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Petronet LNG

Buoyant volume outlook on rising LNG demand

Petronet LNG (PLNG) is set to report strong volume growth at an 8%
CAGR over FY2019-FY2021E, supported by 1) recent completion of
Dahej capacity expansion to 17.5 mmt; 2) strong demand appetite
for low-cost liquefied natural gas (LNG, India’s LNG imports grew
by “5.6% y-o-y in April-May 2019); and 3) likely improvement of
utilisation at Kochi terminal post completion of Kochi-Mangalore
pipeline infrastructure in southern India (expected by September/
October 2019, which is a delay of 3-4 months). Hence, we expect
11% earnings CAGR over FY2019-FY2021E along with robust RoE of
24-26%. In the absence of significant capex, the stock could offer
healthy dividend yield of 4-5%. Hence, we maintain our Buy rating on
PLNG with an unchanged price target (PT) of Rs. 270.

Volume growth triggers in place

We believe PLNG’s Dahej capacity expansion to 17.5 mmt has come
at the right time and the terminal could witness strong volume growth
backed by: 1) sharp rebound in India’s LNG imports (up 5.6% y-o-y
during April-May 2019 vs. 11% y-o-y decline in Q4FY2019); 2) shutdown
of Dabhol LNG terminal during monsoons due to breakwater issues;
and 3) strong demand appetite for low-costimported LNG. Additionally,
higher volume offtake by a fertiliser customer and completion of Kochi-
Mangalore pipeline section by September/October 2019 (delay by 3-4
months as per management’s guidance) could ramp-up utilisation rate
for Kochi terminal to 15%/30% in FY2020E/FY2021E. Thus, we expect
PLNG’s PAT to report an 11% CAGR, primarily led by volume growth.

Our Call

Valuation - Maintain Buy with unchanged PT of Rs. 270: PLNG has
superior RoE of 24-26%, 5.2% FCF field in FY2020E, de-risked business
model and earnings growth visibility. Hence, we believe PLNG deserves
a valuation premium compared with regulated utility companies. In our
view, PLNG is trading at an attractive valuation of 13.1x its FY2021E EPS.
Therefore, we maintain our Buy rating on the stock with an unchanged
PT of Rs. 270. Moreover, in the absence of any significant capex in
FY2020E, PLNG may surprise with dividend payout similar to FY2019
level of 70% and, thus, could result in healthy dividend yield of 4-5%.

Key Risks

Delay in ramp-up of recently commissioned expansion at Dahej
terminal to 17.5mmt and lower-than-expected Kochi utilisation rate.

Valuation (Standalone) Rs cr
Particulars FY17 FY18 FY19 FY20E FY21E
Revenue 24,616 30,599 38,395 46,307 51,399
OPM (%) 10.5 10.8 8.9 8.5 8.5
Adjusted PAT 1,706 2,078 2,291 2,514 2,810
% YoY growth 86.8 21.8 10.3 97 17
Adjusted EPS (Rs) 1.4 13.9 15.3 16.8 18.7
P/E (x) 216 177 16.1 147 131
P/B (x) 46 3.8 37 35 3.4
EV/EBITDA (x) 13.6 9.9 9.7 8.4 76
RoNW (%) 23.2 233 23.2 24.5 26.2
RoCE (%) 22.8 26.3 273 29.9 32.2

Source: Company Data; Sharekhan estimates
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Rebound in LNG imports and shutdown of Dabhol LNG terminal during monsoons to improve PLNG’s Dahej
utilisation in HIFY2020

India’s LNG imports recovered sharply to 2,522 mmscm (up 4.4% y-o-y) in May 2019 and to 2,630 mmscm (up
6.8% y-o0-y) in April 2019 after posting an 11% y-o-y decline in Q4FY2019. Recovery in LNG demand can be
attributed to the sharp decline in spot LNG prices to $5.2-5.4/mmbtu in April-May 2019 (vs. recent peak of $9-
10/mmbtu) due to LNG supply glut. We expect higher LNG import volumes to benefit PLNG, as it has recently

commissioned 2.5 mmtpa capacity expansion at Dahej terminal and Dabhol LNG terminal remains closed
during monsoons.

Sharp recovery in India’s LNG imports Spot LNG prices corrected sharply to $5/mmbtu
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Kochi-Mangalore pipeline section could be delayed to September/October 2019; Kochi utilisation expected
at 15% in FY2020

We spoke to the management of PLNG and the same has guided for 3-4 months delay in completion of Kochi-
Mangalore pipeline section to September/October 2019 (vs. earlier guidance of June 2019). However, higher
volume offtake from a fertiliser customer could result in slight improvement in the utilisation of Kochi terminal
to 5% in FY2020E (as compared to 10% in FY2019 and vs. our assumption of 14% utilisation in FY2020E).
Post completion of Kochi-Mangalore pipeline section, the utilisation of Kochi terminal is expected to increase
to 30% in FY2021E and would start contributing to profits of PLNG.

