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Petrochemical steals the show

BUY

Summary

GAIL (India) Q3FY21 EBITDA was largely in line while PAT was above our forecast led by
higher than expected other income. Stellar performance by petrochemicals benefiting from
highest-ever utilisation level at 114% was largely offset by third consecutive quarterly
EBITDA loss at trading business. Gas transmission business volume remained flattish YoY
(+4% QoQ) at 110.3mmscmd while LHC business saw a marginal dip at its EBITDA level.
GAIL’s management expect 5-7% rise in transmission volume in coming few years led by
commissioning of new gas pipeline and demand from new fertiliser units in UP along with
at least 110% utilisation level at its Petchem plant. Further, it expects stronger Q4FY21
owing to additional profit contribution from trading business which is likely to benefit from
surge in spot LNG prices in Jan’21. We raise FY21/22/23 EBITDA by 5.7%/2.5%/3.1% in order
to factor in stronger petchem business. Monetization of pipeline, higher volume and
stronger LHC prices are few tailwinds for the company. We raise its TP to Rs155 from earlier
Rs109. Maintain BUY.

Key Highlights and Investment Rationale

B Strong petchem realizations to sustain; gas trading reported EBITDA loss again
Petrochemical sales volume grew by 9% YoY to highest ever 231KT in Q3FY21. Also,
higher realisation along with cost-efficiency due to economies of scale led to a 423% YoY
(+90% QoQ) growth at its segmental EBITDA. Gas trading volume grew 8% QoQ and also
reached pre-covid levels of 95.6mmscmd. However, due to adverse movement of crude oil
and LNG price, it reported EBITDA loss of Rs 450mn, lower than last quarter loss of Rs3.4 bn.
The management expects it to get reversed in Q4 due to recent run-up in spot LNG prices.

B  Management has guided 5-7% growth in gas transmission volume
With commencement of the phase-1 of Urja-Ganga pipeline, company expects volume to
rise by 11mmscmd by Dec ‘21 in a phased manner. Demand is expected to come from
upcoming new fertiliser unit at Gorakhpur, Sindri and Barauni which is likely to take 1-
1.9mmscmd of gas at full capacity. Also, phase-1 tariff has been set at Rs64/mmbtu while
phase-2 tariff will be announced later.

B Raise estimates and TP to Rs155; Maintain BUY
The company has guided for a capex of Rs65 bn for FY21E and Rs66 bn for FY22E
primarily on pipeline business and CGD. The stock is trading at a PER of 9.9x and P/BV of
1.1x on FY23E. We keep BUY with a revised TP of Rs155 (Rs124 to its core business based
on EV/EBITDA and Rs31 to its investments in other listed entities). Maintain BUY.

TP Rs155
CcMP Rs134
Potential upside / downside  +16%
Previous Rating BUY

V/s Consensus

EPS (Rs) FY21E FY22E FY23E
IDBI Capital 9.5 12.2 12.8
Consensus 114 15.7 16.1
% difference (9.5) (15.6) (21.9)

Shareholding Pattern (%)

Q3FY21 Result Review

Key Stock Data

Bloomberg / Reuters  GAIL IN / GAIL.BO
Sector Oil & Gas
Shares o/s (mn) 4,510
Market cap. (Rs mn) 6,02,329
Market cap. (USS mn) 8,269
3-m daily average value (Rs mn) 1,772.3
52-week high / low Rs146 / 66
Sensex / Nifty 51,309 / 15,107

Relative to Sensex (%)

Promoters 521 130,0 :
Fil 156 200 7N
1100 /
]l 19.9 100.0 -
Public 12.4 20.0:-
80.0
70.0
Price Performance (%) gg-g
Am  -3m  -12m '

Absolute 0.6 48.1 9.6

Rel to Sensex (4.5) 29.5 (15.6)

Financial snapshot (Rs mn)
Year FY19 FY20 FY21E FY22E FY23E
Revenue 748,075 717,242 586,415 699,076 783,142
EBITDA 97,851 83,694 66,116 83,824 90,481
EBITDA (%) 13.1 11.7 11.3 12.0 11.6
Adj. PAT 62,421 65,359 50,318 57,791 60,919
EPS (Rs) 14 14 11 13 14
EPS Growth (%) 35.7 4.7 (23.0) 14.9 5.4
PE (x) 9.7 9.2 12.0 10.5 9.9
Dividend Yield (%) 3.0 5.4 2.5 2.9 3.0
EV/EBITDA (x) 6.2 7.8 9.6 7.5 6.8
RoE (%) 14.8 14.8 11.0 11.8 11.5
RoCE (%) 15.8 11.5 7.9 9.8 9.7

Source: Company; IDBI Capital Research
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Concall highlights:

Impact of Covid across all segments has fully been neutralized. All plants have attained normalcy.

