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Earnings of R&Ms could be further state-managed  
Post upstream and refinery discounts, losses are smaller 

The government has indicated that it will issue INR70bn worth of oil bonds to R&M 

companies to compensate for their losses in Q1 FY07. If we assume that c20.4% of the oil 

bonds accrue to HPCL and c18.8% accrue to BPCL (based on the distribution of oil bonds 

in FY06), we calculate that Q1 FY07 EPS for HPCL and BPCL would have been 

INR16.2/share and INR15.0/share, respectively, representing historical highs (Figure 1). 
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Oil bonds under threat? 

Better-than-expected earnings could mean fewer oil bonds

 Q1 FY07 earnings of HPCL and BPCL were better than our 
expectations; factoring in cINR70bn in oil bonds in the 
quarter for R&M companies, EPS would be even higher; we 
calculate INR16.2/sh for HPCL and INR15.0/sh for BPCL   

 At a Brent price of USD70/bbl in Q1 FY07, annualised EPS 
(with oil bonds) would be much higher than current 
expectations 

 Government pruning of the quantum of oil bonds is likely, in 
our view; we maintain our earnings forecasts for FY07, as 
higher business income could mean lower realisation of oil 
bonds. We maintain our Overweight on HPCL and Neutral on 
BPCL 

Figure 1. Q1 FY07e EBITDA margins post-oil bonds are in line with FY05; annualised EPS would be highest 
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While EBITDA margins post the issuance of the oil bonds would be comparable to those of FY05 and 

even lower than those of FY04, annualised EPS (post-oil bonds) would be significantly higher. There is a 

possibility that the finance ministry, which has been tight-fisted in terms of allowing for fiscal 

concessions to the R&M companies, might re-visit the quantum of oil bonds in light of this Q1 FY07 

performance. Figure 2 summarises the profit and loss statement of BPCL and HPCL, both with and 

without the oil bonds. 

Valuation 
We maintain our current earnings forecasts for HPCL and BPCL, assuming that any upside from business 

income implies a similar reduction in oil bonds. We expect HPCL’s and BPCL’s (consolidated) FY07 

EPS to be INR29.6/share and INR32.2/share, respectively. Our forecasts are based on the HSBC Brent 

price forecast of USD64/bbl for the year ending March 2007. Our notional target prices for HPCL and 

BPCL are INR301/share and INR327/share, respectively. The notional target prices represent the 

midpoint of our fair value range for HPCL (INR278-324) and BPCL (INR300-355). Our fair value ranges 

are calculated by applying relative PEs (60-70% for HPCL and 54-64% for BPCL) to the two-year target 

BSE-30 PE of 15.1x. We maintain our Overweight rating on HPCL and our Neutral rating on BPCL. 

Risks to investment thesis 
Upside and downside risks to our investment thesis on BPCL and HPCL include the following: 

 Crude price and refining margin movements, either up or down 

 Changes in petro-product pricing 

 Higher-than-expected oil prices leading to greater under-recoveries 

 The failure of the government to compensate R&M companies for under-recoveries 

Figure 2. HPCL and BPCL earnings with and without oil bonds (INRm) 

 _________ HPCL __________ _________ BPCL _________  
 Q1 FY2007 Q1 FY2007 Q1 FY2007 Q1 FY2007
 with oil bonds as reported with oil bonds as reported Comment

Net sales  221,014 206,741 229,320 216,153 Assume oil bonds to be accounted for in sales
Total expenditure  211,907 211,907 221,609 221,609 
EBITDA 9,107 (5,166) 7,711 (5,456)
EBITDA margin 4.1% -2.5% 3.4% -2.5%
Interest 596 596 818 818 
Depreciation 1,701 1,701 1,503 1,503 
Other income 1,021 1,021 1,026 1,026 
PBT 7,831 (6,442) 6,416 (6,751)
Tax 2,349 (366) 1,925 22 Tax at 30% post-accounting of oil bonds
PAT 5,481 (6,077) 4,491 (6,773)
 
Tax rate 30.0% 5.7% 30.0% -0.3%
 
EPS (INR/sh) 16.2 -17.9 15.0 -22.6

Source: Company, HSBC estimates 
Note: We do not expect Q1 FY07 numbers of both the companies to be re-stated. The oil bonds would be accounted for in Q2 FY07 results, we believe. 
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Disclosure appendix 
Stock ratings and basis for financial analysis 
HSBC believes that institutional investors utilise various disciplines and investment horizons when making investment 
decisions, which depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other 
considerations. Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term 
investment opportunities based on particular themes or ideas that may affect the future earnings or cash flows of companies on 
a 2-year time horizon; and 2) from time to time to identify short-term investment opportunities that are derived from 
fundamental, quantitative, technical or event-driven techniques on a 0-3 month time horizon and which may differ from our 
long-term investment rating. HSBC has assigned ratings for its long-term investment opportunities as described below. 

