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CAIRN INDIA LTD. (CIL)
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PROMOTER’S BACKGROUND

· CIL, a newly incorporated company, has been promoted by Cairn Energy PLC. of UK, a crude oil and natural gas exploration and production company trading on the London Stock Exchange having a market capitalization of ~ Rs. 25,000 cr. (~ 3000 mn. pound). Its activities are focused on the exploration, appraisal, development and production of assets in South Asia, specifically in India, Bangladesh and Nepal. Cairn Energy PLC. is the holding company of Cairn UK Holdings Ltd., which holds 100% of the pre-issue equity of CIL and which will continue to hold 69.5% equity post-issue.

· For CY 2005, Cairn Energy PLC. had a total revenue of $ 262,562 and PAT of $ 79,072, whereas for half year ended June 2006, the corresponding figures were $ 153,861 and $ (5,794).

INDUSTRY OVERVIEW

· Since early 1990s, the GoI embarked on a series of reforms aimed at reducing India’s dependence on imports, deregulating the hydrocarbon industry, improving efficiency and encouraging private and foreign investments. In 1997, Director General of Hydrocarbon (DGH) implemented New Exploration Licensing Policy (NELP) as a means of allowing participants in the Indian oil and gas industry to compete on equal terms for exploration acreage. According to NELP, successful bidders are required to enter into Production Sharing Contracts (PSC) with the Indian government. In order to encourage potential bidders, PSC contains comparatively favourable terms, including, 100% cost recovery, 7 year income tax holiday beginning from the tax year during which commercial production first begins etc.

· While deregulation and other government initiatives have increased the level of private sector participation in the domestic production sector, the oil and gas industry in India is still dominated by two government-controlled entities ONGC Ltd. and Oil India Ltd. (OIL). However, significant private sector participants in the industry include Reliance Industries Ltd., BG Group, Cairn India Ltd. etc.

· India is a net importer of crude oil and natural gas. In 2005, India consumed 115.7 MT of crude oil against own production of only 36.2 MT. Similarly, in 2005, India consumed 36.6 bn. Cubic Meters of natural gas, but produced only 30.4 bn. Cubic Meters. (Source: BP Statistical Review of World Energy, June 2006). The domestic demand for oil and gas is expected to grow at a CAGR of 2.7% and 4.7% respectively against expected growth in world demand of 1.4% and 2.1% respectively. 

COMPANY OVERVIEW

· Cairn Energy PLC., of UK is having a presence in Indian Oil and Gas Industry since last 12 years. As per the re-organisation plan, CIL will acquire all the Indian subsidiaries having ownership and operational interest of Cairn Energy PLC’s Indian crude oil and natural gas exploration, development and production assets. On acquiring all the subsidiaries, CIL will be a leading participant in the Indian crude oil and natural gas industry, with total gross proved + probable (2P) reserves to be 754 million barrels of oil equivalent (mmboe) and its net working interest in these 2P reserves to be 472 mmboe. In addition to 2P reserves, CIL expects the gross contingent resources to be 414 mmboe. Following table sets forth information relating to the assets in which CIL has an interest and includes its major partners with their share of interest:

	Block
	Location & State
	Share of Interest of CIL
	Major Partners with share of interest
	Operator

	Production and Development:
	
	
	
	

	Block PKGM-1
	KG Basin, Andhra Pradesh
	22.50%
	ONGC (40%), Videocon Inds. (25%), Ravva 
Oil (Singapore) 12.5%
	Cairn India

	Block CB/OS-2
	Cambay Basin – Lakshmi, Gauri - Gujarat
	40%
	ONGC (50%), Tata Petrodyne Ltd. (10%)
	Cairn India

	Block RJ-ON-90/1
	Mangala, Bhagyam, Aishwariya - Rajasthan
	70%
	ONGC (30%)
	Cairn India

	Exploration:
	
	
	
	

	CB-ONN-2001/1
	Cambay Basin, Gujarat
	30%
	ONGC (70%)
	ONGC

	CB-ONN-2002/1
	Cambay Basin, Gujarat
	30%
	ONGC (70%)
	ONGC

	KG-DWN-98/2
	KG Basin
	10%
	ONGC (90%)
	ONGC

	GV-ONN-97/1
	Ganga Valley, UP
	15%
	ONGC (40%), IOC (30%), Cairn Energy Group (15%)
	ONGC

	GV-ONN-2002/1
	Ganga Valley, UP
	50%
	Cairn Energy Group (50%)
	Cairn India

	GV-ONN-2003/1
	Ganga Valley, UP
	24%
	ONGC (51%), Cairn Energy Group (25%)
	Cairn India

	GS-OSN-2003/1
	Saurashtra, Gujarat
	49%
	ONGC (51%),
	ONGC

	KG-ONN-2003/1
	Andhra Pradesh
	49%
	ONGC (51%),
	Cairn India

	VN-ONN-2003/1
	Chambal Valley, Rajasthan
	49%
	ONGC (51%),
	Cairn India

	RJ-ONN-2003/1
	Rajasthan, (adjacent to Pakistani border)
	30%
	ONGC (36%), ENI India Ltd. (34%)
	ENI India Ltd.


