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Equity Shares (m) HPCL IN
M.Cap.(INRb)/(USDb) 392/4.7
52-Week Range (INR) 310/ 200
1, 6, 12 Rel. Per (%) -1/9/0
12M Avg Val (INR M) 996
Free float (%) 45.1

Financials & Valuations (INR b)

Y/E March FY23 FY24E FY25E
Sales 4,407.1 4,172.2 4,298.4
EBITDA -72.1 213.7 140.6
Adj. PAT -69.8 128.2 68.9
Adj. EPS (INR) -49.2 90.4 48.6
EPS Gr. (%) PL LP  -46.3
BV/Sh.(INR) 227.4 293.4 330.7
Ratios

Net D:E 2.1 1.6 1.5
RoE (%) -190 347 156
RoCE (%) 78 125 6.5
Payout (%) 0.0 26.9 23.3
Valuations

P/E () NA 3.1 5.7
P/BV (x) 1.2 0.9 0.8
EV/EBITDA (x) NA 49 7.8
Div. Yield (%) 0.0 8.8 4.1
FCF Yield (%) -32.7 17.1 1.0
Shareholding pattern (%)

As On Jun-23 Mar-23 Jun-22
Promoter 54.9 54.9 54.9
DIl 22.3 21.4 16.4
Fll 14.0 14.4 18.2
Others 8.8 9.3 10.5

FIl Includes depository receipts

CMP: INR276

TP: INR265 (-4%) Neutral

Weaker-than-expected GRM and marketing margins lead to miss

HPCL reported a miss on our 1QFY24 EBITDA estimate, due to lower-than-
expected GRM of USD7.4/bbl (vs. est. of USD10.5/bbl) and marketing margins
of INR8.4/lit (vs. est. of INR9.6/Iit).

Refinery throughput was in line at 5.4mmt (up 12% YoY). Singapore GRM of
USD4/bbl in 1QFY24 has now improved to ~USD6.6/bbl in 2QFY24’td, which
could positively impact refining margins in the coming quarter. However,
over the past few quarters, HPCL’s GRM has been lower than other OMCs
(IOCL, BPCL), owing to the ongoing expansion at the Vizag refinery.

In the marketing segment, sales volumes were 7% above est. at 11.9mmt
(up 11% YoY). OMCs are estimated to be generating a healthy gross
marketing margin of INR9.3/INR10 per liter on petrol/diesel in 2QFY24’td.
Among OMCs, HPCL possesses the highest leverage in marketing and would
benefit the most due to strong marketing margins.

However, margins may be adversely impacted by retail fuel price cuts due to
the upcoming elections and/or a potential increase in crude oil prices,
resulting quota management decisions by OPEC+ nations. The next OPEC+
meeting is scheduled to take place today, which could have significant
implications for the global oil market.

We highlight that the company is battling a three-headed monster — a)
project execution risk, b) rising debt (INR671b in Mar’23 vs. INR450b in
Mar’22) as a result of poor refining margin with delayed stabilization, and c)
a loss of marketing leverage in the longer term with capacity expansion at
Vizag and the upcoming Rajasthan refinery.

Owing to underperformance in 1QFY24, we cut our EBITDA/PAT estimates
by 4/8% for FY24, while keeping FY25 estimates broadly unchanged. We
value the stock at 0.8x FY25E P/BV and reiterate our Neutral rating on the
stock with a TP of INR265.

Throughput in line; marketing sales volume above estimates

|
>

Refining throughput was in line at 5.4mmt (up 12% YoY)

Reported GRM stood at USD7.4/bbl (vs. our est. GRM of USD10.5/bbl and
USD14.1/bbl in 4QFY23)

Marketing sales volumes were 7% above our estimate at 11.9mmt (up 11%
YoY).

Marketing margin (incld. Inv.) stood at INR8.4/lit (vs. our est. of INR9.6/lit
and INR3.7/lit in 4QFY23)

Resultant EBITDA stood at INR95.2b (vs. our est. EBITDA of INR119.8b).
PAT came in at INR62b (vs. our est. of INR80.2b).

