20 December 2024 | Company Update

GAIL (India)

Transmission volume growth on track; reiterate BUY

The GAIL stock price has corrected 8% and underperformed the Sensex by 3%
in the last three months. Our BUY recommendation for GAIL with a target price
of INR 260 is based on (1) an increase in gas transmission volume to
154mmscmd by FY27E (three-year CAGR of 8.6%), supported by higher
domestic gas production and softer LNG prices resulting in improved volumes,
(2) completion of major pipelines, and (3) improvement in earnings from the
petchem segment. At the current price, GAIL is trading at 11.5x Mar-26E EPS, a
4% discount to its five-year average despite the stronger volume growth
outlook in its core business of gas transmission. Adjusting for the value of its
investments, we estimate that the GAIL stock is trading at an inexpensive 8.1X
FY26E earnings. We reiterate our BUY rating on GAIL with a target price of INR
260/sh.

® Rise in gas consumption to sustain transmission volume growth: The total
gas consumption in India during November 2024 was up 9% YoY and stood
at 5,877 mmscm (196 mmscmd) as against 5,408 mmscm (180 mmscmd)
during the same month last year (Exhibit 1). Consequently, gas consumption
run rate for Q3FY25 (Oct and Nov) stands at 195 mmscemd, up 3% YoY and
flat QoQ (194 mmscmd in Q2FY25). This growth in gas demand, we believe,
should sustain gas transmission volumes for GAIL in the short term. Going
ahead, we expect GAIL’s gas transmission volumes to improve further to 154
mmscmd by FY27E (8.6% CAGR over FY24-27E), led by government’s push
towards adoption of cleaner fuel, anticipated rise in import of LNG due to soft
prices and commissioning of new pipelines.

®  Gas marketing: Rising Henry Hub gas prices (up by 8% QoQ during Q3FY25)
and softer Brent crude price (down by 5.5% QoQ) should adversely impact
Gail’'s gas trading/marketing profitability over the near term. Over the
medium term, the strong gas demand growth, moderate Henry hub price, and
reasonably strong oil price augur well for Gail’'s gas marketing segment. This
should sustain the strong profitability of the gas trading segment. We expect
Gail’s gas trading volume to record a CAGR of 9% while maintaining robust
trading margins over FY24-27E.

B Petrochem profitability to be impacted in the near term: While PE prices
have declined by up to 0.9% QoQ during Q3FY25, LPG and spot LNG prices
have moved up during the quarter by ~7% and ~9% QoQ respectively. With
LPG prices trending upwards and APM gas prices remaining unchanged, we
believe GAIL’s LPG segment should see improved profitability during the
quarter. However, given the decline in PE prices, petrochem segment’s
profitability is expected to be impacted in the near term. Nonetheless, in the
longer term, we expect sustained softening of LNG price and improvement in
capacity utilisation should drive an increase in profits for GAIL’s petrochem
segment. We expect GAIL’s petrochem EBITDA to increase to INR 11.4bn in
FY27E, a CAGR of 40% over FY24 — 27E.

B Valuation: Our SOTP of INR 260/sh is based on 12x Mar-26E EV/EBITDA for
the natural gas, LPG transmission and domestic gas marketing business, 4x
EV/EBITDA for non-domestic gas marketing business, 6x EV/e for the
petchem and LPG/LHC businesses, and INR 51 for investments. At the
current price, we estimate it factors transmission volume of 94 mmscmd for
FY26E (as compared to 120 mmscmd reported for FY24). The stock is currently
trading at 11.5x Mar-26E EPS and 8.8x EV/EBITDA.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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Exhibit 1: Indian gas consumption continues to be robust in Nov-24
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Exhibit 2: Indian LNG imports for Oct-24 are up 11% YoY

Source: PPAC, HSIE Research
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Exhibit 3: GAIL — Gas transmission volume to surge going ahead
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Exhibit 4: GAIL - Gas transmission mix
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Exhibit 5: GAIL - Gas transmission EBITDA to improve from FY25E onwards
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Exhibit 6: Spot LNG price is up 9% QoQ in Q3FY25

QIFY24 Q2FY24 Q3FY24 Q4FY24 QIFY25 Q2FY25 iij;::
Gas marketing EBITDA (INR mn.) 11030 19530 20730 16270 22850 15120
Gas marketing volumes (mmscmd) 98.84 96.96 98.14 99.9 99.47 96.6
Brent Crude ($/bbl) 78 8 827 818 8 785 741
Spot LNG ($/mmbtu) 127 109 149 121 1117
Henry Hub ($/mmbtu) 2.2 2.6 2.8 22 2.1 2.1 2.3
US LNG ($/mmbtu) (calculated) 9.3 9.8 10.0 9.3 9.2 9.2 9.4
(C;‘llifl:i;nked ING ($/mmbtu) 105 115 111 110 114 105 100
Pricing differentials ($/mmbtu)
Spot LNG over US LNG 34 11 49 2.8 2.0 33 42
((;r/‘rf;si;mked LNG over USLNG 12 17 1.1 17 o 13 0.6

