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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 1.2 -3.0 36.6 37.8

Relative -0.2 -10.3 7.1 -4.9

to Sensex

Price target: Rs670

Market cap: Rs36,432 cr

52 week high/low: Rs633/415

NSE volume: 3.2 lakh
(no. of shares)

BSE code: 533106

NSE code: OIL

Sharekhan code: OIL

Free float: 19.5 cr
(no. of shares)

Key points

� With gradual deregulation of diesel prices (the under-recovery has come down

from Rs8/litre to Rs1.8/litre in the last one year due to regular price hikes)

and weaker crude oil prices, the overall oil subsidy bill for the country is

expected to reduce significantly from Rs140,000 crore in FY2014 to around

Rs80,000 crore in FY2016.

� Against the backdrop of the changing dynamics, news reports suggest that the

government is looking at modifying the subsidy sharing mechanism and could

propose an equal sharing of the oil subsidy burden between the government

and the upstream companies (ONGC, OIL, GAIL) which is higher than the current

formula. However, on the positive side it proposes to relieve the subsidy burden

of the upstream companies to the extent of the Oil Industry Development cess

paid by them on nominated fields.

� In case of a bullish outcome, we believe if the proposal is accepted the net

subsidy burden of the upstream companies will come down by another 20%

over our base assumption. Consequently, the earnings estimates and price target

could get upgraded by close to 15% (the existing price target is Rs670). However,

the proposal has still not been formalised and might not be implemented in its

true spirit (going by the past experience). Thus, we maintain our price target

of Rs670 with a Buy rating on the stock.

Oil India Reco: Buy

Stock Update

Lower subsidy burden bodes well CMP: Rs606

investor’s eye stock update

Valuations

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Net sales (Rs cr) 9,863 9,948 9,613 11,200 12,625

Growth (%) 18.5 0.9 -3.4 16.5 12.7

EBDITA (Rs cr) 4,026 4,345 4,028 4,880 5,876

EBDITA margin (%) 40.8 43.7 41.9 43.6 46.5

Adjusted PAT (Rs cr) 3,446 3,616 2,981 3,552 4,267

Growth (%) 19.3 4.9 -17.6 19.2 20.1

EPS diluted (Rs) 54.8 60.2 49.6 59.1 71.0

PE (x) 11.1 10.1 12.2 10.3 8.5

P/BV (x) 2.1 1.9 1.8 1.6 1.5

EV/EBDITA (x) 5.7 5.4 5.8 4.6 3.6

EV/sales (x) 2.3 2.4 2.4 2.0 1.7

Div yield (%) 3.1 5.0 3.3 3.9 4.7

RoE (%) 19.8 19.6 14.9 16.4 18.0

RoCE (%) 27.0 26.4 16.8 17.8 19.9
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BRENT CRUDE

investor’s eye stock update

Oil subsidy to drop sharply by 2016; substantial benefit

for PSU upstream companies

The oil subsidy bill of India is expected to come down

significantly in the next two years, primarily on account

of the gradual deregulation of diesel prices. The average

under-recovery on diesel has come down from Rs8/litre

in the last year to below Rs2/litre now, with regular

monthly price revision of 0.5 pasie per litre. Moreover,

weaker crude oil prices would keep the oil subsidy bill

lower. Consequently, we expect the overall oil subsidy of

the country to drop sharply from Rs140,000 crore in FY2014

to around Rs80,000 crore in FY2016.

