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RESULT REPORT Q3 FY24 | Sector: Energy

Gujarat Gas Ltd

Weaker performance on lower volumes and
EBITDA spreads

Our View

Gujarat Gas' Q3FY24 results fell short of expectations due to lower volumes and
weaker EBITDA spreads. Volumes missed estimates at 9.16 mmscmd, while the
EBITDA spread of Rs 4.8/scm was significantly lower than anticipated. This weaker
performance stemmed primarily from higher gas costs exceeding price hikes and
limited availability of priority allocated gas. We retain our Add rating on the stock
with a revised target price of Rs 660/share.

Result Highlights

= Performance: The company reported volumes of 9.16mmscmd, lower than our
estimates of 9.51mmscmd. The EBITDA spread at Rs4.8/scm was significantly
lower than our expectation of Rs 6/scm. Compared to our and consensus, the
performance is weak attributed to poor EBITDA spreads on higher gas costs.
EBITDA/PAT was Rs4bn/2.2bn, down 31%/41% YoY on weaker spreads, QoQ
down by 19%/26%, despite price hikes at Morbi on higher gas costs and lower
availability of priority allocated gas.

= Volumes at 9.16mmscmd were up 25.7% YoY but down 1.7% QoQ. CNG volumes
were 2.78mmscmd (at quarterly high) up 14.4% YoY, 6.1% QoQ. D-PNG volumes
at 0.71mmscmd were up 6% YoY, 1.4% QoQ. Industrial volumes were lower at
5.53mmscmd (Morbi assumed at ~3.65mmscmd) up 36.5% YoY but down 5.6%
QoQ.

= Margins: The gross margin at Rs8.38/scm down 36% YoY, 9.3% QoQ despite price
hikes at Morbi as it was unable to cover increased gas cost. Opex was Rs3.05/scm;
vs Rs3.43 a year ago and Rs2.85 the previous quarter. Gas cost. The average
blended gas cost was at Rs 38.2/scm (USD12.8/mmbtu) higher than our
expectations of USD12.4mmbtu, on higher-than-expected spot LNG price.
EBITDA/scm was Rs4.8, down 46% YoY, 18% QoQ, impacted by a larger increase
in gas costs.

= Connections: The company added 38,000 new domestic customers, 197
commercial, and 69 industrial customers in the quarter. The company operates in
CNG with over 815 stations.

= New gas sourcing contract: The company has contracted 0.5mmscmd of priority
sector domestic gas under an auction for 4-years from an upstream player.

= Capex target for FY24 at Rs 10bn of which Rs ébn already invested.

= 9MFY24 performance: EBITDA/PAT was at Rs 12.9/7.3bn vs Rs 18.3/11.6bn last
year same period. The volumes at 9.23mmscmd (vs 8.19 last year same period), of
which CNG was at 2.67mmscmd vs 2.37 last year. The EBITDA spread was at Rs
5.1/scm vs 8.1 last year same period.

Valuation

Given robust cashflows and reasonable capex the company is rapidly de-levering and
maintaining a strong RoCE. We forecast spreads of Rs/scm 5.8/7.1/7.3 for
FY24/25/26. The stock trades at fair 24x/21.1x FY25e/26e PER. We value it on a PER
basis assigning a 24x multiple and, believing it to be slightly undervalued, recommend
an ADD with a revised target price of Rs 660/share.
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BV 113.8 130.7 149.9
EV/EBITDA 3.5 2.8 2.6
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Exhibit 1: Actual vs estimate

