Result Update

Rating Add
Target Rs 322
Target Period 12 months

Potential Upside 4%

Rating matrix

Key Financials

(Rs Crore) CY08 CY09 CY10E CY1E
Revenues 1301.3 1419.7 1764.8 1963.0
EBITDA 235.2 279.5 378.7 456.1
Net Profit 161.5 175.0 234.0 289.3

Valuation summary

CYo8 CYo09 CY10E CYTE
EPS (Rs) 24.9 135 18.1 22.3
PE (x) 12.4 229 171 13.8
Target PE (x) 13.0 23.9 17.8 14.4
EV to EBITDA (x) 16.8 141 10.3 8.4
Price to book (x) 2.8 5.2 4.2 3.4
RoNW (%) 22.3 224 244 244
RoCE (%) 26.7 29.8 34.0 333
Stock data
Market Cap. Rs 3962.9 Crore
Debt (CY09) Rs 0 Crore
Cash + Lig. Invsts (CY09) Rs 429.7 Crore
EV Rs 3533.2 Crore
52 week H/L 318/152
Equity capital Rs 25.7 Crore
Face value Rs 2
MF Holding (%) 8.5
FIl Holding (%) 15.3
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Gujarat Gas Company Limited (GUJGAS)

Rs 309
WHAT'S CHANGED...

In line with expectations...

Gujarat Gas’ revenues for Q2CY10 increased 23.4% YoY to Rs 418.7
crore, in line with our estimates. The EBITDA margin remained flat YoY
at 22.3% on higher APM gas price and higher proportion of spot LNG
purchase by the company. We expect the EBITDA margin to decline
marginally in the second half of the year on higher LNG purchases and
depreciation of the rupee. However, we believe Gujarat Gas would pass
on its higher costs and increase the gas sales prices in CY11E for its
industrial retail customers. Net profit for Q2CY10 increased 21.6% YoY
to Rs 58 crore on higher gas sales volumes. It has been allocated 0.6
mmscmd gas from Reliance KG-D6 basin on a fallback basis but the
company is yet to receive gas as the final gas sales agreement has not
been signed. We have factored the supply of KG-D6 gas to the company
from Q4CY10. Gujarat Gas has contracted for the supply of 0.6 mmscmd
LNG in the current quarter with BG India Pvt Ltd and is also making a
concerted effort to secure LNG on long-term contracts to increase its
gas sales volumes. Its ability to secure long-term supplies and expand
into new areas may offer further upsides in the long run. We
recommend an ADD rating on the stock with a price target of Rs 322.

= Highlights of the quarter
Gujarat Gas reported a 19.3% YoY increase in gas sales volume
from 249 mmscm in Q2CY09 to 297 mmscm in Q2CY10. Volume
growth for Gujarat Gas was ensured by the procurement of short-
term LNG for the current quarter. Realisation increased by 3.6% YoY
from Rs 13.6 per scm in Q2CY09 to Rs 14.1 per scm in Q2CY10. The
gross margin remained flat at Rs 4.3 per scm in Q2CY10.

Valuation

The allocation of Reliance KG-D6 basin gas has improved the visibility for
the next two years. We estimate volumes of 3.45 mmscmd and 3.75
mmscmd in CY10E and CY11E, respectively, on account of higher gas
volume from the KG basin and contracted LNG. We have valued the stock
based on the DCF methodology (WACC - 11.8%, terminal growth - 3%) to
arrive at a target price of Rs 322.

Exhibit 1: Performance Highlights

(Rs Crore) Q2CY10A Q2CY10E Q2CY09 Q1CY10  YoYGr.(%) QoQ Gr.(%)
Revenues 418.7 430.3 339.2 410.0 23.4 2.1
EBITDA 93.4 95.8 75.7 102.6 234 -8.9
EBITDA Margin (%) 22.3 22.3 223 25.0 0 bps 270 bps
Depreciation 13.4 13.0 11.6 12.8 15.1 43
Interest 0.3 0.0 0.0 0.0 966.7 966.7
Reported PAT 58.0 60.1 47.6 62.0 21.8 -6.4
EPS (Rs) 4.5 4.6 3.7 4.8 21.6 -6.7

Source: Company, ICICIdirect.com Research
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Gujarat Gas Company Limited (GUJGAS)

Gas sales volumes increased by 19.3% YoY from 249
mmscm in Q2CY09 to 297 mmscm in Q2CY10 on account
of procurement of short-term RLNG

