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Investment Rationale  
 
Increasing industrial demand and company’s focus to  drive profits 
Gujarat Gas Company Limited (GGCL) has its operational presence in Gujarat 
which is India’s second largest industrialised state. Due to high industrialization 
in the state, demand for natural gas is on an up-swing as it is a clean, efficient 
and economical source of fuel. The increasing industrial demand for gas 
supports the company’s strong focus on the industrial retail segment and CNG 
business which offer high gross margins. Going forward, we expect this to drive 
profits over the next few years. 
 
Long term contracts with suppliers to ease supply c oncern 
GGCL has recently signed term contracts with existing suppliers including GAIL, 
Cairn and Niko and this is expected to ease supply concerns. Moreover, the 
availabilty of LNG in India has improved due to the expansion at Petronet LNG’s 
Dahej terminal. The company is expected to benefit from the increased 
availiabilty of LNG which would help in meeting the additional gas demand from 
customers. Going forward, GGCL is also expected to benefit from the Reliance 
KG basin gas allocation to city gas distribution companies. 
 
Outlook and Valuation  
 
At the current market price of Rs 232, GGCL is trading at P/E of 17.0xCY2009E 
and 14.4xCY2010E earnings and EV/EBIDTA of 10.5xCY2009E and 
8.8xCY2010E. Considering the increasing industrial demand for gas as a fuel, 
we expect the company to report revenue growth of 14.8% CAGR over 
CY2008-12E. We have valued GGCL based on DCF and recommend a BU Y 
on the stock with a target price of Rs 286 indicati ng an upside of 23.2%.      
 

Exhibit 1: Financial Summary 

Particulars CY2007 CY2008 CY2009E CY2010E CY2011E 

Net Sales (Rs cr) 1,244.6  1,301.3  1,458.9  1,711.5  2,064.3  
Total Income (Rs cr) 1,262.1  1,342.5  1,485.4  1,738.1  2,105.7  
PAT (Rs cr) 153.7  161.5  175.5  207.3  259.3  
PAT Margin (%) 12.3 12.4 12.0 12.1 12.6 
EBIDTA Margin (%) 20.2 18.1 19.0 19.3 19.3 
EPS (Rs) 12.0  12.6  13.7  16.2  20.2  
P/E (x) 19.4  18.5  17.0  14.4  11.5  
P/BV (x) 5.1  4.1  3.4  2.9  2.4  
RoE (%) 26.2 22.3 20.3 20.3 21.1 
RoCE (%) 28.4 21.3 21.7 22.8 23.6 
EV/EBIDTA (x) 11.8  12.6  10.5  8.8  7.2  
EV/Sales 2.4  2.3  2.0  1.7  1.4  
Source: Company, Parsoli Research; *CY - Financial year ending December   
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Initiating Coverage  
 

Gujarat Gas Company Ltd. 
 

CMP             Rs 232 
Target Price            Rs 286 
Sensex                         17,402 
Nifty               5,188 

  
Stock Details 
BSE Code 523477 

NSE Code GUJRATGAS 

Reuters Code GGAS.BO 

Bloomberg Code GGAS IN 

Market Cap (Rs Cr) 2981.81 

Beta 0.21 

52 W High / Low (Rs) 254.00 /101.00 

Avg Daily Volume 21,177 

Face Value (Rs) 2 

 
Shareholding Pattern (%) 
Promoters 65.12 
MF/Banks/Indian FIs 8.72 

FII / NRIs / OCBs 14.84 

Non-Institutions 1.17 

Indian Public 10.15 
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Investm ent Drivers  
 
Strong presence in the industrial belt of Gujarat  
 
Gujarat is the second highest industrialised state in India with nearly 265 industrial 
clusters and estates. Gujarat consumes nearly 40.0% of the total natural gas in 
India, which is highest in the country. This high consumption of natural gas is due to 
a huge industrial demand across the state. GGCL operates in heavily industrialized 
cities of Ankleshwar, Bharuch and Surat and is well poised to cater to the growing 
industrial demand in these cities. The company has extensive gas pipeline network 
of nearly 3,000km spread across the industrial areas of Gujarat. Going forward, we 
believe that the proposed Delhi Mumbai Industrial Corridor (DMIC) project would 
benefit the company as it would be passing through areas where GGCL has its 
operations. The increased industrial activity from the project is expected to result in 
higher gas volumes for GGCL. Along with this, the company is also planning for 
expansion in new industrial areas of Gujarat and has already submitted Expression 
of Interest for expansion in Bhavnagar and eastern part of Kutch to Petroleum and 
Natural Gas Regulatory Board (PNGRB). 
 
