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Mahanagar Gas

Growth triggers missing

Our ADD recommendation on Mahanagar Gas with a TP of INR 1,137 is
premised on its loyal customer base of CNG and commercial establishments
(who together comprised 77% of 4Q’s sales mix), that are less price sensitive
than industrial customers that enable MGL to maintain its per unit margins
higher than peers.

View on the result: Volumes and EBITDA were in-line with our estimates

Volumes: MGL's total volume dipped 6.3% YoY to 2.8mmscmd (estimated
2.8mmscmd), led by a drop in CNG vols (-8.8% YoY to 2.0mmscmd). PNG
volumes increased marginally to 0.8mmscmd (+0.4% YoY). Overall volumes
were affected by the lockdown in the last week of March.

Margins: Per unit gross spread expanded by 215bps YoY to INR 15.3/scm.
This is attributable to part retention of the benefit of falling RMC (SPOT
LNG). Consequently, per unit EBITDA expanded by 171bps YoY to INR
9.6/scm (vs. INR 9.8/8.3 per scm in FY20/FY19).

Outlook on volumes: We expect volume to dip 15.4% YoY to 2.5mmscmd in
FY21 given a poor CNG sales and low offtake by commercial customers in
1HFY21. Thereafter, blended volumes should recover to 3.Ilmmscmd in
FY22 (+23.7% YoY).

Outlook on margins/EBITDA: Per unit EBITDA should dip by 6.2% YoY
from the current levels to INR 9.1/scm in FY21 as decline in volumes will
result in increase in per unit opex. Subsequently, per unit EBITDA should
expand to INR 10.0/scm in FY22 (+9.1% YoY). In-line with per unit EBITDA
and volumes, absolute EBITDA should dip 20.9% YoY in FY21 to INR 8bn
but subsequently expand by 34.9% YoY in FY22 to INR 11bn driven by a
robust volume outlook and healthy per unit margins.

View on the balance sheet: MGL’s cash/bank balance and current
investments jumped 41% YoY to INR 14bn in the absence of any significant
capital outlay. The company does seem to have surplus cash to fund future
projects, however, MGL did not win any new Geographical areas in the
recently concluded 9t or 10t bidding rounds which remains a big concern.

Change in estimates: We raise our FY21/22E EPS estimates by 18.9/51.5% to
INR 61.3/83.3 driven by (1) Faster than expected ramp-up in volumes in
2HFY21 and FY22 (+3.3/8.6% in FY21/22 to 2.5/3.lmmscmd), and (2) Higher
than expected per unit EBITDA margins (+6.9/27.4% to INR 9.1/10.0 per
scm).

DCEF based valuation: Our TP is INR 1,137 (WACC 10%, Terminal growth
rate 3.0%). The stock is trading at 12.4x FY22 EPS.
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® Takeaways from the 4Q earnings conference call:

(0]

1QFY21 volumes: Blended volumes dipped to 25/42% of the pre-COVID
levels in Apr/May-20. However, with the easing of lockdown, industrial and
CNG volumes have improved in June.

Customer addition in 4Q: MGL added 32,500 domestic and 24 industrial
PNG customers and now supply gas to 1.3mn domestic households and 4,021
industrial/commercial customers. The company added 8 CNG stations in the
quarter and operates 256 stations and fuels 0.8mn CNG vehicles.

Net retail prices for industrial and commercial customers: In 4Q, MGL was
charging its commercial customers at INR 36/scm and industrial customers at
~INR 29/scm. Given its monopolistic power, MGL has reduced these prices
only marginally in 1Q.

Capex: The company incurred INR 4.2bn on capex in FY20, of which INR
3.6bn was on laying of pipeline network, CNG forming the balance. In FY21,
the company plans to spend INR 4.5-5bn depending on how quickly India
recovers from the COVID-19 pandemic.

Marketing exclusivity: The matter on the finite period of network and
marketing exclusivity is still pending in the Delhi High Court. In the absence
of more clarity, MGL continues to exercise full exclusivity over its existing
geographical areas.

Liability due to lower offtake: Given a minimum offtake agreement with
GAIL, MGL has communicated the latter about lower volumes in 1Q and
GAIL has in turn informed ONGC. However, MGL does not expect a liability
for take or pay yet.

