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Bharat Petroleum Corporation

31 May 2018

Reuters: BPCL.NS; Bloomberg: BPCL IN
Strong Earnings Despite Weak Adjusted GRM

Bharat Petroleum Corporation or BPCL’s reported earnings of Rs26.7bn for 4QFY18 were up 45.2%
QoQ and 24.7% YoY, 72.5% above our expectation, primarily because of: 1) Increase in crude oil
throughput from 6mmt in 4QFY17 and 7mmt in 3QFY18 to 7.85mmt in 4QFY18. 2) Rise in market sales
(domestic) from 9.26mmt in 4QFY17 and 10.65mmt in 3QFY18 to 10.73mmt in 4QFY18, up 16% YoY
and 1% QoQ. 3) Decline in employee benefit expenses by 33.4% QoQ to Rs9bn in 4QFY18. However,
the rise in earnings was capped on account of: 1) Decline of adjusted gross refining margin or GRM
from US$5.85/bbl in 4QFY17 to US$5.57/bbl in 4QFY18. 2) Interest expenses at Rs2bn rising 49% QoQ
and 10% YoY. 3) Depreciation and amortisation expenses at Rs 7bn rising 41.5% QoQ and 9.4% YoY.

The inability of oil marketing companies or OMCs to increase product prices recently amid a rising
crude oil price environment has raised concerns about the ability of OMCs to hike prices to
compensate for the rise in crude oil prices. This also raises concerns on the pricing freedom of
OMCs to set prices based on the given formula. Inability to increase prices is expected to negatively
impacting their marketing margins. We have revised our SOTP-based valuation of BPCL and retained
Accumulate rating on it with a revised target price of Rs436 (from Rs513 earlier).

Strong revenues backed by higher domestic sales and refining throughput: BPCL reported revenues of
Rs760bn, an increase of 15.2% QoQ and 8.4% YoY. Higher revenues were driven by: 1) Rise in domestic
sales from 9.26mmt in 4QFY17 and 10.65mmt in 3QFY18 to 10.73mmt in 4QFY18, up 16% YoY and 1%
QoQ. 2) Higher refining throughput at 7.85mmt in 4QFY18 versus 6mmt in 4QFY17 and 7.27mmt in
3QFY18. Increase in throughput is on account of commissioning of additional capacity at Kochi refinery.
Throughput of Kochi refinery increased from 11.79mmt in FY17 to 14.29mmt in FY18.
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Adjusted GRM disappoints because of commissioning of Kochi refinery: GRM in 4QFY18 stood at Key Data

US$6.5/bbl versus US$6.01/bbl in 4QFY17. However, adjusted GRM declined to US$5.57/bbl in 4QFY18  Current Shares O/S (mn) 2,169.2
from US$5.85/bbl in 4QFY17. BPCL reported inventory gain of US$0.94/bbl in 4QFY18 versus US$0.15/bbl

in 4QFY17. Kochi refinery’s adjusted GRM decined fr;ymgUS$5.03/be in 4QFY17 to USS4.96/bbl in 4QFy1g Kt Cap (Rsbn/US$bn) 868.2/12.9
on account of commissioning of additional capacity. Kochi refinery shall take five to six months to stabilise 52 Wk H/ L (Rs) 552/360
after which it should deliver higher GRM. Mumbai refinery’s GRM stood at US$6.2/bbl in 4QFY18 versus .

US$6.8/bbl in 4QFY17. EBITDR stood at Rs37bn, up 68.9‘/% QoQ and 16.7% YoY, supported by decline in Daily Vol. (3M NSE Avg.) 6,035,458
employee benefit expenses by 33.4% QoQ to Rs9bn in 4QFY18.

Rising depreciation and interest costs raises concerns: Depreciation at Rs7bn in 4QFY18 was up 41.5%  Price Performance (%)

QoQ and 9.4% YoY. Interest costs at Rs 2bn increased 48.7% QoQ and 9.6% YoY. Rise in interest costs ™ oM 1Yr
was on account of the rise in consolidated net debt from Rs296bn in FY17 to Rs356bn in FY18. The

management expects a capital expenditure of Rs78bn in FY19 (Rs28bn - Kochi refinery, Rs7.2bn - BPCL 3.3 (20.6) (19.2)
marketing, Rs8bn - upstream, Rs4.2bn — Mumbai refinery, and Rs30.6bn - others). Earnings stood at .

