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Below expectations: High subsidy burden hits headline numbers

What surprised us

ONGC’s 1QFY12 net profit of Rs41 bn, up 47% qoq, was slightly below our
estimate of Rs42bn and B’berg consensus of Rs43bn. Net oil realization at
US$48.8/bbl came in below our estimate of US$50/bbl. Domestic oil
production volumes were up 2% yoy, mainly from Cairn India’s Rajasthan
volume, while oil volumes from the nominated blocks were down only 2%
yoy, indicating good control on the natural decline. We note OVL's oil
production volumes were up 3.3% yoy. Cash profit was up 7% yoy.
Though oil and gas production volumes were largely in line with our
expectations, sales volumes were 4% lower than estimated, which coupled
with high subsidy burden for the qtr of Rs120bn dented net realizations.

What to do with the stock

Post the fuel price hikes and duty cuts on crude and products in end-June,
we expect the total under-recoveries on petroleum products to be
relatively lower in the rest of the quarters of FY12E. In addition, if
upstream companies have to bear only one-third of the subsidy burden as
in TQFY12, our full year FY12E net realization of US$53/bbl would have
significant upside risk. We also believe ONGC’s overseas assets have oil
price leverage and should be ONGC's focus going forward to drive the
next level of growth. ONGC is trading at FY12E EV/DACF of 5.5X vs. an 8-
yr historical range of 4.0x-9.5X. We reiterate our Conviction Buy on ONGC;
our EV/GCI vs. CROCI/WACC-based 12-m TP of Rs340 implies 24% upside.
Key risks: 1) high subsidy burden; 2) lower volume from legacy fields, and;
3) overpaying for acquisitions.
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Key data Current
Price (Rs) 276.65
12 month price target (Rs) 340.00

Market cap (Rs mn/US$ mn) 2,366,892.4 / 53,689.3

ONGC's net Profit was up 47% qoq and 12% yoy

(in Rs. mn) goq yoy

Particulars 1QFY12  4QFY11 % chg 10FY12  1QFY11 %chg
Net Sales 164,019 161,079 1.8 164,019 138,230 18.7
Total Expenditure 69,320 81,357 (14.8) 69,320 56,298 23.1
EBITDA 94,700 79,723 18.8 94,700 81,932 15.6
Net Profit 40,949 27,909 46.7 40,949 36,611 11.8

Source: Company data, Goldman Sachs Research
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Dividend yield (%) 3.0 3.1 3.2 3.3
ROE (%) 20.1 21.2 23.6 22.7
CROCI (%) 12.9 13.0 14.3 14.5
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Oil & Natural Gas Corp.: Summary Financials

Profit model (Rs mn) 3/10 3/11E 3/12E 3/13E Balance sheet (Rs mn) 3/10 3/11E 3/12E 3/13E

Total revenue 1,017,545.7 1,176,183.9 1,415,094.2 1,497,044.6 Cash & equivalents 219,986.3 275,645.6 389,865.1 484,002.1

Cost of goods sold (295,583.3) (269,998.9) (362,996.6) (381,646.4) Accounts receivable 76,542.9 96,748.2 27,969.3 29,642.5

SG&A (175,935.2)  (210,353.1) (251,181.6) (267,482.1) Inventory 84,130.1 94,152.5 108,421.3 113,368.8

R&D - - - - Other current assets 131,946.3 110,796.5 111,301.9 111,847.8

Other operating profit/(expense) (102,531.6)  (153,447.0) (157,363.9) (162,338.8) Total current assets 512,605.7 577,342.8 637,557.6 738,861.3

EBITDA 443,495.6 542,384.9 643,552.2 685,577.3 Net PP&E 1,011,591.0 1,083,674.8 1,200,164.8 1,300,155.9

Depreciation & amortization (187,188.3)  (201,418.5) (210,810.0) (222,308.9) Net intangibles 95,385.5 92,455.0 92,455.0 92,455.0

EBIT 256,307.3 340,966.4 432,742.2 463,268.4 Total investments 51,593.1 60,551.2 60,551.2 60,551.2

Interest income 52,727.6 31,460.1 31,7101 35,660.1 Other long-term assets 8,413.2 8,413.2 10,913.2 13,413.2

