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Average Crude Oil price has hardened in the
past couple of months

February $43 / bl
March $47 / bl
April $51 / bl
May (till date)  $54 / bl

OMCs have once again begun reporting
under-recoveries on sale of subsidized petro-
products

Current under-recoveries: Petrol-INR 0.5/1t,
Kerosene INR 12/1t, LPG INR 32 /cylinder

Diesel is still earning surplus of INR 3/It,
however on account of lower benchmark
prices globally

GRMs also remain under pressure

Government unable to pass-on fuel price hike
due to precarious political environment

OMCs’ outperformance over Sensex...
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Our Technical Desk is bullish on crude oil in
near term forecasting $64 /bl in the next
month and $75 per barrel over the next two
months

Based on the above forecast, we believe OMCs’
under recoveries will start mounting in the
near future

New government may not be in a hurry to take

unpopular measure to effect retail fuel price
hike

Fuel price hike imminent to mitigate mounting
under recoveries mentioned above. However,
it could be possible only after new government
takes over the office and gets coalition partners
to agree for a hike.

v

Expect OMC stocks to underperform near
term. These have outperformed the market
over the last six months. We suggest to book
profits on BPCL, HPCL and IOC and go long
on upstream stocks like CAIRN and ONGC
instead.

Likely to give way to upstream players
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After a brief honeymoon with excess recoveries on sale of petrol and diesel, the country’s oil marketing
companies — Indian Oil Corporation (IOC), Hindustan Petroleum Corporation (HPCL) and Bharat
Petroleum Corporation (BPCL) — are back to square one, reporting under-recoveries on the sale of their
subsidized products which include diesel, petrol, kerosene and LPG.

The under recoveries have begun all over again in Petrol due to spurt in crude oil prices. Currently with
crude oil price at $54 per barrel and INR at 49.5/$ Petrol has begun incurring under recovery of INR
0.57/1t. Diesel is still earning surplus of INR 3/1t, however on account of lower benchmark prices globally
and not because of lower crude oil prices as witnessed in the recent past. Consequently they are losing on
diesel cracks on the other hand. They continue to bear under recoveries in Kerosene and LPG currently
being INR 12/1t and INR 32 / cylinder respectively.

The refining margins are also currently pressurized and will continue to be so in medium term. Crude has
hardened in the past couple of weeks and if the spike continues OMCs will be back to square one earning
negative marketing margins along with lower refining margins.

From an over-recovery of as high as Rs 12.35 on a litre of petrol and Rs 2.70 on diesel in December 2008,
the OMCs are back to reporting under-recoveries currently. However, ironically the stocks seem to have
outperformed the market in the same period. We believe next hike in fuel prices cannot be before crude oil
reaches within the range of $66-$70 per barrel.

We suggest to book profits on BPCL, HPCL and IOC and go long on upstream stocks like CAIRN and
ONGC instead on account of regulatory and industry headwinds and expected spurt in crude oil price.
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Important Disclosure

The Research team of Khandwala Securities Limited (KSL) on behalf of itself has prepared the information given and opinions expressed in this
report. The information contained has been obtained from sources believed to be reliable and in good faith, but which may not be verified
independently. While utmost care has been taken in preparing the above report, KSL or its group companies make no guarantee, representation or
warranty, whether express or implied and accepts no responsibility or liability as to its accuracy or completeness of the data being provided. All
investment information and opinion are subject to change without notice. Also, not all customers may receive the material at the same time.

This document is for private circulation and information purposes only. It does not and should not be construed as an offer to buy or sell
securities mentioned herein. KSL shall not be liable for any direct or indirect losses arising from the use thereof and the investors are expected to
use the information contained herein at their own risk. KSL and its affiliates and / or their officers, directors and employees may own or have
positions in any investment mentioned herein or any investment related thereto and from time to time add to or dispose of any such investment.
KSL and its affiliates may act as market maker or have assumed an underwriting position in the securities of companies discussed herein (or
investments related thereto) and 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.

The investments discussed or recommended in this report may not be suitable for all investors. Investors must make their own investment
decisions based on their specific investment objectives and financial position and using such independent advisors, as they believe necessary.
Income from investments may fluctuate. The price or value of the investments, to which this report relates, either directly or indirectly, may fall or
rise against the interest of investors. The value of or income from any investment may be adversely affected by changes in the rates of currency
exchange.

This document is strictly meant for use by the recipient only. None of the material in this report shall be reproduced, resold or re-distributed in
any manner whatsoever without the prior explicit written permission from KSL.
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