R327bn,%p 45.2% Qo and 24.7% Yov. ! ) ’ Nifty Index (12) 38 103
Retain Accumulate rating with a revised target price of Rs436: Weak GRM environment, planned capex ~Source: Bloomberg

and interest costs set to increase in the coming quarters will exert pressure on cash flow and lead to

increased debt. We maintain our concern over cash flow and decline in RoE/RoCE with the rise in planned

capex. We have revised our SOTP-based valuation of BPCL and retained Accumulate rating on it with a

revised target price of Rs436 (from Rs513 earlier).

Y/E March (Rsmn) 4QFY18 3QFY18 QoQ (%) 4QFY17 YoY (%) 4QFY18E Var. (%)

Net sales 760,670 660,232 15.2 701,952 84 743,641 2.3

Cost of goods (676,603) (594,632) 13.8 (626,125) 8.1 (673,277) 05

Employee benefits expenses (9,571) (14,368) (33.4) (7,766) 23.2 (7,921) 20.8

Other expenses (37,280) (29,109) 28.1 (36,178) 3.0 (36,902) 1.0

EBITDA 37,216 22,123 68.2 31,883 16.7 25,541 45.7

EBITDAM (%) 4.9 34 - 45 - 34 -

Depreciation and amortisation (7,413) (5,238) 41.5 (6,774) 94 (7,113) 4.2

EBIT 29,803 16,885 76.5 25,109 18.7 18,428 61.7

EBITM (%) 4 3 - 4 - 2 -

Other income 8,329 6,624 25.7 7,274 14.5 7,101 17.3

Interest expenses (2,194) (1,475) 48.7 (2,002) 9.6 (2,402) (8.7)

Extraordinary/exceptional items - - - -

Profit before tax 35,939 22,034 63.1 30,381 18.3 23127 55.4

Tax expense (9,202) (3,616) - (8,943) - (7,632) -

Effective tax rate (%) 26 16 - 29 - 33 -

PAT 26,736 18,418 45.2 21,438 24.7 15,495 72.5

NPM (%) 3.5 2.8 - 3.1 - 2.1 -

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Key financials

Y/E March (Rsmn) FY16 FY17 FY18E FY19E FY20E
Revenues 1,878,546 2,012,507 2,201,707 2,442,870 2,604,991
YoY (%) (22) 7 9 11 7
EBITDA 129,771 135,125 148,098 164,962 174,437
YoY (%) 35 4 10 11 6
PAT 80,889 95,070 101,686 112,369 17,127

YoY (%) 69 175 6.9 11 4
RoE (%) 29 31 28 27 4
EV/EBITDA (x) 84 8.9 8.1 76 74
PIE (x) 10 9 9 8 7

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Gross refining margin Exhibit 3: Depreciation
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Exhibit 4: Interest costs
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Source: Company, Nirmal Bang Institutional Equities Research
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Consolidated financials