Interest expense (5,021.9) (5,694.7) (5,893.3) (7,693.3) Total assets 1,679,588.5 1,822,436.9 2,001,641.8 2,205,436.6

Income/(loss) from uncons. subs. 0.0 0.0 0.0 0.0

Others 0.0 0.0 0.0 0.0 Accounts payable 164,946.6 164,639.2 184,659.7 192,119.9

Pretax profits 304,013.0 366,731.8 458,558.9 491,235.1 Short-term debt 0.0 0.0 0.0 0.0

Income tax (107,314.4)  (133,690.2) (169,603.4) (175,906.7) Other current liabilities 141,585.6 144,464.9 145,973.0 147,919.8

Minorities (3,240.4) (2,842.1) (3,926.7) (4,705.7) Total current liabilities 306,532.2  309,104.1 330,632.7 340,039.8
Long-term debt 62,669.3 68,603.3 131,081.9 120,081.9

Net income pre-preferred dividends 193,458.3 230,199.5 285,028.7 310,622.6 Other long-term liabilities 277,502.6 267,892.9 258,180.8 246,665.7

Preferred dividends 0.0 0.0 0.0 0.0 Total long-term liabilities 340,171.8 336,496.2 389,262.7 366,747.6

Net income (pre-exceptionals) 193,458.3 230,199.5 285,028.7 310,622.6 Total liabilities 646,704.0 645,600.3 719,895.4 706,787.4

Post-tax exceptionals 577.1 0.0 0.0 0.0

Net income 194,035.3 230,199.5 285,028.7 310,622.6 Preferred shares 0.0 0.0 0.0 0.0
Total common equity 1,016,452.9 1,158,734.9 1,260,286.2 1,473,335.4

EPS (basic, pre-except) (Rs) 22.68 26.91 33.32 36.31 Minority interest 16,431.6 18,101.7 21,460.1 25,313.8

EPS (basic, post-except) (Rs) 22.68 26.91 33.32 36.31

EPS (diluted, post-except) (Rs) 22.68 26.91 33.32 36.31 Total liabilities & equity 1,679,5885 1,822,436.9 2,001,641.8 2,205,436.6

DPS (Rs) 8.25 8.50 8.75 9.00

Dividend payout ratio (%) 36.4 31.6 26.3 24.8 BVPS (Rs) 118.81 135.44 147.31 172.21

Free cash flow yield (%) 3.9 4.9 5.8 8.2

Growth & margins (%) 3/10 3/11E 3/12E 3/13E Ratios 3/10 3/11E 3/12E 3/13E

Sales growth (2.7) 15.6 20.3 5.8 CROCI (%) 12.9 13.0 14.3 14.5

EBITDA growth 6.4 22.3 18.7 6.5 ROE (%) 20.1 21.2 23.6 22.7

EBIT growth (2.4) 33.0 26.9 71 ROA (%) 12.0 13.1 14.9 14.8

Net income growth (2.0) 18.6 23.8 9.0 ROACE (%) 20.1 235 274 27.6

EPS growth (2.0) 18.6 23.8 9.0 Inventory days 924 120.5 101.8 106.1

Gross margin 71.0 77.0 74.3 74.5 Receivables days 27.8 26.9 16.1 7.0

EBITDA margin 43.6 46.1 455 45.8 Payable days 189.0 222.8 175.6 180.2

EBIT margin 25.2 29.0 30.6 30.9 Net debt/equity (%) (15.2) (17.6) (20.2) (24.3)
Interest cover - EBIT (X) NM NM NM NM

Cash flow t (Rs mn) 3/10 3/11E 3/12E 3/13E Valuation 3/10 3/11E 3/12E 3/13E

Net income pre-preferred dividends 193,458.3 230,199.5 285,028.7 310,622.6

D&A add-back 187,188.3 201,418.5 210,810.0 222,308.9 P/E (analyst) (X) 12.2 10.3 8.3 7.6

Minorities interests add-back 0.0 0.0 0.0 0.0 P/B (X) 2.3 2.0 1.9 1.6

Net (inc)/dec working capital (16,194.8) (9,132.1)  (22,616.3) (6,876.9) EV/EBITDA (X) 5.0 4.0 a8 2.9

