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Uncertainty surrounding subsidy sharing mechanism  

In the first quarter, Oil and Natural Gas Corporation Limited (ONGC) reported 

a 6.3% yoy decline in net sales to Rs. 136,877 mn as a result of rupee 

appreciation and decline in production. However, lower subsidy discounts to 

the oil marketing companies (OMC) prevented any further reduction in net 

sales. The Company’s EBITDA declined 2.3% yoy to Rs. 79,222.8 mn 

negatively impacted by lower sales volume; however EBITDA margins 

improved by 235 bps to 57.9% due to reduction in subsidy discounts coupled 

with lower operating expenses. In addition, ONGC reported an 11.9% yoy 

increase in net profits to Rs. 46,105.3 mn driven by higher other income and 

reduced depreciation.  

With a positive demand outlook, rising average realisation price and growing 

production, net sales are expected to increase from Rs. 822.5 bn in FY07 to 

Rs. 1,015.9 bn in FY09E, representing a CAGR of 11.1%. However, further 

rupee appreciation and lack of clarity over subsidy sharing mechanism 

remain a concern. We maintain our Hold  rating on the stock with a 12 month 

target price of Rs. 943. 

 
 

Result Highlights 
 

ONGC’s net sales for Q1’08 declined 6.3% yoy to Rs. 136,877 mn as a 

result of 9.3% rupee appreciation and lower production of crude oil and 

natural gas. However, higher net realisation at USD 50.21 per barrel 

(Q1’07 USD 45), due to lower subsidy discounts to oil marketing 

companies, shielded the Company from any further decline in net sales. 

 

 

 

 
 

 

 

 

 

Oil and Natural Gas Corporation Ltd. Hold

Key Figures (Standalone)
Quarterly data 1Q'07 4Q'07 1Q'08 Q-o-Q% Y-o-Y%
(Figures in Rs mn, except per share data)

Net Sales 146,027.7     123,969.7     136,877.0     10.4% (6.3%)
EBITDA 81,094.3       44,144.7       79,222.8       79.5% (2.3%)

Net Profit 41,189.9 26,816.4 46,105.3 71.9% 11.9%

Margins(%)

EBITDA 55.5% 35.6% 57.9%
NPM 28.2% 21.6% 33.7%

Per Share Data (Rs.)
Normalised EPS 19.3 12.5 21.6 71.9% 11.9%

RESULTS REVIEW

Share Data

Market Cap Rs. 1,782.4 bn

Price 833.35

BSE Sensex 15,465.4

Reuters ONGC.BO

Bloomberg ONGC IN

Avg. Volume (52 Week) 0.3 mn

52-Week High/Low Rs. 989.95/683.2

Shares Outstanding 2,138.9 mn

Valuation Ratios (Consolidated)

Year to 31 March 2008E 2009E

EPS (Rs.) 92.6 104.0

+/- (%) 11.5% 12.3%

PER (x) 9.0x 8.0x

EV/ Sales (x) 1.9x 1.7x

EV/ EBITDA (x) 4.4x 3.9x

Shareholding Pattern (%)

Promoters 74

FIIs 9

Institutions 5

Public & Others 13

Relative Performance
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The Company’s crude oil production was 6.9 MMT and natural gas 

production was 6.1 BCM, down 0.7% and 5% yoy respectively. The decline 

in crude oil production was due to the processing problems at Nawagam 

Desalter plant which affected the production from Mehsana and 

Ahmedabad assets.  

 

EBITDA declined 2.3% yoy to Rs. 79,222.8 mn as a result of lower sales 

volume; however, EBITDA margins recorded an increase of 235 bps yoy to 

57.9% driven by reduction in staff costs, statutory levies and purchase 

costs coupled with declining subsidy discounts.  

 

ONGC’s net profit after tax for Q1’08 increased 11.9% yoy to  

Rs. 46,105.3 mn due to increase in other income and reduction in 

recouped costs. Recouped costs declined by 21.4% yoy to Rs. 17.5 bn as 

a result of change in depreciation rate (27.82% to 100%) for trunk pipeline 

and onshore flow lines resulting in higher depreciation in Q1’07. Also 

contributing to the increase was higher other income due to the transfer of 

Rs. 890 mn surplus from gas pool account. Moreover, during the quarter, 

ONGC changed its accounting policy of recognising certain employee 

benefit charges, which increased the net profit before taxes by Rs. 950 mn. 

 

Key Events 

 

• During the quarter, ONGC made five oil and gas discoveries with one 

discovery each in Mahanadi block, KG basin and Agartala Dome and two 

discoveries in the Assam Shelf.  