HPCL had a net negative buffer of INR9.9b in 1QFY24 due to under
recoveries on the sale of retail LPG cylinders.

The same has been recognized as a part of income in 1QFY24 on its recovery
during the quarter.

Aman Chowdhary — Research Analyst (Aman.Chowdhary@motilaloswal.com)

Rohit Thorat — Research Analyst (Rohit.Thorat@MotilalOswal.com)
Investors are advised to refer through important disclosures made at the last page of the Research Report.

Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.
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Valuation and view

We expect capex at “INR150b annually during FY24-25. The company plans to
enhance its refining and marketing infrastructure, foray into petrochemicals,
and expand footprints into Alternate Energy.

Completion of various ongoing projects is expected to drive growth over the
next three to five years such as: Bhatinda refinery expansion, expansion of Vizag
refinery, and new Rajasthan (Barmer) refinery in May’24.

Further, HPCL is working on petchem projects, including the establishment of a
4.6mmtpa petrochemical capacity by FY25E through JVs. This strategic initiative
aims to position the company as the second-largest petrochemical production
facility in India.

Despite the potential highlighted above, we reiterate our Neutral rating on the
stock because of the project execution risk at Vizag and rising debt levels. We
value the stock at 0.8x FY25E P/BV to arrive at our TP of INR265.

Standalone - Quarterly Earnings Model (INR b)
Y/E March FY23 FY24 FY23 FY24E FY24 Var
1Q 2Q 3Q aQ 1Q 2QE 3QE 4QE 1QE (%)
Net Sales 1,144.5 1,084.2 1,096.0 1,079.3 1,119.6 990.9 994.3 1,064.4 4,404.0 4,169.2 951.5 18
YoY Change (%) 580 305 135 106 -22 -86 -93 -14 259 -53 -16.9
EBITDA -1155 -89 207 46.6 952 524 333 297 -57.1 2105 119.8 -21
Margins (%) -10.1 -0.8 1.9 4.3 8.5 5.3 3.3 2.8  -13 50 12.6
Depreciation 109 108 11.1 104 13,6 141 143 145 433 565 125
Forex loss 9.5 6.0 40 -14  -13 0.0 0.0 00 181 -13 -14
Interest 3.3 5.9 6.8 5.2 5.9 6.2 6.1 6.2 213 245 6.9
Other Income 3.4 2.8 29 116 6.3 5.8 5.5 57 207 233 5.2
PBT before EO expense -135.8 -28.9 1.7 439 833 378 184 146 -1191 1541 107.1 -22
PBT -135.8 -28.9 1.7 439 833 378 184 146 -1191 1541 107.1 -22
Rate (%) 249 249 -24 266 255 252 252 252 24.7 254 252
Adj PAT -102.0 -21.7 1.7 322 620 283 138 109 -89.7 1150 80.2 -23
YoY Change (%) PL pL -80.2 79.5 LP LP 6983 -66.1 PL LP LP
Key Assumptions
Refining throughput (mmt) 4.8 4.5 4.8 5.0 5.4 5.8 6.0 59 191  23.0 53 2
Reported GRM (USD/bbl) 16.7 8.3 9.1 141 7.4 5.0 5.0 50 12.0 56 105 -29
Marketing sales vol. incl exports (mmt)  10.7 104 113 111 119 107 10.7 95 435 427 111 7
Marketing GM incl inv (INR/litre) 9.9 0.7 2.2 3.7 8.4 6.1 4.5 47  -0.8 6.0 96 -12
Particulars FY18 FY19 FY20 FY21 FY22 FY23 FY24E FY25E
Exchange Rate (INR/USD) 64.5 70.0 70.9 74.3 74.5 80.4 82.9 84.1
Brent Crude (USD/bbl) 57.6 70.1 61.2 44.4 80.5 96.1 83.8 90.0
Market Sales (MMT) 37 39 40 37 39 43 43 44
YoY (%) 6 5 2 (8) 7 11 (2) 4
GRM (USD/bbl) 7.4 5.0 1.0 3.9 7.2 12.1 5.6 5.0
Singapore GRM (USD/bbl) 7.3 4.9 3.2 0.5 5.0 10.7 5.5 6.0
Prem/(disc) (USD/bbl) 0 0 (2) 3 2 1 0.1 (1.0)
Total Refinery throughput (MMT) 18.3 18.4 17.2 16.4 14.0 19.1 23.0 24.0
YoY (%) 3% 1% -7% -4% -15% 37% 20% 4%
Refining capacity utilization (%) 116% 117% 109% 104% 88% 85% 94% 98%
Blended marketing margin incl. inventory (INR/lit) 3.6 4.3 4.0 6.3 43 (0.8) 6.0 4.6
Consolidated EPS 50.9 47.2 25.7 75.1 51.4 -49.2 90.4 48.6
3 August 2023 2
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Story in charts

