
Mahanagar Gas Ltd
Q4FY19 Earnings Note

A pure retail gas play fixated on margins



Result Highlight 

1) Mahanagar Gas Ltd (MGL) reported YoY net revenue growth of 23.1% to Rs.722.5
Cr during Q4FY19 over the corresponding period of the previous year. The revenue
was mainly driven by a 14.6% YoY increase in realization per SCM to Rs.26.7 and a
7.4% YoY growth in total volume to 270.5 million SCM during Q4FY19

2) Overall volume growth of 7.4% was achieved on the back of an 11.0% YoY growth in
PNG domestic volume to 35.2 million SCM. The other two segments – CNG and
PNG commercial/industrial - witnessed YoY volume growth of 6.9% to 197.6 million
SCM and 7.3% to 37.7 million SCM, respectively, during the quarter.

3) Gross spread per SCM reported a YoY growth of 12.1% to Rs.13.2. The price hike
taken by MGL post the bi-annual domestic gas price reset on 1st April 2019. In-line
with the gross performance, EBITDA per SCM reported a YoY growth of 13.0% to
Rs.7.9. In FY19, the company achieved a gross spread and EBITDA per SCM of
Rs.12.9 and Rs.8.2, respectively (marking an improvement from FY18’s gross spread
and EBITDA per SCM of Rs.12.2 and Rs.7.9, respectively)

4) The stock is currently trading at FY22 forwarded P/E of 12.8x. The ability to pass-on
higher prices, ramping up operations in Thane & Raigadh areas and policy support
to accelerate the use of natural gas over diesel in the transportation segment and
LPG in households. These are key long term triggers.



Key concern areas 

1) Unlike Indraprastha Gas and Gujarat Gas, which are expanding their operations in
other geographies of India, MGL is restricted to only 3 geographical areas –
Mumbai, Thane (Urban) & Raigadh. These 3 geographies are still underpenetrated
and, therefore, MGL managed to sustain revenue and profit growth. However,
with the improvement in penetration and in case of saturation in these
geographies, MGL’s financial performance could hit the ceiling

2) CNG accounts for ~74% of MGL’s total volume. Government is focusing on e-
mobility in public transport (buses) to control rising pollution levels in the NCR
and Mumbai. Buses consume a bulk of CNG and, therefore, a rise in the share of
e-mobility in public transport could impact the volume performance of MGL.



MGL maintained consistency in sales volume 

1) MGL has achieved its conservative volume growth guidance of 6-7% and
continues to maintain the same moving forward. The company is undertaking
capex in its under penetrated area of Raigadh (acquired in 2015), which provides
enough room for expansion in the long run.

2) MGL enjoys the highest EBITDA per SCM in the industry due to its industry leading
share of CNG volume in its total volume. The government’s push to the use of
cleaner fuel is expected to keep the share of CNG high, which is projected to keep
the EBITDA per SCM in the range of Rs.8.0.
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Revenue growth and margins to remain stable

1) MGL’s gross profit margins declined in the past couple of years due to a consistent rise
in natural gas prices. However, the current gross margins are still in the range of 50%,
which is the highest in the industry. Control over operating expenses kept the EBITDA
margin in-line with the gross margin.

2) MGL is targeting CNG and industrial volumes in the Raigadh district. Gas distribution
companies get comparatively lower margins in industrial volumes (as the sourcing cost
for industrial linked supply linked to RLNG). A rise in the share of industrial gas could
offset the higher margins of CNG. Therefore, we are expecting flat gross and EBITDA
margins from the current levels.
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P/E Band Chart
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The stock is currently trading at an FY21 forwarded P/E of 13.8x. We expect that the
sales volume would continue to grow at 6-7% in the coming years, making MGL a
defensive play in the gas distribution industry. We do not expect margin expansion
due to the projected increase in the share of low margin industrial gas volumes from
the Raigadh district. Given the significant discount in valuation (compared to
Indraprashtha Gas and Gujarat Gas), we recommend BUY at the current market price.



Financial Statement

Particular Sep-17 Growth Dec-17 Growth Mar-18 Growth Jun-18 Growth Sep-18 Growth Dec-18 Growth Mar-19 Growth

Gross Sales 588.0 2.4% 638.3 15.1% 643.8 11.7% 676.3 16.0% 762.9 29.7% 824.3 29.2% 793.2 23.2%

Less: Excise Duty 54.3 1.9% 56.8 13.6% 56.8 11.2% 56.9 9.5% 66.4 22.4% 71.7 26.1% 70.7 24.5%

Net Sales 533.8 2.5% 581.4 15.3% 587.0 11.7% 619.3 16.7% 696.5 30.5% 752.7 29.5% 722.5 23.1%

