Gujarat State Petronet

Accumulate

Muted operational performance. Higher tariffs benefit to start

GSPL numbers were marginally below estimates. Volume at 35 MMSCMD
were lower than estimated (36.3 MMSCMD). Tariffs were in line with
expectations. Operating profitability was impacted to higher employee
cost and higher other expenses. GSPL has recognized T 2.2 bn of unbilled
revenue based on new tariffs approved by PNGRB. Key trigger of tariff hike
has played out and we feel that from hereon, volume growth trajectory will
be the key monitorable. We expect that tariffs should increase
approximately by 25% from H2FY19 onwards. We reiterate our Accumulate
recommendation.

Volume Outlook

GSPL reported natural gas transmission volumes growth of 10.9% YoY to
35 MMSCMD in Q2FY19. We believe that volume traction should improve
for a couple of months due to the ongoing festive season. During this
period, lot of small industrial units start taking up short term gas supplies
to cater to additional demand.

Transmission Tariff revision
PNGRB has approved transmission tariffs for GSPL high pressure gas
pipelines in Q2FY19. Tariffs are approved for ¥ 34 per MMBTU from ¥ 26.6
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per MMBTU. With these tariffs applicable from April 1 — 2018, GSPL has  Public / Others 24.6
recognized ¥ 2.2 bn as unbilled revenue for the period April 2018 — i
September 2018 as there should not be major changes in this once zonal ~ Valuation (x)
tariff are finalized. FY18A FY19E FY20E
. . . . P/E 15.3 13.2 11.0
Based on this number, we infer that tariffs should increase by around ¥ 0.3 /
per SCM from the current level of ¥ 1.15 per SCM. We have factored this in EV/EBITDA 113 94 7.7
our assumptions from H2FY19 onwards. ROE (%) 14.0 14.3 15.1
ROACE (%) 14.7 157 165
Estimates (X mn)
FY18A FY19E FY20E
Revenue 13,317 17,603 20,440
EBITDA 11,478 15,280 17,742
Q2FY19 Result (X Mn)
PAT 6,684 7,774 9,357
Particulars 2FY19 2FY18  YoY (% 1FY19 0Q (% EPS 3) 11.9 138 166
Revenue 3,801 3,348 13.5 3,912 (2.9) i . .
Total Expense 821 493 66.5 474 73.1
EBITDA 2,980 2,855 4.4 3,438 (13.3)
Depreciation 436 438 (0.4) 448 (2.6)
EBIT 2,544 2,417 5.2 2,990 (14.9)
Other Income 384 278 37.8 55 602.8 VP Research: Privank Chandra
Interest 557 90 516.2 579 (3.8) Tel: +91 22 40969737
EBT 2,370 2,605 5.2 2,466 (3.9) E-mail: privank@dolatcapital.com
Tax 758 836 (9.2) 1,021 (25.7)
RPAT 1,612 1,770 (8.9) 1,445 11.6 AVP Research: Nidhi Doshi
APAT 1,612 1,770 (8.9) 1,445 11.6 Tel: +91 22 40969795
(bps) (bps) E-mail: nidhid@dolatcapital.com
Gross Margin (%) - - - - -
EBITDA Margin (%) 78.4 85.3 (687) 87.9 (947)
NPM (%) 42.4 52.8  (1044) 36.9 548
Tax Rate (%) 32.0 321 (7) 41.4 (941) <
EBIT Margin (%) 66.9 72.2 (526) 76.4 (950) DOLATCAPITAL ™
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Exhibit 1: KPIs

T Mn Q2FY19 Q2FY18 YoY (%) Q1FY19 QoQ (%)
Segment Revenue

Gas Transportation 3,645.9 3,230.4 12.9 3,785.7 (3.7)
Sale of Electricity 165.2 125.2 31.9 136.3 21.2
Gas Transported (in MMSCM) 3,220 2,904 10.9 3,322 (3.1)
Average Tariff (in ¥ per SCM) 1.132 1.112 1.8 1.140 (0.7)
Gas Transported (in MMSCMD) 35.0 31.6 10.9 36.5 (4.1)

Source: DART, Company

Valuation

Volume growth traction looks stable. With transmission hike trigger now behind,
volume growth will be the key monitorable. We value the core business at I 155 per
share on DCF basis, three transnational pipelines at T 6 per share and GSPL's stake in
Gujarat Gas and Sabarmati Gas at I 46 per share and X 3 per share respectively. We
reiterate our Accumulate recommendation with a target price of ¥ 210.

