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Higher opex and one-offs weighed on Q4 performance… 

GAIL (India) Limited is an integrated energy company in the hydrocarbon sector with 

presence across gas transmission, processing, distribution and marketing in India with 

a pipeline network of over 11,000 Kms.  
 

Investment Rationale 
 

  Higher petchem production volumes boosts revenue in Q4FY17 

State-owned gas utility GAIL Indian Ltd reported 11% QoQ (16% YoY) rise in net sales in 

Q4FY17 mainly contributed by growth in revenue across natural gas marketing, 

petrochemical and LPG & Hydrocarbons segment. While petchem volumes registered a 

growth of 27% QoQ driven by continued ramp-up of its petchem capacity at Pata, natural gas 

transmission/ trading volumes fell marginally by 1% each. Notably, LPG/LHC segment 

witnessed robust growth of ~20% QoQ aided by higher realisations (up ~28%). Total Opex 

increased by ~14% QoQ and YoY in Q4 mainly due to increase in employee cost on account 

of provisions made for increases in salary and gratuity.  
 

  Negative leverage hits EBITDA in Q4FY17 

As a result, EBITDA of the company fell 10% QoQ to led by lower petchem realizations and 

higher employee costs. While, on YoY basis, EBITDA increased by 23%. The company’s 

petrochemicals segment performance was below expectations in Q4FY17 with EBITDA down 

by 27% QoQ impacted by higher spot LNG prices, feedstock cost and lower realisations per 

tonne. Operating margin also contracted by 573bps QoQ to 3.8% in Q4 while total sales 

volume rose 27% QoQ. However, revenue increased by 25.7% QoQ to Rs1,766.37 crore due 

to 27% QoQ jump in sales volume. Meanwhile, the company’s management has guided 

expanded petrochemical capacity utilisation at 90-100% in FY18 (86% in Q4FY17). Moreover, 

Gas transmission EBITDA fell 11% QoQ. While tariff remained flat QoQ at Rs1.16/scm in Q4, 

volumes fell marginally by 1% QoQ at 102mmscmd due to increase in natural gas prices. 

Natural gas marketing EBITDA stood at Rs449 crore (up 47% QoQ) mainly due to spurt in LNG 

price in January. However, LPG and other liquid hydrocarbon’s EBITDA increased 34% QoQ 

(197% YoY) due to higher realisations. However, total sales volume fell 7% qoq to 276ktn.  
 

  Volume growth outlook remains healthy 

We expect strong performance from petrochemicals segment to continue on account of 

higher capacity utilization and benefit of benign spot LNG prices (LNG prices have eased after 

January). The management expects capacity utilisation to rise to 90-100% in FY18 (86% in 

Q4FY17). Further, we expect LPG production to remain strong going ahead as increase in gas 

production from ONGC’s Daman field would lead to increased availability of rich gas. Further, 

GAIL has outlined huge capex plans of Rs4,300cr/Rs7,700cr in FY18/FY19 which will be 

largely utilized in laying pipelines. 
 

Valuations 

 We expect revenue/PAT to grow at a CAGR of ~11%/18% over FY17-19E driven by higher 

utilisation levels in Petrochemicals segment coupled with strong transmission volumes. 

Further, concerns over the expensive long-term US LNG contracts is expected to ease with 

growth in domestic LNG demand especially from the fertiliser sector coupled with company’s 

focus to sell more US LNG volumes to European and other consumers on long term basis and 

swap deals. The management expects a potential demand for ~3mmtpa from the 

commissioning of five fertiliser plants by end of CY20. Hence, we recommend a ‘BUY’ rating 

on the stock with a TP of Rs447 based on SOTP valuation methodology.   

