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   RESULTS FIRST LOOK 
 

   

GGAS reported PAT of INR805mn (up 43% y-y, down 16% q-q), in line with our estimate of INR815mn, but 12% below 
Bloomberg consensus of INR915mn. After sharp increase in margins in 2Q, we expected margins to decline. Blended 
gross margins fell sharp 20% q-q to INR4.7/scm. With restored industrial consumption, volumes recovered 7% q-q, 
after declining over last 3 quarters. 3% y-y volume growth was driven by 16% growth in CNG and 9% in domestic 
PNG. With volatile LNG prices (and now volatile rupee) and not so frequent price changes, we expect margin volatility 
to continue. Maintain Neutral. 
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3QCY11 results – In line with our estimates, but below consensus; as expected 
margins decline sharply 
•    Earnings vs. our Forecast: IN LINE 

Likely Impact: 

•    Earnings Estimates: NO CHANGE 

•    Dividend Estimates: NO CHANGE 

•    Price Target: NO CHANGE 

•    Long-term View: CONFIRMED 
 

Key highlights of 3QCY11 results 
 

• Total sales volume at 3.5mmscmd (up 3% y-y and 7% q-q). With matured markets, and rising RLNG costs, the 
industrial gas volume growth rate has considerably slowed down. The y-y growth of 3% was largely driven by 16% 
growth in CNG and 9% in domestic PNG. 
 

• The gross margins were expected to decline sharply, as the company had recorded very high margins in 2Q. The 
gross margin at INR4.7/scm (our est INR5/scm) declined sharp 20% q-q, but was still up 26% y-y. 
 

• The company has affected another price increase of 10-16% for industrial customers from 1 September to pass on the 
gas price increase. Over the past year, industrial gas prices have increased by over 60% for industrial customers and 
have faced some consumer resistance.  
 

• With rising share of spot/short term RLNG (where prices fluctuate) and now a volatile currency (input gas priced in 
US$ but sold in INR), but less frequent consumer price changes, imply that margin volatility would continue to remain 
high, in our view. 
 

• Dividend payouts continue to remain high. GGAS has declared an interim dividend of INR10/share (pay-out of ~50% 
over 9MCY11 EPS of INR19.3/sh). It paid ~60% of EPS as a dividend in the last two years. 

 
Exhibit 1: Gujarat Gas – 3QCY11 results 
 

  3QCY10 2QCY11 3QCY11F 3QCY11A y-y q-q Comments 
Net sales     4,985      5,766        6,344        6,435  29% 12% 

Volumes up 8% q-q, and 3% 
higher realisation q-q. 

Income from 
services          86           85             90             98  14% 15% 
Raw Material cost     3,806      3,995        4,745        4,901  29% 23% Due to higher RLNG 

price/volume and weaker rupee Staff Cost        130         169           169           139  7% -18% 
Other Expenditure        231         284           290           314  36% 11% 
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Total Expenditure      4,168      4,448        5,204        5,354  28% 20%   
EBITDA        903      1,403        1,230        1,179  30% -16% Blended EBITDA - INR3.6/scm. 
Depreciation        138         149           150           153  11% 3%   
EBIT        766      1,255        1,080        1,025  34% -18% 5% below estimates 
Interest            0             0               1               0  0% 6%   
Other income          50         143           145           112  125% -22%   
Profit Before Tax        815      1,397        1,224        1,137  39% -19%   
Tax expense        250         431           406           328  31% -24% Lower avg tax rate. 

 - Tax rate 30.7% 30.9% 33.2% 28.9%     
PAT        565         966           818           809  43% -16%   
Minority Interest         1.4          3.2            2.5            4.3        
Group PAT        564         963           815           805  43% -16% 1% below our and 12% below 

street estimates EPS         4.4          7.5            6.3            6.3  43% -16% 
 
Source: Company data, Nomura estimates 
 
 

Exhibit 2: Gujarat Gas – Key operating matrix 
 

  3QCY10 2QCY11 3QCY11F 3QCY11A y-y q-q Comments 
Sales volume               
 - mscm 316 302 320 326 3% 8% Up 8% q-q after three 

consecutive quarters of decline.  - mmscmd         3.4          3.3            3.5            3.5  3% 7% 
Blended  realisation (INR/scm) 15.8 19.1 19.8 19.7 25% 3%   
Average gas cost (INR/scm) 12.0 13.2 14.8 15.0 25% 14% Impacted by rupee depreciation. 
Blended gross margins(INR/scm) 3.7 5.9 5.0 4.7 26% -20% Gross margins declined sharp 

20% q-q Blended EBITDA (INR/scm) 2.9 4.6 3.8 3.6 26% -22% 
 
Source: Company data, Nomura research 
 
 
  
  
  
  

Valuation Methodology and Investment Risks: Please see below.  