Raigad district: MGL sold 2.6mmscm of CNG in Raigad in 4Q; CNG forms
bulk of the sales mix at the district. 4,200 domestic households were added
by the company in 4Q.
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Quarterly Financial Snapshot

INR bn 4QFY20 3QFY20 QoQ (%) 4QFY19 YoY (%)  FY20  FY19 YoY (%)
Net Sales 6.87 7.45 78 7.23 50 2972 28.04 6.0
?:;;aée;ﬁ;nd 2.99 354  -157 367  -186 1380  13.99 14
Employee Expenses 0.18 0.19 -6.5 0.19 -3.2 0.81 0.71 13.8
g}?};;igemﬁng 1.26 112 126 124 o 459 436 54
EBITDA 2.44 2.59 5.8 2.14 140 1053 8.98 17.2
Depreciation 0.44 041 6.1 0.33 33.8 1.62 1.26 284
EBIT 2.00 217 8.1 1.81 104 8.91 7.72 15.4
gfgigﬁ;og 0.27 0.29 5.6 0.24 13.1 0.99 0.65 52.6
Interest 0.02 0.02 284 0.00 NA 0.07 0.00 NA
PBT 225 2.44 -8.0 2.05 9.7 9.84 8.37 175
Provision for tax 0.58 0.58 -0.3 0.71 -18.6 1.90 291 -34.6
RPAT 1.67 186  -105 1.33 249 7.93 5.46 452
dA:f]e‘fr’tergetZi for - ; NA - NA 0.56 - NA
APAT 1.70 1.86 8.8 1.33 27.1 7.40 555 33.4
Reported EPS (INR) 169 188  -105 135 24.9 80.3 55.3 452
Adjusted EPS (INR) 179 196  -124 135 27.1 75.7 56.2 348

Source: Company, HSIE Research

Margin Analysis

4QFY20 3QFY20 Q(‘(’)/Q) 4QFY19 ‘;0"/‘; FY20 FY19 YoY(%)
Raw material as % of Net Sales 43.5 47.6 (411) 50.7 (725) 46.4 499 (348)
Employee Expenses as % of Net 26 26 4 26 5 27 25 19
Sales

th ting E %
Other Operating Expenses as % 184 151 333 171 129 154 155 (9)
of Net Sales
EBITDA Margin (%) 35.5 34.8 75 29.6 591 35.4 32.0 339
Net Profit Margin (%) 24.7 25.0 (29) 18.5 624 249 19.8 511
Tax Rate (%) 25.9 23.9 200 34.9 (899) 25.0 34.7 (967)
Source: Company, HSIE Research
Key Operational Data (Volume)
YoY
4QFY20 3QFY20 Q(?,% 4QFY19 (0°/ ) FY20  FY19 YoY(%)
0, 0

Total Sales Volumes (mmscm) 253.4 280.7 -9.7 270.5 -6.3 1,080.1 1,076.7 0.3
CNG 180.2 204.5 -11.9 197.6 -8.8 784.2 791.0 -0.9
PNG 73.2 76.2 -3.8 729 0.4 2959 285.8 3.5
Total Volume (mmscmd) 2.75 3.05 -9.9 3.01 -8.5 2.95 2.95 0.0
CNG 1.98 2.22 -10.9 2.20 9.8 2.14 2.17 -1.1
PNG 0.77 0.83 -6.9 0.81 -4.9 0.81 0.78 3.3

Source: Company, HSIE Research
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Key Operational Data (Margins)

QoQ YoY

INR/scm 4QFY20 3QFY20 (0 1QFY19 @) Y20 FY19 YoY(%)
Realisation 27.1 26.5 57 26.7 38 27.5 26.0 149
Gross Spread 15.3 13.9 141 13.2 215 14.8 13.0 171
Opex 5.7 4.7 101 53 44 5.0 4.7 31
EBITDA Spreads 9.6 9.2 40 7.9 171 9.8 8.3 141
PAT 6.6 6.6 (5) 49 164 7.3 5.1 226
Source: Company, HSIE Research
Historical Volume trend Historical Margin trend

mmscmd  CNG PNG —m—YoY growth (%) Rs/scm M Gross margin EBITDA margin mPAT margin
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FY21E FY22E
Old New % Ch Old New % Ch
Volumes (mmscmd) 24 2.5 3.3 2.8 3.1 8.6
E‘;\rng/“r:rfigg)’* margin 8.6 9.1 6.9 7.8 10.0 274
Revenues (INR bn) 224 23.0 2.6 26.1 29.5 13.1
EBITDA (INR bn) 7.5 8.3 10.4 8.1 11.2 38.3
APAT (INR bn) 5.1 6.1 18.9 5.4 8.2 51.5
AEPS (INR/sh) 51.6 61.3 18.9 54.9 83.3 51.5
Source: Company, HSIE Research
Peer Set Comparison
Mcap EPS (INR/sh) P/E (x) P/BV (x) RoE (%)
Company (INR CMP Reco TP
bny NR/sh) FY20E FY21E FY22E |FY20E FY21E FY22E|FY20E FY21E FY22E |FY20E FY21E FY22E
GAIL 383 255 ADD 241 180 157 245| 142 162 104| 36 38 36| 262 228 355
Petronet LNG 333 475 ADD 504 150 123 244| 316 388 195 68 61 51| 234 167 286
Indraprastha Gas 200 290 ADD 323 131 109 179| 222 265 162| 60 50 39| 326 207 274
Gujarat Gas 124 220 ADD 251 173 146 198| 127 151 111| 18 17 15| 156 117 144
GSPL 383 255 ADD 241 180 157 245| 142 162 104| 36 38 36| 262 228 355
Mahanagar Gas 102 1,035 ADD 1,137 | 803 613 833| 129 169 124 35 31 28| 297 195 236
Source: Company, HSIE Research
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Financials