Pipeline network: Current network 12,800km — 4,000-5,000kms of pipeline would be added in next 4-5 years.

LNG Cargoes: During the quarter GAIL received 23 LNG cargoes from US; of which, 11 cargoes were sold outside. By

Dec 22, company is planning to bring entire volume in India.

GAIL Gas: Volume during the quarter was 4.9mmscmd

Capex: During the quarter company achieved a capex of Rs 17.4bn and total capex in 9MFY21 was Rs 36.7bn. It

plans to achieve target capex of Rs 66.6bn for FY21.

For FY22, US LNG is fully tied up except of may be 1-2%. It is marginally profitable (45% to be sold overseas,
2.25mmtin FY21).

Projects:

Gas to Ramakundam fertilizer chemicals has started and pre-commissioning is in progress. Gas supply will go
upto 2mmscmd by Mar '21.

Urja-Ganga pipeline project will have 11mmscmd of volume which will flow to fertilizer plants and CGD
companies. Phase-1 tariff has been set at Rs64/mmbtu. Phase-2 tariff will announce later.

Gorakhpur will have volumes of 0.5mmscmd from Mar ‘21 and will then be ramped up. Barauni and Sindri will
have a volume of 1.9mmscmd each. By Dec 21 all of them will be ramped up to around 1.9 mmscmd.

Kochi - Mangalore pipeline was commissioned in Nov ‘20 and has started supplying 0.8mmscmd of gas
Mangalore chemicals and Fertilizers.

Further, 348 kms of Dabhi-Durgapur pipeline of JHBDPL pipeline upto Matix fertilizers and chemicals have also
been completed. Gas to Matix is likely to start in Mar '21 and will supply 2.47mmscmd.

Gas in HURL Gorakhpur plant has started and pre-commissioning activities are in progress. Gas supply will go
upto 0.5mmscmd by Mar ‘21 and likely to double by Sept "21.

Other plants namely Barauni and Sindri, pre-commissioning activities are likely to start from Feb-Mar ‘21 and
commissioning by Nov '21.

All the pipeline projects are in track as mentioned in Q2 conference call.
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B Petrochemicals

e Going forward, petrochemical prices will be stable or increased further.

e Polymer production has recorded a volume of 233TMT and was running at utilization level of 114%.

e Going forward utilization levels should not be less than 110%. There is no planned shutdown for Q4 in and is
running at same capacity.

B Gas/ LPG Transmission

e Gas transmission volume growth guidance should not be less than 5-7% YoY. Capacity utilization was at 54% vs
52% in Q2FY21.

e LPG transmission was running at a capacity of 114%.
B Gas trading

e Due to better price realization in domestic market and increase in crude oil prices has led to better margins in
gas trading business in Q4.

B LPG &LHC

e Capacity utilization of LHC was 88%

Exhibit 1: Quarterly highlights

(Rs mn) Actual Estimated % Variance ‘
Net sales 154,543 166,959 (7.4)
EBITDA 19,195 18,726 2.5
EBITDA margin (%) 5.2 11.2 (606)bps
Adj net income 14,873 13,219 12.5
FDEPS (Rs) 3.3 2.9 12.5