Note: Ratings and Price Targets are as of the date of the most recently published report 
(http://go.nomuranow.com/research/globalresearchportal) rather than the date of this email. 
  
Results First Look is the analyst's preliminary interpretation of the results announcement. Our recommendation and earnings estimates are 
not beingchanged in this report. Any formal changes to our recommendation or earnings estimates will be made in a subsequent report, 
which may differ from the preliminary views expressed in this report. 
  
New force in Research: Global from east to west 
   
Nomura Equity Research website:  http://go.nomuranow.com/research/globalresearchportal  
Nomura Strategy website:  https://apps.nomuranow.com/EQS  

  
  

   

Analyst Certification 
We, Anil Sharma and Ravi Adukia, CFA, hereby certify (1) that the views expressed in this Research report accurately reflect our personal views about any or 
all of the subject securities or issuers referred to in this Research report, (2) no part of our compensation was, is or will be directly or indirectly related to the 
specific recommendations or views expressed in this Research report and (3) no part of our compensation is tied to any specific investment banking 
transactions performed by Nomura Securities International, Inc., Nomura International plc or any other Nomura Group company.  

 
Issuer Specific Regulatory Disclosures 
Mentioned companies 
  
Issuer name Ticker Price Price date Stock rating Disclosures 
Gujarat Gas  GGAS IN  438.6 INR  03 Nov 2011  Neutral    
 

 
Previous Rating 
  
Issuer name Previous Rating Date of change 

http://go.nomuranow.com/research/globalresearchportal�
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Gujarat Gas  Reduce  05 May 2011  
 

 

Gujarat Gas (GGAS IN) 438.6 INR (03 Nov 2011)  
Rating and target price chart (three year history) 
 

Neutral 

 

Date Rating Target price Closing price 
05-May-2011 

 
415.00 359.30 

05-May-2011 Neutral 
 

359.30 
15-Sep-2010 

 
385.00 402.35 

15-Sep-2010 Reduce 
 

402.35 
11-May-2010 

 
340.00 290.45 

11-May-2010 Buy 
 

290.45 
 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We use DCF methodology to value Gujarat Gas. We use a WACC of 11% and a terminal growth rate of 2.5%. Our DCF-based 
target price is INR415/share. 
Risks that may impede the achievement of the target price Key upside risks include: 1) an increase in domestic gas availability; 2) success in winning new 
cities in the ongoing city gas bidding process; and 3) rupee appreciation.Key downside risks include: 1) lower-than-expected volume growth; and 2) a sharp 
increase in RLNG costs. 

 
Important Disclosures 
Online availability of research and conflict-of-interest disclosures 
Nomura Equity Research is available on nomuranow.com, Bloomberg, Capital IQ, Factset, Reuters and ThomsonOne. 
Important disclosures may be accessed through the left hand side of the Nomura Disclosure web page 
http://go.nomuranow.com/research/globalresearchportal or requested from Nomura Securities International, Inc., on 1-877-865-5752. If you have any 
difficulties with the website, please email grpsupport-eu@nomura.com for technical assistance. 
  
The analysts responsible for preparing this report have received compensation based upon various factors including the firm's total revenues, a portion of 
which is generated by Investment Banking activities. Unless otherwise noted, the non-US analysts listed at the front of this report are not registered/qualified 
as research analysts under FINRA/NYSE rules, may not be associated persons of NSI, and may not be subject to FINRA Rule 2711 and NYSE Rule 472 
restrictions on communications with covered companies, public appearances, and trading securities held by a research analyst account. 
  
Industry Specialists identified in some Nomura International plc research reports are employees within the Firm who are responsible for the sales and trading 
effort in the sector for which they have coverage. Industry Specialists do not contribute in any manner to the content of research reports in which their names 
appear. Marketing Analysts identified in some Nomura research reports are research analysts employed by Nomura International plc who are primarily 
responsible for marketing Nomura’s Equity Research product in the sector for which they have coverage. Marketing Analysts may also contribute to research 
reports in which their names appear and publish research on their sector. 
  
Distribution of ratings (Global) 
The distribution of all ratings published by Nomura Global Equity Research is as follows: 
49% have been assigned a Buy rating which, for purposes of mandatory disclosures, are classified as a Buy rating; 41% of companies with this rating are 
investment banking clients of the Nomura Group*. 
41% have been assigned a Neutral rating which, for purposes of mandatory disclosures, is classified as a Hold rating; 50% of companies with this rating are 
investment banking clients of the Nomura Group*.  
10% have been assigned a Reduce rating which, for purposes of mandatory disclosures, are classified as a Sell rating; 20% of companies with this rating are 
investment banking clients of the Nomura Group*. 
As at 30 September 2011. *The Nomura Group as defined in the Disclaimer section at the end of this report. 
  