Exhibit 2: GGCL’s operational presence in proposed DMIC 
 

 
 

Source: Company, Parsoli Research 
 
Long term contracts and KG basin production to impr ove gas supply  
 
Gas Utilization Policy includes gas allocation to city gas distribution companies and 
GGCL being a gas distribution company is expected to be benefited from the 
Reliance KG basin gas production. Once the KG basin production reaches its peak, 
we expect the supply volume for GGCL to be around 0.7mmscmd (million metric 
standard cubic meter per day). GGCL has also signed long term contracts with 

 

 
 

The increasing demand for gas from 
the strong industrial segment of 
Gujarat and upcoming projects there 
is expected to boost GGCL’s 
revenues 
 
 
 
 
 
 
 
 
 
 
The proposed DMIC project is 
expected to enhance gas volumes for 
GGCL 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Long term contracts with gas 
suppliers and the expected allocation 
of KG basin gas would secure the 
gas supply to the company 
 

  29 December, 2009                                                                           FOR PRIVATE CIRCULATION  
 



3 
 

 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The company’s focus on high 
margin segment like industrial retail 
and CNG business is expected to 
drive volumes  
 
 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

GAIL, Cairn and Niko. GGCL has signed 10-year term contract with GAIL for supply 
till 2019 and with Cairn and Niko till 2023. Moreover, the decline in LNG price in spot 
market is expected to benefit the company as company meets its additional demand 
through LNG supply from Petronet LNG and Shell.  
 
Exhibit 3: Multiple gas sources and GGCL pipeline n etwork  
 

 

Source: Company, Parsoli Research 
 
Moving up the value chain to drive profit 
 
With the company’s strong focus to grow its industrial retail segment and developing 
the CNG business, we expect the profits to grow at a CAGR of 13.6% over CY2008-
10E. The industrial retail and CNG distribution segments offer higher margin 
compared to other segments whereas the industrial bulk segment earns lower 
margin. GGCL’s strategy to focus on higher margin segments has enabled the 
company to continuously increase the volume of industrial retail segment while the 
share of industrial bulk segment has come down.   
 
Exhibit 4: Gas distribution volume across the busin ess segment          mmscmd  
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The price increase of 13-15% in the industrial retail segment is expected to improve 
the price realization from Rs 11.9/scm in CY2008 to Rs 13.5/scm in CY2009E. The 
reduction in share of industrial bulk segment, which has lower price realisation and 
margin, resulted in an improved gross margin of Rs 3.1/scm in CY2007 to Rs 3.4/scm 
in CY2008. Moreover, the high margin CNG segment is also on a continuous growth 
path due to GGCL’s focus on CNG infrastructure development and marketing efforts. 
The company fuels 1,00,000 vehicles through its 29 CNG stations. Considering all 
this, we expect the company to report gross margin of Rs 3.9/scm in CY2009E and 
Rs 4.0/scm in CY2010E. 
 
Exhibit 5: Realization and Gross margin  
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Source: Company, Parsoli Research 
 
Expansion plans in concurrent geographical area to drive future growth 
 
With the increasing supply of gas in India, the industrial players are expected to use 
gas as a fuel as it is more economical when compared with liquid fuel. GGCL, with its 
pipeline network of nearly 3,000km has extensive coverage in the cities of Gujarat in 
Ankleshwar, Bharuch and Surat. The company has applied for license in the existing 
area of operation and has also submitted the Expression of Interest for expansion in 
Bhavnagar and Kutch. This would result into better utilization of gas pipeline 
infrastructure and, moreover, the growing demand would boost the gas sales volume. 
Along with this, the company is also focusing on city gas distribution business which 
offers higher margin. GGCL’s investment in infrastructure development has 
continuously increased the number of CNG vehicles running in these cities. Presently 
it fuels nearly 1,00,000 vehicles through its 29 CNG stations. 
 
 
 

 
 
 
 
 
 
 
 

The price increase of 13-15% in 
industrial retail segment is expected 
to improve the price realization from 
Rs 11.9/scm in CY2008 to Rs 
13.5/scm in CY2009E 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The geographical expansion plan 
would result in better utilization of 
the company’s gas pipeline 
infrastructure boosting the 
operating profit margin  
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Industry Overview
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Industry Overview  

Global natural gas scenario 

Natural gas is fast emerging as the most important energy source for the future as it 
an eco-friendly high efficiency fuel with worldwide availability and utility across all 

the sectors, primarily power and fertilizers. With reference to highly volatile crude oil 
prices, we believe, that natural gas prices are relatively stable. Natural gas prices are 
primarily driven by the demand-supply dynamics as against crude, which is influenced 
by factors like the Organization of the Petroleum Exporting Countries (OPEC), 
intervention of geopolitical issues and impact of financial markets. Consequently, 
natural gas has emerged as the fuel of choice with a surge in its demand across
globe.  