Source: Company; IDBI Capital Research
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Exhibit 2: Quarterly financials (Rs mn)
Rs mn Q3FY20 Q4FY20 Q1FY21 Q2FY21 Q3FY21 % YoY % QoQ
Revenue 177,673 177,531 120,869 136,427 154,543 -13.0% 13.3%
Raw Material 6,808 5,365 11,713 13,285 11,712 72.0% -11.8%
Purchase of products 133,632 133,144 88,318 95,369 107,504 -19.6% 12.7%
Employee expense 3,472 3,256 3,978 4,083 4,041 16.4% -1.0%
Other expense 13,038 11,013 10,633 10,310 12,090 -7.3% 17.3%
Total Expense 156,950 152,778 114,643 123,046 135,348 -13.8% 10.0%
EBITDA 20,724 24,754 6,226 13,381 19,195 -7.4% 43.4%
EBITDA Margin (%) 11.7 13.9 5.2 9.8 12.4 76 261
Depreciation 4,890 5,016 4,583 4,843 4,895 0.1% 1.1%
Interest 242 329 495 274 331 37.1% 20.7%
Other Income 3,124 5,132 2,413 7,239 4,708 50.7% -35.0%
Exceptional items 0 1,016 0 0 0 -- --
PBT 18,716 25,557 3,562 15,503 18,677 -0.2% 20.5%
Tax 6,210 -4,625 1,007 3,107 3,804 -38.7% 22.4%
Effective tax rate (%) 33.2 -18.1 28.3 20.0 20.4 -1281 33
Reported PAT 12,507 30,182 2,555 12,397 14,873 18.9% 20.0%
Adjusted PAT 12,507 29,166 2,555 12,397 14,873 18.9% 20.0%
Adjusted EPS 2.8 6.5 0.6 2.7 3.3 18.9% 20.0%
Segmental details

Gas Transmission

Revenue 14,000 13,840 11,370 13,630 14,170 1.2% 4.0%
Volume (mmscmd) 110.3 109.0 90.2 106.4 110.3 0.0% 3.6%
Adj. Tariff (Rs/scm) 1.38 1.40 1.38 1.39 1.40 1.3% 0.3%
Reported EBITDA 12,200 11,640 9,530 12,810 12,470 2.2% -2.7%
LPG Transmission

Revenue 1,690 1,680 1,520 1,680 1,740 3.0% 3.6%
Volume (mmt) 1.0 1.0 1.0 11 11 4.3% 2.8%
Tariff (Rs/mt) 1,620 1,615 1,578 1,588 1,599 -1.3% 0.7%
Reported EBITDA 1,080 1,100 960 1,030 1,090 0.9% 5.8%



'@ IDBI capital

GAIL (India) | Q3FY21 Result Review

Rs mn Q3FY20 Q4FY20 Q1FY21 Q2FY21 Q3FY21 % YoY % QoQ ‘
Gas Marketing

Revenue 134,830 136,300 86,240 94,590 108,340 -19.6% 14.5%
Volume (mmscmd) 96.0 97.8 81.2 88.6 95.6 -0.4% 7.9%
Reported EBITDA 5,240 6,310 -5,170 -3,350 -450 -108.6% -86.6%
EBITDA Margin (USD/mmbtu) 0.2 0.2 -0.2 -0.1 0.0 -107.7% -84.5%
Petchem

Revenue 14,680 12,060 12,060 16,760 19,200 30.8% 14.6%
Sales Volume (kt) 211.0 174.0 183.0 224.0 231.0 9.5% 3.1%
Reported EBITDA 1,050 1,850 -430 2,890 5,490 422.9% 90.0%
EBITDA/mt (USD) 61 122 -22 113 259 326.0% 129.8%
LPG & LHC

Revenue 9,600 10,520 7,010 7,250 7,820 -18.5% 7.9%
Sales Volume (kt) 337.0 309.0 265.0 297.0 319.0 -5.3% 7.4%
Reported EBITDA 3,180 5,540 2,860 3,020 3,040 -4.4% 0.7%
EBITDA/mt (USD) 115 207 103 89 104 -9.9% 16.9%

Source: Company; IDBI Capital Research

Exhibit 3: Change in estimates

Key parameters

(Rs mn)

Revenue 543,481 586,415 7.9 644,697 699,076 8.4 684,316 783,142 14.4
EBITDA 62,562 66,116 5.7 81,799 83,824 2.5 87,737 90,481 3.1
EBITDA margin (%) 11.5 11.3 (24) 12.7 12.0 (70) 12.8 11.6 (127)
Net profit 42,808 50,318 17.5 55,120 57,791 4.8 57,578 60,919 5.8
FDEPS (Rs) 9.5 11.2 17.5 12.2 12.8 4.8 12.8 13.5 5.8

Source: Company; IDBI Capital Research
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Exhibit 4: Segmental Revenue contribution %
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Source: Company; IDBI Capital Research

