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PETRONET LNG LTD (PLNG) 
PRICE: RS. 253 RECOMMENDATION: BUY 
TARGET PRICE: RS. 285 FY20E PE: 14.3X  

 We believe Petronet's earnings will continue to rise over the next 2-3 years, 
driven by higher volumes from Dahej LNG regasification terminal and a higher 
operating rate of the currently stranded Kochi terminal. Construction of the 
pipeline to evacuate gas from Kochi is progressing well. 

 The company is further in the process of expanding capacity of the Dahej LNG 
terminal from 15 MMTPA to 17.5MMTPA. The expansion is likely to be 
commissioned in 1QFY19. This will help in meeting the rising domestic gas 
demand. Recently, it has expanded Dahej capacity by 50% to 15 MMTPA and 
the same is contracted more than 90% of its capacity giving decent revenue 
visibility. 

 We have introduced FY20E earnings in this note. We expect PLNG’s earnings 
to grow at a CAGR of 15% over the next three years driven by a volume 
growth, benefiting from contractual commitments of 17.2 mn tons and 
commissioning of Kochi-Mangalore pipeline. We expect PLNG to report an EPS 
of Rs.14.1 for FY18E, an EPS of Rs.15 for FY19E and an EPS of Rs.17.5 for 
FY20E. We expect FY18E to be driven by acceleration in volume growth, 
supported by expansion. At CMP, we believe that the stock is reasonably valued 
at 14.3x FY20E earnings. We maintain BUY on the stock with a price target of 
Rs.285/- including equity value of 26% stake in Dahej Port. Given that most of 
the capacity at Dahej is tied-up, there is strong visibility on the free cash flow 
yield. 

 On the other hand, Kochi terminal is operating at sub-optimal utilization given 
lack of pipeline infrastructure. Management expects quarterly uptick (marginal) 
in volumes till the Mangalore Kochi pipeline is commissioned and the same is 
expected by Dec’18. We believe this will significantly ramp-up RLNG volume. 
GAIL is working on getting approvals for the pipeline and clarity on the pipeline 
can potentially add to valuations of PLNG. 

Key Risks and Concerns 

We believe the key risk to our valuation are as follows: 

 Geo-political risk: Any gas supply disruption from Qatar can have meaningful 
impact on the earnings. Though current situation is under control.   

 Availability of LNG at reasonable prices on a long term basis has remained a key 
worry. 

 Regulatory risk: Any capping of margins by PNGRB will negatively impact its 
earnings and growth. However, management has indicated that imported LNG 
does not fall under the preview of PNGRB. 

 Project execution risk. 
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Summary table - Standalone 

(Rs mn) FY18E FY19E FY20E 

Net Sales (Rs. Mn) 298,089 323,075 349,262 
Growth (%) 19.4 8.4 8.1 
EBIDTA 34,292 38,420 44,106 
EBIDTA margin (%) 11.5 11.9 12.6 
PBT 31,716 33,944 39,473 
Net profit 21,091 22,573 26,250 
EPS (Rs) 14.1 15.0 17.5 
Growth (%) 23.7 7.0 16.3 
CEPS (Rs) 16.8 18.0 20.6 
Book value (Rs/share) 69 80.1 92.7 
DPS (Rs) 3.1 3.5 4.0 
ROE (%) 22.1 19.6 19.7 
ROCE (%) 20.9 20.2 20.2 
Net Cash (Debt) 34,599 49,038 66,037 
NW Capital (Days) 12.4 13.4 14.6 
EV/Sales (x) 0.6 0.5 0.4 
EV/EBIDTA (x) 5.3 4.3 3.4 
P/E (x) 17.9 16.7 14.3 
P/BV (x) 3.62 3.13 2.71 
P/CEPS (X) 14.9 14.0 12.2 

Source: Company, Kotak Securities – Private Client 
Research 
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Key developments 

 New revenue streams for optimum utilization of resources:  PLNG is eyeing to 
invest in the overseas LNG market and in this regard it has signed a MoU with 
a national oil company of Bangladesh to set-up land based 7.5 mtpa LNG 
terminal (pre-project studies has already started) at Kutubdia Island and is also 
in discussion with the Sri Lankan government for collaboration in development 
of LNG infrastructure. 

 The company has plans to venture into retail LNG business and in this regard it 
will test run LNG-fueled buses in Gujarat and Kerala. It is in discussion with oil 
marketing companies (OMCs) to develop LNG dispensing infrastructure in India 
as Ministry of Road Transport and Highways has approved the usage of LNG as 
an automotive fuel. Although the above initiatives are at a nascent stage, they 
are important for PLNG from the perspective of FCF utilization and long term 
growth.  

Petronet Gas Purchase, Sales Agreements 
Petronet Gas Purchase, Sales Agreements  MMTPA  

A). Petronet’ s LNG procurement  

Ras Laffan (RasGas), Qatar                             7.50  

Gorgon LNG project, Exxon -mobil Australia                             1.44  

Balance: Spot/Short-term contract                             6.70  

  

B). Gas sale agreements - Take or pay agreement  6.0-7.0  

Ras Laffan 7.5 mmtpa contract  

a). Gail                             4.50  

b). Indian oil                             2.25  

c). BPCL                     0.75  

Other contract  

d). Gujarat state petroleum corporation                     1.25  

e). Torrent Power                     0.50  

Dahej 5 mmtpa expansion  

f). Gujarat state petroleum corporation                     1.00  

g). Gail                     2.50  

h). Indian oil                     1.50  

i). BPCL                     1.00  

Total Gas sales agreements                   15.75  

Source: Company and Bloomberg 

Key assumptions: 

RLNG volumes: We expect meaningful ramp-up in Petronet’s RLNG volumes to 848 
TBTUs in FY18E, 910 TBTUs in FY19E and 965 TBTUs in FY20E versus 714 TBTUs in 
FY17 led by (1) completion of ongoing expansion project at Dahej terminal, and 
(2) gradual increase in utilization of Kochi terminal. 