Strong free cashflow and limited capex in the near term could result in high dividend payout

PLNG plans to add a two-storage tank (estimated capex of ¥$200 million) and jetty (estimates ¥$160 million)
at its Dahej terminal over the next three years, which would take capacity at Dahej terminal to 19.5 mtpa.
Management has indicated that tendering for the award for contract for storage tanks and jetty would be
done by mid-FY2020. Hence, we do not see any significant capital expenditure by PLNG in FY2020E and
expect PLNG to generate free cashflow of “Rs. 1,900 crore. Thus, in the absence of any significant capex for

FY2020E (guidance of Rs. 600 crore), management could maintain higher dividend payout, resulting in higher
dividend yield of 4-5%.
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Financials in charts

Volume CAGR of 8% led by capacity expansion Consistent hike in Dahej re-gas charges
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PLNG capacity expansion over FY13-FY20E EBITDA/PAT to report 13%/11% CAGR over FY19-FY21E
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Outlook - Expect 8% volume CAGR backed by Dahej expansion and Kochi ramp-up

The recent commissioning of Dahej expansion to 17.5 mmt and ramp-up of underutilised Kochi terminal post
the completion of construction work on Kochi-Mangalore pipeline section by September/October 2019 (delay
of 3-4 months) are key volume growth drivers for PLNG in FY2020E and FY2021E. We model an 8% volume
CAGR over FY2019-FY2021E. Additionally, spot LNG prices hovering at $5-6/mmbtu could result into higher
gas demand. Thus, PLNG could withess higher spot volume and could earn marketing margin as the company
has excess capacity to handle post recent commissioning of expanded capacity at Dahej terminal.

Valuation — Maintain Buy with an unchanged PT of Rs. 270

We believe PLNG deserves a valuation premium compared with the regulated utilities because of its superior RoE
of 24-26%, 5.2% FCF field in FY2020E, de-risked business model and earnings growth visibility. In our view, PLNG
is trading at an attractive valuation of 13.1x its FY2021E EPS. Hence, we maintain our Buy rating on the stock. Our
price target remains unchanged at Rs. 270. Moreover, in the absence of any significant capex in FY2020E, PLNG
may surprise with dividend payout similar to FY2019 level of 70%, leading to healthy dividend yield of 4-5%.
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About company

PLNG was incorporated in April 1998. PLNG imports, re-gasifies and markets LNG in India. The company
owns and operates India’s largest LNG terminal with capacity of 15 mmt at Dahej (Gujarat) and 5 mmt at
Kochi (Kerala). The company has recently expanded its Dahej terminal to 17.5 mmt in June 2019 and plans to
further increase the capacity to 19.5 mmt in the next 2-3 years. The company operates on a simple business
model of charging re-gas margins on LNG volume imported (both long-term and spot) through its terminals.
The company earns additional marketing margin on spot volumes marketed by it. The company’s business is
de-risked through back-to-back offtake contracts with customers.

Investment theme

PLNG’s growth would be primarily driven by an increase in its re-gas volumes supported by the recent
expansion of its Dahej terminal capacity to 17.5 mmt and likely improvement in utilization rate of Kochi terminal
(operating at 10-12% utilisation currently) with resolution of pipeline connectivity issues in southern India.
Moreover, PLNG would be able to take 5% re-gas tariff escalation for its Dahej terminal on regular basis as
it enjoys competitive edge compared to other LNG import terminals, given its low re-gas tariff and long-term
contracted volume with use or pay clause.

Key Risks
¢ Asharprise in LNG prices could result in lower utilisation for PLNG’s Dahej terminal.
¢ Delay in laying down of pipeline could keep Kochi terminal’s utilisation rate low for an extended period.

+ Non-revision of re-gas tariff on yearly basis.

Additional Data

Key management personnel

Name Designation

Prabhat Singh Managing Director & CEO
Vinod Kumar Mishra Director - Finance
Rajender Singh Director - Technical

Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Indian Oil Corporation Limited 12.5
2 GAIL (India) Limited 12.5
3 Bharat Petroleum Corporation Limited 12.5
4 Oil and Natural Gas Corporation Limited 12.5
5 Kotak Mahindra Asset Management Company 21
6 BlackRock Inc 2.0
7 Franklin Resources Inc 19
8 FRANKLIN INDIA PENSION PLN 1.5
9 Aditya Birla Sun Life Trustee Company Private Limited 1.5
10 Aditya Birla Sun Life Asset Management Company Limited 1.4

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

June 26, 2019 9

Stock Update



Sharekhan

by BNP PARIBAS

Know more about our products and services

For Private Circulation only

Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