Exhibit 6: World Proven Reserves of Natural Gas  
 
 

Source: Energy Information Administration (EIA), Parsoli Research

Natural gas is the third largest contributor to the global energy basket
5.0% of the total global primary energy supply. Among the end

industrial sector remains the largest consumer of natural gas worldwide, account
for 52.0% of the total incremental demand for natural gas.

India’s Natural Gas Scenario  

India is an energy-intensive country where coal is a major energy source contributing 
nearly 51.0% of primary energy consumption. However, natural g
around 8.0% of the total energy basket in the country
around 24.0%. During 2004-08, the domestic oil consumption grew at 
6.4% leading to an increase in India's import dependence to approximately 78
total consumption in 2008, whereas, the growth in gas consumption has been 
comparatively slower. However, the recent gas production
the KG basin and the expansion of gas infrastructure 
shift towards natural gas.  
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Gas demand in India is nearly 179mmscmd whereas domestic gas availability is only 
95mmscmd. India’s natural gas supplies are expected to increase at a CAGR of 
22.9% from 106.6mmscmd in FY2008 to 243.6mmscmd by FY2012E. Gas production 
is likely to be more than 190mmscmd by 2009 after the new gas streams are taken 
into line. Most of the new supply is expected from RIL KG-D6 production 
(80mmscmd) and addition of LNG capacity through Dahej terminal. Hence, going 
forward, with the government emphasis on usage of clean gas, the gas consumption 
across industries is expected to increase.  
 
Exhibit 7: Sector-wise Gas Demand Forecasts       m mscmd 

79.7 91.2 102.7 114.2 126.6

41.0
42.9

55.9
76.3

76.3

25.4
27.2

29.1

31.1
33.3

15.0
16.1

17.2

18.4
19.7

12.1
12.9

13.8

14.8
15.8

6.0
6.4

6.9

7.4
7.9

FY2008 FY2009E FY2010E FY2011E FY2012E

Power Fertilizer PetroChem Industrial City Gas Spong Iron
 

Source: Ministry of Petroleum & Natural Gas (MoPNG), Parsoli Research 
 
Fertilizer and power sectors are the major gas consumers accounting for nearly 
22.0% and 45.0%, respectively, of the total gas demand in the country. With an 
increase in domestic gas production through KG basin and LNG capacity additions, 
the government has issued a ‘Gas Utilization Policy’, wherein it has prioritized natural 
gas usage.  
 
Exhibit 8: Order of Priority for natural gas usage (in descending order) 
 

 
 

Source: MoPNG, Parsoli Research 

India’s natural gas supplies are 
expected to increase at a CAGR of 
22.9% from 106.6mmscmd in FY2008 
to 243.6mmscmd by FY2012E 
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This utilization policy would not only increase the gas demand but would also control 
the pollution simultaneously. According to this policy, CGD will also enjoy priority in 
gas allocation. 
 
City Gas Distribution in India 
 
In India, natural gas usage has remained limited mainly due to the scarcity of supply. 
However, with LNG terminals capacity addition along with the production from KG 
basin, the domestic gas supply scenario is expected to change and, consequently, 
the market for city gas distribution is also set to grow. The demand in this sector was 
about 11mmscmd in FY2007 and 12.1mmscmd in FY2008. Assuming an annual 
growth of around 7.0%, the demand is expected to be about 12.9mmscmd, 
13.8mmscmd and 14.8mmscmd in FY2009, FY2010 and FY2011, respectively.  
 
Natural gas is the most preferred fuel for city gas distribution mainly because:  
 
·  Natural gas, as a transport fuel, is more economical than traditional fuels 
·  It has lower levels of emission making it a cleaner fuel as compared to traditional 

fuels 
·  CNG has a considerably higher octane content making it more energy-efficient 

 
 

Due to the benefits of natural gas, CNG demand got a boost with the Supreme Court 
directive on the pollution reduction in 12 major cities in India. PNG, being more 
economical compared to LPG, is expected to see demand growth on the back of 
government's intentions to remove the subsidy on LPG cylinders in a phased manner 
in next 3-5 years. The industrial segment is likely to provide the "base load" demand 
for city gas distribution whereas the commercial, transport and residential segments 
demand would provide better margins with a higher gestation period. City gas 
distribution is regulated in India by PNGRB Act 2006 and the board has received 
Expression of Interest for setting up networks in around 60 cities, further expanding it 
to nearly 200 cities. In the 11th five year plan, the total investment in this sector is 
expected to be Rs 9,000cr.  
 