Subsidy burden sharing Rs cr

Particulars FY12 FY13 FY14 FY15E FY16E

Diesel 81,192 92,061 62,837 29,693 4,158

Petrol

LPG 29,997 39,558 46,458 34,117 34,392

Kerosene 27,352 29,410 30,574 39,936 41,933

Total under 138,541 161,029 139,869 103,746 80,483
recovery

Growth (%) 77 16 -13 -26 -22

Sharing of under-recovery

Upstream cos 55,001 60,000 67,021 51,873 40,241

Sharing in % 40 37 48 50 50

Government 83,500 100,000 70,772 51,873 40,241

Sharing in % 60 62 51 50 50

Absorbed by OMCs 41 1,029 2,076 0 0

Sharing in % 0 1 1 0 0

Burden sharing among upstream cos

ONGC 44,466 49,421 56,384 43,625 33,843

Sharing in % 81 82 84 84 84

GAIL 3,183 2,687 1,900 1,504 1,167

Sharing in % 6 4 3 3 3

OIL 7,352 7,892 8,737 6,743 5,231

Sharing in % 13 13 13 13 13

Total under- 55,001 60,000 67,021 51,873 40,241
recovery on upstream cos

Proposed amendment in sharing mechanism to reduce

net subsidy burden of ONGC and OIL further

In addition to the positive development of a declining

subsidy burden, yesterday the petroleum ministry

proposed a change in the subsidy burden sharing

mechanism. It has proposed an equal sharing of the oil

subsidy burden between the government and the upstream

companies. Further, it has also proposed to relieve the

subsidy burden of the upstream companies to the extent

of the Oil Industry Development (OID) cess paid by them

on nominated fields. Therefore, the net subsidy burden

of the upstream companies should come down

substantially.

Oil and Natural Gas Corporation (ONGC) and Oil India Ltd

(OIL) pay over Rs4,500 crore per tonne as cess on crude

oil production apart from the 20% royalty paid to states

on the pre-discounted price of crude oil which adds to

their burden. We expect the gross under-recoveries on

subsidised sales of petroleum products to be little above

Rs1,00,000 crore in FY2015 and around Rs80,000 crore in

FY2016. According to the proposed changes in the subsidy

sharing mechanism, the upstream companies would bear

50% burden, which translates to around Rs51,000 crore in

FY2015 and Rs40,000 crore in FY2016. If OID cess

adjustment is allowed as proposed, the net subsidy burden

of the upstream companies would come down by around

Rs10,000 crore per year, effectively becoming lower by

20% from the base assumption.

The new subsidy sharing mechanism would be placed

before the cabinet soon for its approval along with the

other proposal to decontrol diesel prices once the Rs1.78

per litre under-recovery on the fuel is eliminated.

View

If the above mentioned proposal is implemented, the net

subsidy burden of ONGC and OIL would come down further,

but there are also apprehensions in the street that the

government may pass a higher burden (of more than 50%)

to the upstream companies in order to meet its annual

fiscal deficit target. Hence, we have run a sensitivity

analysis to assess the potential impact on the earnings of

OIL. In case of the inclusion of OID in the gross subsidy of

the upstream companies, the earnings of OIL would be

positively affected by about 15%. However, we retain our

earnings estimate and price target of Rs670 as of now

and await further clarity on the proposal.

Crude price ($/barrel)



4Sharekhan Home NextAugust 27, 2014

Sensitivity analysis

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Government 50%; upstream cos 48% and OMCs ~ 2%

ONGC  44,466  49,421  56,384  41,880  32,489

Gail  3,183  2,687  1,900  1,444  1,120

OIL  7,352  7,892  8,737  6,474  5,022

Total  55,001  60,000  67,021  49,798  38,632

Government 45%; upstream cos 55% and OMCs ~ 0%

ONGC  44,466  49,421  56,384  47,988  37,227

Gail  3,183  2,687  1,900  1,655  1,284

OIL  7,352  7,892  8,737  7,418  5,755

Total  55,001  60,000  67,021  57,060  44,265

Government 40%; upstream cos 60% and OMCs ~ 0%

ONGC  44,466  49,421  56,384  52,350  40,612

Gail  3,183  2,687  1,900  1,805  1,400

OIL  7,352  7,892  8,737  8,092  6,278

Total  55,001  60,000  67,021  62,247  48,290

investor’s eye stock update

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute -6.6 24.2 97.9 177.4

Relative -7.9 14.9 55.1 91.3

to Sensex

Key points

� In Q1FY2015 Pratibha Industries Ltd (PIL)’s revenue growth was led by higher

execution of projects during the quarter and supported by better margins. A

higher other income and relatively lower interest expense (down 4% QoQ) led

to a 23% Y-o-Y growth in the earnings.

