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Oil & Gas: RasGas resolution priced in

Sector Update

India and RasGas (Qatar) have renegotiated LNG supply deal. Key
highlights: (a) imported LNG prices to fall to USD 6-7/mnbtu vs.
USD 12-13/mnbtu currently (FoB), (b) RasGas has agreed to waive off 120 Sensex
take-or-pay liabilities of USD 1.5 bn on PING/GAIL/IOC/BPCL, and 116 ——BSE Oil & Gas Index
(c) PLNG to import additional 1 mntpa of LNG (7.5 mntpa currently).

Relative performance

100
Positives priced in: Lower gas cost will make GAIL's petchem expansion

profitable (33% YoY growth in FY17 EPS) and remove concerns of huge 90 -
take-or-pay liability on PLNG. Upgrade GAIL, PLNG to HOLD. However,
post recent run-up (up 8-10% in one month), CMP implies P/E of 13x for
GAlL's core business and Kochi terminal utilization at 40% for PLNG in
FY20, which we find too optimistic.
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Prefer GSPL in the gas space: given shortterm benefits (higher tariffs,
transportation volumes) and longterm benefits from increasing gas
supplies (Dahej LNG terminal expansion, Mundra/Pipapav terminals).

GAIL: Lower raw material costs for petchem, higher trading/transmission volumes

Lower gas cost will make GAIL's Pata expansion profitable vs. expected losses in FY17. Also, gas may regain its
competitiveness vs. liquid fuels (fuel oil, naphtha etc), which may prop industrial demand and benefit GAIL’s trading/
transmission volumes. We increase our FY16-17 EPS estimates by 7-9% and TP to Rs 380 (Rs 310 earlier), and upgrade
GAIL to HOLD. However, CMP at Rs 375 implies FY17 P/E of 13x, which is expensive given uncertain trading income
and weak RoCE (6-8%). Upside to RoCE will be limited due to regulated earnings on its core pipeline business.

PLNG: No take-or-pay liability

We were negative on PLNG due to (a) possible take-or-pay liability of USD 1.5 bn due to default on RasGas contract and
(b) 50% cut in regas fariffs on LNG supplied to stranded power plants. Waive-off of take-or-pay liability has reduced a
huge risk on PLNG's balance sheet. We increase our TP to Rs 250 (Rs 200 earlier) and upgrade PLNG to HOLD.
However, cut in regas tariff is still a material concern. PLNG trades at 12x FY20 EPS of Rs 32 (discounted to March '16),
assuming (a) Kochi terminal utilization at 40%, (b) nil cut in regasification margin, (c) marketing margins of Rs 15/mnbtu.

City Gas Distribution: Significant cost savings

IGL and Gujarat Gas consume 0.44 and 0.9 mmscmd of RasGas’ LNG respectively. Volume growth and margins were
negatively impacted as they were unable to pass on higher gas costs to industrial consumers. Lower gas costs can improve
EPS of IGL and Gujarat Gas by Rs 10 and Rs 17. However, we expect CGD companies to pass on part of this benefit to
consumers through price cuts which may dilute EPS gains. Lower gas prices will also boost industrial demand and be
accretive to profitability of CGD companies.

Exhibit 1: Valuation summary

TP Upside Rating EPS (Rs) PE (x) P/BV (x) RoCE (%)

(Rs) (%) FY16E FY17E FY16E FY17E FY16E FY17E FY16E FYI17E
GAIL 375 380 1% HOLD 18 23 21.4 16.1 1.6 1.5 6 8
GSPL 136 160 17% BUY 8 10 16.1 13.6 1.9 1.7 16 17
IGL 529 580 10% HOLD 32 34 16.6 157 3.0 2.6 24 23
PLNG 255 250 -2% HOLD 13 14 19.1 18.8 3.0 2.6 15 15

Source: Companies, Axis Capital CMP as on 31 Dec, 2015
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Exhibit 2: GAIL: Changes in estimates

FY16E FY17E FY16E FY17E FY16E FY17E
EPS 16 21 18 23 7% 9%

Source: Axis Capital

Exhibit 3: GAIL = Implied P/E at 13x not cheap

CMP 375
Less: Value of investments 67
CMP (core business) 308
EPS (FY17) 23
P/E (implied) 13x