Other operating cash flow (60,380.2)  (86,661.7)  (90,949.0)  (91,946.9) EV/GCI (X) 0.9 0.8 0.8 0.7

Cash flow from operations 304,071.6 335,824.2 382,273.4 434,107.7 Dividend yield (%) 3.0 3.1 3.2 3.3

Capital expenditures (212,531.2)  (219,800.0) (245,800.0) (240,800.0)

Acquisitions (16,564.4) 0.0 0.0 0.0

Divestitures 0.0 0.0 0.0 0.0

Others 0.0 0.0 0.0 0.0

Cash flow from investments (229,095.6) (219,800.0) (245,800.0) (240,800.0)

Dividends paid (common & pref) (80,781.5) (84,320.4) (87,358.7) (90,796.8)

Inc/(dec) in debt (164.1) 23,955.5 65,104.8 (8,373.8)

Common stock issuance (repurchase) 0.0 0.0 0.0 0.0

Other financing cash flows 0.0 0.0 0.0 0.0

Cash flow from financing (80,945.6) (60,364.9) (22,253.9) (99,170.6)

Total cash flow (5,969.6) 55,659.3 114,219.5 94,137.0 Note: Last actual year may include reported and estimated data.

Source: Company data, Goldman Sachs Research estimates.
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Reg AC

I, Nilesh Banerjee, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or
companies and its or their securities. | also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report.

Investment Profile

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and
market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites
of several methodologies to determine the stocks percentile ranking within the region's coverage universe.

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Return is a year one prospective aggregate
of various return on capital measures, e.g. CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g. P/E, dividend
yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.

Quantum

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.

GS SUSTAIN

GS SUSTAIN is a global investment strategy aimed at long-term, long-only performance with a low turnover of ideas. The GS SUSTAIN focus list
includes leaders our analysis shows to be well positioned to deliver long term outperformance through sustained competitive advantage and
superior returns on capital relative to their global industry peers. Leaders are identified based on quantifiable analysis of three aspects of corporate
performance: cash return on cash invested, industry positioning and management quality (the effectiveness of companies' management of the
environmental, social and governance issues facing their industry).

Disclosure Appendix

Coverage group(s) of stocks by primary analyst(s)

Nilesh Banerjee: Asia Pacific Energy.

Asia Pacific Energy: Bharat Petroleum, Cairn India Ltd., China Qilfield Services (A), China Oilfield Services (H), China Petroleum & Chemical (A), China
Petroleum and Chemical (ADS), China Petroleum and Chemical (H), CNOOC, CNOOC (ADR), Formosa Petrochemical Corp., Gas Authority of India, GS
Holdings, Gujarat State Petronet, Hindustan Petroleum, Indian Qil Corp., OCI Company, Qil & Natural Gas Corp., Oil India, PetroChina (A), PetroChina
(ADR), PetroChina (H), Petronet LNG, PTT Aromatics & Refining, PTT Public Company, PTTEP, Reliance Industries, Reliance Industries (GDR), S-Oil
Corp., SK Innovation, Thai Oil.

Company-specific regulatory disclosures

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies
covered by the Global Investment Research Division of Goldman Sachs and referred to in this research.

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: Oil & Natural Gas Corp.
(Rs276.65)

Goldman Sachs had an investment banking services client relationship during the past 12 months with: Oil & Natural Gas Corp. (Rs276.65)

Distribution of ratings/investment banking relationships

Goldman Sachs Investment Research global coverage universe

Rating Distribution Investment Banking Relationships
Buy Hold Sell Buy Hold Sell
Global 32% 54% 14% 52% 41% 37%
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As of July 1, 2011, Goldman Sachs Global Investment Research had investment ratings on 3,167 equity securities. Goldman Sachs assigns stocks as
Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for
the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below.

Price target and rating history chart(s)

il & Natural Gas Corp. (ONGC.BO) Stock Price Currency : Indian Rupee
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The price targets show n should be considered in the context of all prior published Goldman Sachs research, w hich may or
may not have included price targets, as w ell as developments relating to the company, its industry and financial markets.

Regulatory disclosures

Disclosures required by United States laws and regulations

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager
or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-
managed public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs usually makes a
market in fixed income securities of issuers discussed in this report and usually deals as a principal in these securities.