• ONGC entered into service contracts for the development of 14 onshore 

marginal fields which in turn will increase the production by 30 MMT of Oil 

plus Oil Equivalent Gas (O+OEG) during the XI plan period.  

• The Company’s board approved the development of B-Cluster Marginal 

Gas fields (B-46, B-48, B-105 & B-188) located North West of Mumbai 

High field. The total cost of the project is approximately Rs. 12.9 bn and 

these fields hold in-place gas volume of 11.298 BCM.  

 

Five oil and gas discoveries  

Entry into 14 service contracts 
to develop onshore fields  

Increased EBITDA margins due 
to operating efficiencies and 
lower subsidy discounts 

Decline in crude production 
due to processing problems 
at Nawagam plant  

Higher net profit driven by 
increase in other income and 
reduction in recouped costs  
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• ONGC tied up with Norsk Hydro Produksjon AS to develop deepwater 

block KG-DWN-98/2 in Krishna-Godavari basin. In addition to the 

development of deepwater blocks, ONGC will also benefit from the 

technological advancement of its partner.    

• ONGC Mittal Energy Ltd. won a gas block in Trinidad and Tobago (T&T), 

which is estimated to have reserves of 2 tcf. 

• ONGC found a new gas reserve at Sundalbari in Tripura, its second 

discovery in Tripura after Kujaban. The Company is planning to set up a 

750-MW gas-based power plant in Tripura. 

 

 

Key Risks 

 

• Decline in estimated average price realization per boe to negatively impact 

sales. 

• Unexpected changes in subsidy/administered price would negatively affect 

margins. 

• Further appreciation of rupee could have an effect on the Company’s 

realization price. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Tie up with Norsk Hydro 
Produksjon AS to develop 
deepwater blocks  
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Outlook 

 

We expect the revenues to grow at a CAGR of 11.1% for FY07-09E driven 

by higher average realization price per barrel coupled with a slight increase 

in production. Though, ONGC experienced a decline in subsidy discounts 

during Q1’08 as compared to Q1’07, we still have concerns over the 

uncertainity surrounding the government’s policy on the subsidy sharing 

mechanism, and thus, expect ONGC to continue sharing the burden of 

subsidies. 

  

At the current price of Rs. 833.35, the stock is trading at a forward PE of 

9.0x FY08E and 8.0x FY09E. We maintain our Hold  rating on the stock 

with a 12 month target price of Rs. 943. 

 

 
Key Figures (Consolidated)

Year to March FY05 FY06 FY07 FY08E FY09E CAGR (%)

(Figures in Rs mn, except per share data) (FY07-09E)

Net Sales 597,054.1  706,423.5  822,529.4  912,726.8  1,015,971.7  11.1%

EBITDA 280,712.8  310,743.7  351,252.6  401,995.2  449,499.6     13.1%

Net Profit 143,390.5 153,976.7 177,696.4 198,044.3 222,478.3 11.9%

Margins(%)

EBITDA 47.0% 44.0% 42.7% 44.0% 44.2%
NPM 24.0% 21.8% 21.6% 21.7% 21.9%

Per Share Data (Rs.)
Normalised EPS 67.0 72.0 83.1 92.6 104.0 11.9%
PER (x) 8.8x 12.1x 10.0x 9.0x 8.0x

Net sales expected to rise 
however subsidy sharing 
pattern still a concern 



Indiabulls (H.O.), Plot No- 448-451, Udyog Vihar, Phase - V, Gurgaon - 122 001, Haryana. Ph: (0124) 3989555, 3989666 
 

5 

 -5-

   OIL AND NATURAL GAS CORPORATION LTD 

     RESEARCH 

 
EQUITY RESEARCH                      September 04, 2007  

  

 
Disclaimer 
 

This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced or 
redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this report. 
  
This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it. 
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any 
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls 
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments 
and strategies discussed herein and also seek the advice of your financial adviser. 
 
Past performance is not a guide for future performance. The value of, and income from investments may vary because of 
changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future performance. 
 
This report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, 
and it should not be relied upon as such. Any opinions expressed here in reflect judgments at this date and are subject to 
change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees 
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or 
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks 
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited 
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that 
may arise to any person from any error in the information contained in this report. 
 
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views 
about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to specific 
recommendations or views expressed in this report. No part of this material may be duplicated in any form and/or 
redistributed without Indiabulls Securities Limited prior written consent.  
 
The information given herein should be treated as only factor, while making investment decision. The report does not 
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors independently 
evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser. 
Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information given in this 
report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock Exchange. 
 

 