Gujarat Gas Ltd

Estimate % Variation
Rs mn Actual Remarks
YES Sec Consensus YES Sec Consensus
Sales 39,291 40,603 40,400 -3.23% -2.75%
EBITDA 4,007 5,285 4,664 -24.19% -14.09%
. Weaker performance on lower volumes and EBITDA spreads
EBITDA Margin (%) 10.20%  13.02% 11.54% -282bps -135bps
Adjusted PAT 2,203 3,318 2,705 -33.60% -18.54%
Exhibit 2: Earnings snapshot
(P;S'tr:‘cr“‘)'ars Q3FY23 QA4FY23 Q1FY24  2QFY24 | 3QFY24 | y/y(%) a/q(%) 9MFY23 9MFY24 y/y (%)
Revenue 36,843 39,286 37,815 38,454 39,291 6.6 2.2 128,308 115,560 (9.9)
Expenditure 31,020 33,683 33,935 33,488 35,284 13.7 5.4 109,992 102,707 (6.6)
I\/-Igtac}Nrial 28,280 30,797 30,945 30,535 32,230 14.0 5.6 101,937 93,710 (8.1)
-Staff Cost 486 495 520 507 481 (1.2) (5.2) 1,461 1,508 3.2
- Other 2,253 2,391 2,470 2,446 2,573 14.2 5.2 6,593 7,489 13.6
expenses
Sr‘;‘;rf“”g 5,823 5,603 3,880 4,966 4,007 (31.2)  (19.3) 18317 12,853  (29.8)
OPM(%) 15.8 14.3 10.3 12.9 10.2 i -561 bps 272 14.3 11.1 -315
bps bps
Other Income 320 318 239 298 230 (28.0) (22.8) 695 767 10.3
Depreciation 1,093 1,094 1,151 1,179 1,201 9.9 1.8 3,188 3,531 10.7
Interest 76 61 74 78 72 (5.8) (7.6) 343 224 (34.8)
Excpnl - - - - - n.a n.a - - n.a
Loss/(Profit) .a. a. a.
PBT 4,974 4,766 2,894 4,007 2,964 (40.4) (26.0) 15,480 9,865 (36.3)
Tax 1,261 1,074 743 1,029 761 (39.7) (26.1) 3,918 2,533 (35.4)
PAT 3,713 3,692 2,151 2,978 2,203 (40.7) (26.0) 11,563 7,332 (36.6)
Adj PAT 3,713 3,692 2,151 2,978 2,203 (40.7) (26.0) 11,563 7,332 (36.6)

Exhibit 3: Operating highlights

IMFY23

IM FY24

Particulars Q3FY23 Q4FY23 Q1FY24 2QFY24 | 3QFY24
Volumes (mmscmd) 7.3 8.9 9.2 9.3 9.2
CNG 24 2.5 2.6 2.6 2.8
Domestic PNG 0.7 0.8 0.6 0.7 0.7
Morbi 2.3 3.5 4.0 3.9 3.7
Other Industrials 1.7 1.9 1.9 1.9 1.9
Industrial PNG 4.1 54 5.9 5.9 55
Commercial PNG 0.1 0.1 0.1 0.1 0.1
Margins (Rs/scm)
Revenue 56.2 49.3 451 44.8 46.6
GM 131 10.6 8.2 9.2 8.4
Opex 34 3.0 2.9 2.9 3.1
EBITDA 8.9 7.0 4.6 5.8 4.8

y/y (%) a/q(%)
25.7 (1.7)
14.4 6.1

6.0 1.4
58.0 (7.4)
8.0 (2.1)
36.5 (5.6)
(17.0) 4.0
(35.8) (9.3)
(11.1) 7.0
(46.4) (17.9)

8.2
2.4
0.6
3.2
1.8
5.1
0.1

57.0
11.7
3.5
8.1

9.2
2.7
0.7
3.9
1.9
5.8
0.1

455
8.6
3.5
51

y/y (%)
12.7
12.8

5.2
20.8
3.8
14.0

(20.1)
(26.2)

0.3
(37.8)
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Exhibit 4: Volume split Exhibit 5: % share of Volumes
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Exhibit 6: Margins and Opex Exhibit 7: EBITDA growth
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CONCALL HIGHLIGHTS

= Connection adds: Is Catering to D-PNG: 2.64mn customers, Commercial: 14,900, Industrial:
4,350 customers. New Industrial customers volumes of 0.43mmscmd has been signed.
Achieved highest ever CNG volume of 2.78mmscmd in Q3FY24 up 14% YoY.

= CNG stations: Operating 817 CNG stations, of which 562 are in Gujarat and 255 in other
GAs. Daily vehicles served at 0.39mn, a total base is of 1mn. Increasing the CNG
infrastructure to cover major town, increase adoption in LCV, HCV, and Dumpers. Newer GA
have more CNG volume potential than industrial.

