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Key valuation metrics 

Year to March 31 (Rs m) Net sales yoy change (%) Net profit EPS (Rs) yoy chg (%) EV/E (x) PER (x) 
2005  138,523  11.6  19,468  23.0 3.6 5.6  12.2  
2006  166,124  19.9  21,758  27.3 18.7 5.9 10.3  
2007  160,472 (3.4)  23,867  28.2 9.7 6.9 10.0  
2008E  169,715  4.5  24,353  28.8 2.1 6.5 9.8 
 

GAIL’s Q4FY07 performance (operating profits fall of 14.5%yoy to Rs 6bn) was below our expectations due to 
lower gas transmission revenues on account of tariff adjustment for volume fluctuation, about Rs300mn fall on 
account of KG basin tariff downgrade and some prior period adjustments along with higher under recovery 
sharing provision of Rs 5 bn. We maintain our FY08 earnings estimates at Rs28.8. Stock remains unexciting, with 
limited transmission volume growth over the next three years, while risks relating to possible gas price increase 
and availability of C2C3 fractions are overhangs.  Stock is trading at P/E of 9.8x and EV/E of 6.5x FY08E. Maintain 
Neutral.  

KEY HIGHLIGHTS 
• Gas transmission volumes remained flat sequentially at 79.7mscmd, but up 1.7% yoy. However, gas transmission 

EBITDA fell 33.7% qoq and 24% yoy to Rs 3.4bn due to tariff adjustment for volume fluctuation, about Rs300mn 
attributable to KG basin tariff cut and some prior period adjustments.   

• Gas trading EBITDA continued to display volatility and was down 35.7%qoq and 1.6%yoy to Rs 360 m from 
Rs560m in Q3FY07.  

• Petrochemical EBITDA was up 7.6% qoq and 12.3%yoy to Rs3.4bn in Q4FY07. While qoq growth was primarily 
on account of sales volumes growth of 5.3% to 99,000MT, yoy increase was on account of improvement margins. 

• LPG EBITDA fell to Rs (510) mn due to higher LPG and SKO under recovery contribution of Rs 5bn as against Rs 
3.15bn in Q3FY07. We believe, the higher provision would get adjusted in 1QFY08.  

• Depreciation charges went up 5.8% yoy to Rs 1471m. 

• The company’s other income improved 33.7% yoy at Rs 1.13bn. 

• Write-back of Rs3.4bn of excess tax provision during previous years boosted net profits.  
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Operational & financial performance 

 Q4FY05 Q1FY06 Q2FY06 Q3FY06 Q4FY06 Q1FY07 Q2FY07 Q3FY07 Q4FY07 
Gas transmission (mscmd) 77.7 78.9 76.8 81.4 78.3 79.1 70.1 80.4 79.7 
Gas sales (mscmd) 73.5 72.4 77.9 69.2 68.4 70.0 62.8 69.7 68.9 
LPG and liquid prodn ('000 MT) 334 325 312 344 350 356 304 349 341 
Petrochemical sales ('000 MT) 111 62 61 75 104 81 73 94 99 
LPG transmission ('000 MT) 570 487 508 543 690 522 582 728 659 
EBITDA breakup (Rs mn)         
Gas transmission  4,000   4,930   4,960   5,210   4,530   5,170   3,940   5,190  3440 
Gas trading/marketing  1,400   520   1,340   (650)  (600)  270   620   560 360 
LPG & liquid hydrocarbons  1,700   2,360   1,490   2,620   470   540   (330)  1,130 (510)  
Petrochemicals  3,170   1,680   1,710   2,130   3,000   2,380   2,090   3,130  3370 
LPG pipeline/Gailtel/unallocated  570   490   540   1,320   490   1,860   1,240   480  500 
Total  10,840   9,980   10,040   10,630   7,890   10,220   7,560   10,490 7160 
Note:  EBITDA in the above table includes other income classified in the respective segments 

�  Limited upside from current levels, reiterate Neutral  
GAIL is trading at a PER of 9.8x and EV/E of 6.5x FY2008E. We maintain our FY08 earnings estimates at Rs28.8. 
Stock looks unexciting with limited growth of just about 20% in EBITDA over the next 3 year period. Reiterate 
Neutral. 

Earnings model       

Year to March 31 (Rs mn) Q4FY2006 FY2006 Q1FY2007 Q2FY2007 Q3FY2007 Q4FY2007 
Net sales 36,598   163,513   40,784   37,070   43,784   38,834  
yoy change (%)  1.4   18.0   12.5   (9.0)  (1.5)  (7.7) 
Operating profit  7,044   34,979   9,416   5,891   8,641   6,024  
yoy change (%)  (31.9)  (5.5)  (0.7)  (37.0)  (5.2)  (14.5) 
Other income  844   4,555   801   1,674   1,846   1,129  
Interest  292   1,173   288   291   271   221  
Depreciation  1,391   5,595   1,408   1,436   1,439   1,471  
PBT  6,205   32,766   8,521   5,838   8,778   5,461  
Tax rate (%)  34.0   29.5   30.5   23.2   24.2   (24.7) 
Tax  2,112   9,666   2,600   1,354   2,124   (1,347) 
Net profit  4,093   23,101   5,921   4,484   6,655   6,807  
yoy change (%)  (20.8)  18.7   22.5   (42.1)  3.5   66.3  
Operating parameters       
OPM (%)  16.7   21.4   23.1   15.9   19.7   15.5  
NPM (%)  9.7   14.1   14.5   12.1   15.2   17.5  
Other income/PBT (%)  13.6   13.9   9.4   28.7   21.0   20.7  
Valuation       
Outstanding shares (m)  846   846   846   846   846   846  
EPS (Rs)  4.8   27.3   7.0   5.3   7.9   8.0  
Cash EPS (Rs)  6.5   33.9   8.7   7.0   9.6   9.8 
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3.  Underperformer:    Less than 10% to Index 

Disclosure of interest: 
1. SSKI and its affiliates have not received compensation from the company covered herein in the past twelve months for Issue Management, Capital Structure, Mergers & 

Acquisitions, Buyback of shares and Other corporate advisory services.  
2. Affiliates of SSKI are currently not having any mandate from the subject company.  
3. SSKI and its affiliates do not hold paid up capital of the company. 
4. The Equity Analyst and his/her relatives/dependents hold no shares of the company covered as on the date of publication of research on the subject company. 

Copyright in this document vests exclusively with SSKI 


