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Bharat Petroleum (BPCL.BO) 
Alert:  New E&P Discovery in Mozambique; Follows Success In 
Brazil 
 

 Gas discovery in Mozambique announced — A consortium in which BPCL has a 
10% stake (through its wholly-owned subsidiary BPRL), has announced a gas 
discovery in one of its blocks in offshore Mozambique. The block in Rovuma Basin 
is operated by Anadarko, which is also the operator of block BM-C-30 in Campos 
Basin in offshore Brazil (where BPCL has a 12.5% stake and where two 
discoveries have been made so far). While this is just a discovery and actual 
appraisal/quantification of resource/reserve estimates could take some time, the 
newsflow is incrementally positive at the margin. We reiterate our preference for 
BPCL over HPCL/IOC. 

 Discovery indicates strong potential of the block — According to a press release 
by the operator Anadarko, the exploration well (known as Windjammer) has 
encountered more than 480 net feet of natural gas in high-quality reservoir sands 
and is a strong indication of the potential of the basin. The discovery de-risks a 
substantial portion of ~50 leads and prospects that have been identified across 
the 2.6m acre position in the basin. Anadarko also expects to drill two to four 
additional exploration wells in the Rovuma Basin this year. 

 Current target price ascribes no value from E&P — We currently ascribe no value 
from E&P in our target price for BPCL as formal resource estimates are not yet 
known. Estimates for Anadarko’s Brazil resource have varied in the 150-700 
mmboe range. The positive results in the Wahoo #2 appraisal well (announced in 
Nov-09) could indicate the resource is closer to the higher end of the band, 
perhaps in excess of 500 mmboe. The value accretion per share for BPCL in the 
150-700 mmboe resource range, assuming a 30% recovery factor, and employing 
an EV/boe of US$12, could range from ~Rs10-Rs40/share. Using a higher 50% 
recovery and a valuation of US$15/boe could increase this to ~Rs20-Rs80/share. 
Today’s announcement of the discovery in offshore Mozambique adds further 
credence to possible upside from E&P to our target price. 

 E&P newsflow incrementally positive and supports our preference for BPCL — As 
highlighted in our recent note (‘Indian Downstream: Game of probabilities – BPCL 
looks better placed’, 1 February 2010), we believe that at current levels BPCL is 
factoring in the lowest probability of full compensation of under-recoveries from 
the government  vs. HPCL/IOC. While concrete reforms could be a long drawn out 
affair, we reiterate our preference for BPCL over HPCL/IOC. Positive newsflow on 
E&P lends further support to our preference for BPCL at current levels. 
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Bharat Petroleum 
 
Company description 

BPCL is an oil refining and marketing company, with around 22% share of the 
Indian petro-products market. BPCL has recently merged the refining company, 
Kochi Refineries with itself; it also has controlling interest in another refining 
company, Numaligarh Refineries. 
 
Investment strategy 

We rate BPCL Buy/High Risk (1H) with a target price of Rs713. Based on the 
stance taken by the government at various public forums, we view there is growing 
confidence on the intent to completely reimburse OMCs for under-recoveries 
through upstream sharing/price hikes for auto fuel losses and budgetary support/oil 
bonds for cooking fuel losses. While absolute certainty on these issues is likely a 
few months away i.e. until the recently constituted committee's recommendations 
are finalized, we believe the stock should price in the positives, albeit with 
associated probabilities and appropriate valuation discounts. 
 
Valuation 

Our target price for BPCL of Rs713 is based on the sum of: (i) 6x EV/EBITDA in the 
scenario with Rs150bn of net under-recoveries (in-line with FY08A), (ii) 3x 
EV/EBITDA of incremental earnings assuming under-recovery goes to nil, and (iii) 
Value of its investments (Rs141/share). The 6.0x multiple is in-line with the target 
multiple we use for other Indian refineries. We ascribe a lower multiple for the 
incremental earnings from a scenario of nil net under-recoveries to factor in 
uncertainty associated with full implementation by the government of complete 
compensation to the OMCs for marketing losses. While valuing the Indian oil 
refining and marketing companies, we prefer to use EV/EBITDA to compare 
companies across the region to avoid differences in accounting policies in 
depreciation and taxation. Our target price also equates to an FY10E P/E of 8.7x 
and P/B of 1.5x, higher than for HPCL, justified in our view by BPCL's higher 
proportion of better quality earnings. 
 