Other operating income 0.0 0.0 0.0 0.0 0.0 0.0 0.0

As a % of sales 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Total Net Sales 533.8 2.5% 581.4 15.3% 587.0 11.7% 619.3 16.7% 696.5 30.5% 752.7 29.5% 722.5 23.1%

Total Expenditure 333.7 -7.1% 380.4 12.8% 410.8 13.4% 408.4 24.5% 475.0 42.4% 513.6 35.0% 508.6 23.8%

As a % of sales 62.5% 65.4% 70.0% 65.9% 68.2% 68.2% 70.4%

PBIDT (Excl OI) 200.1 23.9% 201.0 20.2% 176.2 8.0% 210.9 4.0% 221.5 10.7% 239.1 19.0% 214.0 21.5%

As a % of sales 37.5% 34.6% 30.0% 34.1% 31.8% 31.8% 29.6%

Other Income 14.1 -5.9% 14.1 13.3% 17.4 34.0% 15.3 25.8% 18.2 28.9% 20.4 45.1% 23.8 37.3%

As a % of sales 2.6% 2.4% 3.0% 2.5% 2.6% 2.7% 3.3%

Operating Profit 214.2 21.3% 215.0 19.8% 193.5 9.9% 226.3 5.2% 239.6 11.9% 259.5 20.7% 237.8 22.9%

As a % of sales 40.1% 37.0% 33.0% 36.5% 34.4% 34.5% 32.9%

Interest 0.0 0.0 0.1 0.1 0.1 0.1 0.1

As a % of sales 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

PBDT 214.2 21.4% 215.0 20.1% 193.5 9.8% 226.2 5.2% 239.5 11.8% 259.4 20.6% 237.7 22.9%

As a % of sales 40.1% 37.0% 33.0% 36.5% 34.4% 34.5% 32.9%

Depreciation 25.9 11.9% 26.8 8.2% 33.9 32.2% 29.5 19.8% 30.8 19.1% 32.8 22.4% 32.9 -3.2%

As a % of sales 4.8% 4.6% 5.8% 4.8% 4.4% 4.4% 4.5%

PBT 188.3 22.8% 188.3 22.0% 159.5 6.0% 196.7 3.3% 208.7 10.8% 226.6 20.4% 204.9 28.4%

As a % of sales 35.3% 32.4% 27.2% 31.8% 30.0% 30.1% 28.4%

Tax 63.5 24.4% 64.3 16.1% 54.8 7.4% 68.4 3.4% 72.4 14.0% 78.3 21.8% 71.4 30.4%

As a % of sales 11.9% 11.1% 9.3% 11.0% 10.4% 10.4% 9.9%

Profit After Tax 124.8 22.1% 124.0 25.2% 104.8 5.3% 128.3 3.2% 136.3 9.2% 148.3 19.6% 133.5 27.4%

As a % of sales 23.4% 21.3% 17.8% 20.7% 19.6% 19.7% 18.5%



Financial Statement

DESCRIPTION Mar-13 Mar-14 Mar-15 Mar-16 Mar-17 Mar-18 Mar-19

Gross Sales 1,650.9 2,051.7 2,291.7 2,285.1 2,239.1 2,452.9 3,056.8

Less: Excise Duty 136.6 166.6 196.8 206.8 205.1 219.9 265.7

Net Sales 1,514.4 1,885.2 2,094.9 2,078.3 2,034.0 2,233.0 2,791.1

Expenditure: 

    Raw Material Cost 812.2 1,144.3 1,295.7 1,229.7 1,018.4 1,029.1 1,399.2

    Employee Cost 35.9 41.7 51.1 56.3 60.0 67.0 70.9

    Other Expenses 183.3 210.9 258.4 283.0 312.7 356.8 435.6

Total Expenditure 1,031.4 1,396.9 1,605.2 1,569.0 1,391.1 1,452.9 1,905.6

As a % of sales 68.1% 74.1% 76.6% 75.5% 68.4% 65.1% 68.3%

EBITDA (Excl OI) 483.0 488.2 489.7 509.3 642.8 780.1 885.5

EBITDA Margin 31.9% 25.9% 23.4% 24.5% 31.6% 34.9% 31.7%

Other Income 31.5 34.5 40.7 47.2 54.0 57.7 77.7

Operating Profit 514.5 522.7 530.4 556.5 696.8 837.8 963.2

Interest 1.1 0.2 1.2 2.2 1.0 0.1 0.3

PBDT 513.5 522.5 529.2 554.2 695.8 837.7 962.9

Depreciation 71.1 80.7 79.9 82.6 95.1 111.2 125.9

PBT 442.4 441.8 449.3 471.6 600.7 726.5 836.9

Tax 143.8 144.5 148.3 160.7 207.2 248.6 290.5

Profit After Tax 298.5 297.2 301.0 310.9 393.4 477.9 546.4

Profit Margin 19.7% 15.8% 14.4% 15.0% 19.3% 21.4% 19.6%
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