Source: Bloomberg, Reuters, Various media sources, Company, HSIE Research
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Exhibit 7: GAIL - Gas marketing volumes to observe healthy growth
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Exhibit 8: GAIL - Gas marketing mix
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Exhibit 9: GAIL - Gas marketing EBITDA to remain stable
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Exhibit 10: GAIL - Petchem EBITDA to grow from FY26E onwards
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Exhibit 11: PE prices are down by up to 0.9% QoQ in Q3FY25
Current
Q1FY24 Q2FY24 Q3FY24 Q4FY24 QI1FY25 Q2FY25 quarter
Petchem EBITDA (INR mn.) -1730 -380 2050 4260 1240 2810
Petchem volumes (Mt) 162000 168000 215000 242000 169000 226000
Spot LNG ($/mmbtu) 12.7 10.9 14.9 12.1 11.17 12.5 13.6
Spot LNG ($/Mt) 660.4 566.8 774.8 629.2  580.84 650 707.2
LLDPE ($/Mt) 962.7 963.8 945.4 970.8 989.2 979.2 977.5
HDPE ($/Mt) 980 987.7 976.2 990 998.1 965.4 957.0
Source: Bloomberg, Reuters, Various media sources, Company, HSIE Research
Exhibit 12: LPG price is up 7% QoQ in Q3FY25
Current
Q1FY24 Q2FY24 Q3FY24 Q4FY24 QIFY25 Q2FY25 quarter
LPG Transmission EBITDA (INR 960 1040 1010 990 1000 1050
mn.)
LPG volumes (Mt) 1073000 1114000 1095000 1114000 1065000 1124000
LPG price ($/Mt) 517 470 611 631 591 586 628
APM gas price ($/mmbtu) 6.5 6.5 6.5 6.5 6.5 6.5 6.5
Source: Bloomberg, Company, HSIE Research
Page | 5
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Exhibit 13: GAIL — EBITDA to grow at 10% CAGR over FY24-27E
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Exhibit 14: GAIL — PAT to grow at 11% CAGR over FY24-27E
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Exhibit 15: Expect robust growth in OCF and reduction in net debt/equity
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Exhibit 16: FCFE generation to remain healthy despite capex
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Exhibit 17: SOTP valuation table

