
Budget boost
In the recent Union Budget, the government has awarded infrastructure
status to companies that lay and operate natural gas pipelines. We
believe this to be a key positive for Gujarat State Petronet (GSPL),
resulting in tax savings for new pipeline contracts (starting with RIL
contract from FY09). In addition to this, Shell has recently announced
that it would be landing 24 LNG cargos at its Hazira terminal in FY08,
resulting in increased volumes for GSPL. We have accordingly revised
our earnings estimates upwards by 39% to Rs3.2 (Rs2.3 earlier) in
FY08E and Rs3.6 in FY09E (Rs3.3 earlier), led by 65% growth in
volumes in FY08 and tax rate coming down to 25% in FY09. We expect
38.6% CAGR growth in revenues over FY06-09E and 61.8% CAGR
growth in PAT (based on our revised estimates) over the same period.

The stock trades at 14x revised FY08E earnings and 12.3x revised
FY09E earnings. We have revised our 1-year price target to Rs60 (DCF
value at 11.9% WACC and 2% terminal growth rate) from Rs53 earlier.
We are accordingly upgrading GSPL from Hold to Buy, citing better then
expected outlook on earnings led by infrastructure status and higher
volumes led by improved macro dynamics for the gas industry in India.

Highlight
nnnnn Volumes  to surge 65%  in FY08E:  Ba sed  on She ll's  recent

announcement for  procuring 24 LNG cargos that would arr ive at its
Hazira terminal, we expect higher volumes for GSPL considering its direct
pipeline connectivity with this terminal. We now expect 65% growth in
volumes in FY08E (42% earlier), conservatively considering that volumes
from 18 cargos would flow through its pipeline. These LNG cargos are
expected to contribute revenues of Rs819 mn and PAT of Rs488 mn in
FY08E. This results in improvement in EPS from earlier Rs2.3 to Rs3.2 for
FY08E. We have not assumed any additional cargos from Shell in FY09.
However, if Shell continues this trend of procuring increased LNG cargos
post FY08, it would be a key volume and earnings trigger for GSPL going
forward.

Please see important  d isclaimer at  the end of the report .
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Price Performance (%)
1M 3M 12M

Absolute                  (6.3)  11.2  28.2
Relative*         6.0  18.1  5.9

*To the BSE Sensex

Relative Performance

(As of 7 March 2007)

Sector: Oi l & Gas
Target Price Rs60
Market cap (bn) Rs24.8/US$0.6
52-week range 58/27
Shares in issue (mn)  542.0
6-mon avg daily vol (no of shares)   961,076
6-mon avg daily vol (mn) Rs43.9/US$1.0
Bloomberg  GUJS IN
Reuters GSPT.BO
BSE Sensex 12580
Website www.gujpetronet.com

Source: Company, ASK Raymond James. Note: Valuations as of 7 March 2007.

Exhibit 1: Key financials (Rs mn)

