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Morning Insight 

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client Group. The 
views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional Equities Research Group 
of Kotak Securities Limited. 

  

News Highlights 
 Days before the game changer Goods and Services Tax (GST) 

completes one year, the government said natural gas and jet fuel 
(ATF) are 'natural' and 'easier' candidates for inclusion in the 
indirect tax regime. (ET) 

 The government will be required to sell stake worth over Rs 269.8 
billion in less than two months in order to meet a regulatory 
deadline for minimum public shareholding. The Securities and 
Exchange Board of India (Sebi) had granted an extension last year 
for listed public sector companies to meet the 25 per cent public 
shareholding rule. (BS) 

 Frauds in the Indian banking system are on the rise, with public 
sector banks (PSBs) being the favourite hunting ground for 
scamsters, observed the Reserve Bank of India’s (RBI’s) financial 
stability report (FSR). (BS) 

 Regulator Sebi ordered a little-known entity, Vishvapradhan 
Commercial, to make an open offer for NDTV Ltd for indirectly 
acquiring control of up to 52 per cent stake through a convertible 
loan of Rs 3.5bn in 2009 'sourced' from a subsidiary of Reliance 
Industries Ltd. (ET) 

 Japan’s NEC Corp. and a large global private equity fund are in 
initial talks to acquire a controlling stake in Mindtree Ltd from its 
founders, two people directly aware of the development said. 
Mindtree’s promoters own 13.35% stake valued at Rs 20.87 bn at 
current stock price. (Mint) 

 Idea Cellular’s shareholders have approved changing the name 
of the No 3 carrier to Vodafone Idea. They also approved raising 
Rs 150 bn via non-convertible securities, which may be used for 
paring debt of the combined entity. (ET) 

 The Life Insurance Corporation of India (LIC) may acquire about 
30 per cent additional stake in IDBI Bank primarily through the 
issuance of fresh equity shares by the beleaguered bank (ET) 

 Private sector Lakshmi Vilas Bank said it will issue up to 150 mn 
equity shares or use instruments convertible into equities such as 
qualified institutions placement, American depository receipts, 
global depository receipts or foreign currency convertible bonds 
as it looks to raise about Rs 15 bn. (ET) 

 Shriram Transport Finance said it will raise up to Rs 50 bn 
through a public issue of bonds to augment its business growth 
(ET) 

What’s Inside 
 Company Update: Mahanagar Gas Ltd 

Source: ET = Economic Times, BS = Business Standard, FE = Financial Express, IE = 
Indian Express, BL = Business Line, ToI: Times of India, BSE = Bombay Stock Exchange, 
MC = Moneycontrol 

 

Equity
26-Jun 1 Day 1 Mth 3 Mths

Indian Indices 
SENSEX Index 35,490 0.1      1.6      7.3      
NIFTY Index 10,769 0.1      1.5      6.3      
NSEBANK Index 26,602 (0.0)     1.2      9.7      
NIFTY 500 Index 9,232 (0.0)     0.2      3.6      
CNXMcap Index 18,460 (0.2)     (1.7)     (1.4)     
BSESMCAP Index 16,296 (0.6)     (5.0)     (3.7)     

World Indices
Dow Jones 24,283 0.1      (1.9)     1.8      
Nasdaq 7,562 0.4      1.7      7.9      
FTSE 7,538 0.4      (2.5)     7.7      
NIKKEI 22,342 0.0      (0.9)     4.4      
Hangseng 22,342 0.0      (0.9)     4.4      
Shanghai 28,881 (0.3)     (6.0)     (6.6)     

Value traded (Rs cr)
Cash BSE 27.7    
Cash NSE 6.6      
Derivatives 23.1    

Net inflows (Rs cr) 25-Jun MTD YTD
FII 320 (3,284) (5,546)
Mutual Fund 616 5,798 65,170

Nifty Gainers & Losers Price Chg Vol
26-Jun (Rs) (%) (mn)

Gainers
Grasim Industries 1,037  3.0      0.8      
Coal India 265     2.4      10.5    
Ultratech Cement 3,840  2.4      0.6      

Losers
Tata Motors 277     (4.3)     30.7    
Reliance Ind 979     (2.5)     8.1      
Cipla 600     (2.0)     2.3      

Advances / Declines (BSE)
26-Jun A B T Total  % total
Advances 144   272     38       454     100     
Declines 246   763     96       1,105  243     
Unchanged 1      23       12       36       8        