Realisations improved by 3.6% YoY to Rs 14.1 per scm.
This can mainly be attributed to the increase in prices for
the Industrial retail and CNG segment

Gross margins remained flat YoY at Rs 4.3 per scm in the
current quarter. Raw material costs increased from Rs 9.5
per scm in Q2CY09 to Rs 9.8 per scm in Q2CY10 while the
realisation improved by Rs 0.5 per scm to Rs 14.1 per scm
in Q2CY10
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Exhibit 2: Gas sales volume

400 -

2810 2710 2910  297.0
250.0 249.0

232.0
£ 240 -
?
IS
€ 160
80
0 l T T T T T T T T

02CY08 Q3CYos Q4CY08 Q1CY09 Q2CY09 Q3CY09 Q4CY09 Q1CY10 Q2CY10

264.0 262.0

Source: Company, ICICIdirect.com Research

Exhibit 3: Revenue and EBITDA analysis
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Exhibit 4: Gross margin trend
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Gujarat Gas Company Limited (GUJGAS)

The EBITDA increased by 23.4% YoY from Rs 75.7 crore in
Q2CY09 to Rs 93.4 crore in Q2CY10. The EBITDA margin
remained flat YoY at 22.3%

The profit increased 21.6% YoY to Rs 58 crore mainly on
account of higher gas sales volume and lower employee
costs and other expenditure as a percentage of revenues
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Exhibit 5: EBITDA, EBITDA margin
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Exhibit 6: P/L A/c

(Rs Crore)

Q2CY10 Percent. (%)  Q2CY09 Percent. (%)
Revenues 418.7 100.0 339.2 100.0
Consumption of raw materials 290.3 69.3 232.7 68.6
Employee Costs 12.0 2.9 1.1 3.3
Other Expenditure 23.0 5.5 19.8 5.8
Total Expenditure 325.3 71.7 263.5 71.7
EBITDA 93.4 22.3 75.7 22.3
Depreciation 13.4 3.2 11.6 3.4
EBIT 80.0 19.1 64.1 18.9
Interest 0.3 0.1 0.0 0.0
Other Inc /Exp /Extra Ordinary Item 5.7 1.4 6.6 2.0
PBT 85.4 20.4 70.7 20.8
Total Tax 214 6.6 23.1 6.8
PAT 58.0 13.9 47.6 14.0

Source: Company, ICICIdirect.com Research

Outlook and valuations

The allocation of Reliance KG-D6 basin gas has improved the visibility for
the next two years. Gujarat Gas is also making a concerted effort to
secure LNG on long-term contracts to increase its gas sales volumes. We
estimate volumes of 3.45 mmscmd (1255 mmscm) and 3.75 mmscmd
(1369 mmscm) in CY10E and CY11E, respectively, on account of higher
gas volume from the KG basin and contracted LNG. We also believe that
Gujarat Gas would be able to pass on higher raw material costs and
increase gas sales prices in CY11E for its industrial retail customers
(Gujarat Gas sales price is more than 30% cheaper compared to
Ahmedabad and Mumbai). Gujarat Gas' ability to secure more long-term
supplies and expand into new areas like Bhavnagar and Kutch may offer
further upsides in the long run. We have valued the stock based on DCF
methodology (WACC - 11.8%, terminal growth -3%) to arrive at a target
of Rs 322.

Exhibit 7: Valuation Table

Sales Sales Gr. EPS EPS Gr. PE EV/EBITDA  RoNW RoCE (%)
Year (Rs Crore) (%) (Rs) (%) (x) (x) (%)
CYos 1301.3 4.6 12.4 5.1 12.4 16.8 22.3 26.7
CYo9 1419.7 9.1 135 8.5 229 141 224 29.8
CY10E 1764.8 24.3 18.1 339 17.1 10.3 244 34.0
CY11E 1963.0 11.2 22.3 23.8 13.8 8.4 244 33.3

Source: ICICIdirect.com Research
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Gujarat Gas Company Limited (GUJGAS)

Exhibit 8: DCF based valuation

WACC 11.8%
Present Value of Cash Flows till CY14E 881.5
Terminal Growth Rate 3.0%
Terminal Value 4469.3
Present Value of Terminal Cash Flows 2554.2
Total Present Value of the Firm 3435.7
Less: Net Debt (CY11E) -692.8
Total Present Value of Equity 4128.4
Number of Outstanding shares (In Crore) 12.8250
DCF - Target Price (Rs per share) 322