Exhibit 5: Segmental EBITDA contribution %
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Exhibit 6: Pipeline Gas volume (mmscmd) Exhibit 7: Pipeline LPG volume (mmt)
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Exhibit 8: Marketing sales volume (mmscmd) Exhibit 9: Petrochemicals: Capacity (kpta)
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Exhibit 10: Profit margins (%)
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Exhibit 11: Assumptions

FY18 FY19 FY20E FY21E FY22E FY23E
Revenue
Gas Transmission 44,450 51,950 53,730 52,469 57,716 62,910
LPG Transmission 5,580 6,140 6,300 6,490 6,951 7,091
Gas Marketing 3,80,220 5,70,230 5,54,130 4,20,148 5,18,120 5,93,616
Petrochemicals 57,870 66,310 53,700 66,407 69,248 72,297
LPG & LHC 41,790 46,330 38,690 31,314 36,955 36,972
EBITDA
Gas Transmission 36,330 40,890 44,720 45,872 49,051 53,296
LPG Transmission 3,260 3,590 3,900 4,198 4,364 4,412
Gas Marketing 12,550 28,590 22,700 1,902 13,413 14,748
Petrochemicals 6,890 8,150 2,050 12,149 8,245 10,632
LPG & LHC 23,720 26,300 16,730 14,779 18,631 18,707
Pipeline Gas Volume (mmscmd) 105.2 107.4 108.4 104.0 114.4 124.7
Average Tariff (Rs/scm) 1.16 1.30 1.35 1.38 1.38 1.38
Pipeline LPG Volume (mmt) 3.7 4.0 3.9 3.9 4.1 4.2
Average Realisation (Rs/mt) 1,500 1,545 1,611 1,643 1,676 1,693
Gas Marketing Volume (mmscmd) 85.0 96.9 96.3 90.9 102.6 111.3
Average EBITDA/Marketing Margin (S/mmbtu) 0.14 0.25 0.19 -0.04 0.08 0.08
Petrochemicals - Sales volume (mmt) 674 735 738 868 891 895
Average Realisation (Rs/mt) 83,068 90,211 72,691 76,420 77,641 80,693
LHC - Sales volume (mmt) 1.28 1.33 1.27 1.21 1.21 1.21
Average Realisation (Rs/mt) 32,941 34,861 30,441 25,974 30,615 30,591

Source: Company; IDBI Capital Research
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Exhibit 12: SOTP Valuation

(Rs.mn) EBITDA (FY23E) Multiple (x) EV ‘
Gas Transmission 46,073 7.0 322,509
LPG Transmission 3,778 6.0 22,669
Gas Marketing 9,698 4.0 38,791
Petrochemicals 9,192 6.0 55,154
LHC 14,061 6.0 84,365
Others 7,733 6.0 46,397
Total 90,535 6.3 569,884
Less: Net Debt 9,111
Equity Value 560,774
No. of Shares (mn) 4,510
Standalone equity value per share 124

Source: Company; IDBI Capital Research

Exhibit 13: Value of investments

(Rs.mn) Shares (mn) CMP (Rs) Value ‘
PLNG 188 240 45,000
MGL 32 1,100 35,310
IGL 158 550 86,625
ONGC 308 100 30,840
Total 197,775
At 30% holding discount 138,443
Total Investment Value (per share) 31

Source: Company; IDBI Capital Research
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Exhibit 14: Target Price

Particulars Rs/share

Core business 124
Investment Value 31
Target Price 155
CMP 134
Upside 16%

Source: Company; IDBI Capital Research
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Financial Summary

Profit & Loss Account (Rs mn) Cash Flow Statement (Rs mn)
Year-end: March FY20 FY21E FY22E FY23E Year-end: March FY20 FY21E FY22E FY23E
Net sales 717,242 586,415 699,076 783,142 Pre-tax profit 79,434 65,419 77,127 81,298
growth (%) (4.1) (18.2) 19.2 12.0 Depreciation 18,360 19,321 23,058 26,007
Operating expenses (635,016) (521,819) (616,824) (694,289) Tax paid (19,555) (16,346) (14,282) (16,324)
EBITDA 83,694 66,116 83,824 90,481 Chg in working capital 3,073 9,374 (1,720) (21)
growth (%) -14.5 -21.0 26.8 7.9 Other operating activities (12,430) (18,570) (16,307) (16,770)

iati 18,360 19,321 23,058 26,007 A

Depreciation ( b b > ) Cash flow from operations () 68,881 59,197 67,876 74,189
EBIT 65,334 46,795 60,766 64,474

