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Multiple triggers ahead
Expect strong volume growth
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India Research, Sales and Trading
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We met management of Gujarat Gas (GUJGA). Key highlights from our meeting.

Abundant potential...

) B Gujarat is one of the most industrialized states in India, with presence of a

9 ,,; number of industries such as refining, petrochemicals, chemicals, automobiles,
LS pharmaceuticals, ceramics, textiles and engineering.

Stock Info m  Gujarat Industrial Development Corporation (GIDC) has a total of 202 estates
Bloomberg GUJGA IN
Equity Shares (m) 1377 across Gujarat, including 47 Special Economic Zones (SEZs)
52-Week Range (INR) 974/715 M GUJGA has access to most part of Gujarat and is expanding its presence in
1, 6, 12 Rel. Per (%) -14/-21/-16 places like Halol, Dahej, Bhavnagar/Jamnagar, Anand, Amreli, Dadra & Nagar
M.Cap. (INR b) 1216 Haveli and Thane.
M.Cap. (USD b) 19 m Thereis currently a court order in Ahmedabad staying any development work
':::e\ﬁ;'alt’\::; lzg:g on gas network. Hearings are over and judgment is expected soon. Ahmedabad
. offers a peak potential of 0.3-0.4mmscmd.
Financials Snapshot (INR b)
Y/E Mar 2018 2019t 20208 ™ Dahej offers a peak potential of 0.5mmscmd. GUJGA is developing newer
Sales 61.7 794 887 applications for replacement of LPG by gas. This could be used for ship
EBITDA 9.0 9.8 120 breaking in Bhavnagar and foundries in Jamnagar — each a potential 0.2-
NP 29 40 55 0.3mmscmd market.
EPS (Rs) . ;;; ;8'2 :g.l B GUJGA is developing Amritsar & Bhatinda city gas distribution (CGD) networks
Zss/;r'(l(@) 134:1 153:5 190:1 for GSPL. There is a possibility that these could also be transferred to GUJGA in
P/E (x) 345 254 182 future.
P/BV (x) 5.4 4.6 3.8
ROE (%) 167 197 231 _ .but LNG prices could play a spoiler
RoCE (%) 165 180 228 g Global LNG consumption increased 13.7% in 2017 (higher than +5.4% in 2016
EV/EBITDAL) 135 120 93 and +1.4% in 2015 and 2014 each), primarily due to increased consumption
Shareholding pattern (%) S @REL
As On Mar-18 Dec-17 Mar-17
Promoter 204 609 €00 B As a result of high demand, increased outages and high oil prices, spot LNG
DIl 2.7 26 23 prices averaged at USD9.5/mmBtu in Jan-May2018 v/s USD6.9/mmBtu in Jan-
Fll 142 143 154 May 2017.
Others 327 222 214 m Although ~110mmtpa of LNG liquefaction terminals are under construction,
FIl Includes depository receipts there appears to be a shift from more polluting fuel to natural gas worldwide,
Stock Performance (1-year) which would keep LNG prices high.
Gujarat Gas B We expect this to result in continued volatility in volumes and margins for
Sensex - Rebased GUIGA
1,020 :
940 B There has been increased emphasis on CGD by GUJGA. It added 46 CNG outlets
860 in FY18 and intends to add ~100 in FY19. It has been conducting ‘Car Mela’ in
;gg leading cities for the same.
S 5 3 8 3
2§ & 5 3
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Valuation and view

B GUJGA sells ¥6.5mmscmd of gas. Morbi is the company’s biggest market
(2.5mmscmd), followed by Bharuch/Ankleshwar/Surat/Vapi (2.3), Rajkot (0.3),
Bhavnagar/Jamnagar (0.1) and other Geographical Areas (GAs).

B Recently, the Gujarat High Court has directed closure of coal gasifiers in Morbi-
Wankaner area which are not complying with approved regulations. We note
that Morbi itself is a 5-6mmscmd market where current gas sales are
2.5mmscmd, suggesting the high growth prospects.