Particulars EV (Rs bn) Value/sh Comments
Gas Transmission 1,013 154 12x FY26E EV/EBITDA
LPG Transmission 54 8 12x FY26E EV/EBITDA
Gas Marketing a14 5 Nomdomestc businss - & Y26 EV/EBITDA
Petrochemicals 30 5 6x FY26E EV/EBITDA
LPG & Other Hydrocarbons 118 18 6x FY26E EV/EBITDA
Net Debt -172 -26
Standalone Value 207
Investments 335 51
Value per share 258
Exhibit 18: HSIE vs. consensus
HSIE Consensus Variance (%)
(INR/sh)
FY25E FY26E FY25E FY26E FY25E FY26E
EPS 15.9 18.2 17.4 18.9 9.4% 3.8%
Source: Bloomberg, HSIE Research
Exhibit 19: Gas companies’ valuation summary
MCap CMP TP P/E (x) P/BV (x) ROE (%) EV/EBITDA (x)
Company RECO
(INR bn) (INR)  (INR) FY25E  FY26E| FY25E  FY26E| FY25E  FY26E| FY25E  FY26E
GAIL 1,280 BUY 194 260 13.1 11.5 1.6 14 12.7 12.8 10.1 8.8
GGL 349 ADD 507 600 23.3 18.0 4.0 35 18.3 20.9 14.0 10.7
GSPL 209 ADD 370 385 13.4 11.6 1.7 15 13.4 13.6 6.2 5.0
IGL 273 BUY 391 515 17.3 15.7 25 2.3 15.5 15.3 13.6 11.8
MGL 125 BUY 1263 2200 11.7 10.0 22 19 19.5 20.3 7.0 5.7
PLNG 505 REDUCE 337 320 14.0 12.6 2.6 2.5 20 20.4 8.6 8.1
IRM 15 BUY 369 545 14.1 9.6 15 1.3 10.9 14.0 8.0 5.5
Page | 7
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Exhibit 20: GAIL P/E chart
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Exhibit 21: GAIL P/BV chart
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Exhibit 22: GAIL EV/EBITDA chart
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INCOME STATEMENT
(INR bn) FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
Revenues 725 574 928 1,457 1,332 1,375 1,496 1,608
Growth % 4.8) (20.9) 61.7 57.0 (8.5) 3.2 8.8 7.5
Raw Material 569 437 701 1,288 1,080 1,120 1,221 1,312
Employee Cost - - - - - - - -
Other Expenses 16 16 18 19 23 24 25 26
EBITDA 50 48 57 74 87 76 75 79
EBIDTA Margin (%) 90 72 152 75 143 155 175 191
EBITDA Growth % 12.5 12.6 16.3 5.1 10.7 11.3 11.7 11.9
Depreciation (6.6) (19.8) 109.2 (50.6) 90.9 8.7 124 9.4
EBIT 21 22 24 27 37 40 43 45
Other Income 70 51 127 48 106 115 132 146
Interest 15 11 12 13 10 12 13 15
PBT 3 2 2 4 7 9 9 10
Tax 82 60 137 57 109 118 136 152
RPAT 9 16 32 17 27 30 34 38
EO (Loss) / Profit (Net Of Tax) 73 44 105 41 82 88 102 113
APAT - - - - - - - -
Minority interest 73 44 105 41 82 88 102 113
Share from JV's/associates 22 17 18 15 17 17 18 18
APAT after minority interest @ 0) (0) 0 (0) (0) (0) 0)
APAT Growth (%) 94 61 123 56 99 105 120 131
AEPS 44.0 (34.9) 99.7 (54.2) 76.3 5.8 14.1 10.0
AEPS Growth % 14.3 9.3 18.6 8.5 15.1 15.9 18.2 20.0
Source: Company, HSIE Research
BALANCE SHEET
(INR bn) FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
SOURCES OF FUNDS
Share Capital 45 44 44 66 66 66 66 66
Reserves And Surplus 448 487 597 584 704 809 928 1,060
Total Equity 493 532 641 649 770 875 994 1,126
Minority interest 1 1 2 2 2 2 2 2
Long-term Debt 39 57 65 100 151 159 167 175
Short-term Debt 27 17 27 78 67 70 73 77
Total Debt 66 74 92 178 218 229 240 252
Deferred Tax Liability 40 41 42 44 41 44 48 52
Other long-term liabilities 52 58 65 66 66 69 71 74
Long-term Provision 652 706 842 939 1,097 1,218 1,355 1,505
TOTAL SOURCES OF FUNDS
APPLICATION OF FUNDS 382 412 446 497 552 575 598 615
Net Block 117 134 155 166 236 287 337 387
Capital WIP 99 131 164 172 219 230 242 254
Intangible assets 16 15 13 13 14 15 17 19
LT Loans And Advances 19 19 24 23 24 24 24 25
Total Non-current Investments 633 710 803 873 1,044 1,131 1,217 1,299
Inventories 32 30 36 59 60 61 68 77
Debtors 48 85 74 107 96 98 109 123
ST investments 13 20 28 11 17 40 80 135
Cash and Cash Equivalents 7 7 1 1 1 1 1 1
Other Current Assets 17 12 24 28 29 31 32 34
Total Current Assets 117 104 163 205 203 230 290 370
Creditors 39 45 54 71 66 62 66 71
Other Current Liabilities & Provns 58 64 70 67 83 81 86 93
Total Current Liabilities 97 108 123 139 150 143 152 164
Net Current Assets 19 @) 40 66 53 87 138 206
TOTAL APPLICATION OF FUNDS 652 706 842 939 1,097 1,218 1,355 1,505
Source: Company, HSIE Research
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CASH FLOW STATEMENT
(INR bn) FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
Reported PBT 82 60 137 57 109 118 136 152
Non-operating & EO Items 6 6 5 2 7 5 4 3
Interest Expenses 3 2 2 4 7 9 9 10
Depreciation 21 22 24 27 37 40 43 45
Working Capital Change @) 31 (36) (44) 20 (12) 11) (13)
Tax Paid (34) (15) (30) (15) (30) 27) 31) (34)
OPERATING CASH FLOW (a) 71 105 102 32 150 133 151 162
Capex 95) (68) 79) (90) (161) (114) (115) (112)
Free Cash Flow (FCF) (24) 37 23 (58) (12) 19 36 49
Investments 8 (32) (34) 8) 47) (11) 12) 12)
Non-operating Income 15 11 12 13 10 12 13 15
Others 7 1 4) 1 @) 2) ) )
INVESTING CASH FLOW (b) (64) (88) (105) (84) (199) (115) (115) (111)
Debt Issuance/(Repaid) 45 8 18 86 40 11 11 12
Interest Expenses 3) 2) 2) 4) 7) 9) 9) (10)
FCFE 18 43 39 24 21 21 38 52
Share Capital Issuance 23 1) - 21 - - - -
Dividend 39) (15) 31) (26) (36) (38) (43) (48)
Others (34) @) 26 (42) 58 41 46 51
FINANCING CASH FLOW (c¢) ) (10) 11 35 55 5 5 5
NET CASH FLOW (a+b+c) (2) 8 8 (17) 6 22 41 56
EO Items, Others
Closing Cash & Equivalents 13 20 28 11 17 39 80 136