 

Rating   BUY 
CMP (Rs.)   402 

Target (Rs.)   447 

Potential Upside    11% 

Duration   Long Term 

Face Value (Rs.)   10 

52 week H/L (Rs.)   433/269 

Adj. all time High (Rs.)   433 

Decline from 52WH (%)   7.2 

Rise from 52WL (%)   49.4 

Beta   0.7 

Mkt. Cap (Rs.Cr)   68,041 

 

Market Data 
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Fiscal Year Ended 

For private circulation only 

Y/E FY16 FY17 FY18E FY19E 

Revenue (Rs.Cr) 51,614 48,055 53,613 59,442 

Adj. profit 
(Rs.Cr) 

2,299 3,802 4,511 4,858 

Adj. EPS (Rs.) 18.1 22.5 26.7 28.7 

P/E (x) 22 18 15 14 

P/BV (x) 1.7 1.8 1.7 1.6 

ROE (%) 7.7 11.1 11.4 11.5 

  

Shareholding Pattern 

 

Mar-17 Dec-16 Chg. 

 Promoters 54.97 56.57 (1.6) 

FII’s 15.26 14.99 0.27 

MFs/Insti 24.48 25.54 (1.06) 

Public 2.32 1.52 0.8 

Others 2.97 1.38 1.59 
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GAIL India Ltd: Business overview  

Incorporated in 1984, GAIL (India) Limited is the largest public-sector natural gas company in 

India. It is an integrated energy company in the hydrocarbon sector with presence across gas 

transmission, processing, distribution and marketing. In addition, business of the company 

also spans across transmission of LPG, and production and marketing of Petrochemicals. 

Moreover, it has a strong pipeline network of about 11,000 km for natural gas and 2,038 km 

for LPG pipeline transmission. Besides, the company holds 71.2% domestic market share in 

gas marketing and 15% for petrochemicals. GAIL also has widespread operations in the 

international countries such as Singapore, China and USA.  
 

Major segments of GAIL 

The natural gas marketing segment contributes approximately 72% to the revenues of the 

company, followed by petrochemicals at 11% and the rest comes from other segments. The 

natural gas transmission segment has the highest EBITDA margin at 43%, followed by natural 

gas marketing segment at 21%. 
 
 

Segment-wise revenue contribution (FY17) 

 

 
Source: Company 

 

Segmental Revenue 

(Rs cr) Q4FY17 Q4FY16 
YoY 

Growth % Q3FY17 

QoQ 
Growth 

% 

Transmission Services      

               Natural Gas  1,174   1,028   14.1   1,214   (3.3) 
               LPG  140   125   12.1   141   (0.6) 
Natural Gas Marketing  10,371   9,204   12.7   9,414   10.2  
Petrochemical  1,766   1,122   57.4   1,406   25.7  
LPG & Liquid Hydrocarbons  989   761   29.9   826   19.7  
      
Others  179   186   (3.8)  173   3.3  

 
  

Higher petchem production boosts revenue 

GAIL reported 11% QoQ (16% YoY) rise in net sales in Q4FY17 mainly contributed by growth in 

natural gas marketing (up 10.2%), petrochemical (up 25.7%) and LPG & Hydrocarbon 

(LPG/LHC) (up 19.7%) segments. While petchem volumes registered a growth of 27% QoQ 

driven by continued ramp-up of its petchem capacity at Pata, natural gas transmission/ 

trading volumes fell marginally by 1% each. Notably, LPG/LHC segment witnessed robust 

growth of ~20% QoQ aided by higher realisations (up ~28%).   
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Sluggish operating performance in Q4FY17 
 

EBITDA came in below street estimates & was down 10% QoQ primarily impacted by higher 

employee costs which rose 130 bps QoQ on account of higher provisions made for salary & 

gratuity. While natural gas transmission EBITDA fell ~11%QoQ owing to spurt in LNG price in 

January, gas marketing and LPG/LHC EBITDA rose ~47% and 34% QoQ respectively.  Higher 

realisations in LPG/LHC led to the EBITDA beat. However, petchem EBITDA fell ~27% QoQ 

weighed down by higher feedstock cost and lower realisation per tonne. Despite decline in 

EBITDA, Adj. PAT rose 7% QoQ due to higher other income coupled with lower interest cost 

(down 86% QoQ). However, reported PAT fell 74% QoQ as the company took an impairment 

charge (due to accounting requirement) of Rs783cr with regards to an investment in Ratnagari 

Gas and Power Pvt Ltd which operates Dabhol power plant.  
 