� The company’s growth prospects seem to have revived on the back of an

improvement in execution, better OPM and control on interest expenses. A

healthy order book of Rs7,600 crore provides revenue visibility for the next

2.0-2.5 years. We estimate the earnings of the company would grow 2.6x over

FY2014-16 driven by the factors mentioned above.

� We have revised our estimates upwards while assigning a higher P/E multiple

with signs of improvement in the operating performance of the company.

Consequently, we have revised our price target upwards to Rs65 and upgraded

the stock to Buy.

investor’s eye stock update

Results Rs cr

Particulars Q1FY2015 Q1FY2014 Y-o-Y % Q4FY2014 Q-o-Q %

Net sales 690.7 552.3 25.1 620.2 11.4

Cost of work done 491.2 364.3 34.8 417.2 17.7

Staff costs 41.5 38.6 7.4 43.8 -5.4

Other expenditure 64.8 76.4 -15.2 76.7 -15.5

Total operating expenses 597.4 479.3 24.7 537.6 11.1

Operating profit 93.3 73.0 27.8 82.6 13.0

Other income 10.2 7.3 40.0 10.5 -2.5

Depreciation 13.0 9.6 36.2 12.7 2.6

Interest 66.0 51.8 27.4 69.1 -4.5

PBT 24.5 18.9 29.4 11.2 117.9

Prior period income/expenses 7.3 14.7 -2.5

Taxes 6.1 4.0 52.0 7.6 -19.5

RPAT 11.0 0.2 6586.7 6.1 81.2

One-time items 7.3 14.7 -2.5

APAT 18.3 14.9 23.2 3.6 409.3

Margin (%)

OPM 13.5 13.2 29BPS 13.3 19BPS

NPM 2.7 2.7 -4BPS 0.6 207BPS

Effective tax rate 35.8 21.4 1440BPS 68.0 -3218BPS

Pratibha Industries Reco: Buy

Stock Update

Operations improving; upgraded to Buy, price target revised to Rs65 CMP: Rs53

Price target: Rs65

Market cap: Rs534 cr

52 week high/low: Rs67/17

NSE volume: 6.4 lakh
(no. of shares)

BSE code: 532718

NSE code: PRATIBHA

Sharekhan code: PRATIBHA

Free float: 5.4 cr
(no. of shares)
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investor’s eye stock update

Valuations (consolidated)

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Net sales (Rs cr) 1,664.6 2,157.5 2,283.6 2,706.9 3,142.5

Growth Y-o-Y ( %) 31.3 29.6 5.8 18.5 16.1

EBITDA (Rs cr) 218.1 284.1 303.4 366.1 432.4

Margin (%) 13.1 13.2 13.3 13.5 13.8

Adjusted net profit (Rs cr) 81.1 82.7 39.0 54.0 102.9

Growth Y-o-Y ( %) 13.5 2.0 (52.8) 38.2 90.7

Shares in issue (cr) 9.9 10.1 10.1 10.1 10.1

EPS (Rs) 8.2 8.2 3.9 5.3 10.2

Growth Y-o-Y ( %) 13.5 0.4 (52.8) 38.2 90.7

PER (x) 6.5 6.4 13.7 9.9 5.2

Book value (Rs) 56.1 62.6 63.9 68.1 77.8

P/BV (Rs) 0.9 0.8 0.8 0.8 0.7

EV/EBIDTA (x) 6.1 6.7 7.9 6.3 5.7

RoCE (%) 17.5 14.5 12.2 13.4 15.4

RoNW (%) 15.6 13.9 6.1 8.1 14.0

Revenues grew at 25.1% but PAT declined due to interest

burden in Q4FY2014

The consolidated revenues of PIL rose by 25.1% year on

year (YoY) to Rs690.7 crore in Q1FY2015. The reported net

profit during the quarter stood at Rs11.0 crore as against

Rs0.2 crore during Q1FY2014. During the quarter, the

depreciation charge increased by 36.2% YoY to Rs13.0 crore

and the interest expense increased by 27.4% YoY to Rs66.0

crore (adjusted for a foreign exchange [forex] fluctuation

gain of Rs7.3 crore). Adjusting for the forex gain, the profit

after tax (PAT) grew by 23.2% YoY to Rs18.3 crore.