Commodity
26-Jun 1 Day 1 Mth 3 Mths

Crude (US$/BBL) 76.6    0.3      0.1      9.2      
Gold   (US$/OZ) 1,259  (0.5)     (3.5)     (6.7)     
Silver  (US$/OZ) 16.3    (0.2)     (1.7)     (1.8)     

Debt / forex market 26-Jun 1 Day 1 Mth 3 Mths
10 yr G-Sec yield % 7.8      7.8      7.8      7.6      
Re/US$ 68.3    68.1    67.4    64.9    

Nifty

Source: Bloomberg
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MAHANAGAR GAS LTD 
PRICE RS.828 TARGET RS.948 BUY 
On a growth curve: MGL’s stock price has seen 35% correction during the 
last eight months due to ongoing concerns of rupee depreciation, hike in 
domestic gas price, stake sale by BG Asia Pacific Holdings Pte Limited (one of 
the promoters) and uncertainty regarding price hike to pass on the burden of 
higher raw material cost. The Company has already taken gas price hike which 
reflects its pricing power and recent correction in the stock price makes the 
valuation attractive, we opine. 

Key Highlights 

 Strong basics: Our positive bias towards MGL is supported by a combination 
of factors such as monopoly status, favorable government policies, and 
sustainable long term growth potential. 

 Driving towards sustainability: With the recent price hike undertaken, we 
expect Q1FY19 operating margins/earnings to be better. Further, margin 
improvement will also be supported by industrial & commercial segment and 
lower Opex in H1FY19. 

 Favorable cost economics vs liquid fuel: Despite, the recent gas price hike 
of CNG by 4.4% (Rs1.95/kg) to Rs. 46.17 and PNG by 1.4% (Rs. 0.38/scm) to 
Rs. 27.25/scm, CNG is still priced 45% discount to diesel and 60% discount to 
petrol which makes it attractive for end-users.  

 Leaps and bounds: Currently, natural gas penetration is just 30% in 
Maharashtra, reflecting huge growth potential. MGL has indicated plans to bid 
for 20 city gas distribution (CGD) license areas. We are optimistic that MGL will 
win large deals in the ongoing city gas bidding which will improve its future 
growth prospects. Hence, future earnings will be supported by both existing 
and new CGD areas.  

 Volume growth: We expect improvement in gas volumes on the back 1). 
addition of new three wheelers which will increase CNG consumption, 2). 
geographical expansion to Raigad and Karjat and 3). Government’s push for 
PNG’s domestic connections will support PNG volumes.  

 Key triggers-Natural gas under GST: Government has indicated that it 
intends to bring natural gas under the ambit of GST which will be positive for 
the sector and also for MGL, we opine. Currently, the taxes on CNG in 
Maharashtra is roughly around 29% (i.e. 14% excise duty and 13.5% 
Maharashtra VAT). With GST, we expect the rates to be lower which will 
support volume growth, we opine. 

Valuation & outlook 

We believe there exists a meaningful growth potential for MGL due to anticipated 
growth in the number of CNG operated vehicles considering cost effectiveness of 
CNG as a fuel, potential growth in the number of households in the areas of 
operation and gas supply to consumers in the Raigad district. We expect an EPS 
of Rs.51.6 for FY19E and an EPS of Rs.53.5 for FY20E (earlier Rs. 53.2). Based on 
our estimates, at CMP is trading at 7.7x EV/EBIDTA and 15.5x P/E on FY20E 
earnings. We maintain BUY on MGL with an unchanged DCF based price target of 
Rs.948.  

 

 
Financial Summary 

Y/E Mar (Rs mn) FY18 FY19E FY20E 

Revenue 22,177 24,725 26,128 

Growth (%) 9.8% 11.5% 5.7% 

EBITDA 7,801 8,328 8,762 

EBITDA margin (%)  35.2   33.7   33.5  

PAT 4,779 5,094 5,287 

EPS 48.4 51.6 53.5 

EPS Growth (%) 21% 7% 4% 

BV (Rs/share) 212 240 268 

Dividend/share (Rs)  19.0   20.0   21.1  

ROE (%) 24.3 22.8 21.1 

ROCE (%) 39.6 37.3 34.9 

P/E (x) 17.1 16.1 15.5 

EV/EBITDA (x) 9.4 8.6 8.0 

P/BV (x) 3.9 3.5 3.1 

Source: Kotak Securities - PCG; Company 

 