Source: Axis Capital

Exhibit 4: Benefit to IGL and Gujarat Gas due to lower gas costs

Contracted Ras gas volumes 0.4 0.9

FoB gas prices

Current Ras gas price 12.3 12.3 :

Ras gas price, FoB # 7.9 7.9 IGL and GGAS may have '}
Landed final consumer gas price to pas -on significant chunk |
Current Ras gas price 16.6 15.5 of lower gas costs to

Ras gas price, FoB # 11.3 105 i\, consumers

Savings in gas cost 53 4.4 :

Lower cost of gas (Rs mn) 2,034 3,467

Post tax benefit{ Rs mn) 1,363 2,323

Post tax benefit{ Rs/sh) 9.7 16.9

Source: Company, Axis Capital; # 12.7% linkage to JCC crude oil, 3 month trailing crude price

Exhibit 5: PLNG — FY20 earnings under normal business conditions

FY16E FY20E
Dahej terminal -
Volumes (mntn) 11.3 15.8 h %
- Llong term & tolling 9.5 14.8 Dahej capacity expansion | &
- Spot volumes 1.8 1.0 and higher volumes
Tariffs (Rs/ mnbtu)
- Regasification margins 41 48
- Marketing margins (2) 15
Gross profit (Rs mn)
- Regasification income 23,613 38,337
- Marketing income (182) 765
- Gross profit - Dahej (A) 23,431 39,102
Kochi ferminal s g
Volumes (mntn) 0.1 2.0 Kochi ufilization
Tariffs - total (Rs/ mnbtu) 63 80 expected at 40%
Gross profit - Kochi (B) 324 7,074
Total gross profit, Rs mn (A+B) 23,756 46,176
Less: Internal consumption 2,554 7,525
Reported gross profit 21,202 38,652

Source: Company, Axis Capital
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Exhibit 6: PLNG — FY20 EPS can reach Rs 32/sh

{Rs mn) FY16E FY20E
Gross profit 21,202 38,652
Operating expenses 4,423 8,626
EBITDA 16,779 30,026
Depreciation 3,251 4,302
Other income 1,406 9,077
EBIT 14,934 34,801
Interest 2,569 2,445
PBT 12,365 32,356
Tax 3,091 8,089
PAT 9,273 24,267
EPS (Rs/sh) 12.4 324

Source: Company, Axis Capital

Exhibit 7: PLNG: CMP implies optimistic assumptions

FY20E EPS 324
P/E (3-yr fwd) 12.0
Fair value (Mar '19) 388
Discount rate 15%
Fair value (Mar '16) 255

Source: Company, Axis Capital
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Disclosures:

1. Business Activity:

Axis Securities Limited (ASL) is engaged in the business of providing Retail broking services & distribution of various financial products. ASL is also registered
with SEBI as Research Analyst under SEBI regn.no.INH000000297

2. Disciplinary History:
There has been no instance of any Disciplinary action, penalty/stricture etc. levied/passed by any regulators/administrative agencies against ASL and its
Directors. Pursuant to SEBI inspection of books and records of ASL as a Stock Broker, SEBI has issued an Administrative warning to ASL in 2014.

3. Terms & Conditions of issuance of Research Report:

The Research report is issued to the registered clients. The Research Report is based on the facts, figures and information that are considered true, correct, reliable
and accurate. The information is obtained from publicly available media or other sources believed to be reliable. The report is prepared solely for informational
purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments for the clients.

4. Details of Associates:

ASL is a 100% subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company. The following are the SEBI Registration Nos.

Particulars

Merchant Banking (Category 1)

Bankers to the Issue

Debenture Trustee
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Clearing Member (MCX-SX — Futures & Option)
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Clearing Member (BSE - Future & Options)

Trading Clearing Member (NSE — Currency Futures)
Trading Clearing Member (MCX — Currency Futures
Trading Clearing Member (BSE — Currency Futures)
Trading Clearing Member (USE — Currency Futures)

Portfolio Manager

Other Associates are as follows:

Sr.

No Name of the Associates Particulars

Axis Infrastructure Fund. It is registered with SEBI as a Domestic Venture Capital Fund

! Axls Private Equity Limited under SEBI (Venture Capital Funds) Regulations 1996.

It is registered with SEBI as a Debenture Trustee under Securities and Exchange Board of India
(Debenture Trustees) Rules, 1993.

