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Cairn India

Offshore India Conference: Key takeaways  Rating : Sell

Target Price : INR270

Downside : 12%

CMP : INR305 (as on 20 September 2011)

We recently attended the Offshore India Annual Conference held in
Mumbai during September 14™-16". The conference featured several
top management officials from the Indian energy sector, along with a
number of authorities from the petroleum ministry as well as critical

Government organizations such as the DGH. We had a one-on-one Key data*

discussion with Mr. Mark Blanche, Cairn India’s Director of Upstream Bloomberg /Reuters Code CAIR IN/ CAIL.BO

Operations and following are the key takeaways from our discussion. Current /Dil. Shares O/S (mn) 1,897/1,905

Optimistic about other Rajasthan fields, expect reserve KtCaP (INRbn/USSmn) 581/12,112

announcements over the next 24-30 months Daily Vol. (3M NSE Avg.) 1,859,130
Face Value (INR) 10

While the stock price fairly captures the MBA field valuations and
exploration upside from other fields assuming 20% recovery factor, our 1 US$=INR48

discussion with Cairn’s Upstream Director circled around further Source: Bloomberg ; * As on 20 September 2011
recovery prospects from other fields. In our view, this is the only
avenue for further upside for Cairn’s shares from current levels. Mr.

Price & volume

Blanche categorically mentioned that there is a high possibility of a 375 9 1
recovery estimate disclosure from the other Rajasthan fields in the next zig o
24-30 months. Currently, the other fields have an in-place reserve base 300 -

of 2bnboe and market is factoring a 20% recovery. If the company 275 | L5
officially declares 20% recovery, then the market is likely to factor in 250

50% recovery factor, as seen in the case of MBA fields. In this event, 275 | . ) Lo
our calculations show USD5bn (INR125/sh) upside, over the current Sep-10 Dec-10 Mar-11  Jun-11  Sep-11
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valuation of USD12bn (INR305/sh), implying 42% upside over the next s Vol in mn. (RHS)
three years and ~12% CAGR returns. In our view, there are better Source: Bloomberg

opportunities in the sector currently especially in OMCs and upstream
PSUs. Cairn’s management also voiced optimism on Barmer hill and

CAIR (LHS)

Share holding (%) QI1FY11 Q2FY11 Q3FY1l Q4FY1l

) . . ) . ) Promoter 62.4 62.4 62.2 62.2
stressed its high potential, despite the area being geologically much
. " Institutional Investors 17.9 17.7 18.1 18.9
tighter than the MBA fields.
Other Investors 17.4 17.6 17.4 17.5
Maintain Sell; Profit booking likely post the recent run-up General Public 53 3 3 14

As mentioned above, with current valuations capturing the 2P & EOR Source: BSE
reserves potential in the MBA fields as well as exploration upsides from

. ] . o . . . Price performance (%) 3M 6M 12M
other Rajasthan fields, upside is limited in the medium term. Cairn’s
stock is currently discounting USD100/bbl of long-term oil price. % (23] w4 (e
However, with crude oil prices holding firm, the stock has recently ~ carmindia ©7) (17 (11.2)
rebounded from INR250/sh levels, creating possibility for some profit ~ Reliance Inds. 22 (142)  (182)
booking, especially with general market consensus building up for ONGC 2.1 (32)  (255)

commodity price decline. Additionally, though we remain confident Source: Bloomberg
on Cairn India’s operational ability to ramp-up production in Rajasthan

and meet deadlines. It should be noted that this aspect is fully factored

in the stock price due to strong and consistent operational

performance. We maintain Sell rating and TP of INR270/sh (INR235/sh

for Rajasthan and INR35 for other assets and net cash).

Key Financials

Y/E Mar (INR mn) Rev  YoY(%) EBITDA EBITDA (%) AdjPAT YoY (%) FulyDEPS  RoE (%) RoCE (%) P/E (x) EV/EBITDA ()
FY09 14,327 41.5 7414 51.7 8,035 NA 4.2 24 27 72.4 79.2
FY10 16,230 133 7,720 47.6 10512 308 55 3.1 238 553 76.0
FY11 102,779 5333 83,562 81.3 63,344 502.6 33.2 15.8 17.0 9.2 6.6
FY12E 151,417 47.3 118,198 78.1 86,937 37.2 45.5 17.8 20.6 6.7 4.2
FY13E 162,168 7.1 126,654 78.1 94,684 8.9 49.6 16.2 18.8 6.2 3.9

Source: Company, Elara Securities Estimate
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Financials (Y/E Mar)

Income Statement (INR mn) FY10 FY11 FY12E FY13E Revenue & margins growth trend
Revenue 16,230 102,779 151,417 162,168