Capital expenditure (54,345) (40,950) (57,038) (57,045)
Interest paid (1,085) (1,430) (1,160) (2,261)

Chg in investments 10,390 - - -
Other income 14,168 20,000 17,467 19,031

Other investing activities (24,335) 20,000 17,467 19,031
Pre-tax profit 79,434 65,365 77,073 81,244

Cash flow from investing (b) (68,289) (20,950) (39,570) (38,014)
Tax (13,227)  (15,046)  (19,282)  (20,324)

Equity raised/(repaid) - - - -
Effective tax rate (%) 16.7 23.0 25.0 25.0

Debt raised/(repaid) 45,196 (19,118) (2,500) (3,250)
Minority Interest - - - -
Net profit 66,206 50,318 57,791 60,919 Dividend (incl. tax) (39,421) (18,134) (20,824) (21,950)
Exceptional items 847 - - - Chg in minorities ) ) ) )
Adjusted net prOflt 65,359 50,318 57,791 60,919 Other financing activities (10,475) (1,430) (1,160) (2,261)
growth (%) 4.7 (23.0) 14.9 5.4 Cash flow from financing (c) (4,699) (38,682) (24,484) (27,461)

Shares o/s (mn nos) 4,510 4,510 4,510 4,510 Net chg in cash (a+b+c) (4,108) (435) 3,822 8,713
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Balance Sheet (Rs mn) Financial Ratios

Year-end: March FY20 FY21E FY22E FY23E Year-end: March FY20 FY21E FY22E FY23E
Net fixed assets 438,481 459,360 492,582 522,856 Adj. EPS (Rs) 14.5 11.2 12.8 135
Investments 74,985 75,735 76,492 77,257 Adj EPS growth (%) 4.7  (23.0) 14.9 5.4
Other non-curr assets 50,440 50,945 51,454 51,968 EBITDA margin (%) 11.7 11.3 12.0 11.6
Current assets 121,430 100,372 121,976 143,961 Pre-tax margin (%) 11.1 11.1 11.0 10.4
Inventories 29,601 24,217 28,859 32,324 ROE (%) 148 110 118 115
Sundry Debtors 55759 45618 54,362 60,889 ROCE (%) 11.5 7.9 9.8 9.7
Cash and Bank 8,039 7,604 11,426 20,139 Turnover & Leverage ratios (x)

A 1.1 . . .
Marketable Securities - - - - sset turnover (x) 0.9 10 1.0

Leverage factor (x 1.5 1.5 1.5 1.5
Loans and advances 10,749 8,794 10,479 11,738 & )

Net margin (%) 9.1 8.6 8.3 7.8
Total assets 685,336 686,410 742,504 796,042

Net Debt/Equity (x) 0.1 0.1 0.0 0.0

Working Capital & Liquidity ratio
Shareholders' funds 439,711 471,949 508,970 547,993

Inventory days 15 15 15 15
Share capital 45,101 45,101 45,101 45,101

Receivable days 28 28 28 28
Reserves & surplus 394,610 426,848 463,869 502,892

Payable days 25 28 28 28
Total Debt 54,118 35,000 32,500 29,250
Secured loans 36,121 17,903 16,258 13,820
Unsecured loans 17,997 17,097 16,242 15,430 Valuation
Other liabilities 95,128 94,990 101,184 106,409 Year-end: March FY20 FY21E  FY22E  FY23E ‘
Current liabilities 88,828 78,266 92,516 104,135 Price / Book value (x) 1.4 13 1.2 11
Provisions 7,550 6,204 7,334 8,255 PCE (x) 7.2 8.7 7.5 7.0
Total liabilities 245,625 214,461 233,534 248,049 EV / Net sales (x) 0.9 1.1 0.9 0.8
Total equity & liabilities 685,336 686,410 742,504 796,042 EV / EBITDA (x) 7.8 9.6 7.5 6.8
Book Value (Rs) 97 105 113 122 Dividend Yield (%) 5.4 2.5 2.9 3.0

Source: Company; IDBI Capital Research
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