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when 
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website. Details of these short-
term investment opportunities can be found under the Reports section of this website. 

HSBC's Sector and Companies research is designed for, and should only be utilised by, institutional investors. Furthermore, 
HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's 
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating 
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research 
report. In addition, because research reports contain more complete information concerning the analysts' views, investors 
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not 
be used or relied on in isolation as investment advice. 

Rating definitions for long-term investment opportunities 

Stock (vs Global sector universe of companies under coverage by sector team) 

 Overweight (Buy) 

 Neutral (Hold) 

 Underweight (Sell) 

HSBC assigns ratings to its stocks in this sector on the following basis: 

For companies covered on a sector basis, we apply a ratings structure which ranks the stocks according to their notional target 
price vs current market price and then categorises (approximately) the top 40% as Overweight, the next 40% as Neutral and the 
last 20% as Underweight. The performance horizon is 2 years. The notional target price is defined as the mid-point of the 
analysts' valuation for a stock. 

Prior to 15 November 2004, HSBC's ratings system was based upon a two-stage recommendation structure: a combination of 
the analysts' view on the stock relative to its sector and the sector call relative to the market, together giving a view on the 
stock relative to the market. The sector call was the responsibility of the strategy team, set in co-operation with the analysts. 
For other companies, HSBC showed a recommendation relative to the market. The performance horizon was 6-12 months. The 
target price was the level the stock should have traded at if the market accepted the analysts' view of the stock. 

From 15 November 2004 to 7 June 2005, HSBC carried no ratings and concentrated on long-term thematic reports which 
identified themes and trends in industries, but did not make a conclusion as to the investment action that potential investors 
should take. 
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Rating distribution for long-term investment opportunities 

As of 28 July 2006, the distribution of all ratings published is as follows: 
Overweight (Buy) 47% (18% of these provided with Investment Banking Services) 

Neutral (Hold) 39% (18% of these provided with Investment Banking Services) 

Underweight (Sell) 14% (17% of these provided with Investment Banking Services) 

Share price and rating changes for long-term investment opportunities 

Bharat Petroleum share price performance INR vs HSBC rating history  

 

Source: HSBC 

 

 

 

Rating & price target history  

From To Date 

Hold Reduce 07 January 2004 
Reduce Sell 08 January 2004 
Sell Reduce 19 May 2004 
Reduce N/R 15 November 2004 
N/R Neutral 13 June 2005 
Neutral Underweight 04 October 2005 
Underweight Neutral 21 June 2006 
Target price Value Date 

Price 1 375.00 07 January 2004 
Price 2 375.00 08 January 2004 
Price 3 366.00 10 February 2004 
Price 4 282.00 19 May 2004 
Price 5 308.00 27 August 2004 
Price 6 N/R 15 November 2004 
Price 7 397.00 13 June 2005 
Price 8 354.00 23 August 2005 
Price 9 348.00 04 October 2005 
Price 10 376.00 15 December 2005 
Price 11 385.00 06 June 2006 
Price 12 347.00 21 June 2006 
Price 13 327.00 25 July 2006 

Source: HSBC 

Hindustan Petroleum share price performance INR vs HSBC rating history  
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Rating & price target history  

From To Date 

Buy Hold 30 August 2004 
Hold N/R 15 November 2004 
N/R Neutral 13 June 2005 
Neutral Underweight 23 August 2005 
Underweight Neutral 15 December 2005 
Neutral Overweight 14 June 2006 

Target price Value Date 

Price 1 309.00 30 August 2004 
Price 2 N/R 15 November 2004 
Price 3 340.00 13 June 2005 
Price 4 263.00 23 August 2005 
Price 5 277.00 04 October 2005 
Price 6 320.00 15 December 2005 
Price 7 327.00 30 May 2006 
Price 8 298.00 14 June 2006 
Price 9 301.00 25 July 2006 

Source: HSBC 

Issuer & Analyst disclosures 
Disclosure checklist 

Company Ticker Recent price Disclosure

BHARAT PETROLEUM BPCL.NS 310.15 3, 6, 7
HINDUSTAN PETROLEUM HPCL.BO 221.85 3, 4, 6, 7

Source :HSBC 
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1 HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months. 
2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 

