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CMP: Rs 261 Target: Rs 314 BUY
 

Flare up in crude price fuels growth 
Cairn India (CIL) has posted significant growth during the quarter on the back of 
higher price realisations, which offset the negative impact of lower production 
volumes. The company’s net sales grew 33.6% YoY to Rs 3.2bn in Q1CY08 due to a 
73% YoY increase in average price realisations to US$ 73.3/boe. The operating 
margin also increased significantly by 990bps during the quarter owing to higher 
prices, lower exploration activity and reduced employee expenses. As a result, the 
company’s adjusted net profit doubled to Rs 1bn during the quarter. 

CIL also received government FDP approval for its Bhagyam field in Rajasthan which 
will start producing from CY10 onwards with a peak production rate of 40,000bpd. The 
company is expected to commence production from the Rajasthan block from 
H2CY09, which will be a primary growth trigger. We maintain our Buy rating on the 
stock with a target price of Rs 314. 

Quarterly results 

Y/E Dec (Rs mn)  Q1CY08 Q1CY07 % Chg YoY Q4CY07 % Chg QoQ
Net sales 3,158.4 2,363.9 33.6 2,667.4 18.4

Expenditure 878.4 891.6 (1.5) 1,228.2 (28.5)

EBITDA 2,279.9 1,472.4 54.8 1,439.2 58.4

EBITDA margin (%) 72.2 62.3 990bps 54.0 1,820bps

Depreciation 807.3 1,001.9 (19.4) 1,209.6 (33.3)

EBIT 1,472.6 470.5 213.0 229.6 541.3

Interest expenses 3.3 1.5 117.8 16.8 (80.4)

Other income 217.6 361.6 (39.8) 268.2 (18.9)

PBT 1,686.9 830.6 103.1 481.1 250.7

Tax expenses 659.4 316.9 108.1 344.2 91.6

Adjusted PAT 1,027.5 513.7 100.0 136.8 651.0

Forex fluctuation (18.9) (138.0) (86.3) (275.9) (93.1)

Exceptional items 155.7 0.0 - 0.0 -

Reported PAT 1,164.3 375.7 209.9 (139.1) 557.8

FDEPS 0.6 0.3 100.0 0.1 651.0

Source: Company, Religare Research 
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Company data 

Particulars  

Market cap (Rs bn / US$ bn) 464.2/11.6 

Outstanding equity shares (mn) 1,779.1 

52-week high/low (Rs) 270/128 

2-month average daily volume 1,358,993 
  
Financial snapshot 

Y/E Dec  CY07U CY08E CY09E 

Sales (Rs mn) 10,122.6 11,680.9 41,441.7 

Growth (%) - 15.4 254.8 

Adj net inc (Rs mn) (245.4) 2,864.9 26,550.4 

Growth (%) - - 826.8 

FDEPS (Rs) (0.1) 1.6 14.9 

Growth (%) - - 826.8 

P/E (x) - 162.0 17.5 

ROE (%) (0.2) 1.0 8.6 
  
Risk-return profile  

 
 

Shareholding pattern 

 (%) Mar-08 Dec-07 

Promoters 69.0 69.0 

FIIs 3.5 10.9 

Banks & FIs 11.9 5.6 

Public 15.6 14.5 
  
Stock performance 

Returns (%) CMP 1-mth 3-mth 6-mth 

Cairn India 261 16.4 32.8 25.9 

Sensex 17,378 11.1 (2.1) (12.4) 

Oil and Gas 11,661 16.4 9.1 0.0 
  

Company website www.cairnindia.com  

Results Update
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Result highlights 
Higher price realisations boost topline growth 
CIL has benefited from the strong surge in global crude oil prices, which fuelled 
topline growth of 33.6% YoY to Rs 3.2bn in Q1CY08. The company’s average oil and 
gas price realisations during the quarter were US$ 100.1/bbl and US$ 4.08/mscf 
respectively. The price of crude oil has jumped by 64% YoY from US$ 61/bbl in 
Q1CY07. As a result, CIL’s average price realisation has risen to US$ 73.3/boe in 
Q1CY08 from US$ 42.3/boe in Q1CY07.  