Exhibit 1: Reported GRM stood at USD7.4/bbl, while SG GRM stood at USD4/bbl in 1QFY24
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Source: Company, MOFSL

Exhibit 2: Throughput was at 5.4mmt in 1QFY24 (up 12% YoY, up 9% QoQ)
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Exhibit 3: Marketing volumes grew 11% YoY and 7% QoQ to 11.9mmt
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Story in charts

Exhibit 4: Refining throughput/marketing sales of HPCL Exhibit 5: GRM trend of HPCL
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Exhibit 6: EBITDA vs. PAT (standalone) Exhibit 7: Standalone ratios
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Exhibit 8: HPCL — One-year forward P/B trades at a 25% discount to its long-term average of 1.2x
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Financials and valuations
Consolidated - Income Statement (INR b)
Y/E March FY18 FY19 FY20 FY21 FY22 FY23 FY24E FY25E
Total Income from Operations 2,195 2,755 2,691 2,332 3,499 4,407 4,172 4,298
Change (%) 17% 26% -2% -13% 50% 26% -5% 3%
EBITDA 107 115 57 160 102 -72 214 141
Margin (%) 4.9 4.2 2.1 6.9 29 -1.6 5.1 3.3
Depreciation 28 31 34 36 40 46 56 61
EBIT 79 84 23 124 62 -118 158 79
Interest Charges (incl. forex) 6 8 11 10 10 22 26 28
Other Income 15 15 17 26 24 15 20 22
PBT bef. JVs/associates EO 88 91 28 141 77 -125 152 74
EO Items 0 0 -10 0 0 0 0 0
Minority Interest 13 9 -5 1 15 25 20 19
PBT after EO Exp. 101 100 14 142 91 -100 171 92
Tax Rate (%) 28.6 334 -92.0 24.9 20.2 30.1 25.2 25.2
Reported PAT 72 67 26 107 73 -70 128 69
Adjusted PAT 72 67 36 107 73 -70 128 69
Change (%) -12% -7% -46% 193% -32% PL LP -46%
Margin (%) 3.3 2.4 1.4 4.6 2.1 -1.6 3.1 1.6
Consolidated - Balance Sheet (INR b)
Y/E March FY18 FY19 FY20 FY21 FY22 FY23 FY24E FY25E
Equity Share Capital 15 15 15 15 14 14 14 14
Total Reserves 240 289 295 366 400 308 402 455
Net Worth 255 304 310 381 414 323 416 469
Total Loans 205 260 394 427 450 671 711 754
Deferred Tax Liabilities 68 74 55 55 60 29 29 29
Capital Employed 529 638 759 862 924 1,023 1,157 1,252
Net Fixed Assets 387 416 489 506 578 681 725 764
Capital WIP 40 95 172 253 289 256 306 356
Total Investments 129 143 144 151 189 189 189 189
Curr. Assets, Loans&Adv. 322 395 337 397 453 447 474 487
Inventory 186 204 193 288 355 296 280 288
Account Receivables 56 57 39 69 63 68 65 67
Cash and Bank Balance 13 2 2 6 3 7 53 56
Cash 1 2 2 5 2 5 52 55
Bank Balance 12 0 0 1 0 2 2 2
Loans and Advances 10 20 18 11 11 11 11 11
Others 57 112 84 24 21 64 64 64
Curr. Liability & Prov. 368 435 411 479 622 591 579 585
Account Payables 158 191 115 178 265 229 217 223
Other Current Liabilities 185 223 269 272 332 334 334 334
Provisions 25 21 27 29 25 28 28 28
Net Current Assets -46 -40 -74 -82 -169 -144 -105 -98
Appl. of Funds 529 638 759 862 924 1,023 1,157 1,252
3 August 2023 5
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Financials and valuations