3 months. 
3 At the time of publication of this report, HSBC is a market maker in securities issued by this company. 
4 As of 30 June 2006 HSBC beneficially owned 1% or more of a class of common equity securities of this company. 
5 As of 30 June 2006, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of investment banking services. 
6 As of 30 June 2006, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of non-investment banking-securities related services. 
7 As of 30 June 2006, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of non-securities services. 
8 A covering analyst/s has received compensation from this company in the past 12 months. 
9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as 

detailed below. 
10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this 

company, as detailed below. 
Analysts are paid in part by reference to the profitability of HSBC which includes investment banking revenues. 

For disclosures in respect of any company other than the primary subject(s) of this research, please see the most recently 
published report on that company available at www.hsbcnet.com/research. 

The following analyst(s), who is(are) primarily responsible for this report, certifies(y) that the views expressed herein 
accurately reflect their personal view(s) about the subject security(ies) and issuer(s) and that no part of their compensation was, 
is or will be directly or indirectly related to the specific recommendation(s) or views contained in this research report:  Henik 
Fung and Vishwas Katela 

* HSBC Legal Entities are listed in the Disclaimer below. 

Additional disclosures 
1 This report is dated as at 31 July 2006. 
2 All market data included in this report is dated as at close 28 July 2006, unless otherwise indicated in the report. 
3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research 
operate and have a management reporting line independent of HSBC's Investment Banking business. Chinese Wall 
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or 
price sensitive information is handled in an appropriate manner. 
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Disclaimer 
*Legal entities as at 23 November 2005 
HSBC Bank Middle East Limited, Dubai; The Hongkong and Shanghai Banking Corporation 
Limited, Hong Kong; HSBC Securities (Asia) Limited, Taipei Branch; HSBC Securities (Canada) 
Inc, Toronto; HSBC Securities (France), Paris; HSBC Trinkaus & Burkhardt KGaA, Dusseldorf; 
HSBC Securities and Capital Markets (India) Private Limited, Mumbai; HSBC Securities 
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and Shanghai Banking Corporation Limited Singapore branch; HSBC Securities (South Africa) 
(Pty) Ltd, Johannesburg; HSBC Pantelakis Securities S.A., Athens; HSBC Bank plc, London, 
Madrid, Milan, Stockholm, Tel Aviv, HSBC Securities (USA) Inc, New York; HSBC Yatirim 
Menkul Degerler A.S., Istanbul; HSBC Stockbroking (Australia) Pty Limited. 

Issuer of report 
HSBC Securities and Capital 
Markets (India) Private Limited 
Registered Office 
52/60 Mahatma Gandhi Road 
Fort, Mumbai 400 001, India 
Telephone: +91 22 2267 4921 
Fax: +91 22 2263 1983 
Website: www.hsbcnet.com/research 

This document has been issued by HSBC Securities and Capital Markets (India) Private Limited ("HSBC") for the information of its 
customers only. HSBC Securities and Capital Markets (India) Private Limited is regulated by the Securities and Exchange Board of India. If it 
is received by a customer of an affiliate of HSBC, its provision to the recipient is subject to the terms of business in place between the 
recipient and such affiliate. This document is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or 
subscribe for any investment. HSBC has based this document on information obtained from sources it believes to be reliable but which it has 
not independently verified; HSBC makes no guarantee, representation or warranty and accepts no responsibility or liability as to its accuracy 
or completeness. Expressions of opinion are those of the Research Division of HSBC only and are subject to change without notice. HSBC 
and its affiliates and/or their officers, directors and employees may have positions in any securities mentioned in this document (or in any 
related investment) and may from time to time add to or dispose of any such securities (or investment). HSBC and its affiliates may act as 
market maker or have assumed an underwriting commitment in the securities of companies discussed in this document (or in related 
investments), 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 and may also be represented in the supervisory board or any other committee of 
those companies. The information and opinions contained within the research reports are based upon publicly available information and rates 
of taxation applicable at the time of publication which are subject to change from time to time. Past performance is not necessarily a guide to 
future performance. The value of any investment or income may go down as well as up and you may not get back the full amount invested. 
Where an investment is denominated in a currency other than the local currency of the recipient of the research report, changes in the 
exchange rates may have an adverse effect on the value, price or income of that investment. In case of investments for which there is no 
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