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Oil & Gas

Sector Update

Retail price hikes ease subsidy concerns

Quick Pointers:
®  Retail price hikes ease policy overhang

"  Upstream companies better placed given geopolitical concerns which will keep
commodity prices at elevated levels.

Retail fuel prices are increased by Rs10/litre since 22" March to compensate
for rising marketing losses due to 1) high crude oil prices and 2) unchanged
prices due to state elections. Despite hikes, current marketing losses are at
~Rs8/6litre for diesel and petrol. Fuel price hikes have eased concerns of
policy overhang about subsidy sharing among oil companies given high
marketing losses. Also, ~240mbbls crude oil release from strategic reserves
of US and other countries have softened crude prices. Fuel price hikes along
with softening crude prices will ease concerns of marketing losses. However,
we expect prices to remain stable at current levels due to ongoing
geopolitical tensions. We prefer upstream companies as they will continue to
benefit from high crude oil and gas prices. For OMCs marketing margins will
remain muted in a crude inflationary period despite healthy refining
profitability.

Retail price hikes eases subsidy concerns: Retail fuel prices are increased by
Rs10/litre over last fortnight. This follows months of unchanged fuel prices due to
state elections despite sharp upmove in crude oil prices. Retail price hike removes
an overhang of rising marketing losses being borne by the oil companies- OMCs
and upstream companies. The oil companies have not borne any losses since FY16
due to low crude oil prices and regular increase in retail prices in case of rise in
crude oil prices. Our estimates for the companies’ don’t factor in any subsidy
sharing.

Crude oil price softens as US release supplies and rise in OPEC supplies:
Crude oil prices have come off from recent peaks as US plans to release 1mbpd
supplies from strategic storage for next six months. International Energy Agency
(IEA) expects other developed nations to release 60mbpd. Along with monthly
increase of 0.4mbpd supplies from OPEC countries, this move will prevent crude
prices to flare. However, ongoing geopolitical tensions will keep crude oil prices
range bound at current levels.

Prefer upstream companies: We reiterate our overweight stance on the sector
but prefer upstream companies as they benefit from rising crude oil and gas prices.
GAIL also benefits from high gas trading and LPG realisations. The OMCs will also
benefit from strong GRMs, but marketing margins are likely to come under pressure
in a high crude inflationary environment. We had recently trimmed our marketing
margin assumptions to Rs3.0/3.5/litre for petrol and diesel for FY23/24E (Refer our
recent report). We maintain our estimates on OMCs and upstream companies.
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Exhibit 2: Marketing losses to remain at elevated levels

Exhibit 3: GRMs at healthy levels
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Exhibit 4: Valuation Summary

CMP TP MCap Sales (Rs bn) EBITDA (Rs bn) PAT (Rs bn) EPS (Rs) RoE (%) PE ()

Company Names S/C Rating R Rs) (Rs b

(Rs) (Rs) (Rsbn)  Fyp1 FY22E FY23E FY24E FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY24E
BPCL S BUY 386 416 8074 23016 322192 3,569.9 3,735.7 213.0 2029 179.8 178.7 1205 1285 1246 1288 576 614 595 616 268 223 193 182 6.7 63 65 63
HPCL S BUY 29 349 4224 23300 28735 3,187.0 3,3009 1593 1172 1282 1411 106.6 676 704 753 734 465 485 519 327 175 160 152 40 62 6.0 56
Indian Oil Corporation S  BUY 126 150 1,157.3 3,639.5 54444 6,0075 6,3004 4059 518.3 4386 4753 193.7 2760 2185 2357 211 301 238 257 187 230 164 157 60 42 53 49
Oil India C BUY 237 360 257.3 225.0 3633 4099 4008 570 919 1080 936 415 532 646 578 382 490 596 533 177 206 211 163 62 48 40 45
ONGC S BUY 173 240 211739 3,605.7 4,870.2 5486.8 54953 566.0 846.1 1’0532' 926.8 2436 4902 5405 4349 194 390 430 346 114 181 160 117 89 44 40 50
Source: Company, PL S=Standalone / C=Consolidated
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Analyst Coverage Universe

Company Name TP (Rs) Share Price (Rs)
1 Bharat Petroleum Corporation BUY 416 380
2 GAIL (India) BUY 205 162
3 Guijarat Gas BUY 675 512
4 Hindustan Petroleum Corporation BUY 349 280
5 Indian Oil Corporation BUY 150 122
6 Indraprastha Gas BUY 660 392
7 Mahanagar Gas BUY 1,187 828
8 Oil & Natural Gas Corporation BUY 240 168
9 QOil India BUY 360 237
10 Petronet LNG BUY 356 198
11 Reliance Industries BUY 3,045 2,664

PL’s Recommendation Nomenclature

Buy  >15%
Accumulate : 5%to 15%
Hold : +5%to -5%
Reduce : -5% to -15%
Sell T <-15%
Not Rated (NR) : No specific call on the stock
Under Review (UR) : Rating likely to change shortly
April 7, 2022 4
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ANALYST CERTIFICATION
(Indian Clients)

We/l Mr. Avishek Datta- MBA Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s)
or view(s) in this report.

(US Clients)

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.

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 recipient's 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 INHO00000271.

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 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 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 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. Avishek Datta- MBA 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.

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.

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India | Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209
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