Ratios

Y/E March FY18 FY19 FY20 FY21 FY22 FY23 FY24E FY25E
Basic (INR)

EPS 50.9 47.2 25.7 75.1 51.4 -49.2 90.4 48.6
Cash EPS 70.8 68.9 494 100.7 79.6 -17.1 129.5 91.6
BV/Share 179.9 214.2 218.3 268.4 291.8 227.4 293.4 330.7
DPS 17.0 15.9 9.8 22.8 14.0 0.0 24.3 11.3
Payout (%) 42.0 43.0 76.0 30.3 27.2 0.0 26.9 23.3
Valuation (x)

P/E 5.4 5.9 10.8 3.7 5.4 -5.6 3.1 5.7
Cash P/E 3.9 4.0 5.6 2.7 3.5 -16.2 2.1 3.0
P/BV 1.5 1.3 1.3 1.0 0.9 1.2 0.9 0.8
EV/Sales 0.3 0.2 0.3 0.3 0.2 0.2 0.3 0.3
EV/EBITDA 5.5 5.6 13.8 5.1 8.2 -14.7 4.9 7.8
Dividend Yield (%) 6.1 5.8 3.5 8.2 5.1 0.0 8.8 4.1
FCF per share 30.5 -19.1 -58.7 43.9 26.7 -90.3 47.4 2.8
Return Ratios (%)

RoE 31.0 23.9 11.9 30.9 18.4 -19.0 34.7 15.6
RoCE 15.8 12.9 12.0 14.9 8.3 -7.8 12.5 6.5
RolC 17.0 15.1 10.5 20.8 111 -16.2 20.1 9.4
Working Capital Ratios

Fixed Asset Turnover (x) 4.7 5.2 4.2 3.4 4.4 4.6 4.0 3.7
Asset Turnover (x) 4.2 4.3 3.5 2.7 3.8 4.3 3.6 3.4
Inventory (Days) 31 27 26 45 37 24 24 24
Debtor (Days) 9 8 5 11 7 6 6 6
Creditor (Days) 26 25 16 28 28 19 19 19
Leverage Ratio (x)

Current Ratio 0.9 0.9 0.8 0.8 0.7 0.8 0.8 0.8
Interest Cover Ratio 12.8 10.7 2.0 12.8 6.3 -5.4 6.0 2.9
Net Debt/Equity 0.8 0.8 1.3 1.1 1.1 2.1 1.6 1.5
Consolidated - Cash Flow Statement (INR b)
Y/E March FY18 FY19 FY20 FY21 FY22 FY23 FY24E FY25E
OP/(Loss) before Tax 101 100 14 142 91 -100 171 92
Depreciation 28 31 34 36 40 46 56 61
Interest expense 6 8 11 10 10 22 26 28
Interest income and dividend -4 -4 -4 -4 -4 -4 0 0
Direct Taxes Paid -20 -21 -17 -32 -15 -2 -43 -23
Ml and others -11 -4 10 -3 -20 -10 0 0
(Inc)/Dec in WC 9 24 7 29 55 13 7 -4
CF from Operations 110 86 55 178 158 -35 217 154
(Inc)/Dec in FA -67 -113 -138 -116 -120 -93 -150 -150
Free Cash Flow 43 -27 -83 62 38 -128 67 4
Others 4 9 6 7 9 12 0 0
CF from Investments -66 -111 -142 -123 -137 -114 -150 -150
Inc/(Dec) in Debt -11 51 115 3 39 213 40 43
Interest Paid -5 -8 -13 -16 -17 -32 -26 -28
Dividend Paid -28 -17 -17 -15 -32 -20 -35 -16
CF from Fin. Activity -44 26 87 -53 -23 151 -21 -1
Inc/Dec of Cash 0 1 0 3 -2 3 47 3
Opening Balance 1 1 2 2 5 2 5 52
Closing Balance 1 2 2 5 2 5 52 55

