28 September 2026 | Company Update

Petronet LNG

High capex cycle to keep return ratios subdued

Our REDUCE recommendation on Petronet LNG (PLNG) with a revised TP of
INR 280 is based on (i) a shift in business model from secured long-term contract
business to volatile tolling business, (ii) subdued return ratios owing to high
capex, and (iii) near-term challenges in volume growth. The company has
undertaken aggressive capex plans, which could strain its balance sheet. PLNG
is investing ~INR 300 bn in multiple projects, including a petrochemical
complex, LNG capacity, CBG, and other infrastructure projects. Its balance sheet
shall convert into net debt of INR 41.6 bn in FY30E from net cash of INR 72.9 bn
in FY26. RolC is expected to reduce to ~13.4% in FY30E, from ~24.7% in FY26.

The company’s earning model is skewed toward a volatile and uncertain tolling
business from a secured long-term contracted business model, owing to the US-
Israel-Iran war. It is expected to remain the same in near term. Tolling business
is volatile in nature and in the current situation where LNG prices have surged,
it is uncertain too. Dahej terminal will face challenges in volume growth due to
the sharp increase in global LNG prices and force majeure announced by
QatarEnergy. Any further rise in the Kochi terminal capacity utilization is
restricted owing to lack of pipeline connectivity.

Petrochemical complex to be commissioned by mid-FY29E

PLNG’s petrochemical project (750-KTPA propylene/polypropylene unit) at Dahej
is on track to be commissioned by mid-FY29E. It has already achieved ~42% overall
completion. The company is investing around INR 206.85 bn in this project and
has already spent worth INR 27-28 bn till Q1FY27. In FY27E, it will incur INR 75bn

of investment and the remaining will be spent in FY28E and FY29E.

The proposed petrochemical complex will run on 884 KTPA of propane as the
primary feedstock to yield 750 KTPA of propylene and 34 KTPA of hydrogen as
byproducts. To convert propane feedstock into propylene, the petrochemical
complex will use "on-purpose” propane dehydrogenation technology operating at
a high temperature of 525°C-625°C to remove two hydrogen atoms from propane
molecules. The reaction yield is ~85% in a single cycle (vs traditional refinery steam
crackers of ~15-20%), which is then processed into polypropylene.

The feedstock for propane will be sourced from competitive global suppliers in the
US and Gulf. The upcoming multi-molecule facility at Dahej Third Jetty is capable
of handling and storing LNG (-162°C), ethane (-90°C), and propane (-45°C).

As these PDH reactors require rapid cooling to quench the reversible reactions,
PLNG will leverage operational synergies with its adjacent Dahej LNG facility by
channeling cold thermal energy (-162°C) into the petrochemical complex.
Conversely, the LNG regasification process requires heat for cold LNG, which will
be met by the petrochemical complex's heat transmission. By exchanging thermal
energy between these two processes via heat exchangers, the company will achieve
cumulative power savings of 19 MW (14 MW in the PDH unit plus 5 MW in LNG
regasification), thereby saving operating expenses of INR 1.2 bn (calculated at INR
7.65/kWh) and avoiding an additional capex burden worth INR 4-5 bn.

Petronet LNG is expanding its propane and ethane handling capacity from 1.2 to
3.0 MMTPA. Propane will primarily feed the PDH unit, while ethane handling is
expected to generate third-party tolling and handling revenue. Also, the company
is evaluating rail evacuation for ethane using ISO tanker containers or open-top
wagons directly from Dahej railway sidings, leveraging pre-established railway
board freight tariffs.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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India’s polypropylene demand is expected to reach 15 MMTPA by 2030 against
domestic production of 10-11 MMTPA (creating 4-5 MMTPA demand deficit). PLNG's
management remains confident that it will sell volumes in the market, as its 0.75

MMTPA polypropylene capacity addresses only ~10% of this supply gap, thereby
mitigating marketing risks. The company has already secured 11 KTPA of hydrogen
sale under the long-term sales agreement with balanced would be either

commercialized or consumed internally.