 
 

 
 

 

 

 

 
 

 

 

 

 

Market cap (Rs mn) : 81808

52-wk Hi/Lo (Rs) : 1378 / 772

Face Value (Rs) : 10

3M Avg. daily vol : 669,156

Shares o/s (m) : 99

Source: Bloomberg

Company Update

Stock Details

(%) Mar-18 Dec-17 Sep-17

Promoters 65.0 65.0 65.0

FII 9.7 9.4 10.0

DII 5.6 6.2 6.6

Others 9.8 19.4 18.4

Source: Company

(%) 1M 3M 6M

Mahanagar Gas 4.7       (14.6)   (25.7)   

Nifty 1.5 6.3      2.3

Source: Bloomberg

Shareholding Pattern  (%)

Price Performance (%)

Source: Bloomberg
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Sumit Pokharna 

sumit.pokharna@kotak.com

+91 22 6218 6438
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Key Arguments  

Our positive bias towards MGL is supported by a combination of factors such as 
monopoly status, favorable government policies, and sustainable long term 
growth potential. 

Stock price performance:  

 

Source: Bloomberg 

35% share price correction during the last eight months due to ongoing concerns 
of rupee depreciation, hike in domestic gas price, stake sale by BG Asia Pacific 
Holdings Pte Limited (one of the promoters) and uncertainty regarding price hike 
to pass on the burden of higher raw material cost. The Company has already took 
gas price hike which reflects its pricing power. Recent correction in the stock price 
makes the valuation attractive, we opine.  

Favorable cost economics vs liquid fuel 

Despite, the recent gas price hike of CNG by 4.4% (Rs1.95/kg) to Rs. 46.17 and 
PNG by 1.4% (Rs. 0.38/scm) to Rs. 27.25/scm, CNG is still priced 45% discount to 
diesel and 60% discount to petrol which makes it attractive for end-users. 

Cost-benefit analysis of natural gas over alternative fuels 

Fuel  CNG Diesel Petrol 
 Unit Kg ltrs ltrs 

Fuel Cost -Mumbai Rs/unit 46.2 71.5 83.1 

Mileage Kms/unit 21.0 18.0 15.0 

Fuel Operating Cost Rs/Km 2.20 3.97 5.54 

% compared to petrol  60% - - 

% compared to Diesel  45% - - 

Average Vehicle running per day Kms/day 50 50 50 

Operating cost Rs/day 109.9 198.7 277.1 

Savings per day v/s CNG Rs/day  88.7 167.1 

No. of days in a year Days/year  360 360 

Annual Savings  Rs.  31,946 60,170 

Cost of conversion kit Rs  35,000 35,000 

Pay-back period Months  13 7 

Break-even Kms  19,721 10,470 

Source: Kotak Securities - Private Client Research. Note: Diesel is 0.05% sulphur 
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Key triggers-Natural gas under GST 

Government has indicated that it intends to bring natural gas under the ambit of 
GST which will be positive for the sector and also for MGL, we opine. Currently, 
the taxes on CNG in Maharashtra is roughly around 29% (i.e. 14% excise duty and 
13.5% Maharashtra VAT). With GST, we expect the rates to be lower which will 
support volume growth, we opine.  

Further, the company has indicated that with the natural gas outside the purview 
of GST (currently) it is unable to take credit of the GST paid on capital goods and 
few other services (material in nature). Once it is brought under the preview, it will 
be able to take the benefit. 

Government considering nationwide ban on use of pet coke 

Government is considering a nationwide ban on the use of pet coke by various 
industries and a decision is likely to be taken soon. If implemented then it will be 
positive for MGL as it will boost industrial gas sales volume.   

Sector performance during the last six months 

During the last six months, RIL is the only stock which has given positive return. 
Among CGD companies, MGL has fallen (~26%) and IGL has corrected 22% during 
the same period. 

Oil and Gas Sector price performance (%) 

 

Source: Bloomberg 

Recommend Buy 

We believe there exists a meaningful growth potential for MGL due to anticipated 
growth in the number of CNG operated vehicles considering cost effectiveness of 
CNG as a fuel, potential growth in the number of households in the areas of 
operation and gas supply to consumers in the Raigad district. We expect an EPS 
of Rs.51.6 for FY19E and an EPS of Rs.53.5 for FY20E (earlier Rs. 53.2). Based on 
our estimates, at CMP is trading at 7.7x EV/EBIDTA and 15.5x P/E on FY20E 
earnings. We maintain BUY on MGL with an unchanged DCF based price target of 
Rs.948.  

