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Petronet LNG

3QFY11 Results Update

SECTOR: OIL & GAS
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 EBITDA, PAT above estimates: Petronet LNG reported 3QFY11 PAT of Rs1.7b against our estimate of Rs1.3b (up

105% YoY and up 30% QoQ). EBITDA was Rs3.5b (up 66% YoY and up 27% QoQ) higher than our estimate of

Rs2.74b, led by increased throughput and strong marketing margins on spot cargoes.

 Strong marketing margins on spot cargo: Petronet earned marketing margins of ~Rs26/mmbtu in 3QFY11

(calculated) on its spot cargo over and above re-gasification charges on long-term cargo of Rs31.75/mmbtu. These

marketing margins are considerably high and indicate strong gas demand in India. We model FY12 marketing

margins of Rs5/mmbtu.

 New 1.1mmtpa, two-year Dahej contract, expanded Kochi terminal to boost growth: Petronet LNG signed a

1.1mmtpa LNG contract for FY12 and FY13 and back-to-back contracts with Indian customers. The signing of this

contract eases the run rate pressure for capacity utilization. The Petronet board has approved expansion of its Kochi

terminal to 5mmtpa and the new terminal is expected to be commissioned by 3QFY13. It signed a 1.5mmtpa gas

source contract with Gorgon Australia, which is expected to deliver the full contract volume in FY14.

 Valuation and view: We are increasing our FY11 EPS by 15% to Rs8 to factor-in strong 3QFY11 reported numbers

and higher volume assumptions in 4QFY11. The stock trades at 11.5x FY13E EPS of Rs11.4. We value Petronet

LNG at Rs150/share, the average of the results of two valuation methodologies (1) P/E (13x FY13E EPS, Rs160/

share) and (2) DCF (Rs140/share). Maintain Buy.
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Strong marketing margins on spot cargo

Petronet earned marketing margins of ~Rs26/mmbtu in 3QFY11 (calculated) on its spot
cargo over and above its re-gasification charges on long term cargo of Rs31.75/mmbtu.
These marketing margins are considerably high and indicate strong gas demand in India
against a backdrop of a continued supply deficit. We model FY12 marketing margins of
Rs5/mmbtu.

New 1.1mmtpa, two-year Dahej contract, expanded Kochi terminal to boost
growth

Petronet LNG has signed an LNG contract of 1.1mmtpa for FY12 and FY13 and back-
to-back contracts with Indian customers. The signing of this contract eases the run rate
pressure for capacity utilization. The Petronet board has approved expansion of its Kochi
terminal to 5mmtpa and the new terminal is expected to be commissioned by 3QFY13.
Petronet signed a 1.5mmtpa gas source contract with Gorgon Australia, which is expected
to deliver full contract volume in FY14.

EBITDA, PAT above estimates

Petronet LNG reported 3QFY11 PAT of Rs1.7b against our estimate of Rs1.3b (up 105%
YoY and up 30% QoQ). EBITDA was Rs3.5b (up 66% YoY and up 27% QoQ) higher
than our estimate of Rs2.74b, led by increased throughput and strong marketing margins
on spot cargo.

Petronet's total 3QFY11 throughput was 120tbtu (2.4mmt/38mmscmd) against 100tbtu
(2mmt/32mmscmd) in 2QFY11 and 95tbtu (1.92mmt/29.6mmscmd) in 3QFY10. Volumes
were more than our estimate of 105tbtu (2.1mmt/33.3mmscmd), led by increased re-
gasification volumes (third-party volumes) of 9tbtu against 0.3tbtu in 2QFY11.

20% QoQ jump in Petronet's re-gasification volumes (tbtu)
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Petronet to benefit from domestic gas scarcity

RIL indicated it would not increase its KG-D6 volumes beyond 60mmcmd until FY13.
After reaching 60mmscmd, gas volumes fell to 52mmscmd in recent months. We believe
this situation augurs well for Petronet as imported LNG will be the only option for gas
consumers. With potential demand still unmet in India, Petronet is expected to ramp-up to
full capacity of 10mmt in FY12 (currently annualized at 9.5mmtpa).