Income Statement

YE Mar (INR bn) FY17 FY18 FY19 FY20 FY21E FY22E
Revenues 20.34 22.33 27.91 29.72 22.96 29.49
Growth % 2.2) 9.8 25.0 6.5 (22.7) 284
Raw Material 10.18 10.29 13.99 13.79 9.44 12.78
Employee Cost 0.60 0.67 0.71 0.81 0.83 0.88
Other Expenses 3.11 3.57 4.36 4.59 4.36 4.58
EBITDA 6.44 7.80 8.85 10.53 8.33 11.24
EBIDTA Margin (%) 31.7 34.9 31.7 354 36.3 38.1
EBITDA Growth % 25.6 21.1 13.5 18.9 (20.9) 34.9
Depreciation 0.95 1.11 1.26 1.62 1.86 2.14
EBIT 5.49 6.69 7.60 8.91 6.47 9.10
Other Income (Including EO Items) 0.53 0.58 0.78 0.99 1.04 1.09
Interest 0.01 0.00 0.00 0.07 - -
PBT 6.01 7.26 8.37 9.84 7.51 10.19
Tax 2.07 2.49 291 1.90 1.45 1.97
RPAT 3.93 4.78 5.46 7.94 6.06 8.22
EO (Loss) / Profit (Net Of Tax) - - - - - -
APAT 3.93 4.78 5.46 7.94 6.06 8.22
APAT Growth (%) 27.5 21.4 14.3 45.2 (23.7) 35.8
AEPS 39.8 48.4 55.3 80.3 61.3 83.3
AEPS Growth % 27.5 21.4 14.3 45.2 (23.7) 35.8
Source: Company, HSIE Research

Balance Sheet

YE Mar (INR bn) FY17 FY18 FY19 FY20P FY21E FY22E
SOURCES OF FUNDS

Share Capital 0.99 0.99 0.99 0.99 0.99 0.99
Reserves And Surplus 17.41 19.97 23.00 28.54 31.69 35.96
Total Equity 18.40 20.95 23.99 29.53 32.68 36.95
Long-term Debt 0.03 0.01 - - - -
Short-term Debt - - - - - -
Total Debt 0.03 0.01 - - - -
Deferred Tax Liability 1.38 1.75 2.05 1.61 1.23 1.67
Long-term Provision 0.14 0.16 0.16 0.68 0.69 0.69
TOTAL SOURCES OF FUNDS 19.95 22.87 26.20 31.81 34.59 39.31
APPLICATION OF FUNDS

Net Block 13.05 15.32 17.63 19.31 21.60 24.07
Capital WIP 4.12 3.57 3.70 4.87 4.87 4.87
LT Loans And Advances 1.13 1.46 1.32 2.05 2.10 2.14
Total Non-current Investments - - - - - -
Inventories 0.24 0.24 0.19 0.19 0.13 0.17
Debtors 0.95 0.92 1.00 0.68 0.53 0.68
Cash and Cash Equivalents 6.03 7.80 9.53 13.51 13.12 17.89
Other Current Assets 0.74 0.81 1.04 0.68 0.52 0.67
Total Current Assets 7.95 9.76 11.76 15.06 14.30 19.41
Creditors 1.20 1.10 1.52 1.32 0.90 1.22
Other Current Liabilities & Provns 5.10 6.13 6.69 8.15 7.37 9.96
Total Current Liabilities 6.30 7.23 8.21 9.47 8.28 11.18
Net Current Assets 1.65 2.52 3.55 5.58 6.02 8.23
TOTAL APPLICATION OF FUNDS 19.95 22.87 26.20 31.81 34.59 39.31
Source: Company, HSIE Research
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Cash Flow
YE Mar (INR bn) FY17 FY18 FY19 FY20P FY21E FY22E
Reported PBT 6.01 7.27 8.37 9.84 7.51 10.19
Non-operating & EO Items (0.53) (0.58) (0.78) (0.99) (1.04) (1.09)
Interest Expenses 0.01 0.00 0.00 0.07 - -
Depreciation 0.95 1.11 1.26 1.62 1.86 2.14
Working Capital Change 1.21 0.54 0.84 1.83 (0.82) 2.56
Tax Paid (1.90) (2.11) (2.61) (2.34) (1.83) (1.53)
OPERATING CASH FLOW (a) 5.75 6.22 7.09 10.01 5.68 12.28
Capex (2.54) (2.83) (3.70) (4.46) (4.16) (4.61)
Free Cash Flow (FCF) 3.21 3.39 3.39 5.55 1.52 7.67
Investments (0.55) 0.04 0.00 (0.58) (0.04) (0.04)
Non-operating Income 0.53 0.58 0.78 0.99 1.04 1.09
Others - - - - - -
INVESTING CASH FLOW (b) (2.56) (2.22) (2.93) (4.05) (3.16) (3.56)
Debt Issuance/(Repaid) 0.67) 0.02 0.37 2.23 - -
Interest Expenses (0.01) (0.00) (0.00) (0.07) - -
FCFE 2.53 3.41 3.75 7.72 1.52 7.67
Share Capital Issuance 0.09 - - 0.00 (0.00) -
Dividend (2.26) (2.26) (2.80) (4.15) (2.91) (3.95)
FINANCING CASH FLOW (c¢) (2.85) (2.23) (2.43) (1.98) (2.91) (3.95)
NET CASH FLOW (a+b+c) 0.34 1.77 1.73 3.98 (0.39) 4.77
EO Items, Others - - - - - -
Closing Cash & Equivalents 6.03 7.80 9.90 15.26 13.12 17.89
Key Ratios

