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India has 26 sedimentary basins: 16 onland, 7 across onland/offshore, and 3 entirely

offshore. Unfortunately, only 7 of these have proven reserves and are under production

medium term with exploratory wells accounting for only 17%/30% of onshore/offshore
wells in FY25 vs. nearly half, 2 decades back.

The primary reason for low offshore drilling has been high costs. While onland drilling
costs from a few million to USD25mn, deepwater may cost as high as USD150mn per
well. To encourage Indian companies to up their ante toward energy security, the
government has recently laid out an investment of INR841bn to be spent by FY31under
a new scheme- Samudra Manthan. This has been termed as Phase |, which suggests
possibility of similar initiatives in future. Our research highlights a similar framework
that Brazil brought out for monetization of its costly pre-salt discoveries. How
successful would Samudra Manthan be, it is difficult to fathom now, but positive
developments could rerate the upstream companies — ONGC and OINL — and create
long-term wealth.

Samudra Manthan - Strengthening energy security: Currently, India's import
dependence stands at 87% for oil and 53% for natural gas. With demand for petroleum
products expected to grow at 3-4%, unless we ramp up our oil and gas production
rapidly, our dependence would stand at 91%/65% for oil/ gas by 2035. As a result, the
government has announced INR841bn Samudra Manthan primarily for offshore

upstream exploration and development.

Brazil's framework for pre-salt monetization provided a similar boost: First commercial
discovery in Brazil was made in 2006 and the first well incurred an investment of

USD240mn and took over a year for drilling. As a result, the government came out with

a separate framework just to encourage monetization of pre-salt discoveries in 2010.
The rest, as they say, is history — pre-salt accounted for ~80% of total oil and gas

production of the country by 2025.

Will it benefit upstream companies: Samudra Manthan would definitely help both
ONGC and OINL in the long run. However, it may be noted that ~67% of ONGC's total
production comes from fields that are witnessing structural decline in production. Thus,
only time would tell whether the scheme would result in any growth. We highlight both
ONGC and OINL as potential long-term investment bets, should the scheme result in

overall growth in production.
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Not much to show and tell in domestic E&P
Largely unexplored sedimentary basins

India has a total of 26 sedimentary basins spread across 3.4mn sq km. Out of these, 16 are onland, 7 are both
onland and offshore, while 3 are entirely offshore. Area wise, offshore accounts for 51%. So far, only 7 out of total
26 sedimentary basins are classified in Category | (with proven reserves and under production). Area wise,

Category | accounts for only 30% of the total basinal area.

Exhibit 1: Sedimentary basins in India
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Limited focus on offshore exploration

Although industry standards vary significantly, an onland well may cost up to USD25mn, while an offshore well
may cost up to USD50mn, and a deep-water well may cost USD150mn. Considering the high cost as well as the
technology involved, drilling in India appears to have been restricted mainly toward onland basins. During FYO6-
25, onland wells (exploratory and development) drilled per year nearly doubled to 608 in FY25. However, drilling

of offshore wells per year has broadly remained in the 110-130 wells per year band.

Out of these too, focus is on short-medium term production. Exploratory wells accounted for 47.5% of onland
and offshore wells drilled in FYO6. However, by FY25, exploratory wells have slowed down to merely 17% of
onland total wells and 30% of total offshore wells, suggesting that long-term production growth could suffer

even more.

Exhibit 2: Onland wells drilled per year
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Exhibit 3: Offshore wells drilled per year — No improvement over last 2 decades
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Exhibit 4: Onshore: Decreasing exploratory wells (% of total)

Exhibit 5: Offshore: Decreasing exploratory wells (% of total)
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Continuous thrust on exploration

A long series of upstream policies have been introduced over the past few decades. Post National Exploration
Licensing Policy (NELP) Round IX in 2010, the government shifted toward revenue sharing contracts with

introduction of Discovered Small Fields (2015) and Hydrocarbon Exploration and Licensing Policy (HELP) in 2016.

Exhibit 6: Various exploration regimes in India
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Import dependence keeps rising at an alarming pace

India’s import dependence has risen from 47%/0% in 1990 to 87%/53% in 2025 for oil/ gas. Although we are a
net exporter of petroleum products now and our gas consumption has also risen with larger spread of pipeline
infrastructure, import dependence has been a cause of worry. Concerns are not only on account of price volatility
but also from the point of view of availability given ongoing geopolitical issues and ever-changing alliances,

which can put India on a backfoot in times of crisis.

PL Research is also available on www.plindia.com, Bloomberg, Thomson Reuters and Factset Institutional Equities | 5
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Exhibit 7: Import dependence for oil at 87% in 2025 Exhibit 8: Import dependence for gas at 53% in 2025
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Samudra Manthan comes at an opportune time
Specifically for offshore

Disruptions in the Middle East since Feb26 have kept all oil and gas importing nations on the edge. That,
combined with ever changing political alliances, puts India at dual risk of price volatility and lack of access, which
can be catastrophic. While basins such as Krishna-Godavari, Cauvery, Mahanadi and Andaman region have long
been identified as prospective areas, the newly introduced Samudra Manthan scheme aims to provide an

additional policy push to offshore exploration and production.

