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Refining (downstream) dented by inventory losses 
suppressing refining margins; OMCs also lose 
market share in domestic HSD/MS sales: Brent oil 
price declined by around 7% sequentially to $51/bbl 
in Q1FY2018, resulting in inventory loss of $2-3.4/
bbl to oil marketing companies (OMCs). As a result, 
Indian Oil (IOCL)/Bharat Petroleum (BPCL)/Hindustan 
Petroleum (HPCL) reported weak Q1FY2018 gross 
refining margin (GRM) of $4.3/$4.9/$5.9 per barrel, 
which was down by 52%/19%/27% sequentially, 
though the benchmark Singapore GRM was largely 
flat QoQ at $6.4/bbl in Q1FY2018. On the other 
hand, Reliance Industries Limited (RIL) reported 
strong GRM of $11.9/bbl (up 3.5% YoY and QoQ) 
and its premium over the Singapore Complex GRM 
widened to $5.5/bbl in Q1FY2018 from $5.1/bbl in 
Q4FY2017. Public sector OMCs also witnessed loss 
in market share in the high-margin motor spirits (MS) 
and high-speed diesel (HSD) segments to private 
sector competitors.

Exploration (upstream) companies hurt by lower 
realisations: Oil and Natural Gas Corp. (ONGC)/
Oil India reported a decline of 7.1%/7.8% QoQ 
(+10.7%/+12.3% YoY) in their net oil realisation to 
$51/$48.4 per barrel due to the drop in oil prices 
during the quarter. Along with lower realisation, the 
steep dip in other income led to a sharp decline in 
adjusted profit of ONGC and Oil India during the 
quarter. 

Mid-stream companies in gas value chain 
performed well in Q1: Petronet LNG and GSPL 
reported healthy volume growth during the quarter, 
resulting in double-digit earnings growth. On the 
other hand, Gas Authority of India (GAIL) reported 
sequential volume decline across segments, except 
for LPG and liquid hydrocarbons (volume increased 
by 6.2% QoQ) in Q1. Consequently, PAT grew by 
only 8.2% during the quarter, partially affected by 
lower other income. 

Outlook: Better GRMs to benefit OMCs; No trigger 
for improvement for upstream companies; Mid-
stream companies to continue to outperform

The benchmark Singapore Complex GRM has 
increased to $7.6/bbl in Q2FY2018 till date vs. 
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$6.4/bbl in Q1FY2018 (due to improvement in 
crack spreads for diesel and jet kerosene) and 
improvement in domestic demand is expected to 
drive volume growth of petroleum products by 6-7% 
annually. However, GST implementation is likely to 
have a negative impact on the profitability of OMCs 
and largely erode the benefit of improvement in 
refining margins and higher auto fuel consumption. 
However, RIL is likely to show healthy growth in 
refining and petchem businesses, partially aided by 
commissioning of its expansion projects.

The earnings growth trajectory for upstream PSUs 
(ONGC and Oil India) would depend upon an increase 
in oil/gas price and oil/gas production. Given the 
muted guidance of flat oil and gas production and 
our expectations of range-bound oil price at $45-
50/bbl, we expect subdued operating performance 
for upstream PSUs over FY2018-FY2019. 

We expect Petronet LNG to benefit from higher 
utilisation for Dahej terminal in Q2FY2018, as Dabhol 
LNG terminal remains closed during monsoon and 
demand for imported gas is likely to remain strong 
due to a sharp decline in spot LNG price to $5-6/
mmbtu from the peak of $8-9/mmbtu in January 
2017. Moreover, GSPL is expected to benefit from 
improved gas demand from manufacturing industries 
in Gujarat. Thus, we expect strong earnings growth 
for Petronet LNG and GSPL, led by volume growth. 

Preferred picks

We prefer RIL in the downstream space, given 
the strong earnings growth outlook for its core 
businesses of refining and petrochemical with 
likely commissioning of its petcoke gasification 
and refinery off-gas cracker projects in 2HFY2018. 
Moreover, positive news flow on subscriber addition 
and better-than-expected financials of the telecom 
business would be an important re-rating trigger 
for RIL going forward. Petronet LNG is our preferred 
pick among mid-stream companies, given the 
earnings visibility on account of firm volume off-
take commitment under the Use-or-Pay clause and 
robust RoE of 22-23%.

Leaders in Q1FY2018: RIL, Petronet LNG and Oil 
India

Laggards in Q1FY2018: IOCL, BPCL and HPCL
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Company

Sales (Rs cr) OPM (%) PAT (Rs cr)

Q1FY18 Q1FY17 YoY % QoQ 
%

Q1FY18 Q1FY17 YoY 
(BPS)

QoQ 
(BPS)

Q1FY18 Q1FY17 YoY % QoQ %

Coverage 

RIL 64217 53496 20.0 -4.4 18.0 20.2 (217) 125 8,196 7,548 8.6 0.6

Oil India 2,332 2,221 5.0 -7.2 37.5 38.8 (136) 1,077 450 494 -8.9 (34.5)

Non-coverage 

IOCL 105,434 86,077 22.5 5.1 4.9 15.9 (1,097) (607) 2,667 8,269 -67.7 -59.8

BPCL 57,126 46,939 21.7 0.2 2.1 8.3 (621) (258) 745 2,621 -71.6 -66.8

HPCL 53,385 44,779 19.2 3.8 2.9 7.9 -504 (319) 925 2,098 -55.9 -55.7

ONGC 19,074 17,785 7.2 -12.2 51.8 52.8 -100 522 3,885 4,233 -8.2 -29.7

GAIL 11,406 10,687 6.7 -15.0 16.7 14.9 174 529 1,026 948 8.2 -6.0

Petronet LNG 6,435 5,337 20.6 1.1 11.6 12.0 -47 188 438 378 15.8 -7.1

GSPL 296 258 14.8 21.1 93.1 90.4 274 1,083 153 121 25.8 20.1

Gulf Oil 
Lubricants

280 273 2.7 -6.3 17.6 17.5 8 228 34 30 12.8 6.7

Source: Company data

Valuation (consolidated) 

Company
CMP 
(Rs)

EPS (Rs/share) CAGR over 
FY17-19E  

(%)

PE (x)
New Reco

Price 
Target 

(Rs)
FY17 FY18E FY19E FY17 FY18E FY19E

Coverage 

RIL 1566 100.8 101.8 125.9 11.8 15.5 15.4 12.4 Buy 1,665

Oil India# 283 29.2 27.0 28.4 -1.4 9.7 10.5 10.0 Hold 300

Non-coverage 

IOCL 425 45.2 45.3 49.2 4.3 9.4 9.4 8.6 Neutral view

BPCL* 493 43.8 42.0 47.9 4.6 11.3 11.7 10.3 NA NA

HPCL* 434 54.0 39.7 42.6 -11.2 8.0 10.9 10.2 NA NA

ONGC* 161 16.0 18.2 20.4 13.1 10.1 8.8 7.9 NA NA

GAIL* 375 20.7 27.4 29.7 19.8 18.1 13.7 12.6 NA NA

Petronet LNG# 228 11.4 13.3 15.1 15.1 20.0 17.2 15.1 Positive view

GSPL# 183 8.8 12.7 13.0 21.2 20.7 14.3 14.1 Neutral view

Gulf Oil Lubricants 817 24.4 29.1 36.4 22.1 33.5 28.1 22.4 Positive view

 Source: Sharekhan estimates, *Bloomberg consensus estimates; # standalone financials   
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