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All eyes on Q3 result

Summary

Crude oil price improved: Bullish sentiments remained in crude oil prices on the back of demand recovery, rollout of Covid vaccine and lower production from OPEC. Brent
crude oil price rose by 15.2% MoM to average US$49.8/bbl in Dec’20. US total rig counts increased to 351 at the end of Dec’20 from 320 at the end of Nov’20, though
significantly lower compared to 830 rigs in same period last year. Though, demand has improved sharply from its lows but fresh round of lockdown and new traces of Covid
raises concern. OPEC+ has eased production cuts from 7.7mbpd to 7.2mbpd from January 2021 onwards and would continue to ease 0.5mbpd every month over the next
three months. In addition to that, Saudi Arabia will make additional, voluntary oil output cuts of 1mbpd in February and March to hold output steady. We maintain our bearish
view on crude oil price owing to higher growth in renewable energy, higher penetration in EVs and higher supply from non-OPEC.

OPEC production rises led by Libya: OPEC’s production showed a slight improvement and rose by 0.8% MoM in Dec’20 to 25.5mbpd (24.7mbpd in Oct’20). Production from
Libya increased 11% MoM to 1.2mbpd in December. However, Saudi Arabia and Iraq outputs were largely flattish MoM. OPEC has decided to increase the production by
0.5mbpd over the next 4 months. However, Saudi Arabia announced to cut the production by nearly 1Imbpd in Feb and Mar’20 in order to boost prices which are likely to
benefit US which is continuously gaining market share.

GRM flattish: Singapore GRM remained flattish for the month of December to average USS1.0/bbl. Cracks recovered marginally across all products except Fuel oil which saw a
significant fall. Gas Oil and Jet Kero cracks improved to USS5.2/4/bbl in Dec’20 vs US$4.6/2.5/bbl in Nov’20. Gasoline and Naphtha cracks also increased modestly to
USS +0.25/- 1.2/bbl vs USS-0.8/-1.8/bbl, respectively. However, Fuel Oil weakened to a -USS$5.7/bbl in Dec’20 from a -US$3.1/bbl in Nov’20. US refinery utilization improved
marginally MoM to 79.1% vs 77.2% in Nov’20, still lower than five year average of 91.1%.

Q3FY21 preview: Higher crude oil and spot LNG prices are likely to result in inventory gains for refineries and Gas companies like PLNG and GAIL. Further, strong petrochemical
margin is expected to boost result for RIL, IOC and GAIL. Further, sequential growth in GRM is expected to further boost downstream’s profits. Overall, we expect strong result
from GAIL and RIL while a decent show from OMCs.

RIL, HPCL and GSPL remain top picks: Higher hydrocarbon prices are likely to result in inventory gains for all the companies especially refineries like RIL, I0C, BPCL and HPCL.
Our calculation suggests that marketing margin for petrol and diesel contracted MoM by 50p/Itr on petrol and 20p/Itr in Dec’20 to Rs4.1/Itr and Rs2.6/Itr respectively, which is
still higher compared to last three years average. On natural gas front, spot LNG crossed US$10/mmbtu on the back of strong demand from Asian countries and supply concern
from Australia, which is positive for GAIL. Also, imported volume remained strong led by strong recovery from power, fertilizers and CGD business. Our top-picks remain as
GSPL, RIL and HPCL.
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Exhibit 1: Recommendation snapshot

