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IRM Energy

Earnings impacted by higher opex

Our BUY recommendation on IRM Energy (IRM) with a target price of INR
630/sh is premised on (1) a ~35% CAGR volume growth over FY24-26E and (2)
robust margins in the long term. In Q4FY24, EBITDA stood at INR 226mn (+53%
YoY, -46% QoQ), and consolidated PAT stood at INR 90mn (+2.2x YoY, -62%
Qo0Q), coming in below our estimates due to higher-than-expected other
expenses, interest cost and provisioning of license fees, partially offset by
higher-than-expected other income. Volume at 0.51mmscmd (-5% YoY, -6%
QoQ) came in line with our estimates.

®  Volume: IRM’s volume at 0.51mmscmd (-5% YoY, -6% QoQ) came in line
with our estimate. CNG volume stood at 0.29mmscmd (+23% YoY -1% QoQ),
domestic PNG segment volume was at 0.02mmscmd, (+56% YoY, +10% QoQ),
and industrial and commercial segment volume was at 0.21mmscmd (-29%
YoY, +4% QoQ). We expect IRM to maintain its CGD network expansion,
which should support our projected ~40% CAGR volume growth from FY24-
26E owing to (i) an anticipated rise in the number of CNG vehicles due to
favourable economics and rapid expansion of the CNG retail network and (ii)
expectation of an increased demand from industrial consumers in Mandi
Gobindgarh in Fatehgarh Sahib and Namakkal and Tiruchirappalli (N&T) in
Tamil Nadu. Our volume estimates for FY25/26E stand at 0.74/0.95msmcmd.

® Higher opex impacts margins: The gross spread, at INR 12/scm, improved by
~INR 4/scm YoY; however, it declined INR 0.4/scm QoQ, mainly owing to INR
1.2/scm QoQ increase in gas cost to INR 33.7/scm (-20% YoY, +4% QoQ).
Realisation stood at INR 45.8/scm (-9% YoY, +2% QoQ). Other expenses came
in higher at INR 7.2/scm (+44% YoY, +78% QoQ). The opex was higher due to
(a) infrastructure expansion in N&T where the majority of their CNG stations
are offline stations; we expect this opex to come down, albeit gradually as
volumes pick up and (b) payment of license fee. Resultant, EBITDA/scm came
in lower at INR 4.8/scm (+58% YoY, -42% QoQ), below our estimate.
Accordingly, to factor in the impact of higher opex in the near term and
payment of license fees to the promoters, we have moderated our EBITDA
margin assumption to INR 7.5/8 per scm for FY25/26E.

® License fee—a negative surprise: Q4 opex was higher on account of the
company making a provision for a license fee of INR 42.9mn. This license fee,
which was waived off until 31 Dec-2023, is paid to the promoter for usage of
the tradename “IRM”. This negative surprise had an impact of INR 0.9/scm
on the overall per unit EBITDA margin during the quarter.

®  Key highlights: (1) IRM witnessed an improvement in industrial/commercial
volumes by 4% QoQ. (2) During Q4, IRM added 6,021 domestic customers, 40
commercial customers and 3 industrial customers; added 8 CNG stations. (3)
The company has commissioned 15 CNG stations in N&T. (4) The company
did not participate in the Rights Issue in Farm Gas and Venuka Polymers,
resulting in IRM’s stake in Farm Gas and Venuka Polymers reducing to 37.5%
and 33.33% respectively; thus, their status changed from Joint Controlled
Entities to Associates.

®  Change in estimates: We cut our FY25/26E EPS estimates by 31/22% to INR
30.1/43 to factor in moderation in volume growth and lower EBITDA margin
due to the impact of higher opex and payment of license fees to the promoter,
delivering a revised target price of INR 630/sh.