· For the half year ended June 2006, the gross production rate from fields CIL operates is approximately 87,500 boepd, of which CIL has a working interest in 24,000 boepd. With the commencement of production from Rajasthan blocks, CIL expects a gross production rate of 150,000 boepd, of which CIL will have a working interest in 1,05,000 boepd.

FINANCIAL HIGHLIGHTS

· CIL was incorporated on 21.08.2006. As such it does not have any financial track record. As on June 2006, approximately 98.9% of the gross assets of all the subsidiaries were held by the Cairn Energy Australia Pvt. Ltd., Cairn Energy Hydrocarbons Ltd., Cairn Energy India Holdings B.V. Also, these companies have contributed 100% of the production of Cairn India Ltd. for the six months period ended June 2006.

	 
	 
	 
	Cairn Energy Australia
	Cairn Energy
	Cairn Energy India

	 
	
	 
	Pvt. Ltd. 
	Hydrocarbons Ltd.
	Holdings B.V.

	 
	 
	 (Rs. Mn.)
	H1FY06
	2005
	H1FY06
	2005
	H1FY06
	2005

	Sales
	 
	 
	3,532.10 
	5,460.93 
	0.00 
	0.00 
	1,909.53 
	2,180.16 

	Other Income
	 
	47.28 
	101.87 
	2.03 
	2.66 
	20.59 
	14.86 

	Increase / (Decrease) in stock
	(60.24)
	119.16 
	0.00 
	0.00 
	(26.50)
	35.23 

	Total Income
	 
	3,519.14 
	5,681.96 
	2.03 
	2.66 
	1,903.62 
	2,230.26 

	Production Cost
	 
	670.18 
	1,290.03 
	0.00 
	0.00 
	161.41 
	220.14 

	Depln / Deprn / Amtrn.
	354.45 
	654.05 
	4.18 
	6.28 
	810.98 
	1,482.23 

	Unsuccessful Exploration Cost
	1,358.69 
	1,506.16 
	1,008.56 
	1,388.43 
	0.00 
	19.22 

	Staff Cost & Adm. Exps.
	251.08 
	532.74 
	16.01 
	29.28 
	40.99 
	74.19 

	Exchange gain / loss
	 
	70.74 
	(96.48)
	541.04 
	75.49 
	(12.72)
	66.97 

	Total Expenses
	 
	2,705.13 
	3,886.51 
	1,569.79 
	1,499.48 
	1,000.66 
	1,862.74 

	EBITA
	
	 
	814.02 
	1,795.46 
	(1,567.76)
	(1,496.82)
	902.97 
	367.52 

	Interest
	
	 
	9.32 
	137.36 
	69.15 
	71.43 
	0.09 
	0.23 

	PBT & Extra Ordinary Items
	804.70 
	1,658.10 
	(1,636.91)
	(1,568.25)
	902.88 
	367.29 

	Extra Ordinary Items
	0.00 
	1,601.39 
	0.00 
	0.00 
	0.12 
	699.57 

	Tax
	
	 
	531.14 
	1,791.37 
	0.00 
	0.00 
	66.05 
	42.16 

	PAT
	 
	 
	273.56 
	1,468.12 
	(1,636.91)
	(1,568.25)
	836.95 
	1,024.70 


BUSINESS RE-ORGANISATION PLAN

· Cairn Energy PLC. holds 100% stake in Cairn UK Holdings Ltd., which in turn holds 100% stake in Cairn India Holdings Ltd. Indian operations of Cairn group is presently owned by 27 subsidiaries of which Cairn India Holdings Ltd. is a holding company.

· As per Subscription and Share Purchase Agreement dated 15.09.2006, CIL will acquire 21.85% (5,48,84,448) shares of Cairn India Holdings Ltd. from Cairn UK Holdings Ltd. in two tranches.

· Further, according to the said agreement, on 12.10.2006, Cairn UK Holdings Ltd. purchased 36,50,28,898 equity shares of CIL @ Rs. 138, (aggregating to Rs. 5037,39,87,924) with an obligation to pay additional premium to the extent of greater of Rs. 44.54 and the difference between the amount at which shares of CIL will be offered in the public issue.