Considering the high cost of drilling deep-water wells, a key offering is to provide 50% financial support for the

drilling, subject to a limit INR6.8bn per well.

Exhibit 9: Samudra Manthan focusses only on offshore with INR841bn outlay in Phase | by FY31

Component Activity Outlay (INR bn)
2D seismic data acquisition for
ST 120
basin-wide coverage
Offshore data acquisition 3D seismic c_iata acquisition (and 125
other techniques)
NDR data re-processing and Al
; : 40
tools implementation
Offshore exploration acceleration 432
X . X Infrastructure-led deepwater 100
Offshore exploration and infrastructure-led production production and exploration
Development of oil and gas
- h 20
manufacturing and services zones
Monitoring & support activities 4
Total 841

Source: DGH, PL

Brazil pre-salt offers valuable insights

Brazil discovered its first large-size commercial pre-salt discovery in 2006. It took USD240mn and more than a
year to drill the first well. As a result of high cost, the government came up with a framework to boost investments
in pre-salt discoveries in 2010. Most notable was to shift from concessionary regime to production sharing
regime. Under the older concessionary scheme, the risk of investing was entirely with the exploration company
along with signature bonus being a part of bidding criterion. However, under the production sharing regime,
Petrobras was given the right of first refusal along with minimum 30% stake if it decided to explore. Along with
that, the government decided upon production sharing post cost recovery as a criterion. This substantially

reduced the risk and resulted in successful investments in the pre-salt polygon.

Over the years, this has resulted in pre-salt accounting for as much as 80% of Brazil's total oil production and

78% of total gas production by 2025.

PL Research is also available on www.plindia.com, Bloomberg, Thomson Reuters and Factset Institutional Equities | 7
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Exhibit 10: Oil production: Pre-salt has risen to 80% of total

Exhibit 11: Gas production: Pre-salt has risen to 78% of total
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However, has Petrobras benefitted?

Oil and gas production volume for Petrobras grew by CAGR of 1.8% for oil and 3.7% for gas over 2005-25 from
its own and net interest contribution of fields in Brazil. While some may argue that the growth is not that
phenomenal, one may remember that just like ONGC, some of the fields of Petrobras would also be witnessing
natural decline. Overall, 2 decades of growth does prove that the framework for pre-salt polygon has benefited

the company immensely.

Exhibit 12: Oil/ production of Petrobras logs 1.8%/ 3.5% CAGR during 2005-25
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ONGC and Oil India may benefit in the long term
ONGC: Mumbai offshore accounts for ~60% of total domestic production

Out of 20.9mmt produced from domestic fields, including JV interests, in FY25, Western Offshore accounted
for 12.4mmt or ~60%. Similarly, out of total own domestic gas production, 72% came from Western Offshore.
The first production from Western Offshore commenced way back in 1976, although certain parts of the basin
may have commenced production much later. Normally, a field starts showing natural decline after 4-5 years of
peak production, which may be extended by another 4-5 years through secondary/tertiary recovery techniques
followed by continuous decline each year. To ONGC's credit, it has been able to arrest the decline to lower single
digits in FY25.

However, as most other fields have also been under production since ages, despite commencement of
production from KG-DWN-98/2 and Daman, overall production continues to decline. Over the last decade (FY17-
26), ONGC's oil production from own domestic fields has declined by 1.5% CAGR and gas has declined by 1.4%
CAGR.

Exhibit 13: ONGC's basin-wise oil production (nomination fields; mmt)
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Exhibit 14: ONGC's basin-wise gas production (nomination fields, bcm)
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Exhibit 15: ONGC's decadal oil/gas production from own domestic fields

OINL Standalone Oil and Gas production (ex JV)
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Qil India: Assam-Arakan commenced production in 1886

Rajasthan field of OINL commenced production from 2009. All other fields of OINL commenced production
much earlier. However, these would also have certain parts that came into production much later. Overall, OINL's

domestic oil production from own fields has witnessed 0.6% CAGR, while gas has witnessed 0.9% CAGR over

FY17-26.
Exhibit 16: OINL basin-wise oil production (nomination fields, mmt) Exhibit 17: OINL basin-wise gas production (nomination fields, bcm)
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Exhibit 18: OINL oil/gas production from own domestic fields

ONGC Standalone Oil and Gas production (ex JV)
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Will Samudra Manthan drive long-term growth?