Order inflow remains muted

The company did not witness any order inflow during

Q1FY2015 (as against a healthy order inflow in FY2014

amounting to Rs3,332 crore) possibly due to the consolidation

of the business operations and focus on executing existing

orders rather than securing new orders. Its current order

book stands at about Rs7,600 crore (3.3x its FY2014 revenues)

which provides strong revenue visibility. We believe the

strong order backlog can materialise into a better earnings

growth in FY2015 and FY2016.

Upgrade to Buy with a revised price target of Rs65

We were concerned about the elongated working capital

cycle and the alarming rise in the debt/equity ratio of

PIL. However, we see signs of improvement in execution

and expect an improvement in the margins over the next

couple of years. Additionally, its interest expense

registered a 4% decline quarter on quarter which points

to an improvement in working capital management of the

company. We believe the revenues and operating profit

will grow at a compounded annual growth rate of 17%

and 19% respectively over FY2014-16; the earnings are

likely to grow 2.6x. Consequently, we have revised our

price target to Rs65 and upgraded the stock to Buy.

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Automobiles

Apollo Tyres
Ashok Leyland
Bajaj Auto
Gabriel India
M&M
Maruti Suzuki India
TVS Motor Company

Banks & Finance

Allahabad Bank
Andhra Bank
Axis (UTI) Bank
Bajaj Finserv
Bajaj Finance
Bank of Baroda
Bank of India
Capital First
Corp Bank
Federal Bank
HDFC
HDFC Bank
ICICI Bank
IDBI Bank
LIC Housing Finance
Punjab National Bank
PTC India Financial Services
SBI
Union Bank of India
Yes Bank

Consumer goods

Bajaj Corp
GSK Consumers
Godrej Consumer Products
Hindustan Unilever
ITC
Jyothy Laboratories
Marico
Mcleod Russel India
TGBL (Tata Tea)
Zydus Wellness

IT / IT services

CMC
Firstsource Solutions
HCL Technologies
Infosys
NIIT Technologies
Persistent Systems
Tata Consultancy Services
Wipro

Capital goods / Power

Bharat Heavy Electricals
CESC
Crompton Greaves
Finolex Cables
Greaves Cotton
Kalpataru Power Transmission
PTC India
Thermax
V-Guard Industries

Infrastructure / Real estate

Gayatri Projects

ITNL

IRB Infra

Jaiprakash Associates

Larsen & Toubro

Pratibha Industries

Punj Lloyd

Oil & gas

Oil India

Reliance Ind

Selan Exploration Technology

Pharmaceuticals

Aurobindo Pharma

Cadila Healthcare

Cipla

Dishman Pharma

Divi's Labs

JB Chemicals & Pharmaceuticals

Glenmark Pharmaceuticals 

Ipca Laboratories

Lupin

Sun Pharmaceutical Industries

Torrent Pharma

Agri-Inputs

UPL

Building materials

Grasim

Orient Paper and Industries

Shree Cement

The Ramco Cements

UltraTech Cement

Discretionary consumption

Eros International Media

Indian Hotel Company

KKCL

Raymond

Relaxo Footwears

Speciality Restaurants

Sun TV Network

Zee Entertainment Enterprises

Diversified / Miscellaneous
Aditya Birla Nuvo
Bajaj Holdings
Bharti Airtel
Bharat Electronics
Gateway Distriparks
Max India

Ratnamani Metals and Tubes
Supreme Industries
Technocraft Industries (India)

To know more about our products and services click here.