Risks 

We assign a High Risk rating for the stock, in-line with our quantitative risk rating 
system. Sentiment towards the sector and BPCL is closely linked to crude price 
fluctuations, sector deregulation, subsidy losses, and auto fuel price hikes. Key 
downside risks to our target price include: (i) Rise in crude to US$80+ is an obvious 
risk, as the governments ability to fully compensate OMCs in such a scenario may 
be constrained; (ii) The government's fiscal situation continues to be a concern 
(total oil bonds constituted 1.3% of GDP in FY09, 0.5% in FY10E on our estimate 
for nil under-recovery); and (iii) The recently constituted committee's 
recommendations may only be finalized in the next 3-4 months. 
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Hindustan Petroleum 
 
Valuation 

Our target price for HPCL of Rs493 is based on the sum of: (i) 6x EV/EBITDA in the 
scenario with Rs150bn of net under-recoveries (in line with FY08A), (ii) 3x 
EV/EBITDA of incremental earnings assuming under-recovery goes to nil, and (iii) 
Value of its investments (Rs57/share). The 6.0x multiple is in-line with the target 
multiple we use for other Indian refineries. We ascribe a lower multiple for the 
incremental earnings from a scenario of nil net under-recoveries to factor in the 
uncertainty associated with full implementation by the government of complete 
compensation to the OMCs for marketing losses. While valuing the Indian oil 
refining and marketing companies, we prefer to use EV/EBITDA to compare 
companies across the region to avoid differences in accounting policies in 
depreciation and taxation. Our target price also equates to an FY10E P/E of 6.5x 
and P/B of 1.2x, lower than for BPCL, justified in our view by HPCL's lower 
proportion of better quality earnings. 
 
Risks 

We assign a High Risk rating for the stock, in-line with our quantitative risk rating 
system. Sentiment towards the sector and HPCL is closely linked to crude price 
fluctuations, sector deregulation, subsidy losses, and auto fuel price hikes. Key 
downside risks to our target price include: (i) Rise in crude to US$80+ is an obvious 
risk, as the governments ability to fully compensate OMCs in such a scenario may 
be constrained; (ii) The government's fiscal situation continues to be a concern 
(total oil bonds constituted 1.3% of GDP in FY09, 0.5% in FY10E on our estimate 
for nil under-recovery); and (iii) The recently constituted committee's 
recommendations may only be finalized in the next 3-4 months. 
   

Indian Oil 
 
Valuation 

Our target price for IOC of Rs709 is based on the sum of: (i) 6x EV/EBITDA in the 
scenario with Rs150bn of net under-recoveries (in line with FY08A), (ii) 3x 
EV/EBITDA of incremental earnings assuming under-recovery goes to nil, and (iii) 
Value of its investments (Rs226/share). The 6.0x multiple is in-line with the target 
multiple we use for other Indian refineries. We ascribe a lower multiple for the 
incremental earnings from a scenario of nil net under-recoveries to factor in 
uncertainty associated with full implementation by the government of complete 
compensation to the OMCs for marketing losses. While valuing the Indian oil 
refining and marketing companies, we prefer to use EV/EBITDA to compare 
companies across the region to avoid differences in accounting policies in 
depreciation and taxation. Our target price also equates to an FY10E P/E of 6.2x 
and P/B of 1.2x, in-line with HPCL but lower than for BPCL. 
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Risks 

We assign a High Risk rating to the stock, higher than the Medium Risk rating 
suggested by our quantitative risk rating system. Sentiment towards the sector and 
IOC is closely linked to crude price fluctuations, sector deregulation, subsidy 
losses, and auto fuel price hikes, thus we view a High Risk rating as more 
appropriate. Key downside risks to our target price include: (i) Rise in crude to 
US$80+ is an obvious risk, as the governments ability to fully compensate OMCs in 
such a scenario may be constrained; (ii) The government's fiscal situation 
continues to be a concern (total oil bonds constituted 1.3% of GDP in FY09, 0.5% 
in FY10E on our estimate for nil under-recovery); and (iii) The recently constituted 
committee's recommendations may only be finalized in the next 3-4 months. Key 
upside risks include: (i) Earlier than expected commissioning of the Panipat 
refinery expansion and Panipat naphtha cracker projects, and (ii) Shaper decline in 
crude to ~US$50/bl levels. 
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Each research analyst(s) primarily responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with 
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research 
report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. Each research analyst(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst in this research report. 
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Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Bharat Petroleum, Hindustan 
Petroleum, Indian Oil. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Bharat Petroleum, 
Hindustan Petroleum, Indian Oil. 