· In turn, out of the share proceeds of above transaction, CIL acquired 16.5% (4,14,93,659) equity shares of Cairn India Holdings Ltd. @ Rs. 1,214 per share (aggregating to Rs. 5037,39,87,924). Balance 5.35% (1,33,90,789) shares of Cairn India Holdings Ltd. will be purchased by CIL, out of the proceeds as and when Cairn UK Holdings Ltd. will pay the additional premium as described above.

· As per the Share Purchase Deed dated 12.10.2006, CIL will acquire balance 78.15% stake in Cairn India Holdings Ltd. out of the proceeds of the IPO, by making payment partly in cash and partly in form of shares in CIL so as after the IPO of CIL, Cairn UK Holdings Ltd. will continue to hold 69.5% stake in CIL.

OBJECT OF THE ISSUE

	OBJECT
	FUND REQUIRED

	For paying consideration to Cairn UK Holdings Ltd. for acquiring shares of Cairn India Holdings Ltd.
	-

	Development in the Rajasthan Block and additional drilling activities in Ravva and Cambay Blocks
	Rs. 55.3 bn.

	Funding exploration and appraisal activities that may arise as a result of exploration success in existing blocks and blocks that may be awarded in NELP VI. 
	Rs. 6.9 bn.

	General corporate purposes
	Rs. 4.6 bn.


STRENGTH OF CIL

· Strong Resource Base: Presently holding working interest in 10 blocks in eastern, western and northern India, with net working interest in 2P crude oil and natural gas reserves to be 472 mmboe, and significant portion in onshore exploration in Rajasthan Block.

· Long Standing Relations: Since last 12 years, CIL has been in to E&P activities in partnership with various private companies and Government agencies including ONGC.

· Proven Development & Operational Expertise and Technology: As the operator of the Lakshmi field in Cambay Basin, CIL commenced natural gas production in less than 30 months following the discovery and at Ravva field in the KG Basin, CIL increased crude oil production from an initial 3,700 bopd to 35,000 bopd in 26 months and ultimately to current production of 50,000 bopd since 1999.  

· Exploration Expertise: CIL has made 29 hydrocarbon discoveries since 1994, including 3 of the 7 landmark discoveries made in India between 2000 and 2005. In 2004, CIL made the largest onshore crude oil discovery in India, when it discovered the Mangala field in Rajasthan. 

TAX BENEFITS

· As per section 80IB of the Income-tax Act, 1961, 100% of the income of individual blocks of CIL is deductible for 7 consecutive assessment years commencing from the year in which a particular block commences the production. 
AREA OF CONCERNS

· The major breakthrough will come once the Rajasthan Blocks starts production. However, lot of infrastructure is needed to be built up like construction of power plant, a communication system, supplementary roads, and residential accommodation for workers etc. Any delay in setting up of these infrastructure facilities will delay the production from Rajasthan block. Apart from these factors, the risk of raw material and equipment shortages or price increases above the anticipated level is also a concern.

· Any delay by MRPL (Government of India’s nominee for Rajasthan block) in construction of 500 km. long pipeline infrastructure of sufficient capacity, through which the crude oil from Rajasthan block will be transported to MRPL’s refinery at Manglore and potentially to other refineries or once constructed the pipeline, if not be able to operate it successfully, may impact the quantum of crude oil production and probably the cost of project.

· There is always a risk of actual production rate being less than that forecasted due to geographical conditions, poor or inadequate well spacing, inadequate pressure support, waxy nature of crude oil at the Northern Fields presenting flow assurance concerns.
OUTLOOK 

· As mentioned earlier, domestic demand for natural gas is far ahead of domestic supply. This situation is likely to encourage various players to accelerate the production. Barring any regulatory constraint, natural gas is expected to continue to hold on its status of ‘the fuel of choice’.

· Under NELP, the PSC signed by various private players, price of gas is determined based on the price of natural gas in international market. Hence, availability of gas at regulated prices will be the thing of past. This will improve the profit margins of the players.
· The demand for crude oil is derived from the demand for petroleum products, which in turn is determined by the growth in the economy. At present, the increased demand for petroleum products has led to many refineries announcing capacity addition plans. All these will translate in to greater demand for crude oil for processing, which will be maintained with an impetus given by the high product demand fuelled by strong economic growth. 

We recently had an opportunity to visit one of the production facilities of CIL situated near Surat in Gujarat. We also met the senior management of the company. CIL has state of the art facility to segregate gas from the crude oil and for further processing of the oil and gas. CIL has better operational efficiency compared to some of its peers including ONGC. CIL with its reputed promoters, professional management, technical edge over its peers and buoyant sector outlook, remains an attractive investment option for investors with a time horizon of 3 years and more. 

This report is for the sake of information. We do not intend any invitation to subscribe to the issue on the basis of this report. Please refer to the Prospectus for “Risk Factor” before investing. 