Presently, PNG is being supplied to nearly 5,32,000 domestic, 1,446 commercial and 
69 industrial consumers across the country. Mahanagar Gas Ltd. (MGL) operating in 
Mumbai and suburbs has maximum numbers of customers whereas GGCL operating 
in Gujarat has highest sales volume. 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
The natural gas demand is expected 
to reach 14.8mmscmd by FY2011 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
CNG demand got a boost with the 
Supreme Court directive on the 
pollution reduction in 12 major cities 
in India  
 
 
 
 
 
 
 
 
PNG is being supplied to nearly 
5,32,000 domestic, 1,446 commercial 
and 69 industrial consumers across 
the country 
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Company Overview  
 
GGCL is a subsidiary of British Gas Group and is India’s largest private sector gas 
distribution company in terms of sales volume. Its business is spread across various 
industrial estates of Gujarat including Ankleshwar, Bharuch and Surat. GGCL has 
also extended its business to Jhagadia. The company has expertise in gas 
distribution to an entire range of customers including the industrial retail, industrial 
bulk, commercial, domestic and CNG segments. It distributes approximately 
3mmscmd of natural gas.  
 
GGCL was incorporated in 1980, with the primary objective of procuring, distributing 
and utilizing natural gas and allied technology. In 1989, the company began its 
operations in the industrial areas of Ankleshwar and Bharuch in South Gujarat. GGCL 
further expanded its operations to Surat in 1991. The company started its first CNG 
station in Surat in 1992. 
 
Business Model 
 
In 1988, GGCL pioneered the private distribution of natural gas in India through the 
establishment of an independent network of pipelines in South Gujarat. Its distribution 
operation is broadly classified into two lines of business: 
 
PNG Distribution:  This segment provides gas to residential, commercial and 
industrial customers for heating and other purposes. GGCL distributes gas to over 
2,65,000 industrial, commercial and domestic customers through its network of nearly 
3,000km. 
 
CNG Distribution:  This segment serves the transportation sector where CNG is used 
as a fuel for vehicles. GGCL fuels nearly 1,00,000 CNG customers through its 29 
CNG stations.  
 
GGCL distributes approximately 3mmscmd of natural gas. Its retail distribution 
segment contributes nearly 87.0% of the company’s total gas sales volume which 
majorly comes from industrial retail segment. Industrial retail segment has higher 
realization and gross margin as compared to other segments. The company is 
focusing mainly on higher margin segments like industrial retail and CNG distribution. 
 
Exhibit 9: Segment-wise sales volume, CY2008 
 

 
 
 

Source: Company, Parsoli Research 
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GGCL, a subsidiary of British Gas 
Group, operates in Gujarat and is 
the largest gas distribution 
company in terms of sales volume 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
GGCL distributes gas to over 
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domestic customers through its 
network of nearly 3,000km 
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87.0% of the total gas sales volume  
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GGCL has also developed multiple specialized gas based applications like air 
conditioning unit, jet dyeing machine, gas driven engine coupled to air compressor, 
COGEN and many other applications for its customers. 
 
Gas Sourcing 
 
Panna-Mukta-Tapti (PMT) is a key supplier of gas to GGCL. Government had 
appointed GAIL to market PMT gas. In order to secure the gas supply to meet the 
growing demand, GGCL has entered into 10-year term contract with GAIL for supply 
of 2.13mmscmd of PMT gas till 2019 and 15-year term contract with Cairn and Niko 
for supply of 0.24mmscmd gas till 2023. GGCL procures 95.0% of gas at market 
determined price and only 5.0% of the total gas supply, that is, 0.15mmscmd of gas 
from GAIL through administered price mechanism.    
 
Exhibit 10: Segment-wise Revenues, CY2008 
 

  

Source: Company, Parsoli Research 
 
The requirement over and above the total current supply of 2.92mmscmd would be 
procured by the company from the spot market. 
 