® DCF-based valuation: Our target price of INR 630/sh is based on Mar-26E
free cash flow (WACC 13.7%, terminal growth rate 2%). The stock is currently
trading at 12.5x Mar-26E EPS.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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YE March 4 3 o 4 YoY
(INR mn) FYQZ " F\g " Q (%Q) F\g 3 %) FY22  FY23| FY24P FY25E FY26E
Revenue 2,142 2,261 (5.2) 2434 (12.00 5071 9801| 8905 12,938 17,896
EBITDA 226 422 (46.5) 148 527 1,864 1,122 1489 2,030 2,761
APAT 90 238 (62.2) 40 1219 1,280 631 857 1,238 1,765
AEPS (INR) 22 58 (62.2) 1.0 1219 31.2 15.4 20.9 30.1 43.0
P/E (x) 17.3 35.0 25.8 17.8 12.5
EV / EBITDA (x) 12.3 21.0 12.9 9.8 7.1
RoE (%) 70.9 214 13.4 12.5 15.6
Source: Company, HSIE Research
Quarterly standalone financial snapshot
(INR mn) Q4FY24  Q3FY24 Qo0Q (%)  Q4FY23  YoY (%)
Net Sales 2,142 2,261 -5.2 2,434 -12.0
Raw material and Traded Goods 1,579 1,635 3.4 2,042 -22.7
Employee Expenses 34 34 0.9 23 46.6
Other Operating Expenses 303 170 78.6 220 37.3
EBITDA 226 422 -46.5 148 52.7
Depreciation 74 73 2.0 56 31.2
EBIT 152 350 -56.5 92 65.9
Other Income (incl EO) 98 71 37.3 13 660.2
Interest 85 70 22.1 53 59.3
PBT 165 351 -53.1 51 222.6
Provision for tax 53 108 -51.4 17 207.2
Standalone PAT 112 243 -53.8 34 230.3
Share of Profit/(loss) of JV/Associate -23 -6 -303.6 6 -450.8
Consol PAT 90 238 -62.2 40 121.9
Standalone EPS (Rs) 2.7 59 -53.8 0.8 230.3
Consol EPS (Rs) 2.2 5.8 -62.2 1.0 121.9
Source: Company, HSIE Research
Quarterly operational snapshot
Q4FY24 Q3FY24 Q0Q (%)  Q4FY23  YoY (%)
Total Volume (mmscmd) 0.51 0.55 -5.9 0.54 -4.7
CNG 0.29 0.29 =12 0.23 285
PNG 0.23 0.26 -11.3 0.31 -25.9
Domestic PNG 0.02 0.02 10.4 0.01 55.7
Ind+Comm PNG 0.21 0.20 41 0.29 =292
Trading - 0.04 -100.0 0.00 -100.0
Margins (INR/scm) Q4FY24 Q3FY24  QoQ (%) Q4FY23  YoY (%)
Realisation 45.8 45.0 1.8 50.1 )
Gross Spread 12.0 12.4 (3.3) 8.1 49
Opex 72 4.1 78.0 5.0 44
EBITDA Spreads 4.8 84 (42.5) 3.0 58
PAT 24 438 (50.4) 0.7 243
RM 33.7 325 3.8 42.1 (20)
Source: Company, HSIE Research
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Historical volume trend

Historical margin trend
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Change in estimates
FY25E FY26E
Oold New Ch% Oold New Ch%

EBITDA (INR mn) 2,702 2,030 (24.9) 3,372 2,761 (18.1)
AEPS (INR/sh) 43.4 30.1 (30.6) 55.1 43.0 (21.9)
Source: Company, HSIE Research
Key metrics
(INR mn) FY22 FY23 FY24P FY25E FY26E
Volumes (mmscmd) 041 0.54 0.52 0.74 0.95
Revenue 5,071 9,801 8,905 12,938 17,896
EBITDA 1,864 1,122 1,489 2,030 2,761
EBITDA (INR/scm) 12.3 5.7 7.8 7.5 8.0
PAT 1,280 631 857 1,238 1,765
EPS (INR/sh) 31.2 15.4 20.9 30.1 43.0
RoE (%) 70.9 21.4 13.4 12.5 15.6
Source: Company, HSIE Research
Gas companies’ valuation summary

MCap CMP TP P/E (x) P/BV (x) ROE (%) |EV/EBITDA (x)
Company | (INR RECO

bn) (INR) (INR)| FY25E FY26E| FY25E FY26E| FY25E FY26E| FY25E FY26E
IGL 309 BUY 520 156 13.8] 126 111 16.1 16.0 2.7 24
GGL 386 ADD 580 269 210 45 39| 176 200 16.1 12.4
MGL 128 BUY 1,298 1,570 109  10.6 22 19| 213  19.6 6.7 6.1
IRM 22 BUY 538 630 17.8 125 2.1 18| 125 15.6 9.8 7.1
Source: NSE, HSIE Research
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INCOME STATEMENT