Key highlights

= Revenue increased by 13.5% on a YoY basis to X 3,801 mn. On a sequential

basis, revenue was down by 2.9%.

= There was a growth in employee cost of 53.6% on a YoY basis to ¥ 209 mn
and a growth of 139.5% on a sequential basis.

= Other expenditure increased by 71.3% on a YoY basis to ¥ 612 mn.
Sequentially it was up by 58.2%.

=  GSPL made an operating profit of ¥ 2,980 mn in Q2FY19 as compared to an
operating profit of ¥ 2,855 mn in Q2FY18. This was a growth of 4.4%.

= Depreciation decreased by 2.6% QoQ to I 436 mn.

= Other income increased by 37.8% on a YoY basis to ¥ 384 mn.
= Net profit decreased by 8.9% on a YoY basis to ¥ 1,612 mn.
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Exhibit 3: NPM (%)

Exhibit 2: OPM (%)

' [ 61420 6TA4TO
| 6TA4TO 6TAITD
| 8TA4YD 8TAYD
| 8TA4ED 8TAJED
| 8TAdCD | 81120
| STA4TO = | 8TATO
| LTAdvD W | LTAVD
| £1adE0 v | LTAJED

LTAJTO = £TA20
| (Tato . _m | (1o
| 9TAIYD m o | 9TAIVD

9TA4£0 | S o | 9TAJED
oo || & M | 9TA4ZD
9TA4TOD | © = 9TAITO
g 2 —
2 3 S 3 3 3 3 3
[ 61A470 [ 61Ad70
| 6TA4TD | 6TA4TO
| 8TA4YD | 8TA4tD
| 8TA4€D | 8TAJED
| 8TA47D a | 8TA4TD
| 8TA4TD W | 8TA4TO
| 1TA4YD W | LTAYD
| [TA3ED = | LTA3ED
| 1TA470 £ Y | z1ade0

H AR I W n LTATO

| omaavof £ g %) | oo

9TAd€0| S o 9 9TA4ED

H 9TA4ZO m M < 9TA4Z0

9TAITO|l £ ) 9TA4TO
o 5 Elssssszess

DOLATCAPITAL"

Source: DART, Company

November 05, 2018

Source: DART, Company



DART”

Profit and Loss Account

(? Mn) FY17A FY18A FY19E FY20E
Revenue 10,276 13,317 17,603 20,440
Total Expense 1,393 1,839 2,323 2,698
Employees Cost 388 432 568 659
Other expenses 1,004 1,407 1,755 2,039
EBIDTA 8,883 11,478 15,280 17,742
Depreciation 1,791 1,750 1,808 2,140
EBIT 7,092 9,728 13,472 15,602
Interest 596 354 2,594 2,424
Other Income 882 735 900 1,000
EBT 7,378 10,108 11,778 14,178
Tax 2,411 3,424 4,005 4,820
RPAT 4,966 6,684 7,774 9,357
APAT 4,966 6,684 7,774 9,357
B_alance Sheet

X Mn) FY17A FY18A FY19E FY20E
Sources of Funds

Equity Capital 5,636 5,638 5,642 5,646
Minority Interest 0 0 0 0
Reserves & Surplus 39,324 45,012 52,492 60,564
Net Worth 44,960 50,650 58,134 66,210
Total Debt 6,305 30,578 32,421 32,321
Net Deferred Tax Liability 4,719 4,984 6,230 6,230
Total Capital Employed 55,984 86,213 96,785 104,761
Applications of Funds

Net Block 31,610 31,142 30,534 29,594
CWIP 6,911 8,959 1,886 1,946
Investments 7,655 41,814 70,995 70,995
Current Assets, Loans & Advances 12,158 7,571 (3,102) 5,860
Inventories 1,123 1,235 1,731 2,011
Receivables 1,189 1,235 2,116 3,352
Cash and Bank Balances 8,026 3,645 (8,542) (1,245)
Loans and Advances 1,403 1,278 1,406 1,547
Other Current Assets 417 178 186 196
Less: Current Liabilities & Provisions 2,350 3,272 3,527 3,633
Payables 138 185 195 201
Other Current Liabilities 2,212 3,087 3,333 3,433
Net Current Assets 9,808 4,298 (6,629) 2,227
Total Assets 55,984 86,213 96,785 104,761

E — Estimates
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Important Ratios