Re-gasification charges, short-term contracts ensure 25%+ RoE

We expect Petronet's RoE to be over 25% led by (1) a 5% annual increase in re-gasification
charges, (2) low gas prices reducing operating costs, and (3) high margins on short-term
contracts. Since inception, Petronet increased re-gasification charges by 5% a year to the
current Rs33.3/mmbtu in January 2011.

No risk to re-gasification charges (Rs/mmbtu)

Petronet in a sweet spot: expect 12% volume CAGR over FY13-16 (mmtpa)
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Valuation and view

We are increasing our FY11 EPS by 15% to Rs8 to factor in strong 3QFY11 reported
numbers and higher volume assumptions in 4QFY11. The stock trades at 11.5x FY13E
EPS of Rs11.3. We value Petronet LNG at Rs150/share, the average of the results of two
valuation methodologies (1) P/E (13x FY13E EPS, Rs160/share) and (2) DCF (Rs140/
share). Maintain Buy.

Key assumptions

We model gas sales at 10mmtpa (40mmscmd) in FY12 and 10.8mmtpa (43.2mmscmd) in
FY13. We are assuming a 5% annual escalation in re-gasification charges (similar to
previous years) and Rs5/mmbtu as marketing margin on short-term contracts.

FY12 EPS sensitivity to marketing margins
                        Marketing Margin (Rs/mmbtu)
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Petronet LNG: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 8.0 7.1 12.5

FY12 9.4 8.4 12.0

Key investment risks

 There is a single long term gas source that is tied up
from Ras Gas, Qatar. This implies a notional supply
risk.

 Petronet LNG’s business is unregulated. Going forward,
if there is any Act or regulation formulated to regulate
the LNG business, it could pose a threat to earnings.

Recent developments

 Petronet recently signed up gas supplies totaling
1.1mmtpa for FY12 and FY13 and commencing from
April 2011.

 Petronet also increased its re-gasification charges by
5% to Rs33.3/mmbtu, from January 2011.

Valuation and view

 The stock trades at 13.8x FY12E EPS of Rs9.4.
 Our target for Petronet is Rs150, based on average of

DCF and PE methodology. Maintain Buy.

Sector view

 A gas surplus situation in the US, led by the emergence
of shale gas has resulted in over capacity in the LNG
market and will keep international LNG prices soft.
Although India’s domestic gas supply is likely to post
16% CAGR over FY10-14, India will still be gas
deficient. Given India’s gas deficit and LNG availability
at reasonable prices, we expect Petronet’s Dahej
terminal to post 12% volume CAGR to 12.5mmtpa
(50mmscmd) by FY14.

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 50.0 50.0 50.0

Domestic Inst 10.4 9.6 2.2

Foreign 21.4 20.9 21.9

Others 18.2 19.5 25.9

Company description

Petronet LNG was formed as a joint venture by the
government of India to import LNG and set up LNG
terminals in India. Each promoter, GAIL, ONGC, IOCL
and BPCL, holds 12.5% stake in Petronet. The company
owns and operates India’s first LNG receiving and re-
gasification terminal (current capacity: 10mmtpa) at Dahej,
commissioned in February 2004. It is setting up a 5mmtpa
terminal at Kochi. It is also augmenting the capacity of the
existing Dahej terminal from 10mmtpa to 12.5/13mmtpa. It
has a long-term supply contract of 7.5mmtpa with Ras Gas
Qatar, with back-to-back customer contracts in India.

Key investment arguments

 Petronet has been increasing re-gasification charges
by 5% every year and earning additional margins
(marketing margins) on short-term and spot contracts,
thus enabling it to make 25% RoE.

 Its new terminal at Kochi is expected to be
commissioned by 1QFY13 and will serve as the next
growth driver. The other growth driver will be a 25-
30% capacity augmentation of its 10mmtpa Dahej
terminal, expected by 1QFY14.

 Slow ramp-up of KG-D6 gas and huge gas demand in
the country will help Petronet to post 16% CAGR
growth in volumes.
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