INSTITUTIONAL EQUITY RESEARCH

Oil & Gas: GST

Not much impact as major products are out of ambit

INDIA | OIL & GAS | Sector Update

We see GST as largely neutral for the oil and gas sector, as major items (crude oil, natural
gas, petrol, diesel, ATF, CNG) remain out of its ambit. For products like FO and naphtha,
currently in the 27-28% tax bracket, the 28% slab would prove neutral. We see tax impact
reducing in bitumen and lubricants by 2-3%; lube marketers could see room for margin
improvement. Gujarat Gas is an indirect beneficiary, as taxation on key ceramic customers
(Morbi) falls by 4-5% (improving both business outlook and the gas demand scenario).

GST to subsume excise, CVD, SAD, VAT and entry taxes

Major taxation heads in the oil and gas sector that would be impacted by Goods & Service
Tax (GST) are excise duty, additional customs/countervailing duty (CVD), special additional
customs duty (SAD), VAT, entry tax/octroi, and service tax. Basic customs duty, royalty, and
OIDB cess are likely to remain outside GST. We gather that since upstream royalty and cess
are not taxes in the true sense, they are unlikely to be included, even in the future.

Major items remain outside the GST ambit

Major petroleum/oil products (crude oil, natural gas and its derivatives (CGD products),
petrol, diesel, aviation turbine fuel (ATF) and light diesel oil (LDO)) would remain outside
GST as of now. For petrol and diesel, which form almost 50% of domestic oil products
consumption, share of taxes (excise + VAT) on retail prices is ~50%; lower GST rates (in case
of inclusion) would have had a significant bearing on central and state revenue collections.
Not surprisingly, a consensus on these will take time. Similarly, for ATF, taxes cover 30% of
the price. Even though LDO consumption is negligible, it is a ‘sensitive’ item used by farmers.

Domestic LPG and PDS kerosene likely to be at 5% (being essentials); others at 18-28%
Domestic LPG and PDS kerosene, which currently have nil excise duty and 0-5% VAT, are
likely to continue in the same slab (since they are essential items). Other oil products
generally have an excise duty of 14% on an average and VAT ranging from 5% for bitumen,
12% for naphtha/furnace oil (FO) (for non-fertiliser use), to 15% for lubricants. Total taxation
is 20-30%. We believe bitumen could be placed in the 18% slab and others at 28%, which
would mean neutral for naphtha/FO and lower taxes for bitumen and lubes. For regions with
octroi/entry taxes (4-5%), benefits would accrue accordingly.

GST for natural gas products could have been beneficial for customers

Natural gas and its derivatives (CNG/PNG) face dual taxation due to multiple points of sale,
leading to VAT payments at different locations, and taxes at input points not being offset at
output points. If gas were to be included in GST, the tax impact would reduce, leading to
lower retail prices — which would be beneficial for consumers. As tax contribution from gas
is not as significant as oil products, there is a possibility of gas being brought under GST.

Difficult to quantify benefits as we await revised slabs, lubricant taxes may reduce

The finance minister has stated that GST would try to be largely neutral for sectors; hence,
we do not see any major change in prices and margins of petroleum products and
companies, especially when petrol, diesel, ATF, crude oil, and natural gas remain out of GST.
Quantifying benefits is difficult now; we await product-wise slabs. We calculate tax rate for
lubricants reducing to 28% from an average of 31%, which would benefit customers and
marketers (depending on the pass through).

Reiterate Buy on Castrol India, Gulf Oil Lubricants, and Gujarat Gas

Buy: Castrol India (target Rs 530), and Gulf Oil Lubricants (target Rs 950) as GST
implementation opens room for some price cut and/or margin improvement.

Buy: Gujarat Gas (target of Rs 700); GST would result in lower taxation for GGL's key
customers like the Morbi ceramic cluster where taxes on tiles may reduce to 18% from 22-
23%, thereby increasing volumes and gas usage.
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Central duties of major petroleum products