Financial summary (standalone)

March(NRbn) Yz i 0w pvae g Y Y| PE FYSE FvoE
Revenues 55.5 94.4 41.2) 118.8 (53.2) 509.8 434.9 339.6 442.1 755.4
EBITDA 15.3 186  (17.7) 11.6 32.1 55,2 53.4 58.7 59.1 69.6
APAT 11.3 13.4 (15.3) 8.5 33.2 39.3 384 414 37.7 39.0
AEPS (INR) 7.6 8.9 (15.3) 5.7 33.2 26.2 25.6 27.6 25.1 26.0
P/E (x) 10.9 11.2 104 114 11.0
EV/EBITDA (x) 6.5 6.7 6.9 7.9 7.0
RoE (%) 21.6 18.7 17.9 14.7 13.9
Source: Company, HSIE Research
Change in estimates
Y/E Mar o IR gen| PEEOPEEwcn
EBITDA (INR bn) 53.8 58.7 9.3% 57.2 59.1 3.3%
Adj. EPS (INR/sh) 25.7 27.6 7.3% 24.8 251 1.1%
Source: Company, HSIE Research
HSIE vs consensus estimates
Y/E Mar FY27E FY27E % FY28E FY28E %

HSIE Consensus Deviation HSIE Consensus Deviation
EBITDA (INR bn) 58.7 54.5 7.9 59.1 64.0 (7.7)
Adj. EPS (INR/sh) 27.6 25.0 10.3 25.1 28.1 (10.6)
Source: Company, HSIE Research, Bloomberg.
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Third Dahej jetty to handle ethane, propane; increase capacity for LNG cargoes
Petronet LNG currently operates 2 high-throughput jetties at Dahej (handling 260-276
vessel calls annually) and is now constructing a third jetty, which is anticipated to be
commissioned by FY27E-end (~70% already completed).

The third jetty's scope was expanded to aid PLNG’s petrochemical complex by
integrating liquid raw materials. The facility uniquely unloads three cryogenic liquids
at distinct temperatures and ship classes—LNG at -162°C (140,000-266,000 m® Q-Max),
ethane at -90°C (90,000-125,000 m?; potential up to 150,000 m?®), and propane at -45°C
(30,000-65,000 m?) via custom 30-meter loading arms.

By integrating propane/ethane capabilities into LNG jetty, PLNG eliminates typical
standalone feedstock handling tariffs of USD1.00 to USD1.25 per MMBtu, drastically
reducing operating expenses for the petrochemical complex.

Long-term LNG supply portfolios, commercial framework, and pricing power
PLNG has extended its long-term QatarEnergy contract SPA (of 7.5 MMTPA) up to
CY2048. This contract has been transitioned from FOB (Free on Board) to DES
(Delivered Ex-Ship) basis, placing full delivery responsibility on QatarEnergy (from
PLNG previously lifting LNG at Ras Laffan and arranging ocean transit). Since
QatarEnergy handles ocean transit under DES, shipping cost adjustments will be
passed on to off-takers in a transparent way. The management is confident that
regasification tariff under the renewed contract will remain at current level.

Green energy diversification — compressed biogas initiative (CBG)

PLNG is diversifying into the green energy sector via a 50:50 joint venture with Gruner
Renewable Energy Private Ltd, backed by proven German technology. The project
involves a capex outlay of INR 12.0 bn (via 70:30 debt-to-equity); Petronet’s equity
contribution stood at INR 1.8 bn (~50% of INR 3.6 bn). The JV is building 10 CBG plants
with combined capacities of 180 TPD (18 TPD each), which would yield ~63,000 metric
tonnes annually, aided by the government’s Govardhan scheme.

The government has announced the Govardhan scheme with a planned outlay of INR
237.31 bn to aid CBG in India. The CBG project shall receive INR 20 mn subsidy per
tonne of CBG produced (including INR 12.5 mn as a capital subsidy, alongside INR 7.5
mn as a supply chain subsidy for raw material and FOM-fermented organic material
management). Further, there is assured offtake price of INR 2,110 per MMBtu (~INR
98-100 per kg) for 10 years.

PLNG’s management anticipates the cluster to generate top-line revenue of ~INR 6.8bn
(Petronet's share being INR 3.40 bn). The company maintains a baseline requirement
of at least ~16% equity IRR (~20%-50% potential), led by government capital grants and
guaranteed pricing mechanics.