Substantial new production required for overall growth

If we extrapolate the past 5 years’ decline to next 5 years, ONGC would require additional production of

1.9mmtpa in 5 years to register 5% volume growth. Oil India anyway is expected to grow its oil production from

3.5mmtpain FY26 to 4.0mmt in FY27 and 4.2mmt by FY29. Gas production is also expected to grow from 3.2bcm

to 3.8bcm and 5.0bcm over longer term once NRL's expansion gets commissioned and North-East Gas Grid

becomes operational. For another 5% growth over long-term growth, Oil India would require 0.2mmtpa and

0.3bcm of new production.

Exhibit 19: ONGC sensitivity to volume growth of 5%

ONGC FY28 Standalone Base case
Oil production (mmt) 20.8
Gas production (bcm) 20.8
EBITDA (INR bn) 882.3
EPS (INR/share) 31.2

Source: Company, PL

Exhibit 20: OINL sensitivity to volume growth of 5%

OINL FY28 Standalone Base case
Qil production (mmt) 4.0
Gas production (bcm) 35
EBITDA (INR bn) 120.7
EPS (INR/share) 53.4

Source: Company, PL

Valuation and recommendation

Vol up 5% Change (%)
21.8
21.8
909.3 3.1%
322 33%
Vol up 5% Change (%)
4.2
3.6
129.5 7.3%
571 6.9%

We currently have ‘Accumulate’ rating on ONGC and OINL. We value ONGC's standalone business at 8x FY28E

EPS and add INR63/share for the value of its listed investments, arriving at TP of INR273/share. For Qil India, we

value the standalone business at 10x FY28E EPS and add INR109/share for the value of its investments in NRL

and other JVs, arriving at TP of INR511/share.

A successful outcome from the upcoming Samudra Manthan initiative could provide a potential long-term re-

rating catalyst for both ONGC and Oil India, with meaningful discoveries offering upside to our current estimates

and valuations.

PL Research is also available on www.plindia.com, Bloomberg, Thomson Reuters and Factset

Institutional Equities | 12
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2 Bharat Petroleum Corporation
3 Bharti Airtel

4 Clean Science and Technology
5 Deepak Nitrite

6 Fine Organic Industries

7 GAIL (India)

8 Gujarat Energy

9 Gujarat Fluorochemicals

10 Hindustan Petroleum Corporation
1 Indian Oil Corporation

12 Indraprastha Gas

13 Jubilant Ingrevia

14 Laxmi Organic Industries

15 Mahanagar Gas

16 Mangalore Refinery & Petrochemicals
17 Navin Fluorine International

18 NOCIL

19 Oil & Natural Gas Corporation
20 Oil India

21 Petronet LNG

22 Reliance Industries

23 SRF

24 Sudeep Pharma

25 Vinati Organics
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subject issuer(s) or securities. We also certify
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recommendation(s) or view(s) in this report.
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The research analysts, with respect to each
issuer and its securities covered by them in
this research report, certify that: All of the
views expressed in this research report
accurately reflect his or her or their personal
views about all of the issuers and their
securities; and No part of his or her or their
compensation was, is or will be directly related
to the specific recommendation or views
expressed in this research report.
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DISCLAIMER

Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL") is engaged in the business of Stock Broking, Portfolio
Manager, Depository Participant and distribution for third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory
Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking, investment banking, financial services
(margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not
for circulation. This document is not to be reported or copied or made available to others without prior permission of PL. It should not
be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not
independently verified the accuracy or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees
accepts any responsibility of whatsoever nature for the information, statements and opinion given, made available or expressed herein
or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of
investments can go down as well. The suitability or otherwise of any investments will depend upon the recipients particular
circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make
market, act as principal or engage in transactions of securities of companies referred to in this report and they may have used the
research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.
PL is a registered with SEBI under the SEBI (Research Analysts) Regulation, 2014 and having registration number INHOO0000271.

PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis
activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the
research report.

PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities
of the subject company at the end of the month immediately preceding the date of publication of the research report.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months
or mandated by the subject company for any other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the
subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking
or brokerage services from the subject company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection
with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report.

PL or its analysts did not receive any compensation or other benefits from the subject Company or third party in connection with the
preparation of the research report.

PL or its Research Analysts do not have any material conflict of interest at the time of publication of this report.

It is confirmed that Mr. Swarnendu Bhushan IIT, MBA Finance, Mr. Indrakumar Gupta MBA Finance Research Analysts of this report have
not received any compensation from the companies mentioned in the report in the preceding twelve months Compensation of our
Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts 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.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts
have not engaged in market making activity for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to
our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses
may make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you
should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the
securities of the subject company 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 subject company or act as an advisor or lender/borrower to
the subject company or may have any other potential conflict of interests with respect to any recommendation and other related
information and opinions.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance
of returns to investors

US Clients

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the
research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not
associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-
dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules
or regulations regarding, among other things, communications with a subject company, public appearances and trading securities held
by a research analyst account.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-
6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange
Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above,
then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or
transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in
order to conduct certain business with Major Institutional Investors, Prabhudas Lilladher Pvt. Ltd. has entered into an agreement with a
U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker
dealer.
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