The flare up in oil prices also offset the negative impact of lower production volumes 
from Ravva during the quarter. CIL’s working interest production in this field was 
18,023boepd in Q1CY08 as compared to 19,811boepd in Q1CY07. 

Lower operating expenses boost margins and profitability 
The company’s EBITDA margin swelled significantly to 72.2% in Q1CY08 from 62.3% 
a year earlier owing to higher price realisations, lower operating expenses and 
reduced employee costs. Operating expenses declined 524bps to 14.8% of revenues 
while employee cost dipped 507bps to 8% of revenues, on account of reduced 
exploration activity during the quarter.  

Further, lower exploration cost write-offs aided a 100% YoY increase in adjusted net 
profit to Rs 1bn during the quarter. The company’s reported net profit increased 210% 
YoY to Rs 1.2bn driven by lower foreign exchange fluctuations and exceptional gains 
of Rs 155.7mn in Q1CY08. 

Bhagyam received FDP approval 
CIL has just received government approval to develop the Bhagyam field in Rajasthan 
block, which is expected to commence production from H1CY10. Peak production 
from Bhagyam is estimated to be at 40,000 barrels/day (bpd). The Aishwarya field in 
this block had already received government approval and would start production from 
H2CY10 with a peak production rate of 10,000bpd. 

Valuation 
SOTP target of Rs 314; Buy 
The stock is currently trading at 17.5x on CY09E and 6.8x on CY10E earnings. Our 
sum-of-the-parts (SOTP) valuation gives us a target price of Rs 314. We maintain our 
Buy recommendation on the stock.  

Valuation summary 

Fields EV (Rs mn) EV / boe (x) Value (Rs/share) Approach 
MBA 368,256.9 13.4 207 DCF 
MBA (EOR) 48,588.5 3.9 27 DCF 
Total Rajasthan 416,845.4 10.5 234 - 
Ravva 21,305.2 5.6 12 DCF 
Cambay 4,729.2 8.4 3 DCF 
Other reserves 97,891.2 11.0 55 EV/boe 
Total EV 540,771.0 10.2 304 -
Net cash 17,386 - 10 
Equity value 558,157 - 314 
Source: Religare Research 

Sensitivity analysis 
Crude oil price is a key factor which drives the valuations of upstream companies. We 
have analysed the sensitivity of our target price to crude prices and WACC in the table 
alongside. 

Average price realisation has 
risen 73% to US$ 73.3/boe 

Commencement of production 
from Rajasthan block will be a 
key growth trigger 

Target price sensitivity 

Crude oil price (US$/bbl) 
WACC 

70 80 90 100 110 

10% 266 302 337 373 409 

11% 256 291 325 360 394 

12% 248 281 314 347 380 

13% 240 272 303 335 367 
14% 233 263 294 324 354 

Source: Religare Research 
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Recommendation history 

Date Event Reco price Tgt price Reco 
28-Apr-08 Initiating Coverage 256 314 Buy 
30-Apr-08 Results Update 261 314 Buy 
Source: Religare Research 
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Consolidated financials
Profit and Loss statement 

Y/E Dec (Rs mn)  CY07U CY08E CY09E CY10E

Revenues 10,122.6 11,680.9 41,441.7 92,389.2

Growth (%) - 15.4 254.8 122.9

EBITDA 4,551.5 9,014.6 37,141.4 84,055.1

Growth (%) - 98.1 312.0 126.3

Depreciation 4,589.3 4,098.1 4,537.5 5,971.3

EBIT (37.8) 4,916.5 32,603.9 78,083.7

Growth (%) - - 563.2 139.5

Interest 27.0 502.2 882.6 562.3

Other income 1,324.1 500.0 500.0 500.0

EBT 1,259.2 4,914.3 32,221.3 78,021.4

Income taxes 1,504.7 2,049.4 5,670.9 10,233.0

Effective tax rate (%) 119.5 41.7 17.6 13.1

Adjusted net income (245.4) 2,864.9 26,550.4 67,788.4

Growth (%) - - 826.8 155.3

Reported net income (245.4) 2,864.9 26,550.4 67,788.4

Growth (%) - - 826.8 155.3

Shares outstanding (mn) 1,778.4 1,778.4 1,778.4 1,778.4

Basic EPS (Rs) (adj) (0.1) 1.6 14.9 38.1

FDEPS (Rs) (adj) (0.1) 1.6 14.9 38.1

DPS (Rs) - - - -

Source: Company, Religare Research 

Cash flow statement 

Y/E Dec (Rs mn)  CY07E CY08E CY09E CY10E

Net income (245.4) 2,864.9 26,550.4 67,788.4

Depreciation 4,589.3 4,098.1 4,537.5 5,971.3

Other adjustments, net 620.3 - - -

Changes in working capital (34,574.8) (565.6) (3,277.4) (2,594.9)

