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Oil And Natural Gas Corporation Ltd. 

Company Information 

BSE Code 500312 

NSE Code ONGC 

Bloomberg Code ONGC IN 

ISIN INE213A01029 

Market Cap (Rs. Cr) 3,37,727.97 

Outstanding shares(Cr) 856 

52-wk Hi/Lo (Rs.) 472.0/263.30 

Avg. daily volume (1yr. on NSE) 46,12,071 

Face Value(Rs.) 5.0 

Book Value 201.22 

Company Description 

Incorporated in 1956, ONGC is India’s largest national oil & gas 

company, primarily engaged in the exploration, development and 

production of crude oil and natural gas in both India and 

overseas. The company also has presence in downstream refining 

and marketing segment in India, which operates through its 

subsidiary MRPL with an installed capacity of 15 MMTPA. Recent 

reforms announced by Government in Oil & gas space would 

provide a fillip to ONCG’s future earnings. 

Investment Rationale 

Diesel deregulation- long waited reform comes to play 

Government has announced the long waited reform of diesel 

price deregulation amid declining crude oil price since August 

2014. Diesel deregulation means its prices will now be market 

linked, making the customer pay more when global crude oil 

prices rise and vice versa. Such reform would provide a fillip to 

upstream companies like ONGC, Oil India and Gail, as they share 

50% of fuel subsidies with government. Diesel accounts for 55% 

of total under-recoveries and diesel deregulation would bring 

down the up-stream’s subsidy burden to Rs 527 billion in FY15 

and Rs 487 billion in FY16 from Rs 670 billion in FY14. As ONGC 

accounts for 84% of total upstream distribution, the company 

has to share most of the subsidy burden among all upstream 

companies. Diesel price deregulation came in the wake of lower 

crude price which stood at USD 87 per barrel and Indian crude 

basket is averaging at USD 86/barrel against the earlier 

assumption of USD 100/barrel. It is also expected that 

elimination of the diesel subsidy would lead to a 24% rise in net 

crude oil realization, to USD 58/barrel by FY16, resulting in USD 

700 million annual improvement in Oil companies cash flow over 

FY14-FY20 period. Thus ONGC is the maximum beneficiary of 

ongoing reforms in Oil and Gas sector due to its strong presence 

in the sector. 

October 31, 2014 

Recommendation Buy 

Closing price  Rs. 395 

Target price  Rs. 516 

Potential upside 31% 

Relative performance chart (one year) 

In Rs. Cr. FY13 FY14 FY15E FY16E 

Net Sales 162,403  174,477  192,302  205,416  

Growth (%) 10% 7% 10% 14% 

EBITDA 44,092  49,195  68,336  77,905  

EBITDA Margin (%) 27.1% 28.2% 35.5% 37.9% 

Net Profit 23,994  26,665  31,642  37,291  

PAT Margin (%) 14.8% 15.3% 16.5% 18.2% 

EPS (Rs) 28.31  30.98  36.70  42.99  

Source: Bloomberg  
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Investment Rationale Cont… 

Gas Price Hike 

In a recent move, Indian government has increased the gas price to USD 5.61/mmbtu 

from current USD 4.2/mmbtu based on the modification to the Rangarajan’s 

committee’s suggested formula, which is effective from 1st November 2014. With the 

announcement of the gas price hike, the long awaited overhang on gas price issue 

came to an end. Also premium provided for discoveries in deep-water, ultra-deep 

water etc. would also lure further exploration activities. The gas price hike is a big 

boost for upstream oil companies, though the earlier committee recommendation was 

tad higher than USD 5.61/ mmbtu. The Rangarajan Committee had earlier 

recommended the new pricing norm which was trailing 12-months average of 

weighted price of imported LNG, US Henry hub, UK NBP and JCC, while new formula 

removed the JCC, Henry Hub price and imported LNG cost while included Alberta Gas 

reference price, and consumption of gas in Russia and EU, thus resulted in almost 75% 

lower gas price hike as compared to earlier formula. ONGC, with significant presence 

in the sector hence would be benefited from gas price increase and it is estimated 

that for every USD 1 rise would increase ONGC’s earning per share by Rs 2.5, thus 

provide a fillip to its earnings. The earnings growth would amplify more if the 

company works towards raising its output from 2.4 billion cubic meters (bcm) to 4 bcm 

in the next couple of years. Thus, higher gas price and gradual ramp-up in production 

is likely to drive ONGCs earnings and RoE. 