Explanation of Nomura's equity research rating system in Europe, Middle East and Africa, US and Latin America for ratings 
published from 27 October 2008 
The rating system is a relative system indicating expected performance against a specific benchmark identified for each individual stock. Analysts may also 
indicate absolute upside to target price defined as (fair value - current price)/current price, subject to limited management discretion. In most cases, the fair 
value will equal the analyst's assessment of the current intrinsic fair value of the stock using an appropriate valuation methodology such as discounted cash 
flow or multiple analysis, etc. 
 
STOCKS 
A rating of 'Buy', indicates that the analyst expects the stock to outperform the Benchmark over the next 12 months. A rating of 'Neutral', indicates that the 
analyst expects the stock to perform in line with the Benchmark over the next 12 months. A rating of 'Reduce', indicates that the analyst expects the stock to 
underperform the Benchmark over the next 12 months. A rating of 'Suspended', indicates that the rating, target price and estimates have been suspended 
temporarily to comply with applicable regulations and/or firm policies in certain circumstances including, but not limited to, when Nomura is acting in an 
advisory capacity in a merger or strategic transaction involving the company. 
Benchmarks are as follows: United States/Europe: Please see valuation methodologies for explanations of relevant benchmarks for stocks (accessible 
through the left hand side of the Nomura Disclosure web page: http://go.nomuranow.com/research/globalresearchportal);Global Emerging Markets (ex-
Asia): MSCI Emerging Markets ex-Asia, unless otherwise stated in the valuation methodology. 
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SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next 12 months. A 'Neutral' stance, indicates that the 
analyst expects the sector to perform in line with the Benchmark during the next 12 months. A 'Bearish' stance, indicates that the analyst expects the sector 
to underperform the Benchmark during the next 12 months. 
Benchmarks are as follows: United States: S&P 500; Europe: Dow Jones STOXX 600; Global Emerging Markets (ex-Asia): MSCI Emerging Markets ex-
Asia. 
 
Explanation of Nomura's equity research rating system for Asian companies under coverage ex Japan published from 30 October 
2008 and in Japan from 6 January 2009 
STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Target Price - Current Price) / Current Price, subject to 
limited management discretion. In most cases, the Target Price will equal the analyst's 12-month intrinsic valuation of the stock, based on an appropriate 
valuation methodology such as discounted cash flow, multiple analysis, etc. 
A 'Buy' recommendation indicates that potential upside is 15% or more. A 'Neutral' recommendation indicates that potential upside is less than 15% or 
downside is less than 5%. A 'Reduce' recommendation indicates that potential downside is 5% or more. A rating of 'Suspended' indicates that the rating and 
target price have been suspended temporarily to comply with applicable regulations and/or firm policies in certain circumstances including when Nomura is 
acting in an advisory capacity in a merger or strategic transaction involving the subject company. 
Securities and/or companies that are labelled as 'Not rated' or shown as 'No rating' are not in regular research coverage of the Nomura entity identified in the 
top banner. Investors should not expect continuing or additional information from Nomura relating to such securities and/or companies. 
 
SECTORS 
A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive absolute 
recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a 
neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under 
coverage is) a negative absolute recommendation. 
  
Explanation of Nomura's equity research rating system in Japan published prior to 6 January 2009 
STOCKS 
A rating of '1' or 'Strong buy', indicates that the analyst expects the stock to outperform the Benchmark by 15% or more over the next six months. A rating of 
'2' or 'Buy', indicates that the analyst expects the stock to outperform the Benchmark by 5% or more but less than 15% over the next six months. A rating of 
'3' or 'Neutral', indicates that the analyst expects the stock to either outperform or underperform the Benchmark by less than 5% over the next six months. A 
rating of '4' or 'Reduce', indicates that the analyst expects the stock to underperform the Benchmark by 5% or more but less than 15% over the next six 
months. A rating of '5' or 'Sell', indicates that the analyst expects the stock to underperform the Benchmark by 15% or more over the next six months. 
Stocks labeled 'Not rated' or shown as 'No rating' are not in Nomura's regular research coverage. Nomura might not publish additional research reports 
concerning this company, and it undertakes no obligation to update the analysis, estimates, projections, conclusions or other information contained herein. 
 
SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next six months. A 'Neutral' stance, indicates that the 
analyst expects the sector to perform in line with the Benchmark during the next six months. A 'Bearish' stance, indicates that the analyst expects the sector 
to underperform the Benchmark during the next six months. 
Benchmarks are as follows: Japan: TOPIX; United States: S&P 500, MSCI World Technology Hardware & Equipment; Europe, by sector - 
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thereon, of issuers or securities mentioned herein. Nomura Group companies may also act as market maker or liquidity provider (as defined within Financial 
Services Authority (‘FSA’) rules in the UK) in the financial instruments of the issuer. Where the activity of market maker is carried out in accordance with the 
definition given to it by specific laws and regulations of the US or other jurisdictions, this will be separately disclosed within the specific issuer disclosures.  
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