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THE COMPASS

Transmission volumes, petchem gains ahead for Gail
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The Gail (India) share price hasseen a
correction of 22 per centin the last six
months. The third quarter (Q3FY25)
results were also disappointing, and
analysts have cut earnings expectations
for FY25. However, prospectscould
improve over the next12-15months
since thereis the likelihood of volume
growth for transmission/trading.
Capexis also easing off, which will lead
tomuch-improved cash flows. Gas
costs for petchem may remain flat,
aidingrealisationsin the petchem
segmentwhere capacitywill more than
double.

There should be around 7 per cent
annual growth in transmission
/marketing volumesover FY24-27as
theInternational Energy Agency (IEA)
estimates India’s natural gas
consumption will rise 60 per cent by

2030 from 65billion cubic metres or
bemin2023. TEA also estimates
Liquefied Natural Gasor LNG
consumption to grow at 11 per cent per
annum, driven by city gas distribution
(CGD), power, and industrial sectors.

Gailisakey playerin thisgrowth
trajectory.

InFY26, Gailwill see the startof
operationsin 3,115 kilometres of new
pipelinesand potential tariffhikesin
QIFY26 with positive net profitimpact.
The petrochemical capacity will rise
from 810 kilotons per annum currently
102.7 million metric tonnes per annum
by FY27 as projects commence
operations. The petchem product mix
isalsosettodiversify, aswill feedstock
sources. This de-risks the petchem
segment. Thedividend yield islikely to
beat4 per centor better, post-
corrections.

Evenwith conservative

assumptions for lower petchem
marginsand any potential delaysin
commissioningof petchem facilities,
and moderate transmission volume
assumptions, thestockcould be
attractive asvaluations are now quite
low.

Management guidance is
transmission volumes of129 million
metricstandard cubic meters per day or
mmscmd in FY25, rising to 140
mmscemdin FY26 and 150 mmsemd in
FY27. Thetransmission business has
generated an average return on capital
employed or ROCE of 10 per centin
FY24 and prior fiscals, and as volumes
rise, itisexpected to generate 12 per
centRoCEinFY25.

CGDisakeysector for offtake with
the expansion of CNG infrastructure
and the costadvantage of gas over
liquid fuels for micro, small, and
medium enterprises. Demand from

heavy industrial and manufacturing
sectors, including iron and steel
production, will contribute 15 bem per
year by2030, and gasconsumptionin
oil refining is projected to rise by over 4
bem peryear as more refineries
increase their capacity and also
connect to the gas grid.

After2028, the gap between
currentlysecured LNG contracts and
projected demand maywidenalot,
leaving India vulnerable to fluctuations
inspot LNG markets unless additional
contracts are negotiated by then. There
couldalsobeatightspot LNG marketin
HI1CY25. Butin H2CY25, new global
LNG capacity will become operational
tomeet LNG demand, and spot prices
will moderate.

There’sa high probability of gas
price-related tariffhikes. The regulator
considered agas price of $12.46/mmbtu
for Gujarat State Petronetrecently. Gail

could benefitfrom aprojected 10-12 per
centtariffincrease.

Gail hasacumulative capex of
15,300 crore for transmission projects
andz17,300 crore for petchem projects
scheduled for completion in FY26. As
earnings contribution from these
begins, return on equity or RoE could
climb by400-500 basis points from 9.5
percentin FY23. Free cash flow will also
rise substantially as the capexis
completed.

Petchem capacity expansions and
diversification of product portfolioand
feedstock sourceswill reduce riskand
should establish a pattern of stable
profitsin the petchem segment. In the
Q3FY25conference call, management
guided thatcurrent average petchem
realisations are likely at the bottom of
thecycle. Stock price corrections across
theenergysector have alsoaffected
Gail'ssubstantial investmentsin other
companiesin oil &gas, andifthe
valuation cycle is near bottomingout,
there could be anupside in its portfolio
andjointventures.
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GAILs gas tarift set for a hike, profits to surge 3,400 cr

Press Trust of India
feedback@livemint.com

NEW DELHI: GAIL (India) Ltd is
likely to get up toa 35% rise in
the integrated tariff for trans-
porting natural gas through its
pipeline network, potentially
boosting the state-owned com-
pany's pre-tax earnings by as
much as¥3,400 crore annually,
the company chairman Sandeep
Kumar Gupta said.

The levelised tariff of the inte-
grated pipeline network, which
carries about 90% of volume as
of date, is ¥58.61 per million Brit-
ish thermal units.

The revision in integrated tar-
iff - the one the power plants, fer-

tiliser units and city gas opera-
tors pay for receiving gas
through GAIL's 10 pipelines is
primarily driven by the need for
GAIL to cover increasing opera-
tional and maintenance costs
while also incentivising further
investment in the pipeline infra-
structure. “As requisitioned by
the regulator, we have submitted
requisite details for review of
tariff in August 2024. The
revised tariff filed is 78 per
mmBtu,” he said, adding that as
per regulations the public con-
sultation will be held shortly and
a revised tariff order will be
issued by the regulator.

