Sabarmati Gas Limited

Instrument Amount Rated Rating Action
Term Loans Rs. 113.42 Cr. Upgraded to [ICRA]JAA-
(Reduced from Rs. 119.67 Cr.) (Stable)
Long Term Fund based limits Rs. 30.0 Cr. Upgraded to [ICRA]JAA-
(Stable)
Short Term Non-Fund based Rs. 145.0 Cr. [ICRA]JAL+ reaffirmed
limits

ICRA has upgraded the long-term rating assigned to the Rs. 143.42 crores’ (reduced from Rs. 149.67
crores) long-term fund based/ term loan facility of Sabarmati Gas Limited (SGL)' to [ICRA]JAA-
(pronounced ICRA double A minus) from [ICRA]JA+ (pronounced ICRA A plus). The outlook on the
long term rating is ‘Stable’. ICRA has also reaffirmed the short-term rating assigned to the Rs. 145.0
crores short term non-fund based limits of SGL at [[CRA]JA1+ (pronounced ICRA A one plus).

The rating upgrade takes into account the improvement in the overall financial risk profile of SGL
following the significant improvement in contribution margins, profitability, return metrics as well capital
structure registered by SGL in FY15. The business and financial risk profile of the company improved
on account of allocation of cheaper domestic gas for CNG and PNG-domestic segments as well as
pass on of the price increases to its customers by undertaking frequent price revisions for the PNG-
industrial and commercial segments. The upgrade also takes into account the pricing freedom for SGL
going forward with the elimination of regulatory risks post the Honorable Supreme Court’s judgement
on the PNGRB vs. Indraprastha Gas Limited (IGL) case on July 1, 2015. Going forward, ICRA expects
the company’s margins to remain healthy, albeit at lower levels as compared to FY15, even while
overall sales volumes may remain subdued.

The ratings continue to draw comfort from the strong ownership pattern, with BPCL and GSPC Group
being the main promoters; long-term favourable demand prospects for the CGD business and its
strong market position in its areas of operation. Despite expiration of its marketing exclusivity in
October 2014, ICRA expects the company to continue to enjoy a dominant market share because of its
first mover advantage as evident from its established network. In addition, there are significant entry
barriers for third party marketers arising mainly from issues in gas availability at competitive prices.
SGL would also continue to earn regulated returns (21% pre-tax RoCE) through network tariffs and
compression charges on regulated assets due to physical exclusivity in place (25 years starting from
the year 2009). ICRA notes that the financial profile of the company was boosted by the change in the
domestic gas allocation policy since February 2014, wherein the Gol announced allocation of 100%
domestic gas towards the CNG and PNG (domestic) segments of CGD entities.

The ratings, however, continue to remain constrained by the expected pressure on SGL’s volumes in
the near term on account of the gas sourcing for Industrial and Commercial customers being done
through costlier R-LNG (on account of long term contracts) resulting in a lower price advantage over
alternate liquid fuels which could have a dampening effect on the demand from these customer
segments going forward. Further, any significant upward revision in domestic gas price could impact
the competitive advantage over liquid fuels/LPG and thus impact demand and profitability in the CNG
and PNG domestic segments. ICRA also notes that SGL has modest capital expenditure plans in the
regions it operates and thus SGL’s ability to tie-up new sources of gas to meet the incremental
demand would remain critical for its growth, although the presence of strong promoters with access to
gas provides some comfort.

" 100 lakh = 1 crore = 10 million
T For complete rating definition, please refer to ICRA Website www.icra.in or any of the ICRA Rating
Publications



Company Profile

Sabarmati Gas Limited (SGL) was incorporated on June 6, 2006 by BPCL along with GSPC/GSPL to
carry on city gas distribution (CGD) business in three North Gujarat districts, namely, Gandhinagar,
Mehsana and Sabarkantha. Prior to the formation of the Joint Venture (JV), BPCL was independently
carrying on CGD business in the above districts. Subsequent to the formation of JV, BPCL stopped its
own CGD operations in the aforementioned districts and transferred the assets to the JV. BPCL and
Guijarat State Petroleum Corporation (GSPC)/Gujarat State Petronet Limited (GSPL) hold 25% stake
each while 49.87% stake is held by financial institutions (FIs) such as IDFC PE fund, IFCI Infra and
UTI Infrastructure and the remaining 0.13% stake is held by twelve individual shareholders. SGL retails
piped natural gas (PNG) and CNG to various sectors like industrial, domestic, commercial and
transportation. The main focus of SGL is on the industrial segment, with PNG sales to industry
accounting for ~64% of FY15 sales volume and the rest being accounted for by CNG (~30%), PNG-
domestic (~5%) and PNG-commercial (~1%) segments.

Recent Results
For the year FY15, the company reported an operating income of Rs. 911.04 crores and profit after tax
of Rs. 110.84 crores as against an operating income of Rs. 942.69 crores and profit after tax of Rs.
31.15 crores during FY14.
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