Petronet LNG’s aggressive capex to strain leverage and free cash flows

Historically, Petronet LNG has maintained a remarkably robust balance sheet,
reflecting strong free cash flows (five-year cumulative of INR 139bn) and low leverages
with cash & bank balance of 101 bn in FY26. The company has undertaken multi-year
capex investment totalling of INR 300 bn. It includes INR 206 bn for petrochemicals,
INR 64 bn for LNG terminal, INR 6bn for Dahej jetty, INR 1bn for CBG plants, INR 1bn
for the corporate building, and INR 0.7 bn for Kochi small-scale LNG plants.

These strategic investments will strain the company’s near-term leverage. Balance
sheet will change from net cash to net debt by FY30E. The company will generate
negative free cash flow of INR -56.3 bn over FY27-30E.
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Exhibit 1: Dahej’s volume growth trend
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Exhibit 2: Kochi’s volume growth trend
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Exhibit 3: Marketing margin volatility (from FY28-

Source: Company, HSIE Research
Exhibit 4: PLNG's spot volume to grow ahead
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Exhibit 5: Aggressive capex to led negative FCFF (INR -
56.3 bn for FY27-FY30E)

Source: Company, HSIE Research

Exhibit 6: Net Debt/EBITDA to peak at 0.8x by
FY29/FY30E
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Exhibit 7: ROIC to decline to ~13.4%by FY30E

Source: Company, HSIE Research
Exhibit 8: Tariff assumption in INR/mmbtu
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Financials (Standalone)

INCOME STATEMENT

INR bn FY22 FY23 FY24 FY25 FY26 FY27E  FY28E  FY29E
Revenues 431.69 598.99 527.28 509.80 434.95 339.62 442.09 755.35
Growth % 65.9 38.8 (12.0) (3.3) (14.7) (21.9) 30.2 70.9
Raw Material 370.77 539.52 464.64 442.98 371.20 269.91 369.04 669.72
Employee Cost 1.77 1.68 1.92 2.19 273 3.02 3.31 3.63
Other Expenses 6.62 9.24 8.66 9.38 7.64 7.95 10.62 12.39
EBITDA 52.52 48.56 52.07 55.24 53.38 58.74 59.11 69.61
EBIDTA Margin (%) 12.2 8.1 9.9 10.8 12.3 17.3 13.4 9.2
EBITDA Growth % 11.8 (7.6) 72 6.1 (6.4 10.0 0.6 17.8
Depreciation 7.68 7.64 7.77 8.06 8.38 9.01 11.19 15.40
EBIT 44.84 40.91 44.30 47.18 45.00 49.73 47.92 54.21
Other Income (Including EO Items) 3.07 5.74 6.17 8.15 8.95 7.43 5.11 2.47
Interest 3.17 3.31 2.90 2.58 2.38 1.88 2.70 4.54
PBT 44.74 43.35 47.57 52.75 51.58 55.28 50.33 52.14
Tax 11.21 10.95 12.21 13.49 13.15 13.91 12.67 13.12
RPAT 33.52 3240 35.36 39.26 38.43 41.37 37.66 39.02
EO (Loss) / Profit (Net Of Tax)

APAT 33.52 3240 35.36 39.26 38.43 41.37 37.66 39.02
APAT Growth (%) 13.7 3.4 9.1 11.0 2.1) 7.6 8.9 3.6
AEPS 223 21.6 23.6 26.2 25.6 27.6 25.1 26.0
AEPS Growth % 13.7 (B4 9.1 11.0 2.1) 7.6 (8.9) 3.6

Source: Company, HSIE Research

BALANCE SHEET

INR bn FY22 FY23 FY24 FY25 FY26 FY27E FY28E FY29E
SOURCES OF FUNDS

Share Capital 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00
Reserves And Surplus 119.25 134.35 154.63 178.82 202.20 229.08 253.57 278.93
Total Equity 134.25 149.35 169.63 193.82 217.20 244.08 268.57 293.93
Long-term Debt 31.56 30.70 25.96 26.57 23.41 26.14 43.88 69.62
Short-term Debt 0.23 - - 4.80 4.79 493 5.08 5.23
Total Debt 31.79 30.70 25.96 31.37 28.20 31.08 48.96 74.85
Deferred Tax Liability 8.32 7.03 6.17 5.94 6.22 6.58 5.99 6.21
Long-term Provision 9.92 8.14 742 5.89 451 4.34 4.18 4.03
TOTAL SOURCES OF FUNDS 184.29 195.23 209.18 237.02 256.13 286.08 327.70 379.01
APPLICATION OF FUNDS

