 27 14 13 4
Add: Extraordinaries - - -49 -
Recurring Net Profit 63 42 18 5

Source: Company data, I-Sec research

FY19 FY20 FY21E FY22E

Operating Cashflow before 573.0 466.6 4605 494.1
working capital changes
Working Capital Changes 294  261.0 (262.7) (0.2)
Operating Cashflow 602.3 7276 197.8 4939
Capital Commitments (449.2) (637.9) (978.4) (681.2)
Cashflow from Investing
Activities (441.7) (440.9) (226.7) (512.0)
Inc (Dec) in Borrowings 2.5 21.6 26.4 58.4
Dividend paid (133.7) (91.0) (32.7) (45.5)
Cashflow from Financing
Activities (131.2) (69.5) (6.3) 12.8
Chg. in Cash & Bank balances 294 2172 (35.2) (5.2)
Source: Company data, I-Sec research
Table 6: Key ratios
(Year ending March 31)

FY19 FY20 FY21E FY22E
Per Share Data (Rs)
EPS(Basic Recurring) 25.5 15.8 7.9 10.1
Diluted Recurring EPS 24.3 8.7 7.9 10.1
Recurring Cash EPS 44.4 37.0 32.8 35.4
Dividend per share (DPS) 9.4 6.4 2.3 3.2
Book Value per share (BV) 172.4 165 169.8 176.3
Growth Ratios (%)
Operating Income 49.2% -50.1% -22.2% 22.2%
EBITDA 30.5% -30.3% -1.8% 9.6%
Recurring Net Income 40.4% -38.0% -50.3% 28.1%
Diluted Recurring EPS 40.4% -38.0% -50.3% 28.1%
Diluted Recurring CEPS 21.4% -16.6% -11.4% 8.0%
Valuation Ratios (x)
P/E 2.8 45 9.0 7.0
P/CEPS 1.6 1.9 2.2 2.0
P/BV 0.4 0.4 0.4 0.4
EV / EBITDA 25 3.6 3.8 3.6
EV / Operating Income 3.6 7.3 9.8 8.3
Operating Ratios
Other Income / PBT (%) 146% 31.5% 32.8% 27.3%
Effective Tax Rate (%) 39.4% 27.8% 32.7% 32.7%
NWC / Total Assets (%) -1.2% 3.2% -1.5% 0.1%
D/E Ratio (%) 44.6%  47.3% 49.1% 50.4%
Profitability Ratios (%)
Recurring Net Income Margins 7.1% 47%  3.1% 4.0%
RoCE 12.7% 6.1% 4.8% 5.8%
RoNW 15.3% 9.4% 4.7% 5.8%
Dividend Payout Ratio 36.8% 40.4% 29.2% 31.7%
Dividend Yield 13.3% 9.0% 3.3% 4.5%
EBITDA Margins 16.5% 12.3% 16.2% 17.7%

Source: Company data, I-Sec research
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