Business Strategy 
 
GGCL’s long term growth strategy involves driving revenues by moving up the value 
chain and expanding geographically through strategic alliances. Moving up the value 
chain strategy aims: 
 

·  to grow retail market 
·  to develop CNG business 
·  to develop new applications 
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Relative Performance  
 
GGCL is India’s largest private gas distribution and transmission company in terms of 
sales volume supplying gas to more than 2,65,000 domestic customers. GGCL is a 
debt free company. It procures 95.0% of gas requirement at market determined price 
and yet maintains an EBIDTA margin of 18.1%.   
 
Exhibit 11: Peer Comparison, 2009 

Particulars GAIL 
Gujarat 

Gas* 
Indraprastha 

Gas 
Petronet 

LNG 

Net Sales (Rs cr) 23,784.7 1,301.3 860.4 8,428.7 

EBIDTA Margin (%) 20.0 18.1 33.9 11.6 

EPS –TTM (Rs) 17.8 12.5 13.1 7.1 

P/E Ratio (x) 23.2 18.6 13.2 9.7 

Price/ BV (x) 3.5 4.1 3.5 2.6 

EV/EBIDTA (x) 12.5 11.2 6.6 6.5 

ROCE (%) 28.4 21.4 40.4 23.5 

ROE (%) 20.2 22.3 27.4 28.8 

Sensex beta 0.6 0.2 0.3 0.9 

Market Cap (Rs cr) 52,243.2 2,978.0 2,419.9 5,171.3 
Source: Company, Parsoli Research; *Financial year ending December 2008 
 
Exhibit 12: Market Share in terms of Sales                                                        %  
 

 
  
Source: Company, Parsoli Research 
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Quarterly Performance  
  
Exhibit 13: Quarterly Analysis                                                                        Rs cr  

Particulars    Q3CY2009 Q3CY2008 YoY (%) Q2CY2009 QoQ (%) 

Net Sales 387.9 324.6 19.5 339.3 14.4 

Other Income 6.1 8.6 (28.6) 6.6 (7.4) 

Total Income 394.1 333.2 18.3 345.9 13.9  

Total Expenditure 317.0 265.3 19.5 263.6 20.3  

PBIDT 71.0 59.3 19.7 75.7 (6.3) 

Interest 0.0 0.0 50.0 0.0 0.0  

Depreciation 12.1 10.5 15.0 11.6 4.1  

Profit before Tax 65.0 57.3 13.3 70.7 (8.1) 

Tax 20.3 17.8 14.5 23.1 (11.8) 

Profit After Tax 44.6 39.6 12.7 47.6 (6.3) 

Source: Company, Parsoli Research 
 
Volume growth and better realization resulted in 19 .5% revenue growth  
 
In Q3CY2009, GGCL reported a topline growth of 19.5% yoy to Rs 387.9cr against 
Rs 324.6cr in Q3CY2008. This was due to a volume growth of 19mmscm which stood 
at 281mmscm and better price realization which increased from Rs 12.4/scm to Rs 
13.8/scm. The increase in realization for this quarter was mainly due to increase in 
industrial retail gas price. The number of CNG vehicles catered by the company 
crossed 1,00,000. The CNG and industrial segment were the main growth drivers of 
gas volumes. 
 
Operating profit increased by 19.7% to Rs 71.0cr  
 
During Q3CY2009, raw material cost increased by 20.3% yoy to Rs 283.5cr and 
employee cost increased by 19.1% to Rs 12.3cr. The increase in cost was mainly due 
to the purchase of spot LNG to ensure regular supply to the consumers as the supply 
of gas from PMT was affected for 13 days due to a Force Majeure event. This was 
offset by higher price realization and resulted in 19.7% growth in operating profit to Rs 
71.0cr while the operating margin remained flat. 
 
Exhibit 14: Cost Analysis                                                                       % of s ales  
  Q3CY2009 Q3CY2008 bps chg  Q2CY2009 bps chg  

Raw Materials  73.1 72.6 48.8 68.6 448.9 

Employee Cost 3.2 3.2 (1.1) 3.3 (10.9) 

Other Expenses 5.5 6.0 (50.1) 5.8 (35.5) 

Total Expenditure 81.7 81.7 (2.3) 77.7 402.5 
Source: Company, Parsoli Research 

 
 
During Q3CY2009, the net sales 
grew by 19.5% yoy and the net profit 
by 12.7% yoy 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The increase in realization for this 
quarter was due to the increase in 
industrial retail gas price 
 

 
 
 
 
 

 
 
During Q3CY2009, the rise in costs 
was offset by higher price 
realization resulting in a 19.7% 
growth in operating profit 
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Net profit grew 12.7% despite decline in other inco me and higher depreciation  
 
In Q3CY2009, other income declined by 28.6% to Rs 6.1cr. Also, depreciation in this 
quarter increased by 15.0% yoy to Rs 12.1cr from Rs 10.5cr in Q3CY2008 due to 
investments in the pipeline network, CNG infrastructure development, during the year. 
The company uses internal cash accruals to meet its working capital requirement and 
fund the expansion plans. Hence, the interest costs are negligible. Despite higher 
depreciation and decline in other income, the net profit, supported by volume growth 
and increase in realization, grew by 12.7% yoy to Rs 44.6cr from Rs 39.6cr in 
Q3CY2008. 
 