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking services from Bharat 
Petroleum, Hindustan Petroleum, Indian Oil. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Bharat Petroleum, Hindustan 
Petroleum, Indian Oil in the past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Bharat Petroleum, Hindustan Petroleum, 
Indian Oil. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: Bharat Petroleum, Hindustan Petroleum, Indian Oil. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non-
securities-related: Bharat Petroleum, Hindustan Petroleum, Indian Oil. 

Rohini Malkani has in the past worked with the India government or its divisions in her personal capacity. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product 
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the 
same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at 
www.citigroupgeo.com.   Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company. Historical 
disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research & Analysis Ratings Distribution    
Data current as of 31 Dec 2009 Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 48% 36% 16%

% of companies in each rating category that are investment banking clients 48% 45% 37%
Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. 

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are:Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-
Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10% 
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
Guide to Citi Investment Research & Analysis (CIRA) Corporate Bond Research Credit Opinions and Investment Ratings: CIRA's corporate bond research issuer publications 
include a fundamental credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding 
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the credit risk of the company featured in the report. The fundamental credit opinion reflects the CIRA analyst's opinion of the direction of credit fundamentals of the issuer 
without respect to securities market vagaries. The fundamental credit opinion is not geared to, but should be viewed in the context of debt ratings issued by major public 
debt ratings companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: 
Low Risk Triple A to Low Double A; Low to Medium Risk High Single A through High Triple B; Medium to High Risk Mid Triple B through High Double B; High to Speculative 
Risk Mid Double B and Below. The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a 
company is held to maturity, based upon both fundamental and market risk factors. Certain reports published by CIRA will also include investment ratings on specific 
issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of CIRA's expectations for 
total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight the bond is expected 
to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated 
monthly and can be viewed at https://fidirect.citigroup.com/ using the "Indexes" tab; Hold/Neutral Weight the bond is expected to perform in line with the relevant Citigroup 
bond market sector index; or Sell/Underweight the bond is expected to underperform the relevant sector of the Citigroup indexes. 

Non-US research analysts who have prepared this report are not registered/qualified as research analysts with the NYSE and/or NASD. Such research analysts may not be 
associated persons of the member organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject 
company, public appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below: 

Citigroup Global Markets India Private Limited Saurabh Handa,Rahul Singh,Garima Mishra 

OTHER DISCLOSURES 

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Hindustan Petroleum, Indian Oil. (For an explanation of the determination 
of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.) 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent with 
the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should be 
presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research & Analysis 
(CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of CIRA to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. 
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. Incorporated (Morgan Stanley) research reports may be available about the 
companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report. Ask your Financial Advisor or use smithbarney.com to view any available 
Morgan Stanley research reports in addition to CIRA research reports. 
Important disclosure regarding the relationship between the companies that are the subject of this CIRA research report and Morgan Stanley Smith Barney LLC and its 
affiliates are available at the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.com/researchdisclosures. 
The required disclosures provided by Morgan Stanley and Citigroup Global Markets, Inc. on Morgan Stanley and CIRA research relate in part to the separate businesses of 
Citigroup Global Markets, Inc. and Morgan Stanley that now form Morgan Stanley Smith Barney LLC, rather than to Morgan Stanley Smith Barney LLC in its entirety. For 
Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html. 
This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was conducted by the same person who 
reviewed this research report on behalf of CIRA. This could create a conflict of interest. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of the ASX Group and regulated by the 
Australian Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking 
wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private 
Banking wholesale clients through bankers and relationship managers.  If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, 
investors should contact the Citigroup Private Bank in Australia.  Citigroup companies may compensate affiliates and their representatives for providing products and 
services to clients.  The Product is made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, 
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the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant 
offer document for the product and consider it before making a decision as to whether to purchase the product. 
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