(INR mn) FY21 FY22 FY23 FY24P FY25E FY26E
Revenues 1,896 5,071 9,801 8,905 12,938 17,896
Growth % 28.5 167.5 93.3 9.1) 45.3 38.3
Raw Material 771 2,482 7,798 6,465 9,588 13,389
Employee Cost 41 72 91 124 149 178
Other Expenses 352 653 790 828 1,170 1,568
EBITDA 732 1,864 1,122 1,489 2,030 2,761
EBIDTA Margin (%) 38.6 36.8 11.5 16.7 15.7 15.4
EBITDA Growth % 47.3 154.7 (39.8) 32.6 36.4 36.0
Depreciation 120 150 209 265 369 423
EBIT 612 1,714 913 1,224 1,661 2,338
Other Income 7 31 60 238 126 133
Interest 159 221 229 267 146 125
PBT 461 1,524 744 1,195 1,641 2,345
Tax 110 388 180 280 413 590
RPAT 351 1,136 564 915 1,228 1,755
EO (Loss) / Profit (Net Of Tax)

APAT 351 1,136 564 915 1,228 1,755
Share from JV's/associates -2 145 67 -58 10 10
Consolidated APAT 349 1,280 631 857 1,238 1,765
Consolidated APAT Growth (%) 65.6 267.0 (50.7) 35.7 445 42.6
AEPS 8.5 31.2 15.4 20.9 30.1 43.0
AEPS Growth % 65.6 267.0 (50.7) 35.7 445 42.6