Exhibit 5: Income statement

Institutional Equities

Exhibit 6: Cash flow

Y/E March (Rsmn) FY16 FY17  FY18E  FY19E  FY20E  Y/E March (Rsmn) FY16 FY17 FY18E FY19E FY20E
Net sales 1,878,546 2,012,507 2,201,707 2,442,870 2,604,991 Profit after tax 80,889 95,070 101,686 112,369 117,127
Growth (%) (21.9) 7.1 9.4 11.0 6.6 Depreciation 20,719 21,076 25,753 31,135 36,001
Operating expenses 1,590,746 1,714,110 1,968,528 2,186,800 2,330,173  Otherincome (10458)  (11,093) (31495  (32,669)  (33,647)
Staff cost 29,621 36,691 32,768 34,407 36,127 Interest 6,805 6,964 5,525 6,493 7,035
Other expenses 128,409 126,582 52,313 56,701 64,254 Working capital changes 3,313 (17,733) (89) (500) 4,592
Total expense 1,748,775 1,877,382 2,053,609 2,277,908 2,430,554  Others 9,923 (3,723) 39,174 750 750
EBITDA 129,771 135125 148,098 164,962 174437  Qperating cash flow 111,190 90,562 140,555 117,578 131,858
Growth (%) 35.2 41 9.6 11.4 5.7 Capital expenditure (101,843)  (95592)  (80,000) (112,000  (112,000)
EBITDA margin (%) 6.9 6.7 6.7 6.8 6.7 Investments (1,385)  (69,048)  (30,429)  (31,641)  (34,187)
Depreciation & amortisation 20,719 21,076 25,753 31,135 36,001 Other income 10,902 12,051 31,495 32,669 33,647
EBIT 109,052 114,048 122,345 133,827 138436  Cash flow from investnents (92,327) (152,589)  (78,934) (110,972)  (112,541)
Other income 19469 29911 31495 32669 33647  Equity . . . . .
Interest paid 6,805 6,964 5,525 6,493 7,035  Dpebt 30,326 126,072 1,000 49,388 38,388
Others 400 - - - © Interest expenses (10,166)  (10,839) (5,525) (6,493) (7,035)
PBT 121,316 136,996 148,314 160,003 165,047  piyidends (33477)  (67,193)  (53,500)  (53,500)  (53,500)
Tax 40427 41926 46628 47633 47921  Cash flow from financing (13,316) 48,039  (58,026)  (10,606)  (22,147)
Effective tax rate (%) 333 30.6 31.4 29.8 29.0  Total cash generation 5548  (13,989) 3,596 (4,000 (2,830)
Net profit 80,889 95070 101,686 112,369 117,127  Qpening cash balance 14,820 20,368 6,380 9,976 5976
Source: Company, Nirmal Bang Institutional Equities Research Closing cash & bank balance 20,368 6,380 9,976 5,976 3,146
Exhibit 7: Balance sheet Source: Company, Nirmal Bang Institutional Equities Research
Y/E March (Rsmn) FY16 FY17  FY18E FY19E FY20E
Equity 655 1313 21602 2160 21602  Exhibit 8: Key ratios
Reserves 271377 295085 346,171 400,191 458968  Y/E March (Rsmn) FY16 FY17 ~ FY18E  FY19E  FY20E
Net worth 277,933 308,198 367,863 421,883 480,660 Profitability and return ratios
Loans 228839 331,150 331024 380412 418799  EBITDA margin (%) 6.9 6.7 6.7 6.8 6.7
Net deferred tax liabilities 30,720 40,548 21,269 22,019 22,769 EBIT margin (%) 5.8 5.7 5.6 55 53
Minority Interest 16,783 19,582 25427 30,276 35126 Net profit margin (%) 43 47 46 46 45
Liabilities 554,274 699,477 745583 854,500 957,354  RoE (%) 29.1 308 276 26.6 24.4
Net block 251896 444518 438668 494533 560531  RoCE (%) 224 18.0 17.8 16.8 154
Capital WIP 127452 117627 202957 227957 237,957  Working capital & liquidity ratios
Goodwill 610 610 610 610 610  Receivables (days) 4 9 8 7 8
Investments 169793 149007 155965 187,606 221,793  Inventory (days) 34 45 36 37 36
Cash 20,368 6,380 9,976 5976 3,146 Payables (days) 69 81 61 60 59
Inventories 146437 211968 195801 218744 227063  Currentratio (x) 095 0.95 0.85 0.86 0.86
Debtors 22169 48038 46,288 50,186 54,168 Valuation ratios
Loans and advances 632 782 38250 40817 43,387  EVisales (x) 06 06 05 05 05
Other current assets 1248605 111,935 77,7380 782585 78780.1  EV/EBITDA(x) 84 8.9 8.1 76 7.4
Total current assets 294098 372,722 358,077 388,005 403,399  P/E(x) 10 9 9 8 7
Liabilities 300,798 380,628 331266 359,561 379,393  P/BV(x) 32 29 24 21 18
Provisions 9145 10757 89403 90536 90,689  Source: Company, Nirmal Bang Institutional Equities Research
Total current liabilities 309,943 391,385 420,669 450,097 470,082
Net current assets (15,845)  (18,663)  (62,592)  (62,092)  (66,683)
Total assets 554,274 699,477 957,354

745,583

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price Target price (Rs)
12 May 2017 Accumulate 738 "7
16 August 2017 Accumulate 479 478
15 November 2017 Accumulate 493 489
12 February 2018 Accumulate 475 513
31 May 2018 Accumulate 400 436
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: I/We, Amit Agarwal the research analysts, and Mr. Akash Mehta research associates are the authors of this
report, hereby certify that the views expressed in this research report accurately reflects my/our personal views about the subject
securities, issuers, products, sectors or industries. It is also certified that no part of the compensation of the analyst(s) was, is, or will be
directly or indirectly related to the inclusion of specific recommendations or views in this research. The analyst(s) principally
responsible for the preparation of this research report and has taken reasonable care to achieve and maintain independence and
objectivity in making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

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. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL 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.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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