Imported Domestic,
Additional Special additional Additional
Basic customs CVD customs Basic customs Basic cenvat excise excise
Crude oil Nil+Rs 50/mt NCCD 0.0% na na 20% cess+NCCD na na
Natural gas 5.0% 0.0% 0.0% 5.0% 0.0% 0.0% 0.0%
Petrol 2.5% Rs 15.48/Itr Rs 6/Itr 2.0% Rs 9.48/Itr Rs 6/Itr Rs 6/Itr
Diesel 2.5% Rs 11.33/Itr Rs 6/Itr 2.0% Rs 11.33/ltr 0 Rs 6/Itr
ATF 0.0% 8.0% 0.0% 0.0% 8.0% 0.0% 0.0%
PDS kerosene 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Domestic LPG 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Naphtha 5.0% 14.0% 0.0% 5.0% 14.0% 0.0% 0.0%
FO 5.0% 14.0% 0.0% 5.0% 14.0% 0.0% 0.0%
Bitumen 5.0% 14.0% 0.0% 5.0% 14.0% 0.0% 0.0%
Lube 5.0% 14.0% 0.0% 5.0% 14.0% 0.0% 0.0%
PNG 5.0% 0.0% 0.0% 5.0% 0.0% 0.0% 0.0%
CNG 5.0% 14.0% 0.0% 5.0% 14.0% 0.0% 0.0%
Source: MOPNG, PPAC, PhillipCapital India Research
VAT rates of major petroleum products
Crude Gas CNG Petrol Diesel ATF PDS Kero Dom.LPG Naphtha FO Bitumen Lube
Andhra Pradesh 5% 15% 15% 39% 31% 1% 5% 5% 15% 15% 5% 15%
Assam 5% 15% 29% 20% 22% 2% 4% 15% 5% 4% 15%
Bihar 5% 20% 26% 19% 29% 5% 1% 14% 14% 5% 14%
Chhattisgarh 5% 25% 30% 27% 5% 4% 0% 14% 5% 5% 14%
Delhi 5% 0% 0% 27% 17% 25% 5% 0% 20% 20% 5% 20%
Gujarat 5% 15% 15% 29% 29% 30% 0% 5% 16% 5% 5% 18%
Haryana 5% 13% 5% 26% 17% 21% 0% 0% 13% 13% 5% 13%
J&K 5% 5% 30% 18% 21% 5% 0% 14% 14% 5% 14%
Jharkhand 5% 14% 32% 25% 4% 2% 4% 14% 14% 5% 14%
Karnataka 5% 15% 37% 25% 28% 6% 1% 6% 15% 5% 15%
Kerala 5% 15% 34% 27% 29% 5% 4% 5% 15% 6% 15%
Madhya Pradesh 5% 13% 40% 32% 4% 5% 7% 14% 14% 5% 14%
Maharashtra 5% 3% 14% 37% 27% 25% 3% 3% 13% 13% 5% 13%
Orissa 5% 14% 27% 27% 5% 1% 1% 14% 14% 5% 14%
Punjab 5% 6% 36% 17% 14% 6% 4% 6% 6% 15% 14%
Rajasthan 5% 5% 33% 26% 20% 0% 0% 5% 5% 6% 14%
Tamil Nadu 5% 5% 27% 21% 29% 5% 0% 5% 5% 4% 15%
Telengana 5% 15% 35% 27% 16% 5% 5% 15% 15% 5% 15%
Uttar Pradesh 4% 22% 14% 33% 21% 21% 4% 0% 21% 21% 5% 21%
Uttarakhand 5% 20% 34% 22% 20% 0% 5% 14% 14% 5% 20%
West Bengal 5% 5% 27% 19% 25% 0% 0% 5% 5% 15%
Average 5% 12% 10% 32% 23% 19% 3% 2% 12% 12% 5% 15%
Source: MOPNG, PPAC, PhillipCapital India Research
Likelihood of GST implementation
Excise VAT Total tax Likely slab
PDS kerosene 0% 3% 3% 5%
Domestic LPG 0% 2% 2% 5%
Naphtha 14% 12% 28% 28%
FO 14% 12% 27% 28%
Bitumen 14% 5% 20% 18%
Lube 14% 15% 31% 28%

Source: MOPNG, PPAC, PhillipCapital India Research

Orange cells imply products to be under GST
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Rating Methodology

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one year.

Rating Criteria Definition
BUY >=+15% Target price is equal to or more than 15% of current market price
NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%
SELL <=-15% Target price is less than or equal to -15%.
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2.  The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of the No
company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
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including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. The recipient should carefully consider
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Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
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Transactions in securities discussed in this research report should be effected through Decker & Co, LLC or another U.S. registered broker dealer.
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This report is produced by PhillipCapital (India) Pvt Ltd and is being distributed in Australia by Phillip Capital Limited (Australian Financial Services Licence No.
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