200 - 813 - 100
EBITDA 7,720 83562 118,198 126,654 78.1 78.1
Non operating Income 4,078 1,288 1,345 2,787 150 - - 75
OPBITDA 11,797 84,850 119,543 129,441 B 476 —
Depreciation & Amortization 1,485 11,930 14,912 17,149 g 100 P20 g
EBIT 10312 72921 104,631 112292 ~ 50 - - 25
Interest Expenses 148 4,021 4,222 4,306
PBT 10,164 68900 100,409 107,986 0 "0
Taxes (348) 5556 13,472 13,302 ceve :: e”(’LHS,F Y 2EEB';YD E(ELHS,
Adjusted PAT 10512 63,344 86,937 94,684 —e— EBITDA Margin (RHS)
Reported PAT 10,512 63,344 86,937 94.684 Source: Company, Elara Securities Estimate
Balance Sheet (INR mn) FY10 FY11 FY12E FY13E
Share Capital 18,970 19,019 19,019 19,019
Reserves 319,714 382971 469,908 564,591 Adijusted profits trend
Borrowings 34,007 26,782 20,007 13,007
Deferred Tax (Net) 4,453 5612 5612 5612 100 502.6 - 600
Total Liabilities 377.144 434,384 514546 602,229 80 | L 500
Gross Block 100,188 126,609 166,085 167,311 _ L 400
Accumulated Depreciation/Depletion 2259 6705 6968 9,182 560 7 L 300
Net Block 97,929 119,904 159,117 158,129 240 L 500
Capital Work In Progress - - - - 20 | 30. 7.2 8ol L 100
Investments 17,124 10,945 10,945 10,945
Net Working Capital 8928 50343 91,292 179,963 0 ' ' ' 0
Goodwil 253,193 253,193 253,193 253,193 FY10. FYI1 - FYI2E  FYI3E

Adjusted PAT (LHS) —e— PAT Growth (RHS)

Other Assets - - - -
Total Assets 377,174 434,384 514,546 602,229 Source: Company, Elara Securities Estimate
Cash Flow Statement (INR mn) FY10 FYT11E FY12E FY13E
Cash profit adjusted for non cash items 4,252 67,633 85,855 94,111
Working Capital Changes (8.357) (5,861) 7,098 457 Return ratios
Operating Cash Flow (4,105) 61,772 92953 94,568 25 - 206
Capex 46,488 20,241 39,476 1,227 18.8
Free Cash Flow (50,594) 41,531 53477 93,342 20 1
Financing Cash Flow (9.461) (7,087) (6,775) (7,000) 15 1
Investing Cash Flow 4,078 1,288 1,345 2,787 10 A
Net change in Cash (55,977) 35,731 48,048 89,128
Ratio Analysis FY10 FY11E FY12E FY13E >
Income Statement Ratios (%) 0 — T T "
Revenue Growth 13.3 5333 47.3 7.1 Fy10 FY11 FY12E FY13E
EBITDA Growth 4.1 982.4 41.4 7.2 —&—ROE (%) —— ROCE (%)
PAT Growth 308 502.6 37.2 8.9 Source: Company, Elara Securities Estimate
EBITDA Margin 47.6 81.3 78.1 78.1
Net Margin 64.8 61.6 57.4 58.4
Return & Liquidity Ratios
Net Debt/Equity (x) 0.0 (0.1) (0.3) (0.3)
ROE (%) 3.1 15.8 17.8 16.2
ROCE (%) 2.8 17.0 20.6 18.8
Per Share data & Valuation Ratios
Diluted EPS (INR/Share) 5.5 332 455 49.6
EPS Growth (%) 30.8 501.0 37.2 8.9
DPS (INR/Share) 0.0 0.0 0.0 0.0
P/E (x) 55.3 9.2 6.7 6.2
EV/EBITDA (x) 76.0 6.6 42 39
EV/Sales (x) 36.2 5.4 33 3.1
Price/Book (x) 1.7 1.4 1.2 1.0
Dividend Yield (%) 0.0 0.0 0.0 0.0

Source: Company, Elara Securities Estimate
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Date Rating Target Price Closing Price
[1] 04-Jan-2010 Buy INR340 INR286
28-Jan-2010 Buy INR315 INR270
27-Jul-2010  Reduce INR315 INR332
18-Feb-2011 Accumulate  INR360 INR316
7-Apr-2011  Reduce INR360 INR351
25-May-2011 Reduce INR355 INR338
1-July-2011  Sell INR270 INR311
Guide to Research Rating
BUY Absolute Return >+20%
ACCUMULATE Absolute Return +5% to +20%
REDUCE Absolute Return -5% to +5%
SELL Absolute Return <-5%