Revenue (Rs mn) EPS (Rs) P/E (x) EV/EBITDA (x) RoE (%) RoCE (%)
Companies Recommendation FY21E FY22E FY21E FY22E FY21E FY22E FY21E FY22E FY22E ‘ FY22E
Reliance Industries 1,966 2,468 BUY 12,463,341 5,824,059 6,551,428 87.3 105.9 224 18.5 10.4 8.4 9.1 10.0
Oil & Natural Gas Corp 95 85 BUY 1,194,498 724,611 806,427 7.5 8.2 12.3 11.2 4.8 4.3 5.1 3.7
Indian Oil Corporation 93 86  ACCUMULATE 875,517 4,231,243 5,137,558 12.8 12.6 7.1 7.3 7.4 7.4 10.9 7.6
Bharat Petroleum Corp 392 412 BUY 849,913 2,411,289 2,986,550 33.6 34.8 12.2 11.8 9.5 9.0 16.1 9.4
Gail India 129 109 BUY 583,387 644,697 684,316 12.2 12.8 10.0 9.6 7.1 6.4 111 9.1
Petronet LNG 256 282 BUY 384,675 368,147 360,683 19.8 22.2 135 12.0 7.5 6.7 27.5 24.3
Hindustan Petroleum Corp 223 253 BUY 339,128 2,384,011 2,908,622 39.0 38.9 5.6 5.6 6.4 6.8 15.8 5.8
Gujarat State Petronet 217 306 BUY 122,462 28,613 31,449 24.0 27.5 9.3 8.1 5.9 4.8 16.8 19.3
Oil India 112 90 HOLD 121,399 91,554 99,245 10.3 10.7 10.5 10.2 7.9 7.4 4.6 1.6

Source: IDBI Capital Research
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Key Highlights

B Crude oil price rises 15.2% MoM to US$49.8/bbl

Crude oil prices saw a rise of 15.2% to US$49.8 in December on the back of demand recovery, rollout of Covid vaccine
and lower production from OPEC. Saudi Arabia will make additional, voluntary oil output cuts of 1mbpd in February and
March to hold output steady amid concerns that new coronavirus lockdowns will hit demand. We maintain our bearish
view on crude oil price owing to higher growth in renewable energy, higher penetration in EVs and higher supply from
non-OPEC.

Exhibit 2: Crude rises in November by 15.2% MoM Exhibit 3: US crude oil inventory improves
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Exhibit 4: OPEC Production: Rises, led by Libya Exhibit 5: OPEC Production : Iraq
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Exhibit 6: OPEC Production : Libya production at 7-year Exhibit 7: OPEC Production: Saudi Arabia
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Exhibit 8: OPEC Production : Iran Exhibit 9: Non-OPEC Production
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Exhibit 10: Non-OPEC Production : Russia Exhibit 11: Non-OPEC Production : North Sea
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Exhibit 12: Non-OPEC Production : US production
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B Spot LNG price rises to 20-month high on strong demand recovery

On natural gas space, LNG price (Japan spot LNG) improves by 13% in November to an average of US$6.8/mmbtu and
reached 20-month high amid strong demand from Asian countries and supply concern from Australia. Further, 42.5mtpa
of new liquefaction capacity got added in 2019 while 123.3mtpa of new liquefaction capacity was under construction
and Final Investment Decision (FID) was sanctioned for 70.9mtpa. At the same time, 23.4mtpa of new regasification
terminal was added in 2019 while 120.4mtpa of new regasification terminal was under construction. We expect gas glut
situation to remain there for some time which would continue to keep spot LNG price on a lower side.

Exhibit 13: Spot LNG prices — Japan contracted improves  Exhibit 14: Japan Imports: Falls 8.7% MoM
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Exhibit 15: China Imports: Rises 32% MoM Exhibit 16: India Imports: Rises 15% MoM
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Exhibit 17: Gas Prices in India Exhibit 18: Domestic gas production: Remains flattish
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Exhibit 19: Gas Consumption in India: Falls 5.4% MoM
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B  GRM remained flattish at US$1.0/bbl in December; US refinery utilization levels improves to 79.1%

Singapore GRM remained flattish for the month of December to average MoM USS$1.0/bbl. Cracks recovered marginally
across all products except Fuel oil which saw a significant fall. Gas Oil and Jet Kero cracks improved to US$5.2/4/bbl in
Dec’20 vs USS$4.6/2.5/bbl in Nov’20. Gasoline and Naphtha cracks also increased modestly to US$S +0.25/- 1.2/bbl vs
USS-0.8/-1.8/bbl, respectively. However, Fuel Oil weakened to a -USS5.7/bbl in Dec’20 from a -USS$3.1/bbl in Nov'20. US
refinery utilization improved marginally MoM to 79.1% vs 77.2% in Nov’'20, still lower than five year average of 91.1%.