Allotment of bonus shares on September 19, 2009  
 
During the Q3CY2009, GGCL allotted 6,41,25,000 equity shares of Rs 2 each as fully 
paid up bonus shares. These bonus shares were allotted in the ratio of one equity 
share of Rs 2 each for every one equity share of the company held by the 
shareholders as on September 19, 2009. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
Since the company uses internal 
cash accruals to meet its working 
capital requirement and fund the 
expansion plans, the interest cost is 
negligible 
 
 
 
 
 
 
The bonus shares allotted were in 
the ratio of 1:1 having face value of 
Rs 2 
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Financial Performance  
 
Gas volume to drive revenue growth at a CAGR of 14. 8%  
 
Considering GGCL’s strong sales volume in both CNG and PNG along with 
aggressive geographical expansion plans, we expect the company to register 
revenue growth at a CAGR of 14.8% and net profit growth of 15.1% during CY2008 
and CY2012E. The operating profit is expected to grow despite the increasing natural 
gas purchase prices, supported by the expected sales volume growth and higher 
price realization. We expect the margins to expand further with revenue mix shifting 
towards higher profitable segments like CNG and industrial retail. GGCL procures 
95.0% of required gas at market price and the company can pass on the increase in 
gas price to its customers. Going forward, we believe that any disruptions from the 
regular suppliers can be addressed through purchases from spot LNG market. The 
company aims at pipeline network expansion and CNG infrastructure development. 
The required working capital for its expansion plan is expected to be funded through 
internal accruals. 
 
Exhibit 15: Sales, Operating Profit and OPM  
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Source: Company, Parsoli Research 
 
Exhibit 16: Sales, Net Profit and PAT Margin  
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Source: Company, Parsoli Research 

 
 
 
 
We expect the company to register 
revenue growth at a CAGR of 14.8% 
and net profit growth of 15.1% 
during CY2008 and CY2012E 
 
 
 
 
 
 
 
 
 
 
With the company’s focus on high 
margin segments like CNG and 
industrial retail, we expect the 
operating margin to sustain above 
19.0% 
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Key Concerns  
 
Gas supply disruption to impact volume growth 
 
GGCL sources LNG from spot market in order to meet additional demand. Failure to 
source LNG supply may result in a decline in sales volume leading to a fall in 
revenue. Currently, GGCL sources gas from PMT fields, GAIL, Cairn and Niko. The 
management expects the government to allocate Reliance KG D6 gas. Delay in gas 
allocation from KG basin may also impact growth. 
 
Weakening of Indian rupee to impact operating margi n 
 
GGCL’s contract for gas purchase is mostly denominated in US dollars while the 
company supplies to customers in Indian rupees. The weakening in the Indian rupee 
would increase the cost of gas and affect the margins. Also, a sharp decline in rupee 
would make it difficult for GGCL to pass on the increased raw material cost to 
customers. 
 
Failure to get government approval for expansion  
 
GGCL has applied for license in the existing area of operation and has also submitted 
the Expression of Interest for expansion in Bhavnagar and Kutch. Delay in 
government approval for expansion may impact the company’s revenue as the 
pipeline capacity may remain under-utilized.  
 
Change in government regulation 
 
Presently, PNGRB regulates the gas transmission and network tariffs but the 
marketing margins charged by the companies to customers are not controlled by 
PNGRB. Any change in the government regulation for marketing margins may impact 
the company’s earnings. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
Failure to source LNG supply may 
result in decline in sales volume and 
revenue 
 
 
 
 
 
The weakening in the Indian rupee 
would increase the cost of gas and 
affect the margins 
 
 
 
 
 
 
 
 
 
 
 
 
Change in government regulation 
towards setting of marketing margin 
may impact company’s earnings 
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Outlook and Valuation  
 