Investment in securities market are subject to market risks. Read all the related documents carefully before investing
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)

BUY >=15%

SELL <-10%

NEUTRAL <-10% to 15%

UNDER REVIEW Rating may undergo a change

NOT RATED We have forward looking estimates for the stock but we refrain from assigning recommendation

*In case the recommendation given by the Research Analyst is inconsistent with the investment rating legend for a continuous period of 30 days, the Research Analyst shall be
within following 30 days take appropriate measures to make the recommendation consistent with the investment rating legend.

Disclosures

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

Motilal Oswal Financial Services Ltd. (MOFSL) is a SEBI Registered Research Analyst having registration no. INH000000412. MOFSL, the Research Entity (RE) as defined in the
Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution of various financial products. MOFSL is a listed public
company, the details in respect of which are available on www.motilaloswal.com. MOFSL (erstwhile Motilal Oswal Securities Limited - MOSL) is registered with the Securities &
Exchange Board of India (SEBI) and is a registered Trading Member with National Stock Exchange of India Ltd. (NSE) and Bombay Stock Exchange Limited (BSE), Multi
Commodity Exchange of India Limited (MCX) and National Commodity & Derivatives Exchange Limited (NCDEX) for its stock broking activities & is Depository participant with
Central Depository Services Limited (CDSL) National Securities Depository Limited (NSDL),NERL, COMRIS and CCRL and is member of Association of Mutual Funds of India
(AMFI) for distribution of financial products and Insurance Regulatory & Development Authority of India (IRDA) as Corporate Agent for insurance products. Details of associate
entities of Motilal Oswal Financial Services Limited are available on the website at
http://onlinereports.motilaloswal.com/Dormant/documents/List%200f%20Associate%20companies.pdf

MOFSL and its associate company(ies), their directors and Research Analyst and their relatives may; (a) from time to time, have a long or short position in, act as principal in, and
buy or sell the securities or derivatives thereof of companies mentioned herein. (b) be engaged in any other transaction involving such securities and earn brokerage or other
compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have
any other potential conflict of interests with respect to any recommendation and other related information and opinions.; however the same shall have no bearing whatsoever on the
specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of the associates of MOFSL even
though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report.

MOFSL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the recipients of this report
should be aware that MOFSL may have a potential conflict of interest that may affect the objectivity of this report. Compensation of Research Analysts is not based on any specific
merchant banking, investment banking or brokerage service transactions. Details of pending Enquiry Proceedings of Motilal Oswal Financial Services Limited are available on the
website at https:/galaxy.motilaloswal.com/ResearchAnalyst/PublishViewLitigation.aspx

A graph of daily closing prices of securities is available at www.nseindia.com, www.bseindia.com. Research Analyst views on Subject Company may vary based on Fundamental
research and Technical Research. Proprietary trading desk of MOFSL or its associates maintains arm’s length distance with Research Team as all the activities are segregated
from MOFSL research activity and therefore it can have an independent view with regards to Subject Company for which Research Team have expressed their views.

Regional Disclosures (outside India)

This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability
or use would be contrary to law, regulation or which would subject MOFSL & its group companies to registration or licensing requirements within such jurisdictions.