Venturing into fuel retailing 

With the diesel price deregulation, the sector is again opened for private fuel retailers, 

who refrained from selling diesel price owing to steep difference between market and 

selling price. Such development, lure ONGC to decide on venturing into fuel retailing 

through its listed subsidiary Mangalore Refinery and Petrochemicals Limited (MRPL), 

thus helping the company to garner some market share in fuel retailing market. 

According to the ONGC’s management with the current petrol and diesel prices, it is 

the right time for MRPL to venture into fuel retailing. However, in the meanwhile, 

MRPL already has a blueprint in place to roll out 120 retail outlets in the first phase of 

expansion strategy in the state of Karnataka. MRPL has the approval to set up 500 

retail outlets and its parent company, ONGC, has approvals to set up 1100 retail 

outlets. However, as on date, only 3 outlets are in operation and management 

conveyed that before moving further into the business, company will undergo a retail 

portfolio reassessment and outline the best possible expansion or ramp-up model for 

the outlets. Though entry of private players could intensify the competition, however, 

given ONGC’s strong presence in the sector it could mitigate the price pressure and 

also open up new avenue of revenue generation for ONGC. 

New projects to drive volume growth 

The company has already done with its capex program and as per the company the 

projects such as G1 & GS-15, North Tapti, BHE, SB-14, B-46 are completed. Further the 

development of B-22 cluster, B-46 cluster, C-series, North Tapti, D-1 is ongoing, albeit 

the production from these projects has also commenced. ONGC is envisaging of 

starting 11 additional projects, of which 5 would be commissioned in FY15, 6 in FY16 

and 1 project (development of Vasistha and S-1) in FY17E. The commencing of these 

new projects would ramp up the production, thus propelling the volume growth for 

ONGC. 
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Key Risks  

 High volatility in crude price would increase fuel subsidy burden for ONGCs, thus 

have a direct bearing on earnings growth. 

 Historically, ONGC has failed to meet its annual production target of crude oil 

and natural gas, hence any future slippages could impact overall revenue growth. 

 Company is operating in highly regulated sector, hence any adverse regulation 

imposed by government could be negative for ONGC. 

Outlook & Valuation 

ONGC is a Maharatna PSU company with strong presence in oil and gas space and a 

key beneficiary of ongoing reforms announced by the new government to revive the 

ailing domestic economy. Diesel price deregulation, gas price hike, planning to 

venture into fuel retailing and commencement of new projects are the long term 

triggers for ONGC to outperform the benchmark index. Moreover, domestic LPG 

subsidies should also reduce as the new government is reviving direct benefit 

transfer, thus providing a huge boost for ONGC as the company has to share most of 

the fuel subsidy burden. It is estimated that at current crude oil price, a lower subsidy 

burden would improve ONGC’s net realization to about USD 50-60 per barrel. Even, if 

crude oil prices move higher, with diesel under-recoveries eliminated, ONGC’s net 

realization should improve. Such reforms are Earnings accretive for ONGC and thus we 

provide a positive stance on the scrip with target price of Rs 516 for 12 months 

investment horizon. On valuation front, the scrip is trading at P/E multiple of 9.1x of 

FY16E EPS of Rs 42.99. 

Disclaimer:  
This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Ashika 
Stock Broking Ltd., is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely for your 
information and should not be reproduced or redistributed to any other person in any form. The report is based upon information that we consider 
reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. Ashika Stock Broking Ltd. or any of its affiliates or 
employees shall not be in anyway responsible for any loss or damage that may arise to any person from any inadvertent error in the information 
contained in this report. Ashika Stock Broking Ltd., or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any 
kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular 
purpose, and non-infringement. The recipients of this report should rely on their own investigations. “Ashika Stock Broking Ltd., and/or its affiliates and 
/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report.” 

Status of the New projects 

Project 
No. of 
fields 

Status 

Current/ongoing projects     

G1&GS-15 2 Production commenced 

Development of North 
Tapti, BHE ,SB-14, B-46 

8 Projects completed 

B-22 cluster, B-46 cluster, 
C-series, North Tapti, D-1 

  
Projects ongoing but 
production commenced 

      

New projects     

11 new projects 33 
Estimated capex of Rs 
363bn 

-4 projects 
Expected completion in 
FY15 

-6 projects   
Expected completion in 
FY16 

-1 project (development 
of Vasistha and S-1) 

  
Expected completion in 
FY17 