GGCL is India’s largest gas distribution company in terms of sales volume. The 
demand for gas from various industries is increasing continuously as natural gas is a 
clean and economical source of fuel. The company with its pipeline network of nearly 
3,000km in Gujarat is well placed to cater the increasing demand for natural gas. 
Alongside, GGCL has also planned for geographical expansion in concurrent areas. 
The working capital required for the expansion would be funded through internal 
accruals only. GGCL has filed for authorization to MoPNG and the Government of 
India, for its areas of operations in the cities of Bharuch, Ankleswar and Surat. It has 
also filed an Expression of Interest application to operate in certain areas of Kutch 
and Bhavnagar. Over the past few years, the volume of the company was impacted 
due to gas supply constraint. However, with improvement in the spot LNG availability, 
any disruptions from the regular suppliers could be addressed on an immediate basis. 
Moreover, the company’s focus towards the industrial retail segment and CNG 
distribution, which have higher gross margin, would result in margin expansion. We 
expect GGCL to report revenue growth at a CAGR of 14.8% over CY2008-12E. 
 
At the current market price of Rs 232, GGCL is trading at P/E of 17.0xCY2009E and 
14.4xCY2010E earnings and EV/EBIDTA 10.5xCY2009E and 8.8xCY2010E. We 
have valued GGCL using DCF valuation methodology. Using the DCF model, we 
arrive at a target price of Rs 286, indicating a potential upside of 23.2% from the 
current market price. For valuation, we have assumed a risk-free rate of 7.5%.  
 
Exhibit 17: DCF Valuation  

Particulars   

Risk Free Return (%) 7.5 

Beta 0.2 

WACC (%) 10.3 

Total Enterprise Value (Rs cr) 3,672.4 

Net Debt (Rs cr) 0.0 

Total Value of Equity (Rs cr) 3,672.4 

No. of Shares (cr) 12.8 

Fair Value per share (Rs) 286.0 

Source: Parsoli Research 
 
Considering the company’s focus towards high margin segments including industrial 
retailing and CNG distribution along with the improvement in gas supply sources,  we 
believe the company is on a strong growth path. We recommend a BUY on the 
stock with a 12-month target price of Rs 286.  
 
 
 
 
 
 
 
 

 
 
GGCL’s focus on industrial retail 
and CNG segments is expected to 
result in margin expansion 
 
 
 
 
 
 
 
 
 
 
 
 
 
Using the DCF model, we arrive at a 
target price of Rs 286 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
We recommend a BUY on the stock 
with a potential upside of 23.2% 
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Financial Statements  
 

Exhibit 18: Profit & Loss Statement                                                                                                                          Rs cr 

Particulars CY2007 CY2008 CY2009E CY2010E CY2011E 

Net Sales 1,244.6  1,301.3  1,458.9  1,711.5  2,064.3  

% chg 28.5 4.5 12.1 17.3 20.6 

Total Expenditure 993.3  1,066.0  1,181.2  1,380.6  1,666.6  

% chg 21.2 7.3 10.8 16.9 20.7 

EBIDTA 251.3  235.2  277.7  330.9  397.7  

Margin (%) 20.2 18.1 19.0 19.3 19.3 

Other Income 17.5  41.2  26.6  26.6  41.4  

Depreciation & Amortization 38.4  41.8  46.2  48.0  52.0  

PBT 230.2  234.5  257.9  309.4  386.9  

Margin (%) 18.5 18.0 17.7 18.1 18.7 

Total Tax 76.6  73.0  82.4  102.1  127.7  

(% of PBT) 33.3 31.1 32.0 33.0 33.0 

PAT 153.7  161.5  175.5  207.3  259.3  

% chg 74.3 5.1 8.7 18.1 25.1 

Margin (%) 12.3 12.4 12.0 12.1 12.6 
Source: Company, Parsoli Research 
 

Exhibit 19: Balance Sheet                                                                                                                                           Rs cr 

  CY2007 CY2008 CY2009E CY2010E CY2011E 

SOURCES OF FUNDS           

Equity Share Capital 27.2 27.5 40.3 40.3 40.3 

Reserves & Surplus 560.3 697.1 825.5 980.5 1,187.5 

Net Worth 587.5 724.6 865.8 1,020.8 1,227.8 

Deposit  111.9 127.4 143.4 160.2 177.4 

Deferred Tax Liability 45.3 49.8 53.4 53.4 53.4 

Minority Interest 3.7 4.4 5.3 5.3 5.3 

Capital Employed 748.5 906.3 1,067.9 1,239.6 1,463.8 

APPLICATION OF FUNDS           

Net Block 464.9 481.8 508.3 532.1 552.3 

Capital Work-in-Progress 60.4 81.3 78.6 78.2 79.0 

Capital Inventory 50.6 54.2 54.2 54.2 54.2 

Investments 235.0 354.6 461.6 600.9 781.1 

Current Assets 166.7 203.2 254.8 307.8 407.3 

Current Liabilities 231.1 269.2 289.5 333.5 410.1 

Net Current Assets (64.5) (66.0) (34.8) (25.8) (2.8) 