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts,
professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage.
Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst
as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as an
officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts may
not be associated persons of Goldman Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on
communications with subject company, public appearances and trading securities held by the analysts.

Distribution of ratings: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in
prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs
website at http://www.gs.com/research/hedge.html.

Additional disclosures required under the laws and regulations of jurisdictions other than the United States

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws
and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act. Brazil: Disclosure information in relation to CVM Instruction 483 is available at http://www.gs.com/worldwide/brazil/gir/index.html.
Where applicable, the Brazil-registered analyst primarily responsible for the content of this research report, as defined in Article 16 of CVM Instruction
483, is the first author named at the beginning of this report, unless indicated otherwise at the end of the text. Canada: Goldman Sachs & Co. has
approved of, and agreed to take responsibility for, this research in Canada if and to the extent it relates to equity securities of Canadian issuers.
Analysts may conduct site visits but are prohibited from accepting payment or reimbursement by the company of travel expenses for such visits.
Hong Kong: Further information on the securities of covered companies referred to in this research may be obtained on request from Goldman
Sachs (Asia) L.L.C. India: Further information on the subject company or companies referred to in this research may be obtained from Goldman
Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information on the subject company or companies referred to in this
research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: Research reports distributed in the Russian Federation are not
advertising as defined in the Russian legislation, but are information and analysis not having product promotion as their main purpose and do not
provide appraisal within the meaning of the Russian legislation on appraisal activity. Singapore: Further information on the covered companies
referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 198602165W). Taiwan: This material is for
reference only and must not be reprinted without permission. Investors should carefully consider their own investment risk. Investment results are
the responsibility of the individual investor. United Kingdom: Persons who would be categorized as retail clients in the United Kingdom, as such
term is defined in the rules of the Financial Services Authority, should read this research in conjunction with prior Goldman Sachs research on the
covered companies referred to herein and should refer to the risk warnings that have been sent to them by Goldman Sachs International. A copy of
these risks warnings, and a glossary of certain financial terms used in this report, are available from Goldman Sachs International on request.

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is available
at http://www.gs.com/client_services/global_investment_research/europeanpolicy.html which states the European Policy for Managing Conflicts of
Interest in Connection with Investment Research.

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered with the Kanto
Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and Financial Futures Association of Japan
(FFAJ). Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific
disclosures as to any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese
Securities Finance Company.
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Ratings, coverage groups and views and related definitions

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy
or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as
a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to a
global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage
group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment
recommendations focused on either the size of the potential return or the likelihood of the realization of the return.

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated
with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in each
report adding or reiterating an Investment List membership.

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook
on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12
months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the following
12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over the
following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an
advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended (RS). Goldman
Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for
determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and
price target, if any, are no longer in effect for this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended
coverage of this company. Not Covered (NC). Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information
is not available for display or is not applicable. Not Meaningful (NM). The information is not meaningful and is therefore excluded.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant
to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on
industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. This research is disseminated in
Australia by Goldman Sachs & Partners Australia Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Brazil by Goldman Sachs do Brasil
Banco Multiplo S.A.; in Canada by Goldman Sachs & Co. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Hong
Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the
Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs & Partners New Zealand Limited on behalf of
Goldman Sachs; in Russia by 000 Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the
United States of America by Goldman Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the
United Kingdom and European Union.

European Union: Goldman Sachs International, authorized and regulated by the Financial Services Authority, has approved this research in
connection with its distribution in the European Union and United Kingdom; Goldman Sachs & Co. oHG, regulated by the Bundesanstalt fur
Finanzdienstleistungsaufsicht, may also distribute research in Germany.

General disclosures

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large
majority of reports are published at irregular intervals as appropriate in the analyst's judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have
investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research
Division. Goldman Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org).

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views
expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in,
act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at
http://www.theocc.com/about/publications/character-risks.jsp. Transactions cost may be significant in option strategies calling for multiple purchase
and sales of options such as spreads. Supporting documentation will be supplied upon request.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our
research by third party aggregators. For all research available on a particular stock, please contact your sales representative or go to
http://360.gs.com.

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY
10282.
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