= CNG stations added on FDODO model: Gujarat Gas has launched Full Dealer Owned Dealer
Operated (FDODO) scheme for fast-track development of CNG stations infrastructure.
Company plans to add more than 200 CNG stations in next 2-3 years under the scheme. This
would reduce the investment by the company.

= Sourcing: CNG and D-PNG, ~80% is sourced from APM and rest 20% from HP/HT, term and
spot LNG while, for Industrial, 30% gas is sourced through spot and remaining through term
contracts. Expectations of LNG supply to increase, in mid-term to get better terms than
currently offered. Recently GUJGA executed a contract of 0.5mmscmd of priority sector
volumes.

=  Term contract: Have long-term LNG contracts of 4.5mmscmd. New volume contracted
~0.50mmscmd of domestic gas under auction from one of the upstream suppliers for 4 years
during this quarter.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 3
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Morbi: Ceramic cluster volumes were stable at 3.65mmscmd, for couple of months volumes
to be ~4mmscmd. Current price for ceramic cluster at Rs 45/scm, non-ceramic at Rs 48/scm.
Morbi has a total volume potential of 8.5mmscmd, given the macro conditions they are
operating at ~75%. New capacities being built in Morbi and companies coming up in the
region will result in volumes growth. As of today, due to red sea disruption, the export market
is not doing well.

Non-Morbi Industrial: Current demand of 1.9mmscmd of which 1.5 was from Surat, Bharuch,
Ankleshwar and have a potential of 2.5mmscmd. 0.5mmscmd volume tied up for upcoming
brownfield/greenfield projects upcoming in 6 months. New industrial area is coming up in
Surat while there are clusters in Thane rural, Ahmedabad rural, Punjab and MP. Connecting
industrial areas with pipeline infrastructure, to be available there since commercialization.

EBITDA Guidance: Q3FY24 EBITDA/scm was Rs 4.8. To maintain in the range of Rs 4.5 to
5.5/scm, with an aim to balance between the volume and margins.

Growth Guidance: Volumes to grow at 8-10% YoY, led by CNG and followed by D-PNG and
commercial. The volumes from newer GA will take time to grow while older GAs is expected
to lead the growth.

LNG: Most of the long-term LNG contracts are coming under review around mid of CY25
with an expected volumes of ~3.3mmscmd (total 4.5 contracted).

Hydrogen Blending: After successfully running operation of green hydrogen blending in pilot
project at Azera at 5 percent. The company has now been authorized by PNGRB to increase
blending level from 5% to 8%.

Pricing: PNG for Industrials is expensive by Rs 2-3/scm on landed cost to customers as
against propane. Currently seeing upward trajectory in propane prices reaching Rs 43 while
NG at Rs 45. Spot prices price declined moderately in December by 25% at ~USD
9.5/mmbtu.

Capex: To incur Rs 9-10bn each year for FY24 & FY25. 6bn already used in FY24 and going
ahead will remain below 10bn as the new FDODO scheme would not require much capex
for new CNG stations.

Non-binding MoU: Entered into MoU with Hindustan Petroleum Corporation Ltd. (HPCL)
which includes setting up of CNG facility at HPCL outlets, HPCL to provide Liquid Fuels,
automotive lubricants, greases etc at GGL Outlets. FEV India Pvt. Ltd (part of FEV Group,
Headquartered in Germany), for Hydrogen and CBG in Mobility and other Industrial
application. AIUT Technologies LLP, for improving Safety, Efficiency and Overall
sustainability aiming towards digitization.

Government support & initiatives: APM gas price of USD6.5/mmbtu locked for two years,
VAT reduction from 15% to 5%. Government industrialization efforts through various
programs to fast-track investment in high potential areas like Thane rural, Ahmedabad Rural,
Dadra & Nagar Haveli - UT and Jhagadia phase II.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 4
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VIEW & VALUATION

ADD with a TP of Rs 660/share

We believe that the company’s large geographical footprint with access to 27 GAs, increased
environmental activism, lower VAT, and difference vis-a-vis alternative fuels for CNG would
entail double-digit volume growth. Given robust cashflows and reasonable capex the company is
rapidly de-levering and maintaining a strong RoCE. We forecast spreads of Rs/scm 5.8/7.1/7.3
for FY24/25/26. The stock trades at fair 24x/21.1x FY25e/26e PER. We value it on a PER basis

assigning a 24x multiple and, believing it to be slightly undervalued, recommend an ADD with a
revised target price of Rs 660/share.