Y/E March F Y06 F Y07E FY08E FY09E
Net Sales 2 ,635 3,521 5,979 7, 007

EBIT DA 1 ,942 2,984 5,253 6, 162

EBITDA (%) 73 .7 84.7 87 .9 87. 9

PAT 4 67 988 1,742 1, 976

NPM (%) 17 .7 28.1 29 .1 28. 2

CEPS (Rs) 2. 3 3.7 6. 6 8. 4
EPS (R s) 0. 9 1.8 3. 2 3. 6

ROCE (%) 7. 7 9.4 13 .1 13. 6

RONW (%) 5. 1 10.1 15 .4 15. 4

PER  (x) 52 .3 24.7 14 .0 12. 3

EV/EBIT DA (x) 14 .3 11.6 6. 9 5. 5

Rs45; Buy

Shareholding Pattern (%)
Promoters 39.2
FIIs 10.4
Banks/MFs/FIs 23.5
Others 26.9
(As of 31 December 2006)
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nnnnn Infrastructure status to boost earnings: In the recent Union Budget,
the government has awarded infrastructure status to companies that
lay and operate natural gas pipelines. We believe this to be a key
positive for GSPL, resulting in tax savings for new pipeline contracts
beginning with RIL contract from FY09. GSPL is currently undertaking
Rs7 bn capex for laying pipeline from Bharuch to Jamnagar (within
Gujarat) for RIL contract. This contract is a part of RIL's mega plan of
transmitting gas from its KG Basin field on the East coast to its
Jamnagar refinery on the West coast. Assuming this contract is
operational fo r nine months, we have upg raded our earni ngs
expectation to Rs0.8 (22% of FY09E EPS) compared to Rs0.5 earlier
as revenues from this contract would attrac t MAT level tax. This
results in the overall tax rate of the company coming down to 25%
(30% earlier) and accordingly our EPS estimate for FY09E moves up
to Rs3.6 from Rs3.3 earlier.

Source: ASK Raymond James.

Exhibit 2: DCF valuation                                                           (Rs mn)

Part icu lar Val ue
PV of FCF F during the explic it f orecast per iod 15 ,021

PV of terminal value 27 ,608

En terpri se val ue 42 ,629
Less: Debt 11,000

Ad d: Cash 662
Value added to shareholders 32 ,291

No of shares (mn) 542.0

Val ue p er share (Rs) 60

Exhibit 3: Profit & Loss                                                             (Rs mn)

Y/E Ma rch FY0 6 FY07E FY08E FY09E
Net  Sales 2, 635 3, 521 5, 979 7,007
Gas transpor tation charges 1 92 110 50 50

Operating and maintenance  expenses 1 39 97 2 99 350

Employee cost 27 43 54 81

Admin and other  expenses 112 1 46 2 39 280
Co nnectiv it y cha rges 2 22 1 41 84 84

EB IT DA 1, 942 2, 984 5, 253 6,162
EBIT DA (%) 73. 7 84 .7 87 .9 87.9
Other income 45 1 65 1 50 150

Depreciation  791  1,027  1,862  2,570

EBIT  1,152  1,957  3,391  3,592

Interest 4 13 5 02 1, 052 1,107
PB T  784  1,620  2,489  2,635
T a x 3 17 6 32 7 47 659

Tax rate %  40.5  39.0  30.0  25.0

PAT  467  988  1,742  1,976
NPM (%)  17.7  28.1  29.1  28.2
Shares (mn) 54 2.0 54 2.0 54 2.0 542.0

EPS (Rs)  0.9  1.8  3.2  3.6
Source: Company, ASK Raymo nd James.
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Exhibit 4: Balance Sheet                                                             (Rs mn)

Y/ E March FY06 FY07E FY08E FY09E
Equity  share capital  5,422  5,422  5,422  5, 422

Share premium account  3,119  3,119  3,119  3,119

R ese rves and surplus 534 1,275 2,770 4, 313

N etwo rth  9,075  9,816  11,311  12,854
To tal  Debt 5,786 11, 000 14, 500 13,50 0
Liabil ities  1,554  1,747  2,593  2, 370

Prov is ions  217  889  1,024  1, 141

C urr ent  l iab il it ies  1,771  2,636  3,617  3, 511
D ef erred tax l iabili ty  784  710  1,075  929

To tal li abi lit ies  17,416  24,162  30,504  30,794
Gross Block 9,805 21, 856 23, 856 30,85 6

Le ss:Depreciation 2,205 3,232 5,095 7, 665
N et Block 7,600 18, 623 18, 761 23,19 1

C WIP 6,051 3,000 6,400 1, 000

D ef erred tax asset 276 276 276 27 6

Others 149 150 150 15 0

Stores and spare parts 362 492 835 97 9

Sundry D ebt ors 137 193 344 44 2

C ash and bank  2,372  662  3,514  4, 554
L oans and advances  347  765  223  202