Source: ICICIdirect.com Research

Exhibit 9: Sensitivity analysis

WACC
10.0% 10.5% 11.0% 11.5% 12.0% 13.5%
Terminal 1.5% 348 330 314 299 286 254
2.0% 363 343 326 310 295 260
2.5% 380 358 338 321 305 267
3.0% 400 375 353 334 317 275
Growth Rate 3.5% 423 394 370 348 329 284

Source: ICICIdirect.com Research
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ICICIdirect.com Coverage Universe

Gujarat Gas Sales(Rs Cr.) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW (%) RoCE (%)
Idirect Code GUJGAS CMP 309.0 CY08 1301.3 12.4 12.4 16.8 223 26.7
Target 322.0 CY09 1419.7 135 229 14.1 224 29.8

CY10E 1764.8 18.1 171 10.3 24.4 34.0

MCap 3962.9 Upside (%) 4.2 CY11E 1963.0 22.3 13.8 8.4 244 333
Guj. State Petronet Ltd Sales(Rs Cr.) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW (%) RoCE (%)
Idirect Code GSPL CMP 104.5 FY09 487.5 2.2 47.6 16.5 10.2 10.8
Target 122.0 FY10E 1000.9 1.4 14.2 7.6 26.5 25.0

MCap 5877.6 Upside (%) 16.7 FYT1E 1095.8 1.7 13.6 7.0 224 22.6
Indraprastha Gas Ltd Sales(Rs Cr.) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW (%) RoCE (%)
Idirect Code INDGAS CMP 286 FY09 857.1 12.3 232 12.7 25.2 34.7
Target UR FY10E 1083.8 15.4 18.6 10.1 26.1 315

FY11E 1551.3 17.6 16.2 8.6 24.8 35.0

MCap 4004.0 Upside (%) UR FY12E 1797.7 18.8 15.2 7.8 224 31.6
Petronet LNG Ltd Sales(Rs Cr.) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW (%) RoCE (%)
Idirect Code PETLNG CMP 84.0 FY09 8428.7 6.9 12.2 8.8 26.1 18.7
Target 87.0 FY10E 10649.1 5.4 15.6 10.0 18.1 14.5

FY11E 14056.0 6.2 13.6 9.0 18.4 14.1

FY12E 18935.0 6.5 13.0 8.8 17.2 13.6

MCap 6300.0 Upside (%) 3.6 FY13E 261711 1.3 11.5 6.9 17.5 15.4
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RATING RATIONALE

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Add, Reduce and Sell. The performance horizon is two years unless specified and the
notional target price is defined as the analysts' valuation for a stock.

Strong Buy: 20% or more;
Buy: Between 10% and 20%;
Add: Up to 10%;

Reduce: Up to -10%

Sell: -10% or more;

Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICIdirect.com Research Desk,
ICICI Securities Limited,

7th Floor, Akruti Centre Point,
MIDC Main Road, Marol Naka,
Andbheri (East)

Mumbai - 400 093

research@icicidirect.com

ANALYST CERTIFICATION

We /I, Mayur Matani MBA  research analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our personal views
about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this
report. Analysts aren't registered as research analysts by FINRA and might not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group. We along with affiliates are leading
underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationship with a significant percentage of
companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other business selection processes. ICICI Securities
generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without
prior written consent of ICICI Securities. While we would endeavour to update the information herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and
employees (“ICICI Securities and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities
from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities
policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This
report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial
instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any
loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the
risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have received
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 public offerings, corporate finance, investment
banking or other advisory services in a merger or specific transaction. ICIC| Securities and affiliates expect to receive compensation from the companies mentioned in the report within a period of three
months following the date of publication of the research report for services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific
transaction. It is confirmed that Mayur Matani MBA research analysts and the authors of this report have not received any compensation from the companies mentioned in the report in the preceding
twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which include earnings from Investment Banking and other business.

ICICI Securities or its subsidiaries collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the
research report.

It is confirmed that Mayur Matani MBA  research analysts and the authors of this report or any of their family members does not serve as an officer, director or advisory board member of the companies
mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act upon or make use
of information contained in the report prior to the publication thereof.

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 ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The 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.
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