Misc Expenditure 2.0  0.5  0.0  0.0  0.0  

Capital Deployed 748.5 906.3 1,067.9 1,239.6 1,463.8 
Source: Company, Parsoli Research 
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Exhibit 20: Cash Flow Statement                                                                                                                              Rs cr 

Particulars CY2007 CY2008 CY2009E CY2010E CY2011E 

EBITDA 230.2  234.5  257.9  309.4  386.9  

Depreciation 38.4  41.8  46.2  48.0  52.0  

Change in Working Capital (13.6) 7.4  2.1  14.0  31.6  

Direct taxes paid (75.4) (77.8) (78.9) (102.1) (127.7) 

Cash Flow from Operations 179.7  205.9  227.3  269.2  342.8  

(Inc.)/Dec. in Fixed Assets (71.0) (66.4) (69.6) (71.4) (73.0) 

Free Cash Flow 108.7  139.5  157.7  197.8  269.8  

Inc./(Dec.) in Investments (108.6) (126.0) (107.0) (139.3) (180.3) 

Inc./(Dec.) in Equity 0.0  (0.0) 12.8  0.0  0.0  

Inc./(Dec.) in Deposits 21.9  15.4  16.1  16.7  17.2  

Dividend paid (incl. tax) (20.6) (24.1) (46.3) (52.3) (52.3) 

Cash Flow from Financing (107.3) (134.6) (124.4) (174.8) (215.3) 

Inc./(Dec.) in Cash 1.5  4.9  33.3  23.0  54.5  

Opening Cash balances 16.1  17.5  22.5  55.8  78.8  

Closing Cash balances 17.5  22.5  55.8  78.8  133.3  
Source: Company, Parsoli Research 
 

Exhibit 21: Key Ratios 

Particulars CY2007 CY2008 CY2009E CY2010E CY2011E 

Per Share Data (Rs)           

EPS 12.0  12.6  13.7  16.2  20.2  

Cash EPS 14.9  16.2  17.6  19.9  24.3  

DPS 1.5  1.5  3.0  3.4  3.4  

Book Value 45.8  56.5  67.5  79.6  95.7  

Returns (%)           

ROE 26.2 22.3 20.3 20.3 21.1 

ROCE 28.4 21.3 21.7 22.8 23.6 

Dividend Payout 12.5 11.9 21.9 21.0 16.8 

Valuation Ratios (x)           

P/E 19.4  18.5  17.0  14.4  11.5  

P/Cash EPS 15.6  14.3  13.2  11.7  9.6  

P/BV 5.1  4.1  3.4  2.9  2.4  

EV/EBITDA 11.8  12.6  10.5  8.8  7.2  

EV/Sales 2.4  2.3  2.0  1.7  1.4  
Source: Company, Parsoli Research 
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Disclaimer 
 
This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an 
investment decision. Nothing in this document should be construed as investment or financial advice, and nothing in this 
document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred 
to in this document. Each recipient of this document should make such investigations as it deems necessary to arrive at 
an independent evaluation of an investment in the securities of companies referred to in this document (including the 
merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. 
The investment discussed or views expressed may not be suitable for all investors.  
 
Parsoli Corporation Limited has not independently verified all the information given in this document. Accordingly, no 
representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of the information 
and opinions contained in this document. This information is subject to change without any prior notice. The Company 
reserves the right to make modifications and alternations to this statement as may be required from time to time without 
any prior approval or notification. Parsoli Corporation Limited, its affiliates, their directors and the employees may from 
time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities 
mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit 
investment banking or other business from, any company referred to in this report. Each of these entities functions as 
separate, distinct and independent of each other. The recipient should take this into account before interpreting the 
document. 
 
This report has been prepared on the basis of information, which is already available in publicly accessible media or 
developed through analysis of Parsoli Corporation Limited. The views expressed are those of the analyst and the 
Company may or may not subscribe to all the views expressed therein. This document is being supplied to you solely for 
your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or 
published, copied, in whole or in part, for any purpose.  
 
Neither the Company, nor its directors, employees, agents nor representatives shall be liable for any damages whether 
direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in 
connection with the use of the information. 
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