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ONGC

Q1 FYO07 results boosted by higher sales volumes

» Result above expectations on account of higher crude sales,
lower subsidies

» Our estimates for FY07 factor in higher crude sales than
FY06. Remain Neutral with a notional target price of INR1,187

» Announcement of 1:2 bonus share a positive surprise

Higher sales volumes boost profits 24% y-0-y

Provisional subsidy numbers marginally lower than expectations
ONGC has reported a 24% y-o-y increase in profits, higher than consensus (+11%) and

our expectations (+14%). Figure 1 summarises the key financials.

Figure 1: Summary of ONGC’s Q1 FY2007 standalone results

March YE Q1 FY 2007 Q1 FY 2006 % Change
INRm

Net sales 146,028 108,697 343
EBDITA 81,094 61,051 328
EBDITA margin 55.5% 56.2%

PBT 62,952 50,498 247
Recurring PAT 41,190 33,189 244
PAT 41,190 33,189 24.1
EPS (INR/Share) 28.9 233 24.1
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vishwaskatela @ hsbc.co.in Key reasons for the results being above our and consensus expectation are

Source: Company data

Hen.ik Fung , »  Crude sales volumes at 6.1mmt were about 7.2% higher than our estimates at 5.7mmt.
Regional Oil & Chemical Analyst o

+852 2996 6557 We had expected the sales volumes decline in the current quarter on account of the
henikfung @hsbc.com.hk impact of the Mumbai High accident of Q2 FY06. Crude production has in fact

remained flat at 6.48mmt for the quarter.

» The provisional subsidy burden for the quarter at INR51.2bn is about 5% lower than
our estimate of INR53.9bn. At our estimates of INR53.9bn, the net profit would have
been 19% y-o-y higher.
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Depreciation for the quarter was higher than our estimate at INR22.3bn (65% y-o-y higher). Figure 2
summarises the key operation parameters of Q1 FY07 for ONGC.

Figure 2: Key financial and operation parameters for ONGC

INRm Q1 FY 2007 Q1 FY 2006 % Change
Revenue including excise duty
Crude 97,220 73,360 325
Gas 18,730 14,930 25.5
LPG 4,180 3,790 10.3
ARN 10,800 8,490 27.2
C2C3 1,840 1,380 33.3
Others 13,993 7,586 84.5
146,763 109,536 34.0
Sales
Crude (mmt) 6.1 5.8 5.2
Gas (bcm) 5.3 5.1 35
LPG (mmt) 0.264 0.264 0.0
ARN (mmt) 0.383 0.410 (6.6)
€2 C3 (mmt) 0.118 0.125 (5.6)
Price realisation
Crude (USD/bbl) 449 37.3 20.2
Gas (INR/tem) 3,527 2,910 212
LPG (USD/tonne) 346.8 329.5 5.2
ARN (USD/tonne) 617.6 475.3 29.9
C2 C3 (USD/tonne) 3415 253.4 34.8

Source: Company, HSBC estimates

We retain our earnings forecast for FY07e, maintaining our full year sales volume forecast of 25.1mmt
and the subsidy burden of INR130bn at our crude price forecast of USD64/bbl for FY(07e.

Valuation

We expect ONGC’s consolidated FY07e recurring EPS to be INR136.8/share. Our forecast is based on
HSBC Brent price forecast of USD64/bbl for the year ending March 2007. Our FYO7e earnings growth
would be capped by higher subsidy burden on account of auto-fuels. Our fair value range for ONGC is
based on a sum-of-the-parts valuation comprising: DCF value of ONGC'’s oil and gas reserves, market
price of ONGC'’s investment in equity of oil PSUs and ONGC'’s net cash at the end of FY05. Our
notional target price is the mid-point of our fair value range. Our fair value range for ONGC is INR1,080-
1,294/share. The upper end of the range is based on the assumption of the long-term Brent price of
USD50/bbl while lower end assumes USD40/bbl. The notional target price is based on our long-term
Brent price of USD45/bbl.

Risk to Valuation

» Regulatory risk due to the strong government influence on the distribution of subsidies between oil

companies

» Predominantly an upstream company and so carries international crude price and domestic natural

gas price movement risk.
» Change in petro-product pricing mechanism in India and thus the subsidy burden;

» Success in E&P activities.
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Disclosure appendix

Stock ratings and basis for financial analysis

HSBC believes that institutional investors utilise various disciplines and investment horizons when making investment
decisions, which depend largely on individual circumstances such as the investor’s existing holdings, risk tolerance and other
considerations. Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term
investment opportunities based on particular themes or ideas that may affect the future earnings or cash flows of companies on
a 2-year time horizon; and 2) from time to time to identify short-term investment opportunities that are derived from
fundamental, quantitative, technical or event-driven techniques on a 0-3 month time horizon and which may differ from our
long-term investment rating. HSBC has assigned ratings for its long-term investment opportunities as described below.