Valuation & Recommendation 

We have introduced FY20E earnings in this note. We expect PLNG’s earnings to 
grow at a CAGR of 15% over the next three years driven by a volume growth, 
benefiting from contractual commitments of 17.2 mn tons and commissioning of 
Kochi-Mangalore pipeline. We expect PLNG to report an EPS of Rs.14.1 for FY18E, 
an EPS of Rs.15 for FY19E and an EPS of Rs.17.5 for FY19E. We expect FY18E to 
be driven by acceleration in volume growth, supported by expansion. At CMP, we 
believe that the stock is reasonably valued at 14.5x FY20E earnings. We maintain 
BUY on the stock with a price target of Rs.285/- including equity value of 26% 
stake in Dahej Port. Given that most of the capacity at Dahej is tied-up, there is 
strong visibility on the free cash flow yield. 

 

 

We maintain BUY on 
Petronet LNG with a price 

target of Rs.285 
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Company back ground 

Petronet LNG is India's largest importer of liquefied natural gas (LNG) at its Dahej 
plant. It has expanded the Dahej capacity to 15 MMTPA.  

PLNG has a firm supply contract with Qatar's RasGas for 7.5 MTPA for which it has 
a back-to-back sales contract. It also imports LNG on a spot basis depending on its 
ability to market the same in domestic market. 

Similarly, it also imports cargos on behalf of other importers for a fee. The company 
currently charges Rs 35.85 per MMBTU as regasification charges, which are set to 
go up 5% every year in January. 

Notes: LNG is natural gas in its highly compact liquid form. When natural gas is 
cooled to minus 260 degrees Fahrenheit (or minus 162 degrees Celcius), it is 
reduced to one six-hundredth of its original volume and becomes a clear, non-toxic 
liquid. LNG offers a safe and economical means for transporting natural gas over 
long distances to locations beyond the reach of pipelines. LNG is loaded on 
specialized ships and delivered to a regasification terminal where it is reheated, 
turned into gas and distributed to customers through a pipeline network. 
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RATING SCALE 
Definitions of ratings 
BUY  – We expect the stock to deliver more than 12% returns over the next 9 months 

ACCUMULATE – We expect the stock to deliver 5% - 12% returns over the next 9 months 

REDUCE – We expect the stock to deliver 0% - 5% returns over the next 9 months 

SELL – We expect the stock to deliver negative returns over the next 9 months 

NR – Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The report has been prepared for 

  information purposes only.  

RS – Rating Suspended. Kotak Securities has suspended the investment rating and price target for this stock, either because there 

  is not a Sufficient fundamental basis for determining, or there are legal, regulatory or policy constraints around publishing, 

  an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock 

  and should not be relied upon. 

NA – Not Available or Not Applicable. The information is not available for display or is not applicable 

NM – Not Meaningful. The information is not meaningful and is therefore excluded. 

NOTE – Our target prices are with a 9-month perspective. Returns stated in the rating scale are our internal benchmark. 
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Teena Virmani Ritwik Rai  Jatin Damania Jayesh Kumar  
Construction, Cement, Building Mat FMCG, Media Metals & Mining Economy  
teena.virmani@kotak.com ritwik.rai@kotak.com  jatin.damania@kotak.com  kumar.jayesh@kotak.com  
+91 22 6218 6432 +91 22 6218 6426 +91 22 6218 6440 +91 22 6218 5373  

Arun Agarwal Sumit Pokharna Pankaj Kumar Ashini Shah  
Auto & Auto Ancillary Oil and Gas  Midcap Midcap 
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TECHNICAL RESEARCH TEAM 
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We offer our research services to clients as well as our prospects. 

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons 
into whose possession this document may come are required to observe these restrictions. 

This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer to sell or 
the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Kotak Securities 
Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. 

We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be guaranteed. 
Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material should rely on their 
own investigations and take their own professional advice. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for 
future performance. Certain transactions -including those involving futures, options and other derivatives as well as non-investment grade securities - involve substantial risk and 
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and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other 
compensation or act as a market maker in the financial instruments of the subject company/company (ies) discussed herein or act as advisor or lender / borrower to such company 
(ies) or have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of publication of Research Report 
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interested. The views provided herein are general in nature and does not consider risk appetite or investment objective of particular investor; readers are requested to take 
independent professional advice before investing. This should not be construed as invitation or solicitation to do business with KSL. Kotak Securities Limited is also a Portfolio 
Manager. Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and accordingly PMS may have positions contrary to the PCG 
research recommendation. Kotak Securities Limited does not provide any promise or assurance of favourable view for a particular industry or sector or business group in any 
manner. The investor is requested to take into consideration all the risk factors including their financial condition, suitability to risk return profile and take professional advice 
before investing. 

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or 
their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report. 

No part of this material may be duplicated in any form and/or redistributed without Kotak Securities' prior written consent. 

Details of Associates are available on our website ie www.kotak.com 

Research Analyst has served as an officer, director or employee of subject company(ies): No 

We or our associates may have received compensation from the subject company(ies) in the past 12 months.  

We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months: No 

We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12 months. 
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Research Analyst or his/her relative's financial interest in the subject company(ies): No 
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