Exhibit 8: Valuation table

Valuation FY26E

EPS (Rs) 27.5
PER (x) 24.0
Target (PER based) 660

Exhibit 9: PER (x) band, one-year-forward
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FINANCIALS

Exhibit 10: Income statement

Y/e 31 Mar (Rs mn) FY22 FY23 FY24E FY25E FY26E
Revenue 164,562 167,594 142,310 149,089 148,683
Total Expense 143,799 143,674 122,519 122,579 118,629
Operating Profit 20,763 23,920 19,791 26,510 30,054
Other Income 907 1,013 1,138 1,205 1,224
Depreciation 3,849 4,283 4,826 5,321 5,815
EBIT 17,821 20,650 16,103 22,394 25,463
Interest 568 404 151 151 151
Extraordinary Item (119) - - - -
PBT 17,134 20,247 15,952 22,243 25,312
Tax 4,278 4,992 4,015 5,599 6,371
PAT 12,856 15,255 11,937 16,645 18,941
Adj. PAT 12,856 15,255 11,937 16,645 18,941
Eps 18.7 22.2 17.3 24.2 27.5
Exhibit 11: Balance sheet
Y/e 31 Mar (Rs mn) FY22 FY23 FY24E FY25E FY26E
Equity capital 1,377 1,377 1,377 1,377 1,377
Reserves 54,616 68,579 76,935 88,586 101,845
Net worth 55,993 69,956 78,312 89,963 103,222
Debt 5,035 284 284 284 284
Deferred tax liab (net) 8,077 8,461 8,461 8,461 8,461
Capital Employed 69,105 78,701 87,057 98,708 111,967
Fixed assets 76,235 83,208 88,927 93,852 98,367
Investments 5,442 5,951 5,951 5,951 5,951
Net working capital (12,571) (10,458) (7,821) (1,096) 7,649
Inventories 534 612 479 475 452
Sundry debtors 9,301 10,212 8,188 8,578 8,554
Cash & Bank Balance 211 6,810 9,317 15,610 24,167
Other current assets 3,831 2,159 2,159 2,159 2,159
Sundry creditors 4,456 7,156 4,870 4,823 4,589
Other liabilities 21,991 23,094 23,094 23,094 23,094
Application of Funds 69,106 78,701 87,057 98,708 111,967

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 12: Cash flow statement

Y/e 31 Mar (Rs mn) FY22 FY23 FY24E FY25E FY26E
PBT 17,134 20,247 15,952 22243 25312
Digjaeelpi el 3,849 4,283 4,826 5,321 5,815
amortization

Interest expense 232 (115) 151 151 151
eyl i werdi (95) 4,052 (130) (433) (187)
capital

Tax paid (4,363) (4,608) (4,015) (5,599) (6,371)

Less: Interest/Dividend
Income Received

3’;?3/? operating Cash (139) (78)

S 16,618 23,780 16,785 21,684 24,720
Capital expenditure (13,663) (10,865) (10,546) (10,246) (10,330)
Inc/(Dec) in investments = = = = =
i
acftslcltfl'gr’ from investing (12,935) (10,413) (10,546) (10,246) (10,330)
Inc/(Dec) in share capital - - - - -
Inc/(Dec) in debt (4,378) (5,024) - - -
Dividend Paid (1,375) (1,379) (3,581) (4,993) (5,682)
Others (531) (381) (151) (151) (151)
accatslclg'gg’v from financing (6,284) (6,784) (3,732) (5,145) (5,833)
Net cash flow (2,602.2) 6,582.6 2,506.9 6,293.6 8,556.5