B GUJGA is trading at 18x FY20 EPS of INR40. Due to expected tightness in spot
LNG prices, we lower the P/E multiple by 10% from 27x to 24x. We cut our
target price from INR1,122 to INR975 and reiterate our Buy rating on the stock.
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Exhibit 1: Gujarat state offers immense potential
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Exhibit 2: Sudden rise in LNG consumption globally (mmt)

Source: GIDC, MOSL

Year Japan® South Korea” Chinan Indian Taiwan” Total imports
2017 83.6 33.0 39.0 21.0 16.8 293.1
2016 83.3 33.7 26.8 19.2 15.0 257.9
2015 85.5 333 19.9 14.7 14.6 244.6
2014 88.9 38.0 20.0 14.6 13.6 241.1
2013 87.8 40.8 18.6 12.9 12.8 237.7
2012 87.3 36.8 14.8 14.0 12.8 237.7
2011 78.8 35.8 12.9 12.8 12.2 241.5
2010 70.6 341 9.5 9.3 11.6 223.8

ATope five importers Source: IGU, MOSL

Exhibit 3: Spot LNG prices remain at discount to crude oil

Spot LNG (USD/mmBtu)-LHS
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Exhibit 4: We value Gujarat Gas at INR975/share (24x FY20E EPS)
FY20 EPS (INR) 40.1
Valuation PE (x) 24.3
Target price (INR/share) 975

Source: Company, MOSL
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Story in charts

Exhibit 5: Volume growth expected to be strong Exhibit 6: EBITDA/scm likely to grow; volatility would be key
CNG (mmscmd) PNG-household (mmscmd) O— EBITDA/scm (INR)
PNG-ind/comm (mmscmd) 4.4
3.9 4.0
3.6 3.8
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4.0 3.8
0.6
05 05 05 06
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Source: Company, MOSL Source: Company, MOSL
Exhibit 7: Return ratios to improve Exhibit 8: Free cash flow to improve
26.0 —O—ROE (%) —O—ROCE (%) 6.060 —O—FCFF (INR mn)
’ 5,153 5,150
22.0 2,973
18.0
14.0
(3,937)
10.0
FY16 FY17 FY18 FY19E FY20E FY16 FY17 FY18 FY19E FY20E
Source: Company, MOSL Source: Company, MOSL

4 July 2018 4



MoTiLAL OSWAL

Financials and Valuations

Gujarat Gas

Standalone - Income Statement (INR Million)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Income from Operations 77,974 90,063 61,059 50,927 61,743 79,414 88,695
Total Income from Operations 77,974 90,063 61,059 50,927 61,743 79,414 88,695
Change (%) 15.5 -32.2 -16.6 21.2 28.6 11.7
Total Expenditure 72,233 79,001 53,794 43,488 52,793 69,589 76,703
% of Sales 92.6 87.7 88.1 85.4 85.5 87.6 86.5
EBITDA 5,741 11,062 7,264 7,440 8,951 9,825 11,992
Margin (%) 7.4 12.3 11.9 14.6 14.5 12.4 13.5
Depreciation 2,826 2,377 2,457 2,675 2,718 3,060 3,163
EBIT 2,915 8,685 4,808 4,765 6,232 6,765 8,830
Int. and Finance Charges 3,003 3,332 2,475 2,090 1,961 1,445 1,235
Other Income 1,101 1,071 445 371 357 579 647
PBT bef. EO Exp. 1,012 6,424 2,779 3,047 4,629 5,899 8,242
EO Items -90 -10 -256 0 0 0 0
PBT after EO Exp. 922 6,414 2,523 3,047 4,629 5,899 8,242
Current Tax 638 1,979 648 839 1,715 1,947 2,720
Tax Rate (%) 69.2 30.8 25.7 27.6 37.0 33.0 33.0
Reported PAT 284 4,436 1,875 2,207 2,914 3,952 5,522
Adjusted PAT 312 4,443 2,065 2,207 2,914 3,952 5,522
Change (%) 1,323.3 -53.5 6.9 32.0 35.6 39.7
Margin (%) 0.4 4.9 3.4 4.3 4.7 5.0 6.2
Standalone - Balance Sheet (INR Million)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Equity Share Capital 1,377 1,377 1,377 1,377 1,377 1,377 1,377
Total Reserves 14,981 18,532 13,718 15,072 17,087 20,302 24,794
Net Worth 16,358 19,909 15,095 16,449 18,464 21,679 26,171
Deferred Tax Liabilities 2,892 3,528 9,865 9,849 10,455 10,455 10,455
Total Loans 33,311 31,960 17,066 22,987 22,143 19,143 16,143
Capital Employed 52,561 55,397 42,025 49,285 51,062 51,277 52,769
Gross Block 47,550 50,114 54,153 59,393 64,021 65,880 68,368
Less: Accum. Deprn. 2,815 5,247 7,704 10,376 13,094 16,155 19,317
Net Fixed Assets 44,735 44,867 46,449 49,017 50,927 49,726 49,051
Capital WIP 2,701 3,574 4,682 5,071 4,797 7,437 9,950
Total Investments 8,410 10,990 1,218 683 161 161 161
Curr. Assets, Loans&Adv. 10,694 9,495 7,544 8,714 10,449 13,617 15,507
Inventory 375 411 413 417 568 748 825
Account Receivables 5,451 3,606 3,005 3,475 3,917 5,038 5,627
Cash and Bank Balance 2,116 2,378 678 608 1,363 1,913 2,445
Loans and Advances 2,752 3,101 3,447 4,214 4,601 5,918 6,609
Curr. Liability & Prov. 13,978 13,529 17,868 14,199 15,271 19,664 21,899
Account Payables 5,260 4,262 2,515 3,140 2,931 3,863 4,258
Other Current Liabilities 8,613 8,193 14,986 10,660 11,957 15,380 17,177
Provisions 105 1,074 367 399 383 421 463
Net Current Assets -3,284 -4,034 -10,324 -5,485 -4,823 -6,047 -6,392
Appl. of Funds 52,561 55,397 42,025 49,285 51,062 51,277 52,769
E: MOSL Estimates
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Financials and Valuations