  

6 4 3 

(8) (9)
(13) (14)

(18) (19) (19) (21) (22)
(26) (27) (30) (31)

(42)(50)

(40)

(30)

(20)

(10)

0

10

R
IL

SE
N

SE
X

N
IF

TY

O
IL

 In
di

a

G
A

IL

BS
EO

IL
 In

d
ex

IO
C

L

O
N

G
C

PL
N

G

G
U

JS

BP
C

L

IG
L

M
G

L

H
PC

L

C
PC

L

M
R

PL

A
BA

N



 

Kotak Securities – Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation  5 

JUNE 27, 2018 

Key Risk and Concerns: 
 In CNG - majority of outlets are owned and operated by OMC's in which 

company shares Rs.2.74/kg margins to OMC's 

 Any meaningful slowdown in CNG conversion can impact the earnings 

 In PNG - cheaper availability of alternative fuels in industrial/commercial 
segment can affect the margin and volume growth. 

 

Company Background 

Mahanagar Gas Ltd (MGL) was incorporated on 8th May 1995 with the objective 
of supplying natural gas as compressed natural gas (CNG) and piped natural gas 
(PNG) in Mumbai and the adjoining areas. MGL is a joint venture between GAIL 
(India) Ltd and BG Group, UK. Recently, Royal Dutch Shell acquired BG group plc. 
Hence, Shell has become the ultimate holding company of all the BG Group 
companies, including that of BG Asia Pacific Holdings Pte. Limited (BGAPH). MGL’s 
IPO came in June’16 and was entirely an offer for sale of 24.7 mn shares (25% 
stake) by the promoters GAIL and BG Asia Pacific Holdings PTE Ltd (12.3 mn shares 
each). 
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Financials: Consolidated 
 

  
Profit and Loss Statement (Rs mn)    

(Year-end March) FY17 FY18 FY19E FY20E 

Revenues 20,198 22,177 24,725 26,128 
% change YoY  (2.2) 9.8 11.5 5.7 
EBITDA 6,441 7,801 8,328 8,762 
% change YoY 22.3 21.1 6.7 5.2 
Other Income 527 577 593 609 

Depreciation  951 1,112 1,203 1,361 
EBIT 6,017 7,266 7,717 8,010 
% change YoY  20.8 6.2 3.8 
Net interest 10 1 1 1 
Profit before tax 6,006 7,265 7,717 8,009 
% change YoY 28.2 21.0 6.2 3.8 
Tax 2,072 2,486 2,623 2,722 
as % of PBT 34.5 34.2 34.0 34.0 
Profit after tax 3,934 4,779 5,094 5,287 
Minority interest - - - - 
Share of profit of associates - - - - 
Net income 3,934 4,779 5,094 5,287 
% change YoY 27.5 21.5 6.6 3.8 
Shares outstanding (m) 99 99 99 99 
EPS (reported) (Rs) 39.8 48.4 51.6 53.5 
CEPS  (Rs) 49.5 59.6 63.7 67.3 
DPS (Rs) 19.0 19.0 20.0 21.1 

Source: Company, Kotak Securities – Private Client Research 
    

Cash flow Statement    

(Year-end March) FY17 FY18 FY19E FY20E 

EBIT  6,017   7,266   7,717   8,010  
Depreciation  951   1,112   1,203   1,361  
Change in working capital  467   907   596   658  
Chgs in other net current assets  -     -     -     -    
Operating cash flow  7,435   9,285   9,517   10,029  
Interest  (10)  (1)  (1)  (1) 
Tax  (2,072)  (2,486)  (2,623)  (2,722) 
Cash flow from operations  5,352   6,798   6,893   7,306  
Capex  (2,229)  (2,835)  (3,003)  (3,506) 
(Inc)/dec in investments  (785)  (2,210)  -     -    
Cash flow from investments (3,014)  (5,045)  (3,003)  (3,506) 
Proceeds from issue of equity  1,450   33   -     -    
Increase/(decrease) in debt  (17)  (6)  (21)  -    
Proceeds from share premium  -     -     -     -    
Dividends  (4,011)  (2,342)  (2,430)  (2,442) 
Cash flow from financing  (2,578)  (2,315)  (2,451)  (2,442) 
Opening cash  1,721   1,481   919   2,358  
Closing cash  1,481   919   2,358   3,715 

