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Essar Oil EBITDA and GRMs        

 
Source: IDFC Securities Research, Company 
 

 Product slate veering towards middle distillates 
The company is managing to deliver on its intention to increase the proportion of more profitable light and middle 
distillates in its product slate, thereby reducing the proportion of heavy distillates and providing support to GRMs going 
forward. It is also continuing to improve the proportion of heavier and sour crudes in its sourcing portfolio, which 
should result in higher GRMs inline with the continuing improvement in heavy light spreads. 

Essar Oil crude sourcing slate Essar Oil product slate 

 

Source: IDFC Securities Research, Company 

 Refinery expansion: on track for commissioning by Q2FY12E 
Essar Oil remains on track to finish Phase I of its refinery expansion (10.5m tpa to 18m tpa) by Q1FY12E, with commercial 
production expected in Q2FY12E. The company has tied up all the financing needed for the US$1.7bn project, with 
~US$500mn of equity coming into EOL’s books post the successful US$1.95bn listing of the promoter company Essar 
Energy on the London Bourses. The company has reported 78% completion of the project, with al the new units 
progressing on schedule and within budget, except for two units that are lagging by a quarter.  

Additionally, the company has now decided to further optimize the existing refinery unit to add another 2mtpa of CDU 
(crude distillation unit) capacity, thereby taking the overall nameplate capacity to 20 mtpa. The total investment required 
for this optimization exercise is ~Rs17bn, which the company intends to fund through a mixture of debt and equity. The 
company intends to complete this process by September 2012.  
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Essar Oil refinery configuration  post expansion     
 Unit Current 10.5 mtpa New 20 mtpa 
CDU mtpa 10.5 20 
VDU mtpa 7.2 10.9 
VBU mtpa 1.9 0 
NHT mtpa 1.6 1.8 
CCR mtpa 0.9 1.1 
FCC mtpa 2.9 3.9 
DHDS mtpa 3.7 5.3 
SRU t/d 440 1115 
ARU mtpa  11.9 
SWSU mtpa  3.5 
DHDT mtpa  4 
VGOHT mtpa  6.5 
DCU mtpa  7.5 
ISOM mtpa  0.7 
HMU, Nm3/hr  155,000 
Source: IDFC Securities Research, Company 

 Retail business gaining momentum 
Essar has ramped up its retail business significantly since the beginning of FY11, and the decision to free petrol prices in 
June of this year has helped Gasoline (MS) sales for Essar grow at a rapid pace. At the same time however, the diesel 
prices have not kept pace with market prices, and this has meant that HSD sales have been muted in Q3. With domestic 
demand for fuels continuing to be strong, we expect further momentum in retail sales for Essar, with a potential 3mt pa 
of product capable of being sold from 1700 operational outlets, provided there is free pricing for both MS and HSD. 

Domestic product demand  Essar fuel outlets 

 

Source: IDFC Securities Research, Company 

 E&P continues to progress 

We had mentioned in our management meeting note of December 2009 that the E&P business of EOL is not really valued 
by the street, and we saw significant value in the Ratna series field (2P reserves of 80mmbbl net to Essar) and Raniganj 
CBM (potential resources of 3 tcf). The company has moved ahead materially on realizing some of this potential, with test 
production from Raniganj already commenced, and recoverable reserves being pegged at 1 tcf. Peak production of 3.5 
mmscmd is expected to be reached in year 3 of operations, and remain at a plateau of at least 15-16 years. The company 
has also allayed concerns around being able to place this gas in the market by signing a long term gas contract with Matix 
Fertilizers which is setting up a 1.3mtpa Ammonia plant in Panagarh for 2.8 mmscmd. The contract runs for twenty 
years, with first gas supply expected FY13 onwards. Further, the company has also managed to bag four more CBM 
assets in the CBM IV round of auctions. As a result, total prospective resources of EOL have increased to 2100 mmboe 
from earlier estimates of 1400 mmboe.  
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 Domestic demand remains strong 
In a scenario of global demand being extremely weak, Essar is reaping the benefits of focusing on the domestic market, 
which is still growing robustly. Estimates of domestic demand for most refined fuels point to moderate to strong growth 
over the next five years, indicating good volume support for Essar.  

Essar market mix Domestic product demand  
 

Source: Company, IDFC Securities Research, Crisil Research, Company  

 Valuations & View 
The successful listing of Essar Energy in London, followed by the infusion of US$500mn as Equity in to Essar Oil has 
allayed a lot of concerns investors had around funding for Essar Oil’s refinery expansion. With Phase I 78% complete and 
set to be commissioned by Q2FY12E, and an additional 2 mtpa of capacity coming on-stream September 2012 via 
optimization of the VBU unit, Essar’s prospects going forward remain robust. The emerging E&P business is set to add 
another leg of growth to the company over FY10-14E. We see the timing of commissioning of Phase I coinciding nicely 
with the expected revival in the global economy, providing a boost to valuations over the long term. Further, the 
incremental improvement in refining margins worldwide due 
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