Exhibit 13: Du-pont analysis

Y/e 31 Mar (Rs mn) FY22 FY23 FY24E FY25E FY26E
Tax burden (x) 0.8 0.8 0.7 0.7 0.7
Interest burden (x) 1.0 1.0 1.0 1.0 1.0
EBIT margin (x) 0.1 0.1 0.1 0.2 0.2
Asset turnover (x) 1.8 1.6 1.3 1.2 1.1
Financial leverage (x) 1.8 1.6 1.5 1.4 1.4
RoE (%) 25.6 24.2 16.1 19.8 19.6

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 7
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Exhibit 14: Ratio analysis
Y/e 31 Mar FY22 FY23 FY24E FY25E FY26E

Growth matrix (%)

Revenue growth 67.0 1.8 (15.1) 4.8 (0.3)
Op profit growth (0.6) 15.2 (17.3) 33.9 13.4
EBIT growth (2.2) 15.9 (22.0) 39.1 13.7
Net profit growth 0.8 18.7 (21.7) 394 13.8

Profitability ratios (%)

OPM 12.6 14.3 13.9 17.8 20.2
EBIT margin 10.8 12.3 11.3 15.0 17.1
Net profit margin 7.8 9.1 8.4 11.2 12.7
RoCE 258 26.2 18.5 22.7 22.7
RoE 23.0 21.8 15.2 18.5 18.3
RoA 14.2 14.9 10.7 13.8 14.2

Per share ratios

EPS 18.7 22.2 17.3 24.2 27.5
Dividend per share 2.0 6.6 5.2 7.3 8.3
Cash EPS 24.3 28.4 24.4 31.9 36.0
Book value per share 81.3 101.6 113.8 130.7 149.9

Valuation ratios

P/E 26.9 20.7 B8 24.0 211
P/CEPS 20.7 16.2 23.9 18.2 16.2
P/B 6.2 4.5 51 4.4 3.9
EV/EBIDTA 2.9 2.7 3.5 2.8 2.6
Payout (%)

Dividend payout 10.7 29.8 30.0 30.0 30.0
Tax payout 25.0 24.7 25.2 252 25.2

Liquidity ratios

Debtor days 20.6 22.2 21.0 21.0 21.0
Inventory days 1.3 1.5 1.6 1.4 14
Creditor days 11.3 14.8 17.9 14.4 14.5

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 8
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Gujarat Gas Ltd
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL
and are subject to change without any notice. The report and
information contained herein are strictly confidential and meant solely
for the intended recipient and may not be altered in any way,
transmitted to, copied or redistributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written
consent of YSL.

The information and opinions contained in the research report have
been compiled or arrived at from sources believed to be reliable and
have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy,
completeness, authenticity or validity. No information or opinions
expressed constitute an offer, or an invitation to make an offer, to buy
or sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value
and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. Investors should note that
each security's price or value may rise or fall and, accordingly, investors
may even receive amounts which are less than originally invested. The
investor is advised to take into consideration all risk factors including
their own financial condition, suitability to risk return profile and the
like, and take independent professional and/or tax advice before
investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general
nature which may not be specifically suitable to any particular investor.
Past performance may not necessarily be an indicator of future
performance. Actual results may differ materially from those set forth
in projections. Registration granted by SEBI and certification from NISM
in no way guarantee performance of the intermediary or provide any
assurance of returns to investors.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company'’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the
use of 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 YSL and associates to any
registration or licensing requirement within such jurisdiction. The

Gujarat Gas Ltd

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.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ are not associated persons of any U.S. regulated
broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things,
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expressed in this research report.
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Research Analyst or his/her relative’s or YSL's
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Research Analyst or his/her relative or YSL'’s
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in connection with the research report
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REPORTS
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target price. Depending on the expected returns, the recommendations
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NEUTRAL: Upside between 0% to 10% over 12 months
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NOT RATED / UNDER REVIEW
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YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES
BANK LIMITED. YSL is a Securities and Exchange Board of India (SEBI)
registered Stock broker holding membership of National Stock Exchange
(NSE), Bombay Stock Exchange (BSE), Multi Commodity Exchange
(MCX) & National Commodity & Derivatives Exchange (NCDEX). YSL is
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