Quarterly Financials (Standalone)  
 

(Rs cr) Q4FY17 Q4FY16 

YoY 
Growth 

% Q3FY17 

QoQ 
Growth 

% 

Sales  13,452   11,660   15.4   12,132   10.9  

EBITDA  1,555   1,265   23.0   1,726   (9.9) 

Margin (%) 
 11.6   10.8   72bps   14.2  

 
(266)bps 

Depreciation  347   343   1.2   358   (3.0) 

EBIT  1,208   922   31.1   1,368   (11.7) 

Interest  22   153   (85.6)  160   (86.3) 

Other Income  468   220   113.1   276   69.7  

Exceptional Items  (788)  -     -     -     -    

PBT  866   988   (12.4)  1,484   (41.6) 

Tax  606   156   288.1   501   21.0  

PAT  260   832   (68.7)  983   (73.5) 

Minority Interest/ PL from Associates  -     -     -     -     -    

Reported PAT  260   832   (68.7)  983   (73.5) 

Adjustment  788   -     -     -     -    

Adj PAT  1,048   832   26.0   983   6.6  

No. of shares (cr)  1,691.3   1,268.5   33.3   1,268.5   33.3  

EPS (Rs)  6.2   6.6   (5.5)  7.7   (20.0) 
 

 

 

Source: Company, In-house research 
 

 

Volume growth outlook remains healthy 
 

We expect strong performance from petrochemicals segment to continue on account of 

higher capacity utilization and benefit of benign spot LNG prices (LNG prices have eased after 

January). The management expects capacity utilisation to rise to 90-100% in FY18 (86% in 

Q4FY17). Further, we expect LPG production to remain strong going ahead as increase in gas 

production from ONGC’s Daman field would lead to increased availability of rich gas. Further, 

GAIL has outlined huge capex plans of Rs4,300cr/Rs7,700cr in FY18/FY19 which will be largely 

utilized in laying pipelines. 
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EBITDA margin to expand by 70bps over FY17-19E 
 

We expect revenue/EBITDA to grow at a CAGR of 11.2%/13.7% over FY17-19E driven by higher 

utilisation levels in Petrochemicals segment coupled with strong transmission volumes and 

benign gas prices. 
 

EBITDA to grow at 11% CAGR over FY17-19E 

 
 

Return ratios trend 

 
Source: Company, In-house research 

 

Key Risks: 
 

• Volatility in prices of crude oil. 

• Any reduction if tariff reduction in existing pipelines  

• Price differential on its US LNG contracts and global polymer demand-supply situation 

 

Sum-of-the-parts Valuation 

 Basis Multiple (x) Value (Rscr) 
Value/share 

(Rs) 

Core business 
Mar-19 

EV/EBITDA 7.5 
     60,050  355 

Less: Net debt   3,519 21 

Listed Investments 
20% Holdco 

Disc.  
12,700 75 

Unlisted Investments   6,402 38 

Total Valuation   75,633  447 
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Y/E  (Rs. Cr)  FY16  FY17 FY18E FY19E 

Pre tax profit  3,173   5,411   6,775   7,297  

Depreciation  1,314   1,397   1,449   1,541  

Chg in Working Capital  616   (725)  (371)  (368) 

Others  436   (791)  (698)  (673) 

Tax paid  (704)  (1,335)  (2,264)  (2,438) 

Cash flow from operating 

activities  4,835   3,957   4,890   5,359  

Capital expenditure (1,496)  (1,557)  (3,500)  (6,000) 

Chg in investments  (224)  (4,963)  -     -    

Other investing cashflow  709   1,271   1,013   1,064  

Cash flow from investing 

activities (1,011)  (5,250)  (2,487)  (4,936) 

Equity raised/(repaid)  -     (0)  -     -    

Debt raised/(repaid) (1,634)  (2,777)  -     1,450  

Dividend paid  (840)  (1,842)  (1,940)  (2,037) 