Particulars FY17A FY18A FY19E FY20E
(A) Margins (%)

Gross Profit Margin 0 0 0 0
EBIDTA Margin 86.4 86.2 86.8 86.8
EBIT Margin 69.0 73.0 76.5 76.3
Tax rate 32.7 33.9 34.0 34.0
Net Profit Margin 48.3 50.2 44.2 45.8
(B) As Percentage of Net Sales (%)

COGS 0.0 0.0 0.0 0.0
Employee 3.8 3.2 3.2 3.2
Other 9.8 10.6 10.0 10.0
(C) Measure of Financial Status

Gross Debt / Equity 0.1 0.6 0.6 0.5
Interest Coverage 11.9 27.5 5.2 6.4
Inventory days 40 34 36 36
Debtors days 42 34 44 60
Average Cost of Debt 7.0 1.9 8.2 7.5
Payable days 5 5 4 4
Working Capital days 348 118 (137) 40
FAT/O 0.3 0.4 0.6 0.7
(D) Measures of Investment

AEPS (3) 8.8 11.9 13.8 16.6
CEPS (%) 12.0 15.0 17.0 204
DPS (%) 1.5 1.8 0.5 2.0
Dividend Payout (%) 17.0 14.8 3.6 12.1
BVPS (%) 79.7 89.8 103.1 117.4
ROANW (%) 11.6 14.0 14.3 15.1
ROACE (%) 8.5 9.0 9.7 10.2
ROAIC (%) 14.2 14.7 15.7 16.5
(E) Valuation Ratios

cMP (3) 182 182 182 182
P/E 20.7 15.3 13.2 11.0
Mcap (? Mn) 102,590 102,590 102,590 102,590
MCap/ Sales 10.1 7.8 5.8 5.0
EV 100,868 129,523 143,552 136,156
EV/Sales 9.8 9.7 8.2 6.7
EV/EBITDA 11.4 11.3 9.4 7.7
P/BV 2.3 2.0 1.8 1.5
Dividend Yield (%) 0.8 1.0 0.3 1.1
(F) Growth Rate (%)

Revenue 3.6 29.6 32.2 16.1
EBITDA 2.6 29.2 33.1 16.1
EBIT 3.8 37.2 38.5 15.8
PBT 10.3 37.0 16.5 20.4
APAT 11.5 34.6 16.3 204
EPS 11.5 34.6 16.3 20.4
Cash Flow

& Mn) FY17A FY18A FY19E FY20E
CFO 9,436 8,944 15,582 12,362
CFI (3,676) (31,735) (23,308) (1,260)
CFF (6,366) 22,865 (1,041) (3,805)
FCFF 8,384 6,253 21,456 11,102
Opening Cash 758 152 225 (8,542)
Closing Cash 152 225 (8,542) (1,245)

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy >20%
Accumulate 10 to 20%
Reduce 0to 10%
Sell <0%
Rating and Target Price History
® ] Month Rating TP R) Price (3)*
200 GUJS Target Price Nov-17  Accumulate 240 204
Feb-18 Buy 254 200
270 May-18 Accumulate 203 178
Jul-18 Accumulate 213 180
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180
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Purvag Shah Managing Director purvag@dolatcapital.com  +9122 4096 9747
Amit Khurana, CFA Head of Equities amit@dolatcapital.com +9122 4096 9745
CONTACT DETAILS
Equity Sales Designation E-mail Direct Lines
Dinesh Bajaj VP - Equity Sales dineshb@dolatcapital.com  +9122 4096 9709
Kartik Sadagopan VP - Equity Sales kartiks@dolatcapital.com +9122 4096 9762
Kapil Yadav VP - Equity Sales kapil@dolatcapital.com +9122 4096 9735
Equity Trading Designation E-mail
P. Sridhar SVP and Head of Sales Trading sridhar@dolatcapital.com +9122 4096 9728
Chandrakant Ware VP - Sales Trading chandrakant@dolatcapital.com +9122 4096 9707
Shirish Thakkar VP - Head Domestic Derivatives Sales Trading shirisht@dolatcapital.com +9122 4096 9702
Kartik Mehta VP - Head Asia Derivatives Sales Trading kartikm@dolatcapital.com +9122 4096 9715
Bhavin Mehta VP - Derivatives Strategist bhavinm@dolatcapital.com +9122 4096 9705
Hardik Mehta Sales Trader hardikm@dolatcapital.com  +9122 4096 9703
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