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website. Details of these short-
term investment opportunities can be found under the Reports section of this website.

HSBC’s Sector and Companies research is designed for, and should only be utilised by, institutional investors. Furthermore,
HSBC believes an investor’s decision to buy or sell a stock should depend on individual circumstances such as the investor’s
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research
report. In addition, because research reports contain more complete information concerning the analysts’ views, investors
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not
be used or relied on in isolation as investment advice.

Rating definitions for long-term investment opportunities

Stock (vs Global sector universe of companies under coverage by sector team)
» Overweight (Buy)

» Neutral (Hold)

» Underweight (Sell)
HSBC assigns ratings to its stocks in this sector on the following basis:

For companies covered on a sector basis, we apply a ratings structure which ranks the stocks according to their notional target
price vs current market price and then categorises (approximately) the top 40% as Overweight, the next 40% as Neutral and the
last 20% as Underweight. The performance horizon is 2 years. The notional target price is defined as the mid-point of the
analysts’ valuation for a stock.

Prior to 15 November 2004, HSBC'’s ratings system was based upon a two-stage recommendation structure: a combination of
the analysts’ view on the stock relative to its sector and the sector call relative to the market, together giving a view on the
stock relative to the market. The sector call was the responsibility of the strategy team, set in co-operation with the analysts.
For other companies, HSBC showed a recommendation relative to the market. The performance horizon was 6-12 months. The
target price was the level the stock should have traded at if the market accepted the analysts’ view of the stock.

From 15 November 2004 to 7 June 2005, HSBC carried no ratings and concentrated on long-term thematic reports which
identified themes and trends in industries, but did not make a conclusion as to the investment action that potential investors
should take.
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Rating distribution for long-term investment opportunities

As of 26 July 2006, the distribution of all ratings published is as follows:

HSBC <»

Overweight (Buy) 47% (18% of these provided with Investment Banking Services)
Neutral (Hold) 39% (18% of these provided with Investment Banking Services)
Underweight (Sell) 14% (17% of these provided with Investment Banking Services)
Share price and rating changes for long-term investment opportunities
ONGC share price performance INR vs HSBC rating history Rating & price target history
From To Date
Reduce Hold 29 October 2003
1454 4 Hold Add 25 May 2004
1954 | V'S Add Buy 04 June 2004
. ¢ * Buy NR 15 November 2004
1054 4 * N/R Overweight 13 June 2005
854 | Overweight Neutral 10 March 2006
654 W Target price Value Date
Price 1 600.00 29 October 2003
454 w w w w w ) Price 2 700.00 07 January 2004
3 3 3 8 38 8 8 Price 3 775.00 11 March 2004
3 S 3 5 3 S 3 Price 4 837.00 17 March 2004
- - - Price 5 891.00 29 March 2004
Price 6 877.00 30 March 2004
Price 7 775.00 25 May 2004
. Price 8 775.00 04 June 2004
Source: HSBC Price 9 N/R 15 November 2004
Price 10 1109.00 13 June 2005
Price 11 1051.00 23 August 2005
Price 12 1219.00 04 October 2005
Price 13 1261.00 15 December 2005
Price 14 1181.00 10 March 2006
Price 15 1187.00 25 July 2006
Source: HSBC

Issuer & Analyst disclosures

None of the below disclosures applies to any of the stocks featured in this report.

1

W B W

e}

9

10

HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months.

HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next
3 months.

At the time of publication of this report, HSBC is a market maker in securities issued by this company.

As of 30 June 2006 HSBC beneficially owned 1% or more of a class of common equity securities of this company.

As of 31 May 2006, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of investment banking services.

As of 31 May 2006, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of non-investment banking-securities related services.

As of 31 May 2006, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of non-securities services.

A covering analyst/s has received compensation from this company in the past 12 months.

A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as
detailed below.

A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this
company, as detailed below.

Analysts are paid in part by reference to the profitability of HSBC which includes investment banking revenues.

For disclosures in respect of any company other than the primary subject(s) of this research, please see the most recently
published report on that company available at www.hsbcnet.com/research.
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The following analyst(s), who is(are) primarily responsible for this report, certifies(y) that the views expressed herein
accurately reflect their personal view(s) about the subject security(ies) and issuer(s) and that no part of their compensation was,
is or will be directly or indirectly related to the specific recommendation(s) or views contained in this research report: Henik
Fung and Vishwas Katela

* HSBC Legal Entities are listed in the Disclaimer below.

Additional disclosures

1 This report is dated as at 26 July 2006.

2 All market data included in this report is dated as at close 25 July 2006, unless otherwise indicated in the report.

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC’s analysts and its other staff who are involved in the preparation and dissemination of Research
operate and have a management reporting line independent of HSBC’s Investment Banking business. Chinese Wall
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or
price sensitive information is handled in an appropriate manner.
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Disclaimer

*Legal entities as at 23 November 2005 Issuer of report

HSBC Bank Middle East Limited, Dubai; The Hongkong and Shanghai Banking Corporation Registered Office

Limited, Hong Kong; HSBC Securities (Asia) Limited, Taipei Branch; HSBC Securities (Canada) .