Other financing activities  (697)  5,460   (315)  (392) 

Cash flow from financing 

activities (3,171)  841   (2,255)  (978) 

Net chg in cash  652   (452)  149   (555) 

 

Cash Flow Statement (Standalone) 

 

 

Cash Flow Statement (Consolidated) 

 

 

Y/E  (Rs. Cr)  FY16  FY17 FY18E FY19E 

Pre-tax profit  4,335   5,952   6,762   8,417  

Depreciation  1,911   1,808   1,857   1,962  

Chg in Working Capital  529   1,116   (194)  (72) 

Others  513   (245)  (681)  (896) 

Tax paid  1,187)  (1,346)  (1,940)  (2,421) 

Cash flow from 

operating activities  6,101   7,284   5,804   6,990  

Capital expenditure (2,772)  (891)  (3,000)  (3,000) 

Chg in investments  (110)  (4,389)  (1,000)  (2,000) 

Other investing 

cashflow  288   948   1,081   1,161  

Cash flow from 

investing activities (2,594)  (4,333)  (2,919)  (3,839) 

Equity raised/(repaid)  8   0   -     -    

Debt raised/(repaid)  (367)  (4,913)  (2,000)  (2,000) 

Dividend paid  (321)  (308)  (339)  (373) 

Other financing 

activities  (790)  2,152   (401)  (266) 

Cash flow from 

financing activities 

 

(1,470)  (3,069)  (2,740)  (2,638) 

Net chg in cash  2,037   (118)  146   513  
 

Key Ratios (Standalone) 

 
Y/E    FY16  FY17 FY18E FY19E 

P/E 22.2 17.9 15.1 14.0 

EV/EBITDA 13.9 11.0 9.2 8.8 

EV/Net Sales 1.1 1.5 1.3 1.2 

P/B 1.7 1.8 1.7 1.6 

Per share data     

EPS 18.1 22.5 26.7 28.7 

DPS 5.5 9.1 9.5 10.0 

BVPS 241.1 225.6 240.8 257.4 

Growth (%)     

Net Sales -8.8 -6.9 11.6 10.9 

EBITDA -12.3 59.1 19.2 8.5 

Net profit -22.8 65.4 18.7 7.7 

Operating Ratios     

EBITDA Margin (%) 7.7 13.1 14.0 13.7 

EBIT Margin (%) 5.1 10.2 11.3 11.1 

PAT Margin (%) 4.5 7.9 8.4 8.2 

Return Ratios (%)     

RoE 7.7 11.1 11.4 11.5 

RoCE 10.3 16.0 16.7 16.8 

Turnover Ratios (x)     

Net Sales/GFA 1.2 1.1 1.2 1.2 

Sales/Total Assets 1.0 0.9 0.9 1.0 

 

 

 

Balance Sheet (Standalone) 

 

 

Profit & Loss Account (Consolidated) 

 

 

Y/E (Rs. Cr)  FY16  FY17 FY18E FY19E 

Total operating Income  36,218   36,068   39,434   43,929  

Raw Material cost  9,502   9,475   10,075   11,179  

Employee cost  2,407   2,266   2,524   2,768  

Other operating expenses  18,038   16,943   19,040   20,656  

EBITDA  6,270   7,385   7,795   9,327  

Depreciation  1,911   1,808   1,857   1,962  

EBIT  4,359   5,578   5,939   7,365  

Interest Cost  751   702   401   266  

Other income  756   948   1,081   1,161  

Profit before tax  4,363   5,823   6,619   8,261  

Tax  1,211   1,707   1,940   2,421  

PAT  3,152   4,116   4,679   5,839  

Minority Interest  911   1,078   1,186   1,305  

P/L from Associates  145   129   142   157  

Adjusted PAT  2,387   3,167   3,635   4,691  

E/o income / (Expense)  28   -     -     -    

Reported PAT  2,359   3,167   3,635   4,691  

 