Cash flow from operations (29,610.7) 6,397.4 27,810.6 71,164.9

Capital expenditure (24,189.8) (22,640.0) (21,280.0) (1,140.0)

Change  in investments - - - -

Other investing inc/(exp) - - - -

Cash flow from investing (24,189.8) (22,640.0) (21,280.0) (1,140.0)

Free cash flow (53,800.4) (16,242.6) 6,530.6 70,024.9

Issue of equity - - - -

Issue/repay debt 350.0 10,748.2 12,250.0 (28,469.8)

Dividends paid - - - -

Other financing cash flow - - - -

Cash flow from financing 350.0 10,748.2 12,250.0 (28,469.8)

Change in cash & cash eq (53,450.4) (5,494.4) 18,780.6 41,555.1

Opening cash & cash eq 61,347.8 7,897.4 2,403.0 21,183.5

Closing cash & cash eq 7,897.4 2,403.0 21,183.5 62,738.6

Source: Company, Religare Research 

Balance sheet 

Y/E Dec  (Rs mn)  CY07E CY08E CY09E CY10E

Cash and cash eq 7,897.4 2,403.0 21,183.5 62,738.6

Accounts receivable 1,534.0 1,564.7 3,911.7 8,692.0

Inventories 1,188.6 1,129.1 1,467.9 2,763.6

Others current assets 1,657.4 1,690.5 3,032.7 4,130.3

Current assets 12,277.3 6,787.3 29,595.8 78,324.5

Long-term investments 4.2 4.2 4.2 4.2

Net fixed assets 38,942.5 57,484.4 74,226.9 69,395.6

Goodwill 254,115.1 254,115.1 254,115.1 254,115.1

Deferred tax assets, net (4,258.2) (4,258.2) (4,258.2) (4,258.2)

Other assets 211.7 211.7 211.7 211.7

Total assets 301,292.8 314,344.6 353,895.6 397,793.0

Accounts payable 2,844.1 2,275.3 2,730.4 6,885.5

Others 206.4 214.0 509.5 933.2

Current liabilities 3,050.5 2,489.3 3,239.9 7,818.7

Debt funds 5,471.6 16,219.8 28,469.8 -

Equity capital 17,784.0 17,784.0 17,784.0 17,784.0

Reserves 274,986.6 277,851.5 304,401.9 372,190.3

Shareholder's funds 292,770.6 295,635.5 322,185.9 389,974.3

Total liabilities 301,292.8 314,344.6 353,895.6 397,793.0

BVPS (Rs) 164.6 166.2 181.2 219.3

Source: Company, Religare Research 

Financial ratios 

Y/E Dec CY07E CY08E CY09E CY10E

EBITDA margin (%) 45.0 77.2 89.6 91.0

EBIT margin (%) (0.4) 42.1 78.7 84.5

Net profit margin (%) (2.4) 24.5 64.1 73.4

FDEPS growth (%) - - 826.8 155.3

Receivables (days) 55.3 48.4 24.1 24.9

Inventory (days) 77.9 158.6 110.2 92.7

Payables (days) 186.3 350.4 212.4 210.6

Current ratio (x) 4.0 2.7 9.1 10.0

Quick ratio (x) 3.6 2.3 8.7 9.7

Interest coverage ratio (x) (8.1) 6.7 31.1 121.6

Debt / equity (x) 0.0 0.1 0.1 0.0

ROE (%) (0.2) 1.0 8.6 19.0

ROA (%) (0.2) 0.9 7.8 17.8

ROCE (%) (0.0) 1.6 9.7 20.8

EV/Sales (x) 46.6 40.4 11.4 5.1

EV/EBITDA (x) 103.6 52.3 12.7 5.6

P/E (x) - 162.0 17.5 6.8

P/BV (x) 1.6 1.6 1.4 1.2

Source: Company, Religare Research 
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Ronald Siyoni Capital Goods, Engineering ronald.siyoni@religare.in (91-22) 6612 4615 