To tal current  assets  3,367  2,262  5,066  6, 327
M isc e xp  123  -  -  -

To tal assets  17,416  24,162  30,504  30,794
Source: Compan y, ASK Raymond James.
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Disclaimer
ASK Raymond James & Associates Private L imited , Mu mba i i s a joint ven ture between ASK Investme nts and Fina ncial Consultants Private Limited, Mumbai and Heritage Internationa l Limi ted (a su bsidiary o f
Ra ymond James Financial, Inc, USA). This pu blication has been  prepared by ASK-Raymond  James & Associates Private Limited a nd may b e distributed b y it and its affil iate d companie s (co llecti ve ly "Raymond
James") solely for the informa tion of the  customers of Raymo nd James. Ra ymond Ja mes & Associate d companies are a full-service, in tegrate d investment banking, i nve stmen t manage ment an d brokerage group.
While  reasona ble care h as bee n used  in  its p re paration, this re port does not pu rport to  be a complete d escrip tio n o f the  securities, markets or developmen ts re ferred to  he re in, and  Raymond  James d oes no t
warrant its accuracy or completeness. The information contained herein ma y be chan ged wi thout notice.
We an d ou r affil iate s, officers, directors, and  employee s world wide may: (a) from time  to time, have long or sho rt p ositio ns in, and b uy or se ll the securiti es thereof, of th e companies mentioned herein or (b) be
en gaged in a ny other transaction involving such securities and  earn brokerage o r other compensation or act as a market maker in the finan cial i nstruments of the  companies discu ssed herein or act as advisor or
le nder/borrower to such co mpanies or ha ve oth er potential  conflict of inte rest with  respect to any recommendation and related information and opinions. Our research analysts and  sales pe rsons pro vid e importa nt
inputs into ou r investmen t banking activities.
This report is not an  offe r, or sol icita tio n o f an offer, to b uy or sell any se cu rity mentioned herein. No part of this material ma y be dupl icate d in a ny form and /or redistributed without the prior written consent o f
Raymond James.
This report is not directed or in tended fo r distribu tion to , or use by, any person or entity who i s a citizen o r resident of or l ocated in a ny locality, sta te, country or other jurisdiction, where su ch distribu tion, pu blication,
avai labil ity or use would  be contra ry to  law , re gulation or wh ich wo uld su bject Raymond Ja mes and affili ate s to  any registration  or licensing requirement with in such jurisdiction.  Th e securities described herein
may or may no t be  elig ible  for sale in a ll ju risdictions or to a certain  ca teg ory of investo rs. Persons in  whose p osse ssion this documen t may come are  re quired  to inform themselve s of a nd to observe
such restricti ons.

Bandbox House (Rear), 1st Fl oor, 254-D, Dr Annie Besant Road, Worli, Mumbai -400 025. (India).
Tel: + 91 22 6646 0000 • Dealers: +91 22 2498 5680/90 • Fax: + 91 22 2498 5666 • E-mai l:  broking@askrj.net

ME MBER, BOMBAY AND NATI ONAL STOCK EXCHANGES

An al yst  Cert ificat ion
The researc h analysts, with respect to each issuer and its sec urities covered by them in this research report, certify that:
nnnnn All  of the views  expressed in this research report acc urately reflect his or her personal views about all  of the issuers and their sec urities; and
nnnnn No part of his or her com pensation was, is, or wil l be directly or indirectly related to the speci fic recommendations or views expressed in this research report.

ASK RAY MOND JAMES  & ASSOCIATES PVT. LTD.

Equity (Trading)
Bhavesh Jangla (91 22) 2498 5680/90 bjangla@askrj.net
(Vice Pres ident - Sales Trading)
Dipesh Upadhyay (91 22) 2498 5680/90 dupadhyay@askrj.net
Amit Shah (91 22) 2498 5680/90 ashah@askrj.net

Sales
Kalpesh Parekh (91 22) 6646 0017/94 kparekh@askr j.net
(Head of Institutional Sales)
Pankti Bhansali (91 22)  6646 0052 pbhansali@askrj.net
Hiren Ghelani (91 22)  6646 0050 hghelani@askrj.net
Mayana Rajani (91 22)  6646 0048 mrajani@askrj.netEquity Derivatives (Trading)

Vinay Goel (91 22) 2498 5680/90 vgoel@askrj.net
Babita Sharma (91 22) 2498 5680/90 bsharma@askrj.net
Dharmesh Shah (91 22) 2498 5680/90 dvshah@askrj.net

Editor
Chetna Rathod (91 22) 6646 0031 crathod@askr j.net
Production & Database
Sajid Merchant (91 22) 6646 0030 smerchant@askrj.net