Y/E (Rs. Cr)  FY16  FY17 FY18E FY19E 

Paid up capital  1,268   1,691   1,691   1,691  

Reserves and Surplus 29,316   36,458   39,029   41,851  

Net worth 30,585   38,149   40,720   43,542  

Minority Interest  -     -     -     -    

Total Debt  5,781   3,005   3,005   4,455  

Other non-current 

liabilities 
 1,699   2,085   2,085   2,085  

Total liabilities 38,065   43,239   45,810   50,082  

Net fixed assets 28,746   28,506   29,161   31,320  

Capital WIP  3,403   3,803   5,200   7,500  

Goodwill  -     -     -     -    

Investments  4,547   9,510   9,510   9,510  

Total Net Current 

Assets 
 (139)  770   1,289   1,102  

Deferred tax assets 
(Net) 

(4,047)  (4,656)  (4,656)  (4,656) 

Other non-current 

assets 
 5,555   5,306   5,306   5,306  

Total assets 38,065   43,239   45,810   50,082  

 

 

Profit & Loss Account (Standalone) 

 

 

Profit & Loss Account (Consolidated) 

 

 

Y/E (Rs. Cr)  FY16  FY17 FY18E FY19E 

Total operating Income  51,614   48,055   53,613   59,442  

Raw Material cost  42,195   36,393   40,257   44,812  

Employee cost  996   1,258   1,662   1,843  

Other operating expenses  4,455   4,089   4,169   4,622  

EBITDA  3,968   6,315   7,525   8,165  

Depreciation  1,313   1,397   1,449   1,541  

EBIT  2,655   4,918   6,077   6,624  

Interest cost  640   479   315   392  

Other Income  1,158   1,271   1,013   1,064  

Profit before tax  3,173   5,710   6,775   7,297  

Tax  874   1,908   2,264   2,438  

Profit after tax  2,299   3,802   4,511   4,858  

Minority Interests  -     -     -     -    

P/L from Associates  -     -     -     -    

Adjusted PAT  2,299   3,802   4,511   4,858  

E/o income / (Expense)  -     299   -     -    

Reported PAT  2,299   4,100   4,511   4,858  
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Rating Criteria 
    Large Cap. Return Mid/Small Cap. Return 

Buy More than equal to 10% Buy More than equal to 15% 

Hold Upside or downside is less than 10% Accumulate* Upside between 10% & 15% 

Reduce Less than equal to -10% Hold Between 0% & 10% 

  Reduce/sell Less than 0% 

* To satisfy regulatory requirements, we attribute ‘Accumulate’ as Buy and ‘Reduce’ as Sell. 

* GAIL is a large-cap company. 

  

Disclaimer:  

 

The SEBI registration number is INH200000394. 

The analyst for this report certifies that all the views expressed in this report accurately reflect his / her personal views about the subject 

company or companies, and its / their securities. No part of his / her compensation was / is / will be, directly / indirectly related to specific 

recommendations or views expressed in this report. 

This material is for the personal information of the authorized recipient, and no action is solicited on the basis of this. I t is not to be 

construed as an offer to sell, or the solicitation of an offer to buy any security, in any jurisdiction, where such an offer or solicitation would 

be illegal. 

We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable, though its accuracy or 

completeness cannot be guaranteed. Neither Wealth India Financial Services Pvt. Ltd., nor any person connected with it, accepts any 

liability arising from the use of this document. The recipients of this material should rely on their own investigations and take their own 

professional advice. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for 

future performance. 

We and our affiliates, officers, directors, and employees worldwide: 

1. Do not have any financial interest in the subject company / companies in this report; 
2. Do not have any actual / beneficial ownership of one per cent or more in the company / companies mentioned in this document, or 

in its securities at the end of the month immediately preceding the date of publication of the research report, or the date of public 
appearance; 

3. Do not have any other material conflict of interest at the time of publication of the research report, or at the  time of public 
appearance; 

4. Have not received any compensation from the subject company / companies in the past 12 months; 
5. Have not managed or co-managed the public offering of securities for the subject company / companies in the past 12 months; 
6. Have not received any compensation for investment banking, or merchant banking, or brokerage services from the subject 

company / companies in the past 12 months; 
7. Have not served as an officer, director, or employee of the subject company; 
8. Have not been engaged in market making activity for the subject company; 

This document is not for public distribution. It has been furnished to you solely for your information, and must not be reproduced or 

redistributed to any other person. 
 