Suman Memani Construction, Realty, Mid-caps suman.memani@religare.in (91-22) 6612 4736 

Anurag Purohit IT, Telecom, Power anurag.purohit@religare.in (91-22) 6612 4795 
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Sudeep Anand Oil & Gas, Chemicals sudeep.anand@religare.in (91-22) 6612 4670 
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Rahul Gajare Power rahul.gajare@religare.in (91-22) 6612 4749 
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Birendrakumar Singh  birendrakumar.singh@religare.in (91-22) 6612 4657 
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Somendra Agarwal  somendra.agarwal@religare.in (91-22) 6612 4767 
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Recommendation parameters 

Large-caps* > 10% < - 5% 

 BUY SELL 

Mid-caps** > 25% < 10% 

Absolute 

R
eturns 

*Market cap over US$ 1bn    **Market cap less than US$ 1bn 
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Religare Securities Limited (Religare) has two independent equity research groups: Institutional Equities (Institutional Equity Research) and Priority Client Group 
(Religare Research). Religare Institutional Equity Research is aimed to service the institutional clients of Religare Securities Limited including the Portfolio Management 
Services of Religare whereas Religare Research is published with a view to service all segments of clients including Retail, HNIs and Institutional clients and PMS. 
This document has been prepared by Religare Securities Limited – Priority Client Group. Affiliates of Religare-PCG may have issued other reports that are contrary with 
and reach different conclusion from the information presented in this report. The views and opinions expressed in this document may or may not match or may be 
contrary with the views, estimates, rating and target price of the Institutional Equities Research Group of Religare Securities Limited. 
We are not soliciting any action based upon this material. This report is not to be construed as 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 is for the general information of clients of Religare-PCG. It does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Though disseminated to all the customers 
simultaneously, not all customers may receive this report at the same time. Religare-PCG will not treat recipients as customers by virtue of their receiving this report. We 
have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable. It should be noted that the information contained herein 
is from publicly available data or other sources believed to be reliable. Neither Religare, nor any person connected with it, accepts any liability arising from the use of this 
document.  
This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for any investment decision. The investment discussed 
or views expressed may not be suitable for all investors. The user assumes the entire risk of any use made of this information. The recipients of this material should rely 
on their own investigations and take their own professional advice. Each recipient of this document should make such investigations as it deems necessary to arrive at 
an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its 
own advisors to determine the merits and risks of such an investment. Price and value of the investments referred to in this material may go up or down. Past 
performance is not a guide for future performance. Certain transactions -including those involving futures, options and other derivatives as well as non investment grade 
securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price movement and 
trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals. 
Opinions expressed are our current opinions as of the date appearing on this material only. We do not undertake to advise you as to any change of our views expressed 
in this document. While we would endeavor to update the information herein on a reasonable basis, Religare, its subsidiaries and associated companies, their directors 
and employees are under no obligation to update or keep the information current. Also there may be regulatory, compliance, or other reasons that may prevent Religare 
and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change 
without notice.  
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other 
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject Religare and affiliates to any registration or 
licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. 
Persons in whose possession this document may come are required to inform themselves of and to observe such restriction. 
Religare and its affiliates, officers, directors, and employees may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of company 
(ies) mentioned herein or (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 advisor or lender / borrower to such company (ies) or have other potential conflict of interest with 
respect to any recommendation and related information and opinions. Without limiting any of the foregoing, in no event shall Religare, any of its affiliates or any third 
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. 
Copyright in this document vests exclusively with Religare. This information should not be reproduced or redistributed or passed on directly or indirectly in any form to 
any other person or published, copied, in whole or in part, for any purpose, without prior written permission from Religare. We do not guarantee the integrity of any e-
mails or attached files and are not responsible for any changes made to them by any other person. 
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 company or companies and 
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