Elara Securities (India) Private Limited 3
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Disclosures & Confidentiality for non U.S. Investors

The Note is based on our estimates and is being provided to you (herein referred to as the “Recipient”) only for information
purposes. The sole purpose of this Note is to provide preliminary information on the business activities of the company and
the projected financial statements in order to assist the recipient in understanding / evaluating the Proposal. Nothing in this
document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred to
in this document. 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. Nevertheless, Elara
or any of its affiliates is committed to provide independent and transparent recommendation to its client and would be happy
to provide any information in response to specific client queries. Elara or any of its affiliates have not independently verified all
the information given in this Note and expressly disclaim all liability for any errors and/or omissions, representations or
warranties, expressed or implied as contained in this Note. The user assumes the entire risk of any use made of this
information. Elara or any of its affiliates, their directors and the employees may from time to time, effect or have effected an
own account transaction in or deal as principal or agent in or for the securities mentioned in this document. They may
perform or seek to perform investment banking or other services for or solicit investment banking or other business from any
company referred to in this Note. Each of these entities functions as a separate, distinct and independent of each other. This
Note is strictly confidential and is being furnished to you solely for your information. This Note 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. This Note 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 Elara or any of its affiliates to any registration or licensing
requirements within such jurisdiction. The distribution of this document in certain jurisdictions may be restricted by law, and
persons in whose possession this document comes, should inform themselves about and observe, any such restrictions. Upon
request, the Recipient will promptly return all material received from the company and/or the Advisors without retaining any
copies thereof. The Information given in this document is as of the date of this report and there can be no assurance that
future results or events will be consistent with this information. This Information is subject to change without any prior notice.
Elara or any of its affiliates reserves the right to make modifications and alterations to this statement as may be required from
time to time. However, Elara is under no obligation to update or keep the information current. Neither Elara nor any of its
affiliates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct,
indirect, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the
information. This Note should not be deemed an indication of the state of affairs of the company nor shall it constitute an
indication that there has been no change in the business or state of affairs of the company since the date of publication of this
Note. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency
and should not be treated as endorsement of the views expressed in the report. Elara Securities (India) Private Limited
generally prohibits its analysts, persons reporting to analysts and their family members from maintaining a financial interest in
the securities or derivatives of any companies that the analysts cover. 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 its or their
securities, 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.

Any clarifications / queries on the proposal as well as any future communication regarding the proposal should be addressed
to Elara Securities (India) Private Limited / the company.

Disclaimer for non U.S. Investors

The information contained in this note is of a general nature and is not intended to address the circumstances of any
particular individual or entity. Although we endeavor to provide accurate and timely information, there can be no
guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future.
No one should act on such information without appropriate professional advice after a thorough examination of the
particular situation.
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Disclosures for U.S. Investors

The research analyst did not receive compensation from Cairn India Limited.
Elara Capital Inc.’s affiliate did not manage an offering for Cairn India Limited.
Elara Capital Inc.’s affiliate did not receive compensation from Cairn India Limited in the last 12 months.

Elara Capital Inc.’s affiliate does not expect to receive compensation from Cairn India Limited in the next 3 months.

Disclaimer for U.S. Investors

This material is based upon information that we consider to be reliable, but Elara Capital Inc. does not warrant its
completeness, accuracy or adequacy and it should not be relied upon as such.

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument.
Securities, financial instruments or strategies mentioned herein may not be suitable for all investors. Any opinions expressed
herein are given in good faith, are subject to change without notice, and are only correct as of the stated date of their issue.
Prices, values or income from any securities or investments mentioned in this report may fall against the interests of the
investor and the investor may get back less than the amount invested. Where an investment is described as being likely to
yield income, please note that the amount of income that the investor will receive from such an investment may fluctuate.
Where an investment or security is denominated in a different currency to the investor’s currency of reference, changes in
rates of exchange may have an adverse effect on the value, price or income of or from that investment to the investor. The
information contained in this report does not constitute advice on the tax consequences of making any particular
investment decision. This material does not take into account your particular investment objectives, financial situations or
needs and is not intended as a recommendation of particular securities, financial instruments or strategies to you. Before
acting on any recommendation in this material, you should consider whether it is suitable for your particular circumstances
and, if necessary, seek professional advice.
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Certain statements in this report, including any financial projections, may constitute “forward-looking statements.” These
“forward-looking statements” are not guarantees of future performance and are based on numerous current assumptions
that are subject to significant uncertainties and contingencies. Actual future performance could differ materially from these
“forward-looking statements” and financial information.
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