2 Axis Trustee Services Ltd

3 Axis Asset Management Company Limited Portfolio Management Services

Axis Mutual Fund Trustee Limited- It is registered with SEBI as a Mutual Fund

4 and is Investment Manager to Axis Mutual Fund. It is registered with SEBI as a Mutual Fund and is Investment Manager to Axis Mutual Fund.
BSE - Stock Broking (Cash Segment)
BSE - Stock Broking (Derivatives Segment)
NSE - Stock Broking (Equity Segment)
Axis. Capita'l Limited - .It is' engag.ed in the business of prO\'/iding' sto.ck b'roking NSE - Stock Broking (Future & Options)
5 services mainly to Institutional clients and HNIs and also into distribution of

financial products. It is also a SEBI registered entity. NSE - Stock Broking (Currency Derivatives)

BSE - Stock Broking (Wholesale Debt Market)
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5. Disclosures with regard to ownership and material conflicts of interest:

Sr. No.  Disclosures Yes/No Details, if applicable

ASL or its research analyst, his/her associate or relative has any direct or indirect financial interest in the subject company and the
1 nature of such financial interest. No

ASL or its associates, research analyst, his/her relatives have actual/beneficial ownership of one per cent or more securities of the
2 subject company, at the end of the month immediately preceding the date of publication of the research report. No

ASL or its Research analyst, his/her associate or relative, has any other material conflict of interest at the time of publication of the

No
research report.

6. Disclosures with regard to receipt of compensation:

Sr. No. Disclosures Yes/No Details if applicable

ASL or its associates have received any compensation from the subject

. Axis Bank is a scheduled commercial bank offering banking services to various
1 company in the past twelve months. NA

companies and receiving fee etc.

ASL or its associates have managed or co-managed public offering of

Axis Capital Ltd., h: d - d public offeri f ities f
2 securities for the subject company in the past twelve months. NA s Lapita a8 managed or co-managed public otiering o securities for

various companies in the past twelve months

ASL or its associates have received any compensation for products or

services other than investment banking or merchant banking or brokerage Axis Bank is a scheduled commercial bank offering banking services to various

3 NA
services from the subject company in the past twelve months. companies and receiving fee etc.
ASL or its associates have received any compensation for investment Axis Capital Ltd., has provided investment banking or merchant banking or
4 banking or merchant banking or brokerage services from subject company NA brokerage services to various companies and received compensation in the past
in the past twelve months. twelve months from such companies.
ASL or its associates have received any compensation or other benefits
5 from the subject company or third party in connection with the research No
report.
7. Other Disclosures:
Sr. No.  Disclosures Yes/No Details, if applicable
1 The research analyst has served as an officer, director or employee of the subject company. No
2 ASL or its research analyst has been engaged in market making activity for the subject company. No
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Disclaimer:

The views expressed / recommendations made in this report are based on fundamental research and other inputs and could be at variance
with the company’s / group’s views based on technical analysis. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any
other person or to the media or reproduced in any form, without prior written consent of Axis Securities Limited (ASL). The information
and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to
be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made
as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This report and
information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to
buy or sell or subscribe for securities or other financial instruments. Nothing in this report constitutes investment, legal, accounting and tax
advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities and
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investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in
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investment. Certain transactions, including those involving futures, options and other derivatives as well as non-investment grade
securities involve substantial risk and are not suitable for all investors. 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. The Disclosures of Interest Statement
incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views
expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make
modifications and alternations to this document as may be required from time to time without any prior notice. ASL, its affiliates, their
directors and the employees may from time to time, effect or have effected on own account transaction in, or deal as principal or agent in
or for the securities mentioned in this document. This report has been prepared on the basis of information that is already available in
publicly accessible media or developed through analysis of ASL. The views expressed are those of the analyst and the Company may or
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functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting this
document. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan
or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. If
this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to
the attention of the sender. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be
contrary to law, regulation or which would subject ASL to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Foreign currencies denominated
securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the
income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies
effectively assume currency risk. Neither ASL, not its directors, employees, agents or 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 contained in this report. ASL, 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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directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. This
document/information is not meant, directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of
or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would not be in
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registration or licensing requirements within such jurisdiction. The securities described herein may or may not be eligible for sale in all
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