For Hong Kong:

This report is distributed in Hong Kong by Motilal Oswal capital Markets (Hong Kong) Private Limited, a licensed corporation (CE AYY-301) licensed and regulated by the Hong
Kong Securities and Futures Commission (SFC) pursuant to the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) “SFO”. As per SEBI (Research Analyst
Regulations) 2014 Motilal Oswal Securities (SEBI Reg. No. INH000000412) has an agreement with Motilal Oswal capital Markets (Hong Kong) Private Limited for distribution of
research report in Hong Kong. This report is intended for distribution only to “Professional Investors” as defined in Part | of Schedule 1 to SFO. Any investment or investment activity
to which this document relates is only available to professional investor and will be engaged only with professional investors.” Nothing here is an offer or solicitation of these
securities, products and services in any jurisdiction where their offer or sale is not qualified or exempt from registration. The Indian Analyst(s) who compile this report is/are not
located in Hong Kong & are not conducting Research Analysis in Hong Kong.

For US.

Motilal Oswal Financial Services Limited (MOFSL) is not a registered broker - dealer under the U.S. Securities Exchange Act of 1934, as amended (the"1934 act") and under
applicable state laws in the United States. In addition MOFSL is not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers
Act" and together with the 1934 Act, the "Acts), and under applicable state laws in the United States. Accordingly, in the absence of specific exemption under the Acts, any
brokerage and investment services provided by MOFSL, including the products and services described herein are not available to or intended for U.S. persons. This report is
intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as
"major institutional investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which
this document relates is only available to major institutional investors and will be engaged in only with major institutional investors. In reliance on the exemption from registration
provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange
Commission ("SEC") in order to conduct business with Institutional Investors based in the U.S., MOFSL has entered into a chaperoning agreement with a U.S. registered broker-
dealer, Motilal Oswal Securities International Private Limited. ("MOSIPL"). Any business interaction pursuant to this report will have to be executed within the provisions of this
chaperoning agreement.

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S.
registered broker-dealer, MOSIPL, and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public
appearances and trading securities held by a research analyst account.

For Singapore

In Singapore, this report is being distributed by Motilal Oswal Capital Markets Singapore Pte Ltd (‘MOCMSPL”) (Co. Reg. NO. 201129401Z) which is a holder of a capital markets
services license and an exempt financial adviser in Singapore. As per the approved agreement under Paragraph 9 of Third Schedule of Securities and Futures Act (CAP 289) and
Paragraph 11 of First Schedule of Financial Advisors Act (CAP 110) provided to MOCMSPL by Monetary Authority of Singapore. Persons in Singapore should contact MOCMSPL
in respect of any matter arising from, or in connection with this report/publication/communication. This report is distributed solely to persons who qualify as “Institutional Investors”,
of which some of whom may consist of "accredited" institutional investors as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (‘the
SFA”). Accordingly, if a Singapore person is not or ceases to be such an institutional investor, such Singapore Person must immediately discontinue any use of this Report and
inform MOCMSPL.

Specific Disclosures

1 MOFSL, Research Analyst and/or his relatives does not have financial interest in the subject company, as they do not have equity holdings in the subject company.
2 MOFSL, Research Analyst and/or his relatives do not have actual/beneficial ownership of 1% or more securities in the subject company

3 MOFSL, Research Analyst and/or his relatives have not received compensation/other benefits from the subject company in the past 12 months

4 MOFSL, Research Analyst and/or his relatives do not have material conflict of interest in the subject company at the time of publication of research report
5 Research Analyst has not served as director/officer/employee in the subject company

6 MOFSL has not acted as a manager or co-manager of public offering of securities of the subject company in past 12 months

7

8

9

1

MOFSL has not received compensation for investment banking/ merchant banking/brokerage services from the subject company in the past 12 months
MOFSL has not received compensation for other than investment banking/merchant banking/brokerage services from the subject company in the past 12 months
MOFSL has not received any compensation or other benefits from third party in connection with the research report

0 MOFSL has not engaged in market making activity for the subject company
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The associates of MOFSL may have:

- financial interest in the subject company
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