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GAIL launches incubation
cell to nurture
entrepreneurial skills

GAIL launches first of its
kind incubation cell to nur-
ture entrepreneurial skills
of spouses of employees
"GAIL Abha" will be afive lay-
ered program spread over 30
weeks

In auniqueattempt tonur-
ture the entrepreneurial skills
of spouses of its employees,
GAIL {India) Limited today
launched an incubation cell
which s first ofits kind in the
industry to educate them
about the start-up environ-
ment and provide mentor-
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ship, training and assistance
with the necessary tools to
begin their own ventures
.Christened 'GAIL Abha', the
initiative was launchedtoday,
a day ahead of Internation-
al Women's Day, by Smt.
Shakun Gupta, the first lady
of GAIL and Shri Sandeep
Kumar Gupta, Chairman &
Managing Director, GAILIn
presence of Shri R K Jain,
Director (Finance), Shri Deep-
ak Gupta, Director (Projects),
Shri Ayush Gupta, Director

(HR) and their spouses.
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Full energy yet to be tapped

NATURAL GAS. Three reasons why the stock of Mahanagar Gas is a good option

Nalinakanthi V
bl. research bureau

Investors with a two-to-three-
year horizon can consider accu-
mulating the stock of Maha-
rashtra-based natural gas distri-
bution company Mahanagar Gas
(MGL). Promoted by GAIL and
Government of Maharashtra,
MGL caters to the piped natural
gas (domesticand industrial) and
compressed natural gas (auto)
needs of Mumbai Metropolitan
Regionand adjoiningareas.

The company is also expand-
ing its presence in Maharashtra
and also foraying into neighbour-
ing States such as Karnataka
through the acquisition of Uni-
son Enviro Private Limited
(UEPL), which will help the com-
pany sustain growth over the me-
dium-term. Also, the Kirit Parikh
report to review the natural gas
price hike decision, if accepted by
the Government, will augur well
for MGL's profits. At the current
price of 985, the stock trades at
14.9 times its trailing twelve-
month earnings.

KEYPOSITIVES

We believe MGL to be a good in-
vestment option to consider for
investors with a moderate risk
appetite for three reasons.

First, the company — which
has a strong foothold in the
Mumbai metropolitan area — is
now expanding its geographical
area. MGL currently caters to 2.1
million households through its
piped natural gas (PNG) infra-
structure. Likewise, its PNG
business supports over 4,106
small commercial ~establish-
ments and over 382 industrial
customers that use gas as feed-
stock or fuel. In the compressed
natural gas (CNG) segment, the
company fuels over 0.91 million
vehicles. The company also sup-
pliesto over 301 filling stations.

MGL has three geographical
areas (GAs) in Mumbai, Thane
Urban and Raigad. The acquisi-
tion of Unison for ¥531 crore will
help the company add additional
GAs - Ratnagiri, Latur and Os-
manabad (Maharashtra) and
Chitradurga and Davanagare
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(Karnataka). Unison had revenue
of approximately 90 crore in
FY22. With about 72 CNG sta-
tions to be added, the acquisition
is expected to help the company’s
growthinthe medium-term. Fur-
ther, with net cash in the books of
%200 crore and hence no leverage
concerns, MGL is well-posi-
tioned to capitalise on opportun-
ities for consolidation in the
CGD (city gas distribution)
space. This has been the first ac-
quisition by the company, and
there is expectation that MGL
will continue to pursue inorganic
growth opportunities going for-
ward, too.

Second, with the unpreceden-

ted increase in global energy
prices in 2022, thanks to the Rus-
sia-Ukraine crisis, the Govern-
ment had to increase the do-
mestic gas prices in line with the
global trend. Increase in admin-
istered price mechanism (APM)
gas price beginning March 2022,
from $2.9 per mmBtu to $6.1 res-
ulted in a moderation in profitab-
ility in 2022-23. From 43 per cent
in FY21, the operating profit
margin moderated to 17 per cent
for the nine-month period
December 2022. In addition to
higher costs, companies could
not pass on the input cost in-
creases fully to end customers,
due to inflationary pressure.

@ ACCUMULATE
MGL ¥985.45

WHY

o Expanding its
geographical area

© Margins bottoming out

o Strong balance sheet

However, with three price hikes
taken in April, October, and
November 2022, the company is
better positioned to sustain prof-
itability going forward. From ¥65
a kg in March 2022, the price of
CNG increased to ¥72 in April
and further to¥86in Octoberand
¥89.5 in November last year. The
full benefit of price increases
should start flowing in January-
March 2023 quarter.

Further, the Kirit Parikh com-
mittee recommendation, tabled
in 2022, has recommended price
cap on APM gas, which is sup-
plied to CGD players such as
MGL. If this happens, it will help
MGL’s margins further. While
the market has already factored
in higher APM gas prices and res-
ultant margin decline, any posit-
ive development on Kirit Parekh
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report will be incrementally pos-
itive for the company’s profitabil-
ity and also stock price.

Third, the company’s strong
balance sheet with no debt and
healthy return ratios of about 20
per cent — return on equity and
return on capital employed is
also a positive. This offers suffi-
cient legroom for the company to
grow inorganically. This can be
an added growth kicker. The
company is a consistent dividend
payer, with the current yield at
around 2.5 per cent. On the valu-
ation front, too, the stock looks
interesting at current levels,
trading at 14.9 times its trailing
12-month earnings. Given that
the stock has gained almost 18
per centona YTD basis, investors
can use any dips to accumulate
the stock.

In the April-December 2022
period, MGL managed to grow
revenue by 90 per cent, thanks to
the price increases. However, its
operating profit rose at a slower
pace of 12 per cent on higher
costs - APM gas prices. This led
to a moderation in the operating
profit margin from 29 per cent in
9MFY22 to 17 per cent in
9MFY23. However, now with the
next round of price increases in
November 2022, the margins
should stabilise from here and
gradually improve.

PAIN POINTS

While we do not foresee any sig-
nificant increase in APM gas
prices in the near term, any unex-
pected increase in gas prices can
further risk MGLs profitability.
Also, the volume growth in CNG
has beena tepid 3-5 per cent with
conversions also growing at
single digit levels; higher prices
can also narrow the spread
between petrol, diesel and CNG
and may not support conversion
to CNG, thereby impacting
volume growth. However, this
can be mitigated by the strong de-
mand in the piped gas segment.
While we do not foresee any
near-term impact due to electric
vehicles, the medium- to long-
term prospects of CNG may be
contingent on the penetration of
EV in India. That said, we do not
see any major risk to the existing
business of MGL.