Source: Company, HSIE Research

BALANCE SHEET
(INR mn) FY21 FY22 FY23 FY24P FY25E FY26E
SOURCES OF FUNDS
Share Capital 290 294 303 411 411 411
Reserves And Surplus 886 2,144 3,162 8,907 10,056 11,694
Total Equity 1,176 2,437 3,464 9,318 10,466 12,105
Long-term Debt 1,582 1,868 2,822 1,132 461 1,163
Short-term Debt 52 158 216 973 682 478
Total Debt 1,634 2,026 3,038 2,105 1,143 1,641
Deferred Tax Liability 94 147 185 224 312 400
Other long term liabilities 193 303 424 582 622 667
Long-term Provision 7 9 14 19 19 19
TOTAL SOURCES OF FUNDS 3,103 4,923 7,126 12,248 12,563 14,831
APPLICATION OF FUNDS
Net Block 2,406 3,004 3,806 5,574 7,511 8,828
Capital WIP 197 523 911 868 885 903
Intangible assets 2 2 - - - -
LT Loans And Advances - - - - - -
Total Non-current Investments 199 605 915 733 733 733
Inventories 8 17 19 43 63 89
Debtors 112 227 386 368 535 740
ST investments 14 103 543 153 153 153
Cash and Cash Equivalents 414 997 985 4,878 3,201 4,085
Other Current Assets 30 70 364 350 350 350
Total Current Assets 577 1,414 2,297 5,792 4,302 5,416
Creditors 101 251 312 293 434 606
I?:i‘veirs;‘::em Liabilities & 177 374 492 425 433 442
Total Current Liabilities 278 625 803 718 868 1,048
Net Current Assets 300 789 1,494 5,073 3,434 4,368
TOTAL APPLICATION OF
FUNDS 3,103 4,923 7,126 12,248 12,563 14,831
Source: Company, HSIE Research
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CASH FLOW STATEMENT
(INR mn) FY21 FY22 FY23 FY24P FY25E FY26E
Reported PBT 461 1,524 744 1,195 1,641 2,345
Non-operating & EO Items (10) 114 7 (296) (116) (123)
Interest Expenses 159 221 229 267 146 125
Depreciation 120 150 209 265 369 423
Working Capital Change (83) 182 (277) (76) (38) (50)
Tax Paid (110) (388) (180) (280) (413) (590)
OPERATING CASH FLOW (a) 537 1,803 733 1,074 1,589 2,131
Capex (456) (1,074) (1,397) (1,989) (2,323) (1,758)
Free Cash Flow (FCF) 81 729 (664) 915) (734) 373
Investments (64) (495) (750) 572 - -
Non-operating Income 7 31 60 238 126 133
INVESTING CASH FLOW (b) (512) (1,539) (2,087) (1,180) (2,197) (1,625)
Debt Issuance/(Repaid) 184 392 1,012 (933) (962) 498
Interest Expenses (159) (221) (229) (267) (146) (125)
FCFE 107 901 119 (2,116) (1,842) 746
Share Capital Issuance 19 4 9 108 = =
Dividend - - (21) (62) (89) (127)
Others 155 143 571 5,152 128 132
FINANCING CASH FLOW (c¢) 199 319 1,342 3,998 (1,069) 378
NET CASH FLOW (a+b+c) 224 583 (12) 3,893 (1,677) 884
Closing Cash & Equivalents 414 997 985 4,878 3,201 4,085
Source: Company, HSIE Research
KEY RATIOS
FY21 FY22 FY23 FY24P FY25E FY26E
PROFITABILITY %
EBITDA Margin 38.6 36.8 115 16.7 15.7 154
EBIT Margin 323 33.8 9.3 13.7 12.8 13.1
APAT Margin 184 252 6.4 9.6 9.6 9.9
RoE 36.3 70.9 214 13.4 12.5 15.6
RolIC 19.1 39.3 14.7 14.6 15.1 17.7
RoCE 48.8 80.0 27.3 16.6 13.6 16.5
EFFICIENCY
Tax Rate % 23.8 25.5 24.1 23.4 25.2 25.2
Fixed Asset Turnover (x) 0.8 1.7 2.6 1.7 1.8 1.9
Inventory (days) 4 3 1 2 2 2
Debtors (days) 22 16 14 15 15 15
Other Current Assets (days) 6 5 14 14 10 7
Payables (days) 19 18 12 12 12 12
Other Current Liab & Provns (days) 34 27 18 17 12 9
Cash Conversion Cycle (days) (22) (21) 1) 2 3 3
Net Debt/EBITDA (x) 1.6 0.5 13 (2.0 (1.1) (0.9)
Net D/E 1.0 0.4 0.4 (0.3) 0.2) 0.2)
Interest Coverage 0.3 0.1 0.3 0.2 0.1 0.1
PER SHARE DATA (Rs)
EPS 8.5 31.2 15.4 20.9 30.1 43.0
CEPS 114 34.8 20.5 27.3 39.1 53.3
Dividend - - 0.5 15 22 3.1
Book Value 28.6 59.4 84.4 226.9 2549 294.8
VALUATION
P/E (x) 63.3 17.3 35.0 25.8 17.8 12.5
P/Cash EPS (x) 47.1 154 26.3 19.7 13.7 10.1
P/BV (x) 18.8 9.1 6.4 24 2.1 1.8
EV/EBITDA (x) 31.8 12.3 21.0 12.9 9.8 7.1
EV/Revenue (x) 12.3 45 24 2.2 15 1.1
Dividend Yield (%) - - 0.1 0.3 0.4 0.6
OCF/EV (%) 2.3 7.8 3.1 5.6 8.0 10.9
FCFF/EV (%) 0.3 3.2 (2.8) (4.8) (3.7) 19
FCFE/M Cap (%) 0.5 4.1 0.5 9.6) (8.3) 3.4

Source: Company, HSIE Research
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Rating Criteria

BUY: >+15% return potential

ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential
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subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views
about the subject issuer(s) or securities. SEBI conducted the inspection and based on their observations have issued
advise/warning. The said observations have been complied with. We also certify that no part of our compensation was,
is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.
Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company.
Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or
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Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does have/does not have any
material conflict of interest.
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HDEC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must
not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider
the risk appetite or the particular circumstances of an individual investor; readers are requested to take professional
advice before investing. Nothing in this document should be construed as investment advice. Each recipient of this
document should make such investigations as they deem necessary to arrive at an independent evaluation of an
investment in securities of the companies referred to in this document (including merits and risks) and should consult
their own advisors to determine merits and risks of such investment. The information and opinions contained herein have
been compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable. Such
information has not been independently verified and no guaranty, representation of warranty, express or implied, is made
as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice.
Descriptions of any company or companies or their securities mentioned herein are not intended to be complete. HSL is
not obliged to update this report for such changes. HSL has the right to make changes and modifications at any time.
This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by,
any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject
HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the
same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or
published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could
have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such
as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be
considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or
other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL.
HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to,
fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the
dividend or income, etc.
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