Net Block 95.57 87.90 81.47 88.36 90.48 95.12 150.82 22413
Capital WIP 1.93 11.26 15.52 16.42 24.97 96.48 119.59 80.88
LT Loans And Advances 22.44 3.30 18.65 5.44 13.76 14.44 15.15 15.89
Total Non-current Investments 417 3.36 6.22 5.83 13.67 13.67 13.67 13.67
Inventories 5.77 11.53 14.65 12.04 9.07 8.02 10.44 17.85
Debtors 26.84 38.40 36.26 32.67 10.39 19.26 25.99 46.38
Cash and Cash Equivalent 51.95 65.50 74.10 101.41 101.11 55.87 13.90 17.57
Other Current Assets 2.52 2.99 3.88 5.84 5.29 5.36 5.44 5.52
Total Current Assets 87.08 118.41 128.89 151.96 125.87 88.52 55.78 87.32
Creditors 15.26 16.44 28.65 25.62 7.34 16.75 21.80 37.25
Other Current Liabilities & Provisions 11.64 12.56 12.93 5.37 5.28 5.39 5.51 5.63
Total Current Liabilities 26.90 29.00 41.58 30.99 12.62 22.14 27.31 42.88
Net Current Assets 60.18 89.41 87.32 120.97 113.24 66.38 28.47 44.44
TOTAL APPLICATION OF FUNDS 184.29 195.23 209.18 237.02 256.13 286.08 327.70 379.01

Source: Company, HSIE Research
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CASH FLOW STATEMENT
INR bn FY22 FY23 FY24 FY25 FY26 FY27E FY28E FY29E
Reported PBT 44.74 43.35 47.57 52.75 51.58 55.28 50.33 52.14
Non-operating & EO Items (3.07) (5.74) (6.17) (8.15) (8.95) (7.43) (5.11) (2.47)
Interest Expenses 3.17 3.31 2.90 2.58 2.38 1.88 2.70 454
Depreciation 7.68 7.64 7.77 8.06 8.38 9.01 11.19 15.40
Working Capital Change (380)  (15.69) 10.69 (6.34) 7.43 1.63 4.06)  (12.30)
Tax Paid (1170)  (12.24)  (13.07)  (1372)  (1287)  (1355)  (1326)  (12.91)
OPERATING CASH FLOW (a) 37.03 20.63 49.69 35.18 47.94 46.82 41.79 44.40
Capex (1.80) (9.31) (5.60) (15.85) (19.06) (85.16) (90.00) (50.00)
Free Cash Flow (FCF) 3523 11.32 44.10 19.33 28.88 (38.34) (48.21) (5.60)
Investments (1.11) 0.81 (2.86) 0.39 (7.84) - - -
Non-operating Income 3.07 5.74 6.17 8.15 8.95 7.43 5.11 2.47
Others (21.18) 1914  (15.35) 1321 (8.32) (0.68) (0.71) (0.74)
INVESTING CASH FLOW (b) (21.01) 16.38 (17.65) 5.91 (26.27) (78.40) (85.60) (48.27)
Debt Issuance/(Repaid) (2.48) (1.09) (4.74) 540 (3.16) 2.87 17.88 25.89
Interest Expenses (3.17) 3.31) (2.90) (2.58) (2.38) (1.88) (2.70) (4.54)
FCFE 29.58 6.93 36.46 22.15 23.34 (37.35) (33.02) 15.75
Share Capital Issuance - - - - - - - -
Dividend (1725)  (15.00)  (15.00)  (1500)  (1500)  (1448)  (1318)  (13.66)
Others 157 (4.08) (0.81) (1.60) (1.43) (0.17) (0.16) (0.15)
FINANCING CASH FLOW (c¢) (21.34) (23.47) (23.45) (13.77) (21.97) (13.65) 1.84 7.54
NET CASH FLOW (a+b+c) (5.32) 13.54 8.60 27.31 (0.30) (45.24) (41.97) 3.67
Source: Company, HSIE Research
KEY RATIOS