Exhibit 20: GRM falls to US$1.03/bbl, down 3.8% MoM Exhibit 21: US Refinery Utilization Improves
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Exhibit 22: Gasoline spread: Improves

25

(US$/bbl)

0 T T T T T T T T N
(5) cwMar pr May/Jun Jul Aug Sep Oct Nov Degc

(10)

—
)

2015-20 ====- Avg (2015-20) 2019 2020

Source: Industry; IDBI Capital Research

Exhibit 24: Jet Kero Spread: Rises 57% MoM
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Exhibit 23: Naphtha Spread: Improves but still in
negative territory
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Exhibit 25: Gasoil Spread: Rises 14% MoM to US$5.2/bbl
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B L-H differential in negative territory, Dubai-Arab Heavy differential improves

Arab Light-Arab Heavy differential remained in negative territory and averaged at negative US$0.2/bbl in December
from a negative USS0.1/bbl MoM, while Dubai-Arab Heavy differential improves to US$0.18/bbl in Dec’20 from zero in
Nov’20. Further, INR exchange rate strengthened MoM to Rs73.6/USS in November vs Rs74.3/USS MoM.

Exhibit 26: Arab Light-Arab Heavy differential Exhibit 27: Dubai-Arab Heavy improves
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B  Petroleum products consumption remains flattish and down 3.5% YoY

Total consumption was flattish and rose by 0.4% MoM to 17.83mmt and 3.5% below Nov'19 consumption. HSD/MS
consumption rose by by 0.7%/0.4% MoM. LPG sales degrew by 2.8% MoM. Petcoke rose by 0.6% MoM while
Naphtha rose by 3.3%. ATF/Bitumen rose by 4.8%/4.5% to 372/692 tmt MoM respectively

Exhibit 28: LPG Consumption: Falls 2.8% MoM
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Exhibit 30: HSD Consumption: Flattish
9000

8500 A
8000 A
7500
7000
6500
6000
5500
5000
4500
4000
3500
3000 T T T T T T T T T

(tmt)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2020

2015-20 ====- Avg (2015-20) 2019

Source: Industry; IDBI Capital Research

Exhibit 29: MS Consumption: Flattish
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Exhibit 31: SKO Consumption: Rises 12% MoM
700

600 -

500 A

400 A

(tmt)
¢
]
|
\
\
|
]
]
]
]

300 - eSS
200 -

100 A

0 T T T T T T T T T T
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2015-20 ====- Avg (2015-20) 2019 2020

Source: Industry; IDBI Capital Research

11



'@ IDBI capital

Sector Update | Energy

Exhibit 32: FO Consumption: Falls 6% MoM
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Exhibit 34: IOCL Crude Throughput
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Exhibit 33: Naphtha Consumption: Improves
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Exhibit 35: BPCL Crude Throughput
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Exhibit 36: HPCL Crude Throughput Exhibit 37: CPCL Crude Throughput
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Exhibit 38: MRPL Crude Throughput Exhibit 39: RIL Crude Throughput
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Key to Ratings Stocks:
BUY: Absolute return of 15% and above; ACCUMULATE: 5% to 15%; HOLD: Upto +5%; REDUCE: -5% to -15%; SELL: -15% and below.
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6th Floor, IDBI Tower, WTC Complex, Cuffe Parade, Colaba, Mumbai — 400 005. Phones: (91-22) 2217 1700; Fax: (91-22) 2215 1787; Email: info@idbicapital.com

SEBI Registration: BSE & NSE (Cash & FO) —INZ000007237, NSDL — IN-DP-NSDL-12-96, Research —INH000002459, CIN — U65990MH1993G0I1075578
Compliance Officer: Christina D’souza; Email: compliance@idbicapital.com; Telephone: (91-22) 2217 1907

Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd. (hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for solely for the selected recipient and may not be altered in any way, transmitted to copied
or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or 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. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or
non-acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or
which would subject IDBI Capital and associates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this report
may come are required to inform themselves of and to observe such restriction.

E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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