FY17 FY18 FY19 FY20P FY21E FY22E
PROFITABILITY %
EBITDA Margin 31.7 34.9 31.7 35.4 36.3 38.1
EBIT Margin 27.0 30.0 27.2 30.0 282 30.9
APAT Margin 19.3 214 19.6 26.7 26.4 27.9
RoE 22.1 243 243 29.7 19.5 23.6
RoIC 26.8 30.4 31.2 41.1 26.2 27.9
RoCE 20.4 223 223 27.5 18.2 223
EFFICIENCY
Tax Rate % 345 34.2 34.7 19.3 19.3 19.3
Fixed Asset Turnover (x) 15 14 14 1.3 0.9 0.9
Inventory (days) 4 4 3 2 2 2
Debtors (days) 17 15 13 8 8 8
Other Current Assets (days) 13 13 14 8 8 8
Payables (days) 22 18 20 16 14 15
Other Current Liab & Provns (days) 91 100 87 100 117 123
Cash Conversion Cycle (days) (79) (86) (78) 97) (113) (120)
Net Debt/EBITDA (x) 0.9) (1.0) (1.1) (1.3) (1.6) (1.6)
Net D/E 0.3) 0.4) 0.4) 0.5) (0.4) (0.5)
Interest Coverage 0.0 0.0 0.0 0.0 - -
PER SHARE DATA (Rs)
EPS 39.8 48.4 55.3 80.3 61.3 83.3
CEPS 49.5 59.6 68.0 96.7 80.2 104.9
Dividend 19.0 19.0 23.6 35.0 245 33.3
Book Value 186.3 212.1 2429 298.9 330.8 374.1
VALUATION
P/E (x) 26.0 214 18.7 12.9 16.9 12.4
P/Cash EPS (x) 20.9 17.4 15.2 10.7 12.9 9.9
P/BV (x) 5.6 4.9 43 3.5 3.1 2.8
EV/EBITDA (x) 14.9 12.1 10.5 84 10.7 7.5
EV/Revenue (x) 47 42 3.3 3.0 3.9 29
Dividend Yield (%) 1.8 1.8 2.3 34 24 3.2
OCE/EV (%) 6.0 6.6 7.6 11.3 6.4 14.6
FCFF/EV (%) 3.3 3.6 3.7 6.3 17 9.1
FCFE/M Cap (%) 25 3.3 3.7 7.5 15 7.5
Source: Company, HSIE Research
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RECOMMENDATION HISTORY

Date CcMP Reco Target
——MahanagarGas @ TP 9Jul-19 787 BUY 1,104
1,500 wm 10-Aug-19 785 BUY 1,133
1,400 - il Jj 22-Sep-19 847 BUY 1,157
1,300 - 11-Oct-19 918 BUY 1,157
1,200 - 13-Nov-19 1,004 BUY 1,355
g bwm . 10-Jan-20 1,030 BUY 1,375
1,100 4 ® 11-Feb-20 1,195 BUY 1,475
1,000 /\/\JW\”N\ H 2-Mar-20 1,004 BUY 1,482
900 - N \/V/fN 29-Apr-20 959 ADD 1,012
500 -NW M 12-Jun-20 1,035 ADD 1,137
700 From 2 March 2020, we have moved to new rating system
222222285887 5
53 YslipEsisgs
Rating Criteria
BUY: >+15% return potential
ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential
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