FY22 FY23 FY24 FY25 FY26 FY27E FY28E FY29E
PROFITABILITY %
EBITDA Margin 12.2 8.1 9.9 10.8 12.3 17.3 134 9.2
EBIT Margin 10.4 6.8 8.4 9.3 10.3 14.6 10.8 7.2
APAT Margin 7.8 5.4 6.7 7.7 8.8 12.2 8.5 52
RoE 26.7 22.8 22.2 21.6 18.7 17.9 14.7 13.9
RolIC 28.3 24.0 25.8 27.2 24.7 20.8 13.9 125
RoCE 20.3 184 18.6 18.5 16.3 15.8 12.9 12.0
EFFICIENCY
Tax Rate % 25.1 25.3 25.7 25.6 25.5 25.2 25.2 25.2
Fixed Asset Turnover (x) 3.2 45 4.6 44 3.1 2.2 2.7 3.7
Inventory (days) 49 7.0 10.1 8.6 7.6 8.6 8.6 8.6
Debtor (days) 22.7 23.4 25.1 23.4 8.7 20.7 21.5 224
Other Current Assets (days) 2.1 1.8 2.7 4.2 44 5.8 45 2.7
Payables (days) 12.9 10.0 19.8 18.3 6.2 18.0 18.0 18.0
Other Current Liab & Provns (days) 9.8 7.7 9.0 3.8 44 58 45 2.7
Cash Conversion Cycle (days) 7.0 14.6 9.2 14.0 10.2 11.3 12.0 13.0
Net Debt/EBITDA (x) 0.4) 0.7) 0.9) (1.3) (1.4) 0.4) 0.6 0.8
Net D/E 0.2) 0.2) 0.3) 0.4) 0.3) 0.1) 0.1 0.2
Interest Coverage 0.1 0.1 0.1 0.1 0.1 0.0 0.1 0.1
PER SHARE DATA (Rs)
EPS 22.3 21.6 23.6 26.2 25.6 27.6 25.1 26.0
CEPS 27.5 26.7 28.8 31.6 31.2 33.6 32.6 36.3
Dividend 11.5 10.0 10.0 10.0 10.0 9.7 8.8 9.1
Book Value 89.5 99.6 113.1 129.2 144.8 162.7 179.0 196.0
VALUATION
P/E (x) 12.8 13.2 12.1 10.9 11.2 10.4 114 11.0
P/Cash EPS (x) 104 10.7 9.9 9.1 9.2 8.5 8.8 7.9
P/BV (x) 3.2 29 2.5 22 2.0 1.8 1.6 15
EV/EBITDA (x) 7.8 8.1 7.3 6.5 6.7 6.9 7.9 7.0
EV/Revenue (x) 0.9 0.7 0.7 0.7 0.8 1.2 1.0 0.6
Dividend Yield (%) 4.0 3.5 3.5 35 35 3.4 3.1 3.2
OCF/EV (%) 9.1 52 13.0 9.8 13.5 11.6 9.0 9.1
FCF/EV (%) 8.6 29 11.6 54 8.1 9.5) (10.4) (1.2)
FCFE/M Cap (%) 6.9 1.6 8.5 52 54 (8.7) (7.7) 3.7
Source: Company, HSIE Research
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considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or
other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL.
HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to,
fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the
dividend or income, etc.
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HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks,
securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities
from time to time or may deal in other securities of the companies / organizations described in this report. As regards the
associates of HSL please refer the website.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might
have been mandated by the subject company for any other assignment in the past twelve months.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the
Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
potentially leading to investment decisions that may deviate from research views.

HSL or its associates might have received any 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 managing or co-managing public
offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a
merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or
third party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have
any material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not
based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued
other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Research entity has not been engaged in market making activity for the subject company. Research analyst has not served
as an officer, director or employee of the subject company. We have not received any compensation/benefits from the
subject company or third party in connection with the Research Report.

HDEFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp.
Crompton Greaves, Kanjurmarg(East), Mumbai 400 042 Tel.: +91-22-30753400 Fax: +91-22-30753435 www.hdfcsec.com
Compliance Officer: Murli V Karkera, Contact: +91 022-69151436, Email: complianceofficer@hdfcsec.com, For any
complaints / grievance: services@hdfcsec.com

HDEFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg.
No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475. BSE
Enlistment Number: 5159; SEBI Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193
Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Mutual Funds’ Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.

Registration granted by SEBI, enlistment as RA with Exchange and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.

SEBI Registration & Disclaimer https://www.hdfcsec.com/article/disclaimer-1795.
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