Source: Company, HSIE Research

KEY RATIOS

FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
PROFITABILITY %
EBITDA Margin 125 12.6 16.3 51 10.7 11.3 11.7 11.9
EBIT Margin 9.6 8.8 13.7 3.3 8.0 8.4 8.8 9.1
APAT Margin 13.0 10.7 13.2 3.9 74 7.6 8.0 8.2
RoE 19.8 12.0 20.9 8.7 13.9 12.7 12.8 124
RolIC 16.7 9.6 18.8 6.4 11.7 115 125 13.0
RoCE 15.6 9.2 16.0 6.6 10.3 9.6 9.8 9.7
EFFICIENCY
Tax Rate % 11.2 26.3 23.1 28.9 25.2 25.2 25.2 25.2
Fixed Asset Turnover (x) 1.8 1.2 1.8 2.5 2.0 1.8 1.8 1.8
Inventory (days) 16.0 19.0 14.1 14.8 16.4 16.2 16.5 17.5
Debtors (days) 243 223 29.3 26.8 26.2 25.9 26.5 28.0
Other Current Assets (days) 12.1 12.0 9.8 71 8.2 8.4 8.1 7.9
Payables (days) 118.3 116.4 132.6 147.1 80.8 58.6 55.5 56.8
Other Current Liab & Provns (days) 29.3 40.5 27.5 16.9 229 215 21.0 21.1
Cash Conversion Cycle (days) (95.3) (103.6) (107.0) (115.4) (52.8) (29.7) (25.3) (24.5)
Net Debt/EBITDA (x) 0.6 0.7 0.4 22 1.4 1.2 0.9 0.6
Net D/E 0.1 0.1 0.1 0.3 0.3 0.2 0.2 0.1
Interest Coverage 22.5 28.3 62.9 13.1 14.8 12.9 14.1 14.8
PER SHARE DATA (Rs)
EPS 14.3 9.3 18.6 8.5 15.1 159 18.2 20.0
CEPS 14.3 9.3 18.6 8.5 15.1 159 18.2 20.0
Dividend 6.0 22 47 4.0 55 5.8 6.6 7.3
Book Value 74.9 80.9 97.5 98.7 117.1 133.0 151.2 171.2
VALUATION
P/E (x) 14.6 224 11.2 24.5 13.9 13.1 115 10.5
P/Cash EPS (x) 14.7 225 11.3 24.6 14.1 13.3 11.7 10.7
P/BV (x) 2.8 2.6 2.1 2.1 1.8 1.6 14 12
EV/EBITDA (x) 15.8 19.7 9.5 20.6 11.0 10.1 8.8 7.8
EV/Revenue (x) 2.0 2.5 1.6 1.1 12 1.1 1.0 0.9
OCE/EV (%) 5.0 74 7.1 21 9.5 8.5 9.8 10.8
FCFF/EV (%) 1.7) 2.6 1.6 3.8) 0.7) 1.2 2.3 3.3
FCFE/M Cap (%) 1.3 32 2.8 1.8 15 1.5 2.8 3.7
Dividend Yield (%) 29 1.1 2.3 1.9 2.6 2.8 3.2 3.5
Source: Company, HSIE Research
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Rating Criteria

BUY: >+15% return potential

ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential
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any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject
HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the
same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or
published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could
have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as
ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be
considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or
other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL.
HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the 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
company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation
in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or
income, etc.
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HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks,
securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from
time to time or may deal in other securities of the companies / organizations described in this report. As regards the
associates of HSL please refer the website.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might
have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period
preceding twelve months from the date of this report for services in respect of managing or co-managing public offerings,
corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third
party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any
material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based
on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other
reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served
as an officer, director or employee of the subject company. We have not received any compensation/benefits from the
subject company or third party in connection with the Research Report.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the
Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
potentially leading to investment decisions that may deviate from research views.

HDEFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp.
Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDEFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEL, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg.
No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI
Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.

HDEFC Securities

Institutional Equities

Unit No. 1602, 16th Floor, Tower A, Peninsula Business Park,
Senapati Bapat Marg, Lower Parel, Mumbai - 400 013

Board: +91-22-6171-7330 www.hdfcsec.com
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