Inc, Toronto; HSBC Securities (France), Paris; HSBC Trinkaus & Burkhardt KGaA, Dusseldorf; 52/60 Mahatma Gandhi Road
HSBC Securities and Capital Markets (India) Private Limited, Mumbai; HSBC Securities Fort, Mumbai 400 001, India
(Japan) Limited, Tokyo; HSBC Securities Egypt S.A.E., Cairo; HSBC Investment Bank Asia Telephone: +91 22 2267 4921
Limited, Beijing Representative Office; HSBC Securities Polska S.A., Warsaw; The Hongkong Fax: +91 22 2263 1983

and Shanghai Banking Corporation Limited Singapore branch; HSBC Securities (South Africa)
(Pty) Ltd, Johannesburg; HSBC Pantelakis Securities S.A., Athens; HSBC Bank plc, London,
Madrid, Milan, Stockholm, Tel Aviv, HSBC Securities (USA) Inc, New York; HSBC Yatirim
Menkul Degerler A.S., Istanbul; HSBC Stockbroking (Australia) Pty Limited.

This document has been issued by HSBC Securities and Capital Markets (India) Private Limited ("HSBC") for the information of its
customers only. HSBC Securities and Capital Markets (India) Private Limited is regulated by the Securities and Exchange Board of India. If it
is received by a customer of an affiliate of HSBC, its provision to the recipient is subject to the terms of business in place between the
recipient and such affiliate. This document is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or
subscribe for any investment. HSBC has based this document on information obtained from sources it believes to be reliable but which it has
not independently verified; HSBC makes no guarantee, representation or warranty and accepts no responsibility or liability as to its accuracy
or completeness. Expressions of opinion are those of the Research Division of HSBC only and are subject to change without notice. HSBC
and its affiliates and/or their officers, directors and employees may have positions in any securities mentioned in this document (or in any
related investment) and may from time to time add to or dispose of any such securities (or investment). HSBC and its affiliates may act as
market maker or have assumed an underwriting commitment in the securities of companies discussed in this document (or in related
investments), may sell them to or buy them from customers on a principal basis and may also perform or seek to perform investment banking
or underwriting services for or relating to those companies and may also be represented in the supervisory board or any other committee of
those companies. The information and opinions contained within the research reports are based upon publicly available information and rates
of taxation applicable at the time of publication which are subject to change from time to time. Past performance is not necessarily a guide to
future performance. The value of any investment or income may go down as well as up and you may not get back the full amount invested.
Where an investment is denominated in a currency other than the local currency of the recipient of the research report, changes in the
exchange rates may have an adverse effect on the value, price or income of that investment. In case of investments for which there is no
recognised market it may be difficult for investors to sell their investments or to obtain reliable information about its value or the extent of the
risk to which it is exposed. In the UK this report may only be distributed to persons of a kind described in Article 19(5) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2001. The protections afforded by the UK regulatory regime are available only to
those dealing with a representative of HSBC Bank plc in the UK. It may be distributed in the United States solely to "major US institutional
investors" (as defined in Rule 15a-6 of the US Securities Exchange Act of 1934 (as amended)); such recipients should note that any
transactions effected on their behalf will be undertaken through HSBC Securities (USA) Inc. in the United States. Note, however, that HSBC
Securities (USA) Inc. is not distributing this report, has not contributed to or participated in its preparation, and does not take responsibility
for its contents. In Australia, this publication has been distributed by HSBC Stockbroking (Australia) Pty Limited (ABN 60 007 114 605) for
the general information of its “wholesale” customers (as defined in the Corporations Act 2001). It makes no representations that the products
or services mentioned in this document are available to persons in Australia or are necessarily suitable for any particular person or appropriate
in accordance with local law. No consideration has been given to the particular investment objectives, financial situation or particular needs of
any recipient. In Japan, this publication has been distributed by HSBC Securities (Japan) Limited. In Hong Kong, this document has been
distributed by The Hongkong and Shanghai Banking Corporation Limited in the conduct of its Hong Kong regulated business for the
information of its institutional and professional customers; it is not intended for and should not be distributed to retail customers. The
Hongkong and Shanghai Banking Corporation Limited makes no representations that the products or services mentioned in this document are
available to persons in Hong Kong or are necessarily suitable for any particular person or appropriate in accordance with local law. All
inquiries by such recipients must be directed to The Hongkong and Shanghai Banking Corporation Limited. (121105)

© Copyright. HSBC Securities and Capital Markets (India) Private Limited 2006, ALL RIGHTS RESERVED. No part of this publication
may be reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying,
recording, or otherwise, without the prior written permission of HSBC Securities and Capital Markets (India) Private Limited. (March 2005)
MICA (P) 185/08/2005

Website: www.hsbcnet.com/research
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