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ENAM Research is available on Bloomberg (ENAM <Go>), Multex.com and Firstcall.com 18 December 2006

Relative to sector: Outperformer 

 

 

 
 
 
 
Relative Performance 

80

100

120

140

160

180

Oct-05 Apr-06 Oct-06

Sensex ONGC
 

Source: Bloomberg, ENAM Research 

 
Stock data 

No. of shares : 2,139mn 
Market cap  : Rs.1,828bn 
52 week high/low : Rs.1,009/ Rs.620 
Avg. daily vol. (6mth) : 1.9mn shares 
Bloomberg code : ONGC IN 
Reuters code : ONGC.BO 
 
Shareholding (%) Sep-06 QoQ chg 

Promoters : 74.1 0.0 
FIIs : 9.3 (0.2) 
MFs / UTI : 1.2 0.1 
Banks / FIs : 3.0 0.1 
Others : 12.4 0.0 
 

 

 ONGC AT PAYBACK OF 2 YEARS??? 
Media reports suggest that, ONGC has encountered one of the biggest 
gas finds in India off Andhra Coast. Potentially, this could enhance 
ONGC’s OGIP by ~21 tcf or 4 bn BoE (current 1 P reserves at 5.1bn 
BoE). As of now this discovery remains unconfirmed by the 
management and some formal communication is expected soon. 

A significant discovery 
Although ONGC’s annual reserves accretion to production ratio has 
usually been ~1 (refer chart overleaf), this has been largely achieved 
thru investments in sweating existing fields v/s new discoveries. 
Reserves accretion through large oil/gas discoveries in the recent past 
however has been low, as ONGC had a limited success in its 
exploration activities. The gas find, assuming to be true, would 
therefore mark a significant milestone for ONGC’s exploration activity.

Risk premium expected to reduce 
Apart from issue of subsidies, limited success in the exploration front 
has been a value depressant for ONGC. Alternatively, investors have 
viewed ONGC’s growth contingent to its success in exploration activity 
and attributed a significant “risk premium” for the growth, despite 
having sufficient 1P reserves to sustain operations for next 16 years. 
Such large discoveries would certainly address the growth concerns 
and reduce the “risk premium” associated with growth. 

ONGC at payback of 2 years? 
ONGC’s value after netting off – (1) estimated value of OVL (37% of 
CMP), (2) Investment portfolio and (3) new gas discovery, implies a 
payback of <2 years (refer overleaf). In other words, ONGC’s 
residual valuations imply an EV/BoE of 2.2x over a 1 P reserves base 
of 5.1bn BoE v/s global average of 15x. 

Financial summary 
 
Y/E Mar 

Sales 
(Rs.mn) 

PAT  
(Rs. mn) 

Consensus 
EPS* (Rs.)

EPS 
(Rs.)

Change
YoY (%)

P/E 
(x)

RoE 
(%)

RoCE  
(%) 

EV/EBIDTA 
(x)

DPS 
(Rs.)

2005  602,859   143,426  -  67.1   52.7  -  24.5   35.6  - 40 

2006  717,442   153,715  -  71.9   7.2  -  21.8   32.7  - 45 

2007E  932,358   190,549  85.5  89.1   24.0  9.6  23.2   34.3  4.8 51 

2008E  937,600   190,998  91.1  89.3   0.2  9.6  21.2   30.7  4.6 50 

Source: *Consensus broker estimates, Company, ENAM estimates 

Analyst: Harshavardhan Dole 
Email: harsh@enam.com 
Tel: 9122 6754 7677 

Associate: Manish Jain 
Email: manish.jain@enam.com 
Tel: 9122 6754 7507 
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High reliance on “asset sweat” Reserve accretion largely thru projects 
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Source: Company 

Implied valuation of ONGC’s domestic operations 

 Value Value Value  

  (Rs.bn) (US$bn) (Rs. shr) Comment 

ONGC's Current Market Cap   (A) 1,829 41 855  At CMP of Rs.855 

Less:   

    Estimated value of ONGC Videsh  (B) 675 15 316  1.5 bn BoE valued at 10x EV/BoE

    Investment Portfolio of ONGC  (C) 389 9 182  - 

    Valuation of the new gas find  (D) 252 6 118  22 tcf 3 P reserves + resources 
valued at 1.5x EV/BoE 

Subtotal  (E)= (B)+ (C) + (D) 1,315 29 615  - 

Implied Valns of ONGC dom opern (F) = (A) - (E) 513 11 240  - 

 

      

Implied Valuations of ONGC’s domestic operations  Comment 

    Stand-alone FY07E EBIDTA (Rs.bn) 292   

Implied EV/EBIDTA (x) 1.8  Payback of  <2 years 

   

   Domestic 1 P Reserves (bn. BoE) 5.1   

Implied EV/BoE (x)  2.2  V/s Global average of 15x

 

Key Assumptions: 

OVL’s EV/BoE (x) 10

   INR/USD 45

ONGC’ s no of shares outstanding (bn) 2.1

   CMP of ONGC (Rs) 855

 FY07E EBIDTA (Rs bn) 292

Source: ENAM Research 
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document 
should be construed as investment or financial advice, and 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. The intent of this document is not in recommendary nature 

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. The investment discussed or views expressed may not be suitable for all investors 

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express or implied, 
is made as to the accuracy, completeness or fairness of the information and opinions contained in this document 

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views 
expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this 
statement as may be required from time to time without any prior approval 

Enam securities Private Limited, 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 report. Each of these entities functions as a separate, distinct and independent of each other. The recipient 
should take this into account before interpreting the document 

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM Securities 
Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein 

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or 
published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S.Persons), 
Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. The distribution of 
this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any 
such restrictions 

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential 
including lost revenue or lost profits that may arise from or in connection with the use of the information. 

Copyright in this document vests exclusively with ENAM Securities Private Limited. 