The tariff review process is
expected to conclude by the first

quarter of the 2025-26 fiscal
(April 2025 to March 2026 finan-
cial year).

“On an annualised basis, this
would increase our profit before
tax by up to 3400 crore,” Gupta
said. The government is keen on
raising the share of natural gas
in the country’s energy basket to
15% by 2030 from the current
6.2% as part of its energy transi-
tion goals. Towards this, GAIL is
connecting newer areas with
pipeline networks to take less
polluting fuel to unconnected
areas.

As more areas are connected
to the pipeline network, GAIL
may see a gradual increase in
demand for transportation servi-

ces. This increased demand,
combined with infrastructure
upgrades, may lead to the revi-
sion of tariffs.

The Petroleum and Natural
Gas Regulatory Board (PNGRB)
is likely to approve the revised
tariff shortly, Gupta said.

PNGRB, while fixing the tariff
in 2023, considered a price of
government-controlled domesti-
cally produced gas, known as
APM gas, at $3.61 per mmBu for
internal consumption in the run-
ning of the pipeline. This rate is
no longer applicable after the
APM gas was diverted to meet
CNG needs.

There is an annual under-re-
covery of about 1,200 crore on

this account.

Also, the regulator has got
volume determination done by
EIL, which is on the lower side.

“Considering these two fac-
tors only, we are expecting an
increase of 10-12 per mmBtu,”
he said. PNGRB is expected to
balance the need for higher tar-
iffs to cover GAILs rising costs
and the government's commit-
ment to keeping natural gas
affordable for consumers.

The increase in tariffs will
help GAIL maintain and expand
its network, boosting its earn-
ings while aligning with broader
government policies aimed at
increasing natural gas usage
across the country.
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GAIL to get pipeline tarift boost,
margins to rise by 33,400 crore

PTI
NEW DELHI

GAIL (India) Ltd is likely to
get up to a 35 per cent rise in
the integrated tariff for trans-
porting natural gas through
its pipeline network, poten-
tially boosting the state-
owned company's pre-tax
earnings by as much as Rs
3,400 crore annually, the com-
pany chairman Sandeep
Kumar Gupta said.

The levelised tariff of the
integrated pipeline network,
which carries about 90 per
cent of volume as of date, is Rs
58.61 per million British ther-
mal units.

The revision in integrated
tariff - the one the power
plants, fertiliser units and city
gas operators pay for receiv-
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ing gas through GAIL's 10
pipelines - is primarily driven
by the need for GAIL to cover
increasing operational and
maintenance costs while also
incentivising further invest-
ment in the pipeline infra-
structure.

"As requisitioned by the
regulator, we have submitted
requisite details for review of
tariff in August 2024. The
revised tariff filed is Rs 78 per
mmBtu," he said, adding that
as per regulations the public

consultation will be held
shortly and a revised tariff
order will be issued by the
regulator.

The tariff review process is
expected to conclude by the
first quarter of the 2025-26 fis-
cal (April 2025 to March 2026
financial year).

"On an annualised basis,
this would increase our profit
before tax by up to Rs 3,400
crore,” Gupta said.

The government is keen on
raising the share of natural
gas in the country's energy
basket to 15 per cent by 2030
from the current 6.2 per cent
as part of its energy transition
goals. Towards this, GAIL is
connecting newer areas with
pipeline networks to take less
polluting fuel to unconnected
areas.
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el 1 T W ek 91 G ¥
IR o 3,400 TG TR cht SHAG

T feeed,  (wmm)
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Taw & SR gefaw 1H
ufteeT & fau foem @
T ied Yo | 35 ufaer 7
FTN F S H H-TE
379 TG 3,400 TS BT
TF 9% GHAl B HmET &
SR TE AR T T TR
FVTHAT ST | A 7 ST
90 TfTeT T =1 gftas T &
IR e e G R |
T2aH HT ek 58.61 TU
gfa 10 @@ s (fafesr
oder affe) ) wEET U
H GeHe 9T €9 9 e &t
Tedr gfEeT 3 tErEE
AT S TEifEd A @
ST O U ® | 5 W
T IR I B #
sferen fraer =7 oft grefea
SHTAT B AT T wET, wH
frame 1 T, 2024 H
Yok o W T & o

syifeye faeror g W feu
| TET HYIUA IEF 78
I Ufd 10 TG HEG FTE

3= Fe o5 femr &
IIEY STeg Bl WTESITR
Wt e faar s
3R frames R wvnfua
Yook STTSRT SR fomar ST |
Yo TEE gfeRar faw ad
2025-26 =1 Teait fqaTel T5h
AT B Y IERE B
3 wel, e U W, 39
I 3fe ¥ TR F-TE 8T
H 3,400 FUES T T &1
gig Tl TWER 9 Feif
qeAE T & T8 <9 H
FoTt areRtt 7 urepfees iy
fesiert =T HISET 6.2
gfay & F@eT 995 2030
TR 15 TFawTa & i 555
?1 I 7 ww o Ugiferm
3 e faer e framres drd
(frorstamat) seg &
TYTTeT Tee IT 1 ol &
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