Source: Company, Kotak Securities – Private Client Research 
 
    

Balance sheet (Rs mn)     

(Year-end March) FY17 FY18 FY19E FY20E 

Cash and cash equivalents 1,481 919 2,358 3,715 
Accounts receivable 949 916 1,021 1,079 
Inventories 238 240 240 254 
Loans and Adv & Others 1,745 2,266 2,266 2,266 
Current assets 4,413 4,340 5,885 7,314 

Misc exp. - - - - 
LT investments 4,667 6,877 6,877 6,877 
Net fixed assets 17,163 18,886 20,686 22,831 
Total assets 26,243 30,102 33,447 37,021 
     
Payables 1,490 1,100 1,212 1,261 
Others 4,127 5,688 5,934 6,271 
Current liabilities 5,616 6,789 7,146 7,531 
Provisions 823 591 593 627 
     
LT debt 27 21 - - 
Min. int and def tax liabilities 1,376 1,748 2,039 2,351 
Equity 988 988 988 988 
Reserves 17,413 19,966 22,681 25,525 
Total liabilities 26,243 30,102 33,447 37,021 
 
BVPS (Rs) 186 212 240 268 

Source: Company, Kotak Securities – Private Client Research 
    

Ratio Analysis    

(Year-end March) FY17 FY18 FY19E FY20E 

EBITDA margin (%)  31.9   35.2   33.7   33.5  
EBIT margin (%)  29.8   32.8   31.2   30.7  
Net profit margin (%)  19.5   21.5   20.6   20.2  
     
Receivables (days)  17.2   15.1   15.1   15.1  
Inventory (days)  4.3   4.0   3.6   3.6  
Sales/gross assets(x)  3.6   3.3   2.9   2.7  
Interest coverage (x)  NM   NM   NM   NM  
     
Debt/equity ratio(x) - -  -     -    
     
ROE (%)  23.4   24.3   22.8   21.1  
ROCE (%)  38.2   39.6   37.3   34.9  
     
EV/ Sales  3.6   3.3   2.9   2.7  
EV/EBITDA  11.3   9.4   8.6   8.0  
Price to earnings (P/E)  20.8   17.1   16.1   15.5  
Price to book value (P/B)  4.4   3.9   3.5   3.1 

Source: Company, Kotak Securities – Private Client Research 
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RATING SCALE 

Definitions of ratings 

BUY  – We expect the stock to deliver more than 12% returns over the next 12 months 

ACCUMULATE – We expect the stock to deliver 5% - 12% returns over the next 12 months 

REDUCE – We expect the stock to deliver 0% - 5% returns over the next 12 months 

SELL – We expect the stock to deliver negative returns over the next 12 months 

NR – Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The 
  report has been prepared for information purposes only.  

SUBSCRIBE  -  We advise investor to subscribe to the IPO. 

RS – Rating Suspended. Kotak Securities has suspended the investment rating and price target 
  for this stock, either because there is not a Sufficient fundamental basis for determining, or 
  there are legal, regulatory or policy constraints around publishing, an investment rating or 
  target. The previous investment rating and price target, if any, are no longer in effect for this 
  stock and should not be relied upon. 

NA – Not Available or Not Applicable. The information is not available for display or is not 
  applicable 

NM – Not Meaningful. The information is not meaningful and is therefore excluded. 

NOTE – Our target prices are with a 12-month perspective. Returns stated in the rating scale are our 
  internal benchmark. 
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Disclosure/Disclaimer 
Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.  
Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan 
Stock Exchange of India Limited (MSE). Our businesses include stock broking, services rendered in connection with distribution of primary market issues and financial 
products like mutual funds and fixed deposits, depository services and Portfolio Management.  
Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak 
Securities Limited is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and 
is also a Mutual Fund Advisor registered with Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst) 
Regulations, 2014. 
We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years. 
However SEBI, Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or levied 
minor penalty on KSL for certain operational deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has 
our certificate of registration been cancelled by SEBI at any point of time.  
We offer our research services to clients as well as our prospects. 
This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. 
Persons into whose possession this document may come are required to observe these restrictions. 
This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer 
to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of 
Kotak Securities Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual 
clients. 
We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be 
guaranteed. Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material 
should rely on their own investigations and take their own professional advice. Price and value of the investments referred to in this material may go up or down. Past 
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