 
 

Funds India 
Uttam Building, Third Floor| 
No. 38 & 39| Whites Road| 
Royapettah|Chennai – 600014| 
T: +91 7667 166 166  
Email: contact@fundsindia.com 
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Dion’s Disclosure and Disclaimer 
 
I, Abhijit Kumar Das, employee of Dion Global Solutions Limited (Dion) is engaged in preparation of this report and hereby certify 
that all the views expressed in this research report (report) reflect my personal views about any or all of the subject issuer or 
securities.  

Disclaimer 

This report has been prepared by Dion and the report & its contents are the exclusive property of the Dion and the client cannot 

tamper with the report or its contents in any manner and the said report, shall in no case, be further distributed to any third party 

for commercial use, with or without consideration.  

Recipient shall not further distribute the report to a third party for a commercial consideration as this report is being furnished to 
the recipient solely for the purpose of information.  
 
Dion has taken steps to ensure that facts in this report are based on reliable information but cannot testify, nor make any 
representation or warranty, express or implied, to the accuracy, contents or data contained within this report. It is hereby 
confirmed that wherever Dion has employed a rating system in this report, the rating system has been clearly defined including the 
time horizon and benchmarks on which the rating is based.   
 
Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this report 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. 
Dion has not taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. This 
report is not to be relied upon in substitution for the exercise of independent judgment. Opinions or estimates expressed are 
current opinions as of the original publication date appearing on this report and the information, including the opinions and 
estimates contained herein, are subject to change without notice. Dion is under no duty to update this report from time to time.  
 
Dion or its associates including employees engaged in preparation of this report and its directors 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 securities, changes in the currency rates, diminution in the NAVs, 
reduction in the dividend or income, etc.  
 
The investments or services contained or referred to in this report may not be suitable for all equally and it is recommended that an 
independent investment advisor be consulted. In addition, nothing in this report constitutes investment, legal, accounting or tax 
advice or a representation that any investment or strategy is suitable or appropriate to individual circumstances or otherwise 
constitutes a personal recommendation of Dion. 
 
REGULATORY DISCLOSURES: 

Dion is engaged in the business of developing software solutions for the global financial services industry across the entire 

transaction lifecycle and inter-alia provides research and information services essential for business intelligence to global companies 

and financial institutions. Dion is listed on BSE Limited (BSE) and is also registered under the SEBI (Research Analyst) Regulations, 

2014 (SEBI Regulations) as a Research Analyst vide Registration No. INH100002771. Dion’s activities were neither suspended nor has 

it defaulted with requirements under the Listing Agreement and / or SEBI (Listing Obligations and Disclosure Requirements) 

Regulations, 2015 with the BSE in the last five years. Dion has not been debarred from doing business by BSE / SEBI or any other 

authority.  

 

In the context of the SEBI Regulations, we affirm that we are a SEBI registered Research Analyst and in the course of our business, 

we issue research reports /research analysis etc that are prepared by our Research Analysts. We also affirm and undertake that no 

disciplinary action has been taken against us or our Analysts in connection with our business activities.   

In compliance with the above mentioned SEBI Regulations, the following additional disclosures are also provided which may be 

considered by the reader before making an investment decision:  
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1.  Disclosures regarding Ownership  

Dion confirms that: 

(i) Dion/its associates have no financial interest or any other material conflict in relation to the subject company (ies) 

covered herein at the time of publication of this report. 

   

(ii) It/its associates have no actual / beneficial ownership of 1% or more securities of the subject company (ies) covered 

herein at the end of the month immediately preceding the date of publication of this report. 
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