Gujarat Gas

Ratios
Y/E March FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Basic (INR)
EPS 23 32.3 15.0 16.0 21.2 28.7 40.1
Cash EPS 22.8 49.5 32.8 35.5 40.9 50.9 63.1
BV/Share 118.8 144.6 109.6 119.5 134.1 157.5 190.1
DPS 0.0 5.0 2.5 3.0 4.0 4.4 6.2
Payout (%) 0.0 18.7 21.7 22.3 22.9 18.7 18.7
Valuation (x)
P/E 45.5 34.5 25.4 18.2
Cash P/E 20.6 17.8 14.3 11.6
P/BV 6.1 5.4 4.6 3.8
EV/Sales 2.4 2.0 1.5 1.3
EV/EBITDA 16.5 13.5 12.0 9.5
Dividend Yield (%) 0.4 0.6 0.6 0.9
FCF per share -28.6 21.6 37.4 37.4
Return Ratios (%)
RoE 3.8 24.5 11.8 14.0 16.7 19.7 23.1
RoCE 16.2 19.2 12.5 14.3 16.5 18.0 22.8
Working Capital Ratios
Asset Turnover (x) 1.5 1.6 1.5 1.0 1.2 1.5 1.7
Inventory (Days) 2 2 2 3 3 3 3
Debtor (Days) 26 15 18 25 23 23 23
Creditor (Days) 25 17 15 23 17 18 18
Working Cap. Turnover (Days) -25 -26 -66 -44 -37 -37 -36
Leverage Ratio (x)
Current Ratio 0.8 0.7 0.4 0.6 0.7 0.7 0.7
Interest Cover Ratio 1.0 2.6 1.9 2.3 3.2 4.7 7.1
Debt/Equity 2.0 1.6 1.1 1.4 1.2 0.9 0.6
Standalone - Cash Flow Statement (INR Million)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19E FY20E
OP/(Loss) before Tax 922 6,414 2,779 3,047 4,629 5,899 8,242
Depreciation 2,826 2,377 2,457 2,675 2,718 3,060 3,163
Interest & Finance Charges 3,003 3,332 2,029 1,718 1,604 866 588
Direct Taxes Paid -1,599 -1,461 -648 -839 -1,715 -1,947 -2,720
(Inc)/Dec in WC -309 1,852 4,590 -4,909 92 1,774 878
CF from Operations 4,844 12,514 11,207 1,692 7,328 9,653 10,150
Others -726 -716 0 0 0 0 0
CF from Operating incl EO 4,119 11,798 11,207 1,692 7,328 9,653 10,150
(Inc)/Dec in FA -3,371 -3,508 -5,147 -5,629 -4,355 -4,500 -5,000
Free Cash Flow 748 8,290 6,060 -3,937 2,973 5,153 5,150
(Pur)/Sale of Investments -12,397 -2,563 9,773 535 522 0 0
Others 2,374 167 189 371 357 579 647
CF from Investments -13,394 -5,904 4,815 -4,722 -3,476 -3,921 -4,353
Issue of Shares 5,000 0 0 0 0 0 0
Inc/(Dec) in Debt 7,923 -756 -14,894 5,921 -844 -3,000 -3,000
Interest Paid -1,351 -4,874 -2,475 -2,090 -1,961 -1,445 -1,235
Dividend Paid -601 -2 -408 -493 -668 -737 -1,030
Others 0 0 56 -378 376 0 0
CF from Fin. Activity 10,971 -5,632 -17,721 2,960 -3,097 -5,182 -5,265
Inc/Dec of Cash 1,696 262 -1,699 -70 755 550 532
Opening Balance 420 2,116 2,378 678 609 1,363 1,913
Closing Balance 2,116 